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A). PROFIT MARGIN

Profit margin is the margin of profit on sales. It is the
per cent of profit which is left out after deducting all +the
expenses and provisions from sales. Profit margin depends upon
the operating expenses of the company. However, an increase in
the sales volume is favourable, but not always, to profit margin.
If an increase in the sales volume is accompanied by a
substantial rise in the operating expenses, a lower profit margin
may have to be generated The main factors affecting the size of

profit margin of the company are as follows

1) The ability of the management to control and curb the

operating expenses and

2}y The ability of the management to implement suitable

pricing poliey.

Each of the above facators must be kept in harmony with each
other. If the operating expenses ratio of the company is 100 per
cent, the profit maragin will be zero. On the other hand, if the
operating expenses ratio is low, 1t leaves a high percentage of
profit marin. The management of the company should try to curb
and control the operating expenses with suitable selling price

policy with the present competitive market.

The managaement of the company should always try to maximise
the profitability to survive and to grow over a period of +time.
The shareholders, investors, creditors are interested to know

the opetrating efficiency of the firm and its ability to ensure
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adequate return. The return on investment is considered to be an
important and basic measure of testing the profitability of the
company. Return on investment consists of two essential parts
i.e. profit margin and assets turnover. In fact, +the study of
profit margin and assets turnover are equally important as a
return on investment. An analysis of profitability of selected
eight industrial companies in Jordan, using the profit margin and
assets turnover, would reflect the performance and efficiency of
these companies over eleven years. Profit Margin is used for
testing the management’s ability and efficiency in operating the
company successfully to recover all the payout of the company and
also to 1leave reasonable mardin of profit which are +o be
distributed equally among the shareholders according +to their

shares.

Profit margin results from business operations and 1is
represented by deducting total expenditure from total revenue. A
high profit margin indicates suitable return on shareholder’s
shares and are reflects the efficiency and the success of the

management. As Khan and Jain write a firm with a low profit

margin can earn a high rate of return on investment if it has a
higher inventory turnover. The profit margin should, therefore,
be evaluated in relation to the turnover ratio. In other words,
the overall rate of return is the product of the net profit

1
margin and the turnover ratio”

1. Khan M.Y., Jain P.K., Financial Management, Tata Mc Graw
Hil% Publishing Company Limited, New Delhi, 1984, P.139.
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Gross Profit Margin
Gross profit margin is the excess of sales revenue over the
cost of goods sold and it keeps the balance for operating
expenses, income tax, etc. Gross profit margin is calculated by
dividing gross profit by sales. It shows the efficiency of the
management in the operation and in fixing the price policy. A
high gross profit margin indicates the ability of the company to

manufacture its products at a low cost.

Ralph D. Kennedy and Stewart states : Gross Profit Margin

may increase due to

1) Higher smales price and the cost of goods sold remaining
constant;
2) Lower cost of goods sold, sales price remesining same;
3) A combination of variation in sales prices and cost,
the margin widening, and
4) An increase in the proportionate volume of higher
margin 2
The above mentioned factors are guidelines +to the
management on how to improve the gorss profit margin of the
company. The management of the company should investigate the
lower gross profit margin whenever it occurs. The lower ¢gross
profit margin may reflect the following

2. Ralph D. Kennedy and 8Stewart Y. McMullan, Financial
Statements Form, Analysis and Interpretation, 5th edition
Homewood, Ilinois Richard D. Irwin Inc., 1968,P.53
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1} a higher cost of goods so0ld dus to the firm’s inability
to settle adequate policy to purchases raw materials at
favourable price ;
2) a higher cost of production due to inefficient
utilisation of plant and machinery; and
3 a fall in the selling prices or market reduction in the
selling price of the company to obtain an increase in
the sales wvolume and the cost of goods so0ld remain
constant.
Gross profit ratio is calculated with +the help of the
following formula : l
Gross Profit
Gross Profit Margin = ~——m—emmmeem X 100
Net Bales

The gross profit margin of industrial companies in Jordan
selected for study has been calculated by deducting the cost of
goods sold from the value of net sales. Notably, the non-
operating income and the non-operating expenses have not been

taken into consideration while arriving at these figures.

COST OF GOODS SOLD

The cost of goods sold to net sales ratio in the industrial
companies selected for study in Jordan for the period of eleven
years is shown in table 3.3.

The +table shows +that the cost of goods sold for Arab
Pharmaceutical Manufacturing Co. Litd., Jordan Petroleum Refinery
Co. Ltd., Jordan Phosphate Mines Co. Ltd., the Industrial
Commercial and Agricultural Co. Ltd., Jordan Pipes Manufacturng

Co. Ltd. and Jordan Cement Factories Co. Ltd. is always less than
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100 per cent. The cost of goods sold for Arab Potash Co. Ltd. is
more than 100 per cent in 1983 dand 1984 but it is less than the
sales volume in 1985. The cost of goods sold for Jordan Spinning
and Weaving Co. Ltd. is more than its sales in 1978, 1979, 1980,
1981 and 1982 while in the remaining years the sales revenue is
more than the cost of goods sold.

The ratio of gross profit to net sales in +the industrial
companies in Jordan for the period of eleven years covered by
this study is represented in table 3.5. It can be seen from table
3.5 +that the gross profit ratio in the Arab Pharmaceutical
Manufacturing Co. Ltd. registered a decreasing trend in 1976 and
1977 as against 1975, an increasing trend in 1878 and 1879 as
against 1977, decreased in 1980 as against 1879, an increasing
trend inl881, 1982 and 1984 as against 1980 and a decreasing
trend in 1984 and 1985 as against 1983. Gross Profit margin in
the Jordan Petroleum Refinery Co. Ltd. has a fluctuating trend
from 1975 +to 1978, an increasing trend in 1978 and 1979 as
against 1977, a decreasing trend from 1880 to 1983 as against
1979, +the ratio highly decreased in 1983 as aginst 1982 and
improved slightly in 1984 and 1985. No doubt, a high gross profit
margin is a sign of good management. The ratio of gross profit
margin to net sales ratio in the Jordan Phosphate Mines Co. Ltd.
has a decreasing trend from 1975 to 1982 and a fluctuating trend
in the remaining years under study. The lowest gross profit
margin generated by the Arab Pharmaceutical Manufacturing Co.
Ltd. was 15.74 per cent in 1982 and the highest was 65.44 per

cent in,1975. Gross Profit margin in the Industrial Commercial
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and Agricultural Co. Ltd. has increased in 1976 as against 1975,
a decreagsing trend in 1877 and 1978 as asgainst 1976, an inceasing
trend from 1979 to 1982 as against 1978, a decreasing trend in
1983 and 1984 as against 1982 and slightly increased in 1985 as
against 1985, In 1984 the gross profit margin to net sales ratio
generated was 11.14 per cent, which was the least over the eleven
vears and the maximum gross profit to net sales ratio generated
was 20.66 per cent in 1982. The gross profit to net sales ratio
for Jordan Pipes Manufacturing Co. Ltd. shows an increasing trend
in 1879 and 1980 as against 1978, decreased to 15.20 per cent in
1981 as against 20.53 per cent in 1980, an increasing trend from
1982 +to 1985 as against 1981. The highest gross profit to net
slaes ratio generated by Jordan Pipes Manufacturing Co. Ltd. was
22.17 per cent in 1985 and the least was 15.20 per cent in 1981,
The gross profit to net sales ratio for Arab Potesh Co. Ltd.
shows a negative sing as (-)84.44 and (-)11.98 per cent in 1983
and 1984 respectively and shows a positive sign as 24.74 per cent
in 1985, The gross profit to net sales ratio for Jordan Spinning
and Weaving Co. Ltd. shows a negative sign from 1878 to 1982, it
means that the cost of goods sold is more than the sales revenue,
the ratio shows a pogitive sign from 1983 to 1985. The highest
gross profit ratio generated by the company was in 1984 as 20.95
per cent and the lowest was (-)23.20 per cent in 1980. The table
also shows that the gross profit to net sales ratio for Jordan
Cement Factories Co. Ltd. has decreased in 1976 to 22.90 per cent
as against 45.28 per cent in 1975, an increasing trend in 1877

and 1978 as against 1978, a decreasing trend in 1979 and 1980 as

[



againgt 1978, a fluctuating +trend from 1979 to 1883, an
increasing trend in 1883 and 1984 as against 1982 and decreased
in 1985 as against 1984. The highest gross profit ratio generated
by +the company was 45.28 per cent in 1975 and athe least was
12.58 per cent in 1982.

On an average, +the highest gross profit to net sales ratio
for the studied period was generated by the Arab FPharmaceutical
Manufacturing Co. Ltd. as 44 04 per cent. It was the highest
among @all the companies included in this study. It followed by
Jordan Phosphate Mines Co. Ltd. as 31.186 per cent, Jordan Cement
Factories Co. Ltd. as 24.99 per cent, Jordan Petroleum Refinery
Co. Ltd. as 23.68 per cent, Jordan Pipes Manufacturing Co. Ltd.
as 19.00 per cent, the Industrial Commercial and Agricultural Co.
Ltd. as 15.21 and the average of gross profit to net sales ratio
for Jordan Spinning and Weaving Co. Ltd. and Arab Potash Co. Ltd.
shows a negative percentage as {(~)0.48 and (~-)17.22 per cent
respectively.

The consolidated +total of the gross profit of the eight
companies to net sales ratio, ranged from 9.55 per cent in 1983
to 48.64 per cent in 1975. It shows a decreasing trend from 1975
to 1980, decreased in 1981 as against 1980, a decreasing trend in
1982 and 1983 as against 1981 and shows an increasing trend in
1984 and 1985 as aginst 1983.

The ratio of profit to sales should also be studied along
with gross profit to capital employed ratio. A company may show a
higher gross profit to sales ratio and lower gross profit to

capital employed ratio or vice-versa. If the amount of sales is
5
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large, the ¢gross profit to sales ratio will be lower but the
gross profit to capital employed ratio will be higher if the
amount of capital emplyed is small.

The volume of sales in the company is directly related with
production. If production and utilisation of capacity in the
manufacturing companies improves, the profit margin will increase
due to large scale production. The effect of capacity utilisation
on the amount of gross profit cen be proved fom a competative
analysis of the gross profit to sales raio (table 3.5) and dross
profit to capital employed ratio (table 3.6).

Table 3.8 shows the ratio of gross profit to net capital
employed in the selected industrial companies in Jordan for the
period of eleven years convered by this study.

