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| Hereweare morethan half way through 2007 with what appearsto bea healthy crop in Napa and SonomaCounties. Moving towar ds harvest we should hopefor a
more normal year than the previous two harvests. With increased demand for wine we can hope to alleviate the flood of fruit that has swamped the bulk wine
market for thelast few years. However not all demand for grapesiscreated equally. Thisisclearly apparent today where some grapes/ wines ar e flying off the
shelf and othersare still trying to stay afloat. It wouldn't take a brain surgeon to figure out which varietalsthose are.

So wherearewein the over all scope of things, you ask? Asfar asvineyard sales and values go, things areimproving rapidly. Sales have surged with an impressive
. — amount of large buyerslurking about with checkbooksin hand. We have sold mor e than half of our inventory since the beginning of the year. Dueto all the action
:[i]'n']'l-} vineyard valuesare on therise. On the winery side of things we have heard that as a group many wineries have had their best years ever recently.
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Vacation Rental One way to view the overall market conditionsisto take alook at the bulk wine market. We can comfortably say there are at least a couple varietalsthat are a bit

overweight or in a glut including Cabernet Sauvignon and especially Merlot. Even so we ar e seeing improvement in the Caber net market while Merlot looksto be
| backed up for at least a couple more year s despite some increase in demand. On theflip side the varietals such as Zinfandel being in “balance”, Chardonnay looks

to bein good shape especially from the areas like the Russian River Appellation, and of coursethe darling of the moment Pinot Noir is especially favored and in
great demand. Hey, we wer e big fans befor e Sideways came out!

Flex Your Muscle

It’sno big surprise that the hot vineyard demand is Pinot Noir in the RussianRiver, SonomaCoast and the Green Valley Appellations. It’sfunny how a movie
called “ Sideways’ could start “ The Pinot Revolution”, but it did.

L ooking back we can see that thousands of gallons of bulk Pinot Noir wine was available in 2004 when “ Sideways’ made its début. In a matter of days, sales of
- Pinot Noir jumped 30% and every gallon of bulk Pinot Noir juice was gone. Just likethat, in an instant the Pinot Revolution began. Hereisa chart showing the
last 5 yearsof Pinot Bulk Wine Availability:
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This phenomena has caused seemingly everyonein the cooler areas of Santa Barbara to Oregon and beyond to plant Pinot Noir. Pinot vineyardsarein very high
demand and are selling in the cooler regions of SonomaCounty for $85,000 an acr e to as high as $125,000 an acre. The higher price pointsare for highly rated
“Cult Quality” vineyard most of which isbeing purchased by the highly acclaimed Pinot Noir wine makersin the area. YesPinot Noir isthedarling of the
moment.

We'reOnly As Strong As Our Weakest Link

Therest of the grape and wine market is also picking up, with the exception of one particular varietal, known as Merlot. For somereason Merlot hasrecently
fallen out of favor. Could it have been from a single comment madein a certain movie? No one will know for sure, but be assured it will be back in favor soon. In
actuality the demand for Merlot has gone up, not much but it’s certainly headed in theright direction. It isimportant to recognize that the rising demand for
Merlot istaking place off of a huge base. Unfortunately at the same time the supply has gone up too, WAY UP.

Bulk wine over all has had its cycles of upsand down trends. Hereisan over view of the bulk wine situation asit compares the state of California, Central Coast,
North Coast, Sonoma and Napa Counties based on information from Turrentine Brokerage.
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You can see where Pinot Noir isin the scheme of things by looking at the amount of bulk winein graphs 2 and 3 ver sesthe amount of bulk Pinot Noir in graph 1.
Talk about dropping off a cliff. Overall it would appear that we have enough wineto last for generations. Wrong!!! On the contrary, by all observations, it
appear s that we are headed for a shortage of grapes across the board in the next few years. Thisforecast of alooming shortageisbased on stronger demand for
wine and the nearly non-existence of new plantings (Pinot excluded) along with the removal of thousands of acres of vineyard from the central valley.

To get a better idea of how we can even imagine that there may be a shortage looming and what the future could hold for Pinot look at these numbers. In 1995
approximately 55% of the Merlot that was planted was not yet producing fruit, in 2006 only 3.3% of the vineyards planted to Merlot were yet to come into
production. You can see how the amount of new plantings of Merlot has decreased substantially for obviousreasons. A few other examplesinclude Zinfandel, in
1995 23% of Zinfandel vineyards were not yet producing. In 2006 that number has declined to 5%. In 1997 26 % of Chardonnay vineyards were yet to bear fruit,
in 2006 that number decreased to just 3% . Even more substantial, in 1998 of all the Syrah planted 72% had not yet provided a crop, in 2006 only 4% of all Syrah
vineyardsin California were not yet bearing fruit. One of the morerecent victims of over planting was Caber net that in 1999 had 36% of all Cabernet vineyards
still yet to produce a crop. Today only 1.7% of all Cabernet vineyards are yet to provide us with some fruit.

