An Coimisiún um Rialáil Fóntas Commission for Regulation of Utilities

An Coimisiún um Rialáil Fóntas
Commission for Regulation of Utilities

Irish Water’s Proposals for
a new Non-Domestic Tariff
Framework
Consultation Paper

Reference

CRU/18/114

1|Page

Date Published:

20/06/2018

Closing Date:

15/08/2018

An Coimisiún um Rialáil Fóntas Commission for Regulation of Utilities

Executive Summary
This Consultation Paper concerns Irish Water’s proposals for a new Non-Domestic Tariff
Framework which will apply to Irish Water’s non-domestic customers. The Framework will set
out the ‘rules’ for how tariffs are designed and how customers will be transitioned to their new
tariffs over time.
As part of the Government’s reform of Ireland’s water services system, Irish Water has been
charging non-domestic water and wastewater customers since 1st January 2014. In October
2014, as economic regulator of Irish Water, the Commission for Regulation of Utilities1 (‘CRU’)
directed2 Irish Water to continue to apply the existing Local Authority non-domestic tariffs, which
were in place on 31st December 2013, until Irish Water had the necessary information to
examine the existing structure and level of charges.
Currently there is a wide range of non-domestic tariff levels, tariff categories, methodologies,
applications, billing arrangements and billing cycles across the country3. This complex and
varying range of non-domestic tariff structures evolved under the previous water industry
structure, overseen by 34 different Local Authorities and 10 Town Councils. The CRU requested
that Irish Water develop proposals for a new Non-Domestic Tariff Framework to be submitted to
the CRU and published for public consultation.
The purpose of the Framework is to generate a more harmonised suite of tariffs for nondomestic water and wastewater customers. A more harmonised approach will benefit Irish
Water’s customers in terms of transparency, simplicity and equity.
The Framework will set out how the new non-domestic tariffs will be designed in respect of:
1. The geographic basis of charging (national versus regional charging);
2. How customers are classified into different tariff classes;
3. How the tariffs will be structured (e.g., fixed and variable charges); and
4. How the costs of providing water and wastewater services are allocated to each
customer class.
The new non-domestic tariffs will result in bill decreases for some customers and bill increases
for other customers. The CRU recognises that bill changes can be a concern for businesses.
Therefore, the Framework will also include transitional arrangements which will set out:
5. How customers will be gradually transitioned from their existing tariff to their new nondomestic tariff over time.
When moving from an existing tariff to a new non-domestic tariff it is very important that
customer bill volatility is kept to a minimum and that customers are transitioned in a fair and

1

Formally the Commission for Energy Regulation (CER).
“Water Charges Plan Decision Paper”– CER/14/746 – October 2014.
3 Please see Irish Water’s “Current Non-Domestic Tariff Arrangements” submission document.
2
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reasonable manner. The transitional arrangements and measures that can help mitigate bill
increases for customers are a core part of the Framework.
On 25th May Irish Water submitted to the CRU its proposals for each of the above tariff design
and transitional aspects of the Framework (1-5 above). The full details of Irish Water’s proposals
are set out in Irish Water’s submission documents CRU/18/115 and CRU/18/116, which are
published alongside this Paper.
This Consultation paper is drafted to assist affected customers and interested parties to
consider and provide feedback on Irish Water’s proposals. The CRU wishes to seek views from
the public on each of Irish Water’s proposals before the CRU makes a decision on the tariff
design and transitional aspects of the new Framework.

NON-DOMESTIC CUSTOMER BASE - OVERVIEW
There are approximately 181,0004 non-domestic water and wastewater connections served by
Irish Water, which range from small retail outlets to large industrial connections. The majority of
the customer base consume a very small amount of water, with 60% of all metered connections
consuming less than the average demand for a domestic household (approx. 125m3/annum).
This is most likely due to the fact that a very high proportion of Irish Water’s non-domestic
customer base comprise small retail outlets or offices, where perhaps only one toilet and sink
are required to carry out the business activity.
There is also a very small number of large volume connections. Less than 3%, or just under
5,000 connections, consume or discharge volumes in excess of 2,000m3/annum. These
connections comprise large commercial and industrial water users and include business sectors
such as manufacturing, pharmaceutical, drinks and food production and technology.
Section 9 and Appendix 2 of this paper provide further detail on the breakdown of the nondomestic customer base by size (volume consumed / discharged) and service received.

SUMMARY OF IRISH WATER’S TARIFF DESIGN & TRANSITION PROPOSALS
The following summarises Irish Water’s principal proposals for its Non-Domestic Tariff
Framework:
Geographic Basis of Charging:


Irish Water proposes to apply non-domestic tariffs for both metered and unmetered
connections on a national basis.

Customer Classification:

4



Irish Water proposes to introduce three separate tariff classes for metered connections:
o a ‘Standard’ class;
o a ‘Commercial’ class; and
o an ‘Industrial’ class.



These metered tariff classes will be differentiated by annual consumption as follows:

This number reflects 2015 consumption and billing data, as provided by Irish Water.
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Water and Wastewater Customer Classes
Tariff Class

Annual Consumption (m3)

Standard

Less than 1,000m3

Commercial

Between 1,000m3 and 19,999m3

Industrial

Equal to or greater than 20,000m3



For each metered tariff class, there will be a separate charge for water and wastewater
services.



Irish Water proposes to introduce one tariff nationally per service (water and
wastewater) for unmetered connections.

Cost Allocation:


Irish Water currently bills approximately 20% of its overall CRU approved allowed
revenue5 to non-domestic customers.



The development of this Framework provides the first opportunity to evaluate, on a
national basis, the costs of providing water and wastewater services to each of the
domestic and non-domestic customer bases.



Irish Water has undertaken a cost allocation exercise that examines the costs of
providing water and wastewater services to both the domestic and non-domestic
customer bases, and also to each individual non-domestic tariff class.



Based on the output of this exercise, Irish Water is proposing that non-domestic tariffs,
on aggregate, will need to recover approximately 24% of total revenues allowed by the
CRU to reflect the costs of providing water and wastewater services to the non-domestic
sector.



Irish Water’s proposed cost allocation is broken down as follows:

Percent of Allowed Revenue costs allocated to the non-domestic sector
Service
Total

Water Supply

Wastewater

Trade Effluent6

Other7

Current Non-Domestic
billed revenue

10.84%

6.80%

1.40%

0.91%

19.95%

Irish Water’s proposed
cost allocation

13.13%

8.65%

1.40%

0.91%

24.09%

Irish Water’s ‘allowed revenue’ is the amount of efficiently incurred operational and capital costs
that the CRU allows Irish Water to recover over a period of time (the revenue control period).
6 Trade effluent (‘TE’) is a type of wastewater that is discharged from a non-domestic premises that
can have a composition that is more polluting than domestic wastewater.
7 ‘Other’ captures revenue received from: legacy agreements, public Group Water Schemes and
Additional Services revenue.
5
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Tariff Structure:


Irish Water proposes to apply tariffs to non-domestic customers on a per connection
basis;



Application of separate tariffs per service (water and wastewater) for all connections;



Application of two-part metered tariffs - with a fixed and variable component - for all
metered connections;



Application of a single, fixed flat charge per service to all unmetered connections;



Application of a national Domestic Allowance8 for mixed-use9 connections.

Trade Effluent Charging Arrangements:


Irish Water proposes to maintain the existing Local Authority trade effluent charging
arrangements for an interim period as Irish Water has insufficient cost evidence at this
time to propose an enduring policy for charging trade effluent discharges.



Irish Water intends to introduce an enduring Trade Effluent Charging policy in 2020.

Transitioning Customers:


Irish Water proposes to apply the new enduring tariffs to all connections that will face:
o a decrease in their annual bill; or
o an increase in their annual bill of less than €25010.



Irish Water proposes to transition all connections that will face an increase in their
annual bill of €250 or greater.



Connections eligible for a transition will be transitioned to their enduring tariff rates over
3 years.



Irish Water proposes to offer connections eligible for a transition the option of availing of
a 10% cap to their annual bill increase in any one year.

Adjusting tariff levels – from 2019 to 2024


The enduring and transition tariffs are planned to be implemented to all non-domestic
customers (and will be applied to customers’ bills) in Q4 2019.



Irish Water is proposing to set (in advance of implementation) a tariff for each year
throughout the 3 year transition period (Q4 2019 – Q4 2022) and also for the following
years to the end of 2024.

8

The Domestic Allowance represents the portion (volume in m 3) of water consumed or wastewater
discharged for domestic purposes in a mixed-use premises.
9 Connections that use water services for both business and domestic purposes at a premises are
termed ‘mixed-use’.
10 Based on their previous year’s consumption.
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This will result in a slightly different tariff level being set for each year to reflect Irish
Water’s projections of inflation and growth in connection numbers each year. Irish
Water is proposing to retain the tariff level set for each year over this 5-year time period.

SUMMARY IMPACT OF IRISH WATER’S TARIFF PROPOSALS TO CUSTOMER BILLS
A key objective of this consultation process is to allow customers understand the impact of the
Irish Water’s proposals to their water and wastewater bills. Irish Water has generated indicative
enduring tariff rates that reflect its tariff design proposals. It is important to note that these
rates are ‘indicative’ at this point as they will be subject to change following the outcome
of this consultation.
Irish Water has also calculated the estimated changes to customer bills if its proposed
‘indicative’ enduring tariffs were applied to all customers. The figure below shows the bill
impacts in terms of the percentage of non-domestic connections estimated to face bill decreases
and increases (of differing monetary amounts) as a result of applying the proposed enduring
tariffs to all customers (that is, without the application of Irish Water’s transitional proposals).

Figure 1 - Irish Water’s Customer Bill Impact Distributional Analysis Based on
Applying the Indicative Enduring Tariffs to All Customers

51%

49%

Source: Figure 1.2 of Irish Water’s Non-Domestic Transitional Arrangements Proposals
submission document

The above bill impact summary results show that if Irish Water’s proposed enduring tariffs are
applied to all 181,298 metered and unmetered connections (that is, there are no transition
arrangements in place):
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The following table provides an overview of the customer bill impacts as a result of Irish Water’s
tariff design and transitional proposals:

Summary Bill Impacts of Irish Water's Tariff Design & Transitional Proposals
92,083

50.8%

Connections will see decreases to their bills
(and will move to the enduring tariffs straight away)

67,133

37.0%

Connections will see bill increases of less than €250
(and will move to the enduring tariffs straight away)

22,082

12.2%

Connections will see bill increases of €250 or greater
(and will be eligible for a transition tariff and 10% cap on their annual bill
increase)

181,298

100.0%

Total number of non-domestic connections

Irish Water has set out its indicative enduring tariff rates in Appendix 1 of its Non-Domestic Tariff
Design Review and Enduring Proposals submission document (CRU/18/115) and its indicative
customer bill impacts in Appendix 1 of its Non-Domestic Transitional Arrangements Proposals
submission document (CRU/18/116).
It should be noted that the proposed enduring tariff rates (and resulting estimated
customer bill impact analysis) published in Irish Water’s submission documents, are
indicative. These proposed rates will be subject to change following the outcome of this
consultation and any decision to change the input data to reflect updated values for Irish
Water’s allowed revenue, connection numbers and volumes.
For full details of Irish Water’s proposals please see Irish Water’s submission documents which
are published alongside this paper. The accuracy of the information and analysis presented in
each of Irish Water’s submissions is the responsibility of Irish Water.

CRU’S HIGH LEVEL OBSERVATIONS OF IRISH WATER’S PROPOSALS
The CRU has reviewed Irish Water’s proposals as part of this consultation process. The CRU
welcomes Irish Water’s proposals and is of the view that these proposals will provide a more
simple and transparent set of charging arrangements that will be easy for customers to
understand. Irish Water’s proposed tariffs also result in ‘similar’ customers (in terms of
consumption characteristics (e.g., volume of water consumption)) being charged the same
amount for using the same service, which will achieve greater equity across customers. Many of
Irish Water’s tariff design proposals align with what is in place in other jurisdictions. The CRU
also welcomes Irish Water’s proposals to gradually transition customers to their new tariffs over
time, and proposed measures to help mitigate bill increases for customers.
However, there are elements of Irish Water’s proposals which the CRU requires further
supporting evidence or where an alternative approach could be considered. These elements
are summarised below and are discussed in further detail within this consultation paper. The
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CRU is seeking views on these CRU observations and other aspects of Irish Water’s proposals
throughout this paper.


10% Cap - Irish Water proposes to offer connections eligible for a transition tariff the
option of availing of a 10% cap to their annual bill increase in any one year. Irish Water
is proposing that customers must ‘opt-in’ for this cap. The CRU is of view that it may be
more customer friendly to automatically apply the cap;



Cost allocation - the CRU is of the view that the following aspects of Irish Water’s
proposed cost allocation approach could be reviewed or requires further supporting
evidence:



o

proposal to use Irish Water’s current allowed cost component breakdown –
for the purposes of achieving more stable enduring non-domestic tariffs into the
future, an alternative approach may be to reflect a longer term view of Irish
Water’s cost structure (in terms of operational costs, depreciation and return on
capital), instead of the current allowed cost breakdown;

o

proposal to adjust wastewater volume cost driver for ‘contribution to peak’
to allocate wastewater treatment capex costs – unlike the water system,
wastewater treatment capex costs may be partially driven by storm water peak
flows. In addition, there is an element of storage within the wastewater system.
Therefore, the wastewater treatment capex costs may not be strongly driven by
customer peak discharge flows and as a result Irish Water’s proposed
adjustment for contribution to peak may not be appropriate;

o

proposal to allocate ‘Support Services’, ‘Group & Shared Services’ and
‘Non-controllable costs’ on a blended ‘50% consumption: 50%
connections’ basis. Irish Water is proposing to use a ‘blended’ 50%
consumption and 50% connections split basis to allocate ‘Support Services,
Group & Shared Services and Non-controllable costs’ across its customer
classes. However, given that these services support all areas of the business,
an alternative approach may be to apply a proportional split (based on the
drivers used for the rest of the cost categories); and

o

proposed cost driver adjustment options of 0%, 10%, 20%, 40% - Irish Water
has considered a number of options, a 0%, 10%, 20% and 40% adjustment to
distribution opex allocated by volume shares to reflect average network location
of each customer class. However, Irish Water has not provided any evidence to
support these percentage options or its proposal to use 10% and 20%
adjustments for the Commercial and Industrial classes respectively.

Unmetered tariff design proposal – Irish Water is proposing to apply a single flat
charge whereby all unmetered customers pay the same amount (per service), and is
commensurate with the tariff applied to customers who have low usage. However, the
CRU is aware that there are a number of Local Authority unmetered fixed charges which
are high (€/year), which are presumably applied to connections with estimated medium
and high usage. The CRU is of the view that it would be more equitable for Irish Water
to review connections that are subject to an existing high unmetered charge and either
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meter these connections or introduce assessed based charging arrangements for these
connections; and


Proposal to set (in advance) enduring tariff levels for each year post Q4 2019 –
Irish Water is proposing to set an enduring tariff level for each separate year to reflect
the effect of applying a yearly forecast inflation adjustment to the existing allowed
revenue value as well as forecast growth adjustments to connection numbers each year.
This would mean that for customers who are placed on an enduring tariff, the level of
their standing charge and volumetric charge would be (slightly) different for each year of
the transition period. The CRU is of the view that it may be simpler for customers if their
enduring tariff (standing charge and volumetric charge) levels remained unchanged for
the duration of the transition period.

The CRU has provided further observations on each aspect of Irish Water’s proposals, which
are set out throughout Sections 5 and 8 of this paper.

ESTABLISHING THE NON-DOMESTIC TARIFF FRAMEWORK – CONSULTATION
APPROACH
Establishing Irish Water’s Non-Domestic Tariff Framework and the resulting tariff rates that will
apply to non-domestic customers will be conducted over two phases of consultation.

PHASE 1:
This phase of consultation is about consulting on Irish Water’s proposals for a new NonDomestic Tariff Framework. That is, the ‘rules’ for how tariffs are designed and how customers
will be transitioned to their new tariffs over time. Included in this phase of consultation are the
corresponding ‘indicative’ tariff rates (i.e., the standing charge, volumetric charge and
unmetered charge levels) which reflect Irish Water’s proposals. These indicative tariff rates are
included to assist customers and stakeholders to understand the impact of Irish Water’s design
and transitional proposals on customer bills. Please note that these indicative tariff rates are
subject to change following the outcome of this consultation.
This CRU consultation paper summaries the key features of Irish Water’s proposals and seeks
views from the public. In order to make a decision on the Framework, the CRU wishes to obtain
comments from the water industry, business customers and all other interested parties. The
CRU commits to considering all views equally and affording each respondent the opportunity to
clarify any issue raised in this paper. The CRU is consulting on Irish Water’s proposals from 20
June 2018 to 15 August 2018.
Following consultation, and after careful consideration of the comments received, the CRU will
come to a ‘minded to’ view on the Tariff Framework. That is, a ‘proposed decision’ on how tariffs
are designed and how customers will be transitioned to their new tariffs over time. The CRU will
then ask Irish Water to generate new tariff rates to reflect the CRU’s proposed decision on the
Framework and may also ask Irish Water to reflect updated allowed revenue values and
updated customer connection and volume data. The CRU will then issue its proposed decision
on the Framework and corresponding tariff rates for consultation (in Q4 2018). This will allow
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customers and stakeholders to consider the CRU’s proposed decision and understand the
corresponding impact to their bills.
Finally, following this consultation, the CRU will issue a decision on the Framework and
enduring non-domestic tariff rates (in Q4 2018).

PHASE 2:
The next phase of consultation is about consulting on Irish Water’s proposed ‘tariff application
rules’ (in Q1 2019). These rules will set out the detail, for example, for how domestic
allowances will be applied to customer’s bills or what tariff applies to customers who move
between tariff classes during the transition period. Irish Water’s proposed ‘tariff application
rules’ will be contained within the ‘Water Charges Plan11’.
Following consultation, and after careful consideration of the comments received, the CRU will
issue a decision on the ‘tariff application rules’ (in Q2 2019). The planned timeframe and subject
of each consultation phase is set out below:

PHASE 1 Consultation – Establishing the Tariff Framework & New Tariff Rates

Phase 1

Planned
Date

Consultation

Q2 2018

Irish Water’s proposals for the tariff design and transitional
arrangements of the Tariff Framework, and corresponding
‘indicative’ tariff rates that reflect Irish Water’s proposals.

Proposed
Decision

Q4 2018

CRU’s proposed decision on the tariff design and transitional
arrangements of the Tariff Framework, and corresponding tariff
rates that reflect the CRU’s proposed decision on the
Framework and may also reflect updated allowed revenue and
customer connection and volume data.

Decision

Q4 2018

CRU’s decision on the Tariff Framework and corresponding
final non-domestic tariff rates.

Content of Documents

The ‘Water Charges Plan’ is a document that sets out the manor and method by which charges
under Section 21 of the Water Services (No. 2) Action 2013 shall be calculated. It includes the
charges levied by Irish Water to its customers for the provision of water and wastewater services.
The ‘Water Charges Plan’ is subject to CRU approval.
11
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PHASE 2 Consultation – Tariff Application Rules

Phase 2

Planned
Date

Consultation

Q1 2019

Irish Water’s proposals for the ‘tariff application rules’ (set out
in the ‘Water Charges Plan’).

Decision

Q2 2019

CRU’s decision on the ‘tariff application rules’ (set out in the
‘Water Charges Plan’).

Content of Documents

PLANNED IMPLEMENTATION OF THE NEW TARIFF RATES
The new enduring and transition tariffs are planned to be implemented to all non-domestic
customers (and will be applied to customers’ bills) in Q4 2019.
The date for implementation is yet to be determined, however this will be set out when the CRU
issues its decision on the Framework in Q4 2018.
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Public Impact Statement
At present over 500 separate charges exist for the provision of water and wastewater services to
non-domestic customers of Irish Water across the country. These charges vary in level,
structure, categorisation and application.
The CRU has requested that Irish Water develop proposals for a new Non-Domestic Tariff
Framework which will apply to non-domestic water and wastewater customers connected to the
public network. The Framework will set out how and how much non-domestic customers will be
charged for water and wastewater services. It will introduce more harmonised charging
arrangements for the supply of water to a business’ premises and for removing wastewater from
their premises.

Harmonised Charging Arrangements
Harmonised charging arrangements will bring benefits to businesses in the following ways:


Create a simpler charging structure compared to what exists today. This will make it
easier for customers to understand their charges and how these are applied;



Improve transparency - The Framework will clearly set out what price is charged for
water and wastewater services across the country, what tariff category applies to
customers, and how the charges are calculated and applied to customers, resulting in
improved transparency for all non-domestic customers;



Equitable charging - Tariffs that result in ‘similar’ customers (in terms of consumption
characteristics (e.g., volume of water consumption)) being charged the same amount for
using the same service will achieve greater equity across customers;



Greater price stability - Tariffs will be designed to ensure that customers’ bill volatility is
kept to a minimum. Greater stability in charges over time will benefit customers;



Cost Reflectivity - Tariffs will be designed to reflect only the costs that customer groups
impose on the system, and thereby provide efficient signals for water use; and



Greater price certainty - Changes to the non-domestic tariffs approved under the
Framework in the future will be subject to public consultation and regulatory approval.
Generally, tariff change reviews are taken in line with a revenue control periods, or at
yearly periods within the control period. This will provide greater certainty to businesses
as they plan and budget for the future.

A harmonised suite of non-domestic tariffs for the provision of water and wastewater services is
a common model employed both domestically (in gas and electricity) as well as internationally.
Creating a new charging regime is consistent with the principle set out in the Government’s
Water Services Policy Statement 2018-202512 that water and wastewater services should be
delivered fairly and efficiently with a customer focus. A new regime that provides efficient price
12http://www.housing.gov.ie/sites/default/files/publications/files/water_services_policy_statement_201

8-2025.pdf
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signals for water use by customers and promotes conservation also aligns with a key theme and
policy objective of conservation and encouraging behavioural change contained within the Water
Services Policy Statement. The Policy Statement further recognises the importance of water and
wastewater services to national competitiveness.

Transitioning Changes to Customers’ Bills
The new non-domestic tariffs will impact the amount paid by customers for water and
wastewater services, and will result in bill decreases for some customers and bill increases for
other customers. The CRU recognises that bill changes may be a concern for businesses and a
core part of the Framework will be arrangements to gradually transition customers from their
existing tariff to their new non-domestic tariff over time.

Enhanced Customer Service Standards
The CRU will also consult on and implement enhanced customer service requirements for nondomestic customers of Irish Water. Irish Water currently has 5 separate Codes of Practice for
business customers which provide commitments to customers on the level of service they can
receive. The CRU will be reviewing the customer service standards currently offered within the
non-domestic Codes of Practice with a view to enhancing the quality of service business
customers receive.

13 | P a g e

An Coimisiún um Rialáil Fóntas Commission for Regulation of Utilities

Table of Contents
1

Introduction ............................................................................................................ 16
1.1

2

1.1.1

CRU’s role in regulating Irish Water’s revenues and non-domestic tariffs.... 16

1.1.2

Purpose of this Paper.................................................................................. 16

1.1.3

Background & CRU’s legislative remit ......................................................... 17

1.1.4

Related Documents .................................................................................... 18

1.1.5

Structure of Paper ....................................................................................... 19

1.1.6

Responding to this Consultation .................................................................. 20

Benefits of harmonising Non-Domestic Tariffs .................................................... 21
2.1

Creating Transparent and Simple Charges: ................................................ 21

2.1.2

Equitable Charging Arrangements .............................................................. 22

2.1.3

Cost Reflective Charges: ............................................................................ 22

2.1.4

Greater Price Stability: ................................................................................ 22

2.1.5

Greater Price Certainty: .............................................................................. 22

5

Model of harmonised non-domestic tariffs in place elsewhere ......................... 22

Methodology & Consultation Approach ................................................................ 23
3.1

4

Why the CRU has requested Irish Water to review the existing non-domestic
tariffing arrangements ...................................................................................... 21

2.1.1

2.2
3

Background ..................................................................................................... 16

Project Scope .................................................................................................. 24

3.1.1

In Scope...................................................................................................... 24

3.1.2

Out of Scope ............................................................................................... 24

3.2

Engaging with Stakeholders ............................................................................ 27

3.3

Data Availability ............................................................................................... 27

Tariff Principles ...................................................................................................... 28
4.1

CRU Tariff Principles ....................................................................................... 28

4.2

Impact on Competitiveness ............................................................................. 29

4.2.1

Consideration of Competitiveness as a Tariff Principle ................................ 29

4.2.2

How the CRU can address Competitiveness ............................................... 30

Irish Water’s Non-Domestic Tariff Design Proposals .......................................... 32
5.1

Introduction...................................................................................................... 32

5.2

Design Element One - Geographic Basis for Charging .................................... 35

5.3

Design Element Two - Customer Classification ............................................... 40

5.4

Design Element Three - Tariff Structures ......................................................... 47

5.5

Design Element Four - Cost Allocation to Domestic and Non-Domestic
Customer Classes ........................................................................................... 66

14 | P a g e

An Coimisiún um Rialáil Fóntas Commission for Regulation of Utilities

6

Irish Water’s Indicative Enduring Tariff Rates ...................................................... 97

7

Other Charging Rules............................................................................................. 99

8

9

7.1

Irish Water’s proposals for dealing with legacy individual agreements or
contracts .......................................................................................................... 99

7.2

Irish Water’s proposals for dealing with ‘Water-In ≠ Water-out’ applications .... 99

Irish Water’s Non-Domestic Transitional Arrangements Proposals ................. 101
8.1

Introduction.................................................................................................... 101

8.2

Irish Water’s Transitional Arrangements Proposals ....................................... 102

8.2.1

Customer Impact – Assessing the Need for Transitional Arrangements .... 102

8.2.2

Transition Approaches & Offering a Cap on Annual Bill Increases ............ 103

8.2.3

Transition Period ....................................................................................... 110

8.2.4

Method of Transitioning Customers – Calculating Transition Tariffs .......... 111

8.2.5

Grace year ................................................................................................ 120

8.2.6

Review of enduring non-domestic tariff levels ........................................... 122

Impact of Irish Water’s Proposals to Customers’ Bills ...................................... 126
9.1

Overview of the impact of Irish Water’s proposals on the non-domestic
customer base ............................................................................................... 126

9.2

Indicative impacts of Irish Water’s proposals to customers’ bills over the
transition period ............................................................................................. 129

9.3

Communicating tariff changes to customers .................................................. 130

9.4

Measures to mitigate increases to customers’ bills ........................................ 130

10 Next Steps ............................................................................................................. 132
11 Appendix 1 – International Precedent – Tariff Design ....................................... 133
12 Appendix 2 – Distribution of Metered Non-Domestic Connections by Volume
and Customer Class ............................................................................................. 156
13 Appendix 3 - Summary List of Consultation Questions..................................... 158

15 | P a g e

An Coimisiún um Rialáil Fóntas Commission for Regulation of Utilities

1 Introduction
1.1 Background
1.1.1 CRU’s role in regulating Irish Water’s revenues and non-domestic tariffs
As economic regulator of Irish Water, the CRU seeks to ensure that Irish Water is run as
efficiently as possible while providing appropriate water and wastewater services to its
customers. Through the revenue control process the CRU approves Irish Water’s allowed
revenue at a level which allows Irish Water to recover its efficiently incurred costs over the
revenue control period. The CRU also sets ‘efficiency targets’ for Irish Water, challenging Irish
Water to reduce its spending while maintaining and improving services to customers13.
Another important role for the CRU in regulating Irish Water is to ensure that there is a fair and
transparent system of charging for non-domestic customers. The non-domestic tariffs must
recover an appropriate portion of Irish Water’s allowed revenue that reflects the costs of
providing water and wastewater services to non-domestic customers. However, at present there
are over 500 separate charges for the provision of water and wastewater services to nondomestic customers of Irish Water across the country. These charges vary in level, structure,
categorisation and application. The CRU requested that Irish Water develop proposals for a
new Non-Domestic Tariff Framework, which will set out how and how much non-domestic
customers of Irish Water will be charged for water and wastewater services. The purpose of the
Framework is to introduce harmonised non-domestic tariffs, which will benefit customers in
terms of transparency, simplicity and equity.
As part of this process, Irish Water submits its proposals for a new Non-Domestic Tariff
Framework to the CRU. The CRU publishes Irish Water’s submissions for public consultation to
seek views from the public on Irish Water’s proposals. The CRU reviews the submissions and
carefully considers responses received during the consultation process, before making a
decision on the Framework and enduring non-domestic tariffs.

1.1.2 Purpose of this Paper
The purpose of this Paper is to seek views on Irish Water’s proposals for a new Non-domestic
Tariff Framework, which sets out Irish Water’s proposals for how the new non-domestic tariffs
will be designed in respect of:

13



geographic basis of charging (national versus regional charging);



how customers are classified into different tariff classes;



how the tariff will be structured (e.g., fixed and variable charges);



how the cost of providing the water and wastewater services are allocated to each
customer class; and

Irish Water Second Revenue Control 2017-2018 Decision Paper – CER/16/342 – December 2016
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how customers will be gradually transitioned from their existing tariff to their new nondomestic tariff over time.

The full details of Irish Water’s proposals for each of the above aspects of the Framework are
contained within Irish Water’s submission documents:


Non-Domestic Tariff Design Review and Enduring Proposals – Irish Water
submission to the CRU (CRU/18/115);



Non-Domestic Transitional Arrangements Proposals – Irish Water
submission to the CRU (CRU/18/116) ; and



Irish Water Non-Domestic Tariff Proposals – An abridged guide
(CRU/18/118).

Irish Water has also submitted an Information Paper which details the existing charging
arrangements across the country and provides context to developing the Tariff Framework:


Current Non-Domestic Tariff Arrangements – Irish Water submission to the
CRU (CRU/18/117).

The accuracy of the information and analysis presented in each of Irish Water’s submissions is
the responsibility of Irish Water. The CRU has published Irish Water’s submission documents
alongside this Consultation Paper and is seeking views from the public on Irish Water’s nondomestic tariff proposals.
The CRU will consider all responses received through the consultation process before the CRU
makes a final decision on each aspect of the Non-domestic Tariff Framework (i.e., each aspect
of the non-domestic tariff design and transitional arrangements.) and the final enduring tariff
rates.
The CRU wishes to involve all non-domestic customers and other interested parties throughout
the development of the Framework by proactively seeking their views. As part of this
engagement process, the CRU established a Non-domestic Water User Group to understand
the needs and priorities of non-domestic customers as regulatory policies are developed over
the coming years. This Group has met five times over the last 18 months and has provided
invaluable feed-back to the CRU during the formative stages of the project. The CRU will
continue to engage with the Non-Domestic Water User Group as the project continues.

1.1.3 Background & CRU’s legislative remit
As part of the Government’s reform of Ireland’s water and wastewater services, Irish Water has
been responsible for charging non-domestic customers since 01 January 2014. The CRU’s role
as economic regulator of Irish Water is to protect the interests of water customers, ensure water
services are delivered in a safe, secure and sustainable manner and that Irish Water operates in
an economic and efficient manner.
Under the Water Services Act (No.2) 2013 the CRU also has the responsibility of approving the
charges applied by Irish Water to non-domestic customers for water and wastewater services.
As per the CRU’s direction (CER/14/746), Irish Water has continued to apply the existing non-
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domestic tariffs, which were in place on 31 December 2013 and levied by the Local Authorities
and Town Councils, until Irish Water had the necessary information to examine the structure and
level of existing tariffs and develop proposals for a new tariffing regime.
Currently there are approximately 181,000 non-domestic water and wastewater connections
supplied by Irish Water, which range from small retail outlets to large industrial connections.
Section 9 and Appendix 2 of this Paper provide a breakdown of the non-domestic customer
base by size (volume consumed / discharged).

1.1.4 Related Documents
To provide context to this Consultation paper, the following list of documents contain previous
CRU consultations or decisions made in relation to non-domestic water and wastewater tariffs
applied to customers of Irish Water.


CER Response and Decision Paper - Water Charges Plan Non-Domestic Water and
Wastewater Charges, New Connection Charges (CER/14/453).



Water Charges Plan – CER Decision Paper (CER/14/746).



Irish Water Charges Plan – September 2014 (CER/14/747).



Water Charges Plan – CER Decision Paper (CER/15/005).



Irish Water Charges Plan – March 2015 (CER/15/001).



Irish Water Charges Plan – September 2016 (CER/16/262).



Irish Water Charges Plan – April 2017 (CER/17/088).



Irish Water Charges Plan – August 2017 (CER/17/248).



Irish Water Charges Plan – February 2018 (CRU/18/030).



CER Information Note - Establishing Irish Water’s Non-Domestic Tariff Framework
(CER/16/304).



CRU Information Note – Establishing Irish Water’s Non-Domestic Tariff Framework
(CRU/17/287)



Current Non-Domestic Tariff Arrangements – Irish Water submission to the CRU
(CRU/18/117).



Non-Domestic Tariff Design Review and Enduring Proposals – Irish Water submission to the
CRU (CRU/18/115)



Non-Domestic Transitional Arrangements Proposals – Irish Water submission to the CRU
(CRU/18/116)



Irish Water Non-Domestic Tariff Proposals – An abridged guide (CRU/18/118)
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Information on the CRU’s role and relevant legislation can be found on the CRU’s new website;
www.cru.ie.

1.1.5 Structure of Paper
This paper is structured in the following manner:


Section 2 - sets out the benefits of harmonising non-domestic tariffs.



Section 3 - discusses the approach and scope of the project.



Section 4 - presents the CRU’s tariff principles that will guide the development of the
Framework.



Section 5 - outlines Irish Water’s tariff design proposals and seeks views on key aspects of
these proposals.



Section 6 – details Irish Water’s proposed indicative enduring tariff rates.



Section 7 - identifies additional charging rule proposals that will be detailed in the next
phase of consultation.



Section 8 - outlines Irish Water’s transitional arrangement proposals and seeks views on
key aspects of these proposals.



