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California Drought May Pressure Water Utilities’ Margins 

Fitch Ratings | September 29, 2021 

 

Fitch Ratings-San Francisco/New York-29 September 2021: The current drought in California 

could cut into water utility revenues and pressure financial margins, Fitch Ratings says. 

Statewide water conservation mandates could be announced this fall, and some water agencies 

have already initiated cutbacks. 

 

After two years of dry conditions, California is experiencing a moderate-to-exceptional drought, 

and an exceptional drought has been declared for over 88% of the state. The federal Central 

Valley Project (CVP) and California State Water Project (SWP) provide much of the state's 

water from the Sacramento and San Joaquin river basins. The largest of the SWP reservoirs, 

Lake Shasta and Oroville, are only at 25% and 22% capacity, respectively, or 40% and 35% of 

historical averages. As a result, the SWP water allocation is just 5% of the requested amount, 

the lowest since the prior drought that ended in 2016. The CVP, which provides water to seven 

of the state's top-10 agricultural counties, implemented a 0% allocation for agricultural 

contractors. 

 

 
 

Certain areas are exercising locally imposed voluntary or mandatory water conservation. 

Sacramento announced a stage 2 'water alert', which has targeted up to 20% voluntary water 

cuts. Marin Municipal Water District has a goal of a 40% reduction in water usage. Santa Clara 

Valley Water District declared water shortage emergency conditions requiring a mandatory 15% 

reduction in usage relative to 2019. 

 

This is the second extended drought in California in the past decade. During the five-year 

drought ending in 2016, the governor imposed mandatory statewide water cuts of 25%, with 



each water agency required to cut 4%-36% based on gallons per person per day consumed. 

Water utilities responded by increasing the fixed component of rate structures, increasing rates 

overall, and/or making continued significant investments in increasing water storage and 

diversification of supplies. While many utilities experienced one to two years of reduced financial 

margins, steps taken resulted in rebounds for most, and Fitch did not take any negative actions 

on water utility credits. 

 

 
 

However, due to ongoing droughts, utilities generally have less rate flexibility and fewer tools 

available to mitigate potentially lower revenues/sales. Utilities’ ability to absorb lower revenues 

is highly dependent on an individual utility’s supply portfolio, its financial picture going into a 

drought and rate affordability in the service area. Most Fitch-rated water utilities are highly rated, 

reflecting robust margins and rate setting flexibility. Those with margins that are low for the 

rating category may see greater credit pressures. Utilities that purchase most of their water 

supply can reduce purchases, somewhat offsetting lower water sales. 

 

The enactment of water cuts under the Colorado River Drought Contingency Plan does not 

affect California utilities immediately, but material cuts could occur in early 2024 if reservoir 

levels do not stabilize or rebound. 

 

Governor Gavin Newsom recently announced a $15 billion climate package, which includes 

$5.2 billion over three years for water and drought resilience. Funds may be spent on projects to 

secure and expand water supplies and support water and wastewater infrastructure, and should 

bolster utilities’ financial resources and ability to address drought preparedness. 

 

With continued droughts occurring at more frequent intervals, conservation measures could 

become harsher, leading to even greater stress on water utilities. Forecasts for fall and winter 



2021 increasingly reflect the potential for La Niña development, associated with drier conditions 

in southern California. Most California water utilities carry ESG Relevance Scores (ESG.RS) of 

‘3’ for environmental impacts, as utilities are able to manage drought conditions at this time. 

Fitch’s ESG.RS are expressed on a '1' to '5' scale, with '1' indicating irrelevance and '5' being 

highly relevant for the rating. 
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Here’s how much water Bay Area districts saved in the past year 

San Francisco Chronicle | September 27, 2021 | Jessica Flores and Yoohyun Jung   

| 

Bay Area water agencies have saved nearly 10 times more water than the state average in the 

past year. 

 

 
LiPo Ching/Special To The Chronicle 

Some Bay Area water districts are saving a lot more water than others. 

 

Collectively, 58 Bay Area water districts saved an average of more than 10% in July 2021 

compared with the same time last year, according to new statistics from the State Water 

Resources Control Board. 

 

That still falls short of Gov. Gavin Newsom’s call for 15% savings as the state battles another 

crippling drought. Though Bay Area agencies generally outperformed South Coast-area districts 

in water use reduction, some saved much more than others. 

 

More than 400 water agencies across the state were included in the new data, which also 

contains information about their water shortage status and water shortage contingency stages, 

which are indicative of a district’s current and future supply levels. 

 



Data showed Bay Area districts with higher contingency stages saved more water in the past 

year. The six districts that indicated they were in stage three or four saved an average of 34%, 

compared with 6.7% by those in the 24 districts in stage one. 

