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Evaluating the Liquidity/Cash Position
of an Aquaculture Business:
Using Cash Flow Statements
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Cash flow problems are one of the most common
types of financial problems in aquaculture businesses.
This is because commercial aquaculture tends to require
lots of feed and other inputs that necessitate substantial
operating loans and periodic payments. This publication
is one in a series on the financial management of aqua-
culture businesses. Others give overviews of financial
management (SRAC Publication No. 4400), business
planning (SRAC Publication No. 381), financial position
(SRAC Publication No. 4401), and profitability (SRAC
Publication No. 4402).

This publication addresses the question of whether
the business can generate enough cash when needed to
pay its bills (liquidity). Liquidity is a fairly broad con-
cept, and a number of financial indicators can be used to
measure it. Of these, the cash flow statement is the most
useful means of monitoring the liquidity of a business.

There are two fundamental tools that can be used to
address cash position—cash flow statements and cash
flow budgets. A cash flow statement is based on the past
year’s monthly expenses and revenue. The previous year’s
cash flow statement is then used to develop a cash flow
budget that projects expected cash revenue and expenses
for the coming year.

The previous year’s cash flow statement and the cash
flow budget for the coming year can be used to exam-
ine a number of important management decisions. For
example, high feed prices mean more operating capital
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is necessary to feed fish. Careful cash flow planning can
identify ways to ensure that adequate operating capital is
on hand when necessary to produce yields consistent with
efficient production. Cash flow analysis also can be used
to determine whether there is a liquidity problem (i.e.,
whether there will be a cash shortfall), in which months
the problem will occur, and whether the business can
make its payments on time.

Cash flow budgets quantify the pattern of cash flow
on the farm and are a firm basis from which to structure
an effective line of operating capital. This formal presen-
tation of repayment capacity is helpful when approaching
a bank to apply for credit. The cash flow budget also clari-
fies the best months in which to make capital purchases
or to purchase supplies.

Cash flow budgets are best structured on a monthly
basis and are developed for the entire farm business. Total
cash inflow is recorded for each month, and total cash
outflow is itemized by type of expense. The difference
between the cash inflow and outflow is the amount of
cash available for that month. To meet all cash flow needs,
the cash available at the end of each month must be posi-
tive. Otherwise, new borrowing will be needed to meet
all financial obligations for that month. The ending cash
balance for that month is determined by adjusting for
any new borrowing. The ending cash balance for a month
becomes the beginning cash balance for the next month.

Table 1 presents a detailed example of a cash flow
budget for a 256-acre catfish farm. Total cash inflow
includes the beginning cash available from the previ-
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ous month as well as any receipts from the sale of catfish
in that particular month. Each type of operating cash
expense is then itemized in the budget with appropriate
amounts recorded for each month. These are summed to
obtain total cash operating expenses by month. The next
portion of the cash flow budget includes debt servicing
payments for each loan for each month. It is most helpful
if these are divided into principal and interest payment
amounts. Separating the interest from the principal por-
tion of the payment facilitates calculation of the various
financial ratios that provide more detailed insight into
cash position and risk. It is also useful to maintain a run-
ning balance of the amount of debt outstanding for each
month. This allows for easy tracking of the operating line
of credit to determine whether it increases or decreases
throughout the year. The example in Table 1 shows that
new borrowing of $26,852 was needed to meet financial
obligations in July and ensure that the ending cash bal-
ance was positive, with at least $10,000 to begin August
1. The new borrowing was added to the operating capital
line in the portion of the cash flow budget that records the
outstanding farm debts, which increased the outstanding
operating capital debt from $86,826 to $103,259.

A series of financial indicators can be calculated from
the cash flow budget. Some of the more useful are those
that measure cash flow risk in the business. Examples
include 1) the percent that farm revenue can decline and
still meet cash flows, 2) the percent that farm expenses
can increase and still meet cash flows, and 3) the percent
that interest rates can increase and still meet cash flows.
These measures show the manager whether cash flow on
the farm is more vulnerable to fluctuations in the price
of fish, expenses on the farm, or interest rates, so that the
manager can identify strategies for coping with the most
important sources of risk. For the 256-acre catfish farm
example, farm revenue can decline by 14 percent and
still meet cash flows (Table 2). However, this farm cannot
tolerate more than a 6 percent increase in farm expenses.
Thus, this farm must pay close attention to its expenses as
the source of the greatest amount of cash flow risk.

