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Abstract:

The problem of the study is the challenges faced by the growth of different sectors,
which requires the identification of an appropriate operating cash flow policy to increase
corporate Profitability. Unbalanced policies followed in operating cash flows can negatively
affect companies' Profitability.

The study's objective is to investigate the impact of operating cash flow on the
Profitability of companies in different sectors listed on the Oman Stock Exchange. For five years
(2017-2021) for 71 companies. In these sectors, Profitability and metrics have been used
carefully. To show how these elements affect the success of each of these sectors? It is because
investors can use this information to make sound investment decisions using different operating
cash flow methods to evaluate company profitability. The researchers created a checklist to test
the research hypothesis, in which each operating cash flow (OCF) was used as an independent
variable. (Return on Assets (ROA) and Return on Equity (ROE)) was determined as the type of
firm Profitability, which is the dependent variable. The results are shown through two models.
Data using descriptive statistical analysis. Regression Approaches Using EViews 12, Given that
the data included both time series and cross-sectional characteristics, fixed least squares (PLS)
regression effects models were used to estimate the study models.

The results reveal that operating cash flow has an impact of 57.9% on ROA, a measure
of corporate Profitability, and other variables have an impact of 42.1% that is not mentioned.
Meanwhile, the independent variable affects ROE by 57.7% and other variables by 42.3%.

Paper type: Research paper.
Keywords: Operating Cash Flow, Corporate Profitability, Return on Assets, Return on Equity.
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1.Introduction:

Many indicators measure Profitability in companies. The most important indicators are
return on assets (ROA) and return on equity (ROE) (Myskova & Hajek, 2017). Therefore, the
adequate corporate Profitability of the company shows the way to achieve the goal, which is
determined to be achieved by the manager (Suhadak et al., 2019). To determine adequate
corporate Profitability, companies should rely on their ability to manage their cash flow.
Corporate Profitability evaluates the company's operations and policies and how they affect the
value of contributions, assets, equity, and return on capital. To grow production and improve
performance, adequate cash must be obtained through investment (Liman & Mohammed, 2018).
This is because it is essential to know how the company manages this liquidity. It is a source of
profit for the company (Yendrawati & Asy'ari, 2014). A company's profit margin measures its
ability to profit from its assets and capital. High Profitability attracts investors because it reduces
investment risk. Because of the emphasis on Profitability as a measure of success, businesses
with low Profitability may endorse this practice to demonstrate management's ability to manage
revenue (Popa et al., 2021; Efeni et al., 2023). Companies strive to produce income by incurring
costs, which has sparked debate and research on management's role in profit-making (Popa et al.,
2021).

Operating cash flow is the cash flow required to cover the operating costs of a
company's projects (Olaoye & Olaniyan, 2021). Therefore, the company's capital structure,
determined by the CFO, has taken the most crucial role in the institution's equity and debt
structure. So, an even mix of equity and debt is a source of good liquidity for the company (Ali
& Ahmed, 2021). Therefore, the operating cash flow of a company (CFO) has a significant
impact on the health of its Profitability (Sayari & Mugan, 2013). Therefore, when the company's
cash is divided into operating, investment, and finance cash flows, it is shown in the statement of
cash flows. Since it explains the cash generated by trading activity, many investors are interested
in operating cash flow. However, some investors may need to pay more attention to other
factors, such as capital structure (Christian & Dewi, 2022). Because the objective of cash flow
management is to obtain the company's best liquidity position, it positively impacts Profitability
(Etim et al., 2022). Therefore, the company's operating cash flow indicates the management's
ability to perform its functions (Christian & Dewi, 2022).

