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Publication Rules and Procedures

General Rules :

Research papers sent for publication in the Journal of Social

Studies should meet the following requirements:

1. The journal publishes research papers in Arabic and English
provided that they comply with the following conditions:

a) The research should be original and fulfill the
requirements of the scientific research. It should be based
on the widely-known scientific and methodological
techniques followed in academic research papers. The
research can be in the fields of economics, administration,
education and social sciences.

b) A sound language should be used . Drawings and
Graphs, if any, must be clear and precise. The research
must be typed using (IBM) computer, (Font 12) and
(Times New Roman). Research paper should not exceed
(40) pages including footnotes and references.

c) It is desirable that tables and graphs be inserted in the
correct place including captions and necessary
explanations. The size of the graphs and tables should not
exceed that of the paper (11 cm) .

d) Research must be well-documented. References and
source materials must be appropriately used. Footnotes and
references are to be included in the following way:

e Source materials:
For source materials to be included, the information is to
be mentioned in the following order.
- Author’s full name
- Date of publication within brackets.
- Source address.
- Name of investigator or translator.
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- Publisher.
- Place of publication.
- Page number

o References:

When references are used, the information is to be listed in
the following order:

* When books are used as a reference:

- Author’s full name.

- Date of publication.

- Book title underlined.

- Publisher

- Place of publication.

- Page number.

*When Periodicals are used as a reference:

- Author / authors’ full name.

- Date of publication within brackets.

- Article title underlined.

- Volume number.

- Issue number.

- Number of pages.

2. The research paper must not have been previously published
or considered for publication elsewhere.

3. The journal reserves the right to print the research and
present its captions according to its own style.

4. The journal welcomes abstracts of dissertations in the fields
of social, human and administrative sciences provided that
they have been defended and approved. They should be
prepared by the author him/herself.
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Publication Procedures.

1. Researches, studies and all correspondence is to be sent to the
following address:

Republic of Yemen, Sana’a
University of Science & Technology
Social Studies Journal - Quality Assurance Unit.
P.O. Box : 15201 - Tel : 373240 - Fax : 373234
E-mail : jss@ust.edu

2. Three copies of the manuscript, on A4 sheets, are to be sent
to the journal address. They should be double-spaced and
printed in (IBM floppy diskette 1.5). Research cover must
show researcher’s name, the degree he/she hold and the place
of work.

3. An abstruct of the manuscript (100-150 words) in both
Arabic and English must be submitted .

4. A brief C.V must also be sent including researcher’s address
in details, home and work telephone number and fax to
facilitate necessary contact with the researcher.

5. If research gains initial appreciation, it will be sent to referees
with strong credentials in the same subject area. Their
identity is kept confidential and similarly the identity of the
researcher will not be revealed to them. They will assess the
research in terms of its originality, scientific value, and
researcher commitment to research methodology. Referees
are asked to decide whether or not research is valid for
publication in the journal.

6. Researcher is informed of the referee’s decision in three
months’ time after its submission. If research is to be
published, researcher will be informed about date of
publication and issue number in which the research will
appear.

7. Referees comments, if any, will be sent to the researcher in
order to enable him/her to make necessary modifications. The
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modified version of the paper should be returned in no more
than a month’s time.

8. Research which is not considered for publication shall not be
returned to the author(s).

9. Authors of research papers shall receive one copy of the issue
of the journal that includes their paper.

10. All publication rights belong to the Journal (JSS).

Opinions expressed in the journal are merely those of their authors
and do not reflect those of the journal or the University.
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A Quranic Perspective on the Nature of Man

Dr. Omar Nakib

International Islamic University
Selango Darul Ehsan

Malaysia

Introduction

Al-Qur’an, preserved in its original form in pure divine
language is the last message of Allah (s.w.t) to mankind. Islam, being
the last religion and final synthesis of divinely revealed truth, draws in
itself all the essential aspects of truth about God and man that were
expressed in earlier religions (Austin, 1978). By virtue of being a
revelation, Islam aims to establish the leading Muslim Ummah in
human life through providing a comprehensive system of thought and
action that provides moral guidance in all walks of life.

Since al-Qur’an lays the foundations of the Islamic way of life,
Islam emerges as a comprehensive educational system that aims to
build the perfect human personality in such a way to achieve the aims
of human existence. So, “any genuine discussion of Islamic education
requires sound understanding of its principles” (Abdurrahman, 1982,

p.7).

Any theory of education must stand on a set of philosophical
foundations. For al-Qur’an, the philosophical foundations of
education, as understood by the present day educators, have not been
mentioned explicitly. However, the analysis of al-Qur’an and the
authentic Sunnah would lead to realize that such philosophical
foundations have been systematically treated. Such a treatment could
be a basis for the formulation of a comprehensive system of education
ever known by mankind. The reason for such an attitude is that Islam,
as a final revelation, is particularly detailed in this respect and erects a
vast structure of interrelated norms of action and conduct that enable
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man to saturate his life in unceasing awareness of the divine reality
(Algar, 1978) .

Some methodological considerations

A historical experience

The historical experience of the Muslim world confirms that
the Quranic theory of education had been actually adopted on the
ground by the Muslims either in the prophetic era or the prophet’s
companions. Austin (1978) supports this view and asserts that Islam
draws together many strands of truth expressed in the Judaic and
Christian traditions, creating from the synthesis the complete and final
form of Allah’s religion. So, the life of the prophet Muhammad
(s.a.a.s) unites in one man the truth about man. In his life, the prophet
(s.a.a.s), combines the dual role of man as solitary and social being, as
slave and vicegerent of Allah (s.w.t), as a servant and messenger,
prophet and king. He is the archetype or norm of humanity by
excellence in which all aspects of being unite at the center in perfect
harmony and balance®. Al-Maududi (1978) also asserts that this
reality is not a dream or utopia. The prophet of Islam and his
companions developed and established a complete model of Islam on
earth for mankind to follow®. Furthermore, the ideas, which are
discussed briefly in one location al-Qur’an, may be discussed in more
detail in another in order to be more appropriate to human
understanding and real application because al-Qur’an is an integral
book and not merely a segment of unrelated verses. So, the
indispensability to deal with al-Qur’an from an integral point of view

(1) Cited in Altaf.Gawhar.1978. The Challenge of Islam, p.285. Islamic Council of Europe,
Grosvenor Garden. London, Great Britain. Published by Percetakan Zafar Sdn Bhd, Kuala
Lumpur, Malaysia.
(2) Cited in Altaf.Gawhar.1978. The Challenge of Islam, p. 70. Islamic Council of Europe,
Grosvenor Garden. London, Great Britain. Published by Percetakan Zafar Sdn Bhd, Kuala
Lumpur, Malaysia.
(3) Cited in Altaf.Gawhar.1978. The Challenge of Islam, p. 14. Islamic Council of Europe,
Grosvenor Garden. London, Great Britain. Published by Percetakan Zafar Sdn Bhd, Kuala
Lumpur, Malaysia
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to ensure an accurate understanding of its meanings and their
implications as well emerges as a methodological necessity.

A revealed model

The most outstanding aspect of al-Qur’an and as-Sunnah’s
analysis of the philosophical foundations is their complete distinction
from the attempts made by mankind. Al-Kurdi (1992) asserts that
when discussing the issue of the nature of knowledge in al-Qur’an,
the matter is, from the beginning, totally different from any man-made
philosophical attempts by virtue of being a source of knowledge based
uniquely on revelation™. It is observed in this context that human
theories about ultimate realities based on reason never achieved the
level of certainty and their authors conscious of their limitations, do
not present them as conclusive proved >(al-Maududi, 1978).

Based on the above, Al-Qur’an is not only a source of revealed
knowledge, but also a standard for evaluating human knowledge
itself®. On this basis, it is necessary to consider this difference and this
distinction between al-Qur’an as a reveled source of knowledge and
the man-made philosophical attempts in the field of education in the
general sense of the term, and achieved either by the Muslim or non-
Muslim scholars.

A principal reference, al-Qur’an

From al-Qur’an’s perspective, the philosophical foundations of
education should be discussed as developed in al-Qur’an and as-
Sunnah. Books of tafsir represent the principal source of reference.
The comments of Muslim or, non-Muslim scholars on the matter are
mentioned merely as a supporting evidence since the basic reference is

(4) See Kurdi.R.A.1992. Nazariyyah al-Ma rifah baina Al-Qur’dn wa Al-Falsafah. (Theory
of Knowledge Between al-Qur’dn and Philosophy). p. 429. 1% edition. Dar al-Muayyid,
Riyadh, Saudi Arabia.

(5) Cited in Altaf.Gawhar.1978. The Challenge of Islam, p. 5. Islamic Council of Europe,
Grosvenor Garden. London, Great Britain. Published by Percetakan Zafar Sdn Bhd, Kuala
Lumpur, Malaysia

(6) Kurdi.R.A.1992. Nazariyyah al-Ma'’rifah baina Al-Qur’an wa Al-Falsafah. (Theory of
Knowledge Between al-Qur’dn and Philosophy). p. 429. 1% edition. Dar al-Muayyid, Riyadh,
Saudi Arabia.
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tafsir of al-Qur’an and as-Sunnah because the Islamic theory of
education is fundamentally based upon the Quranic concepts’
(Abdurrahman, 1990, p. 43). Pointing out the difference between the
Quranic philosophy of education and the attempts of the Muslim
scholars to grasp the essential elements of this philosophy is a matter
of a great necessity. The consideration of the Quranic educational
concepts, i.e. man, society, knowledge, aims of education, as the
philosophical foundations of education is based on the assumption that
these concepts form the basic elements on which al-Qur’an has
developed its own theory of education. Together, these concepts are
referred as the Quranic philosophy of education. Furthermore, when
dealing with the above-mentioned concepts it has not been focused on
the theoretical-linguistic analysis of the terms since this kind of
analysis is provided by other previous studies. However, the
functional dimension of the terms as used in al-Qur’an is emphasized.
However, the nature of man represents the central focus of this paper.

A realistic perspective

By its harmony, integration and inclusiveness of the different
dimensions of the human personality, as well as the other foundations
i.e. society, knowledge and aims of educations, al-Qur’an presents a
particular view about man®. This is because al-Qur’an deals with the
human nature from a realistic perspective that takes human being as
he is in the real life with respect to the whole dimensions of his
personality, spiritual, material and intellectual. Below is an account on
the nature of man as treated by al-Qur’an and as-Sunnah.

(7) Mentioning to al-Qur’an must necessarily include as-Sunnah since the latter is the model
explanation and the perfect application of al-Qur’an. So, it will not be mentioned to as-
Sunnah when pointing out to al-Qur’an.

(8) See Quth. M. 1987. Al-Insan baynal Maddiyati wal Islam (Man between the materialism
and Islam). p. 69. 10" edition. Dar al-Shur(ik. Beirut. Lebanon.
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The Nature of man

The notion of al-Khalq (creation)

The primary concept used to analyze the nature of man in al-
Qur’an is Khalaga (create). For instance, in surah al- Mu’minun (The
Believers), Allah (s.w.t) says about the origin of man:

Man We did create from a quintessence, of clay. (23:16)

Ibnu Kathir (1999) says that in this verse, Allah (s.w.t)
describes the creation of man from clay, and man here, is Adam who
has been created by Allah (s.w.t) from sounding clay. Ibnu Kathir
confirms that Allah (s.w.t) informs mankind on his origin i.e. Adam
who is from clay®. This verse consists of two ideas that relate to the
nature of man. The first idea is that the creator is We, (Allah, s.w.t)
Who created man and expressed by the Arabic term, khalagna that
means We created. So, it becomes clear that the term khalaqna /’Insan
means We (Allah) have created man, and therefore, Insan (man) is the
creature of Allah. The second idea concerns the origin of man, which
is also mentioned here to be f#in (dust). Alongside ibnu Kathir’s
comment, the commentators on al-Qur’an assert that when al-Qur’an
uses the term tin (dust) the concerned creature here is Adam (s.a.a.s)
who has been created directly from dust as the first father of mankind.
The following verse from surah as-Sajdah supports this comment:

He Who created all things in the best way and He began
the creation of man from clay and made his progeny from
a quintessence of despised fluid (32: 7-8).

Ibnu Kathir again says that “And He began the creation of man
from clay” means that Allah (s.w.t) created the father of mankind,
Adam, from clay”lo.

On the basis of the above discussion, man is a creature of Allah

(9) Ibnu Kathir.A.1999. Tafsir al-Qur’dn al-‘Azim.(Exegesis of the Qur’an). p. 264. 1%
edition. Darussalam. Riyadh, Saudi Arabia.

(10) Ibnu Kathir.A.1992. Tafsir al-Qur’dn al-‘Azim.(Exegesis of the Qur’an). p. 504. 1%
edition. Darussalam. Riyadh, Saudi Arabia.
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(s.w.t). However, it appears that the Quranic verses that are concerned
with the creation of Adam (s.a.a.s)), the origin and the evolution of
the human specie give preponderance to the divine kindness that
granted man with those human particularities since the first moment of
his creation. This is to refute the notion of evolution from unknown
animal specie as argued by the Darwinism. So, evolution, in the
history of human life, is no more than the progressive appearance of
the innate and original human particularities by the means of growth
and 1tlraining while facing the different challenges of life over the
time™.

Al-Qur’an also notes that creating man from dust is only the
first step in the whole process of creation of human being. This
process includes more than one stage. These stages are called in al-
Qur’an al-Karim atwa ra as mentioned in surah al-Jinn and stated in
a clear order in many surah, namely al-Mu 'minun, al-Hajj and as-
Sajdah where Allah (s.w.t) says:

He Who created all things in the best way. And began the
creation of man from clay. And made his progeny from a
quintessence of despised fluid. But he fashioned him in
due proportion and breathed into him of His spirit. And
He gave you the faculties of hearing and sight and
understanding. Little thanks do ye give! (32: 7-9).

The next stage after al-khalq (creation) of man in these verses
1s “wa nafakha fihi min ru’hih” (and breathed into him of His spirit).
Then, He instilled into him the necessary faculties and tools of
knowledge and learning, as-sam’a (hearing), al-basar (sight) and al-
af’idah (mind). While those faculties have been forwarded by the
necessity of Shukr, (thankfulness and gratitude to Allah, (s.w.t) in this
surah, in surah an-Nahl, they have been connected with La ta’lamuna
shay’a (you knew nothing). That is, these Allah’s grants are to be the

(11) Quth.S.1986. Fi Zilal al-Qur’én In the Shadow of the Qur’an). p. 12. 22™ edition. Dar
al-Shurtk, 9" edition. Beirut, Lebanon.
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means which would drive man to face that state of inborn-ignorance in
order to learn how to spend his life, achieve the aims of his existence
and how to thank Allah (s.w.t) for those invaluable grants.

Three fundamental dimensions

Based on the above, it can be inferred that human personality
consists of three main components: jism (body), ruh (spirit) and aq|
(mind).

a. The body represents the physical and biological components of
human being. It manifests itself by the biological necessities and
desires. Those necessities and desires are concerned with the
preservation of human life and ensuring its continuity in two ways, the
preservation of the self by eating, drinking and the likes, and the
preservation of human specie by sexual reproduction.

b. The mind represents the human part, which is concerned with the
function of helping and enabling the human to identify the best ways
to fulfill his human needs in such a way to be different from the
animal species. The function of the human mind, however, is not
limited at this stage, but it goes so far beyond because the divine will
have instilled into the human creature a motive with a continuous
insistence to be satisfied, the need to discover the unknown and
acquire its knowledge. So, the historical evolution of human life and
its progress owes this motive great thanks

c. The spirit has a different nature from the body and the mind.
Therefore, its mission in the human life is also different. It is
concerned with the assurance of a continuous spiritual relation with
Allah (s.w.t), the Creator*?.. This kind of relation is known in al-
Qur’an by the concept of ibadah (worship). In surah al-bagarah, al-
Qur’an mentions this concept connected with the concept of khalg
(creation). He (s.w.t) said:

(12) Qutb.M.1987. Manhaj at-Tarbiyyah al-Islamiyyah Method of Islamic Education). p. 69.
V.1,14" edition . Dar al-Shurdk. Beirut, Lebanon.
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O ye people! Worship your Guardian Lord Who created
you and those who came before you that ye may become
righteous (2-21).

Here, Allah (s.w.t) has associated between the concepts of
Khalq (creation) and /badah (worship). Such an association is meant
to remind human beings with their origin as a creature of Allah (s.w.t)
and their obligation to worship Him (s.w.t) as a sign of thankfulness
and confession toward Him (s.w.t) the most merciful.

The concept of Fitrah

The concept of fitrah or as al-Faruqi (1978) calls it man’s
innate perfection™ — Tawhid, is another dimension in the human
personality. Its interpretation has been a controversial issue between
Muslim scholars'®. However, a deep reflection in the Quranic verses
and prophetic tradition might enable us to find out that when al-
Qur’an says.

So set thou thy face truly to the true religion being
upright the nature in which Allah has made mankind (30:
30),

It means that man is born as a Muslim, who believes in one
God, Allah (s.w.t), the creator and the Lord of the universe. This
interpretation is supported by a narration from abu Huraira™. Al-
Farugi (1978) comments on this verse by asserting that man, either
Muslim or non-Muslim, possesses what Islam calls dinul fitrah or
natural religion. This consists of the unerring discoveries of the sensus
numinis by which man recognizes Allah (s.w.t) as transcendent and
holy, and hence worthy of adoration. Based on this, what Allah (s.w.t)
has implanted in human nature, the recognition of His transcendence,

(13) See: Ismail Raja al-Farugi. 1978. Islam and Other Faiths

(14) Dureyni.F.1988. Dirasadt wa Buhdth fI al-Fikr al-Islami al-Mu dsir. (Studies on
Contemporary Islamic Thought). p.482. 1% edition. Dar Kutaibah Publishers and
Distributors, Beirut, Lebanon.

(15) This Hadith is narrated by abu Hurarayrah, Book of Qadar. Sahih Muslim bi Sharh an-
Nawawi. Vol. 16. (al-Matba ah al-Misriyah bil-Azhar. 1930).
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unity, holiness and ultimate goodness is prior to any tradition, and
dinul fitrah is properly speaking, Ur-Religion or original. So, its
possession by every man defines his humanity and casts upon him a
very special dignity’®. However, the meaning, which is reported by
abu-Hurairah is supported by another verse in surah al-4 raf:

When thy Lord drew forth from the children of Adam
from their loins their descendents and made them testify
concerning themselves (saying): Am | not your Lord
(Who cherishes and sustains you)? They said: “Yea! We
do testify!” (7: 172-173).

