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ABSTRACT  

This study explored the effect of corruption schemes on the operational cost of manufacturing companies. 

The study was conducted using the survey design. The key research elements involved in the study were the 

top management as well as employee of manufacturing companies operating in southern Nigeria quoted in 

the Nigerian Stock Exchange. The total number of employees spread across the entire manufacturing 

companies operating in the regions under the study are fifty thousand, three hundred and eighty -five 

(50,385) employees as reported in NSE Fact Book, 2016. The study sample was selected from the population 

using the Taro Yemani (1967) formula drawn across the entire seventy (70) manufacturing firms quoted in 

the Nigerian Stock Exchange. Data were obtained from both primary and secondary sources using the 

questionnaire and desk research. The ordinary least squares (OLS) simple regression analysis, percentages 

and coefficient of correlation statistical tools were used in testing the degree of relationship existing 

between the various variables in the research hypotheses and relevant questions raised in the study. Data 

gathered were presented and analysed using descriptive statistic for the purpose of establishing the 

variability of the responses to the survey instrument. This study has explored the effect of corruption 

schemes on the operational costs. The study has identified corruption as a universal phenomenon 

rampaging businesses as well as economies globally in both developed and developing countries. The study 

found that against the apriori expectations, corruption schemes have been found to have a very insignificant 

effect on the overall costs of doing business in the Nigeria economy. The researcher wishes to make the 

following recommendations based on the findings and conclusions drawn from this study:  Preventive 

controls such as segregation of duties, access rights and restrictions, effective supervision, strict and 

responsive authorization and approvals, frequent job rotation, compulsory holidays and annual vacations 

at all levels of the organization should be put in place to ensure that fraud and financial misconduct is 

prevented from occurring in the first instance. While significant check and balances should be put in place 

to ensure that the payroll reflects only those duly employed and are working in the organisation to minimize 

to the barest minimum the occurrence of payroll related schemes in companies. Lastly, recruitment and 

selection procedures should be designed to ensure that only qualified individuals with the right personal 

traits are employed into the organisations’ work force.    
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1.0 Introduction 

The cost of business to ordinary person includes the cost of labour, materials, research and development, 

overheads, taxes and so on. No business in the world includes the cost incur from losses to bribes and other 

forms of corruption scheme in the overall cost of carrying on their business and then report same in the 

determination of the bottom line or profit. Several businesses have failed over the years as a result of 

increased costs of doing business. Research by Kankpang (2015) found that, included on overall operational 

cost of an enterprise are different forms of corruption schemes which accounts for a huge portion of that 

costs.  

 

In accounting and finance, while reporting the cost of carrying on businesses, the cost of dishonesty are 

usually not recognised as there are basically a hidden cost which are to the detriment of the organisation, 

and as such does not appear in the financial statement even as it ultimately impacts the organization's 

operational efficiency as well as bottom line (profitability), especially in the use of resources. Bribery is a 

corruption scheme and a big form of dishonesty perpetrated by staff at all level in the workplace. Black 

dictionary defined the term corrupt as “to spoil, depraved, tainted, vitiated, debased amorally degenerated”. 
When used as a verb, to corrupt means “to change ones’ morals and principles from good to bad” (Black, 
1979). Well (2007) defined corruption as “as act done with the intent to give some advantage inconsistent 
with official duty and the right of others. Corruption schemes include but not limited to the following forms 

of fraudulent activities bribery, kickback, conflict of interests, overbilling schemes, diverting business to 

vendors, bid-rigging, economic extortion, illegal gratuities, purchase schemes, sales schemes, resources 

diversions and financial disclosures. The effect of financial crimes, corrupt practices and other forms of 

dishonesty and fraudulent acts by employees on the overall performance of the organization can be 

significant and decisive (Siegel, 1989). Many business organizations have gone bankrupt and shut down 

because employees have stolen the capital, profits and future of their employing organizations. Such fraud 

has observably been at the root of the failure of many corporate entities across the world. It is in the light 

of the significance of the effects of fraudulent practices that this study seeks to determine the extent to 

which corrupt practices by staff and other stakeholders affects the profitability of organizations.  

 

1.2 Statement of the problem  

Corruption is a severe and costly practice for businesses. Receiving and paying official and unofficial 

kickbacks accounts for several millions naira expended by businesses on a yearly basis. Paying official 

kickbacks to get businesses in today's business world arguably accounts for a major part of the cost of doing 

business. These fraudulent activities usually take the form of an employee obtaining bribe from a supplying 

agency and then adding the bribe amount as part of the cost of supplies thereby increasing the cost to the 

business. The effect of this form of dishonesty by staff is that it reduces the returns earned by the business 

from its operations by increasing the costs of the operations.  

