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Executive Summary

Brown-Forman Wine Estates (WE) is a new group in the Brown-Forman Corporation (BFC). It specializes in the sale of high quality Californian and Australian wines. Currently, it is facing slowing growth in the US premium markets. However, there are opportunities to expand abroad as the demand for premium wines are increasing in the global market. 

Three proposed alternatives are very thorough. Putting more emphasis on the U.S. premium segments is can be very profitable, as it relies upon WE’s core competency. Conversely, WE could try to increase sales of lower priced brands simultaneously with attempting to reduce costs to better the entire company performance. Lastly, WE could establish an international foothold, which would reduce cost per unit through economies of scale, while widening WE’s market base. 

WE’s crucial strength is its competency and high degree of experience in premium wines. Hence, WE should deploy such advantage to the maximum level by expanding its U.S. premium wine market through focusing on on-premises sales, as this channel yields the highest profit margin. Another attractively profitable market to pursue is East Asia, where demand for premium wines is expected to grow enormously.

The first part of the implementation would be to transfer the lower imaged brand, Bel Arbor, to BFC. This is to remove the risk of losing prestige of the high end products. Secondly, Bonterra, a premium brand, will be upgraded to super-premium status. This will be accompanies by a change in marketing for this brand to further penetrate the on-premise market. For international growth, we would develop and East Asian Sales Unit. The initial wines targeted for this expansion will be the super and ultra premium Jekel and Geoff Merrill Res. 

Situation

Brown-Forman Wine Estates (WE) is a new group in the Brown-Forman Corporation (BFC), specializing in high quality Californian and Australian wines. Currently, it is facing slowing growth in the US market. This is especially clear in the premium level where the growth rate has slowed from double digits to 6%. Desiring to maintain a high ROA, the company must come up with a plan to compete in this prestigious market.

A significant challenge is increased competition for share of the premium wine market. Consolidation in the industry allows for more powerful competitors, while the growing number of smaller vineyards and globalization will stimulate fiercer competition. This is offset by a growing market for premium wine all over the world. 

Steve Dorfman, Managing Director of WE, sees two major challenges in these trends. In this prestige market, image is key. However, the newly formed group consists of brands of various images, which could pull down the prestige of the top brands. Secondly, with the slow growth in the US market, the company is looking towards international expansion as an additional source of revenue.

Objective: to attain BFC’s ROA target by enhancing WE’s portfolio image as a premium wine and expanding its market.
Alternatives
More emphasis on U.S. premium wine segment: WE would focus mainly on the domestic market, placing more emphasis on higher-margin “on-premise” sales. This adheres to current strengths while boosting WE’s luxury image. However, WE has to compete with European imports, especially from France, Italy and Spain. This is a major disadvantage as US is the second largest importer of wine. The high image from the European brands is a threat.

Boost marketing of lower priced brands and implementing cost reduction among remaining brands: This plan would shift WE’s focus toward mass marketing in order to increase overall sales volume and competitiveness. In particular, WE would seek to strengthen the market penetration of its major bulk brand, Bel Arbor, which currently accounts for 48% of its U.S. brand profit and boasts a sizable international market.  Moreover, it has the highest ROI among U.S. brands, with 12.5% in the  U.S. and 9.1% internationally, including goodwill.
The downside is that this requires both high investment, because it would put WE in direct competition with giants such as E&J Gallo, and high risk, as it fails to take advantage of the world trend toward premium wines. Moreover, it would draw marketing focus away from the premium segment, which contains WE’s core products. Finally, as with Gallo, it could lead to the reduction of the perceived image of the premium level brands through association with jug wines. 

Export to East-Asian countries: WE could increase its interest in high-potential markets in Asia. These countries are very attractive, since there is a shift in consumer preference toward consuming wines. By taking this preemptive move, WE will be able to build brand awareness while reducing cost per unit through economies of scale. Building a strong foothold in these countries would also enable its future expansion into other new countries.

The disadvantages are high cost and time required to conduct market research. WE will also expose itself to many external risks, e.g., cultural and political. Tariff and non-tariff rates are also another critical factors that WE must take into consideration. 


Figure 1 shows our evaluation of each alternative based on six critical criteria: financial returns, competitiveness, long-term growth, degree of success, brand recognition, and core competency. 

Solution
WE must choose the alternative(s) that will best allow it to achieve both a high degree of prestige brand recognition and expansion of its market base. To achieve brand recognition in the U.S. high-end market, WE has to focus more on one of its current sales strategies—on-premises sales of its super-premium and ultra-premium brands. Expanding in this high-end segment will raise both revenues and profit margins. Such expansion is sustainable due to WE’s long-term experience, strong foothold in U.S. market, and fertile land of California vineyards.  