Ibnu Kathir’s comment on this Quranic statement is that Allah
(s.w.t) drew forth the children of Adam from their loins their
descendents naturally testifying that Allah (s.w.t) is their Lord. Fethi
Dureyni (1988) supports this interpretation and asserts that when al-
Qur’an compares between ad-Din (Islam) and fitrah as its other side,
it means to show that the real nature of fitrah is originally created in a
full state of goodness in such a way to make the harmony between
Islam and fitrah a possible matter'’.

Being the innate nature of human being, fitrah would be one
of the main aims of education in al-Qur’an, to be preserved from any
kind of corruption and to prevent it from devil. One way to achieve
this aim is the process of Tazkiah (purification) to enable man to keep
himself close related to the true path of Islam, that is, to preserve his
fitrah in its original shape.

A religious creature
One of the important conclusions, which can be made when
discussing the concept of fitrah, is that man is a religious creature. So,

(16) Cited in Altaf.Gawhar.1978. The Challenge of Islam, p. 95. Islamic Council of Europe,
Grosvenor Garden. London, Great Britain. Published by Percetakan Zafar Sdn Bhd, Kuala
Lumpur, Malaysia

(17) Dureyni.F.1988. Dirdsat wa Buh(th fi al-Fikr al-Islami al-Mu’asir. (Studies on
Contemporary Islamic Thought). p.492. 1* edition. Dar Kutaibah Publishers and Distributors,
Beirut, Lebanon.
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to worship Allah (s.w.t) is an innate need for man, and because of this
universal reality one does not find that any stage of human history is
void of any kind of worship, or religion®. As a matter of fact, religion
is a natural component in human personality. However, the problem,
man is continuously encountered with, is the extent to which he can
success in determining the true path towards his True Lord, Allah
(s.w.t). The success is subject to two crucial factors, man’s pure and
continuous effort and then, Allah’s help for the success, which as a
result of the sincere human effort, as Allah (s.w.t) says in surah al-
‘Ankabut:

And those who strive in our cause, We will certainly
guide them to our paths (29-69).

An innate goodness

When discussing the concept of fitrah, another issue emerges,
the goodness of man. This issue may be considered as the other face
of fitrah, Islam and goodness. Human beings are good by nature. The
most suitable interpretation of this goodness is that man is born free of
any kind of corruption. However, this concept is not in conflict with
the effects of the hereditary factors, because when one admits the
goodness of man he does not adopt man as tabula rasa as claimed by
john Lock (1632-1704), since the influence of the hereditary factors
should not be totally neglected. Some hadiths (prophetic traditions)
support the notion of the innate goodness of man. For instance, al-
Bukhari reports in his sahih a narration from abu Hurayra that the
prophet (s.a.a.s)) explained when mentioning the issue of fitrah, how
human beings are born:

There is no newborn child who is not born in a state of fitrah.
His parents then make him a Jew, a Christian, or a Magian, Just as an
animal is born intact. Do you observe any among them that are
maimed (at birth)?

(18) Cited in Altaf.Gawhar.1978. The Challenge of Islam, p. 314. Islamic Council of Europe,
Grosvenor Garden. London, Great Britain. Published by Percetakan Zafar Sdn Bhd, Kuala
Lumpur, Malaysia.
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One of the Muslim scholars who commented on this hadith is
al-Kurtubi. He says that the child is born free of al-Kufr (disbelief)
according to the mithak (covenant), as mentioned in surah al-4 raf. In
this context, human beings, Muslims as well as non-Muslims, are
hence members of one family, and their religious differences are
domestic. In other word they are referable to, and corrigible in terms
of a common parental origin, which is dinul-fitrah.

This issue has been discussed by some western educators, one
of the most prominent of them Jean Jacques Rousseau (1712-1878)
who claimed the natural goodness of man, and that any kind of
corruption is the result of social factors. However, he overstated the
how to preserve that goodness especially when he emphasized the
absolute free-will that should be given to child before the age of
twelve, the period where the child should be put in a direct contact
with the nature without any kind of social interference™.

A dual potentiality

Human personality is set upon the principle of duality, a kind
of a spiritual potentiality to either preserve or corrupt the fitrah. That
is, human’s ability to either remain in the state of goodness, or tend
toward the state of evildoing. This twofold condition is essentially
based on the principle of free will and accountability toward Allah
(s.w.t) in the Day of Judgment. So, the belief in the Day of Judgment
is of crucial importance in determining man’s choice. Al-Qur’an
emphasizes this issue because it is of great importance in Islamic
education. This principle is mentioned in surah ash-Shams by the
following statement:

By the soul, and the proportion and order given to it. and
its inspiration as to its wrong and its right. Truly he
succeeds that purify it. And he fails that corrupts it. (91:
7-10).

(19) See: Jean Jacques Rousseau’s book, Emile.
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Ibnu Kathir says that Allah (s.w.t) created man free of any kind
of corruption and inspired him with the disposition to follow either
taqwa (piety and devoutness) or fujur (corruption and evildoing)®. In
this Quranic statement, we are facing a twofold human condition, the
innate disposition to either remain in the state of goodness or the
conversion to the state of evildoing and corruption. However, Allah
(s.w.t) is He Who made up mankind upon this dual condition, which is
stated in al-Qur’an by the verb sawwaha (equalizing between both,
goodness and evildoing). For the verse “and its inspiration as to its
wrong and right”, mankind is not subject to any kind of accountability
toward Allah (s.w.t) because it is a matter of divine will out of man’s
choice. While for the verse, “Truly he succeeds that purify it. And he
fails that corrupts it”, is, as we shall see latter, the educational
dimension where human being is subject to accountability because it
is set upon his consciousness, free will, rather, under the limits of his
capabilities to chose freely and consciously the way he prefers, but
with the spirit of accountability. Ibnu Kathir reports two different
interpretations about these two verses:

Truly he succeeds that purify it. And he fails that corrupts
it. (91: 9-10).

The first interpretation is that Allah (s.w.t) is He Who decides
whether man has to follows the first or the second way so as man’s
will has nothing to do with this matter, as reported from ibnu Abbas.
The second interpretation is that man’s will is the crucial factor in that
decision; this is the narration of Qatadah and others. However, the
right interpretation of these verses is the combination between the two
reported interpretations in such a manner to affirm that choice is a
fully-human matter regarding the different kinds of innate abilities
man has been granted with from Allah (s.w.t). Allah (s.w.t) knows any
intended decision from man concerning this condition. However,

(20) Ibnu Kathir.A.1992. Tafsir al-Qur’dn al-‘Azim.(Exegesis of the Qur’an). p. 547. 1%
edition. Darussalam. Riyadh, Saudi Arabia.
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being the Almighty, Allah (s.w.t) can change man’s decision at any
time, but for a determined wisdom. So, He lets man enjoy his free-
choice and free- will but to try him whether he will follow the right or
the wrong path as al-Qur ‘an states:”

That so He may see how ye act” (7: 129).

From these verses, it can be understood that when Allah (s.w.t)
sees that man is trying to follow the true path, He, because of His
kindness, Will help him to achieve his aspirations. On the other hand,
if man decides to follow the path of evil, He, Allah (s.w.t), will let him
alone do what he likes because Allah (s.w.t) does not help anyone who
follows the path of evil. In addition to be an outstanding human
particularity unlike the other creatures, based on the principle of free
will, human choice is a sign of Allah’s takrim (conferment) of human
race:

We have honored the sons of Adam...and conferred on
them special favors, above a great part of our creation.
(17: 70).

This statement leads to point out the concept of human
potentiality regarding the right and the wrong. Man has the power to
purify himself and then to enhance his nearness from Allah (s.w.t) to
the extent to be spiritually higher that the angels, while he also has the
ability to fall down to the extent to be worse than the animal®:. These
two conditions are mentioned in many parts of al-Qur’an namely
surah al-A4 raf (7: 179), al-Furgan (25: 44) and Mohammad (47: 12).

An educational matter

On the basis of the above discussion, it would be clear that the
process of preserving the innate human nature is an educational matter
and not a pre-determined fate despite the support of Allah (s.w.t)

(21) Ibnul Kayyim,J.1992. al-Fawaid. (The Benefits). Darul-fikr. Damascus, Syria.
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given to His servants as a reward for their good and right intention
toward Him and His teachings.

Truly he succeeds that purify it. And he fails that corrupts
it. (91: 9-10).

Therefore, this point is highly considered in the Quranic
education. As a matter of f act, the preservation of fitrah is considered
as one of the important aims the Quranic education is seeking for.
Based on this consideration, any attempt to develop a curriculum to
educate the Muslim should observe such a crucial necessity. The
reason of such an emphasis is that from the Quranic perspective,
human nature is the first amanah (trust) Allah (s.w.t) has granted man
with. So, the insurance of the eternal life happiness is subject to the
extent to which human being is able to preserve such a fitrah in its
original shape and nature. A careful reading of the above-mentioned
verses of surah as-Shams elucidates this matter.

A privileged position in the universe

Al-Qur’an privileges human being with a particular position in
the universe. It starts by pointing out that man is the most glorious and
venerated Allah’s creature.

We have honored the sons of Adam, provided them with
transport on land and sea, given them for sustenance
things good and pure; and conferred on them special
favors, above a great part of our creation. (17: 70).

This exalted position of man in the universe is due to the nature
of his personality itself that is totally different from the other
creatures. Al-Qur’an justifies this human’s privilege by some
considerations; the most important of them is being breathed by
Allah’s spirit, which is not the case for all the other creatures:
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When | have fashioned him in due proportion and
breathed into him of My spirit, fall down in obeisance
unto him. (15: 29).

By this statement, al-Qur’an not only places mankind in the
highest hierarchical level of Allah’s creatures, but also makes him the
vicegerent of Allah (s.w.t) so as the whole universe is subjected to
him. Another distinction is that man is the sole creature being trusted
with the mission of khilafah (vicegerency). So, he has been created,
his personality has been formulated and the universe has been
subjected to him in such a manner to enable him to fulfill the
requirements of that Amanah (trust), the vicegerency of Allah (s.w.t)
on earth. Fethi Dureyni (1988) justifies these privileges by the fact
that the trust is something given to a person over whom he has a
power of disposition; he is expected to use it as directed and expected,
but he also has the power to use otherwise. In fact, there is no trust if
the trustee has no power of choice and free will as well as the different
abilities that enable him to perform successfully his mission?” through
the achievement of Magasid ash-Shari’ah (objectives of the divine
message) in human life”. That is to mean, man has been appointed as
a khalifah (vicegerent) under certain conditions under Allah’s
supervision and according to His teachings.

Finally, by a deep reflection in al-Qur’an’s treatise of the
human personality one can find out that its concern was not a simple
theoretical treatise, but actually a formulation of a pattern that would
be the perfect practical example to be followed by man whenever he
wants to achieve the aims of his existence. Furthermore, Allah (s.w.t)
has sent the prophet (s.a.a.s)) as the perfect application of that pattern
ever experienced by man. So, howsoever that may be, human being
can no longer seeks guidance and orientation out of this pattern that is
crucial to ensure his righteousness and salvation ...in the present life

(22) Dureyni.F.1988. Dirasat wa Buhdth fi al-Fikr al-Islami al-Mu dsir. (Studies on
Contemporary Islamic Thought). p.106-109. 1% edition. Dar Kutaibah Publishers and
Distributors, Beirut, Lebanon.

(23) See ash-Shatibi. 1995. al Muwafaqgat fi Usul ash-Shari’ah, book of al-Magqasid.
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and success in the hereafter.

A noble and purposeful mission

With regard to the special position man occupies in the
universe amongst all Allah’s (s.w.t) creatures; it becomes obvious that
the principle of creation has never been a purposeless one. al-Qur’an
elucidates this reality by stressing that creating man is a sign of the
Divine Wisdom. And, Allah’s (s.w.t) Will can not be understood
otherwise. In the following verse of surah al-Mu 'minun, al-Qur’an
emphasizes such a reality:

Did ye then think that We had created you in jest, and
that ye would not be brought back to Us (for account).
Therefore, exalted be Allah, the King, the Reality: There
IS no god but He, the Lord of the Throne of Honor (23-
115,116).

While commenting on this verse, al-Qurtubi said that “in jest is
a state where human being is discarded, abandoned and left over
without any equipment to face the challenges ahead of his life. So, in
this verse, Allah (s.w.t) wants to remind mankind that they have not
been created in this universe and then left over in a purposeless
manner without any accountability because Allah (s.w.t) as the Lord
of the universe is exalted”?*.

Meanwhile, ash-Shanquiti, in his Adhwa 'ul Bayan supports this
view by asserting that “it should not be understood that you, mankind,
have been created without any purpose or wisdom in this life so as
you will not be subjected to any kind of accountability in the Day of
Judgment. However, the reality is otherwise™?>. Based on this Quranic
statement it would become unconceivable to admit that human being
has been created without a determined mission to be performed in this
life in a purposeful manner meant by the divine will. Al- Qur’an itself
confirms such an assumption and makes it a sine qua non in the

(24) Al-Qurtubi. 1994. al-Jami’ fi Ahkam al-Qur’an. p.156.
(25) As-Shanquiti. 1992. Adhwa 'ul Baydn. p. 831.
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human life. However, al-Qur’an does not content with the indication
of mere mission but it confirm its specificity, which is one of the most
outstanding features of Allah’s (s.w.t) conferment of mankind over the
other Allah’s creation. For instance, in surah al-44zab such a mission
is called al-4Amanah (the Trust):

We did indeed offer the trust to the Heavens and the
Earth and the Mountains; but they refused to undertake
it, being afraid thereof: But man undertook it: He was
indeed unjust and foolish (33-72).

Al-Qurtubi says that “al-4manah implies all kinds of religious
obligations that aec recommended by the Divine Will”?°. Meannwhile,
in surah al Bagarah the mission is more elucidated when Allah
(s.w.t.) calls it Khilafah. He says:

Behold thy Lord said to the angels:

“I will create a vicegerent on earth” (2: 30).

The first attribute ever given to man since the beginning is to
be the vicegerent of Allah (s.w.t) on earth with the aim to execute the
divine ordinance. This is supported by the prophetic tradition when
the prophet (s.a.a.s) said in one hadith:

Whoever enjoys the right and forbids the wrong
Is the vicegerent of Allah on earth.

So, from a Quranic perspective, the purification of human
personality cannot be achieved unless the revealed system of life is
observed. To do so, mankind must set one’s life under the guidance of
such a system and deal with the universe in such a way to exalt and
glorify the Lord, and seek for His love, His pleasure and then ensure
the eternal happiness in the hereafter. These meanings are stated in
surah Hud: Allah (s.w.t) said:

(26) Al-Qurtubi. 1994. al-Jami’ fi Ahkam al-Qur’an. p.162-163.
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It is He Who hath produced you from the earth
And settled you therein. Then ask forgiveness
Of Him and turn to Him in repentance. (11: 61).

This verse encompasses three major issue related to the
existence of mankind on earth. The first is the source of creation of
man; “it is He Who hath produced you from the earth”. The second is
his historical mission, and settled you therein, (so, He asks you to
explore earth according to His teachings). The third is the aim that
must be achieved through the performance of that mission in the light
of Allah’s teachings, “then ask forgiveness of Him and turn to Him in
repentance” (to worship Him and seek His pleasure on you to ensure
prosperity and eternal happiness in the hereafter).

Through this guidance, Allah (s.w.t) instills in mankind the
spirit of confidence, optimism and hopefulness. So, Allah (s.w.t)
reminds man that whenever one repents to Him with a pure intention
to please His Lord and devote himself to His Will, Allah (s.w.t) is
kartbun mujib (Allah is close to His servants, ready to respond the
prayer of every suppliant, and provide help, blessings and success of
his efforts. “Such providence is to make mankind feels that he is not
alone, and not unleashed on the earth as an irresponsible savage as
claimed by Aristotle””. Actually, Allah (s.w.t) upon creating man
Has sent down to mankind His books and His messengers as leaders to
ensure for mankind salvation and happiness. Allah (s.w.t) also
promised to man that He will fulfill the needs and help whenever man
follows His messengers and observes His commends. From this
perspective, Islamic education takes into account all the dimensions of
the human personality in such a way to qualify mankind to
successfully perform his mission.

In this context, a deep reading in the meanings of the different

(27) Quth.S.1982. Fi Zilal al-Quran (In the Shadow of the Qur’dn). p. 146. 22™ edition. Dar
al-Shurtk, 9" edition. Beirut, Lebanon.
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terms used in al-Qur’an to elucidate the mission of man in history
leads to understand that such a mission can be summarized in two
meanings, which imply one vision, the actualization of the Divine
Will in human life and according to Allah’s (s.w.t) teachings. These
two meanings are at-7a’'abbud (worhip) and at-7a'bid (enabling
others to worship). For the former, it implies the duty of man to keep
himself close related to the true path of Islam, that is, to preserve his
fitrah in its original shape through a certain process of education,
which can be called Tazkiah (purification) or Ta'dib as al-Attas
prefers to term it in his “The concept of education in Islam” in order
to organize one’s life as prescribed by the Teachings of the Divine
Will. While the latter, implies the duty of mankind to lead others to
the true path of worshiping Allah (s.w.t) by means of what is called in
Islamic literature ad-Da’wah (preaching for Islam) in the general
meaning of the term. This second duty is one of the meanings that
justify the existence of man in this life and impart to it a historical
significance; as well as that ensure his salvation in the Day of
Judgment. Al-Qur’an elucidates this meaning in the following verse
from surah al-Jinn:

Say: “No one can deliver me from Allah (if I were to
disobey him) nor should | find refuge except of Him
unless | deliver what | receive from Allah and his
Message. For any that disobey Allah and His Messenger
for them is Hell: they shall dwell therein for ever (72-22,
23)

This conclusion is really confirmed by another Quranic
statement, which explain in an explicit manner that in order to ensure
righteousness in the present life and success in the hereafter, human
life must be undertaken according to the teachings of the Divine Will.

Say: “Truly, my prayer and my service of sacrifice, my
life and my death are (all) for Allah, The Cherisher of the
Worlds: No partner hath He: this am | commended, and |
am the first of those who submit to His Will (6-162,163)
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That is, the whole life of mankind must be devoted to this
sacred aim, or the actualization of the true meaning of al-ibadah in
one’s life. This is in contrary to some interpretations of the meaning of
Ibadah that restrict it in the limits of determined prayers in space and
time.

Through the above analysis, it may become obvious that
mankind has actually been created purposefully to perform a
determined mission in the present life. This is regarding his privileged
position in the universe amongst all Allah’s (s.w.t) creatures by virtue
of his being equipped by a set of spiritual and intellectual faculties that
qualify him for such a mission. However, such a position is also
marked by its dual specificity, privilege and accountability. That is, if
mankind is privileged in the present life, he, on the other hand, will be
called for account in the Day of Judgment. The meaning of
accountability is elucidated in the next paragraphs.