Table 3.6 shows the ratio of gross profit to net capital
employed for Arab Pharmaceutical Manufacturing Co. Ltd. indicates
a decreasing trend in 18976 and 1977 as against 1875, an
increasing trend in 1978, 1879 and 1980 as against 1977,
decreased in 1981 as against 1980, an increasing trend in 1982
and 1983 as aginst 1981, decreased in 1984 as against 1983 and
again increased in 1985 as againgst 1984. The Jordan Petroleum
Refinery Co. Ltd. shows the gross profit to net capital employed
ratio at 414.65 per cent in 1875, +that is due to a large amount
of gross profit and low amount of net capital employed in 1975,
It decreased to 19.38 per cent in 19768, an increasing trend from
1977 +to 1980 as against 1976, a fluctuating trend from 1980 to
1984 and an increasing trend in 1984 and 1985 as aagainst 1983.
The Jordan Phosphate Mines Co. Litd. shows adecreasing trend from

1978 to0 #1978 as against 1975, the ratio increased in 1979 and
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1980 as against 1978, a declining trend in 1981 and 1882 as
against 1980 and an increasing trend from 1983 to 1985 as against
1982. The Industrial Commercial and Agricultural Co. Lfd. shows
an increasing trend in 1976 and 1977 as against 1975, a
decreasing trend in 1878 and 1979 as aginst 1977, an increasing
trend from 1980 to 1982 as against 1979 and again declining trend
in the rest of the years under study. The gross profit to net
capital ratio for Jordan Pipes Manufacturing Co. Ltd. shows an
increasing trend in 1979 and 1980 as aginst 1978, a declining
trend from 1981 to 1983 as aginst 1980 and again an increasing
trend in 1984 and 1985 as against 1983. The Arab Potash Co. Ltd.
shows a negative sign in 1983 and 1984 as (-~)3.55 per cent and {(~
31.88 per cent respectively and shows a positive sign in 1985 as
7.03 per cent. The Jordan Spinning and Weaving Co. Ltd. shows a
negative sign from 1978 to 1982 and a fluctuating trend in the
remaining years under study. The Jordan Cement Factories Co. Ltd.
shows a fluctuating trend from 1975 to 1977, an increasing trend
from 1877 to 1979 as against 1976, a fluctuating trend from 1979
to 1983, an increasing trend in 1983 and 1984 as agaainst 1982
and decreased in 1985 as against 1984.

On an average, the highest gross profit to net capital
employed ratio generated by the Jordan Cement Factories Co. Ltd.
was 58.60 per cent followed by Jordan Petroleum Refinery Co. Ltd.
with 57.17 per cent, Jordan Phosphate Mines Co. Ltd. as 38.59 per
cent, Arab Pharmaceutical Manufacturing Co. Ltd. as 34.78 per
cent, Industrial Commercial and Agricultural Co. Ltd. as 24.32

per cent, Jordan Pipes Manufacturing Co. Ltd. as 22.96 per cent,
]



Arab Potash Co. Ltd. as 0.353 per cent and the lowest by Jordan
Spinning and Weaving Co. Ltd. as (-)2.12 per cent.

As regards to the consolidated total of the gross profit to
net capital employed of the eight selected industrail companies
in Jordan has decreased in 1976 to 25.08 per cent as compared to
92.78 per cent in 1975, an increasing tarend from 1977 to 1979 as
against 18796, a decreasing trend from 1980 to 1983 as against
1978 and shows a fluctuating trend from 1982 to 1985. The ratio
ranges from 9.968 per cent in 1983 to 92.78 per cent in 1975.

If we make a comaprative study between gross profit to net
sales ratio (table 3.5) and gross profit to net capital employed
ratio (table 3.8); the gross profit to net sales ratic of the
Arab Pharmaceutical Manufacturing Co. Ltd. was lower than the
ratio of gross profit to capital employéd in 1875 and 1983
because the capital employed was less than the amount of sales
during these years. In the Jordan Petroleum Refinery Co. Ltd. the
ratio of gross profit to capital employed was higher than the
gross profit to net sales ratio in 1975, 1980, 1983, 1984 and
1985. In the Jordan Phoshpate Mines Co. Ltd. the gross profit fo
net sales ratio was higher than the gross profit +to capital
employed ratio in 1977, 1978, and 1979. The net sales during
1877, 1978 and 1979 were lower in amount as compared to the
capital employed. In the Industrial Commercial and Agricultural
Co. Ltd. the gross profit to capital employed ratio is higher
than the gross profit to net sales ratio in all the years under
study. It means that +the net sales were excess in amount as

compared to the capital employed. In the Jordan Pipes



Manufacturing Co. Ltd. the gross profit to net sales were excess
in amount as comdpared to the capital employed. In the Jordan
Pipes Manufacturing Co. Ltd. the gross profit to net sales ratio
was higher than the grossz profit to net capital employed ratio in
1978 and 1983. In the Arab Potash Co. Ltd. +the gross profit to
net sales ratioc is higher than the gross profit to capital
employed ratio was higher than the gross profit to net sales
ratio in 1978, i979, 1981 and 1982. 1In the Jordan Cement
Factories Co. Ltd. the gross profit to capital employed ratio was
higher than the gross profit to net sales ratic in 1975 1978 and
1979.

On an average, the gross profit to capital employed ratio
was higher than the gross profit to sales ratio for Jordan
Petroleum Refinery Co. Ltd., Jordan Phosphate Mine Co. Ltd.,
Industrial Commercial and Agricultural Co. Ltd., Jordan Pipes
Manufacturing Co. Ltd., Arab Potash Co. Ltd. and Jordan Cement
Factories Co. Ltd. It can be seen from table 3.5 and 3.6 that the
grosg profit to capital employed ratio was generally higher in
comparaision to the dross profit to net sales ratio because of an
adequate investment in capital.

It can be concluded that if the capital employed is large
in amount, the ratio of gross profit to capital employed will be

lower.

Expense Ratio
Expense ratios are calculated by diving each expense such as
manufacturing expenses, administrative and general expenses,

selling @and distribution expenses and other operating expenses



ete. by net sales. Man Mohan and Goyal write "These ratios, which
represent a summation of changes in net sales and in the expenses
items, are valuable in comparing similar business or operating
data from year to year for the same businessg” ?

R.L. Gupta and Radhaswamy states "These ratios also indicate
whether these expenses in relation to sales are increasing or
decreasing or stationary; which in its turn reflect the profit
earning capacity of the concern. With the increasing sales if the
management can limit these operating expenses, it indicates the
efficienc& of the management in improving the operating
efficiency of the company. The lower the ratio, the dreater is
the profitability” *

Manufacturing Expenses

Manufacturing or factory expenses are part of the operating
expenses and include salaries and wages, power and fuel, bonus,
gratuity, provident fund, welfare expenses, stores, spares,
packing materials, depreciation charges, excise duty, insurance
repair and maintenance, licence fee, rent ete. These expenses
affect the industrial relations as well as the competitive power
and good will of the company. To reduce the cost of prouction and

increase the profitability of the company, proper control over

these expenses is very essential.

3. Man Mohan and Goyal S.HN., Principles of Management
Accounting, Agra, Sahitya Bhawan, 1980, P.407.
4. Gupta R.L. and Radhaswamy M., Financial statement Analysis,

New Delhi, Sultan Chand and Sons, 1985, P.30.



The ratio of manufacturing or factory expenses to net gales
in the selected industrial companies in Jordan for the period of
eleven years covered by the study is shown in table 3.8.

The manufacturing expenses ratio is calculated by dividing
the manufacturing expenses by net sales for a given period.

Manufacturing Expenses Manufacturing Expenses

Ratio Net Bales

It is evident from table 3.8 that the manufacturing expenses
to net sales ratio for Arab Pharmaceutical Manufacturing Co. Ltd.
increased in 1976 as against 1975 shows a decreasing trend in
1977 and 1978 aszs aginst 1978, an increasing trend in 1879 and
1980 as against 1978, decreased in 1981 as against 1980, an
increasing +trend in 1982, 1983 and 1984 as against 1981 and
slightly decreased in 1985 as against 1984. The maximum
percentage of manufacturing expenses is 9.22 percent in 1975 and
the maximum 18.96 per cent in 1984. In the Jordan Petroleum
Refinery Co. Ltd., the percentage of manufacturing expenses shows
a fluctuating trend from 1975 to 1980, an increasing trend in
1982 and 1983 as against 1980 and slightly a decreasing trend in
1984 and 1985 as against 1883. The maximum percentage of
manufacturing expenses is 96.92 percent in 1983 and the minimum
is 60.41 percent in 1979. In the Jordan Phosphate Mines Co. Ltd.,
the percentage of manufacturing expenses shows a decreasing trend
in 18768 and 1977 as against 1975, an increasing trend from 1978
to 1982 as against 1877, a decreasing trend in 1983 and 1984 as
against 1982 and increased in 1985 as against 1984. The maximum

percentage of manufacturing expenses is 74.862 per cent in 19758
8
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and a minimum of 40.44 per cent in 1877. In the Industrial
Commercial and Agricultural Co. Ltd., the percentage of
manufacturing expenses shows a fluctuating trend from 1975 +to
1977, a decreasing trend from 1979 to 1982 as against 1978 and
again a fluctuating trend from 1983 +to 1985. The maximum
percentage of manufacturing expenses consumed in 1984 is 88.85
per cent and the minimum is 79.33 per cent in‘1982. In the Jordan
Pipes Manufacturing Co. Ltd., the percentage of manufacturing
expenses shows a decreasing trend in 1979 and 1980 as against
1978 and then shows a fluctuating trend in the rest of the years
under study. The maximum percentage of manufacturing expenses is
17.92 per cent in 1978 and the minimum is 8.62 per cent in 1984.
In the Arab Potash Co. Ltd., +the percentage of manufacturing
exyrenses shows a decreasing trend from 1983 to 1985 as agesinst
1983. The maximum percentage was 200.00 percent in 1983 and the
minimum was 67.03 per cent in 1985. In the Jordan Spinning and
Weaving Co. Ltd., the percentage of manufacturing expenses
decreased in 1979 as against 1978, an increaging trend in 1980
and 1981 as against 1978, an increasing trend in 1980 and 1981 as
against 1979, a decreasing trend in 1982 and 1983 as against 1981
and an increasing trend in 1984 and 1985 as against 1983. The
maximum percentage of manufacturing expenses was 130.89 percent
in 1981 and the minimum was 73.14 per cent in 1883. In the Jordan
Cement Factories Co. Ltd., the percentage of manufacturing
expenses increased in 1976 as against 1975, shows a decreasing
trend in 1977 and 1978 as against 1976, an increasing trend in
1979 and 1980 as against 1978, a decreasing trend in 1981 and

1982 as Against 1880 and an increasing trend from 1983 to 1985 as



>
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against 1982.

On an average, the maximum manufacturing expenses is
consumed by Arab Potash Co. Ltd., followed by Jordan Spinning and
Heaving Co. Ltd., Industrial Commercial and Agricultural Co.
Ltd., Jordan Petroleum Refinery Co. Ltd., Jordan Cement Factories
Co. Ltd., Jordan Phosphate Mines Co. Ltd., Arab Pharmaceutical
Manufacturing Co. Ltd. and the minimum was consumed by Jordan
Pipes Manufacturing Co. Ltd.

Regarding the consolidated +total of the manufacturing
expenses of the eight companies, the percentage of manufacturing
expenses shows a decreasing trend from 1976 to 1978 as against
1975, an increasing trend in 1979 and 1980 as against 1978,
decreased in 1981 as against 1880, an increasing trend 1982 and

1983 as against 1981, decreased in 1984 as against 1983 and

increased in 1985 as against 1984.

Administration and General Expenses

Administration and general expenses include directors’ fees,
directors’ remuneration, payment to auditors, managerial
remuneration, cost audit fees, postage, stationery, research and
development expenses, bank charges, rent and rates, office
insurance, printing, telephone, postage, telegram and all other
miscellanceous expenses which are not classified under any other
specific heads of expenses. The administration and the general
expenses ratio is obtained by dividing the total of

administration and general expenses by net sales.



