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CRU Mission Statement
The CRU’s mission is to protect the public interest in Water, Energy and Energy Safety.
The CRU is guided by four strategic priorities that sit alongside the core activities we undertake to
deliver on the public interest. These are:

•

Deliver sustainable low-carbon solutions with well-regulated markets and networks

•

Ensure compliance and accountability through best regulatory practice

•

Develop effective communications to support customers and the regulatory process

•

Foster and maintain a high-performance culture and organisation to achieve our vision

Executive Summary
The Commission for Regulation of Utilities (CRU) is the independent economic regulator of Irish
Water, the provider of public water and wastewater services.
The Water Services (No. 2) Act 2013 (“the Act”) sets out the functions and powers of the CRU as
the economic regulator of Irish Water. The Act states that the CRU is responsible for setting the
total level of revenue that Irish Water can receive, (through Government subvention and from
customers), to cover its efficiently incurred costs. It does this by performing revenue controls. The
revenue control process involves reviewing Irish Water’s submissions, engaging with the utility,
benchmarking its proposed costs against comparator companies, completing a public consultation
process, and thereafter setting appropriate revenue allowances for operating costs, capital costs
and other items. This decision relates to the capital expenditure associated with Irish Water’s third
revenue control period (RC3) only, which will be for the five-year period 2020-2024. The level of
Irish Water’s operating expenditure was decided by the CRU in its RC3 Decision in December
(CRU/19/148) and remains unchanged.

Context and Background to this Review
Before the current RC3 revenue control could take place, the Minister was required to publish a
Water Services Policy Statement1 (WSPS), which sets out the Government’s expectations for the
delivery and development of water and wastewater services in the years ahead. Following this,
Irish Water developed its Strategic Funding Plan (SFP) for the 2019-2024 period, which sets out
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the arrangements it proposes to deliver on the objectives of the WSPS, and the expected level of
capital and operating costs to be incurred by Irish Water.
The Exchequer funding allocations set out in the SFP reflect the upper ceiling that would be
provided by the Exchequer2 to fund Irish Water operations and investments, with final funding
allocations being confirmed based on the outcome of this RC3 process for 2020-2024.
The overall objective of the CRU’s revenue control process is to support the continued
transformation of the water sector in Ireland, to facilitate the transition to a single public utility as
well as ensuring that Irish Water is in a position to deliver on its environmental compliance
obligations. The output of a revenue control is a regulatory contract that defines the obligations on
the utility regarding what it should deliver in terms of outcomes to customers/users/broader
stakeholders, and the efficient level of capital and operating expenditure to deliver those
outcomes.
In determining the regulatory contract for RC3, the CRU’s objective is to assess that Irish Water is
setting the right priorities and delivering value for money. The CRU did this by reviewing Irish
Water’s submissions regarding the level of outcomes and outputs that it proposed to deliver and
considered how Irish Water can be challenged to deliver continued reductions in cost to customers
without reducing the quality of its services.
Irish Water originally submitted its Capital Investment Plan (CIP) to the CRU in November 2018 as
part of its business plans. Irish Water then made a revised submission in October 2019 in
response to the CRU’s RC3 consultation. The revised CIP included a reduction in planned outputs
and outcomes, as well as updated investment priorities and costs. Irish Water did not provide
sufficient information on the increase in the estimated costs for all the planned projects and
programmes, or the reasons for the reduced outcomes and outputs. Irish Water’s submission only
provided individual cost estimates for the ‘Top 100’ projects and programmes. For this reason, a
portion of Irish Water’s network capital expenditure, amounting to €788m, was not approved at the
time of the CRU’s RC3 Decision in December 2019 (CRU/19/148). These costs related to the
increase in cost estimates where ‘like for like’ projects were identified, and also new projects that
were included in the capital investment plan. However, the decision also provided Irish Water an
opportunity to make a further submission in 2020 if it wished to seek further capital funding. The
process for this was set out in detail in the CRU December 2019 Decision (CRU/19/148).

Irish Water’s Additional Funding Request
In April 2020 Irish Water made a request to the CRU for additional capital expenditure, as provided
for by the CRU’s December 2019 Decision (CRU/19/148). Irish Water’s request provides
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information on the outputs and outcomes that the utility plans to deliver over the next five years
and details the forecast capital costs of delivering those outputs and outcomes.
Irish Water’s capital expenditure request is for €4,831m over the RC3 period, prior to the efficiency
challenge set by the CRU in its RC3 Decision in December 20193. For this RC3 2020 decision
(update to Irish Water’s RC3 capital expenditure), the CRU reviewed Irish Water’s capital
expenditure request in its entirety, not just the costs previously disallowed in the RC3 December
2019 decision. This was necessary to ensure that Irish Water CIP was delivering on the right
priorities.
The costs outlined in Irish Water’s April 2020 submission are identical to those in the revised
capital investment plan submitted to the CRU in October 2019 in response to the consultation,
which the CRU used to make its RC3 decision (data freeze of July 2019). However, the CRU
asked Irish Water to provide updated information on the outputs and outcomes achieved up until
the end of 2019. Some of the outputs and outcomes, therefore, are marginally different (mostly
increased) to those the CRU determined in its RC3 decision as the ‘minimum level’ Irish Water is
to deliver of over the RC3 period.
Table i below shows the original and revised Capital Expenditure submissions made by Irish
Water.
Changes in Irish Water’s Capital Expenditure (by Category)
Category

Total Expenditure
(April 2020)
€m

Total Expenditure
(November 2018)
€m

Change
€m

Capital maintenance

220

250

-30

National programme

1336

1467

-131

Other projects

2400

2269

131

Regional programme

172

0

172

Major projects

704

846

-142

Total

4,831

4832

-1

Total (excl. Major
Projects)

4,128

3,986

142

Table i Changes in Irish Water’s Capital Expenditure (by Category)

Projects / Programmes
For this review, the CRU examined the reasonableness of the costs outlined Irish Water’s revised
CIP (April 2020), and Irish Water’s explanations for the changes in cost from its original CIP to that
in its April 2020 CIP. The CRU’s analysis shows that Irish Water is planning work on a narrower
portfolio of projects overall. The most significant change the CRU observed was that Irish Water
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has increased the cost for 270 RC3 projects by €917m4 over the RC3 period. This is principally
related to changes in tender inflation and scope definition, as well as scope increase.5
In line with the CRU’s RC3 Decision in December 2019 (CRU/19/148) the Water Supply Project
for the East and Midlands Region and Greater Dublin Drainage Project are classified as major
projects, and monitored separately by the CRU. The expected expenditure over RC3 for these
projects has declined to €704m, a reduction of €142m. Most of the change is driven by reduced
spend planned on the WSP of almost €100m during RC3. This reduction is because of delays in
progressing the project, rather than a change in the cost of the project itself.
The number of national programmes Irish Water plans to deliver over RC3 period has reduced.
The CRU observed that the reduction in national programmes is mainly due to Irish Water either
postponing programmes beyond the RC3 period or merging several programmes.
The CRU also observed that Irish Water is now planning to spend €220m on its designated capital
maintenance programme. This is €-30m less that it planned in its original CIP (November 2018).
However, the CRU considers that the spend on capital maintenance overall, is adequate at this
point in time. The CRU would be concerned if further reductions in spend on this category were
observed in future revenue control periods.

CRU Allowance Decision
CRU Expenditure Allowance
The CRU has decided to allow Irish Water capital expenditure of €4,523.1m for the 2020 – 2024
RC3 period.
In making its decision on the overall RC3 capital expenditure allowance for Irish Water, the CRU
examined the efficiency of Irish Water’s proposed spending on projects and programmes. In its
RC3 decision in December 2019 (CRU/19/148) the CRU decided that Irish Water would be
subject to an efficiency challenge of a 3% reduction year on year, on all non-committed network
capital expenditure (i.e. not subject to contract). For this review (RC3 2020) the CRU required
Irish Water to apply this efficiency challenge to its capital investment plan submission. Evidence
from the CRU’s review shows that Irish Water provided earlier than expected commitment dates to
some of its projects. This results in Irish Water assuming a lower efficiency challenge than that
posed by the CRU. The CRU considers that Irish Water’s commitment dates should be 12 months
later than stated by Irish Water. Making this adjustment to the schedule of commitments to all

4

Excluding the nine new projects
The cost increase for seven of the retained projects is related to schedule, i.e. where Irish Water has
transferred project expenses from the IRC2 period to RC3.
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projects (save for the two major projects GDD/WSP) results in an efficiency challenge of €285.2m.
The level of Irish Water’s allowed capital expenditure also reflects an adjustment relating to Irish
Water’s application of ‘gate risk’ factors to its base cost estimates. These ‘gate risk’ factors are
aimed at capturing uncertainty around base cost estimates and are applied according to the
specific stage of the project. Irish Water’s submission allowed for a gate risk adjustment P-60,
which draws on industry data. This implies a 60% probability that the outturn cost of a project
will be less than the allowance (or estimate at the outset). The CRU’s considers that a more
reasonable funding base would be at a P-50 value which implies equal likelihood of under or
over-estimation of project costs. By using P-50 values, Irish Water’s capital expenditure is
reduced by €-107.7.
Irish Water Request & CRU Allowance €M
2020

2021

2022

2023

2024

Total

Irish Water RC3 Expenditure Request

782

882.5

1,085.1

1,118.7

963

4,831.4

Gate risk adjustment

-7.9

-12.3

-25.8

-32

-29.6

-107.7

Efficiency adjustment

-20.2

-36.5

-66.6

-79.1

-82.9

-285.2

Expenditure allowance

753.9

833.7

992.7

1,007.6

850.5

4,438.5

Adjustment for Non Gate 3 projects

6.1

10.6

22.2

25.5

20.3

84.6

Overall capital expenditure
allowance

760

844.3

1,014.9

1,033.1

870.8

4,523.1

Table ii Irish Water Request & CRU Allowance

Revenue Allowance
The CRU also determined Irish Water’s revenue allowance i.e. the level of funding Irish Water can
collect from its customers through charges. Now that the enduring funding model has been
introduced by the Water Services Act 2017, for RC3, Irish Water’s revenue will be recovered
through a mixture of Government subvention and customer charges including e.g. non-domestic
customer charges and charges for new connections. The revenue amount includes allowances for
operating costs (as decided on in CRU’s RC3 Decision CRU19148), depreciation and return on
capital costs, and an adjustment for revenue relating to the previous revenue control periods
(called the k-factor).
Irish Water’s revenue allowance is calculated as follows:

Operating Costs

+

Depreciation on
Assets

+

Return on
Capital
Investment

+

k-factor

=

Revenue
Allowance

The revenue allowance is €5,275.7m (2017, real prices). For more information on this, please see
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the CRU’s revenue model published alongside this decision.

Outcomes, Outputs & CRU Monitoring of Spend
For the revenue allowances set out above, Irish Water will deliver a mixture of projects and
programmes, which in turn deliver various outputs and outcomes. Outcomes are the high-level
objectives that matter most to consumers of water and wastewater services, namely:

•

High quality customer service and customer satisfaction;

•

Providing a high quality of service for water supply, including security of supply;

•

A reliable service to remove and treat wastewater:

•

Efficient delivery of services, i.e. value for money;

•

Achieve compliance with public health and environmental standards; and

•

Environmental performance (for example, a good quality water environment).

As set out above, Irish Water updated what it planned to deliver during the RC3 period.
Following examination of Irish Water’s revised submission (April 2020), the CRU now plans to
hold Irish Water to account on the following set of deliverables during the RC3 period.

vi
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Irish Water’s Outputs & Outcomes - RC3
Unit

Outputs
Number of new Treatment Plants (water and wastewater)
Number of Existing Treatment Plants Upgraded
Water Treatment Plant Capacity (Total ML/day) (i.e. total capacity from
new/existing plants which have added capacity during RC3)
Wastewater Treatment Plant Capacity (Total Population equivalent)
Number of Reservoirs Upgraded
New Watermains (km)
Rehabilitated or lined mains (km)
Meters installed
New Sewers (km)
Rehabilitated Sewer (km)

No.
No.

29
89

ML/day

625

PE
No.
km
km
No.
km
km

3,070,158
132
496
511
50,815
241
342

Unit

Outcomes
No.
No.
No.

5
27
48

No.

563,093

Number of Lead Services replaced

No.
No.

133,465
13,231

Leakage Reduction (ML/day)

ML/day

Population on a boil water notice for more than 200 days
Number of Water Treatment Plants with Ortho-phosphate Dosing
Number of Water Supplies removed from the EPA's RAL
Reduction in the number of properties with risk of Microbiological Non
Compliance
Reduction in the Number of properties with risk of THM Non Compliance

Additional Water Supply Capacity (ML/day) (i.e. additional capacity added during
ML/day
RC3)

176
46

No.

75

PE

314,656

Number of Wastewater Treatment Plants overloaded serving < 2000 population

No.
No.

1
1

Number of Agglomerations in the ECJ Urban Waste Water Treatment Directives

No.

13

Additional Wastewater Treatment Capacity (Population Equivalent)
Number of Wastewater Treatment Plants compliant - EPA discharge increase
ELVs

PE

770,751

No.

8

Number of agglomerations removed from EPA's Priority Urban Area Action List
Wastewater treatment works compliant with Urban Waste Water Treatment
Directive (Population Equivalent)
Number of Wastewater Treatment Plants overloaded serving >2000 population

Table iii Irish Water's Outputs and Outcomes RC3

Further information on outcomes and outputs is include in Section 4 below.
Irish Water is also required to report to the CRU during the RC3 period regarding its progress
towards delivery on the outputs and outcomes. The CRU will monitor Irish Water’s expenditure
and delivery of outputs and outcomes through its Capital Expenditure Monitoring Programme and
the CRU Performance Assessment Framework. The CRU also monitors Irish Water in other ways,
for example through the First Fix Programme and compliance with the obligations in Irish Water’s
Customer Handbooks.
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External Review on Irish Water’s Processes
Given the magnitude of the changes to Irish Water’s CIP, the CRU considered that significant
reform would be needed to Irish Water’s planning processes, particularly at the early stages.
Irish Water also identified problems with its internal processes, which led to the revised
submission. In its decision in December 2019 (CRU/19/148), the CRU therefore decided that, in
order to seek additional funding, Irish Water would be required to carry out an external review.
The purpose of this external review was to provide the CRU with the confidence that Irish
Water’s capital planning process is fit for purpose, and that updated CIP is reasonable, in terms
of costs and deliverables, over the five-year regulatory period.
Irish Water engaged Scottish Water International (a subsidiary of Scottish Water) to undertake the
review required by the CRU. SWI approached its review by carrying out an initial, high-level
analysis of Irish Water’s processes, systems, people and capability, in identifying investment
needs and delivering capital projects. The high-level review identified 12 key themes where further
analysis was required. SWI then carried out a deep dive analysis of each of the key themes
identified and proposed recommendations for Irish Water to consider. The Scottish Water
International report is published alongside this decision paper6.
The CRU has considered SWI’s review, findings and recommendations. The CRU welcomed
this report and has decided that Irish Water will be required to implement the recommendations
in the SWI report. This will ensure that Irish Water will improve its processes and procedures in
the short to medium term. The overarching aim of the CRU’s decision is to ensure Irish Water is
on a trajectory to providing the CRU with capital investment planning information, which is stable
and reliable, before the next revenue control period. In the meantime, the CRU would also
expect to see improvements in the reliability and stability of the information provided to the CRU,
in a number of areas where the CRU monitors Irish Water’s performance and delivery for
customers (e.g. the CRU’s Performance Assessment Framework, the CRU’s capex monitoring
work, and the CRU’s Annual Return, discussed further below).
Irish Water is required to implement the recommendations as follows:

•

Irish Water is to implement a formalised change management process for any changes
in the projects and programmes included in the CIP. The CRU requires that Irish Water
develop and submit a proposal for this process to the CRU for review and approval. Irish
Water’s change control process must facilitate CRU carrying out, at a minimum, an
annual review of changes to the CIP. The request for changes to the CIP must be

6

Scottish Water International Report – Irish Water Investment & Delivery Review CRU/200085b
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provided by Irish Water to the CRU in a timeline that acknowledges consideration to the
timing of the Government budgetary process, and the WSPS themes.

