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EXPLANATORY NOTE

Crimson Wine Group, Ltd. qualifies as an “emerging growth company” pursuant to the provisions of the Jumpstart Our
Business Startups Act (the “JOBS Act”), enacted on April 5, 2012. For as long as Crimson Wine Group, Ltd. remains an
“emerging growth company” as defined in the JOBS Act, we may take advantage of certain exemptions from various
reporting requirements that are applicable to other reporting companies which are not “emerging growth companies,”
including reduced disclosure obligations regarding executive compensation in this Annual Report on Form 10-K
(“Form 10-K”). Therefore, this Form 10-K does not include certain information regarding executive compensation that
may be found in the annual reports of other reporting companies.

PART I

Item 1. Business.

THE COMPANY

Overview

Crimson Wine Group, Ltd. (“Crimson”) is a Delaware corporation whose business has been operating since 1991. As
used herein, the term, “Company” refers to Crimson and its wholly-owned subsidiaries, except as the context may
otherwise require. Prior to February 25, 2013, Crimson was a wholly-owned subsidiary of Leucadia National
Corporation (“Leucadia”). On February 1, 2013, Leucadia declared a pro rata dividend of all of the outstanding shares
of Crimson’s common stock in a manner that was structured to qualify as a tax-free spin-off for U.S. federal income
tax purposes (the “Distribution”). Leucadia’s common shareholders received one share of Crimson common stock for
every ten common shares of Leucadia, with cash in lieu of fractional shares, on February 25, 2013.

Crimson operates in one segment, the production and sale of premium, ultra premium and luxury wines (i.e., wines
that retail for $10 to $14, $14 to $25 and over $25 per 750ml bottle, respectively). Crimson is headquartered in Napa,
California and through its subsidiaries owns four wineries: Pine Ridge Vineyards, Archery Summit, Chamisal
Vineyards and Seghesio Family Vineyards. Pine Ridge Vineyards was acquired in 1991 and has been conducting
operations since 1978, Crimson started Archery Summit in 1993, Chamisal Vineyards was acquired in 2008 and has
been conducting operations since 1973, and Seghesio Family Vineyards was acquired in 2011 and has been
conducting operations since 1895. Additionally, in 2005 and 2006 Crimson acquired Double Canyon Vineyards, an
aggregate of 611 acres of land, of which 447 could be planted to wine grapes, in the Horse Heaven Hills of
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Washington’s Columbia Valley. References to cases of wine herein refer to nine-liter equivalent cases.

Pine Ridge Vineyards

Pine Ridge Vineyards owns 156 acres, which reflects the sale of 12 plantable acres of a non-strategic vineyard in
January 2013, and controls through leasing arrangements an additional 20 acres of estate vineyards in five Napa
Valley appellations—Stags Leap District, Rutherford, Oakville, Carneros and Howell Mountain. Approximately 165
acres are currently planted and producing grapes. The winery and production facilities at Pine Ridge Vineyards have
a permitted annual wine production capacity of up to 300,000 gallons, which equates to approximately 126,000 cases
of wine; however, current fermentation and processing capacity is limited to approximately 80,000 cases without
additional capital investment. The facility includes areas and equipment for traditional crush, fermentation, aging and
bottling processes, and also has a tasting room, hospitality center and administrative offices. Built into the hillside for
wine barrel storage are approximately 34,000 square feet of underground caves with a capacity to store over 4,000
barrels. In addition, there are special event dining areas both indoors and outdoors as well as in the underground
caves.

The Pine Ridge Vineyards estate business is focused primarily on the production of high quality Cabernet Sauvignon
and Bordeaux-style blends sold by Crimson under the Pine Ridge Vineyards brand name. Pine Ridge Vineyards also
produces Chenin Blanc + Viognier, which is sold by Crimson under the Pine Ridge brand name and is made from
purchased grapes and bulk wine juice processed at a third party custom winemaking facility with a contracted capacity
of up to 160,000 cases. Incremental capacity options are under consideration and available.

Archery Summit

Archery Summit owns 100 acres and controls through leasing arrangements an additional 20 acres of estate vineyards
in the Willamette Valley, Oregon. Approximately 113 acres are currently planted and producing grapes. The winery
and production facilities at Archery Summit have a permitted annual wine production capacity of up to 50,000
gallons, which equates to approximately 21,000 cases of wine; however, current fermentation and processing capacity
is limited to approximately 15,000 cases. The facility includes areas and equipment for gravity flow of wine with
quality oriented crush, fermentation, aging and bottling processes, and also has a tasting room, hospitality center and
administrative offices. The facility has approximately 8,300 square feet of underground caves for wine barrel storage
with a capacity to store over 600 barrels. In addition, there are special event dining areas indoors as well as in the
underground caves.

Archery Summit is focused primarily on producing estate grown, expressive single vineyard Pinot Noir from tightly
spaced vines sold by Crimson under the Archery Summit brand name. Archery Summit also produces Vireton Pinot
Gris, which is sold by Crimson under the Archery Summit brand name and is made from purchased grapes processed
at a third party custom winemaking facility with
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available contract capacity of over 10,000 cases.

Chamisal Vineyards

Chamisal Vineyards owns 97 acres of vineyards in the Edna Valley, California, of which 82 acres are currently
planted and producing grapes. The Chamisal Vineyard was the first vineyard planted in the Edna Valley in 1973. The
winery and production facilities at Chamisal have a permitted annual wine production capacity of up to 357,000
gallons which equates to approximately 150,000 cases of wine. The facility includes areas and equipment for quality
oriented modern crush, fermentation, aging and bottling processes, as well as a tasting room, hospitality center and
administrative offices. There are special event dining areas outdoors.

Chamisal is focused on producing estate grown, expressive single vineyard Chardonnay and Pinot Noir as well as a
Stainless Chardonnay produced from both purchased and estate grown grapes. The wines are sold by Crimson under
the Chamisal Vineyards brand name.

Seghesio Family Vineyards

Seghesio Family Vineyards owns 299 acres of estate vineyards in two Sonoma County, California appellations, the
Alexander Valley and the Russian River Valley, of which approximately 281 acres are planted and producing

grapes. Seghesio Family Vineyards has a long history of growing and producing Zinfandel and Italian varietal wines
in the Sonoma region of California. The winery and production facilities at Seghesio Family Vineyards have a
permitted annual wine production capacity of up to 404,000 gallons which equates to approximately 170,000 cases of
wine. The facility includes areas and equipment for traditional crush, fermentation, aging, bottling and warehousing
processes, as well as a tasting room, private hospitality areas and administrative offices. There are indoor and outdoor
special event dining areas. In Alexander Valley, Seghesio Family Vineyards also owns a historic non-operating
winery, mansion and railroad depot, which Crimson intends to convert into educational, tasting, hospitality and
potentially incremental production facilities.

