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CURRENCY ECUIVATENTS

Officin) Hetve

1 Bgyptiar Pound (L.E,) = U.S. $2.56

. Dollar = L.E. 0.39

Paraziicl lMarre* Rote

ARETO

A.R.E.

GO

CTC or CTHC

TRC

IBRD

GOD=

DELs or MSs

SIP

AIE

PABX

cyetlan Pound (L.

.) = U.s. $1.43

1

Doilar = L.E. 0.70

ACRONYMS, ABBREVIATICNS AND DEFINITIONS

Lrab bepublic of Egypt Telecommunications
Orsanization

ArualL epublic of Egypt

Governrent of Fgypt

Continental Telephone Holdirngs Corp.
Telecormunications Research Center

Internatic..al Bank for Reconstruction and
Development (World Benk)

Gulf Orgarization for Development of Egypt
Five Yezr :'ian

Direct Exchange Lines or Main Stations
{televhonc connections)

Service Improveument Plan
Automatic International Exchange

Private Automatic Branch Exchange



STD : Subscriber Truck Dialing
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Interrnetional Subscriter Dialing

Mz : Meguhert:o

Microwave i Radic syster working ot “requencies above
300 M¥x, but nornmally aprlicd to freguencies
workin: woove 1,000 M

Carrier Y Y circuits
» telegrsph) through one trans-

i, cable or open wir:)

Channel ) :

cvotem carrying

Coaxial Cable : ter conductos surrounded
concurter., It 1s used

for high-capacity truncniscion systems

Crossbar Switching ¢ Ar autozatic telephone switehing system
utilicir;: a connecting matrix with horizontal
bars and vertical bridres

ne or telex switching

controlled

Zlectronic Switching : An auromatic .o lopna
system eld ni

Rotary Switching A type U cestrally molor ariven rotary

i

telepnor: switehing ocysten
Telex : Teleprinter excharge :svstem

BTN : Bell Telephone Manufacturing of Belgium

IME : L.M. Ericsson of Sweden



EGYYT - TELECOMMUNICATIONS PROJECT

SUMMARY AND RECOMMENDATION

1. Borrower: The Government of Egypt (GOE)

2. Executing Fntity: Arab Republic of Egypt Telecommunications
drganization (ARETO)*

3. Anount of Lo.n: $40,000,000 (Forty Mill.on Dollars)

4. Loan Terms; Two-step Loan Arrangemeat

To the GOE: Forvy (40) vears, :including a 10 year grace
period on the ropayment of principal, with
interest at 27 per annum durinp the grace period
and 37 per annum rhercafrer.

To ARETO: On such terms as AID may agree, The expected
terms will most likely be: Fifteen (15) years,
including a S-ycar grace period on the repayment
of principal, with interest of 7.5% during the
entire loan period.

5. Description of the Project: Tie primary purpose of the project

15 1o strongtnon ASETO irstitutional capubility. A
U.5. consuloing fivo will isi ARLTO oy working
#luh ARUTO starf Lo acsign and scrncdule implementation

A

ol nodern mavagesont ard cperating systems, procedures

and training. Some Aavisors will be asslgznes ¢s work
in the Office of the Minister of Communicalic s to
irprove the planning and tedvoommunications functions
of the Ministry. ARLTO is currently implementing its
"crach program”, which is somctimes called the SIP
(Service Improvement Plan) or "Quick Fix"; however
termed, this program or plan is un attempt to

* The name of the organization may change as the entire telecommuni-
cations sector may be structured as a holding company, with sub~
sidiary companies individually responsible for various telecommuni-
cations functions.
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gain significant improvement in basic tele-
phone svrvice from the vxisting telecommuni-
cations system. What (s required to carry
out this plan or prowram is a relatively
small capital invescment and a well managed

affort on the part 67 A with the assistance
of o fTew seleot Advia oos, ARETO has the capa-
biiity nd can responssbly exceenic e BIP.
AJI.D.'s roie will be minimal and limitea to
financing o Tew Mvizors and providing sone

squipment (e.0., alr conditioners, vesting
equipnent, etc.),

The project will also provide for: a) replace-
ment of an old, obsolete 20,000 line rotary
exchange in Zamalek (in Cairo) with an elec-
tronic cxchange, which will serve as a model
exchangze; b) PABX's and microwave links to
the Cairo airport to improve communication
to this center and other centers; c) mobile
exchanges, which will permit the elimination
of a number of old, rotary exchange systems
with newer tvpes of exchange systems; and

d) various tclecommunications replacement
equipment.

This projec: - described in general terms

above - 1= consistent with the Telecommunica-
tions Scctor Sctudy Report recommendations pre-
pared by CTC. It takes into account ARETO's
present absorptive capacity as well as Egyptian
priorities in the telecommunications sector.

This proposed loan project in itself cannot
satisfy the very substantial tcchnical assis—
tance, training and cquipment needs of ARETO.
CTC has uscimaced investments on the order of
$2.7 billion by 1984 and in excess of $20.0
billion by the yeer 2000 are required in the
telecommunications sector. However, this A.I.D.
loan will provide modest improvements in the
institutional capability of ARETO, will be sup-
portive of ARETO's "crash program" or SIP, and
provide a small portion of telecommupications
replacement, operating and other related equip-
ment urgently required by ARETO. While impos-



6. Loan Application:

7. Mission View:

8. Issues: None

9. Source of U.S. Funds:
10. Statutory Checklist: Satisfied.
11. Recommendation:

Authorization in

12. Project Committees:

sible to quantify,
a relatively small
ing the efficiency
system in Egypt by

the A.I.D. loan will make
contribution toward improv-
of the telecommunications
assisting, albeit 1in a

limited fashion, ARETO in its efforts,

The A.I.D. loan will provide forelgn exchange
to be used for the procurement of U.S. pro-
fessional consulting services and telecommu-
nications replacement, operating and other

equipment.

The Epyptian pound (L.E.) costs

of the project will be provided by ARETO.

The GOE has requested A.1.D.

to finance the

U.S. share of the foreign exchange of the
project (see Annex A for loan application).

USAID/Cairo strongly cndorses the proposed loan.

Fiscal Year 1978 Supporting Assistance.
See Statutory Checklist, Annex B.

That a loar for $40,000,000 be authorized on

terms and conditions set forth in the Draft Loan

USAID/Cairo

Chairperson
Loan Officer
Economist
Engineer
Legal Advisor

AID/Washington

Chairperson
Loan Officer
Desk Officer
Engineer
Legal Advisor

' o

Annex C.

Robert N. Bakely
Domenick J. Scarfo
James Norris
Philip S. Lewis
James R. Phippard

William Fraser
Ckarles Shorter
Jamnes Roberts
Alfred Hotvedt
John Mullen



l.01 In mid-1978 the Government o7 the Arab Republic of Egypt

(GOE) requested $LO million from A.I1.D. to finance the dollar costs

ol goods and services requirea for renazbilitating the existing
ecommunications system in Egyrt, with particular emphasis on

ro. Trne JOE's application is attuched as Annex A. A5 a result

U a serics of mectings with representatives of the Ministry of
Corvmunicutions (M2C) and the Arab LKevublic of Egypt Telecommu-
>rganizavion (ARETO), it was agreed A.I,D. would Tinance
million project, and that the GOE would become prime obligor

he A.I.D. loan. Tt was further agreed thet ARETO, in turn,

r recelvirg a loan from the GOE for 340.0 million, would repay

ithe GOX on terms agreeable to A.I.D.; most likely, on commercial terms
(fifteen years to maturity, five years grace period on repavment of prin-
cipal, with a 7.5 % rate of iInterest during the entire term of the loan).
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1.02 T olect 1s & result of the interest generated znd
pressure exerted by the Egyptian public and private industrial
sector, iInaivicual tclephone subscribers and potential foreign
investors. The project will have a major impact in stimulating
an expansion ot industrial and commercial activity in Egypt.
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1.03 The project is extremely important to Egypt. It is
imperaztive that, i1 the GOE's econcmic development goals-as set
out in tre Five-Year Plan (FYP)-are to be achieved, an efficient
and deperdeble telecommunications system must be operational.
Telecommunications is the backbone of economic development.

1.0k The project is aimed at assisting in the strengthening of
the telecormunications instvitution, ARETO, so the present telecom-—
municazions system can be improved and that maximum utilization
of this system is realized. To accomplish this, A.I.D. will
provide the necessary foreign exchange to be used for the
replacement of an old rotary exchange and the procurement of
various training, maintenance, business and mobile exchange
czquipment, as well as related training and technical management
assistance programs.

1.05 A contract between the Continental Telephone Holdings
Corp. (CTC) and Telecommunications Research Center (TRC) of the
Ministry of Communicatcions was funded by A.I.D.'s Feasibility
Studies Grants No.s 263-11-995-013 and 263-11-995-025, The scope
of study included 1) an investigation, review, and evaluetion of
the performance of the existing telecommuynications system in
Egypt, particularly Cairo; 2) the development of a Master Plan



BEST AVAILAGLT SOy

for meeting the telecommunications needs of the GOE for the near-—
term, five year (1980-1984), and the longer twenty year period
{(through 19995 ; %) the preparation ot o detailed planned program
of remedzind actions ("quick-Tix") to improve the existing
telecommuniciations network; and , 4) to prepare Cinal reports on

the above.

L.06 Thln conpeehensive sector study took one year to accomplish
(from May 1, 1977 to iy 4, 19781, The final CTC report was
presented to thie GOE md ALL.D. In May 1973, The report concludes
thiat the proposed investment program over Lthoe period ot the Master
Plan 15 technicaliy and financially sound based on the past and
projected financlal perrormance ol ARETC, The final study report

18 presently being reviewed by ARETO and AJI.D.

1.07 This i3 the inited States! first capltul assistance to
Egypt's telecommuinicalions sector since the resumption of aid to
beypt. Ve are, however, considering o continuation of assistance
to the telecommunications sector in Y 1979 at a level Lo be
detersmined.  Other ALLD. assistance 1o the telecommunications
sector has been furnished under the FY 1977 Commodity Import Loan
ar a leve: o 320 mitlion, of which the majority portion is
commit ted to procurcments of celecommunicaticns cquwpment, A
summars of olher ass:isiance being cnunncied to ARETO ig presented
in Annex D.

e 1/
.08 in May 1978 U.S.A.I.D. learned that AMERITECH= prepared
and submiticd o proposnl to the Minister of Communicatiorng

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

Electrice International, GTE Products Corporation and Continental

Telephone International.



(approximately $2.% billion through 1984). We understand also that
others have or intend to submit proposals (e.g., International
Telephone and Telegraph Corp. (ITT), Philips, L.M. Ericsson,
Japaneae and German companies, ete.).

L.0Y UCALD and 0.8, Embassy ropresentatives met with the
Yonioter of Conndications to discusss the $40.0 million AI.LD.
Telocommunicnt ions Loan Project for Y 1976, The Minister stated
tnat ALl shoutd move iorward in processing the $40.0 million
loan requested by e Mintstey of Bceonomy and Economic Cooperation
L8 othils projecl is important Lo Egypt and would not conflict with
succeeding programs.

1.10 oo AT DL i In agreement with the position of the GOE

in moving forvacrd wito: the AJIVD. Telecommunications Loan. We

feel bthat fo laportunt for Egypt and that the project basically

chouid not conrflics with any of e proposals. The reason simply

1s that mgypt's technicndl assistance, training and telecomiunications

repilacem:nt, cperutlng.and other related equipment needs are enormous.
in Toect inis poojech, by acsisting ARETO improve its organization and

the oxisting Lolecommunications system, snould provide a Tirmer insti-
tutionnl base on wnilch the implementation of any of the proposals

can bul ld,



II. BACKGROUND

The Present Teclecommunications Network

2.01, The present telecommm ications network in the Arab
Republic or Egypt is composed of approximately 375,000 lines
of switching equipment an associated network of inter-
office junctions withir. multi-exchange areas (Cairo and
Alexandria), and a national trunk network between manual

and automatic trunk switchboards.

2.02, The exchanges vary in size from small manual switch-
boards, consisting cf 6 to 10 lines, to multi-office installa-
tions consisting of up to 35, 000 lines of crossbar automatic
switching equipment of reasomably modern design. The small
remote villages are frequently served by a manual switchboard
located in the local police station or agriculturai 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 exteasive network of

long distance circuits, many of wh.ch are open wire., These
circuits converge on zone cent=rs which are then linked to
each other coaxial cable or microwave.

2,03. Current contracts and projects represent substantial
increases in switch and network capavility, 151,200 new
automatic lincs with a retirement of cnly 34,700 lines of
aging automatic equipment represent an increase of 36% in
central Cairo's busiest exchanges and in the Suez area. A
digital microwave junction network is being irstalled in the
Greater Cairo area. When completed, it will expedite rehabi-
litation of the existing cable junction system for reuse as
feeder cable reliaf or junction relief or redundancy.

Coaxial cable projects will complete the 'backbone" of the
national trunk network and in some cases will augment
international routes.

2.04, Cairo exchanges number 16 at present ccataining an
aggregate of 208,400 lines of dial equipment. The older
offices, some of which de=e back to the 1930s are equipped with
rotary equipment manufactured by Bell Telephone 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.
Plans for replacement have been delayed pending financial
arrangements.,

~hm
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The crossbar equipment, LME ARF 102 is generally well
configured and capable of providing good telephone
service. Currently. 106,600 lines are in service in 9
locations with an additional 10,000 lines presently
being installed as a replacement for an equal number of
rotary lires. Two major tandem units are also installed
in Cairo and are known as the Ramsils or Auto tandem
(2,100 incoming trunks and 1,944 outgoing trunks), the
other is che Abbassia Central tandem (980 incoming
trunks and 94 outgoing trunks). Details of the Cairo
exchanges and current projects are found in Annex E

2.05, Telephone service in Alexandria, Egypt's second
largest city, is provided by 61,000 lines of automatic

dial equipment installed in five locations. BTM rotary
comprise 40,000 lines and LME ARF 102 provide the remaining
21,000 lines. Lower Egypt and the Suez Caral Area exchanges
have 39,000 lines of automatic exchange equipment and manual
exchanges operating on common battery or magneto number
21,240 lines. Officec with less than 50 lines have been
omitted from above figures. Upper Egypt has 17,200 lines

of automatic exchange equipment and manual exchanges
operating on common battery or magneto number 11,800

lines. In the Red Sea area there are 580 manual lines.

A listing of manual exchanges with their capacity is shown
in Annex I.

2.06. Multi-exchange local junction systems exist only
in the two major Lgyptian metropolitan areas of Cairo and
Alexandria. In Cairo, 87 cables containing 50,199 pairs
interconncct 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 junctions.

2.07, The outside plant design is similar for both Cairo
and Alexandria and is referred to as control point planning.
The feceder cable is run underground in conduits, through
manholes and terminated in cross-connect cabinets generally
located on the sidewzlk. Smaller cables radiate from the
cross-connect cabinets and terminate in distribution points.
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
pairs terminated toward the exchange and 300 to 350 toward
the subscriber. This means that the average feeder cable
is terminated in 5 or 6 cross-connect cabinets and serves

-5 -



a specific geographic 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 cpen wire plant,
cable being used only to enter the exchange. Open wire 1s
uscd also as the principal means of interconnecting the
rural exchanges,

2,08, ARETO operates an extensive national network of
toll facilities throughout Egypt. A major project is
underway to expand the coaxial system particularly to
Upper Egypt and the microwave system from Cairo to the
Libyan border through Alexandria.

2.09. There is a mobile telephone system (UHF) which
provides communications service between mobile telephone
subscribers in the Cairo area. The connection is
accomplished by a normal dialing process. Capacity of
existing system is 100 subscribers expandable to 1,000
subscribers. Forty-one subscriber units have been
delivered to date,

2.10. International network communications are all
accomplished through Cairo, although small international
switchboards with limited capacity have recently been
placed in service in Alexandria and Port Said. A third
unit is planned for Suez. All international calls are
handled on a manual basis and routed over two principal
submarine cable outlets. One, Egypt to Italy (Catanzaro)
with an ultimate 480-channel capacity, and Egypt to
Lebanon (Beiru) with an ultimate 120-channel capacity.
In addition, a non-standard earth station, which is
currently being replaced by a standard station, provides
connections to the United States and Paris on a limited
basis. Sudan, to the south of Egypt is connected via a
tropospheric scatter system. ARETIO plaus to open a new
Automatic International Exchange (AIE) during the third
quarter of 1978. The first phase will allow 720
business customers to have International Subscriber
Dialing (ISD) facilities.

2.11. There are two telex exchanges, one in Cairo and
the other in Alexandria. All internaticnal telex messages
are routed via Cairo. There are 120 telex circuits on the
international network.
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The Condition of the Existing Equipment and Facilities

2.12 CTC reviewed the existing telecommunicatioas equip-
rent and racilitivs under the following heaaings:

(1) Station Equipment and Wiring
(11) Exchange Cable Facilities
(11i) National and International Toll Networks
(iv) Sub-Sector Equipment and Facilities
(v) Manholes and Conduits
(vi) Buildings
(vii) Vehicles and Equipment
(vili) Traffic in Long Distance Network
(ix) Telex Traffic
(x) Network Control

2.13 The listing of problems is too numerous

Yo 1ist here; fowever, a sample of some of the

tindings should illustrate the thrust of CIC findings.
Station equipment and wiring are almost all in poor
condition. A majority of telephone instruments are
obsolete and che rcmainder functioning poorly. Cable
networks are inappropriate and ia many faulted conducters
observed. The National and International Toll Networks are
characterized by the under-develo»ment of subscriber toll
dialing, poor condition of switchboards 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.

Problems with Structure of Telecommunications Sector

2.4, ARETO is ome of several agencies reporting to the
Minister of Communications. (The Minister's complete title

is the Minister of Transport, Communication and :Marine
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 ser-
vice oy facilities.



2.15. Most sub-sectors are large users of normal telephone
service, lease line facilities and systems, inciuding PBX,
PABX, Telex/Teleprinters, Radio and Microwave, Most PABX
systems are privately-owned, whereas ARETO usually owns the
older PBX system. In the large majority of cases where a
sub-sector wishes to modernize or upgrade PBX service to
PABX service, they normally purchase and install their own
system for onc 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.

2.106, Many sub-sectors are planning or installing private
radio or microwave systems. Some also install and maintain
thelr own telex or teleprinter machines. Many sub-sectors,
according to CTC, would prefer to use ARETO service and
equipment if they were assured of efficient and dependable
service ,

2.17. In brief, the existing quality of lease line and other
special type services provided by ARETC to the ten (10) sub-
sectors anc other large commercial users in Egypt is so ppor
that many are looking to private systems for relief. This

can only result 1n a continued deteriorating loss of revenue
for services that should rightly be provided by ARETO.

2.18. In all fairness to ARETO o number of constraints

to effective operations are duc o the fact thut ARET) is a
government agency and subject to regulations which prevent
ARETO management from caking certain of the steps which will
be needed o improve the operations of the organization. The
personncl and manpower policies of the GOE inhibit the sound
management oif ARETO's human resources. ARETO has been
required to hire personnel which it may not need and finds it
very difficult to fire unproductive ernloyees. The promotion
system is based largely on seniority. ARETO managers do not
have the authority to cffer the compensation they feel is
required to retain quaiified personnel.