•

Irish Water to provide an implementation plan for all recommendations by the end of
2020.

•

Irish Water to implement all recommendations by the end of 2022 (on time for
development of the next Capital Investment Plan, before the next revenue control). This
requirement will be crucial towards preventing a re-occurrence of events leading to the
conclusion of the RC3 decision in December 2019, with changing plans and costs.
Further, the instability of Irish Water’s plans causes issues for the CRU’s monitoring of
Irish Water’s activities, in ensuring value for money is being achieved by the utility. The
CRU requires Irish Water to provide progress reports and updates to the CRU once
every 6 months, and when directed by the CRU.

The CRU also is cognisant that Irish Water has received additional funding through the
Government’s July 2020 stimulus package. The CRU has decided that Irish Water is required to
provide the CRU with a submission relating to its planned deliverables for this funding.

Next Steps
The CRU will notify DHPLG of its decision regarding allowed revenue for Irish Water for the RC3
period. This will inform the DHPLG for its budgetary process.
Irish Water is required to implement the SWI report recommendations as detailed in this decision
paper.
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Public/ Customer Impact Statement
The water and wastewater sector are vital public services, which serve a wide range of domestic
and commercial customers, as well as benefiting broader environmental needs. It is customers’
needs and behaviour that drives demand for clean water, which has an impact on the amount of
water taken from the environment, treated and transported to their taps. And it is customers’ needs
and behaviour that drives demand for how much wastewater is taken away, treated and returned
to the environment. It is Irish Water who determine how this is achieved.
Our vision for the sector is one in which customers and wider society in Ireland have trust and
confidence in vital public water and wastewater services. For this to be realised, we need Irish
Water to focus on delivering the high-level objectives that matter to customers today, future
customers and the environment.
The CRU has a legal duty to protect consumers’ interests while ensuring that an efficient Irish
Water can carry out and finance its functions. One of the ways we deliver on this duty is to review
Irish Water’s business plans and set revenue limits (i.e. a revenue control) based on Irish Water
investments and services that customers receive from Irish Water.
In December 2019, the CRU published its decision, following consultation, on Irish Water’s
revenue control (RC3) for the period 2020 to 2024. This covered the expected levels of outputs
and outcomes that Irish Water must achieve over the five years and the operating and capital
costs of Irish Water necessary to achieve those outputs and outcomes. In that decision, the CRU
cut Irish Water’s capital expenditure allowance by €788m as Irish Water had not provided enough
information to the CRU to review the capital expenditure plans appropriately.
For the RC3 Decision in December 2019, the CRU examined the business plans and revenue
limits for the five-year period 2020 to 2024 for capital and operating expenditure. This review (RC3
2020) relates only to the capital expenditure portion of that decision.
The RC3 2020 review also looks at the outcomes that we expect Irish Water to deliver over the
five years. Tied to these outcomes are an extensive and detailed set of outputs, covering projects
and programmes across water and wastewater. The CRU will hold Irish Water accountable for
delivering these outputs and outcomes. The revenue control also assesses the assumptions about
the capital expenditure needed to achieve those outputs and outcomes.
There is a hierarchical relationship between inputs, outputs and outcomes, that determines the
CRU’s decision making.

•

Outcomes are the things that customers and society value, e.g., clean drinking water.

•

Outputs are specific things that the companies deliver to (help to) achieve those
outcomes, e.g., water treatment plants.

•

x

Inputs are the resources the companies need to deliver those outputs.
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All the inputs that a company needs should be traceable, through the outputs they will deliver, to
outcomes that customers and society value.
The diagram below illustrates this hierarchy.

Figure i Snapshot of the Regulatory Contract

The CRU, in its role as economic regulator for the water sector, is focused on incentivising Irish
Water to deliver efficiently the outcomes that customers and society value. The CRU concerns
itself with inputs or outputs to the extent that they are necessary to incentivise Irish Water to
efficiently deliver outcomes. Our overall approach to this revenue control is to ensure that Irish
Water set stretching commitments for all aspects of customer service for the 2020-2024 period.
The purpose of this revenue control, therefore, is to establish a combination of the outcomes and
outputs that Irish Water is committing to deliver through its business plan, and the efficient level of
capital (and operating) costs that the CRU deems to be sufficient to deliver on those obligations.
In this review the CRU has determined that Irish Water’s capital expenditure allowance for the
RC3 period is €4,523m, representing a reduction of €308m from Irish Water’s requested capital
expenditure.
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Glossary of Terms and Abbreviations

Abbreviation or Term

Definition or Meaning

Capex

Capital Expenditure

CIP

Capital Investment Plan

CRU

Commission for Regulation of Utilities
(previously CER)

DHPLG

Department of Housing, Planning and Local
Government

EPA

Environmental Protection Agency

GNI

Gas Networks Ireland

HICP

Harmonised Index of Consumer Prices

HSQE

Health & Safety, Quality and the
Environment

IRC1

Interim Revenue Control 1 (Q4 2014-2016)

IRC2

Interim Revenue Control 2 (2017-2018 and
subsequently extended to include 2019)

IW

Irish Water

K-factor

A revenue adjustment relating to a previous
period.

NIW

Northern Ireland Water

NNC

Non-network Capital Expenditure

Nominal prices

Nominal prices are not adjusted for inflation,
and so reflect the value in the year the cost
item relates to.

Opex

Operational Expenditure

PBT

Plan Balancing Tool

PMO

Project Management Office

Present value

The value at the present point in time of a
sum of money, in contrast to some future
value it will have when it has been invested
at compound interest and consideration has
been given to inflation.

RAB

Regulated Asset Base

Real prices

Real prices are prices that have been
adjusted for inflation. This removes the
effect of inflation from year to year allowing
monies to be compared in same-year terms.
For example, for this paper when prices are
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quoted in ‘2015 monies’, this means that
inflation has been removed from figures
referring to later years.
SCADA

Supervisory Control and Data Acquisition

SFP

Strategic Funding Plan 2019-2024

WACC

Weighted Average Cost of Capital

WCP

Water Charges Plan

WFD

Water Framework Directive

WICS

Water Industry Commission for Scotland

WIOF

Water Industry Operating Framework

WSIP

Water Services Investment Plan

WSPS

Water Services Policy Statement 2018-2025

WSSP

Water Services Strategic Plan

WTP

Water Treatment Plant

WWTP

Wastewater Treatment Plant
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Introduction
1.1 Commission for Regulation of Utilities
The Commission for Regulation of Utilities (CRU) is Ireland’s independent energy and water
services regulator. Established in 1999, the CRU has a wide range of economic, customer
protection and safety responsibilities in energy.
The CRU is the regulator of Irish Water as the national utility for the provision of public water and
wastewater services. The CRU’s role is to protect the interests of water and wastewater
customers, ensure the delivery of water services in a safe, secure and sustainable manner and
ensure that Irish Water operates in an economic and efficient manner.
Further information on the CRU’s role and relevant legislation is available on the CRU’s website
at www.cru.ie.

1.2 Background
The CRU is responsible for setting the outputs and outcomes that Irish Water is required to
deliver, and the level of revenue that Irish Water can receive through Government subvention,
and various charges (new connections, non-domestic tariffs, etc.), to cover its efficiently incurred
costs to deliver those outputs and outcomes. The CRU does this by reviewing Irish Water’s
submissions, engaging with the utility, assessing its delivery commitments, benchmarking its
proposed costs against comparator companies, completing a public consultation process, and
setting appropriate revenue allowances for operating costs, capital costs and other items. This
process is known as a revenue control.
On the 31st July 2019, the CRU published a consultation detailing its proposals for allowances for
Irish Water over the RC3 period. The consultation was open to comments from the public for a
period of 6 weeks, closing on the 11th September 2019.
On 5th December 2019, the CRU published its decision on Irish Water’s revenue allowances for
the RC3 period. In reaching this decision the CRU considered all responses received to the
consultation.
This is the third revenue control which the CRU has undertaken in respect of Irish Water. The
first revenue control was for the period October 2014-December 2016 and was known as Interim
Revenue Control 1 (IRC1), the second revenue control was for the period January 2017December 2018 and was subsequently extended to include 2019 and was known as Interim
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Revenue Control 2 (IRC2). As set out in the CRU’s Discussion Paper (CRU/18/240), the CRU is
of the view that a five year revenue control is now appropriate and therefore Revenue Control 3
(RC3) will be for the period 1 January 2020 – 31 December 2024.
This decision paper is concerned only with Irish Water’s capital expenditure allowance for the
RC3 period, and the commitments from Irish Water regarding outputs and outcomes that they will
deliver. The CRU’s December 2019 decision details all other decisions relating to the RC3
revenue control (CRU/19/148).

1.3 Legislative Basis
Under Sections 39 to 43 of the Water Services (No. 2) Act 2013 (“the Act”), the CRU is tasked
with the role of economic regulation of Irish Water. Those sections of the Act set out the functions
and powers of the CRU as the economic regulator of Irish Water. The CRU’s role includes to
protect the interests of water customers, ensure public water services are delivered in a safe,
secure and sustainable manner and that Irish Water operates in an economic and efficient
manner.
Section 22 of the Act provides information on the approval of a Water Charges Plan (WCP) for
the delivery of water and wastewater services, following submission of the WCP from Irish Water
to the CRU. That section outlines that, in doing so, the CRU would have regard to the costs likely
to be incurred by Irish Water in the performance of its functions. This decision paper is part of the
process to set an appropriate level of costs, which feeds through into the approved Water
Charges Plan (WCP) for the 2020-2024 period.
Further legislation was introduced in 2017 through the Water Services Act 2017. This Act
amended previous legislation and required Irish Water to submit a Strategic Funding Plan to the
Minister for Housing, Planning and Local Government for approval. The first Strategic Funding
Plan was approved on the 7 November 2018 by the Minister and reflects the upper ceiling of
funding available to Irish Water. The actual funding is subject to the outcome of this revenue
control process. Revenue Control 3 is the first revenue control under the new funding model
which was introduced by the Water Services Act 2017.
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1.4 Related Documents
Documents related to this decision are listed below:

•

CRU Decision Paper Irish Water Revenue Control 3 – CRU19/148 – 18th December 2019

•

CRU Consultation Paper Irish Water Revenue Control 3 - CRU19/091 – 31st July 2019

•

CRU Discussion Paper Irish Water Revenue Control 3 – CRU/18/240 – 6th December
2018.

•

CRU Irish Water 2019 Revenue Control Decision Paper – CRU/18/211 – 24th September
2018.

•

CRU Revenue Model – 1st January 2017 – 31st December 2019 – CRU/18/212 – 24th
September 2018.

•

CRU Irish Water 2019 Revenue Control Information Paper – CRU/17/332 – 7th December
2017.

•

CRU Decision on Irish Water Revenue 2017 – 2018 – CER/16/342 – 12th December
2016.

•

Advice to the Minister on the Economic Regulatory Framework for the public water
services sector in Ireland – CER/14/076 – 31 March 2014.

Information on the CRU’s role and relevant legislation can be found on the CRU’s website at
www.cru.ie

1.5 Purpose of this Paper
This paper sets out the CRU’s decision on the levels of outputs and outcomes to be delivered by
Irish Water and the efficient level of capital expenditure for Irish Water over the RC3 period (2020 –
2024). This paper sets out the CRU’s decision for revenue allowances for Irish Water over the RC3
period (2020-2024). The revenue allowances include the operational expenditure allowance
(previously detailed in the CRU’s RC3 Decision CRU/19/148) and the capital expenditure
allowance detailed in this paper. This paper provides the CRU’s updated position regarding Irish
Water’s capital expenditure allowance for the RC3 period, as provided for in the CRU’s RC3
Decision (CRU19/148). Therefore, Irish Water allowed revenues for 2020 -2024 detailed in this
paper supersede those outlined in CRU RC3 Decision (CRU/19/148).
This paper is part of the process to set an appropriate level of costs for Irish Water, which feeds
into the approved Water Charges Plan (WCP) for the 2020-2024 period.
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1.6 Structure of this paper
The structure of this paper is outlined as follows:
Section 1 – Introduction
Section 2 – Context and background of the Review
Section 3 – Irish Water Capital Expenditure Request
Section 4 – Outputs and Outcomes
Section 5 - Capital Investment Planning and Change Management
Section 6 – Other Factors Considered / Backdrop to CRU Decision
Section 7 – Incentives and Monitoring
Section 8 - Calculation of Irish Water’s Revenue Requirement
Section 9 - Summary of CRU Decision
Section 10 - Next steps
Information on the CRU’s role and relevant legislation can be found on the CRU’s website at
www.cru.ie

Context and Background to the Review
2.1 Introduction
This section provides background to the CRU’s RC3 Decision (CRU/19/148) on network capital
expenditure, including at a high level, Irish Water’s original RC3 business plan submission (network
capital expenditure) and the CRU’s consultation proposals (CRU19091) in relation to Irish Water’s
business plan.

2.2 Irish Water Revenue Control 3 Background
Irish Water’s Revenue Control 3 (RC3) is the first revenue control under the new funding model
which was introduced by the Water Services Act 2017. Under the WSA Act 2017, Irish Water is
required to submit a Strategic Funding Plan to the Minister for Housing, Planning and Local
Government for approval. Irish Water’s Strategic Funding Plan is approved by the Minister and
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reflects the upper ceiling of funding available to Irish Water. The actual funding is subject to the
outcome of the CRU’s revenue control process.
In November 2018, Irish Water submitted its business plan to the CRU for the RC3 regulatory
period 2020-2024. This business plan outlined the outcomes and outputs that Irish Water planned
to deliver during the five-year period, and the estimated operating and capital costs to deliver those
outputs and outcomes. The CRU reviewed Irish Water’s business plans and set the allowed
revenue Irish Water could receive though government subvention, and non-domestic and
excessive use charges for the RC3 period (2020 – 2024). For more details on the regulatory review
process please see section 2 of the CRU’s RC3 Decision (CRU/19/148).

