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Introduction

Brumbaugh Appraisals was founded about 12 years ago as a way to better
serve business brokerage clients. Over the years, Brumbaugh Appraisals has
conducted over 1800 appraisal with total assets valued at about $3 Billion.
Bob’s claim to fame is that he was hired by the FDIC to value the assets of
failed banks, including the largest single bank failure in history, Guarantee
Bank of Texas. Bob and his team valued about 10% of all failed banks in the
country during the economic downturn in 2008 / 2009.
We typically work with lenders, attorneys, other appraisers, M&A professionals,
and CPAs. Working with such a wide range of professionals on projects from
numerous different industries we have seen a lot. If there is machinery and
equipment involved in a deal, we have most likely come across it in the past
and know the ins and outs of how to value it.

Over the last couple of years we have valued several breweries.
Most of these breweries are defined as Microbreweries. This
definition means that they produce less than 15,000 barrels of
beer per year. We also have experience valuing kombucha
breweries and wineries. The equipment at these facilities is
slightly different than what you find in a Beer brewing facility, but
the overall concept and process are similar.
All of the breweries that we have valued have been located in
the Carolinas and Virginia. These breweries have been valued
for several different purposes including bank financing, divorce
proceedings, and unfortunately, failures. All of these instances
require careful consideration due to the different levels of value
and assumptions that must be made given the circumstances.
Today I’m going to discuss the equipment that is typically found
at a brewery. I will also discuss some of the trends that we have
observed from our experience valuing breweries over the years.
I will also take you through two case studies that will help you
understand some of the nuances of the industry and how they
effect the value of brewing equipment. My hope is that by the
end of my presentation you will have a better understanding of
the equipment component of a brewery as well as some of the
ins and outs of the industry.

The brewing industry has seen significant growth recently. A
strong economy and consumer tastes have driven the rise in
craft breweries around the country. The information displayed in
these charts shows that while the industry as a whole has
grown, most of this growth has taken place in the microbrewery
space. As of year end 2018 there are over 4,500 microbreweries
in the country. Total breweries in the US was 7,450 as of 2018.

Equipment Identification

1. Brewhouse - A brewhouse is where the brewing process starts and is
typically the most expensive piece of equipment that you will find in a brewery.
It typically includes a mash mixer, lautertun, hot liquor tank, holding kettle, boil
kettle, and whirlpool. Many microbreweries will have a two-vessel brewhouse
which is usually a combination of a mash mixer/ hot liquor tank and a boil
kettle. Larger breweries may have a different set up depending on production
needs. The first step creates wort — the liquid extracted from the mashing of
malt and other grains. This is then moved to the kettle, where it’s boiled with
hops or other ingredients, producing the flavor, color, and aroma of your beer.
At the conclusion of the boil, the wort settles in the whirlpool, where more solid
particles are separated out. Pricing for brewhouse ranges based on size and
custom features. On the low end, a 3.5 bblsystem may be $50,000 and a 20
bblsystem can be more than $100,000.

2. Fermentation and BriteTanks –After the initial process is completed in the
brewhouse, the wort is transferred to the fermentation tanks. During this step,
yeast feeds on the wort to produce alcohol and carbonation. The size of the
tanks will depend on the production needs of the brewery. Microbreweries that
we have valued typically have tanks ranging from 7bbl to 20bbl. 7 bblare
around $6-7k and 20 bbl cost around $15k new.
Britetanks are similar to fermentation tanks and serve as a final stop before
bottling or serving. Beer continues to age and gain flavor during this step. Beer
can also be served directly from a britetank.
Both Fermentation tanks and britetanks can be jacketed or un-jacketed.
Jacketed tanks are usually more expensive and provide the brewer with more
control over temperature.

3. Kegs and Keg Washers –Once the beer has been produced, the brewer
needs a place to store it. Most breweries have an assortment of kegs that they
keep for storage and distribution. Kegs typically come in two sizes, ½ /bbland
1/4 bbl. Individually, the cost of a keg is not much, but some breweries can
have hundreds leading to a large total value.
Keg washers are either manual, semi-automatic, or fully automatic. Based on
the type of washer, the cost can vary from a couple thousand to over $10,000
for a new washer.
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Depending on the size of the brewery and their business model, they may have
a bottling or canning line. These can range in price from a few thousand up to
10’s of thousands of dollars depending on size.
Breweries will also have assorted piping, gaskets, etc. that are necessary for
the brewing process. This equipment is typically sold to the brewery when they
purchase their brewhouse and fermentation tanks and customized for the
specific brewery.
There will also be a glycol chiller. This is what cools the beer and is an
essential piece of equipment for the brewery. This equipment can be easily
missed during a site inspection if you don’t know where to look. We have seen
this equipment in a back room, on the roof, and behind the building. There is
also tubing and piping throughout the brewery that glycol runs though to cool
the beer.
There may also be a forklift.
In addition to all of the equipment that we have covered there will often be
furniture and fixtures that are associated with the taproom. There will likely be
tables, chairs, kegerators, underbar refrigeration, a walk-in cooler, etc.

Valuation

Cost Approach –The cost approach is an appraisal industry standard and is
often used to value all types of equipment. For brewery equipment, this
approach can be used but should be developed with caution and should be
compared to other approaches before the final conclusion of value is made. We
will discuss some of these nuances later.
The formula for the cost approach is as follows: Value = Replacement Cost
New X (Remaining Useful Life / Useful Life)
A special consideration regarding brewing equipment is that of depreciation
and obsolescence. All assets suffer from three types: physical, functional and
economic. From our experience, in the current market, brewing equipment
tends to suffer primarily from physical depreciation and is fairly insulated from
functional and economic obsolescence. If the market were to change and the
demand for equipment were to dry up, economic obsolescence would likely
have a large impact on the values of brewing equipment.