1.1. Literature Review :

The relationship between cash flow and profitability is one of the most researched topics
of the day. Because cash flows will be wasteful if they do not lead to improved profitability for
the firm, it has become the focus of research in this area. Many studies have addressed cash
flow, including the following ones: Hastuti et al. (2018) confirmed the results of the
investigation showed that managerial ownership, with firm size acting as a control variable, did
not affect earnings management, but free cash flow and operating cash flow did, with financial
leverage serving as the independent. (Nguyen and Nguyen, 2020) explained that cash flow
influences investment decisions. Hence, investors looked at the importance of cash flow and
earnings forecasts. The findings indicate that investors are more focused on information related
to cash flow forecasts when making financial decisions. They examined the impact of free cash
flow on decisions about investments and dividends in the shipping sector in Vietnam. The results
showed that cash flow affects investment decisions in the shipping sector. Popa et al. (2021)
explained that operating cash flows, or positive cash flows, are generated from a company's
underlying operations. So, when a company sources enough funds to sustain its operations
properly, it is called operating cash flow.

533



Journal of Economics and Administrative Sciences P-1SSN 2518-5764
2024; 30(140), pp. 532-543 E-ISSN 2227-703X

Luciani and Setyawan (2022) studied the financial listings of (PT Astra International
Tbk) as a transnational company operating in six sectors: automotive, financial services, heavy
equipment, mining, construction and energy, agribusiness, infrastructure and logistics, and
information technology. They are listed on the Indonesian Stock Exchange. For the years 2018-
2021, in this study, the quantitative method is followed, which is a descriptive type indicated
using secondary data from the annual reports. The result of the analysis shows that considering
the operating cash flow ratio, capital expenditure ratio, cash coverage ratio to current liabilities,
cash coverage ratio to net income, and total debt ratio, its (PT Astra International Tbk) operating
cash flow ratio suffers from... performance the company's finances.

Additionally, several studies address profitability, including Liman and Mohammed
(2018), who investigated the relationship between operating cash flow and firms' profitability
from 2005 to 2014. | worked for 10 years in six listed companies (conglomerates). Five use
financial listings and annual reports of companies listed on the Nigerian Stock Exchange. The
results also show a positive and insignificant relationship between operating cash flow (CFO)
activities and profitability measured by ROA. Meanwhile, ROE, another measure of
profitability, has a significant positive correlation with operating cash flow.

Shaikh et al. (2022) studied the financial lists of 32 manufacturing companies in
Pakistan based on data received from the Central Bank of Pakistan for the period 2009-2019 for
11 years. Overall, the results indicate that profitability improves due to the company's financial
impact and confirm that financial leverage has a significant positive impact on the institution's
profitability. The study's basis is the debt-to-assets ratio, debt-to-equity ratio as an independent
variable, and financial performance as a dependent variable.

Etim et al. (2022) proved results indicate that profitability measured by ROA is
adequately influenced by operating cash flow margin (OCFM), operating cash flow ratio
(OCFR), investing cash flow ratio (ICFR), and net cash flow ratio (NCFR). This is
simultaneously weakly negatively influenced by the financial cash flow ratio (FCFR). Based on
the audited financial lists of 63 companies listed on the Nigerian Stock Exchange from (2013 to
2019). To determine the extent of the impact of cash flow on the financial performance of
Nigerian companies. It is specified using a dependent variable, return on equity, as one measure
of financial performance. VVersus operating cash flow ratio, operating cash flow ratio, investment
cash flow ratio, finance cash flow ratio, and net cash flow ratio. It has been used to measure the
independent variable of cash flow management.

The study by Purnaningtyas et al. (2023) proved the profitability ratio analysis of PT
Hamparan Estate Management's profitability in 2018-2020. The result shows that it shows good
performance in terms of liquidity ratio and insolvency capacity, but it is the opposite in
profitability. The company's liquidity position is liquid, solvency is solved, and profitability is
unhealthy. It uses secondary data from the company's financial statements that provide essential
insights into its financial health and sustainability in the future.