Seghesio Family Vineyards is focused on producing estate grown Zinfandel and Italian varietal wines as well as a
Sonoma County Zinfandel produced from both purchased and estate grown grapes. The wines are sold by Crimson
under the Seghesio Family Vineyards brand name.

Double Canyon Vineyards

10
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Double Canyon Vineyards owns 447 acres of vineyards in the Horse Heaven Hills of Washington, of which 87 acres
are currently planted and producing grapes. Crimson continues to evaluate the best use of the remaining acres;
currently most are leased to a farming company for growing vegetables. Double Canyon Vineyards sells the majority
of its grapes to third parties; however, starting with the 2010 vintage, Double Canyon Vineyards produced and bottled,
at an offsite custom crush winery, the first wine under the Double Canyon Vineyards brand name which was released
in the Fall of 2012. The 2011 vintage will be released in the Spring of 2014. In 2013 Double Canyon Vineyards
established an alternative proprietorship in an offsite custom crush winery and increased the tonnage allocated to the
Double Canyon Vineyards brand to grow production of wines to be sold by Crimson under the Double Canyon
Vineyards brand name.

Double Canyon Vineyards is focused on producing estate grown Cabernet Sauvignon as well as a new Horse Heaven
Hills Cabernet Sauvignon from both purchased and estate grown grapes, which will be launched in the third quarter of
2014.

Competition

The premium, ultra premium and luxury market segments of the wine industry are intensely competitive. Crimson’s
wines compete domestically and internationally, and premium or higher quality wines are produced in Europe, South
America, South Africa, Australia and New Zealand, as well as in the United States. Crimson competes on the basis of
quality, price, brand recognition and distribution capability, and the ultimate consumer has many choices of products
from both domestic and international producers. A result of the intense competition has been, and may continue to be,
upward pressure on Crimson’s selling and promotional expenses. Many of Crimson’s competitors are significantly
larger with greater financial, production, distribution and marketing resources. Wine production in the U.S. is
dominated by three large California wineries that represent over 60% of the domestic U.S. case sales volume. Further,
Crimson’s wines may be considered to compete with all alcoholic and nonalcoholic beverages.

Demand for wine in the premium, ultra premium and luxury market segments can rise and fall with general economic

conditions, and is also significantly affected by grape supply. Based on industry wide volume increases in these wine

categories, Crimson believes more people are drinking wine than in the past. Crimson’s wines are sold at price points

from $14 to $250 per bottle, however, in the wholesale channel, which represented 88% of Crimson’s volume in 2013,
the majority of volume is the $14-$25 price range, where category growth rates in the U.S. are highest.

Sales and Marketing

11
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Crimson has focused on brand development and distribution to increase revenues and profitability, which has included
acquisitions of

4
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vineyards and wineries and the development of new brands with existing assets.

Crimson’s sales and marketing team coordinates the sales and distribution of its various brands, is responsible for
maintaining domestic and export distributor relationships and oversees the timing and allocation of new releases. The
sales team has employees in certain key markets in the U.S. and internationally as well as brokers in certain

markets. Its wines are available through many principal retail channels for premium table wines, including fine wine
restaurants, hotels, specialty shops, supermarkets and club stores, in all states domestically and in over 40 countries
throughout the world.

Generally, Crimson will enter into agreements with brokers for those markets where it would not be cost effective to
have an employee, or if the products are being sold to a customer who usually purchases products from

brokers. Crimson may also use brokers if they represent the best distribution channel after considering local
regulatory requirements. On an on-going basis the Company continues to evaluate the use of brokers in its various
markets; during 2013, brokers were used by Crimson in 10 states in the U.S. and in certain export markets. Revenues
generated through broker relationships represented approximately 12% of wine revenues during 2013. Agreements
with brokers are generally terminable by either party upon notice. In the fourth quarter of 2013, the Company and a
broker that represented 9% of wine revenue in 2013 agreed to terminate the broker relationship as the Company
believes it can serve the related markets better and more cost effectively with its own employees.

Crimson’s wines are primarily sold to distributors, who then sell to retailers and restaurants. Domestic sales of
Crimson’s wines are made through more than 60 independent wine and spirits distributors. International sales are
made through independent importers and brokers.

As permitted under federal and local regulations, Crimson has been placing increasing emphasis on direct sales to
consumers, which it is able to do through the Internet, wine clubs, and at the wineries’ tasting rooms. During 2013,
direct sales to consumers represented 12% of case sales and 38% of wine revenues. Approximately 61% of the direct
to consumer sales were through wine clubs, 27% were through the wineries’ tasting rooms and the balance from the
Internet, outbound calling, and offers through e-commerce. Members typically join our wine clubs after visiting our
tasting rooms at our various facilities, or after hearing about our wine clubs from other members. Our tasting rooms
are located in vacation areas that typically attract consumers interested in wine making and touring the area. Direct
sales to consumers are more profitable for Crimson as it is able to sell its products at a price closer to retail prices
rather than the wholesale price received from distributors, however, for certain direct sales offers, some of the profit is
offset by freight subsidies.

Crimson’s wines are distributed in California, Illinois, Colorado, Oregon, Hawaii, New Mexico, Arizona, Washington
and Nevada predominantly by Southern Wine and Spirits. During 2013, sales to Southern Wine and Spirits accounted
for 19% of case volume and 14% of wine sales. Sales for the top ten distributors accounted for 66% of volume and
50% of wine sales. These distributors also offer premium table wines of other companies that directly compete with
Crimson’s products.

13
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Domestic distributor wine sales are concentrated in certain states, with California accounting for 17% of case volume
and 13% of wine sales during 2013. Other major domestic markets include New Jersey, Texas, Florida,
Massachusetts, Illinois, Minnesota and Virginia where sales represented 36% of case volume and 27% of wine sales
during 2013.

For 2013, export sales were 9% of case volume and 8% of wine sales as compared to 2012, 8% of case volume and
7% of wine sales, and 2011, 2% of case volume and 2% of wine sales. The increase in export sales after 2011 reflects
the acquisition of Seghesio Family Vineyards in May 2011.

Crimson believes that the quality and locations of its wineries and tasting facilities help to create demand for its

brands at the consumer level which positively impacts sales to distributors as well. Crimson participates in many wine
tasting and other promotional events throughout the country in order to increase awareness and demand for its
products. Many of Crimson’s brands are issued ratings or scores by local and national wine rating organizations, and
higher scores will usually translate into greater demand and higher pricing. Although some of Crimson’s brands are or
have been highly rated in the past, and Crimson believes its farming and winemaking activities are of a quality to
generate good ratings in the future, Crimson has no control over ratings issued by third parties which may not be
favorable in the future.

