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The DuPont Formula and the contribution of resource efficiency to return on equity. 
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These are the categories of value 
from resource efficiency.

These colour codes are used in 
the benefits listed left.

Financial Leverage: Increasing external 
resources compared to investor capital.

Asset Turnover: By producing more items for a given 
quantity of equipment, the total returns are increased.

Net profit margin: By reducing costs, the 
net profit for each item is increased.
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DuPont Formula:

Return on equity = net profit margin * 
asset turnover * financial leverage

Net profit margin: It is obvious that we can make money if 
we increase our profit margin on every item we sell.

Asset turnover: We can also make money by producing 
more items from our existing plant, i.e. if we are more 
productive.

Financial leverage: Shareholders can make a greater return 
if someone else (e.g. a bank) pays for the investment in 
equipment. However too high a leverage will lead to a 
worry about the company’s ability to service the debt.

This is known as the DuPont Formula because DuPont was 
the first corporation to adopt this in the 1920s. 

This illustration shows the many ways that resource 
efficiency can improve the return on equity. 