Administration and Administration and

General Expenses = General Expenses

Ratio e - X 100
Net Sales

Table 3.10 shows the ratic of administration and general
expenses +to net sales in the selected industrial companies in
Jordan for the period of eleven years covered by this study.

Table 3.10 indicates the administration and general expenses
to net sales ratio for Arab Pharmaceutical Manufacturing Co. Ltd.
and shows a flucbuating trend from 1875 to 1978, an increasing
trend from 1978 to 1983 as against 1977 and shows a decreasing
trend in 1984 and 1985 as against 1983. The maximum percentage
consumed by the company was 12.66 percent in 1983 and the minimum
was 3.63 per cent in 1975. In the Jordan Petroleum Refinery Co.
Ltd., the percentage of administration and the general expenses
shows a fluctuating trend from 1975 to 1978, an increasing trend
in 1978 and 1979 as against 1977, decreased in 1980 as against
1979, a decreasing trend from 1982 to 1984 as against 1880 and
slightly increased in 1985 as against 1984, The maximum
percentage consumed by the company was 25.96 per cent in 1972 and
the minimum was 0.61 per cent in 1984. In the Jordan Phosphate
Mines Co. Ltd., the percentage shows an increasing trend from
1975 to 1978, a decreasing trend in 1979 and 1980 as against
18978, increased in 1981 as against 1980 and shows a decreasing
trend in the remaining period under study as against 1981. The
maximum percentage consumed was 6.92 percent in 1981 and the
minimum was 3.43 per cent in 1985, In the Industrial Commercial
and Agricultural Co. Ltd., the percentage of administration and

general expenses shows an increasing trend in 1976 and 1877 as



+ApR)s JEpUn SITURRO3 JUSJE}ip Y3 30 s}Jodas TERUUER By} ®OJ4 1 £AJUNOE

BITE]

:
)

L9ERITY TLQLVE LOORTL T9RLRS 190%HF  SLAIC L60BTY p69188T 1996101 BERAIC 08¥541 581403284 JuBER] UepaOp] g
1

*p17°07 Gulagay

TIEBET  ISOLIC MAAIST BZOBET  C9ALIT 9G0SZZ 80982T £885ET - - - pue Buuuidg vepsor;
: ! :

! p31°00; :

987961 GLFITNT PIGEYEDT - - - - - - - - yseingd geayl g |
! ! !

; p17°eg! !

11261 52907  0ASIET BOAITE  AIIZE)  0ASZEZ ILCIBN SilEsl - - - iButmgoesnuey sscug uepaop; (p
! : H

! pIT') reamRoiaby pue; '

CRM0B.  B9TIIT RIIBLC  GILIZS BRISIS  IBRLIT H9RST 012817 $9I74T 1 %a:5t s A [P12430807 [RUAISARN]; ‘§
’ : : ;

! *P37°0] 3BUTK; :

9902950 SYLIDLZ IEE.OST CBIALSZ TISCBOE ASBAYCD  2ZIEIOT ZBBSGET  SZLIITD REDEOTT CAOBRL ! ajeydsoyg wepaop; T
: : ;

; *F37Ueg Asauigey) :

GEO07R] OFSRSS] 9CLIBLD CZHINAD - L6TITEY  ST9H0ZS  &6BASGY  GTOCERD  LPSILT BIRALTY BP3i0J3Eg URRSDLL T
: : :

N 1R ag umﬁ:uumwnamx“ '

YACBBL  BLZELE  ISTROL vhGLAS  D9BOIS  SOTFIZ $CR&LI 09145 GTATAR £8919i LITOL TRILIMBITEIRY QRN ] !
-- e ” "

8851 SEsl IBA] ZBS) IBAT 0B} 8243 Bibi 1i81 9143 LIl ; ;
sJeajp H \”:mnacu ay; 0 amey ".mz.._m”

(5gp ut juncmy)

uy
[x a3
o~
-
3
et
u'y
Tan
[~ 24
-
o
£
-
e
i
ot
o
o
&8
3
Toud
‘T3
LY
-~
=
=3
ek
oy
pe
£3
w
bid
m
=
ar
[=
3
(>%)
ot
m
Yo
a
=
m
[e=1
e
P
+
=
fed
-
hd
fae
o)
uy
s
et
%3
g
e



20 PUB 4 S1QF} BoJ; paInOBD) ¢ S3IJROJ

L]
<3
+ 1 1
] L 1
! ! satueden] jybray
H - %e 53y 8 't FAN 1A boo0i €erel BT Eoth £8'% 1243 30 {E}0] pajEpriosun];
: \ :
N H pIeg
N B te'l 8L 1A A B 981 80T 9L%E  C4°BI BL'L gz°¢ 1 BLID}OT JUsER] uepaop] °p
: H H
! ! *537°0) Dutawag;
y LAY a0 9861 28 L7 Z6°%1 §er38 RS gi°gf - - -1 BUE DUIUUIOG UBRJOP; °f
1 1 1
¥ 1 L
. HE A3 HAN S SN 5 LL5E] - - - - - - - - "PIN0] sRind qedy. g
. b H
: : P37°631
BRI g'g e 9% 89 §8 Th'i £ N - - -thuiamioenuey sadly uepao{] g
; H H
: Y pIYE) [ednypnotsby pusy
L6579 98¢y 99°E PR 81'8 b9Y 59°g ge’ 1 AR 95 gyt \ [E1248890] [RISNPULL °f
. H ! i
: H "EYYT0] SBULH]
A 8L £¢'¢ 't Bl'g 769 8¢ 88°g ggte Ce'% gert £E°¢ : ajeyasayy uepap; 0
; H :
) H pryrey Adautiay
P L% 190 Lt £5°8 - 0N 38T kAT 881 289 FAurd B gnziodiag uepdop, 7
i : ;
; ! B30T DUTINISERURY,
S 1 25 ¥ 1201 FEarA itk 8% $'4 gL't tite B&"C Bi'g £9°¢ H [Eaighadendeyd QeaYD
H : '
1. i ]
1 i i
LoaDEIEAY Cal #B5T $BhT o8&l 1857 gBE1 bL51 Bikl LL6T G861 SLET i
H SIB34 : huedung 843 J0 BERY | CONTJS

DIIEY 53185 3a) 0] SA5UACYI [DJRUSS DUE uDIIRAYSTUTERY



e
-3

against 1975, a decreasing trend from 1978 to 1981 as against
1875, a decreasing trend from 1978 to 1981 as against 1977,
increased in 1982 as against 1981, decreased in 1983 as against
1982 and shows an increasing trend in 1984 and 1985 as against
1983. The maximum percentage of administration and general
expenses was 13.58 per cent in 1985 and the minimum was 4.64 per
cent in 1981. 1In the Jordan Pipes Manufacturing Co. Ltd., the
percentage of administration and general expenses consumed by the
company shows a fluctuating +trend from 1978 to 1982, an
increasing trend in 1982 and 1983 as against 1981 and a
decreagsing trend in 1984 and 1985 as against 1983. The maximum
percentage consumed by the company was 15.85 per cent in 1978 and
the minimum was 5.40 per cent in 1981, In the Arab Potash Co.
Ltd. the percentage of administration and general expenses shows
a decreasing trend from 1983 to 1985. The maximum percentage was
185.73 per cent in 1983 and the minimum was 49.54 per cent in
1985. In the Jordan SBpinning and Weaving Co. Ltd., the percentage
of administration and general expenses shows an increasing trend
in 1879 and 1980 as against 1878, a decreasing trend from 1881 to
1983 as against 1980, increased in 1984 and decreased in 1983 as
against 1983. The maximum percentage was 33.34 per cent in 1980
and the minimum was 10.13 per cent in 1985. In the Jordan Cement
Factories Co. Ltd., the percentage of administration and general
expenses shows an increasing trend from 1975 to 1978 against
1975, an increasing trend in 1979 and 1980 as agaainst 1978, a
fluctuating trend form 1980 to 1983 and an increasing trend in

1984 and 1985 as against 1983. The maximum percentage consumed by

6
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the company was 24.78 per cent in 1878 and the minimum was 1.25
per cent in 1882.

On an average, the maximum administration and general
expenses was consumed by the Arab Potash Co. Ltd. followed by
Jordan Spinning and weaving Co. Ltd., Jordan Petroleum Refinery
Co. Ltd. Jordan Pipes Manufacturing Co. Ltd., Arab Pharmaceutical
Manufacturing Co. Ltd., Industrial Commercial and Agricultural
Co. Ltd., Jordan Cement Factories Co. Ltd. and lastly by Jordan
Phosphate Mines Co. Ltd.

Regarding the consolidated total of the administration and
general expenses of the eight companies, the percentage varied
from 4.60 per cent in 1982 to 13.55 per cent in 1978. It shows an
increasing trend from 1975 to 1978, a decreasing trend from 1979
to 1982 as against 1978, slightly increased in 1983 as against
1982 and than a decreasing trend in 1984 and 1985 as against
1983.

Selling and Distribution Expenses

Selling and distribution expenses include all kinds of
expenses which can facilitate and develop +the sales and
distribution of the products. These expenses include
transportation cost, expenses on advertisement, freight outward,
commission on sales, - travelling expenses etc. These expenses are
essential for selling goods and for creating new customers in the
market. For a new company these expenses increase considerably
because they have to establish themselves in the market.

The selling and distribution expenses have been calculated

by dividing the total of selling and distribution expenses by net
.3



sales.
Selling and Distribution Selling and Distri-
bution Expenses
Expenses Ratio e X 100
Net Sales

Table 3.12 shows the ratio of selling and distribution
expenses +to net sales in the selected industrial companies in
Jordan for the period of eleven years covered by this study.

Table 3.12 shows that the selling and distribution expenses
to nét sales ratioc for the Arab Pharmaceutical Manufacturing Co.
Ltd. shows a fluctuating trend from 1975 to 1879, a decreasing
trend in 1980 and 1881 ag against 1979, an increasing trend in
1982 and 1983 as against 1981 and again a decreasing trend in
1984 and 1985 as against 1983. The maximum percentage consumed
was 8.96 per cent in 1983 and the minimum wag 6.12 per cent in
1981. In the Jordan Petroleum Refinery Co. Ltd., the percentage
of selling and distribution expenses increased inl976 as against
1975, a decreasing trend from 1877 to 1979 as against 1978, an
increasing trend in 1980 and 1982 as against 18979, a decreaing
trend in 1983 and 1984 as against 1982 and slightly increased in
19856 as against 1984. The maximum percentage consumed by +the
company was 8.21 per cent in 1982 and athe minimum was 2.49 per
cent in 1984. In the Jordan Phosphate Mines Co. Ltd., the
percentage of selling and distribution expenses shows an
increasing trend in 1976 and 1977 as against 1975, a decreasing
trend from 1978 to 1981 as against 1977 and an increasing trend
from 1982 +to 1985 as against 1981. The maximum percentage

consumed by the company was 31.35 per cent in 1977 and the
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minimum was 17.35 per cent in 1881. The percentage of selling and
distribution expenses to net sales are not known for the
Industrial Commercial and Agricultural Co. Ltd., the Jordan Pipes
Manufacturing Co. Ltd. and the Arab Potash Co. Ltd. due to
unavailability of data regarding these companies. In the Jordan
Spinning and Weaving Co. Ltd., the percentage of selling and
distribution expenses shows an increasing trend from 18978 +to
1981, a decreasing trend from 1978 to 1981, a decreasing trend
from 1982 to 1984 az againgt 1981 and slightly increased in 1985
as against 1984. The maximum percentage consumed by the company
was 9.11 per cent in 1981 and the minimum was 3.74 per cent in
1978. 1In the Jordan Cement Factories Co. Ltd., the percentage of
selling and distribution expenses slightly decreazed in 1980 as
against 1979, remaining stable in 1981 as against 1980 and shows
an increasing trend in the remaining years under study as
compared to 1981. The maximum percentage consumed by the company
was 0.26 per cent in 1985 and the minimum was 0.06 per cent in
1980 and 1981,

On an average the maximum percentage of selling and
distribution expenses was consumed by the Jordan Phosphate Mines
co. Ltd., followed by Arab Pharmaceutical Manufacturing Co. Ltd.,
Jordan Spinning and Weaving Co. Litd., Industrial Commercial and
Agricultural Co. Ltd., Jordan Petroleum Refinery Co. Ltd., Arab
Potash Co. Ltd. and lastly by Jordan Cement Factories Co. Ltd.