An accountable fate

Based on the above discussion and Quranic statements, it may
become obvious that one of the fundamental creeds of Islam is the
belief in al-Akhirah (life in the hereafter). It is one of the required
articles of faith in Islam. A denial of this creed is a denial of Islam as a
whole even though one may have belief in Allah (s.w.t), in the prophet
(s.a.a.s) and in al-Qur’an. In this context, Al-Qur’an defines the
concept of life in such a manner to be different from the man-made
attempts in its nature, effects and consequences on man’s destiny.
Furthermore, Islamic education aims to prepare man for both, the
present life and the hereafter. This is unlike the different types of man
made educational attempts, which consider the present life as the
utmost aim of any educational process®. So, from al-Qur'an’s
perspective, the concept of life is not limited to the period spent by
mankind in the present world, i.e. from birth to death. This period is
no more than a first phase which precedes the eternal life called in al-

(28) Abdurrahmane. 1988.
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Qur’an, al Hayawan, (the true life) where man would never
experience the fact of death, as mentioned in surah al-Ankabiit:

What is the life of this world but amusement and play
But verily the home of the hereafter, that is al-Hayawan
—life indeed29. (29: 64).

Due to the importance of this concept in respect of man’s
destiny, al-Qur’an makes it obvious that the eternal happiness of man
depends on the extent to which man perceives the present life, its
nature, aims and destiny and how would one spend it? Therefore,
man’s life in the hereafter is actually no more than the appropriate
djaza’ (fitting recompense) in accordance with one’s present life’s
behavior, rather, in accordance with the extent to which one’s has
preserved the trust.  Accordingly, the belief in al-Akhirah (the
hereafter) has a strong influence and a direct effect on man’s behavior
in the present life especially when man reminds continuously aware
with the fact that his sayings, actions and behavior will be subjected to
accountability in the Day of Judgment. Al-Maududi (1978) clarifies
this effect by asserting that due to that belief, man finds a permanent
guard stationed within himself, who cautions him, admonishes him
whenever he deviates from the right path. The guard within him is
ever on the alert, ready to seize him whenever he transgresses. The
consciousness of this inner presence makes him fear God even when
he is alone. He discharges his duties honestly, and refrain from doing
anything that is prohibited. It is the belief in the hereafter that helps
man, under all circumstances to conform to God’s scheme of
permanent values. It is for this reason that Islam attaches great
importance to belief in the hereafter®®. Without it, even belief in God
and the prophet is not sufficient for man’s guidance. Based on the
importance of the association between ad-Dunia (the present life) and
al-Akhirah (the hereafter) in the Quranic worldview, belief in the
hereafter is considered as one of the fundamental creed of Islamic

(29) Surah al-‘ Ankabiit, ayah. 64.

(30) Cited in Altaf.Gawhar.1978. The Challenge of Islam, p.285. Islamic Council of Europe,
Grosvenor Garden. London, Great Britain. Published by Percetakan Zafar Sdn Bhd, Kuala
Lumpur, Malaysia.
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faith. When al-Qur’an discusses the concept of ad-Dunia, (the present
life), it emphasizes two dimensions. The first is the worthlessness of
the present life when compared with the hereafter in terms of value
and duration. So, it is no more than la’ibun wa lahw (amusement and
play). The second is that ad-Dunia is a fateful period for man to
ensure a successful destiny in the hereafter. So, the belief in the
hereafter represents the most influential creed in the human life at all.
Its crucial importance manifests itself by the fact that believing or not
in the hereafter is the crossroads between two kinds of mankind,
rather, between two destinies. “Human life will never be straightened
on the true path, the way of Allah (s.w.t), unless mankind accepts that
the true reward or punishment depends on the consideration or not of
that creed”™. Therefore, it would be conceivable to consider ad-Dunia
as a preparatory phase for the next life after the Day of Judgment.

In achieving this utmost aim, to ensure the happiness of man in
the hereafter, al-Qur’an reminds man that one has not been unleashed
on earth as an irresponsible savage. Rather, one is accountable to
Allah (s.w.t) for one’s actions. Today’s life is only a test and an
examination, and at the end one will be called upon to render a
complete account of his acts of commission and omission to Allah
(s.w.t). It is Allah (s.w.t) Who fixes the time of accountability and
man will stand by himself helpless and alone to render his account and
await the pronouncement of judgment that shall be in the power of
Allah (s.w.t) alone. Judgment will rest on question: Did man conduct
himself in submission to Allah (s.w.t), in strict conformity with the
truth revealed to the prophets, and with the conviction that he would
be held responsible for his conduct in life on the Day of Judgment. If
the answer is affirmative, the reward will be Paradise, and if it is
negative, punishment will be Hell.

Through this systematic and emotional method based on
yearning and awe, reward and punishment, al-Qur'an takes the human
being and puts him on the path to be qualified for his real position in
the universe as a preparatory phase to the hereafter.

(31) Quth.S.1982. Fi Zilal al-Qur’dn In the Shadow of the Qur’dn). p. 24-25. 22™ edition.
Dar al-Shurtk, 9" edition. Beirut, Lebanon
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Concluding remarks

The Quranic treatment of the philosophical foundations of
education provides a comprehensive guidance to fulfill the innate
needs of the human nature as well as to achieve the aims of the human
existence. The outstanding aspect of such a treatment is that it is
inspired by revelation that makes it distinguished from any other man
made attempts. The historical experience in the Muslim world has
proved the availability of such a model as well as the possibility of a
new re-consideration in the light of the current Muslim world’s
situation. Al-Qur’an is the principal source of reference, while as-
Sunnah is the interpretation par excellence and the application of the
Quranic meanings. The four philosophical foundations that have been
treated are the nature of man, society, knowledge and aims of
education. However, the focus of this paper was the Quranic treatment
of the nature of man. Allah (s.w.t) is the creator of man. The process
of creation involves many stages. The concept of fitrah is an essential
dimension in the human personality. Imam Muslim in his Sahih
summarizes its meaning in term of being born Muslim. As a matter of
fact, man is a religious creature. Harmony between fitrah and Islam is
a possible matter. Free choice based on accountability is a human
particularity. Human being, therefore, is set upon a dual potentiality.
So, he is able to either remain in the state of goodness or tend toward
the state of evildoing. The belief in the Day of Judgment is of crucial
importance in determining the choice of mankind. The process of
preserving the innate human nature or, fitrah is an educational matter
and not a pre-determined fate. Due to the nature of his personality,
man is privileged with a particular position in the universe.

It can be concluded that the Quranic approach aims to one and
final end, qualifying man to be fit enough for the true and eternal life,
there, in the heaven. That is why Islamic Shari’ah has been sent down
with the aims to preserve its objectives in the human life, failing to do
so, the human life would be harmful, never be saved from corruption
in the present life and the manifest loss in the hereafter.

(32) See ash-Shatibi. 1995. al Muwafaqgat fi Usul ash-Shari’ahV.1. p.4.
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Cash Management in Selected Large Scale
Public Limited Industrial Companies of Jordan

Dr. Abdul Naser I.H. Nour
Al-TIsra University
Amman - Jordan

Abstract :

This paper examines the cash inventory of listed Jordanian
Industrial Companies during the period 1993-2002. The evidence
reflects the fact that most of the companies hold relatively either high
or lower cash balance than the operational requirements.

The results also reveal that most of the well-Known
determinants of cash and marketable securities holdings are not
applicable to the companies under the study also volume of cash
maintained in different industrial companies should be based on their
operational requirements. Any excess cash should be deposited in
short term investment.
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Introduction

Cash is a liquid asset which is of great importance for the daily
operations of business companies. The effective control of cash is one
of the most important requirements of successful financial
management. Cash is the life blood of business enterprise. and its
steady and healthy circulation throughout the entire business operation
has been shown separately to be the basis of business solvency.

Cash in terms of number of days’ operational requirements is
an important measure to assess the sufficiency of cash. It is influenced
by the company’s cash flow return. maturity schedule of its current
obligations and its ability to procure extra funds in case of need. But
financial analysts have concluded that a business enterprise should
keep its cash and near cash reserves equal to 30 days normal
expenditure. If cash and near cash reserves are more than this limit,
that would be excessive cash. The fundamental objectives of cash
management are: to ensure sufficient cash to meet the currently
maturing obligations in time, to control the cash flow to maximise the
availability of cash by accelerating cash inflows and containing cash
outflows and to put the surplus cash to productive efficiency™”. This
section presents an introduction about cash management. It also
focuses on the analysis and interpretation of data related to the
objective, to verify the availability of cash and bank balances as per
operational requirements and liquidity and solvency of the selected
industrial companies.

The crux of working capital management exercise in cash
management. It is well known that a healthier profit position does not
always indicate efficient cash management. For smooth running, an
enterprise needs a proper flow of cash and a proper operating cycle.
Among the various components of working capital cash is perhaps the
most important one which reflects its liquidity position, and if not
managed properly can run affairs of even profit making enterprise into
do idrums. The purpose of this section is to find out the efficiency
with which the industrial companies managed their cash. The study of
cash management should be studied from the following angles.
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= Analysis of the size of the cash.

= Adequacy of the cash maintained.

= Adequacy of cash in terms of Liquidity and Solvency.

= Analysis of current liabilities position vis-a-vis liquid
funds.

= Coverage of current liabilities.

= Control of cash in the industrial companies.

Statement of the Problem

A study on the cash inventory management of the selected
large Scale Public Limited industrial companies of Jordan. In other
words, this paper attempts to provide answers to the following two
questions:

1. What is the proportion of cash to total assets (liquidity) and the
value of total sales in the industrial companies during the
period under study.

2. What are the determinants of cash and cash equivalent.

Objectives of the study
The main objectives of the study are as follows:

1. To verify the availability of cash and bank balances as per
operational requirements.
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Samples of the Study

For the purpose of an in-depth analysis of various aspects of
the cash management and their implication on managerial
effectiveness a set of twenty-one industrial companies have been
selected. The selected industrial companies have been divided into
seven sectors. In order to maintain a homogenous selection and to
maintain an accountancy with satisfactory result. the research
investigator has selected three major industrial companies under each
sector according to the availability of data.

Limitation of the Study

The present study is confined to the period of one decade i.e..
92-93 to 2001-2002. The reason behind selecting this period is the
availability of data which the researcher found most recent and
appropriate for the study. Another important reason for selecting this
period of time is that. it’s long enough to analyze the change in
behavior and the efficiency of cash and to see how far it is maintained
from different angles.

The selected industrial companies for the purpose of the
present study are as follows:

1. Chemical and Petroleum Industrial Sector:
a. Jordan Petroleum Refinery Company Limited.
b. Intermediate Petrochemical Industrial Company Limited.
c. Jordan Sulpho-Chemicals Company Limited.
2. Construction Industrial Sector:
a. The Jordan Cement Factories Company Limited.
b. The Jordan Ceramic Industrial Company Limited.
c. Jordan Rockwell Industrial Company Limited.
3. Consumables and food industrial sector:
a. The Industrial Commercial and Agricultural Company
Limited.
b. Arab Investment and International Trade Company
Limited.
c. The National Industrial Company Limited.
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4. Pharmaceuticals Industrial Sector:
a. The Arab Pharmaceuticals Manufacturing Company

Limited.

b. Dar Al-Dawa Development and Investment Company
Limited.

c. The Arab Center for Pharmaceuticals and Chemicals
Limited.

5. Engineering Industrial Sector:
a. Arab Aluminum Industrial Company Limited.
b. National Cables and wire Manufacturing Company
Limited.
c. The Jordan Pipes Manufacturing Company Limited.
6. Textile Industrial Sector:
a. The Jordan Worsted Mills Company Limited.
b. Jordan Tanning Company Limited.
c. The Woolen Industrial Company Limited.
7. Paper and Packing Industrial Sector:
a. Jordan Paper and Cardboard Factories Company Limited.
b. The Arab Paper Converting and Trading Company Limited.
c. Jordan Printing and Packing Company Limited.

Sources of Data and Data Collection

The study is primarily based on the analysis and
restructurisation of data contained in the annual reports of the
industrial companies of Jordan. The data used in the present study is
mainly secondary data. Other relevant secondary data which is not
available in the annual balance sheets and Income Statements was
taken from the various records of the industrial companies as well as
from the various issues of Annual Reports and other monthly,
quarterly, annually published bulletins like Jordan shareholding guide,
the Ministry of industry and Trade, Ministry of planning, Amman
Financial Market and Central Bank of Jordan . . . etc.

Apart from all these, the information referred to various
relevant materials available in the library in order to supplement the
data further.
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Methods of Analysis

The study is an attempt to analyse Cash Management of the
selected industrial companies of Jordan. The approach adopted is
basically analytical and interpretative in nature. As stated earlier, the
present study is based on adiverse financial data available in the
annual reports of industrial companies. The analytical and descriptive
approach is followed because of the fact that it seeks to analyse and
interpret inventory management over the period under study from 92-
93 to 2001-2002.

The analysis of the series is of great significance because of
the fact that it helps to have a trend analysis which involves
computing the ratios of a particular company for several years and
comparing the ratios over time to see whether the company is
improving or deteriorating. Gross-Section analysis involves
comparison between the average of each sector and the overall
industrial average. and also the average for each company under the
respective sector with the sector’s average.

Studies related to cash management

Cash is an important current asset for the operations of
business. It is the basic input needed to keep the business running on a
continuous basis. A wide range of researches related to cash
management is available, and summaries of some of them are
presented below.

Gaharan’s (1988)® study. “A comparison of the effectiveness
of the operating funds flow measures of cash net quick assets and
working capital in predicting future cash flow”. The researcher
obtained data for 454 firms from compustat for a period of ten-years.
i.e.. from 1976 to 1985.

Results of tests of the first part indicated that working capital
from operations was the best predictor of future cash flow. The second
test indicated that the effectiveness with which each of the operating
funds flow measures predicts future cash flow varies across industries
and the third part was inconclusive.

Mattson and Hackbart (1990)® in their study. “State and
Corporate Cash Management: A comparison”. tried to compare and
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analyse the practices and procedures of state and private sector
portfolio managers. The study indicated that though they operate in
different environments, similarities in assets held investment criteria
and the denomination of investment assets can be found among other
similarities. At the same time, some differences in actual assets held
and in relative portfolio holding were noted.

Foster and Ward (1997)® conducted a study entitled. “Using
Cash Flow Trends to Identify Risks of Bankruptcy”. This study
focused and discussed how cash flow trends and interactions can help
identify businesses that will become bankrupt. The sample included
82 bankrupt businesses and 264 non bankrupt businesses. They found
out from the study that: (A) trends in the cash flows reveal more
important information than just a comparison of the average flows for
the two groups.

Supriyadi  (1998)® conducted a study entitled “The
Association Between Accounting Information and Future Cash Flows:
An Indonesian case study”. The study evaluated the value relevance of
accounting information in Indonesia to predict a firms future operating
cash flows. The study evaluated five cash flow prediction models that
employed various selected accounting variables extracted from
Indonesian companies financial statements for the year 1990-1997.
The results of his study supported the proposed hypothesis that cash
flow data provides better information to assess future cash flows than
earnings data. Adding some explanatory variables of current accruals
and revenues into the models did not significantly change the
domination of cash flow over earnings variables.

Sathyamoorthi (1999)® conducted a study entitled. “Cash
Flow of Selected Medium Scale Enterprises in Botswana. an
Empirical Study”. He conducted an empirical study on the pattern of
cash flows of selected medium business enterprises in Bolswana for
the period 1994 to 1996. The main objectives of the study were. (1) to
differentiate between profit from trading operations and the operating
cash flow. (2) to examine the pattern of cash inflow from various
activities and to identify the areas where such funds were utilized. (3)
to measure the dependence on external borrowing for financing
business activities.
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He concludes that there was a growing tendency of operating
cash flow to fall from year to year. The operating cash flow of the
selected medium scale companies fell by 21 percent in 1995 as
compared to 1994 and by another 10 percent in 1996 as compared to
1995.

Rajeswari (2000)) conducted a study entitled “Liquidity
Management of Tamil Nadu Cement Corporation Limited — A case
Study”. The study was an attempt to evaluate the efficiency of
liquidity management in Tamil Nadu Cement corporation and analyse
its liquidity position for a period of five years starting from 1993-94 to
1997-1998. The data was collected from the annual Reports of
TANCEM. The analysis had been done in two ways (i) Analysing
Liquidity position and (ii) Analysing Liquidity ratios.

He concluded that the liquidity position of TANCEM was not
stable. During the year 1995-96 and 1996-97. liquidity ratio were
below the standard ratio and the firm suffered from lack of liquidity.

Some other papers examine the impact of holding cash on the
performance of companies. Some of these studies include (1994). Kim
et al.® (1998). Opler et al.® (1999) Harford (1999)®°. Harford and
Haushalter gZOOO)(”). Mikkelson and Partch (2001)*?. Omet and
Maghyereh™. On average, the available evidence suggests that “firms
with large cash holdings have median operating performance that is
greater than the performance of firms matched by size and industry
and greater than or comparable to the performance of firms matched
by prosperity to retain high cash reserves. In addition, high cash firms
grow faster, undertake higher levels of investment and have higher
ratios of market to book values of assets.

The need of this paper comparing to these studies is to verify
the availability of cash and bank balances as per operational
requirements.
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2002.

The Size of Cash and the Value of Total Sales in the Industrial Companies During 1993 to 2002
(Value in Thousand JD.

Analysis of the size of the cash

Table (1) shows the size of the cash and the value of total sales
in the industrial companies during the period under study. i.e.. 1993 to

Table (1)

INDUSTRIAL
COMPANIES /
YEARS

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

Total

1. Chemical &
Petroleum
Industrial
Sector

a. Jordan
Petroleum
Refinery Co. Ltd.

9,125

15,088

1,788

10,056

44,452

35,520

30,312

13,847

20,650

2,334

183,172

b. Intermediate
Petrochemical
Industries Co.
Ltd.

1,060

761

5,870

5,896

1,759

730

806

813

877

289

18,859

¢. Jordan Sulpho
— Chemicals Co.
Ltd.

10

43

223

148

187

634

32

129

78

68

1,550

Sub-Total

10,194

15,892

7,880

16,100

46,397

36,884

31,150

14,789

21,604

2,691

203,582

2. Construction
Industrial
Sector

a. The Jordan
Cement Factories
Co. Ltd.

144

1,691

3,912

2,195

3,290

3,036

1,769

441

690

747

17,914

b. The Jordan
Ceramic
Industries Co.
Ltd.