Capital Expenditure Request
Irish Water’s business plan proposed capital expenditure of €5,257m for the RC3 period. This
comprised of €4,832m network capital expenditure, and €425m in non-network capital expenditure.
This current RC3 2020 decision is concerned only with the network capital expenditure request by
Irish Water. All other operating cost and non-network capital cost approvals remain as in the RC3
decision of December 2019 (CRU19148).
On 31st July 2019, following a detailed review of Irish Water’s business plans, the CRU published
its RC3 Consultation paper (CRU19091), seeking responses from the public up until 11th
September 2019. During this time, the CRU continued to engage with Irish Water, and in response
to the consultation paper, Irish Water submitted a significantly different set of outputs and
outcomes than in its original business plan submission. Irish Water stated that this revised set of
outputs and outcomes was the set it planned to achieve over the RC3 period. The CRU noted that
this revised set of outputs and outcomes was largely reduced from the set the CRU consulted on.
The CRU sought the reasons behind this reduction and in response, in October 2019, Irish Water
provided updated costs to the CRU for the ‘Top 100’ projects and programmes (in value) to be
carried out by Irish Water7 over the RC3 period. These projects and programmes totaled €4.1bn of
the total requested €4,8bn network capex. Because of the annual cap on capital expenditure under
the Strategic Funding Plan (SFP), any increase in the cost of the projects and programmes, leads
to a reduction in the level of outputs and outcomes that can be delivered.
The CRU was required to issue a decision by the end of 2019 so as Irish Water would have
funding available to it in 2020. However, as Irish Water provided revised, incomplete cost
information so late in the revenue control process, the CRU could not approve the updated cost
estimates, or the associated changes in outputs and outcomes. This is because it did not have

7

An aggregate figure was provided for ‘remaining projects and programmes’
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sufficient information or time to assess if value for money and efficiency was being provided to
customers.
The CRU did not see the value in holding Irish Water to the outputs and outcomes and the cost
estimates provided in its original submission (November 2018), which were no longer valid. The
CRU therefore decided that the updated outputs and outcomes in the revised submission would be
the absolute minimum Irish Water must deliver over the RC3 period.
In relation to the costs, in its RC3 Decision (CRU19148), the CRU approved only a portion of the
requested network capex, being €3,739m of the €4,832m request. This CRU decided to cut €788m
of Irish Water in the RC3 Decision in December 2019 (CRU/19/148) as a result of the lack of
information provided by Irish Water in its updated plans.
However, the decision provided Irish Water with an opportunity to submit further information on its
capital expenditure submission, should it wish to seek any further capex allowance. Due to the
clear instability of the capital investment plan, Irish Water were also required to have an external
review undertaken on its processes and procedures used to develop its capital investment plans.
The submission was due on 31st March 2020, to facilitate a CRU decision later in 2020.

2.3 CRU’s RC3 Consultation Proposals (July 2019)
Irish Water requested a network capex expenditure allowance of €4,832m and following review and
consideration of Irish Water’s capital expenditure submission, the CRU consulted on a capital
expenditure level of €4,786m.
Sections 2.4 and 2.5 below provides further details on Irish Water’s revised capital investment
submission (made in October 2019) and the CRU’s RC3 Decision made in December 2019
(network capex).

Outputs & Outcomes
The outputs and outcomes proposed by Irish Water in its capital investment plan submission for the
RC3 period as in table 4 below These outputs and outcomes are explained in more detail in section
4 of this paper.
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Irish Water – Revenue Control 3 – CRU Consultation
Outputs and Outcomes
RC3 Target
Outputs
Number of new Treatment Plants (water and wastewater)

45

Number of Existing Treatment Plants Upgraded

125

Water Treatment Plant Capacity (Total ML/day)

644.15

Wastewater Treatment Plant Capacity (Total Population equivalent)

4,169,790

Number of Reservoirs Upgraded

144

New Watermains (km)

682

Rehabilitated or lined mains (km)

2,975

Meters installed

22,900

New Sewers (km)

1,004

Rehabilitated Sewer (km)

336

Outcomes
Population on a boil water notice for more than 200 days

5

Number of Water Treatment Plants with Ortho-phosphate Dosing

818

Number of Water Supplies removed from the EPA's RAL

34

Reduction in the number of properties with risk of Microbiological Non
Compliance

634,839

Reduction in the Number of properties with risk of THM Non Compliance

68,949

Number of Common Lead Service pipes in the network

11,168

Number of individual Lead pipes in the network

8,139

Number of Lead Services replaces

41,6009

Leakage Reduction (ML/day)

176

Additional Water Supply Capacity (ML/day)

71

Number of agglomerations removed from EPA's Priority Urban Area Action
List

57

Wastewater treatment works compliant with Urban Waste Water Treatment

314,656

8

Irish Water stated that the figure of 81 should have read 68 as 81 a cumulative figure which includes sites with
ortho-phosphate treatment by the end of 2019.
9 Irish Water stated that the figure of 41,600 should have read 13,231 as 41,600 is a cumulative figure which
includes lead services replace pre 2020.
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Directive (Population Equivalent)
Number of Wastewater Treatment Plants overloaded serving >2000
population

1

Number of Wastewater Treatment Plants overloaded serving < 2000
population

1

Number of Agglomerations in the ECJ Urban Waste Water Treatment
Directives

15

Additional Wastewater Treatment Capacity (Population Equivalent)

1,247,348

Number of Wastewater Treatment Plants compliant - EPA discharge
increase ELVs

8

Table 4 Irish Water Revenue Control 3 CRU Consultation outputs and outcomes

2.4 Irish Water’s revised submission (consultation
response - October 2019)
Following publication of the CRU’s consultation, Irish Water undertook a review of its Capital
Investment Plan. In its response to the CRU’s consultation, Irish Water provided a revised set of
outputs and outcomes that it intended to deliver over the RC3 period. The CRU noted that the
revised outputs and outcomes were substantially lower than in the original Capital Investment Plan
submitted by Irish Water in November 2018 as part of its business plan. Table 5 below shows the
variance between the CRU’s consulted upon position and Irish Water’s revised submission.
Irish Water – Revenue Control 3 – CRU Consultation vs Irish Water’s revised
submission (October 2019)
Outputs and Outcomes
Target
(Change
over RC3)
CRU
Consultation

Target
(Change
over IW Oct
19 revised
Submission)

Number of new Treatment Plants (water and
wastewater)

45

42

-7%

Number of Existing Treatment Plants Upgraded

125

73

-42%

Water Treatment Plant Capacity (Total ML/day)

644.15

606

-6%

4,169,790

3,440,034

-18%

144

132

-8%

Variance

Outputs

Wastewater Treatment Plant Capacity (Total
Population equivalent)
Number of Reservoirs Upgraded
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New Watermains (km)

682

424

-38%

Rehabilitated or lined mains (km)

2,975

461

-85%

Meters installed

22,900

50,815

122%

New Sewers (km)

1,004

237

-76%

336

333

-1%

Population on a boil water notice for more than
200 days

5

0

N/A

Number of Water Treatment Plants with Orthophosphate Dosing

8110

27

-67%

34

13

-62%

Reduction in the number of properties with risk of
Microbiological Non Compliance

634,839

561,915

-11%

Reduction in the Number of properties with risk of
THM Non Compliance

68,949

132,122

92%

Number of Common Lead Service pipes in the
network

11,168

011

N/A

Number of individual Lead pipes in the network

8,139

012

N/A

41,60013

13,231

-68%

Leakage Reduction (ML/day)

176

176

0%

Additional Water Supply Capacity (ML/day)

71

46

-36%

Number of agglomerations removed from EPA's
Priority Urban Area Action List

57

41

-28%

314,656

0

N/A

Number of Wastewater Treatment Plants
overloaded serving >2000 population

1

0

N/A

Number of Wastewater Treatment Plants
overloaded serving < 2000 population

1

0

N/A

Number of Agglomerations in the ECJ Urban

15

10

-33%

Rehabilitated Sewer (km)

Outcomes

Number of Water Supplies removed from the
EPA's RAL

Number of Lead Services replaces

Wastewater treatment works compliant with
Urban Waste Water Treatment Directive
(Population Equivalent)

10

Irish Water stated that the figure of 81 should have read 68 as 81 a cumulative figure which includes sites with
ortho-phosphate treatment by the end of 2019.
11
IW has reclassified this outcome as the ‘Number of Lead Services replaces’ noted below
12 IW has reclassified this outcome as the ‘Number of Lead Services replaces’ noted below
13 Irish Water stated that the figure of 41,600 should have read 13,231 as 41,600 is a cumulative figure which
includes lead services replace pre 2020.
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Waste Water Treatment Directives
Additional Wastewater Treatment Capacity
(Population Equivalent)

1,247,348

1,158,984

-7%

Number of Wastewater Treatment Plants
compliant - EPA discharge increase ELVs

8

0

N/A

Table 5 Variance in Irish Water’s Proposed Outputs & Outcomes

Irish Water also provided information14 to the CRU noting an increase in the overall level of costs
for the RC3 portfolio, which Irish Water stated increased by around 10.8%. Irish Water’s revised
submission detailed increased costs on individual projects and programmes, but overall the
expenditure request remained very similar at €4,831m, compared to €4,832m in its original
submission. However, Irish Water proposed to deliver less outputs and outcomes for the same
expenditure. The CRU therefore concluded that a number of projects and programmes were no
longer planned to be undertaken by Irish Water during the RC3 period.
Irish Water stated the increase in costs over the RC3 period was driven by several factors,
including new emerging needs, scheduling updates and the identification of additional
requirements as initial project scoping progressed and developed. Table 6 below shows Irish
Water’s submission to the CRU in relation to the drivers of change in cost estimates.
Irish Water Reasons for Change in Costs (IW’s revised submission October 2019)
Reason for Change

Level of Change

Needs and scope additions

+6%

Accelerated delivery within RC3 period

+2%

Updated delivery durations for early stage

-5.2%

projects
Increased capital maintenance requirements

+1%

Early concept to detailed design progression

+7%

Total

+10.8%
Table 6 Irish Water’s Reasons for Change in Costs

Following further engagement with the CRU, Irish Water then provided the updated cost estimates
for the “Top 100” projects and programmes (by value) totalling to €4.1bn, covering the updated

14

Irish Water submission - outcomes and outputs (CRU/19/148w)
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total capital costs for 100 of Irish Water’s planned projects and programmes. Irish Water also
indicated the estimated level of capital costs that would apply to the other projects and
programmes during the RC3 period, outside of the ‘Top 100’ (in aggregate).
No changes in operating expenditure were provided, and all other elements of the business plan
were unchanged.
CRU Review of Irish Water’s Revised Submission
The CRU reviewed Irish Water’s revised submission including the updated outputs and outcomes
along with the updated project and programme costs insofar as was possible within the available
timeframe and with the data provided by Irish Water.
The CRU’s analysis showed that estimated costs for the ‘Top 100’ projects and programmes
identified increased on average by approximately 22% (excluding the GDD and the WSP15). In
respect of the other projects and programmes, the CRU notes that Irish Water did not provide cost
estimates on a line by line project / programme basis, rather Irish Water only provided cost
estimates for these projects / programmes in aggregate. In respect of these projects / programmes,
the CRU found that Irish Water was now seeking €715m, compared with the €1.5bn in respect of
491 projects in its November 2018 submission, implying that a range of projects and programmes
would no longer be carried out.
The CRU also noted the inclusion of four new projects within Irish Water’s revised Capital
Investment Plan which totaled €207m, €108m of which was estimated to be spent during the RC3
period.

2.5 CRU RC3 Decision (December 2019)
The CRU’s December 2019 decision (CRU/19/148) allowed Irish Water €3,739m in network capex
for the RC3 period. This represented a reduction of €1,093 (€788m in unjustified changes to Irish
Water’s CIP and €305m in efficiency) compared to Irish Water’s €4.8bn request. The CRU also had
serious concerns with the reduced outputs and outcomes outlined in Irish Water’s revised
submission (noted above), and therefore decided that, rather than being a definitive target, they
would reflect the minimum Irish Water would be required to achieve by the end of the RC3 period.
This was because, in many cases, no definitive outputs and outcomes were provided for projects
lower in value than the “Top 100”.
The CRU decided that Irish Water’s revised capital investment plan, insofar as it relates to the
updated list of planned projects and programmes, along with the associated outputs and outcomes,

15

The total estimated cost of the WSP did not change as planning approval was not yet in place.
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should apply for the RC3 period. The CRU could not accept the increased costs of the projects and
programmes detailed in Irish Water’s revised submission as there was not enough information
provided to interrogate the submission to the extent necessary to satisfy the CRU that the business
plan reflected efficient spend, and value for money.
The CRU therefore decided to reduce Irish Water’s capital expenditure by €788m. This reflected
the increased project and programme costs that the CRU did not have time to review and
approve, such that Irish Water would have capital funding for 2020. However, Irish Water was
provided with an opportunity to make a full and complete submission to the CRU, justifying the
need for additional funding, by 31 March 2020.
The CRU also required Irish Water to undertake an external review of the updated costs, and the
process for arriving at them. The scope of the review was also to cover Irish Water’s planning
process, to determine if it is fit for purpose to deliver a stable capital investment plan. The Terms
of Reference for this external review was required to be submitted to the CRU by 17th January
2020 for approval (discussed in section 5 below).
Additionally, the CRU set an efficiency challenge for Irish Water amounting to a 3% year on year
reduction on all Irish Water’s non-committed capital expenditure. The efficiency challenge did not
apply to the two major projects at this time (WSP & GDD). This challenge was based on the
CRU’s review of cost efficiency improvements for other water companies at comparable stages,
namely, Northern Ireland Water, Scottish Water, and English and Welsh companies. Irish
Water’s own expected cost efficiencies over the period 2017-2019 were also reviewed.
The net effect of the efficiency challenge set by the CRU was a reduction of €305m in Irish
Water’s network capex across the five years, as set out in the table below.

CRU RC3 Decision – Irish Water’s Network Capex
2020
€m

2021
€m

2022
€m

2023
€m

2024
€m

Total
€m

Irish Water’s Network Capex
Request

780

881

1,083

1,121

967

4,832

CRU Efficiency Challenge

-23

-36

-68

-86

-92

-305

CRU Additional Cut (Irish Water’s
Unjustified Costs)

0

-197

-197

-197

-197

-788

CRU Approved Network Capex

757

648

819

838

678

3,739

Table 7 CRU RC3 Decision – Irish Water’s Network Capex
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CRU’s Review of Irish Water’s Revised
Capital Investment Plan (April 2020)
3.1 Introduction
This section details Irish Water’s capital expenditure request to CRU (submitted in April 202016),
and the changes between that request, and Irish Water’s original Capital Investment Plan (CIP),
submitted as part of its RC3 business plan in November 2018. This section also outlines the CRU’s
view of Irish Water’s CIP and the proposed adjustments to the level of Irish Water’s capital
expenditure allowance.

