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CURREN

CY CONVERSIONS, DEFINITIONS, ACRONYMS AND ABBREVIATIONS

CURRENCY EQUIVALENTS

Parallel Market Rate
1 Egyptian Pound (L.E.) = U.S. § 1.43
1 U.S. Dollar = L.E. 0.70
ACRONYMS, ABBREVIATIONS AND DET'INITIONS
ARETO Arab Republic of Egypt Telecommunications
Organization
A.R.E. : Arab Republic of Egypt
GOE Government of Egypt
CTC or CTHC ¢ Continental Telephone Holdings Corp.
TRC Telecommunications Research Center
IBRD International Bank for Reconstruction
and Development (World Bank)
GODE Gulf Organization for Development of Egypt
FYP Five Year Plan /
DELs or MSs ¢ Direct Exchange Lines or Main Stations
(telephone connections)
SIP Service Improvement Plan
AIE ¢ Automatic International Exchange
PABX : Private Automatic Branch Exchange



STD

ISD :
MHz

Microwave

Carrier

Channel

Coaxial Cable

Crossbar Switching

Electronic 3witching
Rotary Switching

Telex :
BTM

LME ot

Subscriber Truck Dialing

International Subscriber Pialing

Megahertz

Radio system working at frequencies above
300 MHz, but normally applied to frequencies
working above 1,000 MHz.

A system providing a number of circuits
(telephone or telegraph) through one
transmission bearer (radio, cable or open

wire)

One circuit of a carrier System carrying
speech or telegraphic signals.

A cable with a center conductor surrounded
by a coaxial outer conductor. It is used
for high-capacity transmission systems

An automatic telephone svitching system
utilizing a connecting matrix with
horizontal bars and vertical bridges

An automatic telephone or telex switching
system electronically controlled

A type of centrally motor driven rotary
telephone switching system

Teleprinter exchange system
Bell telephone Manufacturing of Belgium

L.M. Ericsson of Sweden
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miake awards and negotiate contracts for telecommmications cquipment which

is financed by AVTLD, ;s FY 1978 $40 million telecommmications 1oan number
263-K-047 (a listing of the cquipment to be procured is presented in Exhibit
V-1 of the Technical Amalysis Section of this Paper). Additionally, the U.S.
Consultant will provide procurement assistance to ARETO under this FY 79

S50 milliog teleconmunications project. These procurement items are: a) three
ESS Tor the Cairo area: b) outside plant (c.pne, cable) for two of the three
ESS (outside plant for one of the ESS is being provided by Telefunken); ar

¢) atr-conditioners, stand-by electrie power generators and other cquipment.

Technical Assistance provided by the FY 1978 A.1.D. loan to strengthen the
institution of ARELO provides funding for this purpose for two years. Insti-
tution building funds provided by the FY 1979 A.1.D. grant will permit these
services to continue to be provided to ARETO for an additional two years.

b, Telecommmications Equipment ~ ‘The Ministry of Communications has
requested ALTUD Co Tinance the replacement of three old and obsolete rotary
exchanges in Cairo and three in Alexandria with ESS. Also, because the under-
sround cable network in Cairo and Alexandria is in poor condition, A.I1.D. has
been requested to finance outsidoe plant for two exchanges in Cairo and three
in Alexandria.  ‘lhis FY 1979 project will only finance 1SS and outside plant
for Cairo. A separate A.I.D. project in FY 1980 could finance these same
items for Alexandria.

Telephone exchanges should be dust~free, temperature and humidity controlled
because telecommunications switching system cquipment is very sensitive.
Consequently, this project will provide air-conditioners and electric power
senerators which ARETO seriously lacks for exchanges in Cairo and Alexandria.
The installation of these new air-conditioners and generators will insure that
the necessary temperature and humidity levels will, in fact, be maintained
arxl switching equipment can work uninterruptedly even though electric power
from the national grid cuts out, as has frequently been the case in the past.

C. Result - This FY 1979 A.I.D. project will provide an additional two
years of continued assistance to ARETO in crder that its staff can move
effectively design, schedule and implement modern management and operating
systems, procedures and training. The U.S. Consultant will also assist ARETQ
for an additional year to oversee the installation of ESS, outside plant,
air-conditioners, stand-by generators, and other equipment. The provision of
ESS' and outside plant, together with air-conditioners and generators, will
provide maximum service at those exchanges in Cairo. The combination of Tech-
nical Assistance and telecommunications and other equipment will improve the
the cfficiency of the ARETO organization ardl a portion of the present tele-
communications network in Cairo.



-iii-

6. CGrant Application: The GOE has requested A.1.D. to finance the u.s.
share of the foreign exchange of the project (see
Amnex A Yor GOE application).

7. Mission View: USAID/Cairo strongly endorses the proposed grant.

8. Source of U.S. Fuds: Fiscal Year 1979 Economic Support Fund.

9. Statutory Checklist: Satisfied. Sce Statutory Checklist, Annex B.

10, Recommendation:  That a grant in the amount of $80,000,000 in FY 1979
be autherized on terms and conditions set forth in the
Draft Grant Authorization, Annex C.
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outside plant and the procurement of varjous training, maintenance,
business and telecommunications replacement: equipment, as well as
related training and technical management. assistance program.

A contract between the Continental Telephone Holdings Corp. (CIC)

and Telecommmications Research Center (TRC) of the Ministry of
Conmunications was funded by A.1.D.'s Feasibility Studies Grants
No.s. 263-11-995-0173 anl 263-11-995-025 1n 1977.” The scope of

study inchuded 1) an Investigation, review, and evaluation of the
performance of the existing telecommmications system in Egypt,
particularly Cairo; 2) the developmene of a Master Plan for meeting
the telecommmications needs of the COE for the near-term, five year
(1980-1984), and the fonger twenty year periods (through 1999); 3) the
preparation of a detailed planned program of remedial actions (""quick
fix'") to improve the existing telecommmications network; and, 4) to
prepare final reports on the above.,

This comprehensive sector study took one year to accomplish (from

Miy 1, 1977 to May 4, 1978). The final CTC report was presented to
the GOE and A.1.D. in May 1978,  The report conclwdes that the proposed
Investment program over the period of the Master Plan ig technically
and financially sound based on the past and projected financial perfor—
mince of ARETO.

This will be the United States: second capital project directed to
Euypt's telecommumications sector since the resumption of aid to Egypt.
The first assistance was a FY 1978 $40.0 million A.I.D. Loan No. 263-K-
047 (sce Exhibit V-1 in the Technical Analysis section of the I'P for
items to be financed by the FY 1978 A.T.D. loan). The U.S. Consultant
financed under lLoan No. 263-K-047 should begin work in Egypt sometime
in September 1979 and the scope of work for the U:S. Consultant (see
Annex 0) will include the technical specifications for seven ESS. One
ESS is to be in Cairo, financed under Fy 1978 AID loan No. 263-R-047;
three ESS in Cairo by this proposed FY 1979 project; and three ESS in
Alexandria by a possible [y 1980 A.1.D. project Grant. Under this FY

Other A.I.D. assistance to the telecomunications sector has been furn-
ished under the FY 1977 and Fy 1978 Commodity Import Loans at a level
of $34.3 million, of which the majority portion is related to the
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1.09  In May 1978 U.S.ALT.D. learmmed that consortium of three U.S. Com-
NI ey CAMFRITECH) L/ prepared and submitted a proposal to provide
telecommumicat fons poods and services to the Minister of Communications
Capproximately $2.9 billion through 1984). In February 1979, AMFRITECH
submitted o revised proposal for approximately $1.4 billion through
P984, We wnderstand also that others have submitted proposals (e.g.
Intermational felephone and Telegraph Corp. (I1T), Phillips, L. M.
Ericeson, Japanese and Geraman companies, etc.). The Prime Minister
of Epvpt has made it kown in April 1979 that the CGOE policy would
be to encowrage competition to the maximum extent possible. Conge—
quentlyv it appears that the above wisolicited proposals will not be
considered by the GOE in the «short yun because they are not competitve
proposals submitted in response to a tender document.

LLIO WLS.ALLLD. representatives met in March 1979 with the Minister of
Commmnications to discuss two $80.0 million A.I.D. Telecommunications
Projects proposed for FY 1979 and 1980 furding.,  The Minister stated
Chal Avr 0. shoald move forward in processing the grants ($80 million
cach in 1Y 1979 and 1980) requesced by the Ministry of Economy and
Economic Cooperation as this funding is important to Egypt and the
items to be financed with A.I.D. monies would not conflict with suc-—
ceeding programs.  While the Prime Minister has indicated that the
GOE intends to foster International competition to the maximum extent
possible vhen ARETO undertakes itg tXpansion program, the Minister
advised, however, that the GOE had decided that U.S. ESS technology
would be wost appropriate for the replacement of rotary exchanges
in Caire and Alexandria.

1.11 U.S.ALTLDL is in agreemenl with the position of the GOE in moving
forward wici. the AVLLD. FY 1979 Telecommunications project. We feel
that it is important for Egypt. The reason simply is that Egypt's
technical assistance, training and telecommunications replacement ,
operating and other relarted cquipment needs are enormous. In fact
this project, by assisting ARETO vow to improve its organization and
by replacing old exchanges with those utilizing modern technology,
will make the present system more financially viable, dependable and
should provide a firmer Institutional and operational base on which
the implementation of any of the long-run proposals can build.

L.12 ‘this Paper will provide a detailed description of the proposed invest-
ments wvler the project and relate these investments to Egypt's sectoral
goals in telecommunications.

1/ AMERITECH is a consortium of three (3) U.S. Companies; Western Electric

International, GIE Products Corporation and Continental Telephone Inter-
national .
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IT1. BACKGROUND

A. The Present Telecommmications Network

The present telecommmications network in the Arab Republic of Egypt
is composed of wpproximately 375,000 lines of switching equipment,
an associated network of interoffice Junctions within multi-exchange
areas (Cairo and Alexandria), and a national trunk network between
manual and automatic trunk switchboards.

The exchanges vary in size from small manual switchboards, consist-
ing of 6 to 10 lines, to multi-office installations consisting of
up to 35,000 lines of crossbar automatic switching equipment of
reasonably modern design. The small remote villages are frequently
serviced by a manual switchboard located in the local police station
Oor agricultural center and are only operated during the daylight
hours. Almost without exception, however, all units, regardless of
size, are connected to the outside world by an extensive network of
long distance circuits, many of which are open wire. These circuits
converge on zone centers which are then linked to each other by co-
axial cable or microwave.

Current contracts and projects represent substantial increases in
switch and network capability. 150,200 new automatic lines with

a recirement of only 34,700 lines of aging automatic equipment repre-
sent an increase of 36% in central Cairo busiest exchanges and in

the Suez area. A digital microwave junction network is being in-
stalled in the Greater Cairo area. When completed, it will cxpedite
rehabilitation of the existing cable junction system for reuse as
feeder cable relief or Jjunction relief or redundancy. Coaxial cable
projects will complete the 'backbone" of the national trunk network
and in some cases will augment international routes.

Cairo exchanges number 16 at present containing an aggregate of
208,400 lines of dial equipment. The older offices, some of which
date back to the 1930s are equipped with rotary equipment manufac-
tured by Bell Telephcne Manufacturing of Belgium. The newer offices
are equipped with crossbar equipment designed by L.M. Ericsson of
Sweden, with portions of the equipment manufactured locally in Egypt.
The rotary equipment (101,800 lines) serves the older areas of the
city. 38,000 lines of rotary equipmenc under this Project will be
replaced by 70,000 lines of ESS to permit expansion. Not included
in the foregoing is a 20,000 line rotary exchange in Zamalek which
will be replaced by a 20,000 line ESS and which is being financed

under A.I.D. Loan 263-K-047. The remaining 44,000 of rotary lines
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are being replaced by crossbar.  ‘The crossbar equipment, IME ARF )02
is generally well configured and capable of providing good telephone
sevvice. Carrently, 106,600 lines are in service in 9 locations
with an additional 10,000 lines presently being installed as a re-
placement for an equal number of rotary lines. Two major tandem
ity are also installed in Cairo and are known as the Ramsis or
Auto tandem (2,100 incoming trunks and 1,944 outgoing trunks) the
other is the Abhissia Central tandem (980 incoming trunks and 940
outgoing truiks).  Details of the Cairo exchanges and current pro-
Jects are toumnd in Amex k.

Telephone service in Alexandria, Egypt's second largest city, is
provided by 61,000 lines of automatic dial equipment installed in
five locations.  BIM rotary comprise 40,000 lines and LMR ARF 102
provide the vemaining 21,000 lines. ‘The 40,000 BRM rotary lines may
be replaced wider an AL L.D. FY 1980 project with 70,000 lines of
FOYLbower Eept el the Suer Canal Area exchanges have 39,000
Frves Gl 20tonat o exenange cquipment and manual exchanges operating
on comnon battery or magmeto number 21,240 lines. Offices with less
than 50 lines have been omitted from above Figures. Upper Egypt

has 17,200 lines of autoratic exchange equipment and manual exchanges
operating on comron battery or magneto number 11,800 lines. In the
Red Sea area there are 580 manual lines. A listing of manual ex-
chinges with their capacity is shown in Arnex F.

Mul ti-exchange local  juaetion systems exist only in the two major
Egvptian metropolitan areas of Cairo and Alexandria. In Cairo,

87 cables containing %),199 pairs interconnect the various exchange
offices. There is, in addition, a microwave radio system providing
Junction facilities between the Dokki and the Opera Exchanges.
Alexandria exchanges are interconnected by approximately 3,500
Jjunctions,

Tthe outside plant design is similar for both Cairo and Alexandria
and is referred to as coutrol point planning. The feeder cable is
run underground in conduits, through manholes and terminated in
cross-cormect cabinets generally located on the sidewalk. Smaller
cables radiate frem the cross—connect cabinets and terminate in
distritation poincs. Drop wire then connects the distribution
pairs to the telephone instrument. The typical feeder cable is
1,200 pairs and the typical cross—connect cabinet has 200 to 250
rairs terminated toward the exchange and 30C to 350 toward the
subscriber. This means that the average feeder cable is terminated
in 5 or 6 cross-connect cabinets and serves a specific geographic
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area. ‘The type of exchange outside plant used in the smaller urban
areas of Egypt is similar to that used in Cairo and Alexandria. In
the smaller rural exchanges, subscribers are served by aerial open
wirc plant, cable being used only to enter the exchange. Open wire
Ls used also as the principal means of interconnecting the rural
exchanges.

ARETO operates an extensive national nefwork of toll facilities
throughout Egypt. A major project is underway to expand the coaxial
system particularly to Upper Egypt and the microwave system from
Cairc to the Libyan border through Alexandria.

"There is a motile telephone system (UHF) which provides communica-

tions service between mobile telephone subscribers and other sub—
scribers in the Cairo area. The connecticn is accomplished by a
normal dialing process. Capacity of existing system is 100 sub-
scribers expandable to 1,000 subscribers., Forty-one subscriber
units have been delivered to date.

[nternational network commmications are all accomplished through
Cairo, although small international switchbcards with limited
capacity have recently been placed in service in Alexandria and
Port Said. A third unit is planned for Suez. All internaticnal
calls are handled on a manual basis and routed over two incipal
submarine cable outlets. One, Egypt to Italy {Catanzaro) with an
ultimate 480 channel capacity, and Egypt to Lebanon (Peirut) with
an ultimate 120 charnel capacity. In addition, a non-standard
earth station, which is currently being replaced by a standard
station, provides connections to the United States ard Paris on

a limited basis. Sudan, to the south of Egypt is connected via a
topospheric  scatter system.  ARETO opened a new Automatic Inter-
national Excharge (AIE) during the third quarter of 1978, The
first phase will allow 720 business customers to have International
Subscriber Dialing (ISD) facilities.

There are twe telex exchanges, cne in Cairo and the other in Alex-
andria. All international telex messages are routed via Cairo.
There are 120 telex circuits on the international network.

B. The Condition of the Existing Equipment and Facilities

CIC reviewed, tested, and inspected the existing telecommunications
equipment and facilities. For convenience, CIC categorized their
work under the following headings:


http:exchang.es
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i) Station Equipment and Wiring
i1) Exchange Cable Facilities
iii) Natiomal and Internationai Toll Networks
iv)  Sub-sector Equipment and Facilities
v) Mmholes and Concui t
vi)  Buildings
vii) Vehicles and Fepii pment
viii) Traffice in lLong Distance Network
ix) Telex Traffic
X)  Network Control

Gererally, a negative theme is threaded throughout all the above
categories. The listing of faults are too nunerous to list here;
however, a sample of some of the findings should illustrate the
thrust of CIC findings. Station equipment and wiring are almost
all in poor coxlition. A ma jority of telephone instruments are
obsolete and the renainder functioning poorly. Cable networks are
Inappropriate and in mny faulted conductors observed. The National
and Intermational foll Networks are characterized by the under-
development of subscriber toll dialing, poor condition of switch-
boards and connecting local networks. While complete data on sub-
sectors is not available, most sub-sectors complain that a high
percentage of local trunks are out of service at any given time.

C. Problems wir_L‘“ll_ELruc_f;um of Telecomrunications Sector

ARETO is one of sceveral agencies reporting to the Minister of Communi-—
cations. (The Minister's complete ritle is the Minister of Transport,
Comnmunications and Maicime Transport.) The other agencies include

a telephone equipment manufacturing facility, the A.R.E. postal
service, and the Telecommunications Research Center (TRC).

There are ten (10) government sub-sectors that are related to ARETO
service or facilities.

Most sub-sectors are large users of normal telephone service, lease
line facilities and systems. including PBX, PABX, Telex/Teleprinters,
Radio and Microwave. "Most PABX Systems are privately owned, whereas
ARETO usually owns the older FBX system. In the large ma jority of
cases where a sub-sector wishes to modernize or upgrade PBX service
to PABX service, they rormally purchase and install their own system
for one of two reasons: a) they have no confidence in ARETO's
ability to provide dependable service; and b) ARETO has been unable
to install the equipment due to a lack of funds.
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Many sub-sectors are plamning or Installing private radio or
microwave systems.  Some also install and maintain their own telex
or teleprinter michines. Many sub-sectors, according to CIC, would
prefer to use AREIO service aix] cquipment if they were assured of
efficient and dependable services,

In brief, the existing quality of lease line and other special
t)Tn services provided by ARETO to the ten (10) sub-sectors and
other large comercial users in Egypt is so pocr that many are
looking to private systems for relief. This can oniy result in
a continued deteriorating loss of revenues for services that
should rightly be previded by ARELO.

