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Introduction

We can definitively say that 2021 was a good
year for the US wine industry — not a great

year or a bad year, but a good year. Reopening
tasting rooms, hotels and restaurants, along with
thawing travel, rejuvenated sales opportunities
in those venues.

Restaurant sales of alcohol recovered and surpassed pre-
pandemic measures at least on a same-store basis, while
direct-to-consumer (DTC) sales grew and internet sales
maintained their strong pandemic-era performance. Mergers
and acquisition (M&A) transactions were by all accounts the
strongest ever, underscored by the first IPOs of major wineries
in 20 years." Strikingly, almost 30 percent of winery owners
finished the year believing 2021 was not just much better than
2020, but their best year ever!
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The success throughout 2021 was supported by the rollout
of vaccines, allowing COVID-19 mandates to be gradually
relaxed and businesses to reopen. Other factors backing
the positive results included the strongest US GDP since
1984, steadily improving employment and wage growth and
record levels of pandemic-induced savings that provided
spending fuel for consumers. The Federal Reserve held
interest rates near zero, stimulating added consumer
demand from a wealth effect, as the stock market closed
with more than 60 record highs during the year.2?3

There was a lot to celebrate, including just getting out of
the house! And that success was hard-earned. A disastrous
2020 holiday season bled into 2021; then the Delta variant
caused another wave of infections and slowed reopening

in many regions. Added to that were continuing impacts
from climate change — more fires, more smoke, an
unprecedented drought in the West and low soil moisture,
which impacted yields and will require added mitigation
going forward. Other stresses included the challenge of
finding a sufficient number of employees and paying higher
wages for those employees, rising input costs and supply
chain issues, water rationing in many regions throughout
the West and a scarcity of affordable property insurance
— and we haven’t mentioned consumer demand yet.

Looking at a single good year doesn’t define the industry
as successful any more than looking at 2020 defines

the business as a failure. We must consider long-term
trends to get a true accounting of industry health, and
doing so this year reveals issues with consumer demand
that may portend serious conditions for the industry for
years to come.

That last point is a big deal. In prior reports, we noted

that the falling interest in wine among younger consumers,
coupled with the encroaching retirement and decreasing
wine consumption of baby boomers, poses a primary
threat to the business.* That issue has yet to be
addressed or solved, and the negative consequences

are increasingly evident.

Throughout the reopening, wine lost market share to spirits.
Worse yet, total wine sold through wholesale declined
through most of the year despite tasting rooms, restaurants,
hotels and travel resuming business. We predicted there
would be a reopening celebration, and it turns out we were
correct, but the reopening celebration that took place in
2021 didn’t include the wine industry.
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This report is written primarily for wineries, investors in
the wine business and academia. For the winery owner, it
is meant to inform your team’s thinking about the position
you occupy within the wine business, help you anticipate
scenarios that can require planning, and guide you toward
strategies that might improve your opportunity to succeed
in the future. For the wine industry as a whole, we hope
this year’s report will be a clarion call that creates greater
industry cooperation to address the long-term threats that
are diminishing opportunity.

Total wine sold through
wholesale declined through most
of the year despite tasting rooms,

restaurants, hotels and travel
resuming business.
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predictions
inreview

We have been making public forecasts in this report
for 21 years. The 2020 report was a challenge for us,
as it was released six weeks before the pandemic
started. Obviously, our predictions didn’'t consider a
worldwide plague! But coming into the 2021 report,
we bounced back, making bold predictions about
the year ahead, including pandemic impacts. Some
of these predictions turned out to be remarkably
prescient, others still offer promise to be correct in
direction if not in specific numbers, and a very small
number might have been slightly askew.

< CONTENTS | 1 | 2 2021PREDICTIONSINREVIEW | 3 | 4 | 5|6 |7 |8] 9|10 | M >



Anticipating that the country would gain control over
COVID and that the hospitality sector would reopen,
last year we led with the following observation:

“The post-COVID world won’t be the same one we left in
early 2020. There will be many permanent changes we will
need to consider, such as the shift to working from home,
the increasing relocation of consumers to the suburbs and
the acceleration of consumer online sales, which will take
sales away from other channels. Even the best-run wineries
in 2019 won't find the same level of success in 2021 unless
they evolved in 2020 and continue to do so in 2021.”

That view appears to have hit the mark. As we move through
more phases in the recovery, we can clearly see how COVID
is driving several changes, such as working from home and,
with that, the exit from large cities by those seeking larger
homes with office space. These relocated consumers have
changed their buying patterns.

The country will more than likely never fully go back to

the traditional office or completely recover the amount

of business travel, which impacts both restaurant and
airline wine sales. There have also been enduring changes
to online sales, with more consumers using online as an
option to purchase virtually anything instead of walking
into a shop in a metropolitan city.

STATE OF THE US WINE INDUSTRY 2022 6

What we got right

¢ We predicted that 2021 would be a year of two phases:
first, continuing to execute in a COVID-restricted
mode during the early part of the year; and second,
moving away from emergency responses once the wide
distribution of vaccines signaled a move into a less
risky, post-COVID world.

e We said there would be a reversal of the
COVID-induced channel shifting as reopening
gathered momentum.

e Restaurants, we predicted, would come out of the
lockdown damaged and need new investment. We
believed that wine sales through restaurants would
not recover to pre-COVID levels in 2021 and that it
might take several years.

e We thought wineries with DTC models would focus on
new COVID-era strategies in the front half of the year
but, upon the reopening of the hospitality sector, would
finish 2021 with strong sales.

¢ We predicted that when restaurants reopened, their
wine inventories would be minimized and streamlined
into smaller wine lists and the investment in long wine
lists might be limited going forward.

« We anticipated that the US economy would continue
to recover and grow as vaccines and therapeutics
gained traction.

e We thought M&A activity would take off due to low
interest rates and the high level of liquidity looking
for areturn.

¢ We guessed that when 2020 totals were calculated,
California would have crushed 3.3 million tons, which
would be the smallest harvest since 2011. We came
close enough, with the actual crush coming in at
3.4 million tons. We posited that the Pacific Northwest
harvests in both Oregon and Washington would also
come in smaller than normal, and they did.

e With respect to supply in the West, we believed the
industry had remarkably transitioned in one year from
being acutely oversupplied to being largely in balance
for most grape supplies in most regions.

o We forecast that some acres of vines would need to
be removed in California and Washington to sustain
the balance.
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We thought that grape and bulk prices would stabilize
at lower levels than we’ve seen on average over the
prior five years and that buyers would remain cautious.

We believed retiring baby boomers would continue
to buy wine at all price points but that their buying
patterns would moderate with lockdowns and
population decline.

In an understated view, we said that millennials weren’t
engaging in wine as hoped, continuing to show a
preference for premium spirits and craft beers,

which have a better value per serving. We should

have included spiked seltzers and ready-to-drink
cocktails (RTDs) in that observation, but it’s a true
statement that will have greater impact over the

next decade unless the industry changes the way

it markets to younger consumers.

What we got partially right

In terms of sales growth, we said that wine sales would
start off sluggishly until business restrictions were
lifted but that sales would gather momentum through
the year and end on a modestly positive note. We were
correct that growth started off sluggish, but there

was a distinct difference in performance for wineries
producing wines under $11 versus more expensive
wines, with the premium and luxury sectors showing
growth above 10 percent for the first time in years.

But overall, sales of wine on volume appear to have
come in lower than 2020.

We thought that the consumer would celebrate in 2021
and make up for many postponed life events. That was
largely true, but wine didn’t participate in reopening as
much as spirits did.
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What we got wrong

We missed our call on premiumization. We have felt
that the premiumization trend in its present form, which
includes higher volumes and growing sales in higher-
priced wines, was nearing an apex. While we could
argue this was close to correct, it's become clear over
the past year that for now premiumization is continuing
but as a tradeoff, with lower total volumes offsetting
higher sales at higher price points. The reality was that
COVID continued to accelerate premiumization, and
while total volumes of wine sold are dropping, survey
respondents in the premium wine segment said they
increased the volume sold at higher prices in 2021.

We said California vineyard prices in premium regions
would remain lower than their prior high points,
flattening in the best areas and softening in secondary
regions. It turns out that vineyard buyers were out in
force in 2021. Often, those buyers were funds looking
for alternative investments with extra cash to spend.
Vineyard prices were generally stable through the year.

In our worst miss last year, we said that overall pricing
should hold in both off- and on-premise sales, as well
as in the DTC channels, as demand for alcohol and
special occasions went through a spurt of temporary
growth. In fact, there were price increases in the direct
channel, price decreases in off-premise sales and

price increases in on-premise sales. Outside of good
improvement in the premium wine space, wine sales did
not have a growth spurt.
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2022 US wine
business
predictions and
observations

The US wine industry had pockets of success in
2021, but it's increasingly obvious that wine as a
product has lost the luster it once had with the
consumer 20 years ago and is probably entering
a phase of negative volume growth. For 2022,
we should still see positive sales on a value
(dollar) basis.
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We are basing the following forecasts on the assumption
that the fight against COVID will continue in 2022, but at a
pace that won't put the US back into a restricted business
mode, and that the economy will continue on with healthy
but lower rates of GDP growth than in 2021.

As we contemplate the forecast, there are permanent
changes to consider, such as the shift to working from
home, the relocation of consumers to the suburbs and
the move to online purchases, which was enhanced by
shelter-in-place orders.

Top-level forecasts

e The pandemic experience will have owners thinking
twice about the strategy of focusing sales just through
the tasting room.

e Analysts disagree on year-end total sales of wine.
But within three years, we believe declining sales by
volume will be accepted as reality by all analysts.

e Premium wine sales were positively impacted by several
one-time events during reopening, which will lead
to another good year for premium wine but at lower
growth rates.

e The median age of baby boomers, who drove success
in the industry over the past 23 years, will hit normal
retirement age in 2022. (That’s not a difficult prediction,
but it's an important milestone.)

e Inthe West, the impact of drought will likely become
a focal point of industry discussions and planning in
2022, particularly if there isn’t substantial rain and
snow before the spring in California. With increasing
climate impacts from drought, fire, low soil moisture
and record low reservoir levels, there will be even more
pressure for agriculture and residential users to share
limited water.

e Therestaurant industry will likely continue to decline
in its importance to the wine industry as a viable
sales channel due to overpricing on the menu and
consumers who value other alcoholic beverages over
wine. Restaurants may find that wine is not in demand
at the prices charged and that the cost to maintain
deep stocks of wine is becoming senseless.
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Supply

When 2021 totals are calculated, we are guessing that
California will have crushed 3.6 million tons, which
would be a second small harvest in a row. Washington
and Oregon have also reported smaller-yielding
vintages, but across the West, the quality of the harvest
was reported as excellent. New York and Virginia began
the season with perfect conditions, but in the same
way that the West has to factor in drought and fire,
hurricanes in August/September are becoming the
norm in the Eastern US, with Hurricane Ida impacting
the Eastern states.

Supply in the West is largely balanced in early 2022,
but low levels of demand suggest that some acres of
vines will still need to be removed in California and
Washington to sustain the balance, particularly if
volume sold continues to dip.

There was less bulk on the market at the end of
2021 compared to 2020, but buying behavior was
sporadic. Grape and bulk prices have stabilized at
lower levels than we've seen in the past five years
for California. Buyers will likely remain cautious on
price this year. The fact that price hasn’t increased
on bulk wine and grapes after two weak-yielding
harvests says something about demand.

The fact that price
hasn’t increased on bulk
wine and grapes after two
weak-yielding harvests says
something about demand.
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Demand

While boomers are still purchasing at higher price
points, demand for wine will be slack as the median
boomer hits normal retirement age in 2022 and younger
consumers continue to prefer alcoholic beverages
other than wine.

While there were many reports of boomers taking
early retirement in the pandemic as the stock market
crested, retiring baby boomers likely will not change
their preference for wine, though undoubtedly they
will drink less as they age.

Online sales will continue to grow as an important
part of Direct-to-consumer (DTC) efforts and expand
past its current share of 9 percent of an average
winery’s sales.

By 2025, 27.9 million Americans will cross normal
retirement age at 66, while 30.3 million will cross age
40.5 That will be too many consumers leaving their best
buying years, and too many consumers entering

their best buying years, to ignore.

The wine industry will begin to work on a USDA
Research and Promotions Order (discussed later in

this report). The rotation to younger consumers is not
an even trade on an economic basis, but the under-40
cohorts are the likely place where we will find growth in
the next decade. The story has to be taken to younger
consumers in a way that engages their values.

Supply chain issues will gradually ease through the
year but will likely have an impact on individual
wineries in their own production capacities.

Price

Forty-two percent of survey respondents said they
will make a small price increase in 2022. Given the
higher costs of production in a modest inflationary
environment, we should see wide instances of small
price increases. Napa and Northern Oregon will see
more moderate price increases.

