Message in a Bottle:

Bottling Economic Rent from Revenue

Colin McClung

Speaking with Dennis Neland at Vermont Water Supply on March 26, 2008 (I was referred to him by Vermont Rural Water Association, who I had been referred to by Susan Martin – Utilities Financial Analyst at Vermont Public Service Board), we discussed which bottled water companies have registered  for a “collection” permit. I mentioned that a recent article in Seven Days
 quotes Scott Stuart – a hydrologist with the water-supply division of the Agency of Natural Resources – that nine bottled water companies have licenses to operate in Vermont. Dennis stated to me that he could only “off the top of his head” recall six – what he called – “active” companies in Vermont. These are:

Clear Source

Vermont Natural Water

Vermont Heritage

Walden Springs

Merrill Spring

Colton Spring

Due to this discrepancy I mentioned I wondered how many bottled water companies were operating without being registered. He clarified that the numbers did match because all that were registered were all that were active. Restating his point, he said, “There may be other companies, but since they are not registered, they are not active.”  Such a claim is curious to me, since he makes no mention of Vermont Pure, Ltd. I understand that such an omission could be just an oversight due to our casual conversation but I find it much harder to ignore the fact that such a company – which proudly displays its 2008 net returns under this name on the internet – is somehow not considered “active” in its own right even though it is a subsidiary of Clear Source.    

REVENUES: 

Vermont Pure, Ltd.

Total sales for the first quarter of fiscal year 2008 increased 7% to $16.4 million from $15.3 million for the comparable period a year ago. Gross profit also increased 7% in the first quarter of 2008 to $9.1 million from $8.6 million in the same quarter a year earlier. Gross margin for the quarter, as a percentage of sales, of 56% was unchanged from year to year. Net income increased 76% to $512,000 in the first quarter of fiscal year 2008 compared to $291,000 in the first quarter of fiscal year 2007.

The waters are muddied furthermore by the fact that apparently the parent company Clear Source was “… formerly owned by Vermont Pure Springs”
. While Clear Source is on the list its former owner - and other companies - like Pristine Mountain Springs in Stockbridge, VT, are not. Further investigation
 is needed into these discrepancies to clear up if this is just an issue where companies are under subsidiaries of a larger company on this list or if “active”-only-when-registered status is just a convenient, unenforceable loophole for these companies. 

The only thing clear at this point is that groundwater mapping in the state of Vermont has been approved. The statistics gleaned from such an undertaking may offer us a wealth of information presently unavailable to us. How do I know that such information is unavailable? The state of Vermont does not keep records on groundwater “collection” ** so when I contacted Vermont Water Supply – the day before I was to reach Dennis Neland - asking the question, “I am looking for statistics on groundwater revenues for the state of Vermont” I was told my question was, “too general…anything [serving] beyond twenty five people is considered [a] public water system and each is unique.” When I asked her name, she did not offer this information, only stating that anyone at VWS would give me approximately the same answer. She went on to explain the disparate parts that make up groundwater revenue in the state:

Wells

Part sellers for wells

Bottled water

Contract operators

Chemicals (that go in to the processing)

Permitting process (fees) for well and septic set up for residential

Consultants

Water use

State administration fees charged

Public Water system fee

With such a labyrinth to untangle, I have concentrated on the one area where there is a distinct possibility for the aggregation of, and distribution of, economic rent - the bottle water companies. I have begun to collect data that can give us an indication of how much of the companies natural resources are being “collected” for privatization and profit.  

Groundwater Stats
:

WITHDRAWLS: 

About 50 million gallons of groundwater is withdrawn on a daily basis in Vermont. Withdrawals from public and private groundwater sources account for 33 million gallons per day. Agricultural withdrawal accounts for 2 million gallons daily, another 12 million is used for commercial and industrial purposes, and the remaining groundwater withdrawals are used for mining and the generation of thermoelectric power. (USGS, 1997) 

DRINKING WATER:

Groundwater is currently used for drinking water by approximately 70% of Vermont’s population. 

About 46% of the population is self supplied while about 24% are served by public water systems using groundwater (USGS, 1997).

In 2003, there were 22 new or modified groundwater sources that required a source permit from WSD. 

Of the 2,078 active farms within Vermont, 85-90% rely on groundwater for agriculture use (Vermont Agency of Agriculture, 2003). 

 WELLS:

It is estimated that 320,000 of Vermonters get their drinking water from about 93,500 private wells. This number does not include dug wells or springs. Approximately 2,000 new private wells were drilled and reported to the WSD in 2003. 

It is estimated that 80% of the private wells are completed in bedrock and 20% in gravel aquifers. The mean well depth is about 200 feet and the mean yield is about 6 gallons per minute (WSD, 2003). 

Groundwater levels in Vermont are measured at 12 monitoring wells located throughout the state. For the year 2003, groundwater levels were normal from 1/03 to 6/03 and above normal from 7/03 to 12/03 (USGS, 2003). 

