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INTRODUCTION 

Companies in the Water Utilities industry provide 

delivery and treatment of one of the world’s most 

essential resources. Municipal and private water 

utilities enabled the growth of communities and 

urban centers by eliminating natural limitations on 

local water access and wastewater treatment. 

Modern utilities operate extensive water and 

wastewater networks that increase operating 

efficiencies, lowering costs for customers and 

helping to conserve limited water resources. 

Continued population and economic growth is 

contingent upon the services of the water utilities 

sector.  

While water has historically been viewed as a 

plentiful resource, the emergence of sustainability 

challenges such as climate change, water scarcity, 

and increasing resource demand is affecting the 

water sector. Increasing water scarcity, together 

with greater public concern about the 

environment and the human health impacts of 

water use, are intensifying global regulatory 

action and business needs related to sustainability 

performance. Given the essential role of water in 

human society and the environment, companies in 

the Water Utilities industry will likely experience 

increased regulatory focus and public attention. 

Management (or mismanagement) of certain 

sustainability issues, therefore, has the potential 

to affect company valuation through impacts on 

profits, assets, liabilities, and cost of capital. 

Investors would obtain a more holistic and 

comparable view of performance with Water 

Utilities companies reporting metrics on the 

material sustainability risks and opportunities that 

could affect value in the near and long term in 

their regulatory filings. This analysis would 

examine both positive and negative externalities, 

and the non-financial forms of capital that the 

industry relies on for value creation. 

Specifically, performance on the following 

sustainability issues will drive competitiveness 

within the Water Utilities industry: 

• Improving energy efficiency and energy 

management of operations; 

• Effectively managing effluent quality and 

adhering to regulatory requirements (at a 

minimum); 

• Maintaining the long-term viability of 

water supplies and managing water 

scarcity risks; 

• Providing safe, reliable drinking water; 

• Applying fair and affordable rates that 

maintain positive community relations and 

ensure long-term viability and operational 

success; 

• Aligning economic incentives and rate 

mechanisms with the increasing 

importance of customer water efficiency; 

• Improving utilities’ water efficiency by 

maintaining infrastructure and positioning 

SUSTAINABILITY DISCLOSURE TOPICS 

ENVIRONMENT 

• Energy Management 

• Effluent Quality Management 

• Water Scarcity 

SOCIAL CAPITAL 

• Drinking Water Quality 

• Fair Pricing & Access  

BUSINESS MODEL AND INNOVATION 

• End-Use Efficiency 

• Distribution Network Efficiency 

LEADERSHIP & GOVERNANCE 

• Network Resiliency & Impact of Climate 
Change 
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business models for increasing water-

efficiency needs; and 

• Managing the risks of extreme weather 

events to physical water infrastructure. 

INDUSTRY SUMMARY 

Companies in the Water Utilities industry own and 

operate water supply and wastewater treatment 

systems or provide operational services and other 

specialized services to system owners.I Water 

supply systems source, treat, and distribute water 

to customers. Wastewater systems collect and 

treat wastewater including sewage, graywater, 

industrial waste fluids, and stormwater runoff 

before discharging the resulting effluent back into 

the environment.  

The water supply segment of the industry is 

dominated by government-owned entities and is 

highly fragmented. In the U.S., an estimated 84 

percent of the approximately 50,000 community 

water supply systems are government-owned, 

typically at the municipal level.1 Publicly listed 

companies in the industry include both small, 

regionally focused businesses and large global 

players. American Water Works is the biggest 

U.S.-domiciled industry participant, with nearly all 

of its $2.9 billion fiscal year (FY) 2014 revenue 

derived from water and wastewater services in the 

U.S.2 Veolia Environnement, based in France, is 

the largest player in the international industry; 

nearly half of its $30.3 billion FY 2014 revenue 

derived from water and wastewater services, most 

from international operations.3  

The wastewater segment of the industry is also 

fragmented, albeit slightly less so than the water 

supply segment. The U.S has an estimated 15,000 

wastewater systems, 98 percent of which are 

government owned. As with water supply 
                                                           
I Industry composition is based on the mapping of the Sustainable 
Industry Classification System (SICSTM) to the Bloomberg Industry 

systems, government ownership generally occurs 

at the municipal level. The relatively few publicly 

listed companies in the wastewater segment of 

the industry nearly always fall into the water 

supply segment, which tends to dominate the 

business mix. A representative example from the 

U.S. industry is Aqua America, which derived 9.8 

percent of its total FY 2014 revenue of $779.9 

million from wastewater services.4 

Global industry revenue from publicly listed 

companies is approximately $80.5 billion. This 

figure excludes a large share of industry revenues, 

since government-owned entities are not 

included. The majority of this global revenue 

figure is derived from the industry’s water supply 

segment.5 Since the majority of listed companies 

operate entirely within the U.S., this industry brief 

and the accompanying standards focus primarily 

on utilities in the U.S. 

The industry’s customers include households, 

businesses, industrial facilities, and government 

entities, as well as public service systems including 

fire suppression. Household and business 

customers are generally located in urban areas 

and obtain water from public water systems 

owned, managed, or serviced by companies in the 

Water Utilities industry. These systems are 

expected to provide stable, reliable water that 

adheres to government-mandated quality and 

safety standards. Water-intensive industries such 

as oil and gas exploration and production, as well 

as the military, are also principal customers, as 

they often require separate water systems. 

Additionally, municipalities form a substantial 

portion of the industry’s customers when 

municipal-owned utilities require private sector 

operational expertise.6  

Classification System (BICS). A list of representative companies 
appears in Appendix I. 
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Agricultural customers are typically not served by 

the industry, except when they are connected to 

public water supply systems. This is rare, however, 

as agricultural irrigation systems typically operate 

independently from public water systems. 

Similarly, households and non-water-intensive 

businesses in rural regions commonly operate 

small private wells and closed water systems that 

do not generate revenue for the industry. The 

same customer segmentation described above 

generally holds true for the wastewater segment 

as well.7 

In the developing world, the industry’s customers 

are more likely to be government entities, which 

commonly obtain water and wastewater systems 

services from large global companies.8 In the 

developing world, industry customers also include 

industrial customers, particularly oil and gas 

companies in resource-rich regions.9 When water 

services fall into the category of infrastructure 

design and development, they are outside the 

scope of the Water Utilities industry as defined by 

the Sustainability Industry Classification System 

(SICS). Instead, infrastructure design and 

development services companies fall within the 

Engineering & Construction Services industry.  

Publicly listed industry participants are generally 

structured as a parent company overseeing two 

distinct types of businesses: regulated utilities and 

market-based operations. The regulated-utility 

side of the business owns and operates water 

supply systems and wastewater systems. Market-

based operations provide water and wastewater 

services, generally to municipal utilities or 

industrial customers, and usually do not own 

infrastructure. 

Governments typically regulate private water 

utilities. The need for regulation stems from water 

supply and wastewater system characteristics 

consistent with being a natural monopoly. The 

operating costs of a single firm are lower than if 

multiple firms competed because of very high 

capital costs and resulting barriers to entry.10 

Water supply systems and wastewater systems are 

capital-intensive, as they require the extensive 

physical infrastructure, including pipes, pumping 

facilities, filtration systems and other treatment 

equipment, and reservoirs or other storage 

infrastructure. Allowing for competing 

infrastructure would likely raise average costs for 

customers and also be impractical for a number of 

reasons. In the U.S., the regulatory body is 

typically a state’s public utilities commission 

(PUC). In much of the rest of the world, the 

regulatory body is generally established by the 

national government. Each regulated utility 

usually owns the water sourcing, treatment, and 

distribution infrastructure and assets, and may 

operate as a relatively independent subsidiary 

under the parent company, albeit with shared 

resources and management.  

Generally speaking, regulated water utilities work 

with state PUCs to establish rates that allow for a 

“just and reasonable” rate of return based on 

invested capital (i.e., the distribution 

infrastructure), while the cost of water is passed 

through to the customer without any profit 

margin for the utility. While these general 

principles apply when utilities submit rate cases, 

which are then considered by PUCs in establishing 

rates, such principles do not dictate the structure 

of rates. As a result, there is a significant amount 

of variation in rate structures. 

Market-based operations include any water supply 

or wastewater services or operations that are not 

regulated in the same way as utilities. They often 

take the form of contractually provided services 

for a municipal utility in exchange for a 

negotiated fee. Operating assets are typically 

owned by the customer. Market-based operations 

may include managing a specific component of a 
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water supply or wastewater system on a contract 

basis, such as a treatment facility for a municipal 

utility; providing specialized services, such as 

environmental consulting on water sourcing issues 

for industrial customers; and providing water and 

wastewater services to large water-intensive 

customers, such as industrial facilities or the 

military. 

The industry’s primary external value drivers 

include population and economic growth and 

government infrastructure investment. The Water 

Utilities industry is mature, and thus is 

characterized by revenue growth rates similar to 

those of the overall economy. A 2015 industry 

report by IBISWorld anticipates an annual growth 

rate of 2.1 percent for U.S. market participants 

between 2015 and 2020. Increases in population 

benefit companies in the industry, particularly 

when demographic trends drive up the number of 

households, which are its largest source of 

revenue. Government investment in water and 

wastewater infrastructure benefits companies in 

the industry as well, via two separate channels. 

First, the addition of municipally owned water 

supply infrastructure may increase the demand for 

market-based services from the industry. Second, 

government investment in raw (also called 

unfinished) water sourcing infrastructure—like 

reservoirs, dams, and aqueducts—may increase 

the availability of raw water (or may lower raw 

water prices). A rise in water availability may drive 

an increase in water volumes sold, which 

generally improves financial performance. At a 

minimum, the increased availability of raw water 

mitigates water shortfall risks.11 

Seasonal weather and climate patterns are 

additional factors that affect the industry’s 

financial performance. Precipitation at or slightly 

above normal regional levels is generally positive 

for the industry. For the same reasons noted 

above, the increased availability of water can drive 

revenue and lower risk. This effect may be muted 

by a decreased need for water consumption 

during above-average periods of precipitation. 

Conversely, drought conditions may increase 

customer demand for water, but such conditions 

often come with an increased water-shortfall risk 

and government mandates that restrict water 

usage. These counter effects typically outweigh 

any benefits from drought-driven customer 

demand increases.12 

The largest industry costs are purchased water, 

labor, and depreciation. Raw water is sourced 

directly from surface water or groundwater 

sources, or it is purchased from third parties that 

operate water supply infrastructure (usually 

government entities such as regional water 

districts established by state governments). Most 

large water supply systems have to purchase 

substantial portions of the raw water input from 

third parties; consequently, it’s the industry’s 

largest cost. IBISWorld estimates that the cost of 

raw water and the chemicals used to treat it total 

44 percent of industry revenue in 2015.13 Labor 

costs are also substantial, estimated at 16.5 

percent of industry revenue.14  

In some cases, utilities never take ownership of 

the water that is used in their operations, as 

water is derived from public sources and merely 

transferred through private infrastructure.15 

Industry employees include skilled workers like 

engineers, water scientists, and licensed 

treatment-plant operators, as well as 

infrastructure repair and maintenance workers. 

Depreciation is a significant industry expense, 

though it varies widely, as does capital structure. 

Depreciation and capital structure are largely 

determined whether a company’s business mix is 

weighted toward the asset-heavy regulated-utility 

operations (where the infrastructure is owned) or 

the asset-light, market-based operations (in which 
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services are provided for the infrastructure 

owner). 

The profitability of the industry is roughly similar 

to that of electric and gas utilities. Profitability is 

characterized by stable, moderate margins. The 

industry’s profitability is determined by the 

standard rate mechanisms used by utility 

regulators in the developed world, in which rates 

are set at a level intended to provide the utility 

with an adequate return on approved capital. In 

FY 2014, the largest five U.S.-listed pure-play 

companies in the industry, including Sabesp, 

American Water Works and the other companies 

listed in Appendix I, maintained an average net 

income margin of 16 percent. The range of 

performance was relatively minor, especially for 

three of the five companies (between 13 and 17 

percent), again illustrating the stability of industry 

profitability. Average operating income margins 

were 29 percent, with a roughly comparable level 

of variance.16 

Industry analysts view a company’s operating and 

maintenance (O&M) efficiency ratio as a key 

financial metric in assessing regulated utility 

performance. This ratio measures a business’s 

financial efficiency by analyzing the level of 

operating costs (minus purchased water) and 

maintenance costs relative to revenue.17 

Generally, companies with lower O&M efficiency 

ratios have more efficient cost structures and thus 

are more likely to earn superior profit margins. 

