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Abstract

Purpose - The sales growth rate has the shortcoming that it does not consider the cost, which is an important factor
in value creation along with revenue. The return on assets (ROA) is not a reasonable measure of corporate financial
performance because the ROA is the return (increase in shareholders' equity, which corresponds to the equity capital)
on assets (equity capital + others capital). The purpose of this study is to introduce new comprehensive financial
performance measures and analyze the financial performance of a resort company by using those measures.
Research design, data, and methodology - To distinguish clearly and analyze the effect of business activities and
financial activities on financial performance we explained theoretically return on equity (ROE) could be determined by
return on net operating assets (RONOA), operating spread, and financial leverage. The difference between ROE and
RONOA is determined by the amount of the financial leverage and the operating spread between RONOA and the
after-tax net borrowing cost. If a firm earns an RONOA greater than its after-tax net borrowing cost the RONOA is
levered up to yield a higher ROE. We analyzed the financial performance of a Jeju island resort company (A Co.) by
using those new comprehensive financial performance measures and new ROE breakdown approach.

Results - We found that ROE of the A Co. had decreasing trend because favorable financial leverage effect was
added to decreasing trend of RONOA in a small amount by degrees from year 2011 to year 2013. Big decrease of
year 2014 ROE was influenced by not small favorable financial leverage but small positive operating spread between
the RONOA and the after-tax net borrowing cost, and we concluded big decrease of year 2014 ROE was originated
by worsening profitability in business activities. The ROE decreased largely in year 2015 because lowered RONOA
was affected by unfavorable financial leverage effect.

Conclusions — We concluded the key factor for enhancing the financial performance of the A Co. was the profitability
from the business activities, and the key financial indicator for measuring the financial performance was the return on
net operating assets (RONOA).
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Operating Assets.
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<Table 1> Definition of Accounting Items
Items Definition

Interest expense after tax

Interest expense x (1 - Tax rate)

Investing income after tax (IIAT)

(Investing income + Interest income) x (1 - Tax rate)

Net interest expense after tax

Interest expense after tax - Investing income after tax

Net operating profit after tax
(NOPAT)

Net income + Net Interest expense after tax

Net operating working capital

(current assets - cash and marketable securities) - (Current liabilities -
short-term borrowings and current maturities of long-term debt)

Net non-current
operating assets

Non-current assets — Investments — Non-interest-bearing liabilities

Net financial assets

marketable securities + Investments - interest-bearing liabilities

Net operating assets

Net operating working capital + Net non-current operating assets

Net business assets

Net operating assets + Net financial assets

Net interest-bearing
liabilities

Interest-bearing liabilities — Financial assets

Net capital

Net interest-bearing liabilities + Shareholders’ equity
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<Table 2> A Co. Statements of Financial Position (in millions)
December 31
2011 2012 2013 2014 2015
I. current assets 35,683 18,221 6,787 9,896 14,344
Inventories 860 891 1,070 856 1,020
Other current assets 34,822 17,330 5716 9,040 13,324
Assets II. Non-current assets 325,818 326,665 323,205 320,310 431,178
Property (net) 319,413 319,897 316,482 312,942 423,669
Other non-current assets 6,405 6,768 6,723 7,368 7,509
Total assets 361,500 344,885 329,992 330,207 445,522
I. Current liabilities 126,595 152,443 125,568 121,502 117,265
Current membership deposit 117,284 143,343 116,758 112,384 107,638
Current prepaid income 1,566 1,032 54 24 37
Other current liabilities 7,745 8,068 8,756 9,094 9,590
Liabilities | II. Non-current liabilities 194,912 144,999 150,291 152,004 158,536
Membership deposit 146,085 97,803 105,106 112,102 122,486
Non-current prepaid income 41,256 37,170 32,849 27,581 22,569
Other non-current liabilities 7,572 10,026 12,336 12,322 13,482
Total liabilities 321,507 297,443 275,859 273,507 275,802
Paid-in capital 15,663 15,663 15,663 15,663 125,148
Equity Retained earings 24,330 31,780 38,470 41,037 44,572
Total equity 39,993 47,443 54,133 56,700 169,720
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3.1 X7 e S3US HMIHZ Bl QAga om, YY)

