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Abstract

This study examines the impact of environmental and social costs on performance of Nigerian manufacturing
companies. With the use of secondary data, sourced from ten (10) randomly selected firms” annual report and
financial summary 2014. The study makes use of t- test of Spss version 20 for the analysis of collected data.
Finding from the analysis shows that the sample companies environmental and social cost significantly affect
Net profit margin, Earnings per share and Return on capital employed of manufacturing companies. The
researchers recommended that government should ensure complete adherence of environmental laws by
manufacturing companies in Nigeria.
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1. Introduction

The state of the world’s environment and the impact of mankind on the ecology of the world at large have led to
the increased public concern and scrutiny of the operations and performances of companies. Companies are now
expected to be able to demonstrate that they are aware and addressing the impact of their operations on the
environment and society in general. The rapid growth in business activities has brought the need for companies
to disclose their’ environmental and social activities in the annual report and accounts under corporate social
responsibility. In this regards, businesses are expected to take into cognizance a wide array of social interests and
expenditure on environmental activities.

In the light of increasing deleterious effects of environmental pollution, great importance is attached not only to
the financial aspects (profitability) of companies but also to its environmental and social impact. The
understanding of Corporate Social Responsibility (CSR) and its wide coverage made it to emphasize on
responsibility towards the company’s employees, local community, society and the future generation, Malgorzata
and Agnieszka (2013).

With the present regulations on environmental management in Nigeria, manufacturing companies are subjected
to comply with the environmental regulation. By so doing, they incur costs, whether this cost improve or reduce
financial performance is the central question that will be explored by this research

1.1 Problem of the Study

The increasing concern about environmental degradation and resources depletion. (especially in the Niger Delta
area) is a source of worry. And also, many manufacturing companies in Nigeria are usually faced with youth
restiveness as a result of unemployment, and non-availability of social amenities. This has led to series of
vandalization of Oil pipelines and other valuable companies’ properties. The above problem could be averted if
the manufacturing companies manage their social and environmental cost efficiently and effectively. It is in the
light of the above that the researcher deemed it fit to carry out an empirical study on how the manufacturing
companies can manage their environmental and social cost and at the same time break-even.

1.2 Obijective of the Study

The main objective of this paper is an assessment on the impact of environmental and social costs on the
performance of manufacturing companies in Nigeria.
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Specifically, the objectives include:

To determine the significant effect of environmental and social cost on:

i. Net profit of the manufacturing company

ii. Return on capital employed (ROCE)

iii. Earnings per share (EPS)

1.3 Hypotheses

For the purpose of this paper, the following null hypotheses have been formulated:

1). Ho: Environmental and social cost has no significant effect on the Net profit margin(NP) of manufacturing
companies.

2). Ho: Environmental and social cost does not significantly affect Return on capital Employed (ROCE) of
manufacturing companies.

3). Ho: Environmental and social cost (ESC) has no significant effect on the Earnings per share (EPS) of
manufacturing companies.

2. Literature Review
2.1 Conceptual Framework

Environmental and social cost accounting, social accounting otherwise known as (social accounting and auditing,
social and environmental accounting, corporate social responsibility reporting, non-financial reporting or
accounting) “is the process of communicating the social and environmental effects of organizations’ economic
actions to particular interest group within the society and to society at large” (Gray, Owen, & Mannders, 1987).
They further emphasized that the social accounting entails corporate accountability. In the words of Crowther
(2000), social accounting is an “approach to reporting a firm’s activities which stresses the need for the
identification of socially relevant behaviour, the determination of those to whom the company is accountable for
its social performance and the development of appropriate measures and reporting techniques.

On the other hand, environmental accounting according to Gray, Owen, and Adams (1996) “is a subset of social
accounting, focuses on the cost structure and environmental performance of a company”. It principally describes
the preparation, presentation and communication of information related to an organization’s interaction with the
natural environment. They further stated that environmental accounting is most commonly undertaken as
voluntary self -reporting by companies, third-party reports by government agencies NGOs and other bodies posit
to pressure for environmental accountability.