Section 9 - sets out how customers’ bills are likely to be impacted by Irish Water’s
proposals.



Section 10 - sets out the next steps to this paper.



Appendix 1 – provides information on what is done in other jurisdictions with respect to tariff
design.



Appendix 2 – sets out the distribution of metered non-domestic customers by volume and
customer class.



Appendix 3 – provides a summary list of consultation questions.

Please note, in places, this CRU Consultation Paper presents Irish Water’s proposals in a
different sequence or layout to that set out in Irish Water’s Non-Domestic Design Review and
Enduring Proposals and Non-Domestic Transitional Arrangements Proposals submission
documents. This was done to aid readers understanding of Irish Water’s proposals.
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1.1.6 Responding to this Consultation
Responses to this Consultation should be returned by email or post by close of business on 15
August 2018 and marked with the reference CRU/18/114.
Responses by e-mail should be sent to CRU at ndtariffs@cru.ie.
Responses by post should be sent to:
Response to Irish Water’s Non-Domestic Tariff Framework Proposals (CRU/18/114)
The Commission for Regulation of Utilities
The Grain House
The Exchange
Belgard Square North
Tallaght
Dublin 24
Please note the CRU intends to publish all submissions received. Unless marked
confidential, all responses may be published on the CRU’s website. Respondents may request
that their response is kept confidential. The CRU shall respect this request, subject to any
obligations to disclose information. Respondents who wish to have their responses remain
confidential should clearly mark the document to that effect and include the reasons for
confidentiality.
Responses from identifiable individuals will be anonymised prior to publication on the CRU
website unless the respondent explicitly requests their personal details to be published. Our
privacy notice sets out how we protect the privacy rights of individuals and can be found here.
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2 Benefits of harmonising Non-Domestic
Tariffs
2.1 Why the CRU has requested Irish Water to review the
existing non-domestic tariffing arrangements
Currently there is a wide range of non-domestic tariff levels, tariff categories, billing
methodologies, billing arrangements and billing cycles applied across the country. This complex
and varying range of non-domestic tariff structures evolved under the previous water industry
structure, overseen by 44 different Local Authorities and Town Councils. This has resulted in
over 500 prices and a wide range of tariff arrangements for the provision of water and
wastewater services across the country.
Developing a more harmonised suite of non-domestic tariffs will benefit customers in the
following ways:


Transparency – how tariffs are generated and applied to customers will be clear;



Simplicity – tariffs will be simple and easy to understand;



Equity – tariffs that result in ‘similar’ customers (in terms of consumption characteristics
(e.g., volume consumption)) being charged the same amount for using the same service
will achieve greater equity across customers and not unduly discriminate between
customers;



Stability – tariffs to be designed to ensure customer bill volatility is kept to a minimum;
and



Encourage efficient use of water services – tariffs will be designed to reflect
(efficiently incurred) costs of providing water services to particular customer groups, and
thereby provide efficient signals for water use. Encouraging efficient use of water
services and water conservation will benefit all customers.

2.1.1 Creating Transparent and Simple Charges:
There is significant variability in the existing tariffing arrangements with a wide range of metered
charges, unit rates, standing charges and unmetered charges across the country. Developing a
harmonised set of charging arrangements will create a simpler charging structure compared to
what exists today. This will make it easier for customers to understand their charges and it will
increase transparency.
In addition, as a regulated entity, Irish Water will be required to publish and clearly set out all
their proposals as to how tariffs will be generated and applied to customers. Irish Water will also
be required to publish charges and information related to non-domestic customers on a regular
basis, resulting in improved transparency for all non-domestic customers.
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2.1.2 Equitable Charging Arrangements:
Tariffs that result in ‘similar’ customers (in terms of consumption characteristics (e.g., volume
consumption)) being charged the same amount for using the same service will achieve greater
equity across customers and not discriminate between customers. As a result, the Framework
will result in a more equitable charging arrangement across all customers.

2.1.3 Cost Reflective Charges:
Irish Water will need to develop charges that reflect the costs of providing water services to
particular customer groups. These tariffs will be designed to reflect only the costs that customer
groups impose on the system. As a result, the Framework will encourage efficient use of water
services.

2.1.4 Greater Price Stability:
Another important element of the Framework is that the new tariffs will be designed to ensure
that customers’ bill volatility is kept to a minimum. Greater stability in charges over time will
benefit customers.

2.1.5 Greater Price Certainty:
Developing tariffs in accordance with a Framework will allow for greater clarity to be provided for
the charging of non-domestic customers. The Framework will clearly set out what price is
charged for water and wastewater services across the country, what tariff category applies to
customers, and how the charges are calculated and applied to customers. Further, any
changes to the non-domestic tariffs under the Framework in the future will be subject to public
consultation and regulatory approval. Generally, tariff change reviews are taken in line with a
revenue control periods, or at yearly periods within the control period. This will provide greater
certainty to businesses as they plan and budget for the future. Additionally, for the near term,
under the transitional arrangements included in the Framework, customers will be given greater
certainty as to how their charges will change over the transition period.

2.2 Model of harmonised non-domestic tariffs in place
elsewhere
In neighbouring jurisdictions we see that many of the water utilities have adopted a model of
harmonised non-domestic tariffs. Northern Ireland, Scotland, Wales and most of the regions in
England offer a rationalised ‘suite’ of non-domestic tariffs, with between 2 and 7 non-domestic
tariff categories. In Northern Ireland, Scotland and Wales a ‘suite’ of non-domestic tariffs apply
nationally. In England, one suite of tariffs applies within a region, where many of these regions
contain more customers than exist in Ireland14. It should be the case that a more transparent,
simple and equitable approach to non-domestic water and wastewater charges will support
businesses, the Irish economy and inward investment.

Further detail can be found in Table 11 “International Precedent - Geographic Basis for
Charging Non-Domestic Customers” in Appendix 1 of this paper
14
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3 Methodology & Consultation Approach
Establishing the new Non-Domestic Tariff Framework involves two phases of public consultation
to ensure that customers and stakeholders have an opportunity to provide their input at each
step of the development of the new non-domestic tariffs.
The planned timeframe and subject of each consultation phase is set out below:
PHASE 1 Consultation – Establishing the Tariff Framework & New Tariff Rates

Phase 1

Planned
Date

Consultation

Q2 2018

Irish Water’s proposals for the tariff design and transitional
arrangements of the Tariff Framework, and corresponding
‘indicative’ tariff rates that reflect Irish Water’s proposals.

Proposed
Decision

Q4 2018

CRU’s proposed decision on the tariff design and transitional
arrangements of the Tariff Framework, and corresponding tariff
rates that reflect the CRU’s proposed decision on the
Framework and may also reflect updated allowed revenue and
customer connection and volume data.

Decision

Q4 2018

CRU’s decision on the Tariff Framework and corresponding
final non-domestic tariff rates.

Content of Documents

PHASE 2 Consultation – Tariff Application Rules

Phase 2

Planned
Date

Content of Documents

Consultation

Q1 2019

Irish Water’s proposals for the ‘tariff application rules’ (set out in
the ‘Water Charges Plan’).

Decision

Q2 2019

CRU’s decision on the ‘tariff application rules’ (set out in the
‘Water Charges Plan’).
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This phase of consultation involves consulting on Irish Water’s proposed tariff design and
transitional arrangements and corresponding indicative tariff rates. The CRU recognises that this
is a large consultation and covers a range of tariff design and transitional considerations.
However it is important that customers can see the whole picture as to the proposed method of
generating the new non-domestic tariffs, transition approaches and how customers will be
impacted in respect of their water and wastewater bills.
This is a significant project and Irish Water has been developing its tariff design and transitional
arrangement proposals over the last 2 years. Over this period, the CRU has reviewed a number
of Irish Water’s ‘emerging’ proposals and underlying analysis and has, in the interests of
customers, fed back a significant number of observations for Irish Water’s consideration.
The CRU procured the consultancy services of Nera Economic Consulting to provide specialist
economic and policy advice to assist the CRU in establishing Irish Water’s Non-Domestic Tariff
Framework.

3.1 Project Scope
3.1.1 In Scope
The new non-domestic tariffs, once approved by the CRU, will be applied to all non-domestic
connections of Irish Water. For the avoidance of doubt, this includes:


Metered non-domestic connections receiving a water and/or wastewater service;



Unmetered non-domestic connections receiving a water and/or wastewater service; and



The non-domestic portion of mixed-use connections15 receiving a water and/or
wastewater service.

3.1.2 Out of Scope
However, the following non-domestic connections will not be affected by Irish Water’s Nondomestic Tariff Framework:

(1) Customers on legacy legally binding contracts;
(2) Group Water Schemes connected to the public mains; and
(3) Connections subject to existing Local Authority trade effluent charging arrangements.

Further detail on these types of connections is provided below.

15

Customers that use water services for both domestic and non-domestic purposes are termed
‘mixed-use’ customers
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(1) Customers on legacy legally binding contracts
It is acknowledged that there may be a number of legacy arrangements that currently exist.
These legacy arrangements may include historical agreements or contracts entered into by
a customer with a Local Authority, which may include legally binding bespoke provisions
relating to the provision of water and/or wastewater services.
Irish Water is still working to understand the prevalence of these agreements following the
migration of non-domestic customers onto its billing system in 2017.
The CRU does not have legal powers to assess or approve legacy legal agreements or
contracts made between Local Authorities and non-domestic customers. However, to
ensure that Irish Water carry out its functions in an open and transparent manner, and to
protect the interests of all non-domestic customers, the CRU will require Irish Water to set
up a process to deal with customers who claim to have an existing agreement or contract
for the provision of water and wastewater services.
This process will allow Irish Water make a determination as to whether it is legally bound to
honour an individual agreement or contract and communicate this to customers. Any
disputes that may arise between the customer and Irish Water will be a matter for both
parties to resolve. This process should clearly set out how a customer can submit an
application to Irish Water and what is required. It should also set out a reasonable
timeframe within which Irish Water will assess an application and provide its determination
to a customer. Irish Water has stated in its Non-Domestic Tariff Design Review and
Enduring Proposals submission document (CRU/18/115) that it will provide further details
on this process in the next phase of consultation on the Water Charges Plan (in Q1 2019).

(2) Group Water Schemes connected to the public mains
Group Water Schemes are independent community-owned enterprises consisting of two or
more houses and are a means of providing piped water to areas where no such supply
exists. There are two types of water schemes that exist in Ireland:


Private Group Water Schemes supplied from private water sources. (e.g., wells,
bore holes); and



Public Group Water Schemes supplied from public mains.

Private Group Water Schemes do not fall within the regulatory remit of the CRU as these
schemes are not connected to the public water and/or wastewater network owned and
operated by Irish Water. Public Group Water Schemes are connected to the public mains.
As per the CRU’s direction, Irish Water has continued to charge these connections in
accordance with the structures and arrangements applicable prior to 1st January 2014.
Due to limited descriptive information that is available it is not possible for Irish Water to
separately identify all public Group Water Scheme connections at this time and therefore
assess how this type of connection may be impacted by the application of new tariffs. Full
data will need to be gathered by Irish Water in respect of identifying all public Group Water
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Scheme connections, the existing tariffing arrangements, and also possible interaction with
governmental funding arrangements16 to accurately assess the impact and appropriateness
of the future tariffing arrangements for this type of connection.
For these reasons, the CRU has requested that Irish Water develop a separate approach to
developing and consulting on the appropriate tariffing arrangements for this type of
connection. Irish Water will provide further details on the timeframe and proposed
approach in the next phase of consultation on the Water Charges Plan (in Q1 2019).
For clarity, the existing charging arrangements for public Group Water Schemes will remain
in place until new enduring tariffing arrangements for this type of connection are developed
and implemented.

(3) Connections subject to existing Local Authority trade effluent charging
arrangements
Trade effluent (‘TE’) is a type of wastewater that is discharged from a non-domestic
premises that can have a composition that is more polluting than domestic wastewater. It
can be more costly to treat and dispose into the environment thereby justifying an additional
or separate charge for this type of effluent.
Non-domestic connections that discharge TE into the public network of Irish Water continue
to pay tariffs for this service which were previously determined and charged by the 34 Local
Authorities and 10 Town Councils. At present there is a wide range of separate trade
effluent charging arrangements in place across the country. These vary in level, structure
and application.
Developing enduring TE charging proposals was originally within the scope of the NonDomestic Tariff Framework. However, Irish Water informed the CRU that it does not yet
have sufficient data on TE discharges to propose an enduring charging policy. Irish Water is
rolling out a national monitoring and sampling programme with respect to wastewater
discharges. This will allow Irish Water to capture the necessary data and cost information
to develop an enduring trade effluent charging proposals. Irish Water intends to introduce
an enduring TE policy in 2020.
Therefore Irish Water is proposing to retain the existing LA TE charging arrangements until
the enduring charging policy is implemented in 2020. In the next phase of consultation,
Irish Water will provide further detail on its plans and timelines for progressing the
development of an enduring TE charging policy.

16

In December 2017, a number of measures were announced by the Minister for Housing, Planning
and Local Government in relation to rural water services and in particular Group Water Schemes.
These included increased subsidies and a review of wider investment needs of rural water services
which commenced in 2018; http://www.housing.gov.ie/water/water-services/minister-murphyannounces-increased-supports-rural-water-services.
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3.2 Engaging with Stakeholders
In addition to publishing Irish Water’s submission documents and the CRU consultation,
response and decision papers throughout this project, the CRU has put in place additional
opportunities to interact with stakeholders, such as:
1. Holding regular meetings of the CRU Non-Domestic Water User Group: The CRU
established a Non-Domestic Water User Group, which facilitates direct engagement with
organisations and industry bodies that represent non-domestic water and wastewater
customers of Irish Water. This Group will allow the CRU to understand their needs and
priorities as regulatory policies, and in particular the non-domestic charging policy, are
developed over the coming years. The Group has met five times during 2016, 2017
and 2018, and more Group meetings will be held throughout 2018 and 2019.
2. Engaging with the Public Water Forum and the new National Water Forum17: The
membership of the Public Water Forum included domestic representatives as well as a
number of sectoral representatives from the business community. During 2017 the CRU
has spoken at the Public Water Forum to provide updates and information on the Nondomestic Tariff Framework project, and gain feedback from the Forum members. The
CRU will engage with the new National Water Forum as established under the Water
Services Act 2017 throughout the project.
3. Engaging with the CRU’s Consumer Stakeholder Group. This will provide a good
opportunity to explain how consumers may be affected by the new non-domestic tariffing
policy, especially mixed-use customers.

3.3 Data Availability
In preparation for this project, Irish Water has undertaken an exercise to extract all the nondomestic billing and consumption data held on each Local Authority’s billing system.
While there is sufficient data to allow Irish Water to generate new tariffing proposals, it is
important to recognise that there are some limitations in the billing and consumption data
available to Irish Water at this point in time. For example, Irish Water does not have metering
and supply pipe size data for many of the non-domestic connections. This may limit the options
available to Irish Water when designing the new non-domestic tariffs. These constraints are
identified by Irish Water in Section 7.7 of its Non-Domestic Tariff Design Review and Enduring
Proposals submission document.
Irish Water will continue to enhance its current asset management and accounting systems in
identifying and recording cost information associated with a particular service provision and
customer tariff grouping. This will improve the data available on all non-domestic connections
over time.

17

As established under the Water Services Act 2017.
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4 Tariff Principles
4.1 CRU Tariff Principles
It is important that the tariffs developed by Irish Water under the new Non-domestic Tariff
Framework are based on a clear set of principles. In establishing the regulatory framework for
Irish Water, the CRU consulted on and provided recommendations to the Minister for Housing,
Planning, and Local Government (previously Environment, Community and Local Government)
on the principles and form of this framework18. The CRU recommended that the economic
regulatory framework for the public water services sector in Ireland be put in place, similar to
that in the electricity and gas sectors, based on four key principles – stability, predictability,
sustainability and cost efficiency.
In line with these four key regulatory framework principles, when considering the tariff principles
to guide the development of Irish Water’s Non-domestic Tariff Framework the CRU also drew on
previous charging principles utilised during its role as the economic regulator of the electricity
and gas industry as well as the CRU’s statutory functions set out in the Water Services (No.2)
Act 2013.
In January 2016 the CRU issued Irish Water with 6 tariff principles and required that Irish Water
take these principles into account when developing its tariff proposals.
The principles issued to Irish Water are as follows:
1. Equity and no undue discrimination: Tariffs should be equitable and not unduly
discriminate between customers.
2. Efficiency in use of water services: Tariffs should incentivise the efficient use of water
services.
3. Cost reflectivity: Tariffs should be reflective of the costs of providing water services.
4. Cost recovery: Tariffs should allow for the recovery of efficiently incurred costs of
providing water services.
5. Stability: Tariffs should be designed to ensure customer bill volatility is kept to a
minimum.
6. Simplicity: Tariffs should be clear, transparent and easy to understand.
It is difficult and at times impossible for a tariff to comply with all of the above principles at the
same time, and inevitably designing a tariff will involve striking a balance or a trade-off between
these principles. The CRU has requested that Irish Water demonstrate how each of their
tariffing proposals takes account of these principles and any necessary trade-offs. This is
discussed and presented in Irish Water’s submission documents.

“Economic and Regulatory Framework for the public water services sector in Ireland: Consultation
and Response Paper” – CER/14/075 – July 2014
18
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Establishing the correct balance between principles comes down to a question of judgement and
involves weighing-up a wide range of factors at a given time. The CRU will evaluate each of Irish
Water’s proposals as well as proposals and comments received from interested parties against
these principles. When the CRU is making a final decision on each aspect of the Framework,
the CRU will provide the basis for each decision, which will include reference to the tariff
principles.

4.2 Impact on Competitiveness
The CRU is aware that competitiveness is a key concern for stakeholders and non-domestic
customers of Irish Water. This concern has been raised a number of times throughout the CRU
stakeholder and customer engagement activities. Stakeholders have highlighted their concerns
regarding emerging threats to competitiveness particularly in the context of Brexit and the need
for enterprises to compete both nationally and internationally. A number of water intensive
industries have been identified by stakeholders that are of particular concern, such as the
pharmaceutical and chemical, food and drink sectors.
The CRU is aware that the cost of service provision is an important issue for businesses, but we
also recognise that the quality of service provision is equally important, in terms of both water
quality, continuity of supply and customer service.
A number of stakeholders proposed that ‘competitiveness’ should be included as a tariff
principle as part of the development of the Non-domestic Tariff Framework. The CRU
considered this proposal in the context of the CRU’s statutory functions, the Water Framework
Directive, as well as regulatory precedent in gas and electricity.

4.2.1 Consideration of Competitiveness as a Tariff Principle
The CRU recognises that competitiveness is a broad concept and notes the National
Competitiveness Council’s (NCC) recent publication which highlights that competitiveness
encompasses a diverse range of factors rather than a simple focus on costs. For example, the
NCC recently highlighted the “…need to preserve fiscal sustainability, increase investment in
infrastructure and talent, maintain cost competiveness, and drive innovation and productivity
across all economic sectors...”19 in order to enhance competitiveness. However, in the context of
setting tariffs the CRU’s understanding of stakeholders’ proposal to take account of
competitiveness to mean that one customer or group of customers would not be charged the
cost of providing a service to them for the purposes of ensuring the customer’s competitive
position is not adversely impacted.
Given the utility must recover the allowable costs of providing water services to its customers,
applying a tariff that diverges from the cost of service provision to one group of customers
means that other groups of customers must pick up the shortfall. This would introduce crosssubsidisation, where one group of customers subsidises (through higher tariffs) another group of
customers. This would not best serve the interests of customers of Irish Water who would be
subsidising the cost of service provision to other customers, and thereby conflicts with the

“Benchmarking Competiveness: Ireland and the UK, 2017” – NCC Competitiveness Bulletin 17-2 –
April 2017 - http://www.competitiveness.ie/Publications/2017/NCC-bulletin-17-2.pdf
19
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CRU’s statutory functions20. It would also be inequitable and unfairly discriminate between
groups of customers. Additionally, to diverge from setting tariffs that reflect the costs of
providing a service to a customer or group of customers would go against the polluters pay
principle embodied within the Water Framework Directive. Finally, as economic regulator of the
gas and electricity industries in Ireland over the last 15 years the CRU has not included
competitiveness as a tariff principle when setting regulated tariffs for gas and electricity
customers. To do so would be out of line with two important and commonly used principles in
setting regulated tariffs. That is, tariffs should reflect the cost of providing a service to a
customer or group of customers, and also that tariffs should not unfairly discriminate between
customers or groups of customers.
With the above in mind, the CRU is of the view that it is not in a position to include
competitiveness as a tariff principle. However, the CRU appreciates that competitiveness is a
substantial concern for stakeholders and we will be addressing this within the scope of the Nondomestic Tariff Framework project without explicitly including it as a tariff principle.

4.2.2 How the CRU can address Competitiveness
Working within the CRU’s statutory functions, the means by which the CRU can address
competitiveness concerns within the non-domestic tariff project are as follows:

1. Creating simple, equitable and transparent tariffs. Requiring Irish Water to develop
proposals for a Non-Domestic Tariff Framework that will introduce harmonised nondomestic tariffs. A more transparent, simple and equitable approach to non-domestic
water and wastewater charges will support businesses, the Irish economy and inward
investment.
2. Introducing arrangements to transition customers to the new non-domestic tariffs
over time to mitigate bill impacts. As part of the Framework the CRU has required
that Irish Water develop an approach to transition customers from their existing tariffs to
the new enduring tariffs gradually over time. It is very important that bill volatility for
businesses is kept to a minimum and that businesses are transitioned in a fair and
reasonable manner. Transitioning non-domestic customers gradually over time is a core
part of the Framework.
3. Publishing an international price comparison analysis. The CRU has asked Irish
Water to include an international price comparison analysis within its non-domestic tariff
proposal submission to assist stakeholders and non-domestic customers to better
understand how Irish Water’s proposals compare with what is in place internationally.
Additionally, the CRU also takes account of competitiveness through the revenue controls we
place on utilities. Through these processes we drive efficiencies, ensure economic investment
in necessary infrastructure while also trying to keep costs as low as possible for customers. In
the context of Ireland’s Competitiveness Challenge, the NCC in December 2016 stated that:
“Delivering world class water and waste-water infrastructure is a long-term project, but it is a
Under Section 39 of the Water Services (No.2) Act 2013 it states that the CRU “…shall perform its
functions in a manner that best serves the interests of customers of Irish Water”
20
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project that must commence today…The funding model must not only deliver an adequate
funding stream to facilitate essential investment, it should reward conservation and it should also
meet our EU objectives in terms of the user pays principle, and the avoidance of cross
subsidisation. Failure to put in place adequate water and waste water infrastructure throughout
the country damages the competitiveness of all of our regions as places to live and work, and
places the viability of a range of companies and sectors at risk“21.
Noting the NCC’s priorities for water and wastewater investment, the CRU’s regulation of Irish
Water will support competitiveness, including by:


ensuring ongoing investment in priority infrastructure to support the economy and
society;



driving operational efficiencies in Irish Water22;



incentivising efficient use of water services; and



carefully monitoring costs and service levels (in terms of water quality, continuity of
supply and customer service).

These are other means by which the CRU can positively address competitiveness for business
customers. The CRU will continue to regulate Irish Water to drive further cost efficiencies and
service improvements for customers in the future.
The CRU acknowledges the constructive feedback received to date while engaging with the
CRU’s Non-Domestic Water User Group has been invaluable and will continue to be while this
project is progressed in the coming months.

“Ireland’s Competitiveness Challenge 2016” – National Competitiveness Council’s 2016 Report –
December 2016 - http://www.competitiveness.ie/publications/2016/competitiveness-challenge-2016ncc1.pdf
22 For example, through the revenue controls placed on Irish Water, from the start of 2015 to the end
of 2018 Irish Water is required to deliver efficiencies of circa 20% within its base controllable
operating expenditure over the period from the start of 2015 to the end of 2018.
21
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5 Irish Water’s Non-Domestic Tariff
Design Proposals
5.1 Introduction
Tariffs recover the costs incurred by a utility of providing a service to its customers. These
include the operational expenditure and capital expenditure required to provide water and
wastewater services to its customers, as well as investment in water and wastewater
infrastructure to ensure the utility can meet its customers’ demands of these services in the
future.
There are many different practices for designing tariffs, which have differing outcomes for
efficiency in the use of water and wastewater services, equity across customers, price stability,
transparency, and cost recovery for the utility. This Section presents Irish Water’s tariff design
proposals. Irish Water’s proposals involve four key design elements to arrive at a final proposed
suite of non-domestic tariffs. The four key design elements are considered, and presented in
this paper, in the following sequence:

Design Element 1:

The first design element considers the geographic basis of
charging (national versus regional charging).

Geographic basis of
charging

Design Element 2:
Customer Classification

Design Element 3:
Tariff Structure
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Once a geographic basis of charging is chosen,
consideration is then given to how to classify customers into
different tariff classes for each service provision (water
service, wastewater service, and a combined service)

In addition to classifying customers into different tariff
classes, consideration is also given to how tariffs should be
structured (e.g., fixed and variable charge components).
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Design Element 4:
Cost Allocation

Proposed Suite of Nondomestic Tariffs

Then, once the geographic basis of charging, classifying
customers to tariff classes and the tariff structures are
chosen, the costs of providing water and wastewater
services are allocated to each customer class and tariff
component.

The above steps culminate in a final proposed suite of nondomestic tariffs (with specified classes, structures,
component charge levels etc.).

The first design element presented in this Section sets out Irish Water’s considerations as to
whether to set tariffs at a national or a regional level. The next design feature considers the
classification of the non-domestic customer base into groups (customer classes) for water and
wastewater service provision. Following this, Irish Water’s proposals for how each tariff will be
structured is summarised. Each of these design proposals, the geographical basis for charging,
customer classification and tariff structures will feed into Irish Water’s cost allocation exercise
and proposed method of allocating costs to different customer groups. In order to begin
allocating costs (disaggregating costs according to the functions, services and customer classes
to which they can be attributed), it is necessary to decide upon key tariff design elements hence
why Irish Water’s allocation exercise is discussed at the end of this Section.
Each subsection below summarises the key features of Irish Water’s tariff design proposals, and
each design feature is presented according to the following structure:


Irish Water’s Considerations – identifies Irish Water’s key considerations for each tariff
design feature;



Irish Water’s Proposal – states Irish Water’s tariff design proposal (provided in a
shaded text box);



Irish Water’s Rationale to Support its Proposal – lists the rationale provided by Irish
Water to support its tariff design proposal;



Irish Water’s Assessment of Options against CRU Principles – sets out a summary
of Irish Water’s assessment of different tariff design feature options against the CRU’s 6
tariff principles;
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The CRU’s Observations – provides additional information and context to help readers
respond to this consultation; and



CRU Questions – a list of questions that seek respondents’ views on particular aspects
of each proposal (set out in a shaded box).

For more information or a more detailed description of Irish Water’s proposals, please see Irish
Water’s submission documents: Non-Domestic Design Review and Enduring Proposals
(CRU/18/115) and Non-domestic Transitional Arrangements Proposals (CRU/18/116).
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5.2 Design Element One - Geographic Basis for Charging
The geographic basis for charging considers the geographic ‘level’ at which charges should be
set. That is, should tariffs be set to recover the regional or national costs of water and
wastewater service provision? At present non-domestic tariff rates are set at a Local Authority
level. The underlying calculation of these tariffs is not visible to the CRU. This LA approach has
given rise to over 500 separate charges for the provision of water and wastewater services to
non-domestic customers across the country (see Irish Water’s Non-Domestic Design Review
and Enduring Proposals submission document (CRU/18/115)) for further detail). With the
establishment of Irish Water as Ireland’s water and wastewater service provider, consideration is
given to the geographic basis for charging non-domestic customers under a new Tariff
Framework.

Irish Water’s Considerations
Irish Water has considered two options as the basis for the geographic charging of its nondomestic customers (see Section 5 of Irish Water’s Non-Domestic Tariff Design Review and
Enduring Proposals submission document). These are:


National application of tariffs.



Regional application of tariffs:
o

County boundaries;

o

River basin districts23; and

o

Water supply zones24 or wastewater agglomerations25.

Irish Water’s Proposal(s):
Irish Water proposes a non-domestic tariff structure set on a national basis.

River basin districts are defined as “…the area of land and sea, made up of one or more
neighbouring river basins together with their associated groundwaters and coastal waters, which is
identified under Article 3(1) as the main unit for management of river basins.” https://www.eea.europa.eu/data-and-maps/data/wise-river-basin-districts-rbds-1
24 Water Supply Zone is a “…defined supply area served by a single source or group of connected
sources”. – https://www.water.ie/docs/WSSP-Water.pdf
25 Wastewater Agglomeration is “…an area where the population or economic activities or both are
sufficiently concentrated for a waste water works to have been put in place”. –
https://www.epa.ie/pubs/reports/water/wastewater/uww/UWW_Report.pdf
23
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Irish Water’s Rationale in Support of its Proposal(s)
The principal arguments discussed by Irish Water in support of its proposal are:


Irish Water argues that as a national utility it is required to meet the standards set by the
Environmental Protection Agency and the Water Framework Directive across the whole
country. Irish Water states that “This supports the application of a national tariff
approach, which could be applied simply and equitably to all non-domestic customers”;



Irish Water states that “The CRU consulted on the appropriate geographical basis for
charging domestic customers in 2014 and, following a review of each option, determined
that Irish Water should proceed with a national tariff for domestic customers”;



Irish Water states that a national tariff approach is “…consistent with the Joint
Oireachtas Committee on Environment, Transport, Culture and the Gaeltacht
recommendation that a national water charging structure is appropriate given that Irish
Water was established on a nationwide basis”; and



Irish Water gives examples of precedent in other jurisdictions. Irish Water states “In
Scotland and Wales, where population is similar to Ireland’s, charges are national”.



With respect to Irish Water’s evaluation against the CRU principles, Irish Water also
states that:
o

“A national tariff would apply equally to all customers and is simple and clear for
customers to understand. A national tariff spreads the costs of asset investments
across a wider customer base and is therefore relatively stable”; and

o

“An appropriately structured national or regional tariff, will encourage efficient
use of water resources…”.

Irish Water also describes limitations with each of the options they considered to setting tariffs
on a regional basis:


County boundaries – Irish Water argues that “…there is no economic basis for why costs
should differ significantly across such administrative districts”;



River basis district boundaries – Irish Water states that “…there is not a strong case that
costs should differ given that there is currently no basis for charging for the
environmental or resource costs of water”; and



Water Supply Zones or Wastewater Agglomerations – Irish Water argues that “…this
approach would be administratively costly and complex, given that these number
approximately 1,000 in each case”.

As well as this, Irish Water has concern over the costs and complexity of administering a
regionally varying tariff. Irish Water argues that “Varying charges by region would increase
system and administration costs for Irish Water. It would also significantly increase the
challenges associated with the enduring tariff roll out, as it would involve a more complex tariff
structure and a requirement to customise customer literature by region”.
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Irish Water’s Assessment of Options against CRU Principles
Further arguments are put forward in Irish Water’s assessment against the CRU’s principles
issued to them on the 29th of January 2016 (see Section 4 above). Irish Water also has used
Harvey Balls26 to graphically represent its assessment of each option. This is captured in Figure
2 below.

Figure 2 - National or regional tariffs – Irish Water’s evaluation against
principles

Please see Section 5.3 of Irish Water’s Non-Domestic Design Review and Enduring Proposals
submission document for Irish Water’s evaluation against the CRU principles.

The CRU’s Observations
In this Section the CRU has identified a number of additional considerations that readers may
want to take into account when responding to this consultation. These observations are aimed at
providing additional information or context to readers.
The current Local Authority charging structure has resulted in approximately 500 different tariffs
for the provision of water and wastewater services across the country. The CRU does not have
sight of the underlying calculations to support each LA’s tariffs and cannot comment on the cost

Irish Water describes Harvey Balls as “…a useful tool for summarising qualitative information” and
uses them “throughout the paper in comparison tables to indicate the degree to which a particular tariff
design meets a particular tariff principle”.
26
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reflectivity of these tariffs. Below are a number of observations with respect to setting tariffs on
a regional versus a national basis.
Maintaining or establishing new regionally varying tariffs would result in similar classes of
customers being charged a different tariff for the same service due to their geographic location.
Regional tariffs could reflect the water service provision costs that are specific to that geographic
region or zone. As a result, this approach could be argued to achieve a higher level of ‘cost
reflectivity’ than setting tariffs on a national basis. To accurately establish regional water tariffs
would involve isolating the cost of abstraction, treatment and distribution of water supplies to
customers within a region. Similarly, setting regional wastewater tariffs would involve isolating
the cost of removing, treating and disposing of wastewater within a region. This would be a
complex exercise.
Setting regional tariffs would also need to consider how to allocate the costs of certain
water/wastewater activities that span many regions. For example, treatment plants located in
one region that treats the water and/or wastewater of customers located in multiple regions.
The cost of such assets would need to be appropriately allocated across customers located in
many regions. Depending on the granularity of the regions, this adds to the complexity of such
an approach and potentially may increase Irish Water’s operational costs.
A regional approach would be complex to establish and administer, and may lack transparency
for customers. Further, reflecting the investment needs and expenditure of a region within that
region’s water or wastewater tariff may lead to a higher risk of volatility in tariff levels from year
to year.
Moving to a national approach would involve setting tariffs to reflect national costs of service
provision by the utility, instead of regional specific costs. In this regard, national tariffs may be
seen as less ‘cost reflective’ than regional tariffs. However, setting tariffs on a national basis
would be less complex to establish and less costly to administer than regionally varying tariff
structures. Further, national tariffs are also likely to achieve more stable prices for customers
than regionally based tariffs. A national approach would involve developing a harmonised set of
charging arrangements and tariffs that would be easier for all non-domestic customers to
understand and increase transparency. It could also be argued that a national approach would
be more equitable as ‘similar’ customers (in terms of consumption characteristics (e.g., volume
of water consumption)) would be charged the same amount for using the same service.
International Precedent
In terms of what is done elsewhere, the gas and electricity retail tariffs in Ireland are generally
set on a national basis, where one suite of retail tariffs apply to customers nationally, and are not
location specific27. With regard to water tariffs, we see that many of the water utilities in the
United Kingdom (‘UK’) have adopted a model of harmonised non-domestic tariffs, where utilities
offer a rationalised ‘suite’ of non-domestic tariffs, with approximately 2 to 7 non-domestic water
tariff categories (instead of 44 in Ireland). In Northern Ireland, Scotland and Wales a ‘suite’ of
non-domestic tariffs apply nationally. In England, one suite of tariffs apply within a region, where
many of these regions contain more customers than exist in Ireland.

