
 
    

 

 

Craft Brew Alliance (BREW) is a group of craft brewers that are based mainly out of the California, 
Pacific Northwest, New England and Appalachian regions. Recent deals with Anheuser Busch 
Inbev have made this company gain a competitive advantage due to the use of ABI’s vast 
distribution network. BREW’s business model consists of breweries and brewpubs, along with 
constant innovation of product to keep up with changes in the market.  

 
BUY 
Current Price:  $18.85 
Target Price:  $20.34 
Market Cap:  364M 
Beta:   .51 
Other key Metrics/Ratios 
ROA 4.64 
Gross Margin 31.46 
1 year EBITDA Growth 35.73 
Kd 2.5% 
Inventory Turnover 8.64 
TEV/EBITDA 14.47x 
P/BV 2.36x 
 

 
 

 
 

Thesis: Craft Brew Alliance is an interesting 
company due to its structure being nothing like large 
alcoholic beverage companies or small brewers. 
Their success will come from a commitment to 
innovative brands, such as gluten free and healthy 
lifestyle craft beers, and their ability to redefine their 
operations to adapt to a constantly changing 
alcoholic beverage market. One of the main sources 
of value in this company is their partnership with 
Anheuser Busch Inbev for brewing and distribution 
purposes. This is unlike any other craft beer 
breweries on the market and will allow CBA to take 
advantage of large scale networks, while still being 
viewed as a craft brand.  
 
 
 
 
 

Catalysts: Forward looking projections that call 
for positive/negative outlook that will strengthen 
your thesis. Example: 

x Short Term (within the year): Capitalize on 
new operating efficiencies as well as 
innovative brands expanding their market.  

x Mid Term(1-2 years): Completion of new 
Kona brewery with 100k barrel capacity as 
well as fulfilling all current brewing capacity 

x Long Term(3+): International Expansion via 
the Anheuser Busch Inbev Distribution 
Network 
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Earnings Performance: 
 
CBA overcame a tough year for brewers in 2017 and posted their best financials to date. Their revenues grew 
2.4% during a turbulent year, and thanks to a tax benefit of $.35/share, their EPS increased to $.88 ($.53 without 
one-time tax benefit) CBA successfully sold their Wynwood Brewery for $24.5 million and used that to pay off 
all of their outstanding debt. Their current cost of debt comes from a line of credit with BoA and it is at 2.5%. 
Over 2017 their gross margin grew 320 basis points and eclipsed the 35% milestone. This signifies strong 
growth in the operations segment of the income statement. The net income for the year increased exponentially 
due to increased operating efficiencies, as you can see by the graph comparing Net Income and Revenue. CBA 
has been able to increase their inventory depletions 10% in the past year, much in part to streamlined efficiencies 
from the partnership with Anheuser Busch Inbev and the closure of the Wynwood Brewery. Currently, CBA 
is in the works to revamping their logistical processes, which could affect gross margins by 40-50 basis points. 
ABI continues to have a huge effect on the pricing of this stock, and while the market has most likely already 
priced that synergy correctly, there is still plenty of upside to the equity.  
 
 
 
International Expansion: 

x Currently, CBA brands are not prominent in other countries. 
x ABI plans to aggressively attack the Brazilian market 
x 2017 60% depletion growth in international markets via Kona brands shows potential for these markets 

in coming years 
x CBA and ABI both are taking a long term “measure twice, cut once” approach to international brand 

roll out.  
x 2017 was a planning year with regards to expansion, so over the next 3-5 years we can see bullish growth 

in the international craft beer markets 
 

 

 

 



 
    

 

 

Current Dealings and Future with Anheuser Busch Inbev: 

Anheuser Busch Inbev (ABI) is one of the largest and most aggressive companies in this sector. Their 
network extends around the world and they currently hold the largest market share of beer volume sales at 
28%. In 2016, CBA entered a contract brewing and distribution agreement with ABI. The market reacted 
fondly to this, as seen by a 61% price increase. The market suddenly had eyes on this relatively small 
company. Highlights of this agreement include: 

x CBA has the right to brew 300,000 barrels of beer at ABI breweries with a guaranteed cost savings of 
$10/barrel. This amounts to a guaranteed cost savings potential of $3 million.  

