

[image: image]




[image: ]


Additional titles in Entrepreneur’s Startup Series

Start Your Own

Arts and Crafts Business

Automobile Detailing Business

Bar and Club

Bed and Breakfast

Blogging Business

Business on eBay

Car Wash

Child-Care Service

Cleaning Service

Clothing Store and More

Coaching Business

Coin-Operated Laundry

College Planning Consultant Business

Construction and Contracting Business

Consulting Business

Day Spa and More

eBusiness

Event Planning Business

Executive Recruiting Business

Fashion Accessories Business

Florist Shop and Other Floral Businesses

Food Truck Business

Freelance Writing Business and More

Freight Brokerage Business

Gift Basket Business and More

Grant-Writing Business

Graphic Design Business

Green Business

Hair Salon and Day Spa

Home Inspection Service

Import/Export Business

Information Marketing Business

Kid-Focused Business

Lawn Care or Landscaping Business

Mail Order Business

Medical Claims Billing Service

Microbrewery, Distillery, or Cidery

Net Services Business

Nonprofit Organization

Online Coupon or Daily Deal Business

Online Education Business

Personal Concierge Service

Personal Training Business

Pet Business and More

Pet-Sitting Business and More

Photography Business

Public Relations Business

Restaurant and More

Retail Business and More

Self-Publishing Business

Seminar Production Business

Senior Services Business

Staffing Service

Travel Business and More

Tutoring and Test Prep Business

Vending Business

Wedding Consultant Business

Wholesale Distribution Business



[image: ]




Entrepreneur Press, Publisher

Cover Design: Andrew Welyczko

Production and Composition: Eliot House Productions

© 2015 by Entrepreneur Media, Inc.

All rights reserved.

Reproduction or translation of any part of this work beyond that permitted by Section 107 or 108 of the 1976 United States Copyright Act without permission of the copyright owner is unlawful. Requests for permission or further information should be addressed to the Business Products Division, Entrepreneur Media Inc.

This publication is designed to provide accurate and authoritative information in regard to the subject matter covered. It is sold with the understanding that the publisher is not engaged in rendering legal, accounting or other professional services. If legal advice or other expert assistance is required, the services of a competent professional person should be sought.

          ebook ISBN: 978-1-61308-311-6


Acknowledgments

The reporting for this book was a group effort by Zester Media contributors who traveled to craft breweries, distilleries, and cideries across the country to interview the artisans, owners, and supporting players driving this dynamic business sector. In particular, I would like to thank Zester’s Ruth Tobias, Sylvia Wong Lewis, Terra Brockman, Emily Grosvenor, Amy Halloran, Kathy Hunt, Caroline Beck, Brooke Jackson, Julia della Croce, Susan Lutz, and Hannah Rehak. And a special thank you to Chris Fager, Zester Media’s co-founder and my steady editor on this project.

