WINERY
VINEYARD

JANUARY /FEBRUARY

Lodi Rules for
sustainable winegrowing

Which mealybug is it?

Tipping Malbec shoots
to improye set/yield

National Clean
Plant Network

W

Bouchaine Vineyards

Carneros AVA

m L2S "ON lINH3d
“1V ‘WYHONINHIE
aivd
39V1SOd 'S'n
dls 14Sdd




26

)
JANUARY/FEBRUARY 2006 m

COVER STORY

Transforming
your wine business

from good to great

Deborah Steinthal, Scion Advisors

ine business leaders today

are being challenged to

manage for profit and

growth within an ever-
more complex marketplace.

In response to this challenge some
winery owners are hiring professional
leadership for the first time, hiring a
second-generation executive team to
spearhead a new phase of growth.
Utilizing Bouchaine Vineyards (Napa,
CA) as a case study, this article
describes effective leadership practices
successfully implemented to achieve
major change.

Many an owner struggles with the
trade-off between hiring new, highly
qualified professional staff and show-
ing loyalty to past employees by
investing in their development needs.
The cold reality is that some of these
employees may take years to develop.
Based on our experience working with
wineries (and businesses in other
industries), we are able to conclude
that a winery may seize critical win-
dows of opportunity and spend much
less in soft and hard development dol-
lars if they hire higher-priced, qualified
leadership .

Bouchaine Vineyards hired such
leadership to transform their business
and achieve sustainable profitability.
Unlike the case study documenting the
Joseph Phelps Vineyards growth plan

(see “Growing profits by getting
smaller,” in PWV — November /
December, 2004), the Bouchaine team
still has a way to go to validate its deci-
sions. This article documents what has
been accomplished so far.

Why change?

Wine industry challenges are multi-
faceted and complex. They are
regional, national, and global in scope.
They include legal, political, and cul-
tural developments and are also driven
by forces of competition and consolida-
tion that are forcing industry players to
develop essential, focused, disciplined
strategies to survive and prosper.

Large wineries are getting larger
and are mostly publicly-held compa-
nies, a status that provides better
access to capital sources for funding
growth. These billion-dollar, mass mer-
chandisers are forcing mid-size ($60
million to $500 million) and small
(under $60 million) producers to
become more specialized and better
differentiated.

Small wineries must specialize

In this new emerging wine world,
small wineries like Bouchaine are seek-
ing to become more profitable and
build long-term brand equity. The
wineries that survive and prosper
must specialize through stronger lead-
ership, improved communications,
better differentiated brands, more

focused product portfolios, and a com-
mitment to working even more closely
with a larger number of important
trade accounts and consumers seeking
direct relationships with meaningful
wine brands.

Compounding the problem is that
sales and marketing costs are escalat-
ing from what used to be 15% or 20%
to now 30% of sales, eating into profits.
Depletion of annual inventories
requires considerable pushing through
the wholesale system. In addition,
wine writers appear to be rewarding
new industry entrants with high wine
scores before they have even earned
their laurels. Old familiar brands are
consequently going stale at a faster rate
than in the 1990s.

This environment is particularly
detrimental to small wineries that have
few resources to hire the necessary tal-
ent to keep their brands fresh and prof-
itable. However, survival for many of
these family businesses is dependent
on their ability to tap into professional
advisors and outside directors on their
boards that are capable of helping them
objectively develop more focused mar-
ket strategies and effective execution
practices.

Recognizing the need to change

Many winery owners find it very
difficult to recognize that their busi-
ness must change. They may, in fact,
spend several years believing that
things are fine because wine is selling
through to wholesale.

If you are not tracking pricing and
inventory levels in the market, for
example, you do not know the impact
they are having on your brand and
market relationships. Pretty soon you
are adding band-aids to your business:
operating at higher debt ratios than
you are comfortable with; working at a
faster pace for harder and longer
hours; launching a second brand to
soak up excess grape commitments
with the hope of generating more rev-
enues; and cutting costs everywhere
you can. At some point, you realize
your existing structure and strategy are
no longer viable. This was the situation
at Bouchaine Vineyards in 2002.