442

445

176

109

602

267

786

918

1,901

2,292

7,938

c. Jordan
Rockwool
Industries Co.
Ltd.

38

19

292

210

128

143

79

816

811

724

3,262

Sub-Total

624

2,155

4,380

2,515

4,020

3,446

2,633

2,175

3,402

3,763

26,113

3. Consumables
& Food
Industrial
Sector

a. The Industrial
Commercial &
Agri. Co. Ltd.

165

95

191

334

596

437

509

2,816

564

348

6,057

b. Arab
Investment and
Int. Trade Co.
Ltd.

49

51

204

123

264

280

297

1,175

468

572

3,483

c. The National
Industries Co.
Ltd.

197

310

207

159

394

156

608

313

389

677

3,411

Sub-Total

412

457

602

616

1,254

873

1,415

4,304

1,421

1,597

12,951
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4.
Pharmaceuticals
Industrial
Sector

a. The Arab
Pharmaceuticals
Manuf. Co. Ltd.

166

749

770

1,420

1,150

4,963

3,130

2,802

3,550

2,891

21,591

b. Dar Al-Dawa
Development &
Invt. Co. Ltd.

119

280

407

1,185

1,369

1,271

6,986

4,899

5,213

4,723

26,451

c. The Arab
Center for
Pharm. &
Chemicals Co.
Ltd.

84

492

668

3,500

1,008

772

953

1,096

1,351

9,932

Sub-Total

292

1,112

1,669

3,273

6,018

7,242

10,889

8,654

9,859

8,965

57,974

5. Engineering
Industrial
Sector

a. Arab
Aluminium
Industry Co. Ltd.

1,588

1,672

385

2,245

2,743

6,019

7,943

7,402

4,477

5,389

39,865

b. National
Cables & Wire
Manuf. Co. Ltd.

128

645

2,041

2,298

1,991

2,227

4,382

2,866

2,847

2,258

21,683

c. The Jordan
Pipes
Manufacturing
Co. Ltd.

712

74

55

329

429

524

731

2,132

1,743

1,863

8,592

Sub-Total

2,428

2,391

2,482

4,872

5,163

8,770

13,056

12,400

9,067

9,511

70,139

6. Textile
Industrial
Sector

a. The Jordan
Worsted Mills
Co. Ltd.

192

58

34

18

38

28

47

310

14

746

b. Jordan
Tanning Co. Ltd.

46

23

32

52

52

17

288

1,859

1,438

1,377

5,184

c. The Woolen
Industries Co.
Ltd.

32

68

13

44

32

Sub-Total

246

82

69

72

93

7

402

2,181

1,495

1,415

6,134

7. Paper &
Packing
Industrial
Sector

a. Jordan Paper
and Cardboard
Factories Co.
Ltd.

971

461

1,310

276

1,723

1,133

1,226

1,040

422

209

8,769

b. The Arab
Paper Converting
& Trading Co.
Ltd.

71

56

65

280

113

215

699

219

58

1,782

¢. Jordan Printing
and Packing Co.
Ltd.

2

75

4

5

23

8

0

2

21

7

148

Sub-Total

980

607

1,369

346

2,025

1,253

1,441

1,741

662

274

10,699

Grand Total

15,176

22,696

18,452

27,794

64,971

58,545

60,986

40,246

47,512

28,216

390,593

Value of Total
Sales

353,749

355,803

429,986

496,918

525,061

623,713

672,144

685,973

734,661

755,086

5,633,095

Source: Annual Reports of the Companies
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Looking at the overall industrial scenario. we can see that the
size of cash has been varying from Jordanian Dinar (JD) 15.176
thousand to JD 64.971 thousand during the period under study which
witnessed a lot of ups and downs. The trend indicates that the size of
cash increased from JD 15.176 thousand in 1993 to JD 27.794
thousand in 1996. In the year 1997 it touched the highest level and it
shot up to JD 64.971 thousand. After that, with slight variations, it
gradually came down to JD 47.512 thousand in 2001. The year 2002
witnessed a sudden slump in the overall industrial cash size when it
came down to JD 28.216 thousand.

The variation in the size of cash seems pretty consistent.
although not in exact proportions with a tendency towards an increase
in the value of total sales over the whole period under study. Thus we
find that the value of total sales have gone regularly upwards from JD
353.749 thousand in 1993 to JD 755.086 thousand in 2002 i.e. more
than double during the period under study.

In summing up, we may say that the size of cash during the
period from 1993 to 1996 was low. The value of total sales also
reflected the same trend. The size of cash from 1997 to 2001 was
much higher than that during the first four years. i.e. 1993 to 1996.
This can be considered as the peak period as the value of total sales
was also well above that of the first four years. The year 2002
recorded a sharp decline in the size of cash while the value of total
sales continued to rise till the last year of the study.

An indepth analysis of each sector and its related companies
reveals that the Chemical and Petroleum Industrial Sector and the
Engineering Industrial Sector had the tendency to maintain the cash
balance much higher than the other sectors throughout the period. In
the case of company no. 1a we find that it maintained a very high
level of cash as compared to company no. 1b and company no. 1c.
This may be due to the differential magnitude of the companies’
operations and the respective size. The Engineering Industrial Sector
recorded an increase in the size of cash in 1996 when it was JD 4.872
thousand as compared to JD 2.482 thousand in 1995. This increase
continued till 2002 when cash size was at its peak. i.e., JD 12.400
thousand after which it came down to JD 9.511 thousand in 2002.
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The Textile Industrial Sector maintained the cash balance
much below other sectors and had a total of JD 6.134 thousand for the
period of ten years. Company no. 6c¢ in particular recorded very small
cash size throughout the period and had a total of just JD 205
thousand for the decade out of its sector’s total of JD 6.134 thousand
due to the magnitude of its operations.

The Pharmaceuticals Industrial Sector showed a sudden jump
in the cash size from the year 1996 onwards. From JD 1.669 thousand
in 1995 the cash size suddenly shot up to JD 3.273 thousand in the
year 1996. This trend continued till 1999 when the cash size was at the
maximum level of the decade. i.e.. JD 10.889 thousand. After that it
came down gradually to JD 8.965 thousand in 2002. A similar trend
was observed in all the three companies under this sector.

The Paper and Packing Industrial Sector maintained the cash
size and had a total of JD 10.699 thousand for the decade. Company
no. 7c. in particular. had a very small balance throughout the period
with the total just up to JD 148 thousand out of its sector’s total of JD
10.699 thousand.

The Construction Industrial Sector had a total cash size of JD
29.113 thousand out of the grand total of JD 390.593 thousand during
the period under study. As compared to other sectors. this sector
showed less fluctuation over the years and from year 1994 to 2002 the
size of cash ranged between JD 2.155 thousand (minimum) to JD
4.380 thousand (maximum) with fewer deviations over the period as
compared to other sectors.

The size of cash however does not indicate the exact liquidity
of the company and adequacy of the cash maintained. For this purpose
we need to look at the figures in context of the current ratio, liquid
ratio, cash in terms of days’ operational requirement and the
percentage of the net cash flow with respect to total current liabilities.
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Adequacy of the Cash maintained

The proportion of cash in current assets signifies the extent of
absolute liquidity of the concern. Strictly speaking. cash and bank
balances form the only liquid part of the current assets available for
utilization at any point of time. Moreover the higher the proportion of
cash in the current assets. the higher is the liquidity of the company to
pay. Cash in the current assets is the part which is required in order to
meet the day-to-day operational requirements of the enterprise.

A good measure to assess sufficiency of cash is to compute the
cash in terms of days’ operational requirements. The size of cash is
influenced by the pattern of cash flow. the timing and pattern of
operating expenses. and other current obligations of the individual
firm. Although cash ensures absolute liquidity, a heavy cash buildup
which is higher than the requirement is also not a good sign. A firm
should have as much portion of cash as is sufficient for meeting the
daily operational requirement. Higher cash than required signifies idle
cash for which the firm indirectly incurs the carrying cost of the cash
and may result in loss opportunity.

Table (2) shows the cash in terms of anaual operational
requirements for cash in the industrial companies during the period of
the study. i.e. 1993 to 2002.
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Table (2)
Cash in Terms of Annual Operational Requirements for Cash in the Industrial Companies From
1993 to 2002
(In Days)
INDUSTRIAL | 1993 | 1994 | 1995 | 1996 | 1997 [ 1998 | 1999 [ 2000 | 2001 | 2002 | Average
COMPANIES / YEARS of Ten

Years

1. Chemical &
Petroleum Industrial
Sector

a. Jordan Petroleum | 16 27 3 15 67 42 34 15 22 2 25
Refinery Co. Ltd.

b. Intermediate | 95 64 | 276 | 272 | 133 | 58 69 72 | 128 | 40 121
Petrochemical Industries

Co. Ltd.

c. Jordan Sulpho - | 1 4 19 | 10 14 | 57 4 11 5 7 13

Chemicals Co. Ltd.

Sector-wiseRatio | 18 | 28 | 13 | 23 | 67 | 43 | 34 16 | 23 3 27

2. Construction
Industrial Sector

a. The Jordan Cement 3 36 77 27 31 25 12 3 4 5 22
Factories Co. Ltd.

b. The Jordan Ceramic | 164 | 150 | 32 14 83 26 73 66 | 140 | 150 90
Industries Co. Ltd.

c. Jordan Rockwool | 36 10 69 55 70 68 28 | 367 | 343 | 317 136
Industries Co. Ltd.

Sector-wise Ratio | 10 42 7?2 27 35 26 16 13 19 21 28

3. Consumables &
Food Industrial Sector

a. The Industrial | 12 6 10 11 12 8 8 72 15 11 16
Commercial & Agri. Co.
Ltd.

b. Arab Investment and | 21 11 73 80 68 21 42 | 187 | 64 73 64
Int. Trade Co. Ltd.

c. The National | 62 | 115 | 66 21 65 21 84 36 27 67 56
Industries Co. Ltd.

Sector-wiseRatio | 21 20 24 15 21 11 19 79 24 33 27

4, Pharmaceuticals
Industrial Sector

a. The Arab 9 45 26 | 43 34 | 139 | 75 72 | 105 | 81 63
Pharmaceuticals Manuf.
Co. Ltd.

b. Dar Al-Dawa | 22 35 30 69 74 53 | 214 | 127 | 127 | 130 88
Development & Invt.
Co. Ltd.

c. The Arab Center for | 12 72 | 132 | 198 | 884 | 153 | 98 78 | 186 | 248 205
Pharm. & Chemicals
Co. Ltd.

Sector-wise Ratio | 12 43 36 61 | 107 | 109 | 132 | 97 | 122 | 115 83
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5. Engineering
Industrial Sector

a. Arab Aluminium | 146 | 103 | 19 | 116 | 136 | 259 | 302 | 302 | 179 | 224 179
Industry Co. Ltd.

b. National Cables & | 31 89 | 104 | 100 | 107 | 118 | 182 | 96 81 81 99
Wire Manuf. Co. Ltd.

c. The Jordan Pipes | 86 8 3 27 | 37 | 32 | 44 | 178 | 151 | 145 71
Manufacturing Co. Ltd.

Sector-wiseRatio | 104 | 72 44 89 | 103 | 150 | 195 | 187 | 127 | 147 122

6. Textile Industrial
Sector

a. The Jordan Worsted | 16 4 2 2 2 2 4 19 1 0 5
Mills Co. Ltd.

b. Jordan Tanning Co. | 22 10 10 6 3 1 15 79 36 44 23
Ltd.

c. The Woolen | 13 1 2 1 2 5 28 7 25 16 11
Industries Co. Ltd.

Sector-wise Ratio 17 5 4 3 3 2 12 52 25 25 15

7. Paper & Packing
Industrial Sector

a. Jordan Paper and | 122 | 58 | 112 | 20 | 120 | 118 | 142 | 113 | 32 17 85
Cardboard Factories Co.
Ltd.

b. The Arab Paper | 6 60 | 30 | 30 | 145 | 47 | 75 | 116 | 43 5 56
Converting & Trading
Co. Ltd.

¢. Jordan Printing and 1 29 1 1 5 2 0 1 6 2 5
Packing Co. Ltd.

Sector-wise Ratio | 85 52 84 17 97 76 95 93 30 10 64

Overall Industrial | 21 31 22 29 63 | 46 | 46 33 33 20 34
Ratio

Source: Annual Reports of the Companies
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Table (2) reveals that the overall industrial average maintained
cash equivalent to 34 days of its operational requirements. The year-
wise analysis shows that from 1993 to 1996 the companies maintained
a cash balance of about 21 days to 31 days of its operational
requirements. In the year 1997 it recorded a sudden increase with the
average of cash in terms of days’ requirements being 63 days. It then
gradually fell over the years and came down to just 20 days in 2002.

An indepth study of each sector and its group of companies
reveals that the Chemical and Petroleum Industrial Sector showed a
steep downfall with frequent fluctuation in the size of cash maintained
through the period under study which directly led to the reduction in
cash maintained for daily operational requirement. As this sector
maintained a very high cash size as compared to other sectors, its cash
on an average was sufficient to meet operational requirements of just
27 days. Company no. 1c. in particular maintained cash on an average
for about 13 days only. With regard to company no. 1la which had a
very high size of cash. we find that when looked from the angle of
days’ requirements, this was not sufficient to meet even 25 days of
requirements on an average. On the other hand, company no. 1b. on an
average. maintained cash equivalent to 121 days of its operational
requirements. Throughout the period this was well above the sector’s
average and also the overall industrial average. In 1993 it had cash
sufficient for 95 days’ operational requirement which shot up to 276
days and 272 days in the years 1995 and 1996 respectively. After that
it came down quite sharply to 40 days in 2002 with slight deviations
over this period. The main reason for this maintenance of cash
requirement in company no. 1b can be found from its inventory
position of the comparative years. The percentage of the inventories
show that the inventory in 1995 was just 90.10 per cent with regard to
that in the base year 1993 and it was 120.78 per cent in the year 1996.
Thereafter it picked up and went up to about 281.81 per cent in 1999
and afterwards it came down again to 145.37 per cent in 2002. This
inventory trend seems to have had a direct effect on its cash position.
As in 1995 the inventory level was on the lower side. the cash was
maintained up to 276 days of its operational requirement. As the
money locked up in inventory was comparatively lower. the liquidity
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seems to be higher. Similarly as the investment in inventory rose. the
cash maintained (in terms of operational requirement) went down. In
2000 and 2001 again the amount of investment in inventory came
down which helped in improving the cash position. On the whole we
can say that in the Chemical and Petroleum Industrial Sector. the
investment in inventory almost doubled which was higher as
compared to its sales growth rate over the period of ten years under
study and it directly led to a tightened cash position.

As far as the Construction Industrial Sector is concerned, we
find that the sector improved its holding cash position in terms of
daily operational requirement. The cash maintained which was
sufficient to meet operational requirement of 10 days in 1993 went up
to 21 days in 2002 with the sector average of 28 days during the ten
years of the study. Company no. 2a. in particular. maintained cash of
about 22 days of its operational requirements on an average for the
period of ten years. For this company. the size of cash was just JD 144
thousand in 1993 and it went up to as high as JD 3.912 thousand in
1995 and again fell to JD 747 thousand in 2002 ( Table 1). Due to this
factor, the cash maintained which was sufficient to meet operational
requirement of 3 days in 1993 has went up to 77 days in 1995. As
already explained although it again came down to meet operational
requirement of 5 days in 2002. Company no. 2b and company no. 2c
had an average of 90 days and 136 days respectively which is well
above their respective sector’s average as well as the overall industrial
average.

The position of the Consumables and Food Industrial Sector
seems to be very similar to that of the Construction Industrial Sector.
Its cash, which was sufficient to meet 21 days’ operational
requirement in 1993 strengthened and was sufficient to cover 33 days’
operational requirement in 2002. Company no. 3b. in particular. has
fared appreciably well as its cash maintained was equivalent to 21
days of operational requirement in 1993 which improved substantially
and was equivalent to 73 days of operational requirement in 1996. In
this sector one finds that the average increase in inventories and
receivables was lower than that of total sales. The sector thereby has
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been able to avoid excessive blocking and ensure more mobility of the
funds. Thus the cash position seems to have improved.

The Pharmaceutical Industrial Sector showed an increasing
tendency to maintain a high balance of cash. The cash balance which
was sufficient to meet 12 days of operational requirement in 1993
went up to 115 days of operational requirement in 2002. Nearly all the
companies of this sector under study excelled in sufficiency to meet
the days’ operational requirement. The main reason for this factor
seems to be the strict control exercised by the sector over the growth
of receivables and the inventory. The overall percentage of increase in
receivables was lower than that of sales. The sector therefore was able
to realize cash and avoid blocking of funds in receivables.

The Engineering Industrial Sector was able to maintain a
healthy cash balance in terms of days’ operational requirement. In the
initial three years under study the cash maintained was on a gradual
decrease when it went down to 44 days’ operational requirement in
1995 from 104 days in 1993. From the year 1996 onwards the cash
maintained in terms of daily operational requirement was very high
and gradually on the rise. In all the years after 1997 the cash
maintained was equivalent to more than 100 days’ operational
requirement. On an average, over the decade, the sector maintained
cash equivalent to 122 days’ operational requirement. This has also
been corroborated by the fact that the percentage of cash with regard
to current assets was as high as 29.09 per cent. Throughout the period
with a few exceptions, the extent of cash maintained was very high,
i.e. above 25 per cent on an average ( Table 8). Company no. 5a. in
particular, maintained a very high cash balance throughout the period
of ten years (with an exception in 1995) and the average cash
maintained in the decade was around 179 days. In the case of
company no. 5¢ too, the cash position went up from 3 days in 1995 to
145 days’ operational requirement in 2002.

The condition of the Textile Industrial Sector completely
deteriorated from 1993 to 1998 as far as the cash maintained and
liquidity are concerned. Thereafter it marked a complete turn around
and improved its position substantially. The cash maintained in terms
of days’ operational requirement which was 17 days in 1993 came
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down drastically to merely 2 days’ requirement in 2002. The period
after that witnessed an increase in the cash maintained thereby
ensuring a better liquidity as compared to earlier years. Therefore, the
cash maintained in terms of days’ operational requirement increased
to 25 days in 2002. In the case of company no. 6a. however, the cash
position was not satisfactory at all. Thus, the cash maintained in terms
of days’ operational requirement went down from 16 days in 1993 to 0
days in 2002 indicating that at the end of 2002 the cash balance was
not even sufficient to meet 1 day’s operational requirement. With
regard to company no. 6b and company 6¢ we find that they followed
the pattern in line with the whole sector as such.