SCARCITY:

Six public water supplies currently lack sufficient water quantity to meet their water demands. Water shortages have occurred at Jericho Heights (Jericho), Oglewood (Milton), Magic Village (Londonderry), Deep Rock Water FD#8 (Barre Town), Eatons Mobile Home Park (Royalton), and Windy Hill Acres located in Springfield (WSD, 2003). 

MAPPING:

87% of the public community water systems in the State have their corresponding Source Protection Areas or aquifer recharge areas mapped. The remaining public community water systems are using 3,000 foot radius circles as their Source Protection Areas (WSD, 2003). 

Existing aquifer maps include the Groundwater Favorability Maps (1966 to 1968) which cover the entire state, the Geology for Environmental Planning series (1975) that covers 66% of Vermont and was primarily based on data from the Surficial Geologic Map of Vermont (1970) and the Centennial Geologic Map of Vermont (1961). 

In the 1980s, ANR provided aquifer maps to 20 towns for planning purposes while just 2 years ago VGS produced an aquifer map in Arlington. These maps included a depth to groundwater map, a thickness of overburden map, and an aquifer yield maps. (Report on the Status of Groundwater and Aquifer Mapping in the State of Vermont, 2003). 

When in Rome?...

In a recent report I submitted to Vermont Natural Resource Council, I proposed three angles from which we may be able to attack this issue to possibly regain control and ultimately begin to collect economic rent –legal, economic and public health. A recent article in Nature
 magazine has given me the idea for a fourth angle – energy. By 2030 global energy consumption is expected to grow by 50 %. New England’s projected growth in this period is 15 %
. If Vermont decides to meet this need with nuclear power – a purported “clean” energy source that is making comeback - the projected increases upon scarce water resources will be exacerbated.  For example, Vermont Yankee nuclear Power Plant “provides Vermont with nearly three fourths (73%) of its electrical generating capacity
 prior to the 2006 up-rate and meets 35% of the overall energy requirements of the state
. The nuclear plant uses the adjacent Connecticut River for condenser cooling water.” It uses a boiling water reactor
 which “David Lochbaum, a nuclear engineer with the Union of Concerned Scientists in Washington, said [Vermont Yankee] takes approximately 19 million gallons of water a day out of the Connecticut River during the summer, and less in the winter.
” Under this nuclear “clean” model, an increase in energy needs will also require increased withdrawal from the Connecticut River and, at some point, surrounding sources especially if the Connecticut River’s ecosystem begins to falter due to the variables incurred from increased thermal discharge.
 It seems that groundwater resources could become a logical option and will become increasingly vulnerable to this extraction process with a rise in energy – especially nuclear – consumption. All of this precipitated furthermore by a rising population and the lack of an alternative energy infrastructure in place to alter such imminent conflation. 


An integrated, alternative approach may seem daunting – even unrealistic – to some, yet its origin and practical applications have existed for millennia. “By 40 B.C., Roman water-management practices had matured to include concepts for water-infrastructure protection and security, watershed management, and providing treatments for water resources of different quality or reserving aqueducts for separate purposes.
” Such accumulated knowledge should not be lost. We may not be Rome, yet we are beginning to show signs of disintegration similar to what weakened their empire. We need not follow the example set by Rome toward our own decline but instead should take the wisdom of that age and apply it in hopes of not suffering a similar fate. Much of the engineering and law of the Roman Empire endured today in western culture, so at least in terms of water and law, when in Rome…why not do what the Romans would have done?

On March 31st I spoke with a representative [Laura] at the Agency of Natural Resources, Department of Environmental Conservation.  She, like her colleague in one of my previous conversations, only spoke of “active” bottle water companies. When I asked her if she would venture to guess – on or off the record – how many companies were operating in Vermont unregistered, I received the same answer again. “Those that are registered are the only active companies.” Laura mentioned that one hundred and nine companies did business [selling] in Vermont. International companies as far away as Spain and Greenland and as close as Canada. All of these companies, by ANR standards, must be transporting their water quite a distance - half way across the Atlantic in some cases - to sell in Vermont.  This doesn’t seem like that efficient a model. Maybe they haven’t picked up stakes and off-shored their operation but it would seem logical that these companies have – at the very least, for the sake of maximizing profit – looked into outsourcing their operation, don’t you think? Now, if you were a CEO selling water to Vermonters and shipping it across the border or the Atlantic and are looking to maximize profit and cut costs to offer those shareholders another year of record profits, especially since your distribution is (along with marketing) 97% of your overall costs (See Table A pg.12) where would be the …
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Table A  http://waterdividendtrust.com/documents/education.pdf     (page 9)
the best location? Such an operation would need a host of agreeable conditions, such as: an accommodating state legislature and abiding agencies, a bounty of unmapped
 “collectible” water sources and very little to no oversight in place. Only one state in New England can claim such perfect conditions - Vermont.  


