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ABSTRACT 

The principal ~ u. of this, tudy was to establish the determinants of exposure to foreign cxchang' r 11~ ri ·k l n projects funded through ILRI, explore the effects of exchange rate !lu ·tuatil)ll ·in th medium term period of a project in terms of project timing, scope and qtl'llity and Ia ·tl , to establish the effect of exchange rate fluctuation on the operations of II I I. 1 h tudy period was 2000 to 2005 

The study found out that the independent variables could explain 81.2 % of the exposure to foreign exchange rate risk on projects funded through ILRI, meaning that 18.8 % can be explained by other factors that affect foreign exchange rate risk but not related to these variables. The results also reveal that financing time lag accounted for 71.3 %of the total exposure with conversion exposure accounting for 55.3 % at US $and monetary monthly revaluation explaining 67.4% at of the total exposure if the variable were run individually. In total, the foreign exchange loss from financing lag time stood at $146,502.55, due to currency conversion there was an exchange loss of $279,706.11, with monetary revaluation contributing to $192,130.48 for the period under study. 

As the other factors other than specified variables continue to contribute to foreign exchange risk exposure facing ILRI, the results of the study reveal that financing time lag, expenditure currency conversion and monthly monetary revaluation will continue to bear challenge to management and project officers at ILRI. These groups will thus need to strategize on ways of developing contract arrangement that could among thcrs, hift the burden of foreign exchange exposure to the project donors a well a exploring other avenues of transferring the risk in tran actions to project agents t c ver for ex enditure urr ncy conversion. 



CHAPTER ONE 

INTRODUCTION 

1.0 Bac round 

Busine and non-business organizations undertake various types of projects for various 
reason . For business corporations the main reasons include but not limited to projects that 
wil l lead to increasing the value of the firm , those projects with positive net present value. 
On the other hand, not-for-profit organizations like ILRI may have other reasons of 
undertaking a particular project. Most not-for-profit organizations have particular themes 
that guide their choice of projects to undertake. Therefore it is no surprise that they can 
pick a project that does not have a positive net present value just because it meets the 
mandate of its operation . These themes include but not limited to poverty alleviation, 
environmental protection, human rights and related projects. 

Project management is a carefully planned and organized effort to accomplish a specific 
(and usually) one-time efforts, for example, constructing a building or implement a new 
computer system. Project management includes developing a project plan, which includes 
defining proj ect goals and objectives, specifying tasks or how goals will be achieved, what 
resources are need, and associating budgets and timelines for completion. It also includes 
implementing the project plan, along with careful controls to stay on the "critical path", that 
is, to ensure the plan is being managed according to plan. Project management u unlly 
follow major phases (with various title [! r the e phases , in luding fl a ibility tudy, 
proje t planning, implementation, evaluation and upp rt/maintcnance. I l we er, of the 
teps implementation determine · the u cc or fai lure o a pr )jc t. 
ww.. .m nagementh lp.org) 



Project risk can be defined as a combination of constraint and uncertainty. The risk may be reduced to an ac ptabl I vel by reducing either uncertainty or constraint, or both. In 
practice, [! w p pi ha the opportunity to reduce constraint, so most focus on the reduction of un ·~.:rtainty. Thl;re arc several Types of project risk, these include; Stand-alone 
risk : thi · i · th ri ·k of a project when viewed in isolation. Firm risk: this represents the contributi n f the project to the overall risk of the organization, and Systematic risk: this reprc ·ent the risk of the project in the context of the market portfolio. 
(\ W\ .themanagementor.com) 

There are several definitions of a project depending ones perspectives. For instance, A Guide to the Project Management Body of Knowledge (PMBOK® Guide) defines a project as a temporary endeavor undertaken to achieve a particular aim and to which project management can be applied, regardless of the project's size, budget, or timeline. 

There are many business projects that run smoothly and according to plan, but many do not. There is no such thing as a risk-free project. Running a project requires a lot of planning and some occasional gut-wrenching decisions when the unexpected happens. It is not possible to foresee and to know how to handle each risk before hand, but a successful project manager knows how to change plans to meet risks. Adapt or die! (Chong and Brown, 20002).ILRI defines a project as an aggregation of activities that lead to an output.An example of a project is "Fourth participatory Poverty Assessment in Kenya" which is financed by GTZ. It has a budget of $ 30,049 and will run from July 2005 to December 2006. 

Project risk management seek to anticipate and addre s uncertainties that threat n the copc, quality, and timetables of a project. I he uncertainties may include que. ti ns of material and parts quality; delay in delivery of uffi i nt m< tcrial to meet project n cd ; 
bud etary and p rsonn I ch n e ~ · and incomplete kno' I dge r n.: carch. '1 he ri ks I ad r pidly to delay in deliv d tc nnd bud • t o undcrminc 

nfid nc in th pi1 ~e t nd in th pr ~ t pro1 n nt . 



Since project risk management is process oriented, it remains possible to have a successful 
project and one that is unsuccessful. While any project accepts a certain level of risk, regular and rigor u ri k analysis and risk management techniques serve to defuse 
problem, b •t{ rc th 'Y uri . (Project Management Body ofKnowledge (PMBOK), 1987) 

l.l For ign change Risk and Management in Projects 

I· reign finan ces form an integral part of a developing country's resources in the attempt to 
attain industrialization and economic development (Chepkairor 1988). The process of risk management comprises of the fundamental steps of incident identification, risk analysis, 
risk assessment and risk treatment. Risk audit is a significant aspect of effective risk management too. This risk audit enables risk managers to develop a risk scorecard that will help them to priotize the risks and thereby design mitigation strategies (Binder 1997). It is the process that an organization puts in place to control its financial exposures. 

According to Li (2003), financial risk is a risk that emanates from the uncertainty of such 
factors as interest rates, exchange rates, stock price fluctuations , and fluctuation in commodity prices. Similarly, Oxelheim and Wihlberg (1997) indicate that financial risks 
might be broken down into interest rate, exchange rate, and inflation rate risks. However, 
according to them, of all these, currency risk and specifically exchange rate risk has 
received the most attention . The main reason being that it is more than any other financial risk, it is susceptible to market economy variables and government interventions Exchange rate is the price of one currency expressed in terms of another. xchange rates are hi ghly volat ile. 

Kenya has adopted a fl oating exchange rate which means that the pri c of the K nya hilling (K h) with respect to other currencie i set by market for of upply and 
d mand. AI o called curr n y ri k, foreign ex h< ngc ri k n.:pn.: cnt the ri k that an m m nt' vatu \ ill chan c because of currcnc c. ch nge fluduati n . 



According to the International Federation of Accountants' Financial and Management Accounting Committee, International Management Accounting Practice Statement, Currency Fxp sur nd Ri k Management, February 1996, foreign exchange risk exposure is define I ns lht: c ·knt to which the future cash flows of an entity are susceptible to variation , in . han ' rates. It embodies the potential for gain as well as the potential for lo ·s. 

The purp ·e of foreign exchange risk management is to maximize the long-run return on fund that involve an actual or potential exposure to exchange rate fluctuations. This 
recognizes that currency markets can be used to increase purchasing power as well as to limit negative effects. 

1.2 Project Management in Not-For -Profit Organizations 
Project management is the discipline of organizing and managing resources in such a way that these resources deliver all the work required to complete a project within defined scope, time, and cost constraints. This property of being a temporary and one-time undertaking contrasts with processes, or operations, which are permanent or semi­
permanent ongoing functional work to create the same product or service over-and-over again. The management of these two systems is often very different and requires varying technical skills and philosophy, hence requiring the development of project management. (Berkun, Scott 2005). 

Like any human undertaking, projects need to be performed and delivered under certain constraints. Traditionally, these constraints have been listed as: scope, time, and cost. hi is al o referred to as the Project Management Triangle where each id represents a 
con traint. ne side of the triangle cannot be changed without impacting the ther . A further refinement of the con traints separates pr duct 'quality' or 'performance' fr m cope, and turns quality into a ourth con traint .( Kcrzn r, Harold 2 0 



The time constraint refers to the amount of time available to complete a project. The cost 
constraint refer to th budget d amount available for the project. The scope constraint 
refers to what must t c d n t pr duce the project's end result. These three constraints are 
oft n omp ·tin' 't nstraint : increa ed scope typically means increased time and increased 
cost, 1 ti •ht tim n traint could mean increased costs and reduced scope, and a tight 
bud' ·t · )\11 i m an increased time and reduced scope. 

Th di ipline of project management is about providing the tools and techniques that 
enable the project team (not just the project manager) to organize their work to meet these 
constraints. 

1.3 International Livestock Research Institute (ILRI) 

ILRI is a non-profit-making and an international non-governmental organization with 
headquarters in Nairobi, Kenya, and a second principal campus in Addis Ababa, Ethiopia. 
The institute employs over 700 staff from about 40 countries. All ILRI work is conducted 
in extensive and strategic partnerships that facilitate and add value to the contribution of 
many other players in livestock development work. 

The International Livestock Research Institute (ILRI) works at the crossroads of livestock 
and poverty, bringing high-quality science and capacity building to bear on poverty 
reduction and sustainable development for poor livestock keepers and their communities. 
ILRI works in the tropical developing regions of Africa, Asia and Latin America and the 

aribbean, with offices in East and West Africa, outh and outh- ·a t Asia, hina and 
entral America, and projects in southern Africa, North Africa and the Middle a t. 

ILRl places poverty at the centre of an output-oriented agenda. It 
li e tock-mediated pathways out of poverty, namely; securing 

n three 

f th p 
impro ing the productivity of their live t k ystem and thirdly, impro ing their markt.:t 
p rtunity in th face of r pillly changing market ch, nne! nd dcm. nds. 



Presently, the organization's research portfolio comprises of five issue-oriented themes: 
targeting research and d v I pm nt opportunities; enabling innovation; improving market 
opportunit ie , u ing bi t h to secure livestock assets and people, livestock and 
cnvironm nt. 

II Rl is tun i m re than sixty private, public and government organizations of 
mcrica nd l:.urope. orne donors support its core and program projects where as others 

tinanc ~ indi idual research programs, in-kind support from national partners such as Kenya 
<.md thiopia is also part of the mix available, as well as that from international 
collaborations. This mix of generics, specific and in-kind support has continued to form the 
essential resource base for ILRI (ILRI annual report 2003) 

The ILRI Board of Trustees is responsible for ensuring that the institute has an appropriate 
risk management system in place to identify and manage risks for ILRI to achieve its 
objectives and to ensure ILRl ' s alignment with CGIAR principles and guidelines adopted 
by all other CGIAR centres. ILRl faces risks as dynamic as the environment in which it 
operates. These risks represent potential losses resulting from failing internal systems, 
human errors anJ external events. 