Nonetheless, numerous studies address the impact of operating cash flow on
profitability, including the following: Ikechukwu et al. (2015) proved that operating cash flow
affects the profitability of Nigerian businesses. Three banks were surveyed as part of the study:
Nig Bank, City Monument Bank, and Nig Fidelity Bank. Using cash flow financial lists, which
were part of these banks' annual reports for the years 2009 to 2013, Analytical tools were used to
evaluate the hypotheses. The results illustrate that operating cash flow significantly influences a
company's profitability. Christian and Dewi (2022) proved that the results showed that the
company's performance is affected by cash flow. At the same time, the realized performance of
the company is not influenced by the remuneration policy followed by corporate governance.
Dahham (2023) proved that there is an effective relationship between cash flow and the
profitability of private commercial banks against equity returns for the period (2012-2021)
traded on the Iragi Stock Exchange. The banks used in this study are the Middle East Investment
Bank, the National Bank of Irag, and the Northern Bank for Finance and Investment. Therefore,
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the signals sent to stakeholders by banks' cash flow statements are helpful for consumption and
decision-making.

Empirical studies that have been studied to determine the measures of both independent
and dependent variables have shown that there is no standard method for determining the
measures of variables, whether in the economic or non-economic sectors. Therefore, the
researchers used different criteria and equations according to their opinions. Therefore, the
results differ from one study to another, primarily due to using different criteria from other
studies. As we can see in the following studies, these measures have been used to measure
corporate profitability. As in his research (Liman & Mohammed, 2018; Shaikh et al., 2022;
Dahham, 2023), ROA and ROE (Gusmiarni et al., 2020; Etim et al., 2022; Suciani & Setyawan,
2022; Sangawi et al., 2023) used ROA; ROA et al.'s q are used (Christian & Dewi, 2022).
However, in (Towo, 2023), ROA and OSS have been identified as profitability indicators. As for
the study (Liman & Mohammed, 2018; Nguyen & Nguyen, 2020; ELAHI et al., 2021; Christian
& Dewi, 2022; Ibnu, 2023; Aditya et al., 2023), it used operating cash flows. Meanwhile, his
study (Etim et al., 2022) used CFM, OCFR, ICFR, FCFR, and NCFR to measure cash flow
metrics.

This study has been conducted to reveal the impact of cash flow on the profitability
performance of companies on the Amman Stock Exchange. Using operating cash flow to
determine its impact on the company's profitability performance helps investors make the right
investment decision. Therefore, many studies have been conducted due to the importance of cash
flow and its impact on profitability performance in all different sectors of the world economy.
To show the effectiveness ratio and relationship between operating cash flow and profitability
performance. Such as the studies of (Sayari & Mugan, 2013; Supatminingsih & Setyawati, 2018;
Liman & Mohammed, 2018; Popa et al., 2021; ELAHI et al., 2021; Christian & Dewi, 2022;
Etim et al., 2022), and (Suciani & Setyawan, 2022). However, (Abughniem et al., 2020) research
was conducted in different sectors of Jordan. However, despite sectorial differences, each of
these studies conducted in several different countries shows that, in most results, there is a trade-
off between operating cash flow and existing profitability performance. Therefore, this issue was
of interest to the researcher. It was decided to conduct this study differently from all other
studies. This is done by showing the effects of operating cash flows on firms' profitability
performance and the extent to which financial leverage moderates this relationship. In sectors
such as banking, industry, insurance, real estate, development, hotels, and tourism for five years
from 2017 to 2021

The problem facing the growth prospects of various sectors in Jordan is enormous since
the objective of every entity is to grow and expand its operations by achieving and increasing the
profit margin of the company during its years of operation, which underscores the need to
determine an appropriate operating cash flow policy to identify which options are economically
crucial for increasing corporate profitability. Increases company profitability. Following an
imbalanced policy between management and operating cash flow in companies will negatively
affect the profitability of companies. Thus, it is difficult to formulate a uniform model of
operating cash flows across sectors in different countries, which shows the difficulty in
determining the impact on corporate profitability.

