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Preface

During the 2015 Super Bowl, Anheuser-Busch took a direct shot at craft beer. The Budweiser ad dismissed craft beer as a nonbeer made with “pumpkins” and craft beer drinkers as the opposite of the older, rugged men who drink Bud. Using strong alpha-male imagery, the ad portrayed Budweiser as true beer “made the hard way.” As observed by numerous national publications, the ad was viewed as a declaration of war against craft beer drinkers.

And that was odd. One week earlier, Anheuser-Busch purchased its fourth craft brewery—Seattle’s 50,000 barrel-a-year Elysian Brewing Company. The founders of Elysian called the anti-craft ad “tone deaf.” MillerCoors, the world’s second largest beer company, took the side of craft breweries, an apparent appreciation of the disastrous price they would pay if they alienated college-educated drinkers. Craft producers have been pushing up against industrial beer and spirits companies for decades in a fight to win not just store shelf space but, more importantly, the hearts and minds of American drinkers. Since 2008, craft brewers have been gaining ground against Big Beer at a spectacular pace. With the Super Bowl ad, the world’s largest beer company pushed back in front of 120 million television viewers. Budweiser’s new “Beer Made the Hard Way” ad campaign continued to run after the Super Bowl. The Big Beer/craft beer conflict continues to define the beer industry.

The craft alcoholic beverage industry is racing toward a future that is equal parts electrifying and terrifying. No one is certain how long today’s spectacular expansion will continue or what will follow when it ends. But today’s craft beer, spirits, and hard cider entrepreneurs are having the ride of a lifetime. To join them now, you will need to run fast to catch up and be prepared to hang on tight.

This book will help you decide if this wild ride is for you. And, if it is, we will show you how to survive and thrive. We reached out to dozens of craft producers—the pioneers as well as fledgling entrepreneurs, the largest craft companies and some of the smallest—to bring you their stories and, just as importantly, their advice. Each story is different and the specific advice from one insider is just that, the reflection of that person’s unique point of view. As you connect these dots, you will see the larger landscape and be able to understand where you might fit into this fast-evolving industry.

There are no simple rules to follow, no foolproof formulas for success with craft. There is, however, a shared belief among craft brewers, distillers, and cider makers that even with the incredible growth in demand for craft, thirst for their products is far from sated, even in regions that seem to be bursting at the seams with craft producers. As we write this, the failure rate for craft beverage businesses is effectively zero. That will change as a rush of starry-eyed newcomers intensifies competition, making it increasingly costly to survive what will surely be a frantic next few years.

In this book, we lay out the very different challenges you will face as a newcomer to each of these three sectors. While they are seemingly similar with skilled artisans moving freely from one sector to the other—craft brewers have opened both cideries and distilleries—these sectors have their own cultures and challenges. They have separate regulatory requirements and very different cost structures. They present unique business challenges.

Beer is the most mature of these craft sectors with a unifying culture grounded in the open hostility Anheuser-Busch and other Big Beer companies have displayed toward craft. By necessity, craft brewers developed a strong mutual support system unusual in American business. They work together in small and large ways, united in their mission to grab market share from Big Beer. How Big Beer responds to its shrinking market share and falling profits will define the next phase of the craft beer revolution.

Craft distillers have no similar overarching culture. The relative newness of craft spirits is one reason. The long lead-time necessary to produce aged spirits can make distilling a far more expensive venture than brewing beer and limits the come-one-come-all camaraderie. More significantly, industrial distillers appear to have learned a lesson from the beer industry and avoid appearing to directly threaten craft distillers. Also small distillers are open to using industrially produced ingredients and often work closely with industrial spirits companies. As a result, “craft spirits” is less defined than craft beer.

Craft hard cider is the baby of the bunch, but it is a baby shot full of growth hormones. The opportunities are fantastic for new producers in this sector. But, here too, the definition of “craft” is unsettled. Ultimately, it will be a farm vs. factory fight, fresh fruit vs. fruit-flavored ingredients.

You will find investors (people who are willing to invest and offer advice) are plentiful and accessible, although relationships with them can be fraught with peril if your goal is to operate independently. The supporting players supplying equipment, ingredients, and advice are in place. Customers flock to you with little prodding. The only quick way to fail is to ignore the rules. These sectors are controlled from top to bottom by government regulation. Federal, state, county, city, even neighborhoods have a say in the production and sale of alcoholic beverages.


CHAPTER 1

Today’s Craft Alcoholic Beverage Industry

Craft beverages are transforming America’s beer, spirits, and hard cider industries. Independent producers using high-quality ingredients to produce idiosyncratic beverages are winning the affections and pocketbooks of consumers, particularly educated, food-focused, affluent drinkers.

A handful of multinational conglomerates overwhelmingly dominate the alcoholic beverage business. Yet smaller craft producers are today’s industry trendsetters. Craft beverages command a premium price over their industrially produced competition. With their emphasis on sustainable ingredients and local production, craft brands reflect the eco-values of the Millennial generation, a force driving innovation across the food and drink market.


 




       fun fact
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In the U.S., 700 craft distillery licenses have been issued with 550 distilleries in operation and 200 more in development, according to the American Distilling Institute.




 



For the uninitiated, the taste of emerging craft brands may be difficult to understand, changing batch to batch as craft producers experiment with recipes and processes. This has been part of craft’s charm for enthusiasts who want the drink in their glass to be made with care by human hands—damn the price, inconvenience, and variability. With each new wave of innovation, ever more specialized producers are emerging to serve ever smaller niche markets.

Unlike the American wine industry’s obsession with recognition for being the “best” of an established type, these craft sectors emphasize innovation and local identity. Many cities boast dozens of craft breweries, offering fans a choice of neighborhood taprooms featuring dramatically different styles and flavors of beer. Craft fans can choose a spirit made from organic, locally grown ingredients that reflects their hometown’s character. A glass of craft hard cider carries the story of the handpicked apples from a nearby orchard.
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    New consumer research released in February 2015 shows-high frequency wine drinkers shifting from wine to spirits, craft beer, and hard cider. To wit:

            [image: ][image: ]  53 percent of high-frequency wine drinkers report choosing to drink craft beer instead of wine more often in 2014 compared to 2013.

            [image: ][image: ]  43 percent of high-frequency wine drinkers report choosing to drink spirits instead of wine more often in 2014 compared to 2013.

    Credit: Wine Market Council






In the Beginning

The modern craft movement came to life in the early 1980s when a ragtag collection of homebrewers started selling their then radically different beers. By the mid-1990s, at the crest of the first craft beer boom, craft distillers followed their lead. Craft hard cider makers jumped on the bandwagon in the last decade. By the time the economy started to crumble in 2007, a broad cross-section of Americans had upgraded their favorite libation and were crying into a better glass of liquid solace. It must have made us feel better. Starting that year, and every year since, every segment of craft alcoholic beverage has grown by double digits.


 




       fun fact
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At the start of 2015, there were 3,418 craft breweries in America with new breweries opening at a rate of nearly two breweries a day, according to the Brewers Association (www.brewersassociation.org). Another 2,000 craft breweries were in development. Retail sales of craft beer reached $19.6 billion in 2014 with total U.S. beer sales of $101 billion, up from $100 billion in 2013. Retail sales of beer grew 22 percent in dollar value in 2014. Craft beer accounted for 11 percent of total beer sales, by volume, and 19.4 percent, by dollar, in 2014, according to the Brewers Association.




 



“The recession scared the hell out of everyone,” says Peter Toombs, president of DME Brewing Solutions (www.dmebrewing.ca), an equipment manufacturer for small and medium-sized breweries. “Orders ceased for 90 days. Then the demand came on strong and has been steady ever since.”

“More has happened in beer in the last 20 years than has ever happened to any individual market in history. We are in amazing times. We didn’t see how much could change so fast,” says Ken Grossman, founder of Sierra Nevada Brewing Company (www.sierranevada.com).

Spirits is a far smaller craft sector without clear sales numbers. But the number of producers is expanding rapidly, up nearly 30 percent in 2014, according to the American Distilling Institute (http://distilling.com). “New distillers can point to solid success stories,” says Nicole Austin, master blender at Kings County Distillery in Brooklyn (http://kingscountydistillery.com) and a consultant to many new distilleries. “More people are willing to invest. We are a serious industry.”

The craft sector of hard cider sales also are not broken out. And since cideries are licensed as wineries, it is difficult to track how many are in operation. “Cider is growing faster than any other sector,” says Jake Keeler, director of marketing at BSG, Brewing Supply Group (https://bsgcraftbrewing.com), a craft supply company serving all sectors. “It has the potential to be a decent chunk of the alcoholic beverage business. There is a ton of opportunity.”

Time to Jump In?

How hot is craft? Statistics from the craft beer industry, and anecdotes from other craft sectors, indicate craft alcoholic beverages is as close as it gets to a sure thing for someone who wants to start a new business; remarkably, failure rates hover near 5 percent. By comparison, if you opened a new restaurant, you would face a 70 percent chance of the business failing in the first few years.


 




       tip
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U.S. Association of Cider Makers estimates there are 400 hard cideries, up from fewer than 20 ten years ago.




 



That no-failure rate is somewhat illusory. Craft beverage production is an exceptionally difficult business with long hours, low pay, and a painfully long lead-time before profitability. There are so few failures because the traditional craft producers are passion-driven entrepreneurs who simply refuse to fail. You need to ask yourself if you have that level of commitment. Know it will become more difficult to survive as competition increases. Since craft is hot, that competition is sure to grow. You will need (and want) to be ready to roll with the changes and pivot to position your business always on the cutting edge of craft. If that sounds like a worthwhile challenge, then buckle up!

New challenges to craft’s enviable hold on American consumers will intensify the pressure on new producers. Multinational beverage conglomerates are creating more of their own “craft-ish” products that sell well to consumers who either cannot or cannot-be-bothered to tell the difference. Big companies are paying huge premiums to buy small craft producers to add craft cache to their product portfolios. Equally telling, regional craft producers are joining forces with national craft companies in an effort to stay competitive. The already difficult-to-define “craft” category is in danger of becoming a muddled. The best craft producers recognize this Achilles’ heel and advocate a definition of craft that stresses transparency and full disclosure of what’s in the bottle along with the provenance of its ingredients. Donning the craft mantle will require you to open your doors and be willing to demonstrate the added value of your product. Your survival will depend on a demonstrable mastery of the craft.

The good news for you is that craft is booming. Analysts anticipate another two years of rapid expansion across all craft sectors. Investors are plentiful, distributors are engaged, and the businesses supplying equipment, materials, and services are mature enough to support the craft beverage boom. Even the notoriously entrenched political forces at play in the alcoholic beverage business are shifting in favor of craft producers. Because the sector creates much needed new jobs in small towns and neglected city neighborhoods across the country, craft producers are winning the fight to rewrite burdensome post-prohibition rules, even though this undercuts the power of entrenched multinational beer and liquor producers and distributors. Growth may start to slow in 2016, but it is not expected to plateau for years to come. No one is talking about a “bust” any time soon. You are picking a great time to jump into the fray. So, welcome to the party and let us help you get acquainted.
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           1.   Lagunitas Brewing Company

           2.   Sierra Nevada Brewing Company

           3.   New Belgium Brewing Company

           4.   Stone Brewing Company

           5.   Ballast Point Brewing Company

           6.   Deschutes Brewery

           7.   Sweetwater Brewing Company

           8.   Founders Brewing Company

           9.   Bells Brewing Company

         10.   Firestone Walker Brewing Company

    Source: IRI






Different Products, Distinct Challenges, Dynamic Markets

The various craft sectors are not directly competitive with each other, but they do offer distinctly different lifestyles. As you think about each sector, think about your own lifestyle. What makes you happy? The craft game is a rewarding, yet long, hard slough. You want to invest your time where you are most likely to find satisfaction.

Craft is a welcoming industry thanks to a shared enthusiasm for the product and how it is made. Brewers have a communal culture and a shared sense of passion for brewing and drinking beer. You do not need a college degree to be successful and, because the industry is relatively mature, you have the option of starting out working for other brewers and finding a mentor. Almost anyone can start a small brewery and have a good chance of selling enough beer to pay the bills.

Each sector we will explore in this book, from brew to cider, offers its own unique selling points and entrepreneurial identity. Among craft distillers, you will find more stridently independent characters. It also attracts wealthier second-career folks looking to leave the rat race and produce something tangible. The long horizon requires deep pockets and rewards the patience that comes with maturity. At the same time there are hidden economies with spirits production that can lower startup expenses. Some call these shortcuts a form of cheating.

Artisan hard cider is a farmer’s dream, allowing someone with access to an apple orchard to create a high-margin product they can sell out of their barn door. Those who care about where their food is grown and who grows it, find craft cider making particularly appealing. It is the ultimate farm-to-table product. Truly, there is a craft for everyone. Take a look at the differences and see what works best for your entrepreneurial spirit.

Craft Breweries

Craft brewing has come out of the basement and into the limelight to give traditional beer companies a run for their money. Who wouldn’t want to be a part of such an exciting movement? As defined by their trade organization, the Brewers Association, craft breweries are independently owned (less than 25 percent of craft breweries are owned or controlled by an alcoholic beverage industry member that is not itself a craft brewer), producing no more than 6 million barrels of beer a year. Embracing European traditions, craft brewers use malted grains and fresh hops to revive old styles as well as to invent new ones. Craft beers provide a stark contrast to the weak quaffers the two multinational beer conglomerates Anheuser-Busch InBev (ABI, www.ab-inbev.com) and SABMiller (sabmiller.com) make using inexpensive corn or rice and highly processed hops. This is good news for anyone interested in going full-time craft and taking an anti-industrial stand; the options for startups are plenty, and you can’t be a Busch and make it happen.


 




       aha!
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The concept of an American craft alcoholic beverage industry did not exist in 1978 when President Jimmy Carter signed the law repealing the prohibition against homebrewing. But when the teetotaling Georgian signed the bill into law, he brought homebrewers out of the shadows. It wasn’t long before they started selling their beers and launched the craft movement.






History

A little-noticed post-Prohibition rule change legalizing homebrewing followed another act of Congress with an outsized effect on the craft movement. In 1976, Congress approved a $2-per-barrel reduction in the $9-per-barrel federal excise tax on beer, specifically for small breweries, in an attempt to help save the few remaining regional breweries.

That tax differential for small breweries took on greater meaning in 1991. During the Bush administration the federal excise tax on beer was doubled on beer to $18 per barrel. Yet he left the lower $7-per-barrel tax in place for the first 60,000 barrels brewed by small brewers. The tax break exists to this day. It is not only a tax incentive to start a small business; it is a critical federal support that helped establish the craft industry. Craft brewers are lobbying for a further cut in federal excise taxes for the smallest craft producers. During the first week of the new Congress in January 2015, the Small Brewer Reinvestment and Expanding Workforce Act was introduced in the House of Representatives with both Republican and Democratic sponsors. It followed the introduction of the Cider Industry Deserves Equal Regulation Act, another bill with bipartisan support. See Figure 1–1 on page 8.

Craft Beer Culture

Craft brewers have been united in their faith that a rising tide lifts all boats; the craft beer market will grow faster with more successful craft breweries. That attitude engenders a cooperative spirit among craft brewers that buoys the sector. Brewers consciously reach out to help their competitors make better beer, believing that across-the-board quality is vital to the success of the craft beer sector. Even with the blizzard of new brands coming to market, craft brewers maintain their one-for-all-and-all-for-one attitude.

“We’re a new kind of capitalism with a different perspective on the end game,” says Charlie Papazian, president of the Brewers Association. “We have found a way to be in business and enjoy it. A lot of people are flabbergasted by the camaraderie, the sharing among competitors.” The craft model’s focus on quality is “very, very different than the rest of society. We are open to doing things in a positive light. More passionate than opportunistic.” Craft brewing rewards vision and unique approaches, says Papazian. “It doesn’t reward followers, people who need a model. Consumers know who the owners are because they are leaders, front and center.”

