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Abstract

The purposes of this study were to analyze the profitability of audited restaurant franchise firms and to
investigate the financial variables affecting profitability. This study decomposed profit variation into the three main
factors comprising the Du Pont Identity (operating efficiency, asset use efficiency and financial leverage). The
operating efficiency of restaurant franchise firms was on the rise until 2004, but dropped dramatically in 2005.
Especially, the profit margin dropped from 13.46% in 2004 to 6.54% in 2005. The asset use efficiency has been
decreasing since 2003. The total asset turnover ratio, which can be indicative of over-investment, dropped from 1.55
in 2003 to 1.50 in 2005. The financial leverage remained stable after 2002. There were major differences in debt
accumulation among the firms, and the current level of debt was thought to be higher in the restaurant industry
than in other industries. Based on the results of a multiple regression analysis, we concluded that the factors
affecting ROE were the debt-equity ratio, total asset tumover and the size of the firm. The debt-equity ratio and
total asset turnover had a significantly positive effect on ROE, while the firm size had a significantly negative
effect on ROE. However, the current ratio and sales growth rate were not significant. The finding that firm size
and profitability were negatively related implied that restaurant franchise firms should pursue qualitative growth
rather than quantitative growth. There was no major difference in profitability between domestic brands and foreign
brands. However, the domestic brand was more efficient in terms of asset usage than the foreign brand.

Key words : restaurant franchise firm, profitability, Du Pont identity, operating efficiency, asset use efficiency,
financial leverage
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Table 1. A list of audited restaurant franchise firms
Period(year) Restaurant Franchise Firms
Lotteria, BR Korea, Savoy F&B, Shilla
1999~2005 MyungGua, SinMac, Amoje, AsianStar, Eweon,
Crown Bakery, Pizza Hut Korea
DPK, Starbucks Korea, Sun@Food, Genesis,

2000~2005 Paris Croissant, FoodStar, CJ Foodville
2001 ~2005 -
Kyochon F&B, Nolboo, Daedaefoodone, RiseOn,
2002 ~2005 Barons International, Chew Young Roo,
Coffee Bean Korea
2003 ~2005 Taechang Family
2004 ~ 2005 Relay International, SRS Korea
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Table 2. The analysis of financial Ratio in restaurant franchise firms"

Period(year) Brand origin”
Category Sub-category Total 2001 2003 2005 Domestic Global
Liquidity Ratio Liquid Ratio 86.63 74.01 68.47 93.36 90.77 80.16
Quick Ratio 73.11 62.71 56.98 76.86 78.89 64.08
Leverage Ratio Debt Equity Ratio 206.34 140.78 227.77 226.96 215.05 192.72
Equity Multiplier 2.95 241 3.12 3.12 3.06 2.78
Inventory Turnover Ratio 63.25 57.19 84.32 61.96 65.74 59.82
Activity Ratio  Receivable Turnover Ratio 64.57 72.01 56.61 63.96 39.81 99.00
Total Asset Turnover Ratio 1.47 1.54 1.55 1.50 1.57 1.34
ROA 9.40 9.87 10.49 7.54 8.88 10.21
Profitability Ratio ROE 23.26 21.10 28.33 18.65 23.13 23.47
PM 10.27 10.35 13.12 6.54 11.63 8.14
1) Debt data over 1,000% in a certain period were not included in the analysis.
2) In a year 2005
Table 3. Correlations among financial variables "*
ROA ROE PM TAT EM IRS DER LNA
ROA 1
ROE 0.721%* 1
PM 0.424%* 0.196* 1
TAT 0.372%* 0.371%* -0.335%* 1
EM -0.253%* 0.309%* -0.202* 0.047 1
IRS 0.028 0.008 0.013 -0.124 -0.082 1
DER -0.201* 0.339** -0.179* 0.034 0.973%* -0.092 1
LNA -0.038 -0.105 -0.081 -0.076 -0.009 -0.139 -0.005 1

1) ** p<0.01 * p<0.05

2) ROA : Return on Asset, ROE : Return on Equity, PM :
EM : Equity Multiplier, IRS : Sales Growth Rate, DER :

