Monday, October 27, 2008 Matt Powell

INTRODUCTION

Several questions must be asked in order to fully understand what a value-chain (or cost) analysis
provides. Questions such as:

e How many tons of fruit do | need to grow to maximize my profit margins after cost?

e How many tons of fruit do | need to grow to minimize my cost to produce?

e How many tons of fruit do | need to grow to break even for sustainability?

e How many tons per acre and in what configuration will | optimize the vineyards for maximum
profit and minimized cost?

An important distinction must be made between profit and revenue. Profit is defined as the cash-
margin after costs; and Revenue is defined as the total amount of income. We will focus entirely on
Profit, the spread between Revenue and cost.

It is also critical to realize this key fact:

In most circumstances, producing more DOES NOT yield more profit; rather it can serve to increase
revenue BUT CAN REDUCE profit.

Translated: the spread between revenue and costs shrinks despite producing a higher revenue base (or
generic income); so although you are making more money as income, your actual profit margins are
smaller.

This report analyzes the complex financial relationships of a hypothetical 1100 acre multi-varietal
vineyard and the fruit it produces. The set prices per ton of fruit are not industry standard, but are
reasonable. For all intensive purposes, separated, individual vineyards will be treated as part of the
whole “vineyard.” That is, a base assumption is made that vineyard x has the same sunk costs as
vineyard y (to some extent) and therefore can be combined to the whole provided that the same
varietals are planted per acre. Different varietals have marginal different costs associated. For
instance, hand cultivation (pruning) of Viognier is most likely different than Cabernet Sauvignon and
therefore represents a slightly different cost structure. This is accounted for in the additional 3%
variable cost additive in the actual model. Although 3% is probably a little on the higher side, it's better
to be pessimistic and account for unseen or unlisted costs within the model.

The arbitrary 1100 acre vineyard is broken down into the following blocks with wholesale price per ton
produced listed:

Varietal Total Acres under Vine Wholesale* Price per Ton
Petite Sirah 200 S 540
Zinfandel - Regular 200 S 600
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Zinfandel - OldVine 100 S 720
Viognier 275 S 420
Cabernet Sauvignon 75 S 480
Syrah 100 S 480

Pinot Noir 30 S 1,500
Merlot 30 S 390
Chardonnay 20 S 720
Sauvignon Blanc 50 S 390
Misc 20 S 390

* Note: The wholesale price is listed as 40% the retail price per ton.

The breakdown costs for an acre of vineyard are as follows:

Vineyard Costs per acre Nurnber of Unit Cost per Unit
Units
Pre Harvest
Tie-up and Train (per vine)* 600 Vine $2.00
Ripping (Every other year) 0.5 Acre $50.00
Disking 1 Acre $20.00
Fertilizer 1 Acre $45.00
Disease Control 1 Acre $56.00
Weed Control 1 Acre $55.00
Pest Control (Bird, Insect) 1 Acre $25.00
Hand Cultivation (Pruning)** 60 Hrs / Acre $600.00
Irrigation 2 Ac/Ft $75.00
Harvest
Harvesting 1 Ton $80.00
Haul to Crusher 1 Ton $20.00
Post Harvest
Mow and Brush Disposal 30 Hrs/acre $300.00
Trellis/Irrigation Maintenance 20 Hrs/acre $200.00
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Misc Costs and Overhead***
General & Office Overheads

5% of variable costs

General Farm Maintenance .
3% of variable costs

*Note: assumes 20 rows at 30 plants per row
**Note: assumes 6 people at $10 /hr for 10 hours of work

***Note: these costs try to address the ‘intangibles’ such as general maintenance work per acre

Let’s add some artificial constraints to the model:

1. The best quality grapes are grown when the vineyard is pruned for 4 to 6 metric tons per acre

(the more the yield, the less the quality and anything less than 4 metric tons produces no
measurable increase in grape quality)
2. The overall cost to grow a ton of fruit is the same regardless of varietal (it is assumed that

actual differences between varietals are very small and therefore do not impact the overall
outcome of cost to grow per ton. Note: this does not include the cost to harvest, haul, and to
prune).