 

These corrupt activities deprive business of large amounts of money or profit, or make businesses insolvent, 

or lead to increased economic, physical and social costs. All the above fraudulent activities are sources of 

risk because their occurrence are difficult to predict and when they occur, this could disrupt the operations 

of a business as well as carefully formulated plans of businesses thereby precipitating a chain of undesirable 

consequences.  
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1.3 Objectives of the study  

The major objective of this study is to determine the extent to which corruption schemes affects the 

operational cost of an organisation. The specific objectives are:   

To investigate the extent to which kickbacks received by employee affects the operational cost. 

To examine the extent to which overbilling scheme by employee affects operational cost.  

To assess to what extent does the purchase schemes by employee affect operational cost. 

 

1.4 Research hypotheses 

 The following null hypotheses have been formulated for the study:  

Kick back received by employee does not have a significant effect on the operational costs of businesses.  

The operational cost of businesses is not significantly affected by overbilling schemes.  

Purchase schemes by employee will not have a significant effect on the operational cost of businesses.  

 

1.5 Significance of the study 

The results from this study provides a guide to corporate organizations, manufacturing firms, the  academia, 

to develop skills, professional attitude and knowledge in ensuring quality administration to an organization 

and competency of employees towards upholding organizational ethics to ensure reducing anticipated 

fraudulent practices to the least ways possible in an organization   

 

2.0 Literature Review and Theoretical Framework   

2.1 Meaning of fraud  

Fraud could be defined as a deliberate action perpetrated by a person aimed at securing an unfair or unlawful 

profiting. It involves undermining public trust and the damaging of a firm's reputation for integrity (Garner, 

2004; KPMG Forensic, 2004 cited in Kankpang, 2011). Fraud is a calculated misrepresentation of facts 

involving the use of words, actions or concealment of facts aimed at obtaining unmerited advantage. It is 

the perpetration of dishonesty in conduct or words. For fraud to take place, the victim must suffer some 

form of financial loss to the advantage of the fraudster (Clemency, 2002). According to Kankpang (2011), 

Garner (2004) and KPMG Forensic (2004) fraud can be categorized into fraudulent financial reporting 

which involves improper revenue recognition, overstatement of assets and understatement of liabilities, 

misappropriation of assets involving embezzlement, payroll fraud, external theft, procurement fraud, 

royalty fraud as well as counterfeiting. They further identified another category of fraud to include revenue 

or assets gained by fraudulent or illegal acts. Accordingly, they argued that this form of fraud may take the 

form of over-billing  

customers, deceptive sales practices, accelerated revenue and bogus revenue.  

 

Yet another category of fraud is expenses or liabilities avoided by fraudulent or illegal acts.  This category 

of fraud and abuse may be perpetrated through tax fraud, wage and hour abuses, falsifying compliance data 

provided to regulators as well as the use of ghost workers (Uchenna & Agbo, 2013). Other forms of fraud 

perpetrated by employee or senior management staff of organisations identified by Ebong (2005) and Gates 

and Jacob (2009) include expenses or liabilities incurred for fraudulent or illegal acts which take the form 
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of commercial or public bribery, kickbacks. The last forms of misconduct perpetrated by employee include 

conflict of interest, insider trading, discrimination, theft of competitor trade secrets antitrust practices, 

environmental violations. Fraud has been described as the application of deception as its principle modus 

operandi to obtain from a victim his procession (Well, 2007).  He argued that, there are three ways to 

illegally relieve a victim of his money: force, trickery or larceny. All those offenses which employ trickery 

are frauds. Since deception is the Linchpin of fraud, we will include Webster's synonyms: "Deceive" implies 

imposing a false idea or belief that causes ignorance, bewilderment or helplessness; "mislead" Implies a 

leading astray that may or may not be intentional, "delude" implies deceiving so thoroughly as to obscure 

the truth, "beguile" stresses the use of charm and persuasion in deceiving".  

 

2.1.2 Causes of fraud  

Several factors have been adduced as the causes of fraud, but the near absence of a commonly accepted 

meaning of fraud stands out as the singular most important cause of fraud (Okoye & Gbegi, 2013; 

Nwankwo, 1991). This is because it is at times used synonymously with, or as a subset of the much broader 

concept of corruption. To effectively eliminate, manage or reduce the occurrence or incidence of the burden 

when fraud occurs, the first stem is the identification of the causes of the frauds (Adenubi, 1995; Osuagwu, 

2012). Okaro, Okafor and Ofoegbu (2013) while collaborating Adenubi and Osuagwu added that the nature 

of fraud which involves complex intricacies and high level conspiracy and deception makes the effective 

identification of the causes of fraud a difficult task for both managers and practitioners alike.  