Regarding the consclidated +total of the selling and
digtribution expenses of the eight companies, +the percentage
varied from 5.58 percent in 1983 to 18.65 per cent in 1977. The

percentage shows an increasing trend in 1976 and 1977 as against
[ 3
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1975, a decreasing trend in 1978 and 1979 as against 1977,
increased in 1980 as against 1979, a decreasing trend from 1981
to 1983 as against 1980, increased in 1984 as against 1983 and

decreased in 1985 as against 1984.

Operating Profit Before Taxes

Operating profit is the residual value which is left out
after the deduction of operating expenses from the operating
income. Operating expenses include the cost of goods sold, the
manufacturing expenses, the general and administration expenses,
the selling and distribution expenses, depreciations and other
financial charges. We arrive at grosg profit by deducting cost of
goods sold from the amount of net sales. If other operating
expenses are substracted from the dross profit figure, the result
is operating profit before taxes. We arrive at the figure of net
profit margin by adding non-operating income and deducting non-—
operating expenses to the operating profit.

Operating profit can increase either when the operating
expenses remain the same and sales volume increase or when the
operating expenses are brought down at same level of sales. Sales
volume can be increased either by increasing the number of units
sold or by increasing the price per unit. Thus, operating profit
may be increased either by reducing all or some parts of the
operating expenses or increasing +the sales volume or both

together.

Operating profit ratio is reliable and significant index of
the operating efficeincy of the company.

¢



In case of a company whose major sources of income and
expenses are non—operating, this ratio can not be used as a
measure of profitability. Some of the selected industrial
companies for this study have been paying taxes on the profits
earned by them from year to year, whereas some others were
exempted from taxes either because of losses or because of their
profit being exempted from taxes.

Table 3.14 shows the operating profit ratio of the selected
industrail companies in Jordan for a peried of eleven years
covered in the study.

The ratio of operating profit before taxes is calculated by
dividing the operating proft before taxes by net sales for a
given period. This can be expressed as follows

Operating Profit
Operating Profit Before Taxes

Before taxesf Ratio Net Sales

Table 3.14 shows the operating profit before taxes to net
sales ratio. In the Arab Pharmaceutical Manufacturing Co. Ltd.
the operating profit before taxes shows a decreasing trend in
1976 and 18977 as against 1975, increased in 1978 as sgainst 1977,
a decreasing trend in 1979 and 1980 as against 1978, a
fluctuating trend from 1981 to 1984 and a decreasing +trend in
1884 and 1985 as against 1983. The maximum operating profit
generated was 47.29 per cent in 1975 and the minimum was 18.21
per cent in 1985. In the Jordan Petroleum Refinery Co. Ltd., the
percentage of operating profit before taxes shows a decreasing
trend in 19786 and 1977 as against 1975, an increasing trend from

L3
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1978 to 1981 as agaisnt 1877, a decreasing trend in 1982 and 1983
as againgt 1981 increased in 1984 as against 1983 and decreased
in 1985 against 1984. The maximum percentage generated was 17.12
per cent in 1981 and the minimum was 0.54 per cent in 1983. 1In
the Jordan Phosphate Mines Co. Ltd.. the percentage of operating
prafit before taxes shows an increasing trend in 1976 and 1877 as
against 1975, decreased in 1978 as against 1977, an increasing
trend in 1879 and 1880 ags against 1978, a decreasing trend in
1981 and 1982 as against 1980 and an increasing trend in the
remaining period under study as against 1882, The maximum
percentage generated by the company was 24.87 per cent in 1880
and the minimum was 8.76 percent in 1982. In +the Industrial
Commercial and Agricultural Co. Ltd., the percentage of operating
profit before taxes increased in 1976 as against 1975, shows a
decreasing trend from 1977 to 1979 as against 1976, shows an
increasing trend in 1980 and 1981 as against 1979, shows a
fluctuating trend from 1981 +to 1984 and shows a negative
percentage in 1985. The maximum percentage denerated by the
company was 14.14 per cent in 1981 and the minimum was (-)89.92
per cent in 1985. In the Jordan Pipes Manufacturing Co. Ltd., the
percentage of operating profit before taxes shows an increasing
trend in 1979 and 1980 as against 1978, decreased in 1981 as
against 1980 and shows an increasing trend in the rest of the
years under study as against 1881. The maximum percentage
generated was 16.21 per cent and athe minimum was 1.81 per cent
in 1978. In the Arab Pobash Co. Ltd., the percentage of operating
profit before taxes shows a negative sign from 1983 to 1985. 1In

the Jordan Spinning and Weaving Co. Ltd., +the percentage of

3
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operating profit before taxes shows a negative sign from 1978 to
1982 and an increasing trend from 1983 to 1985 as against 1982.
The maximum percentage generated was 5.83 per cent in 1985 and
athe minimum was (-)65.389 per cent in 1980. In the Jordan Cement
Factories Co. Ltd., the percentage of operating profit before
taxes decreased in 1976 as against 1975, an increasing trend in
1977 and 1978 as against 1876, a decreasing trend from 1979 +to
1982 and shows a negative sign in 1985. The maximum percentade
generated by the company was 42.02 per cent in 1975 and the
minimum was (-)1.90 per cent in 1985,

On an average, the maximum percentage of operating profit
before taxes was generated by the Arab Pharmaceutical
Manufacturing Co. Ltd., followed by Jordan Cement Factories Co.
Ltd., Jordan Phosphate Mines Co. Ltd., Jordan Petroleum Refinery
Co. Ltd., Jordan Pipes Manufacturing Co. Litd. Industrial
Commercial and Agricultural Co. Ltd., Jordan Spinning and weaving
Co. Ltd. and lastly by Arab Potash Co. Ltd.

Regarding +the consolidated total of the operating profit
before taxes of the eight companies, shows a fluctuating +trend
from 1975 +to 1979, an increasing trend in 1979 and 1980 as
against 1978, a decresasing trend from 1981 to 1983 as against
1880 and an increasing trend in 1984 and 1985 as against 1983.
The maximum percentage generated was 18.13 per cent in 1980 and

the minimum was 0.589 per cent in 1983.

Operating Profit After Taxes
Under this heading, the taxes have been deducted from the

operating profit. Operating profit after taxes indicated the

13
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ability of the management to leave margin after deduction of all

kinds of expenses which are related to the business operation.
The operating profit after taxes ratio is calculated by

dividing the profit before taxes by net sales for a given period.

Operating Profit
Operating Profit After Taxes

After Taxes Ratio Net Sales

Table 3.16 shows the operating profit after taxes +to net
sales ratio for the Arab Pharmaceutical Manufacturing Co. Ltd.,
it also shows a decreasing trend in 1976 and 1877 as against
1975, an increasing trend in 1978 and 1979 as against 1977 and
showed a fluctuating trend in the remaining years under study.
The maximum percentage generated in 1975 was 28.40 per cent and
the minimum was 14.09 per cent in 1984. 1In the Jordan Cement
Factories Co. Ltd., the percentage of operating profit after
taxes decreagsed in 1978 as against 1875, shows a negative sign
from 1977 to 1980, an increasing trend in 1981 and 1982 as
against 1980 and a fluctuating trend from 1983 +to 1985. The
mnaximum percentage generated by the company in 1982 was 7.31 per
cent and the minimum was (-)2.74 per cent in 1978. In the Jordan
Phosphate Mines Co. Ltd., the percentage of operating profit
after taxes shows an increasing trend in 1978 and 1977 as against
1975, slightly decreased in 1978 as against 1977, an increasing
trend in 1979 and 1980 as against 1978, a decreasing trend in
1981 and 1982 as against 1880 and an increasing trend from 1983
to 1985 as against 1982. The maximum percentage generated in 1880
was 14.45 per cent and the minimum as 3.69 per cent in 18982. In

the Ind%strial Commercial and Agricultural Co. Ltd., the
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percentage of operating profit shows & fluctuating trend from
1975 +to 1878, -an increasing trend in 1978 and 1978 as against
1977, a fluctuating trend from 1980 to 1984 and shows a negataive
sign in 1988. The maximum percentage generated in 1983 was 9.39
per cent and the minimum was (-)}9.92 per cent in 1985. In the
Jordan Pipes Manufacturing Co. Litd., the percentage of operating
profit after taxes shows an increasing trend from 1978 to 1980,
decreased in 1881 as against 1980 and shows an increasing trend
from 1982 to 1985 as against 1981. The maximum percentage
generated in 1985 was 16.21 per cent and the minimum was 1.81 per
cent in 1978. In the Arab Potash Co. Ltd., the percentage of
operating profit after taxes shows a nedative sign from 1985 to
1985. In Jordan Spinning and Weaving Co. Ltd., the percentage of
operating profit after taxes shows a negative sign from 1878 to
1982 and shows an increasing trend from 1983 to 1985 as against
1982. The maximum percentage generated was 5.85 per cent in 1885
and the minimum was (-)65.39 per cent in 1980. In the Jordan
Cement Factories Co. Ltd., +the percentage of operatiang profit
after taxes shows a flubuating trend from 1975 to 1980, increased
in 1981 as against 1980, decreased in 1982 as against 1981, an
increasing trend in 1983 and 1984 as against 1982 and shows a
negative sign in 1985. The maximum percentage generated in 1975
was 35.64 per cent and the minimum was (-)2.04 per cent in 1985,
On an average, the maximum percentage of operating profit
after taxes was generated by the Arab Pharmaceutical
Manufacturing Co. Ltd., follo@ed by Jordan Cement Factories Co.

Ltd., Jordan Phosphate Mines Co. Ltd., Jordan Pipes Manufacturing
-3
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Co. Ltd., Industrial Commercial and Agricultural Co. Ltd., Jordan
Petroleum Refinery Co. Ltd., Jordan Spinning and Weaving Co. Ltd.
and lastly by Arab Potash Co. Ltd.

