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Chapter 1

SWOT Analysis of KFC

A SWOT Analysis of KFC

KFC fast-food chains are currently under the restaurant division of PepsiCo
Incorporated. PepsiCo is a corporation with three divisions including beverages,
snack foods,' and restaurants. The fast-food industry is highly competitive and
includes external threats that are sociocultural,? demographics® political,
economic, operational, competitive, and substitutional.

Some major threats include the changing attitudes of society toward healthier
eating habits, the unstable business environment in Mexico, and the fluctuating
exchange rate' of foreign currency in Japan, Mexico, and Canada. There is a
saturation® of fast-food chains in the domestic market.

External opportunities exist in several areas, including the international
market with an excellent opportunity for expansion in Europe, Asia, and
Germany in particular., Domestically, the opportunity exists for fast-food chains
in nontraditional locations. Grants and senior incentive programs® provide
opportunities with societal benefits for black youths, and senior citizens.

Internal strengths include PepsiCo’s organizational strength of a forward-
looking approach in the management of its divisions. Emphasis is placed on
capital investment and growth. Their policy of being the first to establish a
presence in an area is important for success and vital in the restaurant industry.
The financial position of PepsiCo is very good. The corporation compares well
with industry averages. Operationally, they have improved the health

environment of their employees and customers by enforcing a smoke-free policy.
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Also, they have increased employee training for better service and cleaner
restaurants.

Organizational weaknesses include the extreme pressure that is placed on
PepsiCo’s managers to produce, and the limited flexibility of their restaurant
franchisees. Thesc policies create high turnover’ in management and contract
difficulties with franchise owners. In marketing, KFC restaurants are not
restricted from locating within close proximity of® other KFC restaurants.
Operationally, they are experiencing problems with their suppliers, and food
quality problems in India. Financially, PepsiCo has only a couple of minor
weakness. Their liquidity ratios are a little below industry averages, and their

debt-to-assets ratio is slightly higher than what is considered normal.

External Threats

Sociocultural ;

Society’s attitudes have changed in the past decade toward eating healthier
food selections, eating fewer fried foods®, and eating more reduced-fat food
selections. The majority of KFC’s menu items are fried foods.

Economic;

Fluctuating foreign currency exchange rates in Mexico, Canada, Australia,
Japan, Korea, New Zealand, Spain, and the United Kingdom are an external
threat to KFC being that they have more than 3,640 international locations. An
increased in flation rate in Mexico poses an economic threat of lower profits and
revenues in KFC’s Mexico locations.

Competition;

The external pressure of lower prices by competition is a current threat.
McDonald’s will be lowering their prices to help regain sales due to competition.
Industry analysts say the U. S. has at least 5,000 more fast-food restaurants
than it needs. The saturated fast-food industry in the United States creates an

intense rivalry among competitors,
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Substitutes;

There are six major business segments that comprise the fast-food market.
The number one segment as of 1993 was the sandwich segment. Other segments
include: pizza chains, family restaurants, dinner houses, steak restaurants, and
chicken chains. An increase in demand for these other segments represents a

threat of substitutes to the fast-food chicken industry.

External Opportunities

International Expansion;

Opportunities exist for expansion of fast-food chains in the international
arena, in particular in Asia, and Europe. Expansion can only be made by tailoring
product development to match the needs and wants of the foreign country in which
they are establishing a food chain. Particular attention must be given to the
individual country’s customs and cultural practices to be successful. For example,
in Germany, it is customary to serve beer in dine-in restaurants’'. In Asia, the
customary dress'? of the people should be considered. In Europe, a more formal
setting should be considered with comfortable seating, a restaurant-style
atmosphere conducive to long conversations, and servers instead of ordering up
front at a counter.

Sociocultural ;

An external opportunity exists in efforts to improve the social environment of
local communities and society in general by offering innovative, community-
involvement programs'. KFC has instituted the following programs: “ $ 1,000
Neighborhood Grants,” to benefit mostly black neighborhoods.

Demographics:

Single-person households have increased a lot. As a result of this increase,
individuals are spending more disposable' income on eating out. There are also
more women in the work force than ever before, and this continues to increase.,

Because of this, traditional family income has risen. Due to these demographic

e 3 »
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changes, opportunities exist for expansion of restaurant chains to compliment®
and meet the new demands created by these changes.

Another external opportunity is a greater variety of menu choices. These
choices can be made and tested on the basis of location and demographics. In
particular, the domestically-centered ethnic'® and cultural areas that have
significant populations of Asian or Mexican-Americans, with additional menu
items attractive to these cultures.

Auvailability ;

There is a growing trend in opening the fast-food segment market in
nontraditional places such as airports, malls, hospitals, amusement parks,
concert halls, and convenience stores'’. These types of locations have barely been
integrated'®, which provides an excellent opportunity for expansion.