Valuation of companies in the industry commonly 

includes separate assessments of their regulated 

utilities business and their market-based business 

(if companies have both types of businesses). 

Forecasting of financials is likely to be more 

accurate if these business units are considered 

separately, as financial characteristics may differ 

                                                           
II This section does not purport to contain a comprehensive review 
of all regulations related to this industry, but is intended to 

significantly. Once free cash flow and earnings 

per share estimates are formulated, among other 

financial metrics, analysts may value companies 

using a discounted cash flow model or various 

valuation multiples, including enterprise value to 

earnings before interest, taxes, depreciation, and 

amortization (EBITDA), or an earnings per share 

multiple. 

LEGISLATIVE AND REGULATORY 
TRENDS IN THE WATER UTILITIES 
INDUSTRY 

Regulations in the U.S. and abroad represent the 

formal boundaries of company operations, and 

are often designed to address the social and 

environmental externalities that businesses can 

create. Beyond formal regulation, industry 

practices and self-regulatory efforts form part of 

the social contract between business and society. 

In this section, SASB provides a brief summary of 

key regulations and legislative efforts related to 

this industry, focusing on social and 

environmental factors. SASB also describes self-

regulatory efforts on the part of the industry, 

which could serve to pre-empt further regulation.II  

The Water Utilities industry is heavily regulated as 

a result of the fundamental human need for 

potable water, the health risks inherent in 

supplying water, and the environmental impact of 

sourcing raw water and treating wastewater. The 

monopolistic position of companies in the 

industry often adds a significant element to 

regulation, largely related to pricing and rate 

mechanisms.  

In the U.S., regulation in the Water Utilities 

industry is relatively advanced and stable, though 

it continues to gradually adapt to evolving health 

highlight some ways in which regulatory trends are impacting the 
industry. 
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and environmental risks. The U.S. Congress 

passed the Clean Water Act (CWA) and the Safe 

Drinking Water Act (SDWA) in the 1970s. These 

acts serve as the principal regulatory framework 

for governing the discharge of effluent into water 

bodies and the human health risks associated with 

drinking water. The Environmental Protection 

Agency (EPA) is largely responsible for the 

execution, implementation, and enforcement of 

the acts. However, in practice, much of the direct 

regulatory oversight occurs at the state level. 

The CWA applies to companies in the Water 

Utilities industry largely through the National 

Pollutant Discharge Elimination System (NPDES). 

The NPDES is a water permit program overseen by 

the EPA but largely implemented and enforced by 

individual states. The program requires municipal, 

industrial, and commercial dischargers of effluent 

into bodies of water to obtain comprehensive 

permits specifying the type and quantities of 

allowable effluent. Permits require the discharger 

to utilize EPA-mandated treatment processes, to 

adhere to maximum effluent limitations, and to 

monitor and disclose discharge data.18 All but four 

states and the District of Columbia are authorized 

to issue and enforce discharge permits under the 

NPDES, while the EPA continues to maintain 

broad oversight.19 Essentially all wastewater 

treatment facilities and many water treatment 

facilities operate under the NPDES permit 

program. 

The SDWA has a similar, largely state and federal 

partnership structure. The act authorizes the EPA 

to maintain a list of regulated drinking water 

contaminants. The EPA’s drinking water standards 

contain maximum permissible contaminant levels 

and required treatment techniques, as well as 

mandatory water testing procedures. The EPA 

may allow states to have primary enforcement 

responsibility, called “state primacy,” when they 

can demonstrate that they have adopted and 

enforced standards at least as strict as those of 

the EPA.20 

Companies that violate the CWA or the SDWA 

may face administrative actions, court actions, or 

civil suits, brought by either the authorized state 

or the EPA. Monetary penalties for such violations 

may be as high as $25,000 per day, or even 

significantly higher for negligent or “knowing 

violations.”21 In extreme circumstances, violations 

could result in criminal actions or asset seizure. 

Private parties also have a right to bring civil suits 

against potential offenders.22 

As noted in the “Industry Summary,” companies 

in the industry often operate in a monopolistic 

position that results in formal utility regulation, 

including rates or tariffs set by a public utilities 

commission or a similar regulatory body. 

Regulation may also apply to customer service, 

including policies geared toward the prevention 

of discriminatory practices. Rate regulation is a 

complex, highly variable, and long-term process. 

While the ultimate structure of rates varies 

considerably across states in the U.S. and 

countries around the world, the outcome is 

commonly a rate that strives to provide the utility 

with a target return on approved capital or assets. 

Rate structures may be designed with additional 

motives, such as to promote water efficiency. 

Regulated utilities apply for changes to rates, 

generally at their discretion, by submitting a rate 

case to the relevant regulatory body. Considerable 

company resources are required to prepare these 

comprehensive rate cases, which may take 

multiple years of review before determinations are 

made by the regulator.23 

Significant regulatory trends in the industry are 

likely to revolve around rate design. Concerns 

regarding water conservation and underfunded 

infrastructure may play an increasing role in how 

regulatory bodies design and implement rates for 
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water utilities and wastewater treatment facilities. 

For example, at present, five U.S. states use some 

form of rate “decoupling;” California was the first 

to do so in 2008.24 Decoupling is a rate 

mechanism intended to “sever the link between 

utility revenues and the amount of a good sold;” 

it aims to promote resource efficiency and 

conservation (or, at a minimum, to remove utility 

disincentives for conservation).25 Regulators will 

also increasingly face the difficult task of creating 

funding sources for water and wastewater 

infrastructure upgrades and replacements while 

balancing stakeholder interest in maintaining 

affordable rates.  

Internationally, the regulation of water supply 

systems and wastewater effluent commonly 

occurs at the national level. In Europe, the 

Drinking Water Directive was created by the 

European Union (E.U.) to establish drinking water 

quality standards. The directive is incorporated 

into the national legislation of E.U. member states 

for implementation and enforcement. E.U. 

member states may choose to adopt more 

stringent standards. A majority of low- and 

middle-income countries around the world have 

national drinking water standards and policies. 

According to a World Health Organization report, 

80 percent of these countries have drinking water 

standards, though implementation, monitoring, 

and enforcement of these standards are far more 

erratic—even nonexistent.26 Regulatory 

compliance is likely to be a less significant 

operating risk for companies operating in these 

countries. However, while operational failures in 

supplying safe, reliable water and treating 

wastewater may be less likely to directly result in 

regulatory compliance issues in these countries, 

severe business and legal risks stemming from 

community resistance may be considerable. 

SUSTAINABILITY-RELATED RISKS 
AND OPPORTUNITIES 

Industry drivers and recent regulations suggest 

that traditional value drivers will continue to 

impact financial performance. However, 

intangible assets such as social, human, and 

environmental capitals, company leadership and 

governance, and the company’s ability to innovate 

to address these issues are likely to increasingly 

contribute to financial and business value. 

Broad industry trends and characteristics are 

driving the importance of sustainability 

performance in the Water Utilities industry: 

• Resource efficiency of operations: 

Water supply systems and wastewater 

treatment systems are energy intensive, 

use chemical inputs, and manage water, 

an often-scarce resource, throughout the 

value chain. Efficiently using resources is 

key to controlling costs and reducing 

earnings volatility. The importance of 

resource-efficient operations further 

increases with rising energy prices and 

volatility and in water scarce regions. 

• Impact on human health and 

environment: Water supply systems are 

tasked with providing safe, reliable 

drinking water, while wastewater 

treatment systems are required to 

effectively treat wastewater before 

releasing potentially harmful effluent back 

into the environment. Evolving regulations 

around water and wastewater standards 

could increase operating costs and capital 

expenditures, as well as expose 

companies to significant liabilities if 

quality is inadequate. 

• Rates conducive to conservation and 

affordability: Water supply systems are 
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often regulated and thus do not have 

direct control over rates. However, it is 

critical that business models adapt to the 

increasing need for water efficiency and 

maintain social capital through fair, 

affordable rates; this can be managed, to 

a certain extent, through regulatory and 

community relations.  

As described above, the regulatory and legislative 

environment surrounding the Water Utilities 

industry emphasizes the importance of 

sustainability management and performance. 

Specifically, recent trends suggest a regulatory 

emphasis on environmental protection and 

customer safety, which will serve to align the 

interests of society with those of investors. 

The following section provides a brief description 

of each sustainability issue that is likely to have 

material financial implications for companies in 

the Water Utilities industry. This includes an 

explanation of how the issue could impact 

valuation and evidence of actual financial impact. 

Further information on the nature of the value 

impact, based on SASB’s research and analysis, is 

provided in Appendix IIA and IIB.  

Appendix IIA also provides a summary of the 

evidence of investor interest in the issues. This is 

based on a systematic analysis of companies’ 10-K 

and 20-F filings, shareholder resolutions, and 

other public documents, which highlights the 

frequency with which each topic is discussed in 

these documents. The evidence of interest is also 

based on the results of consultation with experts 

participating in an industry working group (IWG) 

convened by SASB. The IWG results represent the 

perspective of a balanced group of stakeholders, 

including corporations, investors or market 

participants, and public interest intermediaries.  

The industry-specific sustainability disclosure 

topics and metrics identified in this brief are the 

result of a year-long standards development 

process, which takes into account the 

aforementioned evidence of interest, evidence of 

financial impact discussed in detail in this brief, 

inputs from a 90-day public comment period, and 

additional inputs from conversations with industry 

or issue experts. 

A summary of the recommended disclosure 

framework and accounting metrics appears in 

Appendix III. The complete SASB standards for the 

industry, including technical protocols, can be 

downloaded from www.sasb.org. Finally, 

Appendix IV provides an analysis of the quality of 

current disclosure on these issues in SEC filings by 

the leading companies in the industry. 

ENVIRONMENT 

The environmental dimension of sustainability 

includes corporate impacts on the environment. 

This could be through the use of natural resources 

as inputs to the factors of production (e.g., water, 

minerals, ecosystems, and biodiversity) or 

environmental externalities and harmful releases 

in the environment, such as air and water 

pollution, waste disposal, and GHG emissions.  

The industry’s operations are deeply connected to 

natural resources, and managing associated 

sustainability risks and opportunities can affect 

company value. Water supply systems depend on 

reliable access to adequate sources of water, 

including surface water and groundwater. The 

sourcing of raw water, treatment processes, and 

distribution require significant amounts of energy. 

The industry’s energy consumption generates 

GHG emissions and other air emissions, which 

contribute to global climate change and can be 

harmful to human health and the environment. 

Water and wastewater systems release effluent 

back into water sources, thereby influencing the 

health of aquatic ecosystems.  
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Energy Management  

Companies in the Water Utilities industry require 

significant energy inputs throughout the value 

chain. Raw water withdrawal and abstraction, 

conveyance, treatment, and distribution are all 

energy-intensive activities that are critical 

components of the industry’s value-add services. 

Purchased grid electricity is the most common 

energy input, while on-site electricity generation 

is used to operate equipment in more remote 

locations or to power backup systems.  

