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ABSTRACT

The purpose of the study was to find out the effect of the automation of customs 

processes on the exportation o f hulk petroleum products from Kenya as implemented by 

the Kenya Revenue Authority in 2005Thc researcher carried out a survey o f all the 25 oil 

companies with operations in Kenya, and that sold petroleum products in the region at the 

time. A descriptive research design was used to guide the research process. Thirty senior 

executives drawn from oil marketers in the region were purposively targeted for the 

research. Data was collected using a structured questionnaire. The data was analyzed 

using descriptive statistical techniques and inferential statistics. This entailed summaries 

in frequency tables and bar charts. Spearman's Rank Correlation Coefficients were 

computed to establish the relationships between the study variables.

Major findings of the study revealed that automation had a significant positive effect in 

the customs business processes on a number of fronts. The study established a strong and 

significant positive correlation between change in corruption initiated by customs 

officials and customs automation (r=.632, /><.()()!). Equally, there was a positive change 

in perceived corruption according to 60% of the respondents. Similar findings were 

registered on both perceived and actual corruption initiated by oil marketers. 

Improvements were also registered in the accuracy of declarations with a strong and 

significant positive correlation between accuracy of declaration and automation of 

customs processes (/-=.085, /><.()()!). Majority of the respondents also observed positive 

change in the sealing o f revenue leakage points. However, the study revealed an inverse 

relationship between customs automation and the speeds of both in-coming and outgoing 

cargo declaration and release. Further findings revealed a negative and significant 

relationship between customs automation and oil marketers’ business performance 

indicators such as ROCE, profitability, turnover and lead time. The oil companies 

experienced challenges in business processes, time frames, human resource capacity and

online communication with Kenya Revenue Authority officials.
«

The automation of customs on transit and export of bulk petroleum products has had both 

positive and negative effects to its key stakeholders. Kenya Revenue Authority have 

achieved its key objectives of customs automation as seen through reduction in corruption
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actual ami perceived corruption at customs, widening o f tax-payer base, accuracy of cargo 

declarations and the sealing of revenue leakage points. Oil marketers also benefit in terms 

of integration with regional affiliates. However, the impact on exporters of bulk 

petroleum products has been largely negative. This is seen in reduced return on 

investment, profitability and turnover, due to longer lead-time occasioned by delayed 

access to goods.

In order to establish more accurate results, at individual firm level.further studies could be 

extended in the subject of the impact of customs automation on oil marketers by 

controlling for lirm-specilic factors such as strategy organizational culture.

The possibility of using the automated process to become authorized economic 

opearators also provides an area of further research, on how both KRA and oil marketers 

have taken advantage o f the automation to implement the concept of authorized economic 

operators, and impact o f the same on oil marketers in the East African region.
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( II VITER ONE: INTRODUCTION

1.1 Background

Petroleum products are a key source of energy not only to the Kenyan economy hut 

through out the world. This makes petroleum products trading a key aspect of the growth 

of an economy. Petroleum products also contribute significant incomes to governments in 

terms o f duties and taxes. As a result, revenue authorities pay very close attention to 

petroleum trading. Kenya also acts as a transit point for petroleum products destined to 

the neighboring landlocked countries. Whenever goods leave one country into another 

they go through a customs process. The role of customs has also been evolving to include 

provision o f trade statistics, spot and control illicit trade and facilitation o f trade. Trade 

facilitation simply addresses the logistics of moving goods through ports or more 

efficiently moving customs documentation associated with cross-border trade (Wilson. 

Mann and Otsuki. 2005). This is over and above the traditional and key role of revenue 

collection.

Customs compliance requirements have been affecting a growing number of businesses 

invoked in the cross-border movement of goods and the manufacture o f  goods under 

bonded conditions (Kerr. 2000). In Kenya, the role played by the customs department in 

the smooth flow of petroleum products has steadily gained prominence since the year 

2005. The environment in which oil and petroleum firms operates has also become 

increasingly turbulent and complex. Public opinion and individual norms and values have 

changed and society's expectations and the demands it makes on petroleum companies 

are now higher than before (Oomens and Bosch. 1999). This change in the oil trading 

environment and the high expectations the government has for its customs department 

create a need for automation o f the customs process.

1.1.1 Concept of Customs

The concept of customs is a world wide one. Customs is an authority or agency in a 

country responsible for collecting and safeguarding customs duties and for controlling the 

flow o f goods in and out of a country. A customs duty is a tariff or tax on the import of or 

export o f  goods. In Kenya customs is a department in the Treasury under the Ministry of 

Finance. Kenya and her neighbors, Uganda and Tanzania are subject to the Fast Africa



Customs union of March 2004. The payment of duties consist a cost for any business. It 

therefore creates opportunity for some to attempt evasion leading to illicit trade or other 

forms o f corruption where one can pay less than they ought, or avoid duty payment all 

together by diverting duty free goods meant for neighbouring countries into the local 

market Businesses in Africa perceive the impact o f  customs as mostly unfavorable, a 

mixture o f obvious and subtle impediments (McTiernan. 2006). The impact is felt in three 

main ways, i) Cost, due to fees and staff that have to be engaged to 'handle all the 

required customs procedures, li) Time, due to elongated times clearing goods at border 

points and lii) f lexibility as goods are tied up in customs processing are not available for 

sale. On the other hand, government perceives the role of customs as core in its ability to 

run a country. I he main reason being, that customs is the main collector of revenue used 

to run governments. The additional roles that customs play include provision of trade 

statistics that can be used in policy formulation, facilitation o f trade, and policing the 

borders to curb trade in illicit good or goods that may put the security of a nation in 

jeopardy, e.g. military equipment.

1.1.2 Concept of Automation

The concept o f automation is gaining the increasing attention o f both researchers and 

practitioners in the field of technology and strategic management (Lozier and Chittipeddi. 

1996). Technological issues are not phenomena found only in large firm’s domain 

(Robinson and Pearce. 1994). Wartick and Mahon (1994) describe technological 

management as a process by which a business can identify, evaluate and respond to social 

and political issues which may impact significantly upon it. The working definition used 

by King (1982) is that automation is a natural response to a condition or pressure on the 

business that involves possible outcomes that are important to, or of possible high impact 

on the business’s overall performance. According to Bigolovv. Fahey and Mahon (1993) 

automation will have an impact on the business performance and ability to meet its 

objectives. Further. Dutton and Ottensmeyer (1987) mention the fact that technological 

advancements are classified as strategic because they can alter the business’s performance 

if left unnoticed or unaddressed.

Automation of systems as a strategic management issue has also continued to evolve with 

time. In less than three decades, technological advancement and automation has become
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established as a distinct discipline to add value to organizations (Issue Management 

Council. 2oo5) Dutton and Jackson (198 ) state that the assumption underlying most 

organizational theory, research and practice is that the short term effectiveness and long

term sur\ ival of organizations are determined by the actions they take in response to their 

external en\ ironment. Bigelow, Fahey and Mahon (1993) point out that the strategic 

management in technology o f issues is prominent in discussions o f  organizations 

response to environment turbulence. The need for an organization to respond to 

technological changes in its macro environment is therefore key to its survival and indeed 

continued relevance.

The automation of customs processes therefore becomes a concept that is desired by both 

the gov ernment, as a collector o f  revenues and the businesses. The change is viewed by 

the customs department as necessary in order to stay relevant, in bringing the much 

needed revenues to run government business while at the same time encouraging the now 

technologically savvy business community to be compliant with tax regulations. The 

businesses also see themselves as a key stakeholder in the hope that compliance will 

reduce the negative aspects o f the customs process on their operations. It involves the 

lodging ol declarations on line. I lie Kenyan gov ernment introduced an automated 

customs system dubbed simbu in 2005. Through this system, goods arc tracked from 

entry to exit and collection of relevant taxes enforced through online monitoring.

1.1.3 The Concept of Import and Export

The concept of import and exports o f goods and serv ices is the backbone of international 

trade. It is brought about by businesses seeking to take advantage of prevailing 

opportunities in a particular country (Yabs, 2006). A number of Kenya's neighbors do not 

have petroleum deposits that are exploitable and are land locked. Kenya on the other hand 

is a maritime country with a sea port that allows easy delivery of petroleum products from 

other parts of the world. The Kenyan businessmen have therefore sought to take the 

opportunity to sell petroleum products to these landlocked neighbors by exploiting their 

strength, the sea port. Kenya ks also preferred as a transit country because of the shorter 

distance from the port of Mombasa, to these countries' interiors. Competition by the port 

of Dar es salaam does exist but is hampered by the longer on land journey to the 

destination markets. As a result petroleum products destined to Northern fan/ania.
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Uganda. Rwanda. Burundi, Eastern DRC. Southern Sudan and sometimes Somalia are 

transited through Kenya. The Kenya Revenue Authority (KRA) allows goods destined to 

these countries to come in to the country duty free for transit as long as the required 

accounting procedures and timelines are observed.

Kenya also does process her own petroleum products at the local refinery. Customs treats 

these as it they were destined to the local market. It is possible to sell these to the 

neighbors through an export compensation scheme where one presents proof of export 

and is refunded duties paid on the same. Some of the imports originally destined to the 

local market and for which duties have been paid can also be exported through this 

scheme.

1.1.4 The Rationale for Automation of the Customs Process

The question then begs, why automate the customs process. The automation is expected 

to yield gains such as reduced corruption, improved accuracy of declarations, speeding up 

of the declaration and clearance process, reduction of the cost of goods clearance, 

increase in revenue collection by sealing revenue leakage points, ease of access to 

customs officials through on-line communication, widening of the taxpayer base and 

improved record keeping for the mutual benefit of customs and the businesses. Such data 

can be easily retrieved for clarifications, analysis and use in policy development. It is 

upon this background that this research is formulated to study the effects o f  automation of 

the customs process on the export of bulk petroleum products from Kenya. The study 

examined to what extent these improvements have been achieved alter the automation 

and how the businesses have been affected by it.

1.1.5 Oil Industry in Kenya

The main source of energy in Kenya is actually wood fuel, which accounts for about 70% 

of all energy consumed. Petroleum and electricity currently account for only 21% and 

9%, respectively. The Government's sector-development priorities include measures to 

shift the pattern of energy consumption towards modern forms o f energy (i.e. electricity 

and petroleum), in order to protect the environment and to provide energy forms 

necessary for economic growth (PWC. 2008).
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I here is therefore ureal |H*tential Ibr growth in these other forms of energy. The main 

players in the petroleum seetor are various petroleum companies involved in the 

distribution of petroleum produets I here are about five main companies and a growing 

number o f independent oil distribution eompanies also referred to as new entrants that 

have sprung up since the liberalization of the sector the Kenya Petroleum Refinery 

Limited (KPRL). which operates the only oil refinery in the country, and the Kenva 

Pipeline Company l imited, which operates the pipeline that runs from Mombasa to 

Nairobi. Nakuru. kisumu and Lldoret. There are plans to extend the pipeline to Uganda 

(PWC. 2(K)X).