Vineyards and land retained their values in 2021.
When the Fed begins to raise interest rates, that will
slow up the heated demand for high-end vineyards
and wineries.

Inflation will impact product delivery, transportation
costs, labor and supplies well into 2022 and add
pressure on wine sellers to increase price.
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Wine proved again
that it is recession-resistant
during the depth of the
lockdowns in 2020.

Seven tailwinds

The strong US economy and the amount of pent-up
savings will play a positive role in wine sales as

we continue to normalize business conditions and
improve the number and frequency of occasions
where wine is served.

The oldest millennial turns 40 this year. The sheer
number of consumers crossing that line means that
our opportunity to get more consumers should be
increasing, all else being equal.

Families who were able to work from home saw some
expense savings that position them for an expected
push in spending in a post-COVID era.

With more by-appointment tastings, wineries found
an improved average check. The opportunity exists
to create more off-property experiences to attract
consumers who don't visit the winery.

Wine proved again that it is recession-resistant

during the depth of the lockdowns in 2020. While

many consumers stocked up on everyday wines at

the supermarket, consumers also rapidly switched to
online options, either because their selections weren't
available in grocery stores or because doorstep delivery
was viewed as safer. Online sales continued hot in 2021,
and there is room for wineries to expand e-commerce
and integrate that with other winery initiatives.

Not fully open through 2021, the industry stands to
benefit from delayed reopening opportunities in 2022.

Consumers who drink wine continue to show that they
prefer drinking better but less wine. That benefits the
premium segment.
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Seven headwinds

The labor supply is limited, and the price for labor is
increasing. In the vineyard, we need better immigration
laws that will allow workers from other countries to
come to the US to work. In the tasting room, we need to
be more creative about diversity in the hiring process.

Water could become the most important discussion
topic, perhaps as early as this year depending on the
amount of rain and snow the West receives in the
winter and spring of 2022.

The wine industry has allowed the lower-priced entry-
level wines to be produced without transparency as to
ingredients and in a homogenous and uninteresting way
that’s unlikely to appeal to those young consumers who
want to drink better and drink less today. Premium wine
producers haven't figured out how to produce their
wine for an entry-level consumer. Without an on-ramp,
it's going to be hard to grow the wine category.

The challenge of recruiting younger, health-conscious,
multicultural consumers into the wine category,
combined with the aging of the older core wine
consumer, remains. These consumer groups have
different values and spending patterns. The wine
industry has done little to alter their marketing message
to attract or retain either consumer cohort.

Anti-alcohol messaging continues to grow while
guidelines from a variety of government and health
organizations loosely apply science to influence
consumption and taxes. The renewed push to place
additional and more dire cancer warnings on wine
is a threat today. The industry can’t allow that to
become a reality.t 7.8

While 2020’s and 2027’s light harvests brought
supply into temporary balance in most regions, more
vineyards will need to be removed in California to
reach sustainable farming levels in several regions.

A normal harvest in California this year might produce
another oversupply.

The need to invest in sales channels other than the
tasting room has never been more apparent. Our slow
and traditional approach to change in our industry is

a threat of its own, yet the opportunities to accelerate
are growing. More and more wineries have succeeded
with data-driven approaches and online sales, and an
increasing number of digital platforms are available

to help sell wine.
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The challenge of recruiting
younger, health-conscious,
multicultural consumers into
the wine category, combined
with the aging of the older core
wine consumer, remains.
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Channel trends
and changes

Sales offer the opportunity to make a profit,

and profit is why businesses exist and remain
sustainable. Having sales doesn’t mean you will
make a profit because there are many ways to
produce sales and still lose money. But you can't
be profitable without sales. It’s a precondition to
profitability and a good place to start.

Our analysis of sales opens with questions such as: Are sales
likely to reoccur? Are they influenced by short-term or long-term
trends? Is the rate of change in growth positive or negative?

Are sales trending up or down?
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Figure 1: Total US wine gallons consumed
1934-1960
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Analyzing the wine business in the US has always been
difficult because it’s a largely private industry and private
individuals don’t share their personal information publicly.
It's been even more challenging over the past two years.

The public data that’s available on channel volume has
been impacted by the degree of channel shifting that
occurred with the lockdowns in 2020, followed by channel
un-shifting in 2021 coincident with reopening.® ™ Sales on
a value (dollar) basis have been harder to track because
restaurants mark up their wine more than wine retailers,
and without those markups, declining sales by value

were almost guaranteed in 2020. But what about 2021?
Haven't sales returned to more normalized conditions?

While hard to pin down because of the cross-channel

noise, we'd estimate still wine sales by volume will finish
2021 between negative 2 percent and 0 percent for the
year. Total value (dollar-based) sales will probably range
between 0 percent and 2 percent to the positive side thanks
to the reopening of restaurants and their heavier markup.
Those growth ranges compare to the US population growth
estimate of 0.6 percent in 2021.

Analysts grappled with the data last year because the
movement of wine sales to the grocery accounts in 2020
was replaced by channel un-shifting back to restaurants,

++++ Trendline (total wine gallons)
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hospitality and tasting rooms. In addition, government
reporting on taxes paid on alcohol has been delayed by
months." As a result, it’s still difficult to get clean reads of
sales performance, and you will likely see contradictory
analyst reports regarding sales, particularly in the early
part of 2022.

Predicting a party with business reopening

In the Annual State of the Wine Industry Report 2021,

we predicted that something resembling a party would
break out during 2021 as COVID restrictions were relaxed
and service industries reopened.” Some analysts and
writers predicted that reopening would be like the Roaring
Twenties, while | likened it more to the celebrations that
took place after the Allies’ victory in World War I1.'* We at
least had data to prove there was wine consumption during
that period (see figure 1), as opposed to Prohibition, when
apparently nobody consumed alcohol.

For any purchase to take place, the buyer must have both
the willingness and the capacity to buy any good or service.

Consumers in the US traditionally spend more on services
and experiences than on goods. But with so many

service industries closed or restricted during the 2020
lockdowns, consumers had no place to spend that money.
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Figure 2: Growth in combined on- and off-premise depletions
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Consequently, they let their discretionary cash pile up in
savings. At the peak in April of 2020, the personal savings
rate in the US hit an all-time high of 33.8 percent of total
personal income, according to the US Bureau of Economic
Analysis.”> Consumers clearly had the capacity to spend
on wine.

We also believed that with the relaxation of personal
restrictions, consumers would have the willingness to get
out of their homes, shop, and seek experiences that are
naturally linked to wine, such as restaurant dining. By early
2021, people were clearly anxious to find normal again.

In addition to recovering those life celebrations that had
been delayed or canceled, such as graduations, birthdays
and weddings, consumers wanted to go to sporting events,
concerts and the movies and to travel regionally. Tasting
rooms, hotels and restaurants began to book up with
guests. The rollout of vaccines early in 2021 bolstered

our belief that there would be a celebration and a bounce-
back in wine sales. Wine was clearly available, so all the
conditions were present to expect growth in the category.

It turned out that a celebration did take place, but the
wine category wasn't invited to the party! How can
we understand that lost wine opportunity?
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There is one source of information today that cuts through
much of the fog from channel shifting, at least between on-
and off-premise. SipSource is a newer data consortium of
large wine and spirits wholesalers that contribute their sales
data (through the Wine & Spirits Wholesalers of America)

to provide the most reliable depletion-level information
available.’”® The company doesn’t produce total wine

sales data because not every sale of wine goes through
wholesalers. But it does track both on- and off-premise
sales by volume — allowing for valid comparisons during the
last two years, something no other data source can provide.

If there is one chart that’s important for you to understand
this year, it's figure 2, which shows the growth in total
volume depletion for both wines and spirits on- and
off-premise from September 2020 through September
2021. Sadly, the obvious takeaway from this figure is

that consumers shunned wine and chose spirits during
reopening celebrations.

While that’s discouraging, through all of 2020 spirits and
wine were at least tracking together and both showing
positive volume growth on a trailing 12-month basis.
That trend ended in January 2021 in a rather dramatic
way when business reopened.
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Figure 3: Share of alcohol consumption per capitain US
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Beginning in February 2021, restaurants started restocking
their depleted inventories, and hotels and tasting rooms
also began reopening. Data from the spring of 2021 showed
increasing hotel occupancy rates, improving numbers of
seated diners in restaurants and higher numbers of air
travelers going through security.

But even with the tailwind of reopening, wine depletions did
not continue trending with spirits or show nominal growth of
any kind. In fact, spirits depletion volumes increased while
wine volumes went in the opposite direction and declined!
That meant a loss of market share along with a negative
growth rate.

The explanation for this situation lies in the confluence of
many factors: the aging of the baby boomers, consumers’
increasing tendency to drink across categories (into spirits,
beer and spiked seltzers), anti-alcohol messaging from
modern-day prohibitionists, higher prices charged for wine
in restaurants, the changed values of the next generation
of alcohol beverage consumers — and, critically, a lack of
leadership within the wine industry to counter these obvious
trends and cooperate to form a marketing organization to
promote the wine category. We'll cover all of these issues
in the rest of this report.
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While wine’s share among all alcoholic beverages had
been growing at the expense of beer up until 2019,

spirits slowly and consistently have been growing and
taking share from both the beer and wine category since
2008 (see figure 3). One of the reasons that wine is losing
share has to do with consumer change and the wine
industry’s inability to recognize or adapt. We've seen

this story before with the beer category and should

learn a lesson from their experience.

After a strong 20-year run of growth starting in 1961, the
beer industry began to see reversals in volume sales as the
target generation (those who came of age during WWI)
got older. Spirits and beer drinkers to a large extent, this
generation tended to be frugal and practical, often buying
alcohol based on the cost per unit of ethanol. But when the
mature generation aged and became less relevant as beer
consumers, they gave way to boomers, who didn’t have
the same values.

The large breweries sowed the seeds of their own struggles
when they focused too much on scale and increased
efficiencies throughout the 1970s. Once they recognized
that the consumer base had changed, they tinkered with
product formulas and began an intense marketing and
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Figure 4: Change in per capita alcohol consumptioninUS
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advertising campaign employing famous sports figures.”
The industry was reduced to only a few major producers,
and the consolidation led to an increasingly blander,
mass-produced product.

The new boomer beer consumer was more quality-focused
and health-conscious. The beer industry’s answer to health
concerns was to mass-produce lite beer.' The product
missed the mark, however, and lllegal home brewing
emerged as a consumer solution. By 1978, the movement
became so popular that Congress ended the federal
restriction on home brewing, leaving large brewers with
new competition.’

Starting in 1981, beer hit its high point in sales, at which
time total volume began to turn negative (see figure 4).
But like premium wine in the US, craft beer emerged as a
meaningful growth segment, gaining cult-level popularity
in the mid-1990s with younger boomer consumers.

Gen X maintained interest in craft beer and propelled

its growth through the 2000s, when millennials started
adopting the product as their own. Today, craft beer and
imports have each grown significantly, with craft beer

now responsible for 12.7 percent of the US beer market by
volume and more than 23 percent of the market by revenue.

After failing to convince consumers to like their product,

the large producers went through a period of purchasing
and trying to scale craft acquisitions. It's been a moderately
successful approach in muting the otherwise painful volume
declines in total beer sales, but there have also been some
colossal failures.?®

The lesson in this is that consolidation may give the
acquirer more pricing power, but it doesn’'t necessarily
meet the consumer’s needs. And while it may be difficult
and expensive to alter a large plant to produce smaller
runs with more consumer appeal, not doing that means
producers will continue to lose consumers until the plant
and equipment don't fit any demand at all.

Beer is in a mature industry, and for whatever reason,
it's common for large industry leaders to compete
for share when growth stops or declines rather that
bringing new consumers into the category through
cooperative promotion.?'
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Marketing should have been a key component for the
beer industry when reacting to consumer changes in the
1970s. While industry leaders did spend massive amounts
on national advertising, they competed against each
other instead of working on delivering better quality to
the consumer and developing an industry organization
that could have promoted brand beer and lifted the boat
for the industry.

Competing for declining share makes even less sense when
marketing includes negative advertising about someone or
some practice within the industry, which casts a negative
pall on the whole category. That’s still taking place in the
beer industry; in Super Bowl LIII, Bud Light (Anheuser-
Busch) cast shade on Miller Lite and Coors Light for using
corn syrup in the brewing process.?2 23

Similarly, there’s a trending fight in the wine industry today
over the words “natural” and “clean.”?* A narrow group of
wineries is claiming to be natural or clean and implying

that their practices are superior to the rest of the industry.
And as in the beer industry, large producers are still pushing
scale and probing for the right combination of volume

and price.

