HB 616 Testimony of Tony Herbert

House Business and Labor Committee
May 26, 2013

Mr. Chairman and members of the Committee, my name is Tony Herbert and | am the
Executive Director of the Montana Brewers Association, and | rise in opposition to HB 616!

I'd like to hand out my testimony. | also would like to enter for the record the opposition
testimony of the new Front Brewing Company in Great Falls, and a hopeful new start up
brewery, Lolo Peak Brewing Company in Lolo.

Members of the Committee, the Montana Brewers Association came into this legislature
proposing no changes to the current environment. We recognized that there had been no real
communications among the affected parties to propose workable ideas to change the licensing
structure for breweries since the last legislative session. We have been steadfast in our counsel
in this regard with our industry partners. These are complex issues and as they say “there are
many ways to skin a cat”. We just don’t like being the cat.

We felt then, and still feel, that the best approach is to have time to work out comprehensive,
well thought out, and researched solutions, and to bring those back to you in 2015 in a bill
supported by all parties. Rep. Christy Clark’s sensible Study Resolution HJ18 provides the
framework to do just that, and is supported by a long list of proponents, with no opponents.
But, nonetheless, here we are with a bill that does not have the endorsement of two of the
three tiers, and will harm one of the brightest and fastest growing industries in the state.

This bill attacks the already extremely limited retail ability of small brewers. It is crucial that small
breweries have the ability to retail their own products on their own premises in order to exist, survive
and grow. | remind you that the tavern owners, the wholesalers, the brewers, the Legislature, and the

governor all agreed to this model 14 years ago. We believe there is not the proper focus on what
breweries really are: Small manufacturing businesses first, with limited on premise retail
abilities second.

Also, we make one of the best value added products going in the state! We use great Montana
grown grain in the production of our beer with over 50% of the beer made in Montana using
barley or wheat grown right here. And most of the malted barley used in our beers is malted in
the Malteurop malting plant, in Rep. Hagan’s community of Great Falls.

Brewers currently hold a brewers license from the state which provides us with the limited
retail abilities. We are not opposed to paying for greater retail abilities, but however we feel:



T

uonjosay Apnis a|qisuas syuep) “doy -saiued jje Aq pauoddns |jiq ue uj TOZ Ul nOA 0} yoeq
asoy3 Suiiq 03 pue ‘SuoiIN|OS PaydIeasal pue ‘Ino WSnoy) j|am ‘Baisupijaiduiod Ino yiom o}
awy} aaey 03 st yoeoudde 1saq ayl Jeyy ‘Aepoy 1a8u0uls UBAS [93) |IIS Py ‘Ul Bulwod 39y 3M puy

’ ‘_ ‘mou 0} Joud

auop siyy aAey 03 Japaey paysnd Suiney mu 10} samqus'uod 94 PAIy} du0 Aw el [m | ‘1813

B8Uo Jo aAneUdsIIdal e sy 'uogséas Sy} JO Idueape ui sanssj ag4 41 UO 133ULOD 0] BWi] By} UIxe}
j0u dAeY IsnRsiaquuaw WdISAS 4313 324YS JNQ JUIWIWMWOD pue dwi) 3.3 A3yl pue sanss!
xajdwod ase asay| ‘sisuped Asnpul Jno yum piedpd siyl uj [2sunod INo uf 1sejpeals usaq
dABY DM\ "SIUSMBIQ JQ} 31n10N1S Buisuddy| 9yl SaBuURi djqeNsom asodoad o) seiued paaye
aY3 Suowe suojledUNWWRY |Ed) OU UBBQ peY 3JdYyIey} paziudodas M “JUBWUONAUS JuLIND
3y3 0} sa8ueyd ou uisodoad amu’e;s!Sq SIYYOJu] WL UOIIRIDOSSY SI9Malg BUBJUOW 3 _]_

*SDOUDIIYIP IPIM YUM\S|IPOW JUP 05 Ajgeqosd pajeasd aney smej s,21e1s yoea

padpul pue JUBWIUOIAUS MU SIY] JO JuddaBeuew oyl Suluianod sme| Suidojaaap Jo ysel 3yl
udAI3 sem 93els yoeg ‘s10INqUISIQ (€ ‘pue/susane) pue sieq apnjdul ‘sidjieldy (Z ‘seusjsip pue
‘SALIBUIM ‘SILIDMILG Suipnjdoul saUNEINNE (T :woJy uotesedas Sunessd ,walsAs Ja13 a3y,
3y} se umouy Aepol |113S Si Jeym paeasd sSUBuo) “eddwy ul sPnposd djjoyodje utele duo
jeSaj apew pue pealsjon pajeadaypue sasuas 13431 0} awes uoyieu ayy jo ajdoad ayj ‘spnposd
‘anoqoaié {e8afj1 uayl jo uopdwinsuod 3ujo8uq ayl pue "paqspoom pue uondhuo: jo sieak
1YY *,SNRISIN 18349 3Y]/ [|ed 3WOS Jeym 10 UdRIqIYosd paleasd 6T6T JO 15\-/ peais|oA YL