Expansion possibilities also exist for opening fast-food chains in areas not
currently marketed in smaller cities throughout the United States that have
sufficient size to support a franchise.

Seventy percent of households own microwaves today. Another opportunity
exists in consumers’ desires to shift to the types of products that can be easily

prepared in microwave ovens.

Internal Strengths
Organizational ;

PepsiCo’s corporate mission statement best sums the organizationél strength
of PepsiCo and its restaurant segment, of which KFC is a part;

PepsiCo’s overall mission is to increase the value of our shareholder’s
investment. We do this through sales growth , cost controls and wise investment
of resources. They believe their commercial success depends upon offering quality
and value to the consumers and customers; providing products that are safe,
wholesome, economically efficient and environmentally sound; and providing a

fair return to our investors while adhering t0'® the highest standards of integrity.

o 4 e
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KFC continually looks for ways to become more efficient and to increase their
profit margins®. In 1989, as a part of PepsiCo’s reorganization, they revised
crew training programs and operating standards. In 1992, KFC eliminated many
middle management positions and placed more responsibility on franchises and
marketing managers. Compensation packages were tied to customer service and
restaurant performance.

In an industry where it is extremely important to establish a presence before
the competition, KFC has a strong capital investment approach. In 1997, they
established a goal to build 1,000 new restaurants in the United States over the
next three-to-five years.

KFC signed new contracts with their franchisees in February 1997, marking
an end to disputes arising from 1989. PepsiCo has a successful program of selling
company-owned restaurants to franchisees.

PepsiCo strives to maintain a corporate culture where they see personal
opportunity as vital to their corporate growth and “winning” atmosphere.
Marketing .

Place: Some important strengths of KFC’s marketing strategy include a
number of changes they have implemented in the past few years to increase
customer access. KFC has answered the fast-food consumer’s demand for
availability in nontraditional locations by opening restaurants in shopping malls?!,
airports, stadiums, amusement parks, office buildings, and mobile units.

As an additional outreach® to their customers, KFC has initiated a home
delivery service in 14 states.

Product: In 1992, KFC expanded their menu to include a greater variety of
foods that are lower in fat than fried chicken, such as Oriental Wings, Popcorn
Chicken®”®, and Honey BBQ Chicken. They also introduced a dessert menu,
which provided a selection of pies and cookies.

KFC uses traditional taste-testing methods? implemented by the Colonel
approximately 40 years ago. To ensure only the highest quality and best-tasting
products for KFC, a team of six franchisees and operators and two “chefs”

e 5 o
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comprise the “KFC Chef’s Council”® who develop, taste, rate, and evaluate new
product ideas. The Chef’s Council members are from various parts of the
country, representing regional taste preferences® of their customers. Once a new
product has passed inspection by the Chef’s Council, KFC’s market research
department conducts additional tests. Each week 100 people, who represent
customers, taste the newest products. If the products receive a good taste rating,
they are then tested in three or four cities. The Colonel’s quote still stands for
KFC. “Hf it doesn’t taste good, don’t serve it to the customer!”

Promotion: In 1991, the Kentucky Fried Chicken logo was changed to KFC
in an effort to decrease emphasis on the “Fried” element of their chicken. ¥

In 1993, KFC implemented new “ Neighborhood Program” targeting
company-owned restaurants in designated areas to offer ethnic menu items relative
to the demographics of those specific areas. Houston, Dallas, Los Angeles, St.
Louis, New York, Chicago, Philadelphia, and Washington, D. C. , offered side
dishes® to appeal exclusively to the black communities in this promotional effort.
They also promoted the “Neighborhood Program” at these locations by wearing
African-inspired uniforms. In Miami, KFC tested 13 Hispanic-oriented
restaurants by offering side dishes consisting of Mexican food items. These
promotional efforts increased sales from 5~30 percent in the testing areas.

In 1996, KFC promoted their “KFC Mix & Match” bucket using the dog
“Moose” from the Frazier television show. This particular advertisement was
aimed at football fans during the bowl season,” and continued to air through
Super Bowl Sunday.® In appreciation of Moose’s acting efforts, KFC donated
$ 1,000 to the American Society for the Prevention of Cruelty to Animals. '
Operational ;

Operational strengths include the implementation of smoke-free facilities.
This includes PepsiCo headquarters’ prohibiting® employees from smoking on the
job, and prohibiting smoking in most restaurants. In a statement made by the
company the new policy was implemented for the following reasons: “this was to
protect the most vulnerable®® and helpless nonsmokers: infants,3 toddlers,? and

060
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other young children”. This new policy is not only attractive to nonsmokers, but
especially to the parents of small children and infants. The smoke-free facilities
also appeal to environmentalists who want a healthier environment. The
prohibition of smoking on the job may also result in healthier workers and less
absenteeism® due to smoke-related illnesses.
Financial

PepsiCo’s most impressive financial strength is internal cash generation.
Significant positive cash flows are available after capital expenditures and
acquisitions. Top management expects PepsiCo’s restaurant segment to generate
$ 16 billion in cash after capital spending during the coming three years.