3.2 Irish Water’s Capital Expenditure Request
3.2.1

Overview

In April 2020 Irish Water made its capital expenditure request to the CRU. Irish Water’s request
provides information on the outputs and outcomes that the utility plans to deliver over the next five
years and details the forecast capital costs of delivering those outputs and outcomes.
Irish Water’s capital expenditure request is for €4,831m over the RC3 period, prior to the efficiency
challenge set by the CRU in its RC3 Decision in December 201917. For this RC3 2020 decision
(update to Irish Water’s RC3 capital expenditure), the CRU reviewed Irish Water’s capital
expenditure request in its entirety, not just the costs previously disallowed in the RC3 December
2019 Decision. This was necessary to ensure that Irish Water CIP was delivering on the right
priorities.
The costs outlined in Irish Water’s submission are identical to those in the revised capital
investment plan submitted to the CRU in October 2019, which the CRU used to make its RC3
decision (data freeze of July 2019). However, the CRU asked Irish Water to provide updated
information on the actual outputs and outcomes achieved up until the end of 2019 (RC2 delivery
period). Because of this, some of the outputs and outcomes to be delivered in RC3 are marginally
different (mostly increased) to those the CRU determined in its RC3 decision (December 2019), as
the ‘minimum level’ Irish Water is to deliver of over the RC3 period.
Irish Waters request consists of the following categories of expenditure:

Irish Water’s April 2020 submission is almost captures Irish Water’s revised October 2019 capital investment
plan submission to CRU
17
3% percent reduction year on year up to when spend is deemed as committed
16
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•

Projects
o

Major projects

o

Other projects

•

Capital Maintenance

•

National / Regional Programmes

For the purpose of this RC3 2020 review, and for consistency with the CRU’s RC3 December 2019
decision, the CRU analysed Irish Water’s request in line with the above categories of expenditure.
The table below shows Irish Water’s proposed expenditure (April 2020) across those categories
compared to its original proposal in November 2018.
Changes IW’s Capital Expenditure (by Category)
Category

Total Expenditure
(April 2020)
€m

Total Expenditure
(November 2018)
€m

Change
€m

Capital maintenance

220

250

-30

National programme

1336

1467

-131

Other projects

2400

2269

131

Regional programme

172

0

172

Major projects

704

846

-142

Total

4,831

4832

-1

Total (excl. Major
Projects)

4,128

3,986

142

Table 8 Changes Irish Water’s Capital Expenditure (by Category)

3.2.2

Major Projects

At IRC2 five projects were identified by Irish Water as Major Projects as follows: Ringsend WWTP,
Vartry Regional Water Supply Scheme, Cork Lower Harbour Main Drainage Project, the Water
Supply Project for the East and Midlands Region and Greater Dublin Drainage Project.
For three of these projects, Vartry, Ringsend and Cork Lower Harbour, the CRU decided that there
was enough certainty on scope and cost to include them within the overall RC3 capital expenditure
allowance. These projects, therefore, are not subject to further additional monitoring.
For the other two major projects, the Water Supply Project for the East and Midlands Region and
the Greater Dublin Drainage Project, the CRU decided that as these projects are of such a scale
and importance, and likely to change in terms of scope, costs and/or timing, that the funding for
these projects would be treated separately to the rest of Irish Water’s expenditure.
The CRU notes that the expenditure profiles for both the WSP and GDD have changed from Irish
Water’s original CIP (submitted in November 2018). The expected expenditure over RC3 for the
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two Major Projects has declined to €704m, a reduction of €142m. Most of the change is driven by
reduced spend planned on the WSP during RC3 of almost €100m, because of delays in
progressing the project. This spend is now due to happen in later revenue control periods.
Both WSP and the GDD will not deliver outputs or outcomes for customers within the RC3 period.
Irish Water is currently finalising its National Water Resources Plan for consultation which will
assess supply-demand balances across the country. This will help to inform Irish Water’s decisionmaking relating to the proposed Water Supply Project. The GDD received planning permission in
November 2019 and Irish Water expects construction to commence in 2022.
The table below shows Irish Water’s original proposed spend over the RC3 period compared to its
revised CIP (April 2020):
Profile of Major Projects Spend – IW April 2020 vs November 2018 (original CIP)
2020

2021

2022

2023

2024

RC3 Total

GDD

5

37

89

177

103

410

WSP

24

50

25

39

155

294

April 2020 (IW revised CIP)

Total

704

November 2018 (IW
original CIP)
GDD

31

8

100

199

116

454

WSP

27

22

18

63

262

392

Total

846

Table 9 Profile of Major Projects Spend – IW April 2020 vs November 2018 (original CIP)

3.2.3

Other Projects

The remainder of the projects are categorised as ‘other projects’. The portfolio of projects covers all
areas of Irish Water’s business, spread across all categories. It includes both carry-over projects
from IRC2 that are committed along with new projects in order to deliver the WSPS theme
outcomes and Irish Water’s Water Services Strategic Plan (WSSP) objectives.
For this RC3 2020 review, the CRU examined the reasonableness of the costs outlined Irish
Water’s revised CIP (April 2020). The CRU also analysed Irish Water’s explanations for the
changes in costs from its original CIP (November 2018) to its April 2020 submission.
The CRU’s analysis shows that Irish Water is planning work on a narrower portfolio of projects. The
CRU notes that 223 projects identified in Irish Water’s original CIP no longer appear in its revised
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CIP (April 2020). These projects have been pushed out beyond the RC3 period. The CRU
understands that Irish Water prioritises projects based on need and how close the project is to
commitment (this is discussed in more detail in section 3.2.5 below)
The CRU notes that Irish Water has included 9 new projects in its April 2020 submission with
expenditure of €149m over the RC3 period.
The most significant change the CRU observed was that Irish Water has increased the estimated
costs for 270 RC3 projects by €917m18 over the RC3 period, principally related to changes in
tender inflation and scope definition, as well as scope increase.19 This corresponds to around a
60% increase in projected expenditures for these retained projects.
Irish Water explains that tender inflation refers to projects where Irish Water received tenders after
the data cut-off date for its original CIP submission20 and therefore reflected higher market rates.
Higher costs from tenders explain an expected expenditure increase for eight projects, which
correspond to around 15% of the total cost increases. For the rest of the projects where the CRU
observed an increase in costs, the increases relate to:

•

scope definition, where the original estimate was based on a desktop solution before
design work commenced.

•

scope increase, the change in the scope of the work required to achieve project
outcomes.

In many cases, Irish Water notes that two or more of these factors (price, scope definition or scope
increase) occur in combination.
The CRU also notes that Irish Water has reduced the expenditure for 161 projects (excluding WSP
& GDD) for the five-year period, by €587m by rescheduling expenditures for these projects, or by
reducing their cost estimates. Included within those 161 projects are 85 projects which work
commenced on in IRC2, but where Irish Water has now completed the project, or where it has
mothballed these projects to recommence beyond RC3. These IRC2 projects explain around 40%
of the cost reduction.

3.2.4

Programmes

Capital Maintenance Programmes
Irish Water’s capital maintenance programmes are designed to ensure maintenance of current

18

excluding the nine new projects identified
The cost increase for seven of the retained projects is related to schedule, i.e. where Irish Water has
transferred project expenses from the IRC2 period to RC3.
20 IW’s data freeze for this submission was March 2018
19
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levels of service and performance of Irish Water’s assets. These programmes contribute to the
“Future Proofing” objective of the WSPS. The CRU observed that Irish Water is now planning to
spend €220m on its designated capital maintenance programme, this is €-30m less that it planned
in its original CIP (November 2018).
The table below shows Irish Water’s proposed total expenditure on its designated capital
maintenance programme, split by service area and between non-infrastructure above ground
assets and infrastructure below ground assets. The table compares what Irish Water had originally
planned to spend over the RC3 period with its revised submission (April 2020).
Changes Irish Water’s Designated Capital Maintenance Expenditure
Total Expenditure
(April 2020)
€m

Total
Expenditure
(November 2018)
€m

Water Above Ground

77

91

-15

Wastewater Above
Ground

76

91

-15

Wastewater Below
Ground

65

65

0

Water Below Ground

3

3

0

220

250

-30

Category

Total

Change
€m

Table 10 Changes Irish Water’s Designated Capital Maintenance Expenditure

The CRU considers that the spend on capital maintenance overall, in both national and regional
programmes, is adequate at this point in time. However, the CRU will continue to monitor this
category of spend as it has a slight concern about the 8% reduction in spend. Capital maintenance
programmes are critically important to ensure that issues can be identified and addressed at the
earliest possible opportunity. Capital maintenance programmes should also prevent increased
expenditure in the future (due to infrastructure failure e.g.). The CRU would be concerned if further
reductions in spend on this category were observed in future revenue control periods.

National / Regional Programmes
Irish Water identifies the rationale for the National Programmes as follows:

•

Improved understanding and information of the assets handed over to Irish Water
(location, description, condition and serviceability);

•

Appropriately targeted, on a quantified risk basis, investment to solve deficiencies in
performance and service levels;
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•

Rationalisation of the water sources and networks to increase resilience and efficiency of
delivery of the services; and

•

Providing a geographical spread of investments.

Examples of national programmes include: asset data capture to improve understanding of the
Irish Water asset base; first fix leak repair programme; renewable energy programmes; and lead
replacement programme.
The number of national programmes Irish Water plans to deliver over RC3 period has reduced
from 101 to 80 when comparing its original CIP (November 2018) and its April 2020 submission.
Irish Water also plans to deliver four new national programmes relating to leakage management
planning, metering and feasibility studies for RC4 planning. The CRU observed that the reduction
in national programmes is mainly due to Irish Water either postponing programmes beyond the
RC3 period or merging several programmes.
The CRU also notes that Irish Water has introduced a new category of spend called Regional
Programmes. These cover programmes (small groups of projects) that are to be delivered to
resolve problems or needs in specific regions that are not being tackled by National Programmes.
Projects within a regional programme have common objectives/outcomes or outputs. Although the
category was newly introduced by Irish Water not all the of the cost of is new. Rather, some
projects have been reclassified as regional programmes.

3.2.5

Irish Water’s Prioritisation Process

Irish Water’s process for prioritisation of investments has not changed from the process used in
developing its original capital investment plan (November 2018). The CRU previously reviewed this
process and is satisfied it follows best practice. Irish Water developed a Service Measure
Framework to link Water Services Strategic Plan (WSSP) strategic objectives to the performance of
Irish Water’s water and wastewater assets, to inform on the existing understanding of risks
associated with treatment plant and networks required to deliver the services. It will also allow a
forecast of how the assets will perform and whether they will achieve the required performance
objectives.
The process of prioritision works by examining each intervention in terms of service impact against
service measures using the following criteria: grading interventions in terms of Delivery Priority and
the extent to which Irish Water is committed to a project, against the Business Priority of project
using four rankings from low to high (L2, L1, M, H - as presented in Figure 2 below)
The balancing of the investment plan against the available funding constraint is then achieved
through selection/deselection of projects that have a low level of commitment at the time of
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planning and a low needs ranking.

Figure 2 Irish Water prioritised projects based on need, and how close the project was to
commitment

3.3 CRU’s Review and Decision on Irish Water’s
Investment Plan (April 2020)
3.3.1

CRU Deep Dive Assessment

As part of its assessment of Irish Water’s investment plan, the CRU assessed the reasonableness
of the cost estimates developed by Irish Water. The basis of this assessment was a Deep Dive
Assessment of a sample of projects. The objective of the Deep Dive Review was to assess the
reasonableness of the approach used by Irish Water to establish project costs. Where appropriate,
these conclusions could then be extrapolated across the full portfolio of projects.
The CRU together with its external advisors, selected and carried out an audit of a sample of
projects representing a cross section of the various types of projects and programmes Irish Water
included in its revised Capital Investment Plan, as well as a cross section of the reasons for the
changes to the projects (e.g. higher tender prices, emerging need, scope increase etc.).
In selecting the projects for detailed review, the CRU and its advisors eliminated the Water Supply
Project and Greater Dublin Drainage Project as these are already subject to separate review by the
CRU (reflected in the CRU RC3 decision December 2019). The total value of the projects selected
for detailed review was €580m.
The results of the detailed review found no systematic errors in relation to Irish Water’s application
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of its costs curves across the sample of projects. However, there were some areas where the CRU
considers it appropriate to make adjustments. These are discussed in turn in the sections below.