2.19. The management of ARETO finances must conform to GOE
policies and regulations. For example, ARETO is required to
make available all net income to the Ministry of Finance. A8
a consequence, ARFET0 is prevented from relying with confidence
on these funds to maintain or upgrade equipment and facilities.
Funds for these purposes must be appropriated annuclly by the
GOE. The accounting system prescribed by the GOE, moreover,
does not meet the ARETO's operating needs.



2.20. ARETO possesses a large inventory of obsolete mat-
erials 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.

D. Past Financial Performance of the Telecommunications Sector

2.21, ARETO income statements were anaivzed for the
four years ending in 1976, The reported netiincome for those
years 1s presented below:

(LE Millions)
1973 1974 1975 1976

Operatiny; Revenues 22.13 23,7 26.0 30.0
Operating Expenses 17.6 19.1 21.4 23.2
Operating Income 4.7 4.6 4,6 6.8
Miscellaneous Income/Deductions .8 -9 1.2 1.1
Net Income 3.9 3.7 3.4 5.7
2.22. Tiie anulysis showed that: (1) the telephone plant

is undervalucd and the result is an understatement of depre-

\ clation expense, and (2) GOE provided loans with corresponding

‘ low interest rutes. The understatement of depreciation was the
result ¢f two factors. Tirst, ARETO acquired assets from the
GOE as a doncotion 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
immediately understatcd based on differences in exchange
rates.

2.23, The understatement of interest expense is due to ARETO
having the benefit of low-cost loans from the GOE and other
outside sources.

2.24, In terms of considering ARETO's past operating per-
formance as a basis for planning the company's future opera-
tions as an indepcndent agency*, it was necessary <o

make adjustments for the depreciation and interest expenses.
The following presents a restatement of the 1973-1976
operations based on adjustments for depreciation and interest
expenses:

* In the Management and Lator Section of this Paper there will
be included a discussion of the recommended Telecommunication
organization as an autonomous entity.

-9 -



(LE Millions)

1973 1974 1975 1976

Net Income 3.9 3.7 3.4 5.7
Less: Depreciation Adjustment (1.9) (2.0) (2.3) (0.9)
Interest Adjustment (1.2) (1.1) (i.6) (2.4)
Adjusted Net Income (Loss) 0.8 0.6 (0.5) 2.4

2.25. Ic is obvious from the above analysis that past

revenues have been inadequate and a substantial increase

in revenues i3 required before the telecommunications

organization can become a commercially-viable organization,

1o



se of this nrodect is to support and
ecommuricaticns irstituticn ir Bgypt (i.e., ARETO).
U.O. Consuitants' services will be provided te
its planning, management, operating and
ET0 is @iso implementing a Service Improvement
to it =5 a "erash prograx’) and the project
wiy ARETO's efforts by providing a few
crhacement and operating eoquipnient.  ARETC will
Tor ““>1Lr€nt4np this labor intensive activity and
w1ll periorm the actual work on improving tne
o nticns system. Other comperents of this project
will provide finurncing for a) replacement of an old, obsolete 20,000
Lirne rotoory cxchange in Zamalek (in Cairo) with en electronic
cxoranpe, wohen will serve as a model exchange; bIPAEX's and micro-
<rhe Cuire civvort to imorove communication tc this
Leroocnters; c) motile exchanges, which will permit
roer of old, rotary exchenge systems with
newer types of cxchangu systems; and o) various telecommunications
replacemernt equiprent.

3.01 The princi
strengthen <he t
To do so 3
ascist

Present te

3.0¢2 This project - deseribed in general Térme above - is con-
sistent with the Telecommunication:z Secu Study Rexmort recormen-
dations. .t a1so iarkes into account AneTu's prooent

absorptive Tty as as Egyptian prioritics ir the tele-

communicoiions cector, proposed loan project in itself cannot
satisly substantial technical assistance, training and
equiprent n T ARETO. istimited investments on the

rier o7 “‘.‘ Dl;‘iﬁﬁ by 196% and in excess of £20.0 billion by the
vear 2000 cousd be required in the telecommun:cations scctor. However,
this A.I.0. lons will provide modest improvements in the institutional
caparility of ARETO, will be suppcrtive of ARETO's "erash program"

or SIF, anu provide a small portion of telecommunications replacement,
cperating anc cther related eguipment urgently reguired by ARETO.
While impossible to quantify, the A.I.D. loan will make a relatively
small contribution toward improving the efficiency of the telecom-
murications system in Egypt by assisting, albeit in a limited

Tashion, ARETO in its efforts. Tne following paragraphs will provide
additional details of the project.

a. Priority Progrums

3.03 (i) Planning - assist ARETO establish a planning unit. The

U.S. Consultant will develop plans and schedules in priority sequence -
e.g.,PERT or CPM for an entire range of management systems, operations,
training and procurement. The U.S. Consultant will also modify and
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ssary the Master Plarn included ir Telecommunications
udy Ferort so that an overall telecommunications expansion

e realities of changing circumstances. Some technical
assistance weuld alsc be provided to the Office of the Minister of
Communicaticn:to strengthen the planning and oversee functions of
the Ministry,

3.0 (ii) Training - As mentioned earlier, while ARETO is overstaffed,
it face: shortages c¢f certain skills, such as qualified engineers,
technician: and craftomen., This difficulty will be compounded during
the expancionary period in the telccommunications sector (sze pares.
L.11-L.1L). What is expected to be accomplished under this lcan is
that & certain rnumber of instructors, to be determined, will be
trained and certein curriculum, also to be determined, will be
ceveloped by the U.3. Consultant. This ies a modest target and
revlects the Tuct that only a small portidbn of the substantial
training requirements of ARETO can be satisfied by this project and
also the long lead time required tc gevelop curriculur and train
instructoers. See Annex S for types of training programs possible).

i) Procurezort - Much of ARETO's procurement to date has
aken on an ad hee basis and not all the equipnment
curci may nuve been ecesary, complementary to existing equipment
o] i i =t priority. The U.S. Consultant will assist ARETO
to develop a rationzl annusl procurement plen or progrem beginning
in CY 1979 anc projected out for the next three to five years. It
i1s expected that the U.S. Consultant will review 211 of ARETO's
proposed tender Cocuments for conformance with the annual procurement
plan.

3.06  (iv) Accounting, Financial, Personnel - The U.S. Consultant
will assist ARETC in devising a range of systems and programs.
These will include a personnel management program; systems and
prccedures for budgeting, accounting, financial reporting, cash
rinagement, Internal auaiting; and, perhaps, the development of an
EDP plan, especially for billing.

b. S8IP - (Service Iuprovencnt Plan)

3.07 The "Quick-Fix" or Service Improvement Plzn (SIP) was
devised on the basis of three most important considerations. First,
the quzlity of ARETO services is in most serious ané urgent need

of improvement. Second, unless certain underlying causes are
corrected it is probable that Master Plan additions will result in

more serious network congestion. Third, however, with proper
allocation and management of available resources, a clearly
recognizable overall improvement in the quality of AERTU
service in the Cairo area is achievable in two years., The
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an ARETC nrogram and is being undertaker and implemented
perzconrnel. The foreign exchanye required for capital
ment (meinly air-corditiorers) will be Tinanced by the

loan.  AVI.D. will alczo finance a Tew Advisors *o support
nis osubstontiul ARETO efrort. Consequently, SIP ig generally
limited tc Ttems which arc mainly labor intensive and will be
perfurtied Ly ARNTO o4u?f, Included are raintenance, repair,
logriotios, wrffic and commercial operations and such other zervice
functlons as directories and billirng. The sum of these actions

is a progrum which is capable o improving boih the basic commu-
nicstions services of ARETO, and those non-comnunications services
which have a stron. influence on customer opinion. A summary of
the network ard service conditions which will be addressed by
ARETO in the 377 is presented in Arnex G.

B, Fauipment

3.03 Volume 5 oT the Telecommunications Sector Study presents a
plan for the development of a model exchange in Zamalek (in Cairo).
It covers the replacement of exchange equipment, an outside plant
feeder cablie plan, a detailed plan for a portion of the distribution
plant, recommended general technical specifications, and a descrip-
ticn of the methods and procedures to be empleoyed as the Zamalek
excnange is converted to a model exchange.

3.09 The U.S. Consulvznt will review the above mentioned Volume 5.
After thiz r_view, the Consultant will prepare detailed specifi-
cations, nrepuace zn IFB, advertise for the job in the U.S. and
assist ARETO ir evaluation »f technical bid prcposals so that an

award can be m:ide.

3.10  The U.S. Consultant will perform the same functions in
competitively procuring: a) PABX's (approx. 2,000 lines) znd
microwuve Llrl. for Calro airport and other locations; b) mcbil
excrange cuution van. .arprox. 3,000 lines); and c) other equip-
Lent such oo alr conliticners, vehiclies, tosl:s, test equirment
nrd other miocellanccuir hardwave. The replacement of the Zamalek
wXcnange will be contractcd on a turn-key besis, as wili

the
PABX's and microwave links , “he remaining equipment items necded
by ARETO to «.criie more viifecuively are primirily off-the-shell

DL Annoex opresonis a listing of the ofr=the-shelf type
stems wrlch wil. oe porchased under the A.I.D. loan.

3.11 The installation of a new 20,000 line exchange using the
electronic switching system, which will replace the obsolete rotary
exchange in Zamalek, is planned to serve as a model exchange.
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Installation of &n electronic PABX and microwave link at the Cairc
Airport and other locations will substantially improve communications
to and from important focal centers in Cairo. TFinally, the pro-
vision oT « range of equipment will be beneficial to ARETC in better
equipping employees and facilities to expedite improvements in
telecomnmunications service.

C. Project Assescsment and Summary Comments

3.12 it i+ the opinion of U.5.A.I.D. that the Training
and Equipment procurement aspects of this project appear to be

reasonabliy implementable. In Training, a good basis exists upon
vhich to build an efficient training capacity in ARETO. A Training
Institute was established in 1970, with the assistance of the
United Nations Development Program, for the telecommunications
system. The Institute currently trains more than 3,000 students per
year. TFurther, a new building is under construction which will
increase the capacity of the Institute. While physical facilities
and equipment had been expanded and the quality of training was
improved somewnat, nevertheless many problems remain to be sclved.
There is inadequate planning and coordination on the part of

ARETO., Unused training capacity results frowm an inadequate process
of identifying “training needs and coordinating these with training
capacity.

3,13 From the Telecommunications Sector Study Report the U.S.
Consultant should have no difficulty in identifying curriculum and
a reasonable number of instructors it can develop and train in a
two-year period to meet the most urgent training needs of ARETO. 1/

3.1k The procurement of telecommunications replacement, opera-
ting and other ecuipment should pose no major problems for a
qualified U.S. Consultant. The preparation of technical
specifications. IFB's and evaluation of bids can also be reasonably
accomplished.

3.15 As mentioned earlier, the technical assiitance, training
and equipment requirenents of ARETO are substantial and this project
will only furnish FX for a small portion of these requirements.

l/ In Exhibit V-1-Cost Estimate - the technical assistance cost
component of the project is based on a 600-650 man-month effort
by the U.S. Consultant. The breakdown of man-month effort by
category (training, procurement, planning, etc.) will be
determined when technical proposals are received by ARETO and
AID towards the end of 1978.
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ARETO and U.S.A.I.2. are in agreerment that techrnical assistance
stould be provided to assist and train ARETC rersonnel, rather

.,

than work Tuil-time in taking over and substituting for ARETO steff,

2,15 Consegquently. ARETO and U.S.A.I.D. agreed that a $7.5 million

technical nssistance and training package - which could finance a
600-650 men-ronth leval of effort - would be appropriate to sccomplish
the major part of the scope of work described in Anrmex C. During

the preproposal conference with the short-listed qualirfied U.S.
Consultanus, ARETC will emphzsize its desire to minimize the degree

o7 exputriate tresence and advise the U.S. Consultants that their
proposals crould re’lect an "advisory approach'. At this conTerence

3.17 This initial project is not sufficient in itself to strengthen
the ARETO organization to a point where it will have the institutional
capability to efrectively use an unprecedented and substantial in-
fusion of cupital (The Master Plan fcoresees an investment progranm

of 32.7 billion by 1984 and in excess of $20.0 billion by 2000).

in consultations briween ARETO and U.S.A.I.D. it was agreed tnat

the technical assistance should be directed toward the areas of
priorities described above in paras. 3.03-3,11.
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IV. MANAGEMENT AND LABOR

ARETO Present Organization

4,01, The ALETO present organization chart is presented in
Annex H. As mentioned earlier, ARETO 1s one of several agencies
reporting to the Minister of Communications., The other agenciles

include a telephone equipment manufacturing facility, the A.R.E.
postal service, and TRC.

4,02, The Chairman of ARETO presides over a Board of
Directors composed largely of representatives from govern-—
mental ministries and the Chairman 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 Chairmen for Operations and Main-
tenance, for the Planning and Execution of Projects, and for
Administrative Financial and Commercial Affairs.

Senior Manageunent

4,03, The Deputy Chairman for Operations 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 scctors in Cairo, Alexandria, and Upper and Lower Egypt,
and three other service sectors for Internatiomal 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
work-force and is by far the largest single functional grouping
within the organization.

4,04, 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 tcalecommurications system, This sector accounts
for 11% of ARETO employees. Ir addition, for construction
projects outside of Cairo and Alexandria, laborers from the
Operations and Maintenance sector may be supervised by the
Projects Department.
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4,05, The Deputy Chaivman for Administrative, Financial
and Commercial Aftairs is responsible for establishing poli-
cles, implementing procedures, and controlling the financial,
commercial and personnel sctivities of ARETO. Also reporting
to this Deputy Chairman i: the Telecommunications Training
Sector and the Stores and Purchase sector.

4.06. The above senior management, including top assistants
and the Chairman of ARETO, are capable, talented and dedicated
individuals. The problem with scnior manwgement is one of the
lack of a functioral organizational structure and the systems
needed to control its own operations. Tne functions of the
Chairman and Deputy Chairmen should v ©o direct and control,

but not to operate on a day-to-day hasis the detailed opera-
tions of ARETO. Also, a number of constraints confronting
ARETO senior management were described in paras 2.18-2,20.
More wili bc said about eliminating or at least
the degree of these constraints later in this section.

C. Composition and Performance of the ARETC Work-Force

minimizing

4,07. The long-term growth of the telecommunications industry
in Egypt has been accompanied by a significant growth and sig-
nificant changes in the composition of the work-force as can

be seen below:

EXHIBIT IV-

1

1
Composition of ARETO Work-Force™

1961 1969 1977

Occupational Category No. % No. A No. %

Top Management 6 .03 13 .04 82 .15
Administrators 79 .40 607 1.70 950 1.80
Engineers 292 1.60 734 2.00 1,224 1.80
Technicians 1,721 9.40 3,639 10.20 7,235 13.50
Operators 5,006 27.20 9,390 26.18 11,484 21.40
Clerks 1,2582/ 6.80 2,961 8.30 5,406 10,10
Skilled Laborers 6,004~ 32.64 10,169 28.38 16,624 31.00
Unskilled Laborers 4,020 21,93 8,305 23.20 10,683 19.90
Total 18,386 10uL.00 35,818 100.00 53,688 100.00

1/ Budgeted work-force.

2/ Actual only available for total laborers.

Division into two

categories was estimated using ratio of skilled to unskilled

in 1966.

Source: Annual Manpower Budgets: ARETO Personnel Department

- 17 =


http:2.18-2.20

4.08. The ARETO manpower budget for 1977 included positions
for 53,688 employees. The actual number of employees as of
September 1, 1977, however, was only 46,030 or 867% of the bud-
geted number. Approximately two-thirds of this difference was
due t~ bucl-et vacancies, while one-third resulted from
enploy.es 1o technically occupied budgeted positions, but
were on paid or unpaid loan to other ministries, in the
military service or on unpaild leave (often to work temporarily
in other countries).

4.09. 3ince 19A1 the size of the ARETO work-force has nearly
trebled from a budgeted 18,386 employees in 1961 to the 53,688
employees budgeted for 1977. This represents an average
increasc of 2,206 cmployees per year or an average annual
growth ¢f 7.1%. Nearly half of these employees were hired
during the last six years of this period. Much of this

growth was the result of GOE pressure to hire employees
according to annual quotas designed to reduce unemployment.
(This situation is, of course, not unique to ARETO but

extends to other public sector entities.) The extent of

these quotas is shown below:

Exhibit IV-Z

GOE Hiring Quotas Imposed on ARETO
by Occupational Category: 1972~-1976

Occupational From From

Categories Manpower Military Total Hires
Administrators 1hL7 - 147
Engineers 488 - 488
Technicians 1,264 3 1,267
Operators 1,645 175 1,880
Clerks 682 471 1,153
Skilled Laborers - 914 914
Unskilled Laborers - 4,370 4,370.
Total 4,226 5,933 10,159
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4.10. While the impact of these quotas may have been
beneficial to the unemployed, they are certainly detri-
mental to the efficiency of ARETO operations. Their

impact on aggregate productivity is displayed in

Exhibit IV-3 further below. The exhibit shows that the
number of employees per 1000 main stations increased each
successive year since 1971. This mecans that the average
workload per employee during this period annually decreased
resulting in significantly lower average productivity per
employec in 1977 than was true in 1971.

Exhibit IV-3
Number of Staff Employed by ARETO
Per 1000 Telephone Main Stations: 1968-1977

Number o / Number of , Employees Per 1000
Year Employees= 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
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 46,030 361,648 127.3

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

2/ Since there arc no multiple lines in the A.R.E. the number
of main stations and subscribers are equal.

Source: Manpower budget from ARLTO Personnel Department.

Number of main stations provided by ARETO Planning
Sector.
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4.11 In most developed countries, a subscriber/employee
ratio of from 1000 : 8 to 1000 : 30 generally prevails.

While 1t is not possible at this time to determine
the proper subscriber/employee ratio for the A.R.E., the

influx of additional employees during the period 1972 to
1977 and the resulting decline in productivity per employee
supports the conclusion of a substantially overstaffed and
underutilized work-force. However, it should be emphasized
that whilc overall ARETO is overstaffed, ARETO faces shor-
tages of certain skills, such as engineers. Its current
difficulties in recruiting qualified engineers, technicians,
and crafitsmen will grow to even greater proportions if
industrial cxpansion within Egypt progresses in response to
more liberal economic policies. The current low rate of
employee turncver (in 1977 it was 3.27%, and from 1966 onward
it never exceeded 4.0%) within ARETO is due to the non-
availability of alternate employment rather than to a high
level of employee job satisfaction. The establishment of
new joint venture companies and general industrial expansion
will create additional job opportunities which could result
in a significantly higher rate of labor turnover within
ARETO.