There are at least a couple quick takeaways from thisinformation. Oneisthat when there's a shortage people plant. The other iswhen there’stoo much fruit or a
glut people stop planting. Asyou can see from the infor mation above people have basically stopped planting and if history provides any glimpseinto the future,
we're headed towards a shortage.

Asthe overwhelming demand for higher quality wines grow, keep in mind that we are seeing less and less land available to grow these high quality grapes. It is
apparent that two things will happen and happen soon: one will be that the demand for higher quality plantable vineyard land will have a much higher value, and
the other isthat we will see other AVA areas become more popular.

It’s pretty easy to see where we are headed and you will notice that Pinot Noir is not mentinoed in the statistics above. However, Pinot Noir has had itsgluts and
high demand aswell. At this point we are seeing many of the Pinot vineyards that were planted earlier in the decade come on line and may alleviate the current
shortage in thismuch sought after varietal. At least for alittle while.

The Sky IsNot Falling

The most important thing to remember isthat our wonder ful wine and vineyard industry has been around for over morethan a century. You know the old saying,
the mor e things change the mor e they stay the same. Thisiscertainly true with regardsto the upsand downsin thewineindustry. The technology is constantly
changing for the better but there has always been a supply and demand problem. We haven't noticed any reason for thisto changein the near future.

It isimportant for growersto remember that the “ The Sky IsNot Falling” every timeweenter a glut. For wineriesit isimportant to remember the same when
thereisashort supply of grapes. Right now thousands of acres of Merlot are being ripped out, or budded over to some other varietal. You can bet that sooner than
later, say 3 years, Merlot will bein short supply. Remember Chardonnay took a hit in the early part of the millennium. Only a couple yearslater Chardonnay was
back in strong demand again after thousands upon thousands of acresin the central valley wereripped out and planted to other crops. Similarly, Cabernet wasin
over supply a couple of yearsago and now Cab is back.

Just like Pinot Noir isthe hot item today, its moment in the sun also will pass when way too much Pinot is planted. What comes around goes around.



What's Ahead?

Let’stalk about vineyard values. Over the past several yearswe have seen positive movement in the vineyard value department. Vineyard salesin both Napa and
SonomaCounties have increasesin the amount paid for vineyards after several years of stagnant growth in Napa and an actual decrease of valuesin Sonoma. In
Napa we have seen Napa vineyard sales go as high as $280,000 an acre and Sonoma vineyard sales as high as $125,000 an acre. These are obviously for the créme
delacréme vineyards but the trend is encouraging.

Additionally it seemsthat participantsin the wine and vineyard business ar e feeling mor e optimistic aswell. In a survey performed by Silicon Valley Bank
respondents (winery and vineyard owners) provided feedback on what they expected to pay for vineyardsin 2007. Thisanalysis focused on what the respondents
would expect to pay for an average vineyard acre. For Napa the response was $167, 941 for newly planted vines, $168,889 for older vines, and $118, 529 for
developable land. In Sonoma County respondents said that the price for a newly planted vineyard acre would be $91,667, $83,333 for older vines, and $57,667 for
developable land. Keep in mind these ar e survey responses and not based on actual sales but the numbersare not too far from the mark.

Reflecting further upon the data above combined with number s going back to 1998 we can see the obvious direction of the perceived vineyard values. In 1998
respondents felt that they would expect to pay $41,123 per acre for vineyard in SonomaCounty while in Napa the expectation was $50,542 per acre. Gee Martha,
things sure have changed! It is important to note these per ceptions have moved in tandem with actual market conditions.

Vineyard valueswill continueto climb in the long term asthey have done over thelast 50 years. Thistrend showsthe average vineyard value hasincreased from
100% to almost 300% every decade. However aswe have seen in the past , we will experience highs and lows on a yearly basis called “ Economic Cycles’.

How About Supply & Demand?

During the most recent downturn in the wine and vineyard industry that started in 2001 we have seen thousands upon thousands of acres of vinesripped out. Since
then we have seen very few new vineyards planted. Guesswhat, it’stimeto start planting again. Demand is coming fast and | predict that by 2010 we will have a
shortage of high quality grapesin certain varietals. This translates to a higher demand for quality grape growing land, thus vineyard values will begin to climb
even faster than they are now.

It’sthe old saying that “ They ain’t maken any more VineyardLand”, especially in Napa and SonomaCounties. The limited supply of quality vineyard land along
with all therestrictionsand red tape to even plant a small vineyard today could certainly lead oneto believe that it’s only a matter of time before our dirt will turn
to gold. In some casesit already has. Thisdoes offer other AVA’s and growing areas the opportunity of stepping up just behind Napa and SonomaCounties to
begin tofill the gap. Grape priceswill begin to climb again, vineyard values are already on therise and it appearsthat we are headed for another 5 to 10 years of
good times. So, don’t fret if you see a hiccup in the market, it to will pass and the beat will go on and on.

Wewould like to give a hearty thanks for a tremendous amount of wonder ful information provided by the 2007 Wine Industry Symposium in May of this
year. The Symposium provides a great monitor of past, present and future expectations. There are some very special professionals that care enough to share their
knowledge with all of usto help our wine and vineyard industry stay on the straight and narrow path of success.
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