Accounting for impacts on the environment may occur within a company’s financial statements, relating to
liabilities, commitments and contingencies for the remediation of contaminated lands or other financial concerns
arising from pollution.

2.1.1 Benefits of Implementing Social Accounting Practices by Companies

Social accounting for the purpose of management control is designed to support. and facilitate the achievement
of an organization’s own objectives.

In the words of (Gray, 2000), organizations are seen to benefit from implementing social accounting practices in
a number of ways, example:

> Increased information for decision making

» More accurate product or service costing

» Enhanced image management and public relations
> ldentification of market development opportunities
» Maintaining legitimacy

The society is also seen to profit from the implementation of a social and environmental accounting in many
ways, thus:

» Honouring stakeholders’ rights of information
» Balancing corporate power with corporate responsibility
> Increasing transparency of corporate activity
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» ldentifying social and environmental costs of economic success (Gray,
» Owen and Adams, 1996).

In contributing to their quota Adediran, and Alade (2013) pointed out a few benefits of environmental costs
accounting to entities as follows:

» It can be significantly reduced or eliminated as a result of a business decision

> Environmental cost can be offset by generating revenues through sale of waste, by-products or
transferable pollution allowances or licensing of clean technologies.

> Better management of environmental costs can result in improved environmental performance and
significant benefits to human health as well as business success.

» Understanding the environmental costs and performance of processes and products can promote more
accurate costing and pricing of products and can aid companies in the design of more environmentally
preferable processes, products and services for the future.

From the foregoing, analyzing it implies that the environmental and social cost accounting ensures accountability
and transparency of companies activities which affect different stakeholders.

2.2 Theoretical Framework

There are different theoretical frameworks used as a motivation to explain’ reasons why many corporate bodies
all over the world may provide voluntary disclosure of their corporate social responsibilities. This paper adopted,
the stakeholders’ theory.

2.2.1 Instrumental Stakeholders Theory

This theory is formed from two theories and suggests that there is positive relationship between Corporate Social
Performance (CSP) and Corporate Financial performance (CFP). In the first place, instrumental theory is an
economic theory that predicts what results will occur as a result of management decisions (Jones, 1995). The
second theory is an ethical theory that proposes managers have a duty to put stakeholders’ needs first than to
increase the value of the firm. This theory is broader than the shareholders theory, which argues managers, only
have a duty to maximize the value of shareholders (Dibia, 2015), Watts and Zimmerman (1978) and Chain
(1996). The instrumental stakeholders’ theory suggests Corporate Social Responsibility increases stakeholders
satisfaction and lastly financial performance. The proponents of this theory were of the view that the increase in
expenditure in corporate social responsibility (CRS) projects in the decade suggest managers find an economic
benefit from CSR programme. They further stated that most of the studies find a positive relationship (Van
Beurden and Gossling (2008), Wu (2006), Allouch and Laroche, (2005), Orlitzky, Schmidt, and Rynes (2003).