The approach fuels growth. The 18 breweries in operation in 1984 grew to 540 breweries by 1995. Brewpubs were the hot idea that gave rise to Governor of Colorado John Hickenlooper’s Wynkoop chain of brewpubs and Gordon Biersch Brewing Company (http://gordonbiersch.com) owned by Dan Gordon and Dean Biersch. Breweries experimented with styles, opening the way for New Belgium Brewing Company (www.newbelgium.com), launched in Fort Collins, Colorado, in 1991, specializing in Belgian-style beers. Sam Calagione launched Dogfish Head Craft Brewery (www.dogfish.com) in Rehoboth Beach, Delaware, with beers flavored with fruits, coffee, and a long list of even more exotic ingredients.


[image: FIGURE 1–1: Craft Legislation]



FIGURE 1–1: Craft Legislation

A comparison of the Small Brew Act promoted by the Brewers Association and the Beer Act promoted by the industrial beer producers, or Big Beer. Credit: Brewers Association

It was a frenzied time that suited manic personalities, such as Tony Magee, founder of Lagunitas (https://lagunitas.com), who financed an initial miniscule brewery with money from friends and family, relying on sales and bank loans to pay for the cost of near-constant incremental expansions. The struggle was to build enough brewery capacity to serve growing demand, but not expand so fast that supply outstripped demand with capital costs becoming a lethal financial burden. Many first-time entrepreneurs fell off this tightrope.


 




       tip
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International markets are clamoring for American craft beer with exports accounting for 1.2 percent of craft revenue in 2013, triple the international sales five years earlier, according to the Brewers Association. San Diego’s Stone Brewing will be the first American craft brewer to open a brewery in Europe when its Berlin facility opens in 2015.




 



The most successful craft breweries are now national brands. Boston Beer (Sam Adams, www.bostonbeer.com), Sierra Nevada Brewing Company, New Belgium Brewing Company (Fat Tire), Lagunitas Brewing Company, Stone Brewing Company (www.stonebrewing.com), and Green Flash Brewing Company (www.greenflashbrew.com) have opened or are planning to open second breweries as distant satellites of their original locations to facilitate national distribution.

“Craft beer has won the hearts and minds of consumers,” says Benj Steinman, editor of Beer Marketer’s Insights (www.beerinsights.com). And Anheuser-Busch and MillerCoors are not staying on the sidelines. In 2014, Anheuser-Busch bought 10 Barrel Brewing Company (www.10barrel.com), a 45,000-barrel-a-year, Bend, Oregon, craft brewery for a reported $50 million and a month later snapped up Elysian Brewing Company (www.elysianbrewing.com), a 50,000-barrel Seattle brewery. These were Anheuser-Busch’s third and fourth craft purchases following Goose Island Beer Company (www.gooseisland.com) in Chicago and Blue Point Brewing Company (http://bluepointbrewing.com) on Long Island. “ABI has a rather large checkbook,” Steinman says. And while these particular purchases “sent a shudder” through the tight-knit craft beer world, craft brewers should get used to seeing their comrades cash out as Anheuser-Busch and others buy “craft cred.”

The big beer companies don’t have much choice. Americans are buying less beer overall, with total sales volume dropping 1.3 percent in 2013, and sales remained flat in 2014. In 2014, for the first time, craft beer sales by volume eclipsed U.S. sales for Budweiser. See Figure 1–2.


 




       fun fact
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Since 2008, when Anheuser-Busch was sold to Brazil-based In-Bev Corp. and Miller merged with Coors, the two beer giants have lost more than 20 million barrels of beer sales volume, more than 10 percent of their overall volume, says Steinman. In that time, craft’s share of the market increased from 4.2 percent to be more than 9 percent of the American beer market. Big Beer’s loss has been craft beer’s gain.




 



“It is now clear that craft is going to play a significant role in the market,” says David Walker, cofounder of Firestone Walker Brewing Company (www.firestonebeer.com) based in Paso Robles, California. “Big Beer tried and failed to make it difficult for us to survive. So they only have two choices: Invent their own craft beers or buy craft breweries. Now it gets competitive. They are going to fight for market share. They can just drop the price of their beers and the majority of consumers will still want to drink their beer. They are the elephant at our tea party.”

The Future

Craft beer marketing will change quickly in a more competitive market. New craft brewers need to be big enough to finance the marketing, distribution, and sales efforts that will be increasingly critical to survival.

[image: FIGURE 1–2: Bud and Craft Shipments]

FIGURE 1–2: Bud and Craft Shipments

Comparison of volume sales for the craft beer sector and Anheuser-Busch’s flagship Budweiser brand. Credit: Beer Marketer’s Insights

Craft brewers should be careful what they wish for if they want Big Beer to fade away, says Andy Thomas, CEO of Craft Brew Alliance (http://craftbrew.com), a consortium of craft beer brands—Widmer Brothers, Kona Brewing, Redhook, and Omission—in which Anheuser-Busch holds a one-third interest. Large beer companies spend an estimated $1 billion a year on mass-market, sports-oriented pro-beer messaging. Craft brands spend almost nothing on mass media. “Craft can’t be cool if beer is irrelevant,” Thomas told 200 craft brewers attending Brewbound (www.brewbound.com) in San Diego in December 2014. Big Beer supports the whole beer category with their mass marketing.


 




       tip
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Online craft beer trade publications to follow:

       •  Craft Brewing Business (www.craftbrewingbusiness.com)

       •  Brewpublic (www.brewpublic.com)

       •  Brewbound (www.brewbound.com)




 



That kind of thinking runs counter to craft beer traditionalists. In the past, new craft producers who launched with a splash before establishing a local following for their beers often failed. “Smaller startups are in it for the right reasons,” says Papazian. “The larger startups, given that their investment relies on other people’s money, need quick returns.” They won’t find them in craft beer. “No one gets rich quickly or easily in craft beer.”

But they also don’t fail. While the growth rate may slow, sales are predicted to continue to climb. According to industry analysts at IBISWorld (www.ibisworld.com), craft beer revenue growth will slow from the 11 percent average annual growth rate of 2008–2013 and grow an average of 5.5 percent a year between 2015 and 2020. Increasing market acceptance and low barriers to entry make this industry attractive for new businesses, the analysts say. Minimal equipment is required to brew craft beer, and it can be bought ready to use. A culture that emphasizes locally brewed craft beers has also encouraged entrants into the industry.

As a result of high demand justifying price increases, the industry is becoming more profitable. Craft brewery profits averaged 9.1 percent of revenues in 2014. During the next five years, the industry will benefit from brand recognition and increasing disposable income. There will be an estimated 4,470 breweries in operation by 2020.

Craft Distillers

As defined by their association, The American Craft Spirits Association (www.americancraftspirits.org), craft distillers are independent licensed distillers annually producing fewer than 750,000 proof gallons of spirits. They are a passionate group of independent artisans similar to those who populate the craft beer movement. In fact, many spirits producers started out as brewers, a logical progression considering the two crafts share the same initial processing steps.

History

In 1965, there was only one craft brewery, Anchor Brewing (www.anchorbrewing.com) in San Francisco, bought on impulse by 25-year-old Fritz Maytag, a descendent of the Maytag appliance family. When Maytag later launched Anchor Distilling in 1993, he became one of the first craft distillers. He learned the craft from Jörg Rupf, America’s first modern craft distiller who launched St. George Spirits (www.stgeorgespirits.com) in Alameda, California, in 1982 to distill eau-de-vie from the region’s bounty of fresh pears, raspberries, and cherries.

There has never been a home distilling movement similar to what drove the craft beer movement. Home stills remain illegal, a law that appears to be carved in stone as much because of the fear of exploding stills and accidental poisonings as an aversion to “demon” spirits. So the movement has grown far more slowly. There are no firm numbers on the size or value of the craft spirits sector. See Figure 1–3 on page 13.

By and large, consumers are satisfied with the products these companies produce, setting a high bar for craft producers to clear with their alternative products. It is difficult to make Kentucky bourbon as good as Maker’s Mark (www.makersmark.com), produced by Beam Suntory. The popularity of the Kentucky Bourbon Trail (http://kybourbontrail.com), a state tourism board effort backed by the big distillers, attracts tourists from around the world. “People think they are visiting craft distilleries, but they aren’t,” says James Rodewald, author of American Spirit: An Exploration of the Craft Distilling Revolution (Sterling Epicure, 2014). And they don’t care.


 




       tip

[image: ]

The established spirits business has consolidated in recent years and continues to grow rapidly. Diageo dominates the $70 billion U.S. spirits business. According to the Distilled Spirits Council, volume increased 2.2 percent in 2014 to 210 million cases. Pernod Ricard, Beam Suntory, Gruppo Campari, and Brown-Foreman are the other major players.






Craft Spirits Culture

Most craft distillers know this and create products that are distinctly their own: Corn whiskeys that retain a natural popcorn flavor and gins that call to mind the smells of a hike in the mountains near the distillery. A craft vodka maker might infuse his spirits with eau-de-vie made with fresh local fruit. Whiskeys produced from unusual grains and aged in small casks are popular. Gins are a particularly exciting category for American craft producers because, beyond the presence of juniper in the herbal infusion, there is wide latitude on botanical ingredients. Each gin can taste unique.
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The rising sales of spirits from 2009 to 2014, according to IWSR.

Many of the best-known small spirits producers—such as Hudson Valley-based Tuthilltown Spirits (www.tuthilltown.com), Chicago-based Few Spirits (www.fewspirits.com), and New York Distilling Company (www.brooklynbooze.com)—are members of the two-year-old American Craft Sprits Association (ACSA). The association hosted its second annual trade show in February 2015 and is leading the charge to change federal and state laws hobbling the growth of craft spirits. “We are just at the beginning stages of organizing the craft spirits industry,” says Leah Hutchinson, director of operations and marketing for the nonprofit association, noting that there are parallels to the early stages of the craft beer industry. See Figure 1–4 on page 14 for more information on craft distillers.

The association evolved out of the American Distilling Institute, a private company owned by Bill Owens, a former brewer and beer trade publisher who shifted gears to focus on the distilling industry a dozen years ago. Owens runs the largest craft distilling trade show, which attracted 1,000 distillers, purveyors, and others interested in the sector in 2014. He publishes American Distiller magazine.
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FIGURE 1–4: U.S. Craft Distillers in Production 2005–2014

Credit: Michael Kinstlick, CEO Coppersea Distilling

The Future

Owens and the nonprofit ACSA define “craft spirits” to be both grain-to-glass spirits and spirits produced using distillate made by industrial distillers. Both production processes are legal and common among large distillers. Yet, within the craft movement, using industrially produced spirits is controversial. Some “blenders,” as they are sometimes called, market their products as if they produced them grain-to-glass. Two class-action lawsuits were filed in 2014 accusing leading small distillers, Tito’s Handmade Vodka and Templeton Rye, of defrauding consumers with false marketing claims concerning their production processes.

“There is no self-policing yet in craft spirits,” says Rodewald. No one is enforcing truth in advertising for craft spirits. “You can cheat.”
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Craft spirits trade publications to follow:

       •  Artisan Spirit magazine (www.artisanspiritmag.com)

       •  BevNet (www.bevnet.com)




 



The issue, however, is generally invisible to consumers. While beers are identified by their parent company—everyone knows that Anheuser-Busch makes Budweiser—consumers connect directly with specific spirits brands. Few fans of the popular Jim Beam whiskey realize the American brand is part of the Japanese spirits company, Suntory. These kinds of deals are happening more frequently, with big spirits companies paying an estimated $1,000 per case for brands with relatively small 20,000 to 40,000 case productions.

It can be advantageous for craft producers to sell a single brand in their lineup to get the cash infusion they need to grow. Unlike the quick turnaround when brewing fresh beer, building up a craft distilling business requires large quantities of raw materials to produce a dribble of marketable product. Proper aging adds three or more years to the time it takes to get a product to market. While $250,000 and buckets of sweat equity might be enough to open a microbrewery, artisan distillers producing aged spirits often spend $5 million or more before they turn a profit.

Craft Hard Cider

Hard cider was a necessity for American colonists who could not drink the fetid city water. Johnnie Appleseed thought hard cider was important enough that he walked across the country planting apple trees to give pioneers the raw material for this lightly alcoholic beverage. But while France, Spain, and England maintained their hard cider traditions—which are, respectively, slightly sweet and effervescent, vinegary, and bone dry with just a hint of the flavor of the apples, quince or pears used to make it—it fell out of favor in the U.S. 100 years ago.

History

The convergence of the craft beer and slow food movements is bringing it back, starting in the apple-producing of New England and the Pacific Northwest, and the states of New York and Michigan. Artisan hard cider has much in common with wine, another fermented fruit drink, and the federal government as well as most states regulate it as such. Craft producers pick a variety of cider apples to give their ciders a distinct flavor profile, tannic structure, and acidity level, much as winemakers do with wine grapes. Orchards have “terroir,” where the character of the land and climate are reflected in the flavor of its apples, just as wine grapes reflect particular vineyards.
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Farm-based hard cider makers are receiving enthusiastic political support, particularly in New York, where it is a high-value product for small farmers. Fresh apples are more expensive than beer’s malt and hops. But if you have an old orchard on your farm, cider can turn a marginal crop into a big moneymaker.




 



The big event in hard cider has been the explosion in popularity of industrial-scale ciders. It started in the late 1990s with Vermont Hard Cider Company’s Woodchuck (http://woodchuck.com). By 2005, hard cider was gaining traction as an alternative to hefty craft beers. Anheuser-Busch, MillerCoors, and large beer importers jumped into the space, and retail sales of hard cider rose to $35 million in 2009.

Hard cider became a full-fledged phenomenon in 2011 when Boston Beer introduced Angry Orchard Hard Cider and, overnight, sales of hard cider shot to the moon, growing 92 percent by volume in 2012. Total sector sales rose to $293 million in 2013, with Angry Orchard commanding 38 percent of this zippy market, growing 80 percent in 2013, according to IBISWorld. In March 2014, Anheuser-Busch introduced Johnny Appleseed Hard Cider and MillerCoors launched Smith & Forge Hard Cider. Total hard cider sector sales grew 73 percent in 2014 to become the equivalent of 1 percent of the total beer market, by volume.

Vermont Hard Cider Company was purchased by C&C Group of Ireland for $305 million in 2012. Woodchuck sales have suffered in the now extremely competitive sector. After investing $34 million in a new Vermont production facility, Vermont Hard Cider is now 14 percent of the U.S. hard cider market by volume. See Figure 1–5 on page 17 for numbers on the hard cider business.

Artisan Hard Cider Culture

Smaller craft brands will either ride the wake of the large producers or be overwhelmed by them. So far, annual sales are up for nearly everyone. Virginia’s Bold Rock Hard Cider (http://boldrock.com) sales increased 140 percent in 2014 with 200,000 cases sold. “After two years, we are among the top ten cider makers in the U.S.,” says Brian Shanks, founding partner and master cider maker. Bold Rock is on track to double sales in 2015 when a second cidery is completed in Ashland, North Carolina. “We are located where we are because of the apples,” he says. “Real apples mean real craft hard cider.”

At their extremes, commercial and artisan hard ciders are very different products. Commercial cider uses apple juice concentrate shipped from producers as far away as China, and may include high fructose corn sweeteners and preservatives. Artisan cider uses only the juice from freshly pressed fruit. Teasing apart the two markets is difficult at this early stage of development in the hard cider sector with no separate reporting for the two sectors. The U.S. Association of Cider Makers (www.ciderassociation.org) is just beginning to organize the smaller producers. Little, if any, of the mostly farm-based artisan hard cider sales are counted in published figures.
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Artisan hard cider online trade publications to follow:

       •  MakeCraftCider (www.makecraftcider.com)

       •  Hard Cider Newsletter (www.hardcidernews.com)






[image: FIGURE 1–5: U.S. Hard Cider Market 2005 to 2013 in Gallons]

FIGURE 1–5: U.S. Hard Cider Market 2005 to 2013 in Gallons

So, pick your brew. Whether you’re in the mood to work with hops, fine grains, or the choicest fruit, there is a craft brewery, distillery, or cidery for you. No matter your choice, rest assured that each offers its own unique entrepreneurial landscape, cast of characters, and historical backdrop that will help contribute to your own craft story.


