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Scheid Vineyards (SVIN - $38) 

Price: $38 
Shares: 882.6k 
Market Cap: $34mm 
Net Debt: $75mm 
EV: $109mm 
 
I’ll start with one version of an oft-told joke.  How does one become a millionaire?  Start as a billionaire 
and buy and airline.  While the winery business doesn’t have quite the same connotation for capital-
destruction as that of airlines, I don’t think that many would scoff at it as a replacement in the punchline. 

Ironically, when Al Scheid first started buying vineyard land 45 years ago, it was exactly losses that he was 
seeking.  He doesn’t beat around the bush in telling his formation story, admitting, “It is not exactly the 
most romantic beginning in the wine industry.”  According to the company website: 

Al Scheid first purchased property in Monterey County in early 1972. Monterey wine 
grape growing was in its infancy and Al was drawn to the region for its untapped potential. 
Back then, Scheid Vineyards was called Monterey Farming Corporation and it was 
originally structured as a limited partnership. If you are over 50, you may remember that 
the tax laws at that time allowed investors to offset losses against regular income. Al, a 
graduate of Harvard Business School and an investment banker and entrepreneur, was 
running his own investment company and became intrigued with the idea of vineyards as 
a tax shelter vehicle – heavy investment on the front end and no income until at least five 
years into the project. After determining that it was a sound plan and Monterey County 
was an ideal region, Al scouted for vineyard ground, formed the Vineyard Investors 1972 
limited partnership, and found a customer for 100% of the grape production before even 
one acre was planted. This was soon followed by the Vineyard 405 limited partnership 
and Al Scheid’s career in wine growing had begun. 

From its roots as a group of limited partnerships seeking operating losses and depreciation, Scheid 
Vineyards has blossomed into a “Grand Cru” of a company (and with that I will desist from further wine 
jokes).  Today, it is anything but a loss-making, capital-destroying venture.  SVIN is a growing, well-run, 
asset-rich, vertically integrated wine company that can be purchased for an extreme discount to a 
conservative appraisal of its intrinsic value. 

The salient components required to value the company can be sketched out on a napkin: 

- ~2,000 acres of vineyards in Monterey County, CA, which have been appraised at $40k - 
$60k/acre.  Value: $80mm - $120mm. 

- A world-class, large scale winery facility consisting of building, equipment and machinery.  At 
book value: $80mm. 

- Inventory is carried on the books at cost of $40mm, although liquidation value of this inventory 
would likely be closer to wholesale prices (Scheid has mid-30% gross margins).  Fair Value: $40 - 
$60mm. 
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Against this $200mm - $260mm of asset value, the company carries $75mm of debt (a mortgage with an 
interest rate of less than 4%).  This “napkin math” yields a fair equity value of $125mm - $185mm (or $140 
- $210 per share). 

In the pages that follow, I will walk through a handful of different valuation techniques in more detail, but 
in each case I think it is clear that fair value is dramatically higher than where the stock is currently trading. 

Scheid Landholdings 

 

Scheid’s vineyards are in the Salinas Valley, roughly an hour drive from the seaside towns of Carmel and 
Monterey, and two hours from Silicon Valley/San Jose. 
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The company owns the following vineyards: Riverview, Viento, Baja Viento, Hacienda, Elm, and parts of 
San Lucas.  They are also in the process of developing a new vineyard that will be called Isabelle. Finally, 
the company owns two vineyards which abut the town of Greenfield (Pueblo and El Camino vineyards – 
not shown on map), which it is working on rezoning for residential and/or commercial use. 

The company leases the Scheid, Mesa del Rio, San Lucas (a small portion – the rest is owned), and Hames 
vineyards. 

Proprietary Research: Monterey Country Government Databases 

While the company is willing to walk investors through their landholdings and provide estimated and 
appraised values, I spent the time to prove out the vast majority of their stated holdings.  Given that the 
company provides limited disclosures regarding its land portfolio in their financial statements, some 
digging is required.  Luckily, Monterey County has several sets of tools that allow for detailed due diligence 
on land ownership and assessed values. 