4.12, Glven existing conditions and the constraints
within and without ARETO, it is expected that there will be
continued shortages of engineers, technicians, and skilled
laborers. These shortages will continue into the time that
the Master Plan foresees major operational expansion. 1In
the absence of corrective action by ARETO cor 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 not job responsivilities forms the basis of the
structure); the establishment of an aggressive recruitment
program; and the improvement of working conditions so as to
create an environment conducive to effective operations.

4.14, To improve productivity will require basic changes

in the structure of the basic training process, a major
expansion of training facilities and staff, improvements in
job supervision, an upgrading of employee wages, and more
adequate tools and equipment. The implementation of such
programs will not eliminate the problems of labor availability
and productivity, but will go far toward minimizing them.
However, by their nature, these programs require considerable
lead time. They must be given immediate and serious management
attention if the Master Plan is to proceed {in 1980-1981) as
scheduled. As explained earlier, addressing these basic
problems is one of the major thrusts of this proposed loan
project.



Planned Organization for the Telecommuncations Sector of the
A.R.E,

4.15. Paras 2.18-2.20 showed that ARETO's identity as a
government agency makes it subject to reyulations which prevent
ARETO from taking certain steps which wili be needed to improve
the operations of the organization. A new rlanned organization
chart 1s presented in Annex I.

4.16. The Sector Study Report recommends that ARETO be re-constituted
under its own special charter as an autonomous entity not subject to
normal governmental or public sector regulations. The objec-

tive of this action is to provide the management of ARETO with

the flexibility it needs to improve telecommunications services

within Egypt.

4.17. The Report 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 jolnt 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 responsibilities into different boxes in an organization
chart does not in itself improve telecommunications
operations. However, autonomy 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 structuve; {2) the establishment of a reasonable wage
structure; (3) the ability to enjoy an 8-10 vear income tax
holiday; (4) the right not to accept GOE employment quotas;
(5) the ability to fire unproductive workers; (6) the elimina-
tion of ARETO legal obligations to turn all its profits to
the Ministry of Finance and to depend upoa the GOE budgetary
process to gain necessary operating and investment funds;
(7) the right to appoint top managers w.thout prior GOE
approval; and (8) the right to establish accounting,
financial reporting, inventory disposal, etc., systems which
are not dictated by the GOE but are designed to serve and are
in many ways unique to the telecommunications industry.

4,19, There are indications that the GOE is favorably
disposed toward a new organizational stiucture for the
telecommunications sector, The following Presidential decree,
while admittedly a bit vague, does auger well for a new
organization:
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"Translation of Presidential Decree No. 124 for
1978

First:

ARETO is permitted to establish anonymous
(incorporated companies, zlone or jointly
with other partners afte: che 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 following
publication.

Issued: March 16, 1978
/s/ President Sadat"

4,20, Recommendations to deal with a number of the
problems with the present ARETO will be addressed in the
section on Recommendations, Conditions anc Covenants.
USAID will actempt to reach agreement on a number of the
actions required by the GOE that will lead to the
resolution of these bottlenecks to successful projecu
implementation.
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V. TECHNICAL ANALYSIS

SIP ("Quick-Fix'")

5.01. The tclephone service in Cairo can and must be
imnroved quickly. It is U.5.A.1.D.'s strong view that to
undertake a larpge and costly Master Plan program without
first taking reasonablc steps to relieve the congestion in
the Cairo network would be a mi-take.

5.02. The technical consequences stem from the fact that
the network, as it is today, is suffering mainly from the
lack of effective maintenance or faulty workmanship. With
a few exceptions, the network is capable of providing at
least an acceptable grade of service.

5.03. The major faults are that:

(a) exchange equipment is overloaded--not
because the equipment is underdesigned--but
because of numerous Iineffective call attempts
that are overloading the registers; and

{(b) the ineffective attempts, in turr, are
caused by call faillures at innumerable faults
throughout every part of the exchange and
junction networks.

5.04, Most faults are correctable by:

(i) Overhauling exchange equipment and cable
facilities;

(ii) Repairing defective subscriber installatioms;

(1ii) Repairing and/or replacing and improving the
overall utilization of the junction network; and

(iv) Repairing or replacing defective and obsolete
telephone sets.

5.05. Maintenance systems and records must also be improved
to arrest the deterilorating trend in con 'tions and facilities

and to preserve the gains made by the rapair and rehabilitation
work outlined above.
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§,06. The Sector Study Report states that the performance of most of
the clements of the existing Cairo networks can be improved before
Ocrober 1980, Wwhat 15 required is a relatively small capital
inveostment and a weli-nmanaged, consistent, coordinated, first-
priority effort on the part of ARETO with the assistance of a

few cexperienced expatriate advisors, ARETO management concurs in that
the IP is o rirst priority and there is every indication that it will
lend oo tu.iost support--~ in time, money and human resources—-— to
carryiny ovut this program. {(Annex G presents a revicw of the present
condition of ARETO eqguipment, facilities and services which must

be addresscd by the SIP program.)

w

Priovity rograms

5.07. Par.s 3.03 throupgh 3.06 describe in some detail these
privrity programs where A.I.D. assistance will be directed; i.e.,
pluanning and procurencent assistance, institutional strengthening
and training,

5.08. ARETO has accepted the SIP (through 1980) as reasonable,
ARETO is alsc aware that the immediate implementation of these
priority programs is urgently required. Since ARETO is supportive
of these priority programs, it is expected that it will make every
effort Lo make qualiried personnel available to work with the U.S.
Consultant., It is most important that systems, procedures and
training curriculum are not prepared for ARETO, but that ARETO
participate in their formu ation. In devising the scope of work
for the US Consultant, USAID will discuss with ARETO the extent of
ARETO personnel participation under existing conditions in devising
and implementing these priority programs. It is important %o note
that the Chairman of ARETO is determined to have these programs
devised rapidly and to have his staff develop the necessary skills
so that ARETO can be self-sufficient in the shortest time possible.

- 24~



Equipment Procurement

5.09. The development of technical specifications for
replacement of an oM rotary exchange in Zamalek, a PABX
systen and microwave link of the Cairo airport, and mobile
exchanve vans will be a routine matter for the U.S.
Consultant and ARETO engineers. Procurement of other
types of cquipment include: Maintenance and other vehicles,
some alr-conditioning units, testing equipment and other
small moaiatenance and related tools. Procurement of these
items should also be a simple matter following A.I.D.
procurement regulations. It is planned that the U.S.
Consultant assist ARETO in the preparation of detailed
specification o, IFB and evaluation format so that the
award can be made for the replacement of the Zamalek
rotary exchange, PABX and microws—e links on a turn-key
basis.

5.10. Nonce of the above equipment is in the category

of being technologically new and innovative. Consequently,
the installation, procurement and utilization of this
equipment should present no special difficulty.

Summary

5.11. A.I.D. will loan finance a $7.5 million technical
assistance package for the Egyptian telecommunications
sector. The availability of this varied technicul exper-
tise is readilv available in the United States, as is the
telecommunications equipment to be procured under the

loan. USAID foresees no serious technical obstacles to

the successful implementation of this project.

Cost Estimate

5.12. The capital cost of the project has been estimated
by CIC. These cost estimates have been reviewed by ARETO
and USAID and are considered reasonable. Equipment cost
estimates were based on market prices in effect in June 1978.



5.13. The totalcost of the project, expressed in

dollars at the parallel marke: rate (L.E. 1.00 = USS1.43), is
$48.5 million, of which the equivalent of $8.5 million is the
Egyptian pound cost and $40.0 million is the foreign exchange
cost. The aforementioned Egyptian pound cost does not include
the salary costs of ARETO personnel assigned to this project.*
Technical assistance accounts for 18.75% ($7.5 million) of
total projecct costs; equipment and equipment-related activities,
including shipping, accounts for 71.25% ($28.5 million); and a
contingency and escalation factor of 10% (54.0 million) has
been inciuded. Both ARETO and USAID consider that the $7.5
million for technical assistance is the maximum amount which
should be disbursed under the A.I.D. loan. This represents

a 600-650 man-month effort by a US Consultant and is con-
sidered satisfactory to accomplish the tasks described in
Annex 0. Consequently, the $4.0 million contigency and
escalation rfactor included in the cost estimate is actually
147% of the tocal costs of equipment and equipment-related
activities, and is considered satisfactory.

¥ The estimated cost of salaries for ARETO personnel assigned to
this project is L.E. 2.0 million (or the U.S. dollar equivalent
of $2.8 million). If the salary costs of ARETO personnel are
considered as part of the GOE contribution, the GOE contribution
(U.S. $11.3 equivalent) would amount to slightly more than 28%
of total project costs.
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EXHIBIT V-1

ESTIMATED COST SUMMARY
(in 000s L.E. and U.S.S$)

Category

Technical Assistance & Training

Assistance to ARETO & MOC:

Plaraing

Training

Procurement

Accounting, Financial &
Personnel

SIP

Equipment & Equipment-Related

a.

Replacement of 20,000-Line
Zamalek Exchange

(i) Exchange Equipment
(ii) Outside Plant

. PABXs (3,000 Lines); E.G.,

for Cairo Airport

. Microwave Links to Important

Locations; E.G., Cairo
Airport

. Mobile Exchange Station Vans

(3,000 Lines)

. Relief Equipment for

Customers Using Rotary
Exchanges

Air-Conditioning, Vehicles,
Tools, Test Equipment &
Miscellaneous Hardware

Contingency and Escalation

Total

1/ See Annex O for scope of work.
2/ See Annex P for illustrative list of equipment which will be

financed by the A.I.D. loan.

$
(A.1.D.)
1/
$ 7,500”
28,500
$ 8,000
10,000
2,000
1,000
1,500
3,000
3,000%/
4,000
$40,000
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L.E.1,500

3,750

750

L.E.6,000



VI, MARKET ANALYST

[ D]

A. Need for Improved Telecommunications System-

£.01 While the need for an improved teleccmmunications system
is obvious, it ic worthwhile to vresent the following general
statement. In the modern industrialized world Tast and efficient
telecommunications service is essential for the smooth and ef-
ficient functioning of business. Industrialization is defined
nere as tne pracess of increased specialization of the factors

of production; as the level of epecialization increases, each
factor vperforme o smaller portion ¢f the productive process. In-
creased indusirializa<tion and industrial complexity bring about
the interdervendence of all participarts in the econocmy. In an
economy of subsistence agriculture where each family produces its
own food, clothing, and shelter, and has little or no trade or

cven contact with others, there is little need to commuricate.

The Tamily itself is the economic unit. On the other hand, in an
industrialized and diversified market economy, fast and efficient
means of communications are recessary to carry out the exchange

of information requircd among all of *he participants. Since no
person produces all of the goods he consumes, everyone is dependent
uponn others for many gocds and services. With increasing indus-
trailization and interdependence, an increasing amount of information
must be ex-hanged among the participants of the economy. Teie-
communicaticns constitute a vital link in tying the various sectors
together into a smoothly Tunctioning economic unit.=

'd

et

n
(44

try

B. Feason for Condition of Past andé Present Telecommurications
Systen in Fgynt
6.02 Paras. 2.12 and 2.13 explain, in very general terms, the

Door condition of the telecommunications system in Egypt. There

are various reasons wny Egypt's telecommunications system has not
xevt pace with the needs of the country. Because of the heavy
defense burden the courtry has carried for many years, as well as
other factors, funds have not been available to improve and expand
telecormunications facilities. In additicn, 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 a result, the present system is congested, and service is not
available to many who need it and are willing to pay. CTC conducted

S
o
1

1/ Linda Lee Bower, "Telecommunications Market Demand and
Investment Requirements", Telecommunications Journal,
March 1972, p. 178.
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arge international rirms in Cairo
seriously impaired by the de~
ice and most consider it a srave
requires many dixiing cttempts,
ieveral days to completic; and when
ic froquently

Verrent s

oV L Lo

C. Relcormmunicanisns Demand

H.L.U3 5 omentioned repeatedly, one of the principle purposes of
the project in te assist ARETO to improve the efficicncy and
effeetiveness ol the present telccommunications system and to
develop and Zrotall oo program te improve ARETO's management and
operatlons (see paras. 2.01-2.11) . Indeed even if there were

no cxpansion in dasand contemplated, the validity and integrity
o this projcct wourd remain intvact. Nevertneless, expansion

is a necessary ingredicent of Egypt's economic development and the
following paragraphs will discuss CTC's demand projections.

1. Metrnodolcgy for Demand Porecasts

6. Ok There are a number of elemerts in the demand forecasts for
teilecomnmunicavicre service. These include domestic and inter-
national telephcone, telegravh, and telex. For each of these

elements o correlation was 9 everoped with an economic parameter
and an icn develicope The correlation parameters used in
these egquations are 1istoed bpelow.,
Deperdenty Yuriable ‘ndependent Variable
Telephonre Denaity GZP per capits
Domestic telegrams per capita GDP cer caplta
Domestic telex calls per ceapita GDP per capita
Internatior:.l teleprhone calls Poreigr trade and
tourist receipts
Internaticnal tzlegrams roreizn trade and
tourist receipts
Interrational telex messages Foreign trade and

tourist receipts

1/ The individuzl equations developed are too long and complicated
to be included in this Paper but can be located in CTC's final
report, Volume 3.


http:Internation.ol

6.0% Hach o the e”uations cseveloped for the above provides

a model for forecasting demand for one of the elements. A model
used in uElGCOEMUHlC&ClonS planning must provide a specific economic
framework for the necessary projections, tecause it is economic
activity that generates telecommunications traffic.

¢ Dermand

a, oomesti

6.06 The busis oV the telephone forecast is a correlation
vetween GDF per capita and tele ephcrne density. This correlation,
accordins to C7C, has proved to be a simple but effective means
ol procicting the number of teleprones that will be demanded in
& country at a giver level of economic development. This method
15 based on mzcro analysis and provides a good basis Tor fore-
casting demand at the national level, but it ceannot be used for
forecasting ot the exchenge level. A sepcrate procedure was

wrricd out by CTC which plotted growth factors for individual
cxchange arcas. This was done by taking expressed and unexpressed
demand in eacnh case and predicting growth based on an inspection
of the cxisting and forecasted economic activity in the area.
The aggregate rumber of televhones predicted by the two methods
closely approximated one another.

]

©. International Forecast

6.07 These Torecasts predict future levels of demand for inter-
retional telephonz, telegraph and telex services in Egypt. As
Egypt's internal economic situation changes, so does its relation-
ship with the international economic comunity.

£.08 ~he forecast growth in international telephone, telegraph
and telex trarfic is based on a correlation between foreign trade
lus tourisy receipiz and international outgoing telecommunications
ennlng studies nave demonstrated that ihis is a suitable and
erfective basis :'or an international demand forecast.

“

¢, Sub~sector Needs

6.09 The sub-sectors typically are large users of communications
whose requirements tend to be concentrated near or between specific
locations. These factors, coupled with the discreticnary autheority
of sub-sectors to use either ARETO systems or their own networxs,
make it virtually imrossible for ARETO to predict their long-term
needs. Demand forecasts of sub-sectors have, therefore, r2t been
included in a subsequent demand forecast exhibit.
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d, Comments on Merhodologpy

o}

.20

d.5.A.1.0, considers the methodology used (see pera. 604)
as reasonable. 1t presents a reasonable model and this model is

susceptible to sensitivity analysis., That is, ARETC will be uble
te cbserve now the relative magnitude of change in one (or more)

factors in the analysis (such as GDP) affects the magnitude of
change in the Tinal line forecast.

6.12 The present telecommunications network was described in

the Background section of this Paper. CTC's twenty year forecast
is presented below:
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1980

1981

1982

Exhibit VI-1

Egypt
Summary of

Telecommunications

Demand Forecast

1983

Domestic

Telerhone Lines 1,080
(Trousands)

Total Cutgoin,, 174,760
Telegraph Words
{Thousands)

Totaul Cutgoing 6,h97

Telex Minutes
{(Thoucands)

Internaticnal

Tontal Telephrone 27,327
Total Telegrarh 26L 726
Words {Thousands)

Tetal Telex Min- 121,152
utes {(Thousands)

1,167

183,702

7,220

29,372

275,616

129,713

1,271

192,508

7,965

31,569

283,635

138,881

1,k00

201,348

8,711

33,932

298,716

148,698

1984
1,548

212,585

9,619

37,358
315,183

162,878

1989

2,1k

232,237

13,862

53,583
385,440

229,176

19G4

3,099 -

250,k95

20,k21

78,301

LT, 77k

330,731

L, k81

270,385

31,013

115,671

592,185

L7k ,857
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VII. FINANCIAL ANALYSIS

Historical Financial Performance of ARETO

7.01. ARETO's Balance Sheet and Income Statements for the
period 1973-1977 are presented further on in this section.
ARETO's accounting statements do not present ARETO's financial
performance and situation in accordance with normal inter-
national telecommunications accounting practices. The reason
for this is that, as a Government Board, ARETO follows the
Egyptian Standardized Accounting System (SAS), whose main
objective is to provide comparable basic data through
standardized accouating statements for macror.conomic

planning and control purposes.

1. Balance Sheet

7.02. ARETO's assets at December 31, 1977 were estimated

to total L.E. 228.3 million, of which approximately L.E. 61.6
million were classified as current, liabilities totaled
approximately L.E. 174.1 million, of which L.E. 136.5 million
were long-term, and equity was approximately L.E. 54.2
million. ARETO's current ratio was 1:9:1.0 and its long-
term debt to equity ratio was 2.5:1.0, both very conservative.
Following are the Summary Balance Sheet figures for the years
1973-1977, more detailed figures are presented in Annex K.

Historical Balance Sheets
(in L.E. 000,000)

Actuals Estimated
1973 1974 1975 1976 1977

Cash and Receivables 13.0 15.6 18.5 25.0 26.4
Total Current Assets 27.7 34.3 43.5 57.4 61.6
Total Assets. 96.2 106.7 130.3 178.6 228.3
Current Liabilities 13.0 15.6 24.7 29.8 32.2
Total Liabilities 46.65 55.7 79.2 132.5 174.1
Total Equity 49.4 50.9 50.9 46.1 54,2
Current Ratio 2.1 2.2 1.8 1.9 1.9
Long-Term Debt/Equity Ratio 0.6 0.7 1.0 2.1 2.5
2, 1Income Statement
7.03. The results of ARETO's operations for the years

1973-1977, with significant performance ratios, are shown
below. Detailed statements are presented in Annex L.

