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This report presents the results of our Audit of 
Telecommunications I, II and III, USAID/Egypt Project Nos. 
263-0054, 263-0075 and 263-0117. The objectives of this 
programn results audit were to: (i) determine if adequate
management attention had been directed to strengthening the 
operational and managerial capabilities of the National 
Telecommun ications Organization (ARENTO); (2) evaluate 
compliance with AID regulations and (3) test the adequacy of 
internal controls. 

With respect to these objectives, the audit showed that
significant progress was made in improving the 
telecommunications system in Egypt. US?.ID/Egypt, however, 
was not taking all the steps neces-ary for ensuring that the 
system would be efficiently and effectively operated over 
the longer term. More than half of the recommendations made 
by U.S. consultLing and evaluating contractors, directed to 
strengthening operations of the ARXIN'O organization, had yet 
to be implemented. 

These conditions existed primarily because USAID/Egypt and 
ARENTO agreed to implement only those recommendations 
considered critical to the current project leaving the 
remainder for fur ther consideraLion by ARENTO. ARENTO 
indicated interest in pursuing many of the recommendations,
but ,as constrained, in part, by the lack of funds. Since 
ARENTO's requests for further technical assistance have not 
been approved by USAID/Egypt, AR.NTO Management may not be 
sufficiently st:engthened to operate and maintain the 
telecomliunications system to realize its full potential. 
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In addition, ARENTO did not achieve the internal rate of
 
training set forth in its five-year plan. The consultant
 
contractor assisted ARENTO in establishing the five-year
 
plan in May 1982 to improve employee job performance and
 
prepare for further expansion and modernization. The
 
objective of the plan was to define training needs and to
 
increase the number of employees trained each year until an 
acceptable rate of training was reached. Several factors
 
cdused ARENTO not to achieve planned levels: ARENTO did not
 
establish a data base from which to identify job training
 
requirements; classroom attendance was poor at training

facilities; and courses, including a key course on Fiber
 
Optics, failed to start on time or were discontinued. Also,
 
a sufficient number of Program Developers were not nominated 
or trained. USAID/Egypt and AREITO were not working to fully
implemenu the consultants' training recommendations. The 
lack of training can prevent the development of the human 
resources needed to meet requirements of the expanded 
telecommunications system. 

There was an adequate level of compliancC with AID 
regulations in the areas reviewed, except that USAID/Egypt 
was not takInug appropi: iate steps to ensure that AID 
guidelines for successfully completinig projects were 
followed. Internal controls were approptiate and operating 
in a satisfactory marner in the areas tested. 

We recommended that USAID/Egyp t determine which of the 
consu.tants ' open re(ommunda tions shou.d be implomented, 
wo rk wit.h Al l rjNTO to i mplemenC t hese recommeidat ions, and 
establish a plan and a follow--up system. W7e also recommended 
that USAID/Egypt cont i nue woriking withI AlENTO to complete
the compu t ori z ed data-hav e system for job training 
requirements, resolve training attendance problems;, complete
the training courses on fiber optics techniques, and train a 
suffic ionC niumber of Program Develocprs. 

USAID/Egypt did not disagree with te recommen dations but 
stated that ranly actions attendant to Recommeidat i Nos. 1 
and 2 have already been taken and they shoou1d be closed. The 
Office of Inspector (e ncral carefully reviewed ChO comenilh nts 
offered on the draft report aid conCi[-. nue, to believe that 
USAI]D/EgypC needs to resolve the consultLCnts ' open
recommendat ions and work with ARINTO to overcome the 
problems in the trainiing area . Your commints were considered 
in finalizing the report. Excerpts are inc].uded at the end 
of each findilngs section. The ful. text, without 
USA]D/Egypt's attachments, arc inclided as Appendix I to the 
report.
 