3. The cost to grow fruit on a per ton basis increases at first over time, but then declines and

stabilizes as the vineyard becomes established with a repeatable pattern of consistent output
year-over-year.
4. The amount the vineyard yields is the amount harvested (it assumes that there is none left on

the vine).

Once these four constraints are added into the equations, the optimal output per acre can be calculated
if and only if the preliminary dependant variables of wholesale cost (as based on competitive pricing) are
utilized.

The following final output is attained:

Total Acres  Competitive Wholesale Price Projected output per acre
Petite Sirah 200 S 540 5 tons
Zinfandel 200 S 600 5 tons
Zinfandel - OldVine 100 S 720 5 tons
Viognier 275 S 420 3 tons
Cabernet Sauvignon 75 S 480 6 tons
Syrah 100 S 480 6 tons
Pinot Noir 30 S 1,500 6 tons
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Merlot 30 S 390 7 tons
Chardonnay 20 S 720 6 tons
Sauvignon Blanc 50 S 390 7 tons
Misc 20 S 390 8 tons

With this projected output on a per acre basis, the optimized maximum profit after costs is
$1,424,716.60 at the calculated wholesale cost per varietal per ton grown and sold.

This figure represents a total combined output of 5,494 tons for the season.

There are two important points to note. First, the amount of Viognier to produce per acre is stunningly
low (3 metric tons per acre). Whereas several varietals actually have outputs higher than the artificial
constraints of 6 metric tons per acre; so the first question is: Why?

Once the artificial competitive wholesale price is set per ton, this model calculates the minimum
required wholesale price. In some instances, (such as the Merlot), the calculated cost is actually larger
than the competitive wholesale price. Please look at the table below. For the Merlot, the competitive
wholesale price is $390, but the minimum wholesale price needed to cover just the cost of growing the
fruit is $431. This yields a negative margin. Translated: growing the Merlot and selling it at $390 per ton

loses money.
Fruit Retail Competitive Target price at 6 Minimum wholesale Margin
Price / ton | Wholesale ton/acre demand price needed to cover
Price costs
Merlot @ 30 | $650 $390 $687.57 $431 -9.51%
acres total

But also notice that the calculated target price is far above the actual competitive wholesale price
(5687.57). If all the varietals were added together in the original calculation, then the projected
maximum amount of profits, after costs, is $903,136.61. However, this also includes several varietals
that have negative margins or are simply ‘out of bounds’ due the regression analysis.

Therefore, adjustment needs to be made to the model to ensure no negative margins are attained. So
for the Merlot, the Sauvignon Blanc and the Misc varietals, the yield has to be increased to bring the cost
to within the boundaries of minimal profit.

Remember, if too much is produced, then the cost per ton will overshadow the return on profit. So we
will adjust the output so that the first iteration of positive margin is achieved.

Adjusting the Merlot up by just one ton per acre output (for a total of 7 tons per acre), changes the
margin from -9.51% to 1.34%. This positive margin arrived simply by increasing the output to a point of
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minimum calculated cost to grow (from $431 to $385 per ton) which is now S5 per ton cheaper than the
artificial competitive wholesale price. The target price is still more than $200 higher than the
competitive wholesale price, but is more in line with the retail price.

Retail Competitive Target price at 7 Minimum wholesale Margin

Price /ton Wholesale ton/acre demand price needed to cover
Price costs
Merlot @ 30 | $650 $390 $665.65 $385 1.34%
acres total

The adjustment to the maximum amount of profits, after costs, is $1,032,871.16 or an increase of 14%
over $903,136.61 simply by growing one more ton per acre on a 30 acre block (Merlot) and not over
growing. Another question then is, why not grow 8 metric tons per acre? Won’t that increase the
margin still? Yes, but the overall output relative to the rest of the vineyard will not be optimized. Adding
another ton to the Merlot will increase profit, but at the expense of the total maximum profit attainable

for the entire vineyard.