- 33 -



Historical Income Statements
(in L.E. 000,000)

Actuals Estimated
1973 1974 1975 1976 1977

Operating Revenue 22.4 23.8 26.0 30.0 40.8
Operating Expenses 17.7 19.2 21.4 23.2 27.1
Operating Income 4.7 4.6 4.6 6.8 13.7
Other Income (Net) A .6 .7 1.5 1.5
Other Expense (Int., & Comm.) 1.2 1.5 1.9 2.5 6.5
Net Income 3.9 3.7 3.4 5.7 8.7

As a percentage of sales (Operating Revenue), the above rep~
resent the following:

Operating Ratio-% 79 80 82 77 66
Operating Profit-7% 21 19 18 23 33
Net Profit-% ) 17 15 13 19 21

3. Comments on Past Financial Performance

7.04, ARETO's past financial performance has been mixed.
The IBRD in its appraisal repert (no. 1765-EGT) showed the
ARETO's financial rate of return on historically-valued
assets averaged 9.9% for 1973-1976 (9.37-1973; 9.1%-1974&5;
12.4%-1976). ARETO's revenue per main station averaged only
US$137 per annum in the 1973-1976 period, while corresponding
revenues for countries at a similar stage of development were
as follows: Ghana $211; Pakistan $224; Ethipia $236; and
India $253.

7.05. The low return stermmed mainly from the imbalance
between stafring and pricing practices. Increases in the
number of employees outpaced by far increases in productive
assets main stations, while tariff levels were kept unchanged.
By year-end 1576, ARETO's staff exceeded the employee/telephone
ratio attained in 1973 by some 9,426 employees, or by about 2%
(see para 410, Exuibit IV-3). The disproportionate staff
increase resulted largely from GOE policies (see para 409,
Exhibit IV-2). It is estimated that the cost of the excess
starf over the 1973-1976 period amounted to 14% of the
operating expenscs and 8% of the operating revenues.

Without this expense IBRD has estimated that ARETO's financial
rate of return would have ranged from 10% to 19% on the
historically-valued assets, averaging more than 12%.



B. Project Financing Plan

7.06. It is proposed that this $40.0 million project be
financed as a loan on a two-step basis; that is, the GCE be
required to relend the A.I.D. loan to ARETO on commercial
terms. Proposed terms to the GOE are recommended to be at
A.I.D.'s lowest concessionary terms--principal repayment in
40 years with a 10-year grace period, with Interest at 27
during the grace period and 37 during the repayment period,
Proposed terms to ARETO will probably be on the order of
principal repayment over a 15-year period including a 5-year

grace period, with interest at 7.5% during the entire 11ife
of the loan.

7.07. Total project costs are $48,500,000, of which
540,000,000 are foreign exchange costs and $8,500,000 are
local currency costs.®* The A.I.D. loan will finance all
of the foreign exchange costs of the project and the local
currency costs will be financed from ARETO's internal cash
generation.  In the cvent that ARETO does not free itself
of GOE rcgulations during the period of this loan, then
ARETO'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

7.08. This project is one directed mainly at infra-
structure buildiug; in this instance the telecommunications
sector. The telecommunications equipment to be financed by
the A.I.D. loan will be mostly replacement equipment of the
type required to maintain and improve the present
telecommunications network in Egypt.

7.09. This project will finance a very negligible ex~
pansion of telephone, telegraph or telex facilities.
Consequently, this project will not directly generate any
notable additional funds for ARETO.

7.10, Indirectly, however, it is expected that at the
end of this project ARETO will be operating at a higher
level of efficiency and, consequently, there should be
some operating cost savings.

* Does not include value of ARETO payroll costs for a substantial
number of ARETO staff assigned to work with the U.S. Consultant.
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7.11. ARETO sees itself on the threshold of 5 possible
expansion program where by 1989 ARETO will be able to effec-
tively satisfy domestic demand. There is general consensus
that the prescnt telecommunications system is seriously
deficient and could not efficiently absorb this magnitude
of capital investments. It is for this rcason that the GOE
has requested A.T1.D. to assist ARETU in strengthening its
raragement, planning and operating capacity. It is further
understood by the GOE that this A.I.D. loan can only cstab-
siuhoono Doandc o Tor Drgproving ARNSTO's caracilitics and
that continuing prefessional assistance will be required if
ARETO is to begin to undertake an expansion program of the
size and scope envisioned in the Master Plan.

7 12, In this initial stage, project profitabilicy is
not a consideration. It i5 practically impossible to
quantify the incremental benefits and costs to determinc -
the financial internal rate ot return.

7.13. Nevertheless, ARETO's profits through 1980 will
be satisfactory as recapped below:

1/ 1/ 2/
1978 1979 1980

Operating Revenues-LE Millions 58 92 93
Operating Expenses-LE Millions 3 41 50
Operating Income -LE Millions 25 50 43
Operating Ratio  ~Percentage 57 45 54
Debt/Ecuity Hatio 3.3 3.0 4.2
Debt Service Coverage-Times 1.1 1.4 1.5
7.14. It 1s significant to note that the above figures

are projected on the assumption that the domestic tariff
structure will, in fact, beccme effective as shown in
Annex J. Also, the above figures have not been adjusted
for depreciation and interest (see paras 222-224).

17 CIC's financial projections do not begin until 1980, the year
the Master Plan is to begin to be implemented. Figures for
1978 and 1979 are taken from IBRD Report No. 1756-EGT.

2/ From CIC's Telecommunications Sector Study - Volume 7.
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7.15 Tarnins coapacity oin reldation to currentlv-valued
asscts 18 net roown because ARETO's assets have nort teen
systematically revaluced, ARETO's overall financial per-
formance Is also unclear due to the existing GOE/ARETO
firancial relationship. To insure the integrity of its
firancial statements and to permit the necessary net local
currency penerations to service debt and contribute to the
proporad Lnvestment program (Master Plan), the following
acticas by ARETO and/cr the COE should be completed fairly
promptiy: (1) revalue its assets accounts and adjust

those aosets which were entered at a cost of less than fair
market value; (2) ARETC should be reconstitute under its
own upecinl churter as an autonomous entity, which will
vercdc 1t to vostablish tariff structures; (e¢) limiv szcaff
prowtly; and (WY that L., 20.0 million of the total debt

of ARETO to tie GUUL be capitasized (the amount of this

debt ieoinoexcess of LuE. 40 million). The Recommendation,
Conditinns and Covenants seccion of this paper addresses
the above points,

ARETO's Debt Service Capability

7.16 A Projected Statement of Funds Flow for the period
1980-1999 is presented in Annex M. As mentioned in an
carlier section, these projections should be viewed as

¢stimates only. It is nonetheless worth noting that
carnings ron operations in the 1980~1984 reriod could
Uinance approxinmately 20% of a substantial investment
plan; irom 1985 onwaerd earnings from operations more
than 50% of the investment olan.

7.17 If the GOE commits itself to undertaking an ex-
pansion of the telecommunications sector similar to that
shown in the Investment Plan in Annex M and i1f the necessary
debt and equity financing can be arranged--both domestically

and ircm rforeipgn sources——tien indications are that
ARENO coda service debt as long as it maintains

a 70:30 or berter debt/equity ratio. Additionally, A.I.D.
will attempt to hawve L 20,0 Million of debt--ARETO to GOE--
transferred to ARETO's equity account., This stipulation
should significantly improve ARETO's ability to maintain

a 70:30 ratio.
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Egypt's Debt Service Capability

7.18 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 European countries
and primarily for past military equipment imports. The $8
billion balance includes almost $2 billion in deposit
liabilities ol the Egyptian Central Bank to the various
Arab OPEC countries. It is estimated that nearly §$1
billion in principal repayments on medium and long-term
debt were made in 1976. In 1977, Egypt received a loan of
$1.5 billion fvom GOPE which was used to substantially
reduce its current short-term debt problem,

7.19 Debt service requirements in the future depend
heovily on the extent to which new short-term debt can be
avoided and this prospect appears favorable. The Con-
sortium meeting in Pa-is in June of this year (which
included cthe 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 foreseeable
future to Egypt. Over the near term, it is expected
that the debt service ratio (including short-term debt)
will move to between 257 and 307% of export and service
earnings.

7.20 In view of Egypt's heavy debt burden, A.I.D.'s
normal concessional loan terms are proposed-~40 years
including a 10-year grace period on the repayment of
principal, with an interest rate of 2% per year during
the grace period and 3% per year thereafter, With these
concessioral terms and in view of the longer—term
favorable prospects for the Egyptian economy, we believe
that the prospects for repayment of the $40 million loan
is reasonable.
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8.01.

8.02.

8.03.

8.04.

BEST AVAILABLE COPY

VITI. ECONOMIC ANALYSIS

As economic activity increases, cormunication needs grow, and

as Egypt becomes increasingly developed and urbanized, the

lTeast cost means of communication for an increasing proportion
of the population becomes some form of telecommunications.

With rising urbanization and expanding private and public sector
economic development, the supply of telecommunications facilities
n Egyot has fallen far short of demand. This has been caused
by stagnaticn in telephone expansion over a decade; the average
rate of growth in telephone connections was only about 3.7%

per year between 1967 and 1977 as compared with a normal 10 to
14% per year in most developing countries. In Egypt, with
rapidly expunding telephone waiting lists, connection waiting
periods oi up to 14 years, and call failure rates in some areas
oF over 75, the production and distribution of goods, and the
provisicn and adminictration of services are being aaversely
constrained. This is creating a major bottleneck in the
development process and causing scarce resources to be wasted

on more costiy means of coimunication, or wasted because
adequate communication does not take place.

The current project will contribute both equipment and technical
assistince tec ARETC in order to improve its operation and
efficiency. Expansicn or more revenue producing entities are
not a purpese of this project. The main purpose is to improve

—

the efviciency of ARETO and thereby improve teiephone service.

Improving the existing system is a prerequisite to proceeding
with anv Xastor Plan. For cxample, velephune subscriners

Are now heaviiv subeidivzed bv. controlied low tariffs,

but the service received is also substandard. 1t ARETO 3¢ to
apply the increased tariffs that are needed to Justify a large
expansion in telephone services, it must first improve the
existing service so that subscribers wiil accept the higher rates.
At present it is estimated that 24% of calls attempted actually
go through. A major purpose of the project is to improve this
performance 30 that subscribers will be willing to pay higher
tariffs. The economic benefits of the project could be measured
by the increased rcvenues ARETO is able to obtain through these
higher tariffs.

The project will cnable more intense usage of local lines, and
additional lines for both automatic and manual connections to
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8.05.

8.06.

8.07.

(a) help slow the growth of telephone waiting lists, (b)
reduce loss of time caused by having to make repeated call
attempts, (c) reduce waste of resuurces consumed by higher
cost means of communications, and (d) reduce losses of
production and marketing etficiency resulting from lack of
comunication. A further economic benefit of the project

is in improved life expectancy for the equipment now in
service.

Tnere are alternative ways to improve and expand the
telephone system in order to bring it to the point where it
satisties demand. The Master Plan is only one of these
alternatives, and others should be designed and analyzed
before a decision is made. The first step before any such
plan can be impiemenied, however, is a rehabilitation of
the existing system, for which there is no alternative.

The existing system must be brought up to a level of ef-
ficiency adequate on which to build a Master Plan. This
will require the replacement and repair of certain equipment
along with technical assistance. This project is designed
to contribute to this necessary task.

The World Bank is considering a project with ARETO to begin
expanding telephone service in Egypt. As stated above,
improvement of the existing system is a necessary preliminary
step <o that expanded service can charge remunerative
tariffs. Assuming ARETO can charge higher tariffs, the YWorld
Bank estimates an economic rate of return for expanded tele-
phone service of 20%. This rate is calculated with labor
shadow priced at 75: of going wage rates and local taxes and
duties excluded.

However, the estimate of benefits in this calculation was
based on revealed wiliingness to pay current tariff levels

and therefore iz a significant underestimate of total benefits
since 1% does not include the consumer surplus which callers
or subscribers receive. Attempts to measure some portion

of the consumer surplus were made by (a) observing the
historical willingness of subscribers to pay for telephore
service, and (b) taking into account the apartment and office
rent differentials which some consumers now pay to have a
telephone, and estimating the value of time waste in Cairo
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8.08.

and Alexandria on unsuccessful calls. Including estimates
ot these additional benefits raises the economic internal
rate of return to 23%. This rate of return is still, how-
ever, a significant understatement of total benefits since
it does not include other elements of the consumer surplus
that cannot as easily be estimated, such as the savings

in time lost throughout the country on wasted call attempts,
nor bereifti: incurred by receivers of calls and by ali
other subscribers when additional subscribers pay to join
the systeir, nor by those who berefit indirectly through the
better administration of regicnal development, health,
transport, and agriculture programs, and increased urban
and regional business, and government efficiency.

The proposed AID $40 million project to improve the existing

telecommunications system is a prerequisite to eventually
obtaining the above benefits of system expansion.
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IX. ENVIRONMENTAL CONSIDERATIONS

9.01. At the end of 1977, AID/W provided the Mission
with the services of an Environmental Officer to perform
an initial environmental examination of this propnsed
telecommunications project.* No environmeutal action
was recormended at the time as the envlconmental
assessment yielded a negative determination.

9.02. Based on the U.S. Consultant's recommendations
and plans included in its final feasibility study report,
this project will have no adverse effects on the environ-
ment. This project will implement a program of quick-fix
remedial actions to improve the existing telecommunications
network in Cairo; will provide wide-ranging management and
technical assistance; and will provide a variety of tele-
communications equipment, principallv to replace obsolete
and deteriorated equipment., Little, if any, equipment
financed under this loan is destined for any expansionary
activities, such as new exchange facilitiles or outside
plant.

9.03. In fact, this project should improve the working
environment for z zood number of ARETO employees. This
project will encompass the repair of facilities and the
institution of good nousckeeping and maintenance procedures
which will recull in ARETO employees working in an atmos-
phere which is cleaner and has a lower level of noise
pollution.

9.04. The U.S. Consultant working witn ARETO under this
projact will be requirad to evaluate the cnvironmental
effects of any major telecommunications equipmen: procure-
ment and these considerations will be included in the bid
evaluation format. As mentioned previously, the effects

of this type ol equipment procurcment con the enviroament
will at worse be minimal. The purpose of the U.S. Consul-~
tant in itz procurement cctivities will be more te instruct
and raise the luvel of environmental consciousness on the
part of ARETO, esricizlly since a very ambiticus expansion
program in tecle:.ommunications is envisioned in Egypt during
the period of inplementation of the Master Plan (1980-1999).

See Annex Q for the Initial Environmental Assessment,
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X. SOCIAL ANALYSIS

General

10.01 It is impossible to identify with any precision the
beneficiaries of this project so as to perform a social
analysis. Consequently, we have restricted this secticn

to an analvsis of the role of women. Anrex R contains a
comparison of ARETO and othev public sector companies'
policies reparding salaries, cllowances and incentives as
well as a discussion on employee satisfaction,

Role of Women

10.02 The CTC is silent on the composition of the ARETO
work torce in terms of the aumbers of men and women em-—
ployed. However, an AID/Washington Talecommunications
Engineur, during one of his TDY assignment in Egypt on
this project, has cxploved this question. The Engincer
was advised that weomen comprise at least 15% of the entire
ARETO wors torce. In economic terms, women <njoy equal
pay with men. Additionally, ana wore important, there
appears to be a fair number of women occupying various
proressjonal positions. This the Engineer verified
phvsically during his tours of thce ARETO offices, out-
@ide und inside planc facilities, and the Training Center.
His discussions with top ARETO management officials
indicated that it is ARETO's policy not to discrimirate
against women. There is no reason to indicate that this
stated poiicy is nor being implemented.
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11.01

11.03

11.Ch

£, INMPLEMENTATION FLAL

A. Schedule

At trnis time, it is not possitle <o provide a detailed implemen-

taticn cchedule. A firmer and rcalistic projJect schedule will be

available omnce ANETC and A.I.D. receive technical proposals toward

the end ui this yeur based on & scope of services requirecé for

this prcieet (see Annex O for vroposed prolect scope of work).

A precise project schedule will be prepared by the U.S. Consultant
a on 1ts techrical proposel. A nctice inviting interested

fircsteo gubr¢t their qualifications to undertare this project

1 :d in the Comterce business Daily (CBD) in mid-June,

with cing date of July 31, 1978, This pre-imolementation
action should allow for a contract tc be signed and the U.S.

¢
Consultant to commence work by March, 1979.

With the above qualification, the overall project schedule should
be as Tollows:

Loar Authorization sapproved Aug. 1978
Loan Agreement Signed Aug. 1978
Conditions Precedent Met 1/ Jan. 1678
Project Consultant Employed Mar. 1979
Preparaticn of Training Program Mer.-Sept. 1679
Preparction of Priority Programs and SIP Mar.-Sept. 1979
Prepuration of IFB'S Mar.-Sept. 1979
Projecs Oct. 1979
Project Oct. 1980
Consult 2 March 1981
Fisal Date “or Orcn_rg L/C Sept. 1981
Turn-sey rfrojects ompleted March 1982
Equizment Delivered March 1982
Project Assistunce Completion Date March 1082
Firal Evaluation (vad of project) Aug. 1982
Termincl Disbursement Date Sept. 1982

B. Contraciing “rocedure/Procurement

ARETO will achere “c Hendbook 11 (Country Contracting~Procurement
of Profescional Services) in selecting and contracting for all
censultants. Tre U.S. Consultant will assist ARETO to prepare
IFB's - technical specifications and general terms and conditions -
and evaluaticn formats for selecting the lowest responsive bidder.
Some of the IFB's (e.g., for the replacement of the Zamalek ex-
change) will be bid out on a turnkey basis. The U.S. Consultant
will advise ARETO to insure that the procurement of equipment to

1/ Peoples Assembly will reconvene in November, 1978 after
the period of Ramadan and this is the reason for the 150
day requirement to meet CP's.
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11.05

11.06

11.07

11.08

ornTermity with A.ILD. regu-
work with ARETC =o monitor
e nat work 1s progressing
ance of quelity of work and equipment is
. o) caticrs. &5 mentioned in

pected that the U.S. Consultant will review

! t ine reasorable-
crmance with a rational

iy L, T 15 wna services financed by the A.I.D. loan
wiil be o U.3. source and origin.

C. A.I.D. Fipnsncing Proccdures

Al proouranent finunf & by this loarn will be firanced by Letters
of Cemmivmen® (L/lomm), 2o well the cost of services performed by
U.&, Crmsulitant, At the reaues’ of ARRTO, A.I.D. will either
ssuc direer /0omms procursmest anc services tp th U.5.

. L
irms oy oven o/Comms

pr.iers Turnishing equipment and materials.

™ g L. r ey -3
L. Monitoovirng an i oreportliag

., U.S.A.Z.D. will issue an
arong ozner things, Wlll contain
ne and tetails on the types of reports

and shipping, and the repcrting formats to be

oufsout the LiTe of “he project, She U.S. Censultant
sroject ©o emsure satisfantory preject progress.

Any roctlne provlems, togother with corresponding suggested

S0 5, will te brougnt to the atiention of U.2,A.7.D. in the
1o 1w reports from the Cors ultant ond AREZDC. Sericus
nr iring irctediatve attention will be broucht 1o the
pe ntion of the U.S.4.I,D. Project Manager and his
co ir. ANDTO. Projecy progress will be deternined by

p + the project schedule developed

measuring actuel results against th
by the U.J. Consultant (see para. 1
at seomi-annusl meetings between ARE
U.2.5.T.0.

e
1.02) and will be discussed
e U.S8. Consultant and

1

-

E Tara
. LVl

One vear afiter the execution of the Loan Agreement, a joint
USAID/ARFTO evuluatlon of the project will be conducted to
examine whether:
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11.11

11 .12

11.13

(a) the delivery oF trolects inputs ic on schedule,
(b) the essunpticns medie are still valid; and
(¢) the project cutputs can be completed as originelly scheduled.

