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management depends on the answer to question “Will 

this decision increase the value of the owner’s equity?” 

Fundamentally, every decision that affects productivity, 

product costs, tax limits, etc. directly impacts the overall 

��
��	 ���������	 �
�	 
�����
���	 �
���
���	 ���	 ���
�

�	

which impacts the type or amount of debt and equity used 
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there are numerous models to determine how well IT is 

operating. Among these the DuPont model has become one 
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as well, to comprehensively analyze the important factors 

and examine its overall growth pattern.

In this paper we have used the 5-point Du Pont model 
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tax effect ratio to analyze the Indian IT industry as this 

sector is proved to be very crucial in the growth and 

development of India. The Indian software industry has 

been a story of exceptional success. IT has helped wipe 

out the image of India as a poverty stricken backward 

nation to the one with highly intelligent techno-savvy 

brains, carving out a niche for India in the software world.

A time series analysis has been carried out to identify how 

the various Du Pont ratios have supplemented the trend of 

change in the overall return on equity over the years. In 
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structure, sales, etc., the effect of environment over the 

years has also been discussed. The period of recession has 

been critically examined and its impact on the Indian IT 

companies brought out.

Regression tools have also been employed to compute 

the weighted dependence of ROE on its constituent 

components and the physical analogies are drawn. The 
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the distinguishing attributes.

Literature Review
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in imparting an overview as well as focus points for an 
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statements. Hence, IT can be used as a compass in the 

process by directing the organisation toward important 

areas.

The Du Pont model was created by F. Donaldson Brown 

who brought about the model while he was allocated to 
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analysis shifted to return on equity (ROE) from return 

on asset (ROA), and the DuPont model was enhanced 
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Progress of the DuPont model parallels the advancements 
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distinct versions of DuPont model have been developed 

and utilised to help explain the fundamental drivers of 
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Two-step Du Pont Model

���	 ������	 )�"
��	 �
���	 
�	 �����
��	 ���

	 ������
�	

���	 �������	 
�GJGS	 $�	 ��	 ���
����	 �����	 ��
��	 ��	

)�"
��	 ��
	 ���	 ���
�����	 �
��	 ������
��	 ���	 �������	


�	 �	 ���	 ����	 )�"
��	 ���	 ��Q�
�
���	 ��
��	 
����
���	

that a mathematical relationship prevailed between two 

frequently calculated ratios, namely net asset turnover (an 
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measure), and return on asset(ROA). The product of the 
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income / total assets) i.e. ROA

At this phase of time, the usual corporate aim was to 

maximize ROA and the understanding that ROA was 
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development of a system of control and planning for 

all operating decisions within a business organisation. 

(��
�	GJK>��	��
�	���	���	�
�����
��	�
��	
�	�����
��	

������
�	3�����������	GJJS8�

Three-step Du Pont Model
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management became “boosting the invested value of the 
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from return on asset ROA to return on equity ROE. This 

���	�
	���	����	�
��
�����	�
�����

�	
�	���	
�
�
���	)�	

"
��	�
����	���	����
�	����	�
�����	����	�
	������	
��	

operations, i.e. its use of leverage or debt became a third 
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leverage multiplier, which is computed by the equation 

(total assets/equity). The three-step DuPont model is 

illustrated in Equations 2 and 3 below.
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Eq. 3: (net income / sales) x (sales / total assets) x (total 
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The three-step DuPont model (also called the “Du Pont 
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interconnectedness of a company’s balance sheet and its 

income statement, and to evolve straightforward policies 

for raising the company’s ROE. The three-step DuPont 

model gives an outstanding method to get a fast snapshot 

view of the all-round performance of a company in three 
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“unfavourable” debt and “favourable” debt, on the basis 
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Five-step DuPont Model
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different ratios. In this moderation they acknowledge, 
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creditors) may not be at all times of prime importance 
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(Brigham and Houston). Hence, on this basis Hawawini 
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a “managerial balance sheet” that is “a more suitable tool 

for analyzing the impact of operating decisions to the 
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the notion of “invested capital” instead of total assets, and 

the notion of “capital employed” instead of total liabilities 

and owner’s equity present in the conventional balance 

sheet. The basic difference is in the consideration of 

the short-term “working capital” balances. As a part of 

invested capital, this managerial balance sheet takes into 

account a net value called “working capital requirement” 

(calculated as: [inventories + accounts receivable + 

prepaid expenses] – [accrued expenses + accounts 

payable]).