We appreciate the courtesic ius extendcd to th1e audit staff 
thI oughou C the assi gnmient )y Hember s of the Developm en t 
Resources Division. Please provide us within 30 days any
additional informatiorn relat;ed to actions planned or ta ken 
to impleuent the recommendations. 
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S 'EXECUTIVE SUMMARY 

Telecommuniications I began in August 1978, was followed by
II in August 1979, and by III in December 1979. The combined 
purposes of these AID projectq are to assist Egypt's 
National Telecommunications Organization to improve and 
strengthen overall operations, training and management
capabilities; and to install electronic 
exchanges, outside 
plant and related equipment in Cairo and Alexandria. The 
audit covered project activities in Cairo, Alexandria and 
Nasr City during the period from August 1978 to September 
30, 1985. As of September 30, 1985, AID obligations totaled 
$242 million and $186.5 million had been disbursed. The 
project completion date was December 31, 1988.
 

The objective of this program results audit was to determine 
whether the National Telecommunications Organization's 
management capabilities had been strengthened as called for 
in the project agreements. Other objectives were to 
determine whether the project was in compliance with AID 
regulations and to test internal controls.
 

The audit showed that the project was progressing

satisfactorily in terms of installing modern telephone 
exchanges, underground cable systems and other equipment. 

. Undoubtedly,--the telecommunications capability in Egypt has 
been greatly improved. The audit also indicated that further 
improvements were possible in the National 
Telecommunications Organization's capability to operate and 
maintain the system over the longer term and to achieve the
 
training plans for improving future job performance. The
 
projects were being accomplished in general compliance with
 
governing AID regulations, except for general guidelines on
 
successful completion of projects. There were no material
 
weaknesses in internal controls.
 

A U.S. consultant was hired to advise and assist the
 
National Telecommunications Organization to develop
 
managerial and operational capabilities. But, many of the
 
consultant's recommendations and those of a later evaluation
 
team to improve planning, management, .,operations,
 
maintenance and training were not fully implemented.
 
USAID/Egypt and the National Telecommunications Organization
 
agreed to focus on implementing only those recommendations
 
considered relevant to the effective implementation of the
 



ongoing project, leaving a large number of unresolved
 
recommendations. USAID/Egypt stated it recognized that 
 the
 
National Telecommunications Organization, like any growing

utility, will need to 
 expand its facilities, institutional
 
capabilities, and training program. It said that any future
 
AID assistance will take these needs into 
 consideration.
 
There was, however, no certainty of a future project or of
 
the likely parameters of such a project. As a result, the
 
recommended further improvements may not be achieved and the
 
National Telecommunications Organization, and AID, may not
 
get the full benefit of the funds invested.
 

We recommended that USAID/Egypt 
arrange with the National
 
Telecommunications Organization review
to and assess the 
status and applicability of the recommendations of the 
consultant cotractor and the evaluation team and ensure 
that an implementation plan and follow-up system are in 
place for those recommenda tions meriting USAII)/Egypt
assistance. USAID/Egypt 
 project officials disagreed with our
 
assessment and stated that: all actions associated with the 
recommermdations had already been carried out. We continue to
 
believe that the open recomnmendations of the con sultants 
need to be resolved. 

In the training area, which we considered vital to ensuring
continuous effective operation and maintenance of the 
system, the consultant. had assisted the National 
Telecokmunications Organization to estab.ish a 5--year plan 
to improve job performance and prepare for further expansion
and modernization. The planned rate of training was not 
achieved. 

We recolmitnded that USAI 1)/Egypt ensure that the problems
that cont ributed to the lack of training, including an 
uncompleted dlatd-b,;e systemL, POO[ attendance, the delayed
fiber optics vj, the oft a) r J.ii and training progr amr 
deve]opei_s be corrected. Agin, USAI D/F;gyp rLoject
officials disagreed with our avse...;leni. They said that 
actions n;sociatcd witih compleieig an(d placing in operation 
a comiputrized data base to jdnti fy training reu iremoents 
arid e<;t hli i:;iirig a fibher optj~. 1cs t . iliing coilc',;e had a]ready
been complt d. They also said that pior attendance at the 
training faci lit ies was iipassib Le to correct in any
meaningfu.1 way. We continue to believe that USAI1/Egypt
needs to work with the Organization oi solving its trainiig
problemis. jA 
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AUDIT OF
 