Figure 5: US table wine consumption by volume
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The beer companies needed to cooperate with each
other to grow their consumer share of the alcoholic
beverage market, and they didn’t. Wine is positioning
itself the same way, with producers ready to fight each
other for shrinking consumption.

The decline of entry-level wine

High-production, volume-based wines have been the
entry point for new consumers discovering wine for at
least the last 50 years. But those entry-level wines have
been showing softness for years, since their heyday
between the 1960s and 1980s.

Those production wines were popular with the mature
generation, who lived through the Great Depression.

Early experiences of deprivation made that generation
frugal consumers who often bought alcohol on an ethanol-
per-dollar basis. Larger producers found a way to make a
product that fit their values and pocketbooks, and these
businesses thrived.?
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Figure 6: Annual change in share (value) by price point
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But as those mature consumers gave way to the young
boomers who were reaching legal drinking age in the 1970s
and 1980s, lower-priced wines started a long slow decline.
Why? Because boomers were not frugal at all. They rejected
their parents’ advice about being thrifty and living within
their means. Boomers just wanted more than their parents
and competed with their next-door neighbors for displays of
wealth and success.?®

Boomers had materialistic ambitions; borrowed on credit;
were conspicuous consumers; and drank better, showier
and higher-priced wines.?” Domestic premium wines and
some imports fit their lifestyle and expanding pocketbooks.
The economic excess of the 1990s further expanded

their capacity to buy those wines.?® With the growth

and evolution of premium wine, from 1994 to 2017

we witnessed a run of growing volumes of wine sold

(see figure 5), at increasingly higher prices, at the

expense of lower-priced wines.

12/2016 wm 12/2017
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Figure 6 is a year-by-year presentation of the off-premise

share of wine by price point from 2013 to 2021. It shows a

consistent year-over-year decline in each of the first three
column sets.

The price point that separated wine with declining share
from wine with growing share had been rising for decades
but hovered around $10 for much of the 2010s. Starting

in 2018, that dividing line again shifted higher, to $11.

That is noticeable in the chart in the fourth column set,
which displays the $9-$11.99 price range. The progressive
decline in volume of cheaper wine is a data point that

begs diagnosis.

We've been talking about this issue for close to a decade in
this report and in speeches. Just as the mature generation
had different values than their children (and the boomer’s
taste for jug wine never materialized), the children of the
boomers are now entering their prime consumer spending
years and have different values than their parents — values
more closely aligned with those of their grandparents.
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Figure 7: What would you bring to share at a party?
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Source: The Harris Poll.

Survey conducted online by The Harris Poll on behalf of the Wine Executive Exchange, November 9-11, 2021, among 1,949 US adults ages 21+.

“RTD” means ready to drink.

Today, wine isn’t the next generation’s preferred alcoholic
beverage. The traditional on-ramp for wine consumers has
been the lower-priced and higher-volume wines, but they
continue to decline in popularity — and when the numbers
are all in, we may well find that the reopening created
acceleration in the move away from those wines.

Figure 7 is one data point among several that point out the
industry’s overdependence on the retiring boomer. While
the good news is that the boomer consumer is still buying,
the bad news is that we still aren’t connecting with newer
consumers’ values. The inability to react to the declining
volume of entry-level wines will only mean that fewer
consumers will prefer wine as their alcoholic beverage

of choice over time.

As of this writing, December 2021 sales are very good
for the premium wine segment but soft for entry-level,
lower-priced wine.

Off-premise (grocery) sales

Nielsen’s on-premise scan data is widely picked up by the
press and has historically been used by many as a proxy for
sales growth. That has worked in the past, as the movement
of sales between channels has been historically small for
any given year.

But in March 2020, there was an explosion of alcohol sales
in the grocery channel as shelter-in-place orders were
being issued. Wine alone spiked 68.6 percent in grocery
as panic buying for staples took over.?®

Nielsen reported this growth as pantry stuffing or pantry
loading, but the press more often reported the explosive
growth as increased drinking.® Anti-alcohol researchers
applied the adage “never let a good crisis go to waste”
and produced new science referencing the press reports,
concluding that consumers were binge drinking. Their
stories often cited relaxed alcohol laws that permitted
home delivery as one of the contributing factors.®" 32

But by the end of 2020, total wine sales by volume came
in close to zero growth.
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Figure 8: Weekly off-premise volume and value changes vs. prior year
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Figure 8 is perhaps the best visual representation of the
shift in wine purchase patterns in the US over the past
two years. The chart can be divided into three segments.

The first segment represents the pre-COVID period in 2020
(i.e., the first two months of the year). We were coming off
a year that suffered from acute oversupply of wine. Volume
changes exceeded value changes at that point, implying
that the off-premise channel was discounting overall,
which is what normally occurs when there is too much

of a product.

The second chart segment begins with the lockdown

and spike in purchases due to pantry loading at the end

of March 2020. At that point in time, merchants quickly
reduced promotional programming and raised prices, with
value changes exceeding volume changes.*® This second
segment also includes the trial reopening in May 2020,
which slowed off-premise sales as purchases moved to
other channels. Finally, the second segment in this chart
includes the disappointing holiday sales in December 2020
due to another spike in infections and concludes
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in March 2021, a full year after the original shelter-in-place
orders. The third segment of the chart coincides with the
vaccination rollout and the relaxing of business restrictions.

Last year in this report, we forecast a timeline for 2021
business reopening that turned out to be surprisingly
close to reality. Our forecast also predicted that as COVID
restrictions were relaxed, we would see a partial reversion
of sales back toward the previously closed tasting rooms
and restaurants, generally at the expense of a bloated
grocery channel.®*

In March 2021, 12 months from the huge spike in grocery
sales caused by shelter-at-home orders, total off-

premise sales began to revert to the pre-pandemic mean.
Consumers had more options for buying wine than in
grocery stores, and panic buying had ended. The price
increases caused by the lockdowns then gave way to price
reductions in off-premise as wine started selling again in
restaurants and other service venues that had had their
business operations restricted in 2020.
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Figure 9A: 2020 winery sales channels
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On-premise (restaurant) sales

Over the past decade, the amount of sales directed to
restaurants by the average winery has declined, finally
hitting a bottom in 2020, when closed and restricted
restaurant operations had premium wineries shifting
sales into other channels.
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Figure 9B: 2021 winery sales channels
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In the fall of 2020, Silicon Valley Bank survey respondents
reported that 18.4 percent of their sales came through
wholesale off-premise, and 10.8 percent wholesale on-
premise (see figure 9A). Because of reopening in 2021,
those figures nearly flipped, with wholesale off-premise
representing 10.6 percent of an average winery’s sales,
and wholesale on-premise representing 19.2 percent of
an average winery's sales (see figure 9B). The remaining
channels for the premium wineries remained mostly
static, though the strength of online sales results was

a bit of a surprise.
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Figure 10: New US COVID cases vs. seated diners inrestaurants
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In 2020, the restaurant industry experienced its worst year
since the Great Depression (and perhaps the worst year
ever, considering that during the Great Depression people
could still go inside a restaurant).

The story of wine sales in restaurants over the COVID
period is the exact opposite of sales in the grocery and
drugstore channel, except that restaurant sales came in
multiple waves, with business opportunity inversely related
to the growth in new COVID cases (see figure 10).

Following the early shelter-in-place orders in 2020,
restaurants and bars across the country started to close,
and fearful consumers stayed away from restaurants.
For about a month, OpenTable reported that there wasn’t
a single seated diner in US restaurants.

Restaurants scrambling to survive turned to at-home
delivery of food and alcohol where allowed, but on-
premise wine sales had almost no pulse. While the larger
chain restaurants were able to raise money in public debt
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markets during the early phases of the pandemic, the small
independent restaurants weren't as lucky and resorted to
survival strategies, including selling off their wine cellars.®

New COVID cases stabilized by June 2020, and with
summer coming, regional health orders were relaxed,

even allowing for restricted inside operations in some areas.
For cash-strapped restaurateurs, though, the purchase

of wine was limited to a narrow list of choices.

That phase of business normalization lasted only until the
fall, when the Delta variant emerged and case rates spiked
to 250,000 per week by December 2020, leading to another
round of business restrictions and closures. The 2020
holiday season was ruined. The number of seated diners

on Christmas was down 85 percent from 2019.
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Figure 11: Growth rate of alcohol depletions on-premise
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Many restaurants didn’t survive 2020. Nation’s Restaurant On a trailing 12-month basis, alcohol depletions to
News determined that more than 10 percent of restaurants restaurants bottomed in March 2021, with restaurant
permanently closed.®® SipSource also reported that wine sales off 51.7 percent from the prior year. While
10.7 percent of on-premise accounts had shuttered, the sales turned up from that point, growth was still negative
majority of which were smaller independents, which are compared to the prior year (see figure 11).

typically a target for smaller premium wineries. )
By the fall of last year, restaurants were approaching

positive total year-over-year wine sales, with December
2021 showing dramatic improvement on a percentage
. L. basis, but it should be noted that the growth rate in
Figure 12: Sales of wine in restaurants December 2021 was based off the disappointing holiday
season of 2020.

Restaurant Statistics . .
While 2021 same-store restaurant industry sales exceed

2019 sales $864.38 2019 levels, total restaurant industry sales were still down
2020 sales $659.0B over 2019 by 8.7 percent (see figure 12). Given that, it's
difficult to expect growth in on-premise wine sales over that
guziesies $789.08 two-year period. While we will end the year higher in the
2019-2020 change -23.80% December 2021 period, there was never a path to recover

the sales lost due to restricted business conditions earlier

2020-2021 change 7L in the year — even with one-time restocking.

2019-2021 change -8.70%

Source: QSR Magazine
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Figure 13: Consumer price of wine in
grocery stores vs. restaurants and bars
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Figure 13 shows how the consumers’ cost of wine has
changed whether they’re drinking at home or in bars
and restaurants.

While consumer prices for wine stabilized in grocery stores
in 2009, price continued to accelerate in restaurants.®” The
consumer has noticed that widening gap and doesn’t want
to pay the markup.

According to Nielsen calculations, the restaurant industry’s
average cost for alcohol is about $1.02 for a 12-ounce
serving of beer, $0.88 for a 1.45-ounce serving of spirits
and $1.51 for a 5-ounce pour of wine. That makes the cost
of wine 72 percent more expensive compared to spirits.*®

Today, phones and phone apps allow for the quick
comparison of wine prices, and frugal, digitally native young
consumers have no problem pulling out their phones at the
restaurant table.

An ongoing factor impacting total wine sales in restaurants
is customer traffic. While same-store sales were 6 percent
higher in October, traffic was down 6.4 percent.®® One other
factor is restaurant costs. Inflation is driving food costs
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The loss in share to spirits in the
on-premise channel is particularly
concerning because that loss
of share has nothing to do with
reopening or health orders.

higher, the shortage of hospitality staff is driving wages
higher and increasing costs in wine production are being
passed on to the restaurant, which in turn passes along

its rising costs to customers. The result is higher average
checks. Restaurants are reformatting menus to hold prices
to something more reasonable, and wineries are discovering
that selling to restaurants is much more price-sensitive than
it used to be.

Some consumers have established new behaviors, opting
more often for takeout and delivery, both for convenience
and safety. Some have suggested that staffing issues,
which have led to degraded restaurant experiences, may
also play a role in reduced traffic. Whatever the cause,
takeout may be a solution for restaurant revenues, but it
does not improve on-premise sales for wine.

A perfect storm of challenges — price increases, the
uneven exchange of older wine-loving consumers for
younger spirits-loving consumers, reduced space on
beverage lists, added competition from seltzers and

RTDs, the growing gap between the price in grocery

stores and the marked-up price in restaurants, and spoilage
— is making spirits an increasingly preferred choice over
wine in restaurants, particularly for the large swath of frugal
consumers under 40.

The loss in share to spirits in the on-premise channel

is particularly concerning because that loss of share

has nothing to do with reopening or health orders. New
consumer behaviors and changing industry practices are
the root causes, and they will make growth of wine in the
segment difficult in the coming years.
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The percentage of an average winery’s sales dedicated to
the restaurant channel in 2021 is probably unsustainably
high, given that the restocking at restaurants during
reopening was a one-time event, that wine is continuing
to lose market share to spirits and that same-store sales
have already exceeded pre-COVID sales.

We anticipate 2022 on-premise sales to drop back to
15 percent or 16 percent of an average premium winery’s
sales in a fully open business environment.

Post-COVID restaurant changes

Unlike 20 years ago, when pairing food and wine was as
common as pairing fries with ketchup, consumers today

are pairing spirits, cocktails, beer and non-alcoholic options
with their meals.*® Unlike spirits, though, wine has a rapid
spoilage factor after opening. That’s a cost borne by
restaurants in recovery mode and contributes to the overall
cost of wine for diners, helping to make wine a much more
expensive beverage per serving than spirits.