Grape Supply

Crimson controls approximately 1,139 acres of vineyards in the Napa Valley, Sonoma County and Edna Valley in
California, the Willamette Valley in Oregon and the Horse Heaven Hills in Washington; approximately 728 acres of
these vineyards are planted, with the majority of the unplanted acres in Washington. Crimson expects to continue
vineyard development plans for the non-producing California and Oregon properties and is considering plans to plant
additional acres in Washington. Additionally, on an annual basis, Crimson has had up to 10% or more vineyard
acreage under development. Newly planted vines take approximately four to five years to reach maturity and
vineyards can be expected to have a useful life of 25 years before replanting is necessary. Depending on the site, soil
and water conditions and spacing, Crimson’s experience has been that it costs approximately $30,000 to $65,000 per
acre over a three to four year period to develop open land into a producing premium wine grape vineyard, before
taking into account the cost of the land. With over 700 acres of planted estate holdings, Crimson could have annual
capital investment requirements of over $1,000,000 to replace existing vineyard sites as their economic useful life
expires.

14
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In 2013, approximately 38% of Crimson’s total grape supply came from Crimson controlled vineyards; however,
substantially all of the grape supply for Pine Ridge Vineyards estate Napa Valley products and Archery Summit is
from Crimson controlled vineyards. Crimson purchases the balance of its supply from approximately 67 independent
growers. The grower contracts range from one-year spot market purchases to intermediate and long

term-agreements. No one grower represents more than 10% of Crimson’s grape supply. The top ten growers represent
26% of Crimson’s total grape supply.

Winemaking and grape growing are subject to a variety of agricultural risks. Various diseases, pests and certain
weather conditions can materially and adversely affect the quality and quantity of grapes available to Crimson thereby
materially and adversely affecting the supply of Crimson’s products and its profitability.

The table below summarizes Crimson’s wine grape supply and production from the last three harvests:

Harvest Year
2013 2012 2011

Estate

Grapes:
Producing

acres 685 709 616
Tons

harvested 2,561 2,916 1,655
Tons per

acre 3.7 4.1 2.7

All grapes

and

purchased

juice (in

equivalent

tons):
Estate

grapes 2,561 2,916 1,655
Purchased

grapes and

juice 4,149 3,921 3,051

Total (in

tons) 6,710 6,837 4,706

Total cases
bottled 352,000 277,000 257,000
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Cases sold were 308,000, 260,000 and 212,000 for the years ended December 31, 2013, 2012 and 2011,
respectively. Cases sold are disclosed for informational purposes, but do not necessarily correspond to the vintage
year the grapes are grown and crushed. Depending on the wine, the production cycle to bottled sales is anywhere
from one to three years. The large increase in production in 2012 was partly due to a much larger crop than in the
previous year and for both 2013 and 2012 increases were also driven by planned production increases for certain
brands.

Winemaking

Crimson’s winemaking philosophy includes the use of the latest in current industry winemaking advances to
complement making wine in the traditional manner by starting with high quality fruit and handling it as gently and
naturally as possible all the way to the bottle. Each of Crimson’s wineries is equipped with modern crush,
fermentation and storage equipment as well as technology that is focused on producing the highest quality wines for
each of the varietals it produces.

Government Regulation

Wine production and sales are subject to extensive regulation by the United States Department of Treasury Alcohol
and Tobacco Tax and Trade Bureau (“TTB”), the California Department of Alcohol Beverage Control (“CABC”) and
other state and federal governmental authorities that regulate interstate sales, licensing, trade and pricing practices,
labeling, advertising and other activities. In recent years, federal and state authorities have required warning labels on
beverages containing alcohol. Restrictions or taxes imposed by government authorities on the sale of wine could
increase the retail price of wine, which could have an adverse effect on demand for wine in general. New or revised
regulations or increased licensing fees or excise taxes on wine, if enacted, could reduce demand for wine and have an
adverse effect on Crimson’s business, negatively impacting Crimson’s results of operations and cash flows.

Crimson is also subject to a broad range of federal and state regulatory requirements regarding its agricultural
operations and practices. Crimson’s agricultural operations are subject to regulations governing the storage and use of
fertilizers, fungicides, herbicides, pesticides, fuels, solvents and other chemicals. These regulations are subject to
change and conceivably could have a significant impact on operating practices, chemical usage, and other aspects of
Crimson’s business.

Seasonality

16
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There is a degree of seasonality in the growing cycles, procurement and transportation of grapes. The wine industry in
general historically experiences seasonal fluctuations in revenues and net income. Typically, Crimson has lower sales
and net income during the first quarter and higher sales and net income during the fourth quarter due to seasonal
holiday buying as well as wine club shipment timing. Crimson expects these trends to continue.

6
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Employees

At December 31, 2013, Crimson employed approximately 148 regular, full-time employees. Crimson also employs
part-time and seasonal workers for its vineyard, production and hospitality operations. None of Crimson’s employees
are represented by a collective bargaining unit and Crimson believes that its relationship with its employees is good.

Trademarks

Crimson maintains federal trademark registrations for its brands, proprietary products and certain logos, motifs and
vineyard names. International trademark registrations are also maintained where it is appropriate to do so. Each of
the United States trademark registrations is renewable indefinitely so long as the Company is making a bona fide
usage of the trademark. The Company believes that its trademarks provide it with an important competitive advantage
and has established a global network of attorneys, as well as branding, advertising and licensing professionals, to
procure, maintain, protect, enhance and gain value from these registrations.

Investor Information

The Company is subject to the informational requirements of the Securities Exchange Act of 1934 (the “Exchange
Act”). Accordingly, the Company files periodic reports, proxy statements and other information with the Securities
and Exchange Commission (the “SEC”). Such reports, proxy statements and other information may be obtained by
visiting the Public Reference Room of the SEC at 100 F Street, N.E., Washington, D.C. 20549 or by calling the SEC
at 1-800-SEC-0330. In addition, the SEC maintains an Internet site (http://www.sec.gov) that contains reports, proxy
and information statements and other information regarding the Company and other issuers that file electronically.

The Company’s website is http://www.crimsonwinegroup.com. The Company also makes available through its
website without charge its annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K
and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act, as soon as
reasonably practicable after such reports are filed with or furnished to the SEC.

18
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Cautionary Statement for Forward-Looking Information

Statements in this Report may contain forward-looking statements that are subject to risks and

uncertainties. Forward-looking statements give our current expectations relating to our financial condition, results of
operations, plans, objectives, future performance and business. You can identify forward-looking statements by the

fact that they do not relate strictly to current or historical facts. These statements may include words such as

“anticipate,” “estimate,” “expect,” “project,” “forecast,” * may,” “should,” “would,” “could,” “likel
of similar expression.

99 6l

plan,” “intend,” “believe,

9 ¢ 29 ¢ LN EEINT3

Forward-looking statements give our expectations about the future and are not guarantees. These statements involve
known and unknown risks, uncertainties and other factors that may cause our actual results, performance and
achievements to materially differ from any future results, performance and achievements expressed or implied by such
forward-looking statements. We caution you, therefore, not to rely on these forward-looking statements.