TELECOMMUNICATIONS I, II AND III
 

PART I - INTRODUCTION
 

A. Background
 

Egypt had not invested in modernizing its telecommunications
 
network for over ten years. As a result, the Arab Republic
 
of Egypt National Telecommunications Organization (ARENTO)
 
required major renovations and expansion to meet current and 
projected demands. In April 1978, an AID-financed sector 
study provided a master development plan for Egyptian 
telecommunications rehabilitation and expansion. In August 
1978, AID authorized Loan No. 263-K-047 (Project No. 
263-0054) for $40 million to assist ARENTO in financirg: (a) 
improvement of its overall manage:;ent; (b) training of its 
personnel; and (c) procurement of turgently needed equipment. 

In August 1979, ATD author:ixzed follow-on Grant No. 263-0075 
for $80 miI.Lion to replace obsolete telephone equipmIeilt with 
Iodern telephone electronic switching systemi; , underground 
cable for the outside plant, and related equi pment for 
cooling and s-dndby powur generation for exchanges in Cairo 
and Alexandria. The grant also provided funds to continue 
the technmical ass i stance to strengthen ARENTO's managerial 
and operational] cap)abi lities. 

In December 1979 , AID approved increinental Grant No. 
263-L117 for $122 million to increase assistance for 
exchanges, outside plant, and consulting services. This 
brought the tot :to o biigations etinr T'e l ec ommniii cat ion 
Projects I, JI and III to $242 illi 11on. Most of the 
ansi stance financed tlire lma1jor host govY nm.n L contracts 
with U.S. firm:;: 

1) Co11n . g rv Ice A .1tionIISo 	 . $41-mi cont ract,
etecti ,s Mirch .JUJ , fi tectin i call as;;i t1tc , 

includinig supe2rvi,s ien of m:a J C r eq it Ii1men t 
install. < ti.Ons, technical plannnjlg, f inance and 
account. i n g , c1te t J i (f eve Va AR Elr'ro 

departmients, bili rig inpro(-cvoImJiit.; , tperatinnsn5 ald 
main te naic e , aId1 traini!q. 

(2) 	 Exclai..'._. A $104 .6-mi I i on contract , dated 
February 1982, to i i;stoll eight eloctronic 
SWitching tel ephonle ex'hngc.; in1 Cairo and 
Alexaniiria, inc(] tiing Ltr in ing and 24 mntlhs of 
guarain ty opsrt iig and mn ntu.d(ii[( :c rvices. 
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(3) Outside Plant. A $77-million contract, dated 
June 1982, to construct underground electronic
 
and optical cable systems, including training and
 
24 months of guaranty maintenance services.
 

As of September 30, 1985, obligations totaled $242 million
of which $186.5 million had been spent. The amended project 
completion date is December 31, 1988.
 

The U.S.-financed assistance is part of a multinational
 
effort to upgrade telecommunications in Egypt. The total
 
expansion was estimated in 1978 at $1.4 to $2.5 billion.
 

B. Audit Objectives And Scope
 

The Office of the Regional Inspector General for Audit/Cairo
made a program resultis audit of Telecommunications I, II and 
III. This review covered activities from inception of the 
projects on August 28, 1978 to September 30, 1985, and was 
done during the period from May to nloverber 1985. 

The survey phase of the audit showed Lhat construction of 
facilities was proceeding satis;factorily. The survey also 
showed that many racohimenddt ion:; hide by the U.S. 
consultants in p'hase I for organizational improvements; had 
not been adoptd by ARI.'TO. An a result of the satisfactory 
techniical progress, the audit conceitrated on two areas of 
indicated weaLli. ;s - organization and traning. 