In all faimess to AREIO 4 number of constraints to effective
operations is due to the fact that ARETO is a government agency
and subject to regulaticns which prevent ARETO management from
taking certain of the steps which will be needed to improve the
operations of the organization. The personnel and manpower
policies of the GOE inhibit the sound management of ARETO's human
resources. ARETO has been required to hire personnel which it
may not need and finds it very difficult to fire unproductive
employees. The promotion system is based largely on seniority.
ARETO managers do not have the authority to offer the compensa~
tion they feel is required tc retain qualified personnel.

The management of ARETO finances nust conform to GOE policies and
regulations. For exarple, ARETO is required to make available

all net income te the Ministry of Finance. Ag a consequence,
ARETO is prevented from relying with confidence on these funds

to maintain or upgrade equipment and facilitjes. Funds for these
PUrposes must be appropriated annually by the GOE. The accounting
system prescribed by the GOE, moreover, does not meet the ARETOQ's
operating needs.

ARETO possesses a large inventory of oksolete materials which
count against the inventory levels which GOE policy allows it
to carry. Cumbersome GOE regulations make it difficult to
dispose of excess and otherwise unneeded materials.,
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L. Past Firancial Performance of the Telecommmnications Sector

2.21 ARETO's income statement was analyzed by CIC for the five years
ending in 1977, fhe reported net income for those years is
presented below:

(LE millions)

1973 1974 1975 1976 1977

Operating Revenues 22.3  23.7  26.0 30.0 36.6
Operating Expenses 17.6  19.1° 1.4 23.2 26.6
Operating Income 4.7 4.6 4.6 6.8 10.0
Miscellune. us Income/Deductions .8 9 1.2 1.1 2.7

Net Income 3.9 3.7 3.4 5.7 7.3

2.22 Based ou the CIC analysis: 1) the telephone plant is undervalued
and the result is an understatement of depreciation expense, and
2) GOE provided loans with corresponding low interest rates. The
understatement of depreciation was the re_ult of two factors.
First, AREIO acquired assets from the GOE as a donation or for
nominal value. These assets were recorded at a value substantially
less than the fair market value. Second, assets acquired from
foreign sources were previously recorded at the official rate of
exchange rather than an approximated market rate. Therefore, the
assets were Limediately understated based on differences in
exchange rates.

2.23 The understatement of interest expense is due to A2ETO having the
benefit of low cost loans from the GOE and other outside scurces.

2.24 In terms of considering AREIO's past operating performance as a basis
for planning the company's future operations as an independent agency*,
it was necessary to make adjustments for the depreciation and interest
expenses. The following presents a restatement of the 1973-1976 opera-
tions based on adjustnents made by AREIC in its 1976 and 1977 state-
ments for depreciation and interest expenses:

* In the Management and Labor Section of this Paper there will be included
a discussion of the recommended Telecommunication Organization as an
autonomous entity.
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(LE mi11ions)

1973 1974 1975 1976 1977

Net Income 3.9 3.7 3.4 5.7 7.3
less: Depreciation Ad justment (7.7)  (8.1) (8.6) (7.4) (7.3)

¢ Interest Adjustment {1.2)  (1.1) (1.6) (3.3) (6.4)
Ad justed Net Income (Loss) _(6.6) (6.7) (6.8)  (5.0) (6.4)

2.25 [t is obvious from the above analysis that past performance has

been inadequate and a substantial increase in revenues is required
before the telecommunications Organization can become a cemmerically
viable organization.



ITI. The Project

3.01 The purpose of this project is to assist ARETO to: 1) replace
a number of old and obsolete rotary exchanges with FSS, as
well as related outside plant, in a number of locations in
Cairo; (see Fxhibit IT1T1-1 below); 2) provide the necessary
U. S. technical assistance to continue support for institu-
tional improvaments and also to design, procure and install
the above; and 3) procure otha telecammunications replace-
ment equipment (mainly air-conditioner and generators for the
exchange buildings) urgently required by ARETO. The effect
of this AID assistance will be to improve a part of the tele-
cammunications network in Cairo and strengthening ARETO's
ability to effectively operate its telephone organization.

A. Replacement of Rotary Ixchanges

Exhibit TII-1

Rotary Fxchange Replacement Program*

1980-1983
Existing Proposed Proposed

Exchange Capacity Initial Capacity Outside Plant
Telecan Project II (FY 79)
A. Cairo

1. Heliopolis IT & ITT 20,000 30,000 ESS 36,000

2. Maadi 4,000 20,000 ESS 24,0001/

3. Bab El1 Iouk 14,000 20,000 ESS 24,000
B. Alexandria

4, Mexandria T & IT 20,000 30,000 Ess 36,000

5. Ibrahimia 10,000 20,000 ESS 24,000

6. Gelem 10,000 20,000 Ess 24,000

*Does not include the Zamalek rotary exchange which will be replaced by a
20,000 line ESS and for which financing is provided by the FY 1979 A.I.D.
Telecommunications Ioan (263-K-047) .

1/ AFG Telefunken is replacing and installing the 24,000 lines of underground
cable per a contract with ARETO.

11~
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The replacament of four rotary exchanges in Cairo which are old
and obsolete with FSS (three to pe financed by this project and
one 1s financed by A.I.D. [pan 263-X-047) is consistent with the
recammendations of the Sector Study Report, as accepted by the
Ministry of Cammnications and ARFTO.  The outside plant (OSP)
related with three out of four of these exchanges will also he
A.I.D.-financed as the existing OSP in Cairo is old and deterior-
ating and incurs frequent breakdowns. Consequently, this A.I.D.-
financed replacement proqram, together with the provision of the
technical assistance, air-conditioners and standby power genera-
tors (of which more will be said below), will introduce a
substantially higher level of dependability and efficiency to a
portion of the existing Fayptian telecamunications system in
Cairo and will strengthen ARRTO's management and operating
capability. The ahove Fxhibit ITI-1 shows the exchanges in

Cairo to be replaced by FSS, which are to be financed by this
A.I.D. project, and Section XTI of this Paper shows the
implementation schedule.

B.  Procurement of Other Telecommunications and Related Equipment

ARETO estimates it requires approximately $3.3 million for air-
conditioners, $4.7 million for standby electric power generators,
and $2.0 million for other teleconmunications equipment (see
project cost estimate in Ixhibit V-1 in the Technical Analysis
Section of this Paper).

(1) Air-Conditioners

The Telecamunications Sector Study states that exchange
equipment (switching Systems) are very sensitive and, consequently,
it is most important that the exchanges be maintained dust-free

exchanges in Cairo and Alexandria. Annex U presents AREIO's listing
of air-conditioning requirements by exchange, giving size require-
nents and corresponding estimated costs. As will be seen from the
Technical Analysis of this Paper and Annex U, this Project will
finance air-conditioning and standby generators beyond those exchanges
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utilization of switching systems, whether old or brand new and

is an inportant elemrent in increasing the efficiency of the
present telecammunicazions nowork in Cairo. Approximately

$2.1 million in air-conditioning and standby generators are being
provided by this project for Alexandria for the reasons stated
abover.  These items will be installed in exchanges in Alexandria,
including all those rotary exchanges which may be replaced by ESS
which may be financed by a possible FY 1980 A.I1.D. Grant.

(i1) Standby Electric Cenerators

Without standby electric power, it is highly unlikely that exchanges
in Cairo and Alexandria will be able to provide continuous and
consistent temperature and humidity control. This is simply because
the national electric power grid is not dependable and periodic
outages are, unfortunately, the rule rather than the exception.
Standby generators are needed to cut over when power outages occur
to insure a controlled environment for sensitive switching equip-
uent and to insure that exchange equipment fimctions uninterrupt-
edly. ARETO's listing of stanc v electric power generator
requirements, by exchange in Cairo and Alexandria, including
corresponding KVA and cost estimates is presented in Annex U, The
U.S. Consultant working with ARETO will review and confirm the
air-conditioner and standby power generator requirements of ARETO
and, if appropriate, suggest modifications or changes to the
listings.

(1ii) Other Equipment

The Telecanmunications Sector Study Report has confirmed that the
telecommunication replacement needs of ARETO are substantial. ARETO
has developed a sample listing of telecommmications and related
equipment that, according to AREIO, has the highest priority.

This equipment list, with corresponding cost estimztes, is presented
in Annex P in order of ARETO priority. The U.S. Consultant will work
with ARETO to verify the priorities and determine which equipment

is most appropriate for A.I.D. financing.

C. Technical Assistanqg

Technical assistance to be financed from the FY 1978 A.I.D. Ioan
No. 263-K-047 lay a modest groundwork on which to strengthen the
Egyptian telecommmications institution — ARETO. The institutional



development aspects of the technical assistance is directed toward
a number of functional areas; namely, planning, training, maintenance,
pProcurement, accownting, financial and personnel. Tha A.I.D. Ioan
would finance this technical assistance for a peried of two years,

technical assistance (beyond the two year institution building
segment) to ARETO to oversee the installation of telecommunications
equipment. (See Exhibit V-1, Technical Analysis Section, for a
list of the telecammunications equipment to be financed under the
FY 1978 A.I.D. loan).

3.08 It is generaliy recognized, and the Sector Study Report solidly
confirms, that the technical assistance requirements of ARETO are

for an additional year, for a total of five years. Details of the
institution building tasks, procurement and oversee responsibilities
which the U.S. Consultant will carry out are provided in the Scope

the recommendations contained in that report. The U.S. Consultant
selected to perform services financed under A.I.D. Ioan 263-K-047
will also perform the continued and expanded services under this

3.09 Additionally, the Minister of Communications has requested same
Advisors-separate from the U.S. consulting services described
above - to assist the Ministry improve its Capabilities to perform
a number of functions; such as, planning, the evaluation of studies
and proposals, etc. During the implementation of this project,
US/A.I.D. will work with the Ministry to develop a Scope of Work

for a few select ;visors to assist the Ministry and these services
will be acquired following normal A.I.D. Handbook 11 procedures.
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IV. Management and ILabor

A.  ARETO Present Organization

The AREIO present organization chart is presented in Annex H. As
mentioned earlier, ARETO is one of several agencies reporting to
the Minister of Commmications. The other agencies include a
telephone equipment minufacturing facility, the A.R.E. postal
service, and TRC.

The Chairman of ARETO presides over a Board of Directors canposed
largely of representatives from governmental ministries and the
Chairmman is the chief executive officer of ARETO. While six

staff offices of various sizes and responsibilities report directly
to the Chairman, his principal line managers are the deputy
chairman for Operations and Maintenance, for the Planning and
Execution of Projects, and for Administrative Financial and
Commercial Affairs.

B.  Senior Management

The Deputy Chairman for Cperations and Maintenance is responsible
for the day-to-day operations and maintenance of all telephone,
telegraph and telex services. The seven sectors within Operations
and Maintenance include four regional telephone service sectors in
Cairo, Alexandria, and Upper and Lower Egvpt, and three other
service sectors for International Operations, Transmission
Maintenance, and Inspection Maintenance. The four geographical
telephone service sectors are further divided into zones, which
may further be sub-divided into districts. The Operations and
Maintenance sector employs 82% of the ARETO workforce and is by
far the largest single functional grouping within the organization.

The Deputy Chairman for Planning and Execution of Projects is in
charge of what is essentially a centralized engineering function.
He and his staff plan, design, supervise, and execute the
installation of new facilities for the telecommunications system,
This sector accounts for 11% of ARETO employees. In addition,

for construction pProjects outside of Cairo and Alexandria, laborers
from the Operations and Maintenance sector may be supervised by
the Projects Department.

-15-
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The Deputy Chairman for Administrative, Financial and Cammercial
Affairs is responsible for establishing policies, implementing
procedures, and controlling the financial, cammercial and
personnel activities of ARETO. Also, reporting to this Deputy
Chairman is the Telecamunications Training Sector and the Stores
and Purchases Sector.

The above senior management, including top assistants and the
Chaiman of ARETO, arc capable, talented and dedicated individuals.
The problemwith senior management: is one of the lack of a
functional organizational structure and the svstems needed to
control its own operations. The functions of the Chairman and
Deputy Chairmen should be to direct and control, but not to
operate on a day-to-day basis the detailed operations of ARETO.
Also a number of the constraints confronting ARETO senior manage-
ment were described in paras 2.18-2.20. More will be said about
eliminating or at least decreasing the degree of these constraints
later in this section.

C. Composition and Performance of the ARETO Work Force

The long-term growth of the telecommunications industry in Egypt

has been accampanied by a ignificant growth and significant

changes in the camposition of the work force as can be seen below:
Exhibit 1v-1

Camposition of ARETO Work Fcrcel/

1961 1969 1977
Occupational Category No. 3 No. % No. %
Top Management 6 .03 13 .04 82 .15
Administrators 79 .40 607 1.70 950 1.80

1/ Budgeted Work Force
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1961 1969 1977

Occupational Category No. % No. % No. %
Fngineers 292 1.60 734 2.00 1224 1.80
Technicians 1721  9.40 3639 10.20 7235 13.50
Operators 5006 27.20 9390 26.18 11484 21.40
Clerks 1258 6.80 2961 8.30 5406 10.10
Skilled laborers 60042/32.64 10169 28.38 16624 31.00
Unskilled Laborers 4020 21.93 8305 23.20 10683 19.90

Total 18386 100.00 35818 100.00 53688 100.00

4.08 The ARETO manpower budget for 1977 i
employees. The actual number of
however, was only 46,030 or 86
mately two-thirds of this difference was
whlle one-third resulted from cmployees
budgered positions, but were on paid or
ministries, in the milita
to work temporarily in o

4.09 Since 1961 the size of tho
fram a budgeted 18,386 empl

ncluded positions for 53,688
cmployees as of September 1, 1977,
t of the budgeted number. Approxi-
due to budget vacancies,
who technically occupied

unpaid loan to other

Iy service or on unpaid leave (often

ther countries).

ARETO work force has nearly trebled
oyees in 1961 to the 53,688 employees

budarted for 1977. This represents an average increase of 2,206
average annual growth of 7.1%.

anployees per yvear or an
half of these employees were hired duri
this period. Much of this

to hire amployees according
unemployment. (This situa

but extends to other

2/Actual only available for total laborers.

gories was estimated using ratio of skilled to
Source: Annual Manpower Budgets:

Nearly
ng the last six years of
growth was the result of GOE pressure

to annual quotas designed to reduce
tion is, of course, not unique to ARETO
public sector entities.)
quotas is shown below:

Division into two cate-

unskilled in 1966.

ARETO Personnel Dept.

The extent of these



Exhibit IV-2
GOE Hiring Quotas Imposed on ARETO
By Occupational Category: 1972-1976

Imposed GOE Hires

Occupational From From Total
Categories Manpower Military Hires
Administrators 147 —— 147
Engineers 488 — 488
Technicians 1264 3 1267
Operators 1645 175 1880
Clerks 682 471 1153
Skilled Labor — 914 914
Unskilled Labor ——— 4370 4370
Total 4226 5933 10159

4.10 While the impact of these quotas may have been beneficial to
the unemployed, they are certainly detrimental to the efficiency
of ARETO operations. Their impact on aggregate productivity is
displayed in Exhibit IV-2 further below. The exhibit shows that
the .umber of employees per 1000 main stations increased each
Successive year since 1971. This means that the average work
load per employee during this period annually decreased resulting
in significantly lower average productivitv per employee in 1977
than was true in 1971.

Exhibit IV-3

Number of Staff Employed by ARETO

Per 1000 Telephone Main Stations: 1968-1977

Year Number of Number of 2 ployees Per 1000
Huployees 1/ Main Stations —“/Main Stations

1968 30,045 259,145 115.9

1969 30,803 269,612 114.2

1970 31,657 284,352 111.3

1971 31,764 296,686 107.1

1/ Budgeted number of employees multiplied by .86 to estimate actual size
~  of work force.

2/ Since there are no miltiple lines in the A.R.E. the mumber of main
stations and subscribers are equal.

Source: Manpower budget fram ARETO Personnel Dept.
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Year Number of Number of Employees Per 1000
Fmployees Main Stations Main Stations

1972 33,018 304,725 108.4

1973 35,285 317,085 111.3

1974 38,504 333,388 115.5

1975 41,716 341,482 122.2

1976 44,711 352,162 126.9

1977 46,0730 361,648 127.3

4.11 In most developed comtries, a subscriber/employee ratio of from

1000:8 to 1000:30 geverally prevaiis. Whie it is not possible

at this time according to CIC to determine the proper subscriber/
employee ratio for the A.R.E., the influx of addicional employees
during the period 1972 to 1977 and the resulting decline in pro-
ductivity per employee supports the conclusion of a substantially
overstaffed and underutilized work force. However, it should ke
emphasized that while overall ARELO is overstaffed, ARETO faces
shortages of certain skills, such as engineers. Its current
difficultics in recruiting qualified engineers, technicians, and
craftsmen will grow to even greater proportions if industrial
expansion within gypt progresses in response to more liberal
economic pol'cies. The current low rate of employee turnover (in
1977 it was 3.2%, and from 1966 onward it never exceeded 4.0%)
within AREIO is due to the non-availability of alternate employment
rather than to a high level of employee job satisfaction. The
establishement of new joint venture companies and general industrial
expansion will create addictional Job opportunities which could
result in a significantly higher rate of labor turnover within
ARETO.

4.12 Given existing conditions and the constraints within and without
of ARETO, CIC expects that there will be continued shortages of
engineers, technicians, and skilled laborers. Thege shortages
will continue into the time that the Master Plan foresees ma jor
operational expansion. In the absence of corrective action by
ARETO or the large scale use of foreign labor, the scheduled
implementation of the Master Plan will be seriously impaired.

4.13 The solution of current and future manpower problems will require
fundamental changes in the existing wage structure (seniority and
7ot job responsibilities forms the basis of the structure); the
establishment of an aggressive recruitment program; and the im-
provement of working conditions S0 as to create an environment
conducive to effective operations.



-20-

414 To improve productivity will require basic changes in the structure
of the basic training process, a major expansion of training faci-
lHties and staff, ifmprovements in job supervision, an upgrading
of employee wages, and more adequate tools and equipment. ‘The
implementation of these proprams will not climinate the problems
of Tabor availability and productivity, but will go far toward
minimizing them. However, by their nature, these programs require
considerable lead time. They mst be given immediate and serious
management attention if the Master Plan is to proceed (in 1980-81)
as scheduled. As explained earlier, addressing these basic problems
is one of the major thrusts of this proposed project.