This study investigates the impact of operating cash flow on the profitability of
companies in the banking, industrial, insurance, investment, real estate development, hotel, and
tourism sectors. In these sectors, they pinpoint the profits and the metrics used in Jordan and
how these elements affect the success of each of these sectors. This is because investors can use
this information to make sound investment decisions using different operating cash flow
methods to evaluate the corporate profitability and performance of the company. Therefore,
many questions arise from users of corporate financial statements, which may require this study
to answer.

535



Journal of Economics and Administrative Sciences P-1SSN 2518-5764
2024; 30(140), pp. 532-543 E-1SSN 2227-703X

2.Material and Methods:

This paper relies on quantitative research methods with secondary data. Using the
audited annual financial statements of the various companies listed on the Amman Stock
Exchange on page (www.ase.com.jo/en), for the years 2018 to 2022 to determine the
relationship between operating cash flow and corporate Profitability in various sectors.
Considering balanced panel data, we used a purposive sampling method. One of the sampling
criteria is the corporate Profitability variable. The company in this study served as the dependent
variable measured by ROA and ROE. Operating cash flows were used as independent variables
in this study. Regression Approaches Using EViews 12, Given that the data included both time
series and cross-sectional characteristics, fixed least squares (PLS) regression effects models
were used to estimate the study models.

2.1. Hypotheses of the Study:

H1: Operating cash flow has a significant and positive effect on Return on Assets.
H2: Operating cash flow has a significant and positive effect on Return on Equity.
2.2.Method of data collection:

The sectors are defined in the table below. To analyze the ratio of cash flow index to
corporate Profitability in different sectors, to identify the relationship between operating cash
flow and corporate Profitability of institutions. Reliance was placed on audited financial
statements of companies. For 2017-2021, listed on the Amman Stock Exchange are 71 selected
companies divided into five sectors, including banking, industrial, insurance, investment, and
development in the real estate, tourism, and hotels sectors. Variables of the study, Liman and
Mohammed (2018) the study was used with minor changes, which included deleting the control
variables and adding financial leverage as a moderating variable for the study. Some of the
companies listed on the Amman Stock Exchange have been selected and divided into different
sectors. They are defined in the table below (www.ase.com.jo/en).

Table 1: Sector-based distribution of samples.

No | Industry or a Sector Number of
Firms
1 | Banking Sector 17
2 | Industrial Sector 18
3 Insurance 15
4 | Investment and Real Estate Development 14
Sector
5 | Hotel and Tourism Sector 7
TOTAL 71

2.3.Variables:

2.3.1. Independent variable:

Operating Cash Flow- The company’s operating cash flow (OCF) is the inflow and outflow of
cash and serves as a standard for evaluating and measuring liquidity. Therefore, there is a
positive relationship between operating cash flow and firm liquidity. Hence, whenever operating
cash flow is positive, it will directly have positive liquidity. Conversely, whenever operating
cash flow is negative, liquidity is also negative. According to the following equation derived
from the study (Nugroho and Pertiwi, 2021).

0 ting Cash Fl _ Net cash flow operations o)
perating Cash Flow = Net Income
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2.3.2. Dependent variable:
Return on Assets- is used as one measure of the dependent variable (corporate Profitability)
according to the following equation derived from the study (Masero and Ldpez, 2020).

Ret Asset = Net Income 2
eturn on Asset = Total Assets )

Return on Equity- is used as one of the measures of the dependent variable (corporate
Profitability), according to the following equation derived from the study (llkhechi and Khatibi,
2020).
Ret Eaquity = Net Income 3
eturn on Equity = —Equity 3)

2.4.Model Design:

For the secondary data published by different sectors that are registered on the Amman
Stock Exchange. In their annual reports, the researcher in this study uses quantitative
methodology. To examine the effectiveness of the relationship between operating cash flow and
corporate Profitability, Multivariate panel regression is also used to look at the moderating
effect. Therefore, the relationship between operating cash flow, corporate Profitability is
investigated using multi-panel regression data analysis. This method enables researchers to look
at how a dependent variable and many explanatory factors interact. This same model is used by
Reskino, (2015); Husaini et al., (2022); Renaldo et al., (2023); and, Ahmed et al., (2023);
Ahmed and Hagen, (2023).
Yie = Bo + B1Xit + Eyt (4)
Where:
Y it; (profitability) — The dependent variable is the corporate Profitability measured by four
models (ROA model, ROE model).
Beta o: constant coefficient.
Beta ;.3: Is the angle between the control and independent variables.
X it: (Operating Cash Flow) — Independent variable for the firm (i) in the year ().
E i Is a random statistical error.
Model One: Return on Assets (ROA).

