WINE BUSINESS

T

he Australian wine landscape is
filled with articles and advice
on the importance of
developing wine brands and
what you need to do to enhance
or assure the long-term future of your brand.
And given the number of options open to
consumers on- and off-premise, it is
unsurprising that the power of the brand is
one of the standout factors in a consumer’s
decision process.
Ultimately though, there are very few
brands that occupy shelf space without a lot

When it comes to selling your
brand, reputation, location
and all those gold medals will
only count for so much.
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of hard work by the owner or distributor.
So, while many in the wine industry will
shout loudly about their unique patch of dirt,
or their oak treatment, or their winemaking
nuance, these factors amount to very little
when it comes to selling your wine business
if it isn’t delivering a financial return.
Ultimately, there are two important factors
that will determine the value of your business
when you come to sell the brand – the past
and future earnings capability of your brand,
and the synergies that may apply if your
brand is sold into another business.

Valuing wine businesses is a bit of a dark
art, and unravelling the allocations between
various asset classes can be challenging, and
made even more complicated by government’s
insistence on collecting GST, WET, stamp
duty and Capital Gains Tax on various assets
within transactions and the resultant
motivation by vendors to vary valuations.
Transactions will include some or all of
the following:
• Land and improvements. Quite often the
most significant part of a transaction,
which will include the vineyard, residence
and winery buildings.
• Plant and equipment. This is selfexplanatory, however can also be
large where an operating winery is part
of the sale.
• Goodwill, including the ‘brand’ value.
Goodwill and brand are often used
interchangeably. As well as trademarks, it
includes domain names, accounting systems,
customer lists and supply agreements
among many other potential inclusions.
• Inventory. Always essential if you are
selling a brand, and often the most
complicated part of a transaction.
And typically, goodwill is the premium
paid for the business in excess of the value of
its tangible assets.
Over the last decade or so, wine industry
transactions have typically been ‘asset-rich’,
but based on low profitability. Accordingly,
the goodwill component in many
transactions has been low. Where these
transactions have been measured on a
multiple of earnings, the typical range for
goodwill has been between 1.5 x EBITDA and
3.0 x EBITDA + tangible asset value. In other
words, where a total transaction might be
around 15 x EBITDA, once you deduct the
value of the tangible assets, the goodwill
component is often quite low.
Consistent with the recovery in the
Australian wine sector, we are starting to see
better valuations overall and better goodwill
valuations, particularly where businesses are
not encumbered with non-performing assets.
Where a brand has a solid track record of
performance, and where inventory is
appropriately valued, a goodwill multiple of
between 2.5 and 3.5 x EBITDA would be

within the expected range. And these
multiples will be higher if the seller (vendor)
is able to capture some of the synergies that
will go to a buyer in a transaction.
If you are the owner of a brand and
wondering what it is worth, put yourself in a
buyer’s position.
How sustainable is the brand without you
in the business?
Is your inventory valued at an appropriate
value to allow a buyer to make a sustainable
gross margin? This usually means it is valued
at the lower of cost or net realisable value and
not your wholesale value, let alone retail value.
Have you protected your trademarks?
Is there a wine distribution contract in
place, and if so, what penalty will apply if a
buyer wishes to undertake their own
distribution?
Is the WET Rebate included in your
earnings calculation? How will this play out if
a potential buyer already receives the full
WET Rebate?
In our experience, there are two common
shortfalls when wine businesses come to sell
their brands.
Firstly, the view that the brand is worth
something, even when there is no evidence
that it has been profitable in the past. Many
operators want buyers to value the brand
potential without being able to demonstrate
that the brand has successfully delivered a
return in the past. Trophies, gold medals and
Halliday stars are no substitute for proven
earnings and hockey-stick forecasts lack
credibility.
And secondly, excess inventory. If your
inventory is long, why would a buyer pay you
full price for excess inventory if you haven’t
been able to sell it?
If you are contemplating selling your
brand, the best outcomes are achieved by
those that are able to demonstrate a track
record of financial performance; that have
good business systems and reports; where
inventory is appropriately priced and not in
excess; where sales channels are stable with a
diversity of markets and SKU’s; and where
the business will be able to continue without
them in it.
Stephen Strachan is a director of Langley &
Co. Email SStrachan@langleyandco.com.au.
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