It is widely believed that restaurant owners who were forced
to sell off their wine cellars to generate cash will be more
selective about carrying large stocks of expensive bottles
of wine going forward and may be reluctant to buy any

wine that doesn’t produce a near-term return.

For many restaurateurs, sales of classic and recognizable
wines that have a more predictable turn rate will be the
focus. Another emphasis will be unique and imported wines
with an affordable price, targeting younger consumers.*

In casual restaurants, the amount of ink dedicated to wine
has been on a downward trend at least since the Great
Recession ended, having been replaced with a beverage

list that includes beer, spirits and, more recently, RTDs,
spiked seltzers and ciders. Each of those beverages is a
substitute for wine. But the changes aren’t limited to casual
restaurants. In high-end restaurants, the leatherbound book
has been replaced by a two-sided page of wine selections
or, in some cases, by a curated daily “micro list.” 42

The space for wine on the beverage lists shrank at a faster
pace during the reopening given the financial realities
restaurants faced. But it's not so much the amount of
space dedicated to wine that’s a concern, but what

it represents — the continuation of a longer-term trend in
the way restaurateurs react to what the consumer wants.
Their message is that diners want less wine than before,
and there is no sign of that view changing.

Unless some solution is found, there is every reason
to believe wine will continue to lose share to spirits
and other beverages in the on-premise channel.

STATE OF THE US WINE INDUSTRY 2022 25

Premium winery sales channel shifts

Most wineries in the US fall into the premium category.
Most are small, and all have been on a journey over the
past 20 years to adapt to business conditions and
establish reliable sales channels.

The sales model during the late 1980s and early 1990s

was simple: The winery makes the wine, and the distributor
sells the wine. Restaurant sales in that period represented
about 30 percent of an average premium winery’s sales.
The remaining sales were largely wholesale and on-

and off-premise, with some over-the-counter sales and
some rudimentary direct sales via snail mail and phone,
then email once email became widely available in 1997.4°

Tasting rooms were not profit centers, and wine clubs
were rare during the early '90s.44 4% But later in the decade,
hundreds of wineries started up in the US, each expecting
the distributor to place their wine.

By the mid-1990s, there were about 2,000 wineries in

the US and 3,000 distributors, more than one distributor
per winery.*® Today, there are about 11,000 wineries and
600 distributors, or about 0.05 distributors per winery.* 48
The number of wineries has grown while the number

of distributors consolidated.

After the tech recession temporarily slowed consumer
purchases of wine, distributors looked at their stuffed
warehouses and concluded that they had too many winery
customers and too many brands to represent and service
properly.*® They began to cull the smaller operators in favor
of larger producers, leaving many small premium wineries
fending for themselves.

Sales strategies and channels during the 2000s were in
transition as premium wineries came to grips with the
changes in distribution and began adapting and seeking
alternatives. Fortunately, on May 16, 2005, the Granholm
vs. Heald case was favorably decided for the wine industry
by the Supreme Court. That provided the legal pathway
for wineries to skip the wholesaler and ship wine directly
to the consumer.>®

Thirteen states had reciprocal shipping agreements prior
to the Granholm decision, but the rest of the states had
to approve their own regulations before shipping direct
was possible. Initially, compliance was a painful process
involving paper forms, mail and faxes. Online solutions
started to be available only in the latter part of the 2000s,
creating the foundation for DTC sales.
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Figure 14: Wineries’ DTC shipment values
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Around 2010, premium wineries started focusing their
attention more heavily on wine club and DTC channels
in reaction to continuing distributor consolidation, and
that effort has paid off.

Today, DTC sales represent about 10 percent of total
wine industry sales in the US and about 65 percent of the
average winery’s total revenue in 2021.5" Through all of
the channel shifting during this COVID crisis, DTC sales
have continued strong, with 2021 sales exceeding every
monthly benchmark from 2020 (see figure 14).

Digital and online sales

In 2020, total digital sales in the US were up a staggering
31.73 percent, to $760 billion, on a seasonally adjusted
basis. Many Americans were stuck at home, making
shopping online a necessity. COVID advanced the previous
rate of growth in e-commerce by perhaps a decade.

According to US Census Bureau estimates, in the third
quarter of this year e-commerce increased 6.6 percent over
the third quarter of 2020.52 Full-year e-commerce retail
sales in 2021 should end up 25 percent higher than the
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record sales in 2020. That reflects a massive difference in
the way consumers are continuing to shop (see figure 15).
For wineries, the news is similar.

After July 2020, when reopening began in the US, we
commented that online sales for wineries were continuing
at a higher pace than previous years. We also predicted
that “online sales will see a permanent positive gain at the
expense of wholesale. We won’t unwind online sales back
to 2 percent of total winery sales.”>3

While that view turned out to be accurate, the surprise piece
of sales channel data this year was that online sales from
wineries only moved down from 9.8 percent of total sales

in 2020 to 9.1 percent of sales in 2021. With reopening,
there was a distinct possibility that online sales could drop

a bit further, to the range of 4 percent to 6 percent of an
average winery’s sales.

That tells us that internet sales from wineries have thus

far proven resilient during reopening. We may be looking at
a much more robust shift in consumer buying preference
than we expected.
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Figure 15: Total e-commerce sales inUS
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While it may be difficult to predict precisely how much pattern of wine delivered to online merchants through the
consumers will gravitate to internet sales from wineries, three-tier system had three peaks: in early April/May 2020,
one thing is easy to say: Large numbers of consumers will just past the first shelter-in-place orders, and in December
incrementally grow in their desire to shop online due to of 2020 and 2021 (see figure 16). Total holiday wine sales
behaviors learned during COVID. That is especially true in all channels during 2020 were disappointing because
of boomers, who were the cohort with the highest growth renewed lockdowns restricted celebrations, but online sales
in internet transactions during 2020. behaved differently. Peak e-commerce buying in December

2020 offered a small offset to the lower holiday sales in

The amount of wine delivered through the three-tier other channels.

system®* to e-commerce retailers looks similar to the
national e-commerce trends, but with seasonality. The

Figure 16: US wine delivered to online merchants through three-tier system
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Figure 17: DTC channel movementin 2021
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The takeaway is that wine consumers might not have
gone to holiday parties in 2020, but they purchased wine
for delivery to their homes, and they did it online.

While wine e-commerce sales were 12 percent lower than
peak fourth-quarter sales in 2020 through the three-tier
system, overall e-commerce sales in 2021 were still 146
percent higher than pre-pandemic numbers — perhaps
the most important thing to note. It's more evidence that
consumers are still evolving the way they purchase wine,
and e-commerce is a critical part of sales.

Premium wineries with tasting rooms provide a slightly
different view of 2021 because wineries have clubs, do
carry-out point-of-sale (POS) transactions and collect

tasting fees in addition to pure web sales.

Figure 17 shows how reopening starting in the early part
of 2021 improved opportunity for POS sales and web sales,

both of which showed a consistent growth rate through the

year. POS sales reflected the gradual but strong increase
in customer traffic, growing by about 275 percent from the
early part of the year to the end of the year. E-commerce
sales rose by about 20 percent from the start to the end
of the year, and club sales continued their healthy growth
rate during this period, with fall club releases doing
particularly well.
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The growth opportunity for tomorrow isn’t going to come

by waiting the pandemic out and hoping we return to pre-
pandemic business conditions, switching to by-appointment
tastings, planning club events, refining your hospitality
training or, for that matter, delivering better hospitality.
Those are good ideas for most wineries to consider, but the
best solution for almost all wineries is increased attention

to and investment in the multitude of digital opportunities

in data, streaming and e-commerce. Examples include:

o Getting digital exposure to new consumers who
live elsewhere and don’t know you.

« Finding ways to encourage those consumers to
join your wine club via digital means instead of
insisting that the only method for club growth is
tasting room visitation.

Building your brand regionally by offering experiences
away from the winery, including a digital component.
Zoom is just one tool for that.

e Investing in understanding your existing consumer data.
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Figure 18: Which digital tools do you employ?
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Source: SVB 2021 Direct-to-Consumer Survey

E-commerce is much broader than having a shopping cart
on your site or sending an email with a URL and a discount
offer. Among other things, it includes using data to market
to potential club members, using digital means to market
and drive consumers to your site, connecting with buyers
and lost buyers, personalizing web visits to the winery
and employing automation or Al to enhance the consumer
experience and improve your chances to sell what a
consumer is likely to value.

With that in mind, if you're a winery owner, some of the
questions to ask your team are: How will you reach the
consumers who are working from home and eating all their
meals at home with family? How will you connect with them
over their dinner table? How will you use platforms like
Zoom to reach customers and prospective customers and
at the same time grow sales and new club members? How
will you rethink differences between local club members
who can visit the winery and those who might come to Wine
Country once in four years?

The overwhelming majority of wineries now acknowledge
that they use social media, and the increasing use of other
digital tools offers some hope that as an industry, we are
finally moving forward and are recognizing the importance
of digital marketing for online sales (see figure 18).
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Figure 19: Planned digital investments for 2021
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Source: SVB 2021 Direct-to-Consumer Survey

With needed investment by premium wineries in digital

and online sales, there is a chance that online sales could
become an important growth channel for wineries with still-
emerging capabilities.

If you were the beneficiary of higher online sales over the
past two years but that growth has largely come from the
consumer finding you versus any change in your strategy,
this is a time when you absolutely must factor e-commerce
more forcefully into your winery’s sales strategy and harvest
the consumer who will permanently shift a portion of their
wine acquisition to online purchasing. If you don’t invest,
those sales will go to another winery.

When asked where they’'d make digital investments in
2021, most wineries in our survey said they would be
increasing their digital marketing budgets — most likely
reflecting the overwhelming use of social media (see
figure 19). But the 25 percent who said they planned to
hire a dedicated employee to help with digital sales and
outreach gives us hope that wineries see sales possibilities
and plan on focusing someone on the opportunity.
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Premium
winery business
performance

Each year in the SVB Annual Winery Conditions
Survey, we ask the general question “How was
your year?” (see figure 20).

2020 was a difficult year for the smaller premium wineries in the
US. Not only did they lose their ability to sell in restaurants and
tasting rooms due to COVID restrictions, but many also had smoke
and fire issues to deal with during harvest. It was a year we'd all
like to forget, but we never will.
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Figure 20: How was your year?
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Forty-three percent of SVB survey respondents said 2020
was either their most difficult year in history or one

of them, and the average age of the wineries in the survey
is over 20 years, so that was a bad year!

But in 2021, the story was substantially different. With
restaurants and tasting rooms reopening, and with
lessons learned when restricted business conditions
drove innovation and evolution, 24 percent of respondents
said 2021 was one of their better years, and a full 29
percent said the year was their best in history! So that
was a very strong year!

Some might suggest the positive responses in 2021 were
rose-colored and influenced by the external improvement
in business conditions. While that’s a possibility, it’s difficult
to ignore the nearly 30 percent of wineries that said it was
their best year ever, because their history extends beyond
the multiyear COVID period back into what we used to think
of as normal business conditions.

While surveys have their own bias, financial statements
are an even better indicator of industry performance.
When we look at sales growth metrics, claims that it was
the best year ever appear credible.

Trendline (2020)

good year nor
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Trendline (2021)
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Silicon Valley Bank has a database of reviewed and audited
financial statements extending back to the 1990s. Each
year, there are greater numbers of financial statements

in the system, but the database of audited and reviewed
statements typically comes from 100 to 150 separate
wineries, meaning that while the wineries in the database
may change, the sheer number of records leads to
statistically significant benchmarks.

Reviewing these statements yields a few things worth
noting (see figure 21). Premium winery sales growth

can have a large beta in recessions, with dramatic swings
down when business conditions are difficult, and then
equally dramatic swings up when conditions recover.

But another point that’s hard to miss is the trendline of sales
growth, which has been on a downward trajectory since
2000, when the sales growth for that year was 28 percent!
That kind of growth was the story of the middle to late
1990s, when wine demand was very hot and we couldn’t put
sticks in the ground fast enough to increase grape supply.
Of course, that led to a grape bubble and removals, but
that’s agriculture. | think most people would be happy to
have the problem of 28 percent growth.
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Figure 21: Sales growth rate for premium wineries
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Figure 22: Average case price and average cases sold
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The anomaly in the general trend is obviously 2021, with
growth at 21 percent. That’s the highest growth rate
since 2007. Maybe the wine industry as a whole didn’t
participate in the reopening party, but the premium
wineries got the invitation.

Figure 22 shows average case price and average cases sold
for a premium winery. While we don’t define who fits into
the description of premium wineries, the chart with average
cases sold and case price is a good approximation of the
way we view the term. Note that average cases sold are a
blend of DTC and three-tier sales, generally consistent with
the Winery Sales Channels 2021 chart (see figure 9B).

