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Lecture - 49
DuPont Ratios Part — 11

Welcome students. So, in the journey of this ratio analysis, we have almost say
completed the larger part of discussion, but some two sets of ratios are left to be talked
about. So, in my previous lecture, | was talking to you about the DuPont analysis. And in
the DuPont analysis, | discussed with you that there are the three ratios which are
identified by the DuPont that if you want to really draw some meaningful conclusion
before going for the detailed ratio analysis about a company. If you calculate these three
important ratios then we can find out then which direction the company is going what is
the performance of the company, and how this company is doing.
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So, this ratios were DuPont company or the DuPont analysis. And the first ratio which |
discussed with you at that time was return on net worth which I said the function of this
is equal to net profit margin and multiplied by the net worth turnover ratio. So, this is the
function of the net profit margin and the net worth turnover. So, if you look at we have
already calculated this ratio that ratio when we calculated as a first ratio consider that the
r y ratio in the first ratio was 26.97 this ratio was 26.97 percent we have already



calculated this ratio. So, you can check whether it is 26.97 as a function of net profit and

the say this net worth turnover or not.

So, if you calculate the net worth profit here net profit will come out as what is the net
profit of the company that was 1511.70 divided by 8603, so it is multiplied by 100. If
you calculate we check this, this works out as 17.57 percent, 17.5 percent is the say net

profit margin ratio.

And if you calculate we have already calculated, | think the net worth turnover ratio. And
the net worth turnover ratio was 1.3 times that is 8603 that is the net sales 0.59 dividing
it by the net worth and the net worth taken for this was 5606.06. So, if you take this, this
works out as 1.53 times and if you calculate, if you multiply this by this you will get the
same ratio this is the 26.97 times. So, we have already calculated the net worth turnover
ratio but we wanted to be sure that whether it is a function of net profit ratio margin and
net worth turnover. And we see that yes net worth net profit margin and the net worth

turnover are the basis on which this net worth return on net worth can be calculated.

So, if you want to improve this net profit margin, we have to improve this particular
thing that is the numerator - sales. We were able to sale maximum in the market or you
increase your sales other thinks will have the back tracking effect multiplier effect, your
profit will improve and finally, the return on the net worth will improve. So, this we have

already done, but we are just reconsidering it for the current discussion, this is one.

Next thing is the ROTA return on total assets. So, when you call for how about the other
turn on the total assets, you will see that what was the basis of the return on the total
assets, we have taken that is the, it is the function of net profit margin and multiplied by
the return on total assets. Return on total assets or the total assets turnover. It is the not
return on total assets, but the total assets turnover it is the net worth turnover, and it is the

total assets turnover. It is the total assets turnover.

So, for calculating ROTA, we have calculate the ROTA for the 2 years and similarly just
go back return on net worth for the previous year was 18.49 percent. And if you calculate
the say net profit margin for the previous year, it is 12.94 percent. And it was the net
worth turnover times was 1.43, 1.43 times for the previous year that is 2005 and 06. So,
if you multiply this by this, you will get the same ratio. So, it means it is the function of

the net profit margin and the net worth turnover ratio, so both the years. So, we are able



to find it out that return on that worth is improving from 19 percent in the previous year
in the 2006 and 07, it has become 27 percent. So, it is on the growth path and it is evident
from the profit and loss account also.

So, now we talk about the ROTA that is a return on total assets. Again | told you it is the
function of profit margin and the total assets turnover; and for this, we have to calculate
this ratio that is the net profit margin and the total assets turnover. So, let us check for
this how much is the ROTA for here, if you take the, what is the formula for the ROTA
first we will see. Formula of the ROTA was PAT divided by the total assets. So, PAT
divided by the total assets is how much PAT was profit after tax was 1511.70 divided by
the total assets was 6770.97, and this works out as 22.33 percent multiplying it by 100.
So, this works out as 22.33 percent and if you taken the net profit margin again this ratio,
so it is 1511.70 divided by the net sales and the net sales is how much 8603.59 and here
it is 8603.59.