ILRl has identified a myriad of proj ect specific as well as centre shared risks that could 
impact on its operations and the mandate of its very existence. Among them includes: 
research and capacity building being directed to activities w ith limited or no impact at all ; 
poor scientific quality of research outputs; inadequate dissemination of research results; 
fai lure to attract and reta in excellent staff; mismatch of skills with business needs; er ion 
of professional skills of scientific staff; research data los or difficult t acce s; fa ilure of 
re earch partners to deliver requirements; di a ter ignific ntl y di rupting 
duplicati n of research activi ties internally; dupli at ion f re carch ctivitic c. t rn. lly; 
mi m tch b t\ ecn re earch priori tic and budget allocation ~ inefficient fin. n 
n I r porting; in ufficient income to m ct planned op rnti ns for the year \c din, t 

c r de\, y w rk· h )11 t nn c, h tlm pn blcm · inad l\1 \tl: 
fin n in pr ~ t r m 1 nt · i •nilic nt 



significant loss of funds due to poor cash investment decisions; opportunity cost of long 
outstanding receivabl ; I s f key staff in finance; inefficient financial systems and 
reporting. 

Th · ~:omp '·iti n f the currencies m which ILRI prepares its budget, contributions 
rc ·eiv ·u ,md •. pcnditures incurred includes donations in the following currency 

terling Pound (£) US Dollars ($) Canadian Dollars; Japanese Yen (¥); 
' di h Kroner; the Euro (€); Danish Kroner; Indian Rupee(Rp); Swiss Francs and 
u tralian Dollars. From the total funding of ILRI's projects, 45% of the funding is made 

in currencies other than the organization's operating currency (US dollars), which is about 
Kshs. 5.6 billion per year. 

This varied mix of foreign currency denominations indicates the magnitude of potential 
foreign currency exposure generated from the fiscal planning cycle and from actual cash 
flow movements during the year when their values change viz a viz the principal currency 
i.e. USD value. 

The center has adopted a rating scale of impact and likelihood of occurrence at three levels. 
For the impact scale, there is high, middle and limited while with the likelihood of 
occurrence the scale runs from high, moderate and low. For a risk to be considered to have 
a high impact, it has to be that whose occurrence has the potential to significantly damage 
or destroy the effective functioning of ILRI or its future viability, particularly through loss 
of important donors' confidence or major financial or reputational l ss; these ri ks also 
include those associated with potentially significant employee health and safety hazards. 

f all these risk , financial risks have overtime affe ted the effective opcrati n f Il RI. 
l·or ign exchange ri k i con idered t have a medium impact and m dium likelih d f 

curren e ILRI ri k analy i rep rt 20 5). 

7 



This risk has continually and increasingly become a significant contributor with spill over 
effect to other risk u h a liquidity problems, insufficient income to meet planned 
operation for th nr I nding to cancellation or delay of research work, as well as 
inadcqtntc tin·m in f project costs from donor grants. As such foreign exchange risk is 
dc~,;med It) r ·m.tin ·t ntcrpiece in the management of financial risks facing ILRI. 

1.4 tat rnent of the Problem 
Foreign e. change risk has received substantial attention m studies done in developed 
countrie . Hov ever the nature of exchange risk in these countries differ significantly from 
the ri ks experienced in developing countries, where inevitability of depreciation causes 
exchange losses (Shanhong 2001). Some empirical studies have revealed that of all 
financial risk exposure, foreign exchange risk has received more attention than interest and 
inflation rate risks. It has also been considered to be the most crucial critical of all the 
financial risk exposures (Brucaite and Y an, 2000) 

ILRI uses the US Dollar (USD) as its principal operating currency; during periods when the 
USD is strengthening against other major currencies, income received in currencies other 
than the USD would be reduced when converted to USD. At the same time, it would cost 
the organization less to implement the same level of activities as budgeted. Reduction in 
income would be offset by the reduction in expenditures and as such exchange rate 
fluctuations would have a less than perceptible influence on the financial s ituation of the 
project. In a period of a weakening U D, the opposite should be the case, i.e. income will 
be increased and expenditures would also be increased leaving the organization in a 
imilarly compensating financial position. 

1 10\ ever, in the short term, th re are several fact r that ar brought t b ar n th 
ituation cnu ing a non- ynchr n us impact on income and xpenditur , thu crt.:ating 

fin n i lm nn emcnt, nd project adrnini tration difficulti 

l u t th ) th nt nd imp to /ch n n on p1ojt: t t t 
thi n tur in th in thi tu I i tim l • n I im1 Ht mt to 

um nt n hi lli tt th r bl m. 



It is from this base that this tudy seeks to establish the effects caused by the fluctuations of 
foreign exchange rat n projL: t that are funded through international non-governmental 
organization, u in ll Rl n. 

lt is hot ·d that th findings of this study will increase the understanding of foreign 
1.: ' than' ri 'k and provide the much desired information for project financing, 
implementati n and monitoring in ILRI and other similar INGO outfits operating in Kenya 

r \ ith similar operational environment. 

1.5 Objectives of the Study 
1. To establish the level of exposure to foreign exchange rate risk on projects funded 

through ILRI 

2. To explore the effects of exchange rate fluctuations in the medium term period of a 
project in terms of project timing, scope and quality. 

3. To establish the effect of exchange rate fluctuation on the operations ofiLRI 

1.6 Importance of the study 
This research will make a contribution to academic literature on the field of foreign 
exchange risk management in Kenya where little is known about risk management as 
concerns international non governmental organizations due to few studies on the subject. 

Understanding the systematic effects of changes in foreign exchange rate on operations of 
the international non governmental organizations will likely help the N s better prepare 
for variations in its contingent liability as ociated with adverse development in the 
macr economic and financial market environment. 

'I he tudy will add to the e ·i ting b dy of kn " ledg in as \ ell a ffer b. i r r 
furth r re ear h in tor ign ch nge ri k of N 1 , • n r that ha n t b ely 
r rch d in th r cent p t. 



CHAPTER TWO 

2.0 LITERATURE REVIEW 
2.1 Introduction 
Financia l ri ·k j.., a "·r r al and ignificant risk in the modem society and although there 

di cussions on risks in the physical sciences, such debates in the field or timmc, and n mics are relatively rare (Shah, 2004). The process of risk management 
com1 ri ·e f the fundamental steps of; incident identification, risk analysis, risk 
a ·e ment, and risk treatment (Binder, 1997) similarly, Buttimer (2001) indicates that 
succe sful financial risk management implementation goes through three distinct phases: 
identifying the risk (this involves clearly identifying the financial risks the organization 
faces and how they interact with each other), measuring risks (this involves measuring risks 
in different ways depending on how the organization structures its risk management), and 
managing risk (the organization can adopt either active or passive management 
techniques). 

2.2 Financial Risk Management 

According to Giddy and Dufey (1978), many International Non-Governmental 
Organizations refrain from active management of their foreign exchange exposure, even 
though they understand that exchange rate fluctuations can affect their operations, earnings 
and value. They argue that organizations make this decision for a number of reasons. 

First, management does not understand it. They consider any use of risk management tools, 
such as forwards, futures and options, as speculative, r they argue that such financial 
manipulations lie outside the firm's field of expertise. Perhaps they are right to fear abuses 
of hedging technique , but refusing to u c forwards and thcr in trument may cxp e the 
linn t sub tanti I pe ulative ri ks .. econd, th y cl im that c:p ure ann t be m a ·urcd . 
Th y arc right -- currency expo urc i c mple: nd an ld m be g. ugcd \ ith pr isi n. 
Uut m m ny bu in itu tion impr ci ion hould n t be t ken , s , n c. us r 



Third, they argue that the organization is already hedged. All transactions such as imports 
or exports are cov r d, and fl r ign subsidiaries finance in local currencies. This ignores the 
fact that the bulk of th linn' value comes from transactions not yet completed, so that 
transactions h d •in i a v •ry incomplete strategy. 

Fourth. th ·y -a • that the firm does not have any exchange risk because it does all its 
bu sin~ -s in d liar (or yen, or whatever the home currency is). But a moment's thought will 
make it e ident that even if you invoice German customers in dollars, when the mark drops 
your prices \ ill have to adjust or you'll be undercut by local competitors. So revenues are 
influenced by currency changes. 

Finally, they assert that the balance sheet is hedged on an accounting basis--especially 
when the "functional currency" is held to be the dollar. These could end up with misleading 
signals that balance sheet exposure measure can give. 

Modern principles of the theory of finance suggest prima facie that the management of 
corporate foreign exchange exposure may neither be an important nor a legitimate concern. 
It has been argued, in the tradition of the Modigliani-Miller Theorem, that the firm cannot 
improve shareholder value by financial manipulations: specifically, investors themselves 
can hedge corporate exchange exposure by taking out forward contracts in accordance with 
their ownership in a firm. Managers do not serve them by second-guessing what risks 
shareholders want to hedge (Pickford, 2002). 

One counter-argument is that transaction costs are typically greater fo r individual inve tor 
than fi rms. Yet there are deeper reasons why foreign exchange risk should be managed at 
the fi rm level. As will be shown in the materi al that fo llow , the a e ment of c. p sure t 
c. change rate fl uctuations requ ire detailed estimates f the su ccptibili ty of n t cash flow 
to un pcctcd exchange rate changes (Dufey, and iddy (1 5 pcruting manag r an 
m, ke uch e timate · with much m rc prcci ion than han:holder who typicall 1 k the 

kn wl I ' o comp tition, m. rket , nd the rde mt t chnol 
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Furthermore, in all but the most perfect financial markets, the firm has considerable 
in obtaining relatively inexpensive debt at home and abroad, 

taking maximum f interest subsidies and minimizing the effect of taxes and 
politica l ri sk B I mm st n 2000). Another line of reasoning suggests that foreign 
cxclvmg ri ·k maw1g m ~.:nt docs not matter because of certain equilibrium conditions in 
int ·rnational mark t lor both financial and real assets. These conditions include the 
n:lati n ·hi p bet een pri ces of goods in different markets, better known as Purchasing 
Pow~r Parit (PPP), and between interest rates and exchange rates, usually referred to as 
the International Fisher Effect. However, deviations from PPP and IFE can persist for 
considerable periods of time, especially at the level of the individual firm. The resulting 
variability of net cash flow is of significance as it can subject the firm to the costs of 
financial distress, or even default. Modem research in finance supports the reasoning that 
earnings fluctuations that threaten the firm's continued viability absorb management and 
creditors' time, entail out-of-pocket costs such as legal fees , and create a variety of 
operating and investment problems, including under investment m Research 
&Development (Hekman 1983). 

