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and production in southern

California
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An economic study of vineyard
costs in the major wine grape pro-
duction area of southern California
indicates that establishment and
production costs exceed returns.

During the 1970s and early 1980s, Rancho
California developed into southern
California’s main grape production area.
Since 1970, wine grapes therehaveincreased
from 29 to 2,820 acres. However, local
growers are still asking questions about
capital outlays and profitability as they
consider future expansion and redevelop-
ment.

The purpose of this project was to deter-
mine the profitability of investing in a
vineyard operation. To measure profitabil-
ity, I constructed a spreadsheet of vineyard
development costs and then altered price
and yield parameters to determine the re-
sultant profits. Costs were obtained by a
1988 mail survey and follow-up interviews
in person and by telephone with growers,
owners, management companies, and
dealers in southern California, particularly
theRanchoCalifornia area. Thespecifications
making up the basis of this profitability
analysis follow.

Specifications

Costs werestandardized fora50-acre, owner-
operated vineyard to approximate the most
common situation in the area. The typical
varietal mix included 30 acres of
Chardonnay, 10 of Sauvignon Blanc, 5 of
Chenin Blanc, and 5 acres of other varieties.

A bilateral cordon training system with
450 plants per acre was used for all varieties.
No varietal differences were considered in
the cultural practices, since most practices
are common to all varieties.

Yields for the varieties commonly ranged
from 4 to 8 tons per acre. Using a weighted
average, I estimated a single yield of 5 tons
per acre for the specified vineyard.

peracre-foot, thechargeforamedium-sloped
vineyard.

Wages forlabor, including fringe benefits,
were $5.35 per hour for manual labor and
$7.45 per hour for machinery labor.

The interest charge on operating capital
and machinery investment was 11.5%, the
most common rate for short-term and in-
termediate loans in 1988.

Management charges werenotincluded,
since most surveyed farms did not provide
this information and the widely varying
wages and salaries for professional manag-
ers madeitdifficult to approximate a typical
situation. After all the costs are subtracted
from the receipts, the return to management
and risk remains as a residual.

All land is assumed to be owned by the
operator. Thus, property tax was $11.30 per
$1,000 of land value. The values for the
specified medium-sloped land ranged from
$7,000 per acre for open land to $13,000 per
acre for a matured vineyard.

Land rentwasimputed using opportunity
cost. A 13% investment charge was applied
to the value of open land. This rate ap-
proximates the cost of capital on real estate
loans charged by most federal land banks in
the area in 1988.

Establishment costs were amortized at
13% over 25 years, a period corresponding
to the expected economic life of grapevines.
Uncertainty about future prices, yields,
technology, and inflation rates affects the
estimates of net cash revenues and terminal
values of investments. These estimates be-
come more difficult for investments with

longer lives, because more distant events are
moredifficult to predict. Thus, amortization
was at a higher rate than interest on short-
term and intermediate investments. Higher
discount rates could mean understated
profitability, but they provide a margin for
error in estimating net cash revenues under
risk.

Cost analysis

The summary of costs, broken into variable,
fixed, and total costs, is presented in table 1.
For any year, the variable category includes
all costs for material, machinery repair, fuel
and lubrication, interest on operating capi-
tal, and labor. The fixed costs are deprecia-
tion, interest, insurance, taxes and housing
onmachinery investment, rentand property
taxes on land, and investment amortization.

The overall cost estimate indicated a
$12,066-per-acre establishment cost. The
costs are split between variable (40%) and
fixed (60%). Fixed costs have an important
influence on establishment costs.

Two of the fixed-cost items are particu-
larly significant. Theland rentaccumulating
to $3,640 per acre accounted for 30% of the
total establishment cost. Investment amor-
tization accumulating to $2,102 per acre ac-
counted for 17% of the total establishment
cost. Together, those two items amounted to
$5,742 per acre, accounting for almost half of
the total establishment costs.

Theannual production costestimatefrom
year 5 on was $3,891 per acre (table 1). The
variable and fixed costs split 34 and 66%,
respectively, again reflecting the major role
that fixed costs played on costs and profits.
Here again, land rent and investment am-
ortization together amounted to $2,219 per
acre, 57% of total production costs (table 2).

Profitability analysis

Break-even analysis was performed by
ranging price and yield parameters in the
cost model described above. The results of
the analysis are shown in figure 1. In the
figure, gross returns at various price and
yield combinations are presented by the
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