Factors that could cause actual results to differ materially from any results projected, forecasted, estimated or
budgeted that may materially and adversely affect the Company’s actual results include, but are not limited to, those
set forth in Item 1A. Risk Factors.

These forward-looking statements are applicable only as of the date hereof. Except as may be required by law, we
undertake no obligation to modify or revise any forward-looking statements to reflect events or circumstances
occurring after the date of this Report.

Item 1A. Risk Factors.

Our business is subject to a number of risks. You should carefully consider the following risk factors, together with
all of the other information included or incorporated by reference in this Report, before you decide whether to
purchase our common stock. The risks set out below are not the only risks we face. If any of the following risks
occur, our business, financial condition and results of operations could be materially adversely affected. In such case,
the trading price of our common stock could decline, and you may lose all or part of your investment.

Current economic conditions have adversely affected the sales and profitability of certain products. A worsening of
current economic conditions could cause a decline in estimated future cash flows, potentially resulting in impairment
charges for long-lived assets. Since 2008, economic conditions have resulted in reduced demand and lower revenues
for certain of our products. As required, we have reviewed our long-lived assets for potential impairment and have
recorded adjustments to the book value of long-lived assets as appropriate. If operating revenues deteriorate in the
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future, and/or we lower our estimates of future cash flows, significant impairment charges might have to be recorded.
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We are dependent on certain key personnel. Our success depends to some degree upon the continued service of Erle
Martin, our President and Chief Executive Officer, and Patrick Del.ong, our Chief Financial & Operating Officer, and
our winemakers at our various facilities. The loss of the services of one or more of our key employees could harm our
business and our reputation and negatively impact our profitability, particularly if one or more of our key employees
resigns to join a competitor or to form a competing company.

We could experience significant increases in operating costs and reduced profitability due to competition for skilled
management and staff employees. We compete with other entities for skilled management and staff employees,
including entities that operate in different market sectors than us. Costs to recruit and retain adequate personnel could
adversely affect results of operations.

Due to our separation from Leucadia, we experienced increased costs as a stand-alone company. The Company
incurred certain new and incremental costs of approximately $1,600,000 as a stand-alone public company including
director fees and expenses for its new board of directors, stand-alone Delaware franchise tax, stand-alone insurance
policies, increased legal and accounting fees for reviews of the Company’s publicly filed financial statements, proxy
and other filings and other services. The Sarbanes-Oxley Act requires that we, among other things, establish and
maintain effective internal controls and procedures for financial reporting and disclosure purposes. Establishing and
monitoring these controls will result in additional costs to us and require us to divert important resources, including
management time, from other activities. Increased costs that we incur as a stand-alone public company will reduce
our profitability.

Various diseases, pests and certain weather conditions could affect quality and quantity of grapes. Various diseases,
pests, fungi, viruses, drought, frosts and certain other weather conditions could affect the quality and quantity of
grapes, decreasing the supply of our products and negatively impacting our operating results. Future government
restrictions regarding the use of certain materials used in grape growing may increase vineyard costs and/or reduce
production. We cannot guarantee that our grape suppliers will succeed in preventing disease in their existing
vineyards or that we will succeed in preventing disease in our existing vineyards or future vineyards we may
acquire. For instance, Pierce’s disease is a vine bacterial disease which kills grapevines and there is no known

cure. Small insects called sharpshooters spread this disease. A new strain of the sharpshooter was discovered in
Southern California and is believed to be migrating north. If our vineyards become contaminated with this or other
diseases, operating results would decline, perhaps significantly.

The lack of sufficient water due to drought conditions could affect quality and quantity of grapes. The availability of
adequate quantities of water for application at the correct time can be vital for grapes to thrive. Whether particular
vineyards are experiencing water shortages depends, in large part, on their location. We are primarily dependent on
wells accessing shared aquifers and shared reservoirs as a water source for our California vineyards and wineries. The
current extended period of drought across much of California may put pressure on the use and availability of water for
agricultural uses and in some cases governmental authorities have diverted water to other uses. The lack of available
water could reduce our grape harvest and access to grapes and adversely impact results of operations. Scarcity of
adequate water in our grape growing areas may also result in legal disputes among other land owners and water users
causing the Company to expend resources to defend its access to water.
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We may not be able to grow or acquire enough quality fruit for our wines. While we believe that we can secure
sufficient supplies of grapes from a combination of our own production and from grape supply contracts with
independent growers, we cannot be certain that grape supply shortages will not occur. Grape supply shortages
resulting from a poor harvest can be caused by a variety of factors outside our control, resulting in reduced product
that is available for sale. If revenues decline as a result of inadequate grape supplies, cash flows and profitability
would also decline.

We face significant competition which could adversely affect our profitability. The wine industry is intensely
competitive and highly fragmented. Our wines compete in several wine market segments with many other domestic
and foreign wines. Our wines also compete with popular priced generic wines and with other alcoholic and, to a
lesser degree, non-alcoholic beverages. A result of this intense competition has been and may continue to be upward
pressure on our selling and promotional expenses. Many of our competitors have greater financial, technical,
marketing and public relations resources than we do. There can be no assurance that in the future we will be able to
successfully compete with our competitors or that we will not face greater competition from other wineries and
beverage manufacturers.

We compete for shelf space in retail stores and for marketing focus by our independent distributors, most of whom
carry extensive product portfolios. Nationwide we sell our products primarily through independent distributors and
brokers for resale to retail outlets, restaurants, hotels and private clubs across the U.S. and in some overseas

markets. Sales to distributors are expected to continue to represent a substantial portion of our net revenues in the
future. A change in our relationship with any of our significant distributors could harm our business and reduce our
sales. The laws and regulations of several states prohibit changes of distributors, except under certain limited
circumstances, making it difficult to terminate a distributor for poor performance without reasonable cause, as defined
by applicable statutes. Any difficulty or inability to replace distributors, poor performance of our major distributors or
our inability to collect accounts receivable from our major distributors could harm our business. There can be no
assurance that the distributors and retailers we use will continue to purchase our products or provide our products with
adequate levels of promotional support. Consolidation at the retail tier, among club and chain grocery stores in
particular, can be expected to heighten competitive pressure to increase marketing and sales spending or constrain or
reduce prices.

Contamination of our wines would harm our business. We are subject to certain hazards and product liability risks,
such as potential

8
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contamination, through tampering or otherwise, of ingredients or products. Contamination of any of our wines could
cause us to destroy our wine held in inventory and could cause the need for a product recall, which could significantly
damage our reputation for product quality. We maintain insurance against certain of these kinds of risks, and others,
under various insurance policies. However, our insurance may not be adequate or may not continue to be available at
a price or on terms that are satisfactory to us and this insurance may not be adequate to cover any resulting liability.