The other varietals are still out of balance, and moving one varietal to far in one direction will prevent
the other varietals from equalizing the margins. Secondly, if increasing the growth of a varietal that
wholesales at $390 per ton increases profit, then what do you think would happen if we increased
another varietal at a higher selling point? Finally, as tempting as it is, this model is balanced by vineyard
costs. We want to try to increase only those varietals that have higher selling points than the ones that
are marginally lower while also maintaining a low cost to grow.

Here are the other before and after adjustments and the subsequent changes to the overall profit
margins of the entire vineyard:
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Retail
Price /

ton

Competitive
Wholesale
Price

Minimum
wholesale
price needed
to cover

Matt Powell

Margin

Total varietal
profit
(including
previous

costs adjustments)

Before Sauvignon | $650 $390 6 tons per | $S403 -3.2% $1,032,871.16
adjustment | Blanc acre at

@ 50 $605.70

acres total per ton
After Sauvignon | $650 $390 7 tons per | $361 8.10% | $1,149,153.60
adjustment | Blanc acre at Increase in

@ 50 $576.13 10%

acres total per ton

Retail
Price /

ton

Competitive
Wholesale
Price

Minimum
wholesale
price needed
to cover

Total varietal
profit
(including
previous

costs adjustments)
Before Misc $650 $390 6 tons per | $462 -15.51% | $1,149,153.60
adjustment | @ 20 acre at
acres total $734.28
per ton
After Misc $650 $390 8tonsper | $373 4.5% $1,424,716.60
adjustment | @ 20 acre at Increase in
acres total $702.71 19%
per ton

So, by adjusting 3 of the 4 varietals that reported negative margins originally, a total increase in profit

margin (over original set value) of 36% is obtained simply by increasing total yield output of the vineyard
by only 120 tons.

When you consider the original total projected yield output of the entire vineyard was 5374 tons, this
minimal change when weighted, is less than a 3% total yield increase, yet produces more than $500K
in total achievable profit.

Of the four varietals with a negative margin, the Viognier is the hardest to deal with.

Here is the original calculated output:
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Retail Competitive Minimum Total varietal
Price / Wholesale wholesale profit
ton Price price needed (including
to cover previous
costs adjustments)
Before Viognier $700 $420 3 tons per | S600 -29.95% | $1,424,716.60
adjustment | @ 275 acre at
acres total $486.31
per ton

The first thing to notice is the wholesale price needed to cover the costs of $600 per ton. Why is this so

different relative to the other varietals? The main reason is the embedded cost to maintain 275 acres of
the same varietal. Hand pruning and harvest are the two biggest expenses. And since this varietal is not
one of the core grapes that can command a higher price, it becomes an exercise in severe cost control in
an effort to produce a return on investment.

This block is highly sensitive to the competitive wholesale price as set. If that price can be increased,
then the cost per ton will decrease because the output per acre will be increased.

As such, the Viognier has a negative impact on the margin outputs. Take a look at what happens when
the output is increased from 3 metric tons to 4 metric tons per acre:

Fruit Retail Competitive | Target Minimum Margin  Total varietal
Price / Wholesale price wholesale profit
ton Price price needed (including
to cover previous
costs adjustments)
After first Viognier $700 $420 4 tons per | $500 -16% $1,357,194.89
adjustment | @ 275 acre at
acres total $530.37
per ton

The cost to grow per ton (or the minimum wholesale price) has dropped from $600 to $500 per ton, and
still a negative margin of -16% but certainly not as bad as -29%. So, now it’s cheaper to grow and has a
higher yield output.

But look at the total varietal profit! It has decreased by 5%. So, by increasing the output of the Viognier
in an effort to reduce the cost to grow, the result has also decreased the maximum profit achievable.
Why? The simple answer is the sheer size of the parcel and the wholesale cost of the varietal. As costs
come down to grow the extra ton of fruit, the subsequent costs to harvest and maintain increase
disproportionately. Therefore the actual cost to maintain the vineyard increases as a faster rate than
the extra ton margin replaces and hence, shrinks the “spread” between profit and cost.

