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Disclaimer: Thefinancial tools in this presentation were developed by Kohl
Centre Agri-Food Finance Fellows as part of a series of agribusiness
workshops on value-added enterprises and product differentiation in
Virginia. It is intended to illustrate the use of financial planning tools-
including partial budgets, enterprise budgets, and income statements- in
strategic decision-making. The information provided is for educational
purposes only, based on assumptions reflecting recent market conditions,
and does not represent actual financial results or professional advice.

Your Kohl Centre AFF Fellows

Michele Mickelwait Miru Yim



What does value-added 
mean to you?



What is Differentiation?

ÁMaking a product or service unique to distinguish itself from competitors

ÁCreate a unique value proposition to build competitive advantage

Value Added:

Giving customers something extra 

beyond the basic commodity



Value-Added Industry

Å East of the Rockies 78% of customers who visit a tasting room buy a bottle of wine. 

Å "56 percent of revenue for the majority of U.S. wineries comes from direct-to-consumer (DTC) sales. For 

premium producers, DTC sales often contribute 80 percent of revenueðwhich makes reclaiming 

visitation and direct access to customers paramount. "(BMOôs 2025 ñWine Market Report)



Value-Added Industry

IBIS World Wineries in the US Key Takeaways -

"Imported brands, new wineries and alternative products, like beer and spirits, mean that competition is stiff . 

Wineries struggle to differentiate their products and appeal to shifting consumer preferences."



Benefits of Value Added

ÁCreates competitive 
advantage

ÁStronger brand image

ÁMarket expansion

ÁHigher prices and 
profit margins

How do you compete against the other 300+ vineyards in Virgina?



How to decide if value added strategies are right for 
your business?

Partial budget - evaluate the costs and benefits of a specific change, 
analyzing the change in profits

Financial model - dynamic tool, can track debt, equity, asset values, 
and other important measures over time, used to predict future 
performance

Use financial analysis tools!

Making data driven decisions!



CASE STUDY



Generic VA Winery 

Production

20 acres of vines making 5,000 
cases of wine per year

Business Model

Only produces and sells wine wholesale, 
no other ventures

Based off averages in the Go Virginia2024 wine industry report



How could this business 
improve their operations?



Enterprise Change

ÁOffer wine tastings and 
vineyard tours

ÁReroute bottles from 
wholesale to direct to 
consumer and tastings, not 
increasing production

ÁAlready have infrastructure



Partial Budget



Building a Partial Budget

ÁAnalyzes the financial impact 
of a change to a business by 
focusing only on the costs and 
income that would be impacted 
from the change

ÁExample, switching from 
conventional fertilizer to 
organic fertilizer increases 
input costs by $500 but raises 
crop revenue by $1,000, 
resulting in a net gain of $500



Generic Vineyard Partial Budget

Offer wine tastings and vineyard tour

Offer wine tastings and vineyard tours

Assuming no additional infrastructure is needed

ÅClearly identify and define the proposed change

ÅOffering wine tastings and vineyard tours

One year



"The Good Side"



Added Revenues

ÁMoney gained from new business activities

ÁNew sources of revenue created by the change

ÁMake assumptions and estimates based on previous finance 
and market data 

Bottles that would have been 

sold wholesale that are 

now being sold direct 

Small vineyards saw an average of 9,600 

tasting room guests estimating 1/2 to start

Not included- revenue from selling bottles 

wholesale because that hasnôt changed



Reduced Expenses

ÅExpenses that decrease or disappear because of the change

ÅCost savings gained when you stop doing something or make your 
operation more efficient

ÅExamples include elimination of outsourced services, lower transport 
or marketing costs if selling directly, improved efficiency

Redirected from wholesale to direct sale (bottle sales and 

winetasting) so there is no longer the added distribution costs Assuming it costs $3.75 per bottle for transportation and 

distribution costs, separate from costs of production



Total positive effect to the business from the change (added revenues + reduced expenses)

Wine tastings and vineyard tours will earn the winery an additional $347,640 in a year

Quantity of wine 

tasting fee (assuming 

1 bottle of used per 

person) + wine sales 

at tastings

Some sections of a partial budget can be left blank if the proposed change does not affect that area

Total "Good Side"



"The Bad Side"



Reduced Revenues

Á Income lost because of a change to the business

ÁMoney would have earned before, but wonôt earn anymore 
after making the change

ÁExamples sales lost due to shifting production to new 
activities, revenue reduction from offering discounts

Selling price per bottle

Bottles no longer being sold wholesale because they have 

been redirected to direct sales



Added Expenses

ÅExtra costs business must pay because of a change

ÅFor long term items use annual costs, not purchase price (DITIS= 
depreciation, interest, taxes, insurance, shelter) to put on a per year basis

ÅExamples hiring extra staff, buying new equipment, advertising costs

Hours per year for just the wine 

tasting and tours, not production

Assuming each person tastes a full bottle,

be conservative with estimates!



Total negative effect to the business from the change (added expense + reduced revenues)

Wine tastings and vineyard tours will cost the winery an additional $387,880 in a year

Total "Bad Side"



ñgood sideò ïñbad sideò = net change in profit

Positive - profitable

ÅAssuming it should cash flow

ÅMight not be the best change

Negative - unprofitable 

If it costs more than itôs worth, donôt do it!

Just one tool in the decision-making process, other factors 

should be considered

Making the Decision 

-$40,240



Don't make the change!



Adjusting the Partial Budget



ÁJust one tool in the decision-making 

process, other factors should be considered

ÁDoes it support your brand, mission, 

or values?

ÁDo you have access to the skills 

and staff to implement the change?

ÁCould it increase employee 
motivation or skill development?

ÁShort term, what about long term?

Making the Decision 



The Big Picture

ÁPartial budgets only capture one point in time, but 
business happens and evolves over time

ÁUse profit & loss to project income over time

ÁShow sustainable and long-term profitability

ÁProvide a comprehensive picture to present to 
stakeholders, including banks or investors



Profit & Loss Statement



Photo and Quote

Source: Walsh Family Wine





Why P&L?

Project profitability over 
multiple years

Compare investments 
(value-add vs no value-
add)



Full Financial Models vs. Todayôs P&L Model

Source: A Simple Model (ASM)



Assumptions

20 acre farm

300 labor hours/acre (6,000 hours/yr)

$22/hour

5,000 cases/year

$25/bottle

$13.75 ($10/bottle + $3.75/bottle in distro fees)

Net: $11.25/bottle



Base Case: No Value-Add







Breaking Down: Revenue





Decoding COGS vs. SG&A, Variable vs. Fixed 
Costs

Variable costs Ą scale with volume

Food ingredients

Fertilizer

Fixed costs Ą independent of volume

Loan payment

Depreciation of lodging build

COGS Ą directly affected by wine production 

Inventory for wine-making

Depreciation on vineyard equipment (e.g. tractor)

Can be variable or fixed/semi-fixed

SG&A Ą indirect costs of running the business

Advertising

Maintenance and repairs for new lodging facility

Can be variable or fixed



Breaking Down: COGS





Breaking Down: SG&A