GUROAQL AZPE(spread) 5 MEE JH 7|9 2 Sxje] WEIUT HXY7EX|Q| Kfo|Ql HHAYZFX| QI

<Table 3> A Co. Statements of Comprehensive Income (in millions)

Year Ended December 31
2011 2012 2013 2014 2015

Sales 59,941 59,814 65,366 63,728 69,973
Cost of goods sold 35,607 34,453 39,405 41,301 44,086
Selling and administrative expenses 15,141 16,140 16,568 18,406 21,278
Income from operations 9,193 9,221 9,392 4,020 4,609
Financial Income 1,058 819 236 139 91
Membership deposit amortization income 16,349 10,593 7,436 6,831 6,451
Other income 1,174 194 375 228 283
Membership deposit amortization expense -17,266 -11,240 -7,511 -6,983 -6,889
Financial expense -132 -44 -26
Other expenses -36 -40 -28 -73 -72
Income before income tax 10,472 9,546 9,768 4,117 4,447
Income tax 2,575 2,111 2,540 725 965
Net income 7,897 7,435 7,228 3,393 3,483
Other comprehensive income -152 16 -538 -826 52
Comprehensive income 7,745 7,450 6,691 2,566 3,535
Earnings per share 2,547 2,398 2,332 1,094 785
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L5 G7|20(0| AA| AASHIUCE FHO[E 2011
H 2,547210| A 2015 785102 AA S|EtSHSILCE
A7|2o] AojsigdSE(free cash flow)2 2011HEE
2013E77FK] 2t2b 13592, 101, 1274 L2I0|Ct. O|2{st
a3 E ANE S8 5 7| S A7|E2 XHE(YE
2) Aslo| 22t 57909, 275909, 246202 ALBBIRIC
201440= YojHZzSEO| 57U E AY A AFE

ARO| AHEEXE HYAED FYALO| A SIS E 580 IA Eojidn, 2015H0|= AAHF=E0| O
Cf. SERIAO] SRMO| KIX|SHe HIZS 88%0IM 95% S OfBiElof 990 PP B HFRF0| LMY
FELR B[ RELMYS £ 4 HIfsSAHIe| HEO0| ALt C}.
EX= 92%0I| M 95%7 2| Yz|F 2T FAO|Ct
A7| ol =AU 20114 600 @1t 2015 70042 3.2. EXME =
2 5 S0 10029 S7ISHeIoL), HR0|YEL 2011
15%0IM 2015 7%= ZAGH0 4g0] A Aete|d A7|0] Seloez QNS o|AYs|lgdA2
22 ¥ = UL F7|=01942 2011EHRE 2013EIX]| IdYEE o8 M YN QF0AM SQE RIS
709 £E02 OHYNO|IOLE, 20141 O[OS C7IYY  MBdHe S 2Ro AIMOI8 232 SOt FAM
Ch AZSOIF7| Xl & 25 dIetd Hzto| e XX THREE Algo 2 ST £92 FYLQl mjEdloz 27
U Qe Sof HgMoR rfRmeol TAZFHIEOl  she 0| O EFESICID & 4 Tk ALUSIY2S
<Table 4> A Co. Summary of Adjusted Financial Position and Financial Performance (in millions)
2011 2012 2013 2014 2015
Inventories 860 891 1,070 856 1,020
Property (net) 319,413 319,897 316,482 312,942 423,669
Prepaid income(-) -42,821 -38,202 -32,903 -27,604 -22,606
Net operating assets 277,451 282,586 284,649 286,194 402,084
B/S
Membership deposit 263,369 241,147 221,864 224,486 230,124
Financial assets(-) -30,310 -14,016 -2,187 -5,301 -4,652
Net interest-bearing liabilities 233,059 227,131 219,677 219,186 225,472
Total equity 44,393 55,455 64,973 67,008 176,612
Sales 76,289 70,407 72,802 70,558 76,424
Operating profit 25,542 19,813 16,828 10,851 11,060
(Operating profit margin) (33.5%) (28.1%) (23.1%) (15.4%) (14.5%)
Interest income 1,058 819 236 140 91
I/S Interest expense (-) -17,266 -11,240 -7,643 -7,027 -6,914
Net Interest expense -16,208 -10,421 -7,407 -6,887 -6,823
Income before income tax 10,472 9,546 9,768 4,117 4,447
Income tax 2,575 2,111 2,540 725 965
Net income 7,897 7,435 7,228 3,393 3,483