Energy consumption rates vary depending on 

fixed factors such as topography and water 

sources, as well as controllable factors like 

equipment efficiency and infrastructure planning 

and maintenance. Utilities that extract 

groundwater as a primary water source can 

expect to use about 30 percent more electricity 

than those that use surface water.27 Topography 

has the potential to work to a utility’s advantage 

when gravity can aid conveyance and distribution 

systems, thereby reducing energy needs. These 

same forces can have the opposite effect in 

adverse terrain, resulting in increased energy 

needs for water pumping.28 

Energy is typically a company’s largest operating 

cost after purchased water and labor. Fossil fuel 

and electrical energy consumption contribute to 

environmental impacts, including climate change 

and pollution, which have the potential to 

indirectly affect the results of water utility 

operations. Sustainability factors, including 

increasing regulations on GHG emissions and 

incentives for energy efficiency and renewable 

energy, are leading to a rise in both the price and 

the price volatility of conventional energy sources, 

while also making alternative sources cost-

competitive. Therefore, it is becoming increasingly 

important for companies to manage their energy 

efficiency, their reliance on different types of 

energy and their associated risks, and their use of 

alternative energy sources. Additionally, external 

factors such as climate change are expected to 

increase the likelihood of energy grid disruptions 

due to extreme weather events.  

At the same time, climate change is expected to 

potentially impact grid reliability and to affect the 

availability of water resources. As a result, the 

energy intensity of water utilities is likely to 

increase in the future as water sources become 

more difficult to access 

Energy consumption impacts company value 

primarily through operating costs. Additionally, 

energy efficiency improvements can require 

capital expenditures, including equipment 

upgrades and infrastructure replacement. When 

energy costs are built into regulated rates, 

company value continues to be at risk through 

exposure to energy prices, reliability, and 

intangibles such as community and regulatory 

relations. For example, a regulated utility that fails 

to effectively manage energy consumption, 

including failing to execute economically 

attractive energy efficiency projects, may create 

community animosity by passing on unnecessarily 

high energy costs to its customers. Issues like this 

one put intangible values such as community 

relations at risk, and are thus likely to present 

financial risks, as mentioned in the “Fair Pricing & 

Access” disclosure topic.  

Wastewater treatment facilities have a unique 

opportunity to reduce their reliance on purchased 

energy sources and to potentially serve as net 

energy producers. Facilities commonly use 

anaerobic digesters as part of the water treatment 

process. Anaerobic digestion breaks down organic 

sludge, thereby producing methane and carbon 

dioxide by-products. Rather than releasing carbon 

dioxide and flaring methane, facilities can create 

biogas, which can be used as fuel for combined 
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heat and power (CHP) to generate electricity.29 

Electricity generated using this technique may be 

used to offset grid electricity use. The net effect 

of employing this process is often electricity 

production at below-grid rates, displacement of 

fuel for thermal needs, energy consumption that 

may meet state renewable-portfolio standards, 

enhanced energy resiliency, and reduced GHG 

emissions.30  

Energy management strategies in the industry 

vary and can be used to increase energy 

efficiency, enhance company value through 

operating-cost reductions, and mitigate energy-

related sustainability risks. Proper maintenance of 

infrastructure and upgrades to technologically 

improved equipment, primarily water pumping 

equipment, offer substantial energy-reduction 

opportunities.31 Infrastructure maintenance and 

replacement, especially for pipelines, is a critical 

strategy to improve energy efficiency, as treated 

water lost in the distribution network equates to 

wasted energy (see “Distribution Network 

Efficiency”). Furthermore, the increasing adoption 

of on-site renewable-energy generation has the 

potential to offset energy price increases and to 

improve the reliability of energy supply. 

By improving the energy efficiency of water 

pumping and treatment facilities, and by using 

alternative energy sources, companies in the 

Water Utilities industry can reduce their direct and 

indirect environmental impacts, as well as reduce 

their operating expenses. Company performance 

in this area can be analyzed in a cost-beneficial 

way through the following direct or indirect 

performance metrics (see Appendix III for metrics 

with their full detail): 

• Total energy consumed, percentage grid 

electricity, percentage renewable. 

Evidence  

According to EPA estimates, drinking water and 

wastewater systems in the U.S. account for three 

to four percent of national energy use, resulting 

in nearly 45 million tons of combined Scope 1 and 

Scope 2 GHG emissions.32 In 2008, electricity 

demand was estimated at 75 billion kilowatt-

hours.33  

Energy consumption of this magnitude directly 

translates into significant costs for companies in 

the Water Utilities industry. Every year, drinking 

water and wastewater systems in the U.S spend 

an estimated $4 billion on energy.34 Energy costs 

can account for a significant percentage of 

operating costs. Electricity costs alone typically 

range between five and 30 percent of a system’s 

total operating costs—and can reach as high as 

40 percent.35 In developing countries, energy 

costs tend to consume a larger portion of 

operating costs.36 American Water Works, a large 

U.S. water supply and water utility holding 

company, spent 8.3 percent of its total operation 

and maintenance expenses on fuel and power in 

2014, according to its FY 2014 Form 10-K.37 

At drinking water facilities, approximately 80 

percent of energy consumed is used to power 

pumping motors. According to an estimate by the 

Electric Power Research Institute, some water 

utility companies could improve the efficiency of 

water pumping processes by as much as 30 

percent. There is also substantial opportunity to 

improve efficiency in wastewater treatment plant 

aeration processes, which account for between 30 

and 50 percent of energy use.38 

Company disclosures also indicate the importance 

of increasing energy prices. California Water 

Service Group cites purchased electrical power as 

a “significant operating expense” in its FY 2014 

Form 10-K. It goes on to state, “These costs are 

beyond our control and can change unpredictably 



I N D U S T R Y  B R I E F  |  W A T E R  U T I L I T I E S  | 11  

and substantially as occurred in California during 

2001 when rates paid for electricity increased 48 

percent.”39 This example illustrates companies’ 

exposure to rising energy prices. This generally 

holds true in the regulated space, where expected 

energy costs may be built into rates.40 

Industry statistics further reinforce this theme, as 

noted by a report produced by the World Bank, 

The IBNET Water Supply and Sanitation Blue 

Book. Regarding developed countries, the report 

states that “Energy makes up a significant part of 

the total operation and maintenance costs for 

many utilities, and between 2003 and 2007, fuel 

prices increased rapidly. In 2008, the median 

utility spent 23 percent of its total recurrent costs 

on energy. The fuel crisis and the consequent 

higher, more volatile fuel prices have affected 

many utilities, putting pressure on their ability to 

cover operation and maintenance costs with 

operating revenues.”41 

A thorough body of evidence supports the 

potential for energy efficiency improvements in 

the industry. The EPA estimates that U.S. water 

utilities can save $400 million annually on energy 

costs, a reduction of 10 percent of total energy 

spending, through “cost-effective investments 

and better operations.”42 Some utilities have 

substantial opportunities for energy efficiency 

improvements. The New York State Energy 

Research and Development Authority estimates 

that some utilities have the opportunity to reduce 

energy consumption by 50 percent.43 The most 

common energy efficiency improvement projects 

implemented in the industry have payback periods 

of one to five years44—though improvements 

have been observed as less than one year. In some 

instances, investments in energy efficiency 

projects at utilities in the U.S. have yielded 

millions in annual energy savings with a return on 

investment of only a few years.45 Projected long-

term rising energy costs make energy efficiency 

projects even more attractive and economical. 

As noted above, methane recapture is one 

energy-management strategy that wastewater 

facilities can employ to reduce purchased energy 

costs, increase energy independence, and 

decrease GHG emissions. A 2011 EPA estimate 

found that 104 wastewater treatment facilities 

use methane recapture to fuel CHP systems. This 

strategy is technically feasible at 1,351 additional 

facilities, with between 257 and 662 with 

payback periods of seven years or less.46 

Value Impact 

Energy management is directly tied to operating 

costs in the Water Utilities industry. Improvements 

in energy efficiency can result in decreased 

operating costs, though the exact form and 

magnitude of such financial impacts will depend 

on the nature of regulation. Structural 

dependence on high levels of energy consumption 

and continually increasing opportunities for 

efficiency improvements make energy 

management important for company value in the 

industry—especially in the face of increasing 

energy costs. Industry leaders are likely to face a 

relatively lower cost structure over time than 

competitors that lag in performance on this issue. 

Energy price and grid reliability concerns further 

reinforce this theme, while also potentially 

affecting a company’s cost of capital. Decreasing 

energy dependence and effectively managing 

energy resiliency may lower the cost of capital. 

Energy management also impacts company value 

through capital budgeting decisions, as efficiency 

measures often require onetime upfront cash 

outflows or capital expenditures. Large projects 

may require financing, thereby affecting capital 

structure. 



I N D U S T R Y  B R I E F  |  W A T E R  U T I L I T I E S  | 12  

Given the industry’s energy use and predictions of 

rising energy costs, the probability and magnitude 

of financial impact are likely to increase in the 

near term. 

An understanding of the total energy consumed, 

percentage grid electricity, and percentage 

renewable can give analysts an indication of a 

company’s relative energy efficiency and 

vulnerability to rising prices. The percentage of a 

company’s energy coming from the grid indicates 

its exposure to electricity price increases, as 

utilities internalize the costs of carbon emissions 

(for example, through new GHG mitigation 

regulations). It can also indicate a company’s 

exposure to possible grid supply disruptions due 

to climate change or other factors. Disclosure on 

the percentage of renewable energy used 

indicates how well a company is positioned to 

capture possible cost savings and ensure stable 

energy prices. 

Effluent Quality Management 

Water and wastewater treatment facilities 

produce effluent, or water discharge, that can 

pose environmental and public health risks. 

Effluent includes residuals and solids that consist 

of chemicals used in the treatment process and 

contaminants removed from raw water or 

wastewater inputs. Effluent is typically discharged 

from treatment facilities into surface waters, 

including oceans, rivers, and lakes, or it is pumped 

underground. Environmental risks from effluent 

vary depending on the treatment process used.  

As a result of the environmental risks associated 

with effluent, treatment facilities are subject to 

extensive environmental regulations intended to 

control and monitor its impact. In the U.S., the 

CWA and SWDA provide the principal regulatory 

framework governing discharges into lakes, rivers, 

streams, oceans, and groundwater.47 

An example of a developing issue in the effective 

treatment of wastewater is the presence of 

endocrine disrupting chemicals (EDCs), which 

stems from the use of pharmaceuticals, pesticides, 

additives, and other products. Since wastewater 

treatment facilities are not typically designed to 

address the presence of EDCs, the chemicals may 

still be present in effluent when it is discharged 

back into the environment.48 This may lead to 

contamination of ecosystems and water supplies. 

The result is a risk to human and animal health, as 

EDCs interfere with biological systems and may 

lead to “adverse developmental, reproductive, 

neurological, and immune effects in both humans 

and wildlife.”49 This issue is likely to increase in 

importance as regulations and societal 

expectations around removing EDCs from 

wastewater grow. 

Managing effluent and its disposal presents 

financial costs, risks, and potential liabilities to 

companies that operate water and wastewater 

treatment facilities. Financial impacts are actively 

managed by companies through infrastructure 

and equipment planning, maintenance, and 

operations, as well as the deployment of 

appropriately trained and experienced labor. 

Companies in the Water Utilities industry maintain 

social licenses to operate. When functioning in a 

regulated-utility capacity, companies are granted 

monopoly rights in exchange for rate regulation. 

Environmental impacts, such as exceeding 

maximum discharge limits in effluent, may 

jeopardize a utility’s community acceptance and 

reputation, and thus its social license to operate. 

Company performance in this area can be 

analyzed in a cost-beneficial way through the 

following direct or indirect performance metrics 

(see Appendix III for metrics with their full detail): 
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• Number of incidents of non-compliance 

with water effluent quality permits, 

standards, and regulations; and 

• Discussion of strategies to manage 

effluents of emerging concern. 

Evidence  

Regulatory violations (and associated fines) occur 

frequently but are relatively small in magnitude. 

However, they can erode value over time if they 

are chronic. Many violations involve monitoring 

failures or other forms of permit noncompliance, 

including violations of effluent limitations and 

quality standards as outlined on NPDES permits. 

Exceeding maximum effluent or contaminant 

discharge limits or overflows lead to more 

significant violations. Even in these cases, the 

direct financial impact of fines is likely to be 

minimal. For example, the maximum civil penalty 

associated with CWA violations is $25,000 per 

day. Violators can, however, be subject to greater 

penalties if their case is referred to the U.S. 

