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ABSTRACT 

Financial statements are the commercial language for enterprises to communicate with the outside world. 

They play an increasingly important role in economic life. The items in financial statements are highly 

general and concentrated. Only through appropriate financial analysis can they become useful information for 

accounting information users to make decisions. Dupont financial analysis system can comprehensively 

evaluate the financial status and operating results of an enterprise. However, with the increasing complexity 

of the enterprise's operating activities, especially for diversified group enterprises, the traditional Dupont 

financial analysis system has certain limitations. Therefore, on the basis of constructing a weighted modified 

economic added value theoretical model, this paper analyses the enterprise's economic organization value and 

wealth creation ability, and uses the method of improving Dupont financial analysis system to analyse the 

financial status and operating results of an enterprise, and puts forward improvement suggestions for its 

existing problems. 
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1. INTRODUCTION 

Financial analysis is to achieve normal operation, effective 

decision-making and Important Links in Effective 

Management [1]. In the past, many companies had one-

sided maximization of profits. It’s makes business 

decisions full of short-sighted behaviour [2]. Economic 

value added(EVA) is a measure of the value and wealth 

creation of economic organizations standard [3]. EVA is 

equal to net operating profit after tax minus debt and 

equity costs, and is equal to remaining income after 

deduction. EVA reflects the real situation of business 

operations and the degree of shareholder value creation 

[4]. 

Compared with accounting profit, economic profit is net 

operating profit after tax minus debt capital cost and rights 

[5]. Because EVA overcomes traditional enterprises some 

of the shortcomings in the industry's value evaluation 

methods provide investors with a new perspective on the 

company's intrinsic value and shareholders 'measurement 

of managers' performance, and can be effectively applied 

to all aspects of the company's internal management [6]. 

Therefore, this method is widely used to evaluate the 

intrinsic value of enterprises. Since the actual situation of 

each enterprise is different, when evaluating the internal 

value of the enterprise, different analysis models need to 

be established for analysis in order to obtain accurate 

results. 

 

 

2. Establishment of EVA theoretical model 

The EVA main data comes from the company's financial 

statements [7]. Based on the adjustment of the original 

accounting items, determine the capital investment and net 

operating profit after tax, then estimate the cost of equity 

capital, determine its weighted average cost, and finally 

calculate EVA according to the definition [8]. EVA is the 

adjusted net operating profit after tax minus the 

opportunity cost of the economic value of the company's 

existing assets. Its calculation formula is: 
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EVA=N-WT                               (1) 

N is adjusted net operating profit after tax, W is weighted 

average cost of capital, T is fully invested capital which 

includes debt and equity capital.  

The EVA statement adjusts the financial accounting items 

prepared by the enterprise according to accounting 

standards [9]. Because the calculation of the root situation 

reflects some distortion, adjustments in the EVA schedule 

require certain accounting statement items, such as: write-

off of bad debt in inventory, questions, depreciation, 

revenue recognition, cost and evaluation, seasonal R & D, 

market construction expenditure, restructuring costs, 

mandatory investments through inflation and currency 

transactions, taxation, special issues in terms of safety and 

environmental protection, etc [10]. Based on the adjustment 

of some necessary items in the accounting statement, the 

calculation of the adjustment of the necessary items of 

taxation of the enterprise is based on the operating profit 



  

and total capital of the accounting statements. It is necessary 

to determine the corresponding cost value of the two and the 

weight of the two in the total capital investment to calculate 

the weighted average capital cost. The method of 

determining the cost of equity capital is mainly a capital 

asset pricing model. The process by which the capital asset 

pricing model determines the cost of equity capital is 

actually a process of weighing the risks and returns. 

Formulated as follows: 

Ks=RF+β×(RM-RF)                            (2)                                                                                      
Ks is cost of equity capital; RF is return on risk-free assets; 

βis risk factor; RMis annual market rate of return; It is 

derived from the formula, the estimation of the cost of 

equity capital needs to be based on the return on risk-free 

assets plus the company's own risk reward. The return on 

risk-free assets is obtained using the corresponding long-

term government bond yield, and the risk return is based on 

the risk compensation of the entire capital market multiplied 

by the company's risk coefficient β. 