3.3.2

Adjustments to Irish Water’s Capex

Efficiency Adjustment
In its RC3 decision, the CRU set an efficiency challenge for Irish Water amounting to a 3% year on
year reduction on all Irish Water’s non-committed network capital expenditure. As part of this
review, the CRU asked Irish Water to apply the efficiency challenge to its revised submission. This
resulted in Irish Water proposing a reduction of €251.9m to its request (compared with the €305m
reduction applied in the CRU’s RC3 decision21)
The efficiency factors applied are detailed in the table below:
CRU Decision on Network Capex Efficiencies
2018
Compound 3%
year on year
Efficiency
multiplier

1

2019

2020

2021

2022

2023

2024

3%

3%

3%

3%

3%

3%

0.97

0.941

0.913

0.885

0.859

0.833

Table 11 CRU Decision on Network Capex Efficiencies

As part of this review the CRU analysed Irish Water’s application of the CRU’s RC3 efficiency
challenge rules. The CRU observed that Irish Water correctly applied the efficiency multiplier to
projects / programmes up to the year in which they are deemed ‘committed’ by Irish Water (projects
post commitment do not attract a further efficiency challenge in the years following commitment).
For example, a project committed in 2022, would attract an efficiency factor of 0.885 for
expenditure that year, and for all subsequent years.
However, analysis undertaken by the CRU and shows that Irish Water has assigned a project
commitment date which is earlier than would normally be expected. This resulted in Irish Water
assuming a lower efficiency multiplier over the RC3 period (i.e. a lower efficiency cut for Irish
Water).
Irish Water has explained to the CRU that projects are taking longer than expected, and that the
delays arise from governance processes and planning / budgetary oversight. The CRU considers
that once a project has been contractually committed to, it is not as likely to be impacted by such

This €305m cut was based on the CRU’s efficiency challenge applied to Irish Water’s original capital
investment plan submission.
21
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external factors and the contracted parties will want to progress as efficiently as possible to meet
the approved budget. Therefore, the CRU therefore does not see this as an acceptable reason as
to why the expenditure profile from ‘commitment’ would be materially different to that previously
assumed.
Therefore, in the absence of any project contract commitment dates, the CRU assumed that once
the ‘S’-curve22 of expenditure on projects began to rise, the project should be considered as
‘committed’ and the efficiency factor that applied should be for that year.23
Under this approach, the CRU estimates that Irish Water’s commitment dates should be 12 months
later than stated by Irish Water in its April 2020 submission. Making such an adjustment to the
schedule of commitments to all projects (save for the two major projects GDD/WSP) results in an
efficiency challenge of €285.2m, €33.3m more of a reduction in expenditure than the Irish Water
proposal of €251.9m as mentioned above.
The table below shows the difference in the efficiency challenge as applied by Irish Water and the
CRU’s decision24 (5.2% versus 5.9% cut on Irish Water’s overall network capex excluding
GDD/WSP).
Difference in Irish Water vs CRU Decision on Efficiency
Expenditure (in €M)

Irish Water Proposal

CRU Decision
(August 2020)

Assessed
Expenditure (excl.
GDD/WSP)

4,020.2

4,020.2

Less Reduction

-251.9

-285.2

Adjusted
Expenditure (excl.
GDD/WSP)

3,768.3

3,735

Difference €m

-33.3

Table 12 Difference in Irish Water vs CRU Decision on Efficiency

Project Costing Tool Estimation Process - Gate Risk Adjustment
As part of its RC3 review, the CRU reviewed the cost estimating process Irish Water used for the
base estimates in its Project Coting Tool (PCT) and found it to be satisfactory (confirmed more
recently by Scottish Water International – see report published alongside this decision paper). Irish
Water has not changed these cost estimating processes.
Once base estimates have been established, Irish Water applies ‘gate risk’ factors, aimed at

22

An s-curve is a mathematical graph that depicts relevant cumulative data for a project
Generally, this occurs when around 10-15% of the project budget has been spent.
24 CRU’s decision on Irish Water’s revised capital investment plan (April 2020 submission)
23
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capturing uncertainty around those cost estimates, according to the specific stage of the project.
Irish Water applies these gate risks at gate 0, 1 and 2 to adjust the costings to address concerns
over the prevalence of under estimation of costs.
The CRU notes that Irish Water has changed its gate risk factor application from that which was
previously applied in its original CIP (November 2018). Irish Water’s revised CIP draws on industry
data25, allowing for a gate risk adjustment of P-60. The higher the P value, the higher the cost
estimate associated with a project.
Irish Water has applied this as a factor to the base cost estimates, which varies according to the
gate at which the project is at. This risk factor reduces as the project progresses. Irish Water
proposes 23% adjustment for gate 0 and 1, 10% for gate 2 and 0% for projects at gate 3.
Irish Water’s use of a P-60 gate risk estimation value implies a 60% probability that the outturn cost
of a project will be less than the allowance (or estimate at the outset). The table below compares
Irish Water’s use of gate risk factors in its original CIP submission, with the P-60 value used in its
revised submission (April 2020).
Irish Water Gate Risk Factors
Gate

IW Original CIP (Nov
19)

IW Revised CIP
(April 2020)

CRU Decision –
Recommended
Factor (P-50)

0

1.1

1.23

1.13

1

1.07

1.23

1.13

2

1.05

1.1

1.05

3

1

1

1

Table 13 Irish Water Gate Risk Factors

The CRU considers that a more reasonable funding base would be at a P-50 value, which implies
equal likelihood of under or over-estimation of project costs. The CRU’s proposed use of the P-50
value is outlined in the table above. It is worth noting that the CRU’s external advisors also noted
an error in the way Irish Water applied its P-60 adjustment. In applying the P-50 value in the table
above the CRU is also correcting for this error. The result using P-50 values, is that Irish Water’s
estimates are higher than those included in its original submission (November 2018), but less than
its revised submission (April 2020).
Applying the CRU’s gate risk adjustments, a P-50 value rather than P-60 value, and corrected for

25

IW compares its approval stages (gates) to the Association for the Advancement of Cost Engineering (AACE)
approval stages (classes)
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error), to all RC3 projects and programmes26, reduces Irish Water’s capex allowance by €-107.7m
(see table below).
The CRU will also require Irish Water to maintain and provide appropriate data on its performance
against the gate risk factors and provide this data to the CRU when required.
Adjustment to Gate Risk Factor
Expenditures excl. 5
large projects (€M)

IW April 2020
Submission (€M)

CRU Decision (€M)

RC3 Capex
excluding gate risk

3,461.7

3,461.7

+ Gate risk
adjustment

207.2

99.5

-107.7

RC3 Capex
including gate risk

3,668.8

3,561.2

-107.7

Difference €M)
0

Table 14 CRU Adjustment to Gate Risk Factor

3.3.3

CRU Decision on Irish Water’s Capital Expenditure Allowance

The CRU has decided to provide Irish Water with a capital expenditure allowance of €4,523.1m
for the RC3 period.
Table 15 below shows Irish Water’s request, the CRU’s adjustments and final expenditure
allowances provided to Irish Water.
Irish Water Request & CRU Expenditure Allowance €M
2020

2021

2022

2023

2024

Total

Irish Water RC3 Expenditure Request

782

882.5

1085.1

1118.7

963

4831.4

Gate risk adjustment

-7.9

-12.3

-25.8

-32

-29.6

-107.7

Efficiency adjustment

-20.2

-36.5

-66.6

-79.1

-82.9

-285.2

Expenditure allowance

753.9

833.7

992.7

1007.6

850.5

4438.5

Adjustment for Non Gate 3 projects

6.1

10.6

22.2

25.5

20.3

84.6

Overall capital expenditure allowance

760

844.3

1014.9

1033.1

870.8

4523.1

Table 15 Irish Water Request & CRU Expenditure Allowance €M

There is also an adjustment to ensure the basis for costs of all projects/programmes in Irish
Water’s submission is consistent based on outturn tender prices, being €84.6m.

26

Excluding the 5 large projects, 3 of which are well defined and progressed i.e. Vartry, Ringsend, Cork Lower
Harbour and, 2 of which are subject to separate oversight (Greater Dublin Drainage, Water Supply Project),
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Outputs & Outcomes
Irish Water provided a Capital Investment Plan which delivers on the three themes in the Water
Service Policy Statement by Government, and, reflected in the Irish Water Strategic Funding Plan
submitted and approved by Government. This means Irish Water is reflecting the needs highlighted
by the Government in its investment portfolios. However, as Irish Water’s funding (and expenditure)
is capped by the Strategic Funding Plan, and, as Irish Water has finite resources and capability, it
will not achieve delivery of all assets needed to meet these overall objectives during the lifetime of
the RC3 period. For this reason, it is important that the CRU continues to ensure that Irish Water
remains on a trajectory to achieving all of the aims in the strategic funding plan. The CRU currently
does this in several ways:

•

Capex monitoring process – the CRU receives periodic updates from Irish Water on the
delivery of its capex plans (and reviews/publishes them)

•

Performance Assessment Framework – this CRU framework examines Irish Water’s
delivery under a number of metrics including customer service, environmental, quality
and security of supply. The CRU publishes a report on the PAF annually and the
framework is currently under review. This review of the framework will be published in Q3
2020.

•

Annual return – the CRU is currently developing a framework aimed at having Irish Water
provide a comprehensive data submission once a year covering capex and opex spend,
operational information, e.g. volume of water delivered etc, plus any changes to its
operational asset bases. Changes in assets would identify when a new asset comes into
operation.

4.1 Outputs & Outcomes for RC3 & Comparison to
previous Irish Water submissions
Irish Water has provided a list of capital projects and programmes that it intends to deliver over the
RC3 period. These projects and programmes are designed to achieve a range of outcomes and
outputs. Some projects and programmes will deliver on more than one outcome and/or output.
A summary of the high-level outcomes and outputs that Irish Water proposes to deliver over the
RC3 period are shown in the tables 16 and 17 below, covering a range of metrics including water
supply, quality of service, security of supply, environmental performance and wastewater service.
Tables 16 and 17 below, are presented showing two ‘parts’: ‘Part 1’ shows the variance in outputs
and outcomes from those outlined in the CRU’s Consultation in July 2019 (discussed in section 2.3
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above), to those in the CRU’s RC3 Decision in December 2019, and ‘Part 2’ shows the variance in
outputs and outcomes from the CRU’s RC3 Decision in December 2019, to what Irish Water are
now proposing to deliver (April 2020).

Irish Water’s Outputs & Outcomes - RC3
Part 1
CRU
Consultation
(IW Nov 18
Submission)

CRU
Decision
(Dec
2019)

Variance
%

Part 2
IW April
2020
Submission

Variance
%

29 (see

-31%

Outputs
Number of new Treatment Plants (water
and wastewater)

45

Number of Existing Treatment Plants
Upgraded

125

-7%

footnote1)

42

Water Treatment Plant Capacity (Total
ML/day)

644.15

Wastewater Treatment Plant Capacity
(Total Population equivalent)

4,169,790

73
606

-42%

89

22%

-6%

625

3%

-18%

3,070,158
(see footnote 2)

-11%

3,440,034

Number of Reservoirs Upgraded

144

132

-8%

132

0%

New Watermains (km)

682

424

-38%

496

17%

Rehabilitated or lined mains (km)

2,975

461

-85%

511

11%

Meters installed

22,900

50,815

122%

50,815

0%

New Sewers (km)

1,004

237

-76%

241

2%

336

333

-1%

342

3%

Rehabilitated Sewer (km)

Table 16 Irish Water’s Proposed Outputs for the RC3 Period

Table 16, footnote 1: Number of New Treatment Plants) IW states that reasons for change in this O&O is as 12 treatment
plants were incorrectly labelled as ‘new’ and have been reclassified as ‘Number of existing Treatment Plant Upgraded’. Also,
GDD is now to be delivered outside of the RC3 period (2025).
Table 16, footnote 2: Wastewater treatment Plant Capacity) this reduction is due to IW now expecting the GDD to be delivered
in 2025. The GDD will add 400,000 PE once completed.
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Irish Water’s Outputs & Outcomes - RC3
Part 1
CRU
Consultation
(IW Nov 18
Submission)

CRU
Decision
(Dec
2019)

Population on a boil water notice for
more than 200 days

5

5

Number of Water Treatment Plants with
Ortho-phosphate Dosing

81(see footnote 1)

27

Number of Water Supplies removed
from the EPA's RAL

34

13

Variance
%

Part 2
IW April
2020
Submission

Variance
%

0%

N/A

N/A

-67%

27

0%

-62%

48

269%(see

Outcomes

Reduction in the number of properties
with risk of Microbiological Non
Compliance

634,839

561,915

Reduction in the Number of properties
with risk of THM Non Compliance

68,949

132,122

Number of Common Lead Service pipes
in the network

11,168

11,168

Number of individual Lead pipes in the
network

8,139

8,139

Number of Lead Services replaces

41,600(see
footnote 2)

13,231

Leakage Reduction (ML/day)

176

176

Additional Water Supply Capacity
(ML/day)

71

46

Number of agglomerations removed
from EPA's Priority Urban Area Action
List
Wastewater treatment works compliant
with Urban Waste Water Treatment
Directive (Population Equivalent)
Number of Wastewater Treatment
Plants overloaded serving >2000
population
Number of Wastewater Treatment
Plants overloaded serving < 2000
population

57

314,656

1

1

563,093

0%

92%

133,465

1%

0%

N/A

N/A

0%

N/A

N/A

-68%

13,231

0%

0%

176

0%

-35%

46

0%

-28%

75

44%

0%

N/A

N/A

0%

N/A

N/A

0%

N/A

N/A

-33%

13

25%

-7%

770,751

-33%

0%

N/A

N/A

314,656

1

1

15

10

Additional Wastewater Treatment
Capacity (Population Equivalent)

1,247,348

1,158,984

8

-11%

41

Number of Agglomerations in the ECJ
Urban Waste Water Treatment
Directives (footnote 4)

Number of Wastewater Treatment
Plants compliant - EPA discharge
increase ELVs (see footnote 5)

footnote 3)

8

Table 17 Irish Water’s Proposed Outcomes for the RC3 Period
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Table 17, footnote 1: Irish Water stated that the figure of 81 should have read 68 as 81 a cumulative figure which includes sites
with ortho-phosphate treatment by the end of 2019.
Table 17, footnote 2: Irish Water stated that the figure of 41,600 should have read 13,231 as 41,600 is a cumulative figure
which includes lead services replace pre 2020.
Table 17, footnote 3 This increase is a result of IW updating its April 2020 submission to reflect the level of actual outputs and
outcomes achieved to the end of 2019. The increase in this metric represents work that was to be completed in IRC2, which will
now be delivered in RC3 instead.
Table 17: footnote 4: this metric refers to the number of agglomerations listed in the ECJ case against Ireland relating to the
Urban Waste Water Treatment Directives.
Table 17, footnote 5: Emission Limit Value

Tables 16 & 17 (Part 1) – Irish Water’s original submission (November 2018) -v- CRU RC3
Decision (December 2019)
In its revised submission in October 2019, Irish Water provided a revised set of outputs and
outcomes which were different (decreased) to that which were originally included in Irish Water’s
business plan in November 2018. Due to the lack of time (such that Irish Water would have funding
for 2020), the CRU was not able to interrogate these revised outputs and outcomes in detail to
assess if they represented value for money. The CRU accepted these as the ‘minimum level’ that
Irish Water should achieve over the RC3 period. Where no update was provided by Irish Water in
its revised submission on a specific output / outcome the CRU used the metric and value used in
the consultation.
The changes made by Irish Water between the consultation and final decision are largely explained
by Irish Water postponing projects for delivery beyond RC3, and to the updating of Irish Water’s
CIP with more up to date information. Some of the changes also relate to corrections Irish Water
made to the original submission, where they had provided incorrect data. By postponing the
delivery date for projects but incurring spend during RC3, it appears that Irish Water is providing
worse value for money over the RC3 period. The CRU would expect a corresponding better value
for money in the RC4 period, as outputs and outcomes will be delivered for only some incremental
expenditure.

Tables 16 & 17 (Part 2) – CRU December 2019 Decision -v- Irish Water’s Current Proposal
April 2020
At the CRU’s request, Irish Water revised its submission in two ways:

•

First, it took account of any outputs and outcomes that had been achieved by the end of
2019. This was to avoid cross over or ‘double counting’ of achievements between the
RC2 and RC3 periods.

•

Second, it provided outputs and outcomes for the projects and programmes that had
been missing from the previous submission.
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4.2 Outcomes no longer on the list
Some outcomes that appeared in Irish Water’s original CIP no longer appear in its April 2020
submission (i.e. marked N/A). Irish Water state that the breakdown of the ‘primary’ IRC2 outcomes
is different compared to those identified as the ‘primary’ RC3 outcomes, as Irish Water has now
updated the list for the purpose of aligning with the Water Services Policy Statement (WSPS).
However, when questioned by the CRU, Irish Water stated that the outcomes marked as N/A will
still be delivered, but that they no longer appear in the ‘primary’ outcomes list, meaning that Irish
Water does not plan to report on some of the outcomes marked N/A.
Given that Irish Water states these outcomes will be delivered, the CRU has decided to hold Irish
Water to account on the reporting and delivery of them, with the exception ‘Common Lead Service
pipes in the network’ and ‘Individual Lead pipes in the network’. Irish Water states these were
inputted in error and that it now measures ‘Lead Services replaced’ in aggregate.