The same argument supports the importance of corporate exchange ri sk management 
against the claim that in equity markets it is only systematic risk that matters. To the extent 
that foreign exchange risk represents unsystematic risk, it can, of course, be diversified 
away -- provided again, those investors have the same quality of information about the firm 
as management -- a condition not likely to prevail in practice (Giaum, 2000). This 
reasonin g is buttressed by the likely effect that exchange risk has on taxes paid by the fi rm. 
It is generally agreed that leverage sh ields the fi rm from taxes, because interest is tax 
deductible whereas dividends are not. But the extent to which a fi rm can increa leverage 

limited by the ri k and costs of bankruptcy. A riskier firm, perhap one that d e n t 
h dge exchange ri k, cannot b rr \ a much. It fo il v that anything that rcdu e th 
pr b, bi lity of bankruptcy allow the tirm t take on greater lc ernge nd o p. y tc ta: s fl r n op r, ting ca h flo\ . I oreign e · hange h dgin • r due t . , sh. r~.:h ldcr 



However, there is one task that the firm cannot perform for shareholders: to the extent that 
individuals face uniqu . hange ri k as a result of their different expenditure patterns, 
they must them clv s d is' appropriate hedging strategies. Corporate management of 
foreign · 'han 1 risk in the traditional sense is only able to protect expected nominal 

unency (Eaker 1981) 

2.3 Foreign Exchange Rate Risks 

Jacque (1979) defines a foreign exchange risk as "the additional variability experienced on 
earnings that result from currency fluctuations. Basically, there are three types of foreign 
exchange exposures namely; translation, transaction and economic exposures. These 
exposures give rise to translation, transaction and economic currency risks respectively. 
Translation risk arises from the need to consolidate the operations of a multinational 
organization, carried out in different currencies, in accordance with appropriate accounting 
rules. Translation risk is a multinational organization's concern and it's considered 
irrelevant to many locally incorporated organizations. 

Transaction risk arises out of entering dealings in foreign denominated currencies. It arises 
out of transaction exposure which "refers to gains or loses that arise from the settlement of 
transactions whose terms are stated in a foreign currency" (Eitemann, 1997). Generally, 
there are three variants of transaction exposures, namely; first, transaction exposure 
arising from a firm's trade receivables or payables denominated in foreign currency. A 
currency adjustment occurring in the intervening peri d between the transaction and the 
ettlemcnt dates gives rise to losse or gains. econdly, tran actions risk e. po ure arising 

from contract~ entered into by a finn that require settlement in [i r ign currency. The third 
c. ·po urc ari e \ hen a finn ha borrowed r loaned fund , and the am unt involved arc 
d nominated in forei n cum:ncy. 



International NGOs often re eive short-medium and long-term funding denominated in 
currencies at variant with th ir principal currencies. When their principal currency 
depreciate again. t th r urr ncic , they are exposed to exchange losses and the reverse is 
true. 

h:onom i · ri k uri ' out of economic exposure defined by Walker (1978) as "the 
po ·sibilit. ' that the parent currency denominated net present value of cash flows will be 
adv r el affected by exchange rate movements" this risk has a wide range of impacts on 
business and its consideration in assessing the long-run health of the organization. 
It has the potential to affect future revenues and costs. One of the costs affected is that 
associated with holding long-term foreign currency loans (Chepkairor, 1988) 

Transaction exposure is the principal type of foreign exchange exposure that international 
NGOs face. It refers to the effect a change in foreign exchange rates would have on the size 
of the cash flow in one currency necessary to settle a given cash flow in another currency. 
The cash flows may be direct or indirect. Direct exposures are identifiable cash flows, 
which require a foreign exchange transaction to be undertaken e.g. a purchase of goods 
from overseas. Indirect exposures reveal no explicit requirement but incorporate a hidden 
foreign exchange component, which may affect pricing and costs e.g. transportation costs 
associated with the purchase of goods from overseas. 

The identification of transaction exposure entails highlighting those ca h flows, the 
principal currency value of which could be af[i cted by movements in xchange rat . The 
cash flow may be direct or indirect. The timing f cover appr priate to e, ch rganizati n 
i dep nd nt on the nature of the organization' acti itic . rg nizati n will pr par 
budg ts ba ed on as umed exchange rate -. s there i a delay bctw n th prcparati n of 
budget , the appro al of appropriati n and th conclu ' i n of c ntr t dcp, rtm nts uld 
p t nti lly fa e m t rial tran al:tion e po ur bcforl: the ntr t date. 



Translation exposure refers to the effect on period-end financial statements for reports of 
fluctuations in exchang rat . Thi exposure arises from translating: firstly, transactions 
undettaken in [! r i •n \liT n y into a base currency and secondly, the financial 
statements o r~i •n sub- 't1tity operation into the base currency of its parent. The 

ns and changes in asset and liability values does not usually produce 
nn c<.: t)llOtlli , impa ·t n the parent entity, in that no direct cash effect arises. However, 
financial ·tat ment are used for a number of purposes, including performance 
measurement. ln this context, the balance sheets of departments subject to translation 
e:p sure will require careful interpretation. 

2.4 Measurement and management of foreign exchange risk 
Organizations are exposed to the foreign exchange risk if the results of their project depend 
on future exchange rates and if exchange rates cannot be fully anticipated (Glaum, 2000). 
In the traditional, and more practically oriented literature, it was generally assumed that 
firms should adopt a strictly risk averse attitude to financial risks. Theoreticians belonging 
to the neoclassical school of thought took up a very different attitude. They argued that 
management of financial risk is unnecessary and potentially even harmful. This spurred a 
lot of debate with some scholars making a case for corporate risk management. In the 
recent past, a more detailed discussion of the arguments for and against corporate hedging 
activities have developed (Blommesten, 2000) 

Measurement of exchange risk is an important aspect of foreign exchange risk 
management. The academic literature generally distinguishe three concept for mea uring 
the effects of exchange rates on the organization. The accounting xp sure c nc pt 
measures the impact parity changes have on ace unting profits and n wn r' equity. The 
c ounting effects of exchange rate change d n t have any di rect impact n a firm' ca h 

flm . 'l hcrcforc, it ha long been argued that organizations hould n t n ti d manugc 
th ir nee unting e po ur (Dufi y, 1 72 . 



Cash flow exposures should be of more concern. The transaction exposure concept 
concentrates on contra tual mmitments, which involve the actual conversion of 
currencies. Thi p sur an b hedged fairly easily by setting up counterbalancing 
po ition. . l·or . amp! ' nn international non-governmental organization operating in 
Kenya, 'lnd wh ·, tt ansactional currency is the USD, and is expecting Canadian dollar 
inflow 1t 1 km "n future date can sell these dollars today in the forward market. The effect 
of c.· ·hangc rate changes on the receivables and on the forward market position will now 
cancel each other out; the transactional currency value of the future cash flow is fixed. 
In tead of using the forward markets, the organization can achieve the same effect by 
borrowing Canadian dollar and converting them into USD today; the future dollar revenues 
will be used to repay the dollar loan. 

Alternatively, the organization can buy a put option that will give it the right to sell the 
incoming dollars at a prearranged rate. In contrast to the forward hedge, the option does not 
oblige the firm to use this rate for the conversion. The currency option provides the firm 
with the protection against foreign exchange losses while leaving open the possibility to 
participate in favorable rate changes (Glaum, 2000) 

Academic literature has also pointed out that this exposure concept has its shortcomings 
too. A number of empirical studies have shown that the theory of purchasing power parity 
does not hold over the short and the medium run (Taylor, 1995). This means that exchange 
rate changes can lead to changes in the relative prices of inputs and out puts. The relative 
price changes can affect a firm's cash flow and its value. An exchange risk management 
approach that limits itself to transaction exposure ignores these fundamental, long-term 
effects of exchange rate changes (Glaum 2000). 

Value at Ri k (V R) is a popular mea ure of risk, but its use i fa t e. tending b y nd 
financial in titution 'I hi· technique de cribes risk succinctly: it i intuiti dy 

It i p rcentile of a profit- and - lo s di tribution over n pccifi d 
h to d termin hO\ much the [I nizntion' und rl 1Jl C, sh no\ 

nu v to 1 n 1in l indi lt h lW mu h 
the r niz ti n m • 



If the V AR of a certain set of ri ks is too high, hedging instruments can be used to bring it 
down to acceptabl 

the natur of b d 

1 by r du ing the standard deviation measure. It therefore captures 

in a single number; this technique was initially designed to 
(Pi kford, 2002). Although extremely attractive, V AR is not 

consist ·nt with th , th · ry of risk management either (Stulz, 1996) 

large percentage of organizations have also adopted the selective hedging strategy. This 
mean that the firms hedge only on those positions for which they expect a currency loss 
while leaving open positions for which they expect a currency gain. Such strategy is based 
on forecasts of future exchange rate changes. The manager must predict which foreign 
currency will appreciate and which will depreciate over the time horizon of their hedging 
activities. 

2.5 Effects of Exchange Rate Risk on Projects 
Although there are many and varied sources of finances for projects, 1.e. it is usually 
possible to find potential lenders and or financiers, establishing a workable financial 
package is difficult, and fraught with pitfall. Project managers are wise to take note of 
these, for the pitfall snare their feet more often than they trip up corporate money managers 
(Chong and Brown 2002). Project costs are denominated in one or more specific 
currencies. If financial input and output are denominated in different currencies, exchange 
rate fluctuations may cause difficulties. Project finance in a currency which tends to 
appreciate against an organization's principal operating currency will embody an exchange 
(Chong and Brown 2002). 
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2.6 Determinants of foreign exchange rate fluctuations on international non­

governmental organizations 

2.6.1 Tim lag b tw n the receipt of pledges and their payment 
The ciTe ·t nl '\liT n ~,; change fluctuations on pledges depends on the timing of the 

pledge, th • 'tilT n the pledge is denominated in, the date of payment of the pledge and 

thl: opcrati nal e change rate in force on those dates for the organization. From the time a 

written pledge is received from a donor and recorded, exchange gains and losses are 

recorded in the accounts till the pledge is paid in full (UNHCR 005). This is best illustrated 

with an example. 

Let's assume that on 1 January 2005, ILRI received a written pledge from a member State 

to the amount of 1 million euros and the pledge was paid in full on 15 June 2005. IfiLRI' s 

operational rates of exchange on 1 January and 15 June 2005 were 0.7370 euros to US$1 

and 0.8290 euros to US$1 respectively (i.e. there was an appreciation of the US dollar 

during these 6 months). As a result, on 1 January 2005, ILRI would record income and a 

corresponding receivable for an amount of US$ 1,356,852 [€1,000,000 at 0.737€ to IUS$]. 