I requested a file review from Laura, which I was told consisted of quarterly reports from the actively registered companies in Vermont. What I received in the mail was a monthly water usage data sheet for three companies:

Pristine Springs of Vermont (4,813,425)*

Clear Source Springs-Bottling (112,668,065)**
Vermont Natural Water (727,500)***
*gallons used from 12/31/07 – 2/29/08

** 3/01/04 – 2/01/08

*** 5/01/07 – 2/01/08
Aggregate totals for 2007:
Only one company, Clear Source, had data for the entire year.
 (CSS-B): 28,233,905  

2,352,825 gallons on average per month

Calculating Economic Rent on Clear Source:
· Currently an average household consumes about 200 gallons of water per day. 

· First 100 gallons of water used per household will be free (as it already is), but every gallon thereafter will be subject to the 1 cent per gallon fee. 

Why not make Clear Source just as conservation conscious as the consumers yet scale it to the proportion of their operation? Any amount (at any location, under any subsidiary) must pay one penny per gallon “collected” (because this gallon will ultimately be used) over the 50,000 gallon daily allowance. Clear Source is (on average) withdrawing 78,427 gallons per day.  This withdrawal amount is 28,427.50 over the limit of the Vermont resident usage. At a penny a gallon, the difference would be 284 dollars and 27 cents a day paid to the residents of Vermont for the use of their water.  240 (approximately working week days) X 284.27 = 68,224.80 a year from Clear Source alone (not including its “inactive” subsidiary Vermont Pure Springs and their record 2007 revenues in the first quarter of 2008 it was $9.1 million) in addition to not factoring in the other “active” companies.  This is just one form of economic rent for one company. So as Clear Source grows and its subsidiaries grow, so does the rent for Vermont, to a point. 

Net Rent Fee Increases, Ecological Caps & Preservation Allocation:

At some point net rent withdrawal fees (that which is beyond the 50,000 gallons) will need to be increased to offset the risk to surrounding ecosystems (ex. 75,000 gallons a day or more should be two cents per gallon = 136,449.60 a year in economic rent from Clear Source alone) and will ultimately have to have an ecological cap (withdrawal capped when it begins to negatively impact various aspects of the ecosystem which should evaluated and determined by various independent scientific research teams funded by, yet not sponsored by, each bottle water company). Such a cap would be placed upon the companies withdrawal and/or collection limits previous to new permit registration or re-issue so that companies such as Clear Source and others would be fully educated and aware beforehand of their growth potential in a specific region and adjust the cost of doing business in  Vermont accordingly. 

I seriously doubt that such a small amount off the top caused by the ecological cap would deter companies from staying in Vermont or force them to set up shop elsewhere outside Vermont.  Just look at the staggering profits provided in Table B.  

Table B:
24-Ounce Bottle Water Calculator
	Cost of one acre foot of water2
An acre foot of water is 43,560 cubic feet or roughly 326,000 gallons
	$1,630.00

	Cost of Bottling
	$0.10

	Selling Price of 1 Bottle
	$0.85

	GROSS PROFIT for ONE ACRE FOOT SOLD
	$1,300,875.50


                         http://waterdividendtrust.com/information/waterprofit.php
http://waterdividendtrust.com/documents/education.pdf

Not only could bottle water companies afford the above mentioned rent payment (pennies on a gallon ecological cap) they still would be receiving (at least in this example from Maine) 89% net profit. Such an outrageously high margin of economic rent certainly would allow such a company to allocate, in addition to its cap, a preservation fee between 2 to 3 % on the economic rent gained. 

Such a small percentage could be applied proportionately to the economic rent so as to reflect yield in profits.  This percentage would go back not only the state where the profit was gained but also to the exact region within the state most impacted by the collection. An example Vermont could use (when it begins to gather its own bottle water company numbers) is listed below. 

Preservation Fees:

$ 26,017.51 per acre foot sold

(Based on 2% of $1,300,875.50 Gross Profit)
Under such provisions (ecological cap and preservation fees) the state of Vermont and bottle water entrepreneurs could calculate the actual growth potential of business in Vermont without becoming too financially dependent upon bottle water companies for jobs while allowing the state some fiduciary leverage and options with the funds provided; all of this without Vermont becoming too vulnerable ecologically to the growth of this emerging market. It could be a watershed moment. Allowing a state, that has just recently decided to cut 400 state jobs
, a chance to keep the green – in its many forms - in The Green Mountain state. 
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** “Collection” and “Artesian” are terms wielded by bottle water companies. When profiled for the above footnoted report, these companies insisted they are not bottling groundwater, but instead collecting naturally overflowing water form beneath h the surface.  Since not “pumped” or “withdrawn” they are “not subject to rules and regulations governing groundwater.”
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� 1.5 million (50,000 gallons a day X 30) is the maximum one can withdrawal without a permit -  No.144 of the Acts of the 2005 Adj. Sess. (2006). Hence such companies need a permit yet could conceivably divide their subsidiaries (Vermont Pure* and a spring in Stockbridge, VT, conveniently the home of Pristine Mountain Springs*) so that each could collect near capacity amounts yet remain - by ANR standards - as “not active”. 
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