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U.S. wine export statisticsare d sen
by the low-end of the marke*. wallo
(including Turning Leaf) dominat
the United State< packaged wine
export = arke 1998 Gallo ex-
port  .,700,000 nine-liter cases of
wine T #h noeencnba Califorpis
wineries .. r'=d onl .7,477 909
™ -y cucases N - oGallo ac-
ornted 1 ore than fiftv per-- -
¥ 1T&Q vyneevr ate  Lallovice
presideru said, “over the past 10
years, most California wineries have
looked at exports as a way to get
rid of excess supply. But we've
made it a priority.” And, Gallo’s fo-
cus shows in the export statistics.
Gallo’s volume and lower price-
point wines dominate (and influ-
ence) the export statistics in the new
MKEF International Report. Survey-

ing the current U.K. market one
notices that Gallo (including Garnet
Point), Blossom Hill (Heublein), and
Paul Mason (Canandaigua) all sell
at about £3.49 a bottle in the Lon-
don marketplace. Generic super-
market brands labeled in the U.S.
and shipped overseas also pull-
down the average case price of U.S.
exports to the UK.

wene cro T e o US ex-
porters are Canandaigua (Almaden
and Inglenook) 1,600,000 cases, and
UDV Wines (Glen Ellen, Beaulieu
Vineyards) 1,200,000 cases. All
other wineries export less than a
million cases of finished wine.
None of the Big Threc¢ - ominar’
firms concentrate c1 the super-pre-
mium segmer” T! .. .ore, the sta-
tistics tend to reflect the jug wine
and popular-premium price point
of the big wineries. As a result, the
U.S. has a current average nine-li-
ter case price of approximately
twenty-one dollars.

It would be a mistake to examine
the export statistics and conclude
that the export market is solely a
low-end or jug wine market. At Cha-
lone Wine Group, for example, ex-
port sales accounted for approxi-
mately 4 percent of total revenue,
or $1,758,920, according to their most
recent annual report. MKF Research
estimates the average FOB for the
wines exported by Chalone to be
$120 per nine-liter case. This is con-
siderably different from the aggre-
gate average of $21 per nine-liter
case. The sheer volume of the inex-
pensive exports of the “Big Three”
drag down the average case price.

Exports have grown dramatical.y
despite the fact that they have not
been the primary focus of U.S. win-
eries. Exports account for 9 percent
of Mondavi's revenue and 4 percent
of Beringer's revenue. Currently, the
domestic market for wine is ex-
tremely profitable and producers are
focused on the higher-end of the
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In the past two years, total volume

price spectrum. Consumer’s pref-

erences have shifted to premium

(varietal) wines. The recent past was

a time to focus on higher margins

rather than increased volume in the |
U.S. Wine has been in short supply
and on allocation. Therefore, most
producers have focused on meeting
domestic demand for wineZZAnd,
the U.S. wine market is a market for
high-end wines. The average value
for a nine-liter case of table wine
imported from France into the U.S.
is $74. This further reinforces the
belief that the U.S. consumer is
drinking more expensive wines.

Exports will increase in importance
to U.S. wineries in the future. Win-
eries are learning how to grow the
domestic market. This knowledge
is freeing-up talent to service the
international market. Wineries want
to diversify revenue sources by
broadening global distribution. The
most significant concern of domes-
tic wineries is “what happens to
wine sales if the economy slows
down?” Some smaller wineries see
foreign markets as a methodology
to diversify the revenue stream. In |
other words, to not put all their eggs
in one basket.

The United Kingdom is the largest
export market for U.S. table wines.
The U.K. has always been an impor-
tant export destination for wine ex-
porting nations. The U.K. is ranked
8% in total wine consumption. But,
all the countries with higher total
wine consumption are also wine
producing nations. The U.K. is the
largest wine-consuming nation that
isnot also a wine-producing nation.
Therefore, many nations focus on
the U.K. as an export destination.

of table wine shipments from the
U.S. to the U.K. has increased 76
percent and the value has increased
85 percent.