Let’s add yet another ton yield to the Viognier and see if it balances out —
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Retail Competitive | Target Minimum Total varietal
Price / Wholesale price wholesale profit
ton Price price needed (including
to cover previous
costs adjustments)
After Viognier $700 $420 5 tons per | $422 -0.38% $992,498.94
second @ 275 acre at
adjustment | acres total $504.66
per ton

All the adjustments we made to the other varietals and their impact on our profit have just been erased.
The cost to grow is now in line with the wholesale cost of the fruit and our target price is also higher, but
our total achievable profit has fallen more than 20%.

However, the margin is still barely negative, let’s add one more ton and see if we can get out of this
financial valley:

Competitive | Target Minimum Margin  Total varietal
Wholesale price wholesale profit
Price price needed (including
to cover previous
costs adjustments)
After third | Viognier $700 $420 6 tons per | $369 13.71% | $854,786.00
adjustment | @ 275 acre at
acres total $470.43
per ton

Adding yet another ton of fruit to yield output gets us a nice healthy margin on costs relative to
wholesale price, but the profitability is down another 10%. Not as dramatic of a drop as before, but still
far from the maximum achievable.

Also note that the additional yield of the total vineyard was increased by a total of 825 tons or approx
15% more yield —and with more yield comes additional vineyard costs.

It's summarized like this: Grow more and make less money, grow less and make more money.
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In perspective:

Varietals Total output: Total output: Difference = Percentage of Impact on
before after adjustment total Vineyard @ Total original
adjustment output profit

Merlot, Sauvignon 560 tons (6 800 tons (see 120 tons <3% +36%*

Blanc, and Misc tons/acre) above)

(total acreage
combined 110 acres)

Viognier (total 825 tons (3 1650 tons (6 825 tons >15% -16%**
acreage 275 acres) tons/acre) tons / acre)

* Note: This profit margin is based on keeping the Viognier at the original calculated 3 metric tons / acre
yield (% difference between $903,136 and $1,424,716 respectively)

** Note: This profit margin is based on keeping the Merlot, Sauvignon Blanc, and Misc at the original
calculated 6 metric tons / acre with no previous adjustments (% difference between $903,136 and
$760,452 respectively)

Is there a higher output of the Viognier that will match the original maximum profitability? No, there is
not a maximum yield that will ever match the original output. In fact, at the 9 ton per acre level, the
cost to produce outweighs the profitability completely and the entire business will begin to lose
money.

So, in this instance, despite losing money on the cost to grow, a Viognier yield of 3 metric tons per acre
is the equilibrium point to grow on a per acre basis. Yielding less than 3 metric tons, produces an
expediential upward cost curve in an effort to maintain the vineyard (all 275 acres of it) and therefore,
the block of Viognier itself should be removed or replaced with a higher profit varietal or maintained at
a 3 metric ton output.

This represents the selling of the Viognier at wholesale costs to other producers. If the Viognier is sold
at retail or turned into wine, then the profitability model changes.

Let’s take a look at what would happen if we were able to sell the Viognier at the retail price point or
turn it into wine (*wine has a much higher margin that grapes as a general rule). One last question, is
there a specific point where the tonnage of Viognier matches the profitability? In other words, how
much Viognier wine is needed to produce enough margins to cover the costs of the 275 acres, the fruit
produced to sell at wholesale, and the fruit produced to create the wine.
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Making the best out of a negative Varietal

To restate the issue: The 275 acre block of Viognier can only yield a maximum of 3 metric tons per acre.
Any yield higher and the spread between profit and cost shrinks for the entire vineyard; any lower and
the costs to sustain the 275 acre block spiral. So, based on the relationship model for the entire 1100
acre vineyard, the different varietals and their subsequent price points, a yield of 3 metric tons per acre
for the Viognier is the best possible number for creating the maximum profit available.

There are three things that can be done to fix this problem and they are outlined below:

1. Ripthe vineyard up and plant a different, higher price point varietal.
2. Get a higher price for each ton of Viognier grown
3. Turnsome of it into wine

The first suggestion is a valid point but has associated advantages and disadvantages. First, planting a
new varietal that commands a higher price point would be costly (especially at the 275 acres); a
splitting of the parcel up would help to reduce this cost but would introduce others such as rezoning
fees, grading and permitting, etc. Also, there is a 3 to 5 year lag before any new varietal could begin to
produce grapes of high enough quality to sell. Then there is the additional one to two years after
ripping that the soil needs to recover before any planting can occur. Finally, with the 275 acres
neutralized, the better part of 20% of the entire vineyard would not produce and hence would dampen
profits substantially. In a nutshell and although viable, replanting the 275 acres is not feasible as an “all
at once” job.