x ABI will be the exclusive international distributor of beer from CBA. This is especially important 
considering ABI’s initiative into Latin American countries that may have a taste for richer beers. 

x ABI will cover the production and shipping costs incurred by CBA as well as pay a royalty of $40 to 
$30 per barrel of beer exported. This is subject to escalation in 2018.  

x ABI will pay CBA one-time fees of $3m, $5m, and $6 million (amortized over the 10 year life of the 
agreement per CBA’s financials) with the $6 million due in 2018 and another one-time payment of 
$20 million due in 2019, barring breach of agreement. 

x ABI has the right to purchase CBA at $23.25/share before August 23, 2018 or $24.50/share after that 
date.  

This agreement is huge for the continued success of CBA. The distribution network alone gives them a 
competitive advantage over every other craft brewer out of the network of large companies. CBA is the only 
independent craft brewer to have established a wholly aligned distribution network through ABI. As of this 
moment, 87% of their beer is shipped via the vast ABI network. Due to brewery capacity issues, CBA did not 
take advantage of the full brewing capability of the ABI contract. In 2017, they used 187,000 barrels of ABI 
capacity, but in 2018 plan to fulfil the entire 300,000 barrels through ABI. This shift in capacity is mainly due 
to the closure and sale of an inefficient brewery. 

An interesting part of the brewing and distributing agreement pertains to the cancellation of the agreement in 
the event of a change of control via ABI acquiring CBA. If ABI buys out the shares of CBA before August 
23, 2018, they will return 23% at the current pricing of $18.85. If they chose to buy out after that date, it will 
shift to a 30% return of the current pricing. There is speculation as to whether or not this will happen, so it is 
not a strong catalyst, but defiantly something to consider. In September of 2017, ABI announced they would 
no longer acquire new craft beer brands for the time being. ABI currently owns 31.5% of CBA, so it is 
certainly still possible they would make an offer, but for now, the partnership seems to be the course they are 
taking. 

One of the intangible factors of this partnership involves the public perception of large beer conglomerates. 
Many craft beer drinkers have an attachment to smaller micro-breweries and non-corporate brands. With 
CBA not being under the umbrella of ABI completely, this distances their brands from those potentially 
adverse stigmata. ABI still has considerable control over CBA, so in terms of market research and expansion, 
this will mutually benefit both parties.  



 
    

 

In February, CBA and ABI entered into an agreement that enabled CBA to brew some of ABI’s high-end 
beers at their breweries. This includes brands such as Goose Island, a popular beer out of Chicago. This 
allows CBA to use more of their capacity, thus spreading out overhead costs and not wasting any ability to 
brew. The terms of this agreement are tiered based on production in barrels of beer, and the exact per barrel 
payments were not disclosed. 

 

Innovative Brands: 

CBA prides themselves on their ability to innovate with the market. They have a wide variety of brands that 
appeal to almost every demographic in the alcohol consuming market. With strong, well known brands such 
as Red Hook Brewing and up and coming powerhouse brands such as Kona Brewing, they stand to continue 
to dominate niche markets.  

Red Hook Brewing is produced all over the nation currently, and has an almost cult-like following in the 
Pacific Northwest. This is one of CBA’s flagship brands and they have built their company around it. They 
have recently started brewing via high efficiency production methods designed to use less water and energy. 
This not only lowers costs, but also gives them a socially responsible aspect that attracts certain 
demographics.  