ROA; = Bo + B10CFy + E; (A)
Model Two: Return on Equity (ROE).
ROEy = Bo + B10CFy + Eyy (B)

3.Discussion of results:
3.1. Statistics, Descriptive:

According to the results of Table 2, the statistical summary of the variables using
regression analysis throughout the study period shows that. ROA is a measure of corporate
Profitability with a minimum mean value of -0.006872, while its standard deviation is equal to
0.050794, and -0.23445 and 0.11872 consist of the minimum and maximum ROA values.
Although ROE is another measure of corporate Profitability, it has a higher mean value of
0.018978, with a minimum value of -0.26476 and a maximum value of 0.2098, with a standard
deviation of 0.088878. This while operating cash flow as an independent variable has a standard
deviation of 0.064595 with a mean of 0.010342, which corresponds to a minimum value of -
0.389773 and a maximum value of 0.201374 in the study.
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Table 2: Descriptive Data Analysis

ROA ROE OCF

Mean -0.006872 0.018978 0.010342
Minimum -0.23445 -0.26476 -0.389773
Maximum 0.11872 0.2098 0.201374
Std. Dev 0.050794 0.088878 0.064595
Skewness -1.465106 -0.696295 -0.743239
Kurtosis 6.44686 3.554519 8.247282
Observations 355 355 355

Source: the researcher's compilation of EViews 12 outputs.

If the skewness results fall between (+1.9 - (-1.9)) and kurtosis (+3 - (-3)), which is a
standard range, then we can say that the data are considered normal according to the study (Bono
et al., 2020; Demir, 2022). Therefore, according to the results in Table 2, the data of the study
are not normally distributed since the result of kurtosis is greater than +3. According to (Ahmed,
et al., 2023) a kurtosis results greater than +3 is considered a "leptokurtic" distribution.
3.2.Results of Correlation

Table 3: Analysis of Correlation

ROE ROA OCF VIF

ROA 1

ROE 0.617*** 1 1.116
0.0000 | -=-----

OCF 0.093 0.311** 1 1.032
0.0815 0.0000 | -==-m--

Source: the researcher's compilation of EViews 12 outputs.

Observations: * Significant at 10% level (two-tailed), ** Significant at 5% level, and **
* Significant at 1% level.

Table 3 discusses the relationship between the independent variables of OCF with the
dependent variable of corporate Profitability measured by ROA and ROE. Each dependent
variable is represented by a correlation coefficient value of one. Therefore, the relationship
between the variables is represented by ((+1) - (-1)). This indicates the strengths and weaknesses
of the relationship, whether positive or negative. In the ROA model, the value of the correlation
coefficient between the ROA dependent variable and the OCF independent variable is 0.311,
which implies that there is a positive relationship between both variables (ROA and OCF).
Meanwhile, for the ROE model, where ROE is a dependent variable and OCF is an independent
variable, their correlation coefficient value is 0.093, indicating the existence of a weak positive
relationship.