The petroleum sector was deregulated in late 1994 with the deregulation o f retail prices of 

petroleum products and of the importation of crude oil and refined products. However, 

the sub-sector could not be fully deregulated mainly because of the market’s dependence 

on KPRL lor liquefied petroleum gas (L.PG). and the absence of a viable infrastructure for 

its importation. Therefore, the Government requires oil companies to import and process 

crude oil through the refinery to satisfy the requirements for LPG. The Government 

introduced an open tender system for the importation of crude to the refinery and refined 

products for use in the region Under this system a tender for importation of crude and 

refined products is awarded to an individual oil company, which then imports the same 

for the whole industry and supplies to the other oil companies (PWC, 2008).

In the recent past, questions have been raised about KPRL’s commercial viability and the 

plant's inability to produce environmentally friendly products e.g. low sulphur diesel and 

the poor technology that make refining locally a lot more expensive that importing 

finished products. Stakeholders are divided on whether to shut down the plant in favor of 

processed imports or invest in a more modern and efficient new plant. A consultative 

process has been launched to determine the exact value of investment required to upgrade 

the refinery and prevent closure. The sale o f KPRL shares by multinationals that have 

operated in Kenya in the last half of the century, namely Shell, BP and Chevron, to new 

ones is seen as another opportunity for re-examination o f the value of the investment.

*

In the Kenya petroleum industry. Oil companies can be categorized in two main 

categories: the major oil companies and the new entrants. The major oil companies are
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(he companies with more than 5% of the market share while (lie new entrants are the rest 

with the exeeption o f National Oil Corporation which is a parastatal. They include: Shell. 

Total Kenya. I ib\a Oil (formerly ExxonMobil) and Kenol Kobil. The major oil 

companies constitute more than 69% of the total market share accessed through the port 

of Mombasa while the rest share the 3l%.The new entrants or independents are the new 

companies established after the liberalization in 1004. They include; Gapco, Bakri 

International. Cialana oil. Engen Kenya. Hass Petroleum. Pctro Oil. Oileom. Dalbit 

Petroleum. Triton Petroleum. MGS International. Intoil, Gulf Energy, Muloil, Addax 

Kenya. Hashi Energy, Riva Oil. Fossil, Jade Petroleum, and Metro Petroleum. These have 

stamped their authority in the export business, controlling more than 60%. while the 

majors control only 30%.

1.2 Statement of the Problem

Automation issues in management is a managerial function that helps corporations 

identify, analyze, and respond to social and political concerns that can significantly affect 

them (Greening and Gray. 1094). Due to the potential of automation activities to 

influence organizational outcome variables, the function has received generous attention 

from strategic management scholars. However, prior scholars have not examined what 

impact the automation process in customs processing of bulk petroleum products exports 

has had on the oil companies in the East African region.

Prior to liberalization in October 1994. a significant feature of Kenya's oil industry was a 

relatively high level o f government's direct participation, and a correspondingly low lev el 

of private sector involvement. Seven marketing and distribution companies were 

responsible for procuring, importing and exporting their own oil. The National Oil 

Corporation of Kenya was mandated to supply 30% o f the crude oil requirement into the 

country. Since liberalization, the government has licensed many companies to engage in 

petroleum trading, especially import and export, wholesale and retail of petroleum 

products. I his move was intended to enhance competition and as a result, improve the 

price to the customer. However, despite this initiative, the smooth flow of goods through 

customs has remained a challenge.*
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Hie independent oil companies were the oil companies established after liberalization and 

currently commanding an export market share of 6 0 V  Ihese have been struggling te 

compete w ith the major oil companies in a bill to establish their competitive strength and 

as well position themselves strategically in the regional market, an effort that is clearly 

bearing tiuit in the regional market place. Ihese firms have also been accused, in 

collusion with customs officers, o f compromising the customs process and as a result 

creating an uneven playing field between them and the majors. There has also been 

concern over revenue leakage through diversion products meant for the export market 

into the local market without payment of requisite duties. This is one o f  the motivations 

for automation of the customs process. There is also the question of return on investment, 

where majors feci that they have put in quality investment in the Kenyan infrastructure 

but the benefits arc reaped bv “cherry pickers” who have invested little but are taking the 

lion share o f the regional market. The regional market currently consumes approximately 

30% of all bulk petroleum products passing through Kenya. This study also established 

findings that will inform policy makers in respect to this particular perceived problem.

It seems that a lot o f researchers have been interested in studying the oil industry in 

Kenya as there are numerous scholars that have studied the industry in different 

disciplines, for instance, Amolo (2002) studied the process o f benchmarking order 

delivery for continuous improvement. Kapacha (2002) did an investigation into the 

factors that make the edible oil industry competitive. Muthaura (2002) surveyed the 

operations of serv ice stations in the oil industry using Terry Hills' framework models. 

Munuve (2003) focused on the customer perceptions o f the differentiating features of fuel 

cards offered hv firms in the oil industry in Kenya. Odhiambo (2006) explored the 

relationship between equity structure and corporate performance of firms in the oil 

industry in Kenya. Karuri (2007) also did a study on the oil industry and focused on the 

competitive priorities and trade offs in physical distribution. Tuitock (2007) did a study 

on benchmarking health, safety and environmental performance measurement practices in 

the industry. A study by Isaboke (2001) came closest to the current study but was focused 

on investigating how major Mil companies respond to the threat of new entrants in 

exporting oil products.
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As can he observed, no study has been done on automation o f customs processing of 

exports in the oil industry. This constitutes a gap in literature that this study sought to 

bridge. Automation o f customs on export by oil companies in Kenya are operating in a 

rapid changing environment with different issues impacting on their viability. According 

to Dutton and Jackson (1997). attempts to understand the process through which business 

decision makers learn about the external env ironment and implement their technological 

responses has been through strategic issues management. The problem o f this study was 

therefore to find out the effect o f  the automation of customs processes on the exportation 

of bulk petroleum products from Kenya.

1.3 Objective of the Study

The main objective o f the study was to find out the effect of the automation of customs 

processes on the exportation o f bulk petroleum products from Kenya

1.4 Significance of the Study

The outcome of this research would benefit the Kenya Revenue Authority. It would 

provide them feedback from their most important customer, the taxpayer on how effective 

tins change has been. I he study examined to what extent the following areas of customs 

interface have been improved or deteriorated by the change, reduction o f corruption, 

improvement in accuracy of declarations, speeding up of the declaration and clearance 

process, reduction of the cost o f goods clearance, increase in revenue collection bv 

sealing revenue leakage points, ease of access to customs officials through on-line 

communication, widening of the taxpayer base and improved record keeping for the 

mutual benefit of customs and the businesses. It would therefore provide useful 

information on what went well and where there is room for improvement. This 

information would inform the authority’s future decisions and actions with regard to their 

trade facilitation role, tackling corruption and change management.

The research would also provide the business community an analytical perspective ol 

how the automation has changed their operating environment with respect to the factors 

mentioned above. They can use .this information to redesign their organizations to 

respond to the new customs environment. The business community can also use the 

information from the customs automated database to build cases to the government w hen

X



nm l arises I his is because ihe KRA data is would be considered trustworthy by other 

government departments. I he community can also apply the revelations o f the study in 

determining how heavily management should get involved in the customs aspects of the 

business. \\  hether it should continue being a small department which is manned by low 

qualified stall and largely outsourced or its role and perception needs to change. How 

much resource to allocate to this role and its impact to the bottom line can also be 

informed by the findings of this study. Ihe outcome o f the research would also help the 

Government in its trade facilitation role. This aspect o f business in Kenya would also be 

available for academicians.



CHAPTER TWO: LITERATURE REVIEW

2.1 Automation

Wagner (1995) asserts that automated systems in customs are one of the most important 

tools for simplifying international trade procedures. As a complement to customs reform, 

automation is an integral part of customs modernization (Cavusgil, 1994). It also 

stimulates the increased use of Information and Communications Technology (1C I ) by 

other governmental departments and private sector stakeholders, whose activities involve 

customs operations. They include various government agencies, importers, exporters, 

freight forwarders, carriers, customs brokers, tenninal operators, banks, and shipping and 

insurance agents (Mcneghetti cl al.. 2000).

As part o f  an overall customs reform and modernization programme, automated customs 

procedures replace the manual processing of customs documents by the computer-assisted 

treatment o f  electronically-transmitted information. Before this can happen, documents 

and customs procedures have to be reviewed and aligned with international standards, 

conventions and other instruments. This is the critical exercise that would allow customs 

reform and modernization to become instrumental for the introduction o f international 

standards and recommended best practices (Mcneghetti ct al.. 2000).

2.1.1 Implementing Customs Automation Systems

A successful implementation of customs automation systems requires that a number of 

conditions be met from the outset: strong political backing of tbe reform and 

modernization processes by the government and customs management; a transparent and 

collaborative approach by the project management to generate support from staff and 

external users, including brokers and agents (cooperation between the public and private 

sectors); a phased implementation of the customs automation systems; the 

implementation of international conventions, standards and other instruments, including a 

national customs tariff based on the harmonized system and documentation; an overall 

review and amendment of the customs law and other related legal instruments to ensure 

compatibility with the new procedures, notably the electronic lodgment of clearance data 

and the introduction of a single administrative document where applicable (Wagner, 

1995).
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Customs' main functions arc to control the cross-border flow of goods, ensure 

compliance with government rules and regulations, to collect the duties and taxes due 

according to the national customs tariff and tax code, and to protect the country against 

the import o f  goods and materials intended for illegal purposes, and against terrorist 

activities (Ca\ usgil. 1994). Abbas and Swiercz (1901) note that this complex work can be 

facilitated through the use of computer systems consisting o f comprehensive and 

integrated softw are packages with a number of functionalities or modules, such as: cargo 

control to monitor all mov ements o f import, transit and export, and ensure that all goods 

are either duly cleared before release or a mechanism is in place that allows for the 

release prior to clearance: declaration processing to capture and process data for duty 

and tax collection; payment and accounting to register and account for payments by 

importers and exporters; intelligence operations -  to store and exchange data for risk 

profiling and enforcement, and risk management to select consignments bearing a higher 

risk o f concealing duties and taxes, or those prone to smuggling and trafficking illegal 

substances and materials: statistics and reporting to extract data for foreign trade 

statistics and to generate management reports for customs.