 

Severally factors have been identified as the reasons for the perpetration of fraud in organisations. These 

factors have been categorized into societal, personal, organisational and others (Agbase, 2000; Okoye & 

Gbegi, 2013). They further decomposed societal causes into family background, norms, morals, friends and 

individual’s level of sophistication. Further decomposition of the personal factors identified traits, nature 
and quality of training, level of income, education level attained, ambition and gaols, while the 

organisational factors included remuneration, control systems, responsibilities and career prospects. The 

last group of causes of fraud included individual’s interest, vulnerability in terms of outside influence and 
legal penalty. Other causes of fraud as identified include the increasingly internationalization of 

financialmarkets and institutions alike. As regards the internalization problem, factors such as the impact 

of new technology and telecommunication have become new avenues as well as more opportunities for the 

perpetration of fraudulent acts by individuals. Nowhere is fraud more obvious than in computer and 

information technology (Agbase, 2000). Uzoka (1995) argued that fraud is in the increase and will continue 

to increase because it is a part of everyday life. He also posited that record of transactional operations across 

the world indicates that payrolls, bribery and extortion are often the normal way of doing business in 

developed and developing countries alike. Human variance such as the insatiable appetite to amass wealth 

and the desire to get rich quick to join the Joneses are other cause of fraud in developing as well as developed 

societies (Adeniyi, 1999; Hamilton & Gabriel, 2012).  

 

Another set of important factors contributing to the increase in fraud incidence social and economic 

conditions as good players in the game of fraud. More importantly, of these social factors he identified 

unemployment, widening social sanctions or misplaced social value as the most pervasive causes of fraud. 

Corporate culture or lack of it is also partly to blame for the explosion in the growth of corporate fraud. 
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Lack of internal control systems within organizations account for majority of the corporate frauds recorded 

in recent times. It is therefore conclusive that the causes of fraud can be classified into four groups including 

societal, personal, organizational and others factors (Nia, 2015; Ijeoma & Aronu, 2013). Ojo (2008) in his 

part argued that the causes of fraud and forgeries in organizations including banking transactions and 

manufacturing companies can be categorized into two major categories namely: the institutional or 

endogenous factor and the environmental or exogenous (social) factors.  

 

Several institutional factors such as weak accounting system, poor supervision, rules disobedience, poor 

information technology, weak personnel policies, poor salaries structure and conditions of service, general 

work place frustration, employee refusal to abide by the rules of engagement, firms reluctant to report fraud 

due to perceived negative publicity or image, experience of staff, inadequate infrastructure, training and 

retraining, book keeping, etc have identified as the organisational factors responsible for the growing rate 

of employee fraud in the work place (Kochanova, 2012; Idolor, 2010). Idowu (2009) and Ogbunka (2002), 

environmental factors are a set of causes of fraud that cannot be linked to the directly and isolated to the 

operating environment of an organization. They argued that these factors usually exhibit themselves in the 

following forms in the typical organization and identified them to include the penchant to get rich quick, 

slow and tortuous legal process as found Nigeria, poverty and the widen fissure between the affluent and 

the poor, job insecurity. Others include peer group pressure, societal expectations, etc. While collaborating 

them, Idolor (2010) identified some additional environmental factors to include increased financial burden 

on individuals and stiff competitiveness in industries which allows organizations to perpetrate fraudulent 

acts with the intension of earning increased profitability and satisfying stakeholders.  

 

2.1.3 Fraud prevention strategies  

Welsh and& Farrington (1995) offer four crime prevention strategies: situational, developmental, 

community and criminal justice prevention. Situational strategy refers to surveillance techniques using 

employees, alarms or video monitors. A Developmental, Strategy involves examining the root causes of 

crimes against businesses such as juvenile delinquency, poverty and economic cycles. Community 

strategies utilize various social experiments and neighbourhood watch programs. Criminal Justice 

prevention programs develop partnerships between law enforcement and the community.  

 

A model program in New York City (Kugel, 2003) designed to help bodegas (Mom and Pop grocery stores) 

by installing security cameras secured backing from the mayor and the police. According to a survey by a 

bodega owner's association, nearly 35 percent of crimes went unreported to police. Despite the fact that 

bodega owners typically do not report crime to police, a recent surge in killings during robberies prompted 

store owners to become more involved in working with law enforcement (Kugel, 2003). Among retailers, 

liquor stores report higher rates of employee injury or death than other types of retail establishments 

(Casteel, 2004). Comparing two groups of stores, one with an environmental design intervention and the 

other group without, researchers found a significant reduction in robberies and shoplifting among stores 

using environmental design.  Environmental design programs utilize structural design methods for both 

outside buildings as well as interior layouts. Without cover, criminals are more visible to surveillance 

cameras and security guards and it is also more difficult to surprise employees on duty.  
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The best strategy to defend against business crime should focus on preventive measures. For many 

businesses, simple actions such as improving security lighting or requiring employee identification may 

reduce crime. Crime preventive actions can be categorized into external measures, to include security 

lighting, surveillance cameras, locks, and key control; employment policies that include background checks, 

drug testing, employee identification, and separation of duties; computer defences that include secure 

websites, access authorizations through secure passwords, computer firewalls, and secure Internet 

payments. Finally, everyday work practices such as keeping minimal amounts of cash on hand, requiring 

employee identification, paying everything by check and not delegating check signing provide basic 

defences against internal and external crime.  