CHAPTER 2

Making a Mark in the Craft Alcoholic Beverage Industry

Craft rewards revolutionaries, those remarkable individuals who are never satisfied with the world as it is and fearlessly seek a better way. By playing to their own strengths and believing in themselves, some of these revolutionaries become leaders.

Two of craft’s earliest revolutionaries are today’s undisputed leaders of the craft beverage industry—Ken Grossman, founder of Sierra Nevada Brewing, and Jim Koch, founder of Boston Beer. They are the two remaining original craft pioneers who still own and control the companies they started. Grossman’s and Koch’s breweries are the top two craft producers in America. Yet it would be difficult to find two more different men. They are not close friends.

Grossman launched Sierra Nevada Pale Ale in 1981 in Chico, California, and it is today’s number-two craft beer brand. Koch launched his flagship Samuel Adams beer in Boston in 1985, and it is the number-one craft brewer in America. One man shuns the spotlight while the other is the consummate salesman. One is self-educated, and the other is an Ivy Leaguer. While no one is a success on their own, both of these brewers were the singular architects of their enterprises. Take a look at their varied pedigrees and you’ll find that, though different, they share a vibrant passion for the world that is craft brewing.

Get to Know Ken Grossman and Jim Koch

Ken Grossman dropped out of college to repair bicycles and then opened a shop for homebrewers in Chico, California, before building his brewery by hand from old dairy equipment he salvaged from junkyards. He put every penny he had into his brewery, which did not add up to a large investment. He and his now former partner did all the work themselves. Each of the many early expansions of Sierra Nevada—which needed to be undertaken constantly to keep up with demand for the beer—was a do-it-yourself job with Grossman holding the hammer. It was years of 12-hour days, seven days a week.

A quiet, self-effacing man, Grossman brewed Sierra Nevada Pale Ale with a skeleton staff and sold it by word of mouth. If people liked it, he figured they would tell their friends and they’d buy his beer, too. To this day, he does not buy time or space in national media. Building an environmentally sustainable brewery and providing extraordinarily generous benefits to his workers is a priority for Grossman. He is revered within the craft beer industry, although he maintains a lower profile than other brewers.

Starkly different in pedigree, Jim Koch was a Harvard MBA and Boston Consulting Group-trained entrepreneur with enough capital to believe he could conquer the beer world. Building a brick-and-mortar brewery seemed crazy to him when he could contract with existing regional breweries to make his beer. Koch saved money and still was able to brew as much beer as he could sell. That beer was consistent from the first batch, something no other early craft brewers could claim.

Koch made sales his top priority, getting Sam Adams into stores across the country. He built a sales force that remains the envy of the craft beer industry, and he supported them with national advertising in print and on television. A fierce competitor, Koch took a David vs. Goliath approach to Big Beer, happily slinging stones at the Big Beer companies from his earliest days in business. Other craft brewers considered him an equal opportunity offender. When he slapped “Best Beer in America” on his label after winning an early craft beer contest, he also made enemies within the craft ranks.

Both Grossman’s and Koch’s companies grew quickly in the years up to 1995 when Wall Street discovered craft beer and investment money started to flow freely. Koch took Boston Beer public that year, raising $86.1 million for a company with net income of $5.9 million on revenues of $151.3 million, producing roughly one million barrels of beer annually.

But there was a price to pay for his bravura. When Anheuser-Busch launched an aggressive national ad campaign slamming Boston Beer for brewing Sam Adams at industrial breweries in, gasp, Philadelphia, his fellow craft brewers distanced themselves from Koch. The whole craft sector lost steam, with sales hitting a plateau that lasted nearly a decade.

At the same time Koch launched his IPO, Grossman desperately needed $30 million to build a new brewery that could produce the 600,000 barrels a year necessary to sustain Sierra Nevada’s then double-digit growth rate. For two years, he talked with investors and considered launching an IPO himself. Ultimately, he rejected the idea of answering to outside investors. In 1997, he took out an expensive bank loan, severed ties with his partner and soldiered on alone.

That bet paid off. At the end of 2014, privately held Sierra Nevada Brewing’s revenues increased 25 percent to reach $250 million on 1.1 million barrels of beer, according to the company. That year, Sierra Nevada represented more than 4 percent of the overall craft beer market, according to IBISWorld analysts. Grossman opened a second brewery in North Carolina in 2014 to support national distribution of Sierra Nevada, and he revamped his main brewery in Chico, California, to increase production. The company produced beer with no sideline businesses.

Koch controlled the publicly traded Boston Beer Company and, by the end of 2014, owned many of the breweries he originally contracted to produce his beer. Boston Beer produced 2.5 million barrels of beer and commanded 18 percent of the American craft beer market in 2014, according to IBISWorld analysts. Koch created subsidiary Alchemy & Science to develop a network of microbreweries to give the company a foothold in niche markets. Boston Beer’s Angry Orchard Hard Cider became the fastest-growing product in that white-hot sector with 38 percent of the market in 2013. Today, with eight different ciders, Angry Orchard is the best selling hard cider brand in the country commanding 56 percent of sales, by volume.

Are You a Koch or a Grossman?

To thrive in today’s craft alcoholic beverage business, you will need to bring brains, heart, and brawn to your venture, one package with everything these two revolutionaries had individually. While your entrepreneurial personality may trend one way or the other, it’s perfectly fine to identify with individual parts of each of these brewers’ stories. So what if you didn’t go to any Ivy League school? Who cares if you start in a basement or a converted office space? What matters is how you take those small identifiers in your own story and work them in your favor. You will need to find partners who have those qualities and skills you do not possess. You are jumping onto a very fast-moving train.

Start Prepared

There is no time to learn on the job these days. You may not need specific credentials, but you need to come to craft with enough business savvy to stay ahead of the throngs of other newcomers. Ask yourself, do you and your partners have:

       [image: ][image: ]  An understanding of the business of producing perishable goods;

       [image: ][image: ]  Detailed knowledge of alcoholic beverage production processes;

       [image: ][image: ]  The marketing savvy to stand out from a boisterous crowd of competitors;

       [image: ][image: ]  The legal skills to navigate byzantine federal, state, and local regulations;

       [image: ][image: ]  The physical strength to shoulder labor-intensive tasks;

       [image: ][image: ]  Access to a minimum of, respectively, $250,000 to open a brewery, $2.5 million to open a distillery, and an apple orchard to launch a cidery?

If the answer to any of these is “no,” it may be useful to do a bit more legwork in terms of familiarizing yourself with the craft world. If the answer to all of these is “yes,” then close your eyes and get ready to take the leap. You’re on your way to a life in craft.

Know Yourself

Vision and stamina are the hallmarks of a successful entrepreneur. In the craft business, character counts, too. The people really do make the business, and you’ll find that marketing your brand often means marketing yourself. Craft producers are self-motivated strivers who take devotion to producing high-quality specialized products to extremes. To compete, consider if you can be:

       [image: ][image: ]  Fearless when you face far better equipped and educated competitors;

       [image: ][image: ]  Steadfast in your vision despite failures and disappointments;

       [image: ][image: ]  Honest about your product and transparent in your operations;

       [image: ][image: ]  Devoted to your customers and able to honor their loyalty.

These are the hallmarks of the entrepreneurial craft spirit. Be honest with yourself about whether they are also the hallmarks of who you are as a person. Identity is everything in this business, so know yours well.

Stand Tall

Craft exists as an alternative to industrial production. Craft producers sell more than their own products; they sell the idea that craft offers a better way forward. These are insular craft communities populated with idiosyncratic folks who may have gravitated to craft because, well, they didn’t really fit in elsewhere. Do you have:

       [image: ][image: ]  The generosity to embrace the craft beer tradition of supporting craft competitors;

       [image: ][image: ]  The forbearance to wait for craft distillers to establish a meaningful code of ethics;

       [image: ][image: ]  The curiosity to learn absolutely everything about your corner of the craft world;

       [image: ][image: ]  An appreciation for obsessive-compulsive colleagues who actually do know it all;

       [image: ][image: ]  The wisdom to see the coming ethnic and gender integration of craft?

Starting to see a pattern here? If so—then great. That’s because there is one. Though everyone involved in the craft business brings a unique entrepreneurial story to the table, each has his or her own approach to the application of it to everyday business.

Set Goals

In addition to evaluating your strengths and weaknesses, it is important to define your business goals. For some people, the goal is the freedom to do what they want when they want, without anyone telling them otherwise. For others, the goal is financial security. When setting goals, aim for the following qualities:

       [image: ][image: ]  Specificity. You have a better chance of achieving a goal if it is specific. “Raising capital” isn’t a specific goal; “raising $10,000 by July 1” is.

       [image: ][image: ]  Optimism. Be positive when you set your goals. “Being able to pay the bills” isn’t exactly an inspirational goal. “Achieving financial security” phrases your goal in a more positive manner, thus firing up your energy to attain it.

       [image: ][image: ]  Realism. If you set a goal to earn $100,000 a month when you’ve never earned that much in a year, that goal is unrealistic. Begin with small steps, such as increasing your monthly income by 25 percent. Once your first goal is met, you can reach for larger ones.

       [image: ][image: ]  Short and long term. Short-term goals are attainable in a period of weeks to a year. Long-term goals can be for five, ten, or even 20 years; they should be substantially greater than short-term goals but should still be realistic.

The most important rule of self-evaluation and goal-setting is honesty. Going into business with your eyes wide open about your strengths and weaknesses, your likes and dislikes, and your ultimate goals lets you confront the decisions you’ll face with greater confidence and a greater chance of success.

Advice from Two Leaders

Grossman and Koch live the craft creed of supporting their fellow craft producers. Both have established mentorship programs that provide training and opportunities to fledgling craft producers. They believe their own success is enhanced when other craft producers succeed. They open their breweries to tours and put freshness stamps on their products because they believe consumers should be guaranteed the best quality they can offer. They share what they have learned with the rest of the craft community because it speeds the growth and development of the sector. A rising tide lifts all boats.

Ken Grossman: Be Nimble, Be Smart

The “no failure” days are coming to an end with so many new producers jumping into the craft market. Failure can happen, and success is not a foregone conclusion in craft. According to Grossman, you will need to think fast and move quickly. Heed the words of one of the businesses’ craft masters:

“Craft breweries are beginning to compete with each other on price, which has never happened before. Only the large craft brewers can afford to play that game. The national tier of craft will continue to grow, but I don’t see room for dozens of brands.

“The majority of new breweries are very, very small, or they are brewpubs. At that size, they can scrape along for a long, long time. But there will be casualties, not tomorrow but two years from now. It isn’t sustainable to have two new breweries open every day.

“Distribution is a challenge. There is a lot of consolidation among beer distributors, shelf space is limited, and the market is crowded. Self-distribution is a rational option for a new brewery in the right community, but it is limited.

“In the early days, we could expand pretty easily without someone on the street selling for us. That’s no longer true. Distributors want you to spend money marketing and provide sales support or they won’t handle your beer. You cannot start now without a decent marketing plan, unless you are a stealth brewery with cache. There are not a lot of players like the 10,000-barrel Russian River Brewing Company (http://russianriverbrewing.com) making Pliny the Elder.”

Jim Koch: Make Friends

Big Beer is a fierce competitor with a lot at stake. Never forget your beer must taste great. You have to be better than Anheuser-Busch, always one step ahead of the big guys. Koch says one of the best ways to do that is to unite with other brewers.

“Life is a whole lot better if you respect and enjoy the company of your peers and colleagues. Embrace your fellow brewers with magnanimity. We will succeed together or not at all. We need to focus on growing the overall craft market.

“We should expect vigorous, effective competition from big brewers. They are good at what they do. They know how to deliver refreshment. When it comes to marketing, none of us can afford to compete with what they do. When AB went after us in 1996, we got kicked out of dozens of AB wholesalers. They launched an advertising campaign attacking me personally. I couldn’t afford to take them to court. The Better Business Bureau stepped in and made them stop, but the damage was done. The whole craft category stalled. Would they do it again? I don’t know. I’m sure they want a piece of what we have.

“Don’t get caught up in the romantic image of craft brewing and forget about the beer. No one is buying your story. They buy your beer. Don’t take your eye off of quality. Direct sales to consumers are the model for new breweries. It preserves your margins.”

New Craft Brewers, Distillers, and Hard Cider Makers

To choose the right craft business for you, it helps to understand your options. Enroll in classes and learn more about each of the sectors. Discover what piques your interest.

“So many of these businesses are very, very small,” says Keith Lemcke, vice president of Chicago-based Siebel Institute of Technology (www.siebelinstitute.com) and marketing manager for the World Brewing Academy (http://associate.wba-online.com). While the failure rate is effectively zero, becoming a craft producer is more costly and competitive than it was five years ago. “People come to us to start their careers. They are in their mid-20s and want to get their foot in the door by gaining some experience.

“Siebel has the highest enrollment we’ve had in our 140-year history. Our students are more driven, study more seriously, and their level of enthusiasm is higher with a clear focus on artistic expression and technology. Ten years ago, brewers had to hire people who offered little more than enthusiasm. Today, they can hire people with proper training.”

Hard cider is such a small sector, and growing so incredibly fast, Siebel doesn’t see many people willing to take the time to sit in a classroom. Distilling classes, however, are growing. It is a different crowd from the brewers, Lemcke says. “You don’t find the need to share that you find in brewing.”

All craft production operations create opportunities for tourism. Brewpubs, in particular, can change the nature of a neighborhood. So there is a premium on people who are outgoing enough to build connections with their communities. This comes more naturally for the brewers than the distillers, who tend to be more independent, more cerebral, says Lemcke.

“Homebrewers are 40-year-old white males,” says Larry Clouser, northwest sales manager for Brewcraft USA (www.brewcraftusa.com), a major supplier of equipment and supplies to homebrewers and the full range of craft alcoholic beverage businesses. “They turn their hobby into income by starting a brewery.

“The younger generation isn’t homebrewing. Their first beer was probably a craft beer, and they are going straight to starting a brewery. The ones who think there is money in beer will quickly learn the hard way that this is not a ‘get rich quick’ business. It takes blood, sweat, and tears to open a brewery. But there is opportunity in the South and Southwest, where craft breweries were slower to gain traction. Kansas, Missouri, Arkansas, Oklahoma; there is nothing much there yet.”

Across the board, craft producers are the same people, says Jake Keeler, director of sales with BSG CraftBrewing, a leading supplier to craft breweries, distilleries and cideries. “First and foremost, they are passionate about their particular beverage. They have a personal commitment to it and the community that surrounds it. They are believers and hold true to it. It has been overwhelmingly white men, but we’re seeing more ethnic diversity and more women. Craft comes out of a European tradition with a lot of manual labor, welding, cleaning, moving stuff around, electrical work. That’s all the nature of the beast. There are also a lot of artists and musicians.”

Interest in opening a brewery has never been higher, says Professor Emeritus Michael Lewis of the University of California, Davis, Brewing Science program. Classes in the brewery program he created are sold out through 2016. With so much competition, it will be harder to succeed, he says. “You have to have a business plan, to know why you are doing this project. The brewpub still has potential. The real opportunity is to train to be a top quality brewer, to be a valued employee at someone else’s craft brewery. That’s the ambition of many of our students.” For more information, visit https://extension.ucdavis.edu/areas-study/brewing.

Step One: The Garage

If you are interested in the beer business, homebrew some beer and get a feel for the process along with some expertise. Short of taking classes at one of the many state universities now offering master brewing programs, or enrolling at the Siebel Institute in Chicago, pick up a copy of Charlie Papazian’s, The Complete Joy of Homebrewing (Harper Collins, 2014). For more information, check out Papazian’s second volume, The Homebrewer’s Companion: The Complete Joy of Homebrewing, Master’s Edition (Harper Collins, 2014).

