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Many prospective and existing
fish farmers indicate that th ey
have experienced difficulties in
obtaining financing for aquacul-
ture businesses. In many cases,
Tandanre ara mak familine rarith
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aquaculture practices and market
potential. In other instances,
lenders are concerned with the
uncertainty and risk associated
xarsthh A mesaaes vt vrambriuac TlAvs,
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ever, even if a lender understands

aquaculture and its potential, an
inadequately prepared business
loan proposai will result in a rejec-
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There are two ma]or components

of a hiicinoce lnan nranncal: the
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marketing plan and the financial
analysis. Taken together, a well-
conceived marketing plan and a
carefully documented financial

The marketing plan

The marketing plan is often the
most overlooked component of a
business proposal. Many growers
focus on the technical aspects of

fich nradiictinn and do not gnend
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thbse that are market-oriented,
have diverse markets, and are

At raitiad s thale AriobAmaang

COmMmimiuea o uieir CUustomers.

aquaculture may work with
lenders who are unlikely to have
knowledge of aquaculture prac-
L am A J AL apnie Al T el o e -
tices and potential. In this situa-

Hon it ic nnigcafuil tn nrecent infor-
tion, 1t 1S useiul 10 present Inior

mation on the size of the industry,
current trends, and overall growth
potential.

The marketing plan should be
developed before the financial

analiraic NMaoricinne roagardin
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anmpq harvest size or volume

ecies, harvest size, or volume
should be based on a comprehen-
sive and specific market analysis
for that particular business.
amau-SCale pI'OClUCéfS éspééial y
should carefullv analvze mark“t
to
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opportunities before beginning to
produce fish.

A potential producer should begin
by talking with all local retail
operations that handie fish. Even

important to understand the prod-
uct quahtles and characteristics
expected by the retail operators

p—

potential grower should pay close
attention to price, product form
(6N ate ctanbe whala dracead im_
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the-round, fresh, frozen, etc.), pro-
duct quality requirements, species
avallablhty, quantities sold, etc.
Conversations with the restaurant
armagar nw cnafand lscrne £ LLA
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shed lieht on sources of
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supply, pre erence for processors,
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to identify a high-volume market
outlet such as a processing plant.
It is essential that a potential
grower invest the time to meet

writh tha nracacecing nlant hiivare
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before construction of the facili-
ties. Key considerations and infor-
mation from the plant include
such factors as:

1. Hlstorlcal pnces paxd for flSh

I

ercentage deducted from the
total dellvery amount) for
trash fish, out-of-size fish, tur-
ties, or other reasons.
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. Requirements related to pur-
chasing stock in the company
and the potential for billback.

(Billback 1 has been used by

es for the year back to the

stockholders in the proportion

of fish supplied to the plant.)
4. Transportation charges.

5. Payment frequency to growers
and typical length of time
enteirane thhoy fioman ~F A,\l.",\«"
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quirements and limits to

fish size. For example, some
plants will not pay  for fish
that are smaller or larger than
a specified size range while

ntha lante m ne -
omer pianis may dock a per

centage off the entire load if
the proportion of out-of-size
fish is higher than the plant’s

standard.
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9. Quahty standards, proce-
dures, and requirements
including flavor scores, sizing,
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and meat quality.

10. Delivery quotas and schedul-
ing patterns for delivering
fish.

11. Whether or not contracts are
required.

12. State bonding requirements
and whether or not the plant

stating that they will purchase
fish from the individual will
strengthen the business loan pro-
posai.

to iden ernauve marketmg
aimn a

Aquaculture Products, for addition-
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include:

1« Live sales with custom pro-
cessing In areas with populations
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exmoltmg reguiar fisn consump-
tion, sales of live fish can be a
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means of achieving higher prices.
The capability to process fish
according to preferences of the
customer may attract a broader
clientele. (State and local health

CLCITIT, (AT Qi Vias 1t a

codes, permits, and Hazard
Analysis Critical Control Points
(HACCP) must be considered

Derore deve IOPIIIg t[llb (ypt! UI

marketing plan.)
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lakes). Fee-fishing operations
essentially sell a recreational
opportunity to their customers,

h I, H P

but if located within 30 to 50 miles
of a maior ponulation center, fee-
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fishing may offer a viable market
outlet for farm-raised fish.