30 Gil-Hoon Kim, Byoung-Chul Kim / Journal of Tourism & Industry Research 37-1 (2017) 21-31

Hu
=
o
0R
x
=
nju
08
it}
o
ofn
=l
w22

oo Hu
Ot
)
-1 o
Ar |o
Ot
2
i
_I'_|_
k]
na
ot
X
ox
0
0%
l—,—_l -

rQ
1
=2
>
rr
oy
__>;|_
1z 13
>
uA
HL
inl
i
2

_0'_|-
of Mo U I
m

for 40 2

ot

x

>

N

QI
o Jo rot
L= =]
my nk 40

A 3@
T op
>
N

1z
[

A 20114
6322, 106

2t 1
Feze o

2 M
Hu
d
3
o
rr

4
m
)
<
o
e
>
=2
T
_I:
=]
o 0 2
o
o
rlo
N
M

Af, 7443, 684, 649
g =HLE Haot
<Table 4>0f= AZ|Y MM 245 6 =3
of MFLEfet 7807 LIEFLE QUCE 1TH5E
H7HK| o] YA of 280097 Loz 2 #H30| §
RAQLt, 20150 Ef XS] =S ASEAE S
of =FYXHto] 4,021z FIISIUCL &
BE2 3K @1 =Xgs 4 |[H=l=2l 2| =al
of oot &gt Sz Qg LYSIACE. SYmAtitnt =Xt
g HE2Z QY AtEo BiE2 2011E & 44493
oA 20154 U 1,766ARASZ 1,300 0| F7RILCE.
20154 A2l g4t S7t= d=EAL IYo|n, 24
712t & HiE2 Stk slEYeladdse =8 = HEY

© 20111 7639LI0|A 2015 7642902 514 7|7t 5

ol
N
St
E

oj
N
k>
rir
M ok

oF 2 BSO0| gloLl, FYUO|AER 2011 33.5%0|Af
2015 14.5%2 =2/ M0| IH Utz ALCH.

3.3. MFgut 24

<Table 5>0= AZ|/2| &0 2Ot X1 WEEM0
Helot=s =¥ 29% MFYE WRYaE 0[83t9
WEEIE =A% Z7F MAIZ[O QACH AZ|HO| A7 |Rt
20|9E(ROE)2 201113 17.8%0)A 201213 13.4%=2
4.4%p Bl2sta, 20130 11.1%2 20| o[l =,
201440j= 51%2 3H Sl2HSIA O, 20150 CHA|
3.1%p7t SI&5H0] 2.0% +ES LIEHD RACE

A7\l BXHE0|YE(ROA)Z 2011ETE 20137t
A 22 22%2 79| #HSO0| gitt Of2{sh HYO| LiEtH
HOlS EO XtM3| 24l 2EE +4dS L= bi=
HOIAE(F7|=0l2/0iF)0] 2011 EFE 3EZE 10% &
oM 2 #s0l g1, g5ds LEt= SRt ™ ES(0)
EIBRHNE 20%0|M 22%2 2 HES0| ¢17| W&o|ct.

M2t MSHQ ROE ZMof| M2\ 3 2HHo|Af2)
HEMIE FHHo=z &=Xst= ROEZ} 20114 17.8%0]
A 2013 11.1%=2 SHEfSH o2 RMEE HES LE
= M7 R(ESAHAZ[R2)7 SHefst E20l2ta