4.3 CRU’s review of Irish Water April 2020
Submission (Output and Outcomes)
Overall, Irish Water’s revised submission (April 2020 submission) shows decreased outputs and
outcomes compared to the level the CRU consulted on, but increased outputs/outcomes compared
to the CRU’s RC3 decision (December 2019). This means Irish Water plans to deliver more during
RC3 than it had in its late revised submission (October 2019). However, the CRU understands that
this is in part because Irish Water has not achieved all of the IRC2 period outputs/outcomes that it
expected to achieve when it made its consultation submission to the CRU (i.e. some of the
achievements on outputs and outcomes in the RC3 period relate to projects which commenced
during the IRC2 period, and would have been delivered during IRC2 but for delays).
The fact that Irish Water has not achieved all of what it intended to in the IRC2 period has been
offset by the assurance now that Irish Water’s list reflects only what will now be achieved during the
RC3 period.
The most significant change in the updated outputs and outcomes noted by the CRU the
‘additional’ and ‘total’ wastewater treatment capacity (population equivalent, PE) it will deliver. Irish
Water now expects to deliver less on both of these metrics as a result of the GDD (major project)
now being delivered in 2025 and not in the RC3 period as expected (albeit most of the spend on
this project is during the RC3 period). This project is due to deliver 400,000 PE of additional
wastewater treatment capacity. Other (smaller) wastewater treatment projects will also deliver
differently (some more, some less) than originally expected, hence the difference in the numbers.
This issue is demonstrative of the changing nature of the capital investment plan and the
associated outputs and outcomes.
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4.4 CRU’s Decision on RC3 Deliverables
As a result of the review on the outputs and outcomes discussed above, table 18 below shows the
final set of outputs and outcomes we plan to hold Irish Water to account on delivering.

Irish Water’s Outputs & Outcomes - RC3
Unit

Outputs
Number of new Treatment Plants (water and wastewater)
Number of Existing Treatment Plants Upgraded
Water Treatment Plant Capacity (Total ML/day) (i.e. total capacity from
new/existing plants which have added capacity during RC3)
Wastewater Treatment Plant Capacity (Total Population equivalent)
Number of Reservoirs Upgraded
New Watermains (km)
Rehabilitated or lined mains (km)
Meters installed
New Sewers (km)
Rehabilitated Sewer (km)

No.
No.

29
89

ML/day

625

PE
No.
km
km
No.
km
km

3,070,158
132
496
511
50,815
241
342

Unit

Outcomes
No.
No.
No.

5
27
48

No.

563,093

Number of Lead Services replaced

No.
No.

133,465
13,231

Leakage Reduction (ML/day)

ML/day

Population on a boil water notice for more than 200 days
Number of Water Treatment Plants with Ortho-phosphate Dosing
Number of Water Supplies removed from the EPA's RAL
Reduction in the number of properties with risk of Microbiological Non
Compliance
Reduction in the Number of properties with risk of THM Non Compliance

Additional Water Supply Capacity (ML/day) (i.e. additional capacity added during
ML/day
RC3)

176
46

No.

75

PE

314,656

Number of Wastewater Treatment Plants overloaded serving < 2000 population

No.
No.

1
1

Number of Agglomerations in the ECJ Urban Waste Water Treatment Directives

No.

13

Additional Wastewater Treatment Capacity (Population Equivalent)
Number of Wastewater Treatment Plants compliant - EPA discharge increase
ELVs

PE

770,751

No.

8

Number of agglomerations removed from EPA's Priority Urban Area Action List
Wastewater treatment works compliant with Urban Waste Water Treatment
Directive (Population Equivalent)
Number of Wastewater Treatment Plants overloaded serving >2000 population

Table 18 Irish Water’s Outputs & Outcomes for the RC3 Period
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Capital Investment
Change Management

Planning

and

5.1 Background
During the RC3 revenue control, at a very late stage in process (October 2019), Irish Water made
significant changes to its capital investment plan, that was to be the basis for a five-year approval
of capital and operating expenditure. As the CRU needed to issue a decision by the end of 2019, in
order to facilitate the financing and expenditure for Irish Water for 2020 via the central government
voted spend, there was not sufficient time for the CRU to analyse and interrogate the updated
capital investment plan with sufficient rigour to determine the reasonableness of the proposed
business plan output and outcomes and associated spend.
As a result, in its RC3 Decision (CRU/19/148), the CRU cut €788m of Irish Water’s proposed
capital expenditure for the RC3 period. The cut was based on the lack of information from Irish
Water regarding cost variances between Irish Water’s original CIP (November 2018), and the
updated CIP submitted to the CRU in October 2019, as well as a lack of justification for the
change in the outputs and outcomes. However, the CRU’s decision also provided Irish Water
with an opportunity to seek additional funding, if it could justify the significant changes to its CIP.
Given the magnitude of the changes to the capital investment plan, the CRU did not have
confidence in Irish Water’s planning process, particularly at the early stages of planning. Irish
Water also identified problems with its internal processes, which led to the revised submission.
The CRU therefore decided that, in order to seek additional funding, Irish Water would be
required to carry out an external review. The purpose of this external review is to provide the
CRU with the confidence that Irish Water’s planning process is fit for purpose, and that updated
CIP is reasonable, in terms of costs and deliverables, over the five-year regulatory period.
The CRU’s RC3 Decision (CRU/19/148) set out at a high level, what should be included in the
Terms of Reference for the external review. In order to seek the additional funding Irish Water
was required to notify the CRU by the 17th January 2020 of its intent. Irish Water was also
required to propose the final Terms of Reference for the external review, which was then subject
to approval by the CRU.
Given the problems that arose with its RC3 submission, Irish Water engaged Scottish Water
International (SWI) to carry out its own external review of its internal processes27. SWI is a

27

Scottish Water International (April 2020) IW Investment & Delivery Review pg. 5
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subsidiary of Scottish Water set up to offer specialist advisory services to international clients. To
meet the requirements of the CRU’s RC3 Decision, Irish Water added to the scope of the
Scottish Water International review already under way.
Irish Water submitted its proposed Terms of Reference for the external review on the 17th
January 2020. This was followed by a period of engagement between the CRU and Irish Water.
On 21st February 2020 the CRU issued a letter to Irish Water to further clarify the CRU’s
expectations of SWI’s external review on Irish Water’s internal processes and procedures for the
planning and delivery of capital investments. The final CRU approved Terms of Reference can
be seen in section 5.2 below.

5.2 Scottish Water International Review and Report
5.2.1

CRU’s Term of Reference for Irish Water’s External Review

As mentioned above, Irish Water submitted a Terms of Reference for CRU review and approval in
January 2020. Following a period of discussion, the CRU approved these terms of reference, with
additions listed below.

•

A summary of the deep dive review of Irish Water’s investment and delivery capabilities to
provide CRU with understanding of any key risk areas;

•

A summary of any key improvement areas identified and Irish Water’s plans for same;

•

A review of methodology for estimating project and programme costs to include review of
use of cost curves, risk allowances between stages, approach to efficiencies, overheads,
etc.;

•

A review of the application of the estimation methodologies across a representative sample
of each area of the investment plan; and,

•

A review of the outcomes and outputs, as well as the schedule for same, across a
representative sample of projects from the investment plan

•

The review will examine and comment on Irish Water’s determination of the adequacy of
the solutions in the CIP, including consideration of scope, scale, use of, and compatibility
with, existing assets, and, accuracy of outputs/outcomes.

•

In relation to the prioritisation of projects/programmes, the review must examine and
comment on IW’s adherence to government guidance and how IW has taken account of
whole life costs, NPVs, cost benefit assessments and/or other methods of prioritisation.
Further, in terms of governance procedures, the review must include an overview of the
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governance and senior management procedures applied to the CIP and the governance
that will be applied before commencement of spend.

•

In relation to scheduling of investments, the review must examine and comment on Irish
Water’s process in terms of the full assessment of pre-construction issues including e.g.
land surveys, access, environmental constraints, as well as construction start timing,
resource/supply chain considerations, construction/commissioning programmes, and,
financial flows to ensure adherence to the allowed revenues.

•

Finally, and more generally in the context of delivering the overall CIP, the review must
confirm how procurement, supply chain management, innovation and efficiency are
adequately considered.

5.2.2

Scottish Water International Review – Approach

SWI’s approached its review by carrying out an initial, high-level analysis of Irish Water’s
processes, systems, people and capability, in identifying investment needs and delivering capital
projects. The high-level review identified 12 key themes where further analysis was required. SWI
then carried out a deep dive analysis of each of the key themes identified and proposed
recommendations for Irish Water to consider. The Scottish Water International report is published
alongside this decision paper28.

5.2.3

Scottish Water International’s view on the challenges and stability of the
investment plan Irish Water’s Operating Environment

SWI states that IW’s operating environment puts significant pressures on the investment plan
which makes it difficult to deliver a stable baseline of projects. SWI states that Irish Water’s current
response to this operating environment is to dynamically manage the plan by reprioritising projects
to fit the available funding. As a result, this can lead to delays and inefficiencies in delivering the
projects, as they are stopped and started. As well as this, it also leads to supply chain issues which
often results in increases in the overall cost of the programme.
Within Irish Water’s operating environment, SWI identified four factors which it considers made it
difficult for Irish Water to present a stable baseline of projects and resulted in changes to its RC3
Investment Plan. Some of these factors are within Irish Water’s control, some relate to the relative
immaturity of Irish Water as an entity and, some are outside of Irish Water’s control.
The four factors are:

28

Scottish Water International Report – Irish Water Investment & Delivery Review (CRU20085b)
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•

New and emerging risks: SWI states that as Irish Water is still a relatively young
organisation, it will continue to experience challenges in understanding the detailed
information around the condition and performance of its assets (e.g. sewer networks).
Some of Irish Water’s assets base will remain relatively unknown until investigative
surveys are carried out. SWI also notes that Scottish Water was in a similar position
following its formation.

•

Project Increases (Construction inflation vs Harmonised Indices of Consumer Prices
(HICP)): SWI notes that Irish Water is exposed to tender price inflation, and that “it can
be particularly exacerbated by some of the Irish Water delivery methods of individually
tendering projects, with each project getting market spot price at the time of tender.” 29

•

Annual budget constraints and funding changes: SWI notes that the funding model within
which Irish Water operates and acknowledges that it presents a challenge not
experienced by most utilities which operate on the basis of a regulatory settlement. SWI
states that: “The Scottish Water industry significantly improved the efficiency of capital
delivery when it was agreed to ring fence the funding over a regulatory period … [shifting
away from] short term decision making, to efficient programme delivery.”30

•

Regulatory efficiency challenge: SWI notes that Irish Water must continue to challenge
project scope and seek opportunities to innovate in terms of outcomes and outputs.

5.2.4

Scottish Water International - Recommendations

SWI sets out a number of recommendations aimed at improving Irish Water’s internal processes, in
12 key areas under two categories, discussed in more detail below.
1) Targeted improvements looking at areas which caused changes to the regulatory submission
and recommendations to prevent a recurrence of same
2) Wider improvement to develop Irish Water’s capability further

Targeted Improvements looking at areas which caused changes to the Regulatory submission and
recommendations to prevent a recurrence of same:
SWI provide 4 targeted themes, under which a number of recommendations are made for IW.
Figure 3 below shows the four themes with the recommendations set out in table thereafter. The
targeted themes cover the areas SWI consider were the cause of changes to Irish Water’s RC3

29
30

Scottish Water International (April 2020) IW Investment & Delivery Review pg.11 (CRU20085b)
Scottish Water International (April 2020) IW Investment & Delivery Review pg. 12 (CRU20085b
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submission.

Figure 3 SWI Targeted Recommendations for Irish Water

SWI offer a number of targeted recommendations to address the issues identified within each of
the 4 areas. These are summarised in table 19 below.

Summary of SWI Report Recommendations (Improvements to areas which caused
changes to the Capital Investment Plan)

Themes

Issues Identified

SWI Recommendations

1. Scope
Definition

The cost increases in
Irish Water’s updated
capital investment plan
(October 2019) indicate
that the maturity of Irish
Water’s scope
definition and risk
identification in the
early stages of Irish
Water’s Project Life
Cycle needs
improvement.

“Getting the initial project budget correct”
Irish Water need to increase its asset knowledge at
the project inception stage, through better data
(Asset Intelligence)
SWI recommends that Irish Water improves its early
scope definition by increasing asset knowledge
through:
•
•
•
•

introducing an early third-party risk
screening
increased input from Asset Operations
complete detailed risk register
improving asset data collection

This will result in improved definition of scope and
risk and therefore more accurate project budget
estimates. This will help to prevent a recurrence of
the cost increases seen between Irish Water’s
original and updated investment plans (Nov 18 &
Oct 19 submissions)

2. Estimation
Risk &
Uncertainty

Costing data is
updated once a year,
with tender
information captured
to update costs and a
tender to outturn
factor then used to
calculate outturn

“Creating a costing centre to get the project
price correct”
SWI recommends that final outturn data should
be captured within the PCT, rather than tender
stage data. This will improve the quality and
consistency of the data within the PCT.

38

An Coimisiún um Rialáil Fóntais Commission for Regulation of Utilities

costs.
The PCT is currently
used by a variety of
teams and roles as
the project develops.
The infrequent nature
of use of the PCT by
its various users
presents challenges,
as estimating projects,
and the development
of real cost
intelligence is a
specialist activity.

SWI recommends fast tracking the
implementation of a fully resourced costing team
to centralise estimating capability, and develop
the skills, knowledge and experience to be able
to provide a comprehensive, consistent and
expert service to the business.
There will be a role for the new costing team to
better cost site specific risk factors. Developing
the capability of costing team will also aid the
understanding of the detail of cost shocks and
trends in costing and certainty around estimates.

Site-specific risk
factors were not fully
accounted for by Irish
Water when
estimating project
costs. This contributed
to the increase in cost
estimates as projects
developed. Site
specific factors are not
inherent within the
data sets in the Irish
Water’s Project
Costing Tool (PCT). It
would require
knowledge of the site
and the functionality of
the PCT to be able to
correctly identify and
add these factors. The
current costing team
in Irish Water’s Asset
Investments has 2
resources, and their
focus is on the
maintenance of the
PCT rather than
providing an
estimating service.