One year alter the Tirst evaluation, a second evaluation will be
conducted in the same manncr and with the same scope as the initial
eveluation. The annuel evaluations will, of course, determine if
any corrective steps should be undertaken and if redesign is
necessary.

ARETO and U.S8.A.I.D. will conduct an "ex pos:t facto" evaluation to
deternine that the end of project conditions nave been established.

F, @ligibility Date

The elipibilitly date ror financing a.y U.S. deollar project cost
will e the dute of signing of the Loan and Sub-Loan Agreement
by authorized representatives of the Arab Republic of Egypt,
the Government of the United States of America, and the Arab
Republic of Egypt Telecommunications Organization (ARETO).

G. Terminal Tates

(i) Conditions Precedent

The terminal date for meeting Conditions Precedent will be 150 days
from the date of Loan Agreement signing: the date by which funds
wili be needed t¢ Tinance the services of the U.S. Consultant

(see footnote para 11.03).

)

(ii) Zetzer: o Commi*ment ~nd Disbursement
The terminal date for opening Letters of Commitrment will de
September 30, 1981, the date br which all oriers will be placed;
and the verminal dete for disbursement will te Sevtember 30, 1282,
six months after zll equipment nns teen received to permit time
o

i
for testing and allow for Tinzl peymenis. Trne Froject Assistance
e

Completion Dat
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XITI RECOMMENDATION, CONDITIONS AND COVENANTS

A. Recommendation

1201. Subject to the conditions and covenancs 1isted below,
we recommend that A.I.D. authorize a Loan to the Government of
Egypt in the amount of $40 million for technical assistance for
improvement of the present telecommunications system and to steng-
then the management, operations, planning, training and financial
functions of ARETO; and for the purchase of telecommunications and
related equipment. We further recommend that the loan terms to the
GOE be that the Loan principal be repaid in 40 years, including a
10-year grace period, with interest at two percent (2%) per annum
during the grace period and at three percent (3%) thereafter; and
that the Government of Egypt relend the funds to ARETO at terms
and conditions satisTactory to A.ILD.  Procurement of equipment
and services shall be of United States source, origin and nationality.

B, Conditions Precedent to Disbursement

1. Conditions Pracedent to Tirst Disbursement of
Loan Funds

1202, Prior to the first disbursement under the Loan, or to
the issuance by A.I.D. of documentation pursuant to which disburse-
ment will be made, the Borrower will, except as the Parties may
othervise agrec in writing, furnish to A.I.D. in form and substance
satisfactory tc A.I.D.:

(a) An opinicn of the Egyptian Minister of Justice

or otner Legal Counsel acceptable to A.I.D., that the Loan Agreement
and tie Reloan Agrecmcnt have been duly authorized and/or ratified by,
and exccuted on “ehalf of the Borrower and ARETO, and that they
constitute wvalid and legally-binding obligations in accordance with
all of their terms.

I
L

* (b) A statement of the names of the persons holding
or acting in the offices of the Boirower and ARETO specified in the
Loan Agreemenc, and of any additional representatives, together
with a specimen signature of each person specified in such state-
ment.

* {c) A Reloan Agreement satisfactory to A.I.D. for the

Project between the Borrower and ARETO pursuant to the Covenant
described in Section 1205(c) below.

- 47 -



*

* {d) An executed contract acceptable to A.I.D. for
the consult:ryg services for the project with a firm acceptable to
A.I.D.

2. Conditions Precedent to Disbursement for Equipment

1203. *Pricr to any disbursement under the Loan, or to the
issuance by A.I.D. of documentation pursuant to which disbursement
will be mad ~ “o: equipment, the Borrower will, except as the Parties
may otherwi. 2 agree in writing, furnish to A.I.D. in form and substance
satisfactory to A.I.D. a Procurement Plan, approved by the U.S.
Consultant €unded under the Loan, for all procurement planned by ARETO
through the end of calendar year 1981, showing specific items, quantities,
estimated pr7ces and timing of such procurement.

3. Condition Precedent to Disbursement for Training

1204. *Prior to disbursement under the Loan, or to issuance by A.I.D.
of documentation pursuant to which disbursement will be made for training,
the Borrower will, except as the parties may otherwise agree in writing,
furnish to A.I.D. in form and substance satisfactory to A.I.D., a propos-
ed training »rogram showing the categoryof the trainees, and the nature,
length and surpose of the training.

C. Covenants

1205. The Loan Agreement will contain A.I.D. Standard Covenants.
In addition, the following covenants will be included:

* (a) The Gorrower agrees to provide or cause to be provided
for the Project 2il funds, in addition to the Loan, and all other resources
required tc cacrv'out the Project effectively and in a timely manner.

* (o) In order to assist ARETO in carrying out the Pruject,
the Borrower shall relend to ARETO the proceeds of the Loan under a
Reloan Agreement ("Reloan Agreement') to be entered into between the
Borrower and ARETO under terms and conditions satisfactory to A.I.D.

CP's and covenants to be included in the authorization are
marked with an asterisk.



(c) Except as A.I.D. may otherwise agree in writing,
within one year from the date of the Loan Agrecment, Borrower and
ARETO agree that ARETO shall prepare a tariff rate structure for the
1980-1985 period, taking into account the observations of A.I.D. and
the IBRD on the subject. The proposed rate structure should show
that the projected local currency and foreipgn exchange generations
are sutficlient to cover the costs of future operations, service local
and feoreipn debt and provide an acceptable contribution to capital
investment.

(d) Except s AID may otherwise agree in writing, within
one year from the date of the Loan Agroeement, the Borrower and ARETO
shali take the necessary legal action Lo reorganize ARETO under its
own special charter as an autonomous entity, with the following
authorities and rights:

(1) 7o establish subsidiary companies able to
1

participate in joint ventures under the provisions of Investment
Law No. 43.

(2) To establish a rcasonable rate/tariff structure.
(3) To establish a reasonable wage rate structure.

(4) To be free from Egyptian Government employment
quotas.

(5) To discharge unproductive workers.

(6) To eliminate the ARETO legal obligation to turn
over all its profits to the Ministry of Finance and to depend upon the
Government budgetary process 10 gain necessary operating and investment
funds.

(7) To appoint top managers without prior Governmental
approval.

(8) To establish accounting, financial reporting and
inventory disposal systems designed to serve the telecommunications
industry, free of Governmental requirements.
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(e) Except as A.I.D. may otherwise agree in writing, within one
year from the date of this Agreement, Borrower and ARETO shall take all
necessary actions such that ARETO will revalue the following asset ac-
counts using replacement value less depreciation: (1) the assets
acquired from the Borrower either as a donation or for nominal amounts,
and (2) the assets acquired and recorded at the official exchange rate.

(f) Except as A.I.D. may otherwise agree in writing, within
one year from the date of this Agreement, ARETO shall freeze the number
of its staff at its then present level, and adopt a policy that the
number cf new hires cannot exceed theannual turnover rate.

(2) Except as A.I.D. may otherwise agree in writing, within
one year from the Date of this Agreement, Rorrower and ARETO agree that
ARETO will transfer LE 20 million of the monies owed by ARETO to the
Borrower from a liability account to an equity account,

(n)  Except as A.I.D. may otherwise agree in writing, within
one year from the date of this Agreement, Borrower and ARETO agree that
ARETO will maintain a debt to equity ratio of 70:30,

(1) Actions of Borrower. The Borrower shall not take or
permit any of its political sub-divisions, or any of its agencies or
instrumentalities, or any agency or instrumentality of any of its
political sub-divisions, to take any action which would prevenct or
materially {u. ere with the performance by ARETO of any of its
obligations und. this Agreement or the Reloan Agreement, and shall
take or cause to be taken all reasonable actions which shall be requir~
ed on its part in order to enable ARETO to perform such obligations.

() ARETO will take all reasonable steps to implement the
Service Irmprovement Plan (SIP) as detailed in the Telecommunications
Sector Study Report.
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OFFICE OF THE DEPUTY CHAIRMAN

Mr. Donald S. Brown,
Director,

Agency for International Development,
American Embassy,

Cairo, July 22nd. 1978

Dear Mr. Brown,

One of the major problems Egypt faces in its
economic development efforts is the lack of a modern, depen-
dable and efficient telcommunications network to service the
commercial and industrial sectors of the country. Egypt's
Five Year Plan FYP-1978-1982 will result in a substantial ex-
parsion in the commercial and industrial activities and a re=-
liable telcommunications system is imperative if this projec-

.Lted economic expansion is to become a future reality, Also
the growth in the demand for telephones by the Egyptian citi-
zens is very substantial during the coming period. However,
additional assistance to ARETO is necessary, Assistance ig
<specially required in a waole range of management activ:ties,
from planning to training, as well as for replacing old and
obsolete telcommunications equipment .

With the limited resources as its disposal,
the Arab Republic of Egypt Telcormunications Organization=
(ARETO) has undertaken a number of projects aimed at rehabi-
litating the present telcommunications system and expanding the
the number of lines to satisfy a very smull portion of tele-
pnone subscriber requests.

We, therefore, regvest financial assistance
from the Gover-ament of the United States, on a loan basis, to
cover the estimated $ 40.0 million foreign exchange require-

CAPITAL DEVELOPMENT
\ ’ ] }
TMAJOR |

lson |




INVESTMENT
AND
FREE ZONES \.\:f‘

AUTHORITY

OFFICE OF THE DEPUTY CHAIRMAN

ments of this project. ARETO will provide all the local
currency necessary for the project from its operating
revenues.

Sincerely Yours,

AN Gy

Gamal El-Nazer
Deputy Chairman
For Investment Authority
In Charge of American Aids to Egypt
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5C(2) - PROJECT CHECKLIST

Listed below are, first, statutory criteria applicable generall

then project criteria applicabie to individua fund sources:
category for criteria applicable only to loans): and Security

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TQ DATE? IDENTIFY,

REVIEWED FOR THIS PROVECT?

A. GENERAL CRITERIA FOR PROJECT.

1. App. Unnumbered; FAA Sec. 653 (b) (a)

(a) Describe how Comnittees on Appropria-

tions of Senate and House have been or

will be notified concerning the project; (b)
(b) is assistance within (Operational

Year Budget) country or international

oraanization allocation reported to

Congress (or not more than $1 million

over that figure plus 10%)7?

2. FAA Sec. 611(a)(%1. Prior to obligation
Tn excess of $700,000, will there be (a)
engineering, financial, and other plans
necessary to carry out the assistance and
(b) a reasonably firm estimate of the
cost to the U.S. of the assistance?

3. FM Sec. 611(a)(2). If further legis-
Tative action 15 required within recipient
country, what is hasis for reasonable
expectation that such action will be
compieted in time to permit orderly
accomplishment of purpose of the as51S~
tance?

4, FAA Sec. 611(b); App. Sec. 101. If for
water or water-related Tand resource
construction, has project met the stan-

" dards and criteria as per Memorandum of
the President dated Sept., 5, 1973
(replaces Memorandum of May 15, 1962:
see Fed. Register, Vol 38, No. 174, Part
111, Sept. 10, 1973)?

5. FAMA Sec. 611(e). If project is capital
assistance {e.g., construction), and all
U.S. assistance for it will exceed
$1 million, has Mission Director certified

the country's capability effectively to
maintain and utilize the project?

y to projects with FAA funds, and
Development Assistance (with a sub
Supporting Assistance funds,

HAS STANDARD ITEM CHECKLIST BEEN

The proJect was included in
the FY 1978 Congressional
Presentation,

The amount is included within
the level of funds appropriated
for Egypt for FY 1978.

Yes

No further legislative action
is required other than
ratifying the loan agreement.

NQAI

Yes._ See Annex N.
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6. FAA Sec. 209, 619. Is project susceptidle ) -
of erccution as part of rec-onal or mu'ti- m™is project is not susceptible of
latere! oroiect? If so wny s orofect not execution as part of a regional'or -
so executec? luaformatior and conclusion 44 a1 :
whetner assistance wi'l'! encourage mg*tlla?er“, project. However,’futu;e
regional develooment nrocrams. !f aid assistence to th= telecommunicat;ons
assistance is for rewly "ndependent sector may be so susceptible, especially
country, 1% 1t furnished %WOU@“PW;U~ when the institutionel base can support an
lateral organizations or plans to the . . :
max<mum extent appropriate? expanS}onary program. Egypt is not a

newly independent country.
7. FAA Sec. 601{a); (and Sec. ZO}LﬂL for
2 ) . .
mEETQEELtjb“" Trformaton and ™ (a) Tnis project will improve the
ConcTusians TWhCthor project will encourage technical efficiency of indust -
efforts of the country to: (a) increase ec'111ca etis ney n ry,
the flow of international trade; (b) fos- agriculture and commerce. It will do so
;m'prwatein1tﬁi*veand competition; by improving the manegement and operations
) )Y . .
{c) encourage development and use Of of ARETO, the Egyptian Telecommunications
cooperatives, crudit unicns, and savings 3 - a fficient
and loan associat-ons; (¢) discourage operating company; end & more ef cien
monopn'istic pructices; [e) improve ARETO will lead to a more efficient and
technical efficiency of industry, agri- dependable telecommunications network,
culture and comnerce; and (f) strengthen which is the backbone of economic
free labor unions,
development.

8. FAA Sec. 681(b). 1information and con-
clusTon on how project wi'l encourage A1l commodities and services financed
U.S. private trade and 'nvestment aproad under the loan will be procured from
and encourage private U.S. participation u.s 11 ,
in forefgn assistance programs (including +o. SUppllers.
use of private trade channels and the
services of U.S. private enterprise).

9, FAA Sec. 612(b); Sec. 636(h). Describe
steps taken to assure that, to the The loan agreement will‘so prc?vide.
maximun extent possible, the country 1s All local currency required will be
contributing local currencies to meet provided by ARETO and/or the GOE.
the cost of contractual and other .
seryices, and foreign currencies owned
by the U.S. are utilized to meet the cost
of contractual and other services.

10. FAA Sec. 612(d). Does the U.S. own excess

foreign currency ard, if so, #hat arrange-
ments nave boen made for its release?

8, FUNDING CRITERIA FOR PROJECT

1.

Development Assistance Profect " -iteria

a. FAA Sec. 102{c); Sec. 11, Sec. 287a,
Extent to which activity wi'i la; effec-
tively involve the poor in deve'opment,
by extending access to economy at loca’
Tevel, increasing ‘abor-intensive pro-
duction, spread1ﬂq investment out from
cities to small towns and rural areas:
and {b) help develop cooperatives,
especially by technical assistance, to
assist rural and urban poor to help
themselves toward better 1ife, and other-
wise encourage demccratic private and
Jocal governmental institutions?

Yes. Release by the GOE is not-a
problem at presant,

N.A.
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'07

FAA Sec. 103, 103A, '04, 105, 106,

. T asyTstarce neng made avaivanlas

Mnclude only ann'icane DArAGrapn --

e.g

52, b, etc, -~ wnich corresponds to

source of funds usec. !f more than cne
fund source i used for profect, include
relevant paragrapn for eacn fund source.]

(1) 1103] for acricu’ture, rural develop-

(2)

(3)

(4)

ment or nutrition; if so, extent to
which activity is specifica’ly
designed to increase oroduct vity
and income of rura’ poor; [U03A]

if for agricu’turdl research, is
full acccunt taken of needs of small
farmers;

{1041 for population planning or
health; if so, extent to which
artivity extends low-cosi, 1ntegrated
dellvery systems to nrovide health
and family planning services,
especially to rura! areas and poor;

[105] for education, public admin-
istration, or human resources
development; if so, extent to which
activity strennthens nonformal
education, makes forma! education
more relevant, especialy for rural
families and urban noor, or
strengthens management capability

of institutions enab'ing the poor to
participate in development;

(106] for technical assistance,
energy, research, reconstruction,
and se'ected development problems;
if so, extent activity is:

{(a) technical cooperation and develop-
ment, especially with U.S. private

and voluntary, or regional and inter-
nationa! cdevelopment, organizations;

(b) to help alleviate energy problem;

(¢} reseerch 1nto, and evaluation of,
economic development processes and
techniques;

{(d) reconstruction after natural or
manmade cdisaster;

(e) for special development problem,
and to enable proper utilization of
earlier V.S, infrastructure, etc,,
assistance;

(f) for programs of urban development,
especially small labor-intensive
enterprises, marketing systems, and
financial or r'her Institutions tu
help urban pour participate in
economic ard social development,

N.A.

N.A,

N.A.

N.A.

N.A,

N.A.

N.A.
N.A,

N.A.

N.A.

N.A.
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(5) [107] by grants for coordinated N.A
private effort to develop and s
disseminate intermediate technologies
appropriate for developing countries,

c. FAA Sec. 110(a); Sec. 208(e). Is the N.A.
recipient country willing £o contribute

funds to the project, and in what manner

has or will it provide assurances that it

will provide at least 25% of the costs of

the program, project, or activity with

respect tr which the assistance is to be

furnished (or has the latter cost-sharing

requirement been waived for a "relatively

least-developed" country)?

d. FAA Sec. 110(b). Wil grant capital N.A
assistance be disbursed for project over s
more than 3 years? If so, has justifi-

cation satisfactory to Congress been made,
and efforts for other financing?

e, FAA Sec. 207; Sec. 113. Extent to
which assistance reflects appropriate N.A.
emphasis on; (1) encouraging development
of democratic, economic, po'itical, and
social institutions; (2) self-help in
meating the country's food needs; (3)
improving availab:lity of trained worker-
power in the country; (4) prograns
designed to meet the country's nealth
needs; (5) other important areas of
economic, political, and sociel davelop-
ment, including industry; freec labor
unions, cooperatives, and Voluntary
Agencies; transportation and communica-
tion; planning and public administration;
urban development, and moderniza*inn of
existing laws; or (6) integrating women
into the recipient country's national
economy .

f. FAA Sec, 281(b). Describe cxtent to

which program recognizes the narticular N.A.
needs, desires, and canacities of the

people of the country; utilizes the

country's intellectual resources to

encourage institutional development;

and supports civic education and training

in skills required for effective partici-

pation in governmental and political

processes essential to self-government,
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g. FAA Sec jJ”b)( 4) and -(B): Sec
200 (ef; Sec. N7 '_) T ﬂ‘_{fn—é‘_éHz Does N.A.

the aLt1v‘ty aive rua,o"ahln aromise of
contributing to the development: of
economic resources, or Lo 'ne ncrease of
proguctive canaciiies dard celf-syge tainipg
econom'c growth;, or of ccucational or
otner institutions directed toward social
proaress? s 1t related to and consige
tent with other development activities,
and will it contrihute to realizable
long-range objuctives?  find doos projact
paper provide information and conclusion
on an activity's cconumic and tecnnical
soundness?

h. FAA Sec. 201({b){ 6). Sec, 211(d)( ), (6).

