
 
    

 

Company Description:  Craft Brew Alliance is publicly traded craft brewing company with the 

headquarters in Portland, OR. The BREW was formed with the merger of Widmer Brothers Brewing and 

Redhook Ale Brewery in 2008. The Alliance divides its business between beer, comprising brewing and 

selling craft beers, and pubs and other operations, including five pubs, four of which neighbor its 

breweries. Its beers are distributed through an agreement with Anheuser-Busch, which owns about 32% 

of the Alliance.  

 

HOLD/SELL 
Current Price:  $16.75 
Target Price:  $18.90 
Market Cap:  328M 
ROE:                               13.59 
LTD/TE (FY2017)         24.08 
LTD/TE(YTD)                7.35 
EBITDA margin %:         10.4  
WACC:                            10.76% 
ROIC/WACC:                  .31 
 
 
 

  
 

 
 

Thesis:  
BREW has shown growth in revenue, even though 
brewing industry was set to default. It also improved 
it gross profit margin in last 4 years. The good 
financial position allowed them to acquired three 
partner companies, which will give them new 
market share. BREW has new products on the line, 
with focus on non-alcoholic beverages such as sake, 
medical mushroom beer, nonalcoholic beer and few 
others. The partnership with Anheuser-Busch is 
accelerating topline growth and increasing 
shareholders value. International sales are growing, 
especially Kona is 45% up. This shows that there is 
potential for growth and BREW is making moves to 
create more values.  
 
 
 

Catalysts:: 
 Short Term(within the year): Acquisition of 

three partners: Appalachian Mountain 
Brewery, Cisco Brewers, Wynwood Brewing 
Co. 

 Mid Term(1-2 years):International 
Distribution agreement 20M in 2019, 
Develop new non-alcoholic products. 
Improve gross margin.  
 

 Long Term(3+):  US master brewing 
agreement +10 years, possible merger with 
Anheuser-Busch. 
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Earnings Performance: 
BREW has shown ability to surprise the analysts by beating their estimates in last 5 earning calls. The last quarter 

the estimate of revenue was beat by $0.09 which leads to Revenue of $61.82M. Big surprise was in quarter 1 

when they beat the revenue by $3.63M with total of $47.49M. They also beat the estimate for EBITDA in last 

5 quarters by improving their EBITDA margin to 10.4% for 2017.  

Their ROIC/WACC is .31 with a target of .51, which shows small possibility of value creation. However, 

competitors ROIC/WACC is targeted to be .47 which shows that BREW is in the range of the competitors.  

 
 

Brew also increased their barrels sales compared to 2017 first 6 months, which lead into positive net income in 

2018. They sold 391.600 barrels in first 6 months of 2018, which is approximately 23,000 barrels more compare 

to 2017. They also increased the shipment of barrels for first 6 month approximately 11,900 barrels. Total 

barrels that BREW have sold in 2017 was 855,000.  

  
 

 

 

 

 

Industry Background: 
 Beer industry has been on pressure in past two years due to legalization of Marijuana in few states. Beer industry 

has value of $111.4B with 1.4% drop in 2017. The sales of alcoholic beverages dropped overall due to 

legalization of Marijuana and this provided the problems for breweries. However, this legalization allowed the 

breweries to expend their portfolio of beers with new products that will contain the substances from Marijuana. 

On the Appalachian Mountain Brewery web page, they show the interest in exploring the CBD/THC market 

and producing products that will contain those substances. With this said, BREW has acquired the company 

that is looking to explore the market of beers that will contain the CBD/THC substances. Cannabis market is 

currently valued at $9B and expected to grow to $21B in 2021. This could be big sale driver in the future, and 

Appalachian Mountain could be the driver for BREW. Since there is no data available for marijuana beer, this 

is still big question and could go either way. If it is to believe, market is there for beer-cannabis we just need 

the time to see if it is going to react positively or not. The rumors are that BREW will announce their infusion-

beer on October 31st which will open the new market and possibility for revenue improvements.  