 

2.1.4 Investigation, detection and deterrence of fraud in Nigeria  

There are several techniques or strategies that organizations can adopt for the mitigation of corruption and 

fraud in their systems. These strategies affect those frauds perpetrated by staff and those committed by 

outsiders as well as those perpetrated through corroboration between staff and customers and even non- 

customers.  Some of the strategies include: undercover investigation, penetrating for job placement, 

surveillance  (through human eyes, electronic, camera, CCTV, surveillance log, the stationary surveillance, 

short –term surveillance, very temporary surveillances, hardware used in stationary surveillances, the 

moving surveillance, foot surveillance, public conveyance surveillance, auto surveillance, hardware Used 

in Moving Surveillance, moving and stationary surveillance (Akinade, 2015; Kankpang 2015). Others 

include check –pointing, background investigations, pre-hire investigations, past employment verification, 

the neighbourhood checks, post-hire screening, employment verification and reference letters, on-going 

investigations, discovering covert crimes, refund letter circularization programme, daily audit of cash 

registers, integrity testing, bank cheque reconciliation, cash counts ,exit interviews, checking for “ghost” 
employees, verification of vendor or resource, intelligence surveillance, physical inspections, suggestion 

box and award systems, odometer checks, shoplifting surveillance   

 

2.2 Theoretical framework

This study is anchored on the rational choice theory, fraud triangle theory and the theory of employee theft  

 

2.2.1    Fraud triangle theory 

The fraud triangle theory developed by Donald Cressey in 1950, a criminologist, stated the study of fraud 

by arguing that there must be a reason behind everything people do. Questions such as why people commit 

fraud led him to focus his research on what drives people to violet trust? He interviewed two hundred and 

fifty criminals in a period of five months whose behaviour whose behaviour meets two criteria (i) initially, 

people are accepting responsibility of trust in good faith and (ii) circumstances makes them violet the trust. 

He relates that three factors (pressure, opportunity and rationalization) must be present for an offence to 

take place. Cressey further states the following: Trust violators, when they conceive of themselves as having 

financial challenges that is non-sharable and have knowledge or awareness that this problem can be secretly 

resolved by a violation of the position of financial trust. Also they are able to apply to their own conduct in 

that situation verbalizations which enable them to adjust their conception to themselves as trusted persons 

with their conceptions of themselves as users of the entrusted funds or property (Crassey 1953).     
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2.2.2    Rational choice theories  

This theory was developed by Marcus Felson and Lawrence Cohen (1968) (cited in Felson & Clarke, 1998). 

They argued that the rational choice theories are applicable to employee fraud by combining elements of 

classical theory as well as economic theory in explaining the criminal behaviour of individuals. From a 

classical perspective, human beings are considered inherently reasonable and pleasure-seeking beings who 

logically calculate the potential costs and benefits of a given act (Beccaria, 1764 cited in Hollinger & Davis, 

2007). Being self-satisfiers, human beings will logically make decisions that will avoid pain and give them 

maximum amount of pleasure, even if it means violating the rules and regulations (Bentham, 1789 cited 

Hollinger & Davis, 2007). Employee steals from their employers when they perceived an opportunity to 

take advantage of that has a limited risk of being detected or caught. The perpetration of the act of stealing 

by employee is usually supported by a high potential for personal benefit to the defaulting employee. While 

building upon the classical theory principles, traditional rational choice theories used an economic model 

to affirm that employees were self-interested offenders primarily influenced by the pursuit of monetary 

profiting.  

 

Hollinger and Clark (1983) study concluded that most employees do not perpetrate dishonest behaviour in 

response to non- work financial pressures. This conclusion may not apply in today. In reality, as personal 

liability increases, the modem employees may be feeling much stronger financial burden than their 

contemporary did two decades ago. Many individuals today are acutely indebted to different people. In a 

study conducted by Donald Cressey (1993), he found that employees who violated trust did so as a result 

of some personal financial problem that could not be shared with another person. Some of the causes of 

these external financial challenges could include incurring a sizable gambling debt, involvement in an 

expensive love affair, clandestinely addicted to drugs, or made a bad financial mistake with the company's 

assets. All of the above are examples of non-sharable problems' which precipitated the 'borrowing' of a 

large amount of their employer's money to solve these personal problems.  

 

2.2.3   Theory of employee theft 

This theory was developed by Hollinger and Clark (1983). The theory holds that employees steal primarily 

as a result of work place conditions, and that the true costs of the problem are vastly under stated:  

 

In reviewing the literature on employee theft, Hollinger and Clark (1983) concluded that experts had 

developed five separate but inter-related sets of theories of employee theft. The first was external economic 

pressures, such as the "unsharable financial problem" that Cressey (1993) described. The second theory was 

that contemporary employee specifically the young ones are not as hardworking and honest as those in past 

generations. The third theory advocated primarily by those with years of experience in security and 

investigative industry was that every employee can be tempted to steal from his employer. This theory 

basically assumes that people are greedy and dishonest by nature. The fourth theory was that job 

dissatisfaction is the primary cause of employee thefts and the fifth is that, theft occurs because of the 

broadly share formal and informal structure of organizations. That is, over time the group norms-goods or 

bad-become the -standard of conduct. The sum of the above theories concludes that the fourth theory was 

corrects (Wells, 2007). 
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3.0 METHODOLOGY 