During the pandemic, nothing looked like normal for
premium wineries. In 2020, average cases sold in our
database of premium wineries increased 6.3 percent,

from 38,700 cases to 41,100 cases, while the average price
per case dropped 8 percent, from $262 per case to $241
per case. Premium wineries found themselves without
restaurant or tasting room sales.

Figure 23: Premium winery income statement averages

Sales growth === Pretax profit === Gross margin
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With less access to the off-premise channels where wine
was being sold during lockdowns, premium wineries
decided that the best approach would be to discount wine
and/or give away free shipping to incentivize sales. More
cases were sold in 2020 to make up for lost revenue per
case, so total sales growth for 2020 was essentially flat at
minus 0.6 percent (see figure 23).

Profitability was surprisingly strong in 2020 due to staff
reductions in customer-facing jobs from COVID, reduced
harvest costs and winemaking costs due to fires and smoke,
and lower overhead allocations. In addition, many wineries
availed themselves of Paycheck Protection Program loans in
2020, which were forgiven both in 2020 and 2021.%°

2021 was once again the opposite of 2020 in terms of
business conditions and results. As businesses and tasting
rooms reopened, wineries were coming off a year with small
crop sizes, so they stopped discounting and refocused on
the tasting room and higher-end restaurants, which were
restocking. With more wineries moving toward seated
tastings and reservations in 2021, the average check per
customer increased. Average cases sold for the average
winery decreased as part of a strategy by many to stretch
out vintages to cover the short 2020 year.
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Demographics
and marketing

The US wine industry isn’t doing a good enough
job of marketing and selling its product, often
remaining wedded to successful strategies
from the past while the culture, country,
business environment and consumer have
radically evolved. It's flat-out not good enough,
and the overall industry results show it.
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There are any number of charts that demonstrate our failure
to market to young consumers. As mentioned earlier,

The Harris Poll asked the simple question, “If you were
invited to a party and asked to bring an alcoholic beverage
to share, what would that beverage be?” (see figure 7).

This gives us an understanding of which alcoholic
beverages consumers prefer.

While wine scored highly across the age categories, it was
heavily preferred by those over 65, 49 percent of whom
would bring wine; in the rest of the age groups over 34,
wine scored 20 percent lower. The cohort aged 21 to 34
were the least likely to favor wine. That’s clearly indicative
that wine sales are overly dependent on older age groups.

The poll's warning is that wine isn’t at the forefront of many

consumers’ minds when they think of an alcoholic beverage.

Unless the industry does more to attract consumers
younger than 65, wine consumption might drop by 20
percent when boomers sunset. Many will quibble with
that statement, but | encourage the quibblers to come
up with their own positive projection from the data.>®
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A second analysis comparing the share of the population
to the share of wine consumption yields similar results
(see figure 24). Since wine consumption skews to college-
educated and wealthier homes, we would expect to see
the 21- to 34-year-old group not yet punching their
statistical weight as wine consumers.*” But by the time
people reach their middle 30s, the consumption measures
should improve.

Since the greatest spending years for consumers fall
between 35 and 55, in the highlighted segment of figure 24
we should see consumption rates greater than each group’s
share of population size. For many retail goods, there
would be a bell-shaped lifetime consumption curve, but
wine has had a U-shaped curve and for at least the past

20 years. The industry has explained this away by arguing
that younger consumers will come around when they age.
Will they? What is the magical year when a consumer
decides to be a wine consumer? Or is it that purchase
decisions and loyalty have little to do with age?

Figure 24: Wine consumption rates compared to share of adult population per age group
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Figure 25: Wine club composition by age cohort
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Silicon Valley Bank runs two industry surveys each year: the
Annual Direct to Consumer Survey and the Annual Winery
Conditions Survey. In these, we ask wineries for information
about the ages of their club members, and figure 25 collects
those answers over the last eight years, covering millions

of customers at more established premium wineries.

With figure 25 showing a growth in millennials’ participation
in wine clubs over the last two years, it appears that during
the pandemic more millennials were either engaging
digitally in Zoom tastings or out visiting wineries and joining
clubs in person. This might be due to two factors: that
other entertainment options were closed and that younger
people were less susceptible to COVID than boomers.
While the increase in millennial consumption is good,
boomers are still the largest consumers by almost
two-to-one over millennials.

With less than a single percentage point separating
boomers’ consumption share from that of Gen X this year,
boomers can’t be considered the dominant group anymore,
even though they still have 70 percent of the disposable
income and more than 50 percent of wealth in the US.

In the Annual State of the Wine Industry Report 2016,
we predicted that boomers would cede their top spot
to the Gen X cohort in 2021. As expected, they are

exhibiting changing spending patterns due to age, health
and retirement concerns.*® But while the pandemic has
convinced some boomers to take early retirement, the
good news for the wine industry in the near term is that
many will continue to work past normal retirement and
keep buying wine.

Another view of alcohol consumption comes from the
Consumer Expenditure Survey, which tracks the alcohol
spend of different age bands. Using that data, figure 26
allows us to see, for instance, how the youngest consumer’s
behavior changes as time passes. Interestingly, this chart
shows a drop in per capita spending in 2020 across all age
groups. But there was a limited amount of restaurant sales
of wine, and those sales were heavily marked up, which
boosted the dollar total of wine sales in 2020.

66

Boomers can't be considered
the dominant group anymore.
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Figure 26: Annual per capita spending on alcohol by age group
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What stands out is that the highest spenders per capita
are all in the 35 to 55 age group. That is consistent with
other data in this report. But higher spending patterns in
the 35- to 55-year-old category reinforce the fact that
we are losing share to other alcohol categories, since this
chart represents all alcohol sales and that age bracket
isn't where our customer resides.

Another concerning data point is the youngest cohort.
Historically, that age range spent about the same on alcohol
as other cohorts. But starting in 2003, this group began
spending increasingly less per capita up to the present. We
know a large part of the reason behind that is due to the
cumulative impact of negative health messaging originating
from the World Health Organization and other anti-alcohol
groups. That topic will be covered elsewhere in this report.

The wine industry competes with other beverages across
categories today (see figure 27). Fifty-three percent of
the spending on alcohol comes from consumers who
drink through all categories. And this cross-consumption
has been increasing over time, as beverage alcohol has
continued to produce better products at higher prices.
The resulting shift away from “category consumers” to
“alcohol consumers” has been a part of the declining
growth rate of wine.
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Figure 27: Competition is beer and spirits
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What will the average wine
consumer look like with the
boomer in full retirement?

At this point, those who consider themselves exclusive

wine drinkers only represent 4 percent of the dollars spent.
Those who consider themselves wine and beer drinkers,
though, represent 14 percent of dollars spent, the highest
amount for any combination of two categories. Wine
maintains a strong presence in the alcohol market, but
without evolving the marketing message and attracting
more consumers beyond the 0.6 percent population growth
in the US, we will likely enter an extended period of negative
volume growth and less-negative revenue growth.

The issue of greatest concern for the wine business today
continues to be the lagging participation in the wine
category by the large millennial generation. In just eight
more years, the last boomer will pass age 66 and be eligible
for full Social Security benefits.>® What will the average
wine consumer look like with the boomer in full retirement?
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Consumers younger than 40 have different values, are
more health-conscious, have lower discretionary income
and wealth and are more ethnically diverse than previous
generations. While the wine industry is taking a more
passive approach to attracting the young consumer, the
luxury market has gone all-in, adapting product offerings
for younger tastes, spending on digital communication
paired with engagement strategies and evolving distribution
channels at the same time. The comparison with the
wine business is stark: About 20 percent of millennials
consume wine, yet two-thirds more — 33 percent —
consume luxury goods.

The millennials’ potential to replace retiring boomers as
wine consumers has been a delayed promise because of
several factors, including their early preference for craft
beer and spirits, questions surrounding the health of alcohol
consumption and the fact that it takes longer to establish
careers, families and wealth than it did in prior generations.

One other difference is the racial composition of the
generations. While only 28 percent of the boomer
population is non-white, 45 percent of the millennial
population — and almost half of Gen Z — is non-white
(see figure 28).5°

Figure 28: Percent of non-white consumers by age cohort
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Figure 29: Wine consumption rates compared to share of adult population by ethnicity
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While today 67 percent of wine consumers are white and
33 percent are other ethnicities (see figure 29), in 2045,
according to the Brookings Institute, the US population
will have roughly even numbers of white and non-white
people.®” This only reinforces the point that the wine
community must adapt to the needs of a more varied
consumer base in order to grow into the future.

Millennials versus boomers

When hitting their spending years, status-seeking boomers
loved to display their wealth and success prominently. They
were the generation that premiumized wine in America.
Getting information about special soils, harvest dates, pH,
the winemaker or a wine score allowed those consumers

to indirectly reference the price of a bottle to their friends
without coming right out and shouting it to everyone.®?

The younger wine consumers now, having lived through
the Great Recession and a pandemic, aren’t destined to

be consumers who will show off their wealth. They too will
work for a better lifestyle but are defining that in different
ways, including a more balanced work/life schedule.

They also want to know that those who have wealth are
contributing to the world in some way, and instead of
bragging about the price of a bottle, they would rather have
a cocktail and talk to friends about the good work that a
brand and its owners are doing to make the world better.

In addition to sustainability, health and environmental
issues, today social justice, equity and diversity concerns
are driving younger consumers to place unprecedented
pressure on companies to adopt these issues into their
brand platforms. A brand’s social values are increasingly
connected to a consumer’s decision to purchase particular
products, including wine.

Future success in marketing to millennials depends on
recognizing the things that are important to them, which are
distinct from what’s important to the boomers (see figure
30). That's not to imply that wineries need to run from the
boomer consumer or change their core brand or make a
traditional label into something edgy. But the industry must
evolve and leverage the new consumer’s values when
marketing wine.

For some, that might mean taking a different approach to
a second label. While second brands have often been a
mirror of the top brand but at a lower price, perhaps they
can become an on-ramp for new consumers by reflecting
those consumers’ values and tastes, while the expensive
top brand continues to be marketed as usual.

During my last speech in front of a live audience in March
2020, | ended with the following statement: “Wine. It's the
beverage young consumers want. They just don’t know it.”¢3
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Figure 30: Generational differences

STATE OF THE US WINE INDUSTRY 2022 40

Value Boomers Millennials Action
Support group  Family Friends Drive club socialization
Don't eatif it's Only eat if it's List ingredients, calories; show how it's

Choice in food

bad for you
Capitalism is the path

good for you

Wealth comes with social

“better for you”

Business to individual wealth responsibility Define your contribution to social values

Diversity gi\éi\I/eRnghhatrs;gl\govement ggsieasl iﬂg:&gmc ERETE1a) Diversify in staffing, advertising and tasting room

andwaste  Disposablecuure SRR ICENT S s i e e

Spending Conspicuously On important things Lngfsrgxilvxg}ﬁevsalue by selling on important

Fun Work before fun With everything! grr?dbggr;lan;%ﬁi\gq};h;awng FRIBI, (T g
Source: SVB

The strange reality is that it would be easy to start talking
about wine in an evolved way and to reference the many
things that are already a part of what we do to produce
wine and that would resonate with younger consumers,
yet as an industry we are not doing it.

Many in the wine business use sustainable farming
practices and take great care in their winemaking by
recycling water, avoiding the use of glyphosate, building and
retrofitting with LEED Certification in mind and being good
stewards of their land. Some use biodynamic and organic®*
farming techniques, but little of that shows up in marketing
a bottle of wine today, and none of it appears in terminology
and graphics the young consumer expects.

Millennials appreciate locally sourced foods and plant-
based products. What is our industry if not locally sourced
and plant-based? We just aren’t transparent enough to

let them see how our existing winery values already
mirror theirs.

Eating healthy is a critical value of young consumers,

and there is ample evidence that as boomers age, they

are taking their cues from young people and adopting

the millennial’s health-conscious diets and consumption
patterns. In years past, out of all alcoholic beverages wine
had the most scientific evidence to show that it was part
of a healthy diet and lifestyle.®® Today, health touchpoints
show on non-wine packaging in the form of indicators such
as “clean,” “natural” and “non-GMO.”

Calories matter too. Look at snack foods today, and you

will see that they often come in 100-calorie packages. No
doubt that’s because young consumers are conscious about
their health, and weight is a factor in living a healthy life.
That concern likely helps to make a vodka brand (Tito’s) the
largest-selling brand of spirits today.

What is the lowest-calorie mixed drink at a bar? Vodka and
soda. How many calories are in a vodka soda? Sixty. How
many calories are in a glass of wine? You don't really know,
do you? Even most of us in the wine industry don’t know
how many calories are in a 5-ounce glass of wine. We lack
the transparency our consumers are demanding when

we refuse to put calories on the label, and that is a huge
marketing miss.