2 Fee-fishing nnprahnnﬂ (pav
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D Sales to local grocery stores
and restaurants. This requires on-

Slte pI‘OCESSlng uruebb rt‘btd urdIll.
nersonnel clean the fish Tvrnrz”v

personnel clean the fish. Typicall
only managers of very exclusive
seafood restaurants will purchase
whole fish to be cleaned by their

personnel. State and local health

nnr]nc nermits and Hazard

Analy51s Critical Control Points
(HACCP) must be considered
before developing this type of
marketing plan.

als truck live fish to pay lak

live sale markets. For catﬁsh, a
larger (2 to 3 pound) fish typically
is required.

O 'l

Ll

or all the above, careful estimates
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iated with the sales, and

tat nd local regulations must
evaluated carefully.
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The financial analysis
There are many excellent books
the preparation or a business
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sis of agricultural businesses. It is
beyond the scope of a fact sheet to
present detailed definitions of the

terms and Concepts used in devel-
aonment of the financial statements

opment of the financial statements
discussed below. A list of refer-
ence materials is included at the
end for additional background
and detaii.

The business proposal must begin
with a description of the site
where the aguaculture oneratlon

is to be established. Suitablhty of
the site in terms of soil character-
istics, environmental conditions,

<aratoawe ,.--.._l-- maziod ban sasen

and water su ppLy iust o€ pie-
sented. The proximity of the pro-
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posed farm to processing fac1ht1es,
feed mills, aquaculture supply
firms, equipment repair services,

eAScd A PP & Talemcn st~

alsease anu ulnglUbtlLb 1aD0rato-
ries, and the Extension office for
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technical assistance should be
made clear. This demonstrates to
the lender both the distance the

farm will be from these services
and that the individual knows

e WAL AT ANlRAVaiaL R

where to find these services.
Background information on spe-
cific permits that will be required,
procedures, and probable time
frame to obtain reguired

LIQIIIC WU Uvtaiit 1Ty

should be presented.
Description of Production System.

The business proposal should

include a thorough discussion of
the proposed production system.
Cinl iy wntnn fingorling cntirecac

OWOCKING rat€s, 1geniing SOUilcs,
anticivated feed rates, and aera-
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tion strategy need to be presented
clearly and consistently. For
example, the feed rate shou

appropriate for the stocking ra

low stocking rates do not
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intensive aeration.
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Harvesting methods should be
included. Capital investment

requirements differ for farmers
who plan to harvest their own

A A £ th Jri
ponas and ior wiose hiring custom

harvesters. If the business plan
calls for custom harvestmg, then a
listing of those serving the area
where the farm wiil be located
should be included. Information
on fees charged, volume require-
ments, and schedulmg constraints

should be presented.



Possible production problems
such as off-flavor should be men-
tioned. This demonstrates to the
lender awareness of the probiem

+h
amns the lender of

potential cash flow or debt repay-
ment problems.

Estimated Cost and Returns. A
table of annual cost and returns
should be estimated for the > pro-

asrala

posea prOQuctlon bybtem I'\b L[l
Table 1 returns are estimated hy
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multiplying the total expected
harvest weight times the expected
price per pound.

Under variable costs, all produc-
tion costs are itemized. These
include feed, fingerlings, chemi-
cals, fuel, labor, etc. Ask your
county agent for Cooperative
Extension Service budgets to use

as a guide.

Fixed costs include depreciation,
taxes, and general overhead.

Pyublished budeets should be used
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as a guide to estimate these costs.

Fixed costs are important in deter-

mining if the business will be
viable over a long period of time.

Finally, variable and fixed costs
are added together and subtracted
from the retums to calculate net

atn nf Ronis
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The business proposal must clear-
ly summarize fmancmg require-
ments for the fish farm. Required
financing should be divided into
tha fAllAanring 1Aan ~ataonriog:
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operating, equipment, and real
estate

it
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The amount of capital for an oper-
ating loan is based on the amount
of variable cost required Fquip—

ment loaI\S cover tne pur(.ndbe UI
anv new or additional equinment
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necessary, while a real estate loan
covers the cost of constructing
ponds, buildings, or other rela-
tively permanent structures. Re-

payment schedules should be

specified to demonstrate how rev-
enues will cover debt payments.