On 15 June when the pledge is paid in full, the following actions would be taken: The 

receivable account is relieved; The US dollar cash equivalent of 1 million euros is 

recorded, this yields US$ 1,206,272 [€1 ,000,000 at 0.829€ to 1 U $] by applying the ILRI's 

operational rate of exchange in effect on the date of the transaction; A loss on exchange of 

U $ 150,580 [$1 ,356,852 - $1 ,206,272] is recorded (some 11 per cent of the original 
value). 

hom the illustration, it can be concluded that in periods when the U d liar i appreciating 

again t other major currencies, ILRI would be better ff if c ntributi n denominated in 

curr ncie other than the U dollar were paid in a h, r pledg \ re p id ff h rtly 

th reafter. In that ca e, ILRI could minimize the ri k of orci •n c.·change I e. posur a 
d n r \ ould a ume currency ri k. In thi illu tration ifw um~.: that th~.: doll r h 

n d pre i tin a ain t oth r m or curr net \ uld hold tru nd 
h n m ull h v b n r rd b II I I. 

I ' 



2.6.2 Monthly revaluation of monetary assets 
At the end of each m nth most n t-for profit organizations revalue all monetary assets 
denominated in urr~n i . oth r than the operational currency. This generates exchange 
gains and/or los · s las d on th' difference between the organization's operational rate of 
cxchang in ·If, ' t \ h ·n tran ·actions are recorded and the rate of exchange at the end-of­
nlonth ·Jo · ing ( II R 2005). 

2.6.3 urrency conversions 
· indicated earlier the currencies m which contributions to international NGOs are ' 

pre ently received and held differ from the currencies in which a large proportion of 
expenditures are incurred. Because of this multi-currency operational environment, they 
must convert one currency to another to fund operating expenditures, which exposes them 
to gains and losses that arise from fluctuations in their applicable operational rate of 
exchange following the actual fluctuations in international monetary markets. 

It is not possible to eliminate all gains and losses that arise from foreign exchange rate 
changes between the functional currency and the currency of assets I liabilities (UNHCR 
2005). 

2.6.4 Impact on expenditures 
For an organization that incurs a large proportion of its expenditures in U dollars and 40 
per cent in other major currencies and which relies almost exclusively on voluntary 
contributions in a range of currencies exchange rate management is an important 
con ideration. The inevitable discrepancies between the exchange rate u ed in budget 
preparation and the actual monthly exchange rates have a more than perceptible influence 
on the total projected expenditure fi r the year (UNH R 2005). 

l·or purpo es of illu tration, if the U d liar trengthcn again t ther rn.j r currenci s 
urin th year, nd evcrythin cl e remain the amc I s e. pcnditure \ ould b~; in urrcd. 

m <loll r term for the arne Je el facti ity • budg~;tcd. n the oth r hand if the 

in t oth r m·1jor currenci durin , the •ea r nditur ' , mid be 
in U d lltr t nn r th t i it . 



However, impacts on income and expenditure are, in reality, non-synchronous due to the 

factors illustrated above. Whil impact of exchange rate fluctuations on income is relatively 

easy to assess (du t th limit d number of donor currencies other than US dollars) and is 

felt immcdiat I , idcnti r in) th~..: impact of exchange rate fluctuations on the expenditure 

ide L chall n 'Ill' lu • to th' large number of currencies used in funding operations in the 

field, md th · mn\ ·m nt of orne of these currencies against the US dollar. Expenditures 

nr · in 'lilT d cr ~vera) months, during which applicable operational rates of exchange 

will ar , making it challenging to trace the impact of currency fluctuations. This study 

will u e an average exchange rate over the projects periods to assess the impact of foreign 

exchange fluctuations on the expenditure side (UNHCR 2005). 

2.6.5 Actual experience of UNHCR to foreign exchange risk exposure 
As stated earlier, exchange rate fluctuations are, in the long run, "neutral" on organization's 

operations. However, in the short run, they could experience significant net exchange gains 

or losses. For instance the total combined net exchange gains and losses for UNHCR from 

2003 to 2004 amounted to a gain of US$ 81 million due to the fact that the US dollar 

depreciated by some 58 per cent against major UNHCR donor currencies from January 

2001 to December 2004. More recently, at the beginning of2005, UNHCR projected a gain 

on currency exchange of US$ 30 million based on prevailing market assumptions that the 

US dollar would continue its decline against all other major currencies throughout the year. 

However, this assumption has not yet held up. In terms of the UN operational rate of 

exchange at December 2004, the U dollar appreciated by approximately 12 percent 

against other major currencies in the 6 months up to 15 June 2005. Accordingly, II R 

ha had to change it projection of currency exchange effects for 2 05 from a net gain of 

0 million t a net los of 10 million a at 30 June 2005. A change in e timates of this 

magnitude in just a six-m nth peri d indicate the cha\l ng c nstantly facing int m tiona! 

n n- ov mmcntal org, niz tions ( I I R 20 5). 



CHAPTER THREE 

3.0 RESEARCH METHODOLOGY 

3.1 Re enrch D i n 
Thi · stu ly' a· a a e tudy and this section deals with the research methodology that will 

bl.! u 'l.!d t a hie e the objectives of the study. 

3.2 The population 
The population of interest in this study consisted of all the 130 projects financed through 

donor funding denominated in foreign currency in the period 2000 to 2005 inclusively. 

This period was selected for two reasons; the choice of 2005 was to facilitate at least five 

years of actual data on the project inception and implementation, and allow for ascertaining 

the completion period at the beginning of the next fiscal year i.e. 2006. The researcher was 

of the opinion that the duration of this period was long enough to achieve the objectives of 

the study. Secondly, the period will allow for measurement of the exchange gains and loss 

positions at annual intervals. 

Restricting the data source to ILRI was basically to take advantage of the cooperation that 

the researcher has received so far for making data available. This is assumed to be the trend 

through out the period of the study. 

3.3 The Sample 
The sample for the study was 40 projects selected from the population on the ba is of 

projects whose commitment for donor funding was received in form of a pledge other than 

the D from the year 2000 and were completed by the year 2005, the pr ject t rm is 

bout 3 years. The sample project are those financ d by donors with the am unt 

denominated in foreign currencies other than the U ollar. Thi sampl will be a sumcd 

t be n:prc entative of the project financed through l LRI mce c rding to th 

in tituti n' cia ification, hort t nn proic t i one that t, kc durati n o lcs th, n 1 J car, 

m ium t rm proj ct t k b t\ n l to yen \ hi! lon t rm ptOj~..: 

y r . 



It is the opinion of the research r that short-tenn projects are numerous and while they 

clearly show the effect f x hange rate fluctuations, the period would have been too short 

to achieve the obj t i ff~..:c t of exchange rate fluctuations in the medium term. 

Similarly, the long t rm 1 n~, ts arc few to form a representative data sample. 

Sec app ndi r r th, li t of the projects formin g the data sample for the study. 

3.4 Data Collection 

Thi · tud wi ll uti lize both primary and secondary data sources. This data was obtained as 

foll ows; tep 1 of the data collection form sought to capture secondary data from the 

following source documents; on the date the pledge was received was obtained from the 

grant documents while the date on which the actual funding was received by ILRI will be 

obtained from the bank statements. Data on the gains and losses position was obtained from 

the annual reports and the position attributable to exchange rate fluctuations determined 

there from . The average exchange rate for a year was obtained from CBK annual reports. 

Data on the expected completion dates will be obtained from questionnaire, while the 

measurement variable for project quality and scope was provided by the final technical 

reports and /or publications. Step 2 on the other hand was to collect primary data from the 

relevant project and finance officers on project completion time, scope and quality. 

Alternatively, this data was obtained from post project appraisal report wherever possible, 

so as to establish objectivity of the information. See Appendix 2 for the data collection 

form. 

3.5 Data Analysis 

This study utilized computer spreadsheet packages such as the statistical package for social 

sciences ( P ) fo r data analysis and Excel. Excel was used for data entry and ummary 

while P was used for the final analysis and output. :.ffect f Foreign e. change 

exp ure on income were measured through time lag bet\ e n the plcdg date • nd th 

rec ipt date as well as the m nthly re aluation of monetary et held in the pr ~ 

n m . 1ain /lo c due to the interval relea e of fund \ a dt!l rmincd , t th ir rc pc ti ~..: 

d t and recorded . nv r i n ains/1. obt tined from ILRI qu rte1 unaudited 

r P rt d r c rd d lik v .. i . 



The analysis used a multiple regre ion model to capture the above variables as follows; 

y == ~o + ~1X1 + ~2X2 + ~3 3 -t E 

Where· , 

Y = th 1 r · c t' exchange rate risk exposure 

X1 = the c change exposure caused by time lag between fund pledge and receipt 

,( = the exchange exposure caused by monthly revaluation of assets and liabilities 

held in the project's name 

X3 == the exchange exposure caused by currency conversions into expenditure 

denomination 

== error term 

After all the exposures are determined, their effects on the project's cash inflows and cash 

outflows and how these affect the project's completion time, scope and quality as reported 

in the post-project's appraisal report, was analyzed. Any other factor affecting project's 

completion time, scope and quality was also be captured and reported. (See Appendix 2 for 

the data collection form). 

This study heavily relied on the statistical package for social sciences(SPSS).The package 

was used for regressing exchange rate risk exposure a the dependent variable (Y) and 

financing time lag, currency conversion and monetary revaluation as the independent 

variable. Regression analysis was conducted for the entire data sample with all the 

variables (independent) then with each independent variabl at a time. orr lation te t 

\ ere carried our between the dependent variable and the independ nt variabl s to 

d lerrnine the relevance of each of the variables. he analy i further carried out tests of 

ignificancc a · each of the variables. 



CHAPTER FOUR 

4.0 DAT 

4.1 Rcgrc ion re ults 

l·xchange rat risk exposure was regressed against three independent variables namely; 

financing time lag, currency conversion and monetary revaluation. Regression analysis was 

conducted using SPSS .Correlation tests were also estimated using the same package. 

R
2 

measures the degree of variability of the dependent variable due to the change in 

independent variable. R2 of more than 50% implies that the relationship between the two 

variables is very strong and therefore any small changes on the dependent variable will 

have an effect on the independent variable. 

The data fitting results can be described as good in that the model has a high predictive 

ability with the three variables under study with R2 > 71.3%. That implies that about 71.3% 

of the variations in foreign exchange exposure at ILRI can be explained by the three 

variables tested using the regression model. 