A reduction in consumer demand for wines could harm our business. There have been periods in the past in which
there were substantial declines in the overall per capita consumption of wine products in our markets. A limited or
general decline in consumption in one or more of our product categories could occur in the future due to a variety of
factors, including: a general decline in economic conditions; changes in consumer spending habits; increased concern
about the health consequences of consuming alcoholic beverage products and about drinking and driving; a trend
toward a healthier diet including lighter, lower calorie beverages such as diet soft drinks, juices and water products;
the increased activity of anti-alcohol consumer groups; and increased federal, state or foreign excise and other taxes
on alcoholic beverage products. Reductions in demand and revenues would reduce profitability and cash flows.

A decrease in wine score ratings by important rating organizations could have a negative impact on our ability to

create greater demand and pricing. Many of Crimson’s brands are issued ratings or scores by local and national wine
rating organizations, and higher scores usually translate into greater demand and higher pricing. Although some of
Crimson’s brands have been highly rated in the past, and Crimson believes its farming and winemaking activities are of
a quality to generate good ratings in the future, Crimson has no control over ratings issued by third parties which may
not be favorable in the future.

Climate change, or legal, regulatory or market measures to address climate change, may negatively affect our
business, operations or financial performance, and water scarcity or poor quality could negatively impact our
production costs and capacity. Our business depends upon agricultural activity and natural resources, including the
availability of water. There has been much public discussion related to concerns that carbon dioxide and other
greenhouse gases in the atmosphere may have an adverse impact on global temperatures, weather patterns and the
frequency and severity of extreme weather and natural disasters. Severe weather events and climate change may
negatively affect agricultural productivity in our vineyards. The quality and quantity of water available for use is
important to the supply of grapes and our ability to operate our business. Adverse weather, measures enacted to
address climate change, and other environmental factors beyond our control could reduce our grape production and
adversely impact our cash flows and profitability.

Environmental issues or hazardous substances on our properties could result in us incurring significant liabilities. We
are subject to environmental regulations with respect to our operations, including those related to wastewater, air
emissions, and hazardous materials use, storage and disposal. In addition, we own substantial amounts of real
property that are critical to our business. If hazardous substances are discovered on any of our properties and the
concentrations are such that the presence of such hazardous substances presents an unreasonable risk of harm to public
health or the environment, we may be held strictly liable for the cost of investigation and remediation of hazardous
substances. The cost of environmental remediation could be significant and adversely impact our financial condition,
results of operations and cash flows.
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Our indebtedness could have a material adverse effect on our financial health. In March 2013, we entered into a
revolving credit facility with American AgCredit, FLCA and CoBank, FCB as joint lenders that is secured by
substantially all of our assets. We plan to rely upon the revolving credit facility for potential incremental capital
project funding and in the future may use it for acquisitions. No amounts are currently outstanding. The revolving
credit facility includes covenants that require the maintenance of specified debt and equity ratios, limit the incurrence
of additional indebtedness, limit dividends and other distributions to shareholders and limit certain mergers,
consolidations and sales of assets. If we are unable to comply with these covenants, outstanding amounts could
become immediately due and/or there could be a substantial increase in the rate of borrowing.

Changes in domestic laws and government regulations or in the implementation and/or enforcement of government
rules and regulations may increase our costs or restrict our ability to sell our products into certain markets.
Government laws and regulations result in increased farming costs, and the sale of wine is subject to taxation in
various state, federal and foreign jurisdictions. The amount of wine that we can sell directly to consumers outside of
California is regulated, and in certain states we are not allowed to sell wines directly to consumers and/or the amount
that can be sold is limited. Changes in these laws and regulations could have an adverse impact on sales and/or
increase costs to produce and/or sell wine. The wine industry is subject to extensive regulation by the “TTB” and
various foreign agencies, state liquor authorities, such as the “CABC”, and local authorities. These regulations and laws
dictate such matters as licensing requirements, trade and pricing practices, permitted distribution channels, permitted
and required labeling, and advertising and relations with wholesalers and retailers. Any expansion of our existing
facilities or development of new vineyards or wineries may be limited by present and future zoning ordinances,
environmental restrictions and other legal requirements. In addition, new regulations or requirements or increases in
excise taxes, income taxes, property and sales taxes or international tariffs, could affect our financial condition or
results of operations. Recently, many states have considered proposals to increase, and some of these states have
increased, state alcohol excise taxes. New or revised regulations or increased licensing fees, requirements or taxes
could have a material adverse effect on our financial condition, results of operations or cash flows.

We may not be able to insure certain risks economically. We may experience economic harm if any damage to our
properties is not covered by insurance. We cannot be certain that we will be able to insure against all risks that we
desire to insure economically or that all of our insurers will be financially viable if we make a claim.
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We may be subject to litigation, for which we may be unable to accurately assess our level of exposure and which if
adversely determined, may have a significant adverse effect on our consolidated financial condition or results of
operations. Although our current assessment is that there is no pending litigation that could reasonably be expected
to have a significant adverse impact, if our assessment proves to be in error, then the outcome of litigation could have
a significant impact on our financial condition or results of operations or cash flows.

The payment of dividends in the future is subject to the discretion of our board of directors. We do not have a regular
dividend policy and whether or not to pay any dividends will be determined each year by our board of directors.

If our intangible assets or goodwill become impaired, we may be required to record significant charges to

earnings. We have substantial intangible assets and goodwill on our balance sheet as a result of acquisitions we have
completed, in particular the acquisition of Seghesio Family Vineyards. We review intangible assets and goodwill for
impairment annually or more frequently if events or circumstances indicate that these assets might be

impaired. Application of impairment tests requires judgment. A significant deterioration in a key estimate or
assumption or a less significant deterioration to a combination of assumptions or the sale of a part of a reporting unit
could result in an impairment charge in the future, which could have a significant adverse impact on our reported
earnings.

Our common stock is not listed on any securities exchange; as a result there may be a limited public market for our
common stock. Prices for our common stock are quoted on the Over-The-Counter (OTC) Market. Securities whose
prices are quoted on the OTC Market do not have the same liquidity as securities that trade on a recognized market or
securities exchange. An active trading market for our common stock may not be sustained in the future. As a result,
stockholders may find it more difficult to dispose of or obtain accurate quotations as to the market value of our
common stock.

Our common stock price may experience volatility. The stock market has from time to time experienced extreme
price and volume fluctuations that often have been unrelated to the operating performance of particular

companies. Changes in earnings estimates by analysts, if any, and economic and other external factors may have a
significant effect on the market price of our common stock. Fluctuations or decreases in the trading price of our
common stock may also adversely affect the liquidity of the trading market for our common stock.

Future sales of our shares could depress the market price of our common stock. The market price of our common
stock could decline as a result of sales of a large number of shares of our common stock in the market or the
perception that these sales could occur. These sales, or the possibility that these sales may occur, also might make it
more difficult for us to sell equity securities in the future at a time and at a price that we deem appropriate. Any
disposition by any of our large shareholders of our common stock in the public market, or the perception that such
dispositions could occur, could adversely affect prevailing market prices of our common stock.