The owner may wish to schedule
payments in such a way as to
either defer payment or only pay

Y 2ok wrammare e o baes
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Table 1. Example of annual costs and returns for 160-acre catfish
farm {seven 20-acre po .
Category Unit | Unit Price | Quantity Total
1. RETURNS
Catfish Ib $0.75 700,000 | $525,000
2. VARIABLE COSTS
Fingerlings each 0.06 700,000 42,000
Feed ton 273.00 770 210,210
Fuel total 18,698 1 18,698
Chemicals total 500 i 500
Labor tota 36,600 1 36,600
Harvesting and Hauling | total | 28,000 1 28,000
Other total 24,000 1 24,000
Interest on Operating
Capital dol 0.1 270,006 29,701
3. FIXED COSTS
Depreciation dol. 52,561
Interest dol. 40,740
Taxes and Insurance total 2,000
4. TOTAL COSTS (2+3) dol. $485,010
5. NET RETURNS (i-4) dol $39,990
8S0URCE: Engle, C.R. and H.S. Kiiiiar 1897. Cost of Producing Catfish on
Commercial Farms in Levee Ponds in Arkansas. Arkansas Cooperative
Extension Service, Little Rock, Arkansas

of ponds or other facilities and
weather delays may cause rev-
enues to be delayed the first year.

The borrower will need to preaei‘u
a sound nlan to demonstrate how
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interest will be paid during the
construction phase and through
the first year’s production season.

In many cases, it may be 18 to 24
months before income is realized.

E 1
For operating lines of credit, a lien

on the fish crop and a first mort-
gage collateral position will be
required by most lenders as a
minimum standard.

Current Apprais I of Farm. A

lender will require a current
apﬂfnlca] that reflects the value

raisal that retlects the value

before and after ponds and facili-
ties are constructed. This will be
used to calculate a loan to
appraisal value ratio. Most

lenders will want a loan to value

ratio of 50 percent to 125 percent,
depending upon the borrower’s
financial strength. Some lenders
may require a Farm Service

A cancy (FSA -formerly FmHA) or

Agency (FSA:formerly FmHA) or
other type of guarantee for those
with loan to appraisal values
above 50 percent.

Pro Forma Balance Sheet. The

balance sheet lists what the assets

o | Ta2lias o F A Lt cirnas 1 PaSE Yo
and liabilities \u bt) would be for

the entire business i nrludmg the

new aquacultu operation. “From
the balance sheet, net worth can

be calculated as well as the fol-
ti

A.AA..L./

em o L mam a2l e

10Wu13 rinandciai r equiity/
asset ratio (owner equity),
debt/asset ratio, debt/equity

ratio, and current ratio.

Table 2 illustrates the organization
of a balance sheet. The lender
uses the balance sneet to indicate

<
financial strength and position of
the business. Many lenders prefer
an owner equity of 60 to 65 per-
cent for aquaculture loans. Any
Tavaranr lavzal varatsld mamisiea vvary
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strong earnines and some form of

é;;r_an;e“e-(-e.g., F_SA)' An owner
equity of 50 percent is probably

the lowest that would be consid-
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Table 2. Example of a pro forma balance sheet (end of first year after

PN

ponas consuucrea) for i60-acre catfish farm.

1. Current Assets 3. Current Liabilities
A. Fish Inventory $367,500 A. Accounts Payable  $2,400
B. Cash 3,000 B. Operating Loan 290,000
C. Supplies 22,800
D. Accounts Receivable 8,300
Total $401,600 Total $292,400
2. Noncurrent Assets 4, Noncurrent Liabilities
A. Equipment $228,630 A. Equipment Loan  $50,000
B. Broodstock 5,000 B. Real Estate Loan 100,000
C. Wells 50,000
D. Ponds 136,084
E. Land 163,000
F. Buildings 28,400
Total $611,114 Total $150,000
5. Total Assets $1,012,714 | 6. Total Liabilities $442,400
(1+2) (3+4)
7. Net Worth (5-6) $570,314
8. Equity/Asset Ratio (7/5) 56%
9. Debt/Asset Ratio (6/5) 0.44
1N Naht/Eanitv Datin (R/7) n 7
1V WU l—\-'ul\ ITtawIw \UI I ’ Vel U
11. Current Ratio (1/3) 1.37
12. Working Capital (1-3) $109,200
13. Debt Structure (3/6) 66%
14. Working Capital:Value of Farm Production (12/1A) 0.30

Minimum standards used by
lenders to evaluate the current
ratio (also referred to as working
capital on current position

+ /1iakhiliting)
asset/liabilities) range from 1.3 ¢

~
v

1.5 with the hlgher level being

- O

preferred. The actual dollar
amount of working capital is also
compared with the value of farm

e R R

proauciion.

Pro Forma Income Statement.