Kona brewing is the fastest growing sect of their company and much of their short-term business model 
focuses on the Kona+ initiative. Kona is a Hawaiian inspired brewing company that uses traditional means of 
local brewing. In the past year, they have mainly focused on moving the brand to the mainland via the West 
Coast. It is the #5 craft brand in California and stand to make a nationwide impact with the release of its 
Hanalei Bay IPA. Ever since its recent release, it has been the #4 new craft brand nationally. The market 
favors IPA’s in the coming summer months, so Q2/3 revenues due to this brand are set to be large this year. 
The international exports of this brand increased 45% with a similarly projected increase in 2018. Kona is also 
releasing a Hawaiian style beer for the active lifestyle consumer, which only has 5 carbs and 99 calories. This 
taps into a rapidly growing demographic that has been touched by very few craft brands in the past. CBA is in 
the process of constructing a 100,000 barrel per anum brewery with a start of operations date in Q1 2019.  

One of the most innovative brand CBA carries is the Omission brewery line of beer. Omission was the first 
gluten free beer on the market in the US and now maintains its position at the top of the segment in overall 
rating and market share (37%). The brand is nationally recognized and does not sacrifice taste like many GF 
products. Omission is also tapping into the active lifestyle market by unveiling a 99 calorie beer in January 
2018.  

Other smaller, local brands CBA owns are Square Mile Cider CO., Cisco Brewing Inc., Wynwood Brewing, 
Widmer Bros. Brewing, and Appalachian Mountain Brewing. Square Mile Co. targets a growing craft cider 
market in the U.S. Cisco Brewing has grown 146% in Massachusetts alone in 2017. Wynwood Brewing grew 
260% in 2017. Widmer Bros. Brewing produces “Hefe,” Oregons #1 craft beer. They also are switching to a 
profitability based distribution and production model by focusing on popular markets and brewing via the 
ABI brewery. Appalachian Mountain Brewing is located in North Caroline and is one of their more recent 
acquisitions. Since acquisition in mid 2017, they have grown 51% in revenues. 

 



 
    

 

 

Operating Efficiencies: 

CBA over the past year has restructured their operating process. They implemented their World Class Craft 
initiative designed to increase cost efficiencies, reduce beer loss, and improve their supply chain. CBA’s core 
mission over the past 4 years has be to strengthen their top line of products, improve the core business 
health, and actualize the future of the company. They are very proud of their ability to stick to that model, 
and it has paid dividends. With the closure of the Wynwood brewery and the shift of capacity to the ABI Ft. 
Collins Brewery, they stand to save $3 million annually. The $24.5 million they received for the brewery 
helped pay off all existing debt, putting them in an attractive state for growth or potential M&A. Through the 
WCC initiative, CBA improved their supply chain inventory days by 10. They also increased the efficiency of 
their packaging lines as well as drastically reduced beer loss.  

One of the overlooked parts of this company is their network of brewpubs. With brewery tourism at an all-
time high, these can not only be revenue generators, but also can provide valuable intangibles at a low cost. 
Through their brewpubs, CBA is able to gather market data such as demographics and taste preferences. They 
can test new lines before going all in on a national scale. They receive over 1.5 million combined total visitors 
to their brewpubs on a yearly basis. The spread of their brand and increase in brand loyalty is also evident via 
the brewpubs as seen by the localized market loyalty towards brands. 

CBA has a lower supply risk than many other breweries. It grows its own yeast supply in dedicated labs, and is 
entered in midterm contracts for hops, barley and other ingredients necessary for brewing. CBA is also 
hedged against interest rate changes. The can handle a 10% swing in either direction without material 
consequences on their business. 

 

 

 

Management: 



 
    

 

 

 

 

Market for Craft Beer: 

x Shift of drinkers towards “good beer” in the past decade.  
x 12.3% of US beer production volume is craft 
x 57% of millennials drink craft beer on a weekly basis 
x Local beer is becoming more important to consumers 
x Growth is slowing; potential shakeout on the horizon could be 

good for CBA. Only the fit survive. 
x Estimated per capita expenditure on alcohol in 2018: $585.5 
x Healthy Active Lifestyle beer is a rapidly growing market 
x Global Gluten Free craft beer market set to grow at CAGR 

17.43% 

 

Competitive Analysis: 