Distilling dreamers, in a perfect world, would buy a small still and experiment in the backyard. Unfortunately, it’s illegal and dangerous. But it is the time-honored way to learn the ropes. Start by picking up a copy of Colin Spoelman and David Haskell’s The Kings County Distillery Guide to Urban Moonshining: How to Make and Drink Whiskey (New York: Abrams, 2013). The founders of Kings County Distillery tell their story and provide detailed how-to instructions. They will help you avoid blowing up the family home.

For wannabe hard cider makers, make a press and home ferment cider. Volunteer to help a cider maker who produces quality cider. Artisan hard cider is easy to make, even if it is difficult to make well. Pete Brown and Bill Bradshaw’s World’s Best Ciders (Sterling Epicure, 2013) brings the story of hard cider to life with profiles of many modern masters of the craft.

Take classes. There are new brewing, distilling, and cider-making programs opening every day in community colleges, state colleges, and universities. Here is a list of some of the more established American schools with links.

       [image: ][image: ]  American Distilling Institute Certification Program (http://distilling.com/resources/craft-certification/)

       [image: ][image: ]  Appalachian State University, North Carolina, Fermentation Sciences Program (http://fermentation.appstate.edu/)

       [image: ][image: ]  Better Beer Society University, Minnesota, Beer School (www.brownpapertickets.com/event/267722)

       [image: ][image: ]  Central Michigan University, Fermentation Science (http://media.cmich.edu/news/cmu-leads-the-way-in-michigan-and-brews-up-certificate-program-in-fermentation-science)

       [image: ][image: ]  Central Washington University, Craft Beer Trade Certificate (www.cwu.edu/ce/craft-beer-certificate)

       [image: ][image: ]  Cicerone Certification Program (http://cicerone.org)

       [image: ][image: ]  Colorado State University, Beverage Business Institute (http://biz.colostate.edu/bbi/Pages/default.aspx)

       [image: ][image: ]  Colorado State University, Zymurgy Institute (http://colostate-pueblo.edu/Communications/Media/PressReleases/2012/Pages/2-6-2012.aspx)

       [image: ][image: ]  Northwest Agriculture Business Center, Washington (www.agbizcenter.org/)

       [image: ][image: ]  Oregon State University, Professional and Continuing Education and Fermentation Science (http://oregonstate.edu/foodsci/fermentation-science-option)

       [image: ][image: ]  Paul Smith’s College, New York, minor in craft beer studies (www.paulsmiths.edu/academics/cala)

       [image: ][image: ]  Portland State University, Oregon, Business of Craft Brewing (www.pdx.edu/cepe/the-business-of-craft-brewing)

       [image: ][image: ]  Regis University, Colorado, Applied Craft Brewing Certificate (www.regis.edu/RC/Academics/Degrees-and-Programs/Certificates-and-Licensures/Certificate-Craft-Brewing.aspx)

       [image: ][image: ]  San Diego State University, California, College of Extended Studies (www.ces.sdsu.edu/Pages/Engine.aspx?id=40)

       [image: ][image: ]  Siebel Institute, Illinois (www.siebelinstitute.com/)

       [image: ][image: ]  UC Davis Extension, California, Master Brewers and Professional Brewers Certificate

       [image: ][image: ]  UC San Diego Extension, California, Brewing Program (https://extension.ucdavis.edu/areas-study/brewing)

If your community college doesn’t offer any craft classes, ask them to work with local producers to create one. Tell them to get with the program. It’s a moneymaker.


CHAPTER 3

Launching a New Craft Brand

Fledgling brands on the front lines of the craft movement have a special vantage point on what you will face in the current, real world when you try to start a craft brand. They offer invaluable insights not available anywhere else. True to the craft culture, these youthful producers are open and honest about their experiences. They have a sense of obligation to pay back the people who helped them by paying it forward to you.

Craft startups are fueled by optimism. Nothing can stop these entrepreneurs. When you hear their stories, you want to cheer them on. Craft enthusiasm is contagious. It can sustain new producers during the difficult early years. These stories detail what it takes to get a craft brand up and running.

June Lake Brewing, June Lake, California

Justin and Sarah Walsh, Owners Opened July 2014

Snowboarding has grounded Justin Walsh since he was a kid. Many winters, he would chuck whatever he was doing and travel for three months in search of fresh tracks. The jagged Eastern Sierra peaks around June Lake, California, a sleepy resort town at the backdoor to Yosemite National Park and an hour down the road from the mighty Mammoth Mountain, became his favorite cruise.


 




       warning

[image: ]

In all, it took about $500,000 to launch June Lake Brewing (www.junelakebrewing.com). Along with their personal savings, years of unpaid effort, and $19,000 raised through a failed Kickstarter campaign (when they didn’t meet their goal, they contacted the folks who pledged directly and raised the funds outside of Kickstarter), they also raised funds from selling a 25 percent stake in the brewery to friends and family. Beware of putting all your eggs in one fundraising basket.




 



When it was time to start a family, Walsh and his wife, Sarah, decided to leave San Diego and make June Lake their home. Avid homebrewers, they looked forward to building a tiny three-barrel brewhouse to make beer for themselves and their friends.

“The problem was work,” says Walsh. “There wasn’t any in June Lake.” Everyone in town had six jobs, and many of their friends weren’t making ends meet.

After a year of planning, the couple moved to June Lake two years ago, bringing their dream jobs with them in the form of a blueprint for a 15-barrel brewhouse that could produce 8,000 barrels of beer a year. It would be enough to serve restaurant and bar taps in neighboring Lee Vining, Mammoth Lakes, and a brewery tap room.

Living in a remote spot where the nearest Home Depot is 170 miles away and truckers won’t deliver malt or hops after the first winter snowfall was not the hardest part. The difficultly was the building. The town of 600 souls had only one suitable structure: a warehouse without insulation, power, or plumbing.

An experienced contractor, Walsh organized friends to overhaul the space into a brewery with sloped cement floors for easy cleanup, a high clearance to accommodate four 30-barrel unitank fermenters, and enough structural steel to meet the seismic standards in the earthquake-prone region. Walsh, 34, worked 18-hour days for three months straight. By the time the brewery opened, he was punchy from sleep deprivation.


 




       tip
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Know how much you are ready to commit. What would you do if the money well ran dry, for example? Consider whether you’ll be ready to push forward, even if that balance sheet is in the red. “When everything in our savings account was gone, it helped me get to that 100 percent commitment point with the brewery,” says Sarah Walsh.




 



They opted to buy a new ready-to-run brewhouse from Premier Stainless Systems in Escondido, California, which created a production delay of eight months while the equipment was fabricated. Buying used equipment would have saved time.

Ironically, the used equipment may well have cost more. So many breweries are expanding that immediate availability trumps everything. If you find what you want on ProBrewer.com, the eBay of the craft brewing business, it can be delivered immediately. But that is a big if. This equipment sells instantly. Even banged-up stuff costs at least 25 percent more than new.

June Lake Brewing “is a brewery that a community built on beer,” Walsh says, noting that volunteers put in thousands of hours of work in exchange for after-the-job beers and a promise that any paying jobs would be reserved for volunteers who lived in June Lake.

After six months in operation, sales were exceeding expectations and the taproom was packed every day during the summer of 2014. They parked a food truck offering Hawaiian-style soul food next to the brewery. With Mammoth Brewing Company (www.mammothbrewingco.com) already established at the neighboring ski mountain, “we’ve been surprised how many people found us. They sought us out,” says Sarah Walsh, 30.

Beyond the taproom where they sell pints and growlers, the couple delivers kegs to June Lake and Mammoth Lakes in a Toyota pickup; at 8,000 feet, there is no need for refrigeration. “We hand deliver every account,” says Justin Walsh. “If we go the extra mile with service, the bars will talk us up. The best marketing is to focus on your customers.” They send occasional email newsletters, tweet regularly, and maintain a Facebook page. Their logo is strictly DIY.

Model for a New Craft Brewery

June Lake Brewing is following the model most often cited for new craft breweries at the start of 2015. They are keeping overhead low and the founders are doing much of the work themselves. It is a neighborhood-focused operation with a captive audience. This is a model that you would be wise to follow, especially if you feel your community is ripe for supporting the craft trend.


 




       tip
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Consider adding a tasting or taproom to your brew business. Brewery taprooms provide high-margin sales. Boston Beer’s Jim Koch calls it “the business model of the future.” Taproom beer that sells for $6 a pint translates to roughly $1,200 gross revenue a barrel of beer. After costs and fees associated with selling bottled beer through a distributor, Koch estimates the same barrel of beer might bring in as little as $200. “The only problem is you can’t get bigger just selling through the taproom,” Koch cautions.




 



“To start a successful independent beer business today, open a community-based, nano-brewery. Supply kegs to bars, no bottling, and learn what your community wants to drink. The barriers are lower,” says University of California, Davis, Professor Michael Lewis, an original guru of the craft beer industry. “Otherwise, I don’t see how you can start now. Johnny-come-latelies will have to work much harder than previous generations of craft brewers.”

There are 500 brewers in California, more than the next four most brewery-heavy states combined. Yet the Walsh’s mountain adventure makes sense because it is grounded in their deep understanding of beer making. They were homebrewers first. Later, Sarah worked at two San Diego-area breweries and Justin had a month-long internship at Alaskan Brewing Company (http://alaskanbeer.com).

Their approach is particularly low risk. They built a brewhouse with enough capacity to grow over the course of several years. And their building is spacious enough that, when they need to add brewing capacity, they can do it without a costly expansion. But they kept their monthly costs low enough that cash flow from beer sales could keep them afloat. By relying on food trucks, they avoided the cost and headache of a commercial kitchen.

Self-distributing, as the Walshs are doing, is another way to maintain higher margins. And it works well in their remote region with a limited number of on-premises clients. Most states allow small brewers to self-distribute, but distribution laws are different everywhere. And even where it is allowed, there are nuances to the regulations that can may make it difficult.

Justin and Sarah are beneficiaries of the rising-tide-lifts-all-boats craft beer culture. Visit craft breweries. Talk to brewers. Every brewhouse is different because every brewer takes a slightly different approach. Every space has different constraints. That’s how everyone did it.

Advice from a Veteran

Steve Hindy, Cofounder Brooklyn Brewery, Brooklyn, New York

“Self-distribution is the way to start a brewery and build a local craft beer brand,” says Steve Hindy, cofounder of Brooklyn Brewery. He was an avid homebrewer before he and his partner Tom Potter launched Brooklyn Brewery in 1988. Hindy helped organize the Brewers Association and takes an active role in mentoring young brewers.

“For my generation, beer was a second career. This new generation is starting as soon as they are out of college. You can make a good living as a brewer. Our average salary at Brooklyn Brewery is $70,000. Twenty years ago, that kind of money was a fantasy. Back then, 300 people came to the annual craft brewers’ conference. This year, there were 10,000, and every supplier in the world having anything to do with beer was there.

“New brewers begin their careers knowing they are part of a successful industry. It’s a part of the larger food revolution with its focus on high-quality, artisanal, local, know-who-made-it, know-where-it-came-from culture. There is a lot of support for them. If you focus locally, opportunity exists. It gets more difficult the further you get from home.”
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    The Brewers Association publishes a straightforward guide to the technical aspects of brewing. Dick Cantwell’s The Brewers Association’s Guide to Starting Your Own Brewery (Brewers Publications, 2013) is an easy to follow primer.

    For a livelier read, with more narrative storytelling and interviews with leading brewers from across the country: Greg Koch’s The Brewer’s Apprentice: An Insider’s Guide to the Art and Craft of Beer Brewing, Taught by the Masters (Quarry Books, 2011). Koch is cofounder and CEO of Stone Brewing Company in San Diego, California. It is the best guide on the market and well worth its $25 price.

    For a highly readable history of the craft beer movement: Steve Hindy’s The Craft Beer Revolution: How a Band of Microbrewers Is Transforming the World’s Favorite Drink, (St. Martin’s Press, 2014) will ground a new brewer in the ever-evolving story of craft beer.






Ventura Spirits Company, Ventura, California

Andrew Caspary, Anthony Caspary, Henry Tarmy, and James Greenspun, Owners Opened April 2014

Andrew Caspary, 33, and his brother Anthony, 31, made a little hooch in a hobby still and considered starting a craft distillery. But they needed help. Once Andrew’s Dartmouth College roommate, Henry Tarmy, 33, moved to Los Angeles with brother-in-law James Greenspun, 33, in tow, they had an MBA, an engineer, an industrial designer, and an environmentalist. Ventura Spirits was launched in 2010.

Their first sale was in mid-2014 to a cousin working in a tiny wine and cheese shop in Beverly Hills. By September, Whole Foods Market had Ventura Spirits (http://venturaspirits.com) in stores across SoCal. They were selling local, unique spirits to an eager market.

The base ingredient for their signature vodka—Ventura County strawberries—is an original move. Also unique is their copper still—a four-plate column/pot hybrid they handcrafted themselves to get the efficiency of a column still without losing the flavor preservation quality of a pot still.

Opinions differ on whether their vodka retains a hint of its strawberry origins, but it definitely has a distinct smooth, round, umami-ish mouth-feel. They could have bought neutral spirits at $6 a gallon from an industrial producer, run it once through a still, filtered out the harshness, and sold it for the same price, which is the story behind many “craft” vodkas.


 




       aha!
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The strawberries are filtered to a clear juice and fermented to 10 percent alcohol. A batch of 10,000 pounds of fruit becomes 1,000 gallons of juice that is distilled six times to become 190-proof vodka. Watered-back to an 80-proof vodka, the team ends up with 850 bottles Caspary’s father hand labels. It takes them two months to create a bottle that retails for $29.99.




 



“There are enough people doing that already,” says Caspary. “We have a heartfelt belief that distilling is an agrarian tradition firmly rooted in place and, when every community has its own distilling tradition, the imbalances of the globalized economy will begin to correct. We want to be a part of that change.”

Still, he says, there is a place for commercial base alcohol in craft spirits. Until Caspary and his team can afford a large enough distillery to produce grain spirits themselves, they are using an industrially-produced organic wheat spirit as the base for their Wilder Gin. The local/sustainable part is the purple sage, sagebrush, bay leaf, yerba santa, chuchupate, and pixie tangerine peel, some of which is foraged in the Santa Monica Mountains behind their distillery. The juniper berries and coriander seeds complete the botanicals for a 12-hour infusion, after which they let it rest for three weeks before bottling to firmly establish aromas. Then it is four weeks to market at a price of $32. The gin has smells and tastes reminiscent of a hike in the coastal hills near the ocean.

A prickly pear brandy—their version of American tequila—rounds out their portfolio for a total production of 2,700 six-bottle cases. “We’re still in the beta phase,” Caspary says, noting that they haven’t come close to reaching their production capacity.

An aged whiskey distilled from Kernza grain, a proto-wheat developed by the ecologists at The Land Institute in Kansas as part of a project to re-establish wild prairies, is aging in oak barrels. In development is a seaweed and rice distilled spirit made with the koji yeast used in sake. They hope it will taste like the ocean out their front door.

Model for a New Craft Distillery

Distilling is less expensive—and more profitable—than brewing, if you don’t count the cost of holding your inventory in oak barrels for years as you wait for it to age into sippable whiskey. It is why distillers always start by selling vodka, gin, or white (unaged) whiskey. The best marketing tool is the origin of the ingredients: local, local, local.

“Consumers are willing to pay more for spirits [than craft beer], and the upfront investment in equipment is laughably cheap, and the ingredients cost less,” says Jake Keeler, director of marketing at BSG, a leading supplier of ingredients and services to craft brewers and distillers.

Caspary and his team are following the craft-distilling playbook by starting with white spirits that move quickly from still to store shelves so they can pay the bills while their brown spirits age. They are taking advantage of readily available high-quality industrial spirits to make one of the products in their portfolio, conserving time, effort, and money while still creating a unique, high-quality craft product. At the same time they are following the “craft” standard of transparency in all of their ingredients and processes.