Department of Justice. Environmental regulatory 

frameworks such as the CWA also generally allow 

for private party litigation when damage occurs.  

In August 2015, the EPA and the U.S. Department 

of Justice fined the Delaware County Regional 

Water Quality Control Authority $1.4 million 

following sewage overflows that affected nearby 

rivers including the Delaware. The utility was 

ordered to reduce future sewage overflows, 

which would likely require capital expenditures for 

system upgrades.50 

Compliance with effluent-discharge regulations is 

one of the largest areas of focus for 

environmental liabilities in the industry. SEC 

disclosures communicate to investors the 

significance of environmental compliance in 

business operations. For example, American 

Water Works’ FY 2014 10-K states that “We incur 

substantial operating and capital costs on an 

ongoing basis to comply with environmental, 

water quality and health and safety laws and 

regulations. These laws and regulations, and their 

enforcement, generally have become more 

stringent over time, and new or stricter 

requirements could increase our costs…We may 

also incur liabilities if, under environmental laws 

and regulations, we are required to investigate 

and clean up environmental contamination.”51  

Value Impact 

Managing effluent is a core responsibility of 

companies providing water and wastewater 

treatment services. Improper management may 

result in financial costs and contingent liabilities. 

Significant damage to company value is more 

likely to occur only in acute, one-off instances. 

However, such instances may be the culmination 

of chronic mismanagement of the environmental 

risks associated with treating water and 

wastewater. 

Companies face regulatory compliance costs in 

the event of a violation of effluent regulations. 

Operating expenses and capital expenditures are 

typically required to treat water and prevent 

untreated effluent discharges on an ongoing 

basis. 

The number of incidents of non-compliance with 

water effluent quality permits, standards, and 

regulations can give analysts an indication of a 

company’s historical ability to manage potential 

financial impacts related to water quality 

regulations. This information could indicate the 

likelihood and magnitude of future regulatory 

action in the absence of changes in the 

company’s strategy or investments related to 

effluent quality. 

Discussion of strategies to manage effluents of 

emerging concern gives an understanding of the 

strength of management’s approach to adapting 
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to potential new regulation. Regulatory 

developments could increase operating costs or 

present additional risk from regulatory penalties.  

Water Scarcity 

Water supply systems obtain raw water from 

groundwater or surface water sources. These 

water supplies may be either accessed directly or 

purchased from a third party (often a government 

entity). As noted in the “Industry Summary,” raw 

water purchases account for water supply 

systems’ single largest expense. 

The fundamental reliance on adequate raw water 

sources exposes companies in the industry to 

significant sustainability risks. Drought conditions, 

overconsumption, water contamination, and 

ecosystem health are all factors that can 

jeopardize access to adequate water supplies. The 

increasing risk of any of these factors may lead to 

government-mandated water restrictions. These 

restrictions may be implemented at the water 

supply system level and/or at the user level. The 

financial impacts of these restrictions may 

manifest in different ways, depending on rate 

structure; most are most likely to impact company 

value through decreased revenue. 

Companies are able to mitigate water shortfall 

risks through diversification of water supplies, 

sustainable withdrawal levels, technological and 

infrastructure improvements, and, potentially, rate 

structures. Dependence on a small number of 

water sources increases a company’s water 

sourcing risk, while the total number of water 

sources must be evaluated within the context of 

the sustainability and reliability of each water 

source. Having water supplies in drought-prone 

regions or in sensitive ecosystems, for example, 

will increase the importance of diversification.  

Technological improvements may mitigate water 

shortfall risks and create opportunities for 

companies in the industry through technologies 

such as desalinization and wastewater recycling. 

Infrastructure improvements that increase 

efficiency, such as reducing water leaks (see 

“Distribution Network Efficiency”), may also 

minimize water sourcing risks, as water that has 

already been sourced and treated is used more 

efficiently.  

Additionally, companies can work to change rate 

structures to incentivize water efficiency and 

position themselves to benefit economically in an 

environment with increasing needs around water 

efficiency and conservation. In the regulated 

utilities segment, companies can work with and 

submit rate cases that are consistent with water 

efficiency objectives (see “End-Use Efficiency” for 

a more complete discussion). 

Company performance in this area can be 

analyzed in a cost-beneficial way through the 

following direct or indirect performance metrics 

(see Appendix III for metrics with their full detail): 

• Total fresh water sourced from regions 

with High or Extremely High Baseline 

Water Stress and percentage purchased 

from a third party; 

• Volume of recycled water delivered; and 

• Discussion of management of risks 

associated with the quality and availability 

of water resources. 

Evidence  

A review of the most recent Forms 10-K and 20-F 

of the 10 largest water utility companies that file 

in the U.S. demonstrates the significance of water 

sourcing risks. Nine of 10 companies include at 

least one explicit “Risk Factor” centered on their 

dependence on water supplies, as well as the 

associated operational and financial risks. 
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Company disclosures typically focus on availability 

of water supplies in the context of weather 

variability and climate change, (see “Climate 

Change Risk Exposure”), depletion of 

groundwater, and government restrictions. 

For example, American Water Works’ FY 2014 

Form 10-K includes a statement that is 

representative of industry disclosures: “Limitations 

on availability of water supplies or restrictions on 

our use of water supplies as a result of 

government regulation or action may adversely 

affect our access to sources of water, our ability 

to supply water to customers or the demand for 

our water services…Supply issues, such as 

drought, overuse of sources of water, the 

protection of threatened species or habitats, or 

other factors may limit the availability of ground 

and surface water.”52 The company’s 10-K also 

includes an overview of current water supplies 

and explicitly cites those that may be at risk. One 

example is the company’s operations in a region 

of Missouri: “The projected source of water 

supply capacity is unable to meet projected peak 

demands under certain drought conditions. To 

manage this issue on the demand side, the water 

use of a large industrial customer can be 

restricted under an interruptible tariff. Additional 

wells have been and will be developed to address 

short-term supply deficiencies.”53 These 

disclosures demonstrate the fundamental nature 

of water sourcing and its importance to the 

industry.  

The channels of financial impact from water 

scarcity are varied and largely based on rate 

structure. Low water supplies can inhibit a utility’s 

ability to access salable water as well as mandated 

water restrictions. Due to California’s ongoing 

severe drought, the state imposed water 

restrictions that have pressured the bond ratings 

of water utilities operating in the region.54 

Sabesp is a joint investor and government-owned, 

publicly traded water utility in São Paulo, Brazil. 

The city experienced severe drought in 2014 and 

2015. In September 2014, an analysis found that 

Sabesp’s 2014 year to date equity performance 

was the worst of the world’s 31 biggest publicly 

traded water utilities. In Brazil, inadequate water 

supplies have led to mandated water cuts and 

rationing, as well as increased costs to pump and 

access the lower water levels; in response, 

analysts have reduced ratings and estimates for 

the utility.55 

In August 2014, Moody’s justified Sabesp’s debt 

rating downgrade, accompanied by this 

description of the ongoing uncertainties: “These 

uncertainties derive from the impact of the severe 

drought season that has been depleting the water 

levels of the company’s main reservoirs since the 

beginning of the year…The negative impact from 

the implementation of the company’s water 

savings program can be seen in the material 

decline in the operating margin registered in the 

second quarter which will result in weaker cash 

flow and profitability in 2014...”56 

While the Brazilian drought is a particularly severe 

environmental situation, it demonstrates the 

potential severity of the financial impact of water 

sourcing risks. 

Value Impact 

The financial impact of water supply risks is 

closely related to rate structures. However, the 

majority of rate structures in the industry—on 

both the regulated-utility side of the business and 

the market-based operations side—are largely 

based on water volumes delivered (though 

regions where decoupling is utilized may be 

notable exceptions). This inherently means that 

inadequate supplies of water lead to decreased 

revenue. 
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As noted in the examples above, companies may 

face chronic increases in operating costs or capital 

expenditures when expanding access to current 

supplies and developing new supplies. Water 

purchasing costs may also increase during times 

of reduced availability. Acute, high-magnitude 

financial impacts may occur in periods of severe 

drought—particularly for companies without 

adequate infrastructure or a management focus 

on resiliency plans. 

Water scarcity is likely to impact a company’s cost 

of capital as well. Operating in water scarce 

regions, or regions facing heightened risks around 

prolonged or acute droughts can lead to a higher 

cost of capital. Effectively managing sourcing 

risks, through the use of technological 

improvements and increased diversification where 

appropriate, may mitigate potential increases to 

cost of capital. 

Companies that are in a strong technological and 

capital position may find increasing opportunities 

related to the expansion of water supplies 

through recycling systems and desalinization 

plants. 

With increasing likelihood of water stress due to 

climate change, the probability and magnitude of 

water efficiency impacts are likely to rise in the 

near to medium term. 

Withdrawals of water in water-stressed regions 

indicate a company’s exposure to the risk of 

water supply constraints or higher water purchase 

costs. These effects could affect revenues and 

cost of revenue, respectively. The percentage of 

water purchased from third-parties suggests the 

degree to which a utility is able to mitigate or 

control water scarcity risks to its water supply. 

The volume of recycled water delivered shows a 

company’s reliance on water from external 

sources, and potentially its ability to continue 

certain services if external supplies are 

interrupted.  

Discussion of a company’s approach to managing 

the quality and availability of water sources can 

indicate whether it is actively managing this issue 

and how well it is positioned to meet long-term 

water needs in the context of increasing water 

scarcity. 

SOCIAL CAPITAL 

Social capital relates to the perceived role of 

business in society, or the expectation of business 

contribution to society in return for its license to 

operate. It addresses the management of 

relationships with key outside stakeholders, such 

as customers, local communities, the public, and 

the government. 

Communities are typically dependent on both a 

single water supply system and a single 

wastewater system to meet its basic needs—the 

most significant of which is safe drinking water. 

Maintaining positive community relations by 

providing reliable, quality services for affordable 

prices is critical for companies in the industry. 

Social licenses to operate can be threatened and 

revoked otherwise, damaging the company and 

its brand value. 

Drinking Water Quality 

A core function of companies in the Water 

Utilities industry is to manage human health risks 

associated with water consumption. Companies 

have a critical responsibility to ensure that water 

is reliably delivered to end customers and to 

maintain an adequate standard of quality that, at 

a minimum, conforms to applicable regulatory 

standards and aligns with customer expectations. 

To deliver water of acceptable quality to 

customers, companies expose raw water to 
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comprehensive treatment processes intended to 

reduce or eliminate impurities and contaminants 

to levels suitable for human consumption. The 

nature of impurities and contaminants in raw 

water varies widely based on its source. 

Groundwater generally contains less contaminants 

than surface water, given the latter’s exposure to 

atmospheric conditions and wet weather runoff.57 

Regardless, essentially all raw water extracted by 

utilities is treated to some extent before it is 

delivered to customers. 

Human health risks associated with water quality 

create substantial operating and reputational risks 

for companies in the Water Utilities industry. 

Extensive regulations exist in the U.S. and the rest 

of the developed world to ensure that utilities 

provide water that is safe for consumption. The 

SDWA regulates 89 contaminants with defined 

maximum contaminant levels. Contaminants are 

categorized by type: disinfectant, disinfection by-

product, inorganic chemical, microorganism, 

organic chemical, and radionuclides. Human 

consumption of drinking water with unsafe levels 

of contaminants can cause negative health issues 

such as gastrointestinal illness, increased risk of 

cancer, and liver, kidney, or nervous system 

damage.58 

The Drinking Water Directive was created to 

establish drinking water quality standards in the 

E.U., and it is implemented and enforced by the 

national legislation of E.U. member states. The 

law includes provisions to monitor and test 48 

microbiological, chemical, other indicators.59  

Although water quality is generally very high in 

the developed world—particularly relative to 

developing countries—failure to provide water of 

adequate quality may have severe financial 

consequences. These may include regulatory fines, 

litigation, increased operating costs or capital 

expenditures, reputational risk, and asset or 

business seizure.  