D. Planned Organization for the Telecommnications Sector of the
A.R.E.

4.15 Paras 2.18 - 2.20 showed that AREIO's identity as a government agency
makes it subject to regulations which prevent ARKTO from taking
certain steps which will be nceded to improve the operations of the
organization. A new planned organization chart is presented in Ammex I.

4.16 CIC recommends that ARETO be re-constituted umder its own special
charter as an autonomous entity not subject tc normal goverrmental
or public sector regulation. The objective of this action is to
provide the management of AREIO with the flexibility it needs to
improve telecommmications service within Egypt.

4.17 CIC also recommends that, in addition to autonomy, that the entire
telecommunications sector be structured as a holding company (see
Annex I) composed of subsidiary companies individually responsible
for various telecommunications functions, and able to participate
in joint venture activities with foreign and Arab capital under
the provisions of Investment Law No. 43.

4.18 Obviously, the rearrangement of an organization and its responsi-
bilities into different boxes in an organization chart does not in
itself improve telecommunications operations. However, autonony
and the ability to joint venture under Law 43 does. These actions
will permit, inter alia, : 1) the right of ARETO to establish a
reasonable rate/tariff structure; 2) the establishment of a reasonable
wage rate structure; 3) the ability to enjoy an 8-10 year income
tax holiday; 4) the right not to accept GOE employment quotas; 5)
the ability to fire unproductive workers; 6) the elimination of
ARETO legal obligation to turn all its profits to the Ministry
of Finance and to depend upon the GOE budgetary process to gain
necessary operating and investment funds; 7) the right to appoint
top managers without prior GOE approval; and 8) the right to es-
tablish accounting, financial reporting, inventory disposal, etc.
systems which are not dictated by the COE but are designed to
serve and are in many ways unique to the telecommmications industry.
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4.19 There are indications that the GOE is favorably disposed toward a
new organizational structure for the telecomunications sector.
Tro following Presidential Decree, while admittedly a bit vague,
woes auger well for a new organization.

"Translation of Presidential Lvcreo No. 124 for 1978

First:

ARETO is permitted to establish anonymous (incorporated)
companies, alone or jointly with other partners after the
approval of the Minister. ~ARETO is also permitted to issue

shares (stock) in the market as soon as those companies are
established."

Second:
This decree is effective vollowing publication.

Issued: March 16, .578

/S/ President Sadat"

4.20 A number of the problems with the present ARETO will be dealt
wita in the Recommendacion, Cenditions, and Covenants section of
this Paper. “USATD wii. 4Ttempl to reach agreement on a number of
the actions required by t.ae GOE that will lead to the resolution
- these bottienecks 5 -occess-ul P- - ject implementation.
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V. TECHNICAL ANALYSIS

A. Engineering of a Telecommunications Pro ject

The engineering of a furplex telecommmications normally occurs
in the four stages:

Stage 1 consists of the preliminary engineering study which identifies
the system components in encugh detail to provide a reasonably firm
cost estimate of the system, including the cost of detailed design

and construction supervision.

Stage 2 involves the preparation of detailed functional specifications
for all ma jor equipments and specifications for materials such as
switches, cables, wire and accessory hardware. However, since ma jor
equipments such as automatic exchanges, microwave relays and terminals
and certain radio components and antennas vary in their detailed
design, arrangement of sub-equi pments, size, mechanical layout and
power requirements depending on their suppliers, no detailed design
of these units or the buildings to house them can be made by the
consultant project engineer. ‘The consultant, therefore, prepares

only the detailed functional specifications for such portions of

the system.

Stage 3 , the bidders are required to provide details of how they
plan to meet the functional specifications and to include sufficient
information to permit their proposals to be evaluated for responsive-

engineer. After approval and acceptance by the buyer, these become
the design criteria for execution of the construction contract and
the engineer can plan in detail the design of new buildings and
revisions to existing buildings to house the system components.,

The Telecommumications Sector Study completed in April 1978 by
Continental Telephone International for ARETO has identified the
system components required by Stage I of the engineering design
and has provided a reasonably firm estimate of project ccst to
meet the requirements of 611(a) of the Foreign Assistance Act of
1961 as amended. The Mission and ARETO have reviewed the plans
and cost estimates and find them reasonable and accurate.

~22-.
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B. The FY 1979 A.1.D. Project=-Replacement of Rotary Exchanges
with Electronic Switching Systems (ESS), Air-Corvitioners,
Stand-by Power Generators and other Telecomunications

Equi pment

ARETO has selected three old and obsolete rotary switching type
exchanges in the Caire area for replacement by electronic switching
systems (ESS). ‘the three telephone exchanges arce Maadi, Bab El Louk
and Heliopolis Il and I1I. ‘These threc exchanges are in addition

to the Zamilek rotary exchange which is to be replaced by ESS under
AID loan 263-K-047. ESS equipment is and has been in use in telephone
exchanges worldwide for over two years. Its primary advantage over
older mechanical switching equipment is its stored program control
(SPC) which automatically controls the operation of the exchange but
also permits easy introduction of changes by changes in the software
program (SPC) instead of time consuming wiring and hardware changes.
The ESS is transistorized, operates faster, and requires less floor
space than the older equipments. The development cf technical
specifications should be a rcutine matter for the U.S. consul tant
working with the AREIO enginecer. ‘There are a number of U.S. suppliers
cf ESS equipment.

Associated with each ESS Exchange cquipment is the outside plant
system. The outside plant consists of the connections from one
exchange to another accomplished by multiple wire cable which is
turied in the carth comecting the exchanges; by underground cable
placed in buried ducts with access thru manholes; by aerial cable
which is wire strung on poles and in some cases by microwave radio
connecting exchanges by means of antennas mounted on towers. Each
outside plant system is engineered tor the specific requirements of
the exchange. The existing outside plant junction cable is old and
deteriorating and incurs frequent breakdowns.  Some new sections of
outside plant have recently been installed and those portions after
examination and testing which preve to be reliable will be retained.

Trnasmission equipment is also a part of the system which enables
the messages to be transmitted from the switch thru the associated
outside plant to the next exchange. Specific equipment depends upon
the system design but usually consists of multiplex, carrier equipment,
loading coils, amplifiers, repeaters, ete,

]
Alr conditioning is a requirement for the modern ESS exchanges in
order to maintain continuous and reliable operation. The consultant
along with ARETO engineers will examine and review the priorities of
air-conditing for the telephone exchanges, reviewing the adequacy
of the existing distribution system and ducting, the prcvision for
redundant capacity so that temperature control can be maintained in
the event of partial equipment failure. The consultant will prepare
the bid specifications for the individual exchange requirements and
working with ARE[O engineers develop an installation plan. It is
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anticipated that AREIO's work force will install the equipment, but

should this not be possible, the installation will be contracted out
tc a local experienced Eyyptian contracting firm. Amnex U outlines

ARETO's air-conditiong requirements.

Standby power genrators are also necessary for the continuous and
reliable operation of the telephone plant. Annex U lists the priority
stationary standby diesel altemator generator sets for the Cairo

and Alexandria Exchanges.  The Ammex also lists a number of mobile
generator sets.  All of these sets are to provide output power at
380.7220 volts, 3 phase, 4 wire and at 50 Hertz. The stationary
standby equipment wil] provide prctection in the event of comrercial
pewer interruption and the mobile cquipment will provide temporary
power tc those exchanges that might experience a fire or other disaster
causing loss of normal and standby power. The consultant is to verify
the recomrended capacity of the generators taking into account the
power requirements of the new exchanges and the air-conditioning
systems.  In addition, necessary civil works must be determined to
house the new generators and schedules developed to coordinate timely
installation. These power units are essentially "off-the-shelf' and
the technical bid documents arc relatively simple for the consul tant
to prepare.

Other equipment for the telephone system is listed in Amnex P and
will be addressed by the Consultant” with ARETO and implemented in-
sofar as funds are availabe. A priority item is spare parts and
tools. Since these are normal stock items porcurement is relatively
simple.

C. Procurement Options

ARETO has expressed a desire to have both the ESS Exchange equipment
and the Outside Equipment performed by a turnkey operator. There are
a nunber of options to be considered:

I. Turnkey contractor for both the exchange and 0Sp system
combined. There is merit in having both the exchange and
associated OSP provided by the same contractor., The interface
problems are minimized and readily resolved when the firm is
contractually responsible for the performance and operability
of both systems. There 3-e 4 or 5 U.S. suppliers of ESS systems
all of whom are interested in the Egyptian market. However,
there are many firms capable of providing and installing the
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[I. Tumkey contractor for ESS and turnkey contractor for
OSP.  'This option would provide maximum opportunity ard com-
petition for U.S. suppliers. It would also require the Con-
sultant to provide overall contract management, to resolve
interface questions and to assure that civil works and bene-
ficial occupancy dates (BOD) were met.

ITT. Turnkey contractor for ESS with the Consultant providing
detailed specifications anvd drawings for the OSP effort. The
role of the OSP contractor would then be sormewhat lessened and
the role ot the Consultant increased. The Consultant's con-
tract management role would also be increased.

It will be noted from above that a turmkey contractor for the ESS

is listed with all options. Based upon discussions with U.S. suppliers,
ARETO and the Mission, the consensus favors a turnkey contractor

because cof the complexity of the equipment. However, both ARETO and
the Mission will look toward the consultant for his evaluation and
recommendations for ESS and CSP, as well as other procurement that

is A.I.D. - financed. Prior to the disbursement of A.I.D. funds

for the procurement of equipment, U.S.A.1.D. will approve a pro-
curement plan developed by the consultant and AREIO. Such U.S.

A.I.D. approval will be a Condition Precendent to disbursement for

equipment.

D. [Exchanges

The following lists the major effort and costs at the Cairo Exchanges
scheduled for ESS equipment. 1t is expected that at the completion
of installation of ESS, the rotary excahnge subscribers will be
transferred into the ESS switch and the rotary switch dismantled

and serviceable parts made available for other rotary exchangez which
will be scheduled for replacement at a later date and the halance of
the equipment to salvage.

Zamalek Excharge

IAID GOE
($000) (LE 000)
*ESS 20,000 lines . 7,000 3,750
*0SP 17,000 12,000
Air-Conditioning 200
Standby Generator 143 -
19,343 3,750

*ESS and OSP financed under Loan 263-K-047 ESS includes appropriate
transmission equipment.
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AID
($000)
ESS 20,000 8,000
*OSP 24,000 -
Air Conditioning 200
Standby Generator 143
8,33
3.14 Bab El Louk Exchange
ESS 20,000 lines 8,000
OSP 24,000 lines 12,000
Air Conditioning 150
Standby Generator 143
20,293
5.15 Heliopolis II & III Exchange
ESS 30,000 lines 12,000
OSP 36,000 18,000
Air Conditioning 300
Standby Generator 143
30,443
Note: See Annex U for installation of equipment
E. Technical Assistance

5.16 ARETO is working toward selecti

* OSP under contract to AEG Telefunken

GOE
($000

1,000
3,000

1,500
5,400
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a two year period for the institutional aspects and are aimed at a
begimning to strengthen AREIO's managing and operating abilities.
Runctional arcas which the services will cover are plamning, pro-
curement, maintenance, accounting, financial, personnel assistance.
An additional year of technical assistance was provided by the FY
1978 A.1.D. loan to assist AREIO to oversee the installation of
equi pment financed thereunder.

This FY 1979 grant provides furding to continue those same institu-
tion building services detailed in Annex O for an additional two
years. The Scope of Work shown in Annex O was developed by ARETO

on the basis of and is consistent with the Telecommunications Sector
Study Report. 'The services will be perfermed under this Project by
the same U.S. Consultant selected under A.I.D. Loan 263-K-047. The
Sector Study Report recommends, and ARETQ concurs, that substantial
and wide ranging technical assistance will be required for an extended
time before AREIO's performance is comparable to the operating stan-
dard of telephone operating companies in the developed world. The
Scope of Work also makes provision for services to be provided for
the design, procurement and installation of ESS and related outside
plant in Cairo and Alexandria, if necessary.

The U.S. Consultant who will work with ARETO will have either as a
Jjoint-venture partner or as a sub-contractor one or more U.S. operating
telephcne companies involved in the project. Additionally, the U.S.
Consultant has pertinent and similar experience overseas in developing
countries. It is, therefore, expected that the U.S. Consultant will
provide satisfactory or better service to ARETO in gaining the ob-
Jectives of this project.

Cost Estimate

The capital cost of the project has been estimated bv ARETO. and
reviewed by U.S.A.I.D. Equipment cost estimates were based on
narket prices in effect in January 1979,

The total capital cost of the FY 1979 and a possible FY 1980 A.I.D.
project, expressed in dollars at the parallel market rate (L.E. 1.00 =
U.S. $1.43), is $200.0 million, of which the equivalent of $40.0
million is the Egyptian pound cost and $160.0 million in foreign
exchange cost. The capital cost of the FY 1979 project alone is
exactly one-half of amounts shown above. The aforementioned Egyptian
pound cost does not include the salary costs of ARETO personnel
assigned to this project. Of the FY 1979 and 1980 U.S. dollar costs,
technical assistance accounts for 7.81% ($12.5 million) of total pro-
ject costs; equipment and equipment-related activities, including
shipping, accounts for 82.19% ($131.5 million); and a contingency
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and escalation factor of 107 ($16.0 million) has been included.
For FY 1979 alone, technical assistance accounts for 9.37%
($7.5 million), equipment for 80.63% and a contingency and
escalation factor of 1% ($8.0 million) has been included.



Exhibit V-1
Estimated Cost Summary

for FY's 1978 %1979
(in 000s LE & $)

FY 1978
$ LE
Category A.1.D, GC.0.E.
Technical Assistance and Training $ 7,500 LF. 1,500
Planning
Training
Procurement @
Accounting, Financial and Personnel
SIP
Equipment and Equipment Related 28,500 3,750
a. Replacement of 20,000 Line Zamalek
Rotary Exchange:
(1) Exchange Equipment $ 7,000
(1{) Outside Plant 12,000
b. Replacement of 3 Rotary Exchanges
in Cairo:
(1) Exchange Equipment 324,500
(11) Outside Plant 30,000
c. Replacement of 3 Rotary Exchanges
in Alexandria:
({) Exchange Equipment
(11) Outeide Plant
d. PABX Exchange - 3,000 Lines 2,000
e. Microwave Links 1,000
f. Mobile Exchange Station Vans 1,500
g. Relief Equipment for Customers
Ucing Rotery Exchanges 2,500
h. Test Equipment and Vehicles 1,000
i. Mr Conditioning 1,500 3,300
j. Standby Power - 4,700
k., Other Equipment 2,000
Contingency and Escalation 4,000 750
TOTALS $40,000 LF. 6,000

morozrem

S
A.T.D,

$ 7,500

64,500

8.000

SRO,000

e T ——

ALY

LF
C.O0F,

1€ 1,R7S

16.,12%

2.000

LFE 20,000

—————————
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VI. MARKET ANAIYSIS

A. Need for Improved Telecommmications System

While the need for an improved telecommmications system is obvious,
it is worthwhile to present the following general statement. In
the modemn industrializmi\«ni(h fast and cfficient telecommumi-
cations service is essential for the smooth and efficient function-
ing of business. Industrialization is defined here as the process
of increased specialization of the facters of production; as the
level of specialization increases, ecach factor performs a smaller
pcrtion of the productive process.  Increased industrialization

and industrial complexity bring about the interdependence of all
participants in the cconomy.  In an economy of subsistence agri-
culture where cach Family produces its own food, clothing, and
shelter, and has little or no trade or even contact with others,
there is little need to commmicate. ‘The family itself is the
cconomic unit. On the other hand, in an indusirialized and diver-
sified market economy, fast and cfficient means of communications
are necessary to carry out the exchange of information required
among all of the participants. Since No persor: produces all of the
goxds he consumes, everyone is dependent upon others for many goods
and services. With increasing industrialization and interdependence,
an increasing amount of information must be exchanged among the
participants of the cconomy.  Telecommunications constitute a vital
link in tyiny the var}yus sectors together into a smoothly func-~
tioning economic unit.rt

B. Reason for Condition of Past and Present Telecommunications
System in Egypt

Paras 2.12 and 2.13 explain, in very general terms, the poor condition
of the telecommunications system in Egypt. There are various reasons
why Egypt's telecommunications system has not kept pace with (he

needs of the country. Because of the heavy defense burden the country
has carried for many years, as well as other factors, funds have not
been available to improve and expand telecommmications facilities.

In addition, the sudden increase in Cairo's population after the 1973
war (largely because of refugees from cities on the Suez Canal) caused
particular problems for Cairo. As g result, the present systen is
congested, ard service is not available to many who need it and are
willing to pay. CIC conducted interviews with a number of large in-
ternational firms in Cairo who indicated that business is seriously
impaired by the deterioration in telephone service and most consider
it a grave problem. To make a local call requires many dialing

/ Linda lee Bower, '"Telecommumications Market Demand and Investment Require-

ments'', Telecommunications Journal, March 1972, p. 178
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artempts; intemational calls may take several days to complete; and
when completed, conversation is frequently difficult.

C. Telecommmications Demand Forecast

6.03 One of the principal purposes of the FY 1978 A.I.D. Loan and the
proposed FY 1979 and 1980 A.1.D. Grants is to assist ARETO to
improve the efficiency and effectiveness of the present telecommuni-
cation system and to develop and install a program to improve AREIO's
management and operations (see paras 2.01-2.11). Indeed even if no
expansion in demand was contemplated, the validity and integrity of
this project would remain intact. Nevertheless, an ambitious ex-
pansion program is a necessary ingredient of Egypt's economic devel-
opment plan and the following paragraphs will discuss CTC's demand
pro jections.

1. Methodology for Demand Forecasts

6.04 There are a numbei of elements in the demand forecasts for telecommu-~
nications service. These include domestic and international telephone,
telegraph and telex. For each of these elements a correlation was
developed with an economic parameter and a equation developed. 1/

The correlation parameters used in these equations are listed below.

Dependent Variable [ndependent Variable
Telephone Density GDP per capita
Domestic telegrams per capita GDP per capita
Domestic telex calls per capita GDP per capita
International telephone calls Foreign trade and
tourist receipts
International telegrams Foreign trade and
tourist receipts
International telex messages Foreign trade and

tourist receipts

6.05 Each of the equations developed for the above provides a model for
forecasting demand for one of the elements. A model used in tele-
communications planning must provide a specific economic framework
for the necessary projections, because it is economic activity that
generates telecommmications traffic.

a. Domestic Demand

The basis of the telephone forecast is a correlation between GDP per
capita and telephone density. This correlation, according to CIC, has

_L/ The individual equations developed are too long and complicated to be
included in this Paper but can be located in CTC's final report, Volume 3.
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proved to be a simple but effective means of predicting the number
of telephones that will be deminded in a country at a given level
of economic development. This method is based on macro analysis
and provides a good basis tor forecasting demand at the national
level, but it cannot be used for forecasting at the exchange level.
A separate procedure was carried ot by CIC which plotted growth
facters for individual exchange areas. This was done by taking
expressed amd unexpressed demand in each case and predicting growth
based on an inspection of the existing and forecasted economic
activity in the area. ‘The aggrepate number of telephones predicted
by the two methods closely approximated one another.