@222 758X A23A A)252007)

Profit Margin, TAT : Total Asset Turnover Ratio,
Debt Equity Ratio, LNA : In Asset
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%
Year ROA ROE PM TAT EM( :
1999 7.88 18.22 11.06 0.88 242
2000 8.66 19.70 8.08 1.34 253
2001 9.87 21.10 1035 1.54 241
2002 10.36 2891 8.73 1.53 322
2003 10.49 2833 13.12 1.55 312
2004 9.94 2274 13.46 1.53 3.05

2005 7.54 18.65 6.54 1.50 3.12
Total 9.40 23.26 10.27 1.47 2.95
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Table 5. Profitability Origin of restaurant franchise firms in 2005 (%)
Concept Name of Company ROA ROE PM TAT EM
Doughnut/Ice Cream BR Korea 152021 19.6153 12.5283 1.2134 1.2903
Dumpling Chew Young Roo 4.9834 23.9866 5.49 0.9077 4.8133
Ice Cream Relay International 23.555 52.8155 17.3993 1.3538 22422
Shilla MyungGua 4.3269 8.8109 2.4686 1.7528 2.0363
Bakery Crown Bakery 0.851 6.1763 0.4751 1.7911 7.2578
Paris Croissant 6.4601 16.1092 4.0923 1.5786 2.4936
Hop Taechang Family 14.8218 24.297 10.7671 1.3766 1.6393
Kyochon F&B 24128 4.2056 0.7313 3.2994 1.743
Chicken Daedaefoodone 1.0298 7.0106 0.4909 2.0977 6.8081
Eweon 1.8123 42414 3.1649 0.5726 2.3404
Genesis 7.1347 16.8759 2.5225 2.8284 2.3653
Coffee Starbucks Korea 17.8975 23.6532 10.4043 1.7202 1.3216
Coffee Bean Korea 11.8592 29.6487 10.5324 1.126 2.5001
RiseOn 2.2671 8.7879 2.8517 0.795 3.8763
Barons International 0.9976 3314 0.4778 2.0879 3.3219
Savoy F&B 4.0351 7.6393 22.4281 0.1799 1.8932
Family Restaurant Sun@Food 2.4844 9.0588 1.3447 1.8475 3.6463
Amoje 1.0162 4.0177 0.7558 1.3445 3.9538
AsianStar 3.3566 7.165 15.3511 0.2187 2.1346
Foodstar -4.45 -19.14 -3.78 1.1539 4.3023
CJ Foodville 1.2222 5.567 0.8893 1.3742 4555
Lotteria 1.0323 1.5346 0.9404 1.0978 1.4866
Fast Food SinMac 27.9565 24.8927 25.8916 1.0798 0.8904
SRS Korea 13.0406 121.4716 8.2118 1.588 9.3149
Pizza Pizza Hut Korea 7.0427 8.9434 3.8042 1.8513 1.2699
DPK 13.0883 35,9444 6.2571 2.0918 2.7463
Korean Food Nolboo 13.6777 27.8556 6.2828 2.177 2.0366
Mean 7.5394 18.6533 6.539 1.5002 3.1215

dZzE HErE A #23E A)25.(2007)
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Table 6. The Effect of selected financial variables on ROE
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Hog ¢ FL ALE EAHUT &4 M FHa<
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Indepent Regression

F -value Collinearity Statistic

1
Variables Coefficient t-value p-value ° (p-value ) ad R ? Tolerance VIF
Constant 110.2610 1.966 0.052
CR -0.0030 -0.132 0.895 0.712 1.404
DER 0.0232 4112 0.000%* 6.533 0.910 1.099
TAT 10.1180 4211 0.000%* (0' 000) 0.211 0.958 1.043
IRS 0.0069 0.459 0.647 ’ 0.725 1.379
InA -4.2570 -1.904 0.059 0.809 1.236
DF -5.1230 -1.138 0.257 0.821 1.218

1) ** p<0.01 * p<0.05
2) CR : Current Ratio,
DF : Domestic or Global Brand dummy
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