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described using Vineyard Planner', a new decisionmaking tool from Shiloh Estate LLC

Growing a Bordeaux Blend
Hypothetical Example"—Assume the following:

1. You purchase 60 acres of raw, generally level,
valley floor land in Napa Valley at $135,000
per acre—$8.1 million—for the business
purpose of growing grapes and making wine.

2. The vineyard must be at least 50% Cabernet
Sauvignon.

3. The owners-cum-investors want to make a
profit (call the enterprise Opus To0).

Further assume that the vineyard is part of an
integrated enterprise that includes a winery.

In Part 1I: Making a Quality Wine, the winery will
be addressed. In Part I11: Marketing a Quality
Wine, the brand will be launched and sold into
target markets.

Winegrowing Goal/Mission—Grow quality
grapes to support the production of a profitable,
estate-bottled Bordeaux blend that includes up to
five cultivated varieties.

Variety Percentage" Block
Cabernet Sauvignon 80.0+7.5 40 acres
Cabernet Franc 10.0£3.0 5 acres
Merlot 50+3.0 2.5 acres
Malbec 25+25 1.25 acres
Petit Verdot 25+25 1.25 acres

The target percentages are 80, 10, 5, 2.5, 2.5.

The Vineyard
Planning Factors—Considerations include:

o Plantable acres net of the winery operation,
tasting room, parking, roads, etc.

e “Blocks” of vines that translate into “lots” of
wine that will be blended into the final
product (or products).

e Vine row orientation.

o Trellis system architecture and vine-by-row
spacing.

o Number of vines by variety, clone, roostock.
o Expected yield per vine, per acre, per block.

e Cultivation practices (e.g., hand pick, cover
crop, sustainable agriculture).

It is clear that the winemaker must be involved in
most of these decisions. It is also clear that many
of these variables interact and several iterations

will be required to come up with a vineyard plan.

Site Layout—Set aside 10 acres, leaving 50
plantable acres. If five acres are allocated for
vineyard roads, reservoir, et al, the cost per
plantable acre is now $148,500 as the vineyard
has to carry 55 acres (the winery would carry five
acres @ $135,000). Each block can be subdivided
into sub blocks if appropriate (e.g., different
rootstocks, different clones, different spacing).

Reese C. Wilson engages in home winegrowing and winemaking within the Napa Valley, and accepts occasional RWA strategic
management consulting assignments. He holds M.S. degrees from Stanford and Syracuse Universities, a B.S.E.E. degree from the
University of Southern California, and is currently active in the Viticulture and Winery Technology Program at Napa Valley College.
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The rectangular 60-acre plot shown to the right—not to scale—includes:

e 10 acres reserved space for roads, parking, tasting, winery, utility,
reservoir, etc. with 5 carried by the vineyard and 5 by the winery.

Opus Too
General Site Plan

* 50 acres comprising 8 vineyard blocks with 4 non-Cabernet blocks o5 || 25 [|1.25]| 25
and the 40-acres of Cabernet subdivided into four 10-acre blocks.
Yield—Assume that the yield per vine objective is 4 pounds." 195
=& Step 3: Estimate Yield Per ¥ine parking
Block ID |Opus Too Yariety [Merlot ta_Stmg
— Sfep 3z Validate Reguied Iopufs —— - Stap 3 Select Option —— Vx't?ﬁt?’
Mumber of Acres in Mumber of Wines in Pe— p— : : .
Yineyward or Block ineyard or Block @& LowYield: © High Yield res::;/mr
G [ 10,890 ¢ Mid*ield € Custom Yield 100 | = | 100
— Sfen Fo- ddiewl Yield por Vine for Macfd dbafe Case Scepanme ———
— Select Option or Spin Hew Yalues
o t [3 968 Poundz/ Block  Tonzd Block Tonzdbore
per Yine - | 43.212 | 21.61 | 432
— Bery WE maltipliar Euster WE multipliar 10.0 10.0
‘ 1.20 ‘ i} ‘ 90.0 ‘ 20
grams Berries grams Clusters
' 0.003 ' per ' 0.198 ' per
—puunds Cluster —puunds ¥Yine
Quit Frint Goto Goto Abaout Go to Step 4
Form WP Start Step 2 Step 3 ¥Yield Scenanos

Using Vineyard Planner, a spacing of 4’ x 5’
permits 2,178 vines per acre, and 4 pounds/vine
yields 4.32 tons per acre. If the same spacing and
yield assumptions are applied to all 50 plantable
acres, the total annual yield would be 216 tons.