If we really want to reach the millennial, we need to move
away from lifestyles of the rich and famous and add cause-
based marketing to our outreach. We need to hire more
people in tasting rooms with tattoos and with different
ethnicities. We need to promote our efforts at being carbon-
neutral and our support for social justice.®® We don’t need to
be cheap. We can be a luxury product or a mass-produced
wine, but we have to direct companies and brands toward
the younger consumer’s values.

By looking at how other beverages — particularly spirits
but also soda, energy drinks, hard seltzers, RTDs and
sports drinks — are marketed successfully, winemakers
can repurpose those ideas for their own benefit.
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Harvest and
grape and
wine supply
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Figure 31: California crush of wine grapes vs. consumption of California table wine
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With two consecutive bad yields in California,
shouldn’t grape and bulk prices rise?

The question in the subhead is one we should all be
asking ourselves. We have long known that prices of
grapes react to changes in the volume of yield from
growers and to changes in demand from wineries.

So with supply on a roller coaster after two very small
crops in a row (see figure 31), prices must be going up
for grapes and bulk wine in California, right? Surprisingly,
the answer is no. Prices are generally not rising as of this
writing, in December 2021.

That says something about what wineries have in tank

and what they need. Consumer demand is flat at best

by volume. The fact that there has been no price movement
in grapes after two short crops can only mean that wineries
think they have enough already and they see no need to
buy more for now. The industry isn't predicting growth

in consumption.®”
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How did we get to this position in supply? If the data leads
you to conclude that there are too many acres planted,

then sadly, you might be right. Jeff Bitter, president of Allied
Grape Growers — and a person who understands vineyards
and math — has been calling for acreage removals since
2020. The short crop combined with no price movement on
supply probably does mean we still have too many gross
acres planted, and in California, a normal yield of 4 million
tons is not welcome. With current demand, we would be
oversupplied again.

66

The fact that there has been
no price movement in grapes
after two short crops can only
mean that wineries think they
have enough already.
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Figure 32: California bulk wine inventory
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Figure 33: Monthly changes in California bulk wine inventory
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Volatile harvest swings for the past several years

After several years of good-sized harvests and flattening
consumption starting in 2015, a supply bubble began to
form. That bubble got popped in 2019, after the record
2018 wine grape crop in California came in (see figure 32).%8
With nothing changing on the demand side and a normal-
sized 2019 crop delivered, the industry hit a point of

acute oversupply.

In January 2020, with our best interpretation of available
information, we said, “We are at a position of oversupply
across the entire supply chain. That extends through

retail and every growing region in California at every price
point.”®® We said it would take three to six years to correct.
By April 2020, that was no longer true.

Circumstances changed on the demand side in March 2020,
and they changed on the supply side in August. Less than
one year from our forecast of acute excess supply, we were
balanced across most regions and varietals. How could we
move from acute oversupply to balance in months? The
unpredictable struck: COVID, then fires.

The supply situation changed almost overnight in March
2020, when the shelter-in-place orders from COVID began
to take effect and panic buying set in. The larger producers
that purchase a lot of fruit in the Central Valley weren’t
prepared for the high volumes demanded. Even though
they started out the year oversupplied, by June they had
worked through their oversupply in cellar. By July, those
wineries started to buy down excess bulk wine to match
off-premise demand, cleaning out the remaining 2018
supply (see figure 33).

As hard as it was to believe, the high-volume end of the
market was close to being in balance before summer
was over. But the North Coast had significant tons of
fruit without contracts headed into harvest. And with
wineries just starting to reopen to limited numbers of
visitors, the problem of excess supply would not improve
just from tourism and tasting room activity buying down
wine inventory.

Then came August 16 and the never-before-seen dry
lightning storms that spread wildfires across Central
California into Southern Oregon in several large fire
complexes, burning 4 million acres in California and over
1 million in Oregon, leaving cities in the West under
unhealthy air conditions for weeks on end.
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The losses of grapes due to smoke taint for the 2020
season could not be accurately counted but undoubtedly
were in the hundreds of thousands of tons. If there was any
silver lining to the fires, grape supplies in the North Coast
of California and Oregon were able to come into balance
from this tragedy.

Fortunately, the 2021 harvest year was nothing like the last
several unless you were in the Sierra Foothills of California
and had to deal with fires and months of smoke. Otherwise,
California and Oregon came in with balanced supply, and
most cited generally good growing conditions through the
year with few heat events. Washington is still a little long
on fruit with some acres needing removal.

Harvest came off with a few hitches in some cases, where
whites and reds ripened together and where labor was

in short supply, but overall it was a relief from what the
industry has experienced over the past several years.

We are predicting the 2021 California harvest will come

in light at 3.6 million tons.

Impacts from disasters

These are some of the most difficult business conditions
outside of Prohibition the wine industry has faced. The
impacts from fire, flood and pestilence have been almost
biblical in tenor, and they keep presenting themselves

in different ways. For example, drought weakens trees,
allowing bark beetles to kill the trees and add fuel for
fires. It also led to highly unusual dry lightning storms

in California and Oregon in 2020, which were the match
that lit record fires. And it’s lowering underground water
tables and causing regional restrictions and bans on some
water use. But 2021 brought in a new problem: record low
soil moisture.

This phenomenon explains why the California harvest
was light when the growing season was almost ideal for
most regions in the West.

Drought in California has consistently been an issue,

but today the extended years of drought have caused soil
moisture to fall to levels that impact yields. This hasn't
impacted everyone equally because some growers have
access to water. But in 2021, California water managers
made unprecedented cuts to allocations, shutting down
access to some water sources for growers.”® Other growers
ran out of water in holding ponds while some lost their wells.

CONTENTS | 1| 2|3 | 4| 5| 6| 7 HARVEST AND GRAPEAND WINESUPPLY | 8 | 9 | 10 | 11



STATE OF THE US WINE INDUSTRY 2022

Figure 34: What growers plan to do to mitigate droughtin 2022

(Respondents could select multiple answers.)

35%
% 30%
[}
2 0
s 25% 22.8%
3
= 20%
g
Z 0,
S 15% 13.8% 14.6%
fhis
5}
- 0,
S 10% 8.9%
3 ? 7.0%
5]
o 5%
0%
S8 2% g 8 T2
- © © > >© © 2c 3
Qs So =z 2 0 o
o (S o .c c 2ac
o £ IR
=] 5 = © © = coh
S E s ®© Qo o © O %
] Sc 55 > =509
< © R = =
£° e

Source: SVB Annual Winery Conditions Survey

When water is in short supply, mature vines will protect
themselves by producing lower yields, and farmers will
take other actions to reduce water loss (see figure 34).
While the San Joaquin Valley has dealt with restrictive
water allocations for some time, the circle is expanding.
This isn’t a short-term problem.

The mountains and drainage basins in the West, including
the Sierra Nevadas and Colorado River Basin, are dealing
with warmer storms that bring less snow. In 2021, the
April snowpack in California measured in respectably

at 59 percent of normal, but of the runoff that followed,
only 20 percent made it to the streams and lakes while
the rest soaked into the dry soils or evaporated.”

In prior drought years, when we hit points of low soil
moisture, growers could irrigate and get a full yield.

With this current drought, as of early December 2021, the
reservoirs were 35.7 percent full in California. While Seattle
and Portland had heavy rain in the fall of 2021, California
had one promising early storm in mid-October, followed

by several more in December. But for California to restore
reservoir levels, abnormally high levels of rain would have
to fall well into 2022.
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Figure 35: How concerned are
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We asked the wine community if they felt impacted by
the current drought. Only 2 percent said they were
confident they had abundant water sources, while

43 percent said they were very concerned about the
potential for serious shortages (see figure 35).

)

Confident; we have
2% abundant water sources

Paso Robles, which has consistently faced difficult water
situations, is at the top on the list reporting drought impact,
with almost 90 percent of wineries saying the drought has
affected them (see figure 36). Even regions that normally
have adequate water, such as Lodi and Northern Oregon,
had 60 percent or more of their wineries reporting impact.
The only region not suffering from the drought was Virginia,
though that region has its own weather issues.

Figure 36: Is your winery impacted by the drought?
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Eight percent of the wine
industry was unable to obtain
insurance in 2021, and another
27 percent said they couldn’t
obtain sufficient coverage.

Another critical issue related to climate change is the cost
to obtain insurance.’? Given the billions lost to wildfires over
the past several years in the West, insurance companies
have been applying new risk mitigation measures and

using technology to update wildfire risk maps. The new risk
definitions incorporate a number of variables, such as past
fires, elevation and the amount of vegetation available.”?
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Over 70 percent of those surveyed this year said their
insurance costs increased (see figure 37). Eight percent

of respondents were unable to obtain insurance in 2021,
and another 27 percent said they couldn’t obtain sufficient
coverage. This situation puts winery owners in a position
to lose everything and impacts their ability to get loans to
run their business. California’s FAIR Plan is a last-resort
option for wineries but limits maximum coverage to

$8.4 million, which is nearly double the prior policy limits
but still insufficient for many.”

COVID has had many impacts on winery operations, most
of which are obvious, such as the lockdowns that have been
covered elsewhere in this report. One less obvious issue for
consumers has been the disruption of supply chains.

The record backup at the ports has gotten extensive news
coverage.”® The shift in consumer spending from services
(which were closed) to goods is partly to blame for the port
crisis. That has been compounded by many other factors,
such as aging infrastructure at the ports, shortages of
truck drivers, shortages of containers, port closures from
COVID lockdowns around the globe and — most recently
— the lack of empty containers because they are stuck and
stacked in ports. With buyers unable to get goods, the price
of those goods has gone up.

Figure 37: Wineries’ property insurance coverage in 2021
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Figure 38: Which supplies have been difficult to source in 2021?
(Respondents could select multiple answers.)
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The wine industry has suffered its own issues with supply
chains, some of which are tied to trucking shortages and
the transportation needed to get wine supply to market.
The cost of all items used in production has gone up, and in
some cases the availability of manufacturing materials has
caused production breaks and slowdowns. Consider the
issue you would face if you needed a heavy machine part
from an Italian supplier today. You couldn’t get it by ship in
a predictable amount of time. If you needed it delivered in a
certain time window, your only option would be to send it by
costly airfreight.

Leading the list of materials in short supply is glass

(see figure 38). Seventy-six percent of respondents said
they had issues getting sufficient supplies of the right
glass on time for production. In some cases, the inability

to bottle wine before harvest created additional production
problems at the winery.

40% 50% 60% 70% 80%

Percent of survey respondents

Glass availability has been impacted by a number of things,
including positive COVID cases in factories, a furnace
being taken offline in the spring of 2021, a fire in a glass
factory in Argentina, an overdependence on foreign glass
makers, a shortage of boxes for shipping glass and all the
transportation issues previously noted.

But the story with the supply chain doesn’t end with glass.
Smaller wineries have less negotiating power and have been
suffering production holdups. Their frequently cited issues
include the inability to source bottling supplies, cardboard,
equipment and labels. While a smaller number said they had
issues with barrels, that problem would probably have been
more widespread were it not for leftover barrels from the
small 2020 vintage. Only 7 percent of survey respondents
said they had no problems, and 40 percent believed the
supply chain issues won't be resolved until the second

half of 2022.
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Packaging
and varietals

Alternative packaging is continuing to evolve.
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Over the past year, the growth rate of the traditional
750-milliliter bottle format has dropped 3.6 percent,
while the larger packaging of 1 liter and above fell
between 4.6 percent and 12.1 percent (see figure 39).
That’s a contrast from 2020, when large formats were
flying off the shelves, driven by consumers making
sure they had their wine while sheltering at home.
That trend is now reversing. The smaller sizes were
gaining in popularity pre-COVID, and there is every
reason to expect they will resume that growth in a
post-COVID world.

The year-over-year growth rate of varietals isn’t
delivering good news. In 2020, there were seven
varietals that showed positive growth rates. This year,
all major varietals in wine had negative growth rates in
depletions, with the exception of sparkling, specialty
(such as fruit-infused wines) and prosecco, with

the latter leading growth at 15.1 percent. The worst-
performing varietals were merlot, white moscato

and sangria (see figure 40).

There hasn’t been much movement in the order of
consumer preference for varietals. The unfortunate
story here is that the four most popular varietals by
share are all trending solidly negative in growth.
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This year, all major varietals
in wine had negative growth
rates in depletions, with
the exception of sparkling,
specialty (such as fruit-infused
wines) and prosecco.
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Figure 39: Growth and market share of formats
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Figure 40: Varietal growth and share of market
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Cumulative
negative health
messaging

“Our country has deliberately
undertaken a great social
and economic experiment,
noble in motive and far-
reaching in purpose.”