Table 2. Cash flow risk measures, 256-acre catfish farm.

Measure Value

Cash flow risk

Percent farm cash revenue can decline and still 14%
meet cash flows

Percent farm cash expenses can increase and still 6%
meet cash flows

Percent interest rates can increase and still meet 14%
cash flows

A farm’s accountant can prepare cash flow statements
and budgets for the farm, or the farmer can maintain
his/her own. For farmers who wish to maintain their
own cash flow budgets, there are several options. Some
financial software packages include cash flow budgeting
options; others, such as FINPACK (from the Center for
Farm and Financial Management, University of Min-
nesota), are specific for farming businesses. A simple
spreadsheet tool (and tutorial) is available to the public
from the Aquaculture/Fisheries Center of the University
of Arkansas at Pine Bluff. It explains how to develop cash
flow budgets and includes a template that can be used to
enter farm values and manage cash position.

Table 3 shows how manipulating cash flow can affect
a business. Farms A and B both have $270,000 of annual
revenue. However, Farm A receives most of its revenue
in the latter part of the year and Farm B has its revenue
spread out over more months during the year. The liquid-
ity measures are very different for the two farms. Farm A,
with most of its revenue concentrated in just a few months
towards the end of the year, has mostly negative indica-
tors of cash position, debt servicing, and cash flow risk,
whereas Farm B has all positive indicators.

Cash flow budgets, if monitored monthly, can be used
to improve the overall management of the farm business.
Any month with a negative cash flow is a cash flow problem

Table 3. Effects of two patterns of cash flow on cash position,
debt-servicing, and cash flow risk.

Category Farm A Farm B
Months in which sales revenue is received
February 0 $60,000
April 0 $60,000
July 0  $60,000
September $60,000 $60,000
October $90,000 0
November $60,000 $30,000
December $60,000 0
Total $270,000 $270,000
Liquidity measures
Cash flow coverage ratio® -0.26 0.17
Debt-servicing ratio® 0.21 0.7
Cash available divided by cash
inflow -0.02 0.01
Cash available divided by operating
expenses -0.03 0.02
Cash available divided by liabilities -0.01 0.01

2 Calculated from the cash flow budget by dividing the excess available cash
by the cash required for interest and principal payments.

b Calculated from the cash flow budget by dividing the cash required for
interest and principal payments by the total cash available.




that needs to be resolved as quickly as possible by modify-
ing the overall production/financial plan to generate rev-
enue when needed. Cash flow shortfalls are best resolved
early to avoid compounding the magnitude of cash short-
ages later. Decisions on stocking and feeding rates should
be based on meeting short-term financial obligations such
as payments on loans. A farmer may need to sell off stocks
of fish to generate cash in the near term. Reducing stocking
densities also allows fish to grow faster, reach market size
earlier, and improve cash flow later in the season.

Winter months are a good time to develop a detailed
cash flow budget to identify when payments are required
and when cash shortfalls are likely to occur. Software pro-
grams such as Fishy can be used to project harvest dates
and compare the cash flow effects of various stocking
and feeding rates. Those feeding and stocking rates that
allow the farmer to make necessary payments should be
selected. Farms with projected cash deficits may choose
to stock at lower rates to maximize fish growth and the
turnover of the crop. Larger fish stocked in ponds will
reach harvest weight in less time.

As an alternative to Fishy, a Cash Flow Simulator
has been developed by the Aquaculture/Fisheries Cen-
ter at the University of Arkansas at Pine Bluff (Engle et
al., 2009a, b, ¢). This is an Excel-based spreadsheet that
helps farmers calculate the quantities of fish to be sold
by month. There are two versions of the Simulator. The
Cash Flow Simulator identifies quantities to be harvested
by month when there are no restrictions on operating
capital. The Cash Flow Simulator with Limited Operat-
ing Capital evaluates feeding strategies when operating
capital is limited. The latter has been used by catfish farm-
ers to calculate the total amount of capital available to
purchase feed for the year and then allocate that amount
of feed across ponds to determine which allocation ends
up with the best cash flow.

Monitoring cash flow on a monthly basis is the single
most important financial analysis activity for maximiz-
ing the chances of financial success in the short run.

Combined with the annual assessment of financial posi-
tion (from the balance sheet) and profitability (from the
income statement), it will help farmers make decisions
that keep their businesses financially sound.
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