Additionally, there may be substances in drinking 

water that are currently not regulated but may be 

of concern to the public due to perceived health 

implications. It is important for utilities to be 

aware of substances of emerging concern because 

regulators may decide, upon scientific findings, to 

new enact rules to regulate previously 

unregulated substances. Substances on the EPA’s 

Draft Contaminant Candidate list, for example, 

are substances not currently subject to any 

proposed or existing national drinking water 

regulations. However these substances are known 

or anticipated to exist in public water systems and 

there are uncertainties about potential health 

implications.60 Were additional regulations to be 

promulgated, utilities could experience higher 

water treatment costs. 

Companies seek to protect water sources from 

contamination in the first place, which reduces 

treatment processes and costs. Comprehensive 

treatment processes are designed, developed, and 

maintained to meet water quality standards. The 

finished water output is monitored for compliance 

and safety. Overall, the industry invests significant 

resources to consistently deliver safe drinking 

water to customers. 

Company performance in this area can be 

analyzed in a cost-beneficial way through the 

following direct or indirect performance metrics 

(see Appendix III for metrics with their full detail): 

• Number of acute health-based, non-acute 

health-based, and non-health-based 

drinking water violations; and 

• Discussion of strategies to manage 

drinking water contaminants of emerging 

concern. 

Evidence  

Regulatory compliance related to water quality 

creates direct financial costs and risks for 
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companies in the Water Utilities industry. In 2012, 

24 percent of public water systems in the U.S., 

which service 18 percent of the population, had a 

significant violation. Almost one-quarter of the 

violations were for health-based reasons.61 These 

violations are driven by contaminants or 

disinfectant residuals exceeding allowable 

thresholds, or by the failure to apply a required 

treatment technique intended to address 

contaminants that are difficult to test for. A 2009 

analysis concluded that six percent of the water 

systems that had violations over the five prior 

years received a fine or a penalty.62 Water systems 

in violation of standards typically receive warnings 

prior to financial penalties. When fines or 

penalties do occur, they directly impact company 

value. However, the larger impact is often costs 

associated with violations (such as increased 

equipment needs and facility upgrades), resulting 

litigation, and intangible value impacts. 

Water quality issues that create human health 

concerns can lead to additional costs. In January, 

2016, President Obama declared a state of 

emergency in response to an ongoing water 

contamination crisis in Flint, Michigan. Concerns 

over elevated lead levels in the city’s water have 

caused the local water authority to switch from 

using water from the Flint River to water from 

Detroit’s municipal utility. While final costs borne 

by the water utilities involved in this incident are 

not yet known, there could be significant 

expenditures required to replace water 

infrastructure and possible litigation from affected 

customers, not to mention reputational impacts.63 

While this specific instance applies to a municipal 

water utility, a similar situation could also apply to 

an investor-owned water utility.  

Companies in the industry face other direct 

financial risks associated with supplying drinking 

water, including liability risks. In 2014, American 

Water Works incurred a $7 million negative 

impact to income because of a chemical spill from 

a storage tank in West Virginia owned by a 

company not associated with American Water 

Works. The spill occurred in a river in close 

proximity to the utility’s water intake, 

contaminating the water source for 300,000 

people. American Water Works incurred costs 

related to cleanup and treatment efforts, event 

management, and resulting litigation.64 The 

chemical spill’s cost was expected to expand 

beyond the $7 million incurred in 2014 and into 

2015, with $0.02 earnings per share provision for 

“potential legal costs.”65 This example shows 

water systems’ inherent liability risks associated 

with water quality, even when circumstances 

leading to a contamination are outside a 

company’s control. Stakeholders expect adequate 

event responses, which may include shutting 

down a contaminated water system to prevent 

the risk of humans consuming water from it. 

These decisions are complex and come with 

significant tradeoffs, and water systems must be 

well prepared to immediately respond to any type 

of contamination event. 

In another recent example, Veolia Environnement 

experienced direct and intangible costs from a 

water utility unit operating in Lanzhou, China. In 

2014, authorities discovered that water supplied 

to 2.4 million people was contaminated with 20 

times the allowable levels of benzene, a 

carcinogen.66 Though the contamination came 

from a separate petrochemical plant, the local 

government claimed the water utility had 

inadequate safety supervision and outdated 

equipment that contributed to the contamination; 

it also blamed a subsidiary of PetroChina for 

causing the contamination. Veolia incurred direct 

costs related to purchasing new equipment and 

monitoring, and suffered reputational damage, 

including campaigns by nongovernmental-

organizations.67 
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These examples illustrate some of the financial 

risks and liabilities companies in the industry face, 

given their critical responsibility of supplying 

water to people and businesses. Failure to 

maintain adequate water quality standards may 

have direct and indirect impacts on company 

value. 

Value Impact  

Companies in the water supply business face 

financial risks associated with water quality. 

Failure to maintain adequate and compliant water 

quality levels exposes companies to acute 

regulatory and liability risks. The realization of 

such risks may impact company value through 

extraordinary expenses from fines, event 

response, remediation costs, and liabilities from 

litigation.  

Companies are dependent on community 

acceptance and may face asset or business seizure 

as a result of water quality failures in extreme 

situations. Additionally, chronic increases in 

operating expenses and capital expenditures may 

occur from necessary improvements in the 

treatment process or the sourcing of raw water in 

order to maintain water quality levels. 

Conversely, having a long track record of 

adhering to water quality standards creates 

intangible value for companies. This value is likely 

to become increasingly important as underfunded 

water systems seek assistance from the private 

sector for infrastructure and other improvements. 

Private sector investors will likely prefer investing 

in utilities with a strong performance in delivering 

safe, reliable water. This may translate into 

increased market share and revenue opportunities 

over the long term. 

By examining the frequency and degree of 

drinking water violations, analysts can gain an 

understanding of how well the company has 

managed drinking water quality in the past. A 

poor track record demonstrated by frequent or 

high-impact violations might indicate higher risk 

of acute incidents in the future that might create 

unanticipated or excessive financial impacts, 

unless steps are taken to mitigate and address 

violations effectively. Frequent acute health-based 

violations might suggest that a company is at high 

risk for significant financial penalties and 

customer dissatisfaction in the future. Meanwhile, 

non-acute health-based violations can indicate the 

likelihood that a company could experience acute 

incidents in the future as well as how well a 

company manages baseline water quality. The 

number of non-health-based violations can 

suggest the degree to which a company is 

reporting water quality in accordance with 

regulations. Poor reporting could indicate that a 

company may face regulatory action in the future. 

A discussion of strategies to manage drinking 

water contaminants of emerging concern 

indicates how a company approaches identifying 

and mitigating potential financial risks from 

emerging unregulated substances of concern. 

Fair Pricing & Access 

As noted above in the “Industry Summary,” the 

Water Utilities industry includes companies that 

own and operate regulated water utilities. The 

common approach to maintaining a single firm 

solution without allowing monopoly-pricing 

power is governmental regulation. 

Governmental regulation of water utilities is 

centered on establishing the rates customers pay 

and how such rates are structured (known as 

ratemaking). Rate structures are generally 

designed to generate an amount of revenue that 

provides utilities with an authorized return on 

approved capital or assets. However, the means in 

which such revenue is raised from customers 
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varies widely among individual U.S. states, as well 

as among countries around the world. Common 

regulatory approaches include setting a rate that 

correlates with consumption volume, and a rate 

that is decoupled from consumption levels (see 

“Legislative and Regulatory Trends in the Water 

Utilities Industry” and “End-use Efficiency” for a 

discussion on decoupling).  

The process of ratemaking typically involves a 

water utility submitting a rate case to the 

regulator. This is the utility’s comprehensive 

request for rate adjustments, modifications of 

approved capital or asset levels, modifications of 

rate structures, or other issues. Rate cases are 

involved, resource-intensive processes for utilities. 

The regulator reviews the rate case, conducts 

additional due diligence, and makes 

determinations on new rates and potential rate 

structures.  

One sustainability theme inherent in utility rate 

structures is the balance between fair and 

affordable rates for customers (a complex and 

often politically-polarizing issue) and rates that 

are adequate for the utility’s long-term viability 

and success. Setting rates that customers deem to 

be excessively high could lead to community 

backlash. Conversely, rates that are inadequate in 

the long term may lead to underfunded 

infrastructure, an inability to provide safe drinking 

water, adequate wastewater treatment, and an 

overall insufficient return on capital (which may 

further decrease a company’s ability to operate 

effectively). The way in which utilities work with 

regulators to position themselves to maintain 

community acceptance while ensuring long-term 

financial viability is critical to company value. 

Water rates are a primary factor in community 

acceptance of water utility companies 

(environmental impact and water quality are two 

additional factors and are addressed in the 

Effluent Quality Management and Drinking Water 

Quality topics, respectively). Reliable access to 

clean water is commonly viewed as a basic human 

right. Pricing that communities perceive to be fair 

and affordable is a component of this. As a result, 

having water rates that are structured in a 

manner that the community perceives as fair is 

critical to water utility company value. Companies 

that are able to work with regulators to 

implement rate structures that increase levels of 

community acceptance may find greater 

opportunities in the U.S. and around the world—

especially in light of the underfunded nature of 

water infrastructure, where private capital can 

play a role. Likewise, water utilities that use rate 

mechanisms that inhibit access to water, or that 

are prohibitively expensive to low-income 

populations, may see community opposition. In 

extreme situations, community opposition has 

forced the sale of an investor-owned utility to a 

municipal government through eminent domain 

proceedings. Overall, rate mechanisms that are 

conducive to community acceptance through 

perceived fair pricing are important to company 

value. 

Water utilities can manage their exposure to the 

impact of rate mechanisms through positive 

regulatory relations, forward-looking rate cases, 

and positive community relations and 

communications initiatives. Company 

performance in this area can be analyzed in a 

cost-beneficial way through the following direct 

or indirect performance metrics (see Appendix III 

for metrics with their full detail): 

• Number of formal customer complaints 

regarding pricing of and/or access to 

water received, percentage withdrawn; 

and 

• Discussion of how considerations of fair 

pricing and access are integrated into 

determinations of rate structures. 



I N D U S T R Y  B R I E F  |  W A T E R  U T I L I T I E S  | 21  

Evidence  

Two distinct trends govern consolidation in the 

Water Utilities industry. As noted above, many 

water systems in the U.S. and around the world 

use underfunded infrastructure systems. 

Municipalities that lack the funds to maintain and 

upgrade water and wastewater systems may seek 

private capital, including the sale of municipally 

owned utilities. Since 2004, private companies in 

the U.S. have spent an estimated $2.9 billion 

purchasing water systems. In May 2011 alone, 

American Water Works acquired 11 regulated 

water utilities and 48 wastewater systems.68 

Meanwhile, a small number of communities have 

attempted to take control of investor-owned local 

water supply systems, primarily because of claims 

of excessively high water rates. This represents a 

municipalization trend that has increased in the 

aftermath of the 2007–2009 recession, as 

municipal budgets have stabilized.69 

One ongoing example is in Claremont, California, 

where Golden State Water, a subsidiary of 

American States Water, owns and operates a 

water system that is currently undergoing to 

eminent domain proceedings. The municipality—

driven in part by accusations of excessively high 

water rates—is attempting a forced acquisition of 

the private water system, claiming it’s a necessary 

move, and in the public interest.70 After years of 

exploration and a community vote, Claremont 

filed a lawsuit in December 2014, formally 

launching eminent domain proceedings. If 

successful, the municipality will be required to pay 

an amount for the water system that is deemed 

fair by the courts. The company states that it 

“does not believe the seizure is necessary and 

intends to vigorously defend against the potential 

condemnation.” In American States Water’s 2014 

financial statements, the company values the 

water system, which serves 11,000 customers, at 

$47.7 million. The company also disclosed that 

three additional water systems are at risk of or are 

currently undergoing eminent domain 

proceedings.71 When successful, such proceedings 

may result in inadequate compensation for assets 

and reduced revenue and resulting cash flows.  