2.3 Empirical Review

Related topics have been researched in this area, but notable amongst them is (Uwaigbe, 2012) on corporate
environmental disclosures in Nigerian manufacturing industry. The paper adopted the use of content analysis of
manufacturing industry concerning the extent of disclosure. However, the paper discovered among other things
that the level of environmental disclosure practices in Nigeria is still low. It concentrated much on cement
manufacturing firms and fails to analyze the costs components of the firms. Also, in Adediran and Alade (2013)
who researched on the impact of environmental and social Accounting on corporate performance in Nigeria used
fourteen(14) randomly selected quoted companies in Nigeria. Data were collected from annual report analyzed
using Regression Analysis. They discovered that there is negative relationship between Environmental
Accounting and Return on Capital Employed and Earning per Share and a significant relationship between
Environmental Accounting and Net Profit Margin cum Dividend per Share. Daniel (2013) is not left out, who
carried out similar study on effect of Environmental regulations on financial performance of manufacturing
companies in Tanzania. The study used regression analysis with a sample of five (5) selected listed
manufacturing companies . The findings indicated that Environmental compliance has no significant effect on
the financial performance of listed financial companies in Tanzania. Odatayo, Adeyemi, and Sajuyigbe (2014)
carried out similar study on impact of corporate social responsibility on profitability of Nigerian banks. The
study is an empirical investigation which sampled six(6) banks in Nigeria from 2003-2012 using annual report
and with the use of simple regression analysis reviewed that there is a significant relationship between
expenditure on social responsibility and profitability of banks in Ngeria. Also, Palmer (2012) carried out a study
on corporate social responsibility and financial performance in USA. The study which covers 333 firms out of
500 for years 2001-2005 reviewed that corporate social responsibility and corporate financial performance have
a significantly positive relationship in both directions and that corporate social performance leads to increase in
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gross margin. From the above reviews, relationship between Environmental and Social costs and firm’s
performance has not been clearly substantiated because; study shows both positive and negative relationships. It
is therefore, the purpose of this Paper to rest the case by establishing whether there is significant effect and the
extent of relationship.

3. Methodology
The research is a content method or non-experimental design (ideographic methodology).

In the words of Avwokeni (2006) archival record involves the search of existing records for data of the research
and content analysis is a method that involves content analyzing the records (Annual reports and Accounts of
manufacturing companies 2014). The population consists of fifteen (15) manufacturing companies from Food
and Beverage sector, quoted in the Nigerian Stock Exchange. The sample size was taken to be ten (10), this is
because they are the companies that disclosed their Annual report, of which five(5) where taken as the control
which has no Environmental and social cost and five(5) as treated, that is those that have Environmental and
social cost.

The companies are shown below:

Table 1. List of sampled companies in the Nigerian manufacturing industry

SIN With Environmental and Social Cost (ESC)  Without Environmental and Social Cost (ESC)

(disclosed) (not disclosed)
1 Floor Mill Plc UAC Foods
2 Unilever Nigeria Plc Honey Well Plc
3 Cadbury Nigeria Plc National Salt Nigeria Plc
4 Dangote Sugar Plc Presco Nigeria Plc
5 Nestle Plc Union Dicon Salt Plc.
N=5 N=5

3.1 Research Instrument

The study made use of secondary data (information from the Annual reports and Accounts of manufacturing
companies quoted in the Nigerian stock Exchange). The statistical tool for testing the Hypothesis was T-test
using SPSS (Statistical Package for Social Sciences) version 20.

Where: Environmental and social cost = ESC
Net Profit Margin = NPM
Earnings per share = EPS
Return on capital employed =ROCE
ESC = Summary of cost incurred by each entity on environmental and costs during the year 2014

Net Profit = Net Profit during the year under review

Profit after tax 100
Net Profit = X —
Revenue or Turnover 1

Unit of NP=%

Gross dividend — Pref dividend 100

DPS = ki
No.of Ord.Share in issue and ranking for dividend x 1

Unit of DPS =Kobo

Profit after tax 100
ROCE = - X —
Capital Employed 1

Unit of ROCE=%
Where Capital employed = Total Assets — Current Liabilities.

Profit after tax & before extraordinary item less pref.Div 100
EPS = - - — X —
No.of ordinary shares ranking for dividend 1

T-Test formula
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Where

X; = Mean of first set of values

X, = Mean of second set of values

S, = Standard deviation of first set of values
S, = Standard deviation of second set of values
n; = Total number of values in first set

n, = Total number of values in second set.

X = Values given

X = mean

n = Total number of values.

4. Data Analysis, Results, Findings, Conclusion & Recommendations

4.1 Testing of Hypotheses

4.1.1 Hypothesis One

Ho: Environmental and Social Cost does not significantly affect Net Profit Margin of Manufacturing Companies.
Ha: Environmental and Social Cost significantly affects Net Profit Margin of Manufacturing Companies.

Table 2. Group statistics for net profit margin

NPM Group N Mean Std. Deviation Std. Error Mean
With ESC 5 2.2482 13331 .05962
Without ESC 5 1.0068 .43993 .19674

Note. ESC=Environmental Social Cost; NPM=Net Profit Margin.