Meneghetti ct at. (2000) asserts that customs automation is a highly technical and 

complex project and ICT is very important in all phases of implementation. Usually an 

ICT Division within the customs authority will be responsible for the operation and 

support o f all ICT systems. Often, international ICT experts are included in the initial 

stages to build the system and to train local computer staff in running and maintaining the 

project. Owing to this extensive training their qualifications and IT capacities can 

increase their value on the job market to a point that they often are reluctant to stay 

beyond the implementation phase. Therefore, only competitive employment conditions 

will ensure their continuous support (Abbas and Swiercz, 1991).

Upgrading and replacement of computer equipment is a reality that cannot be avoided. As 

early as possible customs administration should, therefore, make sure that required funds 

will be available at the appropriate.time, for example through the collection of a user fee 

for each transaction, reflecting the actual and projected costs o f systems upgrade and 

replacement (Wagner, 1995).



2.1.2 Benefits and Costs

Customs automation mainly results in increased transparency in the assessment of duties 

and taxes, substantial reductions in customs clearance times, and predictability. All these 

factors will eventually lead to direct and indirect savings for both government and the 

trading community. More specifically, benefits usually include simpler, more transparent 

procedures and documents, basal on international standards, faster electronic lodgment of 

customs declarations, using Direct Trader Input (DTI) or other on-line connections, 

reduced customs clearance times and less physical examination of shipments owing to the 

use o f  risk management applications. There is also increased collection o f duties and 

taxes and less fraud due to the uniform application of laws and regulations, the automated 

calculation o f duties and taxes as well as built-in security. Another benefit is the reduction 

ot customs auditing of documents and records after release of the goods can also be 

expected, and separation o f payment of duties and taxes from the physical clearance of 

goods (under deferred payment schemes, e.g. payment by week or month). There is also 

enhanced capacity building of staff and management in both customs and the private 

sector (e.g. through training courses on simplified procedures and documents based on 

international norms, UN recommendations and WCO standards). Improved and timely 

foreign trade statistics as trade data are an automatic by-product of the computerized 

system (Mencghetti cl al.. 2000).

Cost implications for the implementation and operation of an automated customs system 

vary from country to country, depending on the initial state of ICT applications in the 

customs administration (e.g. existing computer systems and reform programmes), the 

scope of the project and the level o f locally available professional skills to support the 

modernization process (Meneghetti cl a!.. 2000). Implementation costs are mainly linked 

to hardware requirements, software development or purchase, training and expert 

consulting needs, more precisely hardware requirements, i.e. the procurement ot 

computers and related ICT equipment, and connectivity, i.e. access to the necessary 

telecommunication infrastructure. This component is directly dependent on the number ol 

physical sites to be computerized- (including ports, border and regional offices), the 

characteristics o f the territory (mountainous terrains, archipelagos, inaccessible passes.
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etc.); .uni ilie refurbishment of buildings (customs headquarters, regional offices and 

border posts) where automation components will be installed (Mechling?/ <//.. 1995)

I here will also be software requirements, such as the need for computer programs to 

transform documents into required formats and automate customs transactions and 

procedures. I he necessary software will either have to be purchased or developed as well 

as installed, often by national and or international advisers and experts. In addition, the 

key software elements will have to be customized to reflect local conditions, such as tarill 

structure and content (De Toni cl <//.. 1990). framing requirements, that is costs linked to 

the installation, operation and maintenance of hardware and software. This will largely 

depend on the level of skills available and the resulting training needs o f customs staff 

and management. In addition, costs and delays occur due to other factors including 

legislative reforms, or the need to build new offices or new telecommunication networks 

(Dc Toni cl <//.. 1999).

De I oni cl <//. ( 1900) stale that automation of customs processing for imports and exports 

within countries must he the long term objective. Usually, both the starting point and 

methodology adopted in each country will vary considerably. Any attempt to introduce a 

uniform regional system would not be a feasible proposition. However in the long term 

there could he advantages if customs administrations were able to access each others 

automated information as a means of improving customs control and also achieving 

savings in the resources currently devoted to data capture (Cavusgil. 1994). In the shortei 

term what can he achieved is harmonization of the basic data requirements and the 

adoption of UN-1.Dll AC’I standards. It should also lie the aim to use regional expertise 

on automation to assist those countries that are in the early stages o f planning automation. 

However, any initiatives that are implemented should not cause any country to he 

regressive with regards to the stage of computerization of their customs procedmes 

(Mechling cl at.. 1995). Customs automation needs to ensure maximum use ol 

information technology in the efficient performance of all international trade and customs 

functions and activities witlr the aim of substantially reducing or eliminating P1,PCI 

transactions. Such systems need to comply with UN-EDIFACT to enhance linkage-



customs otter arriving at the point o f  entry or exit in the country remained a challenge. 

Enterprises were more likely to report that customs and trade regulations were serious 

obstacles in countries where processing delays were longer. Wilson (2006) observed that 

although customs and administrative procedures are necessary for the smooth application 

of trade and other policies, they can thicken the borders between trading partners if the 

customs and administrative procedures are more stringent than necessary or inefficient.

2.2.1 Paperless Trading

One ot the most immediate, and far-reaching, steps towards automation of customs 

processes is the establishment of a “paperless” trading process that is, allowing or 

requiring customs documents and declarations to be filed electronically. In addition to 

eliminating the many obvious problems with paper documents -  including data storage 

and retrieval, and human error associated with manual entry -  paperless trading 

significantly speeds up the customs clearance process (Calof. 1964). In a paperless 

environment, trading partners can electronically submit information about their 

consignments prior to arrival at the border. I his allows customs to process information 

and target suspicious consignments in advance o f their physical arrival. Customs can also 

provide trading partners with electronic notification o f the release status immediately 

after a consignment comes into customs’ control (Mechling?/ a!., 1995).

2.2.2 Single Window

This paperless environment can be taken a step further with the establishment of a Single 

Electronic Window, a facility that allows parties involved in trade and transport to lodge 

standardized information and documents with a single entry point to fulfill all import, 

export, and transit-related regulatory requirements (Calof, 1994). It is. in other words, a 

process by which trading partners can submit all necessary data, whether required by 

customs or other government agencies, at once, in a standardized format. Once the data 

has been submitted through this single entry point, the responsibility lies with the 

government for ensuring that all relevant agencies are provided access to the necessary 

information. The implementation o f a Single Window ensures that the trade partner will 

not have to submit the same data,to multiple government authorities, and significantly 

reduces redundant paperwork within the government. In instances where physical
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inspection o f the goods is necessary, the government agencies involved can achieve 

further efficiency by ensuring that inspection is coordinated as well (Calof, 1994).

2.2.3 Risk Management

Chctt> and Hamilton (1996) argue that in addition to helping facilitate smooth cross- 

border trade, a paperless environment can aid customs agencies in their primary missions 

ot controlling the border and collecting revenue. With the volume and speed of modern 

international trade, it is impossible for customs agencies today to inspect every individual 

consignment that passes through their control. Because of this, customs agencies have 

turned to risk management techniques to help them identify and target suspicious 

consignments (and people) for further inspection. Although it is possible to implement a 

risk management system without ha\ ing an automated system in place, automation makes 

the system much more efficient, consistent, and accurate. An automated risk management 

system can combine the information received electronically from trade partners (prior to 

the arrival o f  the consignment), historical data on shipments and compliance, and 

intelligence fed in by customs and other government agencies. This combination of 

timely and broad-based information can increase the consistency and reliability with 

which fraudulent and illegal shipments are detected, while simultaneously expediting the 

processing of legitimate shipments (Chctty and Hamilton. 1996).

2.3 Authorized Economic Operator

With the use o f  consistent risk management processes comes the possibility o f developing 

a program o f expedited processing and release for Authorized Economic Operators 

trade partners w ho meet speeilie requirements laid out by customs (these could include, 

for example, the electronic tiling o f documentation in advance o f shipment and a track 

record of full customs compliance). With an accurate and reliable risk management 

system in place, customs can release Authorized Economic Operators' goods based on a 

minimum amount o f information -  thus reducing transit time, encouraging consistent 

compliance with customs regulations, and freeing up customs resource to focus on 

targeted suspicious consignments (Chctty and Hamilton. 1996).

■»

This set up can be taken another step further with the implementation of an Authorized 

Supply Chain program. In an Authorized Supply Chain, all participants in the supply

16



chain everyone handling a consignment from shipment to arrival have verified security 

procedures in place and have been authorized by customs. In an Authorized Supply 

Chain, security and control would be extended to the supply chain in its entirety, through 

the use of Uniform Consignment References (UCR). allowing the use o f simplified 

reporti ng provedurcs.

2.4 Customs Functions

An automated system offers benefits beyond the core functions of customs clearance and 

customs control as well. For example, with an electronic system, data such as trade 

statistics can be generated much more quickly and with much higher accuracy than in a 

manual system. Revenue collection, too, can be improved with an automated system; 

accounting and payment processes can be built into the system to aid in the tracking and 

collection of payments due (Hair, el. at.. 1995).

I he benefits of an automated system are obvious. For customs, faster and more accurate 

processing o f more shipments, using fewer resources; for trade, elimination o f redundant 

paperwork, and expedited release o f goods, allowing for faster shipments and more 

tightly managed supply chains. However, there are also a number o f issues and challenges 

that need to be addressed before the switch to a paperless environment can be made. The 

most serious o f  these issues is the effect that a move to an automated environment can 

have on trade and government partners who deal with customs on a daily basis. Any 

change to the system for filing customs documents and declarations will have an impact 

on the trade, and a change mandating the adoption of new technology will be particularly 

burdensome. Trade partners may have to revamp many o f their internal processes, or even 

invest in compatible systems or software, in order to meet the requirements of the 

automated system. This concern may be especially relevant in developing countries. 

Without cooperation from trade partners, even the well-designed automated system will 

be ineffective.