 

Water districts in Sonoma County were the top water savers not just among Bay Area agencies 

but also statewide. The city of Healdsburg in Sonoma County, which is seeking 40% savings 

through mandatory local cuts, conserved the most water in the region and statewide. It reported 

a 54% water use reduction. 

 

Healdsburg was followed by the water districts serving the cities of Cloverdale at 37%, Daly City 

in San Mateo County at 36%, Petaluma at 25% and the town of Windsor at 23%. All five 

agencies have declared a water shortage except Daly City. 

 

In contrast, the city of Santa Clara actually increased their water use by 5%. In June, Santa 

Clara Valley Water District, the main provider in Santa Clara County, declared a water shortage 

emergency and set a goal to reach a 33% countywide reduction in water use from 2013 levels. 
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California agency shares graphic with shocking differences in water savings by region 

SF Gate | September 22, 2021 | Amy Graff 

 

 
The California State Water Resources Control Board shared a graphic Tuesday showing how much 

regions across the state reduced water use in July 2021 compared to July 2020.  

California State Water Resources Control Board 

 

An eye-catching takeaway from a graphic shared by the California agency overseeing the 

state's water supply: The northern part of the state has generally done a better job of cutting 

water use — whether by taking fewer showers or letting lawns go dry — than the southern half 

amid historic drought conditions and a call for voluntary reductions.  

 

The map shared Tuesday at the California State Water Resources Control Board's monthly 

meeting showed that the South Coast region, which includes Los Angeles and San Diego, saw 

use in July 2021 drop by a mere 0.1% compared to the same month last year. 

 

Meanwhile, the North Coast was the region with the biggest drop, falling 17% in July 2021 

compared to July 2020. The San Francisco Bay Area cut use by 8.4%. 

 

These numbers were released more than two months after California Gov. Gavin Newsom 

urged residents statewide to voluntarily reduce water use in 2021 by 15% compared to last 

year.  

 

On Tuesday, the board revealed water use statewide only fell by 1.8% in July. You can see how 

each region did in the map above.  

 



 

"We believe that 15% is achievable because we’ve gotten down to these state water use levels 

before," Marielle Pinheiro, a research data specialist for the board, said Tuesday. 

 

Pinheiro later addressed the state's failure to meet the goal: "It’s not entirely unsurprising. The 

call went out on July 8, and it takes some time for conservation to be reflected in the numbers." 

 

While the state is urging every day consumers to help conserve California's supply as reservoirs 

reach record-low levels, it's also calling on major industrial and agricultural users to play an 

even bigger role.  

 

The board will release August numbers next month.  
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Californians falling far short on water conservation as drought worsens 

Gov. Gavin Newsom asked for 15% reductions, but in July urban users cut use by just 1.8% 

Bay Area News Group | September 21, 2021 | Paul Rogers 

 

 
San Luis Reservoir, a major water source located between Gilroy and Los Banos, is just 12% full on Thursday, 

Sept. 16, 2021. (Nhat V. Meyer/Bay Area News Group) 

 

Facing a severe and deepening drought, California received its first report card for water conservation on 

Tuesday. The news wasn’t good. 

 

Driven by a lack of conservation in Southern California, the state’s largest cities and water districts cut 

statewide urban water use by just 1.8% in July compared to July 2020 — far short of Gov. Gavin 

Newsom’s call for a 15% statewide voluntary reduction. 

 

Of 376 cities and water districts that reported numbers to the State Water Resources Control Board, only 

26, or 7%, met or exceeded the target. 

 

“This drought is very serious,” said Karla Nemeth, director of the State Department of Water Resources. 

“In particular, how quickly it has developed. So we need people to be paying attention and acting now.” 

 

San Jose’s Agave Sports Bar will permanently shut down after fatal crash, shootings and alleged 

prostitution 

The North Coast region of the state was the only one of 10 that met the target, reducing water use 16.7% 

amid some of the most severe water shortages in California. Next was the Bay Area, which cut use 

8.4%, followed by the Central Coast, at 5.2%. 

 



Most of Southern California showed no significant conservation. The South Coast region, which includes 

Los Angeles, Orange County and San Diego, cut water use by only 0.1%. 

 

Water experts said that if this winter is dry, many parts of the state will be in an emergency. 

 

“The new conservation numbers are both extremely disappointing and not surprising,” said Peter Gleick, 

founder of the Pacific Institute, a nonprofit water research organization in Oakland. “They show that 

unless there is really a strong message from the top about the need to conserve, the public doesn’t 

respond. And we didn’t get that strong message either from the governor’s office or from the Southern 

California water agencies.” 

 

Some state water officials said they expect to see improvement. 