As far as the Paper and Packing Industrial Sector is concerned.
as we have discussed in the preceding paragraph. the sector seemed to
have a much lower cash balance than the other individual industrial
sectors. But Table (2) shows that this balance was sufficient to meet
the operational requirement of cash of about 64 days which is around
double the overall industrial average. This may be due to the
peculiarity of the type of industry and the pattern of the requirement of
the cash in the operations. Looking at the entire period of ten years,
one can see a trend of fluctuation in the days’ operational requirement
for the cash maintained. During the period from 1993 to 1995 the
sector seemed to have enjoyed a good cash position in terms of its
operational requirements. In the year 1996 there was a sudden fall and
the cash maintained was just up to 17 days of the operational
requirement. From 1997 to 2000 again the position improved and the
cash maintained on an average was more than 90 day’s operational
requirement. In the last two years under study again the cash
maintained in terms of days requirement went down to 30 days and 10
days respectively. Despite all this. the sector on the whole maintained
more cash balance in terms of daily operational requirement and the
reason for this lies in the pattern of the receivables maintained in the
sector. In this sector, the growth of receivables was up to 127.42 per
cent over the ten years against the increase of 158.52 per cent in sales.
This clearly indicates that the sector on an average was able to lower
the investment in debtors as compared to the industrial sector and
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thereby was able to increase the cash maintained in terms of daily
requirement.

Financial analysts are of the view that a business enterprise
should keep its cash and near cash reserves below the requirements of
one month’s normal expenditure. If cash and near cash reserves
happen to be more than this limit, it may be considered that excessive
cash is being carried by the company. In view of this, we find that all
the industrial companies kept cash either below or much above one
month’s normal operational requirements. So, as per operational
requirements for cash, the size of the cash maintained in most of the
industrial companies was excessive, whereas in other industrial
companies there was shortage of cash during the period under study.

Adequacy of Cash in Terms of Liquidity and Solvency
According to Professor Walter. the liquidity and solvency may
be judged in two ways: (a) Actual liquidity and solvency (b) Technical
liquidity and solvency. The actual liquidity and solvency of the
industrial companies is mainly based on the percentage of the net cash
flow with regard to current liabilities and coverage of current
liabilities. While the technical liquidity and solvency position of the
industrial companies is shown through current and liquid ratios.
Current Ratio, which is a measure of the short-term solvency
of any concern indicates its ability to meet its short term obligations.
This means that it determines the extent to which the concern is able
to meet its current obligations out of its current assets. i.e., those assets
which in an ordinary course, can be converted into cash in a short time
span. The higher this ratio is, the higher is the ability of the firm to
meet its current obligation and the greater safety to its creditors.
Ideally any current ratio of 2:1 indicates a sound position. A liquid
ratio is a refined version of current ratio and it considers only the
moving portion of the current assets and thereby the inventories are
excluded. Ideally if the ratio is 1:1. it is considered satisfactory.
Tables (3) and (4) show the current ratio and the liquid ratio in
the industrial companies during the period of the study i.e.. 1993 to
2002.
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Table (3)
Current Ratio in the Industrial Companies From 1993 to 2002

INDUSTRIAL
COMPANIES /
YEARS

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

Average
of Ten
Years

1. Chemical &
Petroleum
Industrial
Sector

a. Jordan
Petroleum
Refinery Co. Ltd.

1.55

1.54

1.84

1.48

1.49

1.44

1.38

1.33

1.22

1.44

b. Intermediate
Petrochemical
Industries Co.
Ltd.

0.82

0.96

1.13

1.34

1.28

1.32

1.46

1.25

1.07

1.18

¢. Jordan Sulpho
— Chemicals Co.
Ltd.

2.35

1.24

1.87

1.84

2.84

0.97

0.95

0.85

0.98

1.55

Sector-wise
Ratio

1.52

1.50

1.76

1.47

1.50

1.43

1.37

1.33

121

1.42

2. Construction
Industrial
Sector

a. The Jordan
Cement Factories
Co. Ltd.

0.67

0.63

0.61

0.46

0.50

0.49

0.52

0.55

0.78

0.84

0.60

b. The Jordan
Ceramic
Industries Co.
Ltd.

2.15

1.29

1.36

1.66

1.40

1.29

1.24

1.55

1.81

2.50

1.62

c. Jordan
Rockwool
Industries Co.
Ltd.

0.80

1.04

1.65

2.01

1.59

1.70

1.83

5.35

4.18

478

2.49

Sector-wise
Ratio

0.70

0.66

0.68

0.52

0.54

0.54

0.57

0.62

0.86

0.93

0.66

3. Consumables
& Food
Industrial
Sector

a. The Industrial
Commercial &
Agri. Co. Ltd.

1.08

1.15

1.30

157

1.49

1.47

1.27

1.05

1.01

1.00

1.24

b. Arab
Investment and
Int. Trade Co.
Ltd.

1.49

1.39

1.35

2.40

1.40

1.43

1.26

3.00

3.04

2.39

1.91

¢. The National
Industries Co.
Ltd.

0.41

1.74

1.01

0.46

0.58

0.47

0.55

0.58

341

1.36

1.06

Sector-wise Ratio

0.81

1.28

1.22

1.18

1.25

1.22

1.11

1.03

1.37

1.16

1.16
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4,
Pharmaceuticals
Industrial
Sector

a. The Arab
Pharmaceuticals 1.39 135 | 1.27 161 171 135 | 216 195 | 219 | 240 1.74
Manuf. Co. Ltd.

b. Dar Al-Dawa
Development & 1.45 1.46 1.40 1.76 1.63 143 3.49 3.23 2.69 3.58 2.21
Invt. Co. Ltd.

c. The Arab
Center for
Pharm. & 0.62 0.68 1.57 1.45 1.61 2.87 2.36 1.89 2.55 4.46 2.01
Chemicals Co.
Ltd.

Sector-wise

- 134 | 131 | 132 | 162 | 168 | 144 | 248 | 218 | 237 | 283 | 186
Ratio

5. Engineering
Industrial
Sector

a. Arab
Aluminium 174 | 131 | 153 | 242 | 210 | 223 | 197 | 207 | 2.07 | 199 | 194
Industry Co. Ltd.

b. National
Cables & Wire 097 | 202 | 152 | 215 | 293 | 204 | 211 | 173 | 157 | 155 1.86
Manuf. Co. Ltd.

c. The Jordan
Pipes
Manufacturing
Co. Ltd.

495 | 191 | 171 | 228 | 328 | 281 | 215 | 578 | 289 | 256 | 3.03

Sector-wise

- 1.72 171 1.58 2.26 2.58 2.25 2.06 2.16 1.94 1.84 2.01
Ratio

6. Textile
Industrial
Sector

a. The Jordan
Worsted Mills 1.14 1.13 1.12 1.18 1.67 143 1.29 2.31 1.49 1.60 144
Co. Ltd.

b. Jordan

Tanning Co. Ltd. 135 | 142 | 162 | 140 | 143 | 160 | 192 | 242 | 179 | 298 | 179

¢. The Woolen
Industries Co. 2.38 2.30 2.56 1.79 1.99 299 | 3.72 6.11 | 5.78 4.87 3.45
Ltd.

Sector-wise

. 1.19 118 | 1.18 | 1.24 | 161 1.50 145 | 242 1.60 1.82 1.52
Ratio
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7. Paper &
Packing
Industrial
Sector

a. Jordan Paper
and Cardboard
Factories Co.
Ltd.

2.19

2.43

3.46

1.55

231

4.46

4.23

3.35

2.37

2.23

2.86

b. The Arab
Paper Converting
& Trading Co.
Ltd.

0.68

0.69

0.91

6.84

4.98

2.44

5.58

2.48

2.71

2.85

¢. Jordan Printing
and Packing Co.
Ltd.

1.05

1.02

0.98

117

1.14

1.16

1.34

1.42

1.62

141

1.23

Sector-wise
Ratio

1.65

1.66

2.32

1.44

2.33

3.46

3.19

3.41

2.32

2.32

211

Overall
Industrial
Ratio

1.27

1.27

1.35

1.25

1.28

1.27

1.30

1.31

1.28

1.25

1.28

Source: Annual Reports of the Companies
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Table (4)

Liquid Ratio in the Industrial Companies From 1993 to 2002
INDUSTRIAL Average
COMPANIES / 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 of Ten

YEARS Years
1. Chemical &
Petroleum
Industrial
Sector
a. Jordan
Petroleum 071 | 081 | 074 | 0.76 | 091 | 0.80 | 0.81 | 0.80 | 0.83 | 0.75 0.79

Refinery Co. Ltd.

b. Intermediate
Petrochemical
Industries Co.
Ltd.

036 | 022 | 090 | 091 | 060 | 033 | 0.27 | 050 | 0.42 | 0.32 0.48

¢. Jordan Sulpho
— Chemicals Co. 0.99 | 040 | 053 | 052 | 040 | 041 | 0.18 | 0.16 | 0.35 | 0.30 | 0.42
Ltd.

Sector-wise

- 069 | 0.76 | 0.75 | 0.76 | 0.90 | 0.78 | 0.78 | 0.78 | 0.82 | 0.74 0.78
Ratio

2. Construction
Industrial
Sector

a. The Jordan
Cement Factories | 0.08 | 0.10 | 0.16 | 0.08 | 0.12 | 0.11 | 0.10 | 0.07 | 0.11 | 0.14 0.11
Co. Ltd.

b. The Jordan
Ceramic
Industries Co.
Ltd.

098 | 063 | 0.34 | 029 | 050 | 0.29 | 033 | 0.43 | 0.79 | 1.19 0.58

c. Jordan
Rockwool
Industries Co.
Ltd.

062 | 072 | 130 | 1.37 | 101 | 118 | 119 | 3.72 | 272 | 2.93 1.68

Sector-wise Ratio 011 | 013 | 020 | 011 | 024 | 013 | 012 | 011 | 0.17 | 0.20 0.14

3. Consumables
& Food
Industrial
Sector

a. The Industrial
Commercial & 042 | 055 | 043 | 054 | 046 | 052 | 058 | 0.38 | 0.39 | 0.45 0.47
Agri. Co. Ltd.

b. Arab
Investment and
Int. Trade Co.
Ltd.

053 | 062 | 060 | 0.89 | 0.69 | 0.77 | 049 | 1.83 | 1.24 | 1.14 0.88

¢. The National
Industries Co. 022 | 134 | 074 | 0.24 | 037 | 030 | 028 | 0.33 | 153 | 0.81 0.61
Ltd.

Sector-wise

. 034 | 069 | 053 | 044 | 047 | 050 | 051 | 043 | 0.56 | 0.56 0.50
Ratio

Journal of Social Studies Issue (20), July-Dec. 20052




Cash Management in Selected Large Scale Public Limited Industrial Companies of Jordan

4.
Pharmaceuticals
Industrial
Sector

a. The Arab
Pharmaceuticals
Manuf. Co. Ltd.

1.02

1.02

0.89

1.04

1.10

0.89

1.40

1.80

1.18

b. Dar Al-Dawa
Development &
Invt. Co. Ltd.

1.06

1.09

1.05

1.29

1.10

0.90

2.62

2.42

2.02

2.70

1.63

c. The Arab
Center for
Pharm. &
Chemicals Co.
Ltd.

0.26

0.31

0.95

0.82

1.23

1.87

1.68

1.39

0.38

2.47

114

Sector-wise
Ratio

0.97

0.97

0.93

1.07

112

0.94

1.70

141

1.63

2.07

1.28

5. Engineering
Industrial
Sector

a. Arab
Aluminium
Industry Co. Ltd.

1.34

0.86

0.77

1.65

1.15

1.81

151

1.16

1.48

1.29

b. National
Cables & Wire
Manuf. Co. Ltd.

0.31

0.77

0.86

1.20

1.46

1.01

1.22

0.83

0.72

0.76

0.91

¢. The Jordan
Pipes
Manufacturing
Co. Ltd.

2.06

0.24

0.37

0.40

0.47

0.53

0.40

2.47

0.88

0.99

0.88

Sector-wise
Ratio

0.94

0.61

0.68

1.10

1.13

1.26

119

1.09

0.88

1.00

0.99

6. Textile
Industrial
Sector

a. The Jordan
Worsted Mills
Co. Ltd.

0.46

0.34

0.20

0.34

0.50

0.55

0.52

1.01

0.74

0.69

0.53

b. Jordan
Tanning Co. Ltd.

0.57

0.61

0.98

0.85

0.88

1.10

1.30

1.63

1.74

1.10

¢. The Woolen
Industries Co.
Ltd.

0.43

0.23

0.22

0.63

0.54

0.91

1.10

1.58

1.53

1.82

0.90

Sector-wise
Ratio

0.48

0.37

0.26

0.43

0.61

0.67

0.66

0.86

0.82

0.63
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7. Paper &
Packing
Industrial
Sector

a. Jordan Paper
and Cardboard
Factories Co.
Ltd.

142 | 127 | 225 | 069 | 142 | 209 | 217 | 152 | 1.33 | 1.33 1.55

b. The Arab
Paper Converting
& Trading Co.
Ltd.

031 | 023 | 047 | 0.44 | 3.68 | 146 | 083 | 245 | 0.65 | 0.86 114

¢. Jordan Printing
and Packing Co. 023 | 0.34 | 020 | 031 | 030 | 0.28 | 0.36 | 0.38 | 0.77 | 0.07 | 0.31
Ltd.

Sector-wise Ratio 098 | 080 | 141 | 0.60 | 1.33 | 140 | 146 | 148 | 1.01 | 1.10 1.16

Overall Industrial | 57 | 0.61 | 0.61 | 0.61 | 0.69 | 0.65 | 0.70 | 0.70 | 0.75 | 0.73 | 0.66

Source: Annual Reports of the Companies
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For the ten years under study. these industrial companies had
an overall average current ratio and liquid ratio of 1.28:1.00 and
0.66:1.00 respectively. The current ratio was 1.35:1.00 in the year
1995 which is higher than the overall average and it was 1.25:1.00 in
the year 1996 which is lower than the overall average. During
remaining period the current ratio was quite constant with only
marginal variations. While the liquid ratio increased form 0.57:1.00 in
1993 to 0.73:1.00 in 2002. A sector-wise analysis reflects a lot of
variations in each sector. The Construction Industrial Sector had the
lowest average current ratio and liquid ratio of just 0.66:1.00 and
0.14:1.00 respectively. The Consumables and Food Industrial Sector
had an average current ratio and liquid ratio of 1.16:1.00 and
0.50:1.00 respectively which is below the overall industrial average.
The Chemical and Petroleum Industrial Sector with a current ratio of
1.42:1.00 fared quite well and all other sectors had a current ratio of
well above 1.5:1.00.

An indepth study of each sector and its related companies
reveals that the Chemical and Petroleum Industrial sector had an
average current ratio of 1.42:1.00. This ratio was 1.52:1.00 in 1993
and went up to 1.76:1.00 in 1995 and thereafter it registered a constant
decrease and came down to a mere 1.14:1.00 in 2002. Interestingly the
liquid ratio of the sector was more or less constant over the period and
for the decade it was 0.78:1.00. In the case of company no. 1c we find
a dismal performance both in current ratio as well as liquid ratio.
From 2.35:1.00 in 1993 the current ratio was constantly on the decline
(with an exception in 1997) and it went down to 0.98:1.00 in 2002.
Similarly the liquid ratio went down to 0.30:1.00 in 2002 from
0.99:1.00 in 1993. The main reason for the poor liquidity management
was the large size of inventories. This directly put a stress on the
liquidity of the company and thereby the liquidity deteriorated over
the years.

The Construction Industrial Sector fared very poorly both the
current ratio and the liquid ratio tests. The current ratio over the years
on an average was just 0.66:1.00 and the liquid ratio was 0.14:1.00.
Thus a bulk of the current assets probably consisted of inventories and
other non-moving items which blocked up the flow of funds.
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The Consumables and Food Industrial Sector seems to have
improved its position in both the current ratio and the liquid ratio.
From 1993 to 1997 the current ratio increased from 0.81:1.00 to
1.25:1.00 thereafter a gradual decline in the current ratio and with
certain variations, it came down to 1.16:1.00 in 2002. The liquid ratio
on the other hand went upwards and it was 0.56:1.00 in 2002 as
against 0.34:1.00 in 1993. This improvement was mainly possible due
to the proper control exercised by the sector over the size of
inventories. Thus increase in the investment in inventories over the
years was lower than increase in sales. The average increase in sales
over the years was 238.60 per cent whereas the corresponding increase
in inventory was just about 200 per cent. Moreover, the composition
of current assets seems to have improved. That is why in the later
period of the decade, although there has been a decline in the current
ratio, the liquid ratio does not seem to have been affected much. In the
case of company no. 3b and company no. 3c we find that they
improved their liquidity position over the years. Thus. company no.
3b. had a current ratio of 1.49:1.00 in 1993, but it increased to
3.04:1.00 in 1995 and came down to 2.39:1.00 in 1996. The liquid
ratio over the period also went up from 0.53:1.00 in 1993 to 1.14:1.00
in 2002. Similarly. in the case of company no. 3c. the current ratio
went up from 0.41:1.00 in 1993 to 3.41:1.00 in 2001 and came down
to 1.36:1.00 in 2002. The liquid ratio also improved from 0.22:1.00 in
1993 to 0.81:1.00 in 2002.

What emerges from the discussion so far is that the
Pharmaceuticals Industrial Sector is one of the few sectors which was
able to check disproportionate growth in the size of receivables and
also in the size of inventories. This was perhaps the main reason why
this sector fared reasonably well as far as the current ratio and the
liquid ratios are concerned.

The overall current ratio of the sector which was 1.34:1.00 in
1993 went up to 2.83:1.00 in 2002. Similarly the liquid ratio which
was 0.97:1.00 in 1993 went up to 2.07:1.00 in the year 2002. The
growth in both the ratios was constant and gradual throughout the
period of ten years. The sector seems to have molded this ratios into
this type of a situation. Thus, this sector seems to have adopted a
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proper policy of working capital management and thereby the
liquidity position improved constantly. All the companies under study
in this sector fared well. Company no. 4c. in particular staged a
remarkable recovery in the current ratio and the liquidity. The current
ratio which was just 0.62:1.00 in 1993 steadily rose up to 2.55:1.00 in
2001 and thereafter it shot up to 4.46:1.00. Similarly the liquid ratio
which was just 0.26:1.00 in 1993 went up to 2.47:1.00 in the year
2002.