25



Edgar Filing: Crimson Wine Group, Ltd - Form 10-K

Compliance with changing regulation of corporate governance and public disclosure may result in additional
expenses. Changing laws, regulations and standards relating to corporate governance and public disclosure, including
the Sarbanes-Oxley Act and the Dodd-Frank Wall Street Reform and Consumer Protection Act, are creating
uncertainty for companies such as ours. We are committed to maintaining appropriate corporate governance and
public disclosure. As a result, we may see an increase in general and administrative expenses and a diversion of
management time and attention from revenue-generating activities to compliance activities, which could harm our
business prospects.

We are an “emerging growth company” and we cannot be certain if we will be able to maintain such status or if the
reduced disclosure requirements applicable to emerging growth companies will make our common stock less

attractive to investors. We are an “emerging growth company,” as defined in the Jumpstart Our Business Startups Act
(the “JOBS Act”) and have taken advantage of certain exemptions from various reporting requirements that are
applicable to other public companies that are not emerging growth companies, including, but not limited to, not being
required to comply with the auditor attestation requirements of Section 404(b) of the Sarbanes-Oxley Act, reduced
disclosure obligations regarding executive compensation in our periodic reports and proxy statements, and exemptions
from the requirement of holding a nonbinding stockholder advisory vote on executive compensation, frequency of
approval of executive compensation and any golden parachute payments not previously approved. We will retain
emerging growth company status until the earliest of: (1) the last day of the fiscal year following the fifth anniversary
of the date we first sold securities pursuant to an effective registration statement under the Securities Act; (2) the last
day of the fiscal year in which we first had total annual gross revenues of $1 billion or more (indexed pursuant to the
JOBS Act); (3) the date on which we are deemed to be a “large accelerated filer” as defined in Exchange Act Rule 12b-2
(i.e., an SEC registered company with a public float of at least $700 million that satisfies other tests); or (4) the date

on which we have, within the previous three years, issued more than $1 billion of nonconvertible debt. Under the
JOBS Act, emerging growth companies can delay adopting new or revised accounting standards until such time as
those standards apply to private companies. However, we have irrevocably elected not to avail ourselves of this
extended transition period for complying with new or revised accounting standards and, therefore, we will be subject
to the same new or revised accounting standards as other public companies that are not emerging growth companies.

Additionally, we cannot predict if investors will find our common stock less attractive because we rely on these
exemptions. If some investors find our common stock less attractive as a result of our reduced disclosures, there may
be less active trading in our common stock and our stock price may be more volatile.

We may not be able to engage in certain corporate transactions after the Distribution. Under the tax matters
agreement that we have entered into with Leucadia, we covenant not to take actions that would jeopardize the tax-free
nature of the Distribution. Additionally, we are required to indemnify Leucadia and its affiliates against all tax-related
liabilities caused by the failure
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of the Distribution to qualify for tax-free treatment for U.S. federal income tax purposes (including as a result of
events subsequent to the Distribution that caused Leucadia to recognize gain under Section 355(e) of the Code) to the
extent these liabilities arise as a result of actions taken by us or our affiliates (other than Leucadia) or as a result of
changes in ownership of our Common Stock. If the Distribution is taxable to Leucadia, Leucadia would recognize
gain, if any, equal to the difference between Leucadia’s tax basis in our Common Stock distributed in the distribution
and the fair market value of our Common Stock. Leucadia does not expect that there would be significant gain, if any,
recognized on the Distribution even if it were found to be taxable. This covenant (and, to some extent, this
indemnification obligation) may limit our ability to pursue certain strategic transactions, including being acquired in a
transaction for cash consideration or from engaging in certain tax-free combinations in which our shareholders do not
ultimately possess a majority ownership interest in the combined entity.

Significant influence over our affairs may be exercised by our principal stockholders. As of March 14, 2014, the
significant stockholders of our company are our Chairman, lan M. Cumming (approximately 8.7% beneficial
ownership, including ownership by certain family members, but excluding Mr. Cumming’s charitable foundation) and
one of our directors, Joseph S. Steinberg (approximately 9.6% beneficial ownership, including ownership by trusts for
the benefit of his respective family members, but excluding Mr. Steinberg’s private charitable

foundation). Accordingly, Messrs. Cumming and Steinberg could exert significant influence over all matters
requiring approval by our stockholders, including the election or removal of directors and the approval of mergers or
other business combination transactions.

Item 1B. Unresolved Staff Comments.

Not applicable.

Item 2.  Properties.

Crimson’s vineyards and winemaking facilities are described in Item 1. Included at the owned Pine Ridge Vineyards
winemaking facility are approximately 9,000 square feet of executive and administrative offices. Subsequent to year
end, the company entered into negotiations to lease space to relocate its administrative offices to another site in Napa,
California allowing more space and focus on the Pine Ridge Vineyards site for consumers and hospitality.

Item 3.  Legal Proceedings.
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From time to time, Crimson may be involved in legal proceedings in the ordinary course of its business. Crimson is
not currently involved in any legal or administrative proceedings individually or together that it believes are likely to
have a significant adverse effect on its business, results of operations or financial condition.

Item 4.  Mine Safety Disclosures.
Not applicable.
11
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PART II

Item 5.  Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

The Company’s common stock is traded in the over-the-counter market, OTC Market, under the symbol “CWGL.” The
Company’s common stock is not listed on any stock exchange, and price information for the common stock is not
regularly quoted on any automated quotation system.

The following table sets forth the high and low sales price of the Company’s common stock, as published by the
National Association of Securities Dealers OTC Bulletin Board Service.

High Low

2013

First Quarter (beginning February 25, 2013) $ 10.87 $ 7.26
Second Quarter 9.90 8.40
Third Quarter 9.80 5.48
Fourth Quarter 9.55 7.95
2014

First Quarter (through March 11, 2014) $895 $797

On March 11, 2014, the closing sales price for the Company’s common stock was $8.25 per share. As of that date,
there were 1,838 stockholders of record. No dividends have been paid since the Distribution. The Company does not
have a regular dividend policy and whether or not to pay dividends will be determined each year by our board of
directors. The payment of dividends will also be subject to the terms and covenants contained in the Company’s
revolving credit facility.

The Company does not currently meet certain requirements for listing on a national securities exchange or inclusion
on the Nasdaq Stock Market.
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As of the last fiscal year end, the Company had not authorized any securities for issuance under any equity plans.

There have been no sales of unregistered securities by the Company within the past year.

The Company and certain of its subsidiaries have NOLs and other tax attributes, the amount and availability of which
are subject to certain qualifications, limitations and uncertainties. In order to reduce the possibility that certain
changes in ownership could result in limitations on the use of its tax attributes, the Company's certificate of
incorporation contains provisions which generally restrict the ability of a person or entity from acquiring ownership
(including through attribution under the tax law) of five percent or more of the common stock and the ability of
persons or entities now owning five percent or more of the common stock from acquiring additional common

stock. The restrictions will remain in effect until the earliest of (a) December 31, 2022, (b) the repeal of Section 382
of the Internal Revenue Code (or any comparable successor provision) and (c) the beginning of a taxable year of the
Company to which certain tax benefits may no longer be carried forward.