Simultaneously, WE should quickly penetrate new markets in East Asia, where high-end wine consumption is growing as a status symbol. Few companies have yet to take advantage of Asia’s attractive growth potential. 
Implementation
The first thing that WE must do is to remove Bel Arbor from its portfolio, so that its lower prestige label will stop being a drag on the other brands in the company’s portfolio. This will be done by transferring Bel Arbor to the BFC portfolio. All employees responsible for the business operation regarding Bel Arbor will also be transferred to BFC. This process will begin immediately and be completed in 3 months time. 


After the transfer of Bel Arbor, WE should reposition the existing brand, Bonterra, from premium to super-premium. This brand is chosen as it has both a much higher ROI than Sonoma, WE’s luxury wine (12% compared to 3%) and an international presence. By developing its US image, WE can further capitalize on it prestige image in the international market. The change will be done through improving the Mendocino fermentation facilities, for example the usage of oak barrels, to raise production quality. The repositioning will a lead to a small price increase for Bonterra, thus increasing revenue. However, it will not cannibalize the existing Sonoma wines, as Bonterra wines will be positioned slightly lower. 

Furthermore, WE should begin to reduce off-premise sales and focus more on on-premise sales, using the same channels as Sonoma. To facilitate this change, a new on-premise sales unit will be set up to monitor sales of Bonterra. The division will take over any responsibility for Bonterra sales held by the current Sales Department. (refer to figure 5) Overall, this will achieve more emphasis on the US premium market and generate an incremental revenue of $36,530 in the first year. With a sales growth of 10% per sales the incremental will reach $250,000 in 2007 (refer to figure 3)

While the US expansion will bring modest growth in the US market, WE should quickly expand into East Asia in order to generate larger mass revenue. The expansion plan will simultaneously target restaurants in Japan, South Korea, Singapore, and Taiwan. These countries have the advantage of geographical proximity, creating economies of scale. They are also individually attractive in many aspects: for instance, Japan has great degree of economic strength, Korea and Taiwan exhibit high growth, while Singapore has a stable political situation. (refer to figure 2) 
Japan, in particular, has a well-established channel of distribution. It is also currently BFC’s second largest export market. Therefore, using existing knowledge and experience, WE can quickly develop WE’s prestige image in Japan, the Asian trend-leader. Korea, Singapore, and Taiwan, though small, have high potential for growth as they have both a strong taste for western culture and high consumption of wine. Entering these markets before the competition will give WE a powerful first-mover’s advantage. 
The brands that will initially be used for the expansion will be Jekel and Geoff Merrill Res. These brands are in the super to ultra premium quality. This is to target only the upper segments and develop the prestige image to full extent. The reason that these 2 brands were chosen is that they have relatively high ROI—12% and 25% for Jekel and Geoff Merrill Res. respectively in year 2001—moreover, they have potential of attaining higher ROI in the future. This will greatly help Dorfman to achieve the corporate ROA target that BFC has laid down for WE. Furthermore, Jekel has enough production capacity to satisfy the East Asian demand in the near future. 

Sales will be handled by local agents, concentrating on the on-premise market, which will generate a larger margin than off-premise sales. That we do not suggest using BFC’s own sales/distribution channel is because WE’s prestige image will be deteriorated by the bulk brands. Moreover, the Asian prestige market places a high value on established agent relationships. The number of agents will be Singapore 1, Korea 2, Taiwan 2, and Japan 4. One additional task that WE should implement is to train these 9 sales agents so that they can educate their respective markets (the on-premise sales channels and consumers) to further stimulate the demand for wine in those countries. 

To properly oversee these agents, a new division will be formed – East Asian Sales Unit. (refer to figure 5). The plan for these countries is to expand to an aggregate of 20 outlets per year, which will achieve sales of $122,400 in the first year. While the East Asian expansion will incur a minor loss initially, with an average sales growth of 20% WE should be able to break even by 2004. (refer to figure 4)

Through the implementation of these market development strategies, WE should be able to more closely approach its corporate ROA target of 19-20%, due to the additional amount of profits that it will earn ($35,633 in 2003 and up to $327,583 in 2007). Furthermore, it will be able to raise its prestige image while achieving a larger presence in the international market.