The overal] objective of the dutai led phase of Lthe audit was 
to deturmi 1w i.f a de(lti e I Wii(el, t .'lt ttLtLLention Lad been 
di re( ( to Lo i lI -i'lt I II the (:(ll:i I toIt 's recohiiendaLti olt; 
as wel1 as tLhosu .1ide by a"1eva] UlILi on contract or in June 
1984. We did noL evalua te the efficacy of the 
r ec m dadetI:ii( by h co n1su lt a nts . The WOrklie in 
veri fying t.l,I e:t el ta to w., iclh APIN'iO had adopte( the 
cOl itluItdl ' reco,;ioos b t. 1 Vw 0,; im;i ted by the loc; of 
information maod, avaJ l ) eaby AI:E;TO. Accor dingly, the a(udit 
r el.(1 uxteli.;j vol y onl the records of the consul tant­
cuntractor and USAiD/Lgypt. The other audit objectives were 
to an;cer t_ ill coupli oncu with All) r egulat ion; and to test 
internal cout 1uls . 

We visited foci ititien and int, rvi. wd officials at five of 
the( igch t AIDI-financed(20( elec I. oll 1 ( O] i pm nlt, e xchan!ges in 
Cairo and Al,0xan dr ia, the ARITu Igadquir tert; of ic s in 
Cairo, AR N'j'() training fac i ti~u,; in laar City, and offices 
of the thlre, major U.S. colitr ucors;. The audit did not 
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include a detailed review of payments. Costs claimed by the
 
consultant and reimbursed by USAID/Egypt were not reviewed
 
because accounting records were located in the United
 
States, and a non-Federal auditing firm was to review the
 
consultant's direct costs under a USAID/Egypt contract.
 

The audit was made in accordan6e with generally accepted
 
government auditing standards. 
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K - AUDIT OF 
TELECOMMUNICATIONS 11 11 AND III
 

PART II - RESULTS OF AUDIT 

The audit showed that adequate management attention had been 
directed to implementing certain of the consultant 
recommendations. However, disposition of numerous other
 
recommendations bearing on ARENTO's ability to operate and
 
maintain a greatly expanded system over the longer term and
 
achievement of the training objectives have yet to be
 
resolved. The project was being carried 
 out in general

compliance with AID regulations and internal controls were
 
generally adequate.
 

The Telecommunications projects have contributed greatly to

improving telecommunications in Egypt. After some delays in
 
cutover to the new system, the electronic switching

exchanges and other equipment were in operation and most of

the outside plant facilities were completed. Seven old
 
rotary switches were replaced by eight- Electronic Switching

Systems, five in Cairo and three 
 in Alexandria. The new
 
systems were providing improved service to approximately

120,000 subscribers. Moreover, the new equipment doubled the
capacity- for commercial lines in some areas. Most of the

work to engineer, furnish, install and maintain telephone

outside plant facilities for the new systems, and the

junction exchange for Cairo
interconnections the 
 and
 
Alexandria networks were completed; acceptance tests were
being made on the outside plant. Also, customer rates were

increased, resulting in improved revenues.
 

Technical assistance was provided to ARENTO under

USAID/Egypt-financed contracts for institutional
strengthening of activities in the areas of fundamental
planning, training, andfinance administration,
organizational structure, tariff rates 
and computer systems

and applications. With this assistanco there has 
 been a
 
recognized improvement in service attributable to the new
 
equipment. Continued involvement by USAID/Egypt was needed,
however, to further the progress made 
 and to strengthen

ARENTO's ability to more efficiently manage and operate the
 
telecommunications system now and in the future.
 

We recommended that USAID/Egypt continue to work 
 with ARENTO
 
to implement the recommendations mo.dc by the consultant
 
contractor and evaluation
the team and to achieve project

training objectives.
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A. 	 Findings And Recommendations 

1. 	 USAID/Egypt Should Continue Working To Imnplepent 
Recommendations To Strengthen The ARENTO Organization 

USAID/Egypt was not taking all the steps necessary for 
ensuring that The project would be efficiently and 
effectively operated over the longer term, as discussed in 
the 	 guidelines in Handbook 3 for completing projects. More 
than half of the recommendations made by U.S. consulting and 
evaluating conkractors, directed to strengthening operations
of 	 the ARENTO organization, had yet to he implemented. The 
contractor's role was to advise and assist ARENTO to improve
its planning, management, and training funct ion, and to 
contribute to thme more effective operatLion and expansion of 
ARI NTO sc;,vices. 

