
Water risk

Just as water is fundamental to human life, so is it critical for businesses, no matter what the industry; heating,
cooling, processing, washing or even as a product. Get it wrong and the consequences can be potentially 
devastating to finances and reputation. It is important that water issues are managed well by a company to ensure 
that the right quantity and quality of water is in the right place at the right time. Drought, flood, inconsistent supply 
and contamination can all mean disruption to operations, added costs and a hit to the bottom line. In this article, 
we will look at the types of water risk companies face and how RBC Global Asset Management (RBC GAM) assesses
those risks within the RBC Funds and PH&N Funds.

What determines water risk?
Globally, the demand for water is rapidly outpacing the planet’s 
supply, and it is estimated1 that by 2030 there will be a global 
shortfall of 40% between supply and demand for water. This 
varies greatly by region, and is being driven by economic 
growth, increasing population, urbanization, a growing 
middle class in emerging economies and climate change. It is 
estimated that 47% of the world’s population will be living in 
areas of high water stress by 2030. More and more businesses 
will be competing with other users for scarce water resources, 
and the risk of not having sufficient water resources is growing. 
In fact, the impact is being felt already with over a quarter of 
companies reporting they have already seen water risk having 
a negative impact on their business.2

When looking at water risk, there are two primary factors 
that will determine the magnitude of that risk. First, how 
water intensive the industry is, and how water intensive the 
individual operations are for a company. Different industries 
and processes have differing water requirements. For example, 
the water requirements for a mining or utility company 
are likely to be much greater than for a bank. The second 
consideration is where the company operates. Water  
scarcity varies greatly by region and if a company operates 
in a water-stressed region, this means that water risk will be 
more material and potentially impactful. For example, a gold 
mine operating in British Columbia will have lower water risk 
than a gold mine in the Southwest U.S. or Western Australia. 
When you put these two factors together, we can start to build 
an understanding of the overall water risk a company is facing.

Types of water risk
The need for water by nature is universal and can potentially 
impact a number of areas for any company. While the types 
of water risk described below are different, they are usually 
interrelated where one water-related issue could potentially 
touch on all four types of risks.

Reputational risk
Failure to manage water issues can have a negative impact 
on the reputation and brand of a company. Public disputes, 
where water use by a business competes with local community 
needs, can threaten the company’s social licence to operate. 
Nestlé Waters recently faced a backlash in Ontario related to 
the purchase of water rights for its bottling operations.

Operational risk
Water issues can impact a company’s ability to manage its 
operations. Production costs may escalate due to decreasing 
availability, quality and reliability of water supply. This is 
particularly true for operations in water-stressed areas where 
existing water rights may be curtailed or eliminated completely 
over time.

Financial risk
There is the obvious financial impact of lower cash flows 
resulting from cancelled or curtailed operations. In addition, 
companies without sound programs to monitor and manage 
their water risk could face a higher cost of capital, higher 
insurance premiums and higher interest costs on credit facilities.

1 2030 Water Resource Group, Charting Our Water Future: Economic Framework to Inform Decision Making 2009. 
2 CDP Water Report 2015.
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Environmental and regulatory risk
For certain industries like mining, oil & gas and utilities, 
ensuring that water is treated and clean before it is returned 
to the environment is just as important as securing the 
initial water rights. Operational failures or poor management 
practices can lead to negative environmental impacts with a 
potential regulatory response such as fines, cleanup costs, 
plant shutdowns and lawsuits.

RECENT EXAMPLES OF WATER RISK IMPACT
§§  July 2016: a Husky Energy pipeline leaked into 
the North Saskatchewan River, resulting in the 
contamination of municipal water supplies for  
Prince Albert, North Battleford and a number of 
Aboriginal communities. 

§§  May 2016: Starbucks decided to move its bottled 
water business from California to Pennsylvania due  
to prolonged drought conditions in California.

§§  September 2015: Sabesp, Brazil’s largest publicly 
traded water utility, announced an 80% decline in  
net income as a result of severe drought conditions.

§§  January 2015: Anglo American announced a material 
decline in production at its Los Bronces mine in Chile 
due to water constraints.

How does RBC GAM assess water risk?
When looking at the impact of water-related risks on either 
an individual company or portfolio basis, RBC GAM looks at 
certain key issues and practices. As mentioned above, the 
two drivers of water risk are water intensity for the industry 
or company, and where a company operates. These certainly 
form the basis of how RBC GAM assesses water-related risks. 
If a company is in a water intensive industry and operates in 
a water-stressed area, water risk will likely be very material. 
If there are a number of companies in a portfolio facing such 
risks, then the overall portfolio exposure will be high.

Other factors RBC GAM considers are:

Supply chain
What water-related risk does a company face in its supply 
chain? Are there certain inputs that are water dependent and 
not directly controlled? As with other environmental and social 
issues, the supply chain can potentially represent a greater risk 
for a company than its own operations.

Policies and systems
Water-related risks can be mitigated by good management 
practices. RBC GAM assesses this by looking at the policies, 
practices and systems that a company uses to manage water 
risk. This might be something as simple as monitoring and 
reporting water intensity in its operations and adopting targets 
to reduce water intensity over time. A history of regulatory 
violations and fines is also a sign of poor internal management 
systems. In a recent research report,3 it was determined that 
over 40% of companies in the food products, semiconductors 
and utilities industries have poor water management 
programs, often charaterized by the absence of water policies.

Disclosure practices
Good disclosure of how a company is managing these issues 
is a way for shareholders to understand the risk that water 
issues represent. Generally, RBC GAM finds that companies 
with good disclosure practices tend to be managing risk more 
effectively. The lack of standardized reporting of water use 
data is a significant barrier to good disclosure, and only a small 
percentage of public companies currently disclose it.

Community and stakeholder engagement
How a company engages with the local community and other 
stakeholders to work to address water issues is an important 
indicator of risk. Having a good working relationship with the 
local community on how water resources are being used and 
shared will mean that any water-related issues can be worked 
through collaboratively and are less likely to impact operations. 

With the growing pressure on global water resources, many 
companies will face evolving water-related risks. How these 
companies manage those risks has the potential to directly 
impact long-term performance. Failure to manage the risks 
appropriately can negatively impact operations, reputation 
and cash flow. Manage the risks well and it can provide  
a competitive advantage and potentially open new  
business opportunities.

3 Sustainalytics Thematic Research, Water Scarcity: Will Investors Be Left High and Dry? April 2016.
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