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Smoke events are no longer the exception:

P * 2015 - Lake County (Middletown)
‘ 2016 - Carmel Valley
2017 - Napa Valley
2018 - Mendocino/Lake Counties
2019 - Alexander Valley
2020 - CALIFORNIA

* And others not listed......

The difference with 2020 was the
duration/magnitude of fire events.
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The background and the paper:

P + Real, substantial economic losses
y : .~ experienced by growers.
iR * AGG represents a fraction of the
crush, but experienced 80+ contract
rejections and over $12,000,000 in
unrealized sales losses in 2020.
 AGG administers well over 500
GPA’s annually.
* Have first-hand insight into
numerous variations of GPA’s
and reactions to smoke exposure.
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So, what’s the issue?

Essentially, the issue is that there
is no real industry standard with
regard to how smoke exposure is
managed contractually.
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Additionally.....

As pointed out in our report, the
majority of grape purchase
agreements which were written
prior to the last year or two, and in
place during the 2020 harvest, had
no specific mention of smoke.....

“..many wineries interpreted their contracts o
include unwritten criteria for the presence of
varying amounts of Guaiacol and other wildfire
smoke markers that justified their rejection of
winegrapes.”
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Using scatter diagrams as a visual representation of
the various reactions to smoke exposure, our goal as
an industry should be to reduce extremes.

Current
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As an industry, why are we all over the board?

Limited conclusive data available for confident decision making:

*  The “list” of predictive compounds may not be comprehensive.

. Smoke influence varies (fuel source, “age” of smoke, proximity to fire, duration, etc.)
* Varietal impact differs.

*  Tolerance thresholds are unknown - how much smoke is too much?

* Lack of baseline data regarding naturally occurring compound concentration.

Significant differences in evaluating, understanding and interpreting smoke risk:

* There’s various levels of knowledge regarding smoke exposure.

* Analysis options vary (grapes vs. wine, free vs. total, test methodology, etc.).

. Is it the grower’s responsibility to prove suitability or the buyer’s responsibility to
prove nonconformity?

*  “Reasonableness” is technically undefined.

*  Tolerance varies for many reasons

External forces influence our decisions:

* The reality of “the market”

* Lab capacities, turnaround time

* Smoke event vs. harvest timing
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and wheze do we go from hevel
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Define “smoke taint”.....

Is it the mere detectable presence of smoke compounds or is it
describing the commercial viability of grapes/wine? (i.e., smoke
“exposed” vs. smoke “impacted” vs. smoke “tainted”)

The word “taint” is often used “loosely” in contracts, and since

there is no standard industry definition for smoke taint, it quickly
becomes a matter of interpretation.

 Example of problematic verbiage:

“To Seller’s knowledge, the wine is not damaged, defective, or spoiled in any

respect, and the wine is free of any wine faults, smoke taint, or other
contaminants.”

Solution/Direction: Clearly define what taint is and how measured, or
simply refrain from using the word “taint” and utilize and incorporate
written objective parameters for quality evaluation.
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Many active grape purchase agreements are devoid of a clause that
provides remedy in the event of smoke exposure.

Contracts devoid of smoke exposure clauses leave the determination
of suitability much more open for interpretation.

Often end up relying on other “quality” statements in the contract
to imperfectly address smoke exposure.

 The evaluation of smoke impact is important enough with regard to
quality standards that there ought to be specific verbiage
addressing it in contracts.

Solution/Direction: Make sure you have an agreeable smoke
exposure clause in the contract you are offering or signing, or
discuss placing a mutually agreed amendment in place on existing
contracts, prior to a smoke event.
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However, it is possible to go

“too far” regarding smoke.....

Geape Purchase Agreement
BUYER:

GROWER: Allied Grape Growess

VINEYARD ADDRESS:

MAILING ADDRESS: 7030 North Fruit Ave. Suite 115 Fresno, CA 83711

BLOCK(s): Chargonnay

CONTACT: Jeft Bitter (S59) 276-7021 email, [MS aledRIAOSEIOWars ONF

VARIETY: Chardannay [Russian River)

TARGET SUGAR: 220

CONTRACTTERM:  The term of this agreement shal be three (3} years, specifically the harvest in years 2021, 2022
and 2023

TONNAGE: 70t0ns

PRICING:

PAYMENTTERMS: 3% Payment dus Dacember 20" following harvest; 33% Payment dus
following harves; 34% [Fina| Payment) due March 20 the year following harvest.

nuary 20" the yesr

DEUVERY: The grapes will be deiiversdto_____[TED]  buyer shall approve the picking prier to harvestin
The grapes will be weighed on & certified scale. Delivery shall be on the day of picking unless approval is given otherwise
by Buyer. Seller assumes all risk of loss unti eliverad and accepted at buyar's winery.