The Engineering Industrial Sector had a current ratio of
2.01:1.00 on an average and the liquid ratio of 0.99:1.00 which
indicates healthy position but the trend in which the sector moved is
somewhat disturbing. The increase in the inventory level was quite
sharp since 1997 onwards. This factor directly affected the liquidity
position of the sector in the future years and from 1997 to 1998 there
was a fall in the current ratio from 2.58:1.00 to 1.84:1.00. The liquid
ratio also went down from 1.26:1.00 in 1998 to 1.00:1.00 in 2002. All
the companies in this sector moved in a similar fashion. There was a
rise in the current ratio as well as the liquid ratio till 1998 (with
marginal ups and downs). But thereafter there was a slump throughout
the rest of the period under study. Although the growth of receivables
was lower than the growth of the sales, this factor was not sufficient to
counter the blockage of funds caused by disproportionate growth in
inventories. Thus, although the figures at the end of ten years do not
reflect a deteriorated condition, it is certain that they indicate a
deteriorating trend.

The Textile Industrial Sector did not enjoy sufficient liquidity
in the initial years but the situation seems to have improved after 1996
and thereafter there was a regular increase in both the current ratio and
the liquid ratio. From 1.24:1.00 in 1996 the overall current ratio went
up to 1.82:1.00 in 2002 which indicates an improvement in the
conditions. Company no. 6¢. in particular. substantially improved its
current ratio from 1.79:1.00 in 1996 to 4.87:1.00 in 2002 with an
average of 3.45:1.00. The overall liquid ratio of the sector also
increased in a similar fashion. The ratio. which was just 0.48:1.00 in
1993. further went down to 0.26:1.00 in 1995. In 1996 it was
0.43:1.00 and thereafter there was a regular upward movement and it
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reached 0.82:1.00 in the year 2002. Company no. 6c. which had a
liquid ratio of just 0.43:1.00 in 1993 recorded a liquid ratio of
1.82:1.00 in the year 2002 thus indicating a continuously improving
liquidity of the company and the sector as a whole.

The Paper and Packing Industrial Sector witnessed regular ups
and downs in the liquidity positions throughout the period of ten years
under study. Although both the current ratio and the liquid ratio were
well above the overall industrial average, there were regular hiccups.
The main reason for this seems to be the relative growth in receivables
and inventories as compared to sales. In certain years we find the
increase in the sales is higher than the receivables and in some years
we find the opposite trend. Thus, from 1993 to 2000 the increase in
sales was more than that of receivables but the increase in inventories
was higher than that of sales. From 2000 to 2002 the increase in
receivables was higher than the sales and the same in tune of
inventory too. The overall average current ratio was 2.41:1.00 and the
liquid ratio was 1.16:1.00. The ratios were very high from 1998 to
2000 when the increase in receivables was lower than the increase in
sales. Thereafter as the receivables went up. it put some strain on the
liquidity and in the corresponding years both the current ratio and the
liquid ratio went down. Company no. 7c especially recorded a
negative liquid ratio in the year 2002.

Traditionally a current ratio and a liquid ratio of 2:1 and 1:1
respectively are taken as a satisfactory standard for the liquidity and
solvency of a firm. It indicates the soundness of the current financial
position of the company and a satisfactory degree of safety provided
to creditors.

Analysis of current Liabilities Position Vis —A- Vis Liquid Funds
Professor Walker(14) has suggested that instead of matching
current assets with current liabilities or quick assets with current
liabilities. better results can be obtained by matching current
obligations with net cash flow. In the long run net cash flow is more
important since they are flows whereas current liabilities only indicate
the outstanding obligations on a particular date which are
continuously being replaced.
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Throughout the analysis of the industrial sectors one witnesses
a heavy investment in inventory and excessive blocking of funds in
total receivables coupled with increased percentage of bad debts. This
evidently put a stress on the cash position of the company and it
resulted in reduction in percentage of the net cash flow with regard to
current liabilities (Table 5) and also in the percentages of the liquid
funds in relation to current liabilities (Table 6).

Table (5) and (6) show the percentage of net cash flow with
regard to current liabilities and the percentage of liquid funds in
relation to current liabilities in the industrial companies during the
period of the study. i.e. 1993 to 2002.
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Table (5)

Percentage of Net Cash Flow to the Current Liabilities in the Industrial Companies
From 1993 to 2002
(In Percentage)

INDUSTRIAL
COMPANIES /
YEARS

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

Average
of Ten
Years

1. Chemical &
Petroleum
Industrial Sector

a. Jordan
Petroleum
Refinery Co. Ltd.

20.22

17.83

22.53

12.72

6.17

4.64

4.89

4.84

4.57

4.09

10.25

b. Intermediate
Petrochemical
Industries Co. Ltd.

17.23

17.15

22.52

31.06

26.28

21.42

6.48

4.07

-2.08

-15.47

12.87

c. Jordan Sulpho —
Chemicals Co.
Ltd.

123.34

4.77

108.10

78.04

98.91

55.63

16.83

-1.24

-1.55

-15.52

46.73

Sector-wise Ratio

21.28

17.30

24.17

14.89

7.56

5.92

5.13

4.68

4.35

3.56

10.89

2. Construction
Industrial Sector

a. The Jordan
Cement Factories
Co. Ltd.

61.27

39.95

29.78

24.50

20.24

30.90

34.02

33.14

36.17

36.17

34.61

b. The Jordan
Ceramic
Industries Co. Ltd.

76.04

70.45

89.27

85.09

92.10

106.93

86.64

111.62

90.47

142.84

95.15

¢. Jordan
Rockwool
Industries Co. Ltd.

-2.89

13.91

56.44

28.18

20.51

11.74

31.40

11.97

25.67

0.15

15.61

Sector-wise Ratio

60.12

40.23

33.06

26.53

21.94

33.43

36.66

36.58

38.76

40.26

36.75

3. Consumables
& Food
Industrial Sector

a. The Industrial
Commercial &
Agri. Co. Ltd.

9.97

14.10

21.25

46.11

24.93

22.84

20.06

5.69

9.21

291

17.71

b. Arab
Investment and
Int. Trade Co. Ltd.

-13.03

-1.27

-12.73

-8.99

8.19

28.07

4.21

6.20

17.21

14.26

421

¢. The National
Industries Co. Ltd.

-16.37

-67.20

55.58

5.55

4.04

12.97

9.18

10.85

46.29

-31.20

2.97

Sector-wise Ratio

-3.63

-1.32

27.12

28.22

17.77

21.21

16.46

6.94

13.44

-2.02

12.42
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4. Pharmaceuticals
Industrial Sector

a. The Arab
Pharmaceuticals
Manuf. Co. Ltd.

10.24

10.11

19.25

27.07

17.00

13.03

25.85

5.27

19.74

34.14

18.17

b. Dar Al-Dawa
Development & Invt.
Co. Ltd.

18.08

28.10

34.14

52.89

37.77

37.78

70.92

73.39

44.01

67.15

46.42

c. The Arab Center for
Pharm. & Chemicals
Co. Ltd.

7.55

12.70

32.43

11.35

14.90

73.01

47.99

27.64

47.19

53.05

32.78

Sector-wise Ratio

11.33

13.75

23.08

30.97

20.73

21.72

38.29

21.84

28.88

43.85

25.44

5. Engineering
Industrial Sector

a. Arab Aluminium
Industry Co. Ltd.

55.90

56.92

72.18

143.38

100.73

101.66

103.08

91.67

62.42

68.72

85.67

b. National Cables &
Wire Manuf. Co. Ltd.

13.54

25.32

79.27

119.74

111.57

45.24

32.26

27.12

15.81

10.90

48.08

c. The Jordan Pipes

Manufacturing Co. Ltd.

72.62

34.93

36.81

27.24

31.37

32.54

30.47

53.56

25.85

14.21

35.96

Sector-wise Ratio

38.10

40.85

64.09

101.17

92.37

66.34

60.58

57.35

31.39

28.22

58.05

6. Textile Industrial
Sector

a. The Jordan Worsted
Mills Co. Ltd.

25.24

17.33

5.12

13.54

25.90

18.25

15.49

26.86

23.83

21.26

19.28

b. Jordan Tanning Co.
Ltd.

21.19

21.89

45.63

35.64

31.25

38.42

51.23

61.43

27.72

57.25

39.17

¢. The Woolen
Industries Co. Ltd.

14.84

34.98

71.95

25.79

40.58

31.18

28.89

80.41

41.62

64.71

43.50

Sector-wise Ratio

24.36

18.10

9.36

17.67

27.98

22.79

21.38

34.98

24.79

26.01

22.74

7. Paper & Packing
Industrial Sector

a. Jordan Paper and
Cardboard Factories
Co. Ltd.

59.03

57.79

152.35

58.65

176.38

116.56

111.92

80.03

47.53

39.46

89.97

b. The Arab Paper
Converting & Trading
Co. Ltd.

-8.51

-5.16

24.84

35.12

58.53

34.50

15.00

81.02

22.29

20.87

27.85

¢. Jordan Printing and
Packing Co. Ltd.

47.89

26.39

26.38

40.15

36.70

18.10

41.89

30.26

41.06

-9.65

29.92

Sector-wise Ratio

39.41

32.56

95.01

52.08

141.89

72.53

71.95

71.35

37.41

30.78

64.50

Overall Industrial
Ratio

28.54

23.01

29.53

24.02

18.34

17.76

18.58

16.58

14.12

12.52

20.30

Source: Annual Reports of the Companies
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Table (6)
Percentage of Liquid Funds to the Current Liabilities in the Industrial Companies From
1993 to 2002
INDUSTRIAL Average
COMPANIES / 1993 | 1994 | 1995 | 1996 | 1997 1998 1999 2000 2001 2002 of Ten
YEARS Years

1. Chemical &
Petroleum
Industrial
Sector
a. Jordan
Petroleum 1442 | 21.13 | 298 | 9.15 | 36.49 | 23.02 | 16.92 721 8.50 0.83 14.06

Refinery Co. Ltd.

b. Intermediate
Petrochemical
Industries Co.
Ltd.

26.69 | 1554 | 82.14 | 81.25 | 43.48 13.65 16.55 24.79 24.15 8.18 33.64

c. Jordan Sulpho
— Chemicals Co. 117 145 | 16.86 | 7.70 | 18.14 | 27.29 1.04 271 1.57 1.59 7.95
Ltd.

Sector-wise

Ratio 14.97 | 20.06 | 11.50 | 13.52 | 36.56 | 22.78 16.65 7.39 8.59 0.93 15.29

2. Construction
Industrial
Sector

a. The Jordan
Cement Factories 0.49 477 9.49 3.91 4,76 471 2.60 0.63 1.14 1.26 3.38
Co. Ltd.

b. The Jordan
Ceramic
Industries Co.
Ltd.

76.62 | 4477 | 9.87 5.67 27.38 10.86 21.36 27.48 59.83 90.10 37.37

c. Jordan
Rockwool
Industries Co.
Ltd.

5.59 241 | 20.85 | 26.48 | 14.63 17.99 1031 | 179.24 | 136.19 | 153.63 56.73

Sector-wise

Ratio 2.04 579 | 986 | 4.27 5.59 5.09 3.63 2.96 5.29 6.05 5.06

3. Consumables
& Food
Industrial
Sector

a. The Industrial
Commercial & 4,04 2.36 5.06 6.18 7.06 4,72 4.34 21.14 4.78 3.02 6.27
Agri. Co. Ltd.

b. Arab
Investment and
Int. Trade Co.
Ltd.

7.37 7.14 | 32.68 | 30.80 | 17.28 13.43 23.94 | 13752 | 59.10 52.44 38.17

c. The National
Industries Co. 5.08 3292 | 1251 | 441 11.83 4.39 16.33 7.08 27.27 26.49 14.83
Ltd.

Sector-wise

Ratio 4.76 8.03 994 | 654 9.43 5.86 8.47 23.14 10.14 10.53 9.68
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4.
Pharmaceuticals
Industrial
Sector

a. The Arab
Pharmaceuticals 151 6.08 3.93 9.06 7.54 22.33 21.96 16.21 27.07 23.18 13.89
Manuf. Co. Ltd.

b. Dar Al-Dawa
Development & 4,96 8.64 7.83 | 2359 | 28.39 18.10 | 148.25 | 96.05 78.69 99.19 51.37
Invt. Co. Ltd.

c. The Arab
Center for
Pharm. & 0.63 542 | 26.37 | 26.80 | 81.40 64.19 31.71 2355 | 102.42 | 122.63 48.51
Chemicals Co.
Ltd.

Sector-wise

Ratio 2.01 6.51 6.27 | 1411 | 24.69 23.50 50.87 32.74 47.38 48.90 25.70

5. Engineering
Industrial
Sector

a. Arab
Aluminium 76.27 | 66.77 | 14.68 | 92.66 | 67.22 | 137.69 | 12450 | 104.56 | 96.44 | 129.67 91.05
Industry Co. Ltd.

b. National
Cables & Wire 5.77 39.08 | 37.89 | 54.40 | 74.28 50.08 66.74 36.29 34.21 28.72 42.75
Manuf. Co. Ltd.

c. The Jordan
Pipes
Manufacturing
Co. Ltd.

141.14 | 3.01 146 | 13.46 | 30.57 29.22 25.80 | 191.16 | 67.77 81.07 58.47

Sector-wise

Ratio 50.52 | 36.11 | 21.06 | 53.58 | 63.25 | 82.65 | 82.75 77.06 | 5836 | 66.43 59.18

6. Textile
Industrial
Sector

a. The Jordan
Worsted Mills 3.95 0.81 0.34 0.20 0.61 0.29 0.43 451 0.09 0.05 1.13
Co. Ltd.

b. Jordan

Tanning Co. Ltd. 4.45 254 | 3.69 2.70 1.98 0.64 1412 | 105.25 | 41.42 85.57 26.24

c. The Woolen
Industries Co. 7.66 1.14 1.70 0.53 0.75 10.31 20.64 6.35 19.09 10.65 7.88
Ltd.

Sector-wise

- 4.10 1.01 063 | 0.64 1.00 0.62 3.06 24.67 8.17 9.50 534
Ratio
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7. Paper &
Packing
Industrial
Sector

a. Jordan Paper
and Cardboard
Factories Co.
Ltd.

53.08

26.27

73.87

10.18

78.10

114.74

102.74

67.39

17.44

7.84

55.17

b. The Arab
Paper Converting
& Trading Co.
Ltd.

0.77

6.43

5.44

8.65

165.34

42.06

34.99

161.17

12.44

4.55

44.18

c. Jordan Printing
and Packing Co.
Ltd.

0.66

17.38

0.93

1.19

3.89

131

0.01

0.56

3.57

2.76

3.23

Sector-wise
Ratio

32.81

18.45

42.38

8.89

68.34

67.15

64.56

7241

13.86

6.53

39.54

Overall
Industrial Ratio

11.18

14.43

10.75

11.84

25.29

19.49

18.54

13.37

12.21

6.76

14.39

Source: Annual Reports of the Companies
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On an average, the percentage of net cash flow with regard to
the current liabilities of the overall industrial companies in Jordan
went down from 28.54 per cent in 1993 to just 12.50 per cent in 2002.
With this, the liquid funds of the industries as a whole, which were
11.18 per cent of its current liabilities, went down to a mere 6.76 per
cent in 2002. Although in the initial years up to 1997 the percentage of
liquid funds with regard to current liabilities increased and went up to
25.29 per cent. It recorded a constant decrease thereafter and was just
6.76 per cent in 2002.

An in-depth analysis of each sector and its related companies
reveals that the Chemical and Petroleum Industrial Sector showed a
reduction in the percentage of net cash flow with regard to current
liabilities over the period of ten years under study. The percentage
which was 21.28 per cent in 1993 rose to 24.17 per cent in 1995 and
thereafter there was a gradual decrease in the percentage and it was
just 3.53 per cent in 2002. The percentage of liquid funds with regard
to current liabilities also went down from 14.97 per cent in 1993 to .93
per cent in 2002. Particularly after 1997 this percentage went down
sharply. The sector increased its inventory level almost by 100 per
cent and the increase in gross receivables went up to 5.77 times over
the period of ten years against the corresponding increase in sales of
about 2 times. This blocking up of funds had a direct impact on the
percentage of net cash flow in respect of current liabilities. In the case
of company no. 1c. in particular, we find a sharp decline in the
percentage from 123.34 per cent in 1993 to 16.83 per cent in 1999 and
after that the percentage was negative. Company no. 1b also seemed
to have followed a similar trend, which showed a decline in the
percentage from 31.06 per cent in 1996 to 4.07 per cent in 2000 and in
the last two years under study it went on negative side. The
Construction Industrial Sector also had a declining trend in the
percentage of net cash flow with regard to current liabilities in the first
five years under study. Thus. from 60.12 per cent in 1993 the
percentage fell to 21.94 per cent in 1997. Thereafter the sector
applied more and more funds to current liabilities and the percentage
of net cash flow with regard to current liabilities was on the upswing
and it was up to 40.26 per cent in 2002. All the companies under this
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sector followed an almost similar pattern but company no. 2b showed
the tendency toward an increase in the percentage of net cash flow
with regard to current liabilities right from the beginning. Thus from
70.45 per cent in 1994 the percentage went up to 142.84 per cent in
2002.

The Consumable and Food Industrial Sector witnessed ups and
downs in the percentage of net cash flow with regard to current
liabilities over the period of ten years under study. But on the whole,
the sector seemed to have improved its position over the years. In the
year 1993, the overall percentage was negative and most of the
companies seemed not to have applied much funds towards current
liabilities. Thereafter the sector seemed to have applied more and
more funds towards current liabilities and with certain variations. on
an average. the sector maintained the percentage of 12.42 per cent.
The percentage of liquid funds with regard to current liabilities also
increased from 4.76 per cent in 1993 to 10.53 per cent in 2002.
Company no. 3b. in particular. recorded a remarkable upswing after
1996. Till 1990, the percentage of net cash flow with regard to current
liabilities was negative and after that with ups and downs there was an
increasing trend of applying funds towards current liabilities. In the
year 2002, the company applied about 14.26 per cent of net cash flow
to current liabilities.

The Pharmaceutical Industrial Sector is one of the few sectors
that was able to exercise a strict control on the size of inventories and
receivables. Thereby the position of current liabilities improved a lot
over the period of ten years. In the sector, the overall increase in the
size of inventories and the size of receivables was lower than the
increase in the sales. Therefore the sector seemed to have enjoyed
more and more liquidity over the period and the percentage of net cash
flow with regard to current liabilities increased from a mere 11.33 per
cent in 1993 to as high as 43.85 per cent in 2002. The corresponding
percentage of liquid funds maintained with regard to current liabilities
also moved upwards from a mere 2.01 per cent in 1993 to as high as
48.90 per cent in 2002. In the case of company no. 4c. in particular.
we find an appreciable increase in the percentage of net cash flow
with regard to current liabilities, and the percentage which was just
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7.55 per cent in 1993. Went up to 53.05 per cent in 2002. Company
no. 4b also reflected a somewhat similar trend.