Similarly, implementation of a Single Window requires cooperation from other 

government agencies; without the,active participation o f all government agencies w ith 

border control responsibilities, the utility of the Single Window system is greatly 

diminished (Hair. el. a i. 1995). In addition, any automated system must be implemented
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within a country‘s legal Irumework. In some eases, (here may be legal impediments, such 

as requirements tor hard-copy signatures or paper copies that prevent the full benefits of 

a paperless environment from being reali/ed. In all eases, though, systems should be 

designed lor flexibility and adaptability, to allow it to be kept up-to-date with changing 

laws, regulations, international agreements, and technological advances (Chctty and 

Hamilton. 19%).

2.4.1 Technology Solutions

Hair. <7. al. (1995) assert that the latest technologies and international best practices 

facilitate the development o f this kind of adaptable, interoperable, collaborative system. 

Rather than rely on expensive, proprietary, custom-built solutions, customs agencies arc 

frequently turning to open source commercial off-the-shelf (COTS) software for its 

adaptability, standards compliance, transparency, and low cost. Standards compliant open 

source software can be customized to meet an individual country's characteristics, needs, 

and customs legislation, while remaining flexible enough to adapt to changing national 

and international requirements (Lim ct al.. 1996). Similarly, a system based on Service 

Oriented Architecture (SOA) produces benefits in terms of adaptability and 

interoperability. Service Oriented Architecture refers to a framework for designing 

computer systems, where each service provided by the system exists as its own discreet 

module. These loosely connected modules can be used by other systems, and can interact 

with each other. Thus, an organization can efficiently link multiple disparate systems 

together through a series of reusable modules (Hair. ct. a/.. 1995).

Wcb-based systems, in particular, can be used to increase interoperability and 

collaboration. Systems operating over the Internet allow both customs agencies and trade 

partners to operate in a familiar environment, using international standards such as XML, 

and reduce the need for investments in software and systems. Web-based systems can 

simplify communications between customs and trader partners, and can allow customs 

agencies to collaborate on-line. Whatever type of automated system is implemented, 

however, a truly interoperablc*and collaborative environment is impossible without a data 

model, a model that describes how data is represented and used (Hair, ct. al.. 1995).
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2.4.2 Data Model

lo ensure that automation ol eore customs proeedures results in increased efficiency and 

allows tor regional collaboration, a standardized data model should be developed, based 

on international best practices. A Data Model lays out a framework ol' standards, 

harmonized data sets, and electronic messaging guidelines to be used in sharing of 

customs information between and among customs and trade partners. Implementing a 

standardized model for information exchange and communication can reduce costs, 

expedite cross-border trade, and simplify compliance. The Data Model itself can be 

broken dow n into two parts: a Business Process Model and an Information Model, both of 

which can be described using the international standard Unified Modeling Language 

(UML) (Hair. cl. a i. 1995).

2.4.3 Business Process Model

Business Process Modeling is a technique for describing, analyzing, and optimizing 

business processes. Using a modeling language, a business process model shows the 

progression o f activities submissions from trade partners, automated systems processes, 

electronic notifications, actions by customs authorities, and so on carried out as part of the 

overall customs process. By taking a big-picture view of the process, examining 

associates, dependencies, and other characteristics (Cavusgil, 1984).

Business Process Modeling can be used to design an optimized process for implementing 

the automation o f the core customs procedures discussed above. The Business Process 

Model should take into account relevant international agreements including the Revised 

Kyoto Convention, the WCO Guidelines on Integrated Supply Chain Management 

(ISCM) and the WCO's SAFE Framework o f Standards as well as modern best 

practices in areas such as E-customs, Single Window, and risk management (Ambler and 

Styles. 2000).

2.4.4 Challenges

Although the benefits of setting up o f  data model are overwhelming, there are a number 

of issues that need to be thoroughly examined and planned for, to assure that the process 

is smooth and the expected benefits are realized. As with the automation of core customs 

procedures, many of these issues centre around the affects o f change on customs services
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relationships with trade and other government agencies. Additionally, the variety o f 

technical solutions available, and the implications of each of them for system design, cost, 

and flexibility, requires a thorough examination, and consultation with trade and 

government partners (Lint cl <//.. 1006). Once again, it is vitally important in developing a 

data model that consultations with trade partners begin early in the process. Although 

nearly all of the standards outlined here have been developed through collaborative 

processes, and are internationally accepted, their affects on trade partners can be dramatic 

especially so tor developing countries and small medium businesses. While there are 

significant benefits to trade from, for example, harmonized data sets and the Single 

Window concept, the ability of companies to implement the necessary internal changes 

and the short-term cost of doing so, needs to be considered (Ambler and Styles, 2000). 

Similar care needs to be taken when implementing an electronic messaging standard. 

Maximum long-term benefit can only be gained by implementing a system that is fully- 

compliant with international standards, and that is flexible enough to adapt to changing 

standards in the future. At the same time, the cost of such a change to both customs and 

the trade needs to be taken into consideration. The differences in the various options, 

EDIFACT. XML, UN/ECE eDocs, web-based solutions, and others should be thoroughly 

explored in consultation with trade partners (flair, ct. a/.. 1905).

Implementing these international standards and developing a data model require revisions 

of some countries’ customs regulations, and the regulations o f other agencies with border- 

control responsibilities. In most cases, these changes will need to be in the direction ol 

simplifying customs codes to allow for the use ol the standardized and minimized data 

sets recommended by the WC’O (Ambler and Styles. 2000). Additionally, national 

regulations, processes, documentation, and formats may need to be changed to allow for 

effective information exchange between customs agencies. For example, the customs 

regulations detailing information requirements for imports and exports would need to be 

changed and standardized in order to successfully implement harmonized data sets. 

Likewise, before a Single Window can be put into operation, national regulations 

regarding requirements of other border-control agencies would need to be examined and 

possibly changed.
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I here is a great deal to he gained from the automation of customs processes and the 

adoption of a regional, standards-compliant data model (Lim el al., 19%). The benefits 

reach tar beyond customs regional business can become more efficient, improving 

national economies: governments can increase, and more accurately track revenues from 

customs: national security can be improved and the flow of illicit goods and people 

stemmed. And these benefits can be multiplied even further through regional cooperation 

and information sharing. Yet there are also significant risks and challenges. The costs o f 

implementing these systems can be large, and the indirect costs to trade partners can be 

even larger (Lim cl al.. 1996). Abbas and Swierez (1991) say that care needs to be taken 

that technologies are chosen that are both powerful and widely-supported. A great deal of 

work will be required to ensure that new methods, technologies, and standards are 

adopted in compliance with national laws and regulations, and done so consistently across 

the region. By working closely with trade and other stakeholders, and by taking 

advantage of international standards and best practices, these concerns can be mitigated 

and efficient, effective customs systems can be put in place and harmonized across the 

region to the benefit of everyone (Lim cl al.. 1996).
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C II \PTER I IIREE: RESEARCH METHODOLOGY

3.1 Introduclion

This chapter describes the procedure that was adopted in order to achieve the objectives 

of the study and to address the research problem. It explains the type of data used, the 

population, the sampling technique, the sample si/.c and the methods of data collection 

and analysis.

3.2 Research design

The research was descriptive. Descriptive design according to Cooper and Schindler 

(2001:12) "is a study that strive to discover answers to the questions who. what, when, 

where and sometimes how”. The design was used to describe the effect of automation of 

the customs process on the export o f bulk petroleum products from Kenya. The variables 

examined were: the impact on customs business processes, impact on oil firms and the 

implementation challenges.

3.3 Population

The population o f  the study comprised o f all oil companies with operations in Kenya, and 

that sold petroleum products in the region at the time o f the automation. According to 

industry information, there were 25 oil companies trading in the country at the time under 

examination.

3.4 Sample si/e

The sample size was made up of 30 senior executives drawn from the 25 oil marketers 

operating in the region at the time under study, purposivcly selected since they were most 

likely respondents to provide relevant data for analysis. This sample size is supported by 

a number of scholars. Saunders, el al., (2009) suggest the undertaking of between 25 and 

30 interviews for a general study. Similarly. Mugenda and Mugenda (2003) assert that for 

correlational research, 30 cases or more are required. In addition, Dcnseombc (2003) 

argues that, w hatever the theoretical issues, the simple fact is that surveys and sampling 

are usually carried out in small scale research involving between 30 and 250 cases.
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3.5 Data Collection Instrument ami Procedure

The >tudv collected both primary and secondary data. The primary data was collected 

using a structured questionnaire that w as sent to the respondents using both drop and pick 

method and mail. Secondary data was obtained mainly from books, journals, magazines 

and government websites and other stakeholders such as K.PC, K.PRL KRA, Petroleum 

Institute of East Africa. Pipeline Coordinator and Ministry o f Energy.

3.6 Data Analysis

The data collected was edited statistically for accuracy, uniformity, consistency and 

completeness and arranged to enable coding and tabulation before final analysis. 

Descriptive statistics was used to analyze data because it enables the comparison of v ariables 

numerically (Saunders, el al. 2009). Spearman’s Rank Correlation Coefficients were 

computed to establish the relationships between the study variables. Summary statistics 

inclusive o f tables and percentages was used for presentation purposes.



CHAPTER FOUR: DATA ANALYSIS

4.1 Introduction

I lie objective ol the study was to find out the effect o f  the automation o f customs 

processes on the exportation and transiting of bulk petroleum products from Kenya. This 

chapter presents the analysis ol the study findings. It begins with a descriptive analysis of 

general information from respondents. Subsequently, it provides the analysis of the 

effects of automation on custom's business processes. Further, it analyses the impact of 

customs automation on the exporters of bulk petroleum products. Lastly, it presents the 

analysis of challenges experienced by the oil companies in the automation of customs on 

transit and export o f  bulk petroleum products.

4.2 General Information

The general information sought from the respondents included age. education, experience 

and management cadre of respondents.

4.2.1 Age

Table 4 .1 below shows the distribution o f respondents by age.

Table 4.1 Age of Respondent

Class

Distribution

Frequency Percent Cumulative Percent
Below 30 years 2 6.7 6.7
30 - 40 years 22 73.3 80.0
4 1 - 5 0  years 5 16.7 96.7
Over 50 years 1 3.3 100.0
Total 30 100.0

According to Table 4.1 above, majority of the respondents were aged between 30 40

years (73.3%). followed bv those aged between 41 50 years (lb .7%). The table also

shows that some b.7% o f the respondents were aged below 30 years whereas 3.3% were 

aged over 30 years.
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4.2.2 Education

I Ik  stud\ sought to establish respondent’s highest level o f education. Table 4.2 below 

shows the results.