The second suggestion to “get a higher price” for each ton grown is nice, but not realistic; most likely,
contracts are already in place so that the price is set. Extra can be grown at a negative impact with
hopes of better, higher priced contracts, but competition with other growers could make this
challenging.

Finally, turning some of the grapes into wine would seem to be the best suggestion. Wine has higher
margins and greater flexibility than grapes since its sales channels are more diverse. You can sell grapes
to a wine producer or bulk producer, but you can’t sell them to consumers; whereas with wine, you can
sell to almost everyone that’s willing to drink the beverage.

So the yet another question is, how many tons of Viognier do | need to turn into wine that will support
the 275 acre block and the costs to produce the wine? Understand that this is the break-even point for

the Viognier.

Here is the table from above, summarizing the dilemma with the Viognier:

10
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Viognier $700
@ 275

acres total

Matt Powell

Total varietal
profit
(including
previous
adjustments)
$1,424,716.60

Minimum
wholesale
price needed
to cover
costs

$600

Competitive
Wholesale

Price

3 tons per -29.95%
acre at
$486.31

per ton

$420

Since we cannot change our wholesale price much past $486.31 (our target wholesale price), we know

that the costs to grow are now minimized with respect to the maximum profit the vineyard can achieve

on its own.

Let’s add some calculations;

Competitive
Wholesale
Price

Viognier | $420

@ 275

acres

total

Target Total tons | Total Total Margin
Yield per | grown anticipated varietal cost

acre revenue to support

3 tons 825 tons $346,500 $525,970 -29.95%
per acre

We know that the Viognier needs to make about $526K total to support itself and break even.
Therefore, we need $179,470 in wine profit to make up for this; but is this really it? No, the cost to

make the wine must be added to that total as well as well as the loss in margin from the selling of the
fruit used to make the wine.

Assumptions:

Cost of Goods Sold

Cost per bottle unless otherwise

specified
Wine
Suggested Retail Price $16.00
Wholesale price $8.00

Wholesale price / case

$96.00 (case)

Cost to Produce

Packaging $1.60
Labor $2.50
Variable Costs $1.00

11
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Total Cost per bottle $5.10
Total Cost per case $61.20

* Note: the process of turning grapes into wine include many items not listed, including chemicals,
energy usage, bond pricing, etc ... it is assumed that all these are variable costs and up to about $1.00 /
bottle created.

The price for a bottle of Viognier wine is up to the producer to set. Itis assumed that the price will be
set competitively and that the wine is launched under a strong brand with a good demand.

A quick glance at the costs demonstrates a profit margin of 36% on every case of wine sold at wholesale.
This margin increases if wine is sold at retail.

Remember, the cost to produce the wine must also be included:

Competitive Target Total tons  Total Total Difference
Wholesale Yield per | grown anticipated varietal cost @ to cover
Price acre revenue to support

Viognier | $420 3 tons 825 tons $346,500 $525,970 $157,527.62

@ 275 per acre

acres

total

To cover just the cost of supporting the 275 acres of Viognier, we need to generate $157,527 in profit.
Note that this is the required profit, after taxes. For calculation purposes, taxes, and tax rates are left
out.

The $157,527 is a general number. To ensure that all costs are covered the additional cost of bottling
and producing the wine plus the impact on revenue removed from the wholesale fruit must also be
considered.

Generating that amount of money from the shear selling of Viognier fruit at the wholesale cost per ton
would require an additional 615 tons. That translates into another 2 or 3 metric tons per acre yield. We
already know that adding yield is not the right thing to do since it detracts from maximized profit after
cost. So, the yield must remain steady at 3 metric tons.