3. Programme,
Portfolio &
Project Risk

Irish Water uses a
number of approaches
to calculate risk and
contingency
provisions per project,
depending on its
lifecycle stage. This
can work well on an
individual project basis

“Ensuring risk reserves for “bumps in the
road” and instilling discipline to define and
actively manage project risks to control
costs”
SWI recommends Irish Water develop centralised
risk provisions at a portfolio, programme and
project level, as well as associated management
processes for these risk reserves. This will
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but needs
strengthening to
manage shock effects
on the investment
plan.

ensure a tighter control on project costs with risk
allowances being ‘handed back’ to the
programme once the risk has passed and not
materialised. This will remove the need for
undefined contingency provisions which can
sometimes be incorrectly sized and almost
always utilised.
Irish Water also should establish clear
accountability for management of this approach.

4. Governance &
Change
Management

SWI acknowledges
that Irish Water’s
project governance
process, and gateway
approval processes
are in line with best
practice and ensure
projects are governed
and challenged at the
right level of authority.
However, the issue is
that it can take a long
time to get the
projects through those
governance levels.

“Ensuring timely senior scrutiny”
SWI welcomed Irish Water’s recent introduction
of the 6 dials (cost, schedule, outcomes, outputs,
priority and operating costs) approach to
triggering escalation. However, SWI
recommends the review of the escalation
procedures to avoid any delay; it also notes that
setting more accurate project costs would avoid
the need for escalation procedures.

Table 19 Summary of SWI Report Recommendations (Improvements to areas which caused
changes to the Capital Investment Plan)

Wider Improvements to Irish Water’s capability:
Scottish Water International also make recommendations regarding wider improvements to Irish
Water’s capability which relate largely to Irish Water’s internal processes. Figure 4 below shows the
themes under which the recommendations are made.

Figure 4 SWI Wider Recommendations for Irish Water

These wider themes relate to targeted recommendations to address the issues identified within
each of the 8 wider areas. These are synopsized in table 20 below.
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Summary of SWI Report Recommendations (Wider Improvements to develop Irish
Water’s capabilities further)

Key Areas

5. Investment
Plan

Issues Identified

SWI Recommendations

SWI recognised the need for
Irish Water to have more
financial flexibility, and a move
away from a fixed annual
budget which may hamper the
supply chain.

Regulatory Business Plan -

SWI also identified a need for
Irish Water to engage in
greater collaboration with both
regulators (EPA / CRU) to
ensure understanding of the
impact of changes to the
capital investment plan that
may be required.

“Working close with key
stakeholders to monitor progress
of the investment plan”
Irish Water to continue to work with
CRU / EPA, as well as DHPLG, to
establish annual investment ranges
within which to deliver, on condition
that that the business operates within
an overall regulatory envelope.
SWI recognises an opportunity for IW
to strengthen relationships with the
EPA and CRU.
Irish Water should agree a formal
change process with stakeholders,
actively involving both regulators in
the development of the capital
investment plan.
Internal Delivery Plan “Planning to
outperform the Business Plan”
SWI also recommends that Irish
Water creates an Internal Delivery
Plan that sets internal stretch targets,
risk reserves at portfolio, programme
and project level. Irish Water should
aim to outperform the internal
delivery plan.

6. Workshops &
Project
Tracker

7. Asset
Planning as

SWI recognises potential for
Irish Water to enhance its
collaborative workshop
process.

“Enhancing the collaborative
Project Development workshop
process”

SWI acknowledges that Irish
Water is following the key

“Driving ownership and
accountability for assets and

SWI recommends several
improvements, including improving
management of the workshop
process to simplify it and remove
administrative bottlenecks to ensure
high quality project charters.
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Assets
Owners

principles of asset
management and aligning its
asset investment decisions to
the Water Services Policy
Statement, Water Services
Strategic Plan and key legal
requirements through its
Service Management
Framework process that
governs its investment
planning approach.
SWI also notes that Irish
Water is not yet in control of all
data and resources across its
assets.
The early involvement of
Asset Planning is noted as
being key to Irish Water
achieving the greater capital
efficiencies but is currently
constrained by the current
level of resource.

8. Increased
Involvement
from
Operations

SWI states that at present,
there is potential that the
Asset Planning and Asset
Delivery functions will
progressing ahead of Asset
Operations, potentially to
creating new silos.
SWI notes that it is clear from
its review of the development
of the original RC3 investment
plan (November 2018), that it
was built by Asset Planning
and Asset Investments with
limited input from Asset
Operations (primarily due to
time and resource
constraints).

budgets”
SWI recommends Irish Water
strengthens the capabilities of its
Asset Planners to greater understand
the asset base. Irish Water needs to
improve its asset data
Irish Water should build its analytics
capability to predict asset failure and
service risk. This will benefit the
asset planners in terms of decision
making around building and
evidencing of future investment
needs.
SWI also recommend ensuring Asset
Planning is actively involved to Gate
2 and retaining ownership and
accountability.

“Driving asset and risk knowledge
through collaboration and early
input”
SWI makes a number of
recommendations including
increased input from Asset
Operations at the early stages of the
project lifecycle, and the creation of
an “asset operations portfolio team”
to support the to support the capital
investment processes.

9. Value
Management

Value management involves
finding the optimum balance of
project benefits in relation to
project cost and risks. SWI
observed that the timing of
Value Management activities
in Irish Water is neither
consistent nor optimal.

SWI recommends Irish Water include
a formal value management
workshop, and prioritisation of value
engineering, including early
contractor involvement where this is
permitted.

10. Portfolio

The PMO sits within Asset

“Implementing strong capital
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Delivery within Irish Water and
is in the enabling phase of its
development, it provides
financial and performance
reports to facilitate effective
management of the
investment plan. SWI
considers this is done in a
fragmented and inconsistent
manner.

portfolio, programme and project
controls and reporting capability
to support project delivery
managers to drive performance
and delivery”

11. Maturing
Accountability
and
Ownership

Delivery of investment is
achieved through the Asset
Management and Asset
Delivery functions within Irish
Water depending on the stage
of the project. However, SWI
notes that there is a lack of
project ownership and
accountability with evidence of
“hand offs” between parties at
various stages of project
delivery that incorrectly
assumes transfer of
responsibility and ownership.

“Getting the culture and
behaviours right”

12. Contracting
Models (Risk
Sharing

SWI notes that there are a
range of capital delivery
models, and that Irish Water
employs some of the common
models (e.g. design build
operate).

“Looking at different ways to
share risk and deliver efficiently”

Office
Management
(PMO) &
Reporting

SWI’s recommendations include
PMO ensuring the robustness of
monthly reporting updates, including
improving the efficiency of current
reporting arrangements under
Project Clarity31; and, development of
key performance indicators and
standardised monthly reporting.

SWI recommends the ownership of
assets and capital interventions be
assigned to Asset Planners within
Asset Management.

SWI recommends Irish Water should
improve supply chain risk
management though a varied
approach to delivering the capital
investment plan. Irish Water should
consider a coordinated approach to
the procurement of goods and
services for all capital delivery
activities across all supply chain
entities, e.g. pipes, fittings, etc.

Table 20 Summary of SWI Report Recommendations (Wider Improvements to develop Irish
Water’s capabilities further)

31

Project Clarity is a change management process introduced by IW in late 2019, aimed at further developing
IW’s capital investment planning and delivery capability.
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5.3 CRU Support for Irish Water Process Improvements
The CRU has considered SWI’s review, findings and recommendations, and considers that they
reflect a reasonable basis for process improvements for Irish Water, to address the identified
shortcomings in the earlier CIP process. As a result, the CRU is requiring Irish Water to action the
recommendations provided, with the objective of ensuring Irish Water improves its processes and
procedures in the short to medium term. The aim of this will be, in the first instance, to ensure Irish
Water is on a trajectory to providing the CRU with capital investment planning information which is
stable and reliable before the next revenue control period. In the meantime, the CRU also expects
to see improvements in the reliability and stability of the information provided to the CRU, covering
a number of areas where the CRU monitors Irish Water’s performance and delivery for customers
(e.g. the CRU’s Performance Assessment Framework, the CRU’s capex monitoring work, and the
CRU’s Annual Return, discussed further below).
The CRU considers that Irish Water should implement the SWI recommendations as follows:
1. Irish Water to implement recommendation no. 5 immediately (Irish Water to engage regulators
on CIP changes). The CRU views this as a ‘Change Control Process’ which needs to be
developed by Irish Water and submitted to the CRU for approval. The process means Irish
Water will provide clarity to the CRU and the Environmental Protection Agency of changes it
plans to make to its CIP on a regular (at minimum annual) basis. Such changes will be subject
to CRU approval, in order to be included in the approved Capex expenditure under the CRU’s
revenue control process. The CRU recognises that there are several stakeholders that are
directly interested in the outcome of any change in the CIP, not least the EPA, as the
environmental regulator of Irish Water. To that end, the CRU has already engaged with the
EPA on this change management process, with a view to leveraging the EPA’s knowledge and
understanding of Irish Water’s environmental requirements, to feed into the CRU change
control related decisions. Irish Water is required to engage with the CRU on the implementation
of this recommendation by September 2020, so that the CRU can review and approve the Irish
Water change management process, for implementation immediately thereafter. This timeline
is important so that the process is in place to support the CRU’s timely review of any changes
in Irish Water’s CIP in advance of the start of the 2021 budgetary year.
The CRU undertakes its revenue control process, generally, once every five years. However, to
accommodate changes to the dynamic nature of Irish Water’s CIP, the CRU requires that Irish
Water put in place a ‘Change Control Process’ for any changes it proposes to make to the
approved plan. The CRU requires that Irish Water develop and submit a proposal for this process
to the CRU for review and approval. Irish Water should develop the methodology for this proposal
as it is best placed to understand how such a process can be implemented in its operations,
including its knowledge of timing/prioritisation of its projects/programmes.

44

An Coimisiún um Rialáil Fóntais Commission for Regulation of Utilities

Irish Water’s ‘Change Control Process’, once approved by the CRU, must be submitted annually,
giving consideration to the timing of the Government budgetary process, and the WSPS themes.
The CRU will review proposals made under the Change Control Process, taking consideration of
the following:

•

The costs associated with the change (comparing it with costs in the approved CIP)

•

The impact the change will have the Outputs and Outcomes which Irish Water are
required to deliver over the RC3 period

•

Consult with EPA on the changes proposed

•

Inform the Department of any proposals and final approved changes for budgetary
purposes.

2. Irish Water to provide an implementation plan for all recommendations by the end of 2020.
The CRU expects that not all the recommendations will necessarily be suitable for
implementation by Irish Water in their current form. However, the CRU intends to provide Irish
Water the opportunity to propose any changes they wish to make to the recommendations,
prior to implementation, for CRU review (and approval). Irish Water is required to engage with
the CRU on the implementation plans in Q3 2020, with a finalised plan to be provided for CRU
approval before the end of 2020.
3. Irish Water to implement all recommendations by the end of 2022 (on time for development of
the next Capital Investment Plan, before the next price control). This requirement will be crucial
towards ensuring prevention of a re-occurrence of recent events, with changing plans and
additional work and associated cost. Further, the instability of Irish Water’s plans causes issues
in terms of the monitoring of Irish Water’s activities by the CRU in ensuring value for money is
being achieved by the utility. The CRU requires Irish Water to provide progress reports and
updates to the CRU, at least once every 6 months, and as directed by the CRU.
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Other Factors Considered / Backdrop
to CRU Decision
The CRU is cognisant that it is making the current additional RC3 decisions against a backdrop
that looks very different to that which the original RC3 decision in December 2019 was made. As a
result, the CRU expects that Irish Water will need to amend its Capital Investment Plans and the
build out of those plans for various reasons over the next five-year period. For this reason, it is
crucial that Irish Water implements the recommendation to engage with its regulators and to
introduce a change control process for any changes it proposes to its CIP. The CRU requires Irish
Water to implement this (and all other) SWI recommendations made (please see section 5 above
for more information on these requirements).
Some examples of the various complexities/issues that will affect the ability of Irish Water to deliver
on the full outputs and outcomes of the approved CIP are provided below.

6.1 COVID19
Since the CRU’s RC3 Decision in December 2019, the global pandemic has changed many
aspects of Irish Water’s business and its finance planning For example, we know that Irish Water’s
capital costs are likely to increase for the 2020 period (at minimum) as construction sites were shut
down due to the pandemic and then ramped up once more.
The CRU is also conscious that Irish Water’s revenue stream from business customers is likely to
be reduced (potentially significantly) compared to the revenue which was allowed by the CRU in its
December 2019 Decision. This is due to the temporary/permanent closure of businesses. The CRU
is also aware that Irish Water is likely to experience an increase in bad debt from customers who
already had a level of bad debt before the pandemic, and for those who have closed permanently.
To maintain the same level of OPEX (as water demand has not decreased overall), Irish Water will
need to review its overall funding requirements and engage with DHPLG and the CRU regarding
available funding and spending priorities.
The CRU also is also cognisant that Irish Water has received additional funding through the
Government’s July 2020 stimulus package. The CRU has decided that Irish Water is required to
provide the CRU with a submission relating to its planned deliverables for this funding.

6.2 Public Spending Code
The Public Spending Code was revised in December 2019, which means that projects financed by
Government that have a value of over €100m/€500m will be subject to additional review before
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being progressed through the various project gates. This will add further complexity to the
environment within which Irish Water operates. The CRU also expects to have a role in this review
process.
As well as the above, there are other complexities which Irish Water will need to manage over the
coming years including:

6.3 Irish Water Separation from ERVIA
The Government announced in 2018 that Irish Water was to separate from ERVIA (by 2023). To
date however, discussions continue between Irish Water and Government on this issue. The CRU
does not have full details of how this separation is to come about or what impact it may have on
Irish Water’s operations.

6.4 Water Industry Operating Framework (WIOF)
This programme, aimed at the transformation of Irish Water to an SPU (single public utility)
model is delayed. Although the CRU made it clear in its RC3 Decision in December 2019 that the
efficiencies set were achievable independent of WIOF, Irish Water repeatedly stated that a delay
in WIOF will impact Irish Water’s ability to achieve the operating efficiency challenge we posed to
them in December 2019.

All of the above, and potentially other issues, add complexity to the environment within which Irish
Water operates and are worth highlighting for now, but will be dealt with in due course. In the
meantime, it is important to have this decision made, with outputs and outcomes along with
approved expenditure. This provides a stable baseline, against which any changes arising from the
external environment can be reviewed and assessed.
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Incentives & Monitoring
The CRU’s December 2019 Decision32, discusses the importance of, and ways in which the CRU
monitor Irish Water’s activities and performance. The CRU does this through a combination of
reputational and financial incentives which are outlined in this section at a high level.