So, if you take this into account, how much it works out 8603.59 and then multiplied by
same sales 603.59 dividing it by the what is the denominator, denominator is that total
assets. If you take the total assets figure, so total assets in this case are 6770.97; this is
strike off like this. So, if you calculate this ratio this works out as again the same thing
that is the 1511.70 divided by the 6770. So, finally, the ratio will work out as the same
thing and here if we are already calculated this ratio this is 17.57 percent multiplied by
this. And if you take this, this is 1.27 times. So, this ratio is finally, coming out as 22.33
percent. This is for the year 2007.

And now we will calculate for the year 2006. So, if it is 2007 and now we will calculate
for the 2006, so we see the trend how the trend is going on. And for this we have the
ROTA for this year is 860.53 and then the total assets are 6114.12 multiplying it by 100.
So, this works out as how much 14.07 percent. And if you calculate this part this part
works out as 12.94 and multiply by 1.08, so what 14.07 percent here. So, this is 12.94
percent of this is in times. So, if you multiply the 12.94 percent with the 1.08 times you
work out the same thing that is the 14.07 percent is the say return on total of assets. So,
what was the previous year, this is the 2005 and 06, it is about 14 percent. And in the
current year 2006 and 07, it has become 22 percent. It means it is on the growth path and
it has improved by more than 8 percent, return on the total assets has improved by more

than 8 percent.
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And similarly now we calculate the RONA - return on net assets. So, we take the return
on net assets we are going to find out that is the PAT divided by the net assets. So, if you
calculate the PAT divided by the current assets. So, if is profit after tax 1511.70 divided
by 3390, this is the net assets after depreciation. So, this is 3390.44 and here net profit
margin is 1511.70 divided by this is the 1.70. And it is going to be same that is the net
profit margin and multiply it by 8603.59 and divide it by 3390.44. So, this works out as
this and this.

So, finally, the ratio if it talk about the RONA for this works out as 44.59 percent and
here you talk about this is 17.57 percent, and it is 2.54 times. So, it means the RONA for
the 2007 this is for the 2007 is 44.59 percent; 44.59 percent is the return on the net
assets, because the denominator has gone small has becomes small because we are not
counting for depreciation, so the performance has improved. And when you take the
gross assets that is not subtracting the depression, so naturally the return will come

down, so but it is a significant improvement.

So, let us check for the previous year that is 2006, if it take into account the 2006
information then the ratios we have already calculated and the RONA for this is the
25.38 percent. And here it is 12.94 percent multiplied by 1.96 times. So, this is the
RONA for 2006, and this is for 2007. So, if you look at this change from in the two

years, so it means if you talk about the 6 and 7 ratios, it means there is significant



improvement. So, the this ratio was 25.38 and this has become 44.59 percent, it means
there is significant we can say that about 75 percent improvement is there as far as the

this ratio has gone up by 75 percent as far as this 2006-2007 comparison is there.

So, it means the return on net assets was 25 percent, it has become 44 percent now, it
means in every say you can call it as indicator in all ratios, this firm is showing as the
very good performance. So, it means in the nutshell, the purposes of this discussion was
that when you talk about the total ratio analysis. Before going for the detail ratio
analysis, if you calculate these three DuPont ratios then that is the return on net worth
return on the total assets, and the return on net assets you can means draw a conclusion
that in which direction the wind is going to blow. And what is going to be the overall
financial performance of the company when you will calculate the RY ratios, solvency
ratios, liquidity ratios, turnover ratios, then the resource efficiency turnover ratios, and
the say capital market ratios. So, it means you can get an idea just by calculating these
three ratios which are given to us by the DuPont Company; this is called as the DuPont

ratios or the DuPont analysis.