First, I visited the Monterey County Geographic Information Systems (GIS) Mapping & Data website.  This 
allows users to search for land parcels by name.  From a search by name, it is possible to determine the 
assessment numbers of various parcels.  For example, a search for the River View Vineyard returns the 
following GIS map: 

 

The River View Vineyard does indeed to appear to have a view over the adjacent Salinas River.  We also 
see that this vineyard is just a few miles outside the town of Soledad. 

 

 

(Continued on next page) 
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Zooming in, we can see the assessment number: 

 

 

The assessment number can then be used to look up ownership information and assessed values in the 
Monterey County Assessor’s Office Database.  From this database, it can be seen that the owner of the 
land (and assessee) is Scheid Vineyards California Inc, and that the net assessed value is $8.4mm. 

 

 

Although a bit tedious, I was able to go through the majority of the company’s established vineyards and 
verify ownership and assessed values.   

Assessment Approach 

Per this method, the total assessed values of the company’s land is approximately $28mm. 

While this is well less than the $80mm - $120mm at which I value the land, assessed values are not fair 
market values.  I believe that these assessed values might provide a very firm floor in the asset valuation 
of the company, though.  Remarkably, even if we value the company based on these assessed values, it is 
still incredibly cheap.  Based on this approach (which I consider to be deeply conservative), fair value is 
approximately $83/sh. 

 

(Continued on next page) 
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2012/13 Appraisal Approach 

Scheid had their landholdings appraised in late-2012 and 2013, and at that time the appraised value was 
$67mm.  Over the last four to five years, I believe land values in Monterey County have increased in value.  
But based on this roughly five-year old appraisal, fair value of SVIN is approximately $127/sh. 

Tangible Book Value (and adjustments thereto) 

SVIN’s tangible book value is $49.7mm, or $56/sh.  Contained in this TBV is $87.6mm of net PP&E, after 
accumulated depreciation of $73.9mm.  Given the fairly recent capex spend on the winery and equipment, 
I believe most of this accumulated depreciation still has economic value (they are able to depreciate their 
vineyard improvements, which have useful lives measured in decades).  If we add back this $73.9mm to 
TBV of $49.7mm, we get “adjusted” TBV of $123.6mm, or $140/sh.  Given that maintenance capex tends 
to run at roughly half (or less) of depreciation, perhaps a more conservative adjustment would be to add 
back just half of accumulated depreciation.  This would put fair value at $86.7mm or $98/sh. 

Conservative Current Fair Valuation 

The approaches discussed above are all quite conservative.  I believe the most accurate valuation 
technique is to try to estimate current liquidation value.  I researched a number of vineyard properties 
that are for sale in Monterey County, and also took the advice of a respected appraiser based there.  The 
best estimate for the land values in the zip codes in which SVIN owns land (with appropriate adjustments 
made for improvements such as drip irrigation, the age of the vines, etc) seems to be $40k - $60k/acre.   

As I discuss below in the section on leasehold improvements, it can take $15k - $25k (and over three years) 
to upgrade raw land into producing vineyards.  This of course doesn’t include the cost of the land itself.  I 
think this helps put the low end of the above range (ie, $40k/acre) further into context. 

My low, base, and high valuation scenarios utilize estimates of $40k, $50k, and $60k per acre values for 
the land, respectively.  These put fair value in the range of ~$140 - $280/sh. 

Additional Sources of Value – Residential Potential 

As can be seen in the images below, Scheid owns land near the intersection of Highway 101 and Elm 
Avenue in Greenfield, CA.  The parcel on the left below is adjacent to the new high school and middle 
school (directly north, and slightly to the northeast, respectively), while the parcels on the right abut the 
intersection of the 101 and Elm Ave.  The company is working on rezoning this land as residential or 
commercial, which could lead to dramatic increases in the values per acre. 
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Additional Sources of Value – Leasehold Improvements 

In addition to the 2,014 acres that the company owns outright, it leases another 1,842 acres.  The leases 
contain initial terms of 24 – 30 years with options to renew ranging from 10 – 20 years.  Roughly 75% of 
these acres were leased in 1997 (575 acres) and 1998 (790 acres), which means they have ~15 – 30 years 
remaining on the leases (including contracted options to renew).  Scheid leased these plots as bare land, 
and developed them into vineyards.  In the mid-2000’s Scheid estimated that it cost them “approximately 
$15,000 - $18,000 per acre over a three year period to develop open land into a producing premium wine 
grape vineyard, before taking into account the cost of the land.”  More recent estimates put the value of 
upgrading raw land into producing vineyards at as much as $25,000 per acre. 