27

However, there can be separate urban and rural electricity retail charging arrangements offered by
suppliers across the country.
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In Appendix 1 of this paper, the CRU provides further details on the number of metered water
tariff categories offered to customers in a number of other jurisdictions. Please see Table 11 –
“International Precedent – Geographic Basis for Charging Non-Domestic Customers”.

CRU Questions
Q1.

Do you agree with Irish Water’s proposals to set tariffs on a national geographic
basis? Please state your reasons why.

Q2.

Do you agree with Irish Water’s assessment of the alternative approaches to setting
tariffs on a regional basis?

Q3.

Do you agree with Irish Water’s appraisal of each option of setting tariffs against the 6
tariff principles?

Q4.

Are there other methods of setting tariffs geographically that are not considered in
Irish Water’s submission documents? Please state them and why they should be
considered.
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5.3 Design Element Two - Customer Classification
This Section outlines Irish Water’s approach to classifying its non-domestic customer base into
groups for the purpose of setting tariffs for water and wastewater service provision. The first
subsection sets out Irish Water’s proposals regarding its method to classify metered water and
wastewater customers into customer tariff classes and the second sets out Irish Water’s
proposed metered customer tariff classes.

5.3.1 Irish Water’s Considerations for Metered Water and Wastewater NonDomestic Customer Classification Method
Irish Water has considered three approaches to classifying its metered non-domestic water and
wastewater customers (see Section 6 of Irish Water’s Non-Domestic Design Review and
Enduring Proposals submission document). These are:


Annual consumption;



Meter size; and



Pipe diameter/size.

Irish Water’s Proposal(s):
Irish Water proposes classifying non-domestic customers for water and wastewater charges
based upon annual consumption. A customer’s classification will be reviewed annually
based on the most recent consumption data.

Irish Water’s Rationale in Support of its Proposal(s)
The principal arguments discussed by Irish Water in support of its proposal are:


Irish Water argues that classifying customers on an annual consumption basis
“…facilitates charges to be set in direct proportion to usage”;



Irish Water states that this approach is “…similar to the approach utilised by Gas
Network Ireland in the gas sector”; and



Irish Water would have “…to collect significant additional data to implement…”
approaches based on meter or pipe diameter.



With respect to Irish Water’s evaluation against CRU principles, Irish Water also states
that:
o
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“On ‘Equity and no undue discrimination’, annual consumption directly reflects a
customer’s usage of water services and can be updated annually to take into
account changes in a customer’s behaviour (e.g. water conservation)”;
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o

“Tariffs based on a consumption classification will encourage customers to be
efficient in their use of water services”;

o

“Annual Consumption is the strongest approach as any changes are likely to be
incremental over time, in contrast to a step change as a result of an amendment
to a Meter Size or Pipe Size”; and

o

“Annual Consumption is the easiest approach for customers to understand as it
is clearly linked to usage. It is also the simplest approach for Irish Water to
implement, as Irish Water has access to the necessary data”.

Irish Water’s Assessment of Options against CRU Principles
Further arguments are put forward in Irish Water’s assessment against the CRU’s principles.
This is captured in Figure 3 below. Irish Water has used Harvey Balls to graphically represent its
assessment of each option.

Figure 3 - Customer classification approaches - Irish Water’s evaluation
against principles
Tariff principles

Annual
Consumption

Meter Size

Pipe Size

Equity and no undue discrimination

Efficient use

Cost reflectivity

Cost recovery

Stability

Simplicity

Please see Section 6.1.4 of Irish Water’s Non-Domestic Design Review and Enduring Proposals
submission document for Irish Water’s evaluation against the CRU principles.
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The CRU’s Observations
Irish Water proposes to classify non-domestic customers for water and wastewater charges
based upon annual consumption or volume discharged. As described in Irish Water’s paper, the
limited availability of asset data (specifically meter size and pipe diameter) limits the practical
options available to Irish Water. Without having complete data of meter and supply pipe
diameters, Irish Water is unable to group or ‘classify’ customers into tariff classes or apply tariffs
using either of these parameters.
International Precedent
In the UK, the volumetric charge applied to a water or a wastewater customer is determined by
the customer’s annual consumption or volume discharged. The application of the standing or
fixed charges applied to customers by utilities can be determined by differing criteria. For
example, across 8 UK utilities reviewed by the CRU, in one utility the standing or fixed charge
for water customers is determined by supply pipe size, in four of the utilities it is determined by
the meter size and in the three remaining utilities it is determined by annual consumption.
In Appendix 1 of this paper, the CRU provides further details on how metered water customers
are classified in a number of other jurisdictions. Please see Table 12 – “International
Precedent – Classifying Metered Customers for Water Supply Tariffs”.

CRU Questions
Q5.

Do you agree with Irish Water’s proposals to classify customers for water supply
charges based upon annual consumption? Please state your reasons why.

Q6.

Do you agree with Irish Water’s assessment of the alternative approaches to
classifying metered water non-domestic customers?

Q7.

Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?

Q8.

Are there other methods of categorising non-domestic metered water customers that
are not considered in Irish Water’s submission documents? Please state them and
why they should be considered.

5.3.2 Irish Water’s Considerations for Metered Water and Wastewater
Customer Classes
Following Irish Water’s proposals regarding its methodology to classify non-domestic metered
customers (see Section 6.2 of Irish Water’s Non-Domestic Design Review and Enduring
Proposals submission document), the next step is to group its customers into customer classes
for tariffing purposes. Irish Water considered three classification options for its metered nondomestic water and wastewater customers. These are:


Option 1: One customer class.
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Option 2: Two customer classes:
o

Standard: Less than 50,000m3; and

o

Industrial: Equal to or greater than 50,000m3.

Option 3: Three customer classes:
o

Standard: Less than 1,000m3;

o

Commercial: Between 1,000m3 and 19,999m3; and

o

Industrial: Equal to or greater than 20,000m3.

Irish Water’s Proposal(s):
Irish Water proposes three Customer Classes for water and wastewater charges
(separately), based upon annual consumption; Standard (less than 1,000m3); Commercial
(between 1,000m3 and 19,999m3); and Industrial (equal to or greater than 20,000m3).

Irish Water’s Rationale in Support of its Proposal(s)
Irish Water’s principal arguments in favour of three customer classes are put forward in its
assessment against the CRU’s principles and based on its impact analysis detailed in Appendix
4 of its submission document. Irish Water’s key arguments from both are identified and
summarised below;


Irish Water states that option 3, “…best provides for varying rates by customer classes
with similar usage” and therefore in Irish Water’s view it ranks the strongest against the
principle of equity and no undue discrimination;



With respect to Irish Water’s evaluation against CRU principles, Irish Water states that:
o

Option 3 “...performs best against the ‘Cost reflectivity’ principle as it allows for
the best level of tariff differentiation between different groups of metered
customers within the cost allocation exercise.”;

o

“Option 3 allows Irish Water to set the number of customer classes, and the
consumption boundary between each, to allow for the most cost reflective
balance between: (1) customer groups; and (2) fixed (standing) and variable
(volumetric) charging components”;

o

“Option 3 performs well against the ‘Stability’ principle. It performs strongly
relative to Options 1 and 2 by resulting in: a significantly smaller proportion
(49%) of connections facing bill increases; and the lowest percentage (c.10.6%)
of metered connections facing tariff increases in excess of 100%”;
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o

Irish Water further states that “…there are certain costs such as Key Account
Management activities…” whose activities “…support a broad range of annual
consumption which is better represented by setting the industrial threshold at
20,000m3 rather than 50,000m3 (as envisaged under option 2)”; and

o

“Option 3 is aligned with the typical meter size used to serve each customer
group and allows Irish Water to best set the cost reflective standing charges”.

For further details on Irish Water’s impact analysis please refer to Appendix 4 of Irish Water’s
Non-Domestic Design Review and Enduring Proposals submission document.

Irish Water’s Assessment of Options against Principles
As stated above, Irish Water’s principal arguments in favour of its proposals are put forward in
its assessment against the CRU’s principles. Irish Water’s evaluation against the CRU’s
principles are captured in Figure 4 below.

Figure 4 - Customer Classes - Irish Water’s evaluation against principles
Tariff principles

1 Class

2 Classes

3 Classes

Equity and no undue discrimination

Efficient use

Cost reflectivity

Cost recovery

Stability

Simplicity

Please see Section 6.2 of Irish Water’s Non-Domestic Design Review and Enduring Proposals
submission documents for Irish Water’s evaluation against the CRU principles.
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The CRU’s Observations
Irish Water has proposed three metered customer classes for each water and wastewater
service and proposes annual volume thresholds to delineate between each class (that is, less
than 1,000m3 (for the standard class); between 1,000m3 and 19,999m3 (for the commercial
class); and equal to or greater than 20,000m3 (for the industrial class)). Generally, customers
are grouped into separate tariff classes based on differing costs to serve separate groups of
customers. Irish Water discuss in their submission document costs such as Key Account
Management costs and meter maintenance costs that differ across the three classes, however
Irish Water has not provided further justification to support the specific thresholds of 1,000m3
and 20,000m3 chosen by Irish Water to delineate the tariff classes.
It will also be important for Irish Water to manage the risk around customers that have
consumption close to the boundary between classes, and could face a large change in their
annual bill amount if their consumption changes marginally below and above the tariff class
threshold (often called the ‘boundary effect’). Irish Water will need to develop a process to
address this issue. This will be set out by Irish Water in the next phase of consultation (in the
Water Charges Plan) in Q1 2019.
International Precedent
In the UK, there is substantive differentiation in the number of customer classes and associated
thresholds, suggesting that there is no established basis on which to differentiate customer
classes on cost grounds. For example, the number of different water tariff classes offered by
utilities that were reviewed by the CRU range from 2 to 8, while the number of wastewater tariff
classes range from 1 to 8. The volume bands or thresholds (in annual volume
consumed/discharged (m3)) used to set the separate tariff classes also differ significantly across
utilities. For example, one utility defines one tariff class for customers consuming up to
100,000m3/annum, while another utility defines 5 separate tariff classes using 5 separate
consumption bands between 0 and 50,000 m3/annum.
In Appendix 1 of this paper, the CRU provides further details on the number of metered water
and wastewater tariff classes offered by utilities in other jurisdictions, and how these classes are
defined. Please see Table 13 – “International Precedent - Defining Metered Water and
Wastewater Tariffs” and Table 14 – “International Precedent – Number of Water Customers
and Water Tariff Volume Thresholds (England)”
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CRU Questions
Q9.

Is Irish Water’s proposal to introduce three separate water tariff classes appropriate?
Are Irish Water’s proposed annual volume thresholds appropriate? Please state your
reasons why.

Q10. Is Irish Water’s proposal to introduce three separate wastewater tariff classes
appropriate? Are Irish Water’s proposed annual volume thresholds appropriate?
Please state your reasons why.
Q11. Do you agree with Irish Water’s assessment of the alternative approaches to setting
tariff classes non-domestic customers?
Q12. Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?
Q13. Are there alternative volume thresholds to delineate between water and wastewater
tariff classes that should be considered? Please state your reasons why.
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5.4 Design Element Three - Tariff Structures
Tariff structures relate to the set of rules and charging components that are used to determine
non-domestic bills for each of Irish Water’s proposed customer classes. This Section sets out
Irish Water’s proposals regarding the basis for water and wastewater charging with regard to:


charging at connection, site or account level;



charging on a single or combined service basis;



structure of the metered tariffs (standing charge and unit rate etc.);



structure of unmetered tariffs; and



structure of the metered tariffs to apply to mixed-use connections.

5.4.1 Irish Water’s Considerations for its Basis for Water and Wastewater
Charging
Section 8.1 of Irish Water’s Non-Domestic Design Review and Enduring Proposals submission
document sets out Irish Water’s proposals regarding how it intends to charge its non-domestic
customers. That is, at what level (connection, site, customer etc.) Irish Water proposes to apply
a tariff. Irish Water considered three options. These are:


Connection;



Site; and



Customer account basis.

Irish Water’s Proposal(s):
Irish Water proposes charging water and wastewater tariffs on a connection basis.

Irish Water’s Rationale in Support of its Proposal(s)
Irish Water’s principal arguments in support of its proposal are discussed in its evaluation
against the CRU principles. Given that Irish Water’s primary arguments in favour of its proposal
are put forward in its evaluation against the CRU principles, its key arguments are identified and
summarised below:


Irish Water states that “Current LA practice is to apply charges for water services at a
connection level”.
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With respect to Irish Water’s evaluation against CRU principles, Irish Water states that:
o

“On ‘Equity and no undue discrimination’, charging on a connection basis
performs best as it reflects the assessment that the maintenance of a connection
is the primary driver of fixed costs”. Irish Water also states that “The cost of
providing volume to more than one site is greater than providing it to a single
location. Charging on either an account or site basis does not reflect this
assessment and therefore does not perform as well”;

o

“On ‘Efficient use’, a connection basis is again the best option as it encourages
efficient usage at the direct point of consumption” and that “Charging on a site or
account basis may provide scale economies which may offset efficient usage”;
and

o

“On ‘Cost Reflectivity’, charging on a connection basis rates higher than account
or site charging as it reflects the assessment that the maintenance of a
connection is the primary driver of fixed costs”.

Irish Water’s Assessment of Options against Principles
As highlighted above, Irish Water’s principal arguments in favour of its proposal to charge water
and wastewater tariffs on a connection basis are put forward in Irish Water’s assessment
against the CRU’s principles. This is captured in Figure 5 below.

Figure 5 - Basis for charging - Irish Water’s evaluation against principles

Please see Section 8.1.1 of Irish Water’s Non-Domestic Design Review and Enduring Proposals
submission document for Irish Water’s evaluation against the CRU principles.
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The CRU’s Observations
Irish Water proposes to set charges on a per connection basis as it considers that the
connection is the principal driver of costs as opposed to the number of sites, or the number of
customer accounts. The CRU is of the view that Irish Water’s proposed approach is sensible.
For example, in relation to the water service, the number (and size) of the connection
determines the network and water resource and treatment capacity that Irish Water needs to
make available to meet prospective demand. That is, the connection drives the overall size of
Irish Water’s network and operations over the long-term and therefore the substantive element
of costs. Although some elements of Irish Water’s costs may be explained by the number of
sites or customer accounts (e.g. the costs of customer account management), these cost areas
are likely to be relatively small, and connections will explain a much greater proportion of costs.
Other utilities, including those in the energy sectors in Ireland and elsewhere, levy charges on a
connection basis. Therefore, Irish Water’s proposals are aligned with common practice.
International Precedent
In the UK it is common practice to calculate and apply tariffs on a connection level basis.
In Appendix 1 of this paper, the CRU provides further details on how tariffs are applied (e.g.,
connection level, account level, site level) across a number of utilities in other jurisdictions.
Please see Table 15 – “International Precedent – Application of Charges (Connection / Site
/ Customer Level)

CRU Questions
Q14. Do you agree with Irish Water’s proposals to apply tariffs at a connection level?
Please state your reasons why.
Q15. Do you agree with Irish Water’s assessment of other methods of calculating and
applying charges to customers (i.e., site level or account level)?
Q16. Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?
Q17. Are there other methods of calculating and applying charges to customers that are not
considered in Irish Water’s submission documents? Please state them and why they
should be considered.

5.4.2 Irish Water’s Considerations for the Application of Tariffs on a Single or
Combined Service Basis
Section 8 of Irish Water’s Non-Domestic Design Review and Enduring Proposals submission
document also considered how charges are to be levied, that is, on a per service basis (water
and wastewater), or as a single charge for both services. Irish Water considered two options.
These are:
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Single Service; and



Combined Service.

Irish Water’s Proposal(s):
Irish Water proposes charging for water and wastewater on a single service basis.

Irish Water’s Rationale in Support of its Proposal(s)
Irish Water’s principal arguments in support of its proposal are discussed in its evaluation
against the CRU’s principles. However Irish Water states the following upfront:


“Under current non-domestic charging arrangements, charges are generally applied on a
single services basis”; and



“Combined charges are the exception rather than the rule. In other countries it is also
standard practice to apply water charges on a single service basis”.



With respect to Irish Waters evaluation against CRU principles, Irish Water states that:
o

“On ‘Equity and no undue discrimination’, charging on a single service basis is
the most equitable option as approximately 51% of the non-domestic sector are
single service customers”; and

o

“On ‘Efficient use’, charging on a single service basis is the best option as it
encourages efficient usage for each product consumed. Charging on a
combined basis may offset inefficient usage of one product”.

Irish Water’s Assessment of Options against Principles
As highlighted above, Irish Water’s principal arguments in favour of its proposal to charge water
and wastewater tariffs on a single or combined service basis are put forward in its assessment
against the CRU’s principles. Irish Water’s evaluation is captured in Figure 6 below.
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Figure 6 - Single or Combined service - Irish Water’s evaluation against
principles

Please see Section 8.1.2 of Irish Water’s Non-Domestic Design Review and Enduring Proposals
submission document for Irish Water’s evaluation against the CRU principles.

The CRU’s Observations
Not all non-domestic customers require a combined water and wastewater service from Irish
Water. Non-domestic customers may have their own water supply (for example, a private well or
bore hole) and water treatment facilities and as such only require Irish Water to provide a single
wastewater service. Similarly non-domestic customers may have their own sewage treatment
facilities or septic tanks and only require a water service. It would be inequitable to calculate and
apply a single charge for a combination of services only, as it would mean that customers
requiring only a single service would subsidise customers with a combined service.
International Precedent
In the UK it is common practice to calculate and apply tariffs on a per service basis.
In Appendix 1 of this paper, the CRU provides further details on how tariffs are applied (on a
combined or single service basis) across a number of utilities in other jurisdictions. Please see
Table 16 – “International Precedent – Application of Charging (Single / Combined
Service))
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CRU Questions
Q18. Do you agree with Irish Water’s proposals to apply tariffs on a per service basis?
Please state your reasons why.
Q19. Do you agree with Irish Water’s assessment of the other approach to charging?
Q20. Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?
Q21. Are there other approaches to calculating and applying tariffs that are not considered
in Irish Water’s submission documents? Please state them and why they should be
considered.

5.4.3 Irish Water’s Considerations for the Structure of Charges for its Metered
Charges
Irish Water’s next design proposal relates to whether to introduce a single or a two-part tariff.
Irish Water considered three options. These are:


Flat;



Volumetric; and



Two part.

Irish Water’s Proposal(s):
Irish Water proposes Two Part tariffs for water and wastewater, comprised of a fixed
(standing charge) and a variable (volumetric) element.

Irish Water’s Rationale in Support of its Proposal(s)
Irish Water’s principal arguments in support of its proposal are as follows:


Irish water state that “Currently, metered non-domestic water supply and wastewater
services charges are set on this basis”; and



Irish Water highlight that “A two part tariff is also the most common tariff structure used
by utility companies elsewhere” and that “In general, two –part tariffs are most
commonplace in sectors where uncertain demand is combined with a situation where a
large proportion of the utility’s costs are fixed, as in the water sector”.



With respect to Irish Water’s evaluation against CRU principles, Irish Water states that:
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o

On ‘Equity and no undue discrimination’, “A Two Part tariff is the strongest option
as it ensures that all non-domestic customers will contribute towards both fixed
and variable costs”;

o

On ‘Efficient use’, “A Two Part tariff performs well as the variable element
motivates the customer to conserve usage”;

o

On ‘Cost reflectivity’, “A Two Part tariff is the strongest option as it provides a
means of appropriately collecting both fixed and variable costs from all nondomestic customers”; and

o

“On ‘Stability’, a Two Part tariff performs strongest as it is generally the approach
adopted currently by the LAs and the fixed and volumetric components enable
fixed and variable costs to be recovered appropriately over time”.

Irish Water’s Assessment of Options against Principles
Irish Water’s principal arguments in favour of its proposal to use a Two Part tariff for water and
wastewater are put forward in its assessment against the CRU’s principles. Irish Water’s
evaluation is captured in Figure 7 below.

Figure 7 - Single or two-part tariff - Irish Water’s evaluation against principles

Please see Section 8.1.3 of Irish Water’s Non-Domestic Design Review and Enduring Proposals
submission document for Irish Water’s evaluation against the CRU principles.
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The CRU’s Observations
There are many practices of designing tariff structures for metered water and wastewater
service provision. Tariffs are designed to recover a utility’s efficiently incurred costs, however,
the design of a tariff can also influence efficiency in the use of water and wastewater services,
equity across customers, price stability, transparency, and cost recovery for the utility. There
are three primary tariff structural options:


1 part tariff – comprising a fixed charge only;



1 part tariff – comprising a variable charge only; and



2 part tariff – comprising a fixed and a variable charge.

There are variations to these broad structural options, such as varying the volumetric rates (e.g.,
increasing and decreasing block structure) and adding capacity related charges28. These
additional variations are discussed further in a following Section.
Each of these primary structures have differing implications for both customers and the utility
providing the service. Designing non-domestic charges on the basis of a fixed charge only would
remove the incentive for non-domestic customers to conserve and use water efficiently. It also
removes the opportunity for customers to reduce their bills associated with water and
wastewater service provision. Conversely, applying only a volumetric charge increases the risk
of both short-term under and over recovery by the utility. This structure also doesn’t reflect the
fixed costs incurred by the utility in providing a service to a customer, which are incurred
irrespective of whether or not the service is consumed by the customer.
A common practice is to establish a ‘two part’ tariff, where a standing charge is generally applied
to recover certain costs incurred in serving the customer irrespective of demand (for example,
billing and meter reading costs, maintaining the connection) and the residual costs of providing
the service are recovered via a variable charge, which is applied per unit of water consumed or
wastewater discharged by the customer.
International Precedent
The most common tariff structure applied in many of the utilities in the UK is a ‘two part’ tariff,
where there is a standing change and a volumetric charge. In many of the utilities reviewed by
the CRU, there is also an additional ‘fixed’ charge (in addition to the standing charge and
volumetric charge) for very large water users. This is also often the case for large wastewater
customers.
In Appendix 1 of this paper, the CRU provides further details on the metered tariff structures
across a number of utilities in other jurisdictions. Please see Table 17 – “International
Precedent – Metered Tariff Structures”

28

There are also additional tariff structural options such as seasonal and interruptible tariff
arrangements. These are discussed in Section 5.4.7 of this paper.
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CRU Questions
Q22. Do you agree with Irish Water’s proposals to apply a two-part tariff? Please state your
reasons why.
Q23. Do you agree with Irish Water’s assessment of other approaches to structuring tariffs?
Q24. Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?
Q25. Are there other methods of designing tariff structures that are not considered in Irish
Water’s submission documents? Please state them and why they should be
considered.

5.4.4 Irish Water’s Considerations for the Design of its Volumetric Charge
Component
Following on from Irish Water’s proposal to set a ‘two part’ tariff (see Section 5.4.3 above).
Section 8.2.2 of Irish Water’s Non-Domestic Design Review and Enduring Proposals submission
document considers how to design its volumetric element of Irish Water’s ‘two part’ tariff. Irish
Water considered four options to design its volumetric charging element. These are:


Rising Block;



Falling Block;



Uniform rate for all customer classes29; and



Uniform rate within each customer class.

Irish Water’s Proposal(s)
Irish Water propose a uniform volumetric rate structure differentiated by customer class.

Irish Water’s Rationale in Support of its Proposal(s)
Irish Water’s principal arguments in favour of its proposal to use a uniform volumetric rate
structure differentiated by customer class are put forward in its assessment against the CRU’s
principles. These arguments are identified and summarised below:

Please note that Figure 8.5 of Irish Water’s Non-Domestic Tariff Design Review and Enduring
Proposals describes customer classes as “segments”.
29
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On ‘Equity and no undue discrimination’, Irish Water states that “…a ‘uniform rate within
each customer class’ is the best option as it ensures that all customers pay charges
which are proportionate to the costs that they impose on the network”;



On ‘Cost Reflectivity’, Irish Water states that “While a ‘uniform rate for all customer
classes’ is more cost reflective, it does not distinguish between different costs imposed
by different customer classes”;



On ‘Stability’, Irish Water states that “…both ‘uniform’ options perform well as they are
similar to current charging arrangements”; and



On ‘Simplicity’, Irish Water states that uniform options are “…easy for customers to
understand”.

Irish Water’s Assessment of Options against Principles
As highlighted above, Irish Water’s principal arguments in favour of its proposal to use a uniform
volumetric rate structure differentiated by customer class are put forward in its assessment
against the CRU’s principles. Irish Water’s evaluation is captured in Figure 8 below.

Figure 8 - Design of Volumetric Element of Irish Water's Tariffs - Irish Water’s
evaluation against principles

Please see Section 8.2.2 of Irish Water’s Non-Domestic Design Review and Enduring Proposals
submission document for Irish Water’s evaluation against the CRU principles.
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The CRU’s Observations
As mentioned above, tariffs are designed to recover a utility’s efficiently incurred costs, however,
the design of a tariff can also influence efficiency in the use of water and wastewater services,
equity across customers, price stability, transparency, and cost recovery for the utility.
A common approach to designing tariffs is to set a uniform volumetric unit rate which is applied
to all units of consumption for customers within a particular class. This is a simple approach,
transparent and easy for customers to understand. It can also reflect a situation where there is
not a material difference in the cost to serve customers within a particular class to warrant a
differing unit rate for certain blocks of consumption. An alternative approach is to set a different
unit rate (increasing or decreasing in value) with additional ‘blocks’ of consumption. Increasing
block tariffs are most commonly associated with domestic charges as they are designed to
realise social objectives. Increasing blocks can provide strong (though not always efficient)
incentives for high-usage customers to conserve water, but can result in high variation in
customer bills and short-term revenue uncertainty for the utility. Decreasing blocks have the
opposite properties. They can offer weak incentives for water conservation but can provide
greater short-term revenue certainty for the utility.
International Precedent
The most common approach in many of the utilities in the UK is to apply a ‘uniform rate per tariff’
class. However, some utilities reviewed by the CRU also apply a ‘decreasing block unit rate’ for
some tariff water and wastewater tariff classes.
In Appendix 1 of this paper, the CRU provides further details on the volumetric unit rate
structures across a number of utilities in other jurisdictions. Please see Table 18– “International
Precedent – Volumetric Unit Rate Structure”.

CRU Questions
Q26. Do you agree with Irish Water’s proposal to set a uniform rate volumetric rate
structure differentiated by customer class?
Q27. Do you agree with Irish Water’s assessment of other approaches to designing the
volumetric charge?
Q28. Do you agree with Irish Water’s appraisal of each option against the 6 tariff
principles?
Q29. Are there other methods to designing the volumetric charge that are not considered in
Irish Water’s submission documents? Please state them and why they should be
considered.
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5.4.5 Irish Water’s Considerations for the Structure of its Unmetered Charges
Unmetered connections represent approximately 3% of Irish Water’s non-domestic customer
base. Unmetered connections are those connections that, for technical or other reasons, do not
have a water or wastewater meter.
Irish Water considered three options to determine its unmetered charges. These are:


a flat charge, whereby all customers are charged the same amount;



an assessed charge based upon the value of a customer’s property; and



an assessed charge based upon other factors that are correlated with consumption.

Irish Water’s Proposal(s):
Irish Water proposes to apply a single flat charge whereby all unmetered customers pay the
same amount. Irish Water also proposes to set the unmetered charge for each service,
water and wastewater, at a relatively low level, commensurate with the tariff applied to
customers in the low usage customer class.

Irish Water’s Rationale in Support of Proposal(s)
Irish Water’s principal arguments in support of its proposal are as follows:


Irish Water states that “Charging unmetered customers on a flat charge basis is
common under current arrangements”; and



Irish Water also states that “There are a relatively small number of unmetered customers
and these are unlikely to be high volume consumers”.



With respect to Irish Water’s evaluation against CRU principles, Irish Water states that:
o

“On ‘Equity and no undue discrimination’, and ‘Efficient use’, a charge based on
an assessment of consumption is stronger than a flat charge or one based on
property value. This is because it would be based on factors that are clearly
correlated with usage”;

o

“On ‘Cost reflectivity’, a flat tariff and an assessed charge based on consumption
perform equally. Neither are inherently cost reflective but both can be designed
to reflect the associated unmetered customer costs”;

o

“On ‘Stability’, a flat tariff performs strongest as it is common in the current
charging arrangements and is fixed for a period of time”; and

o

“A flat tariff is an easy structure for the utility to implement and for the customer
to understand and it rates highly on ‘Simplicity’”.
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Irish Water’s Assessment of Options against Principles
Further arguments are put forward in Irish Water’s assessment against the CRU’s principles.
This is captured in Figure 9 below.

Figure 9 - Unmetered Charges - Irish Water’s evaluation against principles

Please see Section 8.1.4 of Irish Water’s Non-Domestic Design Review and Enduring Proposals
submission document for Irish Water’s evaluation against the CRU principles.

The CRU’s Observations
There are typically two options for unmeasured tariffs; a fixed annual charge or an assessed
charge. An unmetered customer’s bill may be a flat annual charge (based on, for example, an
assumed level of consumption or the property’s rateable value) or instead may be based on
some observable characteristic that correlates with consumption. Assessed charges could be
based on pipe size, number of employees, number of loading units per water fitting within a nondomestic property etc.
Irish Water is proposing to apply a single flat charge whereby all unmetered customers pay the
same amount (per service), and is commensurate with the tariff applied to customers in the low
usage (standard) customer class. Setting tariffs on an assessed basis would achieve a more
cost reflective unmetered charge. However, this approach requires good data on observable
characteristics that correlate with consumption. At this time Irish Water does not have complete
data on meter or pipe size for each connection, nor does it have data on employee numbers,
water fittings or business type for all connections. Irish Water’s approach of setting a flat charge
(based on a small consumer) is simple and easy to administer. Further, the complexity and
costs of administering unmetered charging arrangements should be weighed up against the
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relatively small number of unmetered non-domestic customers (approximately 3% of the
customer base).
However, the CRU notes that some of the existing LA unmetered charges are high (a few
thousand euro per service per year) reflecting a situation where an existing unmetered
connection is likely to be consuming/discharging a high volume of water/wastewater. For such
connections, the CRU is of the view that it would be more equitable for Irish Water to review
existing high-tariffed unmetered connections and either meter these connections or introduce an
assessed based charging arrangements for these type of connections.
Such an approach would align with the “Water Services Policy Statement 2018-202530”
prepared by the Minister for Housing, Planning and Local Government in May this year. This
Statement was published to clarify the Government’s expectations on key aspects of water and
wastewater services. The Policy Statement outlined a number of principles and a series of policy
objectives which are set out across three thematic areas, one of which is conservation. The
Statement affirms that “Embedding conservation at the heart of water policy involves prioritising
resource management….and encouraging behavioural change”. Metering or applying an
assessed based charging approach to these high-tariffed unmetered connections would send a
more efficient price signal for water conservation to these potentially high consumption
properties and encourage behavioural change.
International Precedent
In many of the UK jurisdictions, water utilities make a distinction between whether a property
can or cannot be metered. Generally an ‘unmeasured charge’ is applied where a property is not
metered (but it is feasible/economical to do so), this charge is usually based on the rateable
value of the property. An ‘assessed charge’ is applied where it is not possible to meter a
property or it is too expensive, this charge is usually based on an assessment of the
consumption of the property (e.g., loading units of water fittings, employee numbers, meter size,
nature of the premises).
In Appendix 1 of this paper, the CRU provides further details on the methodology of each
utility’s ‘unmeasured’ and ‘assessed’ charges. Please see Table 19 – “International Precedent
– Charging Arrangements for Unmetered Customers”

“Water Services Poicy Statement 2018 – 2025”:
http://www.housing.gov.ie/sites/default/files/publications/files/water_services_policy_statement_2018
-2025.pdf
30
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CRU Questions
Q30. Do you agree with Irish Water’s proposals regarding the structure of unmetered
tariffs? Please state your reasons why.
Q31. Do you agree with Irish Water’s assessment of other approaches to structuring
unmetered tariffs?
Q32. Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?
Q33. Are there other methods of designing unmetered tariffs that are not considered in Irish
Water’s submission documents? Please state them and why they should be
considered.

5.4.6 Irish Water’s Considerations for its Structure of Charges for metered
Mixed-Use Customers
Some non-domestic customers may use water services at a premises for both business and
domestic purposes. They are called mixed-use customers. Mixed-use premises may include
farms with a farmhouse or retail units with residential accommodation located above them. A
single meter is used to measure the water delivered to the premises.
The existing Local Authority charging arrangements applied to the non-domestic portion of a
metered mixed-use premises are as follows:


A standing charge; and



A volumetric charge is applied to metered consumption in excess of a Domestic
Allowance (which is deemed to cover the domestic consumption at the premises).

Section 8.1.5 of Irish Water’s Non-Domestic Design Review and Enduring Proposals submission
document sets out it proposals regarding its mixed-use customers:


Irish Water states that “From an equity perspective, it is important that the charging
arrangements that apply to domestic customers, are similarly applied to the domestic
portion of Irish Water’s mixed use customers’ usage (as far as practicable)”; and



In addition Irish Water states that the Domestic Allowance “…will be applied in
accordance with the levels set by Ministerial Order. The DA will be 213m3 (for each
water and wastewater) for mixed use premises with 1 to 4 occupants. Mixed use
premises with occupancy greater than 4 will get an extra 25m3 (for each of water and
wastewater) per additional occupant”.
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Irish Water’s Proposal(s)
Irish Water proposes to apply a Domestic Allowance (DA) value of 213m3 p.a. (for each
water and wastewater) for mixed-used premises with 1 to 4 occupants.
Mixed-use premises with occupancy greater than 4 will receive an extra 25m3 DA (for each
water and wastewater) per additional occupant.