—Herbert Hoover addressing the topic of Prohibition
at the Republican National Convention, 1928
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Let’s just agree that the Prohibition experiment was a failure.
Let’s further acknowledge that moderate wine consumption
is under attack, no matter what the science says about
improved mortality and morbidity rates.

Neo-prohibition — the start

Starting in the early 1980s, a group of loosely related private
and public advocacy organizations, special interest groups
and governmental agencies organically aligned with the
goal of reducing or eliminating the harmful effects of
alcohol consumption in the US.

Like the Prohibition movement earlier in the 20th century,
neo-prohibition included diverse groups, such as religious
organizations that saw drinking alcohol as sinful, activist
organizations whose primary goal was eliminating deaths
from drunk driving,”® health organizations funded by special
interests and armed with studies about the negative impact
of consuming alcohol on productivity and health, and the
US government, which was enacting policy.

Beginning in 1982, Congress developed a series of grant
programs to encourage states to enact stronger impaired-
driving laws and lower per se blood alcohol limits. By

the mid-1980s, cultural engineering of the messaging

was enhanced when some of the neo-prohibitionist
organizations effectively characterized wine and other
alcoholic beverages in popular culture as another gateway
drug, linking alcohol to unrelated drug addictions and
related costs plaguing society.

The growing clamor culminated with the Anti-Drug Abuse
Act of 1988,”” which included mandatory government health
warnings about alcohol and the addition of a government
warning on alcohol beverage labels.

On March 3, 1988, President Clinton, through the National
Highway Traffic Safety Administration (NHTSA), introduced
an administrative order for, and penalties against, any
state not adopting a 0.08 maximum per se standard for
drunk driving.”®

The anti-alcohol momentum was confronted on
November 17, 1991, when 20 million viewers in the US
heard the CBS 60 Minutes broadcast on the French
Paradox, which suggested that wine consumption had
health benefits.”® It immediately caused a spike in red
wine consumption.
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With the positive medical reports,
per capita wine consumption
soared starting in 1994.

That was followed in the mid-1990s with widespread
public acceptance of the Mediterranean diet®® and

later punctuated by the publicized work of Dr. Arthur L.
Klatsky, a Kaiser Permanente cardiologist who separated
the discussion of moderate and heavy consumption

and showed the health benefits of moderate alcohol
consumption over both heavy consumption and,
surprisingly, non-consumption.®' Subsequent work
proved that there were lower morbidity rates associated
with moderate consumption.

With the positive medical reports, per capita wine
consumption soared starting in 1994, when baby boomers
hit their consuming stride, which coincided with their prime
retail spending years. The consumption of spirits showed
some modest positive change shortly thereafter due to both
Dr. Klatsky’s findings and the premiumization trend, which
the spirits industry joined after seeing the success in the
wine business.

The cumulative weight of the studies proving that moderate
wine consumption had positive health benefits redirected
the conversation away from health as part of the rationale
for anti-alcohol messaging. Once the blood alcohol level
was lowered nationwide and the drunk driving component
of the movement won a victory, the debate settled into

the background for a decade as the wine industry basked
in the glow of increasing sales, but the anti-alcohol
movement never stopped fighting the war.
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Modern-day prohibition

Since the French Paradox story was carried on 60 Minutes,
numerous anti-alcohol groups have expended considerable
time and money to produce alternative research that calls
into question or counters the original research findings.®
Most conclude that the research is controversial without
calling the science wrong.

With alcohol studies coming to different conclusions and
causing confusion, and with a refresh of the government’s
Dietary Guidelines for Americans under discussion, in
December 2003 the National Institute on Alcohol Abuse
and Alcoholism (NIAAA) funded a study to review the
empirical work done and “assess the strength of the
evidence related to health risks and potential benefits

of moderate alcohol consumption.”?

The conclusion of the report was that “moderate levels

of alcohol consumption do not increase risk for heart
failure/myocardial infarction or stroke, and in fact provide
protective effects.” Nonetheless, additional government
and privately funded anti-alcohol studies have continued
and have gained significant traction in the past decade by
instead changing the focus to cancer and all-risk mortality.

Europe is ahead of the US in directing consumer sentiment
away from alcohol consumption. In 2018, the UK’s Chief
Medical Officer, Sally Davies, told a British television
interviewer, “There is no safe level of drinking.” Even more
surprising was the statement by the French health minister,
Agneés Buzyn, who said that wine was bad for people.®
The cumulative weight of the world messaging and of
anti-alcohol studies has been effective® and has once
again emboldened US regulators to promote additional
restrictions on alcohol consumption.

Quietly, in January 2018, the US Department of Health
and Human Services (HHS) deleted the dietary guidelines
that said moderate drinking could lower the risk of heart
disease,®® ignoring their own prior findings by the NIAAA.

With today’s messaging, young
consumers are consuming less
alcohol than prior generations.
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In July 2020, as everyone was busy dealing with a pandemic
and recession, a handpicked panel of scientists with an
anti-alcohol bias recommended to the USDA and HHS that
the USDA's dietary guidelines for alcohol consumption be
reduced from two drinks per day for a man to one drink

per day, the same as the guideline for women.?’

The panel also de-emphasized prior discussion about safe
or healthy levels of drinking, repeating the same statements
made in Europe that there was no safe level of alcohol

to consume, wording that came from the World Health
Organization.®® Public comment was rushed and closed

on August 13, leaving only about a month for public
comment —in the middle of a pandemic.

While those who devised the prior guidelines focused on
total mortality and decided that there were benefits from
moderate consumption, this panel concluded that “because
alcohol is not a component of USDA food pattern guidance,
its added energy is discretionary and should be considered
in the present context of high and increasing obesity
prevalence.” The panel then contemplated the relationship
between alcohol consumption and “all-cause mortality,”
thereby including obesity, cancers and any other illness

in the measurements. It's another attempt to move the
goalposts — even if science shows that people live longer
lives by consuming wine moderately.

We have returned to the neo-prohibition era in this debate.
Alcohol consumption is being equated to opioid addiction
again.®® Ultimately, the USDA rejected the latest panel’s
efforts to amend dietary guidelines,®® but in recent years
the government has issued new directives from the US
Preventive Services Task Force recommending that all
primary care physicians routinely ask about, and counsel
patients on, unhealthy levels of alcohol consumption.®

The youngest consumers are health-focused, which
explains the explosive growth in health beverages in

the US.?2 Compared to the boomers, who ate “if it wasn't
bad for you,” the current generation wants to consume
things that are “good for you.”®® With today’s messaging,
young consumers are consuming less alcohol than

prior generations.®*

If we don’t do anything to offer a counter argument, within
the decade we should expect to see cancer warnings on
wine bottles, no matter what the science proves. This type
of labeling was adopted as law in Ireland in 2018 and in
the Yukon Territories in 2020 and is being pursued in
numerous other countries.® %97
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Prior to March 2020, the US wine business was clearly
hitting a ceiling in its ability to grow, largely due to
fundamental challenges the industry hadn't fully accepted
or yet addressed, such as the neo-prohibition movement.
We can’t correct what we don’t identify or acknowledge.

The growth rate of off-premise wine sales turned negative
starting in 2017. But in March 2020, using just the grocery
channel, that rate turned decisively positive, and news
reports and anti-alcohol groups — linking surveys to
consumption volumes and citing Nielsen data — concluded
that consumers sheltering at home were binge drinking.%®
None of that was true, as the researchers would have
known if they'd factored in the loss of sales from closed
restaurants and other venues, as well as all the lost

family occasions, such as Easter, graduation, New

Year’s and weddings.

The reality is that consumers didn’t buy more wine during
the lockdowns, and restaurants ordered more from the
spirits category than the wine category during the business
restart in 2021. While premium wineries had a very strong
year, that success was built on pent-up demand for

experiences and on white-tablecloth restaurants restocking.

Some of that is non-repeatable. Even the fine wine category
had seen sales growth rates move from north of 20 percent
in the early 2000s to 5 percent before the pandemic.

The anti-alcohol lobby continues to push an agenda,
supported by science, that starts by concluding that

all alcohol consumption is bad and then backs into the
research. The cumulative negative health message is
eroding public faith in the science that proved moderate
wine consumption was healthy.

With continuing attacks on moderate consumption,

we can count on new adverse legislation. Eliminating
advertising is one stated goal that’s high on the list for the
World Health Organization, as its website notes. Without
the wine industry showing up to push back on false science
(that, for example, “proves” an equivalence between
smoking and drinking), we will also have enhanced cancer
warnings on labels soon.®® When will the wine industry show
up to help promote well-researched, positive science on
moderate consumption?
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When will the wine industry
show up to help promote well-
researched, positive science
on moderate consumption?
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What do
we do about
declining
demand?

< CONTENTS |1 |2|3|4|5|6|7]|8]| 9|10 WHATDO WEDO ABOUT DECLINING DEMAND? | 11 >



The beginning of a change in how we do things

If you've read this report in past years, you know that |
started calling out the issue of decreasing growth rates
in the wine category in 2017. | identified the main issue as
boomers not being replaced by millennial consumers in
equal numbers, but there are several other factors in play
that I've discussed since then:

e Boomers retiring and aging
e All other cohorts showing less interest in wine

o Specifically, the lack of adoption of wine by
the large millennial generation

e Alcoholic beverage consumers (including boomers)
increasingly drinking across categories

e Theindustry’s inaction that allowed the “better for
you” health message that wine owned in the '90s
and '00s to vanish from the consumer’s mind

e Neo-prohibitionists increasingly winning a war
on legislation and anti-alcohol messaging

e Theindustry’s failure to evolve marketing that
resonates with the values of younger people

e The lack of a cost-effective on-ramp for young
consumers to discover and enjoy wine

e The higher per-serving expense of wine compared
to other alcoholic beverages

e Successful marketing to younger audiences by
competing beverages, particularly the spirits industry

e The excessive markups on wine in restaurants,
which has had a negative impact on wine-by-the-
glass programs

e The lowest level of spending on alcohol by the
youngest drinkers since 1984

e Theindustry’s slowness in adopting digital sales
tools and consumer/data analytics

That’s a lot. What do we do about this situation?
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| started talking about the need for a USDA Marketing
Order in 2011 during a speaking engagement in Fresno.'°
I've brought the topic up several times in public discussions
since, but there was no leadership or momentum in the
industry to take it on and there were significant doubters
who thought it was a bad idea (see “Objections” below).

My hope was that someone would pick up the gauntlet

and do something. But seeing no takers, | went to Plan B.

In 2019, Danny Brager, head of Brager Beverage Alcohol
Consulting, and | presented our views to an audience of
about 35 CXO-level leaders, including representatives
from many of the larger wineries as well as executive
directors of major industry support organizations and
nonprofits. Mary Jo Dale, CEO of Customer Vineyard, led
the event and discussion in a large room at a Napa hotel.
We hoped to engage the attendees in a dialogue that
either would convince Danny and me that we were missing
something and overreacting or would encourage the group
to acknowledge a demand problem that needed to be
addressed as an industry.

Agreeing on a path

When Danny and | finished, | was surprised — maybe
shocked — at the unanimity in the room and the widespread
acknowledgment that, indeed, the wine industry had an
issue that required attention.

Since that meeting, we've added Dale Stratton, president
of the Wine Market Council, to the founding advisory board,
which includes me, Danny Brager and Mary Jo Dale, each
of whom has donated their time while maintaining full-

time jobs. We've all had numerous individual and group
discussions with industry leaders to elicit responses, hear
objections and define consensus around a strategy. We
received unanimous consent that we should move forward
to the next step and produce a feasibility study.

Money was raised from industry vendors to pay for a
Request for Proposals (RFP). The goals of the project were
developed, and the RFP was sent to a half-dozen firms

for the project.”® With most bids coming in around seven
figures, which was out of our range, we settled on a lower-
cost workable solution and engaged the UC Berkeley Hass
School of Business, putting their MBA candidates to work
in their capstone coursework under the guidance of senior
executives from McKinsey & Company.
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With about three months of exhaustive work interviewing
industry leaders and government officials, the team from
Berkeley arrived at a consensus. They presented several
options to our group and recommended the industry apply
for and develop a marketing program by means of a National
Research and Promotions Order, a type of Marketing Order
administered by the USDA.

With COVID slowing the process, the advisory board
met for almost a year with the original CXOs, in addition
to a few important individuals who were added based
on the feasibility study recommendations. Subsequent
to the presentation, we ran a poll to double-check if
the group still believed we were moving in a direction
they supported, and a second poll asking if the National
Research and Promotions Order was the right path.

We had nearly unanimous votes in the affirmative,

so we are moving forward.