Table 4.2 Level of Kdiication

Level of education

Distribution

Frequency Percent Cumulative Percent
Diploma 0 0.0 0.0
Undergraduate

15 50.0 50.0
Post graduate 15 50.0 100.0
Total 30 100.0

Fills percent (50%) of the respondents had attained post-graduate level o f education 

whereas another 50% had undergraduate education. The table shows that no respondent 

was a diploma holder.

4.2.3 Experience

The study sought to determine the level o f experience respondents had in the oil industry 

in terms o f number o f years.

Table 4.3 Years of Experience in the Industry

Distribution

Experience Frequency Percent Cumulative Percent
Less than 3 years 1 3.3 3.3
3 - 5  years 1 3.3 6.7
6 - 1 0  years 23 76.7 83.3
Over 10 years 5 16.7 100.0
Total 30 100.0

Table 4.3 above shows that majority of the respondents (76.7%) had worked in the 

industry between 6 10 years while 16.7% of the respondents had over 10 years industry

experience. However, some 3.3% had worked in the industry between 3 - 5  years 

whereas another 3.3% of the respondents had less than 3 years experience in the industry.



4.2.4 Management Cadre

Tlic studs sought to establish the management cadre (position held) o f the respondent in 

the oil company. I able 4.4 below displays the distribution o f respondents by their level in 

the management hierarchy.

Tabic 4.4 Management Cadre

Cadre
Distribution

Frequency Percent Cumulative Percent
Lower level m anagem ent 1 3.3 3.3
Middle level m anagem ent 24 80.0 83.3
Upper level m anagem ent 5 16.7 1000
Total 30 I 100.0

Eighty percent (80%) of the respondents were in middle level management, followed by 

16.7% in upper level management and lastly. 3.3% of the respondents were in lower level 

management.

4.3 The Effects of Automation on Custom's Business Processes
o

The variables examined in the study included: corruption, perceived corruption, speed of 

in-coming cargo, speed of outgoing cargo, accuracy of declarations, cost o f clearance, 

sealing of revenue leakage, online access to customs officials, record keeping and tax 

payer base. Table 4.5 below shows Spearman's correlation results for the study variable 

and their relationship with customs automation, given at 0.05 and 0.01 levels. A 

descriptive analysis o f each variable is presented in the subsequent tables.
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'I nhie 4.5 Correlation between Change in Custom's Business Processes anti Customs Automation

Customs
Automation 1 2 3 4 5 6 7

Customs Automation Correlation 
Coefficient 
Sig. (2-tailed)

1000

N 30
1 Change in Corruption Correlation

Initiated D y  Customs Coefficient 632(” ) 1000
Officials

Sig. (2-tailed) .000
N 30 30

2 Change in Perceived Correlation
'Corruption initiated by Coefficient 682(") 914(“ ) 1000
Customs Officials

Sig. (2-tailed) 000 000
N 30 30 30

3 Change in Corruption 
Initiated by Marketers

Correlation
Coefficient 729(") .8490 887(” ) 1.000
Sig. (2-tailed) 000 .000 000
N 30 30 30 30

4 Change in Perceived Correlation
Corruption initiated by Coefficient 603(” ) 907(~) 9140 913(” ) 1.000
Marketers

Sig. (2-tailed) .000 000 000 .000
N 30 30 30 30 30

5 Change in Speed of In- Correlation
coming Cargo Coefficient O

J
ro cn •3870 -176 -.315 -204 1.000

Declaration and Release
Sig. (2-tailed) 080 035 .352 089 280
N 30 30 30 30 30 30

6 Change in Speed of Out- Correlation
going Cargo Declaration Coefficient 109 .026 -051 -.039 -.071 - 174 1000
and Release

Sig (2-tailed) .567 .890 787 837 709 .357
N 30 30 30 30 30 30 30

10 12
Spearman's
rho



7 Change in Accuracy ol Correlation 6850 .9120 986(") 8760 882<” )
Declarations Coetfrcienl

000Sig (2-talled) 000 000 000 000
N 30 30 30 30 30

8 Change in Cost of Correlation 552D 8320 8980 8351” ) 874(“ )
Clearance Process Coefficient

Sig. (2-tailed) 002 000 000 000 000
N 30 30 30 30 30

9 Change in Sealing of Correlation ■ 001 -026 051 039 -.026
Revenue Leakage Points Coefficient

Sig (2-tailed) 995 890 787 .837 890
N 30 30 30 30 30

10 Change in Access to Correlation
Customs Officials via Coefficient 6470 .9200 .9260 853(“ ) 8590
'Online Communication

Sig. (2-tailed) .000 .000 000 000 .000
* N 30 30 30 30 30

11 Change in Record Correlation .013 ,226 -245 -.026 -.321Keeping by KRA Coefficient
Sig (2-tailed! .947 229 191 891 .084
N 30 30 30 30 30

Change in Widening of Correlation 481C) m n 680(") 661 (” ) 6800Taxpayer Base Coefficient
Sig. (2-tailed) .007 000 .000 000 .000
N 30 30 30 30 30

"  Correlation is significant at the 0.01 level (2-taiied). 
* Correlation is significant at the 0.05 level (2-tailed).
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-198 .033 1000
295 864
30 30 30

•212 •073 8880 1000

260 703 000
30 30 30 30

•357 .153 064 033

053 419 737 864
30 30 30 30

•264 -006 9340 8290

153 975 000 000
30 30 30 30

-.175 144 -168 -193

355 448 .374 306
30 30 30 30

-.315 -062 675C') 7580
.090 .744 000 000

30 30 30 30

1000

30

.006 1000

.975
30 30

154 -129 1.000

418 .495
30 30 30

.277 .6670 -.069 1.000

.139 000 .716
30 30 30 30



4.3.1 Corruption Initiated by Customs Officials

The stud> sought to establish how respondents rated improvement in regards to corruption 

initiated by custom officials following automation of customs processes. Table 4.6 shows the 

findings.

Table 4.5 Change in Corruption Initiated by Customs Officials

Response

Distribution

Frequency Percent Cumulative Percent

Significant positive change 15 50.0 50.0

Positive change 12 40.0 90.0
No change 3 10.0 100.0

Total 30 100.0

Fifty percent (5()"o) o f the respondents said that there was significant positive change, 

followed by 4<)°(. who observed positive change. However. 3% of the respondents did not sec 

any change in corruption initiated by customs officials following automation. The correlation 

matrix ( I able 4.4) showed that there was a strong and significant positive correlation between 

change in corruption initiated by customs officials and customs automation (/-.632. /K.OOi )• 

This means that a direct relationship subsisted between customs automation and reduced 

corruption at Customs.

The study further sought to establish whether there was any change in perceived corruption 

initiated by customs officials.

Tabic 4.6 Change in Perceived Corruption initiated by Customs Officials

Distribution

Responses Frequency Percent Cumulative Percent

Significant positive change 15 50.0 50.0

Positive change 3 100 60.0

No change 12 40.0 100.0

Total . 30 1000



Tl.c table slums that up U> 60"n ol the respondents perceived that were was positive change in 

corruption by custom ollicials. However. 40"(i ol the respondents were o f the opinion that 

there was no change. I he study established a strong and significant positive correlation 

between positive change in perceived corruption and customs automation.

4.3.2 Corruption Initiated by Marketers

[able 4. below shows the responses regarding change in corruption initiated by marketers 

following automation.

I able 4.7 Change in Corruption Initiated by Marketers following Automation

Responses Distribution
Frequency Percent Cumulative Percent

Significant positive change 16 53 3 53.3
Positive change 14 46.7 100.0
No change 0 0.0
Total 30 100.0

The table shows that all the respondents were of the opinion that there was positive change in 

corruption initiated by marketers following customs automation. Fifty three percent (53.3%) 

o f the respondents observed significant positive change whereas 46.7% noticed positive 

change. This variable also had the strongest positive correlation with customs automation 

(/■=.726) which was also highly significant (/X.01). This means that customs automation was 

related with positive changes in corruption. The study further sought to establish whether 

there was effect on perceived change in corruption initiated by marketers.

Table 4.8 Change in Perceived Corruption initiated by Marketers

Responses Distribution

Frequency Percent Cumulative Percent
Significant positive change 15 50.0 50.0

Positive change 12 40.0 90.0
No change * 3 10.0 100.0
Total 30 100.0
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I .) percent %<)"<.) of the respondents were of the opinion that there was significant positive 

change in pereei\ed corruption initiated hv marketers following customs automation. 

Subsequently. 40% also noticed positive change in perceived corruption. However, some 10% 

of the respondents realized no change in perceived corruption initiated by marketers. The 

correlation results (Table 4.5) showed a strong and significant positive relationship between 

customs automation and change in perceived corruption initiated by marketers.

4.3.3 Speed of In-Coming Cargo

. Ire study sought to establish whether there was any improvement in the speed ol in-coming 

cargo and declaration of release.

Table 4.9 Change in Speed of In-coming Cargo Declaration and Release

R esponses

Distribution

Frequency Percent Cumulative Percent

No change 3 10.0 10 0

N egative change 2 6.7 16.7

Significant negative change 25 83.3 100.0

Total 30 100.0

According to Table 4.9 above, majority of the respondents claimed that there was sigmticant 

negatixe change in speed of in-coming cargo declaration and release, following automation ol 

customs (83.3%). Another 6.7% also observed negative change whereas 10% of the 

respondents did not notice any change at all. I he correlation result loi this xatiable also 

showed that there was a negative correlation between customs automation and the speed ol in

coming cargo declaration and release although the coiiclnlion was not signilicanl (i .

p>.05). This means that an inverse relationship subsisted between customs automation and 

the ^peed of in-coming cargo declaration and release.

4.3.4 Speed of Outgoing Cargo
The study also sought to find out whether there was any improvement in the speed ol out

going cargo declaration and release following automation of customs processes.
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Table 4.10 ( linngc in Speed of Out-going Cargo Declaration and Release

R esponses
Distribution

Frequency Percent Cumulative Percent

Positive change 0 0.0 0 0
No change 3 10.0 10.0
Negative change 1 3.3 13.3
Significant negative change 

Total
26

30

86 7 

100.0

100.0

Table 4.10 above shows that, respondents observed significant negative change in the speed 

ol out-going cargo declaration, and release following customs automation (80.7%). The table 

shows that some 3.3% of the respondents noticed negative change while 10% noticed no 

change. The table shows that no respondent observed positive change in the speed of out

going cargo declaration and release. Nonetheless, the correlation results (Table 4.5) showed 

that there was a weak positive but insignificant relationship between customs automation and 

the speed of out-going cargo declaration and release (/-.l()9. /».()5). Therefore, the results 

show nothing more than random variation in correlation.