The CRU’s Observations
There is an interaction between a number of the provisions within the Water Services Act 2017
and Irish Water’s non-domestic customer base. Specifically mixed-use customers who avail of
water and wastewater services for both domestic and non-domestic purposes and who have an
allowance to account for domestic water consumption.
Statutory Instrument No. 597/201731 (“Water Services Act 2007 (Threshold Amount and
Allowance Amount) Order 2017”), specifies a ‘threshold’ and an ‘allowance amount’ below which
Irish Water shall provide water services without charge to a domestic customer. The ‘threshold
amount’ is specified as 213,000 litres per year (or 213m3 per year). The Ministerial Order also
specifies that dwellings having more than 4 residents are given an additional ‘allowance amount’
of 25,000 litres per year (or 25m3 per year) above the threshold amount for every person
beyond 4 persons ordinarily resident in the dwelling.
As mixed-use customers, which make up circa 33% of all non-domestic customers, avail of
water and wastewater services for both domestic and non-domestic purposes, from an equity
perspective it is important that the measures and charging arrangements that apply to domestic
customers, as far as practicably, are similarly applied to the domestic portion of Irish Water’s
mixed-use customers. This means that Irish Water will aim to seek parity between the Water
Services Act 2017 and the Domestic Allowance32 to be used within the Non-Domestic Tariff
Framework. To achieve parity between domestic customers and the domestic portion of mixeduse customers Irish Water has proposed to set the Domestic Allowance equal to the threshold
amount set by the Minister (i.e., 213m3/annum) for mixed-use premises with 1 to 4 occupants
and also provide an additional allowance amount of 25m3/annum per person for premises with
more than 4 occupants. In line with Irish Water’s other tariff proposals, Irish Water proposes to
apply this Domestic Allowance value nationally.
International Precedent
Many of the utilities in England and Wales do not have specific charging provisions mixed-use
connections. The CRU’s understanding is that many utilities in England and Wales determine
whether a mixed use customer should be classified as domestic or non-domestic, and once this
31

Statutory Instruments S.I. No. 597 of 2017 http://www.irishstatutebook.ie/eli/2017/si/597/made/en/pdf
32 The Domestic Allowance represents the portion (volume in m 3) of water consumed for domestic
purposes in a mixed-use premises. Water consumed above this allowance will be charged the
applicable non-domestic unit rate (€/m3).
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is determined that customer will be treated accordingly. For instance, if a mixed-use customer is
classified as non-domestic, all its consumption will be charged at the non-domestic rates
corresponding to its consumption band. Correspondingly, if a mixed use customer is classified
as domestic, all its consumption will be charges at the domestic rates corresponding to its
consumption band. However, in Northern Ireland there are allowances for the domestic portion
of a mixed-use connection. In two of the other UK utilities reviewed by the CRU there are
charging arrangements specified for the domestic and non-domestic ‘portions’ of a mixed-use
connection.
In Appendix 1 of this paper, the CRU provides further details on the charging arrangements for
mixed-use connections in place in other jurisdictions. Please see Table 22 – “International
Precedent – Charging Arrangements for Mixed-Use Connections”.

CRU Questions
Q34. Do you agree with Irish Water’s proposals to charge the non-domestic portion of
mixed-use connections? Please state your reasons why.
Q35. Are there other methods of charging for the non-domestic portion of mixed-use
premises that are not considered in Irish Water’s submission documents? Please
state them and why they should be considered.

5.4.7 Differentiated Tariff Arrangements
In addition to the ‘standard’ tariffing arrangements, some utilities also offer separate tariffing
arrangements for the following services:


Interruptible service;



Non-potable service; and



Seasonally differentiated service.

Irish Water has not included proposals for such tariffing arrangements in its Non-Domestic
Design Review and Enduring Proposals submission document. For completeness, these
differentiated tariff arrangements are discussed below for the purposes of seeking views as to
whether Irish Water should consider such arrangements within the Framework or at a future
point in time.

Interruptible Service
The CRU’s Observations
An interruptible service would allow non-domestic customers to avail of an interruptible tariff and
take the risk of occasional supply interruptions in exchange for lower tariffs. Interruptible
services are of particular interest in jurisdictions that have constrained supply or constrained
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network or treatment capacity. An interruptible service tariff can be an attractive option for nondomestic customers whose business activity is not dependent on the provision of continual
water services (and can manage supply interruptions with limited notice) as well as helping
utilities maintain their supply-demand balance. Any interruptible tariffs would have to be
accompanied by comprehensive eligibility criteria as well as rules and procedures for when and
how a non-domestic customers’ water service is to be interrupted. The design of an interruptible
tariff, and the discount to the standard tariff, requires a thorough understanding of the avoided
incremental treatment and distribution capacity cost to meet peak demand, which will inform the
basis for the discount. This may not be well-understood for all water resource zones at this
moment in time. There is also an administrative cost to Irish Water of developing such
arrangements, while the demand for interruptible services is uncertain.
International Precedent
Most utilities in the UK do not provide an interruptible tariff to their non-domestic customers.
In Appendix 1 of this paper, the CRU provides further details on interruptible tariffs across a
number of utilities in the UK. Please see Table 21 – “International Precedent – Interruptible
Tariffs”.

CRU Questions
Q36. Should Irish Water consider offering interruptible tariffs within the Framework or at a
future point in time? Please state your reasons why.

Non-Potable Service
The CRU’s Observations
Non-potable water is water which is not suitable for human consumption, but may still be used
for other purposes. For example, some businesses may use it in cooling/heating applications
within their industrial processes. However, a non-potable water service generally requires a
separate, non-potable, water infrastructure. In many cases this may not be economically
feasible to do. As well as additional and separate mains infrastructure, non-domestic properties
may need to be retro fitted to accommodate a non-potable water service.
International Precedent
There is a mixed approach in the UK, some utilities offer non-potable tariffs while others do not.
For example, in Scotland, Business Stream offer non-potable tariffs in the case where a property
is attached to Scottish Water’s raw water infrastructure. However many utilities in the UK do not
offer non-potable tariffs presumably because their water systems do not contain separate nonpotable water infrastructure.
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In Appendix 1 of this paper, the CRU provides further details on non-potable tariffs across a
number of utilities in the UK. Please see Table 22 – “International Precedent – Non-Potable
Tariffs”.

CRU Questions
Q37. Should Irish Water consider offering non-potable tariffs within the Framework or at a
future point in time? Please state your reasons why.

Seasonally Differentiated Service
The CRU’s Observations
Utilities may wish to introduce seasonally differentiated tariffs to reflect water scarcity conditions
or regional objectives regarding demand management. Seasonal tariffs should be designed to
provide a cost reflective tariff given seasonal variations in resource supply. For example, higher
demand in summer combined with reduced supply can put pressure supply-demand balance,
which requires the utility to invest in additional capacity to meet the seasonal peak. A seasonal
tariff can address demand in peak seasons and thus avoid the need to the utility to invest in
water resources. However, many of the water utilities in the UK have not introduced seasonal
tariffs. This may be because the variation in the cost of supply across seasons is insufficient to
justify the development of seasonal charging arrangements.
International Precedent
Most of the utilities in the UK do not offer seasonal tariffs to their customers.
In Appendix 1 of this paper, the CRU provides further details on seasonal tariffs across a
number of utilities in the UK. Please see Table 23 – “International Precedent – Seasonal
Tariffs.

CRU Questions
Q38. Should Irish Water consider offering seasonally differentiated tariffs within the
Framework or at a future point in time? Please state your reasons why.
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5.5 Design Element Four - Cost Allocation to Domestic
and Non-Domestic Customer Classes
Cost allocation is a key part of the tariff design process, and refers to the way a utility attributes
its overall costs between different customer classes and different service offerings. In principle,
tariffs should be designed so that users contribute to the costs they impose on the system.
There are many methods of allocating costs to customer tariff classes, which often involve the
disaggregation of costs according to the functions, services and customers to which they can be
attributed.
This Section summarises how Irish Water arrives at its proposal that non-domestic tariffs, on
aggregate, need to recover approximately 24% of total allowed revenues (an increase from the
20% of total allowed revenue that is currently billed to the non-domestic sector) to adequately
cover the costs of providing water and wastewater services to the non-domestic sector. The
development of the Framework provides the first opportunity to evaluate, on a national basis, the
costs of providing water and wastewater services to each of the domestic and non-domestic
customer bases.
Irish Water has undertaken a cost allocation exercise that examines the costs of providing water
and wastewater services to both the domestic and non-domestic customer bases, and also to
each individual non-domestic tariff class (i.e., Irish Water’s proposed ‘Standard’, ‘Commercial’,
‘Industrial’ metered tariff classes and the unmetered tariff class).
The output of the cost allocation exercise (i.e., the costs to be allocated to each customer class,
as well as to each class’s standing charge and volumetric charge tariff component) is used to
determine the tariff ‘rates’, that is, the standing charge, volumetric charge or fixed unmetered
charge levels.
A high-level overview of this process is illustrated in Figure 10 below. This is provided to assist
readers respond to Irish Water’s proposed approach and understand the steps involved.

Figure 10 – High-level Overview of Process

Irish Water’s Allowed Revenue (€)

(1) Disaggregate costs (opex & capex cost categories)
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(2) Application of ‘cost drivers’ (to allocate costs to the domestic and
non-domestic customer classes)

(3) Allocation of costs to be recovered from the standing charge and
volumetric charge within each customer class

(4) Setting of tariff rates (based on the output of the cost allocation
exercise and projected connections and consumption/discharge volumes)

This Section summarises Irish Water’s proposals regarding:


its proposed ‘cost allocation methodology’;



its proposed cost allocation ‘cost drivers’ and adjustments;



its use of the Allowed Revenue cost structure breakdown;



its proposed rules to allocate costs to the standing and volumetric charges for each
customer class; and



how it accounts for other revenues, such as revenues associated with trade effluent
charging, public group water schemes and legacy agreements within the cost allocation
exercise.

Please note that the CRU has not followed the layout presented in Irish Water’s Non-Domestic
Design Review and Enduring Proposals submission document. This was done to aid readers
understanding of Irish Water’s cost allocation proposals and methodology.
Irish Water’s output allocation of costs to both the domestic and non-domestic customer classes
is presented in subsection 5.5.4 below.
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5.5.1 Irish Water’s Considerations for its Cost Allocation Methodology
Irish Water’s first step in allocating costs is to determine what methodology of cost allocation to
use. There are a number of cost allocation approaches that can be employed by a utility. Irish
Water’s considerations and proposals are set out in Section 7.2 of its Non-Domestic Tariff
Design Review and Enduring Proposals submission document. Irish Water considered three
cost allocation methodologies. These are:


Ramsey pricing;



prices based on Fully Allocated Costs (FAC); and



prices based on Marginal Costs.

Irish Water’s Proposal(s):
Irish Water proposes allocating costs on a Fully Allocated Cost (FAC) basis.

Irish Water’s Rationale in Support of Proposal(s)
The principal arguments discussed by Irish Water in support of its proposal are:


Irish Water states that “FAC is a widely applied methodology used in regulatory cost
allocation because it offers a relatively simple way to distribute joint costs and
overheads”.



Irish Water also highlights precedent elsewhere:



o

“England and Welsh water companies use a forward view of FAC to inform the
basis of revenue recovery within existing regulatory price controls”;

o

“IPART 33advocates a FAC methodology”; and

o

“The Scottish Executive cost allocation report34 recommended a FAC
methodology for Scottish Water”.

With respect to Irish Water’s evaluation against CRU principles, Irish Water state that:
o

33

“FAC (supported by ABC), will ensure that the tariffs charged to each customer
class will closely reflect the direct and indirect costs which relate to them”;

IPART is The Independent Pricing and Regulatory Tribunal (IPART) in New South Wales, Australia
“Analysis of whether there are significant cross subsidies between the different customer groups
served by Scottish Water - A final report for the Scottish Executive” - Stone & Webster - Section 2.3
– February 2005 - http://www.gov.scot/Resource/Doc/36496/0014269.pdf
34
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o

“FAC performs well on ‘Cost recovery’, as all of a company’s costs are allocated
or distributed between its various products and services”;

o

“On ‘Stability’, FAC is again the best methodology as it takes into account both
historic and future costs and any changes are likely to be moderate”; and

o

“FAC is the easiest for customers to understand and for Irish Water to
implement”.

Irish Water’s Assessment of Options against Principles
Irish Water’s principal arguments in favour of its proposal to costs on a Fully Allocated Cost
(FAC) basis are put forward in its assessment against the CRU’s principles. Irish Water’s
evaluation is captured in Figure 11 below.

Figure 11 - Cost allocation methodologies - Irish Water’s evaluation against
principles

Please see Section 7.4 of Irish Water’s Non-Domestic Design Review and Enduring Proposals
submission document for Irish Water’s evaluation against the CRU principles.
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The CRU’s Observations
The ‘type’ of costs (that is, ‘marginal costs’35 or ‘average costs’) to be reflected in a tariff for the
provision of water or wastewater services should be considered from both a theoretical and a
practical perspective.
Theoretical Considerations
From an economic efficiency perspective, setting tariffs to reflect marginal costs is very
appealing. It allows for efficient consumption decisions by consumers and also increases the
efficient allocation of the resource (e.g., the provision of water in the case of a water service).
Additionally, when the volumetric unit rate is set to reflect the long run marginal cost (‘LRMC’) of
production (to accommodate future demand), the choice by consumers to consume an
additional unit also ‘signals back’ to the utility whether consumers value the additional
investment expenditure required to meet a future increase demand. Increasing or reducing
consumption by consumers will, over the long-term, reflect their willingness to finance costs (or
enjoy savings) associated with changes in their consumption behaviour.
Practical Considerations
However, in practice, there are a number of challenges in setting tariffs to reflect long run
marginal costs of providing a service. One challenge is the requirement that tariffs recover the
‘current’ (accounting) costs36 by the utility of providing the service. If the long run marginal cost
is estimated to be below the ‘average’ current accounting cost, the utility will not recover enough
revenue to cover the cost of providing the service. This may be addressed by introducing a twopart tariff, where a variable ‘volumetric’ component of the tariff reflects the LRMC and the fixed
‘standing charge’ component reflects any shortfall between the LRMC and current accounting
costs. However, if this results in a large portion of revenue to be recovered through the standing
charge (relative to the volumetric charge) in a consumer’s bill, this will give less opportunity for a
consumer to reduce their bill by lowering consumption, and it also reduces the incentive on
consumers to conserve (discretionary) water use.
Another more significant challenge relates to the accurate and transparent estimation by the
utility of the long run marginal cost of accommodating an increase in demand for a service in the
future. There are a number of methods of estimating LRMC, which can involve complex
calculations and require very good estimates of, for example, forecast demands into the future,
system requirements and enhancements that would be required over time to meet expected
demand levels, the cost of these requirements, and the costs of adjusting these system
requirements to meet a change in future demand levels. These calculations are information
intensive and there must be sufficient data and system analysis capabilities for a utility to reliably
estimate long run marginal costs.
An alternative to setting tariffs using marginal costs (short run or long run) of providing service is
to reflect the current accounting costs by the utility of providing a particular service. This method

The ‘marginal cost’ is the additional cost incurred in the production of one more unit of a good or
service.
36 That is, the allowed revenue (the sum of the allowed current operating costs, return on capital
expenditure (i.e., the rate of return (or weighted average cost of capital)) and return of capital
expenditure (also known as the depreciation charge)).
35
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involves allocating current accounting costs to different customer classes, which are often
averaged over the volumes consumed by existing customers. This method shares existing
(over the short run) costs among consumers in proportion to their contribution to present costs.
Although this method has limitations in providing efficient price signals to consumers, it is
simpler and perhaps a more transparent method of setting tariffs and is a commonly used
approach to setting tariffs.
Under Ramsey pricing, where the price charged for the same service differs depending on how
responsive customers are to price changes, customers who are very responsive to price
changes are charged a lower price than customers who are less responsive. The CRU is of the
view that this is unfair and not an appropriate method of setting tariffs for the provision of water
services.
International Precedent
In England and Wales, OFWAT required English and Welsh water companies to calculate
estimates of long run marginal costs, however generally these are not used to set tariffs for endusers37. Neither Northern Ireland nor Scotland use estimates of long run marginal cost in setting
general water tariffs. The use of LRMC appears to more prominent in Australia, however there is
an inconsistent approach to which methodology is used to estimate LRMC. In Ireland, the
electricity network tariffs and gas distribution network tariffs do not reflect estimates of LRMC.
In Appendix 1 of this paper, the CRU provides further details on the use of long run marginal
cost estimates in the water tariff setting internationally, as well as domestically in Ireland in
respect of energy network tariffs. Please see Table 24 – “International Precedent –
Application of Marginal Cost Pricing”.

CRU Questions
Q39. Do you agree with Irish Water’s proposals to use a Fully Allocated Cost Approach to
setting tariffs? Please state your reasons why.
Q40. Do you agree with Irish Water’s assessment of the alternative methods to allocate
costs?
Q41. Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?
Q42. Are there other methods of allocating costs that are not considered in Irish Water’s
submission documents? Please state them and why they should be considered.

“Incorporating Marginal Costs in Water Supply Tariffs: Prospects for Change” – Nera Economic
Consulting Report – Page 8 – 18 November 2014 http://www.nera.com/content/dam/nera/publications/2014/PUB_LRMC%20Water%20Pricing_1114.p
df
37
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5.5.2 Irish Water’s Considerations for Disaggregating Costs and Determining
‘Cost Drivers’
In Section 7.5 of Irish Water’s Non-Domestic Design Review and Enduring Proposals
submission document, Irish Water describes the high level process to develop its cost allocation
model. That is, disaggregating the costs of providing water and wastewater services, gathering
key input data and developing appropriate ‘cost drivers’.
Cost drivers are an essential part of cost allocation, as they determine how costs are allocated
to water/wastewater services and customer classes. A utility’s costs can be disaggregated into
‘direct’ and ‘indirect’ costs. Direct costs can be directly attributed to specific customer class,
while indirect costs require the use of costs drivers to apportion these costs to a customer class
based on certain customer characteristics (such as volume consumed, peak demand, location)
that drive such costs. For example, water treatment operational costs (such as energy and
chemical costs) will generally be driven by volume of water being treated (i.e., water consumed).
Whereas the water treatment capital costs are generally sized to meet peak water demand, and
thus driven by a customer’s contribution to peak demand (where meter size is often used as
proxy for this contribution).
This apportioning of costs means calculating, for each customer class, its percentage ‘share’ of
a particular customer characteristic. For example, in the case of ‘volume consumed’, if
customers in the Standard class together consumed 60% of the total non-domestic water
consumption then 60% of the costs in question (that is, a cost that is driven by volume
consumed, such as water treatment operational costs)) would be apportioned (allocated) to the
Standard customer class. This would reflect the fact that the 60% of this cost category is ‘driven’
by Standard customers. The customer characteristic proposed by Irish Water signifies its
proposed cost driver.
Having proposed what cost allocation methodology it will use, Irish Water then puts forward its
proposals regarding its choice of cost drivers. In line with Irish Water’s proposals, this
subsection is structured as follows:


Summary of Irish Water’s view of ‘best practice’ cost drivers;



Summary of Irish Water’s identified data constraints;



Irish Water’s proposals for its ‘operational cost’ cost drivers;



Irish Water’s proposals for its ‘capital cost’ cost drivers; and



Irish Water’s considerations and proposals for adjusting certain proposed cost drivers.

Irish Water’s View of ‘Best Practice’ Cost Drivers
Section 7.6 of Irish Water’s Non-Domestic Design Review and Enduring Proposals submission
document gives an overview of what it considers best practice while Appendix 3 Section C1.1
sets out Irish Water’s final cost driver proposals. A summary of Irish Water’s view of best
practice cost drivers is set out in Table 1 below. For additional information please see Section
7.6 and Appendix 3 of Non-Domestic Design Review and Enduring Proposals submission
document.
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Table 1 - Irish Water’s View of Best Practice Cost Allocation Drivers
Allocation of Water Service Costs
Irish Water’s View of Best Practice Cost Driver

Cost Category
Resource and Treatment Operational
Costs

“…share of water delivered to each customer class”.

Resource and Treatment Capital Costs

“…each customer class’s contribution to peak flow
load”.

Distribution Operational Costs

“…relative output shares, defined as volume of water
delivered per length of mains, adjusted by average
network location for each customer group”.

Distribution Capital Costs

“…each customer class’s relative share of connections”.
Allocation of Wastewater Services Costs

Collection Cost

“…relative share in wastewater volumes”.

Treatment Costs

“…relative share in BOD38”.

Sludge Disposal Costs

“…relative share in suspended solids loads”.
Allocation of Customer Service Costs

Customer Service Costs

“…number of connections or number of bills”.

Allocation of Support, Shared and Group Functions
Support, Shared and Group Services
Costs

“Conducting a detailed ABC analysis…”

Irish Water’s Identified Data Constraints
Having set out its views on best practice cost allocation methodologies, Section 7.7 of Irish
Water’s proposals highlight that “Current gaps in data restrict the extent to which Irish Water can
implement its preferred cost allocation approach”. These include:


38

Water supply cost components and cost driver allocation:
o

Irish Water states that “…peak water system demand in Ireland is not yet well
understood”;

o

Irish Water describes how “…it is not yet possible to allocate total opex between
water supply functional costs (e.g. distribution and R&T costs)”; and

Biological Oxygen Demand
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o



Allocation of wastewater costs:
o



Irish Water again highlights how opex associated with distribution should be
allocated in accordance with volume of water delivered per length of mains,
adjusted for average network location. Irish Water highlight that its “asset
management systems does not yet contain this level of detail”.

Irish Water states that it “…cannot attribute costs to each composite product i.e.
wastewater collection, treatment and disposal” and “…Irish Water cannot yet
identify the appropriate allocation of these costs to individual groups of nondomestic customers”.

Support, shared and group services costs and cost driver allocation:
o

Irish Water states that “…an ABC analysis would enable Irish Water to better
understand the underlying cost drivers and provide a more cost reflective
allocation of support, shared and group services to customer classes and
products”. Irish Water does not have a detailed ABC analysis of it shared and
support services costs.

Irish Water’s Proposed Cost Drivers to allocate its Operational Costs
Irish Water has considered a number of costs drivers to allocate its operational (‘opex’) costs
given its data limitations (highlighted above). Tables 2 below sets out Irish Water’s proposed
cost drivers to allocate particular operational (opex) cost categories to customer classes. This
table also lists each cost category and its percentage portion of total operational costs under
IRC2. This is followed by Irish Water’s rationale in support of its proposals.

Table 2 - Operational Cost Categories and Irish Water’s proposed Cost Drivers
Operational Expenditure & Cost Allocation

No.

Opex Category

% of Total
Opex

IW’s Proposed Cost Driver

73.5%

Consumption

1

Operations & Maintenance

2

Work and Asset Management

5%

Consumption

3

Customer Operations

7%

Connections

4

Support Services

7%

50% Consumption & 50% Connections

5

Group & Shared Services

4.5%

50% Consumption & 50% Connections

6

Non-controllable costs

3%

50% Consumption & 50% Connections
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It should be noted that the “Consumption” cost driver proposed by Irish Water in the table above
refers to volume of water consumed in respect of allocating operational costs for the provision of
a water service (which are to be recovered from water tariffs) and also refers to the volume of
wastewater discharged in respect allocating operational costs for the provision of a wastewater
service (which are to be recovered from wastewater tariffs).

Irish Water’s Rationale in Support of its Proposal(s)
Please see Section 7 and Appendix 3 of Non-Domestic Design Review and Enduring Proposals
submission document for its discussion on its proposed cost drivers, as well as further detail on
each opex category.
Irish Water’s Proposed Cost Drivers to allocate its Capital Costs
Irish Water has considered a number of costs drivers to allocate its capital (‘capex’) costs to
customer classes and service offering given its data limitations (highlighted above). Table 3 sets
out the categories of capex and the proportion of total capex allocated to each element under
the IRC 2. The table also sets out the cost driver Irish Water proposes to use to allocate each
capex cost category.

Table 3 - Capital Cost Categories and Cost Drivers used by Irish Water
Capital Expenditure & Cost Allocation
No.

1

2

3

4

Capex Category

% of Total
Capex

Service Function39

IW’s Proposed
Cost Driver

19%

Resource & Treatment

Consumption

9%

Distribution

Connections

30%

Treatment

Consumption

9%

Collection

Consumption

1%

Treatment

Consumption

1%

Collection

Consumption

2%

Resource & Treatment

Consumption

8%

Distribution

Connections

Water Projects

Wastewater Projects

Capital Maintenance
– Wastewater

Capital Maintenance
– Water

Irish Water uses the term “Resource and Treatment” to refer to treatment wastewater capex (that is,
‘Wastewater Projects”, “Capital Maintenance – Wastewater” and “National Wastewater Programme”)
in Table A3.3 of its Non-Domestic Design Review and Enduring Proposals submission document.
39
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5

6

National Water
programme

National Wastewater
programme

9%

Resource & Treatment

Consumption

6%

Distribution

Connections

3%

Treatment

Consumption

3%

Collection

Consumption

It should be noted that the “Consumption” cost driver proposed by Irish Water in the table above
refers to both the volume of water consumed and the volume of wastewater discharged. That is,
the volume of water consumed in respect of allocating capital costs for the provision of a water
service (which are to be recovered from water tariffs) and also refers to the volume of
wastewater discharged in respect allocating capital costs for the provision of a wastewater
service (which are to be recovered from wastewater tariffs).

Irish Water’s Rationale in Support of Proposal(s)
Please see Section 7 and Appendix 3 of Non-Domestic Design Review and Enduring Proposals
submission document for its discussion on its proposed cost drivers, as well as further detail on
each capex category.

Irish Water’s Cost Driver Considerations and Adjustments
Given Irish Water’s view of best practice cost drivers and the data constraints described in
Section 7.7 of its Non-Domestic Design Review and Enduring Proposals submission document
and highlighted above, Irish Water has examined four options to adjust its proposed cost drivers.
The subsection below summarises Irish Water’s considerations for adjusting its proposed cost
drivers. These are discussed in Section 7.7 and are set out in Appendix 3 C1.1 of its NonDomestic Design Review and Enduring Proposals submission document.

1. Cost driver for allocating support, shared and group services costs and noncontrollable costs
Irish Water considered three options for allocating support, shared and group service costs (that
is, ‘Support Services’, ‘Group & Shared Services’ & ‘Non-Controllable costs’40) “…pending
delivery of a more sophisticated ABC analysis”. These are:


Use consumption as the cost driver;



Use a ‘blended’ 50% consumption and 50% connections split; and



Use connections as the cost driver.

Cost categories identified in Table A2.2 Opex cost components in Irish Water’s Non-Domestic Tariff
Design Review and Enduring Proposals submission document
40
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Irish Water’s Proposal(s):
Irish Water proposes to use a blended 50% consumption and 50% connections split to
allocate support, shared and group services costs.

Irish Water’s Rationale in Support of Proposal(s):
Irish Water’s principal arguments in favour of its proposals are:


Irish Water state that this approach “…represents a combination of the cost driver
methodologies used to allocate wholesale and customer service cost functions. This is
justified on the basis that support and shared services aid the business in undertaking its
core services”.

2. Adjusting the cost driver used to allocate R&T capex to reflect assumed peak demand
effect.
Irish Water considered three options to adjust its Resource & Treatment capex (for both water
and wastewater41) by an assumed effect of peak demand, these are:


0% adjustment to R&T capex allocated by relative output share;



10% (commercial customer classification) and 20% (Industrial customer classification)
adjustments to R&T capex allocated by relative output share; and



20% (commercial customer classification) and 40% (Industrial customer classification)
adjustments to R&T capex allocated by relative output share.

Irish Water proposes to make these adjustments to provide for “…a lower allocation of costs to
the commercial and industrial customer classifications”.
‘Relative output share’ above refers to the ‘consumption’ cost driver. That is, either the share of
water delivered to a particular customer class (in respect of allocating water Resource &
Treatment capex) or the share of wastewater volume removed of a particular customer class (in
respect of allocating wastewater Treatment capex).

Irish Water’s Proposal(s):
Irish Water proposes to make a 10% (commercial customer classification) and a 20%
(Industrial customer classification) adjustment to R&T capex allocated by relative output
share.

Irish Water use the term ‘Resource & Treatment’ or ‘R&T’ to refer to both water and wastewater
treatment capex.
41
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Irish Water’s Rationale in Support of Proposal(s):
Irish Water’s principal arguments in favour of its proposals are:


Irish Water states that the proposed adjustment is “…on the basis that large nondomestic customers’ contribution to peak demand is typically lower than domestic
customers. The high volume of water delivered to them may lead to overpaying under an
allocation based only on relative output share. No adjustment is made for the standard
customer classification as their contribution to peak flow load is assumed to be similar to
the domestic customer classification”; and



Irish Water refer to peak demand analysis for Scottish Water’s non-household
customers which found that “…the R&T capex allocation should be adjusted to between
80-90% of relative output shares as their load factors are typically 80%-90% of the peak
load factor for household customers”.

3. Adjusting the cost driver used to allocate distribution opex to reflect average network
location for each customer group;
Irish Water considered three options to adjust its distribution opex allocation to reflect average
network location of each customer group, these are:


0% adjustment to distribution opex allocated by relative output share;



10% (commercial customer classification) and 20% (Industrial customer classification)
adjustments to distribution opex allocated by relative output share; and



20% (commercial customer classification) and 40% (Industrial customer classification)
adjustments to distribution opex allocated by relative output share.

Irish Water proposes to make this adjustment to provide for “…a lower allocation of costs to the
commercial and industrial customer classifications”.

Irish Water’s Proposal(s):
Irish Water proposes to make a 10% (commercial customer classification) and 20%
(Industrial customer classification) adjustments to distribution opex allocated by relative
output share.

Irish Water’s Rationale in Support of Proposal(s)


Irish Water states that this adjustment “…provides for a lower allocation of costs to the
commercial and industrial customer classification. This is on the basis that “typically
customers with larger connection sizes (e.g. industrial sites) will be served in the
‘upstream’ parts of the network and hence place less demand on the overall network”.
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4. Non-return to sewer assumption;
Irish Water considered three options, these are:


An estimate that on average 100% of water supplied to a non-domestic premise is
returned to the sewer (i.e. 0% allowance);



An estimate that on average 95% of water supplied to a non-domestic premise is
returned to the sewer (i.e. 5% allowance); and



An estimate that on average 90% of water supplied to a non-domestic premise is
returned to the sewer (i.e. 10% allowance).

Irish Water’s Proposal(s):
Irish Water proposes not to include a non-return to sewer allowance (i.e., 0% allowance).

Irish Water’s Rationale in Support of Proposal(s):


Irish Water states that “…section 22(9) of the Water Services (No. 2) Act 2013 may
preclude Irish Water from applying less than 100% of water delivered to derive
wastewater charges for non-domestic customers on a widespread basis”; and



Irish Water also states “To ensure consistency with legislation, Irish Water believes a 0%
non-return to sewer adjustment in the wastewater unit charge is the most appropriate
approach”.

However, Irish Water also states that it “…has incorporated existing agreements where the
amount of wastewater removed is different to the amount water delivered in allocating costs to
non-domestic customers”.

5. Adjusting consumption cost driver to account for possibility that non-domestic
consumption currently recorded on non-domestic meters does not fully reflect actual
consumption.
Irish Water considered two options, these are:


0% adjustment to any functional cost allocated by relative output share; and



10% adjustment to any functional cost allocated by consumption (share of water
delivered*110%).
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Irish Water’s Proposal(s):
Irish Water proposes to not apply any adjustment to consumption cost drivers to account for
the possibility that non-domestic consumption currently recorded on non-domestic meters
does not fully reflect actual consumption.

Irish Water’s Rationale in Support of Proposal(s):


Irish Water states that it “…does not believe it is appropriate to increase the
consumption share of water delivered cost driver without verified data. The nondomestic meter replacement programme will, in any case, address this over time”.