Table 3. Independent samples test for net profit margin

Levene’s Test for t-test for Equality of Means
Equality of Variances
F Sig. T Df Sig. Mean  Std. Error 95% Confidence Interval

(2-tailed) Difference Difference  of the Difference
Lower Upper
NPM Equal variances assumed ~ 4.248 .073 6.039 8 .000 1.24140 .20558 76733 1.71546
Equal variances not assumed 6.039 4.728 .002 1.24140 .20558 .70368 1.77911
Note. NPM=Net Profit Margin.

The “With ESC” group (N=5) was associated with the NPM (SD=0.13331). By comparison the “Without ESC”
group (N=5) was associated with NPM (SD=0.43993). To test the hypothesis an independent samples t-test was
performed as can be seen in Table 3. The assumption of homogeinity of variances was tested and satisfied using
Levene’s test for equality of variances, F(8)=4.248 p=0.073, for which unequal variances was assumed since
p-value(sig) >0.05. The mean difference was found to be 1.2414 of which chance of finding this or a larger
absolute difference between the two mean is 0.2%. Also the independent samples test was associated with a
statistically significant effect t(8)=6.039, p=0.02, so we reject the null hypothesis that Environmental and Social
Cost does not significantly affect Net Profit Margin of Manufacturing Companies and accept the alternate
hypothesis.
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4.1.2 Hypothesis Two

Ho: Environmental and Social Cost does not significantly affect Return on Capital Employed of Manufacturing
Companies.

Ha: Environmental and Social Cost significantly affects Return on Capital Employed of Manufacturing
Companies.

Table 4. Group statistics for return on capital employed

Group N Mean Std. Deviation Std. Error Mean
ROCE With ESC 5 2.2366 .14303 .06396
Without ESC 5 1.0311 .29856 .13352

Note. ESC=Environmental Social Cost; ROCE=Return on Capital Employed.

Table 5. Independent samples test for return on capital employed

Levene’s Test for t-test for Equality of Means
Equality of Variances
F Sig. T Df Sig. Mean Std. Error 95% Confidence Interval

(2-tailed) Difference Difference  of the Difference

Lower Upper

ROCE  Equal variances assumed .981 .351 8.143 8 .000 1.20552 .14805 .86411 1.54692
Equal variances not assumed 8.143 5.744 .000 1.20552 .14805 .83930 1.57173

Note. ROCE=Return on Capital Employed..

The “With ESC” group (N=5) was associated with the ROCE (SD=0.14303). By comparison the “Without ESC”
group (N=5) was associated with ROCE (SD=0.29856). To test the hypothesis an independent samples t-test was
performed as can be seen in Table 5. The assumption of homogeneity of variances was tested and satisfied using
Levene’s test for equality of variances, F(8)=0.981 p=0.351, for which unequal variances was assumed since
p-value(sig) >0.05. The mean difference was found to be 1.20552 of which chance of finding this or a larger
absolute difference between the two mean is 0.00%. Also the independent samples test was associated with a
statistically significant effect t(8)=8.143, p=0.00, so we reject the null hypothesis that Environmental and Social
Cost does not significantly affect Return on Capital Employed of Manufacturing Companies and accept the
alternate hypothesis.

Hypothesis Three
Ho: Environmental and Social Cost does not significantly affect Earnings per Share of Manufacturing Company.
Ha: Environmental and Social Cost significantly affect Earnings per Share of Manufacturing Companies.

Table 6. Group statistics for earnings per share

Group N Mean Std. Deviation Std. Error Mean
EPS With ESC 5 2.8439 .21879 .09785
Without ESC 5 1.4106 79171 .35406

Note. ESC=Environmental Social Cost; EPS=Earnings Per Share.