3.1 Research design  

The study was designed as a survey. It adopted a cross - sectional survey in order to describe the nature of 

the universe or population, as well as determine the nature of relationships between variables at a given 

point in time. The justifications for adopting this research include the fact that the characteristics of the 

universe are known, the geographical area of the survey was well defined, the respondents are large in 

number and the fact and that the respondents are located in widely scattered and diverse locations. Given 

the foregoing, the survey designs supported by selected case studies were the most appropriate structure to 

apply in this study. Under this design, a wide array of written and verbal responses was obtained from the 

respondents through the use of questionnaire and interviews.  

 

3.2 Population of the study  

The key research elements involved in the study were the top management as well as employee of 

manufacturing companies operating in southern Nigeria quoted in the Nigerian Stock Exchange. The 

population was designed to capture the entire management and employees of quoted manufacturing 

companies spread across the three geo-political regions of south- south, south-east and south -west 

geopolitical regions. The total number of employees spread across the entire manufacturing companies 

operating in the regions under the study are fifty thousand, three hundred and eighty -five (50,385) 

employees as reported in NSE Fact Book, 2016. In the light of the above, the study population was the 

50,385 members of staff and management of the manufacturing companies located in southern Nigeria. 

This is represented in appendix 1: 

 

3.3  Sampling procedures and sample size determination  

The sampling frame for this study was the list of top management and staff of the selected manufacturing 

companies under the study. This was designed to capture the entire 70 manufacturing companies operating 

in the three geopolitical regions in southern Nigeria. In order to determine the sample size for the study, 

The Taro Yemani's (1967) formula was used.  

 

According to Eboh (2009), Taro Yamani provides a simplified formula for calculating the sample size for 

a study. This is given as:  

S = N/l + N(er)    S = 50,385/1 + 50,385(0.0025)  

S = 50,385/1 + 125.9625   S = 50,385/ 126.9625 = 397  

From the above, the survey sample was 397 respondents selected randomly from the study population. This 

sample cuts across the entire seventy manufacturing companies quoted in the Nigerian Stock Exchange as 

shown in appendix one (1). A minimum of five set of instruments (questionnaire) and a maximum of six 

set of instrument (questionnaire) were administered in each of the company’s offices where the study was 
conducted. This was obtained by dividing the sample of 397 by the seventy (70) companies quoted in the 

Nigerian Stock Exchange (NSE). This arrived at 5.67 that is approximately 6 copies of questionnaire.   

 

3.4  Methods of data collection and data sources  

The study is based on primary data obtained through questionnaires administered to respondents and 

documents analysis. The questionnaire is distributed using the drop and pick later method. This method 
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required that the questionnaire is distributed to the respondents and collected later to give the respondents 

reasonable time to respond to the questions appropriately, properly and responsibly. The questionnaire is 

administered by hand as well as through emails in some cases and is accompanied by an introduction letter 

explaining the purpose of the study. The questionnaire contains four sections. Section A contain fraudulent 

activities that affect the profitability of manufacturing companies, section B contains environmental factors 

affecting the occurrence of employee fraud in manufacturing companies. Section C of the instrument 

contained fraud preventive strategies that affect the occurrence of employee fraud while section D contains 

the respondent’s demographics. The  questions were statements raised to determine respondents opinion on 
the study matter separated by five point Likert scale with the aim that respondents would choose a number 

from the scale which identified their of agreement with any of the issues raised in the specific question. A 

score of 1 represents very low extent opinion, 2 represents low extent, 3 represents average extent, 4 

represents high extent and 5 represents very high extent opinion. The Likert scale score of 1-5 is suggested 

because the items are judged on a single dimension scale having equal intervals.     

 

3.5   Sources of data  

Data were collected from two sources: primary and secondary. The basic data and information were 

collected through field survey with mangers as well as other staff of manufacturing firms in southern Nigeria 

as the key respondents using the survey instrument of questionnaire. Published data and information were 

relied upon during the research from sources including library, journals, reports and research publications 

gathered from annual reports and accounts of quoted manufacturing companies operating in the three geo-

political regions of south-south, south –east and south west respectively. This data was gathered from the 

Nigerian Stock Exchange Fact Book 2016. 

 

3.6  Statistical techniques  

The ordinary least squares (OLS) simple regression analysis, percentages and coefficient of correlation 

statistical tools were used in testing the degree of relationship exiting between the various variables in the 

research hypotheses and relevant questions raised in the study. Data gathered were presented and analysed 

using descriptive statistic for the purpose of establishing the variability of the responses to the survey 

instrument. 