However, if we were to take the difference in wine, a total of approx 1640 cases would have to be made
and sold at the $96 wholesale price point (i.e. $16 / bottle). This generically requires approx 53 tons of
fruit at a wholesale value of $22K. The cost of bottling 1640 cases is also approximately S100K.
Therefore, an additional $122K is lost revenue has to be made up for.

12
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Notice that it appears that we are trading one expense for another. So, in this case, the Viognier may
not be the best wine to produce to make up for the lost revenue simply due to the competitive pricing

of Viognier at wholesale.

Strategically, picking a higher margin wine and varietal will reduce the cost on several fronts. First it
allows for an easier margin pick up. Second, the production will be smaller than that of the Viognier and
will therefore keep bottling costs low. And finally, it can be assumed that this is a tactical choice. The
vineyard is straddled by a low cost varietal with too much acreage. It can only really be mitigated by
offsetting it with a high margin wine.

Therefore, we have minimized the impact of the Viognier to the best of ability and discovered that
perhaps making a Viognier-based wine is not the best choice.

13



Monday, October 27, 2008 Matt Powell

Break Even for the Vineyard

With the adjustments made to maximize the profit relative to cost, the breakeven point can now be
calculated. The breakeven point is the bare minimum number of tons that are needed to be grown and
sold to ensure the vineyard is self-sustainable and not a money-losing business. That is, enough money
is made to pay for the costs to grow, all the fixed costs, and any variable costs required.

In order to calculate this, the profit in the model must be set to SO (or otherwise known as the cost to
run the vineyard as a business). Total Revenue for the breakeven point is unknown.

Since we understand that the total cost to run the vineyard is roughly the same for each varietal, then
the whole 1100 acres can be taken as the whole and not separated into separate blocks.

First the total output of the vineyard is calculated at its optimal yield point (see above).
Total Vineyard output in tons at optimized profit is (1100 acres): 5,494 tons

Next, using the same regression methodology as the optimization routines, the output demonstrates
that 668.61 tons is required when the profit is set to zero. This is approximately 13% of the optimal
vineyard output. Remember that costs scale with vineyard yields in different directions. Six hundred
sixty nine tons is the required amount of yield to match cost with income.

Still, there is an optimal cost for the fruit at the wholesale price. This cost is $435 per ton, which creates
$219K in income. This number is the NOT the target wholesale cost, but rather the absolute minimum
that each one of these tons could be sold for. It represents a stagnate model of neither financial growth
nor financial failure, and is the point of sustainability based on our assumptions from above.

Knowing that 669 tons at $435 per ton are absolutely required YOY, then contract negotiations becomes
simplified as does competitive pricing per ton.

14
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The relationship between Vineyard output and wholesale prices

Again using regression, the relationship between the total output of the vineyard relative to its retail
price per ton, its wholesale price per ton, the targeted wholesale price per ton and the absolute
minimum wholesale price per ton can be calculated. This information can be used strategically in
contract negotiations.

This is understood in this example:

One acre of Zinfandel produces 5 metric tons of fruit. Current retail market prices are $1000 per ton.
Wholesale prices at competitive rates are 40% of retail, and so stand at $600 per ton. How can we be
certain that at the $S600 price point, there are enough margins generated from each ton of fruit to
sustain this acre and to produce a profit as well as being competitive? Therefore, we need to know
what the target wholesale price based on a demand of 5 tons (per acre) is and what the absolute
minimum wholesale price is to cover the intrinsic costs of the vineyard itself.

Assuming that the entire demand is maximized, that is, all tons are sold at wholesale cost, the following
results are obtained:

Fruit Retail Competitive Target price at 5 Minimum wholesale Margin
Price / ton | Wholesale ton/acre demand price needed to cover
Price costs
Zinfandel @ $1000 $600 $555.42 $414 45.05%
200 acres
total

The margin is calculated as the difference between the minimum costs to grow the fruit and the

competitive wholesale price. Since we know that the target price at a 5 tons / acre demand is $555.42,
then there is $45 of competitive margin to adjust with (5600 - $555 = $45) if the contract negotiations
require it. The gross margin is 45% above the price needed to cover the costs to grow and harvest,

which if needed, would allow almost $200 of absolute negotiating leverage for sales.