The 	 ahbove condiLions existed, primarily because USAID/Egyp t 
and AP ]. TO agreed to implement only Lhose recommendations 
conSi d ie,r, d critical to the current project, leaving the 
reltainder for furtLer consi dora Li on by ARENTO. ARENTO 
indicated intoer:st in pursuing liatly of the recomim nda tions, 
bLhlt 	 \/,s co usttr ai.nod, in part, by th( lack of f LIMd]a . Si ncec 

for Ufurth tfcnAREIITO ') req;t o furttimer 	 ass .i stance have not 
been a ,pr oved by U;A I)/flgypt, AREAJ1CO .anaqg oEV2I; . may not be 
suffici.nAly 'triegLhoed to operate and maintain the 
te]ecommluiii ca[Liein.; system to reali,ze its fu.l], potential. 

J{(CcOfl~l~i{' Iti<.1 10 . 1. 

We ruculmiead iaL USA.1 D/.gypt: 

a. 	 dottrma ine .hi h of the open i ocommiendations made by the 
cosuln taut (Lxhibhit 1) and the evaluation team (Exhibit 
2) slouId he imp l(ntod to protect the invettment 
al ready ridp; 

b. 	 work Mii AIlE2P'() to ile.;i,.e t those recomlmlllndatio .1;; and 

C, 	 ensureTO tha t a time-phased plan and follow--np system are 
estIiia i ' to implhi'm t the reccomiuondat io s , 

Di .;C s[!,; ori( 

... "A project can ... only b corisidered complete when it is 
succcusfully generating a Atream of benefits and helping the 
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envisioned 
 in the initial project, or, if modified, final
 
project design" (AID Handbook 3, Chapter 14A, Project

Completion and Post Project Considerations). Chapter 14D,

AID Responsibilities, adds that ..."Managing all of the
inputs to produce outputs and then moving into the

successful generation and delivery of benefits may be the

B/G (Borrower/Grantee) 
agency's most marginal capability,

especially when a new organizational undertaking is involved
 
... (and) in most cases, only a little more support and
 
encouragement are all that are needed to 
help the B/G make
 
the project a permanent success."
 

In March 1980, a U.S. consulting firm was hired to provide

$41 million of construction supervision and advisory

services to ARENTO. Part of the consultant's role in Phase I
 
of the project was to examine, evaluate, and make

recommendations to ARENTO in defined operational 
and
 
managerial areas.
 

By May.1982 under the Phase I task, 
the consultant had made

147 recommendations to: (a) reorganize ARENTO's line and
 
staff functions; (b) improve program management and control

activities; (c) establish financial 
 and accounting

procedures; (d) effect purchasing and internal 
 controls; (e)

develop training capabilities; (f) establish a data
 
processing center; 
and (g) improve ARENTO's operations and
 
services.
 

In December 1982, 
 an amendment to the consultant's contract
authorized the second phase of the project (Phase 
II). Under
 
Phase II, certain of the Phase I recommendations were

selected by USAID/Egypt and ARENTO as most necessary 
for
 
AID-financed consultant assistance to ARENTO. 
No specific

timetable was established for disposing of all of the
 
recommendations, although 
 it was recognized that at least
 
some of those remaining would be appropriate for

consideration in a follow-on project financially supported

by USAID/Egypt.
 

Review of 121 of the 147 total recommendations showed that,

from May 1982 to August 1985, only 44 had been fully

adopted. Thus, 77 (or 64%) 
 of the 121 recommendations
 
reviewed had either not been implemented or were only partly

implemented over three years later. could
We not determine
 
the status of the remaining 26 recommendations.
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The 103 recommendations (77 not fully implemented and 26
 
with undetermined status), listed in Exhibit 1 were reviewed
 
with the Project Officer subsequent to issuance of the draft
 
audit report on March 17, 1986. The Project Officer
 
disagreed with the status shown for 15 recommendations.
 
Disagreement was generally based on undocumented
 
observations by the Project Officer of the status of the
 
recommendations. Assuming the Project Officer's observations
 
were correct, 88, or 60 percent, of the 147 recommendations
 
made would have been left for ARENTO to deal with as of
 
March 1986.
 