 

3.7  Model specification  

To examine the effect of corruption measured by Kick Back (KB), Overbilling Scheme (OBS) and 

Purchases Scheme (PS) on the operational costs of manufacturing companies in Nigeria measured by Cost 

of Sales (COS), the linear regression equations below were adopted. The variables used in the study were: 

KB = Kick Back   

OBS = Overbilling Scheme  

PS= Purchases Scheme  

Where KB, OBS PS were the corruption scheme adopted in the study; 

COS = Cost of Sales   

Where COS is the measure of operational costs used in the study.  

The model adopted for this study is simple regression analysis. The model was crucial against the backdrop 

that the study aims to evaluate how each the corruption schemes variables of KB, OBS and PS affects the 
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operational costs of manufacturing companies. It establishes the effect of schemes variable on COS as a 

measure of manufacturing companies’ operating costs.  The general form of the model states as thus:  

P   = ƒ (KB, OBS, PS)...............................................................................................  (1) 
Pi   = b0 + b1KB + b2OBS+ b3PS  + ei   ..................................................................... .(2) 

Model 3:  

 COS  =  b0 + b1KB +  ei................................................................................................................ (3) 

Model 4:  

COS =  b0 + b1OBS +  ei............................................................................................................. (4) 

Model 5: 

COS =  b0 + b1PS +  ei................................................................................................................... (5) 

Where  

KB = Kick Back   

OBS = Overbilling Scheme  

PS= Purchases Scheme  

Where KB, PBS and PS were the corruption scheme adopted in the study; 

COS = Cost of Sales  

ei      = Error term  

 From the above, equation 3 (model three) to five are the models of the effect of corruption schemes 

on the operational costs (COS) of manufacturing companies in Nigeria. 

 

3.8  Instrument Validation  

In order to assure validity of the content of the survey instrument, the instrument was presented to some 

professional experts in accounting, forensic analysis and other professionals to critically evaluate and 

ascertain that the items on the instrument were adequate and related to the attainment of the study objectives 

and the hypotheses which were required to be tested in the study. The experts were given the instrument to 

express their opinion on the items in the instrument to determine if they would be adequate in generating 

data required to test the hypotheses. The instrument was also evaluated by the researcher’s supervisor.  
 

3.9 Instrument reliability test 

In order to establish the consistency or reliability of the responses to the survey instrument, the test – retest 

model was adopted. In order to conduct this test, ten randomly selected respondents were selected to 

complete the questionnaire. To determine how reliable their responses were, the same set of respondents 

were re-administered the instruments with an interval of two weeks in-between the two set of 

administration. At the end of the exercise, the product moment correlation coefficient was calculated with 

the result showing the extent of relationship between the two set of responses. The result of r was 0.84 

therefore showing a high degree of relationship between the sets of responses thereby indicating that the 

responses are reliable.  

 

4.0 Presentation and analysis of data 

4.1 Data  

Data were collected through the deployment of structured questionnaires. A total of 397 questionnaires 

were administered to selected officers of the manufacturing companies used for this study. Out of this 
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number, 292 respondents representing 73.55 per cent of the entire respondents completed the instrument in 

a reasonable manner that could provide the required data for the study. Arising from the above, the rest of 

the analysis was based on the 292 respondents. Modeling employee fraud through kick back (KB), 

overbilling scheme (OBS), purchases scheme (PS) using operational cost measured by cost of sales (COS) 

as dependent variable using the ordinary least square method 

 

 

 

TABLE 1 

Variable  Estimated 

coefficient  

Standard error t-value Sig.  

    Constant term  36.380 7.946 4.579 .000 

    Kickback -.503 .551 -.912 .362 

    Overbilling  .201 .554 .363 .717 

   Purchase  -1.797 .542 -3.316 .001 

   Rho .258    

   R2 .067    

  Adjusted r2 .054    

   F-statistic 5.134    

   DW .513    

Predictors: (Constant), kickback, overbilling and purchase  

Dependent variable: Cost of sales  

Source: SPSS version 22 Result  

 

This Model which report the OLS multiple regression equation adopted for the study. The model had Cost 

of Sales (COS) as the dependent variable. The independent variables were Kick back (KB), Overbilling 

Scheme (OBS) and Purchases Scheme (PS). The model measures the combined effect of kickback (KB), 

Overbilling Scheme (OBS) and Purchases Scheme (PS) on the operational costs of manufacturing 

companies measured by Costs of Sales (COS). The result of the Durbin-Watson (DW) is 0.513. This figure 

is below 2 and showed that there is threat of independent error for the equation and the presence of auto-

correlation. The result also shows a F-statistics of 5.134 indicating that the model employed to explain the 

variations is adequate and significant at p <0.001.  This reveals that the model is capable of explaining 

variability in the variables. The result further shows a negative coefficient for two of the variables kick back 

(KB), and Purchases schemes (PS) with a coefficient of -0.503 and -1.797 respectively. The coefficient for 

Overbilling scheme (OBS) was found to be positive. The above result indicates that the two negative 

coefficients contradict the apriori expectation that the corruption schemes of kick back, and purchase 

schemes will have positive effect the operational costs of manufacturing companies. The positive 
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coefficient obtained for Overbilling scheme (OBS) indicates that the occurrence of overbilling scheme in 

manufacturing companies is usually not significant to cause a positive effect on the operational costs.  