Many companies in the industry provide general 

disclosures on the financial risk of these 

proceedings. For example, in its FY 2014 Form 10-

K, California Water Service Group discloses that 

“State statutes allow municipalities, water 

districts and other public agencies to own and 

operate water systems. These agencies are 

empowered to condemn properties already 

operated by privately owned public utilities…Such 

an act constitutes the taking of property and 

requires reimbursement to the utility for its loss. If 

a public agency were to acquire our utility 

property by eminent domain action, we would be 

entitled to just compensation for our loss, but we 

would no longer have access to the condemned 

property nor would we be entitled to any portion 

of revenue generated from the use of such asset 

going forward.”72 

While water utility companies may contract with 

international governments to operate water 

systems, this type of arrangement has faced 

criticism in the past because of accusations that it 

leads to excessive, unaffordable water rates. A 

well-publicized example of this occurred in Bolivia 

in the late 1990s and early 2000s and exemplifies 

the potential impacts of the issue. The 

privatization of a local water system under a 40-

year lease led to higher rates and, ultimately, 

years of protest and social upheaval.73 Ultimately, 

the companies involved were forced out of the 

contract with Bolivia. Two of the companies, one 

of which is publicly traded in the U.S., eventually 

lost a lawsuit seeking $50 million in lost revenues 

and damages.74 Since access to water is viewed as 

a basic human right, companies that take action 

to jeopardize water access or affordability risk 
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severe community backlash and adverse financial 

impacts. 

Value Impact  

In situations where utilities are not able to charge 

rates that satisfy long-term infrastructure needs, 

they will be at risk of failing to provide adequate 

services. This deficit may manifest as an increased 

risk of environmental and safety compliance costs 

and liabilities. Additionally, the inability to earn 

the allowed rate of return, or the risk of not 

earning this return, may raise the overall cost of 

capital, as investors seek to deploy capital in areas 

where returns have a better risk-return profile. 

When investor-owned utilities charge rates that 

customers view as excessively high and potentially 

unaffordable, they increase their risk of public 

discontent and, in extreme circumstances, risks of 

potential municipalization. Such extreme events 

can lead to asset seizure, increased legal costs, or 

decreased revenue. Asset seizure could reduce the 

value of assets if not adequately compensated for 

during the municipalization agreement. On the 

market-based side of the business, this risk can 

play out in similar ways if communities view 

government contracts with private water 

companies as unfavorable and excessively 

expensive. 

The number of formal customer complaints 

regarding pricing of and/or access to water 

received and the percentage withdrawn are 

indicative of how effectively a company is able to 

manage the complaints that are received, and can 

therefore indicate a degree of risk mitigation. 

Significant numbers of complaints could indicate 

pricing policies that could cause long-term tension 

between customers and utilities, and therefore 

could lead to an adjustment in risk premium.  

A discussion of how considerations of fair pricing 

and access are integrated into determinations of 

rate structures gives analysts forward-looking 

information about how a company’s rate-

determination process could affect its social 

license to operate or risk of future regulatory 

action.  

BUSINESS MODEL AND INNOVATION 

This dimension of sustainability is concerned with 

the impact of environmental and social factors on 

innovation and business models. It addresses the 

integration of environmental and social factors in 

the value-creation process of companies, 

including resource efficiency and other innovation 

in the production process. It also includes product 

innovation and efficiency and responsibility in the 

design, use-phase, and disposal of products. It 

includes management of environmental and social 

impacts on tangible and financial assets—either a 

company’s own or those it manages as the 

fiduciary for others. 

The manner in which the industry’s customers 

consume water can affect water resources over 

the long term. In some regions, regulators are 

encouraging utilities to be partners in end-

customer resource efficiency, creating direct and 

indirect economic incentives for companies that 

can achieve these goals—or at least play a role in 

assisting their customers in achieving efficiency 

goals.  

In addition to customer water use, water 

efficiency within a utility’s own distribution 

network can have financial consequences. Non-

revenue water includes significant amounts of 

water lost through preventable leaks from faulty 

infrastructure such as pipes and pumps. Such 

water losses can increase operating costs, lower 

salable water volumes, and require capital 

expenditures for infrastructure repair or 

replacement. Companies that proactively address 
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losses from water infrastructure can help maintain 

profitability over the long-term. 

End-Use Efficiency 

In addition to water efficiency in the operations of 

water utilities (see “Distribution Network 

Efficiency”), customer efficiency is increasingly 

important for long-term resource conservation 

and financial performance of the water supply 

segment of the industry. As noted above, 

regulation heavily influences many companies’ 

operating environment. This includes regulation 

of the rates that customers pay, and the 

corresponding rate structure. Water efficiency and 

conservation at the consumer level (whether a 

product of government mandates, environmental 

consciousness, or demographic trends) may have 

a positive or negative impact on company value, 

depending on the rate mechanism. Water 

efficiency and conservation are prevalent themes 

in water utility ratemaking, especially in water-

scarce regions (see “Water Scarcity”). They are 

likely to become even more important in a 

resource-constrained world experiencing 

population growth, an increase in urban density, 

and climate change. Because water utilities use 

significant quantities of energy to treat and 

transport water, customer water efficiency can 

also affect a utility’s energy consumption (see 

“Energy Management”).75 

Water utilities may have a financial incentive or 

disincentive to promote water conservation and 

efficiency based on their rate structure. Water 

utilities in markets that use traditional ratemaking 

are compensated volumetrically. Therefore, the 

revenue these utilities earn directly correlates with 

the volume of water consumed by its customers. 

While this structure may provide customers with 

an economic incentive to conserve water, it 

creates what could be perceived as a disincentive 

for the utility to promote customer conservation 

and efficiency.76  

This structure has prompted some states to 

promote decoupling or other programs and/or 

rate structures that promote efficiency or at least 

remove utilities’ disincentives (as noted earlier in 

the “Regulatory Trends” section). Water efficiency 

mechanisms can ensure that a utility’s revenue 

can adequately cover its fixed costs and provide 

the desired levels of returns regardless of sales 

volume, while simultaneously incentivizing 

customers to conserve water. Customers may also 

benefit from more predictable and accurate rates 

under a decoupled rate system, since costs may 

not fluctuate with use. Efficiency mechanisms can 

better align utilities’ economic incentives with 

environmental and societal interests including 

resource efficiency, lower rates, and increased 

capital investments in infrastructure.77  

As a result, analysis of a water utility’s financial 

performance and its future risks and opportunities 

should be conducted with an understanding of its 

rate structure. While rate structures and 

ratemaking are an extremely complex topic that 

varies widely by state and/or utility, investors that 

deepen their understandings of the utility’s views 

on ratemaking, including past rate cases and 

expected future rate cases, will have further 

context to assess the risk-return profile of utilities 

in an environment where water conservation is 

paramount. 

Water utilities are able to manage their exposure 

to the impact of rate mechanisms through 

positive regulatory relations, forward-looking rate 

cases that incorporate efficiency, and a strong 

execution of efficiency strategy. Water utilities 

may increase their value and lower their risk when 

rate mechanisms incentivize customer efficiency. 

Company performance in this area can be 
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analyzed in a cost-beneficial way through the 

following direct or indirect performance metrics: 

• Customer water savings from efficiency 

measures by market. 

Evidence  

Decoupling programs—and other mechanisms 

designed to promote efficiency—are generally 

considered to reduce the risk profile of utilities, 

which can be beneficial for investors looking for 

lower-volatility investments. Uncertainties related 

to water usage levels, including variable efficiency 

and weather, may be mitigated under alternative 

rate structures or efficiency programs. Reducing 

rate uncertainty can improve a company’s ability 

to forecast revenues, improve its risk profile, and 

lower its cost of capital. In regions where per 

capita water consumption is falling, decoupled 

rate structures could also insulate utilities from 

decreasing revenues.78  

Additionally, water efficiency rate mechanisms 

could reduce the complexity and frequency of rate 

cases, because inaccuracies in sales volume 

forecasts could be smoothed out by rate 

adjustments such as credits or surcharges. These 

mechanisms can lower the cost of rate case 

proceedings, savings that can be passed on to 

customers.79  

As noted above, water systems may increase or 

decrease revenues as water efficiency and 

conservation rises, depending on the rate 

mechanism in place. In some regions of the U.S., 

state or regional governments have banned the 

use of declining block rate pricing structures. This 

type of rate structure prices higher marginal 

consumption at lower rates, meaning that high 

water users are not incentivized to conserve. 

Using a rate model where high marginal 

consumption is priced at higher rates can 

encourage overall water conservation while also 

generating additional utility revenues from high-

use customers.80 

California has removed disincentives to promote 

water efficiency under rate mechanisms that are 

tied to volume. The California Public Utilities 

Commission (CPUC) addressed this issue in 2008 

through the creation of a water revenue 

adjustment mechanism (WRAM). This rate 

mechanism allows water utilities under the 

CPUC’s jurisdiction to collect all authorized 

revenue regardless of customer consumption 

levels by utilizing surcharges. In other words, 

utility revenues are not ultimately based on water 

volumes sold, and utilities no longer have a 

disincentive for water efficiency at the customer 

level. As a result, California water utilities under 

CPUC jurisdiction use rate mechanisms that may 

have a positive impact on company value in an 

environment where water efficiency and 

conservation are increasingly important. 

If utilities experience significant revenue pressure 

due to mandated water efficiency, flexible rate 

structures can also provide a financial buffer. A 

utility’s rate structure is closely linked to credit risk 

due to its impact on cash flows. State-mandated 

water restrictions in California have begun to 

impact the credit quality of water utilities in the 

state. As part of the state’s broad goal of a 25 

percent reduction in water consumption for 2015, 

the California State Water Resources Control 

Board assigned retail water utilities a mandatory 

conservation amount of between four and 36 

percent. The conservation efforts have placed 

downward pressure on water sales across the 

state. In an August 2015 credit report, Fitch 

Ratings warned that California water utilities with 

more inflexible rate mechanisms and high 

volumetric rate structures are most at risk for 

lower cash flows, and thus lower debt service 

coverage. The ability to decouple rates from sales 

is an important tool for utilities to manage 
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decreased water sales due to regulatory changes 

or other factors. Companies that cannot raise 

rates or lower costs to offset lower sales risk 

credit downgrades. Some utilities, however, may 

find it challenging to raise rates, effectively asking 

customers to pay more for the same or lower 

water use.81  

SEC disclosure by major water utilities addresses 

both financial risks from customer efficiency. In its 

FY 2014 form 10-K, Aqua America states that “in 

the event we experience a 0.50% decrease in 

residential water consumption it would result in a 

decrease in annual residential water revenue of 

approximately $2,000,000, and would likely be 

partially offset by a reduction in incremental 

water production expenses such as chemicals and 

power.”82 Companies also disclose information on 

strategies that can help mitigate the pressure on 

revenues from increasing customer water 

efficiency. For example, in its FY 2014 form 10-K, 

American Water States mentions that it 

“implemented a CPUC-approved water revenue 

adjustment mechanism ("WRAM") at GSWC 

which has the effect of reducing the adverse 

impact of our customers’ conservation efforts on 

revenues.” 83 

Value Impact 

Companies that are able to align their financial 

incentives with the objectives of public policy and 

consumers—namely, increasing water efficiency—

may be better positioned for long-term risk-

adjusted outperformance. By working with 

regulators to establish potentially favorable 

alternative rate designs, such as decoupling, and 

other programs designed to promote efficiency, 

companies can potentially mitigate challenges 

caused by water scarcity and regulatory policy.  

Adaptation of business models and rate structures 

may encourage the conservation of water 

resources, protect revenues over the long-term, 

provide additional revenue upside opportunities. 

This could also drive down the cost of capital as a 

result of mitigating revenue loss from declining 

customer demand over the long-term. End-use 

efficiency could also lower operating expenses for 

energy and treatment as water sale volumes fall. 

Conversely, greater customer efficiency in the 

absence of compensatory rate mechanisms could 

place downward pressure on revenues, shrinking 

margins and lowering profitability.  

Given regulatory trends and growing water 

constraints, it is likely that regulations will 

increasingly emphasize customer water efficiency, 

increasing the magnitude of this in the future.  