Regarding consolidated total of the operating profit after
taxes of the eight companies, the percentage varied from 9.48 per
cent in 1975 to (-)1.71 per cent in 1983. The percentage shows a
fluctuating trend from 1975 to 1879, a decreasing trend from 1981
to 1983 as against 1980 and shows an increasing trend in 1984 and

1985 as against 1983,

Net Profit Margin

Net profit margin or net profit to sales ratic establishes
the relationship between net profit and salex. Net profit may be
calculated in +two ways: firstly the calculating of net profit
before taxes and secondly net profit after taxes. Net profit
before taxes is that part of the earnings which remains with the
company after deducting all kinds of expenses except taxes, while
net profit after taxes is the portion of earnings which remains
with the company after deducting all kinds of expenses including
taxes. Net profit margin shows the efficiency of management in
manufacturing, administering, selling and marketing the products
of the company. It measures the overall ability of the company to
turn each dinar of sales into net profit. If +the net profit
margin is not sufficient, the company will fail to achieve a
satisfactory return on shéreholders’ equity.

A high net profit margin indicates an advantageious selling
price policy, déclining cost of production or rising demand for

the products. A lower profit margin has the opposite implication.
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Certain items of income which are to derived from the
business operation have also been included under the heading of
non-operating income. If we deduct non-operating expenses from
non-operating income, the result is non-operating surplus. Such
items effect the overall profitability of the company. Net profit
margin is the result of deduction of operating and non-operating
expenses from operating and non-operating incomes. A high net
profit margin would ensure reasonable return to the shareholder
and express the efficiency of the management in performing their
assigned duties toward society. A low profit margin indicates the
weakness of +the company, inefficiency of the management,
unsatisfactory return to shareholders and also indicates the
capacity of the company to withstand the adverse conditions which
the company may come across such as declining prices, increasing
cost and decreasing salels. The net profit ratio is calculated by
dividing the net profit by net sales for a given period. It can
be expressed as follows

Net Profit after taxes
Net Profit Ratio T e e e X 100
Net Sales

Table 3.18 shows the net profit to net sales ratio for the
Arab Pharmaceutical Manufacturing Co. Ltd., it also shows a
fluctuating trend from 1875 to 1978, an increasing trend in 1978
and 1979 as against 1977, decreased in 1980 as against 1979, an
increasing trend in 1981 and 1982 as against 1980, =a decreasing
trend in 1983 and‘1984 as against 1982 and increased in 1985 as
against 1984. The maximum percentage of net profit generated in

1975 was 29.54 per cent and minimum was 14.50 per cent in 1984.
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GRAPH 3.3
NET PROFIT AFTER TAXES IN SELECTED
INDUSTRIAL COMPANIES IN JORDAN.
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In the Jordan Petroleum Refinery Co. Ltd., the percentage of net
profit shows a decreasing trend in 1976 and 1977 as against 1975,
an increasing trend from 1978 to 1981 as against 1877, decreased
in 1982 as againgt 1981. Net profit Margin shows adeclining trend
from 1883 to 1985 due to an increasing trend in the cost of goods
sold and manufacturing expenses. The highest net profit margin
generated by the company in 1981 was 23.63 per cent and the
lowest was 1.20 per cent in 1983. In the Jordan Phosphate Mines
Co. Ltd., the net profit margin shows an increasing trend in 1876
and 1977 as against 19875, sglightly decreased in 1978 as against
1977, increased in 1979 and 1980 as sgainst 1878, a declining
trend in 1981 and 1982 as compared to 1980 due to an increasing
trend in cost of goods sold and manufacturing cost and the net
profit shows an increasing trend from 1983 to 1985 as against
1982. In the Industrial Commercial and Agricultural Co. Ltd., the
net profit margin shows a fluctuating trend from 1975 to 1979, an
increasing trend from 1979 to 1981 as against 1978, a flucutating
trend from 1981 to 1984 and a negative sign in 1985. The net
profit margin shows a declining trend in 1984 and 1985 due to
increase in cost of goods sold, manufacturing cost and
administration cost. In the Jordan Pipes Manufacturing Co. Ltd.,
the net profit shows a negative sign in 1978 because of the
increased cost, an increasing trend in 1879 and 1980, declined in
1981 as adainst 1980 and shows an increasing +trend in the
remaining years under study. The highest net profit margin
generated by the company in 1985 was 17.00 per cent and the
lowest was (-)2.75 per cent in 1978. In the Arab Potash Co. Ltd.,

the net profit margin shows a negative sign from 1983 to 1885 due
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to increase in the cost of goods sold, manufacturing cost,
administration and general cost and selling and distribution
cost. In the Jordan Spigning and Weaving Co. Ltd., the net profit
margin shows a negative sing from 1978 to 1982 because of the
increase in the manufaturing and administration costs and the net
profit margin shows a fluctuating trend in the rest of the years
under study. In the Jordan Cement Factories Co. Ltd., the net
profit margin shows a decreasing trend in 1978 and 1977 as
against 1975, increased in 1978 as against 1977, a declining
trend from 1879 to 1982 as against 1978, increased in 18983 and
1984 as against 1882 and shows a negabive zign in 18856 dus to
increase in the manufacturing cost. The highest net profit to net
sales ratio generated by the company in 1975 was 26.84 per cent
and the lowest was (-)1.43 per cent in 1985.

On an average, the highest net profit to net sales ratio was
generated by the Arab Pharmaceutical Manufacturing Co. Ltd.
followed by Jordan Petroleum Refinery Co. Ltd., Jordan Cement
Factories Co. Ltd., Jordan Phosphate Mines Co. Ltd., Jordan
Cement Factories Co. Ltd., Jordan Phosphate Mines Co. Ltd.,
Jordan Pipes Manufacturing Co. Litd., Industrial Commercial and
Agricultural Co. Ltd., Jordan Spinning and Weaving Co. Ltd. and
lastly by the Arab Potash Co. Ltd.

The consolidated total of net profit margin of +the eight
companies ranged from 13.70 per cent in 1980 to 0.14 per cent in
1883. It decreased in 1976 as against 1975 and shows an increasng
trend from 1977 to 1980 az against 1976, a decreasing trend from
1981 +to 1983 as against 1980 and again an increases in 1984 and
1985 as fagainst 1983.
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B) ASSETS TURNOVER

The earning of profit follows a two fold sequence and the
investment turnover constibtutes an essential part of this two
tier structure. Therefore, for examining the overall
profitability of the company, it is essential to study and
analyse the investment turnover alongwith profit margin. This
part of the study asttempt to analyse the changes in investment
turnover and to examine the productivity of the investment made
in the assets of the selechted large scalé industries in Jordan.

Funds of long term and short term sources of finance are
obtained from different sources with the scle aim of investment
in the assets which are essential to the company.

The word ‘investment’ has different meanings from the point
of view of accountants and economists. However, it may be defined
in three ways

i} It may indicate the investment in assets where it is

determined by methods of capital budgeting.

ii} It may denote the investment in share capital of the
company. This kind of investment depends upon many
factors such as degree of rigk ete.

iii) N.K. Kulshrestha defines investment to indicate the
capital employed in the company "The term "investment"
is svnonymous with the concept of "capital employed"” The
term ‘“capital employed” is used to denote the +total

5
investment in a conern”

5. Kulshrestha N.K., Theory and Practice of Management
Accounting, Aligarh, Navman Prakashan, 1985-86, P.328.



e e
L3
e

For +the purposes of this study the word ‘investment’ refers to
total assets or total equities in the company. Some of these
techniques used to determine whether the investment are being
used efficiently in the selected industrial companies in Jordan ?

Harry and Guthman mention "the assets are all the properties
that belong to the business"” 6. According to Monga "assets are
the economic resources owned by the business which can be
conveniently expresssed in monetary terms” !

The +term "Turnover” indicates the efficiency in the use of
assets. Turnover assebts ratios are calculated by comparing the
net sales of the company to its different components of assets
(i.e. fixed assets, total assets, current assets etc.). These
ratios show the number of times the capital has been rotated in
the process of doing business. The higher the ratio, the better
iz the position of the company. Hingorani and Ramanathan write
"too high a ratio will indicate overtrading resulting from
paucity of resources. This is dangerous as it may lead to a
complete break-down. Therefore, the turnover ratio should be
treated ags standard” 8. Stephen and Archer state "For

manufacturing concerns in general the investment turnover will

average one ©To two times and for public utilities it will be

6. Harry G. Guthman, Analysis of financial Statement, Prentice
Hall of India Private Limited, New Delhi, 1976, P.22.

7. Monga J.R., Topies 1in Financial Accounting, New Delhi,
National Publishing House, 1981, P.51.

8. Hingorani N.L. and Ramanathan A.B., Management Accounting,
New Delhi, Sultan Chand and Sons, 1982, P.132.
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0.2% to 0.33 times a year”

Kulshrestha write "Investment decisions for creating fixed
and current assets have a very great and for reaching impact on
the operational efficiency as well as on the altimate
profitability of a business enterprise. Not only this, decisions
pertaining +to management of assets are even more vital than
decisions pertaining to investment in assets"” 10. Lallnigam state
"In fact, one of the central tasks of financial management is to
controcl and accelerate the funds’® activity and generate higher
sales per unit of assets” H

The investment +turnover analysis indicates which part of
asgets is efficiently turned over and which part is not, in case
there are assets not turning over efficiently, it means there is
excess in capital blocking the company.

The techniques of assets turnover are used by the company to
test the efficiency of the use of assets. The over and under
investment in the assets can be disclosed by measuring the assets
being used by the company. Assets turnover is used for the
measurement of the efficiency of the capital invested in the
company. The larger the assets turnover, the more will be the

profit on each dinar invested in the assets of the company.

g. Stephen, Archer and Charles A. Ambrosio, Business Finance
Theory and Management, New York, Macmillan, 1972, P.435.

10. Kulshrestha R.S., Profitability in India’s Steel Industry,
during Decade 1860-70. A thesis submitted to the Unversity
of Rajasthan for Ph.D. Degree 1873, P.100.

11. Lallnigam B., Financial Analysis Techniques for Banking
Decisins, New Delhi, Somalya Publication Pvt. Ltd. 1879,
P. 99,
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Total Assets Turnover

Total assets mean all the assets side of the balance sheet
which include fixed assebs, current assets, investment,
intangible assets, fictitious assets etc.

The +total assets turnover ratio is obtained by dividing the
net sales by total assets emplyoyed in the company for a given
period.

Total Assets Net Sales
Turnover Ratio —%;;;Z“;;;;;;.

