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Summary

The diploma thesis is concerned with the attributes of various microbrewery business
models, e.g. brewpubs, community supported brewing, nanobreweries, contract brewing,
packaging microbreweries etc. Especially, their advantages and disadvantages are
elaborated. Further, the sources of barriers to entry into microbrewing subsector in Czech
Republic are described, e.g. the economies of scale, product differentiation, capital
requirements, access to distribution channels etc. Then, the SWOT analysis, PEST analysis
and financial analysis of the microbrewing subsector in Czech Republic are performed. In
total, 38 microbreweries’ financial statements are utilised and financial benchmarks for
brewpubs and packaging microbreweries are calculated. Subsequently, a sample financial
plan for a packaging microbrewery is developed, including the start-up plan, pricing, sales
forecast, pro-forma financial statements, break-even analysis and key business ratios, which
are compared with the microbrewery financial benchmarks. The aim is to assess the
profitability of setting up a microbrewery.
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Introduction

Currently, we are witnessing a growing number of microbreweries in the Czech
Republic but also in other countries. The trend of setting up these small-scale brewing
facilities, which many call "the boom of microbreweries," began in the western world in the
second half of the twentieth century and gradually spread elsewhere, even into areas that
are normally dedicated to other alcoholic beverages such as wine and spirits. When trying to
define a “microbrewery”, however, one may face some difficulties, stemming from the fact
there is no universally applicable nomenclature and, therefore, what is considered a
microbrewery in Czech Republic does not have to be necessarily considered a microbrewery
elsewhere. Apart from the differences between large and smaller brewing facilities, there
are also many differences between the microbreweries themselves. It is associated with the
range of possible business models which are employed, e.g. the contract brewing, brewpub,
packaging microbrewery etc. Of course, every microbrewery business model has its own
advantages and disadvantages and all wannabe brewers should take them into consideration
before developing a thorough business plan. After preparing the pro-forma financial
statements, which are part of every proper business plan, one should calculate the basic
financial ratios and compare them with the industry or key competitors’ financial indicators.
Nevertheless, such benchmarks are not always available, e.g. for the microbrewing
subsector, expensive or difficult to ascertain.



The goal and methodology

The underlying goal of the thesis is to develop a sample microbrewery financial plan,
which includes all the necessary financial information for potential investors and possibly
those interested in establishing a microbrewery in Czech Republic. In order to achieve the
main goal, several partial goals were set. One of the partial goals is an analysis of the
business models utilised by microbrewers. The second partial goal is associated with the
barriers to entry, e.g. the economies of scale, product differentiation and switching costs.
The third partial goal is the analysis of microbrewing subsector in Czech Republic via SWOT,
PEST and financial analyses.

In order to reach the goals, | firstly collected appropriate literature, including books,
magazines and essays related to economics of beer, demand for beer, production of beer,
traditional production, brewing industry, opening and running a microbrewery,
homebrewing, history of brewing etc. Apart from the literature, | also used various on-line
articles, e.g. the articles provided by microbreweries’ websites. | analysed the literature,
compared it and synthesised the retrieved knowledge. When possible, | enriched the text
with my empirical knowledge | gained via visiting the breweries in person and with
information | obtained from discussions with brewmasters, beer geeks, owners and
operators of hospitality and retail units (beer shops, beer bars, brewpubs etc.) and fellow
homebrewers. | gathered financial statements of a selected number of Czech
microbreweries, copied the data into a spreadsheet and calculated liquidity, solvency,
profitability and activity financial ratios (financial benchmarks). As regards the financial plan,
| followed the template provided by the Faculty of Management from the University of
Primorska, Slovenia. | estimated the initial investment in a microbrewery, performed the
break-even analysis, prepared the pro-forma financial statements, calculated the basic
financial ratios and compared them to the subsector financial benchmarks.

Structure

First of all, the term “microbrewery” is explained and various classifications of
breweries are provided in “The nomenclature” part. Also, the relationship between “craft”,
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“traditional” and “micro” is elaborated in this part. Afterwards, the microbrewery business
models are described in the “Business models” part, e.g. the nanobreweries, community
supported brewing, contract brewing, brewery incubators, brewpubs, brewpub chains etc. In
the “Barriers to entry” part, the sources of barriers to entry into microbrewing subsector are
characterised, e.g. the learning or experience curve. In the “Analyses” part, the SWOT, PEST
and financial analyses are performed. In the “Financial plan”, a sample packaging
microbrewery financial plan is developed, followed by the “Conclusion”. After the list of
resources, abbreviations, tables and charts, the “Appendix” follows. The “Appendix”

contains the financial benchmarks and all the tables related to the financial plan.



Conclusion

In addition to brewery categorization by absolute values, i.e. annual
production in hectolitres, turnover, total balance sum and number of employees, the
relative values can be used as well, i.e. the market share. In this way, one can partially
mitigate the effects of different market sizes in different countries. Regarding the
microbrewery business models, the most popular ones are contract brewing, brewpubs and
packaging breweries. However, there are some less common business models as well, e.g.
the CSB (community supported brewing) and fermentation pubs. All of them have their
advantages and disadvantages, e.g. through contract brewing, a brewery can easily gain
access to additional capacity but at the same time, it loses absolute control over the
production process.

Complying with the results of financial analysis, one has to conclude the majority of
analysed microbreweries in Czech Republic (38) are not profitable. Actually, only 26% of the
companies can be considered profitable (average positive net income). The profitable
microbreweries tend to achieve higher receivables and inventory turnovers and their
liquidity is higher. The average Czech microbrewery’s net profit margin is 7.9%, average
return on assets (ROA) is 10.5% and median return on equity (ROE) is 16%. The packaging
breweries tend to have higher liquidity, whereas the brewpub model appears to be relatively
more profitable (at least according to ROA and ROE).

In the sample microbrewery financial plan, | calculated the initial capital expenditures
and prepared the basic pro-forma financial statements. The break-even analysis revealed |
need to brew at least nine 5 hl batches of top fermented beer a month in order to break
even. Therefore, the annual production of 480 hectolitres would not be enough to make the
venture profitable. Provided the production will gradually increase, the first years will not be
profitable and the internal rate of return (IRR) will rapidly decrease. However, if the capacity
of the cold block (fermenting capacity) is extended, the IRR significantly increases and leads
to positive net present value even for the less optimistic scenario. | used either the weighted
average cost of capital (5% and 7%) or desired level of return (12%) to discount the stream of
cash inflows.
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