Thus, control over the size of receivables and inventories
helped this sector greatly and thereby the sector ensured more and
more liquidity through the operations and paid the current liabilities
out of the operations.

The Engineering Industrial Sector recorded an upward trend in
the percentage of net cash flow with regard to current liabilities from
1993 to 1996. Thus, the percentage went up from 38.10 per cent in
1993 to 101.17 per cent in 1996. Thereafter, the utilization of funds
towards current liabilities was on the decline. Therefore, the
percentage gradually came down from 101.17 per cent in 1996 to just
28.22 per cent in the year 2002. Roughly in tune with this trend, the
liquid funds maintained as a percentage to current liabilities has been
hovering. From 50.52 per cent in 1993 the percentage of liquid funds
maintained to current liabilities went up to 82.75 per cent in the year
1999. And thereafter it gradually came down to about 66.43 per cent
in the year 2002. Such a decreasing trend seems to be the direct
impact of the increase in inventories as compared to the level of sales.
Thus, the increase in sales over the years was up to about 252 per cent
and the corresponding increase in the size of inventories was up to
more than 350 per cent.

The Textile Industrial Sector on the whole seemed to have
maintained its utilization of funds towards current liabilities. And this
utilization was substantially on the lower side. On an average, the
percentage of net cash flow with regard to current liabilities was 22.74
per cent. We find a similar trend in the percentage of liquid funds
maintained to total current liabilities. The percentage was 5.34 per
cent on an average which itself speaks of inadequate maintenance of
cash to meet the current liabilities. The main reason for this appears to
be excessive increase in receivables and inventories. Thus, cash
generation through operation was poor and it affected the current
liability position. A company-wise analysis shows that the companies
under this sector moved in slightly different way. Company no. 6b
recorded an increase in the percentage of net cash flow with regard to
current liabilities from 21.19 per cent in 1993 to 57.25 per cent in
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2002. On the other hand, company no. 6a recorded a reduction in the
percentage from 25.24 per cent in 1993 to 21.26 per cent in 2002.

The Paper and Packing Industrial Sector had an average 64.50
per cent of net cash flow with regard to current liabilities. The year-
wise position was fluctuating. From 1993 to 1995 the percentage
increased from 39.41 per cent to 95.01 per cent. The year 1996
recorded a sharp decrease and the year 1997 recorded a sharp increase
up to 141.89 per cent. Thereafter the percentage gradually went down
to just 30.78 per cent in 2002. However. the percentage of liquid funds
maintained to current liabilities in 1993 and 1994 was on the lower
side. This percentage was appreciably higher in the period from 1997
to 2000. In the years 2001 and 2002 the percentage of liquid funds
with regard to current liabilities went down sharply from 72.41 per
cent in 2000 to 13.86 per cent in 2001 and 6.53 per cent in 2002.
Company no. 7b. in particular, was able to improve its net cash flow
with regard to current liabilities position from —8.51 per cent in 1993
to as high as 81.02 per cent in 2000 and then it came down to 20.87 in
2002.

Thus. from the preceding analysis. it is indicated that the
industrial companies in general were not able to generate cash out of
their operations to meet the current liabilities. A firm, to be actually
liquid and solvent should have 100 per cent or more net cash flow
with regard to current liabilities ration. A firm having the percentage
of net cash with regard to current liabilities lower than 100 per cent
may also be liquid and solvent because ratio of net cash flow to
current liabilities always provide additional safety to current creditors.
Every firm maintaining a positive ratio of net cash flow to current
liability can be considered liquid and solvent. However, the higher the
ratio, the greater is the degree of liquidity and solvency of the firm.
But the overall industrial average of the industrial companies under
study revealed a low percentage of net cash with regard to current
liabilities. i.e. 20.30 per cent during the period 1993 to 2002.
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Control of Cash in The Industrial Companies

One of the major objectives of cash management from the
standpoint of increasing return on investment is to economize on the
cash holdings without impairing the overall liquidity requirements of
the firm. This can be done by effecting tighter control over cash flows.
The following ratios indicate the achievement of the industrial
companies in this regard.*®

1. Ratio of Cash to Current Assets;
2. Ratio of cash Turnover.

Ratio of Cash to Current Assets

Table (7) shows the ratio of cash to current assets in the
industrial companies during the period of the study. i.e. 1993 to 2002.
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Table (7)

Cash to Current Assets Ratio in the Industrial Companies From 1993 to 2002
(In Percentage)

INDUSTRIAL
COMPANIES /
YEARS

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

Average
of Ten
Years

1. Chemical &
Petroleum
Industrial
Sector

a. Jordan
Petroleum
Refinery Co. Ltd.

9.28

13.68

1.62

6.19

24.47

16.03

12.28

541

6.99

0.73

9.67

b. Intermediate
Petrochemical
Industries Co.
Ltd.

32.72

16.27

72.61

67.05

32.49

10.70

12.50

16.93

19.38

7.66

28.83

¢. Jordan Sulpho
— Chemicals Co.
Ltd.

0.50

9.01

4.17

6.39

16.50

1.08

2.85

1.84

1.63

4.51

Sector-wise
Ratio

9.85

13.40

6.53

24.42

15.88

12.16

5.57

7.10

0.82

10.49

2. Construction
Industrial
Sector

a. The Jordan
Cement Factories
Co. Ltd.

0.73

7.59

15.44

8.47

9.62

9.52

4.98

1.15

1.47

151

6.05

b. The Jordan
Ceramic
Industries Co.
Ltd.

35.69

34.76

7.11

3.42

19.56

8.41

17.23

17.71

32.98

36.08

21.30

¢. Jordan
Rockwool
Industries Co.
Ltd.

6.98

12.63

13.16

9.19

10.57

5.64

33.49

32.59

32.16

15.87

Sector-wise
Ratio

8.84

14.54

8.19

10.39

9.46

6.35

4.74

6.16

6.47

7.81

3. Consumables
& Food
Industrial
Sector

a. The Industrial
Commercial &
Agri. Co. Ltd.

3.74

2.05

391

3.93

4.74

3.21

3.41

20.15

4.75

3.03

5.29

b. Arab
Investment and
Int. Trade Co.
Ltd.

4.95

5.15

24.18

12.85

12.37

9.41

19.02

45.86

19.46

21.93

17.52

¢. The National
Industries Co.
Ltd.

12.46

18.94

12.40

9.49

20.25

9.31

29.67

12.32

7.99

19.48

15.23

Sector-wise
Ratio

5.88

8.13

5.53

7.53

4.79

7.63

22.56

7.42

9.08

8.48
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4.
Pharmaceuticals
Industrial
Sector

a. The Arab
Pharmaceuticals
Manuf. Co. Ltd.

1.08

4.49

3.10

5.63

441

16.57

10.15

8.33

12.37

9.66

7.58

b. Dar Al-Dawa
Development &
Invt. Co. Ltd.

3.42

5.92

5.59

13.42

17.40

12.62

42.47

29.76

29.23

27.70

18.75

c. The Arab
Center for
Pharm. &
Chemicals Co.
Ltd.

1.01

8.03

16.84

18.46

50.56

22.37

13.45

12.47

40.16

27.50

21.08

Sector-wise
Ratio

1.50

4.96

4.76

8.69

14.74

16.27

20.53

14.99

20.01

17.28

12.37

5. Engineering
Industrial
Sector

a. Arab
Aluminium
Industry Co. Ltd.

43.72

50.91

9.62

38.23

31.98

61.85

63.31

50.58

46.65

65.13

46.20

b. National
Cables & Wire
Manuf. Co. Ltd.

592

19.32

24.98

25.33

25.36

24.53

31.70

21.03

21.78

18.51

21.84

¢. The Jordan
Pipes
Manufacturing
Co. Ltd.

28.52

157

0.85

5.89

9.32

10.39

11.97

33.08

23.46

31.69

15.68

Sector-wise
Ratio

29.29

21.07

13.31

23.73

24.55

36.77

40.20

35.72

30.12

36.09

29.09

6. Textile
Industrial
Sector

a. The Jordan
Worsted Mills
Co. Ltd.

3.48

0.71

0.30

0.17

0.36

0.21

0.34

1.95

0.06

0.03

0.76

b. Jordan
Tanning Co. Ltd.

3.28

1.79

2.28

1.93

1.38

0.40

7.36

43.49

23.16

28.69

11.38

¢. The Woolen
Industries Co.
Ltd.

3.21

0.49

0.66

0.30

0.38

3.45

5.54

1.04

3.30

2.19

2.06

Sector-wise
Ratio

3.43

0.85

0.53

.52

0.62

0.41

212

10.19

511

523

2.90
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7. Paper &
Packing
Industrial
Sector

a. Jordan Paper
and Cardboard
Factories Co.
Ltd.

24.25

10.80

21.33

6.57

33.84

25.70

24.29

20.13

7.34

3.52

17.78

b. The Arab
Paper Converting
& Trading Co.
Ltd.

114

9.37

6.01

7.13

24.16

8.45

14.31

28.90

5.02

1.68

10.62

¢. Jordan Printing
and Packing Co.
Ltd.

0.63

17.00

0.94

1.01

3.42

113

0.01

0.39

221

1.96

2.87

Sector-wise
Ratio

19.92

11.10

18.28

6.16

29.28

19.43

20.25

21.25

5.98

281

15.45

Overall
Industrial Ratio

8.83

11.39

7.94

9.44

19.74

15.39

14.25

10.22

9.54

5.42

11.22

Source: Annual Reports of the Companies
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It can be seen from Table (7) that on the whole, the industrial
companies in Jordan seemed to have lower tendency to keep the
current assets in cash form over the period of ten years. The overall
industrial average shows that only 11.22 per cent of the current assets
were in cash form. Especially after 1997 the liquidity fell sharply, and
the percentage of cash which was 19.74 per cent in 1997 regularly
moved downwards and in the year 1996 it was just 5.42 per cent. The
sector-wise analysis shows that the average percentage of cash with
regard to current assets from 1993 to 2002 was the highest at 29.09
per cent in the Engineering Industrial Sector followed by the Paper
and Packing Industrial Sector at 15.45 per cent and the lowest at 2.90
per cent in the Textile Industrial Sector as against the overall
industrial average of 11.22 per cent for the ten years of the study. The
rest of the sectors showed an average lower than the overall industrial
average except the Pharmaceuticals Industrial Sector and the
Chemical and Petroleum Industrial Sector which were close to the
overall industrial average during the period.

An indepth study of each sector and its group of companies
reveals that the Chemical and Petroleum Industrial Sector recorded a
steep downfall in the proportion of cash maintained. Although in the
initial years under study. the percentage of cash with regard to total
current assets had been fluctuating till 1997 but after 1991 there was
fall in the cash maintained from 24.42 per cent in 1997 to as low as
0.82 per cent in 2002. Company no. la maintained the same trend
with its sector. Company no. 1b maintained about 28.83 per cent of its
percentage of cash with regard to current assets on an average for the
period of ten years. In the first five years it had a very high percentage
as compared to the later period. The main reason for such a
maintenance of cash requirements in company no. 1b can be analyzed
from its inventory position of the corresponding years. The percentage
trend of the inventories shows that the inventory in 1995 was just
90.10 per cent as compared to that in the base year 1993 and it was
120.78 per cent in the year 1996. Thereafter it picked up and went up
to about 281.81 per cent in 1999 from where it came down again to
145.37 per cent in 2002. This inventory trend seems to have had an
effect on its cash position. In 1995 the inventory level was on the
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lower side, as the money locked up in inventory was comparatively
lower, the liquidity was higher. In 2000 and 2001 again the amount of
investment in inventory came down, the cash position was healthier.
Company no. 1c. in particular, maintained about 4.51 per cent of cash
with regard to current asset on an average for the period of ten years.
Although from 1995 to 1998 it was above the decade’s average of
4.51 per cent with an exception of 1996. In the rest of the years it was
very low. In the Chemical and Petroleum Industrial Sector, the
investment in inventory almost doubled which was higher as
compared to its sales growth rate over the period of ten years under
study and it led to a tightened cash position.

As far as the construction Industrial Sector in concerned, we
find that it improved its cash position in terms of percentage to current
assets. A year-wise study reveals that the percentage of cash with
regard to total current assets which was just 2.91 in 1993 went up to
6.47 in the year 2002. Although the period witnessed many ups and
downs in the percentage, the average percentage was 7.81 per cent for
the period of ten years. Thus, the period witnessed lots of ups and
downs in cash maintained, but the overall position seems to have
improved.

The Consumables and Food Industrial Sector also seems to
have moved in same direction as the Construction Industrial Sector.
The Cash, which was 5.88 per cent of the current assets in 1993
increased to 9.08 per cent in 2002. Company no. 3b. in particular.
fared appreciably well when its percentage rose from 4.95 per cent in
1993 to 21.93 per cent in 2002. In this sector one finds that the
average trend increase in inventories and receivables was lower than
that of total sales. The sector thereby was able to avoid excessive
blocking and ensure more mobility of the funds. Thereby the cash
position seems to have improved.

The Pharmaceutical Industrial Sector showed an increasing
tendency to maintain adequate liquidity and to maintain current assets
in cash form. The percentage of cash with regard to current assets
which was just 1.50 per cent in 1993 went up to 17.28 per cent in
2002. Nearly all the companies of this sector under study excelled in
maintaining an increased proportion of cash to current assets. The
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main reason for this factor seems to be the strict control exercised by
the sector over the growth of receivables and inventory. The overall
trend percentage of increase in receivables was lower than that of
sales. The sector thereby was able to realize cash and avoid blocking
of funds in receivables.

The Engineering Industrial Sector was able to maintain a
healthy cash balance in terms of percentage of cash with regard to
current assets. This has been corroborated by the fact that the
percentage of cash with regard to current assets was as high as 29.09
per cent. Throughout the period, with a few exceptions, the extent of
cash maintained was quite high. i.e., nearly above 25 per cent on an
average. Company no. 5a in particular maintained a very high
percentage of cash with regard to current assets throughout the period
of ten years (with an exception in year 1995) and the average
percentage maintained in the decade was around 46.20 per cent.
Company no. 5c also gradually increased its percentage of cash with
regard to current assets from 1.57 per cent in 1994 to 31.69 per cent in
200.

The Textile Industrial Sector experienced unfavourable
condition from 1993 to 1998 as far as cash maintained and liquidity
are concerned. Thereafter it marked a complete turn around and
improved its position substantially. The percentage of cash maintained
to current assets, which was 3.43 per cent in 1993 dramatically came
down to 0.41 per cent in 1998 thereby marking heavy buildup in
inventories and receivables besides other current assets. The period
after that witnessed an increase in cash maintained. The percentage of
cash maintained increased from 0.41 per cent in 1998 to 5.23 per cent
in 2002 thereby ensuring better liquidity as compared to earlier years.
In the case of company no. 6a. however, we find that the deteriorating
trend continued throughout the period with the exceptions of 1993 and
2000. Thus, the percentage of cash with regard to total current assets
continued to fall throughout the period. From 3.48 per cent in 1993,
the percentage went as low as 0.03 per cent in the year 2002.
Company no. 6b and company 6¢ followed the pattern in line with the
whole sector as such.
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As far as the Paper and Packing Industrial Sector is concerned,
one can see a lot of ups and downs in the percentage of cash with
regard to current assets during the period of ten years. During period
of 1993 and 1995, the sector maintained sufficient cash to meet its
daily operational requirements. In the year 1996, there was a sudden
fall and the percentage was just 6.16 per cent. From 1997 to 2000
again the cash position improved and it was on an average more than
20 per cent. In the last two years under study, the cash maintained in
terms of percentage with regard to current assets went sharply down to
5.98 per cent and 2.81 per cent respectively. With regard to company
no. 6a and company 6b we find that, with slight variations throughout
the period under study, both the companies followed a pattern in line
with the whole sector. Company no. 7c recorded an average of 2.87
per cent which is well below the sector’s average and the overall
industrial average during the period under study.

Thus. the industrial companies as a whole had a fluctuating
trend in the percentage of cash to current assets during the period
under study. In the initial period. i.e., from 1993 to 1997, the
percentage of cash with regard to current assets increased from 8.83
per cent to 19.74 per cent. Thereafter it declined to 5.42 per cent in
2002. But compared to the cash position in 1993, the percentage of
cash with regard to current assets in all the years was higher except in
1995 and 2002 when it declined a little. It is well known that the
proportion of cash to total current assets directly affects the
profitability of a company. The lower the proportion the greater is the
profitability of the company. A downward trend in this ratio over a
period indicates tighter control whereas an upward trend reveals a
slack control over such resources. For example, during the last twenty
years. U.S.A. has witnessed an ever increasing sophistication in cash
management and the trend has been to reduce cash balances to the
minimum possible level thus lowering the cost of holding.

This trend is due to the increasing cost of borrowings, higher
return on marketable securities and the ever increasing requirements
for working capital, due to the rapid expansion of business activities.

In this light, we may conclude that there was scope for most of
the industrial companies to reduce the share of cash in the total current

Journal of Social Studies Issue (20), July-Dec. 20052




Cash Management in Selected Large Scale Public Limited Industrial Companies of Jordan |

assets. specially in the case of company no. 1b. 2b. 2c. 3b. 3c. 4b. 5a.
5b. 5c. and 7a. In these companies, the average percentage of cash

with regard to current assets was between 15.23 per cent and 46.20 per

cent. Although in 1995 the percentage was 72.61 in the case of
company no. 1b but it reduced to 7.66 per cent.

It can be observed from the above analysis that the average
percentage of cash with regard to current assets in most of the
industrial companies was much higher than the overall industrial
average. This, on the one hand, shows a sound liquid position while,
on the other hand, it shows that a huge amount of cash balances
remained idle in the company which could have been profitably
utilized. A look at the turnover of cash in the industrial companies
may clear this further. The turnover of cash is derived by dividing the
operational requirements for cash by the cash balances in the
industrial companies at the end of the year. It is shown in Table (8).

Ratio of Cash Turnover

Cash turnover in general indicates the efficiency with which
cash. i.e., the liquid funds of an organization have been put to use. The
higher the turnover, the higher is the optimal utilization of cash and
liquid funds. But at times this higher turnover also indicates that the
cash maintained is lower than the operational requirement of the cash
or that the operational requirement is more than the cash maintained.
On the other hand, where the turnover is on the lower side, it indicates
either inefficient use or idleness of the cash maintained.