. Ingernational Forecast

These forecasts predict future levels of demand for international
telephone, telegraph and telex services in Egypt. As Egypt's
Internal economic situation changes, so does its relationship with
the international economic community.,

The forecast growth in international telephone, telegraph and telex
traffic is based on a correlation between fcreign trade plus tourist
receipts and international outgoing telecommumnications messages.

CIC states that numerous telecommmications plaming studies have
demonstrated that this is a suitable and cffective basis for an
international demand forecast.

c. Sub-sector Needs

The sub-sectors typically are large users of cecmmunications whose
requirements tend to be concentrated near or between specific loca-
tions. These factors, coupled with the discretionary authority

of sub-sectors to use either ARETO fystems or their own networks,
make it virtually impossible for ARETO to predict their long-tern
needs. Demand forecasts of sub-sectors have, therefore, not been
included in a subsequent demand forecast exhibit. T

d. Comments on Methodology

CIC admits that developing long-term telecommumications demand
forecasts is a difficult matter. Consequently, the demand forecasts
which will be presented further on should not be considered as 'set
in concrete''.  Planning is a contiiuous process. A forecast, es-
pecially of a twenty year range, must be periodically revised, and
revisions are a normal part of planning. Revisions in forecasts

can be made necessary by a number of unexpected events which pilarmmcrs
camnot be expected to foresee. Frequently unforeseen domestic or
foreign developments outdate the assumptions on which a forecast is
based.
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CTC did consider other methodologies and those methodologies (e.g.,
the trend method) were rejected for various reasons. U.S.A.I.D,
considers the methodology used by CIC (sec para 6.04) as being
reasonable under the circumstances; especially since CIC's method-
ology is confirmed by examinations of individual exchange areas
(see para 6.01). It presents a reasonable model and this model

is susceptible of sensitivity analysis. That is, ARETO will be
able tr observe how the relative magni tude of change in cne (or
more) factors in the analysis (such as GDP) affects the magni tude
of change in the final line forecast. CIC has set forth the method
and procedures and ARETO could easily postulate different assump-—
tions and the calculations carried out as described in CIC's final
report to see how specified change would alter the final outcome.

The present telecommmications network was described in the Back

ground section of this Paper. CIC's twenty year forecast is pre-
sented below: :




VII. FINANCLAL ANALYSIS

A. Historical Financial Performawe of ARETO

7.01  AREIO's Balance Sheet and Income Statements for the period 1973-
1977 are presented turther on in this section.  AREIO's accounting
statements do not present ARETO's financial performance and situatio
in accordance with normal international telecommnications account-
ing practices. The reason for this is that, as a Government Board,
ARELO follows the Epyptian Standardized Accounting System (SAS),
whose main objective is to provide comparable basic data through
standardized accounting statements for macroeconomic planning and
control purposes.

l. Balance Sheet

7.02  ARETO's assets at December 31, 1977 total LE 235.7 m:1lion, of
which approximitely LE 66.1 million were classified as current,
liabilities totaled dpproximately LE 180.5 million, of which
LE 149.4 were long term, and cquity was approximately LE 55.2
million. AREIO's current ratio was 2.1:1.0 and its long term
debt to equity ratio was 2.7:1.0, both very conservative. Following
are the summary Balance Sheet Figures for the years 1973-1977, morc
detailed figures are presented in Annex K.

Historical Balance Sheets

(in LE 000,000)

Actuals

Cash and Reccivables 17 17 17 2/ 27

1973 1974 1975 1976 1977
Cash and Receivables 12.0 15.5 18.4 22.6 24.9
Total Current Assets 28.5 35.0 44.5 59.0 66.1
Total Assets 76.1 87.6 111.4 179.5 235.7
Current Liabilities 17.8 21.7 31.5 32.5 31.1
Total lLiabilities 47 .4 57.3 81.0 130.0 180.5

/" Does 1ot reflect any revaluation of asset accounts.

1

2/ Reflects revaluation of fixed and current asset accounts by ARETO.
However, most of the increase in the vaiue of these assets is shown
on the right hand side of the Balance Sheet as an increase in long-term
debt to the GOE and Dot as an increase in equity.

Note: 'The 1977 Balance Sheet shows Long Term Debt as being LE 149.4 rmillion.
Of this amount, LE 91.4 million is owed to the GOE

-35-
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Historical Balance Sheets (cont'd)

1973 1974 1975 1976 1977

Total Equity 28.7 30.3 30.4 49.5 55.2

Currerit Ratio 1.6 1.6 1.4 1.8 2.1
Long Term Debt/Equity

Ratio 1.0 1.2 1.6 2.0 2.7

2. Income Statement

The results of AREIO's operations for the years 1973-1977, with
significant performance ratios, are shown below.

ments are presented in Annex L.

Historical Income Statements

( in LE 000,000)

Detailed state-

Actuals

1973 1974 1975 1976 1977

Operating Revenue 22.4 23.8 26.0 30.0 36.6

Operating Expenses 17.7 19.2 21.4 23.2 26.6

Operating Income 4.7 4.6 4.6 6.8 10.0

Other Income (net) A .6 .7 1.5 .8
Other Expense (int. &

comm) 1.2 1.5 1.9 2.5 3.5

Net Income 3.9 3.7 3.4 5.7 7.3

AS a percentage of sales (operating Revemue), the above represent

the following:

Operating Ratio-% 79
Operating Profit-% 21
Net Profit-7% 17

80 82
19 18
15 13

78
23
19

73
27
20
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3. Comment s on Past l-'i_xymc:iixﬂl_ Performance

ARETO's past Timancial perfomance has been mixed.  The IBRD in
its appraisal report (no. 1756-FGT) showed that AREIO's financial
rate of return on historically valued assets averaged 9.9% for
1973-1976 (9.37%-19735 9.17%-1974&5; 12.4%-1976). AREIO's revenue
per main station averaged onlv US $137 per amum in the 1973-76
period, while corresponding revenues for comntries at a similar
stape of development were as follows:  CGhana $211; Pakistan $224;
Fthionia $2365 and India $253.

The low retwmn stemmed mainly from the imbalance between staffing
and pricing practices.  Increases in the mmber of cmployees out—
paced by far increases in productive assets main stations, while
tariff levels were kept unchanged. By year-end 1976, AREIO's staff
exceeded the employee/telephone ratio attained in 1973 by some 9,426
employees, or by about 27 (see para 410, Fxhibit 1V-3). The dis-
proportionate staff increase resulted Largely from GOE policies

(sce para 4.09, Fxhibit IV-2). 1t is estimated that the cost of the
excess staft over the 1973-76 period amounted to 14% of the operating
expenses and 8% of the operating revenues.  Without this expense
LBRD has estinated that ARELG's Timceial rate of return would have
ranged from 10 to 1945 on the historically-valued assets, averaging
more than 127.

B. Project Financing Plan

It is proposed that the entire $80.0 million of this project be
Financed as a grant to the GOE vho, in tum, will re-grant to ARETO
$80.0 million. Pefore a possible $80.0 million FY 1980 grant is
authorized, the U.S. Consultant and U.S.A.L.D. will review ARETO's
financial statemencs as of December 31, 1979 to determine the most
appropriate temas to ARETO for the $80.0 million FY 1980 A.I.D.
funds. As can be seen from para 7.12, the irmwvestment requirements
projected by CIC through 1984 are substantial. A covenant will be
included in the Grant Agreement stating that the GOE and AREIO will,
within one year of the signing of the Agreement, maintain a debt to
equity ratio of 70:30. U.S.A.1.D. ccomends that the funds regranted
to ARETO be cntered on AREIO's bo .. as equity. At the end of 1977,
the last year that ARETO financial statements are available, a 77:23
debt to cquity ratio existed. If LE 20.0 million of ARETO debt is
transferred to equity, the debt to equity ratio will be 68:32. Con-
sequently a re-grant to ARETO of A.1.D. funds will permit ARETO to
borrow an additional $186.7 million for its exXpansion program.

In 1979 AREIO revalued its asset accounts and increased the value
of its assets upward by LE 38.4 million and amended its 1976 and

!
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1977 financial atatements. A corresponding increase of LE 26.3
ancd LE 12,0 miilion was mide to the debt and cqulty accounts
respectively.  We are unclear as to why the entire amount of the
Increased asset accounts (LE 38.4 million) was not applled solely
to an increase to the equity accountant. The U.S. Consultant
will delve into this matter thoroughly when it begins its work

in Eyypt sametime in September 1979,

7.08  Total project costs are $100,000,000, of which $80, 000,000 are
foreiym exchange costs and $20,0C0,000 are local currency costs.*
The ALLLD. grant will finance all of the foreign exchange cost of
the project and the local currency cost will be financed from
ARETO's intemal cash generation.” In the event that ARELO does
not free itself of GOE regulations during the period of this grant,
the AREIO's net profits will continue to be transferred to the GOE
and the Ministry of Finance will provide the necessary local currency.

C. Project Profitability

7.09  ‘The FY 1978 A.I.D. Loan project is one directed mainly at infrastruc-
ture building; in this instance, the telecommunications sector. The
telecommmications equipment to be financed by this A.I.D. Grant
will be replacement equipment of the type required to maintain and
improve the present telecommnications network in Egypt. The tech-
nical assistance portion of this project will suppert the infrastruc-
ture building aspect of the FY 1978 loan as well as the design, pro-
curement, and installation of four ESS and related outside plant for
Cairo.

7.10  This project will finance a small expansion of telephone, telegraph
or telex facilities. Consequently, this project will not directly
generate any notable additional funds for ARETO.

7.11  Indirectly, however, it is expected that at the completion of the
FY 1978, 1979 ard .proposed 1980 A.I.D. program, ARETO will be opera-
ting at a higher level of efficiency and, consequently, there should
be some operating cost savings.

7.12 ARETO seecs itself on the threshold of an ambitious expansion program
where by 1989 ARETO will be able to effectively satisfy domestic
demand. It has been estimated by CTC that this undertaking will
require an investment program on the order of $2.7 billion by 1984
and in excess of $20.0 billion by the year 2000.

There is general consensus that the present telecommumications
system is seriously deficient and could not efficiently absorb this
magnitude of capital investments. It is for this reason that the

* Does not include value of AREIO payroll costs for a substantial number
of ARETO staff assigned to work with the U.S. Consultants.
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GOE had requested ALL.D. in FY 1978 to assist ARELO in strengthening
its management, planning and operating capacity. It is further
wxlerstood by the COF that the FY 1978, 1979 and proposed 1980 A.I.D.
projects can only establish a footing on which to improve ARENQ's
capabilities and that continuing professional assistance will be
required if ARETO is to begin to widertake an expansion program of
the size and scope envisioned in the Master Plan.

7.13  In this initial stage, project profitability is in a very real sense
meanimgiless. First, it is practically improssible to quantify the
incremental benefits and costs to determine the financial intemal
rate of retwm.  Second, and most important, is that what is im—
perative is assist AREIO take the fivst steps to lay down the
above—desceribed institutional foundation and to improve the present
teleconmunications network by replacing old, obsolete rotary ex-
chanpes with modem, dependable 1SS, ‘The latter is consistent with
the reconmendation of the Sector Study Report. It would be senseless
to invest in a revenue generating expansionary program at this time
when the present telecommmications institution is having serious
difficultics coping with the current telecommunications system.

7.14  Nevertheless ARETO's profits through 1980 will be satisfactory as
recapped below:

1/ 1/ 2/

1978 1979 1980
Operating Revenues-LE millions 51 72 93
Operating kxpenses—LIE millions 31 43 50
Operating Income-LE millions 20 29 43
Operating Ratio-percentage 61 60 54
Debt /Equity Ratio 3.0 2.5 2.4
Interest Coverage-times 3.0 2.8 2.3

7.15 1t is significant to note that the above figures are projected on
the assumption that the domestic tariff structure will in fact
become effective as shown in Annex J..

7.16  LFaming capacity in relation to currently-valued assets is not
certain because ARETO has recently revalued its assets and amended it
1976 and 1977 financial statements. ‘he U.S. Consultant will review
the, revaluation of assets undertaken by ARETO to determine their
reasonableness. AREIO's overall financial performance is also
unclear due to the existing GOE/ARETO financial rcelationship. ‘lo

_L/ Figures taken from CIC Advisory Report No. 1. This report presents the
interim financial statements used in developing projects for the master
plan period 1980-1999.

_2/ From CIC's Telecommunications Sector Study-Volume 7.
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insure the inteprity of fts financial statements and to permit the
necessary net local currency generations to service debt and con-
tribute to the proposed investment program (Master Plan), the following
actions by ARETO and/or the GOE should be completed fairly promptly:

1) ARETO should be reconstituted under its own special charter as an
autonomous entity, which will permit it to establish tariff structures;
2) limit staff wprowth; and 3) that LE 20.0 million of the total debt
of AREIO to the GOE be capitalized (the amount of this debt at the

et of 1977 was in excess of LE 90 million). The reason for such

a large debt is explained in para 2.19 and has been exacerbated

by the recent revaluation of assets in which most of the revalued
assets were offset by an increase in long-term debt and not by an
Increase in equity). ARETO has recently revalued its assets accounts
and ad justed those assets which were entered at a cost of less than
fair market value and the U.S. Consultant will determine the reason-
ableness of this exercise. 'The Recommendation, Conditions and
Covenants Section of this Paper addresses the above points.

D. AREIO's Debt Service Capability

The Projected Statement of Fund Flow for the period 1980-1999 is
presented in Amnex M. As mentioned in an earl ier section, these
projections should be viewed as to what is possible and not as ''set
in cornrete". It is interesting that earnings from operations in
the 1980-84 period could finance approximately 20% of a very sub-
stantial investment plan; from 1985 onward earnings from operations
fiance more than 50% of the investment plan.

Lf the GOE commits itself to wklertaking an expansion of the
telecommmications sector similar to that shown in the Investment
Plan in Amnex M and if the necessary debt and equity financing can
be arranged-both domestically and from foreign sources-inen all
indications are that ARELO will be able to service debt as long as
it maintains a 70:30 or better debt/equity ratio. During grant
negotiations A.1.D. will seek an undertaking from the GOE and ARETO
that at least a 70:30 debt/equity ratio wiil be maintained by ARETO.
Additionally, A.1.D. will attempt to have LE 20.0 million of debt-
ARETO to the GOE-transferred to AREIO's equity account. This stipu-~
lation should significantly improve ARETO's ability to maintain a
70:30 ratio.

E. Egypt's Debt Service Capability

Egypt's external debt amounted to about $12 billion at the end of
1976 (figures for 1977 are not available). Of this, roughly one-
third was to Eastern Europe countries and primarily for past military
equipment imports. The $8 billion balance includes almost $2 billion
in deposit liabilities of the Egyptian Central Bank to the various
Arab OPEC countries. It is estimated that nearly $1 billion in
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principal repayments on medium and long-term debt were made in
1976.  In 1977 Egypt received a loan of $1.5 billion from GODE
which was used to substantially reduce its current short-term
debt problem.

Debt scrvice requirements in the future depend heavily on the extent
to which new short-tenn debt can be avoided arxl this prospect appear
favorable. The Consortium Meeting in Paris in June of last year
(which included the principal bilateral and multilateral aid lenders
as well as Egypt) appeared to result in a favorable disposition on
the part of the lenders to provide more long-term debt financing in
the foresecable future to kgypt.  Over the near term, it is expected
that the debt service ratio (including short-term debt) will move to
between 25 and 30 percent of export and service earnings.
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VIII. ECONOMIC ANALYSIS

The economic analysis of the Tel ccommunication Project is an incre—
mental cost-benefit analysis. ‘That is, it does not analyze ARETQ

as a whole but only the additional costs and benefits attributable
to this project and directly related activities. The economic
analysis is focussed on the rotary exchanges that are to be replaced
and the air-condi tioning and standby power that are being installed
in other exchanges. All costs neeessary to achieve project benefits
have been included. Thus the investment costs of the outside plant
in Miadi (Telefunken) are included although they are not being
financed by AID. Similarly, future additional exchange expansion
has been included to the extent that it will be needed to realize
the benefits of the additional outside plant investements being
financed by AID.

The main economic benefits to the economy of this project and related
investments are:

— service improvement as a result of replacing 98,000 existing
rotary exchange and outsicde plant lines;

= greater access to telephone services through the addition of
62,000 new exchange lines and 91,000 new outside lines;

— improved service through the other exchanges that will be
air-conditioned and provided with standby power;

—= significantly reduced maintenance Ccosts as a result of all
of the above investments.

As is the case with most public utilities, assigning a quantitative
value to their services is extraordinarily difficult. It is clear
that existing telecommmication services in Egypt are very poor.

As a result the value of these services is lower than in countries
with better services. It is also a fact that actual telecommunication
reverues per subscriber line are only $137 in Egypt ($99 of which

is for telephone services) versus $210 - $250 in such countries as
Ghana, Pakistan, Ethiopia, and India.

We have taken two approaches in estimating the value of improved
telephone services that will result from this project. In the
first case we assumed that the value of existing telephone services
is equal to current revenues ($99 per line). We then used the
consultants estimate that the call completion rate will increase
50% for both the new exchanges and the old exchanges that are air-

42~
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conditioned. The benefits of the project in this case become
$49.50/1ine for replacement lines and $148.50 for new lines., In
estimiting an additional benefit we used the consultants estimate
that miintenance costs for the old rotary exchanges would increase

to a level equal to current revemies per line if they are not re-
placed. To be conservative we have assumed that the increased
operating costs of air-conditioning the other existing exchanges

will offset the reduced maintenance costs that will result —- al though
in fact maintenance cost reductions will be significantly greater.
The internal economic rate of return for the project using this first
approach is 10.2%.