Information and Lonc 45700 on possible

effects of the assistance on U.S. economy,

with special reterence *0 areas of sub-
stantial labor surplus, and extent to
which U.S. commedities and assistance

are furnished in a ranner consistent wich

improving or safeguarding the U.S. balance-

of-payments position,

Development Assistance Project Criteria

{Loans onTy)

a. FAA Sec 200 (b)(1). Information

and concusion on dVd1]db tity of financ-
ing from other frec-world sources,
including private sources within U.S.

b. FAA Sec. 201 (b)(2); 201¢( d}. Infor-
mation and conclusion ¢ 63_7“\ capacity of
the country to repay the joun, including
reasonableness of rvpaymcnr prosnects,
and (2) reasonab’eness anc Teaalily
(under laws of country and U.S.) of
lending and relencing terms of the loan,

€. FAA Sec. 20V(e). If loan is not
made pursuant to a multilatera’ pan,
and tne amount of the loan exceeds
$100,000, nas country submitted to AID
an app11cat1on for sucn funds toagethner
with assurances to indicate <hat funds
will be used in an econorically and
technically sound manner?

d. FAA Sec. 201(f). Does project paper
descridbe how oroject will promote the
country's ecoromic deve! opment taking
into account tne country's human and
material resources requirenents and
relationship between ultimate obiectives
of the project and overall economic
development?

No other donor has indicated an interest
in participating in this project.

Yes. (1) See paras on Egypt's Debt Service
capacity in this Paper. (2) Lending and
relending terms are appropriate. Relending

terms are similar to those of recent IBRD
loan.

N.A.

Yes,
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e. FAA Sec. 202(a). Tota! amount of
money under loan which is qo'ng directly
to private enterprise, 15 coing *o
intarmediate credit inst tutiors or
other dorrowers for use by private
enterprise, is beyng used to finance
imports from private sources, or is
otherw: se being used to finance procure-
ments from private sources?

f. FAA Sec. 620{c¢). !f assistance is5
for any productive enterprise which will
compete 1n the U.S, with U5, enterprise,
fs there an anrcement by the recipient
country to prevent export to tne U.l. of
more than 20% of the enterprisc's annual
production during the life of the loan?

Project Criteria Solely for Security
Sapnorting Assistance

FAA Sec. 531. How will this assistance
support promote economic or political
stability?

Additional Criteria for Alliance for
Proqress

[Note: Alliance for Progress projects
should add the following two items to a
project checklist.]

a. FAA Sec. 251(b)(1), -(B). Does
assistance take into account principles
of the Act of Boaqota and the Charter of
Punta del Este; and to what extent wil)
the activity contribute to the economic
or political integration of Latin
America?

b, FAA Sec, 251(b)(8); 251(h). For
loans, has there been taken into account
the effort made by recipient nation to
repatriate capital invested in other
countries by their own citfzens? s
loan consistent with the findings and
recommendations of the Inter-American
Committee for the Alliance for Proaress
{now "CEPCIES," the Permanent Executive
Committee of the OAS) in its annual

review of national development activities?

N.A,

BEST AVAILABLE COPY

N.A.

By helping to strengthen Egypt's telecom-
munications institution. Dependable and
effective telecommunications are a

necessary ingredient of economic developmen: ;
end economic development, in turn, will
enhance the possibility of continued
political stability in Egypt.

N.A.
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5C(3) - STANDARD ITEM CHECKLIST

Listed below are statutory {tems which normally will be ¢

assistance agreement dealing with itg implementation,

overed routinely in those provisions of an
or covered in the agreement by exclusion (as

where certain yses of funds are permitted, but other uses not).

These items are arranged under the genera! headirqs of (A) Procurement, (B) Construction, and

(C) Other Restrictions.

A. Procurement

1. FAA Sec, 602. Are there arranqgements to
permit U,5. small business to participate
equitably in the furnishing of goods and
services financed?

2. FAA Sec, 604=a}. 4111 all commodity
procurement financed be from the U.S,
except as otherwise determined by the
President or under delegation from him?

3. FAA Sec. 604 d). If the cooperating
country discriminates against U.S.
marine insurance companies, wil) agree-
ment require that marine insurance be
placed in the U.S. on commodities
financed?

4, FAA Sec. 604(e). {7 offshore procure-
ment of agricultural commodivy or
product is to be financed, is there
provision against such procurement when
the domestic price of such commod ty is
less than parity?

5. FAA Sec. 608(a). Will U.S. Government

excess personal property be utilized
wherever practicable in lieu of the
procurement of new items?

6. MMA Sec. 901(b). (a) Comoliance with
requirement tnat at least 50 per centum
of the gross vonnage of commodities
(computed separately for dry bulk
carriers, dry cargo )iners, and tankers)
financed shall be transoorted on orivately
owned U.5.-flag commercial vessels to the
extent that such vessels arz available
at fair and reasonable rates.

7. FAA Sec. 621. If technical assistance
is financed, will such assistance be fur-
nished to the fullest extent practicable
as goods and professional and other
services from private enterorise on a
contract basis? [f the facilities of
other Federal agencies will be utilized,

Yes.

Yes.

Yes.

N.A.

N.A.

Yes.

Yes. It is anticipated that only
the U.S. private sector will
provide services under this loan.
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are they particular'y suitable, not
competitive with private enterprise,
and made ava)'able without undue “nter-
ference with damestic proorams?

8. lInternational Air Transport. Fair
Competitive Practices Act, 1974

1f air transportation of persons or Yes.
projyurty is financed on grant basis, will

provision be mice that 1.S.-flag carriers

will pe utilizec to tne extent such:

service is availabic?

8. Construction

1. FAA Sec. 6Qj4gl, 1f a zapital (e.g.,
construction) project, are engineering Yes,
and professional sorvices of U.S. firms
and tneir aftiliates to be used to *the
maximum extent consistent with the
national interest?

2. FAA Sec, gilgc}. If contracts for
construction are to be finenced, will
they be let on a competitive basis to
maximum extent oracticable?

3. FAA Sec. 620(k). [If for construction Yes,
of productive enterprise, will aggregate
value ot assistance to be furnished by
the U.S. not exceed 3100 million?

Yes.,

C. Other Restrictions

1. FAA Sec. 201(d). If development loan, Yes.
Ts {nterest rate at least 2% per annum

during grace period and at least 3% per
annum tnereafter?

2. FAA Sec. 301(d). If fund is established N.A.
solely by U.S. contributions and adminis-
tered by an 1nternational organization,
cdoes Comptroller General! have aud't
riahts?

3. FAA Sec. 620{h). Do arrangements Yes.
preciucde promoting or assisting the
foreign aid nrojects or activities of

Communist-Bioc countries, contrary to
the best interests of the J.5.?

4, FAA Sec. 636(i). Is financing not per- Yes.
mitted to be used, without waiver, for .
purchase, long-term lease, or exchange

of motor vehicle manufactured outside
the U.S. or guaranty of such transaction?
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Will arrangements preclude use of
financing:
a. FAA Sec. ''4. to ney for performance N.A
of abortions or to rmotivate or coerce foRe
persons to practice abortions?
b. FAA Sec ﬁZO(J), to compensate . N.A.
owners for e expropr*ateu nationalized
property? ]
€. FAA Sec. 660. to finence police
training or other law enforcoement N.A.
assistance, except for narcotics
programs?
d. FAA Sec. 66Z. for CIA activities? N.A.
e, A Sec. 103. to pay pensions, etc., N.A
for mil 1tary personnel? A
f. App. Sec. 106. to pay U.N. assess- N.A.
ments?
Se 107. to carr{ out prOVY—
s1ons of K_géctVons 200 and 25 N.A.
transfer to multilateral orndn1zat10n
for lending).
h. App. Sec. 50!, to he used for N.A.

publicity or pronaganda purposes
within U.S. not authorized by Congress?
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ANNEX C

PROJECT AUTHORIZATION AND REQUEST FOR ALLOTMENT OF FUNDS

PART II
Name of Country/Entity: Name of Project: Telecommunications
Arab Republic of Egypt Number of Proj>rt: 263-0054

Pursuant to Part 2, Chapter 2, Section 532 of the Foreign Assistanct Act
of 1961, as amended, I hereby authorize a Loan to the Arab Republic of
Egypt, ("Cooperating Country") of not to exceed Forty Million United
States Dollars ($40,000,000) ("Authorized Amount") to help in financing
certain foreign exchange costz of goods and services required for the

project as described in the following paragraph,

The project consists of assistance to the Government of the Arab Republic
of Egypt to provide foreign exchange costs of materials, equipment and
services in order to improve its telecommunications system and to
strengthen the management, operations, planning, training and functions
of the Arab Republic of Egypt Telecommunications Organization ("ARETOQ")
(hereinafter referred to as the "Project"). The Authorized Amount will
be made available by reloan to ARETO. 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 initiation of ne-
gotiation and execution of the Project Agreement by the officer to whom
such authority has been delegated in accordance with A.I.D. regulations
and Delegations of Authority subject to the following essential terms
and covenants and major conditions; together with such other terms and

conditions as A.I.D. may deem appropriate:
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a. Interest Rate and Terms of Repayment.

The Cooperating Country shall repay the Loan to A.I.D. in United
States Dollars within forty (40) years from the date of first disburse-
ment of the Loan, including a grace period of not to exceed ten (10)
years. The Cooperating Country shall pay to A.I.D. in United States
Dollars interest from the date of first disbursement of the Loan at che
rate of (a) two percent (27%) per annum during the first ten (10) years,
and (b) three percent (3%) per annum thereafter, on the outstanding dis-
bursed balance of the Loan and on any due and unpaid interest accrued

thereon.

b. 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. under the project shall have their source, origin

and nationality in the United States.

¢. Conditions Precedent to First Disbursement of Loan Funds

Prior to the first disbursement under the Loan, or to the issuance
by A.I.D. of documentation pursuant to which disbursement will be made,
the Borrower will, except as the Parties may otherwise agree in writing,
furnish tc A.I.D. in form and substance satisfactory to A.I.D.:

(a) An opinign of the Egyptian Minister of Justice or other

Legal Counsel acceptable to A.f,D., that the Loan Agreement and the
Reloan Agreement have been duly authorized and/or ratified by, aud 2xecuted
on behalf of the Borrower and ARETO and that they constitute valid and

legally-binding obligations in accordance with all of their terms.
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(b) A statement of the names of the persons holding or
acting in the offices of the Borrower and ARETO specified in the Loan
Agreement, and of any additional representatives, together with a

specimen signature of each person specified in such statement,

(c) A Reloan Agreement satisfactory to A.I.D. for the Project
between the Borrower and ARETO purs..nt to the Covenant described in

Section €(c) below.

(d) An executed contract acceptable to A.I.D. for the con-
sulting services for the project with a firm acceptable to A,I.D.

d. Condition Precedent to Disbursement for Equipment

Prior to any disbursement under the Loan, or to the issuance by
A.I.D. of documentation pursuant to which disbursement will be made,
for equipment, the Borrower will, except as the Parties may otherwise
agree in writing, furnish to A.,I.D. in form and substance satisfactory
to A.I.D. a Procurement Plan, approved by the U.S. consultant funded
under the Loan, for all procurement planned by ARETO through the end of
calendar year 1981, showing specific items, quantities, estimated prices

and timing of such procurement.

e, Covenants
The Loan Agreement will contain A.I.D. Standard Covenants. In

addition, the following covenants will be included:
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(a) The Borrower agrees Lo provide or cause to be provided
for the Project all funds in addition to the Loan, and all other re-
sources required to carry out the Project effectively and in a timely

manner.

(b} In order to assist ARETO in carrying out the Project,
the Borrower shall relend to ARETO the proceeds of the Loan under a
reloan agreement ('"Reloan Agreement") to be entered into between the

Borrower and ARETO under terms and conditions satisfactory tc A.I.D.

Signature

Name of Authorizing Officer

Office Symbol
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SUMMARY OF CURRENT ARETO CONTPACTS AND PROJECTS

Ref ARETO Contract Start Svc.
No Project Title Supplier Date __Date Date Project Description L o
1 Canal Zone S.T.C. 12/5/77 10/77 1/80 Project provides a coaxial cable netwerx (4 tube, 4 MHz) having a
Coaxial Network ‘Fngland; capacity of 960 channels each between Calro-Suez-Ismailia. Is
part of new automatic trunk network.
2 Alex-Salloum S.T.C. 22/5/1717 12/77 12/79 A coaxial cable network (4 tubw, 4§ MHz) having a caracity of 9€0
Coaxial (England) channels each between Alexandriz-Salloum. It will serve the west
border of ARE and will be redundant routing for microwave projects
to Arab West African countries.
3 75 PABX's CIT 23/4/77 23/5/77 20% each Supply and assistance during ARETO installation of 75 PABX type
{rural exchanges) (France) month. switches to replace manual esxchanges in the provinces. Capacities
100% by to be 20 ea. 120 lines; 30 ea. 240 line; 10 ea. 300 line; 5 ea.
23/5/78 600 1i . Locations are not completely planned at this time.
Specification model to be CIT Module 60C and CIT 100/800.
Total 20,170 lines, 75 exchangcs.
4 Arab Tele- Siemens 6/77 ) 12/77 1/78 Supply 310 each, Arabic character telepr:in for new customers
printers 310 (Germany in Cairo, Alexandria, Port Said, Ismailia
5 Arabic & Latin Sagenm 6/77 Supply 310 each, Arabic character and 610 each Latin character
& Teleprinters (France) teleprinters for new customers in Cairo, Alexandria, Port Said,
6 310 Arab, 610 Lat. Ismailia and Suez.
7 Latin Tele- OKI 6/77 Supply 610 each, Latin character teleozrinters for new customers
printers 610 (Japan) . 1n Cairce, Alexandria, Port Said, Ismailias and Sucz.
8 6-Mobile NEC 18/8/77 4/78 4/79 Provides 6 containerized mobile exchanges of 27070 lines each for
Exchanges (Japan temporary reticf at Maadi, Koubl -, and Imbai v 17 Tairo; Mansoura
and Tanta 1 the provircoes; and Mo in Alexand:::. Equipment to
be NEC-ND2035 stored pregram common control. Juncitions will be to
transit exchanges. Eartking, found:tions and outside plant will
be by ARETO. Total: 12,030 lines, 6 =2xchanges.
9 Qena to Aswan Ericsscn 2/6/77 11/77 12/78 Complete the installation of Qu¢r :~-Aswun section c¢f Calro-Aswan
Coaxial (Sweden) coaxial cable network previously acquired. !MNetworw is 4 tube,

4 MHz having a capacity of 960 chinnels each.



Ref

No

11

12

13

14

15

16

ARETO
Project Title

Coaxial cables
between ABC
stations

Cairo Junotion
Micrcwave

Canal Zone
Exchanges

Maintenance of
rotary
exchanges

Ramsis-Dokki
Ramsis~Shoubra
Microwave

Ramsis Outside
Plant

Installation of
Ramsis Exchange
I, 11

SUMMARY OF CURRENT ARETO CONTRACTS AND PROJECTS

Contract Start
Supplier  Date Date
Sicmens 20/11/76
(Germany) .
Raytheon 18/8/77 6/78
(USA)
C-ETOH 10/8/77 10/77
(Japan)
Bell 18/8/77 1/11/717
Telephone
Antwerp
(Belgium)
Collins 18/8/77 11/1/77
(USA)
Tele- 25/3/77 6/77
funken
(Germany)
i.ricsson 18,8/77 1/11/77

(Sweden)

Svc.

o bate |

10/80

10/80

1/11/7¢

1/11/78

12/78

1/1/79

o2vct Description
Lyt Yesyript.
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Ref ARETO

21

22

23

Project Title

SUMMARY OF CURRENT ARETO C'TRACTS AND_PROJECTS

Contract

PC* Mobile
Microwave

PCM Fixed

Microwave

500 Subscriber
carrier systems

Rurat
Exchanges

Supply 43000
Local lines -
X-Bar

Ramsis TI1[, 1v,
Extension of Cairo
Intl., & 17 new
trunk exchanges

Telecommunica-
tions Loan
Project

Anrex T (Contt'd)

_Project Description

cTart Svc.
Supplier _ Date =~ ia-e Date
Siemens 208,77 - 20/6.78
(Germany)
NE ’0-8,777 - 207676
{Japan)
Siemers 21/8/77 200 immed. Supply
(Gerrmany) 300 with-

in 12 mos,

North E. 23/8/,77 1l B 11/80
& CIT

Local Contract 1979
ManGfac~ 28/10/77

turer

Ericsson Contracs 15
(Swedon) 27/10/77
Unknown
IBRD- - —_
financed

AdOD NBVIIVAY 1538

Supply 2-30 PCM channel mobile mlicrowave systers, plus one regearor,

cunply H-30 PCHM channe) <1xead microaave
und=signated junction reiief.

far rel:. -

locatrons.,
L; Tala,
Minuf, 2000

L; Bl frar,
Arvat, 1209
Ll Ikhsas, 2¢. _;

e LT,
This completo. the
10,007 lines to contral Carro,

a. Approx. 220,400 lines of autcnstic telephone exch. eguipment
b. Approx. 6,000 lines of menual telephcone systers

c. Approx. 35,000 lines of PABY's . ‘ §

d Aggr;x. 5.600 lines of additi~-nal automatic truck ech..capac
e. A 3,000 linc telex exchange in Cairo and 2,000 teleprirters
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Annex E
CAIZC EXCHANGZ EQUIVMENT
Capacity Date ofi Tyoe of Working
Ex:hanae Total In Service Jperaticr. Excnange L.nes
Auto I, II 20,000 +( 16.600 Oct. 1931 Rotary’ 15.1
(3,400 ¥ay 1940 oy P 124
** Currcnt project #1o changes out to X-Bar (Ramsis I & II)
Heiliopolis I 7,G00 { 3,G00 Jan. 1934 Rotary)
Extension { 1,000 Jan., 1941 " )
" (2,000 Feb. 1949 oy 6,986
" ( 1,000 May 1953 " )
Helioy. .1s I1 1G,Nn00 10,000 April 1957 Rotary 9,982
Giza 5,003 { 1,000 Jan. 1936 Rotary)
Extension ( 1,0-0 Sulv 1938 " )
{ 2,000 April 1949 " ) 4,710
( 1,000 Jan. 1958 6 digit) ris
\ & Changed )
wtzira 1G,n00 " 4,000 Dec. 1948 Rotary)
( 1,6C0 May 2951 " )
( 2,400 Aug. 1961 " )
( 2,000 Oct. 1961 " ) 7,781
** Currcnt project %22 changes out to.20,000 X-Bar lines in 1979
Bab-El-Louk I, II 14,000 { 10,000 July 1932 Rotary)
Exter.ion { 2,000 Oct. 1953 " )
( 1,000 Aug. 195¢ " ) 13,553
( 1,000 Oct. 1950 " )
* Maadi 4,000 1,400 Juiy 1952 Rotary)
Extensicn { &00 May 1955 " ) 014
200 , 186/4/65 "y T
( 2,800 15/1/66 " )
** Satellole 2,000 2,330 -- 79 ND-205
Helwan 2,500 ¢ L,503¢ Juiy 1952 Rotary?
{ 1,000 May 1955 " ; 1,831