Now, next thing | will take up today in this lecture is that is the last set of ratios that is
the capital market ratios. Capital market ratios that is the last set of the ratios, | will
discuss with you and they are very interesting; and apart from many things they are quite
important also. Because under these ratios, under these ratios, under the capital market
ratios when we talk about the capital market ratios or the say other name of the capital
market ratios is the valuation ratio also. Valuation of the form or the capital market
position of the form, so we will be talking about those ratio now that is the last set, and
we will be talking about 5 6 ratios about the capital market of the valuation ratios some
of the ratio we have already calculated. So, we will be using them in the passing

reference and some ratios will be calculating here from the information given.
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So, here then you talk about the information, now this information is going to be of very
say good use for us, especially this part that is the closing market price of the share then
it is in between market price then the Sensex and all these this information is going to be
very, very useful for us. And at the same time, we are going to use the information with

regard to the dividend at the other related aspects.

(Refer Slide Time: 14:39)

So, now the valuation ratios of the capital market ratios. When you calculate the say

capital market ratios see that we are going to make a comparison of the firm in terms of



book value of the firm at the market value of the firm, book value of the firm and the
market value of the firm. If you look at the even the share price of this firm, we have
seen that the share price of this firm is how much it is that is 9.1617 crore shares and one
share price is what is the book value of the share it is 10 rupees. And what is the market
price of the share it is 2091 and previous year it was 2057 or 58. In between it has risen
up to 2779 also or 78.60 also that is in the entry 2007.

So, it means how many times the difference is 10 rupees and 2,000 rupees or 3,000
rupees that is the market value of the firm. And market value of the firm is built upon the
basis of the people perceptions. What people perceive about Grasim industries, how
people rate Grasim industries and market value is of much use then there is question of
takeover of the firm say you can call it as mergers of the firm or restructuring of the
firms. If this firm has to be sold to other firms, it is not only that this firm is going to get
the price that that is only for their your book value, the book value of this firm is if you

look at is how much.

(Refer Slide Time: 16:29)
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Here it is the book value of the firm now the total liabilities of the firm are or you talk
about the total assets of the firm are how much 9764. So, 9764 crores, and previously it
was this 7546 crores. Firm is not only going to get 9764 crores, if this is going to be sold
to the other company, firm is going to get something for the good will also and at that
time the valuation is important, at that time the capital market ratios are important. So, in
this case the valuation ratios and the capital market ratios are important, because they

make how people perceive that company in the market.

Capital market ratios are important in the many situation, they are important for the all
kind of the shareholders present share holders and the potential shareholders. They are
important for the lenders, they are important for the suppliers, they are important for the
people may be anybody in the general public or may be the that the government also how
the firms are performing, who is the leader in the textile industry, who is the laggard in
the textile industry. So, for everybody that the market value or the capitalization or

market capitalization or the valuation related ratios are important.

So, on the basis of these certain ration, we will draw the conclusions about that what are
the different ratios, how they are how this company is doing and what we can say that
how people proceed in the market. As was the Grasim industries limited is concerned
how people perceive this company in the market and what is the overall performance and
the position of this company in the market. So, because they are the two values one is the



historical or the book value of the company which is means physically available.
Another is the perceptional value market value of the firm which people perceive and
they are the difference in the two values. If there is a high capitalization rate or the
market value of the firm, and from the market capitalization rate is very high may be the
book value is low it means the company has done very well in the past that is why the
people have a very good opinion about the company. And people are ready to buy the
shares of this company or the share of this company is trading in the market in the stock

exchange at a very high price right.

So, | will discuss quickly with you what are the different ratios which can be calculated
to know the market position of the firm or the two say capital market ratios, what are the
important capital market ratios which can help the firm in the or which can help in the
valuation of the firm. So, first ratio we have normally six ratios which are of use and
importance as per as the say valuation of the firm is concerned and the capital market

ratios are concerned.
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So, first ratio is the earning per share, earning per share as a capital market means
perceptions about the firms in the capital market are built on the basis of how much
earning people are having or the shareholders are having. And this ratio we have already

calculated, but we will be using clear here in the passing reference then will be



interpreting the other ratios calculated here especially for the capital market valuation

purpose.