The transfer agent for the Company’s common stock is American Stock Transfer & Trust Company, 59 Maiden Lane,
New York, New York 10038.

Stockholder Return Performance Graph

Set forth below is a graph comparing the cumulative total stockholder return on the Company’s common stock against
the cumulative total return of the Standard & Poor’s 500 Stock Index and a peer group index (the “Peer Group Index”)
(see footnote(1) to the graph) for the period commencing February 25, 2013 to December 31, 2013. Index data was
furnished by Standard & Poor’s Capital IQ. The graph assumes that $100 was invested on February 25, 2013 in each of
our common stock, the S&P 500 Index and the Peer Group Index and that all dividends were reinvested.
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The stock price performance included in this graph is not necessarily indicative of future stock price performance.
The Company neither makes nor endorses any predictions as to future stock performance.

Item 6. Selected Financial Data.

The following selected financial data have been summarized from the Company’s consolidated financial statements
and are qualified in their entirety by reference to, and should be read in conjunction with, such consolidated financial
statements and Management’s Discussion and Analysis of Financial Condition and Results of Operations, contained in
Item 7 of this Report. Subsidiaries and operations are reflected in the consolidated results from the date of acquisition,
which was May 31, 2011 for Seghesio Family Vineyards and August 29, 2008 for Chamisal Vineyards.

Year Ended December 31,

2013 2012 2011 2010 2009
(In thousands, except per share amounts)

SELECTED INCOME STATEMENT DATA

Revenues $ 56,472 $ 48,774 $ 39,306 $ 23,762 $ 21,700
Gross Profit 26,787 24,090 15,861 9,144 5,115
Income (loss) from operations 4,710 5,365 (123) (812) 4,177)
Net income (loss) 7,108 211 (4,310) (4,318) (7,260)
Net income (loss) per share (a) 0.29 0.01 (0.18) (0.18) (0.30)
At December 31,
(Unaudited)

2013 2012 2011 2010 2009
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(In thousands, except per share amounts)

SELECTED BALANCE SHEET DATA

Current Assets $ 77,231  $ 54,138 $49922 $ 30,724 $ 30,502
Property and equipment 109,036 108,986 110,783 64,263 66,924
Goodwill and intangible assets 19,873 21,079 22,593 177 187
Total assets 206,140 184,203 183,298 95,164 97,613
Due to Leucadia and its affiliates - 152,183 151,441 103,421 101,660
Long-term debt, including current maturities - - - 66 224
Equity 198,129 25,833 25,622 (11,224) (6,906)
Book value per share (a) 8.10 1.06 1.05 (0.46) (0.28)

(a) After the Distribution, there were 24,458,368 common shares outstanding. As appropriate, amounts presented in
this Report give retroactive effect to the Distribution for all periods presented, including net income (loss) per
share, book value per share and shares outstanding. Both before and after the Distribution, there were no dilutive
or complex equity instruments or securities outstanding at any time.

Item 7.  Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The purpose of this section is to discuss and analyze the Company’s consolidated financial condition, liquidity and
capital resources and results of operations. This analysis should be read in conjunction with the consolidated financial
statements, related footnote disclosures and “Cautionary Statements for Forward-Looking Information,” which appear
elsewhere in this Report.

Liquidity and Capital Resources

General

Crimson’s principal sources of liquidity are its available cash, funds generated from operations and its revolving bank
credit facility. In March 2013, Crimson entered into a $60,000,000 revolving credit facility with American AgCredit,
FLCA and CoBank, FCB as joint lenders, comprised of an A facility and a B facility, which together is secured by
substantially all of Crimson’s assets. Revolving credit facility A is for up to $10,000,000 of availability for a five year
term, collateralized by accounts receivable, inventory and intangibles. Term revolving credit facility B is for up to
$50,000,000 of availability for a fifteen year term, collateralized by real property, including vineyards and certain
winery facilities of Crimson. Covenants include the maintenance of specified debt and equity ratios, limitations on the
incurrence of additional indebtedness, limitations on dividends and other distributions to shareholders and restrictions
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on certain mergers, consolidations and sales of assets. In addition to commitment fees ranging from 0.25% to 0.375%,
rates for the borrowings are priced based on a performance grid tied to certain financial ratios and would have been
1.668% to 1.973% at December 31, 2013. The facility can be used to fund acquisitions, capital projects, and working
capital requirements; no amounts are currently outstanding.

Prior to the Distribution, Crimson relied upon Leucadia for debt financing and equity contributions for all of its
liquidity needs, including $86,018,000 for the acquisition of Seghesio Family Vineyards in May 2011. As of
December 31, 2012, the aggregate amount payable by Crimson to Leucadia and its affiliates was $152,183,000, all of
which was contributed to capital before the Distribution. As a result, subsequent to the Distribution, Crimson did not
record interest expense relating to this borrowing. Crimson’s positive cash flows from operating activities have
improved during the last three years as a result of growth through winery acquisitions, increased sales from new
product launches, improved brand recognition of its existing portfolio and increased higher margin direct to consumer
sales.

In March 2013, pursuant to the separation agreement entered into with Leucadia, Leucadia paid $14,175,000 to
Crimson as a capital contribution. No additional capital contributions from Leucadia have been or will be made.

As of December 31, 2013, Crimson’s commitments for capital expenditures were not material. Crimson expects to
spend approximately $5,400,000 for capital expenditures during 2014, of which $1,100,000 is for technology
enhancements related to growth, including infrastructure expansion and to enhance capabilities now expected by
consumers, including mobile commerce. As such, these expenditures do not relate to required maintenance or similar
costs to sustain our existing operations. The remaining $4,300,000 is for vineyard development, barrel purchases and
other winery and facility improvements. Crimson expects to use its available cash and cash flows generated from
operating activities to fund its capital expenditures.

Consolidated Statements of Cash Flows

Net cash provided by operating activities was $10,333,000, $6,982,000 and $4,998,000 for the years ended December
31,2013, 2012 and 2011, respectively. Cash flows from operating activities improved during 2013 as compared to
2012, principally due to a decrease in cash paid for interest, and a lower increase in inventory, $1,232,000 in 2013 as
compared to $4,105,000 in 2012, primarily due to a large inventory balance in 2012 related to the large harvest, as
well as 16% revenue growth in 2013.
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Cash flows from operating activities also reflect interest paid to Leucadia. Interest paid to Leucadia was $122,000,
$1,500,000 and $972,000 during 2013, 2012 and 2011, respectively.