Table 3.20 shows that the total assets turnover ratio in the
Arab Pharmaceutical Manufacturing Co. Ltd. wvaried from 0.38 in
1983 to 0.82 in 1975. 1t shows a fluctuating trend from 1975 +to
1978, a decreasing trend in 1878 and 1879 as against 1977, an
increase in 1980 as against 1979, a decreasing trend in 1982 and
1983 as against 1981 and an increasing trend in 1984 and 1985 ag
against 1983. In the Jordan Petroleum Refinery Co. Ltd., the
assets turnover ratio shows a decreasing trend from 1875 to 1981,
an increasing +trend from 1982 to 1984 as against 1981 and
decreased in 985 as against 1984. It varied from 0.25 in 1880 and
1981 to 1.84 in 1984. In the Jordan Phosphate Mines Co. Ltd., the
assets turnover ratio shows a decreasing trend from 1975 to 1978,
an increase in 1979 and 1980 as against 1978 a decreasing +trend
from 1881 to 1983 as against 1980, again an increase in 1984 as
against 1983 and decreased in 1985 as compared to 1984. It varied
from 0.43 in 1978 to 0.82 in 1984, In the Industrial Commercial
and Agricultural Co. Ltd., +the assets turnover ratioc shows a
fluctuating +trend from 1975 to 1985 and it ranged from 0.63 in

1983 and 1985 to 1.15 in 1978. In the Jordan Pipes Manufacturing
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Co. Ltd., the assets turnover ratio shows an increasing trend
from 1975 to 1981, a decreasing trend in 1982 and 1983 as against
1981, again an increase in 1984 as against 1983 and a decrease in
1985 as against 1984. It ranged from 0.32 in 1878 to 0.93 in
1981. 1In the Arab Potash Co. Ltd., +the assets turnover ratio
shows an increasing trend from 1983 to 1985. It ranged from 0.03
in 1983 to 0.20 in 1985. In the Jordan Spinning and Weaving Co.
Ltd., +the assets turnover ratio increased in 1979 and 1980 as
against 1978, a decreasing trend from 1980 ato 1982 as against
1979 and a fluctuating trend from 1983 to 1985. It varied from
0.21 in 1982 to 0.58 in 1984. In Jordan Cement Factories Co.
Ltd., the assets turnover ratioc shows a fluctuating trend' from
1975 to 1979, an increasing trend in 1979, 1980 and 1981 as
against 1978 and a decreasing trend from 1982 to 1985 as against
1981. It varied from 0.21 in 1976 to 0.89 in 1975.

On an average. the highest assets turnover was generated by
the Industrial Commercial and Agricultural Co Ltd., followed by
Jordan Pipes Manufacturing Co. Ltd., Jordan Petroleum Refinery
Co. Ltd., Jordan Phosphate Mines Co. Ltd., Arab Pharmaceutical
Manufacturing ¢Co. Litd., Jordan Spinning and Weaving Co. Ltd.,
Jordan Cement Factories Co. Ltd., and the lowest was by the Arab
Potash Co. Ltd.

The consolidated total of the total assets turnover of the
eight companies ranged from 0.33 in 1978 to 0.81 in 1884. 1t
shows a fluctuating trend from 1875 to 1879, an increasing trend
from 19789 to 1984 as against 1978 and decreased in 1985 against
1984.
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From the above analysis of assets turnover, one may conclude
that the total assets turnover in all the eight companies is not
satisfactory to the standard ratio 1.50 to 2.00 times. It seems
the managements of these companies did not operate the companies
efficiently and did not share their responsibilities towards the

shareholders and the society as a whole.

Operating Assets Turnover

Operating assets incluae all kinds of assets except
intangible assets, fictitious assets, . work in progress, fixed
assets 1in +transit ete. The sales of the company are directly
affected by the operating assets. 8o, operating assets turnover
ratio has been calculated to test the efficiency of the
management in explioting and utilising the operating assets of
the companies under study. The ratic is calculated by dividing
the +total net sales by the operating assets available in the
company over a periocd of time

Operating Assets Net Sales

Trunover Ratio 6;;;;;;;é—;;;;;;“

Table 3.22 reveals the operating assets turnover ratio in
the Arab Pharmacesutical Manufacturing Co. Ltd. shows a
fluctuating trend from 1975 to 1987, a decreasing trend in 1978
and 1979 as againgt 1977, an increasing trend in 1980 and 1981 as
against 1979 and again shows a fluctuating trend in the remaining
years under study. It ranged from 0.38 in 1882 to 0.84 in 19786.
In the Jordan Petroleum Refinery Co. Ltd., the operating assets
turnover decreased in 1978 as against 1975, increased in 1977 and

1978 as against 1978, again shows a decreasing trend from 1979 to
4
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1981 as against 18978 and an increasing trend from 1982 to 1984 as
agaainst 1981 and a decrease in 1985 as against 1984. It wvaried
from 0.30 in 1981 to 1.85 in 1984. In the Jordan Phosphate Mines
Co. Ltd., the operating assets turnover increased in 1976 as
against 1975, it shows a decreasing trend in 1977 and 1978 as
against 1976 and an incareasing trend in 1979 and 1980 as against
1978, remained stable from 1981 +to 1983 and again shows a
fluctuating trend from 1983 to 1985. It ranged from 0.44 in 1978
to 0.87 in 1978. 1In the Industrial Commercial and Agricultural
Co. Ltd., the operating assets turnover shows a fluctuating trend
from 1975 to 1985. It ranged from 0.63 in 1983 and 1985 to 1.15
in 1978. In the Jordan Pipes Manufacturing Co. Ltd., the
operating assets turnover shows an increasing trend from 1975 to
1981, a decreasing trend in 1982 and 1983 as against 1981 and a
fluctuating trend from 1983 to 1985. It varied from 0.37 in 1978
to 1.02 in 1981. In the Arab Potash Co. Ltd., the operating
assets turnover shows an increasing trend from 1984 to 1985. In
the Jordan Spining and Weaving Co. Ltd., the operating assets
turnover increased in 1979 and 1980 as against 1978, a decreasing
trend in 1981 and 1982 as against 1980 and again an incareasing
trend in 1983 and 1984 as against 1982 and a decrease in 1985 as
against 1984. It ranged from 0.23 in 1982 to 0.58 in 1984. in the
Jordan Cement Factories Co. Ltd., +the operating assets turnover
shows a decreasing trend from 1975 to 1978 as against 1975, an
increasing +trend from 1979 +to 1982 as against 1978 and a
decreasing trend in the remaining years under study. It wvaried
from 0.21 in 1978 to 0.89 in 1982.

On an average, the highest operating turnover was created by
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the Industrial Commercial and Agriculbtural Co. Ltd. and followed
by the Jordan Petroleum Refinery Co. Ltd., Jordan Pipes
Manufacturing Co. Ltd., Jordan Phosphate Mines Co. Litd., Arab
Pharmaceutical Manufacturing Co. Ltd., Jordan Cement Factories
Co. 1td., Jordan Spinning; and Weaving Co. Ltd. and the lowest
created was by the Arab Potash Co. Ltd.

The consolidated total of the operating assets turnover of
the eight companies ranged from 0.48 in 1978 to 0.85 in 1984. It
shows a decreasing trend from 1975 to 1978 as against 1875, an
increasing trend in 1979 and 1980 as against 1978, again a
decrease in 1981 as aginst 1980 and an increasing trend from 1982
to 1984 as against 1981 followed by a decrease in 1985 as against
1984.

From the above analysis of the operating assets turnover, we
may conclude that the operating assets turnover in the eight

industrial companies is not satisfactory.

Fixed Assets Turnover

Fixed assets may be defined as the assets which are not held
for sale or for conversion into cash. Fixed assets include land
and building, plant and machinery, office equipment, motor
vehicles, freehold land and building, property etc. Fixed assets
have been taken at written down value i.e. after the deduction of
the amount of depreciation. Fixed assets turnover is a measure of
the achievement for utilising the investment in fixed assets. A
high fixed assets turnover ratio shows that the company is over-
trading on its assets while low ratio reveal the excessive

investmeqp in fixed assets turnover ratio shows that the company
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is over-trading on 1its assets while low ratic ryeveal the
excessive investment in fixed assets. The higher the ratio, the
better 1is the position and the 1lower ratio indicate the
inefficiency of the management in purchasing the fixed assets.
This ratio is obtained by dividing net sales by fixed assets for
a given period.

Fixed Assets Net Sales

Turnover Ratio Fixed Assets

Table 3.24 indicates +the fixed assets turnover in Aradb
Pharmaceutical Manufacturing Co. Ltd. and shows a fluctuating
trend from 1975 to 1978, a decreasing trend in 1978 and 1979 as
against 1878, an increased in 1980 as against 1879, again a
decreasing trend in 1981 to 1982 as against 1980 and a
fluctuating trend from 1981 to 1985. The maximum fixed assets
turnover made by the company was 3.13 in 1975 and the minimum was
0.71 in 1984, In the Jordan Petroleum Refinery Co. Ltd., the
fixed assets turnover ratio shows a fluctuating trend from 1975
to 1877, an increasing trend from 1978 to 1980 as against 1977,
decreased in 1981 as against 1880 and shows an increasing trend
in the remaining years under study, It varied from 0.50 per cent
in 1981 to 4.87 in 1985. In the Jordan Phosphate Mines Co. Ltd.,
the ratio shows a decreasing trend from 1976 to 1979, a
fluctuating trend from 1879 to 1882, an increasing trend from
1882 +to 1984 as against 1981 and decreased in 1985 as against
1984. It ranged from 1.48 to 3.84 in 1984. In the Industrial'
Commerciald and Agricultural Co. Ltd., +the ratio shows a

fluctuating trend from 1975 to 1977, a decreasing trend in 1978
L]
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and 1979 as against 1977, increased in 1980 as against 1979, a
decreasing trend from 1981 to 1983 as against 1980 and shows a
fluctuating trend from 1983 to 1985. It ranged from 1.18 in 1985
to 3.95 in 1876. In the Jordan Pipes Manufacturing Co. Ltd., the
ratio shows an increasing trend from 1878 to 1981, a decreasing
trend in 1982 and 1983 as against 1981 and an increasing trend in
1984 and 1985 as agains 1983. It varied from 0.80 in 1978 to 2.65
in 1985. In the Arab Potash Co. Ltd., the ratic shows an
increasing trend from 1983 to 1985. In the Jordan Spinning and
Weaving Co. Ltd. the ratio shows an increasing trend in 1979 and
1980 as against 1978, a decrease in 1881 as against 1980, an
increasing trend 1982 to 1984 as against 1981 and decreased in
1985 as against 1984. It ranged from 0.29 in 1978 to 1.80 in
1984. In the Jordan Cement Factories Co. Ltd. the ratio decreased
in 1876 az against 1975 and shows an increasing trend from 1977
to 1979 as against 1976, a fluctuating trend from 1978 to 1982
and a decreasing trend from 1982 ato 1985. It varied from 0.25 in
1985 to 3.08 in 1979.

On an average, the highest fixed assets turnover ratio was
generated by the Jordan Phosphate Mines Co. Ltd. followed by the
Industrial Commercial and  Agricultural Co. Ltd., Arab
Pharmaceutical Manufacturing Co. Ltd., Jordan Petroleum Refinery
Co. Ltd. and Jordan Pipes Manufacturing Co. Ltd., Jordan Cement
Factories Co. Ltd., Jordan Spinning and Weaving Co. Ltd. and the
lowest was generated by the Arab Potazh Co. Ltd.

Regarding the consolidated total of the fixed assets
turnover of the eight companies, +the ratio shows a fluctuating

trend from 1975 to 1977, an increasing trend in 1978 and 1978 as
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against 1977, again a decreasing trend from 1980 to 1982 as
againgst 1979 and a fluctuating trend from 1983 to 1985. It ranged
from 0.89 in 1982 to 2.15 in 1975.

From the above analysis, it can be concluded that the fixed
assets turnover ratio of the eight studied industrial companies
is not satisfactory as compared to the ideal ratio of 4 to 5
times.