Bottom line, Scheid’s leased land has real asset value.  In my “low” valuation scenario, I include no value 
for leasehold improvements, while in my “base” and “high” scenarios, I value the leasehold improvements 
at $15k and $25k per acre, respectively. 

Putting it All Together 

This section summarizes the valuation approaches discussed on the preceding pages. 

Summary of Asset-Based SOTP Approaches 

 

The stock trades at two thirds of tangible book, half of the tax assessment value, and less than one third 
of value at which a five-year-old appraisal values the business.  On a range of estimates of current 
liquidation value, the stock has 266% - 644% upside. 

A final sanity check before we move on from evaluating the balance sheet.  What is the market embedding 
in the current stock price?  As I show in the following table, the stock is being priced as if all of the land is 

Sheid Vineyards (SVIN)
Share Price 38                    
Shares Outstanding 882,600          
Market Cap 33,538,800    
Net Debt 75,000,000    
Enterprise Value 108,538,800 

2012/13 Appraisal Tax Assessment Tangible Book 
Low Base High Value Value Value

Owned Acres 1,892              1,892              1,892              1,892                        1,892                    
$ Per Acre 40,000            50,000            60,000            34,355                      14,271                  
Vineyard Land Value 75,680,000    94,600,000    113,520,000 65,000,000             27,000,000          

Inventory 40,000,000    50,000,000    60,000,000    40,000,000             40,000,000          
Winery (at cost) 80,000,000    80,000,000    80,000,000    80,000,000             80,000,000          
Residential Potential 2,000,000      10,000,000    25,000,000    2,000,000                1,000,000            
Leasehold Improvements -                   27,000,000    46,000,000    -                            -                         

Debt (75,000,000)  (75,000,000)  (75,000,000)  (75,000,000)            (75,000,000)        

Total Equity Value 122,680,000 186,600,000 249,520,000 112,000,000           73,000,000          49,700,000       

Per Share 139                  211                  283                  127                            83                          56                        
  Upside 266% 456% 644% 234% 118% 48%

Current Estimated Fair Value
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worthless, or it is being priced as if the new $80mm state of the art winery is worthless.  In neither case 
do I give them any credit for residential value uplift, nor for the value of leasehold improvements. 

 

 

*** 

Until now, I have focused on valuing the company based on liquidation values or asset values – a balance 
sheet-centric approach.  Let us now turn to the income statement, which unlike that of many land-rich 
companies, is impressive in its own right. 

Income Statement Approach 

When Scheid started, it was growing and selling bulk grapes to other wineries.  Then it started producing 
some wine, and sold bulk grapes as well as bulk wine.  Later, they started bottling and selling finished wine 
(both wholesale and retail, branded and private label).  Margins have improved as the company has kept 
more of the value chain in-house. 

SVIN produced roughly $6.30/sh of simplified FCF (ie, EBITDA less maintenance capex, cash interest and 
cash taxes) last year (Fiscal Year ended February, 2017).  I estimate that they will produce over $9/sh of 
FCF this year.  And that figure should continue to grow.  The stock is very cheap on a multiple of the FCF 
that the business will is capable of producing.   

Given the quality of the business (strong asset backing, good margin profile including 20%+ EBITDA 
margins), I think a 15-20x FCF multiple is reasonable (if not conservative).  The following table shows a 
range of potential Fair Value estimates based on these FCF multiples. 

