Wine retailers find law's effects bitter

Store owners say they are paying more for Virginia wine through distributors.
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By the time the holiday season is over, the nine-tier, pine wine rack at Wine Gourmet in Daleville is likely to be plucked clean of many of its Virginia vintages. Gone will be the bottles from Hickory Hill and Virginia Mountain vineyards. The store's inventory from Blue Ridge Vineyards has already dwindled to less than a case.

"I've almost went through what I bought from my mom," said the store's co-owner Kimberly Eakins, whose mother owns and operates Blue Ridge Vineyards in Eagle Rock.

And it's unlikely Eakins will be restocking these wines from local vintners anytime soon. By law, she can't buy from the winemakers directly -- not even from her mom.

"Here I am the daughter of a winemaker, and I can't even sell her wine," Eakins said, standing by the near-empty wine rack and a regal blue Virginia state flag.

Virginia wineries estimate that distributing through wholesalers could sharply raise retail prices. Industry figures estimate that a typical wine that sells for $15 is wholesaled for $10 and that the winery probably sold it for $7 at the start of the distribution chain.

As wine retailers across the commonwealth ease into the holiday rush, some are suddenly feeling the sting of a law that went into effect last summer forbidding in-state wineries from selling directly to stores and restaurants. The ban reintroduced a new variable into the wholesale equation that had been largely absent for many small wineries for nearly 25 years: the distributor.

As a result, many sellers say they've watched their selections of Virginia vintages shrink and claim to be paying more now for wines they have to buy from a distributor -- a price of doing business that is ultimately passed on to the consumer. 

Meanwhile, state-run liquor stores are busy replenishing their stocks of Virginia wines after an appellate court in September restored the state agency's right to buy from the winemakers.

The ruling has received mixed reactions from independent wine sellers. Some viewed it as a minor victory for the state's wine industry, while others saw it as putting them at a competitive disadvantage with the state. Alcoholic Beverage Control stores are not required to buy their products through a third-party distributor. Wine sellers critical of the ruling say this allows the ABC retailers to sell Virginia wines at a cheaper price than their own.

Losing direct access to the wineries, though, has been the biggest blow for Virginia retailers. Many say it has eroded their selection of local wines, a shift that is cutting into profits and leaving sellers scrambling to fill in the holes in their inventory.

Eakins used to buy 10 to 20 cases a year from Fincastle Vineyard & Winery, but that has dropped to zero lately. That's a $1,600 annual loss in sales to the wine shop, she said. And the likelihood of the winery tapping a distributor is slim, Eakins said, because it doesn't produce enough cases to make contracting with a distributor financially attractive.

At the same time, wine retailers say they're seeing markups of anywhere from 15 percent to 30 percent on wines they used to buy directly from the vintner, and that, in turn, is inflating retail prices for Virginia wines. To be sure, such markups are standard for distributors in the wine business to cover a range of operating and service costs, such as shipping and marketing.

The wine seller also adds its own markup. But the sudden addition of yet another price increase has tipped the value scales for some vintages beyond what a customer is willing to pay. And that has encouraged some wine sellers to slim down their inventories of Virginia wines.

The wineries also are experiencing a sticker shock of sorts by having to sign on with a distributor. Russ Amrhein, owner of AmRhein Wine Cellars in Roanoke County, said he's selling about two-thirds of his wine to distributors below production costs to help compensate for the markup. Also, he said he's had some retailers scale back their orders and buy less because of the price increase. Wine Gourmet, for instance, used to carry all 14 of his vintages. Now they carry three.

"Not only are we being rejected by the self-distribution ban, we're also having a problem maintaining a shelf presence because wine shops are not carrying us," Amrhein said.

Still, a number of retailers say overall sales have changed little. Mechelle Gillispie, wine director at Roanoke wine shop and restaurant Trio Bistro Bar Bottle, said the recent changes caused more of a logistical nuisance than a sudden drop in sales.

Most wineries represented in the shop already worked with distributors, she said. Gillispie also had no problems with ABC stores restocking their shelves with Virginia wines, saying she did not see the state agency as a competitor or having a competitive leg up over commercial wine sellers. If anything, the ABC is merely another outlet for people to sample the local selection, she said.

"There is a lot of wine to sell, and I don't think we need to pick on the ABC about promoting a local product," Gillispie said.

Technically, the ABC stores do buy from a distributor, said spokeswoman Beth Straeten -- their own distributor. The state agency has an in-house wholesale division that operates like any other distributor incurring marketing, shipping and administrative costs.

In October, the ABC ordered a little more than 5,100 cases of wine from nine different Virginia wineries, including Chateau Morrisette in Floyd County.

As of Thursday, they had about 1,630 cases, or 19,353 bottles, in their warehouse and some bottles already on store shelves. Basically, the ABC is planning on stocking its high-selling wines first, but Straeten said the state agency invites farm wineries to present their products at listing committees that are held twice a year.

In the meantime, distributor companies, such as Blue Ridge Beverage Co. in Salem, say they are willing to work with Virginia's farm wineries -- both big and small -- and are adamant that size is often not a factor. Blue Ridge Beverage represents 10 Virginia wineries, including AmRhein and Valhalla vineyards in Roanoke County, and sells about 21,000 cases of Virginia wines a year, said President Bob Archer. Over the years, he added, his company has represented a number of small-scale farm wineries -- and it still does.

But so far, Archer said, no one has been to him to talk about it.