4.3.5 Accuracy of Declarations

The study sought to establish whether there was improvement in the accuracy of declarations 

due to customs automation.

Table 4 .11 Change in Accuracy of Declarations

Responses
Distribution

Frequency Percent Cumulative Percent
Significant positive change 15 50.0 50.0

Positive change 4 13.3 i 63.3
No change 11 36.7 100.0
Total 30 100.0

Fifty percent (50%>) of the respondents saw significant positive change in accuracy ol 

declaration. Another 13.7% of the respondents noticed positive change. However. 36.7% ol 

the respondents noticed no change afall. whereas no respondent claimed there was a negative 

change in the accuracy of declarations. The study also established that there was a strong and
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4-3.6 Cost of Clearance

I be findings on the change in cost of clearance process following customs automation is 

shown in Table 4 .12 below.

significant positive correlation between accuracy of declaration and automation of customs

processes (r=.685, /><.()() 1).

1 able 4.12 Change in Cost of Clearance Process

Distribution

Responses Frequency Percent Cumulative Percent

Positive change 5 16 7 16.7

No change 4 13.3 30.0

Negative change 7 23 3 53.3

Significant negative change 14 46.7 100.0

Total 30 100 0

The table shows that 46.7% of the respondents realized significant negative change and a 

further 23% observed negative change. While 13.3% ol the respondents did not notice any 

change in cost of clearance process, some 16.7% were ol the opinion that there was positive 

change. However, the study established a positive and significant correlation between customs 

automation and improvement in cost of clearance process (/- . 552, /><.() I ).

4.3.7 Scaling of Revenue Leakage

I he study sought respondents’ opinion as to whether there was any improvement in the 

sealing of revenue leakage points due to automation of customs processes. I able 4.13 below 

shows that 86.7% of the respondents observed positive change. However, 3.3% ol the 

respondents observed no change whereas 10% ol the respondents claimed there was 

significant negative change. Nonetheless, the I Hidings showed a weak and insignificant 

relationship between change in the sealing ol revenue leakage points and customs automation 

(r=.01./>>.05).
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I able 4.13 Change in Scaling of Revenue Leakage Points

Responses
Distribution

Frequency Percent Cumulative Percent

Positive change 26 86 7 86.7
No change 1 3.3 90 0
Significant negative change 3 10.0 100.0
Total 30 100.0

4.3.8 Online Access to Customs Officials

I he study sought to establish whether there were improvements in access to customs officials 

via online communication clue to customs automation.

Table 4.14 Change in Access to Customs Officials Online

Distribution

Responses Frequency Percent Cumulative Percent

Significant positive change 15 50 0 50.0

Positive change 7 233 73.3

No change 8 26.7 100.0

Negative change o 0 0

Total 30 1000

Fifty percent (50%) of the respondents observed significant positive change and another 

23.3% realized positive change. However. 26.7% ol the respondents did not notice any 

improvements in access to customs officials online. Nonetheless, no respondent claimed there 

was a negative change. The findings revealed a strong and significant positive correlation 

between customs automation and access it' customs officials online (r .647 /> .01).

4.3.9 Record Keeping

Table 4.15 below shows that all the respondents noticed improvements in record keeping by 

KRA. The table shows that 86.7% of the respondents noticed positive change and an 

additional 13 3% of the respondents observed significant positive change. The correlation 

matrix (Table 4.5) however showed that the relationship between this variable and customs 

automation was not significant O -.013./».05)



Table 4.15 Change in Record Keeping by KRA

Distribution

R esponses Frequency Percent Cumulative Percent

Significant positive change 4 13.3 ! 13.3

Positive change 26 86.7 100.0

No change 0 0.0 J
Total 30 100 0 l

43.10 Tax Payer Base
The study sought to determine whether there were any improvements in the widening of tax 

payer base. The study found out that respondents observed a positive change (bb.7 <>) and a 

significant positive change (33.3%). No respondent observed a negative oi /eio change in the 

widening of taxpayer base following customs automation. 1 he study showed that theie wa. a 

positive and significant correlation between change in widening ol taxpayei base and cu u m. 

automation (/-,4X1. /><.() 1).

Tabic 4.1(» Change in Widening of I axpaycr Base

Responses

Distribution

Frequency Percent | Cumulative Percent

Significant positive change 10 33 3 ! 3 3 3

Positive change 20 I 66.7 ' 100 0

No change 0 j 0.0

Total 30 ! 100.0

4.4 The Impact of Customs Automation on Exporters of Bull. Prti oleum I miliutx

The variables examined ia this section included: return on capital employed, pmlilahility. 

turnover, lead time and affiliate integration. Table 4.17 below shows Spearman's Rho 

significant at 0.05 levels. The findings for each sub-variable are subsequently described m

respective contingency tables.
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Table 4.17 Correlation between Customs Automation and Business Indicators of Oil

Firms

Customs
Automation 1 2

3 s
4 5

Spearman's Customs Automation Correlation Coefficient 1 000
mo

Sig (2 tailed)
N 30

1 Return on Capital Correlation Coefficient -040 1 000
Employed

Sig (2-tailed) 008
N 30 30

2 Profitability Correlation Coefficient -228 -268 1.000
Sig. (2-tailed) 025 152
N 30 30 30

3 Turnover Correlation Coefficient -247 -•414(*) 286 1.000
Sig. (2-tailed) 018 .023 125
N 30 30 30 30

4 Time Taken to Access Correlation Coefficient -555 058 337 .218 1.000
Products

Sig (2-tailed) 036 761 068 .248
N 30 30 30 30 30

S Integration with Regional Correlation Coefficient 071 083 104 089 -013 1000
Affiliates

Sig 12-tailed) 708 662 586 640 945
N 30 30 30 30 30 30

* Correlation is significant at the 0 05 level (2-tailed).

4.4.1 Return on Capital Employed
The study sought to establish respondent’s rating of the impact of the automation ol customs 

on export of bulk petroleum products in terms ol return on capital employed.

4.18 Impact of Customs Automation on Return on Capital Employed

Distribution
Rating

Frequency Percent Cumulative Percent

Greatly increased 0 00 0 0

Increased 0 0.0 0.0

No change * 2 6.7 6.7

Reduced 25 83.3 90.0

Greatly reduced 3 10.0 100.0

Total 30 100.0
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\ecording io table 4 .IS above, 83.3% of the respondents said return on capital employed 

reduced and another 10% said it greatly reduced. Some 6.7% however realized no change 

while no respondent observed an increase in return on capital employed following customs 

automation. The correlation results in Table 4.17 showed that a weak negative but significant 

correlation existed between customs automation and return on capital employed 040, 

p<.05). This means that there was an inverse relationship between the automation ol customs 

on exports o f bulk petroleum products and oil companies' return on capital employed.

4.4.2 Profitability

The study sought to establish how automation of customs on exports ol bulk petroleum 

products impacted on the profitability of oil marketers.

Table 4.19 Impact of Customs Automation on Profitability

Rating
Distribution

Frequency Percent Cumulative Percent
Greatly increased 0 0.0 0.0

Increased 0 0.0 0.0

No change 1 3 3 3.3

Reduced 27 90.0 93 3

Greatly reduced 2 6 7 100.0

Total 30 100.0

Ninety percent (90%) of the respondents claimed that profitability reduced and another 6.7% 

said profitability greatly reduced as a result ol customs automation. (>nl> 3.3 .. ol tin. 

respondents did not observe any change in profitability due to customs automation w lieu..is no 

respondent saw an increase in profitability. I lie study found out that tlieie was a significant 

negative correlation between customs automation and the piolituhilily ol petioleum oil 

companies (r -.228. /u-.05).

4.4.3 Turnover
The results on rating of impact ol**automation of customs on exports of bulk petroleum 

products on the turnover of oil firms are shown in fable 4.20 below.
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1̂ 1 . € ^
0 Impact of ( ustouis Automation on Turnover

R a tin g Distribution

Frequency Percent Cumulative Percent
• g r e a t ly  in c re a se d 0 0.0 0.0
I n c r e a s e d 1 3.3 3.3
N o  c h a n g e 2 6.7 10.0
Reduced 25 8 3 3 93.3
v a r e a t ly  re d u c e d 2 6.7 100.0
T o * a t 30 100.0

__________________

J" ie  4 .2 u  above shows llial 83.3% of Ihe respoiuleiHs ruled the impact on turnover as 

i-lucctl and a further 6.7% rated it impact as greatly reduced. The table further shows that 

*>me (>.7n ,, ol the respondents saw no change in turnover due to customs automation whereas 

*.>mc 3 .V '„  realized an increase on turnover. The correlation matrix (Table 4.27) showed that 

i s ig n ific a n t negative relationship subsisted between customs automation and turn over of oil 

co m p an ies  (/ .247. /x.()5). The findings reveal an inverse relationship between these 

v a riab les .

4 .4 .4  L ead  Time

T h e  study sought to establish respondent's rating ol the impact of automation of customs on 

ex p o rts  o f  bulk petroleum products in terms of time taken to access goods.

1 ab le  4.21 Impact of Customs Automation on Lead I ime
Responses

Rating Frequency Percent Cumulative Percent

G reatly  increased 3 100 10.0

Increased 26 86 7 96.7

N o change 1 3.3 100

R educed 0 0.0

G reatly reduced 0 0.0

Total 30 100.0

%

fable 4.21 above shows that lead tigie had increased according to 86.7% ol the icspondents 

while 10% of the respondents said it greatly increased following the automation of customs
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processes. I he table also shows that 3.3% ol the respondents realized no change in time taken 

to access goods whereas no respondent rated the impact on lead time as reduced. The 

correlation result for this variable showed a strong and significant negative relationship 

between lead time and customs automation (/--.555. /x.05).

4.4.5 Affiliate Integration

The findings on the impact of automation of customs on oil companies’ integration with 

regional affiliates is shown in Table 4.22 below.

Table 4.22 Impact on Integration with Regional Affiliates

Rating

Distribution

Frequency i Percent Cumulative Percent

Greatly Increased 1 5 1 50.0 50 0

Increased 15 i 50 0 100 0

No change 0 0.0

Reduced 0 0 0

Greatly reduced o I 0.0

Total 30 > 100 0

The table shows that all of the respondents were of the opinion that integration w ith regional 

affiliates increased as a result of automation of customs. Filly percent (50%) ol the 

respondents said integration greatly increased whereas another 50% said it increased. I he 

study established a positive relationship between customs automation and oil companies 

integration with regional affiliates, although the relationship was insignificant (r=.071, 

/».05).