Appendices
Figure 1 : Evaluation of Alternatives
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	More emphasis on  premium segments in the U.S. 
	Boost Sale of lower priced brands and cost reduction
	Sales expansion into East Asian countries

	Financial Returns
	
	
	

	Competitiveness
	
	
	

	Long-Term Growth
	
	
	

	Degree of Success
	
	
	

	Brand Recognition
	
	
	

	Core Competency
	
	
	

	Total Score
	16
	7
	17


	
	Strong (3)
	
	Moderate (2)
	
	Weak (1)


Figure 2: Countries competitiveness

	Rank
	Country
	Economic
	Foreign relation
	Political
	Finance
	Structure
	Management
	Technology
	Population

	2
	Singapore
	8
	2
	1
	10
	13
	5
	9
	5

	22
	Taiwan
	17
	33
	14
	26
	22
	18
	12
	18

	17
	Japan
	6
	27
	22
	22
	21
	21
	2
	20

	28
	Korea
	20
	30
	26
	34
	31
	32
	22
	27


Source: IMD Institution of Switzerland

Figure 3: Projected income statement for USA expansion plan

	Incremental Income Statement for U.S. (in $)

	 
	2003
	2004
	2005
	2006
	2007

	Net sales
	216,000
	285,120
	376,358
	496,793
	655,767

	Cost of sales
	68,400
	78,660
	90,459
	104,028
	119,6

	     Gross Profit
	147,600
	206,460
	285,899
	392,765
	536,135

	Advertising expenses
	5,000
	5,000
	5,000
	5,000
	5,000

	Selling general, and admin expenses
	86,400
	99,360
	114,264
	131,404
	151,114

	     Operating income
	56,200
	102,100
	166,635
	256,362
	380,021

	Interest expense
	0
	0
	0
	0
	0

	     Income before income taxes
	56,200
	102,100
	166,635
	256,362
	380,021

	Taxes on income
	19,670
	35,735
	58,322
	89,727
	133,007

	     Net income
	36,530
	66,365
	108,313
	166,635
	247,013


	Assumptions for 2003
	
	
	Assumptions beyond 2003
	

	Avg. new stores per month
	30
	
	Avg. growth of new stores per year
	20%

	Avg. bottle sale per store per month
	20
	
	Avg. increase of bottle case sale per store per month
	10%

	Avg. price per bottle
	30
	
	Avg. price per case
	$30

	COGS per bottle
	9.5
	
	COGS per bottle
	$12.5

	Cost per local sales person (per month)
	$500
	
	Cost per local sales person (per month)
	$700

	No interest expense
	
	
	Add. Local sales person per year
	3

	Taxes on income
	35%
	
	No interest expense
	

	
	
	
	Taxes on income
	35%


Figure 4: Projected income statement for East Asia expansion plan

	Income Statement for East Asia (in $)

	 
	2003
	2004
	2005
	2006
	2007

	Net sales
	122,400
	161,568
	213,270
	281,516
	371,601

	Import taxes
	36,720
	48,470
	63,981
	84,455
	111,480

	Cost of sales
	42,840
	49,266
	56,656
	65,154
	74,927

	     Gross Profit
	42,840
	63,832
	92,633
	131,907
	185,193

	Advertising expenses
	7,500
	6,500
	5,500
	5,500
	5,500

	Selling general, and admin expenses
	36,720
	24,235
	31,990
	42,227
	55,740

	     Operating income
	-1,380
	33,096
	55,142
	84,180
	123,953

	Interest expense
	0
	0
	0
	0
	0

	     Income before income taxes
	-1,380
	33,096
	55,142
	84,180
	123,953

	Taxes on income
	-483
	11,584
	19,300
	29,463
	43,384

	     Net income
	-897
	21,513
	35,843
	54,717
	80,570


	Assumptions for 2003
	
	
	Assumptions beyond 2003
	

	Avg. new stores per month
	20
	
	Avg. growth of new stores per year
	20%

	Avg. bottle sale per store per month
	17
	
	Avg. increase of bottle case sale per store per month
	10%

	Avg. price per bottle
	30
	
	Avg. price per case
	$30

	Import taxes
	30%
	
	Import taxes
	30%

	COGS per bottle (include transportation cost)
	10.5
	
	COGS per bottle (include transportation cost)
	$10.5

	Cost per local sales person (per month)
	$500
	
	Cost per local sales person (per month)
	$700

	No interest expense
	
	
	Add. Local sales person per year
	1

	Taxes on income
	35%
	
	No interest expense
	

	
	
	
	Taxes on income
	35%


Figure 5: New Organization Chart








Success Factors





On-premise Sales Unit





Singapore





Taiwan





Korea





Japan





East Asia





Mariah





Bonterra





Sonoma-Cutrer





Jekel





PR/Marketing





Finance





Information Systems





Sales





Steve Dorfman


Managing Director,


BF Wine Estates