Vineyard Profits = Revenues - Costs

UC-Model Vineyard—Vineyard Planner uses
the UC-Davis Model Vineyard" for default
vineyard establishment costs for Years 1 - 3 and
operating costs for Year 4 and beyond. This
baseline cost matrix is scaled to account for
vineyard parameters that vary from the model.
Plantable acres, vine-by-row spacing (and the
number of vines), yield per vine (and block), cost
(especially land cost), and grape sales price almost
always differ from the model (see top of Page 4).

Establishment Costs—The net accumulated
establishment costs for Years 1-3 are $1,172,750.

Operating Costs—The operating costs for Year 4
(and beyond) are $937200.

Revenues—Sales revenues is simply the tons
produced times the sales price per ton.
Assume:

1. The Opus Too Vineyard is a separate profit
center (or strategic business unit).

2. The 50 plantable acres yield 216 tons in Year
4 and thereafter through Year 25.

3. The Sales price negotiated with the Winery
and Marketing profit centers is $4,925 per ton
for internal price transfer purposes.

Revenues = $1,064,096 for Year 4 and beyond.
Profits—Profits for Year 4 and beyond are:
$1,064,096 - $937,200 = 126,896

If this profit persists for 22 years, the internal rate
of return at 0.2%, near the break-even point.
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These estimates are from the Vineyard Planner
for the most-likely-case (MLC) scenario of 216

tons.

The best-reasonable-case (BRC) scenario is 1.2
times the MLC and the worst-reasonable-case
(WRC) scenario is 0.8 times the MLC.

ok Step 5: Generate Profit Part of Yineyard Block Scenario

— Sfep Aa- Frfimalfe Annual Yirceard Block Bevenue freare F - AF

Block ID [Dpus Taoo

Yariety [Pordeaus

Step 5 in the Vineyard
Planner process is to
generate the profit part of
the vineyard scenario.

— Flock Affeiesder | Yeld ffarsf — - Safer FrceTon —— - Fevenue i . B
Actes [ 0 || BRC [ 25557 ~ Hi || BRC [ =60, Given yields mtoTs, the
Vines [105900  Med revenues are simple to
Spacing[15.50 || TLC | 216.06 % | 4925 "< | MLE | 1.064.096 generate for different
Lin feet [435600 || WRC[ 17285  Cust|| WRC[ 551286 sales price assumptions.
Establishment and
— Sfap & £ rtepale Annesf Yinepard Cosfs — Fraft Frfimater Operating Costs are
Aecumedated Yinesard Annual Yinapard Fatfal Internal A ate of Return more difficult to
— £anf Fafal Cacfs — fperafng Cosfs frears £ Relale | for N=[25  Years estimate due to the
Years 1-3 rearz 4 & Beyond — b ; iabl d
Cash Costs o~ 1y MLc 537300~ © Med im0 ooy 10K the fact that costs differ
[1172780 ¢~ | - Lo by vineyard location,
WRC| 934.800 MLC 126.896 t h limat
Mulitplier | 10 Mulitplier | 10 e 02% DK OpOgraP y, ¢ Ima?
- - - (e.g., rainfall), trellis

" Develop Custom Costs: Go to Special Cost Matrix WRC -83.514 system, cultural
Cost Scenario Descriptor | Med estab, med op costs #555- falled - practices, etc. See top of
the next page.
| Print Goto Wiew Bazeling Save ¥inepard | Goto | About || : :
L Form | WP Start Cozt Model Block Scenario | Stepd| Steph||ib Profits are easy given

revenues and costs.

Wine Estimates from Step 6) 3 |

Given vineyard yield in tons, it is easy Block 1D JOpus Too ‘ariety |Bordeaus Blend
to estimate wine volume.  Frtimate Volume of Wine
ASsume: Volume & Wonpir rf'ﬁ'i?f-"" Em agK | Cancel
- - - 150 Qi d;
L :eA\meOQaSSeII’Z\:ﬁg\ﬁezrszlng regimen gallonsz/ton O Mid-vield Reality Check |
' 63 ™ High ‘¥ield :

2. 150 gallons (and 63 cases) of cases/lon  Custom Yield FE"”t W‘?ﬁ tSD

finished wine per ton. il 2tar
The winery output for the most-likely- — Block Yiald Wine £elmales for e Block Scopara*
case scenario is 13,630 cases, but could Tons IEaIIunsIBallels Bottles | Cases
be lower (say 10,900 cases) or higher BRC | 259.27 BREC | 22891 | 64218 | 95203 | 16.356.9
(say 16,350 cases). MLC | 216.06 MLC | 22409 | 54015 | 163570 [ 13,6209

. . WHC ) 172.85 WRC | 25928 | 43213 [ 130,858 [ 10,5048

In practice, yield for each block would
be used to estimate wine for each * B0-gallon barrelz, Y50 ml bottles, 12-bottle cases

corresponding lot.