4.5 Challenges Experienced by the Oil Companies due to Automation ol (. ustoms

The study assessed the challenges in terms ol business processes, KRA time I rallies, human 

resource, communication and lead time. The findings are analyzed in the subsequent charts

below'.
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45.1 Business Process

The study sought it) establish the extent to which integration incompatibility with oil 

companies' business processes was a challenge occasioned hy the automation of customs on 

transit and export of bulk petroleum products.

According to figure 4.1 above, 83.3% of the respondents observed that integration 

incompatibility with business process was a challenge to a large extent, followed 10 o ol the 

respondents who claimed it was a challenge to a very large extent. Lastly, some 6.7 o said 

integration incompatibility was a challenge to a small extent.

45.2 KKA Time Frames
The study sought to establish whether the time frame allowed by KRA for preparation and go 

live became a challenge due to the. automation of customs on transit and export ol bulk

petroleum products.
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Fig. 4.2 Extent KRA Time Frames was a Challenge

N inety percent (90%) of the respondents said the timeframe allowed by KRA for preparation 

and go  live became a challenge to a large extent following customs automation while another 

6 "o said it was a challenge to a very large extent. However, some 3.3% saiil it was a 

challenge to a small extent. Respondents commented that this was due to penalties imposed 

on non-compliance during transition period.

4.5.3 Human Resource

The research endeavored to establish the extent to which human resource factor in the 

business posed a challenge due to automation of customs on transit and export ol bulk 

petroleum products. Figure 4.3 below shows that 76.7% ol the respondents said human 

resource factor was a challenge to a great extent. 20% said it posed difficulties to a small 

extent whereas only. These respondents mainly cited the cost and logistics surrounding 

retraining as the reasons for the difficulties experienced. Clearing agents were cleared only 

alter KRA training and certification which slowed down business operations. However. -■>..'% 

ot the respondents said IIR posed no challenge.

4I



80-

i’ iy. 4.3 I lie Extent HR Factor was a Challenge due to Customs Automation 

*-5-4 Com m unication

lie study also sought to establish whether communication to and from KRA posed a 

J ittie u liy  as a result of automation o f customs on transit and export of bulk petroleum 

products.

Fig 4.4 'Hie Extent Communication to and From KRA became a ( hallcnge
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was ae n t (SO „) of the respondents said communication to and from KRA

: a â r^c cxtcnt ant  ̂ 3.3% said it was a challenge to a very large extent. Further, **•'  ̂|* -
1 tcspondcnts said it was a challenge to a small extent. Most of the respondents 

C rc t  ̂ ^* fllcu llies  on tracking of document status.

l-Cad l ime

i u d \  sough t to establish whether oil companies experienced difficulties in the lead time 
a c c e s s  to  products.

Fig. 4.5 The Extent Lead Time Posed a Challenge for Oil Companies

Eighty percent (8()°b) of the respondents observed that the time taken to access products was a 

challenge and another 10% said it posed a difficulty to a very large extent. Lastly. 10% said it 

was a challenge to a small extent. Respondents commented that it took longer than before to 

access products for export.
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CHAPTER FIN E: DISCUSSION, CONCLUSIONS AM) RECOMMENDATIONS

5.1 Introduction

The purpose ol the study was to lind out the effect of the automation of customs processes on 

transiting and exportation of bulk petroleum products from Kenya. The researcher carried out 

a survey ol all the 25 oil companies with operations in Kenya at the time of automation and 

that sold petroleum products in the East African region. A descriptive research design was 

used to guide the research process. Thirty senior executives drawn from oil marketers in the 

region were purposively targeted for the research. Data was collected using a structured 

questionnaire. The data was analyzed using descriptive statistical techniques and inferential 

statistics. This entailed summaries in frequency tables and bar charts. Spearman's Rank 

Correlation Coefficients were computed to establish the relationships between the study 

variables.

5.1.1 Summary of Key findings

Major findings of the study revealed that automation had a significant positive effect in the 

business processes at customs on a number of fronts. The study established a strong and 

significant positive correlation between change in corruption initiated by customs officials 

and customs automation (/-.632, /?<.()()!). Equally, there was a positive change in perceived 

corruption according to 60% of the respondents. Similar findings were registered on both 

perceived and actual corruption initiated by oil marketers. Improvements were also registered 

in the accuracy of declarations with a strong anti significant positive correlation between 

accuracy of declaration and automation of customs processes (/-.685, /»<.()() I). Majority ol 

the respondents also observed positive change in the sealing ol revenue leakage points. 

However, the study revealed an inverse relationship between customs automation and the 

speeds of both in-coming and outgoing cargo declaration and release. Further findings 

revealed a negative and significant relationship between customs automation and oil 

marketers’ business performance indicators such as ROCE. profitability, turnover and lead 

time. The oil companies experienced challenges in business processes, time Irames. HR and 

online communication with KRA officials.
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'- 'h ap ic i d iscusses llie study findings. draws conclusions in view of the discussion and 

'd e r s  th e  implication for policy and practice. The chapter adopts a systemic approach, 

m 'n g  " i l h  the effects o f  automation on custom’s business processes, the impact of 

1 ls au tom ation  on the exporters of bulk petroleum products, and lastly; the challenges 

- icncccl by the oil companies in the automation of customs on transit and export ol bulk 

ipoleum  products.

D iscussion

-•1 I lie Effects of Automation on Business Processes at Customs 

.a rru p lio n  is one challenge that KRA have continuously grappled with. I lie automation ol 

.ustoms w as largely expected to significantly reduce corruption lrom both customs olliciuls 

and o il m arketers. This objective seems to have been achieved as majority oI the respondents 

in th is  study observed significant positive change in actual and perceived corruption at 

custom s. This is reinforced by a strong and significant positive correlation (i=.6a2. />• .001). 

Comparatively. improvement in perceived and actual corruption initiated by oil inaiketeis was 

observed as better than that initiated by customs officials. I his finding is inevitable since 

subjeetixity o f responses, emanating solely lrom the point ol view ol the oil executives, could 

not be avoided. Nonetheless, that customs automation has significantly reduced coiruplion 

being  the variable with the strongest positive correlation lrom eilhei liont is a milestone foi 

the petroleum oil sector. As such, the independent companies hitherto accused ol colluding 

w ith customs officers and compromising the customs process and as a result creating an 

uneven playing field between them and the majors has been technically contained.

Coupled w ith the foregoing is the concern over revenue leakage through diversion products 

meant for the export market into the local market without payment ol tequisite 

Majority o f the respondents observed positive change in the sealing ol levcnue leakage | i 

This reinforces Chetty and Hamilton's (19%) argument that in addition to helping facilitate 

smooth cross-border trade, a paperless environment can aid customs agencies in their primary 

missions o f controlling the border and collecting revenue.
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(1 ) ) ) )  held that the core functions o f customs control and customs clearancecja |  I ■
hi niajm gains in efficiency through the use of ICT. Indeed, majority of the 

I s  saw significant positive change in accuracy of declaration. Another 13.7% of the 

'M s  noticed positive change with the correlation results showing a strong and 

'a n i  p ositive  relationship between accuracy o f declaration and automation of customs

CS O .685. /) .001). Benefits to this have been argued out in previous literature. Hair, 

<19S>5) for example, suggests that with an electronic system, data such as trade statistics 

S e r*erated much more quickly and with much higher accuracy than in a manual system. 

- m e co llection , too, can be improved with an automated system; accounting and payment 

'- '-s se s  can  be built into the system to aid in the tracking and collection of payments due.

th e  respondents in this study observed improvements in the widening of taxpayer base 

iLow in«  custom s automation.

J,CI b e n e fits  accrued through the Simha system include improvements in access to customs 

'ftic ia ls  via online communication due to customs automation. In addition, while the study 

noted th a t the relationship between record keeping and customs automation was not 

significant (/■=.() 13. /».()5), practical implications of a paperless environment has been shown 

previously bv Mechling cl al. (1995). Among them, trading partners can electronically submit 

inform ation  about their consignments prior to arrival at the border. This allows customs to 

p rocess information and target suspicious consignments in advance o f their physical arrival. 

C u sto m s can also provide trading partners with electronic notification ol the release status 

im m ediately after a consignment comes into customs’ control.

7 he automation of customs on transit and export ol bulk petroleum products was among 

others, expected to yield gains in the speeding up of the declaration and clearance process. 

How ever, majority of the respondents in this study claimed that there was significant negative 

change in the speed of both in-coming and outgoing cargo declaration and release, following 

automation of customs. This is reinforced by the correlation result which showed an inv erse 

relationship between customs automation and the speed ol in-coming and outgoing cargo 

declaration and release. This mirrors previous findings in a study conducted by Clarke (2009) 

which found that customs clearance process were longest and average time that it takes
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imports ami exports to clear customs after arriving at the point o f entry or exit in the country 

remain a challenge in international business.

I he automation was also expected to lead to a reduction of the cost of goods clearance. 

However, majority of the respondents observed a negative change contrary to expectations, 

lliis sentiment echoes McTiernan's (2006) earlier observation that businesses in Africa 

perceive the impact o f customs as mostly unfavorable, a mixture ol obvious and subtle 

impediments, of which costs was lirst and foremost. On the other hand, it goes contrary to 

claims by Abbas and Swierez (1991) that automation ol customs clearance procedures and 

information exchange can result in lower costs.

5.2.2 The Impact of Customs Automation on Oil C ompanies

Unlike the gains accrued to KRA. the study did not establish equivalent gains to oil marketers. . 

Majority of the respondents in the study felt that return on capital employed have reduced 

following customs automation. Indeed, the inferential statistics revealed an imcise 

relationship between the automation of customs on exports of bulk petioleum pioducls and oil 

companies' return on capital employed. Likewise, majority of the respondents claimed that 

profitability reduced. As such, the findings agree with Mahon (1993) who argued that 

automation will have an impact on the business performance and ability to meet its objectives. 

This is also consistent with Dutton and Otlensmeyer (1987) who mentioned the fact that 

technological advancements are classified as strategic because they can allei the business s 

performance if left unnoticed or unaddressed.