As a second appreach, we estimated that the value of telephone services
after the rotary exchanges are replaced and other exchanges are ajr-
conditioned will approximate actual revenues currently received in
other developing countries —- about $225/1ine. We also assumed that
current revenues are equivalent to actual benefits of existing unim-
proved services. Using this approach, the value of the benefits
from new lines is $225/1ine ardd from replacement lines is $126/line
($225-$99). As was the case in the first instance, cost savings
from reduced maintenance expenses of replaced rotary exchanges were
also included as a project benefit. The internal economic rate of
return using this second approach is 19.4%.

The above two calculations show an IRR range of 10.2% to 19.4%.
However, since in reality the value of existing telephone service

in Egypt is almost certainly greater than current revenues per line,
the first estimate is too low and the second too high. In any event,
an [RR or 10% would be considered adequate for basic public utility
investments where actual benefits are difficult or impossible to

quancify.
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IX. ENVIRONMENIAL CONSIDERATIONS

During May 1879, A.1.D./W provided the Mission with the services of an
Envirommental Officer to perform an initial environmental examination
of this FY 1979 Telecommumications project. The Envirommental Officer
reached a negative determination as to the need for an environmental
assessment for this project. His written conclusions are presented

in the following paragraphs.

The Telecommmications Pro ject consists of four typrs of modernization
of the telephone system (1) replacement of older types of switching
systems in three exchanges with electronic switching equipment, (2)
replacement of 2 outside plants with updated line equipment, (3)
provision of cinergency power generators and air-conditioning equip-
ment in selected exchanges to provide controlled enviroament for
switching equipment, and (4) improved minagement and operating capa-
bility mainly through training and education of personnel.,

Physical activity will include reconstruction of some existing
buildings and some outside work mainly involving excavation in streets
and, after completion of the modernization program, restoration of the
sites to uss by traffic. There will be some trucking of purchased
equipment {rom shipping ports. Dust and noise will increae during
reconstruction. In the modernized plant, when power outag:s occur,
there will be noise from the new generators.

Performance by contractors in the past 1n the Cairo area working

on utilities requiring ditching and excavating in the streets has

led to public criticism because of unsafe practices such as open
ditches with no barriers or warning lights to protect pedestrians and
the operation of vehicles. In addition, long delays of many months
were incurred before resurfacing of streets and sidewalks were accom-
plished. Contractor guidance on this project should include instruc—
tions to correct and mitigate these concerns.

One goal of the project is to provide humidity, dust and temperature
control for better operation of the equipment. This will result in
provision of a healthier environment for the employees as a beneficial
aspect. Because noise from the senerators would interfere with best
equipment operation, the placement of generators is likely to be

such that they do not disturb employees. The completion of the pro—
Jject will result in better personnel commmications, thus having the
potential for reduction of automobile wraffic by permitting more
business to be conducted by telephone, rather than by messanger.

bl
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Since the equipment will continue to be partially operational during
the constrnetion period it is likely that nonnal procedures will be
followed to minimize dust dispersion through wetting exposed areas
andd covering from wiinkd. ‘The contractor guidance should include
directions that noise, dust, humidity, and temperature should be
controlled as mich as possible.  Construction on the streets is
penerally by hand excavation and is likely to produce disturbance
andd redirection of traffic to less open corridors. Here the desire
for contractor profit is likely to result in minimal time disruption.

Contractor operation anxd purchase specifications could include
requirements for less polluting vehicles (trucks, buses, autos,
shipping vehicles) for use in the project. Driver training could
result in more efficient operation of vehicles with less noise and
better fuel-air ratios as well as other less polluting maintenance
of company ecuipmenc .

The most serious pollution in Egyptian factories and office buildings
is due to very poor housekeeping procedures. A part of the training
program could well attempt to instill pride in a clean, pleasant
environment.  Landscaping of grounds and effective use of plantings
can sometimes wive motivation for cle.a housckeeping. Provisien
should be made at the sites for trash disposal including trash bins
and containers and trucks or a trucking service for removal to offsite
disposal.

Detailted plans should make provision for sewage disposal within the
new sewer system. Contingency plans will be needed for clean-up of
spills from the fuel storape tanks and for maintenance of piping
for fuel to generators. In planning for the duties of maintenance
persons at each site, adequate provision should be made for mainten-—
ance of buildings and grounds in an attractive manner.

Although the net effect of this discussion is a negative determination
as to the need for an environmental assessment, attention should be
paid throughout the project to minimizing negative effects and par--
ticularly to the taking of positive housekeeping actions in the

final procduct.
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X. SOCIAL ANALYSIS

It is generally accepted that wity improved commmnications there
will be an increase in commercial activity; general economic per—
formance will increase and there will be more goods and services
available and benefits will accrue to the population as a whole.

In both rich and poor countries, the benefits of commercial and
industrial activity do not flow in equal proportions to individuals
and groups within the system. However, quality of life does seem
to improve for the general population in terms of distribution and
flow of goods and services which affect all dimensions of 1life.
Important social interaction and performance is now contingenc

on a minimally effective commmications network in Cairo. With
regularity efforts or functions of human nced fail because of the
incapacity of the network, e.g. residential and commercial property
burms because there is no dial tone; the health clinic referral
system or emergency medical system cannot be coordinated; the
school does not have a telephone and their request for a telephone
line has been on file for 11 years. Everyone in some way must gain
from a modernized network. There are no losers.

Conventionally, the social analysis of AID project identifies direcr
and indirect beneficiaries.

(a) First order beneficiaries: A simplistic reduction of this
formula might argue that there are 30,000 directly benefitting indivi-
duals or entities and various levels of indirect beneficiareies ex-
tending out from that innmer core. It would be more accurate to
distinguish among levels of direct benefit. Ascuredly, the present
subscribers benefitting from the improved service include primarily
government offices, business agencies and members of the: middle
class. Equally assuredly, the next increment of a subscriber mix
might be classified as first-order direct beneficiaries. However,
allowing for a hcusehold size of five and a business/govermment
office size of 10, first-order beneficiaries probably number between
600,000 and 800,000 individuals or no more than ten percent of the
population of Cairo.

(b) Second-order direct beneficiaries are those who, while
not living or working in a unit“with a telephone line, have reason-
able access to either the formal or informal public telephone system.
While assigning a user rate to these telephones in a speculative
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enterprise, it is reasonable to propose that at least 75% of the
remaining city population either lives or works near a publically
accessible phone and mikes some use of some facility. While the
number of official public telephones (at PIT offices) is quite
Limited, the number of unofficial public telephones operated in
street kiosks and stores and charging a small fee per call is very
considerable.  ‘There are few areas of the city without an informal
public phone on almost every city block ard the hook-ups are admitted-
Ly thinner in low ircome areas.  An improvement in both the number

of these telephones and more importintly in the reliability of service
which they provide will probably place some five to six million people
in the second-order direct beneficiary range.

(¢) Indirect Seneficiaries.  among che very poor it is arguable
that the project will have little direct effect. This element of
the population will either have no access to even an expanded tcle-
phone service or nor way of maki ng productive use of such access as
they may have.  Even these people, however, lead lives conditioned
in part by the state of commumications in Cairo. Employment, the
prices of staple commodities in the market and public welfare ser-
vices are all contingent, in part, upon a minimal level of communi-
cation efficiency. This group of between 1.5 and 2 million are in
the ranks of first-order indirect beneficiaries. Without carrying
the process out indefinitely, there are also real indirect benefits
for some subsection of the remaining population of Egypt whose
livelihood and welfare is determined in Cairo.

Schematically the beneficiary incidence of the project can be laid
out along these lines:

Direct Beneficiaries Indirect Beneficiaries
Ist subscribers 60,000 lst Cairo ''non access' 2,000,000
2nd "access' 6,000,000 2nd Non—Cairo bugtness 4,000,000

gov't middle class

The numbers are of course, only indicative orders of magnitude. The
scale could be expanded and the values are arguable. However, the
underlying analysis stands with or without these specific numbers.
In the context of Cairo in 1979 a project which makes qualitative
and quantitative improvements in the city's telecommmications
system has an extensive positive social impact and few, if any,
social costs. It is, therefore, the determination of the mission
sectoral and social analysis division that this project is socially
sound.
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XI. IMPLEMENTATION PLAN

A. Schedule

A firm project schedule will be available once the U.S. Consultant
financed under the FY 1978 A.1.D. Loan commences work (U.S.A.I.D.

estimates that this will be sometime in September 1979).

The Imple-

mentation Plan presented below is ARETO's and it has been reviewed

by U.S.A.I.D.

In U.S.A.I.D.'s best judgement it is a reasonable

schedule; however, as mentioned above, the U.S. Consultant will
review the Plan and make appropriate adjustments if necessary.

The Scope of Work for the FY 1978 A.I.D. Loan (see Armex O) contains
provision for the U.S. Consultant to, if required, develop specifica-
tions for the replacement of all rotary exchanges which are financed

by this FY 1979 A.I.D. project.

U.S.A.T.D. expects that the U.S.

Consultant following A.I.D. Handbook 11 Procurement Proceduves will
develop an IFB encoimpassing all seven (7) rotary exchanges and re—
lated outside plant (which includes 3 ESS and outside plant for Alexan-
dria) and the award will probably be made to a U.S. firm to undertake

the work on a turnkey basis.
Grant Approved

Grant Agrecment Signed
Conditions Precedent Met
Consultant's Contract Amended

Preparation of IFB's for A/C,
Generator & Other

Preparation of IFB's for ESS and OSP

Award of Contracts for A/C
Standby Gen. & Other

Project Evaluation
Award of Contracts for ESS & OSP
Final Date for Opening L/C

Project Evaluation

~48-

August 1979

August 1979
December 1979
January 1980
January-March 1980

February-June 1980
June 1980

Octcber 1980
December 1980
June 1981
October 1981
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Project Evaluation October 1982
All A/C, Standby Gen & Other October 1982*
installed
All OSP installed August 1983*
All ESS instailed December 1983*
Pro ject Assistance Completion March 1984
Final Evaluation June 1984
Terminal Disbursement Date September 1984

B. Contracting Procedure/Procurement
o]

11.04 AREIO is in the process of selecting and contracting for one U.S.
Consultant tirm to perform services under the FY 1978 A.I.D. Loan
and this FY 1979 A.I.D. project. In selecting this firm ARETO is
adhering to Handbook 11 (Country Contracting-Procurement of Pro-
fessional Services). The U.S. Consultants will assist ARETO to
prepave IFB's - techncial specifications and gereral terms and
conditions - and evaluation formats for selecting the lowest respon-
sive bidder. Some of the IFB's (e.g., the replacement of rotary
exchanges in Cairo and Alexandriz) will most likely be bid out on
a turnkey basis. The U.S. Consultants will oversee ARETO to insure
that the procurement of equipment to be Financed by A.I.D. is con-
ducted in conformity with A.I.D. regulations. The U.S. Consul tant
will also work with ARETO to monitor turnkey contractors' performance;
L.e., that work is progressing on schedule and maintenance of quality
of work and equipment is in accordance with plans and specifications.

11.05 All equipment, materials and services financed by the A.I.D. grant
will be of U.S. source and origin.

C. A.L.D. Financing Procedurecs

11.06 All procurement financed by this grant will be financed by Letters
of Commitment (L./Comm), as will the cost of services performed by
U.S. Consultants. As mutually agreed by ARETO and U.S.A.I.D.,
A.L.D. will either issue direct L/Comms for procurement and services
to the U.S. firms or open L/Comms with a U.S. bank(s) selected by
ARETO. The procurement L/Comms will list the items eligible for
gxant financing, and appropriate Letters of Credit will be issued
toereunder ‘to eligible suppliers furnishing equipment and materials.

* See the following page for bar chart of the schedule of replacements of
Rotary Exchanges with ESS, related outside plant, air conditioners and
standby generators.
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11.08

11.09

11.10

11.11

D. Monitoring and Reporting

Upon signing of the Grant Agreement, U.S.A.I.D. will issue an
Implementation Letter which, among other things, will contain

the necessary guidance and details on the types of reports (e.g.
progress and shipping) and the reporting formats to be followed.
Throughout the life of the project, the U.S. Consultant will
monitor the project to ensure satisfactory project progress.

Any routine problems, together with corresponding suggested
solutions will be brought to the attention of U.S.A.I.D. in the
form of monthly reports from the Consultants and ARETO. Serious
problems requiring immediate attention will be brought to the
personal attention of the U.S.A.I.D. Project Manager and his counter-
part 1n AKEIO. Project progress will be determined by measuring
actual results against the project.schedule developed by the U.S.
Consultant (sce para 11.01-11.02) and will be discussed at semi—
annual meetings betwen ARETO, the U.S. Consul tant and U.S. A. I. D.

E. Evaluation

Upon receipt of a firm project schedule, U.S.A.I.D. will revise, if
necessary, the Logical Framework to be used as a basis for evaluating
Project progress. The lLogical Framework is shown in Ammex T. Monthly
progress reports submitted to U.S.A.I.D.  wiil indicate the level

or degree of implementation of the technical assistance portion of

the grant, as well as the progress, achieved in the procurement ,
receipt and utilization of telecommmications equipment and materials.

One year after the execution of the Grant Agreement, a joint USAID/
ARETO evaluation of the project will be corducted to examine whether:

(a) the delivery of project inputs is on schedule;
(b) the assumptions made are still valid; and
(c) the project outputs can be completed as originally scheduled.

One year after the first evaluation, a secord evaluation will be
conducted in the same manner and with the same scope as the initial
evaluation. The annual evaluations will, of course, determine if
any corrective steps should be undertaken and if redesign is necess—
ary. These annual evaluations will be conducted by a committee with
representation from the Missior, AID/W, the contractors and ARETO.

ARETO and U.S.A.I.D. will conduct an 'ex post facto' evaluation to
determine that the end of project conditions have been established.

An estimate of funding required for this evaluation will be prepared

and budgeted for under the Tech Services and Feasibility Studies project.


http:11.01-11.02

.12

11.13

11.14
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F. Elipibility Date

The cligibility date for financing any bona fide U.S. dollar pro ject
cost will be October 1, 1979, at which time the Grant and Sub-grant
Agreements will be signed by authorized representatives of the

Arab Republic of Egypt, the Government of the United States of
America, and the Arab Republic of Egypt Telecommumications Organiza-
tion (ARETO).

G. Terminal Dates

(i) Conditions Precedent

The teminal date for meeting initial Conditions Precedent will be
120 days from the date of Grant Agreement signing; the date by which
funds will be needed to finance the services of the U. S. Consul tants.

(ii) Letters of Commitment and Disbursement

The terminal date for opening Letters of Commitment will be June 30,
1982, the date by which all orders will be placed; and the terminal
date for disbursement will be September 30, 1984, one year after
all equipment has been received to permit time for testing and
allow for final payments. The Project Assistance Completion Date
(PACD) is March 31, 1984.
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XII. RECOMENDATION, CONDITIONS AND COVENANLS

A. Recommendation

Subject to the conditions arxl covenants listed below, we recommend
that A.L.D. authorize a grant to the Government of Egypt in the
amount of $80 million (eighty million dollars) which together with
the $40.0 million FY 1978 A.1.D. loan, will provide for technical
assistance for improvement of the present telecommmications system
and to strengthen the management, operations, planning, training
and financial functions of ARETO; and for the procurement and
installation of telecommunications and related equipment. We fur-
ther recommend that the FY 1979 $80.0 million grant to the GOE

be regranted to AREIO in the form of equity.

B. Conditions Precedent to Dishursement for Technical Services

Prior to the first disbursement or to the issuance of the first
letter of Commitment under the grant for technical services, the
GOE shall furnish to A.I.D. in form and substance satisfactory to
A.L.D.:

a) An opinion of the Egyptian Ministry of Justice or other
legal counsel satisfactory to A.I.D. that the grant agreement
have been duly authorized and/or ratified by, and executed on
behalf of, the GOE and ARETO and that they constitute a valid
and legally binding obligations in accordance with all of their
terms.

b) The names of the persons who will act as the representatives
of the GOE and AREIO, together with evidence of their authority
and the speciment signature of each.

c) A regrant agreement satisfactory to A.I.D. for the pro ject
between the GOE and ARETO under which the GOE will regrant to
ARETO all grant funds, except, if A.I.D. so agrees, that amount
of grant funds required to finmance the cost of technical assist-
ance to the Ministry of Communications.

C. Conditions Precedent to Disbursement for Equipment

Prior to any disbursement under this Grant, or to the issuance by
A.I.D. of documentation pursuant to which disbursement will be made,

53



for equipment, the Grantee will, except as the Parties may other-
wise agree in writing, furnish to A.I.D. in form and substance
satisfactory to A.1.D. a Procurement Plan, approved by the Consul-
tant funded under A.I.D. Loan 263-K~-047 and the Grant, for all
procurement planned by ARETO through the end of calender year 1983,
showing specifications, quantities, estimated prices ard timing

of such procurement.

The above mentioned conditicus shall be included in the grant
authorization.

D. Covenants
12.04  The GOE and ARETO will be required to covenant:

a) Execution of the Pro ject

(i) To carry out the project with due diligence and efficiency,
and in conformity with sound engineering, construction, financial
and administrative practices.

(ii) To cause the project to be carried out in conformance with
all the plans, specifications, contracts, schedules, and other
arrangements, and with all modifications therein approved by
A.I.D. pursuant to thig agreement,

(iii) To submit for A.I.D. approval prior to implementation,
issuance, or execution, all plans, specification, construction
schedules, bid documents, documents concerning solicitation
of proposals relating to eligible items, contracts, and all
modifications to these documents.

b) Funds and Other Resources to be Provided

To make available on a timely basis any Egyptian currency and
and foreign currency in addition to the grant, for the punctual
and effective carrying out of construction, maintenance, repair
and operation of the project.

c) Operation and Maintenance

To operate, maintain and repair the project in conformity with
sound engineering, financial and administrative practices and
in such manner as to insure the continuing and successful
achievement of the purposes of the project.



d)

e)

£)

g)

Managemcnt

To provide qualified and experienced management for the project
and to train such staff as may be appropriate for the maintenance
and operation of the project.

Continuing Consultant

To cooperate fully with A.I.D. to assure that the purpose of
the grant will be accomplished. To this end, the GOE, ARFETO
and A.1.D. shall from time to time, at the request of any
party, exchange views through their representatives with
regard to the progress of the project, the performance of the
GOE and ARETO of its obligations under the grant agreement,
the performance of consultants, contractors and suppliers
engaged on the project, and other matters relating to the

pro ject.

Other

A.1.D. will seek during grant agreement negotiations to have
included in the Agreement the same undertakings from the GOE
and ARETO which were included in the FY 1978 A.L.D. loan
project Agreement (263-K-047).

