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Abstract This study aims to develop a distress prediction model, in order to evaluate the distress prediction power
for first-class hotels and to calculate the average financial ratio in the Seoul area by using the financial ratios of hotels
in 2015. The sample data was collected from 19 first-class hotels in Seoul and the financial ratios extracted from
14 of these 19 hotels. The results show firstly that the seven financial ratios, viz. the current ratio, total borrowings
and bonds payable to total assets, interest coverage ratio to operating income, operating income to sales, net income
to stockholders' equity, ratio of cash flows from operating activities to sales and total assets turnover, enable the
top-level corporations to be discriminated from the failed corporations and, secondly, by using these seven financial
ratios, a discriminant function which classifies the corporations into top-level and failed ones is estimated by linear
multiple discriminant analysis. The accuracy of prediction of this discriminant capability turned out to be 87.9%. The
accuracy of the estimates obtained by discriminant analysis indicates that the distress prediction model's distress
prediction power is 78.95%. According to the analysis results, hotel management groups which administrate low level
corporations need to focus on the classification of these seven financial ratios. Furthermore, hotel corporations have
very different financial structures and failure prediction indicators from other industries. In accordance with this
finding, for the development of credit evaluation systems for such hotel corporations, there is a need for systems to
be developed that reflect hotel corporations' financial features.
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Table 1. Target Hotel for Ratio Analysis

Names of Hotels Number

Renaissance Hotel Seoul, The Ritz-Carlton Seoul,
Novotel Ambassador Seoul Gangnam,
Intercontinental Seoul COEX, Imperial Palace Hotel,
Grand Intercontinental Seoul Parnas, Mayfield Hotel,
The-K Seoul Hotel, Seoul Palace Hotel, JW Marriott
Hotel Seoul, Lotte Hotel World, Grand Ambassador
Seoul, The Plaza Hotel, Millenium Seoul Hilton,
Sejong Hotel, Best Western Premier Seoul Garden
Hotel, JW Marriott Dongdaemun Square Seoul,
Shinsegae Chosun Hotel, Hotel Lotte

Park Hyatt Seoul, SK Networks Walkerhill, Sheraton
Seoul D Cube City Hotel, Grand Hilton Hotel, 7
Conrad Seoul Hotel, Grand Hyatt Scoul, Hotel Shilla

Al 26
* Private hotel company / Hotel which dose not make annual report
for Public

Target
Hotels

*Exception
of analysis
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Table 2. Financial Ratios for Target Hotel Analysis

T £ Evaluation
es o . . . .
y‘.) Financial Ratios item
Indicators
Number

Indicators  |Current ratio, Debt ratio, Total borrowings
Concerning |and bonds payable to total assets, Interest 4
Stability coverage ratio to operating income

. Operating income to sales, Net income to
Indicators . .
R sales, Net income to assets, Net income to
Concerning R . . 5
... |stockholders’ equity, Ratio of cash flows
Profitability

from operating activities to sales

Indicators |Growth rate of sales, Growth rate of]

Concerning |operating income Growth rate of net 4
Growth income, Growth rate of total assets
Indicator
Concerning |Total assets turnover 1
Activity

Total 14
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Table 3. f—test Results
Mean Value Result of
t-test
Variables -
Top Failure .
leveled t-value | Sig.
Hotels
Hotels
Current ratio 77.90 38.19] 3.683| .002
Debt ratio 54.08 636.71 1.815| .086
Indicators | Total borrowings
Concerning |and bonds payable 13.86 39.39] 5.000( .000
Stability |t total assets
Interest coverage
ratio to operating 2,178.95| 663.57| 2.326| .032
income
Operating income tol ) 171 g 9| 2.609] 018
sales
Net income to sales| -13.12| -36.70| -1.381| .184
Indicators | Sncome to assets| 485  -9.71| -1.369] 188
Concerning
Profit- |Net income to 5 b 5505 04| 039
ability ~ [stockholders’ equity
Ratio of cash flows
from operating 2.39 1.11] 2.147( .046
activities to sales
Growth rate of sales 20.01 -5.80 17| 483
Growth rate of 2033 -29.64| -1397| .179
Indicators |Operating income
Concerning |Growth rate of net
Growth |5 reomo 62.54| -343.54| -799| 434
h f 1
Growth rate of fotall o osl 45| 269| 791
assets
Indicator
Concerning |Total assets turnover 0.50 0.26| 3.983( .001
Activity

Note: p-Value: **: p<.01, *: p<.05
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