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SPARKLING JUICE

n the world of Wall Sereer deals, it was so
I[slight an acquisition it didn’t even merir a
mention in any of the daily news sections | read:
PepsiCo paid what insiders said was §75 million
— pocket change — for privately-held-lzze Bever-
agﬂ.

What Pepsi got for its outlay is a healthier-
alternative soda thar couldnt have been doing
much more than a million cases in annual vol-
ume — some in Starbucks, some in gourmet stores
and supermarkets, some in schools, So obscure
is Izze in the bigger realm of soft drinks thar a
Pepsi acquaintance of mine confided that, aside
from the odd mention in trade journals he reads,
it wasn't 2 brand thar was even on his radar.

So imagine his surprise when, mentioning
at breakfast that Pepsi was abour to announce
the acquisition, his reenage daughrer excitedly
revealed rhat she was a closet fan of lzze. Appar-
ently, now that it was entering the Pepsi orbit
she could afford to admir it!

But thar's how these brands are. For those
of us who tend to focus on big-volume brands
launching in-your-face media assaults and grand
merchandising displays at retail, brands like Lzze
and Swirch and GuS and Fizzy Lizzy really are
beneath nortice. Sall, they have loyal followings
— even, it seems, within Pepsi households — and
since many of these lovalists are young, these
brands can’t be entirely written off withour a
hard look at the furure.

In lzze’s case, the brand commands a premi-

um price, has won a soft spor in moms’ heares

and is packed in classy glass bottles thar provide
a distinctive shelf presence next to the ocean of
CSD line extensions packed in metal and plas-
tic. Its also a nifty on-premise play for delis,
pizza parlors and corporate cafeterias looking to
strike an upscale note or two, Like Frappuccino
and Ethos Water, also in the Pepsi portfalio, it
has a very visible presence in the aura-conferring
Starbucks cold box. Not least, if Coca-Cola were
1o decide to counter Pepsi’s move, it's hard to
see what other brand in this segment has quite
the presence of lzze, small as awareness is even
for Trze,

Ler’s nor kid ourselves, though. Historically,
this segment — what 1 think of as fizzy juices
— has been quite problemaric. T got worked up
when Crystal Geyser's Juice Squeeze turned up
in my local Starbucks in the 1990, earning the
honor of becoming the first beverage sold in
Starbucks that my kids actually enjoyed. With
72 percent juice and 28 percent sparkling spring
water, it seemed a parent’s dream, (We hadn’
learned to be scared of juice yer.) It didn’t go
anywhere, though: it wasn't “refreshing” enough
for mainstream tastes, my more scasoned friends
in the business explained to me, and there were
punishing economics that made it hard ro make
a buck.

Now, driven in part by the backlash against
conventional CSDs, these drinks may finally
be abour to break our (though the economics
haven't gotten any friendlier). 50 count Pepsi
as showing a subtle intelligence in picking out

Future

the choicest alt-soda brand in the batch, recog-
nizing thar — despite the absence of any signifi-
cant entry barrier — neither its soft-drink nor its
Tropicana units are likely to be able o KO ir
convincingly — and being willing to pay a “stra-
tegic” price (read: one day’s sales in Minnesota)
to ger it. Also smartly, I think, Pepsi is resisting
the urge to fold it into its headquarters develop-
ment operation and its bottler nerwork. Instead,
taking a cue from its experience with SoBe — an
acquisition thar wenr inert fairly quickly once
sku-pinching marketers and bottlers went o
work — it's said it will let the brand breathe. We'll
see, if the brand gathers momentum, whether
Pepsi maintains that approach. So far, though,
i's looking like a good way to proceed with what
may prove to be a very smart buy.

Longtime beverage-waicher Gerry Kher-
mouch is executive editor of Beverage Busi-
ness Insights, a twice-weekly e-newsletter
covering the nonalcoholic beverage sector.
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he deal is done. PepsiCo went and
swallowed Izze, the biggest jewel in the alterna-

tive soda shop earlier this month.

At two million cases last year, the sale of the
sparkling juice company marks a major change
in the high-end CSD segment. Whether its a
validarion of a growing category or the begin-
ning of the end remains to be seen, however.

For rewailers, the $7% million purchase, on
face, shouldn't make it any harder to.get hold of
their stock of lzze — or any harder than it's been
to get hold of to darte, that is. Word from Pepsi
and lzze at the time of the sale indicated that
the Boulder-based company would be left o
maintain its own distribution network — despite
recent changes the company had been forced o
implement to increase its ability ro fulfill orders.

Still, if you're in the business of making high-
end sodas — and it has been a growing business,
estimated ar $495 million by Jones Soda CEQ

Peter van Srolk duriﬂg a recent sharcholders’

meeting, you've either got to look ar it as a posi-
tive development, or else throw in the towel.
And soda makers are a pretry resilient bunch.,

The positive spin comes from spunky fight-
ers like Cricket Cola’s Mary Heron, who in-
sists that the purchase showed larger companies
“have opened their eyes o upseale products,
ones thar, like lzze, are berter for vou, come in a
glass bottle and have great packaging.”

