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DuPont Analysis 

DuPont Analysis, also known as DuPont Model or DuPont Identity, is a financial performance 

measurement framework that breaks down the return on equity (ROE) into its component parts. The 

analysis was developed by the DuPont Corporation in the early 20th century and has since become a 

widely used tool for understanding the drivers of ROE. DuPont Analysis decomposes ROE into three 

key components: profit margin, asset turnover, and financial leverage. 

1. DuPont Identity: 

RoE=Net Profit Margin×Asset Turnover×Equity MultiplierROE=Net Profit Margin×Asset Tur

nover×Equity Multiplier 

 Net Profit Margin: 

 Net Profit Margin=Net ProfitTotal RevenueNet Profit Margin=Total RevenueNet Pro

fit 

 Measures the profitability of the company by expressing net profit as a percentage of 

total revenue. 

 Asset Turnover: 

 Asset Turnover=Total RevenueAverage Total AssetsAsset Turnover=Average Total 

AssetsTotal Revenue 

 Evaluates how efficiently a company utilizes its assets to generate revenue. 

 Equity Multiplier: 

 Equity Multiplier=Average Total AssetsAverage Shareholders’ EquityEquity Multipli

er=Average Shareholders’ EquityAverage Total Assets 

 Reflects the financial leverage or equity utilization in the capital structure. 

2. Purpose of DuPont Analysis: 

 Identifying Performance Drivers: 

 DuPont Analysis helps identify the specific factors contributing to changes in ROE 

over time. 

 Performance Comparison: 

 Enables the comparison of the performance of different companies or divisions within 

the same company. 

 



 Strategic Decision-Making: 

 Provides insights for strategic decision-making by highlighting areas for 

improvement or efficiency. 

 Diagnosing Financial Health: 

 Helps diagnose whether changes in ROE are due to operational efficiency, 

profitability, or financial leverage. 

3. Interpretation of DuPont Analysis: 

 Improving ROE: 

 If ROE is not meeting expectations, DuPont Analysis helps pinpoint whether the 

issue lies in profit margins, asset turnover, or financial leverage. 

 Comparative Analysis: 

 Enables comparative analysis by breaking down ROE into its components and 

comparing these components across companies or industry benchmarks. 

 Trend Analysis: 

 Examines changes in each component over time to identify trends and assess the 

impact on overall ROE. 

4. Limitations of DuPont Analysis: 

 Simplifying Assumptions: 

 DuPont Analysis assumes a linear relationship between the three components, which 

may not hold in all cases. 

 External Factors: 

 External factors such as changes in economic conditions, industry trends, or 

regulatory environments are not explicitly considered. 

5. Practical Application: 

 Financial Management: 

 Helps financial managers understand the sources of ROE changes and make informed 

decisions to enhance performance. 

 Investment Analysis: 

 Investors use DuPont Analysis to evaluate the quality of a company's ROE and assess 

its long-term sustainability. 

 

 



6. DuPont Analysis Example: 

ROE=Net Profit Margin×Asset Turnover×Equity MultiplierROE=Net Profit Margin×Asset Turnover

×Equity Multiplier 

ROE=(Net ProfitTotal Revenue)×(Total RevenueAverage Total Assets)×(Average Total AssetsAvera

ge Shareholders’ Equity)ROE=(Total RevenueNet Profit)×(Average Total AssetsTotal Revenue

)×(Average Shareholders’ EquityAverage Total Assets) 

 Calculation Steps: 

1. Calculate Net Profit Margin, Asset Turnover, and Equity Multiplier. 

2. Multiply the three components to obtain the ROE. 

Conclusion: 

DuPont Analysis provides a comprehensive and insightful breakdown of the return on equity, 

allowing stakeholders to understand the key drivers of a company's financial performance. By 

examining the components of ROE, financial analysts and decision-makers can gain a nuanced 

understanding of operational efficiency, profitability, and financial leverage, leading to more 

informed strategic decisions. 

 