2 = ULk

<Table 5> Analysis of A Co. Financial Performance

2011 2012 2013 2014 2015
DROA [(a)x(b)] 2.2% 2.2% 2.2% 1.0% 0.8%
Typical (a)Net income/Sales 104% 10.6% 9.9% 4.8% 4.6%
ROE (b)Sales/Total assets 21.1% 20.4% 22.1% 21.4% 17.2%
Analysis || o Total assets/Total equity 814.3% 621.9% 507.9% 492.8% 252.3%
ROE [Dx@)] 17.8% 13.4% 11.1% 51% 2.0%
DOperating ROA (RONOA) [(a)x (b)] 7.2% 57% 4.4% 3.2% 2.2%
« NOPAT(100millions) 201 161 126 91 87
+ Net operating assets(100millions) 2,774 2,826 2,846 2,862 4,021
New (a)NOPAT/Sales 26.3% 22.8% 17.3% 12.8% 11.4%
Ali(IDyEsis (b)Sales/Net operating assets 27.5% 24.9% 25.6% 24.7% 19.0%
@Net borrowing cost/Net borrowing 5.6% 3.9% 2.6% 2.6% 2.4%
®Financial leverage 525.0% 409.6% 338.1% 327.1% 127.7%
ROE [@+(D-@)xB)] 15.9% 13.2% 10.7% 4.9% 1.9%

* ROE difference between typical ROE analysis and new ROE analysis results from that gains (losses) on

disposition of assets is excluded in new ROE analysis.
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<Figure 1> Trends of A Co. ROE and (Operating)ROA



32 Gil-Hoon Kim, Byoung-Chul Kim / Journal of Tourism & Industry Research 37-1 (2017) 21-31

PSR 25t WEH HutE LtEHH= FYROAE=
20114 7.2%0Af 20154 22%C2 X|&Xoz &j2ksin
QICH

2011 ASE 2014E7EK| 70| Oi=2 HESHI| 2
YOIAXIAS ADIL} HEHOZ ALRSIFEXIS LIEHYE
XNE Feeitz|deiEsW/ILeitihe 25% L2/
M 2 #30| gich

AZ|0| T2 AEEXIL HRP OHEE MHAMYS
2 2F:e 2=EV|gol2ts JZHUM 2 I, AZ|RQ
Atz 80| Y Hz7|PECH B0 R el 0f
FE olsig = ULk
[2hA 2011EHEE 2014EH 7K SYROAS| ZtA A9
23t 2212 JYHel ZFAM J(Ye| DfEo| Lokt
O] R=XE HEHe XEQ OjEHIHO|YE(N
o|2/oj=2)0| 2011 26.3%0|A 2014 12.8% =2
2 sfaist ot & == ot
1MEEH 201487HK]|&= AZYHE(YEROA — MES
FE)7t 2(+)0|E2 HiEtZot MR HE|X| ZDH7F LIE}
Lt £XHE Bio| Ar8'tF ROEVt S7t3tC}

2011 AL E 2013E7HK|= FRIROA ZiA FM|0| MFE=
g2 X| (=2 E)7t Zastol el siEEsH TiE e
21X 2ot HE AA F7tE0f ROEZF X[EHo =2 A
St ACEH

YYUROAZ} FNH o= otafsh 2014H0|= HHZO| H
o P22 X|(=2MH=2)7t Zdast 2ok Ao gln
2O E(HPROA - M=Z=&O0|XHE)7t HHEE 1.8%0)AM
20143 0.6%2 A I2tst0] HIZHESE IHEYHE|X| &
b7 2opy ™HEEo| Hish ROEZF 3 A 3tistRACt.

201419 AZY E B0 MZ=0|Atg Hs2 8i=0
FYROA gftof| ME ZAugt= ZHOAM = If 2014H2|
ZXQl ROE state A= FABSOAML =24 Azto
MO oS #e = ULk

olfet 242 2011ERE 2013E7tX|2] ROE 3}2{9
F8 0| =Y E L= HEHo|YEL EHEYE
LtEfL = SAtA2[HE2| MS0| ot HX{=EH HlgS Lt
Bt TFHEIX|(ZXHYALZ|AH2)7L StEkst 20| 1,
2014H9| ZR= £AHS LIEIH= UfEA0|YE0| St2t
o IjZ0|2t= ©&ZXQl ROE &A1} CHH|EICE

MZ& ROE FIZHo| MEH JYPHSE QI
42 LUEYe OiIEUALo|YEM=Sol[2/oj=2
20114 27.5%0|A 2014 12.8% 2 X|EHOZ S}Ef
22 o 4 rt

201559 42 YYUROAZ} MUET 3.2%0|A 22%ZE of
2150 M|S20|AFS 24% R0 SHOPN Q3|2 ATy C
(22% - 2.4%)7} &(-)0| =AM =OtEl FYUROAO| HiZHEIS
K| Q2(unfavorable) A{F2|H2|X|&Eat7F E8HX| 1 QICE

