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DuPont model analysis

Satisfactory return on assets can be derived through

• High profit margin

• Rapid asset turnover (generating more sales per dollar of assets)

• Combination of both

Profit margin
Asset 

turnover

Return on assets (investment)



เอกสารประกอบการสอน  การเงินธุรกิจ Business Finance 3-31

Profit 
Margin

Asset 
Turnover

Return on Equity : ROE

Formula
The DuPont Model equates ROE to profit margin, asset turnover, 
and financial leverage. The basic formula looks like this.

Financial 
Leverage

DuPont model analysis

Net Income

Total Revenue

Total Revenue

Average Total 

Assets

Total Assets

Total Equity
X X

Return on Assets

(ROA)
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EXAMPLE

50%

10%

2 times

20%

3,000

5,000
Financial Leverage 2.5 times*
[(5,000-3,000)/5,000]

1,000

10,000

5,000
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Working capital policy
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Cash Conversion Cycle

Cash Conversion Cycle

Operating Cycle
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CPF TUF OISHI

ยอดขาย 378,991 107,750 11,702

ตน้ทนุขาย 315,838 90,335 8,031

ลกูหนีก้ารคา้ 23,380 11,918 710

สนิคา้คงเหลอื 48,334 33,290 309

เจา้หนีก้ารคา้ 20,620 10,545 933

(1) AR Turnover [sales/AR]

(2) AP Turnover [COGS/AP]

(3) INV Turnover [COGS/INV]

(4) DIO [365/(3)]

(5) DSO [365/(1)]

(6) DPO [365/(2)]

Operating Cycle [(4) + (5)]

Cash Cycle [(4)+(5)-(6)]
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Cash Management Models
Optimal Cash Balance; Size of Cash Balances (C)

C =
2𝑇

𝐾
× 𝐹

The Baumol’s Model
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Optimal cash balance calculation example
XYZ Company has an annual total cash need of $3,000,000. The 

company has an opportunity to buy a certificate of deposit with an 

annual fixed interest rate of 3.75%. The brokerage cost is $750 per 

transaction.
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Thus, the optimal cash balance of $346,410.16 meets the minimum sum of opportunity cost and transaction 

cost. To prove this, we compute the total cost for OCB and a cash balance of $250,000 and $450,000 using 
the total cost equation above.
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LT LT LT LT

Reorder point

•

•

•



เอกสารประกอบการสอน  การเงินธุรกิจ Business Finance 6-15



เอกสารประกอบการสอน  การเงินธุรกิจ Business Finance 6-16

LT LT LT LT

Reorder point

Safety stock
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Managing short-term financing
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Time value of money
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FV1 = PV1 + INT

= PV1 + (PV1 x i)
= PV1 (1+i)

= 100 (1+ 0.06)

= 106

FV = PV(1+i)n
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FV = PV(1+i)n PV =  FV x   1

(1+i)n
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PV =  FV x   1

(1+i)n

PV =  FV x   1

(1+i)n
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John Doeber borrowed $150,000 to buy a house. His loan 

cost was 6% and he promised to repay the loan in 15 equal 

annual payments. What is the principal outstanding after the 

first loan payment?

A. $143,555

B. $134,560

C. $141,200

D. None of these options

Quiz
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A home buyer signed a 20-year, 8% mortgage for $72,500. 

Given the following information, how much should the annual 

loan payments be?

Present value of $1 PVIF = .215

Future value of $1 FVIF = 4.661

Present value of annuity PVIFA = 9.818

Future value of annuity FVIFA = 45.762

A. $1,584

B. $7,384

C. $15,555

D. $15,588 Quiz

After 10 years, 100 shares of stock originally purchased for 

$500 were sold for $900. What was the yield on the 

investment? Choose the closest answer.

A. 19%

B. 2.5%

C. 8.5%

D. 6%

Quiz
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Dr. Stein has just invested $10,000 for his son (age 7). The 

money will be used for his son's education 15 years from now. 

He calculates that he will need $100,000 for his son's 

education by the time the boy goes to school. What rate of 

return will Dr. Stein need to achieve this goal?

A. Between 9% and 10%

B. Between 16% and 17%

C. Between 10% and 11%

D. Between 15% and 16%

Quiz
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Capital budgeting analysis

•

•

•

•

•
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•

•

•

1. Mutually Exclusive Projects

2. Independent Projects

•
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•
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•

•

•

•

•

•

•
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
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
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



เอกสารประกอบการสอน  การเงินธุรกิจ Business Finance 10-1

Capital structure and the cost of capital

•

•
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•

•

•

•
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Cost of Capital 

WACC

Cost of Equity Cost of Debt
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•

•
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Cost of Equity

DPS = Dividend Per Share

MPS = Market Price per 

Share

r = Growth rate of 
Dividends
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Let’s try the calculation for Cost of Equity formula with a 1st formula where we assume a company is paying 

regular dividends.

Suppose a company named XYZ is a regularly paying dividend company and its stock price is trading currently 

at 20 and expects to pay a dividend of 3.20 next year has following dividend payment history. Calculate the cost 

of equity of the company.

•

•

•

DPSn – DPSn-1

DPSn-1
Growth Rate =
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Cost of Equity using Capital Asset Pricing Model (CAPM)

Where,

R(f) = Risk-Free Rate of Return

β = Beta of the stock

E(m) = Market Rate of Return
[E(m)-R(f)] = equity risk premium

CAPM Beta is a theoretical measure of the way 

how a single stock moves with respect to the 

market, by taking correlation between the both; 

market represents the unsystematic risk and beta 
represents the systematic risk.
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(1)

(3)

(1) – (3)

(2)

STEP 1

STEP 2 β

(1)

(3)

(1) – (3)=(4)

(2)

(1)+(2)(4)