The income statement itemizes

anticipated farm income and
expenses after the second full year

of

operation (Table 3). Net farm

income, return to capital, return to

lahnAar and manacamant and
1aUuUl diild liaiiagtiiiclin, aiia

return to equity are calculated
from the income statement. Its
primary purpose is to compute
profit for a given time period.

Pro Forma Cash Flow Budget. A
cash flow budget shows cash
receipts and cash expenses by
month (Table 4). It includes only

~ach avnancoace and nravidac an
asin EXPENSES and Proviues ait

indication of when cash will be
available for loan repayment.
Cash flow budgets need to be pre-
pared for each year of the life of

At 1o fimamand Tamail
raifill

SF
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living expenses should be includ-
ed in the cash flow budget to

ensure that the need for income
for famlly support does not con-
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Personal Financial Statement. An

annlicant neade tn nravide throa
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years of tax records as well as
three years (including a current
statement) of financial statements.

Brief Resume of Borrower.
Operating capacity and manage-
ment skills will be critical to the
crinmnce ~nf a fich farminog hitginace
SULLCDD Ul A 1wit 1ariiul 6 LUdLIITODO.
If the owner does not have these
skills, the business proposal must
include funds to hire a manager or
demonstrate that the owner has
Atthan talram Ar 1arill laa $aliing
TILLICL LAanCit UL Vvl UCT Lal\.Ll16
courses in fish production. The
resume should note these courses
along with experience raising fish
that mcludes acreage managed,

A fandins vatag

evaluatmg a busmess proposal
and loan apphcatlon, lenders will
take into consideration several fac-
tors. The overall character and

honesty of the individual is con-

sidered based on his or her history
of paying other bills and character
references. Owner equity, the cur-

rent ratio (from the balance sheet),

tha 1A + ical alita an
the loan to appraisal value, and

the value of farm production are
key indicators for many lenders.
Earnings will be examined in great
detail along with repayment

ese will be viewed in

Aarmanity Th
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terms of sustaining production
over a three-year price cycle.
Collateral and capital of the indi-
vidual operator wili aiso affect the

laval Af tha landar’/e darigion
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lender will look at the financial
condition of the processor to make
certain that the producer will
receive payment within two to

u...nn waranka ~f ficlh dalivarg
nree weexs Ofr 1isn GELivELY.

business proposal. A comprehen-
sive and thorough proposal will
greatly facilitate the loan applica-
tion process.



Table 3. Example of a pro forma income statement for 160-acre
caifish farm.

1. Cash Farm Income

Catfish Sold $525,000
2. Cash Farm Expenses
A. Variable Cash Expenses
Feed 210,210
Fingerlings 42,000
Fuel 18,698
Chemicals 500
Labor 36,600
Harvesting and Hauling 28,000
Other Vanable Costs 24,000
Interest on Operating Capital 29,701
B. Fixed Cash Expenses
i. Interest 40,740
ii. Taxes and Insurance 2,000
C. Total Cash Expenses $432,449
3. Net Cash Farm Income (1-2C) $92,551
4. Family Living Expenses $20,000
5. Non-Cash Adjustments to Income? $52,561
6. Net Farm Income from Operations (3-4-5) $19,990
7. Return to Capital (6+4+2Bi-op. cost of laborb-ap.
cost of mgmntc) $47,730
8. Return to Labor and Management (6+4+2Bi-op. cost of
capitald) $48,230
Q Datiirn tn Efu uhl (RaiA_nn rnct nf lahar-nn
e TIGLUTTT LW ’ \UT‘I’ \.IP- WOl VI A \JP.
cost of management $6,990

dIncludes depreciation, unpaid family labor and the value of farm produce consumed by the
famuly

bvaiue of labor used in some other activity. Assumed to be $18,000.
Cvalue of man iagement used to produce something else. Assumed o be $15,000

dotal capital x interest rate (12%) = $32,500.

Financial Analysis of
Agricultural Business

Lee, W.E, M.D. Boehlje, A.G.
Nelson, W.G. Murray. 1988.
Agricultural kmance hlghth
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Press, Ames, Iowa
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Sween 1993. Handbook of
Budgetmg Third Edition. John
Wiley & Sons, Inc., New York.

Preparation of Business Loan
Proposals

O’Hara, P.D. 1989. SBA Loans.
John Wiley & Sons, Inc., New

Furlong, C.B. 1993. Marketing for
ur Business
by Retamlng Your Customers.
Iohn Wiley & Sons, Inc., New
York.
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