
An income statement and balance sheet
are two very important financial tools
that catfish farmers can use to evaluate
the financial health of their operations.
An income statement shows the income
and expenses over a period of time, typi-
cally 1 year. A balance sheet shows assets,
liabilities, and net worth at a given point
in time. Together, these two statements
show the profitability and solvency of a
catfish operation.

A true income statement will show the
actual income and expenses that occur
during the course of the year. Often,
lenders will use tax returns as a proxy for
income. However, because farmers can use
cash accounting to pay taxes, a Schedule F
is often misleading for measuring farm
revenue. As an example, a farmer with
more fish in his or her ponds at the end of
the year compared to the beginning of the
year has accrual income that is not report-
ed on a cash income basis. Accrual
accounting would recognize the value of
the unsold fish that were produced during
the year. Figures 1 and 2 show an income
statement and a balance sheet for a typical
600-acre catfish farm located in the
Mississippi Delta.

Generating an accrual income state-
ment requires more detailed accounting to
generate than does cash accounting.
However, an accrual-adjusted income
statement also provides an accurate pic-
ture of net farm income and is fairly easy
to generate. Catfish farmers just need their
cash-based income statement, and a begin-
ning and ending balance sheet. By taking
the difference between beginning and end-

ing balance sheet categories that affect net
farm income, an accurate income state-
ment can be produced. Those balance
sheet categories that potentially affect net
farm income are catfish inventories,
accounts receivable and payable, supplies
inventory, prepaid expenses, and any
change in accrued interest and taxes.

Financial Ratios
While an income statement and balance
sheet are extremely important, they are
only the starting point in analyzing a
farm’s financial position. Most catfish
farms can benefit from the use of financial
ratios. These ratios can help detect prob-
lems before they get out of hand. Financial
ratios basically put the numbers from an
income statement and balance sheet into
the proper perspective for analysis.

Financial ratios allow catfish farmers
to do two kinds of analysis. First, financial
ratios allow farmers to compare their farm
to other similar farms. The ratio calcula-
tion makes it possible to compare farms
that are not exactly the same. Thus, a 400-
acre catfish farm can be compared with an
800-acre farm. Comparing a catfish farm
with a dairy farm is even possible,
although as the differences increase, the
comparisons become less valid. For exam-
ple, a ratio comparison between a 400-acre
and a 600-acre catfish farm is better than
comparing a catfish farm to a dairy farm
but not as good as a comparison between
a 400-acre and a 450-acre catfish farm.

In addition, ratios allow a catfish farm
to gauge its progress over time. A time
comparison can be done without ratios,
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but ratios make it easy to adjust for size and other
changes that may occur over time.

There are 16 farm financial ratios recommended
by the Farm Financial Standards Counsel. These ratios
cover the areas of liquidity, solvency, profitability,
repayment capacity, and financial efficiency. Some
ratios require only the income statement or only the
balance sheet, and others need both statements. For
the ratios using both the income statement and bal-
ance sheet, the beginning and ending balance sheet
numbers should be averaged. This is because the
income statement covers an entire year and the bal-
ance sheet is a single point measure. Averaging begin-
ning and ending balance sheets better approximates
the average year condition for these ratios.

Liquidity—There are two measures for liquidity: the
current ratio and the working capital ratio. Both of
these ratios use numbers from the balance sheet. The
liquidity ratios give some idea of whether a catfish
farm has adequate cash to meet short-term (under 1
year) obligations.

Solvency—There are three measures for solvency:
debt-to-asset ratio, equity-to-asset ratio, and debt-to-
equity ratio. These ratios all come from the balance
sheet. In fact, the ratios are all mathematically related. 

Knowing one ratio and using the balance sheet
equation of Assets = Liabilities + Equity allows the
other two ratios to be calculated. These three ratios
tell who actually owns a catfish farmer’s farm. The
debt-to-asset ratio shows the percentage of lender
capital in the business. The equity-to-asset ratio
shows the percentage of the catfish farmer’s own cap-
ital in the business.

Profitability—There are four ratios that show prof-
itability: return on assets (ROA), return on equity
(ROE), operating profit margin, and net farm income
(NFI). The ROA and ROE need numbers from both the
income statement and the balance sheet. The other two
ratios use numbers only from the income statement. In
addition, these ratios (except NFI) need an estimate for
the value of operator and unpaid labor.

ROA shows the profitability of all the farm assets,
while ROE shows the profitability of only farm equity.
ROE should be greater than ROA. If not, then the debt
capital employed by the farm is earning a return less
than the cost to use it. A case of ROA > ROE could
occur every now and then, but it should not be a regu-
lar pattern in a viable catfish operation. Normally, a
farm’s ROA and ROE numbers are less than other
businesses outside of farming. This occurs because
land appreciation is not included in the calculation,
and most farms have a large percentage of land in
their capital base.

Repayment capacity—Repayment capacity has two
ratios that use numbers from the income statement,
balance sheet, and other sources. Because these two
ratios require more detailed data, they are a little more
difficult to calculate. 

Financial efficiency—Financial efficiency consists of
five ratios mostly drawn from the income statement.
These ratios—operating expense ratio, depreciation
expense ratio, interest expense ratio, and net income
from operations ratio—tell where income was used on
the farm. These four ratios must add up to 100 percent
because they are the four segments of farm-generated
revenue. The first three are the expenses that revenue
must cover, and the last (net income from operations
ratio) is net to the farm after expenses are paid. 

The final ratio is the asset turnover ratio, which
tells something about how assets are being used on
the farm. When this ratio is multiplied by the operat-
ing profit margin, the answer is the rate of return on
assets (ROA). In effect, profitability is determined
from the margin on products sold and the efficient
use of farm assets. For example, a grocery store tends
to have low margins, but they have large sales relative
to their asset base (good asset turnover ratio). Luxury
car dealerships, by contrast, have good margins but
low turnover. 

This publication describes the financial statements
and the financial ratios based on those statements. The
companion publication P2440 Example of Financial
Ratios for Catfish Farmers (Delta Example) shows the
actual calculations and some of the ratio ranges from a
typical farm.
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