* A 127 line TABX iachaliosd.
In the Maadal C.0, a.il30 s2rves
** Current jroject. and plans.

exchange custcmers.
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CATRO EXCHANTT EQUIDMENT

Annex E {(Cont'd)

Capacit Date of sype of '.orking
Exchange Total In Service Oneration Ex:hanae Lines
amnalek I 10,0cC 10,000 Feb. 55 Revary)
maLey 1T 10,0¢C0C ( 6,000 Dec. 58 Rerary)
xTensoon ( 1,400 4 Jan 61 " ) 1y,763
" ( 2,600 L/4/62 " )
livtiopolis .= 10,000 ( 2,500 /7/43 Retary)
ixtension ( 1/8/63 " )
{ 5,800 18/7/1.2 ) 9,978
( 600 11/6/0 " )
Abhassia I 10,000 ( 3,000 15/2/62 X Har )
Yxtension { 1,000 %6/8{n2 : ) o 344
. 2,000 23/9,62 )
L 4,000 6/1/03 vy
Abbassia 17 10,000 (1,000 12/3;,04 )
T N5 Lon t 1,000 15/5,.4 “ ; o
" (1,000 1/6/04 S ©1 459
" ( 7,000 _0/6,/64 " )
veera I 10,000 10,000 31/5/63 X har 9,752
Orera II 10,000 10,009 1.4.04 " 9,799
Opera III 5,000 5,000 24/4/65 " 4,881
1/9/¢9
** Addition 5,000 1979-80 X Bar -
upera IV 10,000 10,000 14/12/68 X Zar 9,899
Roda I 10,000 10,000 30/5/65 ¥ Rar 8,746
: 1 12 0 21/5 X o
noubra I, II ,000 ( 10,00 7/11/55 ohar 11,930
{ 2,000 2/74
** Addition 4,000 1979~20 X Lar -
Jaliub 800 800 9/12/65 X uax . en2
** nédition 1,220 1979-80 " -
Rarrage 800 800 30/12/65 ¥ har 662
** Addition 1,200 19879-39 ! -
tyramid 6,000 6,000 /12,67 X 3ar 5,898
** pddition 3,700 1979-80 " -
Roda III 10,000 10,000 11/3/69 X sar 9,525
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CAIRQC EXCHANGE EQUIPMENT

Capacity Date o. Tvpe »f£ Working

Excnange Total In Service L eration E..-hange Lines
Heliopolis. I (B) 2,000 ' lst haif X Bar 1,974

year of

1973
Doxk i i0,000 6,000 1976 " 6,142
Nasr 10,000 10,000 1977 " 850
Koubba 2,000 2,000 1979 ND-20S -
i-veba 2,000 2,000 1979 " ~
Mounira Building under const. See Exchange Devel. Plans. Vol. 5, Chapter VI,

Tebbin 3o " " n " " " ] n "

** Current Projects & Plans
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Present Manual Exchanges (over 50 lines)

Lower Bgvpt and the Suez Canal Area

Province Caepacity
Baheira 3,360
Dakahlin 6,460
Gharbiya 1,720
Ismailia 670
Kafr el Sheikh 1,970
Minufiya 2,880
Qaiiub 660
Sharqiya _3,520
21,240
Upper Egypt
Province Capacity
Assuit 3,700
Beni Suef 1,120
Fayoum 590
Giza 1,050
Minis 2,270
Qena 1,360
Souhag 1,230
Wadi-el-Gidid ___LBo
11,800

Red Sea 580



Annex G

CONDITIONS TO BE ADDRESSED BY SIP

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

SERVICES IN THE CAIRQO 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 obsolete
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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2{ 57 Zunction cadle npairs veted, 47% did ro. meet transriscion
anc roise limits. Recorde shcw a high vorcent of defective
N omalrs throurhout the Calro networx. “nere is ro cuncral
N record or assignment system. Exchanie distribution
canles are “n roor condition whrouchout the C.ty. Sisrrobution

teominalg anc cress-connect cs.inets arce in poor condition but

All exchances in the Cairo area were vis:tec. The
environnental concition. for the ecuipment were found to be very
poor. Technical eculpTont maintenance practices are adequate,
but performance o routines and assignments o the work force
vary widely. The.e 1g Yitzle ovidence of effcctive reporting and
Mmanagement control., Reguisitioning . matericls and supplice s
difficult ard unavailable spare parts for rotary exchanges are the
cause for much eguivpment beinc out of service. Adequate tcols ang
test eculpment were made avalilable with each :ew excliange but appear
to be used very little now. Main distributior frames are pcorly
mainteined using iralequate tocls and frame materials, especially

fus,s. Battery maintenance varies. Imergency Jenerators are not

£
D
’_1
Vo
j31]
+

3
cr
jol}
ba
3
o
[oN
]

nd are not installed in some exchanges. Call

failure ra*tes are high in all offices. Soma fa’ :reg in crocsanse

(4 National and Interna*ional Toll Networks

Connection through the local Cairo network is a problem for
both tyves of calls. Wor¥inc conditiors at the Natiorn . and
International exchanc~s are not good, althougnh less poor at
Internacional. Crerator ecuipment is o0ld and in poor conditio:.,
especially at the National Exchange. Quality of trarsmission on

internat:ional circuits varies widely. A planned new automatic
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NG GnG new Cordl2ss swlich
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CuIl3 Will provide
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a
a potertial for “TPL.7LinG seIvice thal moy oot ce Iully realized
o}

Unt L Caiis are ¢sle to move ~T€LLY On the 10Cal network.

Ae ten cub-zacitors studied cffereq many Critical comments
anout trne cequipient used Ly AnETC to serve them. Generally,:nany
Similar COTLIL.ATS wore hewrd foom nearly every s.b-sector. The

- - . - e PR - & - = R
10Ce. C.al "elwors w33 the sub-ect of the MOST compiaints
INCLUding soirtages of faciliities, varicus Gilasllng and cailil

COMILiCLIONn SIobiems, ~requernt cable faliures anda otners.

¢ -.1lnes, it was reported, are often rot avallaole whern
fvice 1s unreliable and rrecuentliy out for 1ONG periodes,

e
Up to 90s of the pairs in special cab.es were out ¢f serv:.ce.

The lines pirovided by ARETO are of PooOr cuality and are irequently
out of s

2rv ce; 50% on a given day in one case.

Sub-scctors alsc were coitical of other special services.
rrequent troubles and outages on redio co..crol, facsimile, telex,

and other speciq islnes were reported. Services are frequently

o
T

unavailablc :n the rejuired locations. Switchboards are o.d,

POOriy maintained and cspare parts are a problem.

In all of ti

o
@]
9]
C

‘GGOrles SUb-SECTOrs were criticai of ARETC
maintenance and

cr
-
[¢s)
[
ry

510W response to service orders arg troubie
reports.

i6) Yanhol:iz axd Corciuit

While cicaning and repalrs are needeé ia the majority of
cases, manhc . 2s were found tc be structurally sound. Arrang:énents

are required to propeily rack and support caodles,
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sildings frequently appear o be in poor coniition hut are,
in fact, structurclly sound. The main problems zie the need *to

reswore a clos~d, 2ir conditioned envirorment anc to mprove the

gennral level of lpuseke .- .ng.
(8, Vehicles and Fauipment
Yost of ARETC's vehicles are over-cie (50% orer 18 yeare)

o

ard anout 5§

2 arc out of service waiting for spar. parts and
other repairs. Unrepairable vehicles are not pronptly cicspocsed
0f. Much neavy work is performed by hand, for whi:h power

equipment would be safer and more efficient.

{9) Traffic in the Local Networks

A special traffic study in Zamalek and a cew cow of trafl;
data tuaken clsewhere by ARETO lead to the geneca' concluzlor s
that: 7a) the link system of most excharges has l.en adequately

desigred, (%) *the number of Jvnctions assianed to vie interoffice

groups shou’cd generally be adequate for ...e treffin offered, and

(c) reagisters are tremendously overloaded.

(10) Traffic in the Long Distanc: Networks

The trunks between national centers are avereéging 110% of
capacity originatinc and 98% terminatinc. STD groups appear
adequate except for Zairo, 180% of capacity, and Alexandria, 110s%.
Terminating calls to Cairo cxchanges are 110% of capacity. Common

control registers averac= 101% of cepacity, code senders, 97%.

-
r—
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S X oCguipmeat andg féciiltlies are SCricusiy over.oaded,
The regirtor reguired for oll I5TEernational cails a

QU 24H% Cf apacity; {00 falidna. Can el Lo feGlster 1s operating

at 164%. The inte. .aticnal LLunk §Ious SVCDLGCS 2164 of capacity.

-

Lifficuity in completing telepnone calsd througn tne

)

network e undoubtedly responsidle for a large amount of tnis

"12) N¢'vork Contirol

Thiere is little evidence of effective nctwork control,

(13) Netwcrk Conditions

condition: reported by the sub-sectors and others. The main
provlems qr: dial tone delay, register overlioads, ineffective cal.

attempts .nd junctions out of service.

THE PREGIENT CUALITY OF O 33CRIBER SERVICES

(1) Commercial Services

The main conclusion of the Consultant's review of ccocmmercial
service .s that the systems and procedures used do not give anv
particul ir consideration to the customer's convenience. Office:
are pocor.y organized and malntained; practices and procedures
are not documentea, employee skililz are taught on thre -“ob,
pPricedures for handling applications and work orderc o.e@ SiOW
and cumnersome, manual proced.res are used to checas conuter
billing computecicns - vet no meohod ccuia be found w¢ check
biitling accuracy and, teiephone directories are publiznea evory
four yearz -- too long a period fcr accuracy -- and zhe cost s
added to the customer's oili.
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{2y Traffic Opera*ions

The most siagni

tn

icant service affecting traffic operations
problems are operator per’ormance ard productivity, and the

ec 'ioment cond:i: .ons in the National and International Exchanges.
: g

Pronlems affocting operator performance and preductivity
include the cenerally poor working conditions in both exchanyes,
Noise and lightirg are scrious defects. The Narional Excrange
is not air conditioned. Traffic management doec not have
sufiiciernt authority over personnel factors Invclved in employee
motivation, recruitment and training. The use of "delay" worc<ing
and crealit 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
automatic international exchange and some switchboard additions
and replacements. Delay working, credit checxing delays, and
delays in completing calls through the local dial network will

continue to affect service, however.

(3) Standard Voice Telephone Service

Call completion tests made by ARETO in March of 1977 placed
the ca’” completion rate in Cairo at 23.9%. The Consultant's
observations have also identified a long list of dial service
problems ranging from slow dial tone *to pocr connections and

telenhones completely out service for long veriods.
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Comparison of Existing and Proposed Domestic Rate Ctructures
As of July 1, 1977
(Expressed in Current Fgyptian Pounds)

Existing Proposed
Revenue urce 1978 1979
Telephone Subscriptions
A. Manuel
(1) Business 1/ 1,/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
- Metropolitan 18.00 20.00
- Non-metropclitan 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. Business 300 /.015 0 /.015
C. Government 1000 /.015 0 /.015
D. Joint Venture 1000 /.015 0 /.015
E. Public Service 300 /.010 0 /.Cl5

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

g/ The number 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 allowable number
of free calls.


http:22/32.00
http:15/21.00
http:22/32.00

Revernue Zource

Toll Ceall

A. Up to 25 um

B, roz 20 to S0 xm
C. rom 1 o 7Y km
D. From 7¢ to 100 km
E. Frem 101 to 125 km
¥. TFrom 120 to 150 km
G. From 151 teo 175 km
E. From 17¢ to 200 km
I. From 201 to 250 km
J. From 251 to 300 km
K. From 301 to 50D km
L. More than 500 km

Miscellancous 4/

A, Gereral
B. Opecial Equipment

Domestic Telegraph

~

A. General
B. Miscellaneous

Domes*tic Telex

A. Subscription Fee
B. Usage Charge

Lo

Annex J (Cont'd)

Existing Proposed
1978 1979
.015  /.015 .030 /.030
.030 /.015 .050 /.030
.0ks  /.930 100 /.050
.CT5 /.0ks .100 /.050
.100  /.060 .150 /.100
.120 /.o75 .150 ,'.100
ko /.090 .200 /.150
.160 /.100 200 /.150
.180 /.110 .250 /.200
.200 /..o .250 /.200
.250 /.150 .350 /.300
.350 /.250 .350 /.300

.02 .02
.02 .02
600.00 600.00
.01 .02

/ The figure above the diagonal line indicates the daytime charge,

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

E/ Too many items included in this category to Justify a breskdown
and rate. Examples are warehouses, security devices, telephone

directories, service fees, etc.

No significant increase in

these charges is proposed by ARETO.
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FGYPT

ARAB REPUBLIC OF EGYPT TELECOMMUNICATIONS ORGANIZATION (ARETO,

Balance Sheets, 1973-77
(in LE thousands)

Actuals Estimated

1973 1974 1975 1976 1977

ASSETS
Plant in operation 85,631 88,665 91,630 102,202 142,202
Less: Accumulated depreciation 34,294 37,81k 41,199 43,833 49,593
51,337 50,851 50,431 59,059 92,609
Work in progress 17,084 21,570 36,351 60,539 72,519
Net Fixed Assets 68,421 72,421 86,782 119,598 165,128
Long-tern investments - - - 1,615 1,615
Cash nnd banks - 790 932 4,681 7,131
Acccunts receivable - trade 12,372 13,337 15,652 15,537 13,592
Accounts receivable - other 752 1,h92 1,876 L, 7h1 5,680
Inventeries 4,772 6,895 9,160 10,363 12,255
Other ascets 9,839 11,749 15,923 22,039 22,900
Total Assets 96,156 106,684 130,325 178,57k 228,310
LIABILITIES
Capital 18,717 18,717 18,717 18,717 18,717
Asset valuation reserve 20,735 .20,735 20,735 10,901 10,601
Retained earnings 9,934 11,462 11,k92 16,49k 2k, 622
49,386 50,9LL 50,9LL 46,112 54,240
Subscriber deposits 3,739 4,095 4,298 5,134 5,32k
Long-term debt

Domestic 25,198 31,249 39,978 57,831 78,Lk29
Foreign 4,831 4,773 10,409 39,684 58,104
Total 30,029 36,022 50,387 97,515 136,533
Accounts payable 9,965 13,525 22,509 28,516 30,916
Provisions 1,888 1,925 2,01k 1,12k 1,12k
Overdrafts 1,149 173 173 173 173
Total Liabilities 96,156 106,68L 130,235 178,57k 228,310

Current Ratio 2.1 2.2 1.8 1.9 1.9

Long-term debt/equity Ratio 0.6 0.7 1.0 2.1 2.5

Source: IBRD-Egypt: Report No. 1756-EGT
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EGYPT

ARAB REPUBLIC OF EGYPT TELECOMMUNICATIONS ORGANIZATTON (ARETO)

Income Statements - 1973-77
(LE thousands)

Actuals Estimated
Year ending December 31: 1973 1974 1975 1976 1977
Operating Revenues
Telephone 18,809 19,333 20,726 2k,155 26,238
Telegraph 3,120 3,547 4,636 6,184 6,802
Telex 681 1,017 1,361 1,753 3,090
Miscelleaneous 9 7 12 62 70
Prior years' adjust.ent, (251) (108) (696) (2,151) -
rom tarify increases & - - - - 4,580
Total Operating Revenues 22,368 23,796 26,039 30,003 LO,780
Operating ixpenses
Salaries 12,080 12,846 14,988 15,311 17,789
Materials 1,280 1,590 1,934 1,901 2,190
Other 760 877 olk 1,178 1,340
Prior yenr's adjustment 189 320 189 L7 -
Depreciation 3,350 3,500 3,385 4,800 5,760
Total Operating Expenses 111659 19,153 21,hh2 23,237 27,079
Operating Income L,709 L,643 L,599 6,766 13,701
Other income (net) 392 581 724 1,517 1,500

Net Income (before financial expense) 5,101 5,224 5,323 8,283 15,201

Vinancial Expense (int. & comm.) 1,194 1,503 1,527 2,542 6,532
Net Income 3,907 3,721 3,396 5,741 8,669
Rate of Reiurn 2/ - ¢ 9.3 9.1 9.1 12.4 18.1
Operating Ratio - % 79 80 82 T7 66

;/ Increase in International tariff rate effective T/1/77
2/ On historically-valued assets

Source: IBRD-Egypt: Report No. 1756-EGT
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\hwﬂk’? UNITED STATLS AGINCY tor IN TLRINATIONAL DUVELOPMLN'Y
o N

TALIGY, Loy

CERTIFICATLION PURSUANT ‘TO
SECTION 611(¢) O THE
FORELGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Johe R. Oleson, the Principal Offlcer for the Agency for
International Development In Epypt, haviny, taken Into account,
among other thilngs, the malntenance and utlllzatfon of projects
In Lgypt previgusly |inanced or assisted by the United States

and technical dSBibtlnCe and tr;inin;a planraed under this project,
do herceby certify that in my judgment Egypt has both ‘the financial
capability and human resources gapability effectively to maintain
and utilize the capital assistdnce to be provided for the rehabi-
litation and modernizw:ion of the Arab Republic of Egypt Telecom-
murication Organization (ARETO).

\4\ R O

m R. Oleson
\ ting Dircctor

Covopor 7 71578
l)at?/




Annex O

MANAGERIAL AND TECHNICAL ADVISQPy
SERVICES TO THE ARAB REPUBLIC OF ggypT
TELECOMMUNICATIONS ORGANIZATION
SCOPE_OF 1I0RK

OBJECTIVES AND GENERAL DESCRIPTION:

The objectives are to provide managerial and technical services, support and
assistance to ARETO in the following areas:

A. In the design and implementation of modern management and operating systems,
procedures and training aimed at strenqthening jts institutional capabili-
ties.

B. In the desian. specification and implementation of hinh-priority service
improvement proqrams for the Cairo area.

C. In the desian, specification and implementation of selected telecommuni-
cations system expansion and modernization projects.

D. In addition to the alove, two experienced consultants are to be made available
to the Ministry of Cormunications for the purpose of providing advice and
assistance on a broad range of matters relating to telecommunications
development in the Arab Republic of Egypt.

BACKGROUND

Present telecommunications equipment and operations are inadequate and the
quality of services is poor due to lack of sufficient capital investment over
a number of years. Now, with an increase in economic activity in the country,
there is an urgent need for the improvement of services, particularly in the
Cairo area, and for the implementation of expanded facilities and activities
to satisfy the growinag telecommunications requirements,
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A recently completed comprehensive study of the ARE Telecormmunications Sector
has provided a Cairo Service lmprovement Plan, a Master Plan forr Telecommuni-
cations System Neveloprent for the near-term (five-year) and longer-term
(subsequent 15-year) periods. and specific recormendations for improving the
institutional capabilities of ARETO. A complete copy of ARL Telecommunications
scctor Study Final Report will be made availahle to each qualified organization
Or 10int venture prior to the time of the pre-areposal conference.