Current Assets Turnover

Cuurent Assets are the assets which are held by the company
for the purposes of conversion into cash e.g. debtors, cash and
bank balance, bill receivable, stock, temporary investment etc.
The busginess must have adequate amount of cash available in order
to pay the debts promptly. The current assets turnover indicate
the turnover vf the investment in current assets. This ratio has
been calculated by dividing the net sales by current assets for a
given period.

Current Assels Net Sales

Turnover E;;;;;E“;;;;g;_

Table 3.26 indicates the current assets turnover ratio in
the Arab Pharmaceutical Manufacturing Co. Ltd. and shows a
fluctuating trend from 1975 to 1978, a decreasing trend in 1978
and 1979 as against 1977, an increasing trend in 1980 and 1981 as
against 1979, decreased in 1982 ag against 1981, an increasing
trend in 1882 and 1983 as against 1981 and decreased in 1885 as
against 1984. The highest current assets turned over in 1975 was
1.14 and the lowest was 0.56 in 1982. In the Jordan Petroleum

Refinery Co. Ltd., the;current assets turnover decreasd in 1976
-
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against 1975 and shows an increasing trend in 1977 and 1978 as
against 1978, a decreasing trend from 1979 to 1981 as against
1978, an increasing trend in 1982 and 1983 as against 1981 and a
decreasing trend in 1984 and 1885 as against 1883. It ranged from
0.75 in 1981 to 3.82 in 1983. In the Jordan Phosphate Mines Co.,
the current assets turnover shows a decreasing trend from 1975 to
1978, an increasing trend from 1979 to 1981 as against 1878, a
decreasing trend in 1982 and 1983 as against 1981 and a
fluctuating trend from 1983 to 1885. It varied from 0.65 in 1978
to 1.63 in 1981. In the Industrial Commercial and Agricultural
Co. Ltd., the current assets turnover decreased in 1875 as
against 1875, an increasing trend in 1977 and 1878 as against
1978, decreased in 1979 as against 1878, an increasing trend from
1980 to 1982 as against 1979 and shows a fluctuating trend in the
remaining years under study. It ranged from 1.24 in 1879 to 2.02
in 1875. In the Jordan Pipes Manufacturing Co. Ltd., the ratio
shows a fluctuating trend from 1878 to 1882, a decreasing +trend
in 1982 and 1983 ag aginst 1981 and again a fluctuating trend
from 1983 to 1985. It ranged from 0.97 in 11978 to 2.01 in 1979.
In the Arab Potash Co. Ltd., the ratioc shows an increasing trend
from 1883 to 1985. In the Jordan Spinning and Weaving Co. Ltd.
the ratio shows a decreasing trend from 1978 +to 1982 and a
fluctuating trend in the rest of the years under study. It ranged
from 0.40 in 1982 to 1.45 in 1978. In the Jordan Cement factories
Co. Ltd., the ratio decreased in 1976 as against 1975, shows an
increasing trend from 1977 to 1979 as against 1976, a decreasing
trend in 1980 and 1981 as against 1979, again an increase in 1982

as againgt 1981 and a decreasing trend from 1983 +to 1985 as



against 1982.

On an average, +the highest current assets turnover was made
by the Jordan Cement Co. Litd. followed by Jordan Petroleum
Refinery Co. Ltd., Industrial Commercial and Adricultural Co.
Ltd., Jdordan Pipes Manufacturing Co. Ltd., Arab Potash Co. Ltd.,
Jordan Phosphate Mines Co. Ltd., Jordan Spinning and Weaving Co.
ILtd. and the lowest was by Arab Pharmaceuitcal Manufacturing Co.
Limited.

The congolidated total of the current assets turnover of the
eight companies ranged from.0.80 in 19768 to 2.45 in 1983. It
decreased in 1976 as against 1975, and shows an increasing trend
from 1977 to 1983 as against 1876 and again a decreasing trend in

1984 and 1985 as against 1983.

Net Working Capital Turnover

Net working capital is the excess of the current assets over
current liabilities. If the current assets are larder than the
current liabilities, +the difference would be called ’working
capital surplus”. On the other hand, if the current liabilities
are larger than current assets, the difference would be called
"Working Capitla Deficit”. If the working capital in the company
ig not guficient, a time comes when the management has to borrow
more source for the company. If the creditors or any othe grantor
of short term credit examines the balance sheet of the company
and finds deficit in the working capital, the working capital
will be the centre of attention. M.C. Gupta says "The working

capital of the company is the life-blood which flows through the
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veins and arteries of the structure. It engages every part of the
structure, gives courage, and morale to brain (management)} and
muscles(personal) digests to the best degree the raw materials
used by its constant and regular. flow and return to the heart
{cash flow) for another journey and so when working capital is
lacking or slows down, the financial body dies and has value only
as Jjunk" 2

Net working capital turnover has been calculated by dividing
the total of the net sales by the total of net working capital
for a given period.

Net working capital Net Sales

Trunover Ratio Net Working Capital

Table 3.28 shows the net working capital turnover in the
Arab Pharmaceutical Manufacturing Co. Ltd. and also shows a
decrreasing trend in 1976 and 1977 as against 1975, an increasing
trend from 1878 to 1981 as against 1977, decreased in 1982 as
against 1981, an increasing trend in 1983 and 1984 as against
1982 and again a decrease in 1985 as against 1984. It ranged from
0.39 in 1981 to 4.01 in 1984. In the Jordan Petroluem Refinery
Co. Ltd., the ratio shows a negative sign in 1875, 1981 and 1982.
It shows a fluctuating trend from 1976 to 1980 and a decreasing

trend in 1984 and 1985 as agginst 1983, It wvaried from (-}3.54 in

1981 to 32.89 in 1980. In the Jordan Phosphate Mines Co. Ltd.,

the ratic shows a decreasing trend from 1975 to 1978, an

12. Gupta M.C., ‘Operational Efficiency of Rajasthan State
Warehousing Corporation’” M. Phil dissertation, University
of Ra'jasthan, Jaipur, 1986, P.108.
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increasing trend from 1979 to 1881 as against 1978, a decreasing
trend in 1982 and 1983 as against 1981 and shows a fluctuating
trend from 1983 to 1985, It ranged from 1.39 in 1978 to 5.70 in
1981, In the Industrial Commercial and Agricultural Co. Ltd., the
ratio shows a fluctuating trend from 1875 to 1978, a decrease in
1979 as against 18978, an increasing trend in 1980 and 1981 as
against 1979 and it shows a negative sign in 1882 and 1884. In
the ;Jordan Pipes Manufacturing Co. Ltd., the ratioc shows a
negative gsign in 1978 and 1979 and shows a decreasing trend from
1981 to 1885 as against 1980. It varied from (-)26.55 in 1979 to
48.96 in 1980. In the Arab Potash Co. Ltd., +the ratio shows a
negative sign from 1983 to 1985. In the Jordan Spinning and
Weaving Co. Litd., the ratio shows a negative sign from 1978 to
1981, an increasing trend from 1982 to 1984 as against 1981 and a
decrease in 1985 as against 1884. In the Jordan Cement Factories
Co. Ltd., the ratio shows a fluctuating trend from 1375 to 1977 a
negative sign in 1978 and 1879 and again a negative sign from
1982 atoc 1985.

On an average, the highest Net Current Assets ratio was
generated by the Jordan Petroleum Co. Ltd., followed by Jordan
Cement Factories Co. Ltd., Jordan Pipes Manufacturing Co. Ltd.,
Industrial Commercial and Adgricultural Co. Ltd., Jordan Phosphate
Minegs Co. Ltd., arab Pharmaceutical Manufacburing Co. Ltd.,
Jordan Spinning and Weaving Co. Ltd., and the lowest was by the
Arab Potash Co. Ltd.

The conzoldated total of the net current assets turnover of

the eight» companies ranged from 1.891 in 1978 to 28.83 in 1982. It
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decreased in 1976 as against 1975, an increasing trend from 1977
to 1982 as against 1976, again a decreasing trend in 1883 and

1984 as against 1982 and an incarease in 1985 as against 1984,

Receivables Turnover or Debotrs Turnover

The receivable turnover is calculated by dividing the amount
of sales by the amount of receivables or debtors plus bills
receivable. The receivable turnover can be increased by making
collection within a short pericod. The higher receivable turnover
indicates higher profitability.

it is expressed as follows

Receivable Turnover Sales
Ratio Debtors + Bills receivables

1.M. Pandey indicates that the ratioc indicates the number of
times, on an average, the debtors turnover each year. Generally,
the higher the value of the debtors turnover, the more efficient
iz the management of assets 18. The receivable turnover ratio may
be low because of over extension of credit, ineffective credit
investigation and lack of effective collection policy etc. If the
receivable turnover ratio is low, it may reflect the folowing
1) an increase in the amount of receivable and decreae in the

volume of sales.
23 a decrease in receivables and a proportionately greater

decline in sales volume.
3) an increase in the sales and a proportionately higher

increae in receivables.

13. Ibid, 1879, P.514.



™
Bt B
<o

4} receivables remains the same with a decrease in sales volume
5) an increase in the receivable with no charge in the sales
volume.

Since the break down of total sales into cash and credit
sales 1is not available in the annual reports of +the selected
industrial companies in Jordan, the balance of net sales volume
have been assumed to be credit sales.

The receivable +turnover ratio of the selected industrail
companies in Jordan for the period of eleven years covered by
thiz study has been shown in table 3.30.

Table 3.30 reveals that the debtors turnover ratio in the
Arab Pharmaceutical Manufacturing Co. Ltd. and shows a decreasing
trend in 1976 and 1977 as against 1975, an increasing trend in
1978 and 1979 as against 1977, a fluctuating trend from 1879 +to
1982, a decreasing trend in 1982 and 1983 as against 1981 and
fluctuating +trend from 1883 to 1985. In the Jordan Petroleum
Refinery Co. Ltd. it shows a fluctuating trend from 1975 to 1978,
a decreasing trend in 1979 and 1980 as against 1978, again a
fluctuating tarend from 1980 to 1984 and a decreasing trend in
1984 and 1985 as against 1983. In the Jordan Phosphate Mines Co.
Ltd. it shows a fluctuating trend from 1975 to 1877, a decreasing
trend in 1977 and 1978 as againgt 1976, an increasing trend in
1979 and 1980 as against 1978, a decreasing trend in 1981 and
1982 as against 1980, an increase in 1983 and shows a decresing.
trend in 1984 and 1985 as against 1983. In the Industrial
Commercial and Agricultural Co. Ltd. it shows 20.77 times in 1876

and 30.20,times in 1976, a decreasing trend from 1977 to 1979 as
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against 1976, an increasing trend in 1980 and 1981 as against
1879, a decreasing trend in 1982 and 1983 as against 1981 and
shows a fluctuating trend from 1983 to 1985, It ranged from 3.83
times in 1985 +to 30 20 times in 1976. In the Jordan pipes
Manufacturing Co. Ltd. the ratio shows an increase to 20.70 times
in 1879 as against 10.55 times in 1978, a decreasing trend from
1980 +to 1983 as against 1979 and shows a fluctuating trend from
1983 to 1985. It ranged from 0.53 times in 1983 to 10.60 times
in 1984. The Jordan Spinning and Weaving Co. Ltd. shows an
increasing trend in 1979 and 1980 as against 1978, a fluctuating
trend from 1979 to 1883, a decreasing trend in 1983 and 1984 ag
against 1982 and increased in 1985 as against 1984, It ranged
from 7.91 times in 1978 to 31.54 times in 1982. The Jordan Cement
Factories Co. Ltd. shwos a decreasing trend till 1878 as against
1975, an increasing trend in 1979 and 1980 as against 1978,
declined in 1981 as against 1980, an increasing trend from 1983
to 1984 as aginst 1982 and a decline in 1985 as against 1984. It
ranged from 5.49 times in 1978 to 96.91 times in 1982.