They are riding the local, environmentally sustainable wave that is working so well in craft spirits today and doing it with products that stand out on the shelf. Retailers are lining up for their spirits, and they haven’t spent a nickel on marketing. Their website is a rudimentary placeholder. They started with a home still and did not work with a commercial distiller before launching their company.

Advice from a Veteran

Jörg Rupf, Founder St. George Spirits, Alameda, California

Jörg Rupf is America’s first modern craft distiller and a specialist in eau-de-vie. He created Hangar 1 Vodka in 2002, which he infused with various fresh fruits, as well as a celebrated series of gins and whiskeys. He sold the Hangar 1 brand to Proximo Spirits, based in New Jersey in 2010.


 




       warning
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Keep an eye on your money sources. “One thing I did right,” says Jörg Rupf, founder, St. George Spirits, was to not take any investors. “It limited funds for growth and for living, but I didn’t have to answer to anyone.” If you can swing it, find funding without strings.




 



“In some ways, I would do exactly the same thing all over again. It wasn’t about business or the marketplace. I knew what I wanted to do—doing something with my hands—and it served me.” In 1982, there wasn’t a market for his eau-de-vie in the U.S., so he had to export most of it to Germany through a large distribution company. “This was not the cleverest or most profitable way to live, but it served me.”

“Every product we make is infused with the goal to bring out the best of the main ingredient, to make it shine. We take what nature gives us and translate it in the best way possible to our spirits. We stuck with our philosophy. Lance [Winters] is carrying on this legacy. It really touches me so deeply that I can pass it on to the next generation and to someone who is like a son to me.”

Brooks Dry Cider, San Francisco, California

Brooks Bennett, Owner Opened 2014

Somewhere between the London pubs and the ones he frequented in South Africa during his college year abroad, it occurred to Brooks Bennett that English-style hard cider was a pretty great drink and there wasn’t any of it back home in California. After graduating from George Washington University, Bennett began a quest to make hard cider in his home state. A summer internship at Michigan’s Tandem Ciders (http://tandemciders.com) was followed by a professional cider-making course at Northwest Agriculture Business Center (www.agbizcenter.org) in Mount Vernon, Washington.

A city kid with nary an apple tree to his name, Bennett briefly considered importing hard cider from England. But it lacked the satisfaction of producing something of his own. Living in San Francisco, he operated a pedicab to pay the rent on his Mission-district apartment while he worked on a business plan and fermented endless batches of hard cider in his kitchen. To avoid the funky flavors of some hard ciders, he uses Fuji, Honey Crip, Ginger Gold, and Granny Smith apples to make his signature light, clean-tasting libation.


 




       tip
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Some good points of reference are:

       •  Bill Owen’s Craft of Whiskey Distilling (American Distilling Institute, 2013)

       •  James Rodewald’s American Spirit: An Exploration of the Craft Distilling Revolution (Sterling Epicure, 2014)




 



A commercial orchard in Oregon sells him pressed-to-order juice. Finding a place to ferment it, however, was a saga. Bennett first connected with Crispin Cider Company (http://crispincider.com) in the Sacramento region to use their excess capacity to make his hard cider. But even as he was negotiating the deal, Crispin’s hard cider sales suddenly soared. A beat later, MillerCoors bought Crispin to add hard cider to their portfolio. Bennett could feel the rising wave of demand for hard cider as one after another cidery turned him away. He found no excess cider-making capacity at any existing cideries.

The “aha” moment was when he looked up the road to Napa, where custom crush wineries sit idle nine months of the year. In California’s winemaking capital, fermenting one fruit would be just as easy as fermenting another. “It took me a year to figure that out,” says Bennett. “The great thing about the winery I found is that they had experience making hard cider.”

The 28-year-old entrepreneur raised $345,000 in a “friends, family, and fools” round of investment. “It comfortably launches me in the San Francisco market,” he says. In fall 2014, he produced his first commercial batch: 1,400 cases (24/12-ounce bottle cases) and a couple of hundred kegs; roughly a 50/50 split to distribute between retail sales and on-premise sales at restaurants and bars. Brooks Dry Cider (http://brooksdrycider.com) was born. He can make more hard cider whenever he wants by simply custom-pressing more juice in Oregon and fermenting it in Napa where he bottles it unaged. The first batch cost $55,000 to produce. He retails a four-pack for $8.

“I want to make this work and then see about building my own cidery where I can have a taproom. That’s biting off more than I can chew to start. The barriers to entry in the market are low. It’s a simple process. But cider is more expensive to make than beer; the ingredients are more expensive,” says Bennett.

His next step is lining up a distributor. “I’m being very careful. Going slowly. Talking to wine distributors. The hard cider segment is growing fast, so they are open to me.” He is already making sales calls to bars and restaurants and expects there will be strong word-of-mouth support from friends asking for his cider in San Francisco. He also plans to sponsor events that provide an opportunity for consumers to try his hard cider. “I’m really into cycling and want to get our cider in front of people by sponsoring cool California-type stuff like cycling. One investor thinks surfing sponsorships are a perfect fit.” Bennett says he understands he needs to work social media and has set up a Brooks Dry Cider Facebook page.

At this point, Bennett is still a one-man show, doing everything himself. The startup investment allows him to focus all of his energies on building the brand. He no longer peddles a pedicab to pay the rent.

Model for a New Craft Hard Cidery

You don’t have to own your own farm to make craft cider. You just have to have access to the quality fruit that you’ll be comfortable marketing as the primary ingredient of your cider. Take Bennett, for example. He isn’t tying himself down to a farm, even though he is sticking to craft’s requirement of fresh fruit (apples are typical, but pears and quince are other foundation fruits used in cider). He figured out how to have his fresh-pressed juice delivered when and where he wants it. It’s still craft—it’s just not farm-based craft.

“Cider is a new vertical,” says Krista Johnson, the cider and craft beer buyer for K&L Wine Merchants (www.klwines.com) in San Francisco. “When something is good, the producer has to grow quickly to meet the demand. The trick is to do that without losing your soul, without compromising quality.”

Great cider? To Johnson, “It’s complex, dry, no residual sugar.” She likes the “funky, earthy, savory tannins from the apple skins, a grown-up drink.”

With so much industrial-strength activity in the hard cider sector, the difference that distinguishes a small craft producer is not yet defined. Most likely, craft will set itself apart by its fruit. Craft cider has provenance. That fruit can be bought in bulk from large orchards, pressed to order in a giant facility, shipped a thousand miles in tanker trucks to a cider house, where it is fermented into hard cider. But the process starts in an identifiable orchard. Reconstituted juice, high-fructose corn syrup, and flavor enhancers are the marks of industrial hard cider.
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     Beautifully illustrated and exhaustively detailed, Claude Jolicoeur’s The New Cider Maker’s Handbook (Chelsea Green Publishing, 2013) has everything necessary to start making hard cider at home. And for some history, check out the book that inspired the current hard cider revival, Ben Watson’s Cider, Hard and Sweet: History, Traditions and Making Your Own (The Countryman Press, 2013).






Advice from a Veteran

Mike Beck, Owner Uncle John’s Fruit House Winery, St. John’s, Michigan

“I would never make a hard cider that isn’t 100 percent fresh apples. It is the only way to make an artisan cider,” says Mike Beck (www.ujhardcider.com), who has been making hard cider for a dozen years at his family’s cidery in rural Michigan. “You can hold the apples in cold storage for months. After pressing, the juice is just beautiful. It represents the fruit of that year.” Also, no self-respecting cider maker uses Red Delicious apples. “They are awful in cider. No flavor.”

Just like Beck carefully chooses his apples for the most flavorful cider, so must you choose the defining elements of your craft business. No matter what kind of model you choose to follow, remember that it is ultimately your entrepreneurial spirit, identity, and worldview of the craft business that will set you apart from your competitors. The beauty (and yes, sometimes painful truth) of craft is that there is no one perfect model. It can be a crazy quilt of ideas, concepts, brews, production styles, and marketing efforts. Give yourself permission to pick and choose what advice from these veterans works best for you. One way you can solidify the concepts you choose is to create a mission statement.

Speaking of veteran advice, I’m looking to the Entrepreneur Media team for an assist with this section. They know better than anyone the best and most useful tips for crafting a strong mission statement and a winning business plan. The best part is, you can apply these tried-and-true tenets to whatever craft business model you brew up. Let’s wrap up this chapter with some of their sage advice.

Go on a Mission

Now that you’ve gotten to know some of your predecessors, it’s time to think about what kind of craft business you want to build. To do that, you must first think about what your “big picture” looks like. In other words, think about your mission statement.

To come up with a statement that encompasses all the major elements of your business, start with the right questions. Business plan consultants say the most important question is, “What business are you in?” Since you have already gone through the steps of creating your niche, answering this question should be easy for you.

Answering the following ten questions will help you to create a verbal picture of your craft business’s mission:

      1.   Why are you in the craft alcoholic beverage business? What do you want for yourself, your family, and your customers?

            Think about the spark that ignited your decision to start a business. What will keep it burning?

      2.   Who are your customers? What can you do for them that will enrich their lives and contribute to their success—now and in the future?

      3.   What image of your craft business do you want to convey? Customers, suppliers, employees, and the public will all have perceptions of your company. How will you create the desired picture?

      4.   What is the nature of your products and services? What factors determine pricing and quality? Consider how these relate to the reasons for your business’s existence. How will all this change over time?

      5.   What level of service do you provide? Most companies believe they offer “the best service available,” but do your customers agree? Don’t be vague; define what makes your service so extraordinary.

      6.   What roles do you and your employees play? Wise captains develop a leadership style that organizes, challenges, and recognizes employees.

      7.   What kind of relationships will you maintain with suppliers and distributors? Every business is in partnership with its suppliers. When you succeed, so do they.

      8.   How do you differ from competitors? Many entrepreneurs forget they are pursuing the same dollars as their competitors. What do you do better, cheaper, or faster than competitors? How can you use competitors’ weaknesses to your advantage?

      9.   How will you use technology, capital, processes, products, and services to reach your goals? A description of your strategy will keep your energies focused on your goals.

    10.   What underlying philosophies or values guided your responses to the previous questions? Some businesses choose to list these separately. Writing them down clarifies the “why” behind your mission.

Say Something

Crafting a mission statement requires time, thought, and planning. However, the effort is well worth it. In fact, most startup entrepreneurs discover that the process of crafting the mission statement is as beneficial as the final statement itself. Going through the process will help you solidify the reasons for what you are doing and clarify the motivations behind your business.

Here are some tips to make your mission statement the best it can be:

       [image: ][image: ]  Involve those connected to your business. Even if you are a sole proprietor, it helps to get at least one other person’s ideas for your mission statement. Other people can help you see strengths, weaknesses, and voids you might miss. If you have no partners or investors to include, consider knowledgeable family members and close friends, employees, or accountants. Choose supportive people who truly want you to succeed.

       [image: ][image: ]  Set aside several hours—a full day, if possible—to work on your statement. Mission statements are short—typically more than one sentence but rarely exceeding a page. Still, writing one is not a short process. It takes time to come up with language that simultaneously describes an organization’s heart and soul, and serves as an inspirational beacon to everyone involved in the business.

       [image: ][image: ]  Plan a date. Set aside time to meet with the people who’ll be helping you. Write a list of topics to discuss or think about. Find a quiet, comfortable place away from phones and interruptions.

       [image: ][image: ]  Be prepared. If you have several people involved, be equipped with refreshments (May we suggest a craft brew?), extra lists of topics, paper, and pencils. Explain the meaning and purpose of a mission statement before you begin—not everyone will automatically know what they’re all about.

       [image: ][image: ]  Brainstorm. Consider every idea, no matter how silly it sounds. Stimulate ideas by looking at sample mission statements. If you’re working with a group, use a flip chart to record responses so everyone can see them. Once you’ve finished brainstorming, ask everyone to write individual mission statements for your business. Read the statements, select the best pieces, and fit them together.

       [image: ][image: ]  Use “radiant words.” Once you have the basic idea in writing, polish the language of your mission statement. The statement should create dynamic mental visuals and inspire action. Use offbeat, colorful verbs and adjectives to spice up your statement. Don’t hesitate to drop in words like “kaleidoscope,” “sizzle,” “cheer,” “outrageous,” and “marvel” to add zest. If you want customers to “boast” about your goods and services, say so—along with the reasons why.

Once your mission statement is complete, start spreading the word. You need to convey your mission statement to others inside and outside the business to tell everyone you know where you are going and why. Print it on company materials, such as your brochures and your business plan, imprint it in your social media profiles, or even on the back of your business cards.

Creating a Winning Business Plan

The craft alcoholic beverage business is supposed to be kind of, well, anti-establishment. But if you think you don’t need a full-fledged business plan to succeed, you can think again. It may be a fun business, but craft is a business all the same, and a little solid planning goes a long way. According to a recent State of Small Business report, commissioned by Palo Alto Software, 79 percent of companies with a business plan say they are better off financially year after year, while only a third of small businesses without a business plan can say the same thing. Additionally, nearly 75 percent of established companies that have a business plan in place expect to grow, compared to only 17 percent that don’t have a business plan. That’s even stronger evidence than an earlier study conducted for AT&T, showing only 42 percent of small-business owners bother to develop a formal business plan; of those who do use a plan, 69 percent say it was a major contributor to their success.

Some people think you don’t need a business plan unless you’re trying to borrow money. Of course, it’s true that you do need a good plan if you intend to approach a lender—whether a banker, a venture capitalist, or any number of other sources—for startup capital. But a business plan is more than a pitch for financing; it’s a guide to help you define and meet your business goals.

Just as you wouldn’t start off on a cross-country drive without a road map, you should not embark on your new business without a business plan to guide you. A business plan won’t automatically make you a success, but it will help you avoid some common causes of business failure, such as undercapitalization or lack of an adequate market.

As you research and prepare your business plan, you’ll find weak spots in your business idea that you’ll be able to repair. You’ll also discover areas with potential you may not have thought about before—and ways to profit from them. Only by putting together a business plan can you decide whether your great idea is really worth your time and investment.

What is a business plan, and how do you put one together? Simply stated, a business plan conveys your business goals and the strategies you’ll use to meet them, potential problems that may confront your business and ways to solve them, the organizational structure of your business (including titles and responsibilities), and the amount of capital required to finance your venture and keep it going until it breaks even.

Sound impressive? It can be, if put together properly. A good business plan follows generally accepted guidelines for both form and content. There are three primary parts of a business plan.

      1.   The first is the business concept, where you discuss the industry, your business structure, your product or service, and how you plan to make your business a success.

      2.   The second is the marketplace section, in which you describe and analyze potential customers: who and where they are, what makes them buy, and so on. Here, you also describe the competition and how you will position yourself to beat it.

      3.   Finally, the financial section contains your income and cash-flow statements, balance sheet, and other financial ratios, such as break-even analyses. This part may require help from your accountant and a good spreadsheet software program.

Breaking these three major sections down further, a business plan consists of seven major components:

      1.   Executive summary

      2.   Business description

      3.   Market strategies

      4.   Competitive analysis

      5.   Design and development plan

      6.   Operations and management plan

      7.   Financial factors

In addition to these sections, a business plan should also have a cover, title page, and table of contents.

Executive Summary

Anyone looking at your business plan will first want to know what kind of business you are starting. So the business concept section should start with an executive summary, which outlines and describes the product or service you will sell.

The executive summary is the first thing the reader sees. Therefore, it must make an immediate impact by clearly stating the nature of the business and, if you are seeking capital, the types of financing you want. The executive summary describes the business, its legal form of operation (sole proprietorship, partnership, corporation, or limited liability company), the amount and purpose of the loan requested, the repayment schedule, the borrower’s equity share, and the debt-to-equity ratio after the loan, security, or collateral is offered. Also listed is the market value, estimated value, or price quotes for any equipment you plan to purchase with the loan proceeds.

Your executive summary should be short and businesslike—generally between half a page and one page, depending on how complicated the use of funds is.