The financial ratios of PepsiCo are in line with industry standards for the

restaurant segment,

Internal Weaknesses

Organizational ;

PepsiCo, as a rule, hires the country’s top business and engineering
graduates and promotes them based on performance. This creates rivalries among
managers. If a manager fails to perform, he or she is quickly replaced. This
amounts to less employee loyalty and high turnover rates.

The above management style contrasted greatly with KFC’s traditional laid
back approach, where employees were accustomed to stability and employment
security. This difference in styles made for a difficult transition when KFC was
purchased by PepsiCo.

Another difficulty arose with PepsiCo’s implementation of new franchise
contracts. Prior to the new contracts at KFC there was little interference from
management in regards to day-to-day operations. PepsiCo would now have the
right to take over weak franchises, relocate restaurants, and make changes to

existing restaurants,
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Marketing:

Place: In efforts to reduce the amount of company-owned restaurants and
increase the number of franchises, PepsiCo closed about 300 stores they
considered to be under performers. They also provided for the cost of closing
another 200 stores in 1996. KFC’s restaurants are beginning to decline in number
instead of increase.

KFC locations are not protected by the corporate office with exclusive
territorial rights. New KFC restaurants can locate in close proximity to other
KFC restaurants and take business away from the existing KFC restaurant.

Price: PepsiCo’s management has the right to raise royalty fees®® on existing
restaurants upon contract renewals. * An increase in royalty fees may directly
affect the consumer’s prices if the individual owned restaurants pass along the
increases to their customers.

Financial ;

PepsiCo’s financial position is very good, but they also have some possible
weaknesses. Their liquidity, as indicated by the Quick ratio, is below industry
averages.

On the basis that 50 percent or less is good for a Debt-to-Assets ratio,
PepsiCo’s average of 72 percent from 1993 to 1995 is considerably high.

PepsiCo’s Times Interest Earned (TIE) ratio is good, but is also below the

industry average.

w Background of Related Persons and Companies

1. KFC fast-food chains are currently under the restaurant division of PepsiCo
Incorporated.

HE B RERBESCURBTEELA AR THERS X,

BE (KFC) Rt 5 8 K i 45 38 B 5 b, B 04730 KFC B 23
* 8 L d
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HEET 1987 FH AL IR, F—FBTEIE T EEHHFEXT L. 1996 F 6 A
25 H, BB PEE 100 ZIEEILTRIL.

PepsiCo Incorporated (B H A "DAMET 1898 ., HEl. BFARIEREA LUK
A5 i B EAUREERA R VB ER S ERRA AR ER R TOB R AT LR 1.

Pepsi(BHARD B A L BANHMHE R A AR Z—. 76 EFR GBI 2 5 725 8
2000 4 IS5 N2 HBANME RO HEA P, BEATIKRLL 66 LR TH SN EHESSE 35
fii, 7£ 2001 4F 2 A 19 H XEKMEVARIAHKENF KN LRBEZHEZH LA H
frgp, BEAFAAIIPORAT AT .

McDonald’s will be lowering their prices to help regain sales due to
competition.

HTRES ELHFRIURBNK T RBHHKEHER.

McDonald’s Corporation (% X435 A D UL EREMLELE. 1955 F, 5B HE
FEUDTE - RELHET HRXRLWEHAL  HEZFEER, M08 5, 4R &,
WM E. EYERERBEBGAM, E 1983 £, BRLEC BT 6000 K., 1967 45, %
HFEEMERFDHTERESNFE UEES LS ZRBBHR. 3 1985 45, HIMEEHY
HERMHE BB /5. &40 BMEARE, EXEE 1800 BH ANFHE K4,

@ Notes

1.

snack food /piz, BE,AKRER

That a snack food is seen in Western culture as a type of food is not meant to
be eaten as part of one of the main meals of the day (breakfast, lunch,
supper). Rather, the food is eaten between regular meals,and it is intended as

something to temporarily satisfy a person’s hunger and provide a brief supply

of energy for the body.
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9.

10.
11.

12.
13.
14.
15.
16.
17.

18.
19.
20.
21.