4.2 Discussion of the results of estimation 

Having established that the models are correctly specified, following the outcomes of 

correlation tests and tests of significance, the results obtained from the regre sion analy is 

can now be fully analyzed. The following relationship was yielded for exchang rate ri k 

exp ure at ILRI. 

Y = 2892 3.22 + 1.041 V !- l.l47T + . 4MR 

1 L i th financing I g tim 

th m nthly r alu tion. 

lh 

m 

V i the c. p nditur curr n con cr ion • nd Ml j 

n r ion into e. 1 nditur d n min ti n ppc. r to b 

n in • h tim nd I· tl · th month! · 

umm r ·. 
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· ~r-- Table 1: Multiple Regression and Model Summaries 

Unstandardized Standardized 95% Confidence Interval 
l ~r-- Coefficients Coefficeints t Sig. forB Correlations 

Std. Lower Zero , .. 
B Error Beta Bound U.£.12_er Bound Order Partial (Constant) Pan 

22433.71 1.30 
.204 -16909.933 75316.376 29203.221 

Conversion 
1 2 

.136 
1.53 

.136 -.350 2.431 1.041 .676 9 -.072 .289 .1: 
lime lag 

.237 
2.73 

.011 .284 2.009 1.147 .420 1 .394 .472 .2: 
Monetary 

.850 
9.47 

.000 .692 1.076 l ~luation .884 .093 8 .857 .881 .8! 

~ i 
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Table 2: Multiple Regression and Model Summaries 

Std Error of 
R Square Squ_n~ tl1 estimate ChanQe Statistics - R r tdR 

R Square Change F Chanqe df1 
Sig. F 

901 
.8121 

df2 Chanqe 

{o) 790 78091 75755 .812 37.440 3 26 

The abo e analysis shows that the three variables in the model, contribute 90.1% of the 

ariations in foreign ri sk exposure facing ILRI. However, these results may change if the 

variables are analyzed individually. 

4.3.1 Analysis of variance (ANOV A) 

The regression also tests for ANOV A that analyses the possible influence of the specified 

variables. ANOV A is used to test the overall statistical significance of a regression 

equation, that is, top test whether all the true regression coefficients in the equation equal to 

zero. The f test is used to confirm the existence of a relationship between the dependent 

Variable and all the independent variables considered collectively. 

Table 3: ANOV A Table 

Model I Sum 
Squares 

of 
df 

Regression 3751 995291 
1 

0.143 
143528771 9 28 
3.06 1 

Residual 

Total 51872830 I 0 
29 

'- 3.204 

Mean Square 
375 19952910.1 
43 

5 12602756.895 

~ Predictors: (Constant), time lag, conversion, monetary revaluation 
Dependent Variable : Total exposure 

F Sig. 

73 .1 95 .OOO(a) 

.000 

Durbin­
Watson 

2.35S 



Table 3 shows that with 3 variables and 28 degrees of freedom, F critical will be 3.96. 

Since the obs rvcd v.lu ofF of 7 .1 95 far exceeds this amount of 3.96, we should reject 

the null hyp th '. i: thnt the three independent variables do not significantly influence 

forci >n e: fa ing ILRI and therefore conclude that the three variables are 

signifi ·nnt ' t tti sti ally, the larger the calculated f value is from the estimated value, the 

>r ·at r til' i nifi cancc is. 

From the coefficients of correlation, partial correlation shows that financing time lag can 

e, plain 4 7.2% of the total foreign exchange exposure facing ILRI while 28.9% can be 

explained by the currency conversion into expenditure denomination other than the USD. 

On the other hand, monthly revaluation of monetary assets account for 88.1 %of the total 

exposure. Using the Durbin Watson test, k=3 and N=40, the calculated d = 1.648. 

From the table values, the lower the Durbin Watson is used to test for auto correlation 

between the variables specified in the model. The rule applied here is that we accept null 

hypothesis when d<4-du, in which case our d = 1.648 and 4 - 1.531 = 2.469 thus we accept 

the null hypothesis, meaning there is no significant statistical evidence of auto correlation 

between the varjables specified in the model. 

4.3.2 Regressing Financing Lag Time and Foreign Exchange Risk Exposure 

Regression results on financing time lag regressed alone as the independent variable with 

total foreign exchange exposure indicates that 71.3% of the total exposure in for ign 

exchange risk in JLRI is explained by this variable. We can therefore we can infer that the 

fluctuation of foreign exchange risk is due to financing time lag i signifi ant and uld 11 t 

be attributed to chance, it gives the relation hip; 

Time lag = - f707. + 1.0 I .. 

pour 

7 



The variable ha a n gativ ign. Thi will be interpreted to mean that for a given yield 

curve lop , financing time Jag, foreign exchange risk will be expected to 

temp r, rily r lu for •i )n exchange gain. This is consistent with Eitermann (1997) 

conclu ·i )Jl th t ~ reign exposure will be expected when receivables or payables 

dciH: minat d in foreign currency are settled in duration requiring currency adjustments 

occurring in the intervening period between the transaction and settlement dates. 

imilar claim for organizations being exposed to foreign exchange risk as a result of 

project financing and settlement differing and in periods when exchange rates cannot fully 

be anticipated is made by Glaum(2000) in his work on foreign exchange risk management 

in German non-financial corporations. This fact is also documented in UNHCR report 2005 

that exposure to exchange gain/losses arise from fluctuations in the rate from the time a 

written pledge is received from a donor and recorded till the pledge is paid in full. By 

contrast Giddy & Dufey(l975) suggests that organizations do not have any exchange risk 

due to financing time lag because even if the currency depreciated over time, the prices will 

naturally adjust to counter the fluctuation. The result is also in congruence with Walker 

(1978) who says that the possibility that the parent company denominated NPV of cash 

flow will be adversely affected by exchange rate movements. 

4.3.3 Regressing Currency Conversion and Foreign Exchange Risk Exposure 

Regression result on conversion of USD (principal currency) currency into expenditure 

currency regressed alone as the independent variables with foreign exchange fluctuati ns 

indicate that 55.3% of the total variati n can be explained by this variable. We n 

therefore we can infer that the total foreign exchange exp ure is significant and could n t 

be attributed to chance. It give a relation hip; 

on r~ion = -84 . + 1.05 • 



Table 5: Regre ing curr ncy conversion and foreign exchange r isk exposure 

~----r----.~~~~----~~~--r-----r-----r---------------

The ariable has a negative sign which can be interpreted to mean that an increase in 

tran actions that would require the conversion of currencies from the USD to the 

expenditure currency, it is expected to reduce any exchange gain. It gives a relationship; 

Conversion = -8496.6 + 1.053X 

This result is in line with Taylor 1995 who points out that the exchange rate changes can 

lead to changes in the relative prices of inputs and outputs and thus affecting an 

organizations cash flow and value. 

Eiteman 1997 also notes that not-for profit organizations are affected by foreign exchange 

fluctuation when they use cash flows to settle expenditures in other currencies other than 

their operating currency. This is also inferred from Chong and Brown (2002) work that if 

financial inputs and outputs are denominated in different currencies, exchange rate 

fluctuations may cause difficulties. 

4.3.4 Regressing Monthly Monetary Revaluation and Foreign E change Risk 

Exposure 

Table 6: Regressing Monetary Revaluation and Foreign change Ri k E p ur 

on ry 
r v lu tlo 
n 

Unstandardized 
Coefficients 

Std Error 

6287 434 

1.073 3 0 

Standardized 
Coeffici nts 

Beta 

3 

-1 351 187 

2637 001 



Regression results on the effect of monthly monetary revaluation on the overall exchange 

exposure as the Ion r gr ing variable indicates that 67.3% can be explained by this 

variable. In thi tud , m nthly revaluation of monetary assets was taken to constitute 

exposures n 1ll a h on l a h equivalent accounts held in other cun·encies other than the 

principal OJ ·ratilll 'UtT ·ncy (the U D). 

It giv s th r ·lation hip; 

Monetary revaluation = -9896.630+ 1.073X 

While academic literature stress the importance of foreign exchange risk management, it 

argues that accounting effects of exchange rate changes does not have any direct impact on 

a firm's cash flows and therefore organizations should not actively manage their 

accounting exposure (Dufey 1972). This is the reason why the study eliminated this 

variable at the initial regression and only ran it as a lone regressor against the total 

exposure of fluctuations of foreign exchange rates. 

The above results can be summarized in the table below; 

Table 7: Regression Summary 

Dependent Independent R:z 

variable variables 

Total foreign Financing time 0.713 

exchange risk lag 

exposure 
~--

Currency 0.55 

conversion 
--

Monetary 0.673 

revaluation 

Ranking F ratio -

I 73 .195 -

3 13.227 

2 39.64 



4.4 Analysis of the results 

In order to id ntif th fn t r con idered to be affecting the output variables of projects 

manag d by int m ti nnl livestock research institute (ILRI), a survey of project officers 

was und ·rtaJ...t: n. ut f the 64 -targeted 40 responded, this was a response rate of 62.5 % 

The sum man analy is of the collected data on factors considered to be affecting the output 

variable f projects managed by international livestock research institute (ILRI ) can be 

een in the table below where by 1 to 4 represent Agree to a large extend; Agree; Disagree; 

and Disagree to a large extend respectively. 

Table 8: Descriptive Analysis of Factors Mfecting Project Output Variables 

Factor 

Lack of dedication and urgency by 

national partners lead to delays that 

affect the timeframe and delivery 

dates of projects due to exchange 

rate exposures. 