Buyer wil harvesting. Maximum
rot s 1.0%. Masimum MG, s 1.5% Oueside of these standards, the grapes are subject to rejection. Seller shall be
responsible for all direct and consequential damages caused by any Fiter of foreign material present in the grapes
delivered. The cost of £ s2id damage may be deducted and withheld from Bny payment due to the seller for grapes
delivered. Seller shall be given evidence of s3id damage and the cost of all repairs

PESTICIDE REPORTS: A pasticidie w5 raport listing all pesticides used in the vinayard must ba submittad to Buysr. befors
defivery, Buyer must have written records of all pesticide use 33 8 prerequisite to delivery and crushing of Erapes.

FORCE in party with for any:
such party's reasonable control, which interference materially prevents perfarmance of this Agresment by such party,
. without being bmited to, strikes, fire, fiood, earthquakes, acts of God, breakdown, o laws, regulations,
requirements, rulings or orders of any governmental agency or autharity (s “Force Majeure Event”), sither party may at
his option cance this Agreement with respect to any part of the grapes remaining undelivered for the season sffected
thereby. Notice of such election shall be promptly given 1o the other party and such nosice shall rel uyer from all
liability t pay for grapes remaining undelivered in such season, and shall release Grower from all kability to deliver the

same.

SMOKE EVENT: in the event that the grapes to be sold pursuant to this Agreement are exposed to smake during the
Erowing season (s “Smoke Event*), Buyer shall have the option to terminate this Agrsement in accordance with this
section for the crop year affected.

- 1t 3 Smoke Event Oczurs more than two (2) weeks prcr 1o the
anticipated harvest date (st any point during the growing seazon), Buyer shall collect berry ssmpees from &
eninimum of twenty (20) vines ser block aach bock. Such
primary fermentation shall mimic Buyer's noema! processing pmnaun 1 closely a3 posible. For example,
1o sugsr dryness.
Upon campletion of sisch pritsary fermentation, Siryer shall bk tha sampla t the nasrest accrediced

¥ e ¥
reparts 3 concentration of guaiacol in excess of two (2) PPS, then Buyer mrxnuwmﬂm
in accordance with Section 3 below. Buyer shall provide copies of such snalysis to Grower.

Harvest Smoke Event ~ Berry Anslysiz. If the Smoke Event occurs less than two (2) weeks pror to the
anticipated harvest date, Buysr shall collect berry samples fror a minimum of twenty (20) vines per block
(and in no case feas than 200 indwidusl berries par Dlock) and shall sUbMT Such barries TO the nearest
accredited laboratory location that <an process the sample in a timely fashion to be analyzed for gusiacol. If
the laboratory analysis feports a concentration of guaiacol in excess of one-half (0.5) parts per bilion (PPB),
then Buyer may st its option cancel this Agreement in accordance with Section 3 below. Buyer shall provide
copies of such analysis to Grower.

Buyer's Option 5o Termingty. |1 the event that th 'y aralysis reports & ion of fusiacol in
&xcess of the thresholds set forth above for wine or for berries, then Buyer may at its option cancel this
Agresment with respect to the harvest year in which the Smake Event occurs only. Notice of such election
shall be promgtiy given to Grower and such notice shall refieve 3uyer from all kabilty 1o pay for the grapes
subject to this Agreement.

Deiaved Test Regyiyy
& Inthe avent that Buyer will nat be able to obtain s fruit prior is
0 be harvested, and, bezause it has been shown that smcke taint may not emerge until manths after
fermentation, if Buyer fnds following fermentation that Grower's fruit (a3 determined b the IS0
certified laboratory test taken before harvest, but the results of which were not received Jntil sfter
harvest) of the wine made from Growsr's fruit (a3 determined by an ISO-certified laboratory) has
detactible leveis of smoke it that cannot be corrected sufficiently for use in Buyer's blends, a3
determined in the sole ciscration of Buyer's winemaker, then Buyer will attempt 1o sell Or dispose of
Tha wine. I Buyes racebes sy Companiasion fo the whis mads (Fom Grower's frl, than Biyer wil
e Buyer will pay Grower any
above this ice per ton, e
be g Buyer
In the event Buyer is not sble to sall the wine within 1 yem: after harvess, than Grower shall sither pick
Up the wine, 3t no cost 1o Grower, or have it destroyed, & Grower's cosz, all within 30 day: of notice

from Buyer.