CBA is tough to compare to competitors because, while each of the individual brands face fierce competition, 
the whole company is unique in nature. One can view the large assortment of brands as a hedge for CBA. 
The craft beer market boomed in 2015 and that gave rise to many small breweries. There is speculation of an 
industry shakeout, which would drive much of CBA’s small-scale competitors out of business, while leaving 
them intact due to strong brand image and financials. Their partnership with ABI sets them apart from the 
pack in that no other company has a partnership like that. CBA retains autonomy while still reaping the 
benefits of the worldwide distribution network of ABI. Having a friend in ABI is an intangible asset, as they 
control so much of the American market, they influence trends and even pricing sometimes. For example, 

Position Name Background

CEO Andrew J. Thomas

With CBA since 2011, before that was CEO of 
Heinekin USA Inc. Heavy experience in 
expansion of beer brands in international 
regions

CFO Joseph Vanderstelt
CFO since 2015. Senior Director of Miller Coors 
before CBA. 

COO Scott J. Mennen

With CBA since 2011, CFO since 2017. Heavy 
acounting background as well as suplpy chain 
management.

Chairman of Board David R. Lorde

Been involved with CBA companies since 2003. 
Independent director since 2005. Heavy craft 
beer industry knowledge from the bottom 
floor up.



 
    

 

ABI was criticized for buying the entire supply of South African hops, thus increasing the price of alternatives 
and imposing hardship on other brewers.  

 

 

Conclusion:  

I have BREW at a buy due to a strong future in the company. It will continue to be a power player in the craft 
beer industry and its advancement into new markets bodes well for revenues and pricing in the near and far 
future. The gluten free and active lifestyle demographic will prove to be a very profitable market to continue 
to advance their brands through. The partnership with Anheuser Busch is fruitful and will continue to 
provide the support needed for success. Management of CBA is a strong suit, with a cast of experienced beer 
industry professionals. Efficiencies are increasing and there is plenty of room to improve and take advantage 
of new opportunities to lower costs. This company is extremely sensitive to operating costs. A 2% shift in 
either direction of Operating expense/ revenues can make or break the pricing of this company. I am bullish 
on their future because of this. CBA is constantly working to lower its cost margins and has been having great 
success. 2017 was their best/strongest year yet, and I believe that they were still holding back due to certain 
speed bumps such as the Wynwood Brewery closing and shift of capacity to ABI. In 2018 we will continue to 
see operating costs drop and the financial health of the company grow stronger and stronger. In a craft beer 
market that is leveling off, CBA continues to innovate and generate wealth for shareholders.  

 

 

 



 
    

 

 

Analysis by Eric Bjorklund  Current Price: $18.75  Intrinsic Value $18.77 Target 1 year Return: 8.46%
3/16/2018  Divident Yield: 0.0%  Target Price $20.34 Probability of  Price Increase: 56.6%

Market Capitalization $362.06
Daily volume (mil) 0.09 #
Shares outstanding (mil) 19.31
Diluted shares outstanding (mil) 19.45
% shares held by institutions 109%
% shares held by investments Managers 24%

Sector Consumer Staples % shares held by hedge funds 10%
Industry Beverages % shares held by insiders 18.63%
Last Guidance February 12, 2018 Short interest 2.73%
Next earnings date May 9, 2018 Days to cover short interest 7.61

52 week high $20.10
Estimated Equity  Risk Premium 5.69% 52-week low $12.00
Effective Tax rate 21% Volatility 47.73%

Market and Credit Scores
Quarter ending Revenue EBITDA Recommendation (STARS) Value--0 LTN Revenues by Geographic Segments LTM Revenues by Business Segments
12/31/2016 -6.42% -30.37% Recommendation (STARS) Description--0 United States--100% Beer Related--87%
3/31/2017 10.72% -67.49% Quality Ranking Value--B- -- Brewpubs--13%
6/30/2017 3.43% 70.70% Quality Ranking Description--Lower -- --
9/30/2017 -1.32% 47.60% Short Score--1 -- --
12/31/2017 0.06% 32.79% -- --
Mean 1.30% 10.64%
Standard error 1.0% 1773.0% CreditModel Score (Non-Ratings)--b+ The Boston Beer Company, Inc. Zambian Breweries Plc
Management Position Total Compensations Growth Stock Price Growth During Tenure Molson Coors Brewing Company Namibia Breweries Limited