 

Further review of the result indicates that only Purchase scheme (PS) was found were found to be significant 

at 5% level with (p< 0.001) while kick back (KB) and Overbilling scheme (OBS) were insignificant at 5% 

level. The foregone result therefore suggests that manufacturing companies’ operational costs measured by 
cost of sales (COS) is not significantly affected corruption schemes perpetrated by employee in the 

companies.    

 

4.2 Test of hypotheses  

Hypothesis one: 

Ho: Kick back received by employee does not have a significant effect on the operational costs of 

businesses.  

 

HA: Kick back received by employee has a significant effect on the operational costs of   businesses. 

This hypothesis set out to determine whether corruption through kick back received by employee has a 

significant effect on the operational costs of businesses measured by costs of sales (COS). The result shows 

a calculated t- statistic of -0.912 with a p-value of 0.362 indicating an insignificant negative effect of kick 

back on COS.  Therefore, the null hypothesis stands accepted that kick back does not have a significant 

effect on the operational costs of businesses.  

 

Hypothesis two:  

Ho: The operational cost of businesses is not significantly affected by overbilling schemes. 

HA: The operational cost of businesses is significantly affected by overbilling schemes. 

In response to the second hypothesis, we carried out a study to determine whether corruption schemes 

perpetrated by employee through overbilling of supplies and contracts as well as job awards has a significant 

effect on the operational costs of businesses measured by cost of sales. The result shows a calculated t-value 

of 0.363 with a p-value of 0.717. The implication of the above result is that corruption schemes through 

overbilling has an insignificant effect on the operational cost of businesses measured by cost of sales. 

Arising from the above, the null hypothesis that the operational costs of businesses (COS) of businesses is 

not significantly affected by overbilling by employee stands accepted.    

 

Hypothesis three:  

Ho: Purchase schemes by employee will not have a significant effect on the operational cost of 

businesses.  

HA:  Purchase schemes by employee have a significant effect on the operational cost of businesses.  

In the third hypothesis, the study set out to explore statistically whether corrupt practices through purchases 

schemes has a significant effect on the operational costs of businesses measured by costs of sales (COS). 

The Calculated t-statistic shows a value of -3.316 with a p-value 0.001. This result indicates that corruption 

schemes measured by Purchase schemes Purchase schemes by employee will not have a significant effect 

on the operational cost of businesses. has a significant negative effect on the operational cost of businesses. 
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By implication, the null hypothesis that purchases schemes by employee will not have a significant effect 

on the operational cost of businesses stands rejected. 

 

5.0 Summary of major findings, conclusion, recommendations 

This study has explored the effect of corruption schemes on the operational costs. The study has identified 

corruption as a universal phenomenon rampaging businesses as well as economies globally in both 

developed and developing countries. The study found that against the apriori expectations, corruption 

schemes have been found to have a very insignificant effect on the overall costs of doing business in the 

Nigeria economy. Although employee corrupt practices perpetrated through kick back, overbilling schemes 

and purchase schemes affects the cost of doing business but their effect is not significant and cannot be said 

to be a major driver of the cost of doing business in the manufacturing industry in Nigeria but its remains a 

key socio-economic constraint to doing business in Nigeria. Adequate policy measures towards personnel 

control should be enacted at the top management viz-a-viz segregation of duties, access rights and 

restrictions, effective supervision, strict and responsive authorization and approvals, frequent job rotation, 

compulsory holidays and annual vacations at all levels of the organization should be put in check fraud 

possibility and financial misappropriations. Significant check and balances should be put in place to ensure 

that the payroll reflects only those duly employed and are working in the organisation to minimize to the 

barest minimum the occurrence of payroll related schemes in companies and lastly, recruitment and 

selection procedures should be designed to ensure that only qualified individuals with the right personal 

traits are employed into the organisation work force.    
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Appendix 1 

List of quoted manufacturing companies operating in Nigeria 

S/N Name Location Industry No of Staff  

1. African Paints Nigeria Limited  Lagos  Manufacturing  18 

2. Berger Paints Nigeria Plc  Lagos  Manufacturing  241 

3. Chemical and Allied Product (CAP) Plc  Lagos  Manufacturing  212 

4. Dangote Cement Plc  Lagos  Manufacturing  3,428 

5. DN Meyer Plc  Lagos  Manufacturing  145 

6. First Aluminium Nigeria Plc   Lagos  Manufacturing  278 

7. IPWA Plc  Lagos  Manufacturing  116 

8. Paints and Coating Manufacturers of 

Nigeria  

Lagos  Manufacturing  113 

9. Portland Pints and Products Nigeria Plc  Lagos  Manufacturing  194 

10. Premier Paint Plc  Ogun  Manufacturing  35 

11. Lafarge Cement (WAPCO) Nigeria Plc  Lagos  Manufacturing  821 

12. Cutix Plc  Nnewi/Anam

bra  

Manufacturing  170 

13. Nigerian Wire and Cable Plc  Ibadan/Oyo Manufacturing  122 

14. Avon Crowncaps and Containers Plc Lagos  Manufacturing  775 

15. Poly Products Nigeria Plc Lagos  Manufacturing  174 
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16. Beta Glass Plc  Lagos  Manufacturing  647 