(2t HRYROAO| HiEHAISHfavorable) AZF2H 2| K|
417+ dhMlSt(levered up) 2014EELCH 2 Z0=2 20154
ROEZ} 5l&fstn QUC}

2014E7HX| HYROA 312to| =@ RQlo] AYUFQl

riu Hor 4> ¥
0 1°
2 0x

i)
>
S 1H
|0

2 4

d
3@ © 19

)
t

o

HolM oiEo| Lot +=990| A=XIE LtEH= X|&#Q
OfEHSHOIAEMZSHo|A/OfEAH)0] 2 Zo= ot
oF Mol His, 2015H2 BRE= OHEASYOIYEO
12.8%011M 11.4%=2 TEMH| &% Stafol 90l DIES
YEot7| flof YP=AMES 2Ol BEH2E AMESIY
=XIE LBt E XEQ YA E(0E A/ S YRt
200l 24.7%0|M 19.0%= THEL{H IA siEe 2200|
SAOf HESIUXT O T SY=AHUSTEO| £L0F IA
dets 01X Znt2ta EEREICH

20150 AZ|R0| Ef XY =S HF=EAE Soff ¢

ot 27| 2 BHEEACHD & 4= UL

o|2{st 242 20154 ROEZ} 2014 5.1%0A 2.0%
2 3 WopRl 20012 ROAZL 2014 1.0%0)A 20154
0.8%2 dt2tot QQlx RUAX|BH YR 2| X|(EXFLXLZ | K
)7} 201413 492.8%0f| A 20154 252.3%2 A sl2tst
0| Alt= MSHQ ROE M1t CiH|EC.

20150 AL 2()9 AP S(YYUROA 22% - A
FE0[AHE 24%)7F Ldst0] M2 w=2H 2| X|(= R H[E)
7t #2%F ROE7Z} &A= HHEASHA| 42 HF2fHz
K| =07} LIEFLECE

et 2 AZ[0] HEEAL ot XUs2=Z Ef
XY =g A4stdE 49 MRHEIX|7 =O0kK| 1 Hf
2HE|8}K| MY 2K 21t 20| ROEZ} 2.0%E
Ct Nz Of et
HA = M AZ|el WRYaE HMst|

% A

o
el g Mgk

&2 Mo
rlo ro

-
o

1% ot
mjo

ofm 3
[e]3

F

in|

d
o
jo

>
b

i
> 1
30 1o
M

k=3
—_

o 79 rig
ne 1¢ pr Ho
T

o

2 oifol 82 Mz FuHel 7|Yol YRy
2

HU /s rir
>
rx
o
10 T
E"i”
02
i8]
Pl
o
=
o
0Q
0%
H>
_>'-|_
r
fim)
o
=
Jot
el

[Ralin®]

Of AH=-guatof ojx|
=57 fI5t0 A7)
|9 E(ROE)2 YYUROALL M=&O0[AtE S &XF2
H2|X|o <3 Z2FECtke AE o|l2N2z #2335, O
HESS A8t M22 MFEY YHoz AZ|ge e
¢

rhr
e
-
2
x
rr
08
1%
ot
=
=
o
i
HI ofn

=

= .
HE2HS AR 21 AZ|2 2011310 2013 EH 7K
ROA2| #1E2 gl Hls YYROAE ROEQ} Bt
ME XEHo= It Ues AR LIEMRICE

ROAE= 2014\H0f ™A ChH| 37| St = 2015EH0|=
AZE sj2tsla oLt YAROAS 2014EH1t 2015H0 =



Gil-Hoon Kim, Byoung-Chul Kim / Journal of Tourism & Industry Research 37-1 (2017) 21-31 33

ROEQ} H|x=ot =M ZE &t25t0] 201540 = ROEO| =&
st QlCt

MZ& ROE FZHo| MEH JYPHSSE QI
42 LIElYE Oi1EALo|AdENMZIE0|/OiE
20113 27.5%0| A 20144 12.8%2 X|&XHo=Z &gt
22 ¢ & Ut

2011HEEH 2013E7HK|= FYROA LA FAM 0 MRe
2| X (=2 2)7t ZaTol el diEEst TiFaH
2|X| 2ot ME A F7Hz|0f ROEZ} X[EXHO=E A
ot Aoz EME|RACE