‘ : *2JUIS JAND PIAJOAD SBY pue SE6T
ul 1oV pealsjoA ay3 jo jegdal ayl yum ueSaq me| ay3 Jo ea)e SIYl “Jueud) Aay e se Ajajes oyqnd
YUm pue ‘mej 2y} JOA1UIRIISUOD 3y UIYUM SPEJ) JIDY) 1ONPY0D 03 sassaulsng 10j Ayunyoddo
5912310 pUE SBQLIOYAP )l ‘eUBIUOR Ul S3TRI9AD] JIOYOIJE JO BN PUE Bjes Y} JO juswaseuew
3yl 10y/8p0d Bug"o.ngoa 3Y1SY ‘PaleIoULY SIPOT) BUBKIOW 4no JO 3331d JueduSis

pue [eneIsqns e si ‘9T 311 ‘9po) [OYO|V BUBILOW Y3 ‘@IUWIWIOY) Y3 JO SIOqUISIN

‘007 ut ‘Auedwio)
Buimaig xneed o]0 3yl ‘dn Hels mau Ajjnjadoy ay) pue ‘sjje4 1eai0 uj Auedule) Suimaig Juoiy
~mau ayyjo Auownsal Suiyoddns 3no puey 0} i osfe p,| "Auowiisal Aul Ino pyey o3 ax p,i

STIH 46 poddns uj 3su | pue ‘UOIIBIDOSSY SIBMBIG BUBIUCIAl Y JO 103031 BAIINIAXT
3y} we'| pue LUBQI3H Auo] S1 WEU A ‘INUWIWOD) 3Y] JO SIBGUIAW PuR UBWIIRY) "IN

€10T ‘9T Yyose
~ 99)UWWO) Joge] pue ssauisng SNOoH

uaqsaH Auoy jo Auownisat 9T9 gH



these privileges should be priced correctly,
that current limited retail abilities should not be disrupted,
that current distribution abilities should not be disrupted,
e and that there should not be arbitrary barriers for entry into the market.

In some regards this bill would address some issues for some brewers, particularly larger ones,
in terms. of consolidation of separately owned licenses. We acknowledge that. However, we
believe that the conditions set forth in this bill don't make sense for the long term growth of
this industry. This bill suggests that $100,000 is the right number for a brewery to play in the
retail market. Yet licenses prices within our current quota system vary by community, but
brewers are to pay $100,000 if they want one, anywhere.
o When we've asked about a different price, the MTA said no, $100,000.
e When we’ve asked about a different license type, the MTA said no.
e When we have asked something priced more like restaurant, beer, wine licenses, the MTA
said no. ’ '
When we asked about a price based upon community size, the MTA said no.
When we’ve asked about a different price based upon lesser privileges, the MTA said no.
When we’ve asked about not placing any barriers to entry, or lesser constraints or time
frames for ‘consideration, the MTA said no.

A Brewhouse must be built that passes safety and food inspections by federal, state, and local
authorities. Tanks, pumps, plumbing, refrigeration systems, transport systems, docking, water
systems, bottling and canning systems, sanitation systems, and more are needed. The average
investment that Montana brewers have in their Brew houses, and this does not count their
sample rooms and furniture and fixtures, is over $500,000. ‘

This takes time. Who you are, how hard you work, what market you are in, how good is your
beer, how good is your business plan, how good is your marketing approach, how good is your
staff, all of these things will dictate the speed and the success you have in growing your
business. This is tough enough without arbitrary barriers to entry which is what this bill creates.
it says that you may retail at your brewery 100% of your beer for your first 300 barrels, and
then beyond that 60% of your beer must be sold off premise to a tavern or a distributor. There
is not a magic amount of production, or a magic % that you can place on this, or any other,
group of businesses operating in a free market and make sense of it. You cannot regulate
entrepreneurialism.

And, think about it. Once you make good beer and have proven this in your retail shop, or
sample room, then you have to convince taverns to sell it at their businesses. With the 60/40
provision, taverns would be able to decide which brewery survives and which ones don’t and at
what pace. No safeguards exist to prevent this.
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Brewers have always been able to sell, their products to go. Section 3 of the bill is very
confusing and includes limits that involve all retails sales at a brewery, which include growlers,
kegs, and beer distributed directly by the brewery. We don’t understand why this would be
the case. : - ‘

To the continuous allegation that we are just like bars, that just simply isn’t the case. We can
only be open from10am to 8pm, serving only our own products, 48 oz per person per day. Most
of our brewers don’t open till 2pm, and many not until 4pm. Our brewers are not breaking the
law if they hire local musicians, or serve food along with their beers. Bars can serve unlimited
drinks, be open 18 hours a day till 2am, host a variety of products, and maybe have gaming, |
understand some of you may be shown pictures or video clips of a busy night in a brewery, and
are asked “does this look like a bar”? Well if you take a picture of a brewery at 9pm at night /'l
show you what it looks like: (Blank | Phone). Go to any bar and take that picture at 9pm and |
think you will see the difference.

We have a growing industry and these barriers will limit entry. ’m aware of several businesses
that are watching these proceedings closely who may not open breweries if this bill were to go
forward. They are looking at building from-the-ground-up-breweries, with significant
investments and jobs at stake. Creating barriers to entry into the bright and growing market is
not a good choice, nor is limiting small business development and job growth in our
communities. o

We also have technical questions about the bill:
e the administrative requirements placed on brewers to meet objectives in the bill,
¢ the administrative requirements placed upon the state to administer this,
e issues of how this bill is to be enforced by the state,
e the fiscal impact of this bill in these regards,

In closing, Mr. Chairman and members of the committee, | hope that you see that HB 616 will
limit growth in our brewing industry, and kill jobs in small main street businesses, limit
innovation in our business communities, sets the stage for inappropriate and unnecessary
regulatory measures within the industry, is bad for the economy, and does not resonate with
Montanans and the visiting public.

It is for these reasons that we urge you to join us in our opposition to this bill, and to support
HJ18 which will provide us all with the framework and the time needed to develop sound
solutions.

Thank you and | will be available for any questions.
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