These include covenants dealing with Securing Payment for
Telecommunication Services, Tariff rate structures, ARETO
Reorganization, Staffing, Transfer to Equity and Debt/Equity
Ratin, assuring AREIO performance of Grant obligations and the
implementation of a service improvement Plan.

It was anticipated at the time of the Loan Agreement that these
covenants would have been successfully accomplished by August 31,
1979. They have not been acconplished due to the inordinate

time to acquire the services of a U.S. Consultant. Since the
U.S. Consultant is expected to begin work in August 1979, these
items, which were included in the FY 1978 A.1.D. Loan 263-K-047
Authori zati ire to be extended ore year to August 31, 1980,

the date by wuich it can reasonably be expected that they can be
successfully accomplished.

Coordination

In addition the Grantee and AREIO shall investigate the need for
the creation and implementation of a Utilities Coordination Board
which would coordinate and notify all agencies of goverrmert of
any construction efforts involving blasting and/or excavation by
utility organizations and by private contractors to minimize
interruption of services, damage, repair costs and inconvenience
to the public.
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13.02

13.03

13.04

XIII. ISSUES

The following is a summary of an FY 1978 $53.0 million IBRD credit
to AREIO for a telecommmications project:

US $§ Million
(a) Automatic telephone exchange equipment 1/
60,800 lines 21.5 —
(b) PABXs 15,000 lines 3.0
(c) Telephone cables 10.0
(d) Accessories for telephone cables and
cable laying equipment 2.5
(e) 3,000 line telex exchange Cairo 3.5
(f) 2,000 teleprinters 5.0
(g) Unallocated 7.5
Total 53.0

ARETO has requested the IBRD to shift the approximately $12.0 million
initially earmarked for the installation of ESS in the Maadi and
Koubba exchanges to other telecommunication equipment items.

U.S5.A.I.D. and IBRD representatives met in Cairo during the week of
May 1, 1979 and discussed the aforementioned shift of funds within
the $53.0 million IBRD credit. It is U.S.A.I.D.'s understanding
that tentative agreement has been reached between the IBRD repre-
sentatives and ARETO officials whereby, inter alia, approximat2ly
$12.0 million originally allocated for ESS (see note 1/ above)

will be eliminated and will be substituted by the pruchase of
approximately $7 million of cable and approximately $5 million of
mobile exchanges.

"The IBRD representatives gave the impression that the IBRD's Board

would most likely approve the shift of $12 million.

1/ TIncludes the installation of ESS in the Maadi and Koubba exchanges, a

total of 30,000 lines estimated by the IBRD to cost approximately $12.0

million. Replacement of the Maadi rotary exchange with ESS is included

in this A.I.D. project. As mentioned previously, the outside plant for

the Maadi exchange is being undertaken by Telefimken.
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13.06

13.07

On the basis of meetings and discussions with IBRD representatives,
U.5.A.L.D. does not consider that what has been discussed in this
section is, in fact, a probable issue. However, in the highly
unlikely event that the IBRD Board does not approve a shift of
approximately $12 million away from ESS to cable and mobile ex-
changes (or other teleconmunics tions equipment), then, obviously,
this will become a major issue.

U.5.A.L.D. expects that by the time this project reaches the
authorization stage that A.I.D./Washington will have been advised
of the IBRD Board's decision.

AID/W has been advised by the Telecommunications Division of the
World Bank that the shift of monies from ESS equipment has been
approved and both ARETO and GOE have been informed. However,
since the AREIO request had been presented informally, the World
Bank is awaiting a formal request.
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Annex B

BEST AVAIt ABLE COPY
5C(2) - PROJECT CHECKLIST

“isted below are statutorv criteria applicable generally to projects
victh Yoo furds and project criteria applicable to individual fund
t.yrces' Development Assistance (with a subcateyory for critevia
ayplicadble only to ioans); and Economic Support Fund.

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TG DATE? HAS STANDARD
ITEM CHECKLIST DLEN REVIEWED FOR THIS PROJECT?

A. GENFRAI CRITERIA FOR PROJECT.

1. ! 79 \po. Act Unnumbered
FAA Sec. 653(b): Sec. 634A.

(a) TDescribe how Cormittees (a) A Congressional Notification on
on Appropriations of Scrate this project will be sent to
and icuse have been or will ke the Congress.

notified concerning the project;

(b) 1is assistance within (b) Yes

(Operational Year Budget)
country or international
organization allocation reported
to Congress (or not more than

°1 million over that figure)?

-« FAA fee. 0lla) (1). Prior to Yes
obligation in excess of $100, 009,
will there be (a) englineering,
financial, and other plans
necessary to carry out the
assistance and (b) a reasonably
firnm estimate of the cost to
the U.S. of the assistance?

3. FAA Sec. 611(a) (2). If further No further legislative action is

leg!slative action i3 required required.
withiin recipient country, what

Is tasi{s fer reasonable

expectaticn that such action

will te completed 1a tim: to

per>it orderly accomunlishment

=1 nurpese of the assistence?




FAA Sec. 611(b); FY 79 App.

Act Sec. 101. If for water

Oor water-related land resource
censtruction, has project met
the standards and criteria as .
per the Principles and Standards
for Planning Water and Related
Land Resources dated October 25,
19732

FAA Sec. 6l1(e). If project

is capital assistance (e.g.,
constructivn), and &ll U.S.
assistance for it will exceed

%1 million, has Mission Director
certified and Regiounal Agsigtance
Admiristrator taken into conp-
sideration the country's capabil~
ley effectirely to maintain and
utilize the project?

FAA Sec. 209. 1Ig project suscep-

tible of execution as part of
regional or mulcilaterel project?
If so why 1s project not so
executed? Information and con-
ciusion whether assistance will
encourage regional development
programs.

FAA Sec. 601(a). Information and

conclusions whether project will
encourage efforts of the country
tu: (a) increase the flow of
{nternational trade; (b) foster
private initiative and competi~
tion; (c) encourage development
and use of cooperatives, credit
unions, and savings and loan
associations; (d) discourage
menopolistic practices; (e)
improve technical efficiency

of industry, agriculture and
commerce; and (f) strengthen free
iancr unions.

Annex B (Cont'd)

Page 2 of 13

N.A.

Yes.See Annex N,

This project is not susceptible of execution
as part of a regional or multilateral project,
However, future aid assistance to the tele-
communications sector may be so susceptible,
especially when the institutional base can
Support an expansionary program. Egypt 1is not
a2 newly independent country.

(e) This project will improve the technical
efficiency of industry, agriculture and
commerce. It will do so by improving the
management and operations of ARETO, the
Egyptian Telecommunications operating company;
and a more efficient ARETO will lead to a

more efficient and dependable telecommunications

network, which is the backbone of economic
development.
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1i.

FrA Sec. 601(b). Information

@a1d conclusion on how project

will encourage U.S. private

trade and investment abroad

and encourage private U.S.
participation in foreign assist-
ance programs (including use of
private trade channels ard the
services of U.S. private enterprise).

FAA Sec. 612(b); Sec. 636(h).

Describe steps taken to assure
that, tc the maximum extent
possible, the country 1s con-
tributing local currencies to
wecet the cost of contractual

and other services, and foreign
currencies owned by the U.S.

are utilized to meet the cost

of contractual and other services.

FAA Sec. €12(d). Does the U.S.

own excess foreign currency of
the country and, if so, what
arrangements have been made
for 1its release?

FAA Sec. b01¢e). Will the project
utilize competitive selection
procedures for the awarding

of contracts, except where
applicable procurement rules

allow otherwise?

FY 79 App. Act Sec. 608. If

assistance is for the pro-
duction of any commodity for
export, 1s the commodity like-
ly to be In surplus on world
markets at the time the result-
ing productlv2 capacity becomes
operative, and 1s such assist-
ance likely to cause substantial
injury to U.5. producers of

the same, similar or competing
commedicy?

Annex B (Cont'd)

Page 3 of 13

All cummodities and services
financed under the grant will
be procured from U.S. suppliers.

The grant agreement will so provide,
All local currency required will
be provided by ARETO and/or GOE.

Yes. Release by the GOE is not a
problem at present.

Yes.

N.A.



FUNDING CRITERIA FOR PROJECT

1.

Developrent Assistance Project
Criteria

a. FAA Sec. 102(b); 111; 113;
28la. Extent to which activity
will (a) effectively involve the
poor in development, by extend-
ing access to economy at local

level, increasing labpr—intensive

production and the use of appro-
priate technology, spreading
investment out from cities to
small towns and rural areas,

ard insuring wide participation
of the poor in the benefits of
development on a sustained basis,
using the appropriate U.S. ins-
ticutions; (b) help develop
cooperatives, especially by
technical assistance, to assist
rural aud urban poor to help
themselves toward better life,
and otherwise encourage demo-
cratic private and local govern-
mental institutions; (c) sup-
port the self-help efforts of
Cevelooing countries: (d) pro-
mcte the participation of women
in the national economies of
developing countries and the
izprovenient of women's gtatus;
and (e) utilize and encourage
regional cooperation by de-
veleping countrieg?

b. FAA Sec. 103, 103A, 104,
105, 106, 107. 1Is assistance
being made available: (include
only applicable paragraph which
corresponds to source of funds
usec.  If more than one fund
gource 1is used for projecr,
include rele-want paragraph

for each fund source.)

N.A.

N.A,

Annex B (Cont'd)
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(1)

(2)

(3)

BEST AVAILABLE COPY

(103) for agriculture, N.A.
rural development or
natrition; 1f <o, extent
to which activity 1is
specifically designed

to increase productivity
and income of rural poor;
[103A]) 4f for agrizultural
research, is full acccunt
taken of needs of small
farmers;

[10¢] for population plan- N.A.
nin, under Sec. 104(c);

if so, extent tu hich
activity emphi< . 2s low-
cost, integrated delivery
systems for health, unutri-
tion and family planning

for the poorest people,

with particular atteation

to the needs of mothers and
young children, using para-
medical and auxiliary me-
dical perscnnel, clinics

and health posts, con-
mecrelial distributicn systems
and cther nmodes ol cotmun’Ly
research;

{105] for educaticn, public N.A.
administrasion, or hunan
resources development;

if so, extent to which
activity strengthens non-
formal education, makes
formal education more
relevant, especially for
rural families and urban
pccr, Ccr strengthens manage-
zenc car.bility of insti-
tutions anabling the pocr

te pavticipate in develan-
ment;

Annex B (Cont'd)
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(4) (106} for technical asslst- N.A.
ance, energy, research,
reconstruction, and selected
development problems; 1f go,
extent activicty ig:

(1) technical cocperation N.A.
end development, egspecially

with U.S. private and

voluntary, or regional and

international development,
organizations;

(11} to help alleviate N.A.
energy problems;

(141) research into, and N.A.
evaluation of, economic

development processes and

techniques;

(1v) reconstruction after N.A.-
natural or manmade disaster;

(v) for special development N.A.
problen, and to enable proper
utilization of earlier U.S.
iairastructure, ete,,

assistunce;

(vi) for programs of urban N.A.
development, especially

small labor-intensive

enterprises, market {ng

svsters, and financial

or other institusions to

help urban puor Farticipate

in economic and social

development.

c. (107] 1Is appropriate efiorr N.A.
placed on use of appropriate
technologvy:



Bl
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d. FAn Sec, 110(a). Wil

the recipient country provide
at leasc 233 of the costs of
the program, project, or
activicy with respect to which
the assistance is to te fur-
nished (or has the latter cost-
sharing requirement been waived
for a "relatively least~deval-
cped” country)?

e. FAA Sec. 110(b)., Will
grant carital assistance be
disburse.! for project over
more than 3 yesrs? If so,

has justification satisfactory
to Congress been made, and
efforts for other financing,
or 1s the recipient country
"relatively least developed"?

f. FAA Sec. 281(b). Tescrinhe
extent to which program recog-
nizes the particular needs,
desires, and capacities of the
people of the countr; utilizes
the country's intellectual re-
FIGTUeSs TU o eniNGaTaLe inazite-
tional developmeut; and sup-~
ports civil education and
training In skills roquired

for effective participation

in goverrmental and political
processes essential to gelf-
governnent,

g. FAA Sec. 122(b). Does
the activity give reasonable
promise of conftributing to
the development of economic
resources, or to the increase
9! oroductive capacities and
self-suszaining eccnomic
cretzh?

N.Al

N'A.

NCA‘

N.A.
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Develonment Assistance Projeéct
Criteria (Loans Only)

a. FAA Sec. 122(b). Informa-
tion and conclusion on capacity
of the country to repay the
loan, including reasonableness
of repayment prospects.

b, FAA Sec. 620(d). If
asgistance is for any productive
enterprise which will compete

in the U.S. with U.S. enter-
prise, 1s there an agreement

by the recipient country to
prevent export to the U.S, of
more than 20% of the enterprise's
annual production during the

life of the loan?

Project Criteria Solely for

Economic Support Fund

a. FAA Sec. 531(a). Will

this assistance support promote
economic or political stability?
To the exteat pessible, does it
tcilect the policy directions

of Section 1027

b, FAA Sec. 533, Will assist-
ance under this chapter be used
for military, or paramilitary
activicies?

N.A,

N.A.

Yes

Yes

NO.

Annex B (Cont'd)
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SC(3) - STANDARD ITRM CHECKLIST

A. Procurereant
~=2cdterent

1,

FAA Sec  £02. Are there arrange-

oents to permit U.S. small busi-

ness to participate equitably
in the furnishing of goods and
services financed?

FAA Sec. 604(a). Will all com-

modity procurement financed
be frow the U.S. except as
octherwise determined Ly the
President or under delegacion
from him?

FAA Sec, 604(d). If the coo-

veratinyg country digszvininatey
ap&inst U.S. marine inaurance
companles, will agreement re-
quire that marire insurance
be placed in the U.S. on com-
nodities financed?

FAA Sec. 604(e). 1If offshore

provurement of agrisultural
ccmmodity or product {s o be
financed, is there provigion
against such procurement when
the domestic price of such com-
rodity 15 less than parity?

F3A Sec. *08(a). Will U.s.

AVernment excess perscnal
croperty be utilized wherever
practicable in lieu of tie
proeurement of new items?

arrarged under the general headings of
Construction, and (C) Other Restrictions,

cr:s which normally will be covered routinely in thosa
an assistance agreement dealirg with its
in the agreemnent by imposing 1lim

{mplementation, or covered

1ts on certain uses of funds.

(A) Procurement, (k)

Yes

Yes

Yes

N.A.

N.A.
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FAA Sec. 603. (a) Ccmpliance
with requirement in Section
501(b) of the Merchant Marine
Act of 1936, asa amended, that
at least 50 per centum of the
gross tonnuge of commodities
(computed ceparately for dry
bulk carrviers, dry cargo liners,
and tankers) financed shall
be transported on privately
owned U.S.-f{lag commercial
vessels to the extent that
such vess.:ls are avallable

at fair aad reasonable rates,

FAA Sec. 621, 1If technical
assistance is financed, will
such assistance be furnished

te the fullest extent practicable
as goods and professionai and
other gervices from private
enterprise on a contract basig?
If the facilities of other
Federal cgencies will be
utilized, are they particular~
ly suitable, not competitive
with private enterprise, and
THGC AVALiadie without urdue
interference with domestic
programs?

Internatiornal Air Transport,
Fair Ccmperitive Practices

Act, 1974

it air transnoretation of
Persons or property is financed
on grant basis, will provision
be rade that J.S8.~flag carriers
will be utilized to the extent
such service is available?

Annex B (Cont'd)
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Yes

Yes. It 1s anticipated that only
the U.S. private sector will provide
services under this grant.

Yes
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FY 79 Apr. Act Se:. 105. Does

the contract for procurerent N.A.
contain a provision authoriz-

ing the termination of such

contract for the convenience

of the United States?

Construction

1.

FAA Sec. 601(d). If a capital

(e.g., ceastruction) prejecet, Yes
are engineering and profession-

al services .f U.%, firms and

their .fflliates to be used

to the maximum exteat conslistent

with the national interesc?

FAA S2c. 611(c). If contracts

for construction are to be

financed, will they be let cn Yes
a competlitive basis to maximum

extent practicable?

FAA Sec. 620(k). If for con—

struction of productive enter- Yes
prise, will aggregace value of

asyistance to be furnished by

the L.5. not exceed $100 miliien?

Other Restrictions

l »

FAA Sec. 122(e). If development

loan, is interest rate at least N.A.
2% per annum duxing grace period

and at least 3% per annum there-

aiter!

rAA Sec. 301(d). If fund is

established soclely by 1I.S. cen- N.A.
trioutions and administered by

an interrational organization,

does Comprtrolier General have

audit tights?




FAA Sec. 620(h). Do arrange-
ments preclude proaotling or
asgisting the foreign aid
projects or activities of
Communist~bloc countries,
contrary to the best interests
of the U.S.?

FAA Sec. 636(1). 1Is financing

not permitted to be used,
without waiver, for purchase,
long-term lease, or exchange
of motcr vehicle manufactured
outside the U.S., or guaranty
of such transaction?

Will arrangements preclude
use of financing:

a. FAA Sec. 1C4(f). To pay
for performance of abortions

or to motivate or coerce persons
to practice abortions, to pay
for performance of involuntary
gterilization, or to coerce

or provide financial incentive
to any person to undergo steril-
1zation!

b. FAA Sec, 620(g). To com-
pensate owners for expropriated
nationalized property?

c. FAA Sec. 660. To finance

police training or cther law
enfcrcenent assistance, except
for narcotics programs?

d. FAA Sec. 662. For CIA
activities?

é. FY 79 App. Act Sec. 104,
T> pav pensions, etc., for
military personnel?

Annex B (Cont'd)
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Yes

N.A.

N.A,

NIA.

N"Al

N.A.
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£. F{ 79 App. Act Sec. 106.
; ; N.A.
To pay U.N. assessmerts’
g. Ft 73 App. Act Sec. 107.
To carry out provisions of N.A

FAN sections 209(d) and 251(h)?

(Trans:fer of FAA funds to multi-
lateral organizations for lend-

ing.)

h. FY 79 Anp. Act. Sec. 112,
To finance the export of nuclear
equipmen’, fuel, or technology
or to train forelgn natlons in
nuclear fields?

i. FY 79 App. Act Sec. 601,

To be used for publicity on
propaganda purpoces within

U.S. not authorized by Congress?