Net cash used for investing activities was $15,243,000, $3,909,000 and $89,156,000 for the years ended December 31,
2013, 2012 and 2011, respectively. Acquisition of property, equipment and leasehold improvements increased in 2013
as compared to 2012 principally due to capital expenditures related to fermentation capacity expansion at Seghesio
Family Vineyards. Proceeds from disposals of property and equipment include $1,754,000 in 2013 from the sale of a
non-strategic vineyard and sales of used barrels during all years. In addition, $10,500,000 was used during 2013 for
investing in FDIC insured U.S. Certificates of Deposit.

Net cash used for investing activities during 2011 also reflects $86,018,000 for the acquisition of Seghesio Family
Vineyards in 2011. The following table summarizes the fair values of the assets and liabilities related to Seghesio
Family Vineyards at the date of acquisition:

Inventory $ 11,826,000
All other current assets 3,181,000

Property, plant and equipment 48,503,000
Goodwill and intangible assets 23,303,000

Other assets 82,000
Total assets acquired 86,895,000

Current liabilities acquired 877,000
Net assets acquired $ 86,018,000

During 2013 and 2012, net cash used for financing activities reflects $1,700,000 and $3,000,000, respectively, of
principal payments on debt to Leucadia and for 2013, the capital contribution of $14,175,000, discussed

above. During 2011, net cash provided by financing activities of $86,090,000 principally includes the funds provided
by Leucadia as a capital contribution and loan for the acquisition of Seghesio Family Vineyards.

As shown below, at December 31, 2013, Crimson’s contractual cash obligations totaled $16,424,000.

Payments Due by Period (in thousands)
Total
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Contractual Cash Obligations Less 1-3 4-5 After 5
than 1 Years Years Years
Year

Grape purchase contracts $ 16,028 $ 6,475 $ 5,866 $ 2,169 $ 1,518

Operating Leases, net of sublease income 396 112 166 76 42

Total Contractual Cash Obligations $ 16,424 $ 6,587 $ 6,032 $ 2,245 $ 1,560

Off-Balance Sheet Financing Arrangements

None.

Critical Accounting Estimates

Crimson’s discussion and analysis of its financial condition and results of operations are based upon its consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the

U.S. (“GAAP”). The preparation of these financial statements requires Crimson to make estimates and assumptions that
affect the reported amounts in the financial statements and disclosures of contingent assets and liabilities. On an
on-going basis, Crimson evaluates all of these estimates and assumptions. The following areas have been identified as
critical accounting estimates because they have the potential to have a significant impact on Crimson’s financial
statements, and because they are based on assumptions that are used in the accounting records to reflect, at a specific
point in time, events whose ultimate outcome won’t be known until a later date. Actual results could differ from these
estimates.

Inventory—Inventories are stated at the lower of cost or market, with cost being determined on the first-in, first-out
method. Costs associated with winemaking, and other costs associated with the manufacturing of products for resale,
are recorded as inventory. In accordance with general practice within the wine industry, wine inventories are included
in current assets, although a portion of such inventories may be aged for periods longer than one year. As required,
Crimson reduces the carrying value of inventories that are
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obsolete or in excess of estimated usage to estimated net realizable value. Crimson’s estimates of net realizable value
are based on analyses and assumptions including, but not limited to, historical usage, future demand and market
requirements. Reductions to the carrying value of inventories are recorded in cost of sales. If future demand and/or
pricing for Crimson’s products are less than previously estimated, then the carrying value of the inventories may be
required to be reduced, resulting in additional expense and reduced profitability. Inventory write-downs of $0,
$50,000 and $51,000 were recorded during 2013, 2012 and 2011, respectively.

Vineyard Development Costs—Crimson capitalizes internal vineyard development costs when developing new
vineyards or replacing or improving existing vineyards. These costs consist primarily of the costs of the vines and
expenditures related to labor and materials to prepare the land and construct vine trellises. Amortization of such costs
as annual crop costs is recorded on a straight-line basis over the estimated economic useful life of the vineyard, which
can be as long as 25 years. As circumstances warrant, Crimson re-evaluates the recoverability of capitalized costs,
and will record impairment charges if required. Crimson has not recorded any significant impairment charges for its
vineyards during the last three years.

Review of Long-lived Assets for Impairment—For intangible assets with definite lives, impairment testing is required if
conditions exist that indicate the carrying value may not be recoverable. For intangible assets with indefinite lives and
for goodwill, impairment testing is required at least annually or more frequently if events or circumstances indicate

that these assets might be impaired. Crimson currently has no intangible assets with indefinite lives. Substantially all
of Crimson’s goodwill and other intangible assets result from the acquisition of Seghesio Family Vineyards in May
2011. Amortization of intangible assets is recorded on a straight-line basis over the estimated useful lives of the

assets, which range from 7 to 17 years. Crimson evaluates goodwill for impairment at the end of each year, and has
concluded that goodwill is not impaired.

The Company evaluates long-lived assets for impairment whenever events or changes in circumstances indicate that
the carrying amount of an asset or asset group may not be recoverable. Long-lived assets consist primarily of property
and equipment. Circumstances that might cause the Company to evaluate its long-lived assets for impairment could
include a significant decline in the prices the Company or the industry can charge for its products, which could be
caused by general economic or other factors, changes in laws or regulations that make it difficult or more costly for
the Company to distribute its products to its markets at prices which generate adequate returns, natural disasters,
significant decrease in the demand for the Company’s products or significant increases in the costs to manufacture the
Company’s products.

Recoverability of assets is measured by a comparison of the carrying amount of an asset group to future net cash flows
expected to be generated by the asset group. If such assets are considered to be impaired, the impairment to be
recognized is measured by the amount by which the carrying amount of the assets exceeds the fair value of the

assets. The Company groups its long-lived assets with other assets and liabilities at the lowest level for which
identifiable cash flows are largely independent of the cash flows of other assets and liabilities (or asset group). This
would typically be at the winery level which is described above.
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The Company did not recognize any impairment charges associated with long-lived assets during the three year period
ended December 31, 2013.

Depletion Allowances—Crimson pays depletion allowances to its distributors based on their sales to their

customers. These allowances are estimated on a monthly basis by Crimson, and allowances are accrued as a reduction
of revenues. Subsequently, distributors will bill Crimson for actual depletions, which may be different from Crimson’s
estimate. Any such differences are recognized in revenues when the bill is received. Crimson has historically been
able to estimate depletion allowances without any material differences between actual and estimated expense.

Results of Operations

Overview

The Company generates revenues from sales of wine to wholesalers and direct to consumers, sales of bulk wine and
grapes, special event fees, tasting fees and retail sales. Revenues and gross profit for the years ended December 31,
2013, 2012 and 2011 are as follows (in thousands):

2013 2012 2011

Revenues:
Wholesalers $ 32,612 $ 27,015 $ 20,431
Direct to consumers 19,656 18,113 15,363

Bulk wine and grape sales, event fees and retail sales 4,204 3,646 3,512
$ 56,472 $ 48,774
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