Business Description

This section expands on the executive summary, describing your business in much greater detail. It usually starts with a description of the overall craft beer, spirits, or cider industry. How big is the industry? Why has it become so popular? What kinds of trends are responsible for the industry’s growth? Prove, with statistics and anecdotal information, how much opportunity there is in the industry.

Explain the target market for your product or service, how the product will be distributed, and the business’ support systems—that is, its advertising, promotions, and customer service strategies.

Next, describe your product or service. Discuss the product’s applications and end users. Emphasize any unique features or variations that set your product or service apart from others in your industry.

If you’re using your business plan for financing purposes, explain why the money you seek will make your business more profitable. Will you use the money to expand, to create a new product, or to buy new equipment?

Market Strategies

Here’s where you define your market—its size, structure, growth prospects, trends, and sales potential. Based on research, interviews, and sales analysis, the marketplace section should focus on your customers and your competition. How much of the market will your product or service be able to capture?

The answer is tricky since so many variables influence it. Think of it as a combination of words and numbers. Write down the who, what, when, where, and why of your customers. The answer is critical to determining how you will develop pricing strategies and distribution channels.

Be sure to document how and from what sources you compiled your market information. Describe how your business fits into the overall market picture. Emphasize your unique selling proposition (USP)—in other words, what makes you different? Explain why your approach is ideal for your market

Once you’ve clearly defined your market and established your sales goals, present the strategies you’ll use to meet those goals.

       [image: ][image: ]  Price. Thoroughly explain your pricing strategy and how it will affect the success of your product or service. Describe your projected costs and then determine pricing based on the profit percentage you expect. Costs include materials, distribution, advertising, and overhead. Many experts recommend adding 25 to 50 percent to each cost estimate, especially overhead, to ensure you don’t underestimate.

       [image: ][image: ]  Distribution. This includes the entire process of moving the product from the factory to the end user. The type of distribution network you choose depends on your industry and the size of the market. How much will it cost to reach your target market? Does that market consist of upscale customers who will pay extra for a premium product or service, or budget-conscious consumers looking for a good deal? Study your competitors to see what channels they use. Will you use the same channels or a different method that may give you a strategic advantage?

       [image: ][image: ]  Sales. Explain how your sales force (if you have one) will meet its goals, including elements such as pricing flexibility, sales presentations, lead generation, and compensation policies.

Competitive Analysis

How does your business relate to the competition? The competitive analysis section answers this question. Using what you’ve learned from your market research, detail the strengths and weaknesses of your competitors, the strategies that give you a distinct advantage, any barriers you can develop to prevent new competition from entering the market, and any weaknesses in your competitors’ service or product development cycle that you can take advantage of.

The competitive analysis is an important part of your business plan. Often, startup entrepreneurs mistakenly believe their product or service is the first of its kind and fails to recognize that competition exists. In reality, every business has competition, whether direct or indirect. Your plan must show that you recognize this and have a strategy for dealing with the competition.

Design and Development Plan

This section describes a product’s design and charts its development within the context of production, marketing, and the company itself. If you have an idea but have not yet developed the product or service, if you plan to improve an existing product or service, or if you own an existing company and plan to introduce a new product or service, this section is extremely important. (If your product is already completely designed and developed, you don’t need to complete this section. If you are offering a service, you will need to concentrate only on the development half of the section.)

The design section should thoroughly describe the product’s design and the materials used; include any diagrams if applicable. The development plan generally covers these three areas: 1) product development, 2) market development, and 3) organizational development. If you’re offering a service, cover only the last two.

Create a schedule that shows how the product, marketing strategies, and organization will develop over time. The schedule should be tied to a development budget so expenses can be tracked throughout the design and development process.

Operations and Management Plan

Here, you describe how your business will function on a daily basis. This section explains logistics such as the responsibilities of each member of the management team, the tasks assigned to each division of the company (if applicable), and the capital and expense requirements for operating the business.

Describe the business’s managers and their qualifications, and specify what type of support staff will be needed for the business to run efficiently. Any potential benefits or pitfalls to the community should also be presented, such as new job creation, economic growth, and possible effects on the environment from manufacturing and how they will be handled to comply with local, state, and federal regulations.

Financial Factors

The financial statements are the backbone of your business plan. They show how profitable your business will be in the short and long term, and should include the following:

       [image: ][image: ]  The income statement details the business’s cash-generating ability. It projects such items as revenue, expenses, capital (in the form of depreciation), and cost of goods. You should generate a monthly income statement for the business’s first year, quarterly statements for the second year, and annual statements for each year thereafter (usually for three, five, or ten years, with five being the most common).

       [image: ][image: ]  The cash flow statement details the amount of money coming into and going out of the business—monthly for the first year and quarterly for each year thereafter. The result is a profit or loss at the end of the period represented by each column. Both profits and losses carry over to the last column to show a cumulative amount. If your cash flow statement shows you consistently operating at a loss, you will probably need additional cash to meet expenses. Most businesses have some seasonal variations in their budgets, so re-examine your cash flow calculations if they look identical every month.

       [image: ][image: ]  The balance sheet paints a picture of the business’s financial strength in terms of assets, liabilities, and equity over a set period. You should generate a balance sheet for each year profiled in the development of your business.

After these essential financial documents, include any relevant summary information that’s not included elsewhere in the plan but will significantly affect the business. This could include ratios such as return on investment, break-even point, or return on assets. Your accountant can help you decide what information is best to include.

Many people consider the financial section of a business plan the most difficult to write. If you haven’t started your business yet, how do you know what your income will be? You have a few options. The first is to enlist your accountant’s help. An accountant can take your raw data and organize it into categories that will satisfy all the requirements of a financial section, including monthly and yearly sales projections. Or, if you are familiar with accounting procedures, you can do it yourself with the help of a good spreadsheet program.


CHAPTER 4

Regulation and Taxation

Extraordinary federal controls on alcoholic beverages are as American as Kentucky bourbon. At first, the federal government controlled alcoholic beverages because the excise taxes on beer and booze were the country’s chief source of revenue. Prohibition in 1920 ended that source of tax money. Thoroughly demonized in the process, alcoholic beverages remained the work of the devil for generations and were regulated accordingly. To this day, in certain ultraconservative corners of the country, beer, spirits, wine, and hard cider retain that sinful cache.

The craft movement is bringing alcoholic beverages out from under that shadow. Today’s regulatory battles are leveling a playing field tilted in favor of large multinational producers and distribution companies with outsized control of national markets. The real financial significance of progress on taxation and regulation reform makes membership in the Brewers Association, American Craft Spirits Association, or the U.S. Association of Cider Makers one of the best business investments an independent producer can make. The craft trade associations should be your first stop when planning to enter one of these business sectors.

Washington

The craft beer pioneers and the various groups that have lobbied Congress on their behalf over the past four decades—most notably the Brewers Association (BA)—have been remarkably effective in overhauling beer regulations. Associations representing craft distillers and cider makers are gearing up for similar congressional battles. “The best possible way to get legislation changed is to get the legislators into your distillery,” says Ralph Erenzo, founder of Tuthilltown Spirits in New York’s Hudson Valley. “This is a traditional American craft that disappeared, but it can come back. We are going up against big brands with deep pockets, and we’re trying to push them aside on a fixed store shelf.”

When Erenzo goes to Washington to lobby on behalf of the American Craft Spirits Association, he tells the same story the brewers started telling 20 years ago—craft producers create local jobs and become a lure for tourists to visit often overlooked regions. He is fighting for the same tax relief and relaxed controls on distribution and sales that have been instrumental to the growth of craft beer. “The tax consideration on a federal level is what allowed craft breweries to take off,” he says.

A similar tax break for craft distillers should happen. The large liquor companies “have realized we are not their enemy,” he says. “We are taking all of the chances, creating the brands, and creating the market. We are their next acquisition target,” which suits many craft distillers’ goals. When the larger spirits industry has to fight for a new law, “we’re in every state, a grassroots opportunity to transfer the image of spirits into a small business/tourism/farm support business.” The problem is the craft distillers themselves. “There is a certain wildcatter’s mentality. The lack of organization is a stumbling block to national regulatory reform.”

Craft hard cider makers also want tax relief. To get it, they believe hard cider needs to be recognized as a distinct category separate from wine and beer, according to U.S. Association of Cider Makers president Mike Beck, owner of Michigan-based Uncle John’s Cider. Today, it is regulated as wine. “Hard cider production is a direct benefit for growers. It’s a local product. We need to raise the profile of hard cider in America and explain what it is.”

Without the early and significant federal tax breaks for craft breweries, there might not have been a craft beer revolution. Tax relief for small spirits and hard cider producers is just as critical to the development of these sectors.

The States

The federal fight is fairly straightforward. The more difficult battles are in the states over byzantine regulations controlling distribution and sales. The political compromise necessary for Congress to pass the 21st Amendment and repeal Prohibition in 1933 gave each state the power to impose its own restrictions on production, sales, and distribution of alcoholic beverages. Some states also allow localities to gild the lily and add a layer of regulation all their own.


 




       tip
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Before starting construction, learn which government agencies will need to approve your project—planning commissions, zoning boards, neighborhood associations, the fire department, environmental review boards. Meet with their staffs. Show them detailed plans early in the process. Respond to their concerns when a change only requires a new drawing, not a new building.




 



There is no quick way to know all of the regulations that might apply to your particular operation or to the building you plan to turn into your brewery/distillery/cider house. When shopping for a location, be aware of the local regulatory environment. There are federal/state/county/city requirements concerning the environmental impact of your operation, fire codes, water use, seismic standards, and zoning. Learn about all of the regulations governing your favorite location before you fall in love with the building. Your goal is to minimize surprises.

A hidden cost is wait time, says Ben Roesch, owner/brewer at Wormtown Brewery (http://wormtownbrewery.com), in Worcester, Massachusetts. “You are supposed to have a constructed facility before you submit your application to the Federal Alcohol and Tobacco Tax and Trade Bureau (TTB), who can take months to get back to you and then may want changes. You give the federal permit to the state, who may take months to approve your license. Then you make any necessary applications to your local government. All of this time you have mortgage or rent payments, equipment loans, employees to pay. And this is after you’ve paid tradespeople to install the equipment and had plumbers and electricians working.” So, be ready to hurry up and wait. Getting through the federal and state red tape can be frustrating.

“Read your state laws before you do anything,” says Erenzo. “Read them again and again until they make sense to you. Cities and counties have their zoning issues. Read those laws again and again. Then worry about the federal laws. It’s complicated but, in general, the feds control production and labeling, and states control distribution and sales.”

Federal Alcoholic Beverage Laws

The U.S. TTB sets the rules for the production, distribution, labeling, advertising, trade and pricing practices, credit, container characteristics, and alcoholic content of each alcoholic beverage. But, in the main, you need to focus on:

       [image: ][image: ]  Operating permits, label approvals, formula approvals

       [image: ][image: ]  Distribution

       [image: ][image: ]  Taxes

Before you apply for your licenses and permits, know what you want to produce (including recipes), how you want to produce it (equipment and facilities), and how you will market and label it (claims you will make to the public). These must be in final form. You need to be ready to start production with construction completed and equipment purchased and installed. That’s a big capital investment to have hanging in the balance while you wait for a stranger to give you a thumbs-up. Do your homework, and don’t leave anything to chance.


 




       tip
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The TTB website—ttb. gov—does a great job detailing their rules and requirements. All of their forms are readily available. The hiccup is when you need to talk to these overwhelmed civil servants or are waiting to hear back from them on a filing. TTB’s budget has been slashed repeatedly during the last several congressional budget battles. And now, facing an avalanche of new applications for operating permits and approvals for formulas and labels, they are short-handed. Be prepared to wait.




 



“The problem with the TTB is they are underfunded and understaffed,” says Erenzo. “There were ten craft distilleries in 2003, now there are 700 new distilleries with individual labels for each product to be approved. The delays are holding back the economic power of the sector.”

Permits and Approvals

Breweries and distilleries report wait-times of six to eight months for operating permits, even though ttb.gov suggests things move along at a faster clip. These permits involve not just a completed application. There are background checks of you and your key employees, field investigations, equipment and premises examinations, and other paperwork requirements. Label and formula approvals are separate and seem to move along a bit faster. And make sure you meet all requirements for bond coverage by covering all aspects of your plans with your insurance agent.

Distribution

To sell products, the federally mandated three-tier distribution system requires licensed alcoholic beverage producers be separate from licensed alcoholic beverage distributors, which are separate from retailers. This was intended to end the practice of producer-owned retailers, which were considered anti-competitive.


 




       aha!
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The counterbalance to the big distributors is the emergence of new craft-oriented distributors who are creating a parallel distribution track separate from the giant distributors to meet the demand for craft beverages. The opportunity for these new distributors is growing with the rise of craft. Consider hitching a ride to their stars.




 



Today, it seems an archaic and inefficient system that imposes undue burdens on small producers while giving excessive power to distributors. These state-based businesses have merged into national distribution giants with enormous power. Southern Wine & Spirits (www.southernwine.com), the largest of these distribution giants, dominates alcoholic beverage distribution throughout much of the country. While producers set their own prices, distributors are the gatekeepers to the market and have enormous influence on how various products are sold and at what price.

Taxes

There are separate federal tax rates for each of the three craft alcoholic beverage categories. Whatever happens, do not fail to pay your federal taxes on time and in full. The “revenue man” DNA is still in the federal alcoholic beverage bureaucracy. They pay careful attention to tax receipts. Pay the Taxman, or he will surely shut you down.

Craft brewers making less than two million barrels of beer a year pay federal excise taxes of $7 per barrel (31 gallons) on the first 60,000 barrels they brew. They pay $18 per barrel on every barrel thereafter, which is the tax rate for larger breweries. So far the only craft brewer to outgrow this federal tax break is Boston Beer. The BA is lobbying for an even deeper tax break for very small breweries, and a slightly lower rate for midsize craft breweries.

Craft distillers receive no federal tax break and pay the same $13.50 per proof gallon (100 proof or 50 percent alcohol), or $4 per each 750 ml bottle paid by Diageo and Pernod-Ricard. New York Senator Charles Schumer and others in Congress are pushing legislation to lower the tax rate for craft distillers in a scheme similar to what craft brewers enjoy. Their argument casts craft distillers as job creators, bringing tourism to underpopulated areas, the same argument that worked so well for craft breweries.

By federal law, hard cider must be made primarily of apple juice and, in most instances, is treated like wine, taxed at a rate of $0.21 per 750 ml bottle or $1.07/gallon if less than 14 percent alcohol. But hard cider is naturally fizzy, which moves many artisan ciders into the “naturally sparkling” category, which is taxed at a rate three-times higher: $0.67 per 750 ml bottle or $3.40/gal. In some cases, depending on a technical analysis of the hard cider, a lower rate may be available for small cider houses. Confusion over which tax rate applies can be costly.

Once again, my friends at Entrepreneur are going to jump in here and fill you in on the details of an essential start-up function--hiring an accountant. They will cover what to look for in an accountant, dos and don’ts of hiring one, and how much to pay for their services.

Hiring an Accountant

You want to spend your time brewing the best beer, distilling the finest spirits, or pressing the purest cider. That’s why it is a good idea to hire out the numbers help. Don’t assume only big companies need the services of an accountant. Accountants help you keep an eye on major costs as early as the startup stage, a time when you’re probably preoccupied with counting every paper clip and postage stamp. Accountants help you look at the big picture.

Even after the startup stage, many business owners may not have any idea how well they’re doing financially until the end of the year, when they file their tax returns. Meanwhile, they equate their cash flow with profits, which is wrong. Every dollar counts for business owners, so if you don’t know where you stand on a monthly basis, you may not be around at the end of the year.

While do-it-yourself accounting software is plentiful and easy to use, it’s not the sole answer. Just as having Microsoft Word does not make you a writer, having accounting software doesn’t make you an accountant. Software can only do what you tell it to do—and a good accountant’s skills go far beyond crunching numbers.

In fact, perhaps no other business relationship has such potential to pay off. Nowadays, accountants are more than just bean counters. A good accountant can be your company’s financial partner for life—with intimate knowledge of everything from how you’re going to finance your next forklift to how you’re going to finance your daughter’s college education.