Summary of Irish Water’s Cost Driver Proposals
Irish Water’s final (adjusted) cost driver proposals are summarised below. The summary tables
present Irish Water’s proposals in terms of the allocation of opex and capex costs (related to
water service provision) to be recovered from water tariffs, and the allocation of opex and capex
costs (related to the wastewater service provision) to be recovered from wastewater tariffs.
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Summary of Irish Water’s Final Cost Driver Proposals & Adjustments –
Water Service
Allocation of Operational Costs – Water Service
Category

Proposed Cost Driver

Proposed Adjustment(s)

Operations & Maintenance

Consumption

Network Location*

Work and Asset
Management

Consumption

No Adjustment

Customer Operations

Connections

No Adjustment

Support Services

50% Consumption & 50%
Connections

No Adjustment

Group & Shared Services

50% Consumption & 50%
Connections

No Adjustment

Non-controllable costs

50% Consumption & 50%
Connections

No Adjustment

Allocation of Capital Costs – Water Service
Category

Proposed Cost Driver

Proposed Adjustments

Water Projects – Resource &
Treatment

Consumption

Contribution to Peak

Water Projects – Distribution

Connections

No Adjustment

Capital Maintenance – Water
- Resource & Treatment

Consumption

Contribution to Peak

Capital Maintenance – Water
- Distribution

Connections

No Adjustment

National Water Programme –
Resource and Treatment

Consumption

Contribution to Peak

National Water Programme –
Distribution

Connections

No Adjustment

*applied to the distribution related costs within the ‘Operations & Maintenance’ cost category.
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Summary of Irish Water’s Final Cost Driver Proposals & Adjustments –
Wastewater Service
Allocation of Operational Costs – Wastewater Service
Category

Proposed Cost Driver

Proposed Adjustment(s)

Operations & Maintenance

Wastewater Volume

No Adjustment

Work and Asset
Management

Wastewater Volume

No Adjustment

Connections

No Adjustment

Support Services

50% Wastewater Volume
& 50% Connections

No Adjustment

Group & Shared Services

50% Wastewater Volume
& 50% Connections

No Adjustment

Non-controllable costs

50% Wastewater & 50%
Connections

No Adjustment

Customer Operations

Allocation of Capital Costs – Wastewater Service
Category

Proposed Cost Driver

Proposed Adjustments

Wastewater Projects –
Treatment

Wastewater Volume

Contribution to Peak

Wastewater Projects –
Collection

Wastewater Volume

No Adjustment

Capital Maintenance –
Wastewater - Treatment

Wastewater Volume

Contribution to Peak

Capital Maintenance –
Wastewater - Collection

Wastewater Volume

No Adjustment

National Wastewater
Programme –Treatment

Wastewater Volume

Contribution to Peak

National Wastewater
Programme –Collection

Wastewater Volume

No Adjustment

The CRU’s Observations
Cost drivers are an essential part of cost allocation, as they determine how indirect costs are
allocated to water/wastewater services and Irish Water’s proposed customer classes. In
allocating costs to different customer classes and service offerings, typical cost drivers may
include volume of water consumed, contribution to peak demand, connection size and
connection point (based on geographical location). Different activities, such as water treatment
or water distribution, will often have different drivers. Drivers may also depend on whether the
costs are related to operational or capital expenditure. For example, water treatment operational
costs will generally be driven by volume of water demand, whereas capacity (and thus the
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capital cost) of the water resource and treatment assets will generally be driven by peak system
demand.
Irish Water’s proposed cost allocation exercise is a relatively simple approach reflecting the data
constraints available to Irish Water at this time. For example, Irish Water does not have full data
on each connection’s meter size or pipe size, or a full understanding of peak water system
demand at this point.
Given these data constraints, Irish Water’s proposed choice of cost drivers is broadly
conceptually sound. For example, the use of ‘connection numbers’ to allocate ‘Customer
Operations’ operational costs would be appropriate given that such costs are not influenced by
the volume of water consumed or wastewater discharged. Irish Water also recognises that for
some cost categories it would not be appropriate to allocate such costs based on volume shares
alone. For example, water resource and treatment capex costs are generally driven by the need
to ensure the water system peak demand can be met. Thus, it would be appropriate to allocate
these costs on the basis of each class’ contribution to system peak demand. Irish Water has
used a proxy for ‘contribution to system peak’ and adjusted the ‘volume’ cost driver accordingly
to allocate this cost category. Conceptually, this appears appropriate.
However, there are elements of Irish Water’s cost allocation proposals that require further
supporting evidence or where an alternative approach could be considered or may be more
appropriate.


Proposal to adjust wastewater volume cost driver for ‘contribution to peak’ to
allocate wastewater treatment capex costs
Irish Water is proposing to adjust the volume cost driver used to allocate wastewater
treatment capex for the commercial and industrial customer classes to account for Irish
Water’s estimate that these class’s contribution to the wastewater system peak are 90%
and 80% respectively of both the domestic and non-domestic ‘Standard’ customer
classes’ contribution. Irish Water has replicated its approach to allocating water resource
and treatment capex to each customer class.
However, the wastewater system is different to the water system. The wastewater
treatment capex costs may not be driven by the same factors. Unlike the water
treatment capex costs which are generally driven by the need to ensure the water
system peak demand can be met, there is an element of storage within the wastewater
treatment system and therefore the capex costs may not be as strongly driven by
meeting peak wastewater flows. Further, a portion of the Irish Water’s wastewater
system may comprise combined sewers (sewers that collect both customer wastewater
discharges and storm water flows). Thus the treatment capex costs may be partially
driven by storm water peak flows, and not solely driven by customer discharge flows.
Irish Water should consider these factors and provide further evidence to ensure its
proposal to adjust wastewater volume cost driver for ‘contribution to peak’ to allocate
wastewater treatment capex costs is appropriate.
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Proposal to allocate ‘Support Services’, ‘Group & Shared Services’ and ‘Noncontrollable costs’ on a blended ‘50% consumption: 50% connections’ basis
Irish Water is proposing to use a ‘blended’ 50% consumption and 50% connections split
basis to allocate ‘Support Services, Group & Shared Services and Non-controllable
costs’ across its customer classes. However, given that these services support all areas
of the business, an alternative approach may be to apply a proportional split (based on
the drivers used for the rest of the cost categories) to allocate ‘Support Services’, ‘Group
& Shared Services’ and ‘Non-controllable costs’.



Proposed Cost driver adjustments options of 0%, 10%, 20%, 40%
Irish Water has considered a number of options, a 0%, 10%, 20% and 40% adjustment
to distribution opex allocated by volume shares to reflect average network location of
each customer class. However Irish Water has not provided any evidence to support
these percentage options or its proposal to use 10% and 20% adjustments for the
Commercial and Industrial classes respectively.

International Precedent
In terms of precedent of what is done elsewhere, there is little information publically available
regarding the cost drivers used by other utilities or jurisdictions as companies do not publish
their cost allocation models.
However, in 2005 Stone & Webster Consultants produced a Report for the Scottish Executive
on an analysis of whether there were significant cross-subsidies between the different customer
groups served by Scottish Water42. Broadly, there are similarities in the conceptual approach to
cost allocation and use of cost drivers described in this Report and that proposed by Irish Water.
Many of the differences relate to the availability of data (and thus cost drivers) to Irish Water at
this point in time, although there are also some conceptual differences (which are drawn out
above). In Appendix 1 of this paper, the CRU provides its understanding of the cost drivers
used and cost allocation methodology described in this Report is summarised at a high level in
Figure 21 - Scottish Water – Cost Allocation Assessment – High Level Overview and
further explained in Table 25 -“Scottish Water – Cost Allocation Assessment”. These can be
found in Appendix 1 of this Paper.
In 2014 Ofwat published guidelines43 on cost allocation within the retail service sector in
England and Wales. These guidelines stemmed from the planned liberalisation of the nondomestic retail sector, which was introduced in April 2017. The guidelines recommended a
number of “minimum requirement” cost drivers, which are captured below:

42

Analysis of whether there are significant cross subsidies between the different customer groups
served by Scottish Water - A final report for the Scottish Executive” - Stone & Webster - February
2005 - http://www.gov.scot/Resource/Doc/36496/0014269.pdf
43 Setting price controls for 2015 – 2020 – guidance for companies on producing default tariffs” - Ofwat
– April 2014
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Table 4 - Retail Costs and Cost Drivers – OFWAT Guidance
Retail Cost Type

Cost Driver

Billing

Number of bills raised

Contacts

Customer numbers

Debt Management

Customer numbers

Doubtful debt

Directly attributable

Meter reading

Number of meter reads

Depreciation

Proportioned in line with billing and contact
and contract costs

Source: Page 22, Ofwat (2014) - Setting price controls for 2015 – 2020 – guidance for companies on
producing default tariffs

Ofwat encouraged utilities to use more cost-reflective allocation approaches (directly attributing
costs wherever possible) that those set out above. It is important to note that these cost driver
guidelines relate to the retail sector only and do not refer to the allocation of wholesale costs.
The Ofwat guidance and the Scottish Water example of cost allocation methods and drivers
demonstrate that cost allocation methodologies can be information intensive. A very granular
and targeted approach to allocating indirect costs to customer classes requires robust and
accurate data on the necessary cost drivers (e.g., data on customer consumption, load and
locational characteristics). However, many of the primary drivers of costs are volume
consumed/discharged and also connection numbers, and Irish Water has proposed adjustments
to these primary cost drivers to account for the effect of contribution to peak and network
location (by use of proxies).
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CRU Questions
Q43. Do you agree with Irish Water’s assessment of the best practice approaches to the
selection of cost drivers for each cost category?
Q44. Do you agree with Irish Water’s proposals regarding its selection of cost drivers?
Please state your reasons why.
Q45. Do you agree with Irish Water’s proposed use of cost driver for each cost category
(opex and capex categories)?
Q46. Are there other methods of cost allocation that are not considered in Irish Water’s
submission documents? Please describe them and why they should be considered.
Q47. Do you agree with Irish Water’s proposed adjustments to its cost allocation drivers?
Q48. Do you agree with the proposal to update Irish Water’s Cost Allocation approach once
more information is available?

5.5.3 Irish Water’s Proposals for using the Allowed Revenue cost structure
‘breakdown’ to allocate opex and capex costs to customer classes
Under Irish Water’s FAC approach, Irish Water has used the allowed revenue component
breakdown (operational expenditure, return of capital (‘depreciation’) and return on capital (‘rate
of return/return on assets’), determined in Interim Revenue Control 2 (IRC2), to weight the
relative proportions of operational and capital costs to each customer group. Table 5 below
shows a revenue split of 76% for operational expenditure and 24% for capital related
expenditure (depreciation and return on assets) over the two year period (2017 – 2018), which
reflects the CRU’s decision on Irish Water’s allowed revenue (CER/16/342).

Table 5 - Irish Water’s Allowed Revenue Cost Structure (2017 - 2018)
Cost
Category

Allowed Revenue
component

Percentage of total Allowed
Revenue

Opex Costs

Operational expenditure

76%

Depreciation

13%

Return on Assets

11%

Capex Costs

Total
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The CRU’s Observations
As shown in the table above, Irish Water’s calculated allowable revenue component breakdown
under IRC2 is 76% for operational expenditure and 24% for capital related expenditure
(depreciation and return on assets). This reflects Irish Water’s expenditure for the period 2017
and 2018. However, the proportional split of operational and capital expenditure by Irish Water
is likely to change in the future. A typical allowed revenue component breakdown for a mature
water utility is approximately 33% for operational costs and 66% for capital costs (depreciation
and return on assets). The following Figure sets out the allowed revenue component
breakdown44 for a number of water utilities in other jurisdictions:

Figure 12 - International Precedent – Allowed Revenue Cost Structures45

It is likely that Irish Water’s current cost component breakdown between operational and capital
expenditure will change over time as greater investment is made into improving the public water
and wastewater assets in the coming years. For the purpose of achieving more stable enduring
non-domestic tariffs into the future, one option would be to reflect a longer term view of Irish
Waters’ cost structure, instead of the current IRC2 breakdown.

Please note that the ‘Depreciation’ revenue component for the UK utilities reflects both
“Infrastructure renewals charge” and “current cost depreciation” and the ‘Return on Capital’ revenue
component includes taxation in the UK utilities as detailed in “Future water and sewerage charges
2010-15: Final determinations”: Appendix 3 - Aggregate five year financial information for each
company: https://www.ofwat.gov.uk/wp-content/uploads/2015/11/det_pr09_finalfull.pdf.
45 “Future water and sewerage charges 2010-15: Final determinations”: Appendix 3 - Aggregate five
year financial information for each company: https://www.ofwat.gov.uk/wpcontent/uploads/2015/11/det_pr09_finalfull.pdf
44
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CRU Questions
Q49. Do you agree with Irish Water’s proposal to use the current allowed revenue
component breakdown for the period 2017 and 2018 within the cost allocation
methodology to set the new non-domestic tariffs? Please state your reasons why.
Q50. Are there alternative methods in respect of reflecting Irish Water’s cost component
breakdown that should be used in the cost allocation methodology that would be more
appropriate? Please explain why.

5.5.4 Irish Water’s Output - Allocation of Costs to the Domestic and NonDomestic Sectors
Irish Water has used the allocation methodology described above to allocate costs to the
domestic and non-domestic customer bases and the results are set out below. More detail on
Irish Water’s approach can be found in Section 7 and Appendix 3 of the Irish Water’s NonDomestic Design Review and Enduring Proposals submission document.

Irish Water’s Output Allocation Proposal(s):
Cost Allocation
Output of Irish Water’s
proposals

Allocation Share of Total Allowed Revenue
Domestic % Share

Non-Domestic % Share

76%

24%

The CRU’s Observations
At present Irish Water bills approximately 20% of its allowed revenue to non-domestic
customers. For Interim Revenue Control Period 2 (IRC2), the CRU published its Decision paper
on Irish Water’s allowed revenue for the revenue control period for 2017 and 2018 (CER/16/342)
which allocated approximately 20% of the total allowed revenues to be billed to non-domestic
customers for the period. This figure was provided by Irish Water to the CRU and represents
the estimated total revenue billed to the non-domestic customer base. It is not based on a
national assessment of the costs incurred to provide water and wastewater services to the nondomestic customer base. The development of this Framework provides the first opportunity to
evaluate the national costs of providing water and wastewater services to each of the domestic
and non-domestic customer bases.
To place Irish Water’s existing non-domestic revenue share of 20% as well as Irish Water’s
proposed revenue share of 24% into context the table below presents the domestic and nondomestic revenue shares across 10 English and Welsh water and sewerage companies,
Northern Ireland Water and Scottish Water.
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Figure 13 - International Precedent - Revenue splits between domestic and
non-domestic customer sectors

The revenue splits for the 10 English and Welsh companies are taken from the financial models
for Price Review 14 (2015-2020) published on Ofwat’s website46. The revenue split for Northern
Ireland Water is taken from the final determination on Price Control 15 (2015-2021) for Northern
Ireland Water published on the Utility Regulator’s website47. The revenue split represents the
average split between domestic and non-domestic sectors over the 5 year price control. In the
case of Scottish Water, retail competition for non-household customers was introduced in
Scotland in 2008 and thereafter Scottish Water provided ‘wholesale’ services for water and
wastewater provision to the non-domestic sector. Therefore, in order to compare like with like,
the figure above represents the domestic and non-domestic revenue split from 2007 when
Scottish Water provided an integrated service (both retail and wholesale services) to both the
domestic and non-domestic sectors48. Unfortunately there is little or no published information

Companies’ populated PR14 financial models - http://www.ofwat.gov.uk/publications/companiespopulated-pr14-financial-models/
47 “Water & Sewerage Services Price Control 2015- 21 Final Determination – Annex B Sources of
Revenue” – Utility Regulator Northern Ireland – December 2014 https://www.uregni.gov.uk/sites/uregni.gov.uk/files/media-files/UR_PC15_FD_Annex_B__Sources_of_Revenue_0200.pdf
48The split is taken from the financial model for the final determination for review period 2010-14
published on Water Industry Commission Scotland (WICS) website http://www.watercommission.co.uk/UserFiles/Documents/SRC%20201015%20Financial%20Model%20version%202.2.pdf – “Charge cap calculations- Household and NonHousehold”
46
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detailing the cost allocation methodologies used by these companies to arrive at these domestic
and non-domestic revenue allocation splits.
Irish Water has used the same allocation methodology as that used in the allocation of costs to
domestic and non-domestic customer sectors, to allocate costs to each non-domestic customer
class (that is, the Standard, Commercial, Industrial and unmetered customer classes).

5.5.5 Irish Water’s Proposals for allocating costs to the Standing and
Volumetric Charges
As described above, each non-domestic customer class is allocated a particular share of each
opex cost and capex cost category in line with Irish Water’s proposed cost allocation rules. The
next step in Irish Water’s cost allocation exercise is to develop rules to determine which of the
opex and capex costs (allocated to a customer class) are to be recovered from the standing
charge and the volumetric charge of that customer class.
As described in Section 5.4.3 of this paper, Irish Water is proposing a two-part tariff
encompassing a standing charge and volumetric charge. This Section sets out Irish Water’s
proposals regarding its allocation of costs to be recovered through the standing and volumetric
charge for each customer class. Section 8.2.1 of Irish Water’s Non-Domestic Design Review
and Enduring Proposals submission document details its proposals to allocate non-domestic
costs to the standing and volumetric charge for each of its proposed customer classes.
Irish Water has considered what costs are typically recovered within the standing charge and
volumetric elements of a customer’s bill. A summary of Irish Water’s points are set out below.

Standing Charges:


Irish Water states that the intent of a standing charge “…is to recover certain costs as a
fixed component of a customer’s bill”;



Irish Water considered precedent elsewhere and makes that point that “In the UK the
standing charge usually seeks to recover the costs to the utility of reading and
maintaining the meter, with the level of standing charge for each customer type reliant
on the size of the meter”; and



Irish Water also highlights the precedent in the US, where “…utilities recover fixed costs
through a ‘readiness to serve’ component of a customer’s water bill. ‘Readiness to serve’
costs usually represent the fixed costs a utility incurs for the delivery of service to a
customer”.

Volumetric Charges:


Irish Water states that “Water supply and wastewater costs not recovered through the
standing charge must be recovered through the volumetric charge”.
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The text boxes below illustrate Irish Water’s proposed allocation of costs to be recovered from
each customer class’s standing and volumetric charges. To clarify, the total costs allocated to
each customer class (standard, commercial and industrial) need to be recovered through either
the standing or volumetric charge for each class (for both water and wastewater service
provision). For example, for the water volumetric tariff of the ‘Standard Customer Class’, Irish
water is proposing to recover 100% of the share of water capex costs allocated to the ‘Standard’
customer class water tariff (i.e., 100% Water R&T Capex and 100% Water Distribution Capex)
and also 99% of the share of ‘Operations & Maintenance’ opex costs allocated to the Standard
customer class water tariff.
Irish Water’s proposed allocation to its standing and volumetric charges for each of its cost
categories are shown below. The tables below show that only differences across the three
classes relate to the treatment of ‘Operations & Maintenance’ opex costs (to reflect differences
in meter maintenance costs).
Standard Customer Class - Water and Wastewater Tariff – allocation of costs to be
recovered through the Standing and Volumetric Charges:

Irish Water’s Proposal(s): Standard Customer Class:
Water Tariff
Standing

Volumetric

Wastewater Tariff
Standing

Volumetric

100% Customer
Operations Opex

100% Water R&T
Capex

100% Customer
Operations Opex

100% Wastewater
Treatment Capex

100% Support
Services Opex

100% Water
Distribution Capex

100% Support
Services Opex

100% Wastewater
Collection Capex

100% Group and
Shared Opex

99% Operations &
Maintenance Opex

100% Group and
Shared Opex

99% Operations &
Maintenance Opex

100% NonControllable Opex

100% NonControllable Opex

1% Operations &
Maintenance Opex

1% Operations &
Maintenance Opex
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Commercial Customer Class - Water and Wastewater Tariff – allocation of costs to be
recovered through the Standing and Volumetric Charges:

Irish Water’s Proposal(s): Commercial Customer Class:
Water Tariff
Standing

Volumetric

Wastewater Tariff
Standing

Volumetric

100% Customer
Operations Opex

100% Water Supply
R&T Capex

100% Customer
Operations Opex

100% Wastewater
Treatment Capex

100% Support
Services Opex

100% Water
Distribution Capex

100% Support
Services Opex

100% Wastewater
Collection Capex

100% Group and
Shared Opex

97% Operations &
Maintenance Opex

100% Group and
Shared Opex

97% Operations &
Maintenance Opex

100% NonControllable Opex

100% NonControllable Opex

3% Operations &
Maintenance Opex

3% Operations &
Maintenance Opex

Industrial Customer Class - Water and Wastewater Tariff – allocation of costs to be
recovered through the Standing and Volumetric Charges:

Irish Water’s Proposal(s): Industrial Customer Class:
Water Tariff
Standing

Volumetric

Wastewater Tariff
Standing

Volumetric

100% Customer
Operations Opex

100% Water Supply
R&T Capex

100% Customer
Operations Opex

100% Wastewater
Treatment Capex

100% Support
Services Opex

100% Water
Distribution Capex

100% Support
Services Opex

100% Wastewaer
Collection Capex

100% Group and
Shared Opex

96% Operations &
Maintenance Opex

100% Group and
Shared Opex

96% Operations &
Maintenance Opex

100% NonControllable Opex

100% NonControllable Opex

4% Operations &
Maintenance Opex

4% Operations &
Maintenance Opex
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Irish Water’s Rationale in Support of Proposal(s)
Irish Water’s principal arguments in support of its proposal are as follows:
Standing Charge:


Irish Water states that “The inclusion of the above elements for recovery through the
standing charge is justified as they all constitute ‘readiness-to-serve’ costs”;



Irish Water states that “A low standing charge, i.e. a high volumetric element,
encourages efficient use of water and customer acceptance”;



Irish Water compares its proposed allocation of costs to its standing charge to the UK
approach stating that its proposals to allocate a percentage of operation and
maintenance costs is “…intended to equate to the UK approach to recovering fixed
meter costs through the standing charge”;



Irish Water also states that “Providing a graduated percentage for each customer
classification is consistent with international precedent where the level of standing
charge for each customer type depends on the size of the meter”; and



Irish Water highlights that its decision and intention to recover a “…relatively low
percentage…” of O& M costs from the standing charges is to “…minimise the impact of
a high fixed component on low non-domestic users of water services while mitigating the
impact of a high volumetric component on those non-domestic customers with large
non-discretionary water services use”.

Volumetric Charge:


Irish Water states “Water supply and wastewater costs not recovered through the
standing charge must be recovered through the volumetric charge”.

Irish Water also compares its proposal to the balance between standing and volumetric charges
for water services for a variety of volumes in other jurisdictions. This can be viewed in Appendix
4 of Irish Water’s Non-Domestic Tariff Design Review and Enduring Proposals submission
document.

The CRU’s Observations
Irish Water is proposing to establish a two-part metered tariff to recover costs. A two-part tariff
combines both a fixed charge element and a variable charge element which is dependent on
volume consumed/discharged. Setting a two-part tariff involves deciding how much revenue
should be recovered in the fixed charge versus the variable charge.
The fixed charge is often set to recover certain costs in providing a service that do not vary with
volumes consumed/discharged. For example, customer related costs such as billing and meter
reading. Costs not recovered through the fixed charge (often called the ‘standing charge’) must
be recovered through the volumetric charge.
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When deciding on the relative portions of revenue to be recovered via the standing charge and
volumetric charge consideration should also be given to the implications for customers, in terms
of incentivising efficient use of the resource, short term revenue certainty and price stability for
customers. Recovering a large portion of the revenue from the fixed charge (relative to that
recovered via the volumetric charge) would lessen the incentive for non-domestic customers to
conserve and use water efficiently. It also reduces the scope for customers to reduce their bills.
Conversely, recovering a very high portion of revenue via the volumetric charge (relative to the
standing charge) increases the risk of both short term under and over recovery by the utility,
which in turn can lead to price instability for customers.
Irish Water proposes to recover particular costs via the standing and volumetric charges for
each class as described above. This results in the following revenue portions to be recovered
via the standing and volumetric charges on aggregate for each of the 3 metered classes for
each service:

Table 6 - Output of Irish Water’s Proposals - Water Metered Tariffs:
% Revenue recovered
via Standing Charge

% Revenue recovered
via the Volumetric
Charge

Total
%

Standard class (<1,000m 3)

21%

79%

100%

Commercial class (between
1,000m3 and 19,999m3)

10%

90%

100%

Industrial class (≥20,000m3)

11%

89%

100%

Customer Class – Water Service

Table 7 - Output of Irish Water’s Proposals - Wastewater Metered Tariffs:
% Revenue recovered
via Standing Charge

% Revenue recovered
via the Volumetric
Charge

Total
%

Standard class (<1,000m 3)

21%

79%

100%

Commercial class (between
1,000m3 and 19,999m3)

9%

91%

100%

Industrial class (≥20,000m3)

11%

89%

100%

Customer Class – Wastewater
Service
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International Precedent
The CRU’s understanding is that generally in the UK the standing charge often includes the
recovery of customer services costs, such as meter reading and billing. For example, Severn
Trent in the UK states in its “Scheme of Charges” for non-household customers that the
‘standing charge’ “…covers the cost of reading, maintaining and eventually replacing the meter”
and a separate ‘fixed charge’ covers the ‘customer related’ costs associated with managing a
customer’s account49.

CRU Questions
Q51. Do you agree with Irish Water’s proposed allocations of costs to be recovered from
the standing charge and volumetric charge for each proposed non-domestic customer
class? Please state your reasons why.
Q52. Are there any changes you would make to Irish Water’s proposed rules for recovering
costs from the standing charge and volumetric charge elements of the non-domestic
customer classes?

5.5.6 Irish Water’s Output – Allocation to Non-Domestic Revenue Sources
Irish Water’s cost allocation exercise has accounted for revenues associated with the following:


public group water schemes;



connections subject to trade effluent charging arrangements;



legacy agreements/contracts (see Section 7.1 for more information); and



revenue collected from other50 sources (not related to the provision of water and
wastewater services).

A high level breakdown of the revenue percentages associated with Irish Water’s services are
shown below51.

49

Severn Trent Schedule of Charges 2016-2017 https://www.stwater.co.uk/content/dam/stw/about_us/documents/your-rights-as-acustomers/Scheme-of-Charges-2016-17-Non-household_2.pdf
50 Such as revenue from Additional Services.
51 ‘Other’ in the table captures revenue received from: Legacy agreements, public Group Water
Schemes and Additional Services revenue.
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Irish Water’s Proposal(s):
Service

Overall

Water
%

Wastewater
%

TE
%

Other
%

Total
%

Current Non-Domestic Billed
Revenues

10.84%

6.80%

1.40%

0.91%

19.95%

Irish Water’s proposed cost
allocation

13.13%

8.65%

1.40%

0.91%

24.09%

Throughout its modelling exercise, Irish Water sought to ensure that the proposed non-domestic
water and wastewater tariffs do not include the costs related to providing water and/or
wastewater services to public group water schemes, connections subject to trade effluent
charging arrangements, connections with legacy agreements/contracts or providing other
additional services for which Irish Water receives revenue.
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6 Irish Water’s Indicative Enduring Tariff
Rates
The culmination of Irish Water’s tariff design proposals set out in the preceding Section results in
the suite of ‘indicative’ enduring tariff rates presented in Table 8 below. These indicative rates
have been included to allow customers better understand the likely impact of Irish Water’s
proposals to their individual bill.

Table 8 - Irish Water's Metered and Unmetered Indicative Tariff Rates

Metered tariffs
Standard class
(<1000m3)
Commercial class
(1000m3 - 19,999m3)
Industrial class
(≥ 20,000m3 )

Unmetered tariffs
1 class

Water Service Charges

Wastewater Service Charges

Combined Service Charges

Standing Charge Volumetric Charge
(€/year)
(€/m3)

Standing Charge Volumetric Charge
(€/year)
(€/m3)

Standing Charge Volumetric Charge
(€/year)
(€/m3)

43

1.64

47

1.48

90

3.12

403

1.27

500

1.52

903

2.78

11,364

1.20

8,487

1.44

19,851

2.64

Water Service Charge

Wastewater Service Charge

Combined Service Charge

€/year
262

€/year
172

€/year
434

These are not the final rates that will apply to customers. However Irish Water’s proposed
‘indicative’ enduring rates and bill impacts published in Irish Water’s submission documents
provide customers with an indication for how their bills may change over the transition period.
This will assist affected customers to consider and provide feedback on Irish Water’s proposals.
Irish Water’s proposed ‘indicative’ enduring rates will be subject to change following the
outcome of this consultation and any decision to change the input data to reflect updated
values for Irish Water’s allowed revenue, connection numbers and volumes.
It is important to note that Irish Water’s indicative enduring tariff rates (set out above), and
indicative bill impact analysis (set out in its Non-Domestic Transitional Arrangements Proposals
submission document) are based on the following:


CRU approved Irish Water allowable revenue for the IRC2 (2017 & 2018) control period;



Projections of yearly inflation, which are applied to the IRC2 (2017 & 2018) annual
allowable revenue to estimate nominal revenues to be recovered from tariffs in future
years;



2015 connection numbers, consumption and discharge volumes; and



Yearly growth rate estimates for non-domestic connection numbers for each year over
the next number of years.
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It is important to note that changes to the above assumptions or input data will change
the indicative enduring tariff rates set out in the table above.
Following consultation, and after careful consideration of the comments received, the CRU will
come to a ‘minded to’ view on the Tariff Framework. That is, a ‘proposed decision’ on how tariffs
are designed and how customers will be transitioned to their new tariffs over time. The CRU will
then ask Irish Water to generate new tariff rates to reflect the CRU’s proposed decision on the
Framework and may also ask Irish Water to reflect updated allowed revenue values and
updated customer connection and volume data (where available). The CRU will then issue its
proposed decision on the Framework and corresponding tariff rates for consultation. This will
allow customers and stakeholders to consider the CRU’s proposed decision and understand the
corresponding impact to their bills.
Any changes to the input data or assumptions and corresponding enduring tariff rates
will be clearly identified in the CRU’s proposed decision on the Framework (to be
published in Q4 2018).
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7 Other Charging Rules
Irish Water also intends to introduce, under the Framework, a standard method of addressing
the following scenarios:
a) non-domestic customers who are of the view that they hold a legacy agreement or
contract for the provision of water and wastewater services; and
b) non-domestic customers who are of the view that the assumption that the volume of
water supplied to a property is equal to the volume of wastewater discharged from the
property is not appropriate.
Irish Water is currently developing these proposals. Irish Water’s final proposals to address
these scenarios will be published in next phase of consultation on Irish Water’s Water Charges
Plan (in Q1 2019).

7.1 Irish Water’s proposals for dealing with legacy
individual agreements or contracts
The CRU does not have legal powers to assess or approve legacy legal agreements or
contracts made between Local Authorities and non-domestic customers. Irish Water will need to
make a determination as to whether it is legally bound to honour an individual agreement or
contract. However, to ensure that Irish Water carries out its functions in an open and transparent
manner, and to protect the interests of all non-domestic customers, the CRU will require Irish
Water to set up a process to dealing with customers who claim to have an existing agreement or
contract for the provision of water and wastewater services.
This process should clearly set out how a customer can submit an application to Irish Water and
what is required. It should also set out a reasonable timeframe within which Irish Water will
assess an application and provide its determination to a customer. Irish Water has stated in its
submission document (CRU/18/115) that it will provide further details on this process in the next
phase of consultation on the Water Charges Plan (in Q1 2019).

7.2 Irish Water’s proposals for dealing with ‘Water-In ≠
Water-out’ applications
Under Section 22.9 of the Water Services (No.2) Act, there is a provision that states “For the
purpose of calculating a charge under section 21, the amount of waste water discharged from a
premises is deemed to be equal to the amount of water supplied to that premises, unless Irish
Water and the customer agree otherwise”.
There may be non-domestic customers who are of the view that the assumption that the volume
of water supplied to a property is equal to the volume of wastewater discharged from the
property is not appropriate.
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The CRU has been engaging with Irish Water to establish a standardised process for customers
making applications under Section 22(9) of the Water Services (No.2) Act 2013. Although the
CRU has no legislative role in approving applications made under Section 22(9), it is good
regulatory practice to establish a standardised process that will benefit customers in terms of
transparency and equity. Such an application process is a common practice with water utilities
in other jurisdictions.
Section 8.1.6 of Irish Water’s Non-Domestic Tariff Design Review and Enduring Proposals
submission document states that it “…will develop a standardised ‘Water In / Water Out’
application process for non-domestic customers as part of the enduring Non-Domestic Tariff
Framework”. Irish Water describes a number of matters that it will consider when developing a
standardised process. Irish Water has stated in its submission document that it will provide
further details on this process in the next phase of consultation on the Water Charges Plan (in
Q1 2019).
Although a standardised process is yet to be established by Irish Water, it is the CRU’s
understanding that customers can engage directly with Irish Water to seek an agreement to
amend the assumption that the wastewater discharged from a premises is deemed to be equal
to the amount of water supplied to a premises. When engaging with customers on this matter,
the CRU has asked that Irish Water:
1.

Assesses and treats all customer applications in a fair and equal manner with no undue
discrimination between customers;

2.

Provides the applicant with all the required details (submission requirements, criteria
etc.) necessary to make an application;

3.

Processes applications in a reasonable timeframe;

4.

Maintains a register of all applications made under Section 22(9);

5.

Informs the applicant of Irish Water’s decision on an application in writing, and sets out
the reasons for same; and

6.

Provides each applicant with details on how they may raise a dispute to the CRU if they
wish to challenge Irish Water’s decision.

This is aimed at ensuring that customers are treated fairly and equally until a standardised
process is implemented.
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8 Irish Water’s Non-Domestic Transitional
Arrangements Proposals
8.1 Introduction
When introducing new tariffing arrangements to customers, a key consideration is to assess the
impact that the new arrangements will have on customers’ bills. The CRU recognises that price
changes are a key concern for customers.
A core principle of the Framework is that customer bill volatility is kept to a minimum. Where the
application of a new non-domestic tariff results in bill increases, consideration must be given to
putting in place arrangements that gradually transition customers from their existing tariffing
arrangements to the new enduring tariff arrangements over a period of time. This is a critical
element of the Framework and the CRU required that Irish Water develop and propose
arrangements to transition customers to the new enduring tariffs.
The transitional arrangements should, as far as practicable, be equitable to all customers and
the development of the arrangements is guided by the same principles set out in Section 4 of
this paper. A number of factors need to be considered in developing transition arrangements,
for example, the time period over which customers are transitioned to their new tariff, and linked
to this, what is a ‘reasonable’ level of increase a customers should face in their bill (in any one
year) throughout the transition period. In addition, consideration will need to be given to the
method of changing customers’ bills through the transition period (for example, apply equal
yearly bill percentage increases or equal yearly monetary bill increases) and whether bill
increases and bill decreases should be transitioned in the same manner.
Section 5 of this paper set out Irish Water’s proposed design of the new non-domestic tariffs in
respect of geographic basis for charging, customer classification, tariff structure and allocation of
costs to particular customer classes. The culmination of Irish Water’s proposed approach to
each of these design considerations has resulted in a (proposed) suite of harmonised tariffs
(and associated tariff ‘rates’ (i.e., a value for the standing charges, unit rates, unmetered fixed
charges)).
Irish Water used these (indicative) proposed tariff rates to assess the need for transitional
arrangements (by calculating the impact of the new tariff rates on customers’ bills) and how best
to design such arrangements where necessary. This Section summarises the key features of
Irish Water’s proposals to transition customers from their existing tariffs to the new enduring
tariffs.
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8.2 Irish Water’s Transitional Arrangements Proposals
8.2.1 Customer Impact – Assessing the Need for Transitional Arrangements
Irish Water’s proposed tariff design (set out in the preceding Sections) will result in changes to
the current charging arrangements for non-domestic customers. This may cause customer bills
to increase or decrease depending on the legacy arrangements previously in place in each
location. To understand if a transition mechanism is required for customers, Irish Water
calculated the distribution of changes to customer bills if its proposed enduring tariffs were
applied to all customers. Table 4.3 of Irish Water’s Non-Domestic Transitional Arrangements
Proposals submission document shows the distribution of bill changes (in terms of both bill
percentage change and monetary change) as a result of applying the enduring tariffs to each
customer (based on their characteristics) and comparing the corresponding estimated ‘enduring’
bill with their actual52 bill.
Irish Water has also presented (in Figure 1.2 of Irish Water’s Non-Domestic Transitional
Arrangements Proposals submission document) this bill impact result in terms of the percentage
of non-domestic connections estimated to face bill decreases and increases (of differing
monetary amounts) as a result of applying the enduring tariffs to all customers.