Land Worth Nothing Winery Worth Nothing

Owned Acres 1,892                    1,892              
$ Per Acre -                         36,000            
Vineyard Land Value -                         68,112,000   

Residential Potential -                         -                  

Inventory 30,000,000          40,000,000   

Winery (at book) 80,000,000          -                  

Debt (75,000,000)        (75,000,000)  

Total Equity Value 35,000,000          33,112,000   

Per Share 40                          38                    
  Upside 4% -1%

Embedded Expectations
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FCF-Based Valuation Approach 

 

Based on my current year (FY2018) estimate, the business is worth between $137 - $183/sh, and if the 
business grows the way I think it will (they are expanding case production by 35% this year, with further 
ambitions in the future), then the business would be worth $161 - $214/sh over the next few years based 
on this methodology.  

There is a large margin of safety in these results.  The business is trading for ~4x this year’s FCF (recall we 
are mid-way through in SVIN’s Fiscal 2018).  Does 8x FCF seem like a conservative multiple?  If so, the 
stock is trading at half of fair value. 

It is Better to be Approximately Right than Precisely Wrong 

The various valuation approaches yield a range of values from $83/sh (Tax Assessment Value) to $283/sh 
(an aggressive estimate of Liquidation Value).  This is an immense range.  If I had to narrow the range, I 
would comfortably home in on something in the $125/sh (~15x current FCF) to $200/sh (20x forward FCF; 
base case liquidation value).  That is still a wide range.  But I think it is approximately, or (as the quote is 
sometimes delivered) vaguely¸ right.  Critically, with the stock below $40, there is a large margin of safety 
between where the stock is trading and a reasonable range of estimates of intrinsic value. 

What’s the Catch? 

Why is SVIN so cheap?  The primary reason is that the company and stock are completely unknown to 
most investors.  And the reason for this: Scheid Vineyards is not registered with the SEC and thus trades 
on the “Pink Sheets” Over the Counter Market.  The company hosts no quarterly conference calls, nor 
does it issue investor presentations or press releases.  It doesn’t even file 10-Qs and 10-Ks, as is required 
of SEC-registered companies.  Liquidity is scarce. 

As mentioned above, Al Scheid started buying vineyards in 1972 via private partnerships.  Over time, he 
bought out the partners, changed the structure to that of corporate ownership, and ultimately went public 
in 1997.  SVIN was a public (fully-registered, annual report-filing) company from 1997 until 2006, when it 
“went dark” (terminating its SEC securities registration).  Since then, SVIN has continued to have public 
holders, and has continued to provide such holders fully-audited financial statements on an annual basis.  
It just no longer posts them publicly via their website or SEC.gov. 

The company’s auditor is Moss Adams, which is a well-respected, top-15 accounting firm with over 2000 
employees. 

Management 

Over the past several years, I have found a number of real estate-related investments trading at 
reasonably-large discounts to my estimates of liquidation value (ie, up to 50% discounts).  Frequently the 

2017 2018E 2019E 2020E

FCF/sh 6.3 9.1 9.9 10.7

Fair Value at 15x 95 137 148 161
Fair Value at 20x 127 183 198 214
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reason for these large discounts were poor, misaligned management teams.  These companies may have 
been “fifty cent dollars,” but the dollars were either stable or shrinking, and management was generally 
more intent on enriching themselves than on growing shareholder value. 

Scheid is a different animal in that it is closer to a “twenty cent dollar,” and that management is well-
aligned, not over-payed, and has created tremendous value for shareholders over the years. 

In Scheid’s registration statement, form SB-2 (the small business version of an S-1), they show financial 
data as far back as 1995.  In that year, Scheid had a mere $7.6mm of revenue.  This year (the fiscal year 
ending February, 2018), I expect SVIN to generate over $70mm of sales.  This represents a 22-year revenue 
CAGR of over 10%. 

Al Scheid and team are not resting on their laurels.  Quite the contrary.   Revenue growth has accelerated 
over the past few years.  FY16 revenue grew 17% y/y, and FY17 revenue grew 27% y/y.  Revenue looks set 
to double over the four-year period FY15 to FY19 (a 19% four-year CAGR).   

Scheid produced ~475k cases of wine last year.  This year, the target is ~650k cases.  Ultimately, they 
believe their potential is 2mm cases per year (which could be done with the current winery footprint, but 
would require additional bottling line capacity and moderate incremental investment). 