According to the results presented in Table 3, for the multicollinearity test, the variance
inflation factor (VIF) was used. The results show the absence of multicollinearity. This is due to
the obtained results (VIF) showing no collinearity problem, with a minimum of 1.032 and a
maximum of 1.116. This result shows that the VIF is less than According to the research of
(Akinwande et al., 2015; Marcoulides and Raykov, 2018) and ( Ahmed et al., 2023)

3.3. Results of Regression
Regression results of OCF and RE of dependent variables (ROA and ROE) on firms listed on the
Amman Stock Exchange
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Table 4: Results of panel fixed Least Squares- effect regression.
Variable Model One Model Two
Model ROA (A) Model ROE (B)
Beta t-Stat Beta t-Stat
C 0.03988 | 2.63502 | 0.13980 | 5.2664
OCF 0.14264 | 3.69797 | 0.09909 | 1.4643
R-Square 0.579 0.577
Adjusted R-Square 0.472 0.469
F-statistic 5.3866 5.3393
Prob. 0.0000 0.0000

Source: the researcher's compilation of EViews 12 outputs.
ROA;; = 0.3988 + 0.14264 * OCF;; + E;;
ROE;; = 0.1398 4+ 0.09909 * OCF;; + Ej;

To ensure that the data were suitable for use with general linear and panel fixed Least
Squares (PLS) models, the study data were validated using statistical tests. The information is
categorized as cross-sectional data from 71 businesses listed on the Amman Stock Exchange and
panel data with time series for the years 2017-2021. Table 4 above contains panel regressions
and test findings.

3.3.1. Impact of operating cash flow on Return on Assets.

The results in Table 4 show the impact of operating cash flow on corporate profitability,
measured by ROA. The results show that corporate profitability measured by ROA is positively
affected by OCF, which is (Beta = 0.14264) when Sig is less than 0.05 for the ROA model.
Thus, it shows that the first hypothesis is that operating cash flow has a significant effect on
firms’ corporate profitability, as measured by ROA. Therefore, hypothesis one is accepted, as it
is determined by the positive impact of operating cash flow on corporate profitability. This is the
result of research by(Abughniem et al., 2020; Etim et al., 2022). While the results are contrary to
the results of the study (Liman and Mohammed, 2018).

3.3.2. Impact of operating cash flow on Return on Equity.

The results show the impact of operating cash flow on corporate profitability, measured
by ROE. The results show that corporate profitability measured by ROE is positively affected by
OCF, which is (Beta = 0.09909) when Sig is less than 0.05 for the ROE model. Thus, it shows
that the first hypothesis is that operating cash flow has a significant effect on firms’ corporate
profitability, as measured by ROE. Therefore, hypothesis one is accepted, as it is determined by
the positive impact of operating cash flow on corporate profitability. This is the result of
research by (Abughniem et al., 2020; Etim et al., 2022). While the results are contrary to the
results of the study (Liman and Mohammed, 2018). According to this result presented in Table
(4) shows that the hypothesis H1 is accepted.
4.Conclusion:

The purpose of this paper is to provide essential information about the effects of
operating cash flows on the profitability of companies listed on the Oman Stock Exchange
(ASE) for the years 2017 and 2021. Several economic models were tested to achieve the
objective of the study. The fixed least squares (PLS) method was the most appropriate method to
examine the study data and was used. They were operating cash flow as an independent variable.
On the other hand, for the dependent variable, corporate profitability, return on equity (ROE),
and return on assets (ROA) serve as variable indicators.

Based on the Oman Stock Exchange data, the findings revealed that operating cash flow
significantly positively impacts the return on assets (ROA) and equity (ROE) of 71 companies in
various Jordanian sectors. This result is consistent with both hypotheses of the study. So,
according to this result, each of the hypotheses (H1, H2) is accepted, while the hypothesis (HO)
is rejected.
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These results indicate that a balanced operating cash flow management policy in
different sectors positively impacts the profitability of emerging Jordanian companies.
Therefore, managers in different sectors should follow an appropriate strategy in operating cash
flow to increase profits because every for-profit institution works to increase profits. This result
gives an excellent signal to investors to make decisions about the future of their business.

At the same time, profitability is a factor in determining the company's sustainability,
which managers and other state institutions rely on for the company's survival. This type of
research is less available in the Middle East. Therefore, the number of studies conducted in this
field in Jordan is minimal, and we can consider this study, along with the study of Abughniem et
al. (2020), as the second study in this field.
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