Similar findings are observed on the impact ol automation on tumovei. I his can be linked lc 

subsequent findings on lead time. Majority ol the respondents obseived that lead 

increased. Indeed, the correlation result showed a strong and significant negative relationship 

between lead time and customs automation (r=-555. /><•<)5). This goes against the implied 

reasoning by Chclly and Hamilton (1996) that with customs automation processes is the 

possibility of developing a program ol expedited processing thus reducing tiansit 

Benefits expected o f any automation are therefore subject to multiple factors unique to each 

sector. While oil marketers have responded to this handicap by increasing their lead time for
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:liveries. this situation puts a downward pressure on the tiscal leverage and pu>lilubilit> 

il firms thus having undesirable bottom-line el feels for these stakeholders.

he findings on the impaet of automation o f customs on oil companies' integration with 

egional alfdiates revealed that respondents were of the opinion that integration with regional 

affiliates increased as a result of automation of customs. This ts perhaps the only positive 

benefits directly accruing to the exporters ol bulk pelioleum pioduets.

5.2.3 Challenges Experienced by the Oil Companies
The studv assessed ,he ehal.eages in terms o f business processes. KRA time frames, human 

resource, eommunieniion and lead time. The findings showed ihn. majori.y ol .he respondent 

observed imegrarion ineompa.ibili.y with business process. Tins includes .he need lo, 

computer programs ,o rransTorm documents into required formats and automate customs 

transactions and procedures. In addiiion. .he key software elements have to be 

reflect local conditions, such as tariff stntcture and content. Any change to the system lo, 

filing customs documents and declarations has an impact on the trade, and a change 

mandating the adoption of new technology can be particularly burdensome. Trade pa, mu 

may have to revamp many of their imenta, processes, or even invest In c o m p i l e  s y s , t s o  

software, in order to meet the requ,re,„en,s of,he automated system. As De Ton, e, d  

argued, this concern may be especially relevant in develop,ng counmes.

Further, there are training requirements; that is eosls linked m 'be mslallalmn.

maintenance of hardware and software. This largely depends on the level o, sk Is

and the resnhiag .mining needs of slaff o f  the oi, fimts. The researel, endeavored u ■

the extent to which human resource factor in .he business posed a challenge due m morn.

o f customs on transit and capon of bulk petroleum products. The find,ngs

majority of the respondents said human resource lacto, were a cl,a cage u, •  ^  ^

Respondents mainly cited the cos, and logistics sureoundmg ^  l in in g  and

difficulties experienced. Clearing agents were cleared only

certification which slowed down business operations.
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Coupled with the HR challenges, majority o f the respondents said the timeframe allowed bv

K.RA for preparation and go live became a challenge to a large extent following customs 

automation. Respondents commented that this was due to penalties imposed on non- 

compliance during transition period. Previous studies by Kerr (2009) have obseived that 

customs compliance requirements have been affecting a growing number ol businesses 

involved in the cross-border movement of goods and the manufacture of goods under bonded 

conditions. This invites suggested alternatives such as a single window system. However, 

implementation of a Single Window requires cooperation bom othei government agencies. 

Hair. ct. ui. (1995) cautioned that without the active participation ot all government agencies 

with border control responsibilities, the utility of the Single Window system is greatly 

diminished. In addition, any automated system must be implemented within a country's legal 

framework. In some eases, there may be legal impediments, such as requirements lor hard

copy signatures or puper copies -  that prevent the full benefits o t a paperless environment 

from being realized. Difficulties were also registered by oil marketers m tracking ol document

status.

Wilson (2006) argued that, although customs and administrative procedures ale neecssjit 

the smooth application o f trade and other policies, they can thicken the borders between 

trading partners if  .he customs and administrative procedures are more s.rmgem .ban 

necessary or inefficient. This study established that Ihe lime token to access products was the 

greatest challenge. Respondents commented that it took longer than beloic to access pm  

for export. Indeed, implementation of the Simla system me. resistance from the oil markelers 

largely due to this reason. They argued tha, syslem design should have been supported by a 

research from marketers or more detailed stakeholder engagement. In addition, 

implementation should have been piloted. These emphasize .he argument by Wagner ( I W )  

tha, a successful implemenfa.ion of customs au.oma.ion sys.ems requtres .hat a numbe, o 

conditions he me. from the outset. This includes a transparent and collabnrattve approach by 

the project management to generate support external users, including brokers and agenls. ant 

a phased implementation of the customs automation systems.
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• J
\3 Conclusion

Ihe automation ol customs on transit and export of bulk petroleum products has had both 

positive and negative effects to its key stakeholders. Kenya Revenue Authority have achieved 

its key objectives o f customs automation as seen through reduction in corruption actual and 

perceived corruption at customs, widening o f tax-payer base, accuracy of cargo declarations 

and the sealing of revenue leakage points. Oil marketers also benefit in terms of integration 

with regional affiliates. However, the impact on exporters of bulk petroleum products has 

been largely negative. This is seen in reduced return on investment, profitability and turnover, 

due to longer lead-time occasioned by delayed access to goods.

5.4 Implications for Practice

While gains yielded by KRA are evident, reaping the benefits ot customs automation at the 

expense of some stakeholders is not tenable. Oil marketers are immediate stakeholders whose 

interests should be secured as a matter ol policy. A more collaborative approach that takes 

into account a detailed stakeholder engagement through among others, a baseline suivev is 

necessary for continuous systems improvement. While the implications ol adopting a single 

window system may be enormous, legislative flexibility is needed to allow foi systems 

redesign that considers the merit ol a single window system, perhaps on a pilot basis to 

evaluate the ramifications. This may require lobbying from the part of oil marketers. At the 

fimi level however, oil companies realize that government action is part ol the ever changing 

external environment which they have limiled-to-zero control and they must continuously 

scan and respond strategically. Strategic options available may include integration or mergers. 

The marketers should also seek to have KRA elevate the compliant ones to approved 

economic operator status. This process should be made easier by the data now automatically 

available in KRA systems. This concept has the potential to respond to the profitability related 

concerns by the marketers making the automation a win-win solution for both the marketers

and the rev enue authority.

Although this study was conducted with a bias to the peispectives ol petroleum oil expi rte 

operating in Kenya, the findings reflect issues associated with industry level Ibices across 

international borders which are increasingly important to oil marketers and governments the
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world o\er. lhe  practice implications are therefore applicable globally irrespective o f local 

uniqueness.

5.5 Suggestions for Future Research

Just like most other researches, this study was not without its limitations. While the insights 

gained from the empirical data are fundamental in informing continuous automation reforms 

at customs, a probabilistic technique encompassing a larger sample would significantly 

increase the reliability o f  statistical estimates. In order to establish more accurate results, 

further studies could be extended in the subject ol the impact of customs automation on oil 

marketers by controlling for linn-specific factors such as strategy or organizational culiuie. A 

case study approach could perhaps present an ideal starting point.

The potential gain by oil marketers may also be actualized if. the compliant ones lake 

advantage o f  the automated process to become authorized economic opeai a tors. I he negative 

impact thev experienced from his automation could be mitigate by enhanced use i I the 

system. This therefore provides an area of further research on how both KRA and oil 

marketers have taken advantage of the automation to implement the concept ol uulhoii/ed 

economic operators, and impact of the same on oil marketeis in the l ast Aliican legion.
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APPENDICES

APPENDIX I: QUESTIONNAIRE

SEC I ION A: GENERAL INFORMATION (Kindly [V] tick as appropriate)

I. What is your age?

Below 30 [ ]
30-40 ( ]
40-50 [ ]
Above 50 [ ]

2. How long have you been working at this industry?

Less than 3 years
3-7 years [ ]
7-10 years [ ]
Over 10 years [ ]

3. What position do you hold in the company?

Lower level management
Middle level management | ]
Upper level management [ ]

4. What is vour highest level o f education? 

Diploma
Undergraduate
Postgraduate

5. Are you aw are of w hat KRA is doing concerning automation of customs process for 

transit and exportation of bulk petroleum products?

Yes [ ]

No [ ]

6. If your response in 5 above is ‘Yes’, to what extent was your business affected by the 

way the automation is managed?

Very great extent 
Great extent 
Moderate 
Low extent 
Very low extent

[ ] 
[ 1 
[ ] 
[ ] 
[ I

54



SECTION B: EFFECT OF AUTOMATION ON CUSTOMS BUSINESS PROCESSES 

In your own view, did the automation of customs documentation of transit and exports of 
bulk petroleum products have any gains?

Yes [ 1
No [ ]

S-1* .vour answer in ( 7) above is yes. how can you rate improvement in the following aspects 

following in terms o f importance?

Si
gn

ifi
ca

nt
 p

os
iti

ve
 

ch
an

ge

Po
si

tiv
e 

ch
an

ge

N
o 

ch
an

ge

N
eg

at
iv

e 
ch

an
ge

Si
gn

ifi
ca

nt
 

ne
ga

tiv
e 

ch
an

ge

C
om

m
en

ts

Corruption initiated by customs officials

Perceived corruption initiated by 
customs officials
Corruption initiated by marketers

Perceived corruption initiated by 
marketers
Speed of in-coming cargo declaration 
and release
Speed of out going cargo declaration 
and release
Accuracy o f declarations

Cost of cargo clearance process

Sealing of revenue leakage points

Access to customs official via online 
communication
Record keeping by KRA

Widening of tax payer base



SECllON C: THE IMPACT OF CUSTOMS AUTOMATION ON EXPORTERS OF 

BULK PETROLEUM PRODUCTS

l). How can you rate the impact of the automation of customs on exports of bulk petroleum 

products in terms ol the following indicative factors lor your business?

Indicative Factors

Greatly

increased

Increased No

change

Reduced Greatly

reduced

Return on Capital 

employed

Profitability

T urnover

Lead lime

Affiliate Integration

SECTION D: DIFFICULTIES / CHALLENGES EXPERIENCED BY OIL FIRMS 

FOLLOWING AUTOMATION OF CUSTOMS

10. To what extent were the following diHiculties'challcngos experienced in the automation of 

customs on transit and export o f bulk petroleum products?

V
er

y 
la

rg
e 

ex
te

nt

La
rg

e 
ex

te
nt

Sm
al

l e
xt

en
t

V
er

y 
sm

al
l e

xt
en

t

N
o 

ch
al

le
ng

e

C
om

m
en

t

Integration incompatibility with 
business process
Time frame allowed by KRA for 
preparation anil go live
Human factor in the business
Communication to and from KRA
Lead time for access to products
Any other. Please specify
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Additional comments on 14 above

11. How did you deal with the barriers rated above?

12. If the automation of customs on export of bulk petroleum products was to be done all ovei 

again, what could you recommend to be done dirterenily?

THANK YOU FOR YOUR COOPERATION