Health news, reduced tariffs, and a
popular television superhero
sommelier (Joe Satake) have moved
Japan past the “collector only”
phase into a neophyte wine drink-
ing nation. In the last two years Ja-
pan surpassed Canada as the sec-
ond most important destination for
U.S. table wine. Despite economic
turbulence Japan has become an ex-
cellent market for U.S. wines. From
1996 to 1998 the volume of U.S. ex-
ports to Japan have increased 187
percent and the value has increased
227 percent. Exports to Japan have
a lower average dollar per case
value than exports to the U.K. and
Canada. Undoubtedly expensive
trophy wine is exported to Japan and
often given as a gift. But, a prolif-
eration of discount liquor stores sell-
ing wine at 500¥ (about $4) has lead
to the increase in volume of wine
sales in Japan.

Canada was the most important
market for U.S. table wines in the
early 1990's. And, despite signifi-
cant reductions in non-tariff barri-
ers Canada’s consumption of U.S.
table wines has increased steadily
but no where near as explosive as
in other export destinations. The
volume of shipments has increased
by 26 percent and the value has in-
creased 24 percent over the past
three years. The average value of
shipments to Canada was $26 per
case. Total consumption and per
capita consumption of wine has re-
mained stable. And, these U.S. value
increases have come at the expense
of other nation’s wine sales.

The fourth largest export market for
U.S. table wines is the Nether]lands.
However, the magnitude is a decep-
tive statistic. The Netherlands is a
country of about 16 million people
with an annual consumption of
about 1.94 nine-liter cases per per-
son each year. Germany is consid-
ered a much more important wine
market but is ranked below the
Netherlands in volume terms of
U.S. exports. The reason is that the
Netherlands is the most common
port of entry for wine shipments
into Continental Europe. From the
Netherlands, wine is distributed
throughout the European Union.
This makes the Netherlands mar-
ket appear larger and more signifi-
cant than it is in reality.

The table wine market is the key
U.S. wine export making up about
70 percent, in terms of volume, of
the total wine exported. Table wine
has grown at 79 percent in dollars
and 67 percent in volume between
1996 and 1998. This growth has oc-
curred despite wine shortages in the
domestic market. The second larg-
est category is bulk wine followed
by sparkling wine. We will analyze
each category in turn.

Bulk wine accounts for approxi-
mately 15 percent of all U.S. wine
exports. Between 1996 and 1998,
the volume of bulk wine exported
has increased by 19 percent and to-
tal value has increased 24 percent.
Various non-tariff barriers in other
countries drive much of the bulk
wine business.

Canada continues to be a large im-
porter of U.S. bulk wine. Discrimi-
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In light of the flurry of recent win-
ery acquisitions, you may be pon-
dering "what's my winery worth."
Or perhaps, you are considering es-
tate planning options to transition
your winery to the next generation.
Either way, preparation of a busi-
ness valuation provides you with
the information you need to under-
stand the value of your business.

There are a variety of reasons to
perform a business valuation,
ranging from transactional needs
(e.g. acquisition) to litigation (e.g.
divorce or ownership disputes) to
estate tax planning and reporting.
In contrast to an appraisal, which
establishes a value for certain tan-
gible assets, such as real property,
a business valuation includes not
only the value of tangible assets
(receivables, inventory, facilities
and related real estate) but also any
intangible value related to the
brand, winery permits, distribution
networks, grape contracts or gen-
eral goodwill. Where a winery

owns significant real property, a
business valuation would generally
rely upon and encompass a separate
real estate appraisal.

Depending on the purpose of the

| business valuation, different stan-

dards of value may be applied. The
most common standards of value are
fair market value, fair value, and in-
vestment value. Due to the differ-
ences in how these values are de-
fined, it is important for all affected
parties to understand what standard
of value is being applied in order to
avoid misunderstandings.

. 'is defined as “the
price at which the property (busi-
ness) would change hands between
a willing buyer and a willing seller,
when the former is not under any
compulsion to buy and the latter is
not under any compulsion to sell,
both parties having reasonable
knowledge of relevant facts.” Fair
market value is the applicable stan-
dard for all tax purposes and in

some instances of litigation as estab-
lished by law.

is most commonly appli-
cable to the valuation of dissenting
shareholder or partner interests and
is defined by state law. It is gener-
ally defined as a pro-rata allocation
of the value of a business as a whole
without differentiating between ma-
jority (controlling) and minority
(non-controlling) interests.

) . incorporates the
concept that businesses can have
unique value to particular investors
based upon their specific needs and
interests. Thus, investment value
may be greater than fair market
value due to a business’ strategic
value to a specific individual, e.g.
enhanced market share in the super-

MKF

premium market or anticipated cost
savings from economies of scale.
Most mergers and acquisitions are
based upon investment value.