FRYROATL =M HC 2 81ttt 2014H0|= MELZO| b
S Rl 2| X|(=2 A 8)7F Zast 2= Ao gln
2OYE(FYROA — MZ&=0|XHg)7t AR Hsh 37
stefsto] HiZrES MR HE|X| 7ot Zoty MER0|
H|sll ROEZ} 3 A ot=tsiRALCt

2014H0| AZY E B2H0| MZ&O0[XtEe HE2 e
Ol YYROAQ| sieto) M2 Zijghs ZHOZ = U 2=
2014H0| CHEXQl ROE 3jZtr FUZTZO|MO| £=N
otstolA| O folg &2 = ot

201549 42 YYROAZ} MUHELHL} 2tst AZ=&
O|Xtg ECt: ROIN 23|23 AZP =7t Z(-)0| =AM &
OfZl HAROAO| HEEISHK| g2 XHFEH | X207t o
SiX| UL

2t G YJROAO| HRZFEISH X 22|H2|X| a7t 2
3t 2014HHCH 2 Z02 20154 ROE7} }2kstn QIct

2015H9| ALE WEHFAO|AEO| HALCHH| AE
stafst eolnt tjE2 HESH7| flsf SY=ALS Lot
BEXNOZR MEBIIFEXE LELE XEQ FY=XHitg]
M=/ g=xtihol MECHH I3A staist Q0lI0|
SA0 ZESIAX|T 1 F YA E0| ECt A
@2 O/Fl Zajakn EEHEICE

O|HL 2011HEE 2013E7IX|C| ROE &}2to| =0
Q10| =g LIEt= EAUO|YET} EHFEHS LIE
£ SRS S0 #ME0| ot BMEL HIES LEILE
i 2| X|(ERHAAEZ | RF2) 2t SHafst mjZ0[|1, 2014H
o 4R& YUY E LIEtE= HEAUO|YEO| sttst HE
Ol2H= MEX0Ql ROE &Mt Cid|=lCt.

st 2015 ROEZF 201440 H|s| 2A wopzl Lol
2 ROA7} 20144 ECH A% ettt 0l UX|TH X2
H2|X|(BAHERZ|XH2) 7 3A| siatst @&0] ACke= M
580l ROE #Mnt: CHH|EICE
ME SoiAM A7|Yel MREME sty st
2012 Jdezgso= Qlst =4 Ho|x, Xy

it

4

2
3@ © 10

)
P

o)

rE
o

I o

o

1A
ro Hr

el 7HXE H8ots AdHel MR s &
LA E(YYROA)OIEH:E A & == UL
TN 2 Mz2 SYHe 7|l MEgat
P Ages 3 MFESo| MPgao ojxls I
Yot 25t 2M5t=s MZ2 ROE HZHE
of T=xlof 7|gel d1tE HEoH 245t B
H =82 & & W[ 7|t

e 4o 1%
0% rir AY 0 O 1
o2 HAH
o re - B

mjo 4

C

tT

=
40

Sy e
Ot
rir

References

Chung, Hay-Young, & Lim, Dae-Kyu (2010). Effects of
Customer Satisfaction Persistence on Firms® Future
Financial Performances and Market Values. Korean
Accounting Review, 35(4), 163-192.

Kim, Gil-Hoon (2016). Impact of Customer Satisfaction
on Financial Performance in the Hotel Industry. Journal
of Tourism & Industry Research, 36, 17-34.

Kim, Gye-Soo (2014). The Causal Research between
KNPS and Business Performance. Academy of cusfomer
satisfaction management, 16(3), 169-186.

Palepu, K. G., Healy, P. M., & Peek, E. (2013).
Business analysis and valuation.(3rd Ed.). Cengage
Learning.

Simons, R., & Davila, A. (1998), How High Is Your
Return on Management?. Harvard Business Review,
76(1), 71-80.

Yi, You-Jae, & Lee, Cheong-Lim (2010). The Dynamic
Effects of Customer Satisfaction and Referral on Firm
Performance: Focusing on KCSI and KNPS. Korean
Management Review, 39(2), 279-307.