Second ratio is important ratio is the valuation ratio or the capital market ratio second is
PE ratio price to earnings ratio, price to earnings ratio. And this ratio how it is calculated
closing market price divided by earning per share. So, for calculating PE ratio you need
the EPS. So, this ratio we will be taking the closing market price which is given to us we
have already calculated the earning per share, we will be able to calculate the ratio and

then we will be interpret this ratio as thus information we find it out.

Then third ratio is that asset value NAV ratio, NAV - net asset value we have already
calculated this ratio, but NAV is also equal important for us. For the present analysis in
the present context the NAV is equally important for us we will be using the NAV also
net asset value also. And with the help of the net asset value we will be able to draw
some meaningful conclusions as far as the market capitalization of the Grasim industries

is concerned.

Then next is the market price to NAV, market price to NAV ratio. Why we need NAV,
because we need to calculate the market price to NAV ratio - net asset value ratio. For
calculating this market price is to NAV we will have to take the closing market price
again the same closing market price of the firm divided by the net asset value NAV
closing market price and the net asset value that is NAV will be taking. So, NAV is of
importance to us and of the very good use to us.

And the second last ratio in this category is the market capitalization. Market
capitalization ratio, and when we talk about the market capitalization ratio, here it is the
how is to be calculated again same closing market price of share multiplied by the
number of equity shares outstanding closing market price of the share multiplied by the
number of equity shares. So, it is you say if you want to find out the capitalization of this
firm closing market price is that is in 2007 31st March, 2091.25, and the number of
shares are 9.17. So, you can find out what is the market capitalization level of this firm.

And at what price means actually if you look at when we were talking about the book
value of the firm the book value of the firm is somewhere 9,000 crores we have already

seen this is some it is here 9,764 crores. And when you talk about the market



capitalization, the market capitalization can be somewhere above 20,000 crore or 19,000

thousand crores. So, it is more than the double it is more than double.

So, in the market because of the goodwill of the company apart from the cost of the
physical assets tangible assets companies get the price or the value for the goodwill also
and the market capitalization will be very high in that case. When we will calculate in we
will find it what is the market capitalization rate, whatever the market capitalization

position of the Grasim industries.

And at the six is yield to investors. So, yield to investors is we will be taking here as
dividend plus market appreciation dividend plus market appreciation divided by the
initial investment. This is the yield to investors. Yield to investors comes from the two
sources one it is the dividend which they get as the revenue income on the investment in
their company shares made by somebody. And over the period of time because of the
demand and supply relationship, the share price of the company also appreciates or

depreciates in the market. So, as sum of these two things the yield is worked out.

So, we have already calculated the two ratios EPS and the NAV is already with us and
we will be calculating the remaining four ratios about the Grasim industries. And then
we would be analyzing about how is the overall say market value or you can call it as
that say the capital market position of the Grasim industries, how people perceive this

company in the market, how it is performing in the market.

Actually when we see the physical performance of the company it has been found as
excellent. But when we talk about the market performance of the company, how people
perceive this company in the market, how this company is having its overall market
position, capital market, this will be known to us when we calculate these remaining four
ratios. And then in total we will make the analysis of all the six ratios then we will able
to draw the meaningful conclusion about the market position of the firm. Though we
have known the say physical position of the firm, the book value of the firm and overall
performance for the for the firm, but when we compare that with the market performance
then we will able to draw some meaningful conclusions that how physically firm is doing

and how firm is doing it in the market. So, we will be taking that into account.

And here the information which is of the importance and use to us for calculating, this

categories of the ratios will be like this item number 10, note 11, 11 is not of any use to



us. We can use it in the passing reference, but yes, point number 10 is of great use to us
and then we will be talking about the dividend related information that how much
dividend is paid then how much is the closing market price, what was opening market
price, what is the closing market price. So, what is the appreciation? In the say market
price of the firm in the current year in 2006 and 07 as compared to the 2005 and 06 that
we will be talking about and discussing. And we will try to know about the say market
capitalization position of the firm or the say valuation we will be doing the valuation of
the Grasim industries and that we will be doing in the next part of discussion.

Thank you very much.