Conversion rates lead to cash flow 

problems and therefore affect the 

time frame and delivery times of 

projects 

Delay in the release of funds by 

donors leads t changes in projected 

budget valu due to . hange rate 

Xpo urc th t aft t tht: 

irnpl mcnt tion, tim r m nd 

d 1'1 ry tim o pr t 

Agree to Agree Disagree Disagree Total 

a large to a large 

extend extend 

% % 
% 

7.5 52.5 15.0 25.0 100.00 

15.0 25.0 52.5 7.5 100.00 

87.5 0.0 0.0 12.- 100.00 



Logistics and organization of 

partners lead t d lay and hence 

ex chang rat . · r ·ur that a ffcct 

th proj t d bucl ' ' t value · and 

th •r fi.)[· ' r ~ , t timcframc and 

d li r tim ' 

u k f proper collaboration 

amongst project partners lead to 

delays that expose the project to 

exchange rate risk leading to 

reduction in the scope of the project 

Management support may lead to 

delays that expose the project to 

exchange rate risk and hence 

reduction in the scope of the project 

Exchange rate fluctuations affect the 

projected personnel budget that can 

lead to readjustments on the scope of 

the project due to deficits or 

surpluses caused there from 
t-

Exchange rate fluctuations are acute 

in Kenya and therefore expenditure 

coverage within the project period is 

greatly affected and this can affect 

0 35 .0 

0 42.5 

27.5 43.5 

35.0 50.0 

73.5 17.0 

10.0 55.0 100.00 

32.5 25.0 100.00 

22 .0 7.0 100.00 

15.0 0 100.00 

7.5 2.0 100.00 

the scope of the projects 
~ ------------+-------~----,--------r--------4-----~ 
Exchange rate flu ctuations can le< d 

to compr m ise on 

pr curemcnt qua lity m teri I 

nd th r rca 

pr ~ ct JUality 
t-

t th 0 11 

Exch n r t flu tu ti n n lend 
._ 

0.0 I .0 0 100.00 



to personnel budget con traints that 

results in ov rv rkin r layoff: of 

employ luring th 1 r ~c t period 

and th rcfH tfl ' t th project 

qual it 

E ·hang :-;;t fluctuations are acute 

in 1\.. n a and therefore expenditure 

co erage within the project period is 

greatly affected and this can affect 

the quality of the projects 

Delays in release of funds by donors 

expose the project to exchange rate 

risk and compromise on 

appointments of qualified project 

agents and can therefore affect 

project quality 
f.-

Exchange rate risk can lead to 

compromise on project quality 

which can make an organization Jose 

reputation with donors and therefore 

access to 

future funding 

Source: Research data 

35.0 

17.5 

35.0 

12.5 

50.0 15.0 0 100.00 

67.5 15.0 0 100.00 

52.5 0 12.5 100.00 

42.5 12.5 32.5 100.00 

The table shows a percentage summary of the r pon e of the v ri u rcspt nd nt and 

Which factors they found to agree to large ext nt and \ hi h th y di • greed t lnr 1 c. t ·nt. 

I· or in tance 73% f tht= r p ndent grccd to a I rgc c ·tent that 1-:.. chang 1 .ltc 

fluctuc tions an; ute in K nyc nd th r fon.: 

P ri d i grc tly a ectcd nd thi c n fl t 

11 pond nt w r of th opinion th \t dd 

chan 111 lu lu 

imp! m nt ti n tim r m nd li tim 

\ ithin the 1 roje t 

th proJ t • 87. -~ th 

in ' t 1 ltr 1 



extend that Exchange rat fluctuations can lead to compromise on procurements of quality 

material and th r fl r nffl t the overall project quality. 

4.5 D criptiv tati tics summary 

Tnhlc 9: Rnnkin' the Factors Affecting Project Output Variables 

r-

Factors 

Delay in the release of funds by donors leads to 

changes in projected budget values due to exchange 

rate exposures that affect the implementation, 

timeframe and delivery time of projects 

Exchange rate fluctuations are acute in Kenya and 

therefore expenditure coverage within the project 

period is greatly affected and this can affect the 

scope of the projects 

Delays in release of funds by donors expose the 

project to exchange rate risk and compromise on 

appointments of qualified project agents and can 

therefore affect project quality 

Exchange rate fluctuations are acute in Kenya and 

therefore expenditure coverage within the project 

period is greatly affected and this can affect the 

quality of the projects 

Ranked 

based Std. 

on mean Mean Deviation 

1.3750 1.00480 

2 1.8000 .68687 

3 1.9000 .92819 

4 1.9750 .57 7 

--~----~~--~-----j-----r----
~ 

Logistic and organization of partner lead to 

delay and henc . change rat exposure th t 

aft; ct the pr ~ectcd budget alUl: and thcrdore 

proj ct time r me nd delivery time 

2. 12 0 . 071 2 



Exchange rate flu tuati n affect the projected 

personnel budg t th. t nn knd to readjustments on 

the s op of thl: J roj, t du!.! to deficits or surpluses 

caus I th r lr Ill 

on 'r i 11 rat' lead to cash Ilow problems and 

th r f r affect the time frame and de livery times 

fprojects 

Lack of dedication and urgency by national partners 

lead to delays that affect the timeframe and delivery 

dates of projects due to exchange rate exposures. 

Exchange rate fluctuations can lead to personnel 

budget constraints that results in overworking or 

layoffs of employees during the project period and 

therefore affect the project quality 

Management support may lead to delays that expose 

the project to exchange rate risk and hence 

reduction in the scope of the project 

Exchange rate fluctuations can lead to compromise 

6 2.5250 .78406 

7 2.5250 .84694 

8 2.5750 .95776 

9 2.8000 .93918 

10 2.8250 .81296 

11 2.8500 .92126 
on procurements of quality materials and 

therefore affect the overall project quality 
----~-----r-----+----~------~ 

Exchange rate risk can lead to -compromise on 

project quality which can make an organization I se 

reputation with donors and therefore access to 

future funding 

I ck of proper c n amongst pr ~cct 

partn r Ic. d to d lays that expo c tht.: proj ct to 

tion in th 

12 3.1500 1. I 22 4 

_ • .o;.Q( 0 



Table 9 show th m nn and tandard deviation of the various factors considered to be 

affecting th utpul nrinblc f projects managed by international livestock research 

institut ' (ll I I I h ' mean sc res where used to gauge the overall opinions of the 

r' ·p >n<.l 'Ill · in g neral. The factors are rated or ranked based on the mean scores. A score 

or I H!J r l!nt . Agree to a large extend, 2- Agree, 3-Disagree, 4- Disagree to a large 

e. tend . The mean scores for all the groups indicate that the respondents considered Delay 

in the release of funds by donors leads to changes in projected budget values due to 

exchange rate exposures that affect the implementation, timeframe and delivery time of 

projects; Exchange rate fluctuations are acute in Kenya and therefore expenditure coverage 

within the project period is greatly affected and this can affect the scope of the projects, 

Delays in release of funds by donors expose the project to exchange rate risk and 

compromise on appointments of qualified project agents and can therefore affect project 

quality as the main contributors to foreign exchange facing international livestock research 

Institute (ILRI) 

They also considered the following as contributing to foreign exchange facing international 

livestock research institute (ILRI) , Exchange rate fluctuations are acute in Kenya and 

therefore expenditure coverage within the project period is greatly affected and this can 

affect the quality of the projects; Logistics and organization of partners leads to delays and 

hence exchange rate exposures that affect the projected budget values and therefore project 

timeframe and delivery times; Exchange rate fluctuations affect the projected pcrsonn 1 

budget that can lead to readjustments on the cope of the project due to d ti its or 

surp]u es caused there from; Exchange rate fl uctuati ns can lead to c mpromi c on 

procurements of qual ity materials and therefore' ffcct the ov ra il project qua lity; D lay Ill 

release of fu nd by donor e. ·p ·e the project to c. change r tt: ri k and compr mise on 

app intmcnts of qualified project gent nd can th rc.::fort: , t project quali t •: nd 

h, ng rate risk can lead to compromi on pr ~ ct qu lity whi h n m k an 

or niz- tion Jo r put tion "' ith d nor nd th 



CHAPTER FIVE 

5.1 Summary of Findings and Conclusions 

S.l.J ummary of Findings 

I'll ~: prin ipal f cus of this study was to establish the determinants of exposure to foreign 

', change rate risk on projects funded through ILRI, explore the effects of exchange rate 

Ductuations in the medium term period of a project in terms of project timing, scope and 

quality and lastly, to establish the effect of exchange rate fluctuation on the operations of 

ILRI. The study period was 2000 to 2005. These objectives were achieved through 

regression and descriptive analysis. A multiple regression of the model specifying all the 

independent variables show that of the exposure to foreign exchange rate risk on projects 

funded through ILRI 81 .2 %could be explained by the said variables meaning that 18.8 % 

can be explained by other factors that affect foreign exchange rate risk but not related to 

these variables. From the f tests, it can be concluded that there exists a significant 

relationship between the dependent variable(rate of exposure) and the specified 

independent variables(project funding time Iag,currency conversion and monetary monthly 

revaluation). Further the Durbin Watson results shows that there is no evidence of 

significant statistical auto correlation between the variables. 

The results of the analysis and data collected as presented in the preceding chapter reveal 

that finan cing time Jag accounted 71.3 % of the total expo ur with conversion e p ur 

accounting for 55.3 % at U D and monetary monthly r valuation explaining 7.4% at 

U D. In total, the foreign exchange loss from financing lag time to d at l46,502.55U D, 

due to currency conversion there " as an change los of 27 , 70 .11 D, ' ith monctar 

revaluation contribu ti ng to 192, 130.48 [i r the peri d under tud . 

Proj ct funding )e, d to delay and hence 

ud , t v lu 

fluctu·ttion can I 

t th 

ml th rcfi r proJ 

mpr rm 

t qu lit ' in 

rat :p ur th·u 

7 

l:t th ted 

th p11 t t 



exchange rate ri k and ompromi e on appointments of qualified project agents and can 

therefore affe t proj t quality.Monthly revaluation does not have a direct cashflow effect 

on the proj t fun I d thr u )h ILRI.Jt is however reflected in the books as a loss or gain 

but doe· tH t Ill t th, project timing ,scope or quality. 

f ex hangc rate fluctuations can lead to delay in project timeframes,quality 

and , 'Ope and may make an organization lose reputation with it's donors and even access 

to future funding. To negate this eventuality,ILRI uses core funds to cover the exchange rate 

exposure this in tum affects the overall budget of ILRI and therefore it's operations. 

5.1.2 Conclusion 

ILRI was established in 1995, over this period it has been in operation, foreign exchange 

risk exposure has been a source of difficulties affecting both project outputs and the overall 

operation of the organization. Even though unfounded, there is a strong belief that this 

trend has seen funding move from unrestricted to project restricted finance pool. More so, 

exchange rate exposures have affected the deliverables of a project and thus affecting donor 

confidence and as such financing streams to ILRI. For instance, from the projects sampled, 

15 projects were completed outside their planned delivery times. However, this cannot 

entirely be blamed on exchange rate fluctuations as found out in the questionnaire. 

5.2 Recommendations 

1 he finding of thi research paper have implication on all tnkehold~;r f II RI. s thl! 

oth r fact rs other than p i fieJ ariabll! ntinue to contribut to fl rei n c.· hnn , ri k 

expo ure facing ILRI, the re ult of th ~ttH.ly re 'I th t fin. ncin' tim· I c. p nditur 

curr ncy c n er. ion nd month! mon t ry 1 to 

m nt and proj t l 
n 

ntr'l t m nt th t ul hi th 



exchange exposur to th proj ct donors as well as exploring other avenues oftransferring 

the risk in tran ac ti n t project agent to cover for expenditure currency conversion. 