Figure 14 - Irish Water’s Customer Bill Impact Distributional Analysis Based
on Applying the Enduring Tariffs to All Customers

51%

49%

Source: Figure 1.2 of Irish Water’ Non-Domestic Transitional Arrangements Proposals
submission document

52

This Irish Water customer bill impact analysis is based on customers’ actual bills (annualised for
2015).
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SUMMARY BILL IMPACT OF APPLYING IRISH WATER’S PROPOSED
ENDURING TARIFFS TO ALL CUSTOMERS (NO TRANSITION
ARRANGEMENTS IN PLACE)
The above bill impact summary results show that if Irish Water’s proposed enduring tariffs are
applied to all 181,298 metered and unmetered connections straight away (that is, there are no
transition arrangements in place):


50.8% (92,083) connections would see bill decreases
o 47.3% (85,798) would see bill decreases of less than €250
o 2.0% (3,618) would see bill decreases of between €250 and €500
o 1.3% (2,368) would see bill decreases of between €500 and €5,000
o 0.2% (299) would see bill decreases greater than €5,000



49.2% (89,215) connections would see bill increases
o 37.0% (67,133) would see bill increases of less than €250
o 5.0% (9,043) would see bill increases of between €250 and €500
o 6.5% (11,789) would see bill increases of between €500 and €5,000
o 0.7% (1,250) would see bill increases greater than €5,000

The above bill impact analysis provided by Irish Water also illustrates the wide range of impacts
in terms of both monetary and percentage changes to customers’ bills. A large portion of the
non-domestic customer base (141,930 connections (78%)) will see a relatively small monetary
change of up to a €100 increase or decrease in their annual bills (as illustrated in Figure 14
above). There are also customers that would see large increases or decreases (in both
monetary and percentage terms) in their bills. This wide range in bill impacts is primarily due to
the large variation in tariff levels that exist across the country. It is also due to the fact that this
analysis is based on customers’ actual bills, where existing bill adjustments may have been
applied by an LA53 (e.g. leakage discounts or adjustments for erroneous meter reads). The wide
range of bill impacts across the customer base presents challenges in developing arrangements
that will transition all customers to the enduring tariffs in a gradual and equitable manner.

8.2.2 Transition Approaches & Offering a Cap on Annual Bill Increases
Irish Water’s Considerations
In considering different approaches to transitioning customers to Irish Water’s proposed
enduring tariffs, Irish Water has identified 3 separate required changes to the existing nondomestic tariffs that are currently applied to customers. Irish Water categorised two of these
required changes as relating to harmonisation (i.e., harmonising the tariff structure and also
harmonising the geographic spread of tariffs) and the third relates the effect of revenue
rebalancing:

Irish Water has continued to apply all the charging arrangements (i.e., the ‘business-as-usual’
(BAU) charging arrangements) in each LA that were in place on 31st December 2013, including any
bill adjustments.
53
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harmonising the ‘tariff structure’ reflects the effect of moving non-domestic customers
from their existing tariff structure to Irish Water’s proposed enduring tariff structure. Tariff
structure relates to the components that make up a tariff (for example, a standing charge
and a volumetric charge) and the proportion of revenue recovered through each of these
components;



harmonising the ‘geographic tariff spread’ reflects the effect of moving from the
current regional spread of charges (where tariff levels for the same type of customer and
service vary across the 44 Local Authority areas), to a single national suite of tariffs; and



the revenue rebalancing part of the transition reflects the move from the existing level
of revenue recovery from non-domestic tariffs, currently set at approximately 20% of
Irish Water’s allowed revenues, to the proposed enduring level of approximately 24% of
allowed revenue.

Irish Water considered 5 distinct transition approaches, each of which introduces the 3 separate
changes to tariffs at different times throughout the transition period (some of the changes are
introduced in tandem with others). Each of these transition approaches are described in Section
7 of Irish Water’s Non-Domestic Transitional Arrangements Proposals submission document.
Irish Water proposes to implement a combination of transition approach option 1 and approach
option 5. Irish Water defines these two approach options as follows:


Transition approach option 1: customers are placed on the enduring tariffs straight
away, when the new Tariff Framework is implemented. There is no transition period; and



Transition approach option 5: customers are placed on a transition tariff, when the
new Tariff Framework is implemented. Under this approach, customers move toward
their enduring tariff through the application of transition tariffs over the transition period54.

Irish Water Proposal:
Irish Water proposes applying a combination of transition approaches as follows:




Apply transition approach option 1 to all connections who face:
o An expected annual bill decrease based on their previous year’s
consumption; or
o An expected annual bill increase of less than €250 based on their previous
year’s consumption.
Apply transition approach option 5 to all non-domestic customers facing an
expected annual bill increase of €250 or more based on their previous year’s
consumption.

The transition tariffs under approach option 5 introduce the required changes a customer’s existing
tariff (in terms of structure, spread and level (revenue rebalancing)) concurrently over time.
54
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In addition to the above transition approach proposal, Irish Water also propose offering nondomestic customers who qualify for transition the option of availing of a 10% cap on the
maximum annual bill increase a customer would face during each year of the transition period.

Irish Water Proposal:
Irish Water proposes offering non-domestic customers who qualify for transition the option
of a 10% cap on the maximum annual increase during transition.

Irish Water’s Rationale in Support of its Proposal(s)
The principal arguments discussed by Irish Water in support of its proposal to apply a
combination of approach 1 and approach 5 are:


Given the wide range of impacts to customers’ bills of applying Irish Water’s enduring
tariff proposals, Irish Water is of the view that “…a “one size fits all” approach to moving
customers from current to enduring tariffs to be unsuitable”;



Irish Water states that “By moving a large proportion of customers to the enduring tariffs
in the first year, more customers will benefit from the transition approach which…” in
Irish Water’s opinion “…best reflects the CRU tariff principles”;



By applying a transition tariff to customers who face an expected annual bill increase of
€250 or more, Irish Water argues that “This will mitigate the biggest bill impacts by
transitioning these customers using the most stable approach”;



Irish Water has put forward the following arguments to support its proposal to select a
€250 increase as the threshold below which non-domestic customers move immediately
onto enduring tariffs:
o

Setting the threshold at €250 “…should prove acceptable to the majority of nondomestic customers”;

o

By Q4 2019 (the planned implementation date for the Tariff Framework), Irish
Water states “…all non-domestic customers will have benefitted from a price
freeze for water services for at least 6 years, and some for longer”;

o

Irish Water states that “Non-domestic customers affected by this immediate
increase will have 12 months to prepare for the change” Irish Water make
reference to their review (in Section 7.2.2 of its Non-Domestic Transitional
Arrangements Proposals submission document) of precedent elsewhere and
states that “…this appears to be a reasonable timeframe from a business
planning and budgeting perspective”; and

o

Irish Water points out that “By setting the transition threshold at a €250 increase,
Irish Water can move all customers facing decreases immediately to enduring
tariffs while increasing cost reflectivity overall. The overall percentage of total
allowed revenue recovered from non-domestic tariffs in year 1 will increase by
1% overall from approximately 20% to 21%”.
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Irish Water states that “…applying transitional tariffs to qualifying customers will be
complex. Setting the threshold for qualification for transition at €250 will ensure that Irish
Water’s call centre and billing system can effectively administer the transition for these
non-domestic customers”; and



Irish Water estimates that 12%, or approximately 22,000, connections would qualify for a
transition with a €250 threshold and states that “Operationalising a transition for such a
large number of connections, although challenging, will be manageable from a customer
engagement and system stability perspective for Irish Water”.

The principal arguments discussed by Irish Water in support of its proposal to offer a 10% cap to
non-domestic customers who qualify for a transition are:


A cap will “… mitigate the impact of a big bill change on any transitioning customer…”;



Customers who choose to avail of the cap will lengthen the period it takes them to
transition to the enduring tariffs, however Irish Water state that this is consistent with
their customer research “…which indicated that some non-domestic customers should
be offered the option of a longer (than 3 years) transitional period”; and



Irish Water states that “An optional rather than mandatory cap is also appropriate based
on the customer research”.

Irish Water’s Assessment of Options against Principles
Irish Water has evaluated each of the transition approaches against the CRU’s 6 tariff principles
as follows:

Figure 15 - Transition Approaches - Irish Water’s evaluation against principles
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Please see Section 7.2.6 of Irish Water’s Non-Domestic Transitional Arrangements Proposals
submission document for Irish Water’s evaluation against the CRU principles. Irish Water did
not specifically evaluate its proposal to offer an optional 10% cap against the CRU principles.

The CRU’s Observations
Before considering Irish Water’s proposals, it is important to put non-domestic charges and
investment expenditure into water services into context.
Since January 2014, non-domestic water and wastewater charges have been held constant at
the level charged by the Local Authorities at 31 December 2013. During 2014 the CRU directed
Irish Water to continue to apply the existing non-domestic tariffs (at 31st December 2013 levels)
until Irish Water had the necessary information to examine the structure and level of charges.
Prior to 2014, the CRU understands that many of the Local Authorities had not changed the
non-domestic charges since 2009. Given that it is expected that the existing non-domestic
charge levels will continue to be applied until the new enduring tariffs are implemented, which is
planned to be in Q4 2019, the majority of non-domestic prices will have been frozen for a 10
year period.
However, since 2014, increased investment has been incurred to support the provision of water
and wastewater services to customers.

Investment since 2014
Since 2014, under the first revenue control period (IRC1), from October 2014 to December
2016, the CRU approved capital expenditure of €1.8 billion to be spent on water and wastewater
services55. For the second revenue control period (IRC2), for 2017 and 2018, the CRU
approved capital expenditure of €1.1 billion to be spent on water services56.
Total capital expenditure has been increasing since 2014, while all non-domestic water and
wastewater charges have been frozen over the same period. Thus there is a strong argument
that non-domestic charges should be adjusted to better reflect with the investment spend on the
sector.

“Water Charges Plan Irish Water’s Interim Revenue Review Response to Comments and Decision
Paper” – CER/14/454 – October 2014
56 “Irish Water Second Revenue Control 2017 – 2018 Decision Paper” – CER/16/342 – December
2016
55
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Other price changes since 2009
It is also worth noting that other prices in the economy have changed since 2009 while many of
the non-domestic water and wastewater prices have been held constant.
Consumer prices generally in the economy have increased over this period. Ireland’s Consumer
Price Index and the Harmonised Index of Consumer Prices (‘HICP’) for Ireland have
cumulatively increased by 6.0%57 and 4.2%58 respectively since 2009. As many of the existing
Local Authority charges have been held constant since 2009 and have not been adjusted for
inflation, this means that the existing charges are now much lower in real terms while the capital
expenditure over the period has grown.

Figure 16 - Changes in Ireland’s CPI and HICP 2010 – 2019
Price changes since 2009
Inflation

2009

CPI - Ireland

HICP for Ireland

Inflation

Cumulative
% change

Annual % changes

Base
2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

2009-2019

-1.0%

2.6%

1.7%

0.5%

0.2%

-0.3%

0.0%

0.4%

0.7%

1.1%

100

99

102

103

104

104

104

104

104

105

106

6.0%

100

-1.6%
98

1.2%
100

1.9%
101

0.5%
102

0.3%
102

0.0%
102

-0.2%
102

0.3%
102

0.8%
103

1.0%
104

4.2%

Inflation

Although there is a strong case to support adjusting the existing tariff levels, the CRU also
recognises that steep increases to customer bills is a key concern for customers. Irish Water
has put forward two ways to help customers mitigate the impact of bill increases on their
businesses. Irish Water is proposing an approach where any customer facing an annual bill
increase of €250 or more will qualify to be transitioned to their enduring tariff over a 3 year
period. In addition, Irish Water is proposing to offer non-domestic customers who qualify to be
transitioned the option of availing of a 10% cap to their annual bill increase in each year. Irish
Water is proposing that the cap would not be automatically applied to customer bills, and
customers would have to opt-in to receive it.
Applying Irish Water’s proposals across the non-domestic customer base would mean:

57

The CPI figures for 2010 to 2017 were sourced from the Central Statistics Office. The forecast
figures of CPI for 2018 and 2019 were sourced from the ESRI Quarterly Economic Commentary
Spring 2018.
58 The Harmonised Index of Consumer Prices for Ireland figures for 2010 to 2017 were sourced from
http://www.inflation.eu/inflation-rates/ireland/historic-inflation/hicp-inflation-ireland.aspx. The forecast
HICP for 2018 and 2019 are sourced from the National Treasury Management Agency:
http://www.ntma.ie/business-areas/funding-and-debt-management/irish-economy/key-economicindicators/
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Table 9 - Summary of Irish Water's Tariff Design and Transitional Proposals
Summary Bill Impacts of Irish Water's Tariff Design & Transitional Proposals
92,083

50.8%

Connections will see bill decreases to their bills
(and will move to the enduring tariffs straight away)

67,133

37.0%

Connections will see bill increases less than €250
(and will move to the enduring tariffs straight away)

22,082

12.2%

Connections will see bill increases of €250 or greater
(and will be eligible for a transition tariff and 10% cap on their annual bill
increase)

181,298

100.0%

Total number of non-domestic connections

The CRU welcomes Irish Water’s proposals to protect customers from large bill increases, by
transitioning customers facing bill increases in excess of €250 and also by offering these
customers a 10% cap on their annual bill increase. The CRU recognises the inherent inequity
that is introduced when using a threshold and that customers immediately below and above this
threshold will face quite different bill increases in the first year. The CRU is seeking the views of
businesses on whether the €250 threshold level and 10% cap is appropriate, and also whether
the cap should be automatically applied to customers’ bills.

CRU Questions
Q53. Do you agree with Irish Water’s proposal to apply a combination of transition
approach 1 and approach 5? Please state your reasons why.
Q54. Do you agree with Irish Water’s proposed monetary threshold of €250 to determine
whether a customer qualifies for a transition tariff? Please state your reasons why.
Q55. Is there an alternative annual threshold level or method that would be more
appropriate? Should the threshold make reference to an annual bill percentage
increase? Should the threshold be a combination of both?
Q56. Is there an alternative approach to Irish Water’s proposed transition method that
should be considered that would better achieve the 6 tariff principles? If so, please
explain how.
Q57. Do you agree with Irish Water’s proposal to offer non-domestic customers who qualify
for a transition the option of availing of a 10% cap on the maximum annual bill
increase a customer would face during each year of the transition period? Is this
threshold level appropriate? Please state your reasons why.
Q58. Should Irish Water instead apply this cap automatically to customers’ bills, and
provide customers with the option of ‘opting out’ of receiving the cap?
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8.2.3 Transition Period
Irish Water has considered two time periods to gradually move those customers qualifying for
transition onto the enduring tariffs:

Irish Water’s Considerations


Option 1: 3 year transition period; and



Option 2: 6 year transition period.

Irish Water Proposal:
Irish Water proposes a transition period of three years, during which all qualifying nondomestic customers will move from their current to enduring tariffs.

Irish Water’s Rationale in Support of Proposal(s)
The principal arguments discussed by Irish Water in support of its proposal are:


Irish Water is of the view that “…a three year transition has merit as the magnitude of
increase faced by many non-domestic customers could be reasonably managed over
this time period”;



“Allowing a six year transition for qualifying customers is arguably more inequitable and
discriminatory against those customers who face increases but do not qualify for
transition. The gradual move for some customers towards fully cost reflective tariffs has
to be funded and a longer transition exacerbates this issue”; and



“Three years was the duration preferred by most non-domestic customers in Irish
Water’s customer research and has some regulatory” precedent.

The CRU’s Observations
From the CRU’s research into transition approaches used in other jurisdictions, there is
precedent of 3 years as the time period used to transition customers from their old tariff to their
new tariff. (Please see Section 8.2.4 of this paper for further detail). The advantage of choosing
a longer transition period is that it further mitigates the annual bill increases that customers (who
qualify for a transition) would face each year. However, it delays the point in time when all
customers will reach their cost reflective enduring tariffs. Under Irish Water’s proposals, many
customers will be charged the new enduring tariff rates immediately (in year 1), where under a 6
year transition period, some customers would not be charged their full enduring tariff rates until
year 6. This may be considered to be inequitable. Also, while customers are transitioning to
their enduring tariff rates, ideally adjustments to the transition tariff levels (for example to capture
changes in the costs to provide a service) would not be made until the transition period is
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complete, to provide price certainty to customers. However, it is likely that Irish Water’s costs to
provide water and wastewater services to non-domestic customer will change over a 6 year
period. This creates the need to adjust the level of the transition tariffs applied to customers
during the transition period, which would be undesirable.

CRU Questions
Q59. Do you agree with Irish Water’s proposed 3 year transition period? Please state your
reason why.
Q60. Are there alternative transition periods that should be considered that would better
achieve the tariff principles? Please state your reasons why.

8.2.4 Method of Transitioning Customers – Calculating Transition Tariffs
Under Irish Water’s proposed transition approach, approximately 22,000 or 12% of nondomestic connections will be eligible to transition over time to the enduring tariffs.

Irish Water’s Considerations
Irish Water has considered two main options for calculating the transition tariffs that will apply to
customers during each year of the transition. These are:


Calculation Option 1: equal percentage increases for all customers; and



Calculation Option 2: individual percentage or monetary increases.

These calculation options are summarised below:
(1) Option 1 – equal percentage increases for all customers
This option would involve applying the same percentage increase to all customers
across the country over a 3 year transition period, to reach the target revenue recovery
at the end of the period.
In Irish Water’s worked example, in Appendix 2, an 8% increase would be applied to all
customers’ bills over the transition period.
Applying same percentage increase for all customers would mean:
o

111 | P a g e

Customers would reach the target enduring ‘bills’ at different points in time.
Some customers (whose existing tariff levels are close to the enduring tariff
levels) would reach their enduring bill very quickly (perhaps in only one year),
while other customers whose existing tariff levels are much lower than the
enduring tariff levels would take a much longer time to reach their enduring bill
(perhaps multiple years).
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o

Also, given that all customers must reach their destination tariff at the end of the
3 year period under this option as described by Irish Water, some customers
would face a large jump in the last year of the 3 year transition (in excess of 8%)
to ensure that they reach the enduring rates in the last year of the transition.

(2) Option 2 – individual percentage or monetary increases
Option 2 involves two separate methods, individual percentage increases or individual
monetary increases:
o

Option 2A - Individual percentage increases
This option involves calculating an annual percentage increase that is required to be
applied to a customer’s existing rates (i.e., separately to the standing charge level
and to the volumetric charge level) each year to reach the enduring charge levels
over the transition period59.
Irish Water represents this calculation in their submission document with the
following formula:

Figure 17 - Irish Water's option 2A – equal percentage increase
formula

Source: Figure 7.8 of Irish Water’s Non-Domestic Transitional Arrangements
Proposals –“Option 2A – Individual percentage increases”

To help customers understand how this would be applied to their bill, the CRU
provides the following worked example for a customer receiving a combined water
and wastewater service:
Worked Example - Calculation of volumetric transition rates



A customer’s current volumetric rate is: €2.49/m3
A customer’s enduring volumetric rate is: €3.12/m3
1



59

(

€ 3.12 / 𝑚3
€ 2.49 / 𝑚3

(3)

)

−1

= 7.8% =

the percentage increase necessary
to apply to the volumetric rate in
each year of the transition to reach
the enduring rate of €3.12/m3

This approach would also apply to customers on unmetered (fixed) charge.
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Worked Example - Calculation of standing charge transition rates



A customer’s current standing charge is: €80/year
A customer’s enduring standing charge is: €90/year
1



(

€ 90/𝑦𝑟
€ 80 /𝑦𝑟

(3)

)

−1

=

4.0% =

the percentage increase necessary to
apply to the standing charge in each
year of the transition to reach the
enduring rate of €90year

The standing charge rate would be increased by 4.0% each year, and the
volumetric rate would be increased by 7.8% each year over the transition, as
calculated below60:
Individual Percentage Increase

Volumetric
Rate

Standing
Charge

Transition Period Charges
Existing Charges
(Required change)
LA volumetric rate Yr 1 - transition rate Yr 2 - transition rate Yr 3 - enduring rate
Required %
€/m3
€/m3
€/m3
€/m3
change/year
2.49
€2.68
€2.89
€3.12
7.8%
LA Standing Charge Yr 1 - trasition rate
€/year
€/year
€80

Yr2 - transition rate
€/year

Yr 3 - enduring rate
€/year

Required %
change/year

€86.53

€90.00

4.0%

€83.20

If we assume this customer’s consumption and discharge volume does not change
over the transition period, their bills would be calculated as follows over the
transition period:

Existing Bill
Total Bill
Bill Change (€)

o

€1,076.00

Yr 1 - transition bill
€/annum
€1,156.97
€80.97

Expected Bill (€/annum)
Yr 2 - transition bill
Yr 3 - enduring bill
€/annum
€/annum
€1,244.15
€1,338.00
€87.17
€93.85

Option 2B - Individual monetary increases
This option involves calculating an annual monetary increase that is required to be
applied to a customer’s existing rates (i.e., separately to the standing charge level
and to the volumetric charge level) each year to reach the enduring charge levels
over the transition period61.

60
61

These bill calculations assume that the customer consumes 400m3/annum each year.
This approach would also apply to customers on unmetered (fixed) charge.
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Irish Water represents this calculation in their submission document with the
following formula:

Figure 18 - Irish Water's Option 2B – equal monetary increases

Source: Figure 7.9 of Irish Water’s Non-Domestic Transitional Arrangements
Proposals –“Option 2B – Individual monetary increases”

To help customers understand how this would be applied to their bill, the CRU
provides the following worked example for a customer receiving a combined water
and wastewater service:

Worked Example - Calculation of volumetric transition rates



A customer’s current volumetric rate is: €2.49/m3
A customer’s enduring volumetric rate is: €3.12/m3



(

€ 3.12 /𝑚3 − € 2.49 / 𝑚3
3

)

= € 0.21 =

the monetary increase necessary
to apply to the volumetric rate in
each year of the transition to reach
the enduring rate of €3.12/m3

Worked Example – Calculation of standing charge transition rates



A customer’s current standing charge is: €80/year
A customer’s enduring standing charge is: €90/year



(

€90 /𝑦𝑟 − €80 /𝑦𝑟
3

)

=

€ 3.33 =

the monetary increase necessary
to apply to the standing charge in
each year of the transition to
reach the enduring rate of
€90/year

The standing charge rate would be increased by € 3.33 each year, and the
volumetric rate would be increased by € 0.21 each year over the transition, as
calculated below:
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Individual Monetary Increase

Volumetric
Rate

Standing
Charge

Transition Period Charges
Existing Charges
(Required change)
LA volumetric rate Yr 1 - transition rate Yr 2 - transition rate Yr 3 - enduring rate
Required €
€/m3
€/m3
€/m3
€/m3
change/year
2.49
€2.70
€2.91
€3.12
€0.21
LA Standing Charge Yr 1 - trasition rate
€/year
€/year
€80

€83.33

Yr2 - transition rate
€/year

Yr 3 - enduring rate
€/year

Required €
change/year

€86.67

€90.00

€3.33

If we assume this customer’s consumption and discharge volume does not change
over the transition period, their bills would be calculated as follows over the
transition period62:

Existing Bill
Total Bill
Bill Change (€)

€1,076.00

Yr 1 - transition bill
€/annum
€1,163.33
€87.33

Expected Bill (€/annum)
Yr 2 - transition bill
Yr 3 - enduring bill
€/annum
€/annum
€1,250.67
€1,338.00
€87.33
€87.33

Irish Water Proposal:
Irish Water proposes setting annual transition tariffs by calculating an individual monetary
increase (Option 2B) for each qualifying customer.

Irish Water’s Rationale in Support of its Proposal(s)
The principal arguments discussed by Irish Water in support of its proposal are:

62



Irish Water does not consider that equal percentage increases for all customers (Option
1) is appropriate given the wide variance in tariff levels across LA areas. Irish Water
adds “Some legacy LA tariffs will be closer to enduring tariffs than others and may reach
the target tariff level sooner than the overall transition duration. However other legacy LA
tariffs will be further away from the enduring tariffs and may not reach the target tariff
level within the specified transition period”;



Option 2A and Option 2B are “… likely to result in smoother transition than tariffs
calculated using equal percentage increases”;



Irish Water proposes adopting the individual monetary increases approach (Option 2B)
“…as this approach was preferred by participants in the customer research. Customers
surveyed considered this approach to be easier to understand than the individual
percentage increases approach when presented with case studies illustrating each”; and

These bill calculations assume that the customer consumes 400m3/annum each year.
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The individual monetary increases approach (Option 2B), Irish Water argues, “… will be
easier to communicate to non-domestic customers, and will be simpler for Irish Water to
administer, reducing administrative overheads”.

The CRU’s Observations
The CRU sought to understand how customers have been transitioned to a new tariffing regime
in other jurisdictions. The methodology of transition, as well as the transition time period, applied
elsewhere may help inform consideration of the appropriate transition approach to apply in the
Irish Water context. This Section presents the key features of three separate transition
examples.
Transition Example 1: New Zealand – Watercare – non-domestic wastewater tariffs
Back in 2010 Auckland’s local authorities were amalgamated into a single Auckland Council and
Watercare became an integrated water and wastewater service provider supplying all water and
wastewater services directly to customers in the Auckland region.
In regard to tariffs for wastewater services, Watercare inherited 44 different wastewater tariff
regimes in total, which were previously determined by the former councils and council-controlled
organisations. This meant that different and complex wastewater charging regimes applied in
each of the areas of the former councils.
Watercare introduced a suite of 4 standard wastewater tariffs to apply to all wastewater
customers in the Auckland region. By standardising the wastewater tariff, Watercare sought to
remove anomalies and bring greater fairness to its wastewater charging.
Watercare transitioned customers to their new tariff over a 3-year transition period in the
following way:


Year 1: 1 July 2013 to 30 June 2014. There was no change to the existing tariff. This
was to allow time for customers to prepare for the new tariff. (The grace year).



Year 2: 1 July 2014 to 30 June 2015. A non-domestic customer’s tariff was based on
two-thirds of their existing tariff and one-third of their new tariff.



Year 3: 1 July 2015 to 30 June 2016. A non-domestic customer’s tariff was based on
one-third of their existing tariff and two-thirds of their new tariff.63

Thereafter, a customer’s tariff is based entirely on the new tariff.
Watercare transitioned both bill increases and bill decreases to customers over the period.
Customers Impacted:
Watercare served 22,291 non-domestic wastewater customers at the time.

63“Watercare

Services Limited: Review of service performance”– Controller and Auditor-General – May
2014 - Page 22 - http://www.oag.govt.nz/2014/watercare/docs/watercare.pdf
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As a result of the application of the new standard wastewater tariffs, the New Zealand Controller
and Auditor-General states that:


“10,277 customers will pay less – 9.8% of customers will have a decrease of more than
$1,400 (including one who will pay $1.1 million less), with 17.9% of customers having
decreases of 40% or more.



12,014 customers will pay more – 8.1% of customers will have increases of more than
$1,400, with 18% facing increases of more than 43%.”64

Transition Example 2: Scotland – Scottish Water – non-domestic trade
effluent tariffs
The Water Industry Commission Scotland (‘WICS’) regulates Scottish Water’s trade effluent
charge. Due to a legacy capping regime applied to trade effluent charges, in 2006 there were
approximately 900 trade effluent customers who were paying less than the published tariffs, with
several customers paying considerably below the published tariffs.
WICS published a consultation paper in 2006 inviting views on how to transition these
customers from their existing charges to the published charges.
Following the consultation, WICS decided on the following transition approach65:


there will be a ‘grace year’ so that customers can plan for changes in their bills;



then there will be a transition period of three years, during which time all customers
move from their current rates to published rates; and



customers will move onto published rates in equal percentages over three years.

WICS published the following customer bill impact analysis in its Decision paper:

Table 10 - WICS published customer bill impact analysis

Source: Figure 2.1 of WICs’ Decision Paper – “Charging for trade effluent:
- Our conclusions from the consultation”.

“Watercare Services Limited: Review of service performance”– Controller and Auditor-General –
May 2014 - Page 21 - http://www.oag.govt.nz/2014/watercare/docs/watercare.pdf
65 “Charging for trade effluent: Our conclusions from the consultation” – Water Industry Commission
for Scotland – December 2006 http://www.watercommission.co.uk/UserFiles/Documents/Trade%20effluent%20response%2018120
6.pdf
64
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Transition Example 3: England – Southern Water – domestic water charges
Southern Water provides water supply and sewerage services in Hampshire, Isle of Wight,
Sussex and Kent.
In 2010, approximately only 40% of all household properties were metered. Between 2010 and
2015 Southern Water carried out a metering programme to increase the percentage of house
properties that were metered to approximately 90%.
To help customers transition from paying an unmetered tariff to a metered tariff, Southern Water
developed a special tariff to assist those customers facing a bill increase as a result. This
special tariff was called a ‘Changeover tariff’. The Changeover tariff was calculated and applied
as follows:
When Southern Water bills a customer on the Changeover Tariff, Southern Water start by
making the following calculations:
1. Southern Water calculates what the customer’s metered charges would be for the billing
period if the customer was paying Southern Water’s normal metered tariff. Southern
Water calls this the ‘metered element’.
2. Southern Water calculates what the customer’s unmetered charges would have been for
the billing period if Southern Water hadn’t installed a meter under their metering
programme and the customer was paying Southern Water’s normal unmetered tariff.
Southern Water calls this the ‘unmetered element’.

During the first year after Southern Water switches a customer to a metered charge, Southern
Water calculates the customer’s bill by adding together:


33.3% of the ‘metered element’; and



66.7% of the ‘unmetered element’.

During the second year after Southern Water switch a customer to a metered charge, Southern
Water calculate the customers’ bill by adding together:


66.6% of the ‘metered element’; and



33.4% of the ‘unmetered element’.

In year 3 the customer pays fully their metered bill amount.
Southern Water provided the following worked example of how the Changeover Tariff would
work “…for a customer with unmetered charges of £350 and metered charges of £430. This
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example is based on year 1 prices, and assumes the customer uses the same amount of water
in year 1 as in year 2.”66.

Figure 19 - Southern Water's published worked example to demonstrate
Changeover Tariff

Source: Page 8 of Southern Water’s “Water and sewerage charges 2016–17 – A guide for metering programme
customers”

It should be noted that customers who saw lower bills as a result of the switch to metered
charges were moved directly to paying the normal metered tariff following the installation of their
meter.

Key Findings
In respect of the method of transitioning customers’ bills, the above examples have a number of
common features:


Transitions methods are simple;



The bills faced by transitioning customers captured changes in customer’s consumption
(or volume discharged) over the transition period;



Two of the examples involved introducing a grace year to allow customers time to
budget and plan for the price change;

“Water and sewerage charges 2016–17 - A guide for metering programme customers” – Southern
Water – Page 8 - https://www.southernwater.co.uk/Media/Default/PDFs/Metering-Charges-Guide-1617.pdf
66
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Two of the examples involved significant bill increases for some customers over the
transition period. (Customer impact analysis was not found for the third example.); and



Two of the examples transition bill increases over the transition period, and introduce bill
decreases immediately to customers eligible for a bill decrease. One example transition
both bill increases and bill decreases over time.

Irish Water has proposed a simple method of calculating transition tariffs and bills for customers
that should be easy for customers to understand. Irish Water’s proposed method also captures
changes in customer consumption and discharge volumes which is an equitable approach as it
ensures customers only pay for what they consumer or discharge.

CRU Questions
Q61. Do you agree with Irish Water’s proposed approach to setting annual transition tariffs
by calculating an individual monetary increase (Option 2B) for each qualifying
customer? Please state your reason why.
Q62. Are there alternative methods to calculating the transition tariffs that would better
achieve the tariff principles?
Q63. Should both bill increases and bill decreases be transitioned over time, or should
customers see bill decreases immediately?

8.2.5 Grace year
‘Grace year’ is a term used by utilities to describe a situation where customers are notified of
their new tariff rates and are given a ‘grace year’ before these new tariff rates are applied to their
bills. This allows customers to prepare and budget for the change in their tariffs, and put in
place measures to mitigate future bill increases.

Irish Water’s Considerations
Irish Water describes in its Non-Domestic Transitional Arrangements Proposals submission
document that it will be offering customers a 12 month grace period. Irish Water defines this 12month grace period beginning in Q4 2018, when it is planned that the CRU will publish its
decision on the Irish Water’s Tariff design and transitional arrangement proposals, to Q4 2019,
the date the CRU approved enduring rates are planned to be implemented and applied to
customer’s bills.
Irish Water proposes that, following this 12 month period, customers will move either to an
enduring tariff or a transition tariff on commencement of the Tariff Framework.
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Irish Water Proposal:
Irish Water proposes a 12 month grace period (to Q4 2019) from the time of CRU decision,
so that customers can plan for changes in their bills. This will be followed by a default
transition period of three years.

Irish Water’s Rationale in Support of Proposal(s)
The principal arguments discussed by Irish Water in support of its proposal are:


Irish Water state “Non-domestic customers affected by this immediate increase will have
12 months to prepare for the change”; and



Based on Irish Water’s review of precedent elsewhere Irish Water states that 12 months
“…appears to be a reasonable timeframe from a business planning and budgeting
perspective”.