Market Approach –The market approach is often the best approach to use
when valuing brewing equipment. This is because the used market is a good
indicator of what pieces of equipment are selling for in transactions between
actual buyers and sellers. Economics have a big impact on this approach and
current data is crucial to implement it successfully.
Income Approach –The income approach is often hypothetical in machinery
and equipment valuations. This is because it is difficult to match specific cash
flows to a certain machine, especially when it is a part of a process line such as
a brewery operation. However, if a brewery is being valued as a whole or if the
assets being valued are considered to be one unit, the income approach can
be developed. Special consideration must be given to the development of
discount and capitalization rates as well as industry and company specific risk
factors. To use this approach, the cash flows of the business must be
considered and you have to have reliable figures that come from the client or
their tax returns.

Fair Market value in Continued Use is the estimated amount, expressed
in terms of money, that may reasonably be expected for a property in an
exchange between a willing buyer and a willing seller, with equity to both,
neither under any compulsion to buy or sell, and both fully aware of all
relevant facts, including installation, as of a specific date and assuming
that the business earnings support the value reported. This amount
includes all normal direct and indirect costs, such as installation and other
assemblage costs to make the property fully operational.
Fair Market Value -Installed is the estimated amount, expressed in terms
of money that may reasonably be expected for an installed property in an
exchange between a willing buyer and a willing seller, with equity to both,
neither under any compulsion to buy or sell, and both fully aware of all
relevant facts, including installation, as of a specific date. This amount
includes all normal direct and indirect costs, such as installation and other
assemblage costs, necessary to make the property fully operational.
Fair Market Value is the estimated amount, expressed in terms of money
(cash or financing terms equivalent to cash), that may reasonably be
expected for a property in an exchange between a willing buyer and a
willing seller, with equity to both, neither under any compulsion to buy or
sell, and both fully aware of all relevant facts, as of a specific date.
Orderly Liquidation Value is the estimated gross amount, expressed in
terms of money, that could be typically realized from a liquidation sale,
given a reasonable period of time to find a purchaser (or purchasers), with
the seller being compelled to sell on an "as is," "where is" basis, as of a
specific date.

Forced Liquidation Value is the estimated gross amount, expressed in terms
of money, that could typically be realized from a properly advertised and
conducted public auction, with the seller being compelled to sell with a sense of
immediacy on an as-is, where-is basis, as of a specific date.
Liquidation Value in Place is the estimated gross amount, expressed in terms
of money that could typically be realized from a failed facility assuming that the
entire facility would be sold intact with a limited time to complete the sale, as of
a specific date

Trends

Brewing equipment is an interesting asset class to study because of
several industry trends. These trends have an impact on the value and
have to be taken into consideration when valuing brewing equipment.
The first trend is that new equipment manufacturers have long lead times.
One manufacturer that we recently worked with on a valuation project
estimated that it would take close to 6 months to fully outfit a new brewing
operation and get it up and running. This estimate was for a full system
that included all components that we discussed earlier. If a brewery
needed only a couple fermentation tanks for example they would be able
to get them quicker.
These long lead times for new equipment have an impact on the used
market. Since the industry is so hot right now and manufacturers can only
produce equipment at a certain rate, the used market is strong and prices
tend to be closer to new values than one might think.
These factors have a significant impact on the valuation of brewing
equipment. Since the equipment is in such high demand, rules of thumb or
generalizations that may be applicable to other asset classes do not apply
to brewing equipment. For example, used restaurant equipment typically
declines in value significantly due to the large amount of used equipment
that is on the market. This is due to the high rate of failure for the
restaurant industry and the subsequent glut of equipment that is caused.
Brewing equipment is a different story. If a brewery were to fail or if an
appraiser was determining the OLV or FLV for a financing situation, the
values would be much higher.

A final special consideration regarding brewing equipment is that of
depreciation and obsolescence. All assets suffer from three types: physical,
functional and economic. From our experience, in the current market, brewing
equipment tends to suffer primarily from physical depreciation and is fairly
insulated from functional and economic obsolescence. If the market were to
change and the demand for equipment were to dry up, economic obsolescence
would likely have a large impact on the values of brewing equipment

Case Studies

This first case study is based on an appraisal that we conducted during 2018.
The assets were valued for financing purposes, which is a typical situation that
we come across. The brewery was successful and was seeking funds to
expand their operations. The assets were valued on an installed basis. For this
project, the cost approach was the primary method of valuation. We selected
this approach because we could not find market comparables that were of the
same quality (which was excellent) and the approximate age of the subject
assets. Most of the market comparables that we found were older and
adjustments to make them similar to the subject assets would be difficult to
quantify due to the nature of the market.

This case study focuses on a project that we completed in early 2019 and
shows the unfortunate reality that some breweries do fail. As the banker
involved in this deal stated, “don’t lend to someone who wants you to fund his
hobby.”

This brewery was unable to make a go of it and therefore the assets
were being sold so that the landlord and banker could recoup their
funds. We established FMV by using market comparables as there
were sufficient transactions in the marketplace to do so. Once FMV
was established, we discounted that amount for anticipated sales
concessions that would be made if the assets were sold with proper
marketing over a 6 month period.
The client also requested a FLV value as they wanted to see their
options if they completed the transaction as soon as possible. As
expected the FLV value is less than what the assets would be worth in
the other scenarios, but the value is still strong compared to other asset
classes.
By speaking with equipment dealers and manufacturers as well as
researching the market, we were able to determine an appropriate
discount that would cover any price concessions that may be
appropriate in this type of sale. As discussed earlier, this is due to the
demand for brewing equipment. In this particular situation, our client
was able to sell the assets to a competing brewery in the area for a fair
price considering the situation.