The method of determining the cost of equity capital is 

mainly a capital asset pricing model. The process by which 

the capital asset pricing model determines the cost of equity 

capital is actually a process of weighing the risks and returns. 

Formulated as follows: 

WA=KB(1+T) 
𝐵

𝐵+𝑆
+KS

𝑆

𝐵+𝑆
                      (3) 

KB is cost of debt capital; KS is cost of equity assets; T is 

income tax rate; B is total debt capital; S is total equity 

capital. Since the cost of long-term borrowing equity capital 

of debt shareholders' equity is deducted from income tax 

savings, the actual cost of debt capital needs to be multiplied 

by (1 + T). MVA refers to comparing the total investment 

capital and the total market price of an enterprise in order to 

determine whether management activities create value or 

damage value at a specific point in time. 

MVA, the expression is: MVA = capital market value-total 

capital. Relative to shareholders' investment. In theory, the 

effective MVA in the strong form is the present value of 

future economic added value. The relationship between 

EVA and MVA is as shown in the formula: 

MVA=∑
𝐸𝑉𝐴𝑖

(1+𝑟)𝑖
𝑛
𝑖=1                             (4) 

The more efficient the stock market, the more consistent the 

value will be, and the more the MVA's future acquisition 

will reflect the company's current and EVA capabilities. In 

other words, the more effective the capital conditions, the 

higher the positive correlation between the two. In a strong, 

efficient market environment, the following relationships 

exist: 

Enterprise intrinsic value = ∑
𝐸𝑉𝐴𝑖

(1+𝑟)𝑖
𝑛
𝑖=1 +BVE                       (5) 

r is required return for common shareholders; BVE is total 

corporate capital. If it is a weak efficiency market, for a 

listed company, the market price of the company is not 

equal to the intrinsic value of the company. The evaluation 

model of EVA is derived from the above. The core idea of 

the model is that the intrinsic value of an enterprise lies in 

its ability to add value. The EVA evaluation model 

expresses the value of an enterprise in terms of the sum of 

its inputs and increments, reflecting the future value-added 

of the enterprise and the continuity of its ability to add value, 

and reflects the inherent value of the enterprise. The EVA 

evaluation model reveals three basic principles of value 

appreciation: return rate, risk, and a continuity to reflect and 

measure returns, and provides a reliable measure of whether 

the company is relying on the scale plus its intrinsic value. 

3. CONSTRUCTION OF IMPROVED DuPont     

 FINANCIAL ANALYSIS SYSTEM              
Return on equity (ROE) is the core content of DuPont's 

financial analysis system and is the most comprehensive 

"Financial analysis ratio". It represents the profitability of 

the owner's invested capital, reflects the efficiency of the 

company's financing, investment in asset operations and 

other activities, and the improvement of the return on equity 

is the guarantee for the maximization of the owners' equity 

wealth They are very concerned about this financial 

analysis ratio. Net sales margin is the ratio of the company's 

net profit to sales income, which reflects how much net 

profit each yuan of sales income brings, indicating that the 

level of sales revenue of a company in a certain period of 

time is the profit level of the entire business process of the 

company. Corporate net profit is the balance of sales 

revenue after deducting total costs. 

Generally speaking, the main factors affecting the net profit 

margin of sales are sales revenue and total cost. It can be 

seen that in the financial analysis of the enterprise, the net 

profit margin of sales can be further decomposed into the 

gross profit margin of sales, the cost of sales rate, the 

expense rate during sales and the sales tax rate. Gross sales 

margin is the ratio of gross sales profit to sales revenue. 

Among them, the so-called gross profit of sales refers to the 

difference between sales revenue and cost of sales. 