In order to assess project progress and impact, and to
 
determine the need for additional assistance, a second U.S.
 
firm, comprised of a three-man contract team, was hired in
 
May 1984 for $94 thousand. This team reported concern with
 
ARENTO's capability to satisfy the public demand for
 
telephones in the face of the anticipated high growth rate
 
over the next 15 years. In its report, dated June 1984, the
 
team made 48 recommendations, the first of which stressed
 
that ARENTO should seriously consider the recommendations
 
made previously by the consultant contractor.
 

According to our review in August 1985, 20 of the 48
 
recommendations had been adopted in full by ARENTO, 5 had
 
been adopted in part, and 12 had not been adopted. ARENTO
 
officials -we interviewed did not know the status of the
 
remaining 11 recommendations. The recommendations not fully
 
adopted, and which concern the ongoing capabilities of
 
ARENTO, included recommendations that affect ARENTO's
 
organization, training, and maintenance functions (See
 
Exhibit 2).
 

The Project Officer disagreed with the open status of 3 of
 
the evaluation team's recommendations and did not think that
 
9 others were practical or necessary. Excluding these 12
 
recommendations would still leave 16 out of the 48 total
 
recommendations that needed to be resolved as of March 1986.
 

When the consultant's contract expires in fiscal year 1986,
 
ARENTO will lose the skills and services of the remaining 26
 
consultant specialists who have been advising and assisting
 
ARENTO under Phase II. The particular skills provided by
 
these specialists included fundamental planning, contracts
 
administration, construction supervision, operations and
 
maintenance, fault reporting, transmissions, station
 
installations, financial systems, computer systems, stores
 
and purchases.
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Shortly after the specialists leave, the U.S.-funded
 
equipment suppliers, who have been providing warranty

operations, maintenance and. training in the exchanges and
 
the outside plant facilities, will also complete their
 
contracts and leave. Thus, ARENTO will take over all of the
 
equipment and services provided by U.S. contractors under
 
the project. When that happens, ARENTO's organization,

systems, management and work force will more fully

experience the demands of the new technology, the new
 
equipment, the improved capacity for information, the
 
increased number of commercial lines and the new services to
 
customers.
 

We were unable to obtain detailed information on the skills

that ARENTO has or will need to manage, operate and maintain
 
the system to full advantage after the consultant contractor
 
afid the equipment contractors leave. Neither the consultant
 
contractor nor ARENTO prepared an analysis of the necessary

work-force skills or a realistic plan for obtaining and
 
retaining such skills in the organization. An ARENTO
 
official suggested that the organization required an
 
estimated 2500 to 3000 more technically-trained and
 
qualified people to augment its present work staff.
 

Training is one area importanL for ARENTO's continued
 
development. Problems in achieving ARENTO's training

objectives for needed skills are reported in the next
 
section of this report;
 

At the time field work was completed in November 1985, some
 
conditions in ARENTO had not changed materially since May

1982. For example, the consultant in Phase I had observed
 
that:
 

- ARENTO's financial and accounting activities were
performed -by several independent departments, accounting
records were not coordinated, and reports were not prompt or 
useful for managing the business. Internal audits were not 
effective and internal controls needed improvement. ARENTO 
lacked an experienced individual with a solid commercial,
financial and accounting background at the appropriate level 
within the organization to head up the financial affairs of
 
ARENTO.
 

- Performance objectives were not stated in a way that
could be understood by the customers, the employees and the 
Ministries; and objectives were not well developed for all 
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aspects of the organization and described in detail for
 
critical areas.
 

- The exchanges did not have enough trained personnel 
to
 
form an adequate maintenance staff.
 

- The major operations problems in the computer center were
 
the lack of skilled operators, a significant
 
underutilization of the computer, a small and inexperienced
 
programming staff, a need for continued on-the-job training
 
for programmers, and a need for coordination with the
 
commercial departments.
 

- Improved financial awards (or penalties systems) were
 
needed to ensure the availability of a well-trained, stable
 
work force at the national and internaticonal toll centers.
 