But at the same time, there are fears thar thar
discovery is going to result in squeezed routes to
market for the products thar don't get picked up.
With the purchase of Tzze, there’s bound to be a
counterstrike or two, she agrees. The question
of wherher big companies like Coke or Cadbury
Schweppes will pick up more sparkling juice
companics (like Fizzy Lizzy or The Switch)
or go prospecting for more gourmet versions of
their own products (Pop Soda or Boylan’s) is
just part of what will determine the direction of
the business. The fact that there are now a couple
of clearly positioned leaders in the production of
alternative C5Ds is another: in scooping up lzze,
{as well as smaller functional soda maker Air-
force Nutrisoda), Pepsi has grabbed one of the
best-known propertics available, one that has a
considerable amount of marketing momentum.,

The question of whether other pure carbon-
ated juice companies will be able to stake a
national claim has to hang heavy in the air for
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By Jeffrey Klineman

those companies, as well as the retailers and dis-
tributors who carry them, But there is neverthe-
less some oprimism thar carbonated juice mak-
ers will be able to take advantage of the purchase
in much the same way Monster Energy slid onro
vacant trucks after compering brand Rockstar
signed a near-exclusive distribution deal with
Coca-Cola Enterprises,

“Some of their distributors have already
been calling,” says Richard Beswick, the na-
tional sales manager for The Switch. “They're
worried about losing the money they've spent
building the brand and they want to have
something else to cover ir. The same thing hap-

pened with Snapple.”

Beswick makes it clear thar he's not concerned
that shelf space will dry up.

“If you're in the right marker, the audience
is still there,” he says. “Grocery stores are
all putting in natural sections that deal with
our product.”

“But if you're in gourmer sodas,” he adds, “It’s

just poorly dehned.”



In saying that, Beswick taps into the issues
facing the larger contingent of non-juice aler-
native soda makers: some are anchored in tradi-
tion and nostalgia, while others appeal to a new
breed of aspirational gourmets, Depending on
consumer response, the effect of the le pur-
chase on them is likely to be more angential,
but a much larger question is the direcrion of
the soda category overall. While CSDs are siill
the most widely purchased beverage product in
the country, they are quickly losing share over-
all, leaving craft CSDs facing the prospect of
becoming a very good anachronism.

“We're considering raking the word ‘sodd’
off the (Whire Rock Organics) bowle,” says
Larry Bodkin, White Rock’s president, “When
we sample, people say 1o us, ‘T just don't drink
sodda anymore.'”

At forward-looking Jones, things have taken a
slightly less gourmer direction, as it has hooked
up with bargain soda maker Mational Beverage
and plans to stare selling through K-Marr. S4ll,
K-Mart isn't exactly Whole Foods, and Jones
seems sanisfied ro be a well-distribured alverna-
tve 1o mainstream sodas rather than one that
stakes its claim in the high ground of gourmet
authenticity. Jones' pipeline approach should
appeal to rerailers who fAnd ctheir customers
overlapping with Jones' current direction. Han-
sen’s, with its re-tooled Blue Sky soda, is rak-
ing a similar middlebrow approach, only in the
narural foods galaxy.

As for smaller producers, expect them o
keep plugging away, hoping to catch lightning
in their bottles, and then hoping to ger those
bottles into your cooler. Companies like Maine
Root, GuS, Virgil's and Cadbury’s own Stew-
art’s have their own regional fan bases, and some
have built strong on-premise followings, as well,
The stronger the following, of course, the more
likely they'll arcract some aenrion.

For a homegrown soda maker like Cricket's
Heron, the option of slowly, organically build-
ing marker share ar a select ser of retailers has
its romance; she, like many other soda makers,
are always hunting for someone new o give
them a try on their shelves.

But she recognizes thar leze’s route has irs
own advantages, as well.

“Hey, that model is a good one,” Heron
says. “Acquisition is a prety nice thing 1o
have happen.”

Guarana Sodas: Tiny Market Share, Growing Opportunity?

i

Amidst all the discussion of
Mountain

2n-

ergy sodas” Vault and

Dew MDX, there is another attempt
treams- of energy drinks
and sodas, only this time, it's the

to cross the's

energy drinks who are trying to leap
into the CS
Products like Bawls Guarana, Sol

Maté and Golly Guarana are faking

) poaol.,

a micro-soda approach to traditional
energy drink ingredients like the gua-
rana berry and yverba mate extract,
brewing these natural caffeine sourc
es up into CSD's that range from 50
to 100 nt moaore caffeine than
your average Coke or Pepsi.

The idea is one that Pepsi
attempted -itself prior to the energ,
drink craze with a short-lived guarana

tually

soda called Josta, which launched in
the mid-1990s. The beverage lasted
It might be' time for a revival,
. With the nation becoming
the guarana
and yerba mate sodas might have
the potential to take double advan-
wiedge.
consumers, the idea that

they're drinking a naturally-
product
an-artificial source. For

ring caffeine would ftop
ffeine junk-
ies, however, the idea that these
products actually have- twice the
boost of a regular soda could be a

maijor attraction

making the top 2C
Sol Maté ich-has hig
ba mate as its caffeine analog, h
quite figured out where -it
with regard to the energy drink/C5
divide. But both come in upscale,
design-heavy glass bottles that could
easily translate into a spot on a gour-
met a shelf set. Golly Guarana,
with a 12 oz, canand 20 oz. bottle,
has more of a mainstrearn look.

of si s for

i, 15 the ever-pres-

= vth of energy
drink consumption, it's likely “that
many. more consumers have con-
sumed guarana than could actually
hat it is.
“l don't know if the benefit of gua

discus
rana is mainstreamed says Mary
Heron, CEQ of Cncket Cola, a green

oda that spent years waiting for
that now red-hot additive to break
inta the mainstream. “| have trouble

guarana and yerba mate co

tion on the rise, and caffei ire-
ness growing, retailers might find it to

be something worth learning.

lzze — Representatives of IZZE Beverage Company and
Project REACH recently drove a trailer packed with Eng-
lish and ESL books and educational materials to the farm
working community in Yakima Valley, Washington, one
of three current farm working communities supported
by Project REACH. Founded in 2004, Project REACH

{a non-profit program fully managed and funded by the
[£ZE Beverage Company) supports and creates educa-
tion- based development for farm workers and their fami-
lics in the communitics where IZZE buys its fruic. lzze was

also purchased by PepsiCa last month,



