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Doing It Right:

The Right Whys and Hows
of Alternating Proprietorships

IN OUR last
column, we
warned that the
wine industry
may be ata cru-
turning

point. The now-
popular privilege of sharing winery
premises and equipment, known in the
wine regulations as the “alternation of
proprietors,” is currently the focus of
regulatory concern. In a worst case
scenario, this invaluable option may
become less common in the future,
due to the imposition of far stricter
requirements.

Ten years ago, alternating pro-
prietorships saved the industry as we
know it—a vital and growing industry
supporting a large number of small and
medium sized proprietors. Today, it’s
up to the industry to save this valuable
privilege from reduction or extinction.

The only truly effective way to pre-
serve the privilege is to scrupulously
use it right. That means both why we
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Part Two

use it and how we use it must be
appropriate,

The Right “Why’s”

When TTB gets an application for a
shared premises winery, the agency is
now questioning whether each alter-
nating proprietor (“AP”) needs to be-
come a separate winery. From TTB’s
perspective the only reason to be a
winery is to actually engage in the pro-
duction of wine. “Okay,” you may be
thinking, “Approve my AP winery, and
I'll be happy to make my own wine!”
But that kind of promise may not sat-
isfy the TTB inspector handling your
AP application. He or she wants to
know, what is your motivation in this
scene?

Think of it this way: How would you
feel if a person who’s always played
the field approaches you and says, “If
you’ll marry me, I'll settle down.” You
wouldn’t be tempted to accept the pro-
posal unless you felt the person was
motivated to change his or her ways,
for reasons that were compelling
enough to justify the effort needed to
make the marriage succeed. And you
would be right to be disappointed if
they carried on after marrying you the
same way as before!

Like that marriage suitor, AP appli-
cants have to be prepared to change
their custom crusher ways, and to dem-
onstrate that they have bona fide rea-

sons for doing so. When TTB asks why
you need to qualify as a separate pro-
ducer, there are many legitimate rea-
sons you can offer. The question is,
which one fits your situation—and how
believable is it, in your case?

Always, the best reason to establish
your own winery is to have more con-
trol over your winemaking process
than you can exert under a strictly cus-
tom crush arrangement. But if that is
your stated motivation to establish an
AP winery, remember, it won’t be plau-
sible unless you plan to employ your
own winemaker or are capable of tak-
ing an active role in the winemaking
functions yourself.

Your commitment to your goals
should not be subject to question just
because you haven’t raised the million
or so dollars it would take to launch
your own standalone production facil-
ity. To be a viable competitor in today’s
“T'wo Buck Chuck” marketplace, you
need to keep your per unit production
costs and debt service in line with
what your customers will pay. Allan
Hemphill, when he was CEO of
Vinwood Cellars, the first winery to
host multiple APs, made these persua-
sive comments at the time:

When you look at the economics,
there’s no way for the little guys to
participate against the big fellows un-
less you develop an innovative way for
them to have production cost effj-
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