N.A.

lq.Al

Annex B (Cont'd)
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ANNEX C

DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON D C 2052)

T4E ACM/NISTRATOR

PROJECT AUTHORIZATION
AND REQUEST FOR ALLOTMENT OF FUNDS

PART II

Name of Country: Arab Republic of Egypt Name oOf Project: Tele-
communications II

Project No: 263-0075

Pursvant to Part II, Chapter 4, Section 531 of the
Foreign Assistiance Act of 1961, as amenrnded (Economic Support
Fund), I hereby authorize a Grant to the Arab Republic of
Egypt ("Cooperating Country") of not to exceed Eighty Million
United States Dollars ($80,000,000) to assist in financing
the fcreign exchange costs of goods and services required
for the Project as described in the following paragraph:

The Project will provide for technical assistance
for improvement of the present telecommunications system and
strengthen the management, operations, planning, training
and financial functions of ARETO; and for the procurement
and installation of telecommunications and related equipment.
Exccpt as provided in paragraph b{l)c below the $80.0 million
grant will be regranted to ARETO in the form of equity. The
entire amount of the A.I.D. financing herein authorized for
the Project will be obligated when the Project Agreement is
executed.

I hereby authorize the initaticn of negotiation and
execution of the Project Agreement by the officer to whom such
authority l.as been delegated in accordance with A.I.D. regu-
lations and Delegations of Authority subject to the following
terms, together with such other terms and conditions as A.I.D.
may deem appropriate:

a. Source and Origin of Goods and Services

Except as A.I.D. may otherwise agree in writing,
goods and services financed by A.I.D. appropriated funding
shall have their scurce and origin in the United States.
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b. Conditions Precedent to Disbursement

(1) 1Initial Disbursement

Prior to any disbursement or to the issuance
by A.I.D. of documentation pursuant to which disbursement will
be made, the Grantee shall, except as the parties may agree
otherwise in writing, furnish to A.I.D. in form and substance
satisfactory to A,I.D.:

(a) A statement of the names and title
with specime¢n signatures of the person or persons who will
act as the represcntatives of the Grantee and ARETO.

(b) An opinion of the Egyptian Ministry
of Justice or other legal counsel satisfactory te A.I.D. that
the grant agreement and the corresponding sub-grant agreement
have been duly authorized and/or ratified by, and executed on
behalf of, the Grantee and ARETO and that they constitute
valid and legally binding obligations in accordance with all
of their terms.

(c) A regrant agreement satisfactory to
A.I.D. for the project between the Grantee and ARETO under
which the Grantee will regrant to ARETO all grant funds,
exceot, if A.I.D. so agrees, the amount of grant funds re-
quired to finance the cost of technical assistance to the
Ministryv of Communications; and

(d) Such other information and documents
as A.I.D, may reasonably require,

(2) Disbursement for Equipment

Prior to any disbursement or to the issuance
by A.I.D. of documentation pursuant to which disbursement will
be made for equipment, the Grantee shall, except as the parties-
may otherwise agree in writing, furnish to A.I.D. in form and
substance satisfactory to A.I.D. a Procurhent Plan, approved
by the Consultant funded undec A.I.D. Loan 263-K-047 and the
Grant, for all procurement planned by ARETO through the end
of calendar year 1983, showing specifications, quantities,
estimated prices and timing of such procurement.
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C¢. Covenantsg
hA-AAZLIC I 3]

(1) Execution of the Project

The Grantee shall:

(a) Carry out the project with due diligence
and efficiency, and in conformity with sound engineering, con-
struction, financial and administrative practices.

(b) Cause the project to be carried out in
conformance with all plans, specifications, contracts, schedules,
and other arrangements, and with all modifications therein approv-
ed by A.I.D. pursuant to this agreement,

(c) Submit for aA.T.D. approval prior to imple-
mentation, issuance or exXxecution, all plans, specifications, con-
struction schedules, bid documants, documents concerning solici-
tation of proposals relating to eligible items, contracts and
all modifications to these documents,

(2) Funds and other Resources to be Provided

The Grantee shall make available on a timely
basis any Egyptian currency and any foreign currency in addition
to the grant, for the punctual and effective carrying out of
construction, maintenance, repair and operation of the project.

(3) Operation and Maintenance

The Grantee shall operate, maintain and ra-
pair the project in conformity with sound engineering, financial
and administrative practices and in such manner as to insure the
continuing and successful achievement of the purposes of the
project.

(4) Management

The Grantee shall provide qualified and ex-
perienced management for the project and to train such staff as
may be appropriate for the maintenance and operation of the
project,
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(5) Coordination

The Grantee and ARETO shall investigate
the need for the creation and implementation of a Utilities
Coordination Board which would coordinate and notify all
agencies of 2ny construction efforts involving blasting and/
or excavation by utility organizations and by private con-
tractors to minimize interruption of services, damage, repair
costs and inconvenience to the public,

(6) Continuing Consultation

The Grantee shall cooperate fully with A.I.D.
to assure that the purpose of the grant will be accomplished,
To this end, the Grantee, ARETO and A.I.D. shall from time to
time, at the request orf any party, exchange views through their
representatives with regard to the progress of the project, the
performance of the Grantee and ARETO of its obligations under
the grant agreement, the performance of consultants, contractors
and suppliers engaged on the project, and other matters relating
to the project.

DOUGLAS J. BENNET, JR.
ADMINISTRATOR

Date (August 14, 1979)
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CAIRO EXCHANGE ZCUIPMLNT

Capacity Date ol Tvoe »f Working
Excnange Total sn Service .-eration E .:dange Lirnes
Heliopoiis. I(B) 2,000 ‘ 1st halif X Bar 1,974
year of
1973
Doxk i 10,000 5,000 1976 " 6,142
Nasr 10,000 10,000 1977 ‘ " 850
Koubba 2,000 2,000 1979 ND=208 -
i-oaba 2,000 2,000 1979 " -
Mounira Suilding under consc. Sae Exchange Devel. Plans. Vol. 5. Chapter VI.

Tebbin " " t 1] " LU} " " " "

** Current Projects & Plans
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Present Marual Exchanges (over S50 lines)

lower Egypt and the Suez Canal Aresa

Province Capecity
Baheira 3,360
Dekahlia 6,460
Gharbiya 1,720
Ismailia 670
Kafr el Sheikh 1,970
Minufiya 2,880
Qaliub 660
Sharqiya 3,520
21,240
Upper Egypt
Province Capacity
Assuit 3,700
Beni Suef 1,120
Fayoum 590
Giza 1,050
Minia 2,270
Qene ‘ 1,360
Souhag 1,230
Wadi-el-Gidid ___L8o
11,800

Red Sea 580
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CONDITIONS TO BE ADDRESSED BY SIP

I. A REVIEW OF THE CONDITION OF ARETO EQUIPMENT, FACILITIES AND

SERVICES IN THE CAIRO AREA

This Chapter presents a summary of the network and service

conditions which must be addressed by the SIP.

1. THE CONDITION OF EQUIPMENT AND FACILITIES

(1) Station Equipment and Wiring

Of the 100 station installations inspected, all had wiring
which was defective in some way. Telephone sets were cobsolete
and many were defective. Test desk records were in poor condition
and storerooms were not stocked with suitable types or quality

of material.

(2) Exchange Cable Facilities

Of the 200 feeder cable pairs tested, 47% were defective.

Cable pressurization, where used, was not adequate. Of a sample
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n canle pairs tested, 48% did not mect transmission
'1%s. Records shcw a high porcent of defective
Turction Dairs throuchout the Cairo network. “nere is no central
lvnction record or assignment system. Exchangye distribution
canles are in poor condition throughout the <.ty, Distribution
terminals and cross-connect cabinets arc. in poor condition but
n be restored.

(3) Exchange Switching Scuipment

All exchanges in the Cairo area were vis:ted. The
environmental condition:z for the equizment were Found to be very
poor. Technical equipment maintenance practices are adeguate,
but performance of routines and assignments of the work force
vary widely. There is little evidence of effective reporting and
management control. Reqguisitioning o. matceria's and supplics is
difficult and unavailable spare parts for rotiary exchanges are the
cause for much equipment being out of service. Adequate tools and
test equipment were made available with each new exchange but appear
to be used very little now. Main distribution frames are poorly
maintained using inadegquate tools and frame materials, especially
fuses. Battery maintenance varies. Emergency generators are not
well maintained and are not installed in some exchanges. Call
failure rates are high in all offices. Som2 fa' ' :reg in crogsas~

translators disable entire routes.

(4 ¥Wational and International Toll Networxs

Connection through the local Cairo network is a problem for
both tyves of calls. Worring conditiors at the Natior ™ and
International exchances are no* good, althoug: less pcor at
Tnternazional. Czerator ecuipment is ol@ and in pocr conditio:r.,
espec’ally at the National Exchange. CQuality of trarsmission on

lnternational circulzs varies widely. A planned new automatic
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-7T2INAT1I0NAL exchange ang new SCISLES5 SWilChooards Wili prov.de

r

a4 potential for impr./ing se:vice that may ~ot de SUlly realized

Unt . ca.i5 are &able to move ~ree.y 91 the Loca.l netwo K.

(V1]

Ui

C

(¢}
|

ector Equipment anc F :ililties

The ten sub-sectors studied offered many critica; comments
about tne equipnent used by ARETO to serve them. Generally, many
similar compla.nts were heard f.oom neariy every s.o-sector. The
local d.al network was the subiject 0f the most complaints
inciuding shertages of faciiities, varicus diaiing and call

completion problems, frequent cadble failures and otners.

Leasec lines, it was reported, are often rot availaolie where
needed. Service 1s unreliable and frequently ocut for ilong periods.
Up to 90e¢ of the pairs in special cab.es were out of service,
The lines provided by ARETO are of poor cuality and are frequently
out of service; 50% on a given day in one case.

Sub-sectors also were coitical of other special services.
Frequent trcubles and outages on radio co.-zrol, facsimile, telex,
and cther special lines were reported. Services are freguently
unavailable :n the reguived locations. Switchboards are o.d,
pooriy maintained and spare parts are a probiem.

In &ll of the ca“egories sub-sectors were criticai of ARETGC

maintenance and tnheir siow response to service orders ard Troubie
reports.

While cicaning and rep:irs are needed :a the masority of
ranc

are required to propeviy rack ard support caosies.
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frequently appear o be in poor coniitinn but are,
turally sound. The main Problems zre the need to

2, alr cenditioned envirorment anc s improve the
gercral lavel of houseke&;_ng.

(3: Vehicles and Eguipment

MOsSt 0f ARETC's vehicles are over-ice (50% oter 18 years)
and about 30% are out cf service walting for spar.. parts and

other repa:rs. Cnrr N3

rable vehicles are not Promotly dispocsed
of. Much heavy work 1s performed by hand, for whi-x

equipment woulgd be safer and more e‘f1c1ent

h power

(9) Traffic in the Local Networks

A speclal traffic Study in Zamalek .nd a €ey voow of trafly:

data tuken elsewhere DY ARETO lead to the geneca! conclusior -

that: (a) the link system of most exchanges has t.en adequately
desigrned, (h) the number of ivnctions asswoned to tie interoffice
groups shou.d genera:l ly be adequate for e treffic offered, and

S
(c) registers are tremendously overloaded

(10) Traffic in the Long Distance Networks

The trunks between national centers are avereging 110% of
capacity orig inating and 98% terminating, smp grouos aprear
adequate except for c2iro, 180% of capacity, and Ale exandria, 1101, .
Termlnat‘"g calls to Cairo cXchanges are 119% of cacacity. Commen

contirol registers averac: 101% of capacicy, code s:nders, 97%,
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Tei<x equlpment and facllitl.es are serious.v over.oadec.
The regiiter required for all 1nternatlonal calls is operating
ot 248% cf capacity; for natlonai Ca.ls the reglster 1S operating
at 164%. The 1nte.nationail trunk group averages 216% of capacity.
Dirfficulty in compieting telephone calis through the lecal
network 1s undoubtedly responsible for a large amount of tiis
Telex traffic.

“12) Ne'-ork Controi

There 1s little evidence of effective nctwork control.

(13) Netwcrk Concéitions

Studies macde by the Cornsulitant basically confirmed the
conditiors reported by the sub-sectors and others. The main
problems are dial tone delay, reglster overloads, ineffective call
attempts and junctions out of service.

THE PRESONT QUALITY OF & SSCRIBER SERVICES

(1) Commercial Services

Tne main conclusion of the Consultant's review of commercial
service is that the systems and procedures used do not give any
particul air consideration to tne customer's convenience. OUffice:
are pooriy organized and maintained; practices and procedures
are not documented, empioyee skiils are taught on the 035,
orocedurns for handlinj applications and WOk orders: .2 S.ow
and cumibnrsome, manuail proced::es are us2d to crnecs. congsuter
21111ng computacicas - Y2¢ no me.ncG cculd de Iound Ll Cneck
oii1iilng accuracy and, telephore dizsctories are pub..i @G CVuly
four years -- 00 1ong a period fcr accuracy -- ané tom COSU L.

added to tne customer's cili.
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(2) Traffic Operations

The most significant service affecting traffic operations
problems are overatcr performance and productivity, and the

ec !1oment condit .ons in the National and International Exchanges.

Problems affecting operator performance and procductivity
lnclude the generally poor working conditions in both exchanges.
Noise and lightinc are serious defects. The National Exchange
1s not air conditioned. Traffic management doec not have
suff.cient authority over personnel factors invclved in empioyee
motivation, recruitment 2and training. The use of "delay" working
and credit checking affect productivity. No formal measurement

systems are used for traffic planning and administration.

Various improvements are being implemented in the equipment
arrangements at both exchanges, including the addition of an
utomatlc international exchange and some switchooard additions
and replacenents. Delay working, credit chec«ing delays, and
delays in completing calls through the local dial network will

continue to affect service, however.

(3) Standard Voice Telephone Service

Call comp.etion tests made by ARETO in March of 13577 placed
the cal’ completion rate in Cairo at 23.9%. The Consultant's
Observations have.also identified a long lis:c of dial service
proolems ranging from slow dial tone “0 pocr connections ané
telenhones completely out service for long periods.
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Compariscn of Existing end Proposed Domestic Rate Structures
As of July 1, 1977
(Expressed in Current Egyptian Pounds)

Existin Proposed
Revenue Source 1978 1979

Telephone Subscriptions

A. Manual

(1) Business 1/ 15/21.00 22/32.00
(2) Residence 1/ 15/21.00 22/32.00

B. Automatic
(1) Business

- Metropolitan 18.00 28.00

- Non-metropolitan 18.00 28.00
(2) Residence

- Metrcpolitan 18.00 20.00

- Non-metropolitan 18.00 20.00

Installation Charges

A. Main Line 10.00 20,00
B. Extension Lines 3,00 6.00

Excess Calls 2/

A. Residential 1500 /.015 1000 /.015
B. 3Business 300 /.015 0 /.015
C. Government 1000 /.015 0 /.015
D. Joint Venture 1000 /.015 0 /.015
E. Public Service 300 /.010 0 /.01s

1/ Manual rates vary depending upon available calling hours {the
hours an operator is cn duty). CTC estimates that the rate range
of LE 22.00 to LE 32.00 in 1979 will translate into an annpual
average subscription charge of LE 28.00.

2/ The rumber above the diagonal line indicates the number of free
telephone calls per year. The number below the diagonal line

indicates the charge per call in excess of the allsowable number
of free calls.
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Existin Proposed
Revenue Source . 1978 1979

Toll Calls 3/

A. U to 25 Kn .01s /.015 .030 /.030
2, From 326 to S50 km .030 /.015 .050 /.030
C. Froz 51 to 75 km .0ks /.030 .100 /.050
3. From 76 to 10Q km .075 /.05 .100 /.050
E. From 101 to 125 km .100 /.060 .150 /.100
Y., From 120 to 150 km .120 /.075 .150 /.100
3. From 151 to 175 km .1Lko /.090 .200 /.150
B, From 176 to 200 km .160 /.100 .200 /.150
7. From 201 to 250 km .180 /.110 .250 /.200
S. From 251 to 300 km .200 /.120 .250 /.200
¥. Trom 301 to 500 km .250 /.150 .350 /.300
L. More than 500 km .350 /.250 .350 /.300
“ervice Stations .02 .02
“iscellaneous 4/

A. General - -

3. Special Equipment - -
Tomestic Telegraph

A. General .02 .02

B, Miscellaneous - / -
Domestic Telex

A. Subscription Fee 600.00 600.00

B. Usage Charge .01 .02

3/ The figure above the diagonel line indicates the daytime charge,

while the number below indicates the nighttime charge., All are
expressed in piastres per time unit.

L/ Too many items included in this category to justify a breakdown
and rate. Examples are warehouses, security devices, telephone
directories, service fees, etc. No significant increase in
these charges is proposed by ARETO.



A K
STATEMENTS OF FINANCIAL POSITION AS OF DECEMBER 31,1976-1980 noex

(LE 0C0's)
1976 * 1977 * 1978 1979 1980
ACTUAL : ACTUAL PROJECTED PROJECTED PROJECTED
ASSETS
FIXED ASSETS
Plant in Service 102,892 108,653 127,812 185,271 283,984
Construction in Process 60,538 107,703 93,785 73,216 222,965
Miscellaneous 6,000 63,619 110,787
Total 163,430 216,356 227,597 322,106 617,736
Less: Acc. Depreciation 42,922 46,798 60,804 67,141 73.712
Net Fixed Assets 120,508 133:335 Iggj7§; 5;2?;2; EZZTBEZ
CURRENT ASSETS 58,977 66,105 48,215 39,207 48,877
Total Assets 179,485 235,663 215,008 294,712 592,901
LTIABILITIES AND EQUITY
LIABILITIES
Current Liabilities 32,509 31,051 33,252 28,005 24,439
Long Term Debt 114,009 170,976 128,004 182,971 390,591
Total Debt 186,516 202,027 161,256 210,976 415,020
EQUITY 32,967 33,636 53,752 83,196 177,871

Total Liabilities — —_— —_— —_—
and Equity 179,485 235,663 215,008 294 .17z

592,901




Annex L

STRIENENTS OF GPERATING FTSULTS FOR THE Y{A2S EXDING DEC. 31, 1976-1980

(LE 000's)
1976 1977 1978 1979 1680
ACTUAL ACTUAL PROJECTED PROJECTED PROJECTE]
OPERATING REVENUES
Domestic 20,974 22,093 22,539 33,253 41,021
Internaticnal 11,180 15, 366 27,833 38,565 51,522
Less: Pricr Period Adj. 2,151 £37 — —_—
TOYAL 30,003 36,622 51,372 71,818 92,543
OPERATING EXPENSES
Operaticrs & Mairtenance (1) (1) 9,860 13,845 15,145
Depreciation 4.8nn 5,214 5,3€9 8,041 11,652
Traffic (1) (1) 7,698 10,742 10,815
General Office (1) (1) 4,129 5,539 6,653
Comrercial (1) (1) 1,239 1,446 1,668
Training (1) (1) 300 500 750
Other (1) (1) 2,22¢ 3,207 3,503
TOTAL 23,253 26,65/ 31,417 43,320 50,186
Operating Jncome €,750 9,964 19,355 28,498 42,357
Miscellaneous Income 1,533 824 521 289 200
Interest Deduc: icn 2,542 . 3,464 4,523 7,553 13,350
Net Incomez 5,741 7,325 15,953 21,234 29,207

-

(1) The existing ARETO accounting system does not classify exprnses by the categories used in forecasting,

"

with iie - vception of depreciation expenses .
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S LNITTIR STATES ACUNCY for INTERNATION 5L DIVELCINLN

CERTIFICATION PURSUANT TO
SECTION 611(e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Donald S. Brown, the Principal Officer for the Agency for
International Development in Egypt, having taken into account,
among other things, the maintenance and utilization of projects

in Egypt previously financed or assisted by the United States

and technical assistance and training planned under this project,
do hereby certify that in'my judgment Egypt has both the financial
capability and human resources capability effectively to maintain
and utilize the capital assistance to be provided for the rehabi-
litation and modernization of the Arab Republic of Egypt Telecom-
munication Organization (ARETO).

