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Abstract This study employs an analytical mathematical model to estimate the optimal debt ratio of Korean
agricultural corporations, more sensitive to the government debt ratio policy compared to other industries, and the
estimation of the optimal debt ratio based on objective data. The analytical model utilizes the equation for ROE, with
the debt ratio as an independent variable, and related parameters include ROS, TAT, and NFCL. Regarding the NFCL,
the optimal debt ratio standard is defined as the debt ratio that maximizes the ROE by analytical procedures such
as adding an equation concerning the debt ratio and a linearity relationship to the analytical model, and from these
equations, a quadratic equation with the debt ratio as an independent variable describes the ROE. This methodemploys
fourteen years of corporate data. Results show that 138% of debt ratio is the optimal debt ratio to increase the ROE
of the corporations, which implies that the existing debt ratio of Korean agricultural corporations is higher than
optimal. Consequently, it is required for authorities to change future debt ratio policies in view that the purpose of
debt ratio management is to maintain safety and increase profitability.Management should emphasize characteristics
of the specific industry rather than standardized judgements based on numerical indexes.

Keywords : NFCL(net finance cost to liabilities), Optimal Debt Ratio, ROE(return of net operating income on equity),
ROS(return of operating income on sales), TAT(total assets turnover)
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Table 1. Debt Ratio of Agricultural Corporation
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Table 2. Financial indexes of Korean Agricultural

Corporation (unit: %)
debt operating total net
years ratio income to assets finance ROE
sales turnover cost
2001 | 252.92 2.59 0.98 3.53 4.62
2002 | 228.77 2.80 1.05 4.20 7.00
2003 | 233.70 1.28 1.11 4.65 3.90
2004 | 196.96 3.07 121 4.40 10.07
2005 | 187.05 2.46 1.26 4.43 10.19
2006 | 188.24 2.68 1.14 4.27 9.41
2007 | 188.55 1.62 1.14 5.36 5.34
2008 | 193.35 1.71 1.24 4.59 7.86
2009 | 173.87 2.11 1.34 4.46 9.01
2010 | 157.84 1.91 1.36 6.07 8.76
2011 | 157.06 2.09 1.33 7.94 9.41
2012 | 162.17 0.67 1.28 7.31 3.07
2013 | 176.31 0.24 1.27 7.73 1.26
2014 | 177.25 2.65 1.26 7.30 7.45

Data: KOSIS(Korea Statistical information Service)
Note: total asset turnover(unit: ])
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Table 3. Regression statistics

standard error of]
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1.15433
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Table 4. Optimal debt ratio(%)

operating total parameters
income to| assets optimal
sales turnover axb By | axb-B, | 253 debt ratio
(a) (b
1.99 1.21% 241 |1.389| 1.021 |0.0074| 137.97
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