 
    

 

Ownership: 

BREW has avg. volume of 109.26K with 19.36M shares outstanding. The big portion of BREW is owned by 

Anheuser-Busch 32%. They got into agreement that Anheuser-Busch has right to buy all other 

outstanding stock shares for at least minimum price of $24.5 beginning of August 2018. The agreement 

seems very attractive to the current shareholders that own the stock at the current price, however there is big 

possibility the deal will never go trough since Anheuser-Busch already has significant control over BREW and 

is managing most of the BREW’s productions and helping them with Intentional exports.  

We can also see the huge increase in hedge funds ownership since last year, which signals that there is 

potential value in BREW and the smartest people are taking long position on it. Also we can see increase in 

ownership of investment advisors as well.  

 

 

  



 
    

Competitors: 

The brewery industry has been growing lately and there has been many competitors that is going against 

BREW. Comparing their sizes and location of selling, biggest competitors that they recognize are Boston 

Beer Company, Molson Coors Brewing etc. If we compare the Gross margin, we can see that both of their 

two biggest competitors have higher gross margin. However, as we saw in investor presentation, BREW is 

working on improving the gross margin and creating value for company. And it already has improved their 

gross margin by approximately 4% since last 2 years and projections are that it will keep improving in the 

future. It also shows that their EBITDA margin is lower than their main competitors and this margin has 

improved over last 2 years from 7.3% to 10.4% and it is projected to keep growing in the future. Even though 

their competitors have both EBITDA and gross margin much higher, BREW has potentials to improve this 

margins and take over the market from competitors. BREW is stating that they will  do capital investments to 

drive toplines and lower the fixed overheads from 67% capacity utilization to 80%. 

The partnership with Anheuser-Busch is also allowing them to spread in the International and Domestic 

market much easier and at lower cost.  They entered in the Brewing Agreement with Anheuser-Busch in 2016 

that will produce 300,000 barrels per year in Anheuser-Busch brewery and save approximately $10 per barrel 

with this deal. The deal is valid for 10 years and could be renewed after that.  

 



 
    

 

 

Earning call: 

In the last earning call for 2ndQ, BREW announced that beer gross margin is 640 basis points higher (39.4%) 

than compared to 2ndQ in 2017. They also stated that next mission is to strengthen their topline expansion. 

With this said, they also mention that they have Innovation Team that is lunching the project group “pH” 

which shows that they are willing to learn what market wants at the time where beer industry is going down 

and it is on the way to drop even more. It also says that they use Adjusted EBITDA to evaluate operation 

performance and the results compare to last year are almost double. This signals that improving Adjusted 

EBITDA will lead to higher EBITDA margin which is forecasted to grow in the future. It also shows that 

their operating income is growing and it is projected to grow in the future. This is a good sing that could 

bring more value to the company . 

One of the question during the call was about their SG&A cost and is it going to go up in the future. The 

explanation from CEO Andy is the marketing expenses will ticker this number up, hoping for positive results 

out of it. He also mention that the number range would stay around 25-30%. There was also question about 

cost of cans vs bottles, and COO Scott Mennen explained that cost of cans will be cheaper even with new 

tariffs proposed on China imports. It shows that they are focusing their production on cans and not bottles. 

He stated that going forward they will have more beer cans as percentage of volume which will lower the 

production cost.  



 
    

 

 

 

 

 

 

 

 



 
    

 

 

Conclusion:  

BREW has shown the willingness to learn about market and try to introduce new products that will bring 

more revenue. The market of Cannabis is growing at 36.4% CARG ,however there is still no answer how will 

market react to cannabis-beer . As beer industry is on the way to have another negative growth rate, BREW 

has shown positive results with acquiring three new companies and willingness to go with new products. They 

also improved their margins which implies that their strategies are working well. It is very risky industry at this 

moment and my recommendation is to HOLD. Analysts have targeted price of $21.75 and there is 50/50 on 

hold and buy, while no analyst said to sell it.  

 

 



 
    

 



 
    

 

 