/L

!

i _—

Donald S. Brown
Director
!
!
/
/=7

Date /
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by oroviding advriors and some replacement equipment. ARETO will be
responsible e plementing this Jabor intensijve activity and ARETO
personrel will porform the actual work on improving the present

telecommunications system,

Other components of this project wil) provide financinu for:-

a redlacemert of an old, obsolete 20,000 1lines rotary exchanje in
Zamalek {in Cairo) with an electronic excnange, vhich will sorve g

a mode' exchange*,

b) PABX at the Cairo Airport and microwave Tinks and PAaBX's to

improve communications to other important centers,

c) mobile exchanges, which will permit the alimination of a number of
old, rotary nichanges systems with newer types of exchanye systens,;*

and .

d) various telecommunications replacement equipment

s ective of Services

The objective of the managerial and technical services is to provide

support and assisrtance to ARETO in the'fo11owing areas:

al In the desiar and implementation of modern management systems and
related aperzting methods, procedures and training aimed at S5trengthnening

it

tLoinstitucional caradilities and also thatof TRC,

S2e Amendrent Mo, 1.
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<
"a19genent. Operaticns and Training Prograns
I The "estructurong of ARETO's internal organization according to
the quicelines contained in the sector study. Specifically,
asststance <hal) be provided in the development of text, table-,
and char - S0scribing the proposed organizationgl structure ot major
divisions, cepartments, and offices; identification of specific
functions ang responsibilities of these units: development of stafting
plans for selected units; and the preparation of g projected
schedule for the implementation of proposed chanqes. Thne establishment
of supervicory and control systems to evaluate the proyress ard

efficiency of the different divisions. (Ref. Vol. 6, Chap. 1),

2. The establishment of planning and project control systems to support
the fuplementation of the proposed master plan. The Contracto
shall assist ARETN Tanagement ip establishing a central planning
office and project control group; in designing and developing nlanning ang
control procedures and practices; and in performing selected plannirg/
enginenring “unctiony, Consideration shall be given to both minugl

and comuat i assistad planning and control techniques. (Ref, Vol.6, Chap.11).

S. The strenatiening of financia)l nanagement systems including re-
organization of rpa accounting and firancial functions: design and
develonmonr 3t an improved aAcCounting system: estovlishment or 4
hudret otrice and budgetary Neactices apd Drocesures . deveiovm-nt

0f et ivnrayed cash Tanagement capabilizy; unnrading or the existing
interaal & odyr cacebiltity: and improvament of the currvent financial

renortian c aetioe, Consideration sha!l be giver *o strengthening
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7. Z?n?emuntdzion 0f a program to improve subscribei equipment and
Insta:lations for users of subscriher «pl) diating and inter-
nationa! telephone service. This program shall include organization,
.trJininq. t00%s, practices and new material nicessary to carry
out wurk 1n a selected Cachange area, such av Zamaler, during
the contract time frame. Cunsideration shall Le given to éub-
sequently ¢xtending the program to ql) Cairo televhone ysers,.

(Ref. vor. 5, Chap. L),

8. Soals andg objectives shall be proponsed for service improveinent
Programs, together with methods for the measurement of the actual
improvement achieved during the contract period. Proposals should
Include statemenis of the degree to which and under what
conditions the contractor viould be prepared to quarantee the
results uf each service linprovement task.

System fxpansion and Modernizaticn Programs

Thoe following program for eepansion and modernization of ARETO
networks urd services is *o be undertaken, under contracts with

others, to the extent that ARETO and AID-provided funds are available.

The Consultant will be required to provide assistance to ARETO
in tho Jrraritization and sconing of these projects; in the prenaration
of detai ey “recifications and tender documents; in the cvaluation or

encers; arnothe supervision of implementaion; ana 1n testing in.pectigy

angd accupnar e of comnlated nstallations.


http:irlprovew.nt
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Prenars gre review and approye o1 fio'd desgn change, o
revitony and issue work charmie or extra work ordess w4, may

be required.

Assist ARETO in obtaining anpropriate Agreements with orhers
relitiue Lo the provicion of utilitics and infrastrgctyeon .
Monttor and advise ARETO on the PrOOress of such gusite o

of {0 te work by others.

Review claims and recommend action to ARETO relative to cont
resmhursables and contract cecalations, it any .. ALttt ARCTY
A5 wanert witness in any litigation ArISing frow constr,et o

07 the project.

Upon project completion, furnih ARETO NTLY one reprodun i

Seloand seven print sets of “us-builge drawings, .

s et and test 41) mechanical and eluctricg) couipmen

Lwuetber with related controls and instrumontatiun. for proper
nstallation and oneration.  Perform or wifness perform;nce
eating of such eQqUIpTent and prepare ruccnmendatiuns/crrtlf;cates

ot aceptance.,

Advise and assist ARETD estairlish and implerent proper procedures
for cocumrenting and controllng receipe, sturage and Js5.uanch
of ' cquioment and materialy to be furn e Ly FPETD 1o

contractors.,

AL U ARETO i performing firgl insnectiuu/tvﬁtinq OF Lne

M ies and in determining 1ing) aceeptabiility of rh WO,
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Annex P

Illustrative Equipment List of
Items to be A.1.D. Financed 1/

I. Recorded Announcement Equipment, Traffic Usage
Equipment, Tools and Test Gear

II. Operators Headsets, Timing Mechanisms, Operators Chairs,
Miscellaneous Tools, Transmission Test Equipment

II{. Subscriber PCM Carrier Systems & Station Carrier
Systems, Rotary Files & Inventory Tubs, Cable Books,
Tools, and Test Gear

IV. Outside Plant Hardware, Cable Drop Wire, Interior Wire,
Tools and Test Gear to Carry Out Rehabilitation OJT
Program

V. Subscriber Installation Apparatus, Hardware Tools,
Test Equipment & Records & Assignment Supplies

VI. lnstallation of 6C Replacement Switchboards at National Exchange
Cairo
VII. Modification of existing plants from manual to automatic operation

VIII. Replacing old plants in Upper and Lower Egypt exchanges

IX. Smoke and fire detection equipment

1/ value of Equipment listed herein exceeds the $2.0 million shown
in Cost Estimate. The order of priority is I to IX.
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Annex Q
UNITED STATES GOVERNMENT

memorandim
1 t_’ J ] | oy
oI lLtie ‘TE
Telcoraunications Project

Mr. Robert N. Bakley, CDE

On August 1 I lcoked through the file of the telcommunications project
with Mr. Scarfo and I agree with your staff and Hend Gorchev that

tiiis project does not have an important enviromnmental component.

I bvelieve that the project should be considered without regard for
any furtrer environmental papers. The threshold decision was, should
have been, and should remain negative.

CLE:I.E. Wallen:{(TDY):st:8/2/178

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan .. i rorm no. 10
(T.EV. T-78)
GBAPPMR (41 CFR) 10(-1
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Analvsis on Questions of Wages
Allowances and Incentives and
Job Satisfaction

1. Base Salarijes

ARETO entry levels are lower than the average entry level wage
reported by other companies in the CTC survey (see Exhibit IX-1
below). This observation holds true for all occupational cate-
gories surveyed. However, it must be emphasized that this

comperison is limited to base vages and does not include allow-
ances,

ARLTO maximum wage levels are lower than average maximum wage
levels reported by other companies in the survey for occupa-
tional categories of engineers and accountants, but higher
for all other categories. This indicetes that ARETO re-
presents a favorable employer for those without a university
education since the civil service system offzrs better pro-
motion possibilities than those available elsewhere.

2. Allowances and Incentives

In addition tc base vages, the companies surveyed by CTC were
askzd to explain their system of allowances, bonuses and in-
centive awards. Since the amounts of these awards vary on
the basis of the specific circumstances of the employee, it
was difficult for CTC to quantify the impact on the occu-
pational categories examined. Nevertheless, these awards
Play a major role in determining an employee's compensation
package. A summary of CTC's findings is presented in

Exhibit IX-2 below.

The Exhibit IX-2 indicates that in terms of the range of
special awards which are offered, ARETO compares favoradbly
with the other crganizations surveyed. Only other government-
associated organizations offer similar awards. The .rivate
sector and joint-venture companies offer higher base vages,
but few additional allowances and awards.



3. Imployee Satisfaction

The sample size chesen by CTC for the survey was designed to
achleve no less than a S% error rate at a 95% confidence level.
Since the estimated number of employees in the Cairo area,
including the headquarters office and the various support staff
in the Projects Department, was estimated at approximately
20,000 employees, a sample size of 760 was chosen. The sample
was stratified to assure that 100 employees in each occupational
classification w-re surveyed. Insofar as the sample size for
each occupationel category is much smaller than for the entire
work force, the confidence level of conclusions is lower than
for the sample aa a whole.

The results of the survey disclosed that a significant percentage
of ARETO employees are not satisfied with their wages and working
conditions. However, the survey also indicatec. that employees
vere generally satisfied with the type c¢f work performed.

L. Summary

From the above it appears that ARETO manegement has an opportunity
to build upon the favorable attitude of ARETO employees toward
their work. Aggressive action to improve wages and working
conditions would have a positive impact upon morale and product-
ivity. The composition of this project will tend to strengthen
ARETO in carrying out an improvement program which will lift
morale and productivity.



Occupational
Category

Engineer
Accountant
Technician
Skilled Laborer
Laborer
Clerical

Telephone
Operator

No. Employees
Reported

Total
Employees

n.r.: not reported

Note:

Exhibit IX-1

Summary of Findings From Wage Information Survey

(A) (B) (c) (D)

ARETO Public Sector Joint Venture Suez Canal
- Companies Company Authority
Min Max No. Min Max No. Min Max No. Min Max Ne
2o 1,kko 1,621 300 1,kuko 185 900 3,120 3 552  2,3L0 300
2bo  1,kko 2ko  1,kko 120 T80 2,0k0 5 b2 2,30 118
180 1,4ko 3,85 180 1,kbko 513 516 8ko 7 2b0  1,1kc 5 212
162 1,440 1L ,482 180 1,40 1,800 L432 2,160 n.r. 2L0  1,1k0 5,212
1hy 780 9,349 1LY 780 3,250 180 300 n.r. 162 600 2,000
180 1,kbo 2,69 180 780 634 768 876 2 2ko  1,1ko 612
162 1,kko 1,801 1k 780 1k None Reported None Reported
6,516 8,241
46,030 7,137 173 11,620

Wages shown are in L.E. and are annual wages.

PanuIluon ¥ xauuy



Occupational
Category

Engineer
Accountant
Technician
Skilled Leborer
Laborer
Clerical

Telephone
Operator

No. Employees
Reported

Totel
Imployees

exnibit TX-1

Summary of Findings From Wage Information Survey

Private Sector Companies

(Cont-ay

(E)

(F)

(G)

(H)

Min Max No. Mip Max No. Min Max No. Min Max No.
360 720 2 720 5,400 17 1,800 1,800 2 L8c  1,bLLO 3
360 720 1 84 1,800 2 1,200 1,920 1 540 1,kk0 1
108 540 6 480 1,Lkk0 100 180 2,400 13 None Reported
None Reported 360 8Lo 100 None Reported 360 720 30
108 5L0 50 168 480 350 None Reported 216 L20 12
108 360 5 300 960 L6 300 T20 1l 192 T20 L
180 360 1 300 8Lo 1 None Reported None Reported
65 616 17 50
65 750 18 S0

"W

pSNUTIUC) Y Xauuy



10.
11.
12,
13.
1k,
15.
16.

17.

Comparison of Various Special Allowances and Awards

Exhibit IX-2

Type of
Special

Allowance

Representation Allowance
Professior.al Allowance
Nature of Work
Overtime

Production Allowance
Performance Allowance
Annual Bonus

Holiday Bonus
Residence Allowance
Profit Sharing
Transportation

Meals

Uniforms

Medical Care

Source: Project Team Survey

Granted by Companies Surveyed

ARETO

Public Private Companies
Sector
Companies A B C D
X
X
X
X X X X
X
X X
X X X
X X
X
X X
X X X
X
X

Joint
Venture

Company

Suez
Canal

Authority

PanuIluo) y xauuy



Annex S

Possible Types of Training P§9grams
by "Occupational Category'l

I. Programs for Administrators

Financial Operations

- Commercial Operations

Personnel Operations

Purchasing and Stores Operations

Traffic Operations

Plant Operatioms

Planning Procedures and Practices

II. Programs for Engineers

Traffic Analysis

~ Exchange Engineering

- Radio and Transmission Engineering Procedures and Practices
-~ Exchange Comnstruction

- Radio and Transmission Installation/Maintenance

- Exchange Maintenance Procedures and Practices

~ Outside Plant Engineering

- Outside Plant Conmstruction

-~ Outside Plant Maintenance

- Buildings and Grounds Maintenance

l/ Not all the above training programs will be developed under financing by
the A.I.D. loan. ARETO is currently conducting a number of training programs
and these may be adequate. Also, the cost of training instructors and
preparing curriculum for all the above categories will exceed funds avail-
able under the A.I.D. loan. Consequently, the U.S. Consultant will have
to review the ARETO training program as it now exists (this is described

in the Telecommunications Sector Study) and devise a training program and
schedule to meet ARETO's most urgent needs.
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IIl. Programs f>r Technicians

Same as lI. above, except training for new technicians will be on

basi{s of short programs in specific skill areas and not as sophisticated

as that for Engineers.

IV. Operator Treining Program

V. Clerical Staff Program

VI. Skilled Labor Program

- Outside Plant Construction/Maintenance

- Outside Plant Installation and Repair

- Exchange Installation

- Radio and Transmission Installer/Repairman
- Exchange Repaj.rman

- Building and Power Maintenance

- Vehicles and Heavy Equipment Training
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Poge 1 of 4
AIR-CONDITIONING AND STANDBY POWER
SUMMARY OF ESTIMATED COSTS
(Us s)
Sctandby Power - Cairo 3,593,000
Standby Power - Alexandria 1,072,500
Alr-Conditioning - Cairo 2,275,000
Air-Conditioning ~ Alexandria 1,050,000

$7,990,500
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Page 2 of &
STATIONARY STANDBY DIESEL ALVERNATER GENERATING
SETS FOR CAIRO EXCHANGES
CAPITAL EXPENDITURES IN U.S. §
380/220 V, 3-ph, & wire, 50 Hz

PRICE

EXCHANGE qTY KVA (IN U.S, §)
Rams{s 2 1200 500,000
Opeza 2 800 375,000
Abbasssa 1 500 143,000
Shoubia 1 500 143,000
Roda 1 500 143,000
Dokki 1 500 143,000
Naar City 1 500 143,000
Almaza 1 500 143,000
Heliopolia 1 500 143,000
Zamalek 1 500 143,000
Bab El-Louk 1 500 143,000
Ciza 1 500 143,000
Helwan 1 400 143,000
Maadi 1 400 143,000
Tebin 1 400 143,000
Barrage 1 150 71,500
Kaliub 1 150 71,500
2,878,000
7 MOBILE SETS _ 115,000

3,593,000
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STATIONARY STANDBY DIESEL ALTERNATER GENERATING
SETS FOR ALEXANDRIA EXCHANGES
CAPITAL EXPENDITURES IN U.S. §$
PRICE
EXCHANGE QTY KVA (IN U.S. $)
Sidi Gaber ' 1 500 143,000
Manshia 1 500 143,000
Sidi Bishr 1 500 143,000
Auto 1 500 143,000
Gelem 1 200 143,000
Ibrahimia 1 200 143,000
858,000
2 MOBILE SETS 214,500

$1,072,500



B.
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REPLACEMENT OF AIR CONDITIONING

CAPITAL ESXPENDITURES IN US $

CAIRO ZONE

1. Abbasgia
2. Magnetic Tape Rooms

(CAMA Equip. ARM Exchanges)
3. Roda

4, Kaliub
5 Jpera
6. Shoubra
7. Zamalek
8. Heliopolis II & III
9. Bab El-Louk
0. Coaxial Cable
Cairo -~ (at Ramses Bldg.)
11. Dokki

12, Maadi
TOTAL

ALEXANDRIA

1. Alexandria

2, Ibrahimia

3. Gelem

4. 8idi Gaber

5. Damanhour

TOTAL

* TR means Tonnage Refrigerant

U.§. §

300,000
200,000

200,000

75,000
300,000
200,000
200,000
300,000
150,000

50,000

100,000

200,000

$2,275,000

300,000
200,000
200,000
200,000

150,000
$1,05G,000

NOTES

Total replacement of plant (200 TR)*
Total replacement (20 of 5 TR)

Partial replacement of plant

Plus additional units for Roda II
(200 TR)

Total replacement of plant (50 TR)
Partial replacement of pPlant (450 TR)
Partial replacement of Plant (200 TR)
Total replacement of plant (150 TR)
Total replacement of plant (200 TR)
Partial replacement of plant (200 TR)
Partial replacement of plant (150 TR)

Partial replacement of plant (150 TR)
Total replacement of plant (150 TR)

Total replacement of Plant (200 TR)
Total replacement of plant (150 TR)
Total replacement of Plant (150 TR)
Partial replacement of plant plus
additional unit (200 TR)

Total replacement of plant (100 TR)

One TR = 12,000 BTU





