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Sellers

While there is rarely a single trend to point to, the most frequent reason we
have seen recently for selling a winery is financial, where the owner has sold
due to bank pressure or less-than-desired returns on assets. Since 2011, these
transactions have been dominated by the breakup of Ascentia and the sales
of the related winery and vineyard assets (owned by EPR), including their
recent sale of Rack & Riddle, as well as CalPERS liquidating its portfolio
of vineyards and a Napa Valley winery. With the exception of these sales,
transactions have been at favorable, and generally increasing, valuations.

The next largest category of sales has been generational, where the owner is
not going to pass the business to the next generation or other family members,
with 15 such transactions since 2010. Motivation for these sales may come
from tax and inheritance issues, but they also commonly come from a lack of
desire from the next generation and other family members to take the reins.
The sales of Seghesio Family Vineyards, Lancaster Estate, Sausal Winery
and Clos Pegase were all examples of generational transactions. IWA has
completed many such transactions recently and we see an increasing volume
of them taking place in the years to come as the Baby Boomer generation in
the wine industry retires and cashes in their often substantial equity in their
winery or vineyard businesses.

The third type of transaction we label “opportunistic” wherein a seller takes
advantage of beneficial market conditions and liquidates a brand, winery or
vineyard at a strong price. These transactions take the form of both planned
sales and unsolicited offers, but in both cases the seller is in a position to
command an above-market price due to the strategic or financial benefits his
property provides a buyer. Araujo’s sale to Chateau Latour and the sale of the
Mark West brand to Constellation for $160 million are prominent examples
of this type of transaction, as was Randall Grahm’s sale of his Pacific Rim
Winemakers business in Washington and also the sale of Sloan Estate in
Napa, which reportedly fetched $40 million for a 600-case brand, winery,
house and 13 planted acres in the eastern hills of Napa.

The final category is a strategic sale, typically by a large company, that
involves the sale of an asset that no longer works within that company’s port-
folio of brands and assets. The transaction that we completed for Cordoniu’s
Artesa of the Ridgeline Vineyards to Duckhorn in 2012 was an example
of a corporate asset reshuffle. Brown-Forman’s sale of the Fetzer brand and
related assets is the largest of these since 2010, but not nearly as large as the
$885 million strategic sale of Beam’s entire wine business in 2007,

TABLE 3 SELLERS 2010-2013 YTD

Total Value Number Average per
Type of Seller $(million) of Deals Deal $(million)
Generational $430 20 $21.50
Financial $379 29 $13.08
Opportunistic $392 9 $43.56
Strategic $288 5 $57.58
Total $1,489 63 $23.64

SOURCE: (WA PROPRIETARY DATABASE

Buyers

As with sellers, we can categorize buyers into various groups as well.
Although the categories may overlap somewhat, we tend to view winery and
vineyard buyers in four major categories: private investor, large strategic,
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small strategic and toreign buyers,

As has been the case in the past, by far the largest number of transactions
have been completed by companies, both large and small, that are already in
the wine business. We refer to these buyers as “strategics” and find that they
typically give better value and are more likely to complete a transaction than
buyers who are either new to the industry or who are from overseas. Strategic
buyers are already heavily invested in the wine industry and can most benefit
from purchasing the assets available in a transaction by leveraging their
existing supply, distribution or employee infrastructure. This allows them to
sometimes pay a higher value for assets than non-industry buyers and also
leads to a more certain transaction as strategics do not have to learn wine
production and distribution as they go.

The next category of buyer is the private investor. This type of buyer is
typically more interested in a single transaction, often of a luxury property,
and will usually pay a strong price, but they come with a higher risk of not
completing the transaction. Our recent sale of the Mayacamas Vineyard is an
example of such a transaction.

Although much attention has been given to a coming wave of potential
overseas buyers, particularly from China, the number of actual transactions
with foreign entities has been surprisingly low, with only the Sloan and Fetzer
transactions of any note. Currency restrictions and the challenge of oper-
ating a business in another country can be daunting to many foreign buyers.

Despite these challenges, we have found that a number of the luxury deals
that IWA has closed recently, including the sale of both Lancaster Estate and
Mayacamas, have demonstrated that there is a strong demand from certain
foreign buyers to look seriously at buying luxury wine assets, particularly
in the Napa Valley and Sonoma, and we expect to complete a number of
prominent deals in the next 18 months with several overseas buyers.

TABLE 4 BUYERS 2010-2013 YTD

Total Value Number Average per
Type of Buyer $(million) of Deals Deal $(million)
Private Investors $80 8 $10.00
Small Stategic $365 25 $14.60
Large Strategic $629 24 $26.22
Foreign $415 6 $69.17
Total $1,489 63 $23.64

SOURCE: IWA PROPRIETARY DATABASE

Conclusion

In conclusion, we believe that the winery and vineyard mergers and acquisi-
tion landscape will show growth in the next five years. We will continue to
seean increase in vineyard transactions at rising prices in California, Oregon
and Washington as wineries look to secure more supply for themselves
because of demand pressures with the growing U.S. wine market and other
constraints on vineyard development in most areas. We also believe that
the sale of wineries for generational transition reasons will continue with
a number of privately owned companies seeking an exit. As the U.S. wine
market continues to prosper, we will see increased interest from overseas
buyers as they seek an entry into the market for their own wines through a
winery acquisition with an existing distribution network. It will be a strong
market for both sellers and buyers of wine industry assets. WBM
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