Beginning to make WineRAMP a reality

The solution has been tentatively named WineRAMP
(the Wine Research and Marketing Project). It will help
us to work together to build “brand wine” in the US
marketplace and promote the positive attributes of
wine to current and new legal consumers. It’s not a new
or risky idea. There is a long list of other agriculturally
based products in the US successfully promoting
themselves through National Research and Promotions
(R&P) programs. Based on expert independent audits,
these organizations have delivered an industry return
more than 10x for every $1invested.

It's important to note that the USDA provides some legal
protection for marketing campaigns and research promoted
via an R&P program. For instance, since the USDA dietary
guidelines state that two glasses of wine for men and one
glass for women are acceptable in a healthy diet, we can
make that claim without concern about legal liability. But
the program also gives us the broader ability to promote
the positive research that has been done by the scientific
community for decades.

Finally, an R&P program can invest in and support the
work of existing wine industry associations. The idea isn’t
to compete with other wine organizations. It's to succeed
together and not duplicate effort.
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Now, a little over two years since beginning this journey,

| am happy to say that funding has been secured from
some of the largest wineries in the group, some large
distributors, importers, a few smaller wineries, vendors
and Silicon Valley Bank. Those funds will be used to pay
for the first year of the two years it will take to develop the
formal objectives, hire a small staff of two that can focus
on the project, define the articles and the voting structure,
determine the manner in which all wineries will pay for the
organization and gather at least the 50 percent vote needed
from the nation’s wineries to establish the organization
under the USDA charter.02

Objections

There are always objections when you have a large
audience to please, such as the US wine industry, and you
try to change the status quo. We've heard many objections,
such as: “We don’t need another tax,” “we can't afford it,”
“we’ve tried it before and it failed,” “there is only so much
industry support money that can be spread around” and
“this is duplicative of other efforts underway in our region.”
And then, there is the “hope” strategy: We can just wait
and hope for millennials to come around. That’s less
expensive — or is it?

We need to wait for the millennial to get older.

That’s an objection I've gotten for over a decade as
I've pointed out the lack of adoption by younger
audiences. In that time, wine has gone from growth
rates of 6 percent to 4 percent, and now we're at

0 percent plus or minus, and even worse performance
on volume to the point that we're pulling acres out of
the ground in the Central Coast and Fresno. But the
“hopers” correctly point out that millennials haven't
reached the age of boomers when they switched to
wine, as if age alone can explain their hesitance.

The facts are that the median age for boomers was 38
when wine turned positive in 1994, and the median age
of millennials is only 34 now. That’s the model some
people apply when they argue that we should just be
patient. In four more years, the young people will begin
to flock to wine because “they always do” when they
get older. But that’s not the way consumer demand
works. It's not based on age, and markets don’t operate
in a vacuum.
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It was wine's reputation for being
cool and better for you that
pushed sales higher for 25 years.

People consume things based on need, style,
values, outside influences, cost of substitutes,
discretionary income, the type of good and much
more. Marketing also plays a role. Age, though, is
not one of the primary factors.

Here’s more proof: The mature generation never
adopted wine. They didn’t evolve to like wine in their
30s. If they consumed wing, it was in gallon jugs;
generally, they identified as spirits and beer consumers.
The next generation, baby boomers, weren’t frugal like
their parents but gross users of debt. Boomers didn’t
follow their parents’ tastes in cars, clothes or wine
either. And they came of age just as wine got a big
boost from scientific research and media coverage.

Back in 1975, US wine won the Paris Tastings, proving
we could produce world-class wine. The press covered
it with zeal.'® Then in the 1990s, while neo-prohibition
was taking a toll on wine consumption, the French
Paradox, the Mediterranean diet and the work of Arthur
Klatsky came to the forefront of publicity about health
and wine consumption. You can’t ignore the tremendous
lift in wine sales from the positive PR those events
spawned at the time.

Wine achieved the highest quality of the major alcoholic
beverage categories in the 1990s, and consumers
believed it was the best for you, if you chose to drink.
Beer was mass-produced and of average quality, and
spirits were still largely selling based on their bang for
the buck (ethanol per dollar). Premium wine was far less
expensive in the mid-"90s even on an inflation-adjusted
basis, with most Napa cabernets selling for less than
$20 per bottle.

That’s why boomers became wine drinkers during the
1990s. It had nothing to do with their age. It was wine’s
reputation for being cool and better for you that pushed
sales higher for 25 years.
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Today, all alcohol is premiumized, and premium is the
only segment with consistent growth for 20 years.
Alcoholic beverage consumers largely drink across
categories — even boomers. Wine is twice as expensive
per serving as spirits in stores and has been extensively
overpriced in restaurants, which ends up putting

lesser wines into the restaurant to compete with craft
cocktails, and it's not working.

Young consumers are more frugal today and financially
disadvantaged compared to boomers. They have been
pushed to spirits because of the perceived price/quality
relationship versus wine. And yes, wine is confusing.
With spirits, how many varietals or regions do you need
to know?

We aren’t hitting the mark on anything millennials value,
and yet despite all the evidence, we continue to market
the same way we did for boomers. “Don’t fix what isn’t
broke” is another objection | get from the small group
of the uninformed, the uninterested or the adequately
successful and self-interested.

So the question becomes: What is the economic or
social event that will cause millennials now established
in their careers, buying homes and starting families,

to turn to wine? The answer isn’'t age. And if we keep
assuming it is, boomers will sunset, and consumers who
are not wine lovers will replace the boomers. If that’s
true, wine could drop 20 percent in volume in the next
decade before leveling out. That'’s the calculus.

What is the economic or social
event that will cause millennials

now established in their careers,

buying homes and starting
families, to turn to wine?
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There is only so much industry support
money that can be spread around.

The other objections

We can’t afford it.

Would you pay someone a dollar if they had some
magic and could sell your wine for $10 more a bottle?
The independent audits done on organizations in
existing R&P programs show a tenfold return on
investment on average.

We tried a Marketing Order before, and it failed.

That'’s a true statement. There were a few reasons
that the last USDA Marketing Order ended, chief
among them a lack of industry alignment when market
conditions began to feel better, but the core issue
was a voting structure that gave too much power to
too few wineries.

That said, | would argue that the last USDA Marketing
Order was successful. At the time, wine was served only
for special occasions. A campaign was developed using
the tagline “Wine. What are you saving it for?” and that
campaign helped grow the category.’04

The obvious answer is that we need to learn from past
mistakes and develop a more equitable and inclusive
voting structure. We realize that full industry consensus
is impossible but are working toward that goal.

66

We need to learn from past
mistakes and develop a more
equitable and inclusive voting

structure. We realize that
full industry consensus is
impossible but are working
toward that goal.

If the R&P Order is successful, as similar orders have
been in other industries, we will have more money to
spread around. Apart from that, the rules of the order
allow for WineRAMP to invest in and work directly
with other wine organizations on research and joint
marketing campaigns.

This is too West Coast-focused.

This is a national order, so the goal isn’t to promote only
wine from California, the West or any state. While there
is no rule that disallows marketing for a specific region,
the intent of this is to promote wine as a category and
change the value proposition for younger consumers
so that wine has a cool factor. With the psychic benefit
reinforced, younger consumers should then be willing
to pay more and try more wine.

This will duplicate what is already being
done in our region/state.

It's important to note that there is no one taking on
national marketing for wine and unifying our voice as an
industry, but this is still an objection we have to address
in formation. There are some well-run state and regional
marketing organizations, and we don’t need to duplicate
what they are doing. That would be a bad investment.

| would only say that this is about promoting the entire
category and giving younger consumers a reason

to adopt wine as a beverage of choice. That should
support and add to the efforts of any state or regional
marketing organization.
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Final thoughts

We don’t have all the answers, and getting
this organization up and smoothly running
isn’t by any means a certainty.

When we began this journey, | gave it a

1 percent chance of success. Today, with two
years of work behind us, and an amazing level
of consensus from iconic industry supporters,
I'd give it more than a 50 percent chance of
success. That’s significant progress!
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We know there will be surprises along the
way as well, and we’'ll address those head-on.
Inevitably, we will only succeed by working
collaboratively to get broad-based industry
support from big and small wineries, growers,
distributors, retailers, importers and vendor
partners. There is a lot of work ahead of us.'%®

Please visit WineRAMP.org to learn more
about this endeavor and lend your support.
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Yes, quibbler is a real word. So stop quibbling over a
forecast that’s still 15 years out and focus on the point.
There is nothing in that chart that will lead someone to
say wine sales are going to be up and to the right.
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Forty-two percent of boomers had no retirement savings
as of 2018. Baby boomers began reaching age 65 in 2011
— 26 million so far, and another 50 million will turn 65
over the next 10 years. Twenty-six percent expect to work
past age 70.
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I'm sure | was one of the consumers, as a younger
boomer, who just came right out and told the table how
much the wine that | brought to the party cost. “Hey,
everyone, this wine is incredible. | spent my whole bonus
on this $11 beauty.”
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March 2020 was my last speech on a stage. I've had many
video-based speeches and a few speaking opportunities
where organizers tried a hybrid approach since then. But
as of this writing, with the Omicron outbreak beginning to
surface at the beginning of December 2021, | still have no
speaking engagements planned for a live audience. | miss
those days!
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Unlike with other products, the use of the term “organic”
has mixed consumer responses when it comes to wine.
But the natural wine movement is an outflow of the
concept. Finding the right tone with the terms “organic”
and “natural” isn't black and white but invites exploration.
My suggestion is to use your wine club to get answers.
Tell them you're thinking of a change and ask them what
they think. They will appreciate that you consider their
advice useful, and that engagement by itself is positive.

65 US Department of Agriculture and US Department of

Health and Human Services, Dietary Guidelines for
Americans, 2020-2025, 9th edition, December 2020.
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Promotion of social justice by companies is controversial.
Many believe that a business should focus on profitability.
While | agree with that, | believe diversity in hiring, for
example, is something that will drive profitability in an
increasingly diverse population. Either way, marketing

to their values, not your own, may help attract young
consumers.

87 Yes, | know that that’s all conjecture and there are plenty

of examples of grape prices going up, but my conjecture
is experienced. There are always exceptions at the
margin, though.

68 This was covered in detail in the SVB 2020 Annual State

of the Wine Industry Report.
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supply excesses called the Gonzalez Indicator. It came
about because of a pit stop | made at a gas station in the
remote rural town of Gonzales, California, in the spring

of 2019. Among the Slim Jims, Budweiser and candy on
display were several cases of luxury wine between $75
and $110. Finding luxury wine in the last place you expect
— at the bottom of a distributor’s placement list —is a
great indicator the channel is overstuffed.
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Monthly, January 2002. In addition to this article, this
is information that | have received from many sources,
combined with research I've done over time. | wasn’t in
the industry when the original USDA Marketing Order
was approved, and we all know messages can get
garbled over time. But this is what I've pulled out

of research and discussions over the past 30 years

in the industry.

Final endnote: Some have asked me what the four of us
on the Advisory Council get out of this effort. How do
we benefit? A few have even asked if this is something
I'd run in retirement. | assure you | will not seek, and | will
not accept, the nomination to be president of WineRAMP
(a little LBJ humor for those old enough to remember
that speech). The truth is, none of us have designs on
serving with this proposed organization other than in an
advisory or board capacity.

This material, including without limitation to the statistical information herein, is provided for informational purposes only. The material

is based in part on information from third-party sources that we believe to be reliable but which has not been independently verified by
us, and, as such, we do not represent the information is accurate or complete. The information should not be viewed as tax, accounting,
investment, legal or other advice, nor is it to be relied on in making an investment or other decision. You should obtain relevant and
specific professional advice before making any investment decision. Nothing relating to the material should be construed as a solicitation,
offer or recommendation to acquire or dispose of any investment, or to engage in any other transaction.

The views expressed in this report are solely those of the author and do not necessarily reflect the views of SVB Financial Group,

Silicon Valley Bank, or any of its affiliates.

Silicon Valley Bank is not selling or distributing wine or wine-related products. Silicon Valley Bank provides banking and financial services,
along with industry insights to Vineyards and Wineries. Silicon Valley Bank is not responsible for (or a participant in) the sales of any
wineries’ products in any fashion or manner and makes no representations that any promotion or sales of alcoholic beverages will or

will not be conducted in a lawful manner. Further, Silicon Valley Bank disclaims any responsibility or warranty for any products sold by
wineries or other wine industry service providers. All non-SVB named companies listed throughout this document, as represented with
the various statistical, thoughts, analysis and insights shared in this document, are independent third parties and are not affiliated with

SVB Financial Group.

©2022 SVB Financial Group. All Rights Reserved. SVB, SVB FINANCIAL GROUP, SILICON VALLEY BANK, MAKE NEXT HAPPEN NOW,
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