Table 7. Independent samples test for earnings per share

Independent Samples Test

Levene’s Test for t-test for Equality of Means
Equality of Variances
F Sig. T df Sig. Mean Std. Error  95% Confidence Interval
(2-tailed) Difference Difference of the Difference
Lower Upper
EPS Equal variances assumed 11.710 .009 3902 8 .005 1.43332 .36734 .58625 2.28040
Equal variances not assumed 3.902 4607 .013 1.43332 .36734 46434 2.40231

Note. Eps=Earnings Per Share.
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The “With ESC” group (N=5) was associated with the EPS (SD=0.21879). By comparison the “Without ESC”
group (N=5) was associated with EPS (SD=0.79171). To test the hypothesis an independent samples t-test was
performed as can be seen in Table 7. The assumption of homogeneity of variances was tested and satisfied using
Levene’s test for equality of variances, F(8)=11.710 p=0.009, for which equal variances was assumed since
p-value(sig) <0.05. The mean difference was found to be 1.433 of which chance of finding this or a larger
absolute difference between the two mean is 0.9%. Also the independent samples test was associated with a
statistically significant effect t(8)=3.902, p=0.005, so we reject the null hypothesis that Environmental and Social
Cost does not significantly affect Earnings Per Share of Manufacturing Companies and accept the alternate
hypothesis.

5. Discussion of Findings
The study revealed the following findings:

Environmental and Social Cost significantly affect Net Profit Margin of Manufacturing Companies. This agrees
with Palmer (2012), and also Table 3.

Environmental and Social Cost significantly affects Return on Capital Employed of Manufacturing Companies.
This also agrees with Odetayo, Adeyemi, and Sajuyigbe (2014) and confirmed by Table 5.

Environmental and Social Cost significantly affect Earnings per Share of Manufacturing Companies. This agrees
with Odetayo, Adeyemi, and Sajuyigbe (2014) and Palmer (2012) and confirmed with Table 7.

6. Conclusion

Social accounting is a wide spread practice in a number of large organizations in the United kingdom, royal
Dutch shell, BR, British Telecom etc, Traidcraft plc, the fair trade organization claims to be the first public
limited company to publish audited social accounts in the U.K since 1993 (Dey, 2007).

In Nigeria most of the company’s especially quoted companies disclose environmental and social cost incurred
during the year in their annual report and Accounts. It is time the government ensure complete adherence by
companies to disclosure their environmental and social costs elements in their reports this will ensure effective
environmental management system (EMS) necessary for companies engaged in international trade.

7. Recommendations
In view of the findings above, the following recommendations are made:

The Nigerian government should as a matter of importance make companies disclose in their annual reports and
account environmental and social costs incurred.

Government should encourage companies by given tax incentive for those who comply with the environmental
regulations and laws of our country

Directors/CEOs of companies should ensure that their entities comply with the environmental laws of our
country.

Finally, merit awards should be given to Directors and companies who comply with the environmental laws. This
will go a long way in enhancing their performances and ensure sustainability, growth of their entities.
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Appendix

Table 8. Variables from companies financial statements

NAME OF COMPANY ESC(N) ROCE (%) NPM (%) EPS (Kobo) Log(NPM) Log(EPS) Log(ROCE)
Floor Mill Plc 41,500,000 27 35 103 241 2.97 2.26
Unilever Nigeria Plc 32,865,000 24 32 89 2.36 2.90 2.18
Cadbury Nigeria Plc 8,150,008 10 22 85 211 2.88 2.28
Dangote Sugar Plc 5,975,000 28 33 99 2.15 3.00 243
Nestle Plc 10,547,432 36 25 38 2.20 2.46 2.22
UAC Foods - 12.4 12.7 225 1.14 2.35 1.13
Honey Well Plc - 9.4 6.1 42.26 0.86 1.64 1.02
National Salt Nigeria Plc - 26 16.6 0.7 1.25 1.88 143
Presco Nigeria Plc - 8.5 28.5 2.68 147 0.57 0.98
Union Dicon Salt Plc. - 3.0 112 3.13 0.33 0.62 0.60

Source: 2014 Nigerian Stock Exchange Annual Financial Report.
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