Disclosure of customer water savings from 

efficiency measures shows, by market, a 

company’s ability to successfully employ efficiency 

strategies. This is a key element of meeting 

certain regulatory requirements and, in certain 

circumstances, can reduce company costs. 

Separating this out by market is important, given 

the potential for vastly different regulatory 

operating environments.  

Distribution Network Efficiency 

Water and wastewater companies develop, 

maintain, and operate complex interconnected 

infrastructure networks that include pipelines, 

canals, reservoirs, and pump stations. Water 

entering the distribution network starts as raw 

water, whether sourced directly or purchased, and 

typically undergoes a treatment process to reach a 

certain water quality level. Thus finished water is 

the treated, value-add product of the industry. 

However, significant volumes of raw and finished 

water are typically lost in the distribution network 

because of infrastructure failures—primarily 

leaking pipes and service connections.84 
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According to the American Water Works 

Association, non-revenue water is defined as the 

distributed volume of water that is not reflected 

in customer billings. This includes but is not 

limited to water used in firefighting and by other 

municipal users (termed unbilled authorized 

consumption), meter inaccuracies and 

unauthorized consumption (termed apparent 

losses), and system leakage and tank overflows 

(termed real losses).85 Real water losses may 

constitute a substantial share of total non-revenue 

water.86 Non-revenue real water losses may 

negatively impact financial performance, raise 

customer rates, and wastewater and other 

resources such as energy and treatment 

chemicals. Conversely, improvements to 

infrastructure and operating processes can limit 

non-revenue losses through leaks or other real 

losses, improving resource efficiency and possibly 

reducing costs. 

Companies in the Water Utilities industry may be 

able to influence water-loss rates. Efficiently 

directing O&M expenses or capital expenditures to 

distribution systems—essentially pipeline and 

service connection repair, refurbishment, or 

replacement—may improve company value and 

provide strong investment returns, while also 

adding to intangible value such as community and 

regulatory relations. 

Company performance in this area can be 

analyzed in a cost-beneficial way through the 

following direct or indirect performance metrics: 

• Water pipe replacement rate; and 

• Volume of non-revenue real water losses. 

Evidence  

The EPA estimates that U.S. drinking water 

systems will require $384 billion in infrastructure 

investments through 2030. Nearly 65 percent of 

these infrastructure investments, $247.5 billion, 

are needed to replace or refurbish the aging or 

deteriorating pipelines in water distribution and 

transmission networks. Both investor-owned and 

municipality-owned utilities in the U.S. continue 

to rely on pipelines that can be more than 100 

years old. The EPA found that 40 percent of water 

distribution pipes are more than 40 years old, 

while 10 percent are more than 80 years old.87  

Additionally, the EPA estimates that 16 percent of 

treated water is lost in distribution systems, with 

75 percent of that water volume being 

recoverable with infrastructure replacement and 

refurbishment (a zero percent loss ratio is 

infeasible). Estimates by the American Water 

Works Association place the financial costs of 

water distribution leaks in the U.S. at $2.6 billion 

annually. The problem is not unique to the U.S.—

the World Bank estimates that the developing 

world has an average water-loss rate of 40 to 50 

percent. Worldwide, aggregate treated water 

losses from distribution networks are more than 

32 billion cubic meters.88 A World Bank report 

notes that “The total cost to water utilities caused 

by [non-revenue water] worldwide can be 

conservatively estimated at $14 billion per year, 

with a third of it occurring in the developing 

world.”89  

Water lost through distribution infrastructure 

comes at a significant financial cost to companies 

in the industry. Physical water lost implies a waste 

of raw water sourcing costs and energy, chemical, 

labor, and capital inputs; it also generates no 

revenue. One net effect is unnecessarily high 

O&M expenses that depress efficiency ratios and 

profitability margins. 

Major companies are addressing water loss. In its 

corporate social responsibility report, Veolia 

Environnement states that it “has made loss 

reduction in its networks one of its main 

priorities.” The company discloses its 2012–2014 
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environmental plan’s five percent target reduction 

in the volume of water losses, as well as a 

decrease in the 2013 pro forma water loss rate of 

6.3 percent. This further highlights a management 

focus on decreasing water loss rates, as well as 

the controllability of the issue. 

There are practical, cost-beneficial ways to 

achieve savings or generate previously unbilled 

revenue from leak repairs. A 2013 report by the 

Center for Neighborhood Technology, The Case 

for Fixing Leaks, discusses several such examples, 

one of which involves the Philadelphia Water 

Department. The department audited its water-

loss levels and invested in efficient leak-reduction 

programs that reduce leakage by 30 million 

gallons per day. The financial impact translated to 

additional revenue capture of more than $15 

million in a little more than 10 years.90 

Value Impact 

Non-revenue water directly impacts company 

value through rising operating costs and 

decreased revenue. As water is lost in the 

distribution network, production costs (purchased 

water, energy, and chemicals) are directly driven 

up on a per-delivered-unit-of-water basis. Other 

operating costs and invested capital are deployed 

less efficiently as well. Capital expenditures may 

be required to replace or repair infrastructure in 

order to improve efficiency. This could lower 

profitability and efficiency ratios, including debt 

coverage, in the short term. In the long term, 

infrastructure improvements could reduce losses 

of revenue-generating water and therefore 

improve margins.  

The negative financial impact can be passed on to 

customers in the form of higher rates. However, 

this strategy is unlikely to eliminate the issue, may 

damage community relations through abnormally 

high rates, and is not viable in the long term.  

Given the continuation of long-term upward 

water-pricing trends, aging water distribution 

infrastructure, and the increasing importance of 

resource efficiency, the probability and magnitude 

of impact are likely to increase in the medium to 

long term. 

The metric on water pipe replacement rate is an 

indicator of a company’s investment in 

infrastructure that can reduce non-revenue water 

losses, as well as allows companies to discuss 

maintenance measures that can more cost-

effectively reduce water losses. 

The volume of non-revenue real water losses can 

indicate relative efficiency of a company’s 

operations relative to peers and historically. This 

can enable adjustments to projections of 

profitability, especially when considered in the 

context of a company’s strategy to improve 

operational water efficiency. 

LEADERSHIP AND GOVERNANCE 

As applied to sustainability, governance involves 

the management of issues that are inherent to the 

business model or common practice in the 

industry and are in potential conflict with the 

interest of broader stakeholder groups 

(government, community, customers, and 

employees). They therefore create a potential 

liability, or worse, a limitation or removal of 

license to operate. This includes regulatory 

compliance, lobbying, and political contributions. 

It also includes risk management, safety 

management, supply chain and resource 

management, conflict of interest, anti-competitive 

behavior, and corruption and bribery. 

Global climate change is expected to result in 

increased frequency of severe weather events that 

could harm the physical infrastructure that the 

Water Utilities industry depends on. Physical 
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damage or impairment of infrastructure could 

affect the financial performance of water utilities 

in the long-term. Companies that proactively 

work to strengthen their infrastructure against 

physical impairment and downtime could lower 

operating risks and protect revenue. 

 

Network Resiliency & Impacts of 
Climate Change  

Climate change is likely to create business 

uncertainty for companies in the Water Utilities 

industry due to potential impacts on water 

infrastructure. Significant outcomes of climate 

change include increased water stress, more 

frequent severe weather events, reduced water 

quality, and rising sea levels.91 The water scarcity 

issue, among the most acute for the industry, is 

addressed separately in the Water Scarcity 

disclosure topic above. Potential physical impacts 

of climate change discussed below could affect 

the financial performance of water utilities 

through impacts on revenues, operating costs, 

and capital expenditures.  

The increasing frequency and severity of extreme 

weather events challenge water and wastewater 

treatment facilities. Wastewater treatment 

facilities in particular are designed to have 

maximum treatment capacities. Intense 

precipitation may lead to wastewater volumes 

that exceed the capacity of treatment facilities. In 

other instances, weather events that cause 

infiltration of excess water into infrastructure, 

power failures, or blocked or damaged pipelines 

can cause system overflows. In such cases, 

wastewater may be diverted around secondary 

treatment or discharged directly into waterways. 

Such untreated or undertreated discharges are 

termed sanitary sewer overflows (SSOs) and can 

contaminate lakes, rivers, and oceans, as well as 

present human health risks and lead to sewage 

backups that cause property damage.92 

Companies operating wastewater treatment 

facilities with inadequate capacity in the face of 

potentially increasing storm activity in some areas 

may face significant sustainability and financial 

risks associated with SSOs. 

Increasing storm intensity and rising sea levels 

present physical asset risks to companies in the 

industry. Water treatment facilities are generally 

located at the lowest possible altitude in the 

region and near bodies of water to productively 

use gravitational forces for wastewater collection 

and release discharges, respectively. 

Consequently, many treatment facilities are 

located in high-impact zones along coastlines and 

large lakes and rivers, increasing the risk of 

physical asset damage during intense storm and 

flood activity. As a result, some treatment 

facilities are building or strengthening storm 

barriers.93 Additionally, increased runoff from 

intense storms can cause contaminated runoff 

from agricultural or other lands, affecting the 

quality of water sources and rendering water 

more expensive to treat.94 

Infrastructure resiliency is critical for the 

successful operation of water supply systems and 

wastewater treatment facilities. Companies must 

maintain the ability to meet basic human needs by 

reliably providing safe, affordable drinking water 

and adequately treating wastewater in the face of 

severe weather events that are increasing in 

frequency and intensity.  

Company preparedness for climate change in the 

Water Utilities industry can be analyzed in a cost-

beneficial way through the following direct or 

indirect performance metrics (see Appendix III for 

metrics with their full detail): 

• Water treatment capacity located in FEMA 

Special Flood Hazard Areas or foreign 

equivalent; 
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• Volume of sanitary sewer overflows (SSO), 

percentage recovered; 

• Number of service disruptions, population 

affected, and average duration; and 

• Discussion of efforts to identify and 

manage risks and opportunities related to 

the impact of climate change on 

distribution network. 

Evidence  

In the U.S., the Association of Metropolitan Water 

Agencies and the National Association of Clean 

Water Agencies released a report in 2009 

analyzing the water and wastewater utility 

adaptation costs of climate change. The report 

estimated that through 2050, potential 

adaptation costs would run between $325 billion 

and $692 billion for water utilities and $123 

billion and $252 billion for wastewater utilities. In 

total, that’s between $448 billion and $944 billion 

in expected industry adaptation costs. Estimates 

include both capital expenditures and increased 

operating and maintenance costs, and are in 

addition to normal infrastructure upgrades, 

renewal, and replacement costs.95  

The industry widely discloses climate change risks 

in SEC filings, including the known impacts of 

extreme weather events and potential forward-

looking impacts. Brazil’s Sabesp provides example 

disclosure around climate change–related 

financial impacts in its FY 2014 Form 20-F. 

“Climate change may lead to increases in extreme 

weather events such as droughts or torrential 

rain, which may affect our ability to deliver our 

services and require us to take action.”96 The 

company’s Form 20-F additionally discusses the 

risks of sewage overflows from climate change–

related extreme weather events, as well as rising 

sea levels leading to saline intrusion and 

threatening coastal wastewater treatment 

plants.97 

The EPA estimates that 23,000 to 75,000 SSOs 

take place in the U.S. each year.98 Such events are 

often caused by extreme weather events 

combined with inadequate or compromised 

infrastructure. 