On an average, the highest receivable turnover ratio is
seems in the Jordan Cement Factories Co. Ltd. as 45.64. times,
followed by Jordan Spinning and Weving Co. Ltd. as 13.50 times,
tahe industrial commercial and agricultural Co. Ltd. as 9.75
times, Arab potash Co. Ltd. as 6.48 times, Jordan Petroleum
Refinery Co. Ltd. as 5.34 times, Jordan Phosphate Mines Co. Ltd.
as 2.42 and lastly by the Arab pharmaceutical Manufacturing Co. .
Ltd. as 1.80 times.

Regarding the consolidated total of the receivable turnover

ratio of the eight companies shows a decresing trend from 1976 to
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1978 as against 1975, increased in 1979 as aginst 1978, a
decreaging trend from 1980 to 1982 as against 1879, incareased in
1983 as against 1982 and shows a decreasing trend in 1984 and
1985 as against 1983. It ranged from 2.89 times in 1982 to 7.90

times in 1983.

Average Collection Period

Average collection period means the average number of days
for which the company must wait after making sales before
collecting cash from the customers. It shows the quality of
customers and the rapidity of collections. The shorter the
average collection period, +the better is the quality of debtors
and short term collection of cash from customers and vice-versa.
A long average collection period indicates the ineffecient credit
collection policy and an increase in the bad debt losses of the
company.

The average collection period iz calculated by dividing the
days in the year by the receivables turnover. It may be expressed
thus

Days in a year or 368

1

Receivables Turnover Ratio

Average Collection Period

Table 3.31 shows the average collection period in the
selected industrial companies in Jordan for the period of eleven
vears covered by this study.

On +the Dbasis of the table 3.31 it can be stated +that the .
average collection period in the Arab Pharmaceutical
Manufacturing Co. Ltd. shows an increasing trend in 1976 an 1977

as againﬁt 1975, a decreasing trend in 1978 and 1979 as against
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1977, a fluctuating trend from 1879 to 1882, on increasing trend
in 1982 and 1983 as against 1981 and a fluctuating trend fronm
1982 to 1985. It ranged from 150 days in 1875 to 278 days in
1985. The Jordan Petroleum Refinery Co. Ltd. shows a fluctuating
trend from 1975 to 1978, an increasing trend from 1978 to 1982 as
against 1977, a decrease in 1983 to 36 days and 1985 as against
1983. It ranged from 36 days in 1983 to 233 days in 1982. The
Jordan Phosphate Mines Co. Ltd. shows a fluctuating trend from
1875 +to 1977, an increasing trend in 1977 and 1978 as against
1976, a decreasing trend from 1979 to 1981 as against 1978, a
fluctuating trend from 1981 to 1984 and an increasing trend in
1984 and 1985 as against 1983. It ranged from 92 days in 1983 to
190 days in 1978. The Industrial Commercial and Agricultural Co.
Ltd. shows an increasing trend from 1977 to 1979 as against 19786,
a decreasing trend in 1980 and 1981 as against 1979, an
increasing +trend in 1982 and 1983 as adainst 1981 and a
fluctuating trend from 1882 to 1985. It ranged from 12 days in
1976 to 92 days in 1985. The Jordan Pipes Manufacturing Co. Ltd.
shows a fluctuating trend from 1978 to 1980, an increasing trend
from 1980 to 1983 as against 1979 and a fluctuating +trend from
1982 to 1985. It ranged from 17 days in 1979 to 80 days in 1985,
The Arab Potash Co. Ltd. shows a fluctuating trend from 1983 to
1985. It ranged from 34 days in 1884 to 688 days in 1983. The
Jordan Spinning and Weaving Co. Ltd. shows a decreasing trend in
1979 and 1980 as against 1978, a fluctuating trend from 1879 to
1883, =an increasing trend in 1983 and 1984 as against 1982 and

declined in 1985 to 29 days as against 34 days in 1884. It ranged
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from 11 days in 1982 to 48 days in 18978. The Jordan Cement
factories Co. Ltd. shows an increasing trend from 1978 to 1978 as
against 1875, a decreasing trend in 1879 and 1980 as against
1978, a fluctuating trend 1979 to 1984, remained the same as 4
days in 1983 and 1984 and increased 26 days in 1985 as against
1984. It ranged from 3 days in 1982 ato 66 days in 1978.

On an average, the highest collection period is by Arab
Potash Co. Ltd. as 785 days, followed by the Arab Pharmaceutical
Manufacturing Co. Ltd. as 207 days, Jordan Phogshpate Mines Co.
l1td. as 144 days, Jordan Petroleum Refinery Co. Ltd. as 91 days,
Industrial Commercial and Agricultural Co. Ltd. as 54 days,
Jordan Pipes Manufacturing Co. Ltd. as 46 days, Jordan Spinning
and Weaving Co. Litd. as 21 days and the lowest average collection

period is by the Jordan Cement Factories Co. Ltd. as 19 days.

Cash Turnover

The managenment of cash is the most important function in the
company. Cash and bank balance are the most liquid assets which
can be used for discharging urdent liabilities. Cash is procured
by a company from the shareholders and from lenders at cogt.
Therefore, the management of the company needs to knhow how to
invest the surplus cash which is not needed. On the other hand,
if the company does not keep sufficient amount of cash to meet
its obligations when they are required, +the company may have to
face a danger of technical insolvency. In every company, a
certain amount of cash at minimum level is required toc be kept
depending on the nature and size of the company and on many

internal and external factors. The management of +the company

.
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should prepare a cash budget to forecast the cash requirement at
a given period.

While preparing cash budget, the management must be careful
of holding excessive cash balance. If cash balances are more than
what is required, it involves an additional expense which finally
reduces the return on total assets. An excessive cash balance
should be invested in marketable securities. The forecasting and
planning for cash budget by the management should take care of
the 1liquidity as well as the profitability objectives together
int he company.

For the purposes of this study, we will analyse and examine
the pogition of cagh and bank balances in relation to the current
liabilities. This ratio is determined by dividing the cash and
bank balances by short-term obligations falling due for payment
within a period of one year. It can be expressed as follows

Cash to Current Cash + Bank Balance

Liabilities Ratio Current liabilities

The ratio of cash and bank balances to current liabilities
in +the seleced industrial companies in Jordan has been shown in
table 3.34.

Table 3.34 reveals +that in the Arab Pharmaceutical
Manufacturing Co. Ltd., the ratio shows a wide fluctuating trend
from 1975 +to 1878, a decreasing trend from 1979 +to 1981 as
against 1878, raised to 124.70 percent in 1982 as against 0.47
percent din 1981, declined to 0.70 percent in 1982 and shows an
increasing trend in 1984 and 1985 as against 1883. It ranged from
0.47 percent in 1981 to 124.70 percent in 1982. The ratio in the

Jordan Petroleum Refinery Co. Ltd. shows a fluchtuating trend from
L1
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1975 to 1978, an increasing trend in 1978 and 1979 as aginst
1877, a declining trend from 1980 to 1983 as against 1979 and a
fluctuating trend from 1983 to 1985. It ranged from 1.18 percent
in 1975 to 33.37 percent in 1979. The Jordan Phosphate Mines Co.

Ltd. shows an increase of 9.89 percent in 1876 as against 8.24
percent in 1875, a decreasing trend from 1977 to 1979 as against
1876, raised to 8.34 percent in 1880 as against 0.88 percent in
1977, a decining trend in 1981 and 1982 a against 1980, a wide
increasing trend in 1983 and 1984 as 61.70 per cent and 68,84
percent respectively as against 0.27 percent in 1982 and declined
to 10.89 percent in 1985. It ranged from 0.27 percent in 1982 to
68.84 percent in 1984. The Industrial Commercial and Agriouitural
Co. 1td. shows a decline of 1.72 percent in 1978 as against 2.11
percent in 1975, an increasing trend from 1977 to 1979 as against
1976, decreased in 1980 to 4.61 percent as against 53.07 perent
in 1979, an increasing trend from 1981 t 1983 as ageinst 1980 and
a decreasing trend in 1984 and 1985 as against 1983. It ranged
from 1.72 percent in 1978 to 53.07 percent in 1879. The Jordan
Pipes Manufacturing Co. Ltd. shows a fluctuating trend from 1875
to 1878, an increasing trend from 1978 to 1980 as agains t1877, a
declining trend from 1981 +to 1983 as against 1980 and a
fluctuating trend from 1983 to 1885. It ranged from 0.02 percent
in 1975 to 2.45 percent in 1980. The Arab Potash Co. Ltd. shows a
very high ratic from 1975 to 1981, a wide declining trend in 1982
and 1983 ag 0.18 and 0.29 percent respectively as against 110.53
percent in 1981 and an increasing trend in 1984 and 1985 as

against 1983. It randed from Q.18 percent in 1983 to 28578.39

"
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percent in 1978. The Jordan Spinning and Weaving Co. Ltd. shows a
declining trend in 1978 and 1977 as against 1976, a fluctuating
trend from 1977 to 1980, a wide increasing trend from 1981 to
1983 as against 1980 and a declining trend in 1984 and 1985 as
against 1983. It randed from 0.07 percent in 1877 +to 730.17
percent in 1983. The Jordan Cement Factories Co. Ltd. shows a
fluctuating trend from 1975 to 1877, a decline of 0.70 percent in
1978 as against 24.75 percent in 1977, a fluctuating trend from
1977 to 1980, a declining trend in 1980 and 1981 as against 1979,
an increazing trend in 1982 and 1983 as against 18981 and agan a
declining trend in 1984 and 1985 as against 1983. It ranged from
0.70 percent in 1878 to 242,70 percetn in 1978.

On an average, the highest cash and bank balance to current
liabilities ratio is evident in the Arab Potash Co. Ltd. as
4561.30 percent followed by Jordan Spinning and Weaving Co. Ltd.
as 191.72 percent, Arab pharmaceutical Manufacturing Co. Ltd. as
33.70, Jordan Cement Factories Co. Ltd. a 32.97 percent, Jordan
Poshpate Mines Co. Ltd. as 17.15 percent, lJordan Petroleum
Refinery Co Ltd. as 12.08 percent, Industrial Commercial and
Agricultural Co. Ltd. as 8.01 percent and the lowest by the
Jordan Pipes Manufacturing Co. Ltd. as 0.55 percent.

The consolidated +total of the cash and bank balances to
current liabilites ratic of +the eight companies shows a
fluctuating trend from 1975 to 1978, an increasing trend from
1978 to 1980 as against 1977, a declining trend in 1981 and 1982
as against 1981, an increasing trend in 1983 and 1984 as against
1982 and a decline in 1985 as against 1984. It ranged from 8.62

percent in 1982 to 45.71 percent in 1980.
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