 

“It is important to note that conservation takes time to boot up,” said Joaquin Esquivel, chairman of the 

state water board. “We saw that in the last drought as well.” 

 

Southern California received slightly more rain than much of Northern California this winter. Local 

officials there have noted new supply projects built in the past 20 years, including Diamond Valley 

Reservoir in Riverside County and a $1 billion ocean desalination plant in Carlsbad near San Diego, 

have helped. 

 

But much of 

Southern California 

relies on water 

from the northern 

part of the state. 

 

And after the two 

driest years since 

1976-77, many of 

Northern 

California’s largest 

reservoirs are 

dangerously low. 

On Tuesday, the 

largest, Shasta 

Lake, was just 25% 

full. The second 

largest, Lake 

Oroville in Butte 

County, was at 

22% capacity, the 

lowest level since it 

was built in 1969. 

More locally, the 10 

reservoirs in Santa 



Clara County are just 12% full. Marin County’s reservoirs are projected to run completely dry by next 

summer. 

 

Even so, Nemeth said that Newsom is not planning to announce statewide mandatory water 

conservation targets right away, the way Gov. Jerry Brown did in 2015 during the state’s last drought. 

Brown’s rules — which came after lackluster voluntary conservation and resulted in the state hitting its 

goal of 25% savings by 2016 — were controversial, she noted. Some cities said then that they had 

sufficient supplies, and Brown’s cutbacks cost them millions of dollars in lost water sales. 

 

Instead, this time Newsom and other state leaders plan to wait until November to see how cities and 

water districts ramp up conservation on their own, she said. Many are still allowing lawn watering three or 

more days a week. 

 

“They said, ‘We can manage our own supplies,'” Nemeth said of local water districts. “If they want to do 

it, they should do it. But make no mistake. Gov. Newsom will step in with something mandatory if they 

are not able to meet their numbers and we continue to see these trends deepen.” 

 

Nemeth also said Tuesday that cities and farms across the state should brace to receive no water next 

year from the State Water Project if this winter is dry again. 

 

A few communities reported dramatic savings, particularly in Sonoma and Mendocino counties, which 

saw some of the driest conditions in recorded history during the past two winters. 

 

Healdsburg cut water use 54% this July compared to the prior year, the most of any city in California. 

Because of state cutbacks on pumping from the Russian River, Healdsburg officials banned all lawn 

watering this summer, with fines of up to $500 for violators. Also leading the pack statewide was 

Cloverdale with 37%, Daly City with 36% and Petaluma with 25%. 

 

The cities farthest from the goal were Chowchilla, in the Central Valley, which increased water use 35% 

and El Segundo in Los Angeles County, which increased by 31%. 

 

There were major differences between Northern California and Southern California. 

 

Residents of Los Angeles increased water use by 1%. So did San Diego. 

 

Who saved the most water? 

California cut residential water use only by 1.8 percent in July compared with July 2020. Click here for 

the electronic article and see how individual water districts fared by using the search or clicking on the 

column headers. A negative number denotes water savings whereas a positive number means more 

water was used this year. 

 

But the Bay Area went in the other direction. The 1 million people who receive water from San Jose 

Water Company cut their use by 11%. Similarly, San Francisco cut by 10%, the East Bay Municipal 

Utility District saw an 8% drop, Contra Costa Water District reported a 7% decline, and the Alameda 

County Water District cut by 6%. 

 

https://www.mercurynews.com/2021/09/21/californians-falling-far-short-on-water-conservation-as-drought-worsens/


“We are heading in the right direction,” said Liann Walborsky, a spokeswoman for the San Jose Water 

Company. “Our customers are hearing the call to action. This is very good news.” 

 

The company is expected to decide in the next month whether to put in place water budgets and 

surcharges for San Jose residents for the first time in four years. The intent would be to meet tougher 

conservation rules from the Santa Clara Valley Water District, which declared a drought emergency this 

summer in part because its largest reservoir, Anderson, near Morgan Hill, is empty for earthquake 

repairs. 

At East Bay MUD, which has asked its customers for a 10% voluntary reduction, the rules could tighten 

in the coming months if the winter is dry, said spokeswoman Andrea Pook. 

 

“We’re grateful for the conservation that our customers are doing,” she said. “We can and should and do 

more.” 
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“In today’s world, it’s kind of necessary — it’s the prudent thing to do,” he said of implementing 

robust water recycling programs. “We think that this is without question the right way to go, and 

would basically allow Stanford to continue to lead on questions of sustainability by 

demonstrating a path forward.” 
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This article has been corrected to clarify that CR2C’s eventual goal of reinserting treated water 

back into water supplies is not specifically in relation to Stanford’s water system and to reflect 

that, while the University’s water use has decreased, no campus buildings use graywater for 

toilets or any other use. 

 