B After December 1st of the year, if Buyer stil does int by anaysis by an

180- evaluation in wine made from your fruft, Buyer
will pay 1/3 on December 20° of the harvest year, and 1/3 on March 17 the year following harvest.
However, if Buyer detects any smoke taint by analysis and arganoleptic evaluation in wine made from
Grower's fruit and mus: take corrective action to ameliorate smoke taint in the wine made from
Grower's fruit, Buyer will deduct half of those costs from fisal paymant.

¢ Thafinal payment of 1/3 payment will ba deferred ta August 17, the year following harvest. Howaver,
i Buyer detacts any smoke taint by snalysis by an independent [SO-Certified lsboratory in wine made
from Grower's fruit and must take corrective action ta ameliorate smcke taint in the wine made from
Grower's Buyer will deduct half of thase costs from this payment.

Acknowledgment. Grower and Buyer acknowledge that the senscry perception of smoke taint depends on many

testing outlined in this 36ction and agree 10 cooperate in §00d faith in the event of a Smoke Event. Grower and Buyer

further acknowledge and agree that the methodologies for smoke taint analysis set forth herein are reasonable and

spprapriate for purpases af determining Buyer's fght 5a terminate this Agreement in accordance with this section and

Accordingly, Growe: waives il cims and relesses Buyer for any and all damages which may arise 83 & result i
or allloads it deem:

¥ for

CROP INSURANCE: Buyer recommends that Grower carry crop insurance covering the grapes to be sold pursusnt to this
2 Grower's

On Grower's OPration. Grower acknowledges and agrees that if it does nOt ObTEN Crop iNTurance, it does 50 Bt it own

gk,

Approved and Accepted Approved and Accepted

Grower Date Buyer Date
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One-size-fits-all smoke exposure clauses.......

. Virtually all buyers that are incorporating smoke exposure clauses into
their contracts are making those clauses part of the contract template
rather than part of the vineyard-specific quality parameters.

. We know from work done in California and Australia that different
varieties have different baseline concentrations of the commonly assessed
smoke markers. Much more work (research) is planned in this area.

. Standard processing procedures (like removing the skins before
fermenting white grapes), as well as various elective processing options,
may adequately mitigate smoke impact in certain wines.

. Solution/Direction: Discuss/negotiate the specific tolerance for smoke
impact based on:

. Type, variety, and price point of finished wine
«  Example $10/bottle Sauv Blanc vs. $100/bottle Cab Sauv
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Reliance on sensory evaluation alone, for suitability, is dangerous

 Best practice is to rely on laboratory analysis (which is objective
in nature) for contractual purposes, and confirm as applicable
with subjective sensory evaluation.

 Research shows there exists varying sensitivity to the impacts of
smoke in wine. (i.e., not everyone exhibits the same levels of
sensitivity or perceptibility when it comes to smoke.)

*  Solution/Direction: Appropriate use of sensory evaluation is as a
supplement to objective measures, particularly when wine that is
otherwise confirmed to be affected by smoke needs to be
“classified” by the buyer for payment purposes or otherwise.
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Test methodolodgy, targets and results for grape/wine analysis can vary in nature....
. Are we measuring the right compounds?

. There’s considerable speculation regarding the predictive qualities of the
various compounds. For example, it’s been shown Syringol may not correlate
with other measured compounds in the same manner the other compounds
correlate with each other. There’s also some speculation we may not yet be fully
recognizing all (or even the best) compounds associated with smoke impact.

Are we utilizing the right methods to test grapes vs. wine?

. When fermentation is emulated in a laboratory setting, is it a reliable method to
evaluate grapes? Finished wine results may not match pre-harvest analysis.

. Different buyers rely on different measurements (free vs. total).

. Solution/Direction: Be aware of, and agree upon, the methodology and protocol
used in evaluating grapes or wine for smoke impact. Currently, the most widely
adopted method involves the measurement of guaiacol and 4-methyl guaiacol by
certified commercial laboratories.
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Works:
* Post harvest evaluations, when necessary (with options)
 Scaled pricing based on objective measures

* Mitigating risk with crop insurance

Doesn’t Work:

“Rejection with Detection” as a one-size-fits-all application
Subjective evaluation/decisions unsupported by objective measures
 Treating smoke exposure as a “black & white” issue.

. Contracts without smoke clauses



In Summary K06

The risk/reward trade-off becomes the determining factor with
regard to negotiating an agreeable contract.

,._"f.”-_—  Open the lines of communication regarding smoke. Smoke
i discussions do not have to originate from the buyer.

 Consider the cost of crop insurance during contract
negotiations. Crop insurance is an effective way for growers
and wineries to work together to address smoke concerns, but
it comes with cost.

 Ultimately, as an industry, we need to move toward uniform
reaction to smoke exposure and reduce or eliminate the
outlying behaviors that damage either party unnecessarily.

* Here’s to the 2021 harvest being smoke-free!!