5.3 Limitntion of the tudy 

Fvery ·tudy i · ~.:. pe ted to have its unique limitations and weaknesses. Such limitations and 

wea~t e may be due to difficulties in designing the research problem or in the 

c llecti n, availabil ity and analysis of data. This study is therefore no exception and the 

research should be read with the following limitations in mind. 

In designing the study, a problem was encountered because although several studies on 

exchange rate risk have been conducted, there was no single study on the same about not­

for-profit organizations had been conducted and therefore offer guidance. As such the study 

was designed based on aspects of profit making organization, yet limited to the research 

objectives. 

The major limitation however, was that during the period under study, there were other 

sources of exchange rate ri sk exposures that were facing ILRI though were not captured by 

the study. This was so because the study addressed itself only to projects financed in 

currencies other than the USD. 

The study was carried out within the constraints of time and resources and therefore other 

issues inherent in such a broad study could not be addressed adequately. 

5.4 Suggestions for Further Study 

Finance is relatively a new discipline with o many unres I d puzzl s and hence a v ry 

fertile ground for future researches to attempt t resolve or complicate th puzzle . Mu h 

has been done on effects of exchange rate risk n proJ ct financing de i ion \ h n th 

organization is geared toward realizing profit , and thcrt.!fon.: nl pr ~~.:ct \ ith , c 1 tab! 

int rna! rate f return and \ ho e net pre; nt ulu 

for-pr fit organization th e rul ma ' be; i n )red 

Ri k m na m nt i an int gr I p 

d to find out th If 

n hm rk r m in in th 

· \ ill be cho en, in th not-

nh 

nd 

rid n t - r 1 ' niz ti n . 
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Appendix 1: Letter of Introduction 

Dear ir/M 1d m, 

RE: Re earch Information 

1 nm a p tgraduate student in the School of Business, University Of Nairobi. As part of 

m IBA (Finance) course requirements, I am undertaking a research project that seeks to 

e tablish the "The effects of foreign exchange rate fluctuations on projects funded through 

international non-governmental organizations: a case study ofiLRI" 

To fulfill information requirements for my study I intend to collect primary and secondary 

data from your institution. The information requested is needed purely for academic 

purposes and will be treated in strict confidence, and will not be used for any other purpose 

other than for my research. 

I would be most grateful if you can allow me access to all the relevant information 

pertinent for this research. Any additional information you might consider necessary for 

this study is most welcome. I appreciate your assistance in accessing the much-needed 

information. 

Thank you in advance. 

Yours incerely, up rvi or 

U I, JUDY Mr. J. . ' \R JA 



Appendix 2: Data collection form 

Section A 

I. Proj' t' nnm 

2. I lll 'lti n amount_ 

nit fforcign currency _____________ _ 

M de of fund receipt. ______________ __ _ 

5. xchange Loss/Gain on project funds received at intervals will be captured using 

the following table; 

~lg>osure 
~ ~n Arnount 

Por · 
~Off:' e1 n currency 
b und 

111ent 
~nin 
ot p ?f the Project 

ro ect 

Period Period of Amount Exchange Date of Amount Exchange Total Exchange 

Expenditure pledged rate payment received rate a in/Loss 
- ---- r-

I 



Section B 

Questionnaire to Project Officers at International Livestock Research Institute (ILRI) 

PART 

Li ted below are statements related to exchange rate risk exposure 

con id red to be affecting the timeframe, scope and quality of projects 

managed by international livestock research institute {ILRI). Please rate 

the factors by ticking the appropriate box. 

KEY 

1. Agree to a large extent 

2. Agree 

3. Disagree 

4. Disagree to a large extent 

1. Lack of dedication and urgency by 

national partners lead to delays that 

affect the timeframe and delivery 

dates of projects due to exchange rate exposures. [ 4] 

2. Conversion rates lead to cashflow problems 

and therefore affect the time frame and 

delivery times of projects. 

3. Delay in the release of funds by don rs lead 

to change in proje ted budget values due to 

exch nge rate c. po ure that a e t the 

implement ti n, timefi· me and deli cry time 

ofprojc t . 

VI 

[4] 

Ill 

[3] [2] [1] 

[ l [2] [ 1] 

I I 121 II I 



4. Logistics and organization of partners leads to 

delay and h n ' hange rate exposures 

that ft t d budget values and 

lh 'rdm 1 n ~ ' t time frame and delivery times. 

a k f proper collaboration amongst project 

partners lead to delays that expose the project to 

exchange rate ri sk leading to reduction 

in the scope of the project 

6. Management support may lead to delays that 

expose the project to exchange rate risk and 

hence reduction in the scope of the project 

7. Exchange rate fluctuations affect the projected 

personnel budget that can lead to readjustments 

on the scope of the project due to deficits or 

surpluses caused there from 

8. Exchange rate flu ctuations are acute in Kenya 

and therefore expenditure coverage within the 

project period is greatly affected and this can 

affect the scope of the projects 

9. xchange rate fluctuati ns can lead to compromi e 

on pr curemcnt of quality materials and there!{ rl: 

nf ect the overall projc t quality 

IIJ 

[4] [3] [2] [I] 

[4] [3] [2] [I] 

[4] [3] [2] [I] 

[4] [3] [2] [I] 

[4) [3] [2] [1] 

I I I I [21 I 1 I 



10. Exchange rate fluctuations can lead to personnel 

budget con trnint that r ults in overworking or 

lay m t mplc yr.:.c during the project period 

an I th '1\.: fl r affr.:.ct the project quality 

11. , change rate fluctuations are acute in Kenya 

and therefore expenditure coverage within the 

project period is greatly affected and this can 

affect the quality of the projects 

12. Delays in release of funds by donors expose 

the project to exchange rate risk and compromise 

on appointments of qualified project agents and 

can therefore affect project quality 

13. Exchange rate risk can lead to compromise on 

project quality which can make an organization lose 

reputation with donors and therefore access to 

future funding 

' Ill 

[4] [3] [2] [1] 

[4] [3] [2] [1] 

[4] [3] [2] [1] 

[4] [3] [2] [1] 



PARTB 

Plea e use the pac b low to state and rate any other factors you feel are the main 

effect of c chang' rate risk exposure on project managed by your organization. Use 