Thomas, Andrew Chief Executive Officer 26% per annum over 5y 6.15% per annum over 5y Shepherd Neame Limited Phoenix Beverages Limited
Vanderstelt, Joseph Executive VP, CFO & Treasurer 10.17% per annum over 1y 101.91% per annum over 1y Constellation Brands, Inc. Harboes Bryggeri A/S
Mennen, J. Chief Operating Officer and Vice President -5.48% per annum over 2y 12.56% per annum over 2y Kulmbacher Brauerei Aktien-Gesellschaft Ceylon Beverage Holdings PLC
Kunze, Kenneth Chief Marketing Officer and Vice President -5.9% per annum over 2y 12.56% per annum over 2y
Glick, John Vice President of Emerging Business 8.01% per annum over 2y 12.56% per annum over 2y
Smith, Edwin Corporate Controller & Principal Accounting Off
Profitability BREW (LTM) BREW Historical Peers' Median (LTM)
Return on Capital (GAAP) 3.7% 2.31% 8.26%
Operating Margin 4% 2.24% 14.26%
Revenue/Capital (GAAP) 1.02 1.03 0.58
ROE (GAAP) 7.1% 1.8% 13.9%
Net margin 4.1% 1.1% 8.8%
Revenue/Book Value (GAAP) 1.73 1.70 1.59
Invested Funds BREW (LTM) BREW Historical Peers' Median (LTM)
Cash/Capital 0.3% 1.3% 9.0%
NWC/Capital 8.2% 3.9% 2.2%
Operating Assets/Capital 84.1% 85.7% 80.2%
Goodwill/Capital 7.3% 9.1% 8.6%
Capital Structure BREW (LTM) BREW Historical Peers' Median (LTM)
Total Debt/Market Capitalization 0.26 0.20 0.34
Cost of Debt 2.3% 3.7% 7.7%
CGFS Rating (F-score, Z-score, and default Probability) A
WACC 7.4% 8.8% 12.0%

Forecast Assumptions Explicit Period (5 years) Continuing Period
Revenue Growth CAGR 4% 2%
Average Operating Margin 14% 15%
Average Net Margin 7% 9%
Growth in Capital CAGR 7% 2%
Growth in Claims CAGR 2% 2%
Average Return on Capital 7% 7%
Average Return on Equity 9% 7%
Average Cost of Capital 7% 8%
Average Cost of EquityKe 8% 8%

Craft Brew Alliance, Inc. 
(BREW)

Description

CENTER FOR GLOBAL FINANCIAL STUDIES NEUTRAL

General Information

Market Data
Craft Brew Alliance, Inc. brews and sells craft beers and ciders in the United States and 
internationally.

Industry and Segment Information

Valuation

Past Earning Surprises

Peers

Porter's 5 forces (Scores are percentiles)

Market Assumptions

Market Signal Probability of Default % (Non-Ratings)-
-0.357%
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1-year Price Volume Graph

Volume BREW Consumer Staples

Intrinsic Value Distribution--Probability (Upside)=56.6%

0.4%

8.4%

48.8%

42.3%

Discount Rate

Capital expenditures

Operating costs

Revenue

Sensitivity Attribution Analysis

Overall Position 
among Peers--

MIDDLE TIER  
50

Bargaining Power 
of Suppliers--

LOWEST TIER  
31

Threat of New 
Competition--

MIDDLE TIER  
46

Threat of 
Substitutes--

MIDDLE TIER  
58

Intensity of 
Existing Rivalry--
MIDDLE TIER  

50

Bargaining 
Power of 

Customers--
HIGHEST TIER  

71