This ratio reflects how much each enterprise's sales revenue 

can be used for expenses and profitability after deducting 

the cost of sales, and reflects the direct profitability of the 

company's comprehensive or individual products. It is the 

initial basis of the net profit margin for sales, and a company 

cannot make a profit without a sufficiently large gross profit 

margin. If the sales gross margin is very low, it means that 

the company does not have enough gross profit, and the 

profit level after the compensation for the period is not high, 

and it may not be able to make up for the period, causing 

the enterprise to lose money. Through the analysis of this 

indicator, the profitability of the enterprise can be predicted. 

The cost of sales ratio, corresponding to the gross profit 

margin of sales, is used to reflect the cost and expenditure 

required for each yuan of sales revenue. This unusually high 

financial ratio indicates that the company's sales methods 

are incorrect or in an unfavorable market position. It is the 

cost of sales as a percentage of sales revenue, indicating 

how much cost of sales each dollar of sales revenue 

occupies. 

Through the analysis of sales discount ratio, you can 

understand the sales policies of competitors, adjust your 

sales strategy, increase sales revenue, and increase the net 

profit sales discount ratio is too high, indicating that there is 

a problem in the production or sales department. Asset 
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turnover is the percentage of a company's sales revenue to 

total assets. It is an index that reflects the efficiency of asset 

use on the basis of accrual basis. It also has another 

expression, that is, the number of days of asset turnover. 

Among the various assets of an enterprise, the utilization 

efficiency of current assets and fixed assets is the main 

factor affecting the speed of asset turnover. The utilization 

efficiency of the company's current assets is reflected by the 

turnover rate of current assets. The turnover rate of current 

assets is the percentage of a company's sales revenue to total 

current assets. The accuracy of this ratio calculation directly 

affects whether it can accurately reflect the efficiency of the 

enterprise's current assets. Similarly, it can be reflected by 

the turnover days of current assets. 

Equity ratio
Asset cash recovery 

rate

Equity cash 

recovery rate

Net profit margin



Asset turnover

Net Flow to Cash 

Inflow Ratio



Asset cash turnover

Cash debt 

protection ratio



Equity ratio

¸

 
Fig. 1. The secondary analysis indicator chart of the improved DuPont financial analysis system 
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Fig. 2. Basic-level analysis indicator chart of the improved DuPont financial analysis system 

Inventory turnover rate is an important index to measure 

and evaluate the level of inventory management of an 

enterprise, and its quality is related to the short-term 

solvency of the enterprise. In general, the larger the 

inventory turnover rate, the fewer the days of inventory 

turnover, indicating that the more liquid the inventory is, the 

faster it can be converted into cash or receivables. It can be 

seen that the improvement of inventory turnover rate will 

help to enhance the short-term debt repayment ability of 

enterprises. 

The higher the accounts receivable turnover rate, or the 

fewer days of accounts receivable turnover, indicating that 

the faster the turnover rate of accounts receivable, the 

shorter the average collection period of the enterprise, the 

more efficient the use of funds, and the debt repayment of 

the enterprise the stronger the ability. The cash flow ratio of 

assets refers to the percentage of cash inflows from 
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operating activities of the enterprise to the total assets. It is 

an indicator that reflects the efficiency of asset utilization 

on the basis of the realization of the payment and payment 

system. It not only conceptually more accurately reflects the 

circulation speed of all assets from the input to the output 

cycle during the operation of the enterprise, and reflects the 

management quality and overall assets of the enterprise. 

usage efficiency. At the same time, it also excludes the 

possibility that the enterprise uses the receivable items to 

manipulate the index value and artificially affect the 

evaluation results. It can also be expressed in terms of 

turnover days, that is, the total assets multiplied by the 

number of days in the calculation period and then divided 

by the cash inflows from operating activities. 