The CRU’s Observations
The CRU is of the view that providing a grace period would be beneficial to customers, and
would allow customers time to budget for their new tariff changes and implement measures to
mitigate future bill increases.
The rates published in Irish Water’s submission document reflect Irish Water’s proposed tariff
design and transitional arrangements. These are not the final rates that will apply to customers.
However Irish Water’s proposed rates and indicative bill impacts published in Irish Water’s
submission documents provide customers with an indication for how their bills may change over
the transition period. It is planned that the CRU will issue a final decision on the non-domestic
tariff rates in Q4 2018. At that point customers will know their new tariff rates, however the new
rates will not be implemented and applied to customers’ bills until Q4 2019. This will provide
customers with a grace period of at least 9 months.
In the transition approaches applied in New Zealand and Scotland (described above), customers
were notified of their new tariffs 12 months before they were applied to their bills.

CRU Questions
Q64. Should Irish Water offer a grace period? How long should it last? Is 12 months too
long or too short? Please state your reasons why.
Q65. Should a grace period apply to all non-domestic customers, that is, customers facing
bill increases as well as bill decreases?
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8.2.6 Review of enduring non-domestic tariff levels
Generally, regulated tariffs are set (for a particular period) to recover a utility’s allowed revenue
for the same period. This is to ensure that customer charges reflect the costs incurred by the
utility of providing a service to customers. However given the expected timing of Irish Water’s
revenue control periods (and corresponding allowed revenue decisions for these periods) over
the coming number of years, and the planned introduction of the new enduring tariffs (Q4 2019),
it may not be possible to perfectly align the tariff levels with the allowed revenue decisions.
To explain, the new non-domestic tariffs are planned to commence in Q4 2019, and be in place
for a number of years afterward (Irish Water propose 3 years (from Q4 2019 to Q4 2022)). The
final non-domestic tariff rate levels are likely to be set to reflect the CRU allowed revenue for
201967 and not the allowed revenue for the proposed 3 year transition period (i.e., Revenue
Control 3). This is because the allowed revenue decision for the Revenue 3 control period,
which expected to be from 2020 to 2024 inclusive, will not be decided prior to Q4 2018, when a
decision on the final enduring non-domestic tariff levels will need to be made.

Irish Water’s Considerations
Given this situation where the ‘tariff period’ (the period of time that the new enduring tariffs will
apply) and the ‘revenue control’ period, do not perfectly align, Irish Water has set out the
following proposals:


Irish Water is proposing to set (in advance) enduring tariff levels for each year
post Q4 2019.
Irish Water is proposing to set an enduring tariff level for each year to reflect the effect of
applying a yearly forecast inflation (HICP) adjustment to the allowed revenues as well as
connection growth projections for each year. This would mean that for customers placed
on an enduring tariff, the level of this tariff would be (slightly) different for each year of
the transition period. However, the tariff level would be set for each year in advance of
the commencement of the Tariff Framework.



Irish Water is proposing not to change the enduring non-domestic tariff levels
from Q4 2019 to the end of 2024.
Irish Water is proposing not to adjust the enduring tariff levels at the end of the 3 year
transition period (in Q3 2022) to reflect the CRU allowed revenue for the revenue control
period 2020-2024 (RC 3), but instead to adjust the tariff levels for the commencement of
the following revenue control period, in 2025.

For clarity, the proposed enduring tariff rates set out in Irish Water’s submission document reflect
the CRU approved revenue for 2017 and 2018 (IRC2), not for 2019. This is because the decision on
the 2019 revenues had not been made prior to the publication of this consultation paper. However,
when the CRU publishes its decision on Tariff Framework in Q4 2018, the CRU will ask Irish Water to
generate new tariff rates that reflect the CRU’s decision on the Framework, and may also reflect
updated allowed revenue (i.e., the 2019 allowed revenue) and customer connection and volume
data.
67
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However, Irish Water has also highlighted in its submission that it may seek approval from the
CRU to adjust the enduring tariff levels over this period “…if inflationary pressures (above
projected inflation) in future result in the likelihood of significant differences emerging”.

Irish Water Proposal:
Irish Water proposes that Tariffs levels will be set each year to reflect HICP (Harmonised
Index of Consumer Prices) inflation and connection growth projections.

Irish Water Proposal:
Irish Water proposes not adjusting tariffs to reflect the cost structure approved by the CRU
for RC3 (2020-2024). Instead it has proposed to prepare a full update of all the tariff inputs
(allowed revenue, customer connections and consumption) as part of the RC4 process
(commencing 2025). Irish Water may consider seeking approval from the CRU for a general
adjustment to tariffs to cover inflationary risk in future.

Irish Water’s Rationale in Support of Proposal(s)
The principal arguments discussed by Irish Water in support of its proposal are:


Irish Water states “Irish Water’s tariff design proposals recommend that tariffs should be
set to reflect the costs approved by the CRU in the prevailing revenue control period.
However, changes in tariff levels to reflect costs during a period when tariff levels are
already changing (as a result of the proposed transition) may be difficult for customers to
understand and complex for Irish Water to administer and communicate”;



Irish Water proposes that “…tariffs levels will be set for each year to reflect HICP inflation
and connection growth projections ”; and



Irish Water further states “It is Irish Water’s view that other adjustments to tariffs to
reflect the new cost structure in RC368 should ideally wait until all customers are on the
enduring tariff framework and the transition is substantially complete”.

The CRU’s Observations
The CRU is of the view that tariff levels should ideally be set (for a particular period) to recover a
utility’s allowed revenue for the same period. However, this is not possible in this situation.
Given that the enduring tariffs will be implemented in Q4 2019, and may apply for at least 3
years, the CRU is of the view that it is prudent to set the tariff levels to reflect estimates of
inflation and growth in connection numbers over future years. This is what would be done if
68

Revenue Control 3
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setting tariffs on an annual basis, which is common regulatory practice. It also may lessen the
risk of the tariff levels becoming out of line with the utility’s allowed revenue to provide water
services to its customers.
However, the CRU is also of the view that the enduring tariffs and transition arrangements
should be simple and easy for customers to understand. Irish Water’s proposals will result in a
slightly different standing charge, volumetric rate and unmetered tariff level being set (in
advance) for each year of the transition period. However, it may be simpler for customers if their
enduring tariff (standing charge and volumetric charge) levels remained unchanged for the
duration of the transition period.
Irish Water also proposes to retain the enduring tariff levels from Q4 2019 to the end of 2024,
and not to adjust the levels over this period to reflect the RC3 allowed revenues (2020 to 2024).
However, Irish Water has highlighted that it may seek approval from the CRU to adjust the
enduring tariff levels over this period “…if inflationary pressures (above projected inflation) in
future result in the likelihood of significant differences emerging.”
The CRU is of the view that maintaining the tariff levels over the period (Q4 2019 to the end of
2024) would provide certainty to customers, which would be particularly important to those
customers who are transitioning to their enduring tariff levels. However, it is also important that
the tariff levels do not diverge (upward or downward) significantly from the revenues allowed to
provide water services to customers.
The CRU is of the view that an adjustment of the tariff levels should not be confined to an
upward adjustment should updated inflation projections appear to be greater that those used to
set the tariffs. Customers should benefit from a downward adjustment in the tariff levels if it is
warranted.
An alternative approach to adjusting the tariff levels over the period Q4 2019 to the end of 2024,
which tries to strike a balance between providing certainty to customers while also reducing the
risk of the tariff levels diverging from the prevailing allowable revenues, could be as follows:
Alternative approach to adjusting tariff levels over future years
o

Set the enduring tariffs levels for 3 years (Q4 2019 – Q4 2022). Do not adjust tariff
levels over this period.

o

In Q1 2022, Irish Water to assess if there is a material difference between RC3 allowed
revenue (2020-2024) & the allowed revenue (on which enduring tariffs are set) and also
updated connection numbers and volume data, and:
 If there is material increase required, increase the tariff levels in Q4 2022.
 If there is an immaterial increase required, don’t change tariff levels (but redo
assessment each year to ensure the increase required does not grow).
 If a decrease is required, decrease the tariff levels in Q4 2022.
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CRU Questions
Q66. Do you agree with Irish Water’s proposal to set the enduring tariff levels each year of
the transition period to reflect estimates of inflation and customer number growth
rates, resulting in slightly different tariff levels for each of the transition? Please state
your reasons why. Should there be an alternative approach taken to setting the tariff
levels over this period?
Q67. Do you agree with Irish Water’s proposal to not adjust the enduring tariff levels to
reflect the CRU allowed revenue decision for the period 2020 to 2024, except in the
case where “…inflationary pressures (above projected inflation) in future result in the
likelihood of significant differences emerging.”? Please state your reasons why
Q68. Do you agree with a possible alternative approach to adjusting the tariff levels
discussed by the CRU? Please state your reasons why.
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9 Impact of Irish Water’s Proposals to
Customers’ Bills
A key objective of this consultation process is to allow customers understand the likely impact of
Irish Water’s tariff design and transitional proposals to their bills. Irish Water has presented the
indicative customer bill impacts in Appendix 1 of its Non-Domestic Transitional Arrangements
Proposals submission document. Below the CRU has summarised the general bill impacts to
the non-domestic customer base to provide additional information to customers and
stakeholders.
Please note that the customer bill analysis discussed below (and presented in Irish Water’s
submission documents) is indicative. The bill impact analysis and Irish Water’s indicative
enduring rates (set out in Appendix 1 of Irish Water’s Non-Domestic Design Review and
Enduring Proposals submission document and also in Section 6 of this paper) are included to
provide customers with an indication for how their bills may change over the transition period.
This will allow customers understand the impact of Irish Water’s tariff design and transitional
proposals and provide more informed feedback to this consultation.
It is important to note that Irish Water’s proposed enduring rates are indicative and will
be subject to change following the outcome of this consultation and any decision to
change the input data to reflect updated values for Irish Water’s allowed revenue,
connection numbers and volumes.

9.1 Overview of the impact of Irish Water’s proposals on
the non-domestic customer base
The following table shows how bills will be impacted by Irish Water’s tariff design and transitional
arrangement proposals on an aggregate level across the non-domestic customer base (metered
and unmetered connections):

Summary Bill Impacts of Irish Water's Tariff Design & Transitional Proposals
92,083

50.8%

Connections will see decreases to their bills
(and will move to the enduring tariffs straight away)

67,133

37.0%

Connections will see bill increases of less than €250
(and will move to the enduring tariffs straight away)

22,082

12.2%

Connections will see bill increases of €250 or greater
(and will be eligible for a transition tariff and 10% cap on their annual bill
increase)

181,298

100.0%
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To understand the above bill impacts on an aggregate level across the customer base, it is
necessary to look at the distribution of customers across the non-domestic customer base and
what factors influence how customer bills are impacted. This is discussed below.

Breakdown of the Non-Domestic Customer Base
The following figure shows the distribution of all metered (water and wastewater) connections by
size (volume). Each bar represents the total number of connections whose annual consumption
or volume discharged falls within a particular ‘consumption bin’ or ‘band’ (this term can also be
interpreted as a ‘discharge volume bin’ or ‘band’).

Figure 20 – Distribution by volume – All Metered Non-Domestic Connections

This bar chart shows that across Ireland a large majority of non-domestic connections consume
or discharge a very small amount of water/wastewater. Over 55% of all metered connections
(96,908) consume or discharge less than 100m3/annum. This equates to less than the average
demand for a domestic household (approx. 125m3/annum). This is most likely due to the fact
that a very high proportion of Irish Water’s non-domestic customer base comprises small shops,
offices, etc. where perhaps only one toilet and sink are required to carry out the business
activity.
It also shows that there are a very small number of customers (just under 5,000) that consume
or discharge large volumes of water or wastewater (in excess of 2,000m3/annum).
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Please see Figures 22, 23 and 24 in Appendix 2 of this paper which provide the distribution of all
metered (water and wastewater) connections by size (volume) within each of Irish Water’s
proposed tariff classes (that is, Standard class, Commercial class and Industrial class).

Factors that may influence how a customer’s bill is impacted
There are a number of factors that may influence how a customer’s bill will be impacted by Irish
Water’s proposals:


Change to the standing charge level. Small volume (metered) customers will see a
greater impact (increase or decrease) to their bills due to changes in the standing
charge level relative to larger volume customers. This is because the standing charge
makes up a larger portion of a bill for small volume customers.
As shown in Figure 20 above, approximately 125,000 connections (or 71% of the
customer base) consume or discharge less than 200m3/annum. Most of these
connections see a decrease in their standing charge as a result of Irish Water’s
proposals. Many will also see an increase in their volumetric charge. However, for very
small customers, the standing charge comprises a relatively high proportion of their
overall bill, so in many cases the reduction in their standing charge will partially or fully
offset the increase in their volumetric rate.
Given that small volume customers make up a large portion of the non-domestic
customer base this is one of the primary reasons why we see a large majority of
customers facing decreases or relatively small monetary increases in their bills.



Change to the volumetric charge level. Large volume (metered) customers will see a
greater impact (increase or decrease) to their bills due to changes in the volumetric
charge level relative to small volume customers. This is because the volumetric charge
makes up a larger proportion of a bill for large volume customers.



Existing Local Authority charge. Customers located in Local Authorities where the
existing charges are relatively high will see larger decreases or smaller increases than
customers located in Local Authorities with relatively low charges.



Change to the Domestic Allowance (for mixed-use customers). Mixed-use customers
located in Local Authorities where the existing Domestic Allowance (m3/annum) are
relatively low will see larger decreases or smaller increases than customers located in
Local Authorities with relatively high allowances.



Change to the unmetered charge level. Unmetered customers located in Local
Authorities where the existing unmetered charges are relatively high will see larger
decreases or smaller increases than customers located in Local Authorities with
relatively low charges.



Existing Bill Adjustments. Some customers’ bills may be subject to certain bill
adjustments (such as leakage discounts, adjustments to account for erroneous meter
reads, etc.). As a result, these connections may see a different impact (increase or
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decrease) to their bills compared to customers where no bill adjustments are currently
made to their bills.
It is the net effect of each of the above factors (as relevant) that determine the final impact to a
customer’s bill. To find out how your individual bill may be impacted, please contact Irish
Water directly.

9.2 Indicative impacts of Irish Water’s proposals to
customers’ bills over the transition period
In Appendix 1 of Irish Water’s Non-Domestic Transitional Arrangements Proposals submission
document Irish Water has set out how its transitional arrangement proposals and the associated
annual changes in tariff levels are likely to impact customers over the period from 2019 to 2024.
Irish Water has produced a number of tables, each of which calculate the estimated bill changes
for connections located in a particular Local Authority on a particular tariff category and service
(water and wastewater) over period from 2019 to 2024.
The bill changes and transition path (i.e., if a customer is moved to the enduring tariff straight
away, or moved to a transition tariff and may opt for a 10% cap on their annual bill increase)
calculated for each LA in each of Irish Water’s tables correspond to the bill amount and
transition path of a connection consuming the average consumption for that LA and tariff
category (identified in the second column of tables “Average Consumption m3”)69.
However, there are connections in each LA that consume/discharge volumes above and below
the average who will have different bill amounts and may be eligible for a different transition path
than that identified for a connection consuming/discharging exactly the average (m3/annum)
value. Irish Water states that “these calculations are based on average consumption for each
customer group and do not reflect individual customers’ bills”.
In Appendix 1 of Irish Water’s Non-Domestic Tariff Design Review and Enduring Proposals
submission document Irish Water has set out the indicative enduring tariff rates. To find out how
your individual bill may change, please contact Irish Water directly.

CRU Questions
Q69. Is Irish Water’s presentation of indicative bill impacts clear to customers?
Q70. What measures should Irish Water take to better demonstrate the indicative bill
change for customers in the next paper (i.e., the proposed decision on the Tariff
Framework and non-domestic tariff rates)?

69

Please note that when calculating the bill impact analysis presented in Appendix 1 of its submission
document, Irish Water states that “connections with increases of €250 or more p.a. and 20% p.a. are
assumed to opt for the cap. Those connections with increases of €250 or more p.a. and between 10%20% p.a. are assumed to not opt for the cap.”
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9.3 Communicating tariff changes to customers
Irish Water proposes to communicate directly with each non-domestic customer to explain the
changes to their existing non-domestic tariff over the transition period. Irish Water proposals are
set out as follows:

Irish Water Proposal:
Irish Water proposes writing to all non-domestic customers, both those qualifying and not
qualifying for transition. The individual tariff determination will set out each customer’s
current charges and the charges they will be moving to. This will provide each customer
with a clear understanding of the impact of the new tariff framework on their bills. Some
general information and context as to why Irish Water is changing tariffs for non-domestic
customers will also be provided.

The CRU’s Observations
Clearly communicating the changes to customer’s tariffs and bills is very important. Providing
information and resources to customers will help customers understand how they will be
affected by the new tariffing regime throughout the transition period. This will also help
customers plan and budget for possible charge increases, and also understand how they can
make changes to mitigate against bill increases.

CRU Questions
Q71. Would customers benefit from further information or presented in a different way?
Q72. How can Irish Water’s communication with customers be enhanced to help understand
the changes to their bills?

9.4 Measures to mitigate increases to customers’ bills
Irish Water’s tariff proposals represent a significant change to the existing tariffing regime, and
for those customers facing bill increases through the application of the transition tariffs over the
transition period, the CRU wishes to ensure measures are taken by Irish Water to help
customers mitigate future bill increases. This could include providing customers with information
on how to conserve water, improve efficiency of water use and wastewater disposal.
For example, Welsh Water offers a free water efficiency support package for businesses. This
is provided through a water efficiency support package called “Rippleffect”. This free package
contains free advice and guidance to help business use water more efficiently and as a result
help customers save money on their water and wastewater bills.
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The Rippleffect “aims to provide businesses with a straightforward and structured approach to;


understand how much water your business uses,



identify simple ways to start saving water and money,



measure the water and cost savings made, and



learn about 'quick win' water saving devices.”70

Advice and guidance is provided to businesses in the form or videos, case studies, good
practice guides and downloadable information sheets.
The provision of advice and guidance to businesses is in line with the Government’s Water
Services Policy Statement 2018-2025 which states “Education involves information on both the
importance of individual behaviour and the use of water-efficient technology”. Education will
promote conservation and also help customers understand what measures they can put in place
to help mitigate future bill increases.

CRU Question
Q73. What measures should be taken by Irish Water to help customers mitigate bill
increases?

The Rippleffect – Water efficiency for business - http://www.waterwise.org.uk/wpcontent/uploads/2018/02/WRAP-Ripple-Effect.docx
70
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10 Next Steps
Following consideration of comments received to this consultation paper, the CRU will issue a
proposed decision on each of the tariff design elements of the Framework, as well as the
approach to gradually transition customers from their existing tariffs to the new enduring nondomestic tariff over a period of time.
The CRU will also ask Irish Water to generate the new non-domestic tariff rates that reflect this
proposed decision. These tariff rates, and the corresponding customer billing impacts, will also
be published within the CRU proposed decision paper in Q4 2018.
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11 Appendix 1 – International Precedent –
Tariff Design
The tables in this Appendix provide information on what is in place in other jurisdictions for each
aspect of Irish Water’s tariff design proposals. The tables are referenced throughout Section 5
of this paper and are provided to give context to and assist readers respond to Irish Water’s
proposals.
The CRU reviewed 8 separate water utilities across Northern Ireland, Wales, Scotland and
England. The CRU sought to focus on comparable utilities to Irish Water, that is, utilities that
provide both water and wastewater services, and also serve both domestic and non-domestic
customers. For the most part, the UK was the focus of the review given it has a similar
regulatory regime, but jurisdictions outside the UK are also referenced.
The tariff design information provided in this Appendix relates to the ‘April 2016 – March 2017’
tariff year in the UK71. The CRU is aware that on 1st April 2017, the retail non-domestic water
market was opened in England, allowing eligible non-household customers in England to
choose their water and wastewater supplier. The tariff and customer information provided below
relates to the utility serving customers in a particular region immediately prior to retail market
opening, however the tariff design information has not significantly changed.

Table 11 - International Precedent - Geographic Basis for Charging NonDomestic Customers
The table below captures the geographic basis of charging, and the number of metered water
tariff categories, offered by a number of water utilities in the UK. This table is referenced in
Section 5 of this paper.

Jurisdiction
(Utility)

Ireland
(Irish Water)

71

Metered
Water
Tariff
Categories

Geographic Basis

44

Separate tariff applied
to each Local
Authority/ Town
Council

(Approximate) Number of
metered non-domestic water
customers72

176,00073

Unless otherwise stated.
The number of metered non-domestic water customers for the utilities located in England and
Wales are from: “Consultation on the review of non-household retail price controls” – Ofwat November 2015 - Table B1, Appendix B - http://www.ofwat.gov.uk/wpcontent/uploads/2015/11/pap_con20151105nhhpricecontrols.pdf
73 This number equates to the approximate number of metered water non-domestic connections in
2015, as provided by Irish Water. As some premises have more than one connection, the number of
metered non-domestic water ‘customers’ is less than this figure.
72
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Jurisdiction
(Utility)

Metered
Water
Tariff
Categories

Geographic Basis

Northern Ireland
(Northern Ireland
Water)

4

Nationally

Scotland
(Business Stream)

2

Nationally

156,00075

Wales
(Welsh Water)

6

Across Region

92,000

England
(United Utilities)

5

Across Region

157,000

England
(Thames Water)

7

Across Region

179,000

England
(Severn Trent)

3

Across Region

170,000

England
(Anglian Water Anglian Area)

5

Across Region

106,000

England
(Yorkshire Water)

3

Across Region

111,000

(Approximate) Number of
metered non-domestic water
customers72

69,000 74

“Water & Sewerage Services Price Control 2015-21” – Northern Ireland Water – December 2014 Table 1.2 https://www.uregni.gov.uk/sites/uregni.gov.uk/files/media-files/UR_PC15_FD_Annex_B__Sources_of_Revenue_0200.pdf
75 This number refers to the number of business premises across Scotland, however not all of these
premises are served by Business Stream as the non-domestic retail market in Scotland was opened
to competition in April 2008. “Scottish Water Annual Report & Accounts 2016/17”
http://www.scottishwater.co.uk/assets/about%20us/files/key%20publications/annualreport201617.pdf
74
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Table 12 – International Precedent - Classifying Metered Customers for Water
Supply Tariffs
The table below provides details on how metered water customers are classified in a number of
utilities in the UK. This table is referenced in Section 5 of this paper.

Jurisdiction
(Utility)

Metered Water Customer Classification
Volumetric charge
determined by:

Standing / Fixed charge
determined by:

Other Tariff Component Charges
determined by:

Northern Ireland
(Northern Ireland
Water)

Annual
Consumption

Water Supply Pipe
Diameter

---

Scotland
(Business Stream)

Annual
Consumption

Water Meter Size

---

Wales
(Welsh Water)

England
(United Utilities)

Annual
Consumption

Annual
Consumption

England
(Thames Water)

Annual
Consumption

England
(Severn Trent)

Annual
Consumption

England
(Anglian Water Anglian Area)

England
(Yorkshire Water)
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Annual
Consumption

Annual Consumption

‘Service Charge’
determined by Water
Meter Size (where
customer’s annual
consumption < 50
ML/annum)

Water Meter Size

Annual Consumption

Water Meter Size

Annual Consumption

Annual Consumption

‘Fixed Charge’ determined by
Annual Consumption (where
customer’s annual consumption >
50 ML/annum)

‘Annual Fixed Charge’ determined
by Annual Consumption (where
customer’s annual consumption
>50 ML/annum)
‘Annual Supplementary Charge’
determined by Annual
Consumption (where
customer’s annual consumption
is >20ML/annum)
‘Fixed Charge’ determined by
Annual Consumption

Maximum Daily Demand
Charge’ determined by
Aggregate Peak requirement
for Water Supply (applicable
where customer’s annual
consumption >10ML per
annum)

---
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Table 13 - International Precedent - Defining Metered Water and Wastewater
Tariffs
The table below provides details on the number of metered water and wastewater tariff classes
(including volume thresholds) offered by a number of utilities in the UK. It also sets out how
each tariff component is defined and applied. This table is referenced in Section 5 of this paper.

Jurisdiction
(Utility)

Northern
Ireland
Northern
Ireland
Water)

Metered Water Tariff Classes & Volume
Thresholds (m3/annum)76

Metered Wastewater Tariff Classes &
Volume Thresholds (m3/annum)77

4 water volumetric tariff categories:

1 wastewater volumetric
tariff category

≤ 100,000m3
> 100,000 - 250,000
> 250,000 - 500,000
> 500,000
Other tariff components:

Other tariff components:

 7 separate water Standing Charges –
based on supply pipe size

 7 separate wastewater Standing
Charges – based on supply pipe size

2 ‘decreasing block’ water volumetric
tariff categories78

Scotland
(Business
Stream)

76

(one unit charge applies to all volume (m3)
discharged)

2 wastewater volumetric tariff category79

Tariff 1 consumption
‘block’ thresholds

Tariff 2 consumption
‘block’ thresholds

Tariff 1 discharge volume
‘block’ thresholds

Tariff 2 discharge volume

≤ 25 m3
26 - 100,000
100,001 - 250,000
250,001 - 1,000,000
>1,000,000

≤ 100,000m3
100,001 - 250,000
250,001 - 1,000,000
>1,000,000

≤ 23.75 m3
>23.75 m3

one unit charge
applies to all volume
(m3) discharged

Other tariff components:

Other tariff components:

 10 separate water Standing Charges –
based on water meter size

 7 separate wastewater Standing
Charges – based on water meter size

The tariffs stated in this table do not include tariffs that may be available for non-potable supplies
or interruptible tariffs.
77 The tariffs stated in this table do not include separate charges for ‘surface water’ and ‘highway
drainage’ or ‘trade effluent’.
78 There are two water tariff categories, one for customers who have a water meter size ‘up to and
including’ 20mm and another water tariff for customers who have a water meter size greater than
20mm. Each water tariff is charged on a decreasing block basis, with a separate unit rate charge
applied to each ‘block’ of consumption.
79 There are two wastewater tariff categories, one for customers who have a meter size ‘up to and
including’ 20mm and another for customers who have a meter size greater than 20mm. One
wastewater tariff is charged on a decreasing block basis, with a separate unit rate charge applied to
each ‘block’ of volume discharged. The other wastewater tariff applies the same unit rate to all
volume discharged.
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Jurisdiction
(Utility)

Metered Water Tariff Classes & Volume
Thresholds (m3/annum)76

Metered Wastewater Tariff Classes &
Volume Thresholds (m3/annum)77

6 water volumetric tariff categories:

2 wastewater volumetric
tariff categories:

≤ 50,000m3
50,000 - 99,999
100,000 - 249,999
250,000 - 499,999
500,000 - 999,999
> 1,000,000
Wales
(Welsh
Water)

Other tariff components:

Other tariff components:

 10 separate water ‘Service Charges’ –
based on water meter size

 10 separate wastewater ‘Service
Charges’ – based on water meter size

 5 separate water ‘Fixed Charges’ –
based on annual consumption >
50,000m3 / annum

 1 wastewater ‘Fixed Charge’ – based on
discharge volume > 100,000m3 / annum

5 water volumetric tariff categories:
< 50,000m3
50,000 to 180,000
180,000 - 750,000
750,000 - 3,000,000
>3,000,000
England
(United
Utilities)

Other tariff components
 9 separate water Standing Charges –
based on water meter size
 4 separate water Fixed Charges – based
on annual consumption > 50,000 m3 /
annum
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≤ 100,000m3
> 100,000m3

2 wastewater volumetric
tariff categories:
≤ 50,000m3
> 50,000m3

(No Standing Charge or Fixed Charge
applies)
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Jurisdiction
(Utility)

Metered Water Tariff Classes & Volume
Thresholds (m3/annum)76

Metered Wastewater Tariff Classes &
Volume Thresholds (m3/annum)77

8 water volumetric tariff categories:

8 wastewater volumetric tariff
categories:

< 500m3
500 - 1,000
1,000 - 5,000
5,000 - 20,000
20,000 - 50,000
50,000 - 100,000
100,000 - 250,000
>250,000
England
(Thames
Water)

< 500m3
500 to 1,000
1,000 - 5,000
5,000 - 20,000
20,000 - 50,000
50,000 - 100,000
100,000 - 250,000
>250,000

Other tariff components

Other tariff components

 8 separate water Fixed Charges – based
on annual consumption

 8 separate wastewater Fixed Charges –
based on annual consumption

 3 separate water Annual Supplementary
Charges – based on annual
consumption > 20,000 m3 / annum

 1 separate wastewater Annual
Supplementary Charge – based on
annual consumption > 100,000 m3 /
annum
 (14 separate additional Fixed
wastewater Charges – based on pipe
size)
3 ‘decreasing block’ wastewater
volumetric tariff categories:

3 water volumetric tariff categories:
≤ 10,000m3
10,001 - 49,999
≥ 50,000

A separate wastewater volumetric charge
applies for each ‘band’ of discharge
volumes:




Other tariff components
England
(Severn
Trent)

 11 separate water Meter Charges –
based on meter size
 4 separate water Fixed Charges – based
on annual consumption

first 49,999m3,
50,000m3-249,999m3,
≥ 250,000m3

The charge for each wastewater ‘band’
depends on the volume of water supplied:




≤ 50,000m3 water supplied
50,000m3 – 250,000m3 water
supplied
250,000m3 water supplied

Other tariff components
 4 separate wastewater Fixed Charges –
based on annual consumption
(No Meter Charge applies)
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Jurisdiction
(Utility)

England
(Anglian
Water Anglian
Area)

Metered Water Tariff Classes & Volume
Thresholds (m3/annum)76

Metered Wastewater Tariff Classes &
Volume Thresholds (m3/annum)77

6 water volumetric tariff categories:

4 wastewater volumetric tariff
categories:

 3 water tariff options where annual
consumption ≤ 10,000m3
 2 water tariff options where annual
consumption - 10,000 - 24,999m3
 1 water tariff where annual
consumption ≥ 25,000m3

 4 separate wastewater volumetric
tariffs apply depending on water
supply tariff category.

Other tariff components

Other tariff components

 5 separate water Fixed Charges – based
on annual consumption

 4 separate wastewater Fixed Charges –
based on annual consumption

 2 Maximum Daily Demand Charges
based on peak requirement for water
supplied – where annual consumption is
> 10,000m3
2 water volumetric tariff categories80:

England
(Yorkshire
Water)

80

2 wastewater volumetric tariff
categories81:

Tariff 1 consumption

Tariff 2 consumption
‘block’ thresholds

Tariff 1 discharge volume

Tariff 2 discharge volume
‘block’ thresholds

one unit charge
applies to all volume
(m3) consumed

≤ 50,000m3
50,001 to 250,000
>250,000

one unit charge
applies to all volume
(m3) discharged

≤ 50,000m3
50,001 to 250,000
>250,000

Other tariff components

Other tariff components

 3 separate water Standing Charges –
based on annual consumption

 3 separate wastewater Standing
Charges – based on annual
consumption

There are two water tariff categories, one for customers who use less than 50,000m3/annum and
another water tariff for customers who use above 50,000m3/annum. For customers who consume
above 50,000m3/annum, the tariff is charged on a decreasing block basis, with a separate unit rate
charge applied to each ‘block’ of consumption.
81 There are two wastewater tariff categories, one for customers who discharge less than
50,000m3/annum and another water tariff for customers who discharge above 50,000m3/annum.
For customers who discharge above 50,000m3/annum, the tariff is charged on a decreasing block
basis, with a separate unit rate charge applied to each ‘block’ of volume discharged.

139 | P a g e

An Coimisiún um Rialáil Fóntas Commission for Regulation of Utilities

Table 14 - International Precedent – Number of Water Customers and Water
Tariff Volume Thresholds (England)
The table below shows the number of non-domestic metered customers within each tariff
volume ‘bands’ or thresholds served by 10 water and sewerage companies in England and
Wales (in 2017-18)82. This illustrates the significant variation in choice of volume bands or
thresholds used to set water tariffs across England and Wales. This table is referenced in
Section 5 of this paper.

Note: ANH = Anglian Water; UU = United Utilities; SVT = Severn Trent Water; SRN = Southern
Water; NES = Northumbrian Water; TMS = Thames Water; SWT = South West Water; WSX =
Wessex Water; YKY = Yorkshire Water; WSH = Dwr Cymru.

“Consultation on the review of non-household retail price controls” – Ofwat – November 2015 –
Table B1, Appendix B – http://www.ofwat.gov.uk/wpcontent/uploads/2015/11/pap_con20151105nhhpricecontrols.pdf
82
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Table 15 – International Precedent – Application of Charges (Connection / Site
/ Customer Level)
The Table below captures how tariffs are applied (e.g., connection level, account level, site
level) across a number of utilities in the UK. This table is referenced in Section 5 of this paper.

Jurisdiction
(Utility)

Application of Charging

Northern Ireland
(Northern Ireland Water)

At connection level

Scotland
(Business Stream)

At connection level

Wales
(Welsh Water)

At connection level

England
(United Utilities)

At connection level

England
(Thames Water)

At connection level

England
(Severn Trent)

At connection level

England
(Anglian Water - Anglian Area)

At connection level

England
(Yorkshire Water)

At connection level

Table 16 – International Precedent – Application of Charging (Single /
Combined Service)
This table provides details on how tariffs are applied (on a single or combined service basis)
across a number of utilities in the UK. This table is referenced in Section 5 of this paper.

Jurisdiction
(Utility)
Northern Ireland
(Northern Ireland Water)

Application of Charging

Per Service

Scotland
(Business Stream)

Per Service

Wales
(Welsh Water)

Per Service

England
(United Utilities)

Per Service

England
(Thames Water)

Per Service
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Jurisdiction
(Utility)

Application of Charging

England
(Severn Trent)

Per Service

England
(Anglian Water - Anglian Area)

Per Service

England
(Yorkshire Water)

Per Service

Table 17 – International Precedent – Metered Tariff Structures
The table below captures the metered water and wastewater tariff structures in place across a
number of utilities in the UK. This table is referenced in Section 5 of this paper.

