Dupont Equation
A great way to present why ROE (or ROA) is or is not doing well:

ROE 
= Profit Margin  *   Total Asset Turns    *   Equity Multiplier

= (Net Income / Revenue)  *  (Revenue / Total Assets )  *  (Total Assets / Equity)

= (Net Income / Revenue)  *  (Revenue / Total Assets )  *  (Total Assets / Equity)

=  Net Income / Equity

=  ROE

ROA 
= Profit Margin  *   Total Asset Turns    

= (Net Income / Revenue)   *   (Revenue / Total Assets )  

= (Net Income / Revenue)   *   (Revenue / Total Assets )  

=  Net Income / Total Assets

=  ROA

Profit Margin – Dollars of income per dollar of revenue, Measure of profitability

Total Asset Turns – Dollars of revenue per dollar of asset, Measure of asset utilization

Equity Multiplier – Dollars of assets per dollars of equity, Measure of how capitalized,





 Measure of usage of debt vs. equity to fund the business