Table (8) shows the turnover of cash in the industrial
companies during the period of the study. i.e., 1993 to 2002.
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Table (8)
Turnover of Cash to in the Industrial Companies From 1993 to 2002
In Times)

INDUSTRIAL Average
COMPANIES / 1993 1994 1995 1996 | 1997 | 1998 1999 2000 2001 2002 of Ten

YEARS Years
1. Chemical &
Petroleum
Industrial Sector
a. Jordan Petroleum |, o5 | 1330 | 12000 | 2361 | 545 | 866 | 1063 | 2436 | 1651 | 148.73 39.36
Refinery Co. Ltd.
b. Intermediate
Petrochemical 3.83 5.72 1.32 1.34 2.75 6.24 5.31 5.07 2.84 9.21 4.36
Industries Co. Ltd.
c. Jordan Sulpho = 307 76 | 9404 | 1921 | 3643 | 2692 | 645 | 102.96 | 33.35 | 70.35 | 53.74 77.12
Chemicals Co. Ltd.
Sector-wise Ratio 20.71 13.15 | 28.75 1557 | 5.43 8.57 10.59 23.38 16.15 | 131.36 27.37
2. Construction
Industrial Sector
a. The Jordan
Cement Factories 144.61 | 10.06 4.76 13.43 | 11.68 | 14.60 | 30.29 126.59 | 85.44 | 79.43 52.09
Co. Ltd.
b. The Jordan
Ceramic Industries 2.23 243 11.38 | 26.88 | 4.41 14.19 4.98 5.56 2.61 2.43 7.71
Co. Ltd.
¢. Jordan Rockwool
Industries Co. Ltd. 10.19 | 35.20 5.31 6.70 5.20 5.33 13.09 0.99 1.07 1.15 8.42
Sector-wise Ratio 35.52 8.70 5.06 1345 | 10.39 | 14.19 | 22.22 28.41 19.05 17.47 17.44
3. Consumables &
Food Industrial
Sector
a. The Industrial
Commercial & 31.43 | 61.99 | 36.80 | 33.86 | 29.73 | 48.16 | 43.60 5.09 23.76 | 31.78 34.62
Agri. Co. Ltd.
b. Arab Investment
and Int. Trade Co. 17.07 | 31.90 | 4097 4.56 539 | 17.21 8.68 1.95 5.66 4.99 10.24
Ltd.
¢. The National

. 5.92 3.17 5.51 17.13 | 5.62 17.03 4.36 10.22 13.28 5.44 8.77
Industries Co. Ltd.
Sector-wise Ratio 17.49 | 18.66 | 15.26 | 23.69 | 17.04 | 32.66 | 19.39 461 14.93 | 11.02 17.48
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4.
Pharmaceuticals
Industrial Sector

a. The Arab
Pharmaceuticals
Manuf. Co. Ltd.

40.61

8.14

13.86

8.48

10.66

2.63

4.87

5.08

3.48

4.53

10.23

b. Dar Al-Dawa
Development &
Invt. Co. Ltd.

16.94

10.33

12.08

531

4.92

6.89

171

2.86

2.87

2.82

6.67

c. The Arab Center
for Pharm. &
Chemicals Co. Ltd.

30.45

5.04

2.76

1.84

0.42

2.38

3.71

4.65

1.96

1.47

5.47

Sector-wise Ratio

30.72

8.46

10.15

5.98

3.40

3.34

2.76

3.78

2.99

3.17

7.47

5. Engineering
Industrial Sector

a. Arab Aluminium
Industry Co. Ltd.

2.50

3.54

19.38

3.14

2.68

1.41

121

121

2.04

1.63

3.87

b. National Cables
& Wire Manuf. Co.
Ltd.

11.65

4.09

3.50

3.65

3.40

3.10

2.00

3.79

451

4.49

4.42

c. The Jordan Pipes
Manufacturing Co.
Ltd.

4.27

48.35

105.28

13.57

9.87

11.40

8.31

2.05

241

2.52

20.80

Sector-wise Ratio

3.50

5.08

8.23

4.08

3.55

2.44

1.87

1.95

2.89

2.48

3.61

6. Textile
Industrial Sector

a. The Jordan
Worsted Mills Co.
Ltd.

22.67

85.58

149.71

218.33

151.30

192.07

100.71

19.10

485.59

0.00

14251

b. Jordan Tanning
Co. Ltd.

16.65

37.82

35.29

61.12

120.48

498.59

23.79

4.64

10.16

8.38

81.69

¢. The Woolen
Industries Co. Ltd.

28.47

250.49

151.82

296.75

207.30

24.69

13.17

52.13

14.59

23.10

106.25

Sector-wise Ratio

21.74

74.98

96.74

106.77

135.55

188.25

30.94

6.97

14.60

14.84

69.14

7. Paper &
Packing
Industrial Sector

a. Jordan Paper and
Cardboard
Factories Co. Ltd.

3.00

6.27

3.25

18.58

3.05

3.09

2.56

3.22

11.38

21.54

7.59

b. The Arab Paper
Converting &
Trading Co. Ltd.

58.28

6.12

12.12

12.26

2.51

7.73

4.86

1.14

8.48

70.25

18.58

c. Jordan Printing
and Packing Co.
Ltd.

273.55

9.27

168.97

175.59

43.20

125.73

0.00

350.53

32.19

101.81

128.08

Sector-wise Ratio

3.98

6.62

4.10

19.72

3.43

4.29

3.52

3.66

11.09

33.99

9.44

Overall Industrial
Ratio

17.61

11.81

16. 67

12.70

5.75

7.84

8.00

10.94

10.94

18.40

12.07

Source: Annual Reports of the Companies
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The general trend in Jordan’s industry in respect of cash
turnover present a mixed picture. The overall industrial figures show
that the average cash turnover for the period under study was 12.07
times as against 17.61 times in 1993. But the yearly movements show
somewhat different trends in the two halves. Thus from 1993 to 1997,
the turnover gradually came down from 17.61 times to 5.75 times. In
the corresponding period we can see similar reduction in receivables
turnover and inventory turnover. The main reason for this is that the
level of operations did not increase in tune with the corresponding
increase in cash maintained. In other words, one can say that the cash
maintained was at a higher level as compared to the operational. This
has been again corroborated by the fact that the cash maintained in
terms of days operational requirements went up from 21 days to 63
days in the corresponding period (Table 2). The period after 1997
shows a completely different picture when the cash turnover increased
from 5.75 times in 1997 to 18.40 times in 2002. Cash maintained in
terms of days operational requirement also came down from 63 days
to 20 days. A sector-wise study reveals different results and their
magnitude in various sectors.

An indepth study of each sector and its related companies
reveals that the Chemical and Petroleum Industrial Sector had an
average cash turnover of 27.37 times for the ten years under study.
The trend of cash turnover was quite similar to the overall industrial
trend. The turnover reduced from 20.71 times in 1993 to 5.43 times in
1997. Thereafter it witnessed the reverse trend and the turnover
gradually moved upwards and in the year 2002, it was exceptionally
high. i.e., 131.36 times. This period is marked by a sudden and
disproportionate increase in receivables and the inventory levels as
compared to the percentage of sales growth. This put a stress on the
cash position and thereby the cash turnover also went up. This
indicates that the total operational requirement of cash was much
higher than the size of the cash or the liquid funds maintained. Cash
maintained in terms of days operational requirement went down and in
2002 the maintained cash was just sufficient to meet the operational
requirement of 3 days as against 67 days in 1997. All the companies in
this sector performed in a somewhat similar fashion. In the case of
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company no. 1c. the frequency of variations was quite high. Although
the overall average was in tune with the sector’s trend, the deviation
levels were quite high in the company. The cash turnover which was
327.78 times in 1987, suddenly came down to 19.21 times in 1995.
Thereafter there were constant ups and downs in the turnover. In
1998, it was 6.45 times and suddenly in 1999 it was 102.96 times. In
the year 2002, it was 53.74 times with the decade’s average of 77.12
times. These variations indicate somewhat inconsistent cash
management policies adopted by the company.

The Construction Industrial Sector faced many ups and downs
over the decade in respect of the industrial cash turnover ratio. In the
initial years from 1993 to 1995, the turnover came down from 35.52
times to 5.06 times. In the year 1997, the turnover was 10.39 times
which gradually went up to 28.41 times in 2000, after which it again
rolled down to 17.47 times in 2002. This uneven trend is also
observed in the trend percentage of the inventories and the receivables
as compared to the growth of sales. Thus the operations were not at all
consistent with the level of the working capital maintained. In other
words, the sector was not able to apply its working capital in an
optimum manner, which resulted in reduction of the cash turnover
ratio. The cash maintained in 1994 was equivalent to 10 days of
operational requirements and in 1995, with reduction in cash turnover.
the cash maintained was about 72 days of operational requirements,
This indicates excessive idle cash or inefficient utilization. Thereafter
with cash turnover going upwards from 1991 onwards, the cash
maintained in terms of operational requirements came down and in the
year 2002 the cash maintained was about 21 days’ requirements.

Such a deviation in the cash position is simulated due to the
disproportionate level of the receivables maintained inconsistent with
that of the sales. The individual figures of the companies are very
different from each other. This may be due to the difference in the
magnitude of the operations of each of the company concerned.
Company no. 2a. throughout maintained lower cash in terms of the
operational requirements. Thereby the turnover throughout was on the
higher side as compared to the sector’s average. The cash turnover
which was as high as 144.61 times in 1993 suddenly slumped down to
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4.76 in 1995. The period after 1997 to 2000 again had a rising
turnover and it rose to 126.59 times in 2000. On the other hand,
company no. 2b seems to have maintained a very high level of cash
and so the average turnover was on the lower side. i.e., of 7.71 times.
In the case of company no. 2c. in last three years. the cash maintained
was more than 300 days of operations, whereas it was less than 75
days in the initial 7 years. The cash turnover. Thus, was quite low in
the last 3 years.

As in the case of the Construction Industrial Sector, the
Consumables and Food Industrial Sector also witnessed ups and
downs in the cash maintained and thereby also in the cash turnover.
The overall turnover for the decade was 17.48 times. In the year 1993,
the turnover was 17.49 times and with ups and downs over the years it
went up to 32.66 times in 1998. The next two years witnessed a
sudden downfall and the cash turnover was at its lowest at 4.61 times
in 2000 after which it again recovered and in the year 2002 it was
11.02 times. This again can be explained from the levels of operations
and corresponding inventories and receivables trend. The operations
were not in tandem with those of the inventory and the receivables and
vice versa. All the companies somehow behaved in tune with the
behavior of the sector as a whole. The year 1998 did exceptionally
well in the sales and operational performance and thereby the turnover
of cash in all the companies in that particular year was on the higher
side. On the other hand, there was a sharp reduction in sales in 2000
which had a direct impact on the cash turnover and most of the
companies recorded a reduction in their respective cash turnover to the
lowest level of the decade.

In the Pharmaceuticals Industrial Sector. the cash turnover
went down over the years. However. this was not due to inefficient
application of the liquid funds. The study indicates that this is the only
sector which was able to keep the growth of inventory and receivables
under control. The sector has substantially reduced its receivables
level over the years and thereby the sector seemed to have enjoyed
more and more liquidity. This excess inflow of cash seems to have
made an impact on the cash turnover. The operations did not go up at
the same pace at which cash reserves went up, thereby the cash
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turnover went down over the years. The cash turnover in the year
1993 was 30.72 times which came down to 10.15 times in 1995. After
that there was a sharp reduction in 1996 when the turnover was 5.98
times. The period after 1996 also witnessed a reduction in cash
turnover although the reduction was not as sharp as in 1996. In the
year 2002, the cash turnover was 3.17 times. All the companies,
substantially reduced their respective cash turnovers over the years.
Especially in company no. 4a and company no. 4c. the reduction was
substantial. In the case of company no. 4a. the turnover was as high as
40.61 times in 1993 and it was as low as 4.53 times in 2002. Whereas
in the case of company no. 4c. the turnover, which was 30.45 times in
1993, came down to as low as 1.47 times in 2002.

The Engineering Industrial Sector also witnessed a reduction
in cash turnover over the years, although the reduction was not
substantial. For the period of ten years, the overall turnover was 3.61
times. The sector had a cash turnover of 3.50 times in 1993 which
came down to 2.48 times in 2002. In the initial years, the turnover
seems to have improved till 1995 when it was 8.23 times. The period
from 1996 to 1999 registered a regular downward movement in cash
turnover and in 1999 the turnover was at its lowest of 1.87 times. The
period after 1999 showed a bit of recovery when the cash turnover
touched 2.48 in 2002. Company no. 5c had a trend similar to that of
the sector. But the company’s performance was exceptional in 1995
when its cash turnover went as high as 105.28 times as compared to
4.27 times in 1993. After that, in tune with the sector. the cash
turnover reduced gradually until the last two years which showed
some improvement. In 2002, the company had a cash turnover of 2.52
times. On the other hand, company no. 5b followed the trend of the
sector but the year-wise performance was different at times. The
sector improved its cash turnover in the initial three years whereas
company no. 5b continued on the path of deterioration in cash
turnover right from 1993 to 1999 when the turnover came down from
11.65 times to 2 times. However. after that the turnover gradually
improved and in 2002 it was 4.49 times.

The Textile Industrial Sector as whole witnessed two sharp
trends as far as cash turnover is concerned. The cash turnover was
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21.74 times in 1993. This recorded a sharp upward movement till the
year 1998 when the turnover was as high 188.25 times. Thereafter a
downward trend started. From 1998 to 2002, the cash turnover sharply
went down to 14.84 times in 2002, and in 2000 the turnover was
exceptionally low at 6.97 times. Such a performance was due to the
cash levels maintained by the sector as a whole. From 1993 to 1998,
the cash maintained in terms of days’ operational requirement fell
sharply to just 2 days in 1998 from 17 days in 1993. Thereby,
throughout this period. the sector maintained relatively lower amount
of cash. However, the operations continued to increase. This enabled
the sector to improve the corresponding cash turnover during this
period of time. Afterwards as the cash reserves of the sector started
increasing, the corresponding cash turnover went down. If we study
the company-wise position, we find that as against the sector’s
average. Company no. 6a increased its cash turnover especially in the
year 2001 when it was 485.59 times (which is exceptionally high due
to remarkable accumulation of funds from operations in the last two
years under study) as compared to 22.67 times in 1993. On the other
hand, the performance of company no. 6b and company no. 6¢ was
somewhat similar to that of the sector. From 1993 to 1997-1998. the
cash turnover went up and thereafter it fell sharply.

The Paper and Packing Industrial Sector as a whole multiplied
its cash turnover over the years. But in the year-wise analysis we find
that in some years there were odd downward movements. Cash
turnover for the sector in 1993 was 3.98 times, which gradually
improved to 19.72 times in 1996. Thereafter it sharply came down to
3.66 times in 2000. But the period after that again recorded an
increase in the cash turnover and it went up to 11.09 times in 2001.
The year 2002 recorded an exceptionally improved performance on
the cash turnover front when its turnover zoomed to all time high of
33.99 times. But this trend is due to a mixed effect of some increase in
operation and a partial reduction in the cash level maintained.
Company no. 7b applied a major chunk of its resources in acquisition
of fixed assets in the last 2 or 3 years, thereby the operations of the
company seem to have increased in the following years. The company
in the last 2 or 3 years increased its funds from operations as well.
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Thus we can say that whatever resources the company had, were
utilized quite efficiently in the last 2 or 3 years. And so in the last 3
years the company substantially improved its cash turnover from 3.14
times in 2000 to 70.25 times in 2002. In the case of company no. 7a.
however, the story is somewhat different. This company also
remarkably increased its cash turnover in the last three years under
study. But a closer analysis reveals that it is not due to improvement in
the operations of the company. It is the worsening cash position of the
company (working capital depleted sharply in the last 2 or 3 years)
that made the corresponding cash turnover increase.

Summary and Conclusions

Cash management is also at the center of the overall working
capital management apart from the inventory and receivables
management. It is said that the cash maintained should be sufficient to
cover one months operational requirements. But in the overall analyes
it is found that the industrial companies had either higher cash balance
or lower cash balance than the operational requirements. Out of all the
sectors, the Pharmaceuticals Industrial Sector and the Engineering
Industrial Sector and the Paper and Packing Industrial Sector had a
cash balance much higher than operational requirements thus showing
idle funds. The idle cash is unproductive in nature and therefore
keeping high cash balance reduces the profitability of the concern.

In contrast to this, the Textile Industrial Sector, on an average
maintained cash balance of 15 day’s for operational requirements,
which is quite insufficient. This reveals that there was no proper
planning of cash in the industrial companies of Jordan. The adequacy
of cash in terms of the liquidity and solvency position shows that the
liquidity position remained more or less the same whereas the
solvency position slightly improved during the latter period under
study. Both the liquidity position and solvency position were well
below the standard norm of current ratio 2:1 and liquid ratio 1:1. Due
to inefficient operational performance, the overhead costs increased at
an exorbitant rate and reached to 94.49 per cent. Due to operating cost
the funds from operations were not enough to pay the current
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liabilities. Therefore the coverage of current liabilities in most of the
companies went down. The Chemical and Petroleum Industrial Sector
showed the worst results with the coverage of current liabilities of just
about 4.40 per cent.

Keeping in view all this, the following suggestions can help
the management in the long run to improve the overall cash
management and in turn increase their respective profitability.

1. For improving liquidity and solvency, there should be
reduction in the investment in raw materials, stores and spare
parts, effective timing and scheduling debts, increase in net
cash flows through better receivables and cash management.

2. Volume of cash maintained in different industrial companies
should be based on their operational requirements. Any
excess cash should be deposited in short term investment.

3. Frequent analysis of current ratio and liquid ratio should be
made to control the liquidity and volume of cash. Efforts
must be made to avoid idle cash by proper planning and
control.

4. To control inflow and outflow of cash, various techniques
like cash forecast, cash budget, concentration banking, lock-
box system, electronic funds transfer services should be
followed properly. Internal control of cash should also be
strengthened.

5. Percentage of net cash flow with regard to the current
liabilities and coverage of current liabilities should be
calculated from time to time to have a better control of cash.

6. A suitable cash discount policy should be designed and
implemented to encourage the speed of debtors and to
minimize the percentage of bad and doubtful debts.
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Sugqggestions for further research:

Any research is conducted with a view to tackling a specific
problem. But many times it is observed that at the end of the research,
the specific problem is solved, but certain new trends are observed
which necessitate further study. While studying the cash inventory
management in the industrial companies of Jordan, it is felt that there
are certain areas, which are needed to be studied separately and
exhaustively, such areas, which are observed, are listed as follows:

1. A separate study may be under taken on the medium and
small industrial companies in Jordan to have a better idea
about the difference in the problems of cash inventory
management.

2. A specific indepth study be made for each of the components
of cash inventory management.

3. A detailed study on the causes of rise in overhead costs must
be made to find out the factors responsible for low gross
margin and reduction in the earning power of the industrial
companies.
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