While many people think of accountants strictly as tax preparers, in reality, accountants have a wide knowledge base that can be an invaluable asset to a business. A general accounting practice covers four basic areas of expertise:

      1.   Business advisory services

      2.   Accounting and record-keeping

      3.   Tax advice

      4.   Auditing

These four disciplines often overlap. For instance, if your accountant is helping you prepare the financial statements you need for a loan, and he or she gives you some insights into how certain estimates could be recalculated to get a more favorable review, the accountant is crossing the line from auditing into business advisory services. And perhaps, after preparing your midyear financial statements, he or she might suggest how your performance year-to-date will influence your year-end tax liability. Here’s a closer look at the four areas:

      1.   Business advisory services. This is where accountants can really earn their keep. Since the accountant is knowledgeable about your business environment, your tax situation, and your financial statements, it makes sense to ask him or her to pull all the pieces together and help you come up with a business plan and personal financial plan you can really achieve. Accountants can offer advice on everything from insurance (do you really need business interruption insurance, or would it be cheaper to lease a second site?) to expansion (how will additional capacity affect operating costs?). Accountants can bring a new level of insight to the picture, simply by virtue of their perspective.

      2.   Accounting and record-keeping. Accounting and record-keeping are perhaps the most basic accounting discipline. However, most business owners keep their own books and records instead of having their accountant do it. The reason is simple: If these records are examined by lenders or the IRS, the business owner is responsible for their accuracy; therefore, it makes more sense for the owner to maintain them.

                   Where accountants can offer help is in initially setting up bookkeeping and accounting systems and showing the business owner how to use them. A good system allows you to evaluate your profitability at any given point in time and modify prices accordingly. It also lets you track expenses to see if any particular areas are getting out of hand. It lets you establish and track a budget, spot trends in sales and expenses, and reduce accounting fees required to produce financial statements and tax returns.

      3.   Tax advice. Tax help from accountants comes in two forms: tax compliance and tax planning. Planning refers to reducing your overall tax burden; compliance refers to obeying the tax laws.

      4.   Auditing. Auditing services are required for many different purposes, most commonly by banks as a condition of a loan. There are many levels of auditing, ranging from simply preparing financial statements from figures that you supply all the way up to an actual audit, where the accountant or other third party gives assurance that a company’s financial information is accurate.

Choosing an Accountant

The best way to find a good accountant is to get a referral from your attorney, your banker, or a business colleague in the same industry. If you need more possibilities, almost every state has a Society of Certified Public Accountants that will make a referral. Don’t underestimate the importance of a CPA. This title is only awarded to people who have passed a rigorous two-day, nationally standardized test. Most states require CPAs to have at least a college degree or its equivalent, and several states also require post-graduate work.

Accountants usually work for large companies; CPAs, on the other hand, work for a variety of large and small businesses. When dealing with an accountant, you can only hope he or she is well-educated and well-versed in your business’s needs. Passing the CPA exam, however, is a guarantee of a certain level of ability. Once you have come up with some good candidates, a little preparation is in order before you interview them. The first step in setting the stage for a successful search is to take an inventory of what you will need. It is important to determine beforehand just how much of the work your company will do and how much of it will be done by the accountant.

Accounting services can be broken down into three broad categories: recording transactions, assembling them, and generating returns and financial statements. Typically, the latter part—that is, the generation of returns and financial statements—requires the highest level of expertise. But though the other activities require a lower skill level, many firms still charge the same hourly rate for them. Given the level of fees you are prepared to pay, you must decide where your responsibility stops and where the accountant’s begins.

Once you have compiled your documentation and given some thought to your expectations, you’re ready to interview your referrals. Five candidates is a good number to start with. For each candidate, plan on two meetings before making your decision. One of these meetings should be at your site; one should be at theirs. Both parties need to know the environment the other works in. Your principal goal is to find out about three things: services, personality, and fees.

      1.   Services. Most accounting firms offer tax and auditing services. But what about bookkeeping? Management consulting? Pension fund accounting? Estate planning? Will the accountant help you design and implement financial information systems? Other services a CPA may offer include analyzing transactions for loans and financing; preparing, auditing, reviewing, and compiling financial statements; managing investments; and representing you before tax authorities.

                   Although smaller accounting firms are generally a better bet for entrepreneurs, they may not offer all these services. Make sure the firm has what you need. If it can’t offer specialized services, such as estate planning, it may have relationships with other firms to which it can refer you to handle these matters. In addition to services, make sure the firm has experience with small business and with your industry. Someone who is already familiar with the financial issues facing your particular avenue of the craft industry won’t have to waste time getting up to speed.

      2.   Personality. Is the accountant’s style compatible with yours? Be sure the people you are meeting with are the same ones who will be handling your business. At many accounting firms, some partners handle sales and new business, then pass the actual account work on to others.

                   When evaluating competency and compatibility, ask candidates how they would handle situations relevant to you. For example: How would you handle a change in corporation status from S to C? How would you handle an IRS office audit seeking verification of automobile expenses? Listen to the answers, and decide if that’s how you would like your affairs to be handled.

                   Realize, too, that having an accountant who takes a different approach can be a good thing. If you are super conservative, it’s not a bad thing to have an accountant who exposes you to the aggressive side of life. Likewise, if you are aggressive, it’s often helpful to have someone who can show you the conservative approach. Be sure that the accountant won’t pressure you into doing things you aren’t comfortable with. You need to be able to sleep at night.

      3.   Fees. Ask about fees upfront. Most accounting firms charge by the hour; fees can range from $100 to $275 per hour. However, there are some accountants who work on a monthly retainer. Figure out what services you are likely to need and which option will be more cost-effective for you.

                   Get a range of quotes from different accountants. Also try to get an estimate of the total annual charges based on the services you have discussed. Don’t base your decision solely on cost, however; an accountant who charges more by the hour is likely to be more experienced and thus able to work faster than a novice who charges less.

                   At the end of the interview, ask for references—particularly from clients in the same industry as you. A good accountant should be happy to provide you with references; call and ask how satisfied they were with the accountant’s services, fees, and availability.

Finding and hiring a reputable accountant will save you considerable money in the long run.

State Alcoholic Beverage Laws

Just when you think the financial and regulatory fun is more than you can handle, here come the alcoholic beverage laws! Lest you think there is just one set of laws, each of the 50 states and the District of Columbia has its own distinct set of rules for each kind of alcoholic beverage.

With the repeal of Prohibition, the federal government got out of the business of regulating alcohol distribution and gave it to the states. The resulting state-specific regulations means a production facility may meet the requirements of its home state, yet fall short of the requirements necessary to sell products in the state next door. It is often easier to sell products overseas than it is to sell to another state. Below, we’ve detailed a few states and the ways in which they do business to show you just how diverse the business environment can be for the craft industry. See Figure 4–1 on page 59 for more information on craft beer in each state.

Texas

“We still had Prohibition marketing laws [in Texas] when we opened in 1994,” says Brock Wagner, founder of Saint Arnold Brewing Company (www.saintarnold.com) in Houston. “You could not have a pre-arranged promotion at a bar or restaurant. You could have a promotion, but you couldn’t tell anyone you were going to have it. It was like throwing a party without inviting anyone,” says Wagner. “If you opened a brewery, you couldn’t sell beer there. Taprooms are critical for a small brewery to survive.
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FIGURE 4–1: Top 50 U.S. Craft Brewing Companies

(Based on 2014 beer sales volume) Credit: Brewers Association

“The legislature was in the pocket of the beer wholesalers. Mike McKinney was the evil player. [As head of the state association representing the beer distributors] he was the most powerful lobbyist in Texas. He had money and he threw it around. Politicians told me, ‘We love you but the wholesalers give us too much money. We can’t help you.’ He passed away a couple of years ago. We got the taproom law changed this year,” in 2014.

“The beer wholesalers are some of the wealthiest people in the country. One hundred percent of the alcohol in this country goes through their hands. Texas has thousands of alcoholic beverage suppliers, and thousands of retailers, and two or three [distributors] get a 25 percent cut of everything sold. Texas regulators acted as a collection agency for the distributors. You bounce a check to a distributor, the Texas Alcoholic Beverage Commission came after you,” said Wagner.

Ron Extract, founder of Jester King Brewery (http://jesterkingbrewery.com) in Austin, adds, “A lot of work still needs to be done to make Texas competitive with the rest of the country. But it’s gotten better. When we started four years ago, there were only 25 breweries in Texas. Now there are more than 100 and lots more are planned.”

In general, direct sales, brewery tours, brewpubs, microbreweries, excise taxes, packaging, and franchising regulations are more stringent throughout the southern half of the country. While craft producers are as likely to be Republicans as Democrats, progressive states have been more willing to roll back Prohibition-era laws, even when those rollbacks upset the interests of companies reliant on those established regulatory hierarchies. New York State is among the most aggressive states in this regard.

New York State

Undoubtedly, New York is the most craft-friendly state. Each year for the last four years, Governor Andrew Cuomo has taken further steps to support the state’s craft breweries, distilleries, cideries, and wineries. He has made on-site sales of both by-the-glass and packaged goods legal, simplified or eliminated state permitting, enacted tax cuts; abolished bond requirements, and provided grants for marketing support and self-distribution. The goal is to foster small business development and help the state recover from the recession. New York craft producers who source at least 51 percent of their ingredients in-state are the big winners. “They leap-frogged everyone,” says Rodewald. “It’s smart. They don’t have an industrial liquor industry, and they elevated their local grain and produce production out of the commodity market.”

“Within the liquor industry there is enormous opportunity for growth with the explosive interest in local products,” says New York State Liquor Authority chairman Dennis Rosen. “There are now some very big beer companies that started out very small. We are doing this to grow the industry and employ a lot of people, which is a wonderful thing. It’s not that New Yorkers are drinking more. We are cutting into the global companies’ share of the market.” New York State producers employing New York State residents are creating goods that supplant products produced in other countries. “The vibrations of that are felt down the line in wide-ranging ways,” he says.

“With things like self-distribution, we’ve carved out exemptions to the three-tier system for small producers. Generally, those tiers have to be independent of each other. We can’t extend the exemptions too far without getting sued for violating the commerce clause.” At this point, Rosen says the state has gone as far as it believes it can to support craft producers. The push back from large producers and distributors, he says, has become significant.

Rosen’s next step is to try to clarify New York’s alcoholic beverage laws. “We are operating with laws that were written as the nation was coming out of Prohibition. There are rules that don’t seem to make sense now. Everyone complains that the laws are anachronistic. One of the things very disappointing to me as we work on a top-to-bottom revision is that the larger interests oppose what we’re doing. No matter how flawed the system, it works well for them.”

New York’s holistic approach to nurturing the craft sector is having an impact. Between 2011 and 2014, the number of New York microbreweries increased 175 percent to 109 breweries; brewpubs increased 230 percent to 33; cider producers increased five-fold to 28; farm distilleries increased from 10 to 51; other small distilleries increased 164 percent to 37. There are 70 new farm breweries since that license was approved in 2012. Rosen points to New York City residents’ new awareness of the rest of the state and support for what’s happening outside the city as a positive result.

This progressive approach to supporting craft is spreading, particularly in the area of self-distribution and direct sales. Small breweries, distilleries and cider houses in more and more states are able to sell directly to customers, not just in their taprooms, but also by delivering kegs and packaged goods to restaurants and convenience stores. Even in Utah, which historically has had regressive alcoholic beverage laws, Park City’s High West Distillery (www.highwest.com) sells bottles of its Rendezvous Rye in its distillery store and serves drinks at a bar in the distillery.

States you would expect to be on the forefront of regulatory change, such as California, have been slower to buck entrenched alcoholic beverage companies.

California

In California, spirits producers are gearing up to fight for a New York-style regulatory overhaul. Currently, they are limited to selling a thimbleful of a maximum of six different products to distillery visitors. “We need to be able to sell from our distillery tasting room. It is the only way to tell your story to consumers and know that they understand what you are doing,” says Cris Steller, executive director of the California Artisanal Distillers Guild and founder of Dry Diggings Distillery (www.drydiggingsdistillery.com) in El Dorado, California.
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“Distributors are fighting back hard. California is one of the top five markets for spirits in the world, and they think they are going to give up market share if we can sell out of our distilleries. They cast it as ‘holding the line against demon booze.’ But when Utah looks progressive, you know you are behind. New York, Colorado, Washington, Oregon all leapfrogged us. California is down at the bottom with Alabama and Kansas,” says Steller, noting that when he lobbied Governor Jerry Brown on the issue, “he didn’t even know about the rules and called it ‘ridiculous.’ We’ll have this in another year.”

“There is no easy money in distilling,” he says. “What I’m doing makes no sense as a business. It’s hard work, time, effort, and luck. The industry is driven by bartenders and mixologists. If someone is going to pay me what my bourbon costs to make, they are going to want to meet me, come to my distillery, and taste it with me and ask lots of questions. People will spend the money. They just want to know why it is worth it.” See Figure 4–2 for a look at the country’s full range of craft distilleries.

State Distribution Laws

States regulate the relationship between alcoholic beverage producers and distributors through franchise laws. You can enter a franchise relationship with a simple verbal agreement to move a single shipment through a distributor. But if your distributor turns out to be a disappointment, you may be stuck in a loveless relationship.

Franchise laws were designed to correct a perceived imbalance in bargaining power between powerful, national brewers, and the smaller state-specific wholesalers who serve them. In reality, consolidation has made both sides of that equation evenly balanced. The mice in the room are craft producers. Cancellations, failures to renew, attempts to modify a distribution agreement are all restricted by franchise laws written to protect the distributor.


 




       tip
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Keep your eye on the horizon when it comes to alternate formats for sales and shipping. Brick-and-mortar locations are the heart of the craft business, but many businesses are trading on a savvy online buyers’ market as well. The next regulatory hurdle? “Internet sales and direct shipments to customers will be huge,” Pak told the group. “Things are changing fast to make this happen.”




 



Worse, franchise laws vary by state. The BA has created a database of U.S. beer franchise laws governing beer sales in each state. Before entering a contract with a wholesaler, learn how specific states regulate this relationship because state laws may trump contract terms. With spirits, there are two types of state regulatory environments. Open states allow alcoholic beverages to be sold through private entities; control states sell through state liquor control boards. State franchise laws trump distribution contracts for spirits in open states just as they do for beer.

Eugene Pak, an attorney with the law firm of Wendel, Rosen, Black & Dean specializing in brewery law, suggests getting professional help before entering any distribution arrangements. Mistakes here are critical. “Set a term for your distribution agreements to expire. Most states prohibit termination without cause,” he says. And if they do allow you to walk away from an unhappy relationship, you will pay dearly—one to five times your net profits.

State Taxes

There is great disparity and volatility in state taxation rates. For beer, Tennessee has had the highest state excise tax at $1.17 per gallon followed by Florida and Georgia at 48 cents per gallon. Wyoming has the lowest at two cents per gallon. The U.S. average rate is about 19 cents per gallon.
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    There were no craft breweries in Springfield, Illinois, in 2010, when Chris Trudeau graduated from design school and convinced his mom they should work together and build one on the family farm near the city. Trudeau’s high school friend and his mom joined up to make it a team of four at Rolling Meadows Brewery (http://rollingmeadowsbrewery.com). After a course in beer making at Chicago’s Siebel Institute of Technology and then some classes at the University of California at Davis in their legendary brewery program, they drafted plans to build a seven-barrel brewery using the farm’s soft red wheat and wild hops.

    As they were designing the new brewery, Anheuser-Busch In-Bev sued Illinois claiming Illinois’ small brewer exemption to the three-tier system was “thinly veiled economic protectionism” favoring in-state brewers and a violation of the Commerce Clause inhibiting interstate commerce. “Basically, Anheuser-Busch was trying to take away our right to self-distribute. They didn’t like the fact that Illinois craft brewers were allowed to sell directly to taverns and retailers while out-of-state brewers, like themselves, had to use a middleman,” says Trudeau. “If Rolling Meadows had to pay a distributor, it would have messed up our whole business plan. We thought we would have to sell our brewery equipment or switch to making soda. Then we decided to push back.”