Now, there are varietals that have a target price higher than the competitive wholesale price. Take for

example the Merlot again:

Fruit Retail Competitive Target price at 7 Minimum wholesale Margin
Price / ton | Wholesale ton/acre demand price needed to cover
Price costs
Merlot @ 30 | $650 $390 $691.67 $385 1.34%
acres total

It's helpful to realize that the target price is somewhat dependant on the total number of acres available

for the varietal as well as the yield. The Merlot demonstrates that although there is a bare minimum

15
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profit, the suggested target price is far above the competitive wholesale price. In these situations,

adjustment to the target price is preferred but not necessary. All the target price is showing is the

suggested price per ton based on the cost to grow, the acres available, and the desired yield. Since

we’ve already maximized the total profit available for the entire vineyard (by adjusting the merlot

already), we specifically do not want to change the yields any further.

Therefore, a reassessment of the retail and competitive wholesale price should be warranted and if

possible, changed to reflect the target price. Remember that the maximized profit return is solely based

on the competitive wholesale price and not the target price. Realizing the target prices can have a

dramatic positive effect on profitability.

Here is the entire vineyard breakdown after optimizations:

Retail
Price /

ton

Competitive
Wholesale
Price

Target price

ton/acre demand

Minimum
wholesale price
needed to cover
costs

Difference in
target price
relative to

wholesale prices

Petite Sirah @ $900 $540 $556.40 @ 5 $415.73 29.89% -2.95%

200 acres tons / acre

Zinfandel — $1000 | $600 $555.42@ 5 $413.65 45.05% 8.03%

Regular @ 200 tons / acre

acres

Zinfandel — $1200 | $720 $506.28@ 5 $450.39 59.86% 42.21%

OldVine @ 100 tons / acre

acres

Viognier @ 275 $700 $420 $486.31@ 3 $599.57 -29.95% -13.63%

acres tons / acre

Cabernet $800 $480 $527.70@ 6 $393.67 21.93% -9.04%

Sauvignon @ 75 tons / acre

acres

Syrah @ 100 $800 $480 $485.37@ 6 $400.00 20.00% -1.11%

acres tons / acre

Pinot Noir @ 30 $2500 | $1500 $719.29@ 6 $432.49 246.83% | 108.54%

acres tons / acre

Merlot @ 30 S650 $390 $691.67@ 7 $384.85 1.34% -43.62%

acres tons / acre

Chardonnay @ 20 | $1200 | $720 $779.26@ 6 $472.84 52.27% -7.61%

acres tons / acre

Sauvignon Blanc | $650 | $390 $583.72@ 7 $360.78 8.10% -33.19%

@ 50 acres tons / acre

Misc @ 20 acres S650 $390 $738.58@ 8 $373.19 4.50% -47.20%
tons / acre

Most of the numbers are negative (look at the last column). This is translated as the amount difference

that the target price is relative to the competitive wholesale price. Using the Cabernet as an example,

16
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each ton of fruit is 9% undervalued. Instead of selling it for $480 wholesale, the cabernet should be sold
at the $528 per ton wholesale price.

This translates into margin left behind. The optimizations of the vineyard are suggesting that except for
the Pinot Noir, the Old-Vine Zinfandel, and the regular Zinfandel, the entire output of the remaining
varietals are undervalued and potentially undersold.

In fact, if the wholesale prices are matched to the target prices for all fruit and the yield stays as
optimized, then the entire value from a profitability standpoint is $293,793. That is, almost $300K is
being left on the table by not matching the suggested target prices.

If added to the maximum optimized profit ($1,424,716), then a total profit after costs for the year would
be: $1,718,509.

Of course, this is only at the target prices on the wholesale level. If contracts are negotiated for better
values, additional volume, actual retail prices, or if the vineyard costs drop, then this profit number
would most surely be higher.

CONCLUSION

In the end, it’s important to realize that this is a model. It demonstrates how to identify the
“equilibrium” point of the business once the value chain is understood and the complex relationship
between vineyard output, the cost to produce, and the wholesale profit from sales are accounted for.
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