A business valuation develops an es-
timate of value that would provide
a fair and reasonable return on in-
vestment to an investor or owner, in
light of the facts available as of the
valuation date. Among other things,
this process is based upon an esti-
mate of the risks facing the business
and the return on investment what
would be required for comparably
risky alternative investments.

As with the standards of value, there
are a variety of valuation approaches
that can be employed. The selec-
tion of an appropriate approach
needs to consider both internal and
external factors impacting the busi-
ness. The three basic valuation ap-
proaches are asset-based, income-
based, and market-based. A value
can be determined using just one of
these methods or a combination
thereof.

base the value of
a business primarily on its net as-
sets. An asset-based approach is
most appropriate when there is a
limited earnings history, a liquida-
tion of the business is planned, or
the business is a non-operating com-
pany (e.g. a holding company). Be-
cause an asset-based approach does
not easily incorporate the value of
intangible assets, it is not as appro-
priate when a business has signifi-
cant intangible value.

_ that are com-
monly used include the capitaliza-
tion of past earnings and discounted
future earnings. Under the capitali-
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natory marketing regulations pro-
vide Quebec supermarkets with a
loophole to sell wines “bottled”
within the province thus avoiding
the state-run Liquor Control Board
stores. Supermarkets account for
over forty percent of the wine sales
in Quebec (a substantial North
American wine market). But, in
other parts of Canada incentives to
import bulk wine are disappearing
and bulk exports have experienced
limited growth over the past three
years. Blending requirements re-
quiring a mix of Canadian and for-
eign wines are being phased out as
mandated in the North American
Free Trade Agreement. Canada
tends to import very inexpensive
bulk wines that have an average
nine-liter case value of $6.02.

Japan

Japan is the other significant bulk
wine-importing nation. The defini-
tion of Japanese “domestic wine” is
a wine that is physically bottled in
Japan. Bulk wine from other coun-
tries, bottled in Japan, has various
favorable treatments in the Japanese
market. Therefore, incentives to ex-
port bulk wine from the U.S. to Ja-
pan continue. When non-tariff bar-
riers to trade are removed it is far
more profitable for U.S. wineries to
export finished wines rather than
bulk wine. Japan imports slightly
more expensive wine than Canada.
The average nine-liter case value is
$14.97. Unfortunately, after Canada
and Japan there is no other signifi-
cant bulk wine market for the U.S.
exports.

For this and other information about |

U.S. imports and exports consult the
MKEF International Report.

zation of past earnings, the value
is estimated as an annual earnings
stream received in perpetuity. This
method is appropriate when past
earnings are representative of fu-
ture earnings. When a business is
experiencing significant growth,
decline or other changes, past earn-
ings will not approximate future
earnings, and a discounted future
earnings method will be more ap-
propriate. Under this method, pro-
jected future income is discounted
to determine present value.

: look to data
from comparable publicly traded
companies and/or recent sales of
comparable companies to derive
applicable valuation ratios, such as
a price/earnings multiple. In or-
der for these methods to be effec-
tively applied, benchmark compa-
nies or transactions should be com-
parable in size, price point, opera-
tions, and asset mix, among other
things. Accordingly, the analyst
must be familiar with valuation
| subject, the winery to be used for
comparative purposes, and any rel-
evant transactional terms and con-
ditions in order to make meaning-
ful comparisons.

‘ In preparing valuations, there are
also two discounts that are com-
monly considered. First, a minor-

‘ ity interest discount reflects the lack

of control by a minority owner to

direct company policy, determine
officer compensation, acquire or
liquidate assets or execute other
significant operating decisions.

Conversely, a premium may be

added to reflect the benefit attrib-

. utable to a controlling interest or

possibly to a swing vote position.
Second, a marketability discount re-
flects the lack of liquidity common
to privately held companies, such
as family-owned wineries, due to
the fact that owners have fewer op-
portunities readily available to sell
their interests

Understanding the value of your
business (or a seemingly attractive
business owned by someone else)
is an important tool in helping you
make informed decisions, whether
you are interested in estate tax
planning or considering the sale or
purchase of a winery. Armed with
this information, you can selec-
tively pursue the opportunities that
best suit your needs and optimize
the resulting benefits.
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