Initial Conclusion & Next Steps

Profits are Feasible—Although numerous
assumptions were made to get this far with Opus
Too, it seems that the integrated winegrowing,

winemaking, marketing enterprise could make a
modest profit if the wine could be sold at the $50
per bottle retail price point, could make a nice
profit at $75 per bottle, and a very nice profit at
$100 per bottle. (Given ultra-ultra quality wine.)
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These pI’OfIt expectations &k Step 5c: Cost Scenario Summary [Cost per Acre]
are based on a popular
planning factor: — ¥eresand Fiock Scenave & Coxf Scenane s
. Block [Opus Too Cost [Med estab, med op costs
If wine grapes sell for
X per ton, the retail — Hrar Block Sommany fnformalion :
price point of the Variety [Bordeaux ’I‘:*;;t'l'j-é‘:e'y":ase Brirt
resulting wine should Actes[ 50  Spacing[40x50 .ton | 433 || Fam
be 0.01 X (or 1% of . . cacre[ 18744 Tons/Acre
the per ton price). Yines |1 08.900 VYinesfAcre | 2178 N WRC MLC  BRC
Next Steps—The Linear Row Feet [ 435600 | .linft[ 275 [346 [432 [519
following steps merit
consideration: MEDIUM COST PER ACRE: BASED OM 30-ACRE MODEL YINEYARD
) — farf Cafeganes — Medieww Fafah Casfs —— — Mediom fox Cosfr ———
1. The various Click on Category for Details || Year 1 Year 2 Year 3 WRC MLC  BRC
assumptions Site Preparation 1,529 0 0 0 i I
embedded in this Infrastructure 2840 1,189 0 1] 0 1]
vineyard analysis Vine Planting 8.095 269 a a 0 0
need to be reviewed Wine & Crop Management 1.341 2E22 2409 3605 3605 3505
and refined. Vineyard Floor Managerment 541 142 13 216 216 216
Crop Harvest (23 $120/Tan 1 G5 217 190 238 285
2. Market research Interest on Operating Capital 393 122 73 31 g1 31
needs to be under- Overhead Costs [Cash] 1512 1530 1515 1635 1635 1535
taken to determine TOTAL CASH COSTSAACRE 16,267 5939 4345 FE37 GR35 5732
if a per bottle retail ACCUM MET ESTAB COSTS 16,257 21579 23455 0 0 0
price point can be Capital Fecovery Casts 11,796 11,836 11836 13089 13089 13,059
established as Tonz per Aore 0.o0 A 1.23 346 432 513
reasonable at the Fleverue per Ace o 1527 G053 17.041 21276 25561
ultra-premium wine TOTAL COST PER ACRE 28.053 17,775 16,181 18696 18744 18,791
level of $75 to Profits per Acre 28053 17155 1373 4757 2430 EBEI17
$100.

Given feasibility, a number of policies, strategies,
and plans need to be developed (by the actors), for
example:

1.

Financial—Emphasis on obtaining sufficient
funding for the project.

" Vineyard Planner is a proprietary, copyrighted software

~ product developed by Shiloh Estate LLC.

" These are the givens for problem assigned to Napa Valley
College’s Winery Management class by instructors Rick

2. Organizational—Emphasis on key ii %?128139%%(1[?:;'%%2 I:J?errljgr.priced around $100 per 750 ml
ex_ecutlves-cum-lea(_jers for _the vineyard, bottle, comprised: 82% Cabernet Sauvignon, 10%
winery, and marketing profit centers. Cabernet Franc, 4% Merlot, and 4% Petit Verdot; for

3. Winegrowers—Emphasis on a world-class N reasons unknown, Malbec was not in(_:lude_d.
vineyard with quality grapes that could get Opus One ave’rage§ abogt 4 poundg/vme yield for about 5

tons/acre on 4’ x 4’ spacing. Dominus targets 3 tons per

$4,000 or $5'.000 or $6,000 per ton on the acre by dropping cluster to improve overall grape quality.

open market” (although they are being sold Both use bilateral cordons.

internally to the Winery) Y Rhonda Smith et al, “Sample Costs to Establish a Vineyard
4. Winemakers—Emphasis on an extraordinary lalnd Produg:e Wine Grapes,” U.C. Cooperative Extension

. . ~ Farm Advisor Sonoma County (1999)

wine that can retail at $75 to $100 per bottle "' In Napa Valley, Vintage 2000 Cabernet Sauvignon grapes

or more. sold for $3,170/ton—$536/ton above the 1999 average.

5. Marketing & Sales_Emphasis on |dent|fy|ng The 2001 average will approach $4,000 - $4,500/ton in

target markets and marketing and promotional
mixes that deliver value to stakeholders
(including owners, employees, and investors).

Napa Valley.
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