7.1 Incentives
Performance-based incentives are an important component of revenue control regulation. They
complement and enhance the requirement for a regulated monopoly business to efficiently manage
costs by ensuring that the business has an incentive in the delivery of its responsibilities,
particularly with regard to quality, efficiency and timeliness of service delivery to the customer.
In the December 2019 Decision the CRU sets out its decisions on incentive regulation. In
summary the areas where financial incentives for RC3 will apply are:

•

Rolling retention of additional opex efficiencies;

•

The three pre-existing Non-Domestic billing incentives; and

•

Leakage Reduction incentive

Irish Water has proposed an outcome of a reduction in leakage of 176ML/day (net water savings in
the water supply network) by the end of RC3, as part of its submission to the CRU. Irish Water is
currently in the process of implementing its new Leakage Management System (LMS). The CRU is
currently engaging with Irish Water on the baseline level of leakage in order to finalise this incentive
and will publish a consultation later in 2020.
Areas where the CRU has decided to continue reputational incentives through monitoring and
reporting of Irish Water are discussed in the sections below.

7.2 The Irish Water Performance Assessment
The Performance Assessment Framework is designed to assess Irish Water’s delivery of defined
services and outcomes for the money it is allowed to spend by the CRU. The Framework provides
a structured and clear way for the CRU to assess Irish Water’s performance, to provide oversight
and to support evidence-based decision-making. The publication of reports under the Framework
incentivises Irish water to improve its performance and levels of service and allows citizens,
customers and other stakeholders to monitor that performance. The Performance Assessment

32

CRU Decision on Irish Water Revenue Control 3 CRU/19/148
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looks across five key categories to capture Irish Water’s overall performance:

•

customer service,

•

environmental performance,

•

quality of water supply,

•

security of water supply, and,

•

sewerage service.

The CRU will consult later this year to ensure that the metrics included in the Performance
Assessment Framework still reflect key services areas for customers and that it is capturing as
broad a set of outcomes as possible. The CRU will also set out the proposed targets for each of the
metrics in that consultation.

7.3 The Domestic and Non-Domestic Customer
Handbook
The CRU must ensure that customers of Irish Water receive a high quality of service from the
utility. This is achieved through setting minimum standards which Irish Water must offer its
customers. These customer standards are published in the Domestic and Non-Domestic Customer
Handbooks, developed by the CRU. The Handbooks set out requirements to which Irish Water
must adhere when providing water and wastewater services. Both Handbooks include areas such
as providing information to customers affected by supply interruptions, remedy of damage to
property during meter installation and responding to customer complaints.
The CRU recently consulted on proposed changes to the Handbooks and will publish its decision
on these proposals later this year. The CRU will then continue to monitor Irish Water’s delivery of
services to customers throughout RC3 and beyond.

7.4 Capital Expenditure Monitoring
The CRU publishes monitoring reports that set out Irish Water’s progression and delivery of its
Investment Plans. The reports allow the CRU and others to assess and understand Irish Water’s
actual spend and delivery of outputs and outcomes in each reporting year and its forecast spend
and delivery in future years.
The CRU will continue to monitor Irish Water’s Investment Plan delivery during the period 2020 to
2024 and will publish annual reports outlining Irish Water’s delivery against the agreed outputs and
outcomes included in this decision. The CRU will continue to publish periodic monitoring reports
during RC3 based on the outcomes/outputs submitted by Irish Water and approved by the CRU for
the RC3 period.
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7.5 Energy and Water Customer Report
As part of its monitoring function, the CRU will also publish data regarding Irish Water’s
performance in the Energy and Water Customer Report. This report will replace the CRU’s Retail
Report and later this year the CRU will publish data on 2019 performance. Its purpose is to provide
consumers, industry and other interested stakeholders with relevant information on the
development of competition in the electricity and gas retail markets, an overview of the key
developments in the water sector and the work of the CRU Customer Affairs Team in providing a
free dispute resolution service to customers.
Specific to water, the report highlights sectoral developments such as numbers of domestic and
non-domestic customers, annual household water demand and volumes of unaccounted for water
and water losses due to leaks. It also contains data on customer complaints, quality of service and
the First Fix Scheme.

7.6 Irish Water Process Improvement
As part of this RC3 2020 decision, the CRU has decided that Irish Water will be required to
implement the recommendations made by Scottish Water International (SWI), following its review
of Irish Water’s processes and procedures used to develop and deliver Irish Water’s capital
investment plans.
This decision requires Irish Water to:

•

implement a Change Management Process for changes to its capital investment plans by
the end of 2020. This relates to recommendation 5 of the Scottish Water International
review and is aimed at facilitating ongoing monitoring of the changes to, and, delivery of
the capex programme by the CRU and the Environmental Protection Agency.

•

provide an implementation plan to the CRU for all other SWI recommendations, by the
end of this year for CRU review and approval.

•

implement all SWI recommendations by the end of 2022 (to ensure that by the start of
the next five-year planning cycle, the process of developing the CIP is more robust,
providing a stable environment for planning).

The CRU plans to monitor Irish Water’s progress and as such Irish Water is required to provide the
CRU with progress reports and updates, at least once every 6 months, and also when directed by
the CRU.
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Calculation of Revenue Requirement
8.1

Overview

This section details the impact that this decision (RC3 Decision 2020 – Capital Expenditure) has on
Irish Water’s allowed revenues for 2020 - 2024. This section also provides a brief summary of how
the overall revenue figure for Irish Water is calculated. It outlines:

•

Irish Water’s regulated asset base including the composition, depreciation and asset lives
applied to the RAB;

•

Irish Water’s WACC for the RC3 period.

•

The calculation of the overall revenue for Irish Water for the RC3 period.

The CRU’s RC3 opex allowance remains unchanged from that outlined in the CRU’s RC3
decision (CRU19148). However, the revenues allowance detailed in this paper supersede the
revenue allowance outlined in the CRU’s RC3 Decision (CRU19148).

8.2 Irish Water’s Regulated Asset Base
The Regulated Asset Base (RAB) plays a key role in the determination of the amount of
depreciation that Irish Water receives and is the base to which the rate-of-return is applied when
determining the return on capital for Irish Water33.
Composition of the RAB
Please see the CRU’s revenue model for detailed composition of Irish Water’s regulated asset
base. Information on the value of the assets is provided within the asset base itself. Regarding
asset lives, Irish Water’s capital expenditure is depreciated using asset life categories based on the
expected economic life of the assets to be depreciated. Please refer to section 8.5 of the CRU’s
RC3 Decision (CRU19148) for a detailed discussion of the asset lives applied to the RAB.
2020
€m

2021
€m

2022
€m

2023
€m

2024
€m

Opening value

3,328.7

4,075.7

4,902.2

5,864.9

6,788.1

Capex

850.2

948.7

1,106.7

1,090.4

904.3

Depreciation

(103.2)

(122.2)

(144.0)

(167.2)

(187.1)

Closing value

4,075.7

4,902.2

5,864.9

6,788.1

7,505.3

33

The CRU has applied a WACC of the to calculate the return on capital for Irish Water
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Table 21 Irish Water RAB 2020 – 2024 (2017 prices)

Valuation of the RAB
The CRU has decided to continue its approach for valuation of the RAB for the 2020-2024 period.
This approach is known as replacement cost. Under this approach, assets are valued at what it
would cost to replace existing assets.

Asset lives applied to the RAB
The CRU has continued to use the asset life categories and the percentage allocation of total
capex to each asset life that was used in the CRU’s RC3 decision (CRU19148), see section 8.5 of
that paper for further details.

Depreciation method
The CRU has continued to use the straight-line depreciation method when revising Irish Water’s
revenue allowances for 2020 - 2024.

8.3 Cost of Capital
The CRU has decided to retain the current WACC-CAPM approach as considered and detailed in
its RC3 decision. A summary of the CRU’s decision on the WACC detailed in the table below.
CRU Decision – Cost of Capital
Cost of equity (real pre-tax)

5.43%

Gearing

50%

Cost of Debt

1.8%

WACC (real, pre-tax)

3.61%
Table 22 Summary of cost of capital

8.4 Allowed Revenue
In setting the allowed revenues for Irish Water, the CRU takes the allowances (deemed appropriate
by the CRU) for capex, opex, WACC and the RC3 K-factor and calculates the allowed revenue in
real prices. The allowed revenue is then profiled for recovery over the RC3 period. In line with the
CRU’s RC3 Decision, the CRU has decided to profile Irish Water’s total allowed revenue evenly
over the five years. The revenue will be recovered by Irish Water through a combination of charges
to customers and Government subvention.
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In revising Irish Water’s revenue to take account of this RC3 2020 decision (updated RC3 capital
expenditure), Irish Water’s opex, WACC and RC3 K-factor have not changed from that in the
CRU’s RC3 Decision (CRU19148).
The CRU has decided to update Irish Water’s revenue for the RC3 period to €4,822m (2017 prices,
PV). This is equivalent to the €5,275.2m outlined in the Table 23 below.
An indicative profile of how this revenue would be recovered is also outlined in the below table for
illustrative purposes. This assigns €1,145.8m (2017 prices) to non-domestic charges and €4,121.1
(2017 prices) to Government subvention for the RC3 period.
For 2020, Irish Water’s revenue has increased from €965.9m to €981.7m (2017 prices).
The below table is an extract from the RC3 revenue model and shows Irish Water’s total revenue
requirement for RC3. For further detail on the calculations, please refer to the CRU’s RC3 revenue
model (CRU20085a) which is published alongside this decision paper.

Table 23 Extract from the RC3 revenue model showing Irish Water’s total revenue requirement
for RC3
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Summary of Decisions
The CRU has decided to provide Irish Water with a capital expenditure allowance of €4,523.1m
for the RC3 period.
The CRU has also decided that Irish Water will be required to implement the recommendations
made by Scottish Water International following its review of Irish Water’s processes and
procedures used to develop and deliver Irish Water’s capital investment plans. The CRU will also
hold Irish Water to account on delivering the outputs and outcomes below, which are associated
with the expenditure allowance being provided.
Table 24 below shows the Irish Water request, CRU adjustments and final expenditure
allowances being made to Irish Water.
Irish Water Request & CRU Expenditure Allowance €M
2020

2021

2022

2023

2024

Total

IW RC3 Expenditure Request

782

882.5

1085.1

1118.7

963

4831.4

Gate risk adjustment

-7.9

-12.3

-25.8

-32

-29.6

-107.7

Efficiency adjustment

-20.2

-36.5

-66.6

-79.1

-82.9

-285.2

Expenditure allowance

753.9

833.7

992.7

1007.6

850.5

4438.5

Adjustment for Non-Gate 3 projects

6.1

10.6

22.2

25.5

20.3

84.6

Overall capital expenditure allowance

760

844.3

1014.9

1033.1

870.8

4523.1

Table 24 Irish Water Request & CRU Expenditure Allowance €M
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Irish Water’s Outputs & Outcomes - RC3
Unit

Outputs
Number of new Treatment Plants (water and wastewater)
Number of Existing Treatment Plants Upgraded
Water Treatment Plant Capacity (Total ML/day) (i.e. total capacity from
new/existing plants which have added capacity during RC3)
Wastewater Treatment Plant Capacity (Total Population equivalent)
Number of Reservoirs Upgraded
New Watermains (km)
Rehabilitated or lined mains (km)
Meters installed
New Sewers (km)
Rehabilitated Sewer (km)

29
89

No.
No.

625

ML/day
PE
No.
km
km
No.
km
km

3,070,158
132
496
511
50,815
241
342

Unit

Outcomes
No.
No.
No.

5
27
48

No.

563,093

Number of Lead Services replaced

No.
No.

133,465
13,231

Leakage Reduction (ML/day)

ML/day

Population on a boil water notice for more than 200 days
Number of Water Treatment Plants with Ortho-phosphate Dosing
Number of Water Supplies removed from the EPA's RAL
Reduction in the number of properties with risk of Microbiological Non
Compliance
Reduction in the Number of properties with risk of THM Non Compliance

176

Additional Water Supply Capacity (ML/day) (i.e. additional capacity added during
ML/day
RC3)

46

No.

75

PE

314,656

Number of Wastewater Treatment Plants overloaded serving < 2000 population

No.
No.

1
1

Number of Agglomerations in the ECJ Urban Waste Water Treatment Directives

No.

13

Additional Wastewater Treatment Capacity (Population Equivalent)
Number of Wastewater Treatment Plants compliant - EPA discharge increase
ELVs

PE

770,751

No.

8

Number of agglomerations removed from EPA's Priority Urban Area Action List
Wastewater treatment works compliant with Urban Waste Water Treatment
Directive (Population Equivalent)
Number of Wastewater Treatment Plants overloaded serving >2000 population

Table 25 Irish Water’s Outputs & Outcomes – RC3

The approved level of expenditure and associated outputs and outcomes detailed above are
underpinned by the requirements set out below, which result from the Scottish Water
International review of Irish Water’s processes and procedures.

•

Irish Water is required to implement a Change Management Process for changes to its
capital investment plans by the end of 2020. This relates to recommendation 5 of the
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Scottish Water International review and is aimed at facilitating ongoing monitoring of the
changes to, and, delivery of the capex programme by the CRU and the Environmental
Protection Agency.

•

Irish Water is required to provide an implementation plan to the CRU for all other SWI
recommendations, by the end of this year for CRU review and approval.

•

Irish Water is required to implement all SWI recommendations by the end of 2022 (to
ensure that by the start of the next five-year planning cycle, the process of developing the
CIP is more robust, providing a stable environment for planning).

•

In relation to project gate risk factors discussed in section 3.3.2 above, the CRU requires
that Irish Water maintain and provide appropriate data on its performance against the
gate risk factors and provides this data to the CRU when required.

•

Irish Water is required to provide the CRU with a submission relating to its planned
deliverables for funding received through the Government’s July 2020 stimulus package.
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Next Steps
The CRU will notify DHPLG of its decision regarding allowed revenue for Irish Water for the RC3
period. This will inform the DHPLG for its budgetary process.
This decision is based on the Capital Investment Program provided to the CRU by Irish Water in
April 2020. It covers two aspects – the list of projects and programmes that Irish Water are
committing to carrying out and the timing of completion of the projects and programmes, aligned
with the annual approved capital expenditure. Changes to either the mix of projects and
programmes, or the timing, which may have knock on impacts on the ability to meet the overall
funding cap will need to be reviewed and approved by the CRU. To deliver on this obligation, Irish
Water is required to implement a Change Management Process for changes to its capital
investment plans by the end of 2020. This relates to recommendation 5 of the SWI review and is
aimed at facilitating ongoing monitoring of the changes to, and, delivery of the capex programme
by the CRU and the Environmental Protection Agency. Irish Water is required to provide the CRU
with proposals on the Change Control Process it plans to implement by September 2020 for review
and approval.
Irish Water is required to provide an implementation plan to the CRU for all other SWI
recommendations, by the end of this year for CRU review and approval.
To ensure that the CIP that will be developed for the RC4 process (covering the period 2025-2029),
is robust and stable, Irish Water is required to implement all SWI recommendations by the end of
2022. This is to ensure that by the start of the next five year planning cycle (which happens in
advance of the first submission by Irish Water to the CRU) there is a more robust and stable
planning environment, that will feed into Irish Water’s next CIP.
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