This book would not have been possible without the generosity of the many craft brewers, distillers, and cider makers who welcomed us into their facilities and spent hours with us explaining their operations: Ken Grossman, founder of Sierra Nevada Brewing Company; Nicole Austin, master blender at Kings County Distillery in Brooklyn; David Walker, cofounder of Firestone Walker Brewing Company; Jim Koch, founder of Boston Beer; Steve Hindy, cofounder Brooklyn Brewery; Justin and Sarah Walsh, cofounders of June Lake Brewing; Andrew Caspary, cofounder of Ventura Spirits Company; Jörg Rupf, founder, St. George Spirits; Mike Beck, owner, Uncle John’s Fruit House Winery; Ralph Erenzo, founder of Tuthilltown Spirits; Ben Roesch, owner/brewer at Wormtown Brewery; Brock Wagner, founder of Saint Arnold Brewing Company; Ron Extract, founder of Jester King Brewery; Cris Steller, executive director of the California Artisanal Distillers Guild and founder of Dry Diggings Distillery; Chris Trudeau, cofounder of Rolling Meadows Brewery; Mike Halker, president of the Florida Brewers Guild; Kent Rabish, owner of Grand Traverse Distillery; Tony Yanow and Meg Gill, cofounders of Golden Road Brewing; Charlotte Shelton, co-owner of Albemarle CiderWorks; Alan Newman, cofounder of Alchemy & Science, a division of Boston Beer Company; Melkon Khosrovian, co-owner, Greenbar Craft Distillery; Kurt Widmer, founder of Widmer Brothers Brewery and a Craft Brew Alliance director; Mark McTavish, owner of Troy Cider; Celeste Beatty, owner, Harlem Brewing; Michael Cameron, co-owner, Green Star Brewing; Greg Koch, cofounder of Stone Brewing Company; Tom Potter, cofounder of New York Distilling Company; Evan Weinberg, owner of Cismontane Brewery; Ted Fourticq, partner in M Special Brewing Company; Kelly McDonald and Mark Vickery, co-owners of Grain Station Brew Works; Dry Dock Brewing founders Kevin DeLange and Michelle Reding; Stone Brewing Company cofounder Greg Koch; David Perkins, founder of High West Distillery; Paul Hletko, founder of Few Spirits; Keith Greggor and David King, owners of Anchor Brewers & Distillers; and Brian Shanks, founder of Bold Rock Hard Cider.

We are also grateful for the knowledge and expertise shared by the many suppliers, financiers, association leaders, journalists, regulators, and other players in the craft alcoholic beverage industry: Charlie Papazian, president of the Brewers Association; Peter Toombs, president of DME Brewing Solutions; Jake Keeler, director of marketing at craft supply company BSG, Brewing Supply Group; Benj Steinman, editor of Beer Marketer’s Insights; the staff of Brewbound; James Rodewald, author of American Spirit: An Exploration of the Craft Distilling Revolution; American Craft Sprits Association; Bill Owens, founder and president, American Distilling Institute; Keith Lemcke, vice president of Chicago-based Siebel Institute of Technology and marketing manager for the World Brewing Academy; Larry Clouser, northwest sales manager for Brewcraft USA; Michael Lewis, professor emeritus, Brewing Science, University of California, Davis; Krista Johnson, the cider and craft beer buyer for K&L Wine Merchants in San Francisco; New York State Liquor Authority chairman Dennis Rosen; Eugene Pak, an attorney with the law firm of Wendel, Rosen, Black & Dean; David Fleming, a Portland, Oregon-based brewery consultant; Marcus Reed, an attorney with Miller Nash LLP; Tom McCormick, California Craft Brewers Association; Lester Jones, chief economist for the National Beer Wholesalers Association; Christian McMahan, a principal in Smartfish; David Hayslette, a marketing strategist with MeadWestvaco; Demeter Group Investment Bank, IBISWorld; Thomas Touring, director of restaurant operations for House of Blues; Dennis Hartman, manager of the craft beer department with Wine Warehouse; Lars Burkholder, regional account executive for Latin America and Brazil, Craftport; Michael Vachon, founder of Maverick Drinks; Rick Wehner, with Brewery Finance, a division of Pinnacle Capital Partners; Community and Economic Development program at the University of North Carolina School of Government; David Dupee, founder of CraftFund; Travis Benoit, founder of CrowdBrewed; Terry Cekola, founder of Colorado distributor Elite Brands; Ann George, executive director of the nonprofit, Hop Growers of America; Arthur Shapiro, former head of marketing for Seagram; Daniel Wandel with IRI Worldwide; and Leah Hutchinson, American Craft Spirits Association.


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.
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Jlterny -(unox‘e«cw ton that contang
several :robt"u tic issues which render it
unacoeptable policy proposa

HELPS COMPANIES THAT CUT JOBS

ONLY 25,000

American Workers
employed by the -
multinational o
corporate brewers

Anheuser-Busch InBev has
eliminated 5,000+ jobs since 2008

The Beer In
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‘The Staff of Entrepreneur Media, Inc. & Corie Brown
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Budweiser and Craft Shipments (2004 - 2014)
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