The 5-step DuPont model is illustrated below in Equation 

4.

Eq. 4: (EBIT / sales) x (sales / invested capital) x (EBT / 
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operating liabilities (accruals and accounts payable) 

and operating assets (mostly accounts receivable and 
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Taxes or EBIT / sales) 

 2. Capital turnover: (sales / invested capital) 

The decisions that regulate the mix of equity and debt 

utilised to fund the company’s operating decisions are 
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model. These are:

 3. Financial cost ratio: (Earnings before Taxes or EBT 

/ EBIT) 

 4. Financial structure ratio: (invested capital / equity) 

The last factor of a company’s ROE takes into 

consideration the effect of business taxation. The return 

on equity ROE is inversely proportional to the tax rate on 
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 5. Tax effect ratio: (Earnings After Taxes or EAT / 

EBT)
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Overview
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of Mumbai based conglomerates supplied programmers 
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the doors for a potential global market opportunity 

for India as well as the world. Advances in technology 

and communication, coupled with very low operating 

costs encouraged many western software companies 
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government relaxed the restrictions and liberalised the 

economy leading to a further growth.
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crumbled, economies shrunk drastically and stock 

markets crashed across the globe. India was also hard 

hit by the economic slump with the software companies 
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sense of insecurity caused demands to dip dramatically 

with about 40% of the Western companies cutting down 

their IT expenses.

However, the industry was able to cope with the slowdown 

by introducing methods of cost saving, thereby recording 

a good growth and helping India in surviving the blow. 
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total exports from India. During 2004-2009, the major 

market for the IT products and services was primarily the 
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industry recorded a turnover of $60 billion in 2009 with a 
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IT ranks fourth in India’s total FDI share and accounts 
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software industry over the years.
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Industry Structure
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components, viz. software products, IT services, 
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services/Business Process Outsourcing) and hardware.

The IT sector is highly competitive sector, as more and 

more MNCs and startups try to invest in the technology 

hubs of India and replicate of the models of offshoring. 

Most of the industries are clustered at Bangalore, Pune, 

Delhi, and Chennai. However, the major chunk of the 
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technologies, thus making IT an oligopoly.

��$��	G	��
��	���	�
���
$��

�	
�	�#�
���	
�	���	
��
���	

of the companies. IT can thus be inferred that exports 

Fig. 1:  Growth of Software Industry Over the Years

!
����V	)���������	
�	&��	+
�
���	
�	�
����
���

�	���	&�

Table 1:  Contribution of Exports in the Income of Companies
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continue to be major part of the revenue. During the 
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industry’s revenue.

Data

 ∑ We hav e  used the following sources for data collection-

∑ capitaline.com for collecting balance sheet and income 

statement for Indian companies

∑ �	���������
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∑ google.com for other data collection like market share, 

tax rate, interest rate, etc.

%
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model were calculated using the data taken from balance 

sheets and income statements.

The companies used in this study constitute a market 

share of more than 90 percent. The regression analysis 

have been performed using the regression tool in Excel.

Time Series Analysis (2005-2013)

In Fig. 3, the complete sector comprising large, medium 

and small software companies has been covered.