17. Greif Nigeria Plc Lagos  Manufacturing  32 

18. West Africa Glass Plc Rivers Manufacturing  6 

19. Nigerian Ropes Plc Lagos  Manufacturing  121 

20. Nigerian Sewing Machine Mfg. Co. Plc  Lagos  Manufacturing  86 

21. Stokvis Nigeria Plc  Lagos/ Imo Manufacturing  32 

22. BOC Gases Nigeria Plc  Lagos  Manufacturing  98 

23. Aluminium Extrusion Industry Plc Imo Manufacturing  75 

24. Aluminium Manufacturing Company Plc Lagos  Manufacturing  85 

25. Thomas Watt Nigeria Plc   Lagos  Manufacturing  47 

26. OMATEK Ventures Plc Lagos  Manufacturing  58 

27. Pharma Deko Plc Ogun  Manufacturing  118 

28. Nigeria – German Chemicals Plc Ogun  Manufacturing  248 

29. Neimeth Internationals Plc  Lagos  Manufacturing  274 

30. May and Baker Nigeria Plc  Lagos  Manufacturing  338 

31. Glaxosmithkline Consumer Nigeria Plc  Lagos  Manufacturing  347 

32. Fidson Healthcare Plc Lagos  Manufacturing  284 

33. Evans Medical Plc  Ogun  Manufacturing  325 

34. Morrison Industry Plc  Lagos  Manufacturing  71 

35. Unilever Plc  Lagos/ Ogun/ 

Rivers/ Abia  

Conglomerate  1,240 

36. PZ Cussons Nigeria Plc Lagos/Ogun 

/Rivers/Abia 

/Kano 

Conglomerate  2,921 

37. Vono Products Plc   Lagos  Manufacturing  82 

38. Vitafoam Nigeria Plc  Lagos  Manufacturing  541 

39. Nigeria Enamel Wear Plc  Lagos  Manufacturing  478 

40. Nestle Nigeria Plc  Lagos/Ogun  Manufacturing  2,088 

41. Cadbury Nigeria Plc  Lagos/Ogun/ 

Kaduna  

 Conglomerate  935 

42. UTC Nigeria Plc  Lagos  Conglomerate  89 

43. Union Dicon Salt Plc Lagos  Manufacturing  66 

44. Northern Nigerian Flour Mills Plc  Kano Manufacturing  361 

45. National Salt Company of Nigeria Plc   Lagos  Manufacturing  526 

46. Multi-trex Integrated Foods Plc Ogun  Manufacturing  347 

47. P. S. Mandrides Plc Kano  Manufacturing  58 

 

TABLE 3.1 contd. 

S/N Name Location Industry No of staff  

48. Honeywell Flour Mills Plc Oyo/Lagos  Manufacturing  158 

49. Flour Mills of Nigeria Plc  Lagos/Calabar

/ 

Manufacturing  3,815 
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Kano 

50. Dangote Sugar Plc  Lagos  Manufacturing  682 

51. Dangote Flour Plc Lagos  Manufacturing  4,456 

52. Seven- up Bottling Company Nigeria Plc   Lagos  Manufacturing  3,793 

53. Premier Breweries Plc Anambra  Manufacturing  188 

54. Nigerian Breweries Plc  Lagos/ Enugu  Manufacturing  3,214 

55. Jos International Breweries Plc  Jos Manufacturing  145 

56. International Breweries Plc Osun  Manufacturing  392 

57. Guinness Nigeria Plc  Lagos/Benin  Manufacturing  1,476 

58. Golden Guinea Breweries Plc Abia Manufacturing  557 

59. Champion Breweries Plc Uyo  Manufacturing  647 

60. UAC Nigeria Plc  Lagos Conglomerate  4,829 

61. Livestock Feeds Plc  Lagos  Manufacturing  387 

62. FTN Cocoa Processing Plc Lagos  Manufacturing  178 

63. Adswitch Plc Anambra  Manufacturing  56 

64. Afrik Pharmaceutical Plc Imo  Manufacturing  86 

65. Rokanna Industry Plc Imo  Manufacturing  63 

66. McNichols Consolidated Plc  Ogun  Manufacturing  39 

67. The Okomu Oil Palm Company Plc  Edo  Manufacturing  717 

68. Presco Plc  Edo  Manufacturing  3,644 

69. Challarams Plc Lagos  Conglomerate  655 

70. John Holt Plc  Lagos  Conglomerate  342 

 Total    50,385 

Source: Nigerian Stock Exchange Fact Book, 2016 

 

 

 

 

  