The company is expanding their own lines, their joint ventures (including one with Kathie Lee Gifford 
called GIFFT), as well as pushing into the private label wine business (select customers: Delta Airlines, 
Kroger, BevMo).  The wine business is competitive and cyclical, but Scheid has demonstrated its ability to 
profitably grow over the last twenty years, and has only accelerated of late. 

Conclusion: Public, Private, and Everything In Between 

If Scheid Vineyards were a private company, and Al and his family wanted to bring on a few limited 
partners, those partners would have no control, little to no liquidity, and would negotiate a fair price at 
which the limited partnership shares would transact.  Perhaps it would be near a $150mm valuation; 
perhaps as much as $200mm. 

If SVIN were a “normal,” SEC-registered, public company complete with investor roadshows, 
presentations, conference calls, and a snazzy investor relations website, the stock would probably trade 
within a reasonable band of intrinsic value.  Perhaps there would be some (lack of-) control discount, but 
given the recent growth acceleration, asset protection, and motivated, aligned management team, I think 
any such discount would be fairly small. 

In a way, we are getting the best of both worlds.  We are able to partner with the Scheids, maintain some 
modicum of liquidity, yet invest at a vast discount to what private investors would agree is a fair price for 
the assets and business.  Instead of paying $150mm - $200mm+ if this were private, or perhaps $100mm 
- $150mm if this were a typically-promotional public company, we have the opportunity to purchase 
shares for around $35mm. 

Risks: Competitive, cyclical business; weather, pests, natural disasters; leverage (EBITDA interest coverage 
is a comfortable 4-5x, but total debt/EBITDA is a somewhat lofty 5x – though of course, there is asset-
backing); limited liquidity; controlling family (key man risk, nepotism, self-dealing, etc); limited financial 
disclosures (lack of SEC filings such as 10-Qs and press releases); limited or no catalysts (company has not 
expressed interest in selling the business). 
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Disclaimer 

This document is not an offer to sell or a solicitation to buy any interests in any fund managed by Maran Capital 
Management, LLC.  Any such offering will be made only in accordance with the Fund’s Confidential Offering 
Memorandum (the “Offering Memorandum”). The Fund may not be eligible for sale in some states or countries, nor 
suitable for all types of investors.   

Certain information contained in this document constitutes “forward-looking statements,” which can be identified 
by the use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “intend,” 
“continue” or “believe,” or the negatives thereof or other variations thereon or comparable terminology.  Due to 
various risks and uncertainties, actual events or results or the actual performance of the Partnership described 
herein may differ materially from those reflected or contemplated in such forward-looking statements. 

This document and information contained herein reflects various assumptions, opinions, and projections of Maran 
Capital Management, LLC (“Maran Capital Management” or “Maran”) which is subject to change at any time.  Maran 
does not represent that any opinion or projection will be realized. 

The analyses, conclusions, and opinions presented in this document are the views of Maran Capital Management 
and not those of any third party. The analyses and conclusions of Maran contained in this document are based on 
publicly available information. Maran recognizes there may be public or non-public information available that could 
lead others, including the companies discussed herein, to disagree with Maran’s analyses, conclusions, and opinions. 

Funds managed by Maran Capital Management may have an investment in the companies discussed in this 
document.  It is possible that Maran may change its opinion regarding the companies at any time for any or no 
reason. Maran may buy, sell, sell short, cover, change the form of its investment, or completely exit from its 
investment in the companies at any time for any or no reason.  Maran hereby disclaims any duty to provide updates 
or changes to the analyses contained herein including, without limitation, the manner or type of any Maran 
investment. 

Prices for securities discussed are closing prices as of July 24, 2017 unless otherwise noted, and are not 
representative of the prices paid by the fund for those securities.  Positions reflected in this letter do not represent 
all of the positions held, purchased, and/or sold, and may represent a small percentage of holdings and/or activity. 

None of the information contained herein has been filed with the U.S. Securities and Exchange Commission, any 
securities administrator under any state securities laws, or any other U.S. or non-U.S. governmental or self-
regulatory authority.  No governmental authority has passed on the merits of this offering or the adequacy of the 
information contained herein.  Any representation to the contrary is unlawful. 

This information is strictly confidential and may not be reproduced or redistributed in whole or in part. 

 