Fig. 2:  IT Companies Market Share

Fig. 3:  Analysis of Large, Medium and Small Software Companies
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showing a sharp dip. The capital turnover ratio also 

reached a peak at the same time along with an increase 
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these changes can be explained by the economic slump 
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2010-2013 - Impact of the Western Economic Crisis 
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The ongoing global economic slowdown has impacted 

the Indian IT software sector in many ways. The Indian 

IT software industry has witnessed an overall gain since 

corporate in the Western countries are focusing on cutting 

costs and hence the outsourcing has been increased by 

them. This has caused more business opportunities to 

come in the hands of the Indian IT software sector. An 

advantage has been the fact that the depreciating rupee 

versus the dollar has caused the Indian outsourcing 

businesses to reap the effect in terms of appreciated rupee 

revenues. This has also made the competition among 
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dollar terms.

This can be observed from the graph given below, as 
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have a close positive correlation.

2008-2010 - Impact of the recession on the Indian 
IT sector

Lag phase: The severe economic depression that resulted 
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the entire world economy. The western world thus 

experienced a profound economic crunch, low growth 
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being one of the fastest growing tech markets and a major 

exporter of IT goods and services, was also hit hard by the 

global economic crisis of this period.
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down their IT spends which lead to a drastic decline 
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nearly 60% cutting back on contractors. With budgets 

squeezed, just 

over 40% of companies planned to increase their use of 

offshore vendors, thereby adversely affecting the income 

of the Indian IT sector. 

��
�	���	$�	��������	��
�	���	������	�
�	
�	���	�����	
�	

67U	���	��
��	����
�	���
��	���	�����
��	����	=>>J�

Growth phase: Despite the slowdown the industry 

displayed resilience in countering the negative effects. 

The IT services and outsourcing markets underwent a 

structural transformation, wherein more work was moved 

to lower cost offsite locations, which increased the cost 

savings of the industry. This led to a dramatic increase 
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seen from the curve in Fig. 4.
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due to the economic depression, the companies increased 
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a decline in the trend of borrowings, thereby reducing the 
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This ratio shows almost a similar trend as ROE as the tax 

rates have been fairly constant over the years. However, 

���
��	=>G>;=>G��	 &�	���	��
��	��	 
�������	���	 �
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lowering of corporate tax rates by the Indian government, 

as indicated in Fig. 6.

Fig. 5:  Financial Structure Ratio Over the Years

Fig. 6:  Tax Effect Ratio Over the Years
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The various ratios of the companies are compared with the 

industry reference. On the basis of comparisons, analysis 

have been made to show what are the strong points of 

a particular company and other are the areas that is can 

work upon.
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HP, IBM, Polaris, and Tech Mahindra. These companies 
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Fig. 7:  Legend for Cross Sectional Analysis Results

Table 2: � �������������	����	��������������	�
���
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owing to their vast export market. For example- Oracle, 

&��
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percent respectively of the revenue through exports.

Capital Turnover Analysis
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���
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better than the industry average in terms on capital 

turnover ratio. Better utilisation of the capital employed 

has allowed them to outperform other companies. Table 

3 also shows the effect of recessionon Tech Mahindra 

and Wipro. The companies have not been able to recover 

from the dipping of sales and increase in capital invested 

���
��	 ���	 �
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�	 
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Infosys and Oracle enjoy a major market share i.e. have 

high amount of sales but need to work on reducing the 

capital employed.
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or no interest payments owing to leverage free capital. 
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and 5% respectively of their operating income as interest, 
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Table 4:  Cross Sectional Analysis (Financial 
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and HP have net capital invested to equity ratio less than 

the industry average. As discussed earlier, debt to equity 

ratio of Tech Mahindra and Wipro is comparatively has 

been comparatively large.

��#��$�	����
�

The tax effect ratio is impacted by the tax policies of 

the government, which are constant for all companies. 

However, allowance of no tax on debt impacts the tax 

effect ratio as companies based on debt have to pay lesser 

tax. Tax management methods to decrease the tax burden 

are adopted, to one degree or another, by most of the 

companies.

Return on Equity
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and Cognizant have return on equity more than industry 
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be seen that post-recession, return on equity of Tech 

Mahindra and Wipro have tipped over the industrial 

benchmark which were higher during pre-recession 

period. The two companies have not been able to recover 

from the losses of lag phase of recession period.