- An inter-utility committee to coordinate digging 
activities was needed to prevent unnecessary disruptions and 
damages to outside plant. 

- Generally acceptable service levels and measurements were
 
needed for dial tone, completion rate, and subscriber
 
trouble reports, so that the level of service would not be
 
allowed to decline gradually, again, over a long period of
 
time.
 

Many of the consultant's recommendations associated with the 
above observations were directed to the organizational 
structure of ARENTO. In order to establish clear lines of 
authority and responsibility needed to improve information 
flows and de cis ion-making processes, the COaSii tant 
presented ARI.flTO with a Task A-I report dealing with 
ARENTO's organiza. ional structure. This report, iKnsued in 
May 1982, proposed a restructuring to enable ARENTO to meet 
the changing newds for telephone expansion without a major 
disruption of the existing organization. A schedule of 
priority steps was included in the report with expected
 
completion around mid-1983.
 

The consultCnt stressed the fact that ARETO's management 
personnel - in spite of being competent and dedicated to 
ARENTO's goals - needed to delegate authority downward in 
the organization and develop capable managers at the lower 
levels, based on functional lines with more clearly defined 
areas of responsibility. The consultant recommended that 
ARENTO should: 
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(1) 	 Consolidate financial functions under a new Vice
 
Chairman whose sole responsibility would be to
 
managete f.inancial a fflairs-,.o£fARENTO,..__ 

(2) 	 Establish an office of Technical Affairs under a
 
Senior Sector Chief, as part of Operations and
 
Maintenance, to meet new technologies introduced
 
at ARENTO.
 

(3) 	 Restructure the Human Resources and
 
Administration activities to consolidate the
 
important support functions under one Vice
 
Chairman to control ARENTO's vast r..mber of
 
employees effectively, and to provide timely
 
administrative services to the rest of the
 
organization. 

(4) 	 Restructure the Engineering and Projects Section
 
in line with new technblogies.
 

The reorganization, along functional lines, did not 
materialize. ARENTO's organizational structure has not been 
developed with clear lines of authority and responsibility 
and with improved internal cohtrols. This happened because 
ARENTO officials did not think that the enti're proposal was 
necessary or implementable. For example, .establishing high 
positions, such as Vice Chairmen, would involve several 
governmental approvals and a ministerial decree. 

As a result, the primary benefits expected by the 
consultants from the reorganization of ARENTO have not been 
realized. The Chairman was not divorced from the details of 
daily administration and freed to focus on long-range 
planning, ,policy setting, approval of operating and capital 
budgets, and other top managerial functions..The position of 
Vice Chairman for Finance was not filled, thus leaving 
ARENTO without the technical and professional leadership 
anticipated by the consultant to coordinate financial 
planning and implementation, and without needed oversight to 
improve internal controls. 

The consultants Task A-l report indicated that adherence to
 
the reorganizational recommendations, with modifications as
 
experience is gained, should improve the effectiveness and
 
efficiency of the ARENTO management team. The new system
 
would allow for more efficient coordination of telephone
 
operations by placing all functions involved in the daily
 
operation of the telephone system under the control of the
 
Vice Chairman for Operations and Maintenance. A Vice
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Chairman for Human Resources and Administration, with
 
delegated staff, would permit professionalism in the
 
administration of human resources and eliminate duplication 
or division of effort in personnel matters. This would be 

-done-y ---- of ---HumanRsucs o lestallshrn-a---Sector 

personnel planning, policy making, training, and development

of methods and procedures.
 

Failure to adopt many of the reorganization recommendations
 
was due, in part, to the lack of emphasis placed on certain
 
recommendations. Although ARENTO and USAID/Egypt did not

generally disagree with the consultant's recommendations,
 
only certain ones were assigned for consultant assistance in
 
Phase II. The consultant did not follow up to see if'the
 
remaining recommendations were adopted because its contract
 
did not require it to do so. The USAID/Egypt project files,

also, did not show the remaining recommendations were
 
followed-up on after Phase II emphasis was decided.
 

The current USAID/Egypt Prpject Officer advised us that