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Abstract

Purpose: The purpose of this study was evaluated to compare the predictive power of distress prediction models by using
discriminant analysis method and logit analysis method for food service franchise industry in Korea. Research design, data and
methodology: Forty-six food service franchise industry with high sales volume in the 2017 were selected as the sample food service
franchise industry for analysis. The fourteen financial ratios for analysis were calculated from the data in the 2017 statement of
financial position and income statement of forty-six food service franchise industry in Korea. The fourteen financial ratios were used
as sample data and analyzed by t-test. As a result seven statistically significant independent variables were chosen. The analysis
method of the distress prediction model was performed by logit analysis and multiple discriminant analysis. Results: The difference
between the average value of fourteen financial ratios of forty-six food service franchise industry was tested through t-test in order to
extract variables that are classified as top-leveled and failure food service franchise industry among the financial ratios. As a result of
the univariate test appears that the variables which differentiate the top-leveled food service franchise industry to failure food service
industry are income to stockholders’ equity, operating income to sales, current ratio, net income to assets, cash flows from operating
activities, growth rate of operating income, and total assets turnover. The statistical significances of the seven financial ratio
independent variables were also confirmed by logit analysis and discriminant analysis. Conclusions: The analysis results of the
prediction accuracy of each distress prediction model in this study showed that the forecast accuracy of the prediction model by the
discriminant analysis method was 84.8% and 89.1% by the logit analysis method, indicating that the logit analysis method has higher
distress predictability than the discriminant analysis method. Comparing the previous distress prediction capability, which ranges
from 75% to 85% by discriminant analysis and logit analysis, this study’s prediction capacity, which is 84.8% in the discriminant
analysis, and 89.1% in logit analysis, is found to belong to the range of previous study’s prediction capacity range and is considered
high number.
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Table 2: Distress Prediction Analysis Method
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Table 3: Financial Ratios for Target Service Industry Analysis

Types of

: Financial Ratios
Indicators

Debt ratio, Current ratio, Interest coverage ratio to
operating income, Total borrowings & bonds payable to
total assets

Stability

Income to sales, Operating income to sales, Income to
Profitability[assets, Cash flows from operating activities, Net
income to stockholders’ equity

Growth rate of operating income, Growth rate of total

Growth assets Growth rate of sales, Growth rate of income

Total assets turnover

Activity

Names of Target Food Service Franchise Industry

Number

Paris Croissant, Lotte GRS, Starbucks Coffee Korea, CJ
Food Ville, Nonghyup Moguchon, Leeland Park,
BRKorea, BHC, BKR, Kyochon F&B,
ChungODPK(Dominos), Genesis Korea, The Born
Korea, Hollys F&B, Ediya, Born IF, Tom & Toms, Coffee
Bean Korea, Nolboo, Hansot, One n One,
Junhan(Ganggangsullae), Rich Food,
Entas(Gyeongbokgung), Amoje Food, Todai Korea,
Ebadom, Mexicana, Haein Food Industry(Nene
Chicken), Gong cha Korea, Hankukilohsam(Chogajip
Yangnyeum Chicken), EIx F&B, Shilla Bakery,
Chaesundang, Pelicana, LF  Food, Samwon
Garden,Etang(Pizzaetang), Pulipchae, Hankuk Papa
Jones, 02 Space, Jaws Food, Jangchungdong
Wangjokbal, TS Food & System, Samyang F&B, Hanam
F&B
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Step 1: Calculation of 14 financial ratios for each food service
industry

!

Step 2: Calculation of the mean value of 14 financial ratios for 46
food service industry

!
Step 3: Comparison and evaluation of financial ratio by each
food service industry and mean financial ratio by 46 food service
industry (Mean abnormality is assessed as superior and below
mean insolvency)

1
Step 4: Calculation of the number of items in the financial ratio
for the evaluation of superior and insolvency

!

Step 5: Classification of food service industry groups (seven or
more superior evaluation items are top-leveled food service
Industry and seven or less are failure food service industry)

Figure 1: Calculation Process of Dependent Variable
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Table 4: Result of t-test
RIZEULL 31 Mean Value
t-test
Variables Top- i
) leveled Fa|lure_
t-value Sig. " Food Service
Feod s Franchise Industr
Franchise Industry y
Debt ratio -4.144 .366 41031 1,955.65
. Current ratio -3.252 .013 185.79 76.57
Stability -
Interest coverage ratio 591 .628 6,291.40 -200.87
Total borrowings & bonds payable to assets 1.621 .082 39.15 103.22
Net income to sales** 591 .628 6.83 -3.26
. Operating income to sales* 3.782 .016 8.43 0.39
Zlg?l?tty Net income to assets* 2.352 .037 10.15 -4.81
Income to stockholders’ equity™** 3.982 .001 1,298.37 -385.36
Cash flows from operating activities* -2.842 .021 14.66 0.53
Growth rate of sales 1.533 126 5.56 -0.48
Growth Growth rate of operating income* 2.351 041 7.73 -98.04
row
Growth rate of net income -551 592 861.94 -961.39
Growth rate of total assets .929 .381 14.77 11.06
Activity Total assets turnover* -2.088 .049 197 121
Note: p-Value: **: p<.01, *: p<.05
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Table 6: Wilks’ Lambda
e . L ) Chi-square Wilks’ Lambda Df Sig.
Table 5: Statistics of Canonical Discriminant Function
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Table 7: Classification Results by Discriminant Analysis

Predicted Group
Top-leveled| Failure
Food Food |Concordant
Service Service (%)
Industry Industry
Top-leveled
: 19 4
FOﬁ]‘:jl?:trr‘"ce (82.6%) | (17.4%)
Observed y
Group Failure Food 3 20
Service Industry| (13.0%) (87.0%)
Total 84.8
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Table 8: Coefficient of Logit Model

n Coefficient Wald Standard Pr)
Variables .
B Chi-square| Error |chj-square
Current ratio .005 .990 .006 .013
Operating
income to -.057 .021 .381 .042
sales
NES ITEETI 0 | R 1.378 354 003
assets
Net income to
stockholders’ -.001 1.850 .001 .032
equity
Cash flows
from operating .189 .965 191 .005
activities
Growth rate of
operating .003 .509 .006 .010
income
Total assets
P ——— 2.277 1.378 1.939 .000
Constant -6.876 3.6763.676 | 3.534 .001
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Table 9: Classification Results by Logit Analysis
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