The provisions of inproved service and various improvements in ARETO institu-
tional capability during 1979 and 1980 are considered to be important prere-

quisites for the implementation of the Master Plan. Certain system expansion
and modernization projects, if implementated during this same period, would

alsc contribute to service improvement, the relief of some of the most uraent
new rvice requirenents, and would provide ARETO personnel with training and
experience of substantial value as they enter the Master Plapn period becinning

g6,

PARTICIPATION BY EGYPTIAN PERSONNEL

The contractor will be expected to perform all work in close cooperation with
the personnel of ARETO and to maximize their participation in all activities
related to this scope of work. The proposal should include specific plans
and schedules for the utilization of ARETO personnel and for the coordination
and direction of their work.

CONTRACT TASKS

The contractor's work shall include but not be limited to providing manaqerial
and technical services. support and assistance to ARETO in the performance of
the tasks described in the following pages. A1l technical and Management assistance

tasks must be completed within a two year period. The only exception to this is the
supervision of construction projects which continye beyond two years. |
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(AL MANAGEMENT, OPERATIONS AUD TRAINING PROGRAMS

A-1

A-2

The restructuring of its interna) organization according to the quide-
lines contained in the previous sector study. Specifically, assistance
shuuld be providec in the development of text and exhibits documenting
the proposed organizational structure of major divisinns, departments,
and offices: dentification of specific tunctions and responsibili-
ties of these units. development of staffing nlans for selected units;
and the preparation of a projected schedule for the implementation of
proposed changes. (Ref. Vol 6, Chap 1)

The establishment of planning and project control systems 1in order to
support the implementation of the proposed master plan. The Contractor
will assist ARETO managemert in establishing a central planning office
and project control group: in designing and developing planning and
control procedures and practices: and in performina selected planning
engineering functions. Consideration should be aiven to both manual
and computer assisted planning and control techniques. (Ref. Vol. 6,
Chap II)

The strengthening of financial management systems including reorgani-
zation of the accounting and financial functions: design and develop-
ment of an improved accounting system; establishment of a budget
office ard budgetary practices and procedures; development of an
improved cash management capability: upgrading of the exisitng internal
audit capability, and improvement of the current financial reporting
function. Consideration should be qiven to strengthening the existing
financial control capability and the ability of ARETO management to
utilize financial and accounting information in planning and decision
making. (Ref. Vol 6, Chap 1I)

The improvement of commercial operations (defined broadly as encompas-
sing those activities involving contracts between ARETO and its cus-
tomers) including: customer contract availability, office environment,



 Page four

A== Lort’

A-5

A-€

(Annex O Cont'd)
¢

service contract rules and requlatione. customer wark orders, handling
of unfilled applications, customer billing, customer payments, and
directory develcpment. Consideration should be given to matters of
organization, practices, procedures, and training. MNew procedures
should be introduced in a mode] exchange area such as Zamalek.

(Ref. Vol 6, Chaps 11 and II1: Vol. 8 Chap. I1)

The strenthening of purchasing and inventory manaqerient capability
including: reorganization of the purchasing and <tores functions;
development of a coordinated purchasing/inventory stock identifi-
cation system; establishment of procurement and inventory control
practices and procedures; examination of the feasibility of estab-
lishing an automated inventory reporting system; implementation of

an economic ordering quantity or other system capable of reducing
procurement costs; and examiration of existing inventory storaqe faci-
lities and develoument of a comprehensive facilities utilization plan,

including recommendations for the systematic disposal uf obsolete and
unusable items. (Ref. Vol 6, Chap. I1)

The establisnment of an ornanization, procedures and priorities for
the standardization of purchased equinment., materials and services.
Consideration should be given to the role of the Telecommunications
Research Center in the evaluation of available technical products and
services and in an onqoing program for the review of the influences
of new technology.

The provision of technical and management related training for ARETO
personnel. [t is expected that technical training will be provided

to a core of ARETO training specialists in areas related to service
improvement. These areas include, but are not necessarily limited

to, station installation and maintenance: workshon repairs to equip-
ment; central office maintenance: outside plant maintenance; tools and
test equipment; equioment, enaineerina, and customer services records:
commercial practices: and building maintenance. It is expected that
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A-7 Cont'd
management training will be provided to selected ARETO personnel in
middle and upper management positions in such management related areas
as management theory and practice, problem solving and decision making,
and supervisory concepts and practices. Specific training should
also be provided in those management related areas involving the
design, development, and implementation of management systems and
practices. (Ref. Vol. 6, Chap. V)

A-8 The preparation of an EDP plan for ARETO and the design and implementation
of computer based systems for the Telephone Research Center (TRC). The
EDP plan should cataloa existina comouter equioment and proarams and
identify all potential applications, describe their system components,
prioritize and schedule their implementation, and outiine a suitable
system environnent. The systems developed for TRC should contribute
to the oraanization's abilitv to assist ARETO in the areas of traffic

analysis, network planning. and radio frequency plannina and utilization.
(Ref. Vol. 6, Chap. II)

B. SERVICE IMPROvVEMENT PROGRAMS

B-1 The provision of a suitable operating environment for modern tele-
communications switching and transmission equipment. This program
will involve the repair, modification, rehabilitation or replacement
of air-conditioning equipment in all Cairo exchange buildings; and
other steps necessary to ensure an acceptable range of temperature,
humidity and cleanliness. Consideration should also be given to
continuing maintenance programs includina such factors as organi-
zation, procedures, training, and the availability of necessary
tools, materials and spare parts. {Ref. Vol. &, Chap II).
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B-2 Improvemente 1 the overall ddiiinistration, Maintenance and pertor -
Mmance of Cairo local exchange equipment . Manufacturers personnel are
Presently engaqed j, * general overhaul of BTM rotary and LME Cross-
bar equipment throughout the Cairg area, including the retraining of
ARETO maintenance personnel. This task is intended to complement the
work being done by the manufacturers and includes;

(a) Provision of an ontimum size maintenance work force in each
exchange-

(Y Steps to improve the availability of spare parts, tools and test
equipment:

(c) Improve the maintenance of batteries and power plants;

(d) The introduction of modern traffic Usaqe measuring and recording
equipment

(e) Reconditioning of main distributing frames;

(f) Steps to reduce permanent sianals and improve recister availa-
bility in both rotary and crossbar exchanges:

(2) Correction of the strapping of markers and incoming registers
to provide the desired translation functions;

(h) Development and implementation of alternate nmeans of providing
subscriber trunk dialing in rotary exchange areas;

(i) Developinent and application of measures to reduce traffic over-
load caused by ineffective calling attempts; and

(i) The coordination of all of the above activities, including the
work being done by manufacturers personnel, in order to insure
the maximum overall service improvement. (Ref. Vol 8, Chap 1)

implementation of measures to improve operations in the national tol}
center and to improve service on international to]] calls. This work
would have the objectives of improving operator efficiency and accuracy
in both the national and international exchanges, and of improving the
transmission and speed of connection on International calls. (Ref. Vol 8,
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B-4 The establishrent of a central orqanization and the necessary records
and procedures to improve the maintenance and utilization of Cairo
junction facilities: and the implementation of a proqgram to verify,
test and repair junction cable facilities and associated equipment.
Records and procedures should be devised in such a manner as to faci-
litate the possible future emnloyment of mechanized testing and assign-
ment routines. This task should be completed at the earliest possible
date. (°-7 Vol 8, Chap II)

B-5 The implemertation of programs and priorities for the rehabilitation

or replacement. as required. of evchange outside plant. Consideration
iicuird be given to the introduction of new technoloqy, methods and
procedures. In this connection a model excnange such as Zamalek should
be chosen and qiven first priority for improvennent and for the training
of ARETO personnel. A program should be established and work initiated
to the maximum extent practicable toward the rehabilitation of ex-
change outside plant throughout the Cairo area. (Ref. Vol 8, Chap II)

B-6 Establishment of an ARETO organizaticn and implementation of a program
to improve service to major business and government telecommunications
users.  (Ref. Vol 8, Chap II)

B-7 Implementation of a proaram to improve subscriber equipment and ins-
tallations for users of subscriber tol] dialing and international
telephone service. This program should include organization, train-
ing, tools, practices and new materials necessary to carry out work
in a selected exchange area such as Zamalek durina the contract time
frame. Consideration should be given to extending the program sub-
sequently to all Cairo telephone users. (Ref. Vol 5, Chap VIII)
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programs, together with methods for the measurement of the actual
improvement achieved during the contract period. Proposals should
include statements of the dearee to which and under what conditions

the contractor would be prepared L0 quarantee the results of each
service improvement task.

The following projects for expansion and modernization of ARETO networks

and services are to be undertaken under separate contracts, to the extent
that the total funds to be provided by USAID for these projects, when

added to funds required for this scope of work, shall not exceed $40 million.

The consultant will be required to provide assistance to ARETO in the
prioritization and scoping of these projects: in the preparation of detailed
specifications and tender documents: in the evaluation of tenders: and, to
the extent possible during the period of thig contract, in the supervision

of imp]ementation. and in testing inspection and acceptance of completed
installetions.

The projects being considered are:
C-1 Exchange cable systems (see Task B-5)

C-2 Mobile telephone exchanges, junction carrier transmission facilities,
or equipment modifications or additions as required to extend the avai-
lability cf subscriber tol) dialing to customers in rotary exchange
areas until the rotary equipment is replaced. (see Task B-2)

C Replacement of a rural exchange in a selected area with modern,
state-of-the-art automatic SWitching equipment and uparading of
outside plant as required. (Ref: vol. 4, Ch. TII; vol. 5, Ch. XI)
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C-4 EPABX systems for selected major business or novernment telephone
users such as the Cairo Airnort Authority. (Ref: Vol. 3, Ch. v-
Vol. 5, Ch. VII.)

C-5 Microwave radio links to provide irmnroved service to major, hiqh-
driority, customers. (Ref: Vol. 3. Ch V: Vol. 5, Ch. VII.)

C-6 Replacenent nf the rotary exchange equipment in Zamalek and/or
other selected locations. (Ref: Vol. 4, Ch. III; Vol.5, Chs.

VI and VIII.)

D. REPORTING REOUIREMENTS

D-1 All reports shall be prepared in English. All proqaress reports,
semi-annual renorts and draft final reports shall be submitted
to ARETO in 10 copies. Al final reports shall be submitted to
ARETO in 15 copies. ARETO will forward 3 copies of all reports
the U'SAID/Cairo for distribution vithin aonronriate AID offices.

D-2 Progress Reports: The Consultant shall submit a monthly proaress
report to ARETO not later than the 20th of the following month.
The progress report shall contain intormation on activities in
the field and in the home office and shall 1ist the names of
all project personnel employed on the project during the month
and the functions performed by them. The report shall indicate
the dearee of proqress during the month toward achieving the
project goals and shall point out any difficulties and impedi -
ments to such achievement. The Consultant shall recommend,
where appropriate, remedies to overcome such difficulties. The
report shall contain milestone and other appropriate charts
which will display progress of each task durina the report period.

D-3 Semi-Annual Reports: The Semi-Annual Reports will replace the
regular monthly report and will summarize proqress and status of
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the project for the six months period. Successive semi-annual
reports w111 be cumulative in nature.

Firal Report: MNot later than fifteen Jays after completion

of the Consultant's work, the Consultant shall submit a draft
final report covering his activities during the entire contract
period. ARETO will review and submit comments within 30 days.
after which the final report will be submitted fifteen aays after
receipt of ARETO's comments.

Acceptance Reports: See Section C. The Consultant shall monitor
acceptance testing of projects financed by funds provided by
USAID. After comnletion of the acceptance test. the Consultant
shall list any deficiencies found and on behalf of APETO shall
order the Contractor to make the necessary corrections. Upon
completion of the corrections and following successful completion
of the acceptance tests. the Consultant shall make a final accen-
tance report and certification to ARETN that the Contractor has
met all requirements of his contract. ARETO then will review

the report and certify its acceptance. Initial and final
accentance reports shall be submitted to ARETN in 10 copies.

At the en’ of each six months period and following the issuance
of the semi-annual report. the principals from ARET0 and AID will
meet with the Consultant to review the status of the effort.

2 Auqust 1978
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Illustrative Enuiprent List of
ltems to Be A.1I.D. Financed 1/

I. Air Conditioning Equipment, Spare Parts,
Filters, Tools !Tesk B])*

II. Recorded Announcement Equipment, Traffic Usage
Equipment, Tools and Test Gear (Task B2)*

III. Operators Headsets, Timing Mechanisms, Operators Chairs,
Miscellaneous Tools, Transmission Test Equipment (Task B3)*

VI. OSubscriber PCM Carrier Systems & Station Carrier
Systems, Rotory Files & Inventory Tubs, Cable Books,
Tools, and Test Gear (Task BL)*

V. Outside Plant Hardware, Cable Drop Wire, Interior Wire,
Tools and Test Gear to Carry Out Rehabilitation OJT
Program (Task B5)*

VI. Subscriber Installation Apparatus, Hardware Tools,
Test Equipment & Records & Assignment Supplies, (Task BT)¥

VII. Installation of 60 Replacement Switchboards at National Exchange
Céiro

VIII. Mobil Electronic Exchanges

1/ Value of Equipment Listed herein exceeds the $3.0 million
shown in Cost Estimate. The order of priority is I to VIII.

*  Tasksrefer to those items shown is Scope of Work, Annex
0 of this Paper.
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Annex Q
UNITED STATES GOVERNMENT

v 2. 1078 memorandum

I.E. Wallen (TDY), CDE

Telcormunications Project

Mr. Robert N. Bakley, CDE el

On August 1 I looked through the file of the telcommunications project
with Mr. Scarfo and I agree with your staff and Hend Gorchev that
this project does not have an important environmental component .

I believe that the projezt should be considered without regard for-
any further environmental papers. The threshold decision wag, should
have been, and should remain negative,

CDE:I.E. Wallen:(TDY):st:8/2/78

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan

OFTIONAL FORM NO. 10
(REV. 7-76)

GSA FPMR (41 CFR) 101-11.8
S010-112
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Annex R

Analysis on Questions of Wages
Allowances and Incentives and
Job Satisfaction

1. Base Salaries

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
comparison is limited to base wages and does not include allow—
ances,

ARETO 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 indicates that ARETO re-
bresents a favorable employer for those without a university
education since the civil service system offers better pro-
motion possibilities than those available elsewhere.

2. Allowsances and Incentives

In addition to base wages, the companies surveyed by CTC were
asked 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 jndicates that in terms of the range of
special awards which are offered, ARETO compares favorsbly
with the other organizations surveyed. Only other government-
associated organizations offer similar awards. The private
sector and joint-venture companies offer higher base wages,
but few additional allowances and awards.



Exhibit TIX-1

Summary of Findings From Wage Information Survey

() () ©) (D)

ARETO Public Sector Joint Venture Suez Canal
Companies Company Authority
Occupational
Category Min Max No. Min Max No. Min Max No. Min Max No.
Engineer 2Lo 1,40 1,621 300 1,k4ko 185 900 3,120 3 552 2,3L0 300
Accountant 2o 1,440 2ue  1,kko 120 T80 2,040 5 432 2,3L0 118
Technician 180 1,k4k0 3,845 180 1,Lko 513 516 840 7 240 1,140 5,211

&iilled Leborer 162 1,440 14,482 180 1,440 1,800 432 2,160 n.r. 2L0O 1,10 5,211

Laborer 14y 780 9,3k9 1LY 780 3,250 180 300 n.r. 162 600 2,000
Clerical 180 1,hko 2,6k9 180 780 634 768 876 2 2ko 1,140 612
Telephone

Operator 162 1,4ko0 1,801 1Lk 780 14 None Reported None Reported

No. Employees

Reported 6,516 8,2k1
Total

Employees 46,030 7,137 173 11,620

r.r.: not reported

" Note: Wages shown are in L.E. and are annual wages.

PSNUT3UC) ¥ XIuuy



Occupationsl
Category

Engineer
Accountant
Technician
Skilled Laborer
Laborer
Clerical

Telephone
Operator

No. Employees
Reported

Total
Employees

Exhibit IX-1

Summary of Findings From Wage Information Survey

Private Sector Companies

(Cont'a)

(E)

(F)

(H)

Min Max No. Min Max No. Min Max No. Min Max No.
360 720 2 720 5,400 17 1,800 1,800 2 480 1,LLo 3
360 720 1 840 1,800 2 1,200 1,920 1 5L0 1,kLko 1
108 540 6 480 1,440 100 180 2,400 13 None Reported
None Reported 360 840 100 None Reported 360 720 30
108 540 50 168 480 350 None Reported 216 L2o 12
108 360 5 300 960 L6 300 T20 1l 192 T20 Y
180 360 1 300 840 1 None Reported Nore Reported
65 616 17 50
65 750 18 50

PNUTIUC) ¥ Xauuy



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

17.

Type of
Special

Allowance

Representation Allowance
Professional Allowance
Nature of Work
Overtime

Production Allowance
Performance Allowance
Annual Bonus

Holiday Bonus
Residence Allowance
Profit Sharing
Transportation

Meals

Uniforms

Medical Care

Comparison of Various Special Allowances and Awards

Exhibit IX-2

Granted by Companies Surveyed

f

Public Private Companies Joint
ARETO Sector Venture
Companies A B C D Company
X X
X X
X X
X X X X X X
X X
X X X
X X X
X X
X X
X X
X X X X
X
X X

Source: Project Team Survey

Suez
Canal

Authoritz

X

psnutjuo) ¥ Xsuuy



3. Employee Satisfaction

irn the Projects Department, wus 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 were surveyed. Insofar as the sample size for
each occupational category is much smaller than for the erntire
work force, the confidence level of conclusions is lower than
for the sample asg 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 indicated that enployees
were generally satisfied with the type ¢f work performed.

L, Summary

From the above it appears that ARETO management 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 brogram which will 1ift
morale and productivity,



II.

Aznex S

Possible Types of Training Pi grams
by "Occupational Categoury"=

Programs for Administrators

Financial Operations
- Commercial Operations
- Personnel Operations

- Purchasing and Stores Operations

Traffic Operations

Plant Operations

Planning Procedures and Practices

Programs for Engineers

-~ Traffic Analysis

- Exchange Engineering

~ Radio and Transmission Engineering Procedures and Practices
- Exchange Construction

- Radio and Transmission Installation/Maintenance

- Exchange Maintenance Procedures and Practices

- Outside Plant Engineering

~ Outside Plant Construction

- Outside Plant Maintenance

Buildings and Groumds Maintenance

1/ Not all the above training programs will be developed under financing by

the A.I.D. loan. ARETO is curréntly 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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II1. Programs for Technicians

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

basis of short programs in specific t.ill areas and not as sophisticated

as that for Engineers.

Iv. Operator Training 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 Repairman

Building and Power Maintenance

Vehicles and Heavy Equipment Training
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