Table 5: � �������������	����	�������#��	���	���	����

Table 6: � �������������	����	�����������



Use of Five point Du Pont model and Regression tools to study Information Technology Sector of India      35

��������������
����

(�
��	 ����
���	 �������

�	 �
����	 $�	 ���
��	 ���	 ���	

���

�	
�	)�"
��	�
���	 3��
��	����
��	���
���	 ����
����	

�����
��	�
��	���

�	������	���������	���

�	���	��#	������	

ratio) as independent variables, we wish to analyse their 

relationship with one dependent variable (return on 

equity). The model used in this report is

���������G�	
������=�	
��������	�
�������	�������� 
(TE)  +��

������	�	G�	�	=�	�	��	�	�	_	�	�	���	��������
���	�
����
�����	

�	
�	�
������	���	� is estimate error.

The regression analysis have been computed using the 
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above mentioned variables during the period of recession. 

The data used for computation of the ratios has been taken 
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�	$������	�����	���	��
��	���	�
��	���������	���
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on the capitaline website.

Table 7:  Regression Data -IT Sector



36      International Journal of Business Analytics and Intelligence Volume 3 Issue 2 October 2015

����
���������
��
���

���	 �����	 
�	 6;�Q����	 
�	 SG�	 ���	 S=�	 �
�	 ���	 ����	

=>G�	���	=>>J	�������
�����	��
�	��
��	����	 ��
�	�
���	

is accurate. The result shows that there is positive 

relationship between all variables taken into consideration. 

As described by the theory return on equity shows positive 
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percentage directly leads to increase in ROE.
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ratioon ROE is a function of relative change of the two 
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of two terms. As per the results of regression, there has 

been an increase in ROE owing to the fact that the relative 

reduction in income is less than the relative reduction in 

equity. As per the theoretical analysis, this happens when 

Table 8:  Regression Analysis– IT Sector

Fig. 8:  Interest Rates in India Over the Years
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the interest rate on debt is less than the basic earning 

power. This holds true for the IT industry, hence these 

terms show a positive relationship with ROE.

Comparison of Years 2013 and 2009
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margin, opening up of opportunities and rapid growth 

of IT industry after the lag phase of recession has been 
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2009. However, rise of debt has been witnessed post 2009 

����
��	�
	��	
�������	
�	���

	�
����
���	
�	=>G��

���
���	����
���	���

	���	��#	������	���

	�
����
���	����	

more or less remained contact over the considered two 

years.

Comparison of Indian IT Sector with US IT 
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nies is less than that of companies of India, demonstrating 
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debt to equity structure differences between the compa-

nies of two areas.

Table 9:  Regression Analysis Comparison between India and USA
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Future Scope of IT Industry

India enjoys a market share of 52% in the global software 
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Nevertheless, the software giants reclaimed their 
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This happened with an increase in the global technology 

spending, thus creating opportunities for the sector to 

grow.

Conclusion

The DuPont model has come a long way from being 

a simple two step ratio analysis to the one that can 

extensively explain the ups and downs of an industry in 
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This has been made possible by the breaking up of the 
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and frame its strategies.

In the paper, major companies of the software industry 

were covered and their corresponding analysis done 

extensively. The IT sector was picked up as IT is a large 
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the formulation of various policies and strategies.

The Time series analysis of the Indian IT sector threw 

light on the impact of various factors on the DuPont ratios 
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observation was how the global economic depression of 
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way companies formulated their strategies to overcome it.

The cross sectional analysis was useful in comparing the 

DuPont ratios of the companies with the industry average 
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while the others were fairly well and vice versa.

Through the regression tools, it was derived that the 

return on equity (ROE) has a positive dependence on the 
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Fig. 9:  Scope of IT industry in India
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the companies had started becoming more leveraged than 

and thus the net ROE depended greatly on the debts, i.e 
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Furthermore, the comparisons drawn between the Indian 
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the two nations.
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trends of the Information Technology sector in India. It 

is a relatively new area of study and can be extensively 
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models and making recommendations for further 

improvements.
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