this key 

KEY 

5. Agree to a large extent 

6. Agree 

7. Disagree 

8. Disagree to a large extent 

I , 



Appendix 3: Regression Model Output 

~~~~~r.=~~~~~------------------------~---R Adju I d R Std. Error of 

i--- R Squ r _ s_ u r . the stimate Chan_g_e Statistics 
Durbin­
Watson 

Sig. F 

~--,~Yir---~~----~~i-~~~~~~R~s~;q~tu~ar~e~C~h~a~ng~~e~~F~C~h~a~~~e-1~d
~f1~ __ _£d~~--+-lC~h~a~nq~,e~t------

901 
~ (8) 81. .790 78091.75755 .812 37.440 3 26 .000 

Modol Summary (b) 

Variables Entered/Removed(b) 

Model 
Variables 
Entered 

Variables 
Removed Method 

monthly 
revaluation, 

Time lag, 
Conversion( 

a) 

Enter 

a All requested variables entered. 

b Dependent Variable: total forex exposure 

ANOVA(b) 

Model I Sum of 
Squares 

Regress1o 684954998 
n 184.364 
Residual 158556387 

Total 
537 803 

843511385 
722.167 

df Mean ~uare 

3 
22831833272 

8.121 
26 6098322597 6 

08 

29 

a Predictors: (Constant), monthly revaluation, Time lag, Conversion 

b Dependent Variable: total forex exposure 

Casewise Dlagnostlcs(a) 

Case Number I 
total forex 

Std Residual exposure 

11 4.367 I 341168 o 

a D pendent Vari ble: total forex posure 

. 
.I 

2.35S 

F Sig 

37 440 .OOO(a) 



Residuals Statistlcs(a) 

M1mmum Maximum Mean Std. Deviation N 
Predicted Value - 385588.46 174085.16 200132.53 

88 67 153685.19079 30 
13 

Residu I - 341032.43 177640 81 
75 .0000 73942.28587 30 

25 
Std Pr d1 l V lu 2 437 1.376 .000 1.000 30 
Std. R 1du I 2 275 4.367 .000 .947 30 

D p nd nt V nable: total forex exposure 

Appendix 4: Regressing Each Independent Variable at a Time 

Time Lag and Total Exposure 

Descriptive Statistics 

Mean Std. Deviation N 
Total exposure -

14207.347 42293.24153 30 
7 

time lag -
9323.5373 35302.032469 30 

3 

Correlations 

I Total 
exposure time laq 

Pearson Total exposure 1.000 .850 
Correlation time lag 850 1 000 
Sig . (1-tailed) Total exposure 000 

time lag .000 
N Total exposure 30 30 

time lag 30 30 

Model Summary 
'-

Change Statistics 

I Adjusted R Std Error of R Square R R Square Square the Estimate Change F Change df1 df2 Sig . F Change '- .850(a) I .7231 .7131 22640.73225 .723 73 .195 1 28 .000 
a Pr d ctor : Constant time Ia ), g 

' I 



ANOVA(b) 

I Sum of 
Model Squares df Mean S_guare F Sj_g_. 
1 Regr io 375 199529 

1 
37519952910. 

73.195 .OOO(a) n 10. 143 143 
R ldlJ I 143528771 

28 
51 2602756.89 

93 061 5 
Tot I 518728301 

29 03204 
n Predictors (Constant), time lag 
b 0 pendent Variable: Total exposure 

Coefficients( a) 

Unstandardized Standardized 
Coefficients Coefficients 95% Confidence Interval for B 

Model B Std. Error Beta t Sig. Lower Bound U_22_er Bound 
1 (Constant 

-4707.576 4280.153 -1 .100 .281 -13475.072 4059.919 ) 
time lag 1.019 .119 .850 8.555 .000 .775 1.263 

Conversion and Total Exposure 

Descriptive Statistics 

Mean Std. Deviation N 
Total exposure -

13319.021 41055.27733 32 
3 

conversion -
21560.58180 32 4578.2053 

Correlations 

I Total 
ex_Q_osure converston 

Pearson Total exposure 1.000 .553 
Correlation conversion .553 1.000 
Sig. (1-tailed) Total exposure .001 

conversion .001 
Total exposure 32 32 
conversion 32 32 

II 



Model Summary 
.... 

Change Statistics 

Adju t d R Std. Error of R Square 
~de l R R Squnre Square the Estimate Change F Change df1 df2 Siq . F Chanqe 

- .553(n) .306 283 34767.21009 .306 13.227 1 30 .001 
(') , I r diclor . (Con l nt), conversron 

ANOVA(b) 

I Sum of 
Model Squares df Mean Sguare F S_ig. 
1 Regressio 159888427 

1 
15988842755. 

13.227 .001 (a) n 55.590 590 
Residual 362627669 

30 
1208758897.7 

32.601 53 
Total 522516096 

31 88.191 
a Predrctors: (Constant) , conversron 
b Dependent Variable: Total exposure 

Unstandardized Standardized 
Coefficients Coefficients 95% Confidence Interval for B 

Model B Std. Error Beta t Sig . Lower Bound Upper Bound 
1 (Constant 

-8496.630 6287.434 -1.351 .187 -21337.284 4344.024 ) 
conversio 

1.053 n .290 .553 3.637 .001 462 1.645 

Monthly Monetary Revaluation and Total Exposure 

Descriptive Statistics 

Mean Std . Deviation N 
Total exposure -

13319 021 41 055.277 33 32 
3 

conversion - 21560 58180 32 4578 2053 

' Ill 



.. 

~el 

.. 

Model 

1 

Correlations 

Total 
ex osure conversion 

Pearson posure 1.000 .553 
Correl< t1on onv r 10n .553 1.000 
Sig (1 ·t II d) Tot l xposure .001 

conversion .001 
Total exposure 32 32 
conversion 32 32 

Model Summary 

Adjusted R Std. Error of R Square 
R R Square Square the Estimate Change F Change 

.693(a) .673 .383 347897.2109 .406 33.227 
a Predictors: (Constant). monetary revaluation 

ANOVA(b) 

I Sum of 
Model Squares df 
1 Regressio 159888427 

n 55.590 
Residual 362627669 

32.601 
Total 522516096 

88.191 
a Predictors: (Constant), monetary revaluation 
b Dependent Variable: Total exposure 

Mean Square 

1 
15988842755. 

590 

30 1358897.753 

31 

Unstandardized Standardized 
Coefficients Coefficients 

B Std. Error Beta t 
(Constant 

-9896.630 6287.434 -1 .351 ) 
Monetary 
revaluatio 1.073 .390 .563 2.637 
n 

., 

Change Statistics 

df1 df2 SiQ. F ChanQe 

1 30 .001 

F Sig . 

13. 227 .001(a) 

95% Confidence Interval for B r--- -
Sig . Lower Bound Upper Bound 

.187 -21337.284 4344.024 

.001 .462 1 645 
I 



Appendix 5: Descriptive Analysis Outputs 

Lack of dedication and urgency by national partners 

Cumulative 
Frequency Percent Valid Percent Percent 

Val1d Agree to a large 
3 7.5 7.5 7.5 extent 

Agree 21 52.5 52.5 60.0 
D1sagree 6 15.0 15.0 75.0 
D1sagree to a 

10 25.0 25.0 100.0 large extent 
Total 40 100.0 100.0 

Conversion rates lead to cash flow problems 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid Agree to a large 
6 15.0 15.0 15.0 extent 

Agree 10 25.0 25.0 40.0 
Disagree 21 52.5 52.5 92.5 
Disagree to a 

3 7.5 7.5 100.0 large extent 
Total 40 100.0 100.0 

Delay in release of funds by donors 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid Agree to a large 
35 87.5 87 .5 87.5 extent 

Disagree to a 5 12.5 12.5 100.0 large extent 
Total 40 100.0 100.0 

Lack of proper collaboration amongst project partners lead to delays 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid Agree 14 35.0 35.0 35.0 
Disagree 4 10.0 10 0 45.0 
Disagree to a 

22 550 55.0 100.0 large extent 
Total 40 100.0 1000 

, ' 



Management support may lead to delays 

Cumulative 
Fre Percent Valid Percent Percent 

Valid A r 17 42.5 42.5 42.5 
13 32.5 32.5 75.0 

10 25.0 25.0 100.0 

40 100.0 100.0 

Exchange rate fluctuations affect the projected personnel budget 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid Agree 26 65.0 65.0 65.0 
Disagree 7 17.5 17.5 82.5 
Disagree to a 

7 17.5 17.5 100.0 large extent 
Total 40 100.0 100.0 

Exchange rate fluctuations are acute In Kenya it affects scope of projects 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid Agree to a 
14 35.0 35.0 35.0 large extent 

Agree 20 50.0 50.0 85.0 
Disagree 6 15.0 15.0 100.0 
Total 40 100.0 100.0 

Exchange rate fluctuations lead to compromise on procurements 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid Agree 20 50.0 50 0 50 0 
Disagree 6 15.0 15.0 65.0 
Disagree to a 

14 35.0 35.0 100 0 large extent 
Total 40 100.0 100 0 

I 'I 



Exchange rate fluctuations can lead to personnel budget constraints 

Cumulative 
Fre Percent Valid Percent Percent 

Valid A r 22 55.0 55.0 55.0 
4 10.0 10.0 65.0 

14 35.0 35.0 100.0 

40 100.0 100.0 

Exchange rate fluctuations are acute In Kenya it affects quality of projects 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid Agree to a 
7 17.5 17.5 17.5 large extent 

Agree 27 67 .5 67.5 85.0 
Disagree 6 15.0 15.0 100.0 
Total 40 100.0 100.0 

Delays in release of funds by donors exposes project to risk 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid Agree to a large 
14 35.0 35.0 35.0 extent 

Agree 21 52.5 52.5 87.5 
Disagree to a 

5 12.5 12.5 100.0 large extent 
Total 40 100.0 100.0 

Exchange rate risk can lead to compromise on project quality 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid Agree 17 42.5 42 5 42.5 
D1sagree 5 12.5 12.5 55.0 
Disagree to a 

13 32 5 32.5 87 .5 large extent 
5.00 5 12.5 12.5 100 0 
Total 40 100.0 100.0 

n 



Projects Forming Sample Population 

Grant Grant 
Curren Start End amount 

Grant Title Donor cy Date Date US$ --
Rationalisation c nd H r monization of Dai ry 
policies, r ulc t ions nd standards ASA EUR Aug-03 Dec-05 11,600 

Dr Jan Naessens Secondment costs Belgium EUR Sep-01 Sep-04 450,000 

Trade offs between poverty alleviation and 
Wildlife conservation Belgium EUR Oct-02 Dec-05 1 '936,044 
Trypanotolerant cattle in the high disease 
challenge Ghibe Valley CHF CHF Jan-02 Dec-04 10,000 

Interchange Canada CIDA CAD Jan-04 Dec-05 371,445 

Integrated Crop Livestock production in West 
_Africa Dan ida DKK Jan-01 Dec-03 378,313 
DANIDA Seconded scientist ( Dr. Lee 
Willingham ) DAN IDA DKK Jan-04 Dec-05 274,856 

CPP - Maize and Fodder DFID GBP Apr-01 Mar-04 118,993 

f eed strategies DFID GBP Jan-01 Dec-03 12,000 

Forage demand and adoption by smallholder 
livestock keepers DFID GBP Jan-01 Dec-02 961429 

Development of FFS methododlogy f or Small 
Holder Dairy DFID GBP Apr-01 Mar-04 428,768 

ECF Vaccine Development DFI D GBP Jul-01 Apr-04 5,695,702 . -

Sleeping sickness - Uganda DFID GBP Apr -00 Dec-02 131433 -
Design of vaccination programme DFID GBP Jan-02 Oct-05 15,326 - f--- -f--- -
LPP Priority Country poverty mappin_g DFID GBP Sep-02 Mar-04 90,000 - -Improving food security through community 
based management of typanotolerant cattle 
in DFID GBP Au_g-04 Dec-05 14,324 

Kat ie Downie · GF Costs DFID GBP Jan-04 Dec-05 25 ,200 

Desertificationp_roject in West Africa DMP EUR Feb·02 Dec-05 ~0 .. 000 

·m 



~idemiology and Disease Control EDF EUR Apr-00 Apr-04 482,404 
Post Doc - Animal Genetic program :AnGR 
rir~ect No. 2000 - 7860 GTZ EUR May-01 May-04 170,430 ILRI - BMZ proj c t on tryp nocide resistance 
in WA GTZ EUR Mar-02 Aug-05 1 '128,000 Post Doc - lntegr tion of multipurpose trees 
in mixed crop -livestock watershed systems 
for feed production and soil conservation ( 
Kai Sander) GTZ EUR Jan-04 Jul-05 244,657 
Environmental impact assessement of 
control of tsetse fly usin SIT in the South Rift 
valley of Ethiopia IAEA EUR Mar-01 Dec-02 82,016 
IAEA Student training IAEA EUR Jun-02 Dec-04 30,000 
Workshop on Integrated water and land 
management Research IDRC CAD Nov-02 Nov-04 9,625 Gender roles in urban dairy production in 
Ethiopia: Enhancing market oriented 
production systems IDRC CAD May-04 Dec-05 15,417 

J!:ish special project Ireland EUR Jan-02 Dec-05 181 '700 
KARl /ILRI Workplan for PHD training support Kenya KSH Jul-02 Dec-04 33,654 
Research Fellow - Harun Maina Kenya KSH Jul-02 Dec-04 15,324 
KARl /ILRI Workplan for PHD training support Kenya KSH Jul-02 Dec-04 10,000 
Primas Extrapolate: a protoype policy 
screening technology targeting tools for 
livestock keepers in the tropics NRI GBP Jun-04_ Nov-04 11,840 Promoting Sustainable Delivery of 1-- - 1-- - 1- -
Trypanosomasis Control Technologies in EA 
under the FITCA Rroject AU / IBAR EUR Jan-01 Dec-02 64,276 CBPP- PACE Contagious bovine 1-- -
PleuroPnemonia AU/I BAR EUR Oct -01 Oct -04 89 ,734 - - - -
Services for f armer field school proj ect AU / IBAR EUR May-04 Dec-05 85 ,163 
University of Glasgow Glasgow GBP ARr-03 Dec-04 11 ,629 
Univ. of Nairobi • ARF funds UON KSH Sep-0'1 Dec 02 8,978 

' I/ 



. .... 

Mapping Genes for resistance to gastro Univ of 
intestinal nematodes Nottingham GBP Oct-01 Sep-04 372,991 

Student support WOT EUR Jan-00 Dec-03 8,700 r--
Breeding Objectiv s nd Breeding strategies 
for samll ruminnnts in the tropics WOT EUR Jul-03 Jul-05 75,600 
New Sustc inabl concepts for efficient 
smallholder dairy nutrition Switzerland CHF Jan-00 Dec-01 20,000 -

13,144,570 

, , 
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