Hurricane Sandy is a recent extreme weather 

event that illustrates the types of impacts that 

may occur with increasing frequency and 

magnitude. In October 2012, Hurricane Sandy 

struck the U.S. East Coast after inflicting massive 

damage in the Caribbean. The second deadliest 

and costliest hurricane in U.S. history and the 

largest Atlantic hurricane on record by diameter, 

it created widespread flooding and wind damage, 

impacting all types of infrastructure, including 

vulnerable water and wastewater utilities. The 

storm resulted in additional operating costs and 

service interruptions.99 

A report issued by the U.S. federal government’s 

Hurricane Sandy Rebuilding Task Force included 

the following conclusions about water and 

wastewater treatment facilities: “Floodwaters, 

massive storm runoff, wind damage, and loss of 

electricity combined to cause wastewater 

treatment plants up and down the mid-Atlantic 

coast to fail. These failures sent billions of gallons 

of raw and partially treated sewage into the 

region’s waterways, impacting public health, 

aquatic habitats, and resources. The threat of 

contaminated floodwaters entering groundwater 

aquifers, pipes, and wells that supply drinking 

water to much of the region also caused concern 

for public health. Many drinking water utilities 

experienced power loss, which disrupted their 

ability to provide safe water.”100 Post hurricane, 

the costs of repairing and strengthening water 

and wastewater infrastructure and treatment 

facilities were estimated at $4.5 billion for New 

York State and New Jersey alone—illustrating the 

financial severity that an extreme weather event 

can have on the industry and municipalities.101  
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Value Impact  

Climate change can lead to increased operating 

costs, operational disruption, and capital 

expenditures. The impact of the increasing 

intensity and frequency of severe weather events 

may also require substantial expenditures to repair 

infrastructure. This would also lower the value of 

tangible assets. Changing weather patterns may 

require companies to invest capital to obtain new 

sources of water or increase water storage 

capacities, while also potentially requiring 

enhanced treatment processes, thereby increasing 

operating costs. Additionally, companies may 

experience higher insurance premiums if their 

assets are vulnerable to physical damage from 

weather events. 

As noted above, precise financial impacts are 

particularly complex on the regulated side of the 

industry, as they are often related to rate 

structures and regulatory decisions. Regardless, 

increased capital expenditures in the regulated 

utility space may expose companies to regulatory 

risks and lag, as cost recovery of capital 

expenditures is needed for long-term financial 

stability. The market-based side of the business 

may suffer from decreased returns from rising 

capital expenditures, if such costs are not 

adequately forecasted and accounted for in 

project proposals. Rising operating and 

maintenance costs may have the effect of 

depressing O&M ratios. 

Additionally, severe weather events may 

negatively impact a company’s revenue due to 

service interruptions. Risks associated with 

revenue are likely to be significantly greater when 

infrastructure is susceptible to physical harm. 

Companies perceived to be at greater physical risk 

could have a higher cost of capital than peers 

with lesser physical vulnerability. 

As the frequency and intensity of severe weather 

events are likely to go up, the probability and 

magnitude of these impacts is likely to increase in 

the future. 

A utility’s water treatment capacity located in 

FEMA Special Flood Hazard Areas (or foreign 

equivalent) shows its exposure to physical impacts 

from weather events that can disrupt service. The 

volume of SSOs and the percentage recovered 

provide information on a company’s historical 

ability to prevent or manage treatment 

infrastructure failures. While company may have a 

strong historical track record, if its strategy and 

initiatives do not consider the intensifying impacts 

of climate change, it may face new risks to value. 

Furthermore, the number of service disruptions, 

population affected, and average duration of 

disruptions are indicators of the historical 

vulnerability of a company’s infrastructure to 

external physical damage. Finally, a discussion of 

efforts to identify and manage risks and 

opportunities related to the impact of climate 

change on the distribution network allows 

analysts to gauge management’s understanding 

and approach to mitigating physical harm from 

severe weather events. 
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APPENDIX I  

FIVE REPRESENTATIVE WATER UTILITIES COMPANIESIII  

  

                                                           
III This list includes five companies representative of the Water Utilities industry and its activities. This includes only companies for which 
the Water Utilities industry is the primary industry, companies that are U.S.-listed but are not primarily traded over the counter, and for 
which at least 20 percent of revenue is generated by activities in this industry, according to the latest information available on Bloomberg 
Professional Services. Retrieved on March 9, 2016. 

 

COMPANY NAME (TICKER SYMBOL) 

American Water Works Company Inc. (AWK) 

Aqua America Inc. (WTR) 

California Water Service Group (CWT) 

Sabesp (SBS)  

American States Water Co (AWR) 
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APPENDIX IIA:  
Evidence for Sustainability Disclosure Topics 

Sustainability 
Disclosure Topics

EVIDENCE OF INTEREST
EVIDENCE OF  

FINANCIAL IMPACT
FORWARD-LOOKING IMPACT

HM 
(1-100)

IWGs
EI

Revenue & 
Cost

Asset & 
Liabilities

Cost of 
Capital

EFI
Probability & 
Magnitude

Exter- 
nalities

FLI
% Priority

Energy Management 88* 94 3 High •  • High •  Yes

Effluent Quality 
Management 100* 88 4 High • •  Medium   No

Water Scarcity 100* 94 1 High •  • High • • Yes

Drinking Water 
Quality 58 88 2 High • • • High  • Yes

Fair Pricing & Access 25 94 5 Medium • • • High  • Yes

End-use Efficiency 50 821 7t1 Medium •  • Medium • • Yes

Distribution Network 
Efficiency 100* 821 7t1 High •   High •  Yes

Network Resiliency 
& Impacts of Climate 
Change

50 71 6 Medium • • • High •  Yes

HM: Heat Map, a score out of 100 indicating the relative importance of the topic among SASB’s initial list of 43 generic sustainability issues. Asterisks indicate 
“top issues.” The score is based on the frequency of relevant keywords in documents (i.e., 10-Ks, 20-Fs, shareholder resolutions, legal news, news articles, and 
corporate sustainability reports) that are available on the Bloomberg terminal for the industry’s publicly listed companies. Issues for which keyword frequency is 
in the top quartile are “top issues.”

IWGs: SASB Industry Working Groups 

%: The percentage of IWG participants that found the disclosure topic likely to constitute material information for companies in the industry. (-) denotes that 
the issue was added after the IWG was convened.

Priority: Average ranking of the issue in terms of importance. 1 denotes the most important issue. (-) denotes that the issue was added after the IWG was 
convened.

EI: Evidence of Interest, a subjective assessment based on quantitative and qualitative findings.

EFI: Evidence of Financial Impact, a subjective assessment based on quantitative and qualitative findings.

FLI: Forward Looking Impact, a subjective assessment on the presence of a material forward-looking impact. 
1  During the IWG phase, the issue “Downstream Water Efficiency” included a discussion of what now are two separate disclosure topics: “End-Use 

Efficiency” and “Distribution Network Efficiency”.
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APPENDIX IIB: 
Evidence of Financial Impact for Sustainability Disclosure Topics

Evidence of 

Financial Impact

REVENUE & EXPENSES ASSETS & LIABILITIES RISK PROFILE

Revenue Operating Expenses Non-operating 
Expenses Assets Liabilities

Cost of  
Capital

Industry 
Divestment 

Risk
Market Share New Markets Pricing Power

Cost of 
Revenue

R&D CapEx
Extra- 

ordinary 
Expenses

Tangible 
Assets

Intangible 
Assets

Contingent 
Liabilities & 
Provisions

Pension 
& Other 

Liabilities

Energy 
Management    •  •      •  

Effluent Quality 
Management    •  • •   •    

Water Scarcity •   •  •      •  

Drinking Water 
Quality •   •  • • • • •  •  

Fair Pricing & 
Access •      • • •   •  

End-use Efficiency •   •        •  

Distribution 
Network Efficiency •   •  •        

Network Resiliency 
& Impacts of 
Climate Change

•   •  • • •    •  

H IGH IMPACTMEDIUM IMPACT
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APPENDIX III 

SUSTAINABILITY ACCOUNTING METRICS – WATER UTILITIES  

 
 
TOPIC 

 
ACCOUNTING METRIC 

 
CATEGORY 

UNIT OF 
MEASURE 

 
 CODE 

Energy 
Management 

Total energy consumed, percentage grid electricity, 
percentage renewable 

Quantitative 

Gigajoules 
(GJ), 
Percentage 
(%) 

IF0103-01 

Effluent Quality 
Management 

Number of incidents of non-compliance with water effluent 
quality permits, standards, and regulations 

Quantitative Number IF0103-02 

Discussion of strategies to manage effluents of emerging 
concern 

Discussion and 
Analysis 

n/a IF0103-03 

Water Scarcity 

Total fresh water sourced from regions with High or 
Extremely High Baseline Water Stress and percentage 
purchased from a third party 

Quantitative 

Cubic meters 
(m3), 
Percentage 
(%) 

IF0103-04 

Volume of recycled water delivered Quantitative Cubic meters 
(m3) 

IF0103-05 

Discussion of management of risks associated with the 
quality and availability of water resources  

Discussion and 
Analysis n/a IF0103-06 

Drinking Water 
Quality 

Number of (1) acute health-based, (2) non-acute health-
based, and (3) non-health-based drinking water violations* 

Quantitative Number IF0103-07 

Discussion of strategies to manage drinking water 
contaminants of emerging concern 

Discussion and 
Analysis 

n/a IF0103-08 

Fair Pricing & Access 

Number of formal customer complaints regarding pricing of 
and/or access to water received, percentage withdrawn 

Quantitative 
Number, 
Percentage 
(%) 

IF0103-09 

Discussion of how considerations of fair pricing and access 
are integrated into determinations of rate structures 

Discussion and 
Analysis 

n/a IF0103-10 

 
* Note to IF0103-07—The registrant shall discuss notable violations such as U.S. Environmental Protection Agency (EPA) Tier 1 
events, those that affected a significant number of customers, or those of extended duration. 
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APPENDIX III (CONTINUED) 

SUSTAINABILITY ACCOUNTING METRICS – WATER UTILITIES  
 
 
TOPIC 

 
ACCOUNTING METRIC 

 
CATEGORY 

UNIT OF 
MEASURE 

 
 CODE 

End-Use Efficiency Customer water savings from efficiency measures by 
market** 

Quantitative 
Cubic meters 
(m3) 

IF0103-11 

Distribution 
Network Efficiency 

Water pipe replacement rate*** Quantitative Rate IF0103-12 

Volume of non-revenue real water losses Quantitative Cubic meters 
(m3) 

IF0103-13 

Network Resiliency 
& Impacts of 
Climate Change 

Water treatment capacity located in FEMA Special Flood 
Hazard Areas or foreign equivalent 

Quantitative 
Cubic meters 
(m3) per day 

IF0103-14 

Volume of sanitary sewer overflows (SSO), percentage 
recovered 

Quantitative 
Cubic meters 
(m3), Percentage 
(%) 

IF0103-15 

(1) Number of service disruptions, (2) population affected, 
and (3) average duration**** 

Quantitative 
Number, 
Minutes 

IF0103-16 

Discussion of efforts to identify and manage risks and 
opportunities related to the impact of climate change on 
distribution network 

Discussion and 
Analysis 

n/a IF0103-17 

 
** Note to IF0101-11—The registrant shall discuss customer efficiency measures that are required by regulations for each of its relevant 
markets. 
*** Note to IF0103-12—The registrant shall discuss the use of and challenges associated with planned and corrective 
maintenance in its distribution system. 
**** Note to IF0103-16—The registrant shall discuss notable service disruptions such as those that affected a significant 
population or those of extended duration. 
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APPENDIX IV: Analysis of SEC Disclosures | Water Utilities

The following graph demonstrates an aggregate assessment of how representative U.S.-listed Water Utilities companies are  
currently reporting on sustainability topics in their SEC annual filings.

Water Utilities

Energy Management

Effluent Quality Management

Water Scarcity

Drinking Water Quality

Fair Pricing & Access

End-Use Efficiency

Distribution Network Efficiency 

Network Resiliency & Impacts of Climate Change

0% 10% 20%  30% 40% 50% 60% 70% 80% 90% 100%

TYPE OF DISCLOSURE ON SUSTAINABILITY TOPICS

 NO DISCLOSURE BOILERPLATE INDUSTRY-SPECIF IC  METRICS

94%

88%

94%

88%

94%

82%1 

82%1

71%

IWG Feedback*

*Percentage of IWG participants that agreed topic was likely to constitute material information for companies in the industry. 

1  During the IWG phase, the issue “Downstream Water Efficiency” included a discussion of what now are two separate disclosure topics: 
“End-Use Efficiency” and “Distribution Network Efficiency”.
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