Jurisdiction
(Utility)

Metered Tariff Structures
Water Tariffs

Wastewater Tariffs

Two part – fixed & variable charge

Two part – fixed & variable charge

Two part – fixed & variable charge

Two part – fixed & variable charge

Wales
(Welsh Water)

Two part – fixed & variable charge

Two part – 2 separate fixed83 charges
& a variable charge

England
(United Utilities)

Two part – 2 separate fixed84 charges
& a variable charge

1 part – variable charge

England
(Thames Water)

Two part – 2 separate fixed85 charges
& a variable charge

Two part – 3 separate fixed86 charges &
a variable charge

England
(Severn Trent)

Two part – 2 separate fixed87 charges
& a variable charge

Two part – fixed & variable charge

Northern Ireland
(Northern Ireland
Water)
Scotland
(Business Stream)

A ‘Service Charge’ and a ‘Fixed Charge’ (where an customer’s annual discharge sewerage volume
>100ML/annum)
84 A ‘Standing Charge’ and an ‘Annual Fixed Charge’ (where a customer’s annual consumption
>50ML/annum)
85 A ‘Fixed Charge’ and an ’Annual Supplementary Charge’ (where a customer’s annual consumption
is >20ML/annum)
86 A ‘Fixed Charge’, a ‘Fixed Wastewater Charge’ and a ‘Supplementary Charge’ (where a customer’s
annual consumption is >100ML/annum)
87 A ‘Standing Charge’ and a ‘Fixed Charge’.
83
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Jurisdiction
(Utility)

Metered Tariff Structures
Water Tariffs

Wastewater Tariffs

England
(Anglian Water Anglian Area)

Three part – fixed charge, variable
charge & a capacity charge88

Two part – fixed & variable charge

England
(Yorkshire Water)

Two part – fixed & variable charge

Two part – fixed & variable charge

Table 18 – International Precedent – Volumetric Unit Rate Structure
The table below provides details on the volumetric unit rate structures across a number of
utilities in the UK. This table is referenced in Section 5 of this paper.

Jurisdiction
(Utility)
Northern Ireland
(Northern Ireland
Water)

Volumetric Unit Rate structure
Water Tariffs

Wastewater Tariffs

Uniform unit rate per tariff class

Uniform unit rate per tariff class
(1 tariff class)

Scotland
(Business Stream)

Decreasing block unit rate
per tariff class

Wales
(Welsh Water)

Uniform unit rate per tariff class

Decreasing block unit rate
for one tariff class
Uniform unit rate
for other tariff classes

Uniform unit rate per tariff class

Uniform unit rate per tariff class for
most tariff classes
England
(United Utilities)

England
(Thames Water)

Uniform unit rate per tariff class
Decreasing block unit rate for
highest volume tariff class

Uniform unit rate per tariff class

Uniform unit rate per tariff class

A ‘Maximum Daily Demand Charge’ determined by Aggregate Peak Requirement for water supply
(applicable where a customer’s annual consumption >10Ml per annum)
88
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Jurisdiction
(Utility)

Volumetric Unit Rate structure
Water Tariffs

Wastewater Tariffs

Uniform rate per tariff class
England
(Severn Trent)

England
(Anglian Water Anglian Area)

England
(Yorkshire Water)

(Seasonal unit rates applied for
some tariff classes)

Decreasing block unit rate
per tariff class

Uniform unit rate per tariff class

Uniform unit rate per tariff class

Decreasing block unit rate
for one tariff class

Decreasing block unit rate
for one tariff class

Uniform unit rate
for the other tariff class

Uniform unit rate
for other the tariff class

Table 19 – International Precedent – Charging Arrangements for Unmetered
Customers
The table below provides details on the ‘unmeasured’ and ‘assessed’ charges in place across a
number of utilities in the UK. This table is referenced in Section 5 of this paper.

Jurisdiction
(Utility)

Unmetered Customer Classification
Unmeasured charge:
There are two elements of the unmeasured water and sewerage charge:
• A standing charge applied to all unmeasured properties; and
• A variable charge based on the property valuation 89.

Northern Ireland
(Northern Ireland
Water)

There is a cap on unmeasured water charges of £430 (i.e. the total charge
payable – standing charge plus variable charge – will be limited by the cap).
There will be a cap on unmeasured sewerage charges of £455 (i.e. the total
charge payable – standing charge plus variable charge – will be limited by the
cap).
Assessed charge:
Where it has been agreed with a customer that it is not possible to install a
meter on a supply, Northern Ireland Water will offer an alternative assessed
charge for water and sewerage.

The property valuation is the Net Annual Valuation assigned to the premises by Northern Ireland’s
Land and Property Services (website www.lpsni.gov.uk).
89
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Jurisdiction
(Utility)

Unmetered Customer Classification
The assessed charge has two elements:



the full unmeasured standing charge and
a variable charge based on an assessment of water consumption on the
property using the loading units for each water fitting.

If a property does not have a meter, a customer will pay:
Scotland
(Business Stream)




a fixed charge and
a variable charge on the Rateable Value of the customer’s property.

There are separate unmetered charges for water and wastewater services.
Unmeasured charge
If a property was built before 1 April 2000 and the occupier has not asked for a
meter to be fitted they will pay unmeasured charges. The charge will not reflect
how much water is used. There are two ways to calculate unmeasured
charges:
Rateable value charge a standing charge, plus a charge per pound of
rateable value for water and sewerage services
OR
Uniform Service Charge
(for properties built between 1 April 1990 and 31 March 2000) – charges are
based on the average rateable value of properties in Wales.

Wales
(Welsh Water)

Assessed charges
When it is not reasonably practicable to fit a meter, or it is unreasonably
expensive to fit a meter Welsh Water may charge on an assessed basis. The
assessed measured charge is based on the band of water charge determined
by the type of business and the assumption that 95% of the water is discharged
to the sewer.

Unmeasured charge
Unmeasured water supply charges are made up of two parts:



England
(United Utilities)

a standing charge; and
a charge per £ of the charging value of the premises.

(the charging value is the rateable value or a charging value assessed by
United Utilities (based on either a rateable value or a business rateable value
where rateable value is not appropriate), or a charge assessed by United
Utilities for charging purposes.)
Assessed charge
Where it is not practicable to fit a meter and there is no charging value or
United Utilities consider the charging value is no longer relevant, an assessed
charge for water services will be applied. The assessed charge is a fixed
charged based on what would be the appropriate meter size as determined by
United Utilities. If the customer is likely to use more than 1,000 cubic metres
per annum, United Utilities will assess a charging value (until the premises can
be metered).
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Jurisdiction
(Utility)

Unmetered Customer Classification
Unmetered tariff
Under this tariff the customer pays:
 A fixed charge and
 A volumetric charge based on rateable value and
 A fixed wastewater charge based on pipe size

England
(Thames Water)

Assessed tariff
This tariff is for customers who cannot have a water meter. Thames Water base
the charge on the industrial category of the business (SIC code) and how many
people work at the customer’s site. Using this information, Thames Water
allocates the customer’s business to one of the five bands of assessed
charges. Thames Water multiply the number of fulltime employees by an
assessed usage (m3 per year (which is different for each band)) per full time
employee.
The charge comprises a fixed charge (based on assumed usage), a fixed
wastewater charge (based on the pipe size) and a variable charge per
assessed volume.

Unmetered charge
Customers pay:
 a fixed charged (based on the service received) and
 a volumetric charge based on the relevant rateable value.
England
(Severn Trent)

Assessed charge
Where it is not feasible to fit a meter, a customer can choose to stay on
unmetered charges or choose to pay assessed volume charges. Under the
assessed charge, customers pay a charge per assessed volume m3 (as
determined by Severn Trent) for the property as well as a fixed charge (based
on service provided).

Unmeasured charge
For each unmeasured water supply and/or sewerage services, charges are
made up of two parts:

England
(Anglian Water Anglian Area)
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(i) a fixed charge for each service provided per premises; and
(ii) a variable charge per £ of the rateable value of the premises.
Assessed charge
The Assessed Measured Charges will be based on the appropriate Measured
Tariff (which would have applied if a meter had been fitted), taking account of
the likely occupancy and nature of the premises.
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Jurisdiction
(Utility)

Unmetered Customer Classification
Unmeasured charge
Customer pays:
 a fixed charge
 a variable charge based on rateable value

England
(Yorkshire Water)

Assessed charge
There are 4 separate non-domestic assessed charges, where a fixed charge
applies per annum:





“Small” – assessed volume: 145m3
“Medium” – assessed volume: 255m3
“Large” – assessed volume: 550m3
“Extra Large” – assessed volume: 1000m3

Table 20 – International Precedent – Charging Arrangements for Mixed-Use
Connections
The table below provides details on the charging arrangements for mixed-use connections, if
available, in place in a number of utilities in the UK. This table is referenced in Section 5 of this
paper.

Jurisdiction
(Utility)

Mixed-Use Connection Charging Arrangements
Metered customers:
 Domestic allowance for eligible metered water customers – “Where a
metered water customer pays business rates for their metered property, a
domestic allowance of 100m3 per 6 month billing period may be available for
each individually rated property.”

Northern
Ireland
(Northern
Ireland Water)

 Domestic allowance for eligible measured sewerage customers -“Where a
measured customer pays business rates for their metered property a domestic
allowance of 95m3 per 6 month billing period may be available for each
individually rated property.”
Unmetered customers:
“As it is not possible to offer a volumetric domestic allowance to unmeasured
customers, unmeasured water and sewerage charges will continue to be billed at
half the full charge.”

Scotland
(Business
Stream)

Metered ‘mixed use’ customers:
“If your business property also contains a domestic element on the same metered
water supply, the property as a whole will be charged for services by Business
Stream. This means that you should still pay council taxes for the domestic
property, but you should ensure that your bill does not include charges for water
and waste water services, because you’ll be billed for this directly from us”
Unmetered ‘mixed use’ customers:
“If it is a non-metered water supply you’ll be charged through your council tax for
the domestic element and receive a bill from us for the non-domestic element.”
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Jurisdiction
(Utility)
Wales
(Welsh Water)

Mixed-Use Connection Charging Arrangements
Specific tariffs for mixed-use connections not stated in Utility’s Schedule of
Charges

England
(United
Utilities)

Under Trade Effluent charges, there is an allowance for domestic sewage
discharged from a business premises. The Schedule of Charges states “Where
domestic sewage and trade effluent are discharged from your premises and the
trade effluent is not independently metered, we will assess the amount of domestic
sewage on a per capita basis of 50 litres per head per working day, or 60 litres per
head per working day, where canteen facilities are available, or by any other
agreed method, including direct measurement. Where trade premises include
living accommodation which is supplied through the mains meter, an allowance of
180 litres per head per day is made for each person normally living in such
accommodation.”

England
(Thames
Water)

Specific tariffs for mixed-use connections not stated in Utility’s Schedule of
Charges

England
(Severn Trent)

Specific tariffs for mixed-use connections not stated in Utility’s Schedule of
Charges

England
(Anglian
Water Anglian Area)

England
(Yorkshire
Water)
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Mixed Use Premises
“Mixed Use Premises are Premises used partly as a person’s home or dwelling
and partly for business purposes which receive a single supply of water, e.g. a
supply serving both a farmhouse occupied as a sole or principal dwelling and a
farm; or, a caretaker’s flat occupied as a sole or principal dwelling and a landlord’s
business.”
Charging approach:
 “If the principal use of the Premises is for business purposes, Non-Household
charges will apply as if the whole of the Premises were Non-Household
Premises”.
 “If the principal use of the Premises is as a person’s home, Household charges
will apply when fixed in respect of those Premises”
 “If neither use is predominantly the principal use, the Premises will be charged
under Household Tariffs.”
The Scheme states that where a property “…is used in part only as a house and in
part for non-domestic purposes (mixed use) and the maximum anticipated
consumption of the water used in the course of any non-domestic activity at the
hereditament is assessed by Yorkshire Water to be 30 cubic metres or less per
annum then the supply shall be treated as if to domestic premises and shall
remain to be charged on an unmeasured basis.”
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Table 21 – International Precedent – Interruptible Tariffs
The table below provides details on interruptible tariffs offered by a number of utilities in the UK.
This table is referenced in Section 5 of this paper.

Jurisdiction
(Utility)

Interruptible Tariffs

Northern Ireland
(Northern Ireland Water)

Not offered

Scotland
(Business Stream)

Not offered

Wales
(Welsh Water)

Not offered

England
(United Utilities)

Not offered

England
(Thames Water)

Not offered

England
(Severn Trent)

Not offered

England
(Anglian Water - Anglian Area)

Interruptible tariff offered under certain conditions

England
(Yorkshire Water)

Where Yorkshire Water assesses the volume of water per year which
will be supplied to the premises to be 250 thousand cubic metres or
above, a customer may request an interruptible supply through writing
to Yorkshire Water. These applications will be addressed on an
individual basis through a special agreement with Yorkshire Water.

Table 22 – International Precedent – Non-Potable Tariffs
The table below provides details on non-potable tariffs offered by a number of utilities in the UK.
This table is referenced in Section 5 of this paper.

Jurisdiction
(Utility)
Northern Ireland
(Northern Ireland
Water)

Scotland
(Business Stream)
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Non-Potable Tariffs

Not offered

Non-potable tariffs apply if the property is attached to Scottish Water’s raw
water infrastructure:
 Metered Non-potable tariffs: Fixed and variable charge
 Unmetered Non-potable tariffs: Based on the Rateable Value of the property.
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Non-potable tariffs available which comprise:
 Fixed charge
 Partial treatment volumetric charge
 Raw Water volumetric charge

Wales
(Welsh Water)

England
(United Utilities)

Non-potable tariffs (where available) comprise:
 a standing charge based on the size of the water meter plus
 a volumetric charge

England
(Thames Water)

Not offered

England
(Severn Trent)

Not offered
Non-potable tariffs apply which comprise:

England
(Anglian Water Anglian Area)

England
(Yorkshire Water)

 Fixed charge
 volumetric charge
 maximum daily demand charge (for certain tariff categories)

Not offered

Table 23 – International Precedent – Seasonal Tariffs
The table below provides details on seasonal tariffs offered by a number of utilities in the UK.
This table is referenced in Section 5 of this paper.

Jurisdiction
(Utility)
Northern Ireland
(Northern Ireland Water)
Scotland
(Business Stream)

Seasonal Tariffs
Not available

Trade Effluent tariff may have a seasonal charging element

Wales
(Welsh Water)

Not available

England
(United Utilities)

Not available
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Jurisdiction
(Utility)
England
(Thames Water)

England
(Severn Trent)

Seasonal Tariffs

Not available

Seasonal water unit rates applied to certain water tariff classes

England
(Anglian Water - Anglian Area)

Not available

England
(Yorkshire Water)

Not available

Table 24 - International Precedent – Application of Marginal Cost Pricing
The table below provides information on the use of long run marginal cost in water tariff setting
internationally, as well as domestically in Ireland, in respect of energy network tariffs. This table
is referenced in Section 5 of this paper.
The terms ‘AIC’ (Average Incremental Cost) and ‘Turvey’ in the table below refer to two methods
of incorporating a marginal cost signal into price setting.

Jurisdiction
(Regulator)

Application of marginal cost pricing in tariff setting?

Northern Ireland
(UR)

Not used

Scotland
(WICS)

Not used

England and Wales
(OFWAT)

“AIC and LRMC reviewed, neither used”. “OFWAT
“pointed to wide variety LRMC’s identified”

Australia – New South Wales
(IPART)

“AIC”

Australia – Western Australia
(ERA)

“Turvey (water), AIC (wastewater, 2009)”

151 | P a g e

An Coimisiún um Rialáil Fóntas Commission for Regulation of Utilities

Jurisdiction
(Regulator)
Australia – Queensland (Gladstone area)
(Queensland Competition Authority)
Australia – South Australia
(ESCOSA)
Australia – Victoria (Melbourne)
(Essential Services Commission)

Application of marginal cost pricing in tariff setting?
“Turvey and AIC”
“AIC of expansion of Adelaide Desalination Plant (50Gl to
10Gl)”
“Unlikely to consider AIC approach adequate signal to
marginal costs”.

Ireland – Electricity network tariffs
(CRU)

Not used

Ireland – Gas distribution network tariffs
(CRU)

Not used

Information provided for the Australian and England and Welsh jurisdictions in the table above
are referenced from a Nera Economic Consulting Report, published in 2014, “Incorporating
Marginal Costs in Water Supply Tariff Prospects for Change”90

Scottish Water – Cost Allocation Assessment
The following figure and table provides more detail on the CRU’s understanding of Stone &
Webster’s cost allocation methodology applied to Scottish Water in its Report published in
200591. The figure and table below is referenced in Section 5 of this paper.

“Incorporating Marginal Costs in Water Supply Tariffs: Prospects for Change” – Nera Economic
Consulting Report – Page 8 – 18 November 2014 http://www.nera.com/content/dam/nera/publications/2014/PUB_LRMC%20Water%20Pricing_1114.p
df
91 “Analysis of whether there are significant cross subsidies between the different customer groups
served by Scottish Water - A final report for the Scottish Executive” - Stone & Webster - February
2005 - http://www.gov.scot/Resource/Doc/36496/0014269.pdf
90

152 | P a g e

An Coimisiún um Rialáil Fóntas Commission for Regulation of Utilities

Figure 21 - Scottish Water – Cost Allocation Assessment – High Level
Overview
The CRU’s understanding of the cost drivers used and cost allocation methodology described in
this Report is summarised at a high level as follows:
Activity

Cost Type

Cost Driver
Demand: Water Delivered

Opex
Resource & Treatment

Contribution to leakage: Network Location
Capital Costs

Capacity: Contribution to peak demand
Output shares: water delivered per km mains

Opex

Network Location

Distribution
Capital Costs

Overheads

Foul Drainage

Surface Water Drainage

Standardised size of connection
Network Location

Opex & Capital costs

Wholesale cost shares

Wastewater Collection

Wastewater Volumes

Sewerage treatment

Opex & Capital costs

BOD (biological oxygen demand)
Unit cost adjustment for large works
Impenetrable land surface area

The following table further describes the above figure and provides more detail on the CRU’s
understanding of Stone & Webster’s cost allocation methodology applied to Scottish Water in its
Report.

Table 25 - “Scottish Water – Cost Allocation Assessment”
This table provides more detail on the CRU’s understanding of Stone & Webster’s cost
allocation methodology applied to Scottish Water in its Report.

Cost Category

Cost Allocation Approach
Water Supply Costs

Resource &
Treatment opex
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Allocated to customer categories on the basis of percentage shares of water
delivered, adjusted for differential contributions to network leakage based on
network location. The allocated R&T opex is then adjusted by an estimate of
relative costs across Scottish Water’s four operating areas (in reference to the
average for Scotland), weighted by a share of each customer group in each area.
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Cost Category

Cost Allocation Approach

Resource &
Treatment capex

Allocated on the basis of each customer group’s contribution to system demand in
the peak week (on the basis of the principle that capacity is targeted to
accommodate daily demand in the peak week).

Distribution
opex

Allocated based on relative output shares (defined as water delivered per length of
mains), adjusted by average network location (for example, large connections are
often located in the “upstream” part of the network, and hence incur less cost on
the network as a whole). The allocated opex was adjusted by an index for different
mains sizes.

Distribution
capex

Allocated on the basis of standardised connections (standardised connection
converts a large diameter connection to an equivalent number of standard
connections, based on the relationship between flow and pipe capacity). The
allocated costs were adjusted by network location.
Sewerage Service Costs

(Foul drainage)
Wastewater
collection

Allocated by relative shares of wastewater volumes.

(Foul drainage)
Sewerage
treatment

Allocated by relative share in biological oxygen loads, with a unit cost adjustment
to reflect the lower unit costs associated with larger treatment works.

(Foul drainage)
Sludge disposal

Allocated by relative shares in suspended solids loads.

Property &
Highway
drainage

Impenetrable surface area represents the most logical driver for a customer’s
demand for drainage service, however this is difficult to measure. To determine
cost allocations, data from land-use surveys was used to estimate a broad share
of impenetrable surface area for household and non-household customers.

Customer Service Costs
Customer
Service Costs

Allocated on the basis of Scottish Water’s ‘Activity Based Costing’ analysis of
these costs.
Overhead costs

Overhead costs
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Allocated on the basis of attributed wholesale cost shares for each customer
group.
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Table 26 - Tariff Design Information - Source Documents
The information contained within tables 11 to 24 in this Appendix is sourced from each utility’s
scheme of charges documents for the Tariff year April 2016 to March 2017. The source
documents for each utility are referenced below.

Jurisdictio
n
(Utility)

Document Name

Reference

Northern
Ireland
(Northern
Ireland
Water)

“Scheme of Charges 20162017”

https://www.niwater.com/sitefiles/resources/pdf/wat
ercharges/201617/niwater201617schemeofcharges.pdf

Scotland
(Business
Stream)

“Our Full Charging
Statement 2016/17”

https://www.business-stream.co.uk/formuploads/ChargingStatement1617_0-NEW.pdf

Wales
(Welsh
Water)

“Scheme of charges 20162017”

https://www.dwrcymru.com/_library/leaflets_publica
tions_english/scheme_of_charges.pdf

England
(United
Utilities)

“Business and Nonhousehold Charges Scheme
2016-2017”

https://www.unitedutilities.com/globalassets/docum
ents/pdf/uuw-limited-business-and-non-householdcharges-scheme-2016-2017acc16.pdf

England
(Thames
Water)

“Charges schedule for the
Supply and Wastewater
Service for 2016/17”

https://www.thameswater.co.uk/-/media/sitecontent/thames-water/help-and-advice/helpfulliterature/accord1/pdf3.pdf

England
(Severn
Trent)

“Scheme of Charges 20162017”

https://www.stwater.co.uk/content/dam/stw/about_u
s/documents/your-rights-as-a-customers/Schemeof-Charges-2016-17-Non-household_2.pdf

England
(Anglian
Water Anglian
Area)

“2016-2017 Customer
Charges Scheme”

http://www.anglianwater.co.uk/_assets/media/Custo
mer_Charges_Scheme_2016-17.pdf

England
(Yorkshire
Water)

“Charges Scheme 2016 –
2017”

https://www.yorkshirewater.com/sites/default/files/C
harges%20Scheme%202016-17.pdf
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12 Appendix 2 – Distribution of Metered
Non-Domestic Connections by Volume
and Customer Class
The following bar charts provide the distribution of water and wastewater connections (by size
(m3 volume/annum)) across each of Irish Water’s proposed metered classes (Standard Class,
Commercial Class and Industrial Class):

Figure 22 – Distribution by Volume - Standard Customer Class (< 1,000m3
/annum)
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Figure 23 – Distribution by Volume - Commercial Customer Class (between
1,000m3/annum and 19,999 m3/annum)

Figure 24 – Distribution by Volume - Industrial Customer Class (Equal to or
greater than 20,000 m3/annum)
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13 Appendix 3 - Summary List of
Consultation Questions
This Appendix provides a summary of the consultation questions set out in this paper and
corresponding Section reference.

5.2 Design Element One - Geographic Basis for Charging
CRU Questions
Q1.

Do you agree with Irish Water’s proposals to set tariffs on a national geographic
basis? Please state your reasons why.

Q2.

Do you agree with Irish Water’s assessment of the alternative approaches to setting
tariffs on a regional basis?

Q3.

Do you agree with Irish Water’s appraisal of each option of setting tariffs against the 6
tariff principles?

Q4.

Are there other methods of setting tariffs geographically that are not considered in
Irish Water’s submission documents? Please state them and why they should be
considered.

5.3 Design Element Two - Customer Classification
5.3.1 Irish Water’s Considerations for Metered Water and Wastewater NonDomestic Customer Classification Method

CRU Questions
Q5.

Do you agree with Irish Water’s proposals to classify customers for water supply
charges based upon annual consumption? Please state your reasons why.

Q6.

Do you agree with Irish Water’s assessment of the alternative approaches to
classifying metered water non-domestic customers?

Q7.

Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?

Q8.

Are there other methods of categorising non-domestic metered water customers that
are not considered in Irish Water’s submission documents? Please state them and
why they should be considered.
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5.3.2 Irish Water’s Considerations for Metered Water and Wastewater Customer
Classes
CRU Questions
Q9.

Is Irish Water’s proposal to introduce three separate water tariff classes appropriate?
Are Irish Water’s proposed annual volume thresholds appropriate? Please state your
reasons why.

Q10. Is Irish Water’s proposal to introduce three separate wastewater tariff classes
appropriate? Are Irish Water’s proposed annual volume thresholds appropriate?
Please state your reasons why.
Q11. Do you agree with Irish Water’s assessment of the alternative approaches to setting
tariff classes non-domestic customers?
Q12. Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?
Q13. Are there alternative volume thresholds to delineate between water and wastewater
tariff classes that should be considered? Please state your reasons why.

5.3 Design Element Three - Tariff Structures
5.4.1 Irish Water’s Considerations for its Basis for Water and Wastewater
Charging

CRU Questions
Q14. Do you agree with Irish Water’s proposals to apply tariffs at a connection level?
Please state your reasons why.
Q15. Do you agree with Irish Water’s assessment of other methods of calculating and
applying charges to customers (i.e., site level or account level)?
Q16. Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?
Q17. Are there other methods of calculating and applying charges to customers that are not
considered in Irish Water’s submission documents? Please state them and why they
should be considered.
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5.4.2 Irish Water’s Considerations for the Application of Tariffs on a Single or
Combined Service Basis
CRU Questions
Q18. Do you agree with Irish Water’s proposals to apply tariffs on a per service basis?
Please state your reasons why.
Q19. Do you agree with Irish Water’s assessment of the other approach to charging?
Q20. Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?
Q21. Are there other approaches to calculating and applying tariffs that are not considered
in Irish Water’s submission documents? Please state them and why they should be
considered.

5.4.3 Irish Water’s Considerations for the Structure of Charges for its
Metered Charges

CRU Questions
Q22. Do you agree with Irish Water’s proposals to apply a two-part tariff? Please state your
reasons why.
Q23. Do you agree with Irish Water’s assessment of other approaches to structuring tariffs?
Q24. Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?
Q25. Are there other methods of designing tariff structures that are not considered in Irish
Water’s submission documents? Please state them and why they should be
considered.
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5.4.4 Irish Water’s Considerations for the Design of its Volumetric Charge
Component

CRU Questions
Q26. Do you agree with Irish Water’s proposal to set a uniform rate volumetric rate
structure differentiated by customer class?
Q27. Do you agree with Irish Water’s assessment of other approaches to designing the
volumetric charge?
Q28. Do you agree with Irish Water’s appraisal of each option against the 6 tariff
principles?
Q29. Are there other methods to designing the volumetric charge that are not considered in
Irish Water’s submission documents? Please state them and why they should be
considered.

5.4.5 Irish Water’s Considerations for the Structure of its Unmetered Charges

CRU Questions
Q30. Do you agree with Irish Water’s proposals regarding the structure of unmetered
tariffs? Please state your reasons why.
Q31. Do you agree with Irish Water’s assessment of other approaches to structuring
unmetered tariffs?
Q32. Do you agree with Irish Water’s appraisal of each option against the 6 tariff
principles?
Q33. Are there other methods of designing unmetered tariffs that are not considered in
Irish Water’s submission documents? Please state them and why they should be
considered.
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5.4.6 Irish Water’s Considerations for its Structure of Charges for metered
Mixed-Use Customers

CRU Questions
Q34. Do you agree with Irish Water’s proposals to charge the non-domestic portion of
mixed-use connections? Please state your reasons why.
Q35. Are there other methods of charging for the non-domestic portion of mixed-use
premises that are not considered in Irish Water’s submission documents? Please
state them and why they should be considered.

5.4.7 Differentiated Tariff Arrangements

CRU Questions
Q36. Should Irish Water consider offering interruptible tariffs within the Framework or at a
future point in time? Please state your reasons why.

CRU Questions
Q37. Should Irish Water consider offering non-potable tariffs within the Framework or at a
future point in time? Please state your reasons why.

CRU Questions
Q38. Should Irish Water consider offering seasonally differentiated tariffs within the
Framework or at a future point in time? Please state your reasons why.
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5.4 Design Element Four - Cost Allocation
5.5.1 Irish Water’s Considerations for its Cost Allocation Methodology

CRU Questions
Q39. Do you agree with Irish Water’s proposals to use a Fully Allocated Cost Approach to
setting tariffs? Please state your reasons why.
Q40. Do you agree with Irish Water’s assessment of the alternative methods to allocate
costs?
Q41. Do you agree with Irish Water’s appraisal of each option against the 6 tariff principles?
Q42. Are there other methods of allocating costs that are not considered in Irish Water’s
submission documents? Please state them and why they should be considered.

5.5.2 Irish Water’s Considerations for Disaggregating Costs and Determining
‘Cost Drivers’

CRU Questions
Q43. Do you agree with Irish Water’s assessment of the best practice approaches to the
selection of cost drivers for each cost category?
Q44. Do you agree with Irish Water’s proposals regarding its selection of cost drivers?
Please state your reasons why.
Q45. Do you agree with Irish Water’s proposed use of cost driver for each cost category
(opex and capex categories)?
Q46. Are there other methods of cost allocation that are not considered in Irish Water’s
submission documents? Please describe them and why they should be considered.
Q47. Do you agree with Irish Water’s proposed adjustments to its cost allocation drivers?
Q48. Do you agree with the proposal to update Irish Water’s Cost Allocation approach once
more information is available?
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5.5.3 Irish Water’s Proposals for using the Allowed Revenue cost structure
‘breakdown’ to allocate opex and capex costs to customer classes
CRU Questions
Q49. Do you agree with Irish Water’s proposal to use the current allowed revenue
component breakdown for the period 2017 and 2018 within the cost allocation
methodology to set the new non-domestic tariffs? Please state your reasons why.
Q50. Are there alternative methods in respect of reflecting Irish Water’s cost component
breakdown that should be used in the cost allocation methodology that would be more
appropriate? Please explain why.

5.5.4 Irish Water’s Output - Allocation of Costs to the Domestic and NonDomestic Sectors
CRU Questions
Q51. Do you agree with Irish Water’s proposed allocations of costs to be recovered from
the standing charge and volumetric charge for each proposed non-domestic customer
class? Please state your reasons why.
Q52. Are there any changes you would make to Irish Water’s proposed rules for recovering
costs from the standing charge and volumetric charge elements of the non-domestic
customer classes?
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8.2 Irish Water’s Transitional Arrangements Proposals
8.2.2 Transition Approaches & Offering a Cap on Annual Bill Increases

CRU Questions
Q53. Do you agree with Irish Water’s proposal to apply a combination of transition
approach 1 and approach 5? Please state your reasons why.
Q54. Do you agree with Irish Water’s proposed monetary threshold of €250 to determine
whether a customer qualifies for a transition tariff? Please state your reasons why.
Q55. Is there an alternative annual threshold level or method that would be more
appropriate? Should the threshold make reference to an annual bill percentage
increase? Should the threshold be a combination of both?
Q56. Is there an alternative approach to Irish Water’s proposed transition method that
should be considered that would better achieve the 6 tariff principles? If so, please
explain how.
Q57. Do you agree with Irish Water’s proposal to offer non-domestic customers who qualify
for a transition the option of availing of a 10% cap on the maximum annual bill
increase a customer would face during each year of the transition period? Is this
threshold level appropriate? Please state your reasons why.
Q58. Should Irish Water instead apply this cap automatically to customers’ bills, and
provide customers with the option of ‘opting out’ of receiving the cap?

8.2.3 Transition Period
CRU Questions
Q59. Do you agree with Irish Water’s proposed 3 year transition period? Please state your
reason why.
Q60. Are there alternative transition periods that should be considered that would better
achieve the tariff principles? Please state your reasons why.
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8.2.4 Method of Transitioning Customers – Calculating Transition Tariffs
CRU Questions
Q61. Do you agree with Irish Water’s proposed approach to setting annual transition tariffs
by calculating an individual monetary increase (Option 2B) for each qualifying
customer? Please state your reason why.
Q62. Are there alternative methods to calculating the transition tariffs that would better
achieve the tariff principles?
Q63. Should both bill increases and bill decreases be transitioned over time, or should
customers see bill decreases immediately?

8.2.5 Grace year
CRU Questions
Q64. Should Irish Water offer a grace period? If so, when should it start? How long should
it last? Is 12 months too long or too short? Please state your reasons why.
Q65. Should a grace period apply to all non-domestic customers, that is, customers facing
bill increases as well as bill decreases?

8.2.6 Review of enduring non-domestic tariff levels

CRU Questions
Q66. Do you agree with Irish Water’s proposal to set the enduring tariff levels each year of
the transition period to reflect estimates of inflation and customer number growth
rates, resulting in slightly different tariff levels for each of the transition? Please state
your reasons why. Should there be an alternative approach taken to setting the tariff
levels over this period?
Q67. Do you agree with Irish Water’s proposal to not adjust the enduring tariff levels to
reflect the CRU allowed revenue decision for the period 2020 to 2024, except in the
case where “…inflationary pressures (above projected inflation) in future result in the
likelihood of significant differences emerging.”? Please state your reasons why
Q68. Do you agree with a possible alternative approach to adjusting the tariff levels
discussed by the CRU? Please state your reasons why.
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9.2 Indicative impacts of Irish Water’s proposals to
customers’ bills over the transition period

CRU Questions
Q69. Is Irish Water’s presentation of indicative bill impacts clear to customers?
Q70. What measures should Irish Water take to better demonstrate the indicative bill change
for customers in the next paper (i.e., the proposed decision on the Tariff Framework
and non-domestic tariff rates)?

9.3 Communicating tariff changes to customers
CRU Questions
Q71. Would customers benefit from further information or presented in a different way?
Q72. How can Irish Water’s communication with customers be enhanced to help understand
the changes to their bills?

9.4 Measures to mitigate increases to customers’ bills
CRU Question
Q73. What measures should be taken by Irish Water to help customers mitigate bill
increases?
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