The ability of a company's current assets to obtain cash 

inflows is generally measured by the cash flow rate of 

current assets. The cash flow rate of current assets refers to 

the percentage of cash inflows from operating activities of 

the enterprise to the total assets. The accuracy of the 

calculation of this ratio directly affects whether the ability 

of a company's current assets to obtain cash inflows can be 

correctly evaluated. Similarly, it can also be reflected in the 

cash turnover days of current assets. The larger this 

indicator is, the more the net cash flow from operating 

activities that the company can use to repay current 

liabilities, the higher the degree of protection for current 

liabilities.  

Through the decomposition of the above indicators, a basic-

level analysis indicator system was constructed, and the 

reason for the core indicator of return on equity to change 

has been further specified. 

4. APPLICATION OF THE IMPROVED DuPont 

FINANCIAL ANALYSIS SYSTEM IN COMPANY A 

Based on the financial data published by a company, this 

article introduces a DuPont financial analysis system that 

uses cash flow indicators to analyse the profitability and 

prospects of a company in a comprehensive, accurate, and 

true way. In this case, the relevant financial data is selected 

from the annual financial report of Company A, and use the 

improved DuPont financial analysis system before and after 

to analyse the company's financial situation. It’s shown in 

table 1. 

 

Table 1. Company A Profitability indicator 

Profitability indicator 2016 2017 2018 
Percent 

change 

Rate of 

change(%) 

Profitability of total assets 21.22 27.76 25.49 -2.27 -8.91 

OPE 73.76 71.67 64.48 -7.19 -10.03 

Net profit margin of total assets 14.7 19.07 15.88 -3.19 -16.73 

Cost expense margin 219.57 176.53 142.08 -34.06 -19.52 

Operating margin 58.55 56.55 50.13 -6.42 -11.35 

Main business cost ratio 7.01 7.27 8.37 1.1 15.13 

Sales margin 41.53 40.58 36.04 -4.54 -11.19 

Roe 19.41 14.24 13.53 -0.71 -4.99 

 

Based on the company's financial data over the years, the 

following uses the traditional DuPont financial analysis 

system to analyze its financial position and operating results 

from three aspects: profitability, operating ability and 

solvency. 
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Fig. 3. A company DuPont financial analysis figure 
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Through the case analysis of A Company, it is revealed that 

our cash flow has a special information function. It can gain 

insight into the company's earnings manipulation and report 

decoration, identify the company's financial risk, and 

evaluate its liquidity. The analysis of cash flow is to 

determine the company's true financial status A powerful 

tool should develop a cash flow analysis system as soon as 

possible "but it should be noted that this article emphasizes 

the information function of cash flows and the role of the 

introduction of cash flow indicators, but it is not a complete 

negation of the traditional DuPont financial analysis 

system" A series of traditional financial indicators and cash 

flow indicators based on the occurrence system are not 

exclusive. They are highly complementary in reflecting the 

financial status and operating results of the enterprise, and 

reflect the accounting information of the enterprise from 

two different dimensions. This point, many western 

scholars have proved through empirical research. 

"According to this, the author introduced cash flow 

indicators to the DuPont financial analysis system, and 

made a series of traditional indicators and cash flow 

indicators cleverly combined to try to build a more complete 

New comprehensive financial analysis system. 

5. SUMMARY

Through the analysis of the return rate of financial rights 

and interests of company A, it is found that the total asset 

cash return rate has the most obvious influence on the return 

rate of owner's rights and interests, and the cash collection 

capacity of the enterprise's daily business activities is 

declining. Therefore, it is necessary to timely safeguard the 

owner's rights and interests of the enterprise and strive to 

improve the cash return value of the enterprise. 

For the enterprise, on the one hand, it needs to reuse the 

existing market recognition to give full play to its brand 

value, continuously expand the marginal profit of products, 

firmly control the existing market share, continuously 

expand its share by using the higher market credibility, 

actively speed up capital turnover, control various expenses, 

strictly control costs, and at the same time, on the premise 

of safety, it can consider using part of the working capital 

for investment to improve the income of assets. In terms of 

sales, we should pay attention to diversified marketing 

strategies and adopt more marketing strategies to 

continuously improve the company's profit margin and 

profit level. 
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