    Once the suit was filed, the judge stopped all self-distribution and asked the state legislature to take up the issue. “I was crapping my pants. We’re depending on the dysfunctional Illinois state government to do something quickly? I called my state representative, Rich Brauer. He asked me how much beer I made. I told him we make 15,000 barrels a year and self-distribute half of that,” Trudeau says, taking a stab at what those numbers would be if they ever got a chance to build the brewery then sitting in boxes.

    “Suddenly I became a lobbyist, competing head-on with Budweiser’s lobbyists and the big distributors’ lobbyists, all people I had no intention of ever tangling with. I showed up for a hearing on the bill at the Capitol wearing a T-shirt and jeans with my hair all disheveled because I rushed over on my bike. I told them I just want my small family brewery to bring around a little beer to a few establishments and that at some point I would want to work with a distributor.

    “Then the media gets ahold of the story and all of these people start calling their representatives and the bill passes and is signed by the governor. The new law enacted June 2011 permits breweries that produce 15,000 barrels or less a year to self-distribute up to 7,500 barrels.”




 



State and local excise taxes on spirits are equally random. The taxes can include fixed-rate per volume taxes; wholesale taxes that are usually a percentage of the value of the product; distributor taxes (usually structured as license fees but are often a percentage of revenues); retail taxes, in which retailers owe an extra percentage of revenues; case or bottle fees (which can vary based on size of container); and additional sales taxes (note that this measure does not include general sales tax, only those in excess of the general rate). In other words, always check with your state tax authority first—and don’t count on continuity.


CHAPTER 5

Craft Businesses That Work

Craft producers crave independence and freedom. Opening a craft brewery, distillery, or cidery usually involves partnering with friends or family who share your vision. As businesses mature, financial needs lead to more complex business arrangements. But during the current “neighborhood” age of the craft movement, when the best opportunities for new ventures are often the ones that start in an abandoned building down the road from where you live, working with a partner, in whatever kind of form it takes, makes life easier.

If partners stick together through the difficult years, sharing the burdens enhances a startup’s chances. The challenge is setting the partnership up to reward each individual’s sweat equity. “I’ve spent 20 years marketing Firestone Walker. What is the value you would put on that chunk of your life?” asks David Walker, cofounder of Firestone Walker Brewery Company (www.firestonebeer.com) with brother-in-law Adam Firestone.

Twenty years, says Walker, is the minimum planning horizon for a new brewery. “Don’t start if you have to make it work in five years.” Launched in 1996, during the deadly lull in the craft beer business, Firestone Walker was located in the Santa Barbara wine region, physically cut off from California’s beer revolution. “It was a dark time,” he says. The partners relocated two hours north to Paso Robles in 2002 and built a pub next to their production brewery. But the struggle continued with sales topping out at 50,000 barrels in 2006.


 




       tip
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Firestone Walker’s David Walker says that, these days, you can start your craft business on a shoestring. “Everyone near you, including Whole Foods, will carry your beer. Once you get to the next level—around 15,000 barrels/year—marketing and distribution are very expensive. It will be 25 percent of your budget. The window for expanding from microbrewery status to be a regional brewery is closing. You may be stuck on that 15,000 barrel plateau,” he says, so be prepared to adjust accordingly. Most importantly Walker says, “Whoever gives you money for investment can cause havoc. Make sure they are aligned with your long-term vision.”







 




[image: ][image: ] Risky Business

     There are risks. Two well-written tales of building a craft brewery—Sam Calagione’s Brewing Up a Business: Adventures in Beer from the Founder of Dogfish Head Craft Brewery (John Wiley & Sons, 2011) and Ken Grossman’s Beyond the Pale: The Story of Sierra Nevada Brewing Co. (John Wiley & Sons, 2013)—detail the painful and nearly fatal fallout of failed partnerships. Tony Magee’s So You Want to Start a Brewery?: The Lagunitas Story (Chicago Review Press, 2014) details the intense pressure and daily challenges of running a one-man show in the craft alcoholic beverage business. Make them a part of your required startup reading.




 



When the market finally woke up to their distinctive oak-barrel fermented ales, it took them by surprise. Firestone Walker sold 200,000 barrels of beer in 2014 with sales growing 45 percent annually. With a second brewery opening in Los Angeles in 2015, near the beach in Venice, Walker expects sales to be twice that by 2016. They are now one of the top 20 craft breweries in the country. “I’m a little confused by it all, but very happy.”

Walker’s advice for new craft brewers is simple: “Focus on making extraordinary beers. Narrow your geographic expectations. Beer performs best near the brewery. Think big within a small footprint. Value your product and don’t discount. We expect some ugly price wars with so much new competition; avoid them at all costs.”

Before planning how you will market your business, “listen to people’s stories,” says Charlie Papazian, president of the Brewer Association. “This is a unique industry. Before you spend any money, spend your time learning the technology, science, and art. Gobble up all the information you can. This is a highly regulated business, and you need to understand it. Go to conferences.”

Remember to:

       [image: ][image: ]  Protect personal assets by separating them from business liabilities through an LLC, corporation, or partnership early in the development of the business. The more formal the documentation (e.g., partnership or LLC agreement), the better.

       [image: ][image: ]  Take care with potential investors. Selling shares in a craft venture involves registering or at least filing with the Securities and Exchange Commission as well as the state where the business is registered. In general, you cannot widely advertise that you are selling shares, and there are laws governing your communications with potential investors.

       [image: ][image: ]  Protect intellectual property, particularly trademarks, by registering them as soon as possible with the U.S. Patent and Trademark Office. Reserve your internet domain names promptly.

       [image: ][image: ]  Hire a professional accountant to maintain accurate records of everything that happens in the business and supervise payroll.

Location, Location, Location

The craft movement is stronger in some states than others. Texas, Florida, and the Deep South, along with the middle-middle of the country—Kansas, Oklahoma, Arkansas, Nebraska, and Iowa—are far behind the rest of the country in the number of craft alcoholic beverage enterprises. Portland would seem to be a saturated market with as much as 50 percent of the beer sold there produced in the state. Ashville is leading North Carolina’s craft explosion. And Washington, DC, is only just getting started.
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Some states do more to promote craft businesses and some states go out of their way to inhibit their growth. Opportunities exist in each of these situations. But as James Fallows wrote in the November 2014 issue of The Atlantic, “The presence of craft brewers—and their more hip counterparts, craft distillers—are important markers of cities that are attracting the young and ambitious.” At this point, every state wants to have craft beer, spirits, and cider producers.

Florida

Florida is the third largest beer market in the country but one of the slowest to develop craft breweries. “We’re a vacation market,” says Mike Halker, president of Florida Brewers Guild (http://floridabrewersguild.org). “Our distributor network was entrenched, and they controlled the market. They spent lots of money to have friends in Tallahassee [the state capital]. We’re a rare place where Anheuser-Busch and MillerCoors still command 95 percent of the beer market. Our consumers didn’t know they wanted something that they didn’t know exists.” When Sam Adams and Sierra Nevada beers became available, it changed everything. Once consumers knew not everything tastes like Budweiser, they wanted more of it, he says.

“The inflection point for us was five years ago,” says Halker. Twenty-five new breweries opened last year for a total of 100 craft breweries in the state. “We continue to add two a month, which is still a small number. San Diego county has more breweries than all of Florida. When the national craft brands come in, they create customers for us. So it’s OK, as long as they don’t slash prices. New Belgium launched in Florida with discounts. It cuts our throats.”

Portland, Oregon

Marcus Reed, an attorney with Miller Nash LLP in Portland, Oregon, who specializes in representing craft breweries, says there is plenty of room for more breweries in Portland, particularly if they are neighborhood-focused and serve food. “New restaurant pubs do really well. The margins for beer sold in a brewpub are stunning. You can make the beer for 50 cents and sell it for $5 a glass. It’s an order of magnitude better than selling to a distributor. The volume you can produce is limited, but you can always open another pub.

“It is getting harder for production breweries. Distributors are flooded with accounts. Store shelves are filling up. There is a limit to the number of tap handles in bars. But bars keep adding more taps, and grocery stores are adding more coolers and racks. There is opportunity if a brewery is creative.

“We are not seeing any breweries fail. There is a growing trend of new people who have very, very little experience. They are asking for trouble by having substandard quality. Still, we hesitate to discourage them. We have seen too many people succeed who we thought couldn’t. We just encourage them to go work in someone else’s brewery before they open their own. In Portland, every neighborhood will have a brewpub. And some will have five or six of them within walking distance of each other. We’re heading for one brewery for every 5,000 people, pretty crazy. There is no sign of a slowdown. Every brewer is expanding because they have reached their maximum capacity.”


 




       warning
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Choose your message carefully, and be wary of diversifying your vision. If you want to offer a taproom, do it simply and with focus. Don’t delve into offering a restaurant feature if you don’t have the street cred (and funding) to back it up. “I am amazed that all these brewpubs stay open,” says David Fleming, a Portland-based brewery consultant. “I don’t know where the money comes from. I keep waiting for it to drop off, but it never does.”
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U.S. Cider Market—Domestic and Import Volumes
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2014 452,312 | 55,440,392 | 55,892,704 4,298,886 | 60,191,590 | 26,756,133 72.7% -12.4% 61.5% 7.1%
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CONSUMPTION - Spirits: 000s 9 Litre Cases
000s 9 Litre Cases 2004 2009 2010 2011 2012 2013 F'Cast 2014 | CAGR 04-13 CAGR 09-13 CAGR 12-13

Spirit Total 160,517.25 182,115.75 186,042.25 191,262.75 199,039.95 204,403.00 _208,797.25 2.7% 2.9% 2.7%
Whisky 43833.00 45068.25 4538275 46,509.75 48,363.75 50,542.00 52,502.50 1.6% 2.9% 4.5%
- Scotch Whisky 864500  8,090.00 800525 819500 826500 852000  8580.00 0.2% 1.3% 3.1%
- US Whiskey 1927425 20,420.00 2065500  21,513.00  22,82000 2393200  25430.00 2.4% 4.0% 4.9%
- Canadian Whisky 1537800 153%.00 1530800  15060.00 1517500  15610.00  15650.00 0.2% 0.4% 25%
- Irish Whiskey 53450 1,155.00  1409.00  1,73500  2,09500 247000 2,830.00 18.5% 20.5% 17.5%
- Other Whisky 125 4.5 5.50 675 875 10.00 12.50 26.0% 2.9% 14.3%
Gin / Genever 11,005.00 10,982.25 10,589.50 10,417.75 10,570.00 10,343.25  10,170.00 -0.7% -15% -21%
-Gin 11,00500  10,980.00  10587.00 1041500 10,5650  10,33825  10,165.00 0.7% -1.5% 2.2%
- Genever Min 225 2.50 275 350 5.00 500 1444.5% 2.1% 42.9%
Vodka .75 58,655.00 61,845.00 6545500 69,435.00 70,725.00  71,930.00 5.3% 4.8% 1.9%
- Traditional Vodka 39,516.75  50,770.00  52,530.00 5362000 5547000  56,212.00  56,760.00 4.0% 2.6% 1.3%
- Flavoured Vodka 493000  7,885.00 931500 1183500  13,96500  14513.00  15170.00 12.7% 16.5% 3.5%
Tequila 8,427.50 11,204.00 11,865.00 12,419.00 13,094.00 13910.00  14,510.00 5.7% 5.6% 6.2%
- White Tequila 1,890.00 358500 408000 473000 534500 600000  6,560.00 13.7% 13.7% 123%
- Gold Tequila 650850  7,502.00  7,750.00  7,651.00  7,70400  7,835.00 7,855.00 2.1% 0.8% 1.7%
- Mezcal 29.00 27.00 35.00 38.00 4500 75.00 95.00 11.1% 2.1% 66.7%
National Spirits 52.00 76.00 98.25 178.50 397.00 966.75  1,313.00 38.4% 88.9% 143.5%
- Aquavit 12.00 8.00 8.25 8.50 9.00 11.75 13.00 0.2% 10.1% 30.6%
- Shochu / Soju 40.00 43.00 40.00 45.00 48.00 50.00 50.00 2.5% 3.8% 4.2%
- Other White Spirits - 25.00 50.00 125.00 340.00 905.00 1,250.00 Nil 145.3% 166.2%
Rum 19,240.25 22,656.25 23,098.00 23,0500 23,092.00 23,150.00  22,975.00 2.1% 0.5% 0.3%
- White Rum 8199.00  8,634.00 866500 836500 810000 802500 7,875.00 0.2% -1.8% 0.5%
- Dark Rum 432100 4,662.25 463300 467500  4,58450  4,580.00  4,535.00 0.6% 0.4% 0.1%
- Flavoured Rum 672025  9,360.00  9,800.00 1001500  10,407.50  10,545.00  10,565.00 5.1% 3.0% 13%
Cane 206.00 175.00 145.00 125.00 125.00 129.00 135.00 -5.1% -7.3% 3.2%
Brandy 1017575 10,422.75 10,363.50 10,176.75 10,327.50 10,460.00  10,571.50 0.3% 0.1% 13%
- Cognac / Armagnac 352825 340050 342475 342125  3,57900  3,640.00 3,764.00 0.3% 1.7% 1.7%
- Other Brandy 6647.50  7,022.25 693875 675550  6,74850 682000  6,807.50 0.3% 0.7% 11%
Flavoured Spirits 23131.00 22,876.25 22,655.25 22,926.00 23,635.70 24,177.00  24,690.25 0.5% 14% 2.3%
- Liqueurs 20,699.75  19,613.50  19,458.00 1980475  20,583.25  21,21250  21,796.00 0.3% 2.0% 3.1%
- Bitters / Spirit Aperitifs  1,966.50  2,784.00 274300 268050  2,62250  2,532.00 2,455.00 2.8% 2.3% 3.5%
- Aniseed 41975 42075 394.50 375.50 360.50 360.00 363.25 -1.7% 3.8% 0.1%
- Fruit Eaux de Vie 45.00 58.00 59.75 65.25 6945 72.50 76.00 5.4% 5.7% 4.4%
Other Spirits - - - - - - - - - -
Mixed Drinks 69,905.00  61,325.00 _69,500.00 _ 73,830.00 _81,420.00 _ 95430.00 _101,610.00 3.5% 117% 17.2%

Source: IWSR Calculations based on trade comment.
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Rank Brewing Company City State
1 D. G. Yuengling and Son, Inc Pottsville PA
2 Boston Beer Co Boston MA
3 Sierra Nevada Brewing Co Chico CA
4 New Belgium Brewing Co Fort Collins (0]
5 Gambrinus Shiner X
6 Lagunitas Brewing Co Petaluma CA
7 Bell's Brewery, Inc Galesburg M
8 Deschutes Brewery Bend OR
9 Stone Brewing Co Escondido CA
10 Minhas Craft Brewery Monroe Wi
11 Brooklyn Brewery Brooklyn NY
12 Duvel Moortgat USA Kansas City & Cooperstown MO/
NY
13 Dogfish Head Craft Brewery Milton DE
14 Matt Brewing Co Utica NY
15 Harpoon Brewery Boston MA
16 Firestone Walker Brewing Co Paso Robles CA
17 Founders Brewing Co Grand Rapids M
18 SweetWater Brewing Co Atlanta GA
19 New Glarus Brewing Co New Glarus Wi
20 Alaskan Brewing Co Juneau AK
21 Abita Brewing Co Abita Springs LA
22 Anchor Brewing Co San Francisco CA
23 Great Lakes Brewing Co Cleveland OH
24 Oskar Blues Brewery Longmont (0]
25 Shipyard Brewing Co Portland ME
26 Stevens Point Brewery Co Stevens Point Wi
27 August Schell Brewing Co New Ulm MN
28 Summit Brewing Co Saint Paul MN
29 Victory Brewing Co Downingtown PA
Long Trail Brewing Co Bridgewater Corners VT
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