TG H LS  snack food A EFBR(BR,.FE KB OFH—HT MEEX=ZBZME
FE L AR LA E R G RBILRF VA GRS EENER.
sociocultural # 4 3rfbiy

. demographics A O%it

Characteristics of people such as age, gender, marital status, etc. , which are
used by marketers to segment the market as a whole
AN HIAF I 5 AR AR B0 45 7 T B RFAE B BT S BB R RE LR fT S S .
fluctuating exchange rate JCREEF
saturation {0
incentive programs ¥Jhit %l
turnover  (RIDWE, (B IT)H %k, B
within close proximity of & E AL YR
fried foods MWtE&Y
reduced-fat food (KIS
dine-in restaurant R
EESMEHE LRI, RS B2 dinein or take-away? BB & U, 7E 8 18 15 7% 2
W 7
customary dress 34 i iR 2
community-involvement program #[X £ 5it%l
disposable # % fip gy
compliment  FR#E, [ oo HE. BAXHE MR U HMER
ethnic A Fh#g, Fi ik 19
convenience store & |5
small store selling food or household goods, open until late at night, or even
24 hours per day
HE R M EERGN/NEE, T RERA 1T, 58 24 N E
integrate f# B, — &AL EFH A
adhere to IR#%
oberating standard & 4{EAR%E
shopping mall k%W 4 .0
e 10 o



Chapter 1 SWOT Analysis of KFC

LD~~~ ~ED L~ ~E D~~~ LD~ TP~~~ ~LN LD~ P~ ~LPN IO T LD~~~ <P ~IN T~ I~

22.
23.
24.
25.
26.
27.

28.

29.

30.

31.

32.
33.
34.
35. toddler W% ERME T
36.
37.
38.

outreach  fdiiy, B JF . 4E

Popcorn Chicken 38 7E

taste-testing method B8 i 4

Chefl’s Council FIMER &

taste preference [IBERZE

In 1991, the Kentucky Fried Chicken logo was changed to KFC in an effort to
decrease emphasis on the “Fried” element of their chicken.

B 1991 4R, 0 1755 /10 K38 o f “ i K 79 38 18 , the Kentucky Fried Chicken B945 8
ML T KFC,

side dishes fig3f

main course F3¥; dessert BEEHA

bowl season FFHEES

bowl game #f /23 KX 2Bk B A5 FE (playoffs) , ufiT4r M 4 [E I BR A o 5 ) I 95 45 4F
£ A {10 74 445 412 06F B A% o TR LE B BUAT — 3%, B — AT LAFS B2 6K, #1480 Rose Bowl
(BB, Orange Bowl (#§ F#8), Cotton Bowl (RTEAR) Z %, W R B} ] £ 76 2 dE 3
HiT )5 .

Super Bowl Sunday #BE&#EHA

Super Bowl Jg Bk 3¢ 302 BRIK B8 (NFL B 858 98, ft NFL B 45 55 I 1 BR A 4 25 4F
EBEE, SRS REE ANE B0 %

In appreciation of Moose’s acting efforts, KFC donated $1, 000 to the
American Society for the Prevention of Cruelty to Animals.

A7 BB Moose £ 45 RE P AT 9% 1 KFC M2 HE P ik BRI 2B T
1000 # .

prohibit % |- B ||

vulnerable B2 #m

infant 1),

absenteeism ;¥ T
territorial right K47, FEA SO 6 0 R AR 85 8 X A AL A

royalty fee  $ifF2 E (s F 2
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39, contract renewal &R&%

A OB Concepts

© SWOT Analysis EH#4r4r8:
SWOT S #rBp & & or 4, B 20 42 80 R IB L, WA EXFHHHRE. LR
(Strength) .4 #(Weakness) .14 (Opportunity) . Bl ( Threat) . X #5 8 R ¥ SH 5
S RFEVIHRKKE M EBENILE S H DL 8 12 5 86 Ok, KR
B CHES ) R G R R G P i BAR R & 0 B R M T E R SR AN LA 447, M8 it — &
FIMR S5 . A5 I BHEHAH —EMREHE.
18 FX PP 5 ¥ AT LA B ST XS R B AL 0 1% B F A7 2 T R 46 . M 0 1) 7 5 . A AR 4B BF 5%
235 S ) R A L B R B R A B R RS . SWOT M 8% % %A1 F bl e S 1 & R 4%
BE 50T 8 X FAR O IEBRIE AT ERBERM TR —.

© organizational strengths £ 41 {3

O capital investment and growth ¥§A$ % & ik

© financial position 1% R%

O industry averages 17\ {9 5F 3K F

O franchisee  H¥F 2B SARN A, B2 FHIENE
5 Z AR #9 £ franchisor(franchiser) $2 F 5 iFAUE , 35 45 F A5 AU BLF S50 .

© franchise 4%i540; 4. FIFraEN

O liquidity ratios i 3 H )

Ratios that measure a firm’s ability to meet its short-term financial
obligations . #f B — /& R B BB H T F AT E B H 5 1 —Bo %,

O debt-to-assets ratio i %= %

© inflation rate FE%E Kk

© revenues U A

O substitutes  #FH{t 5

O business segments [ & 414>

O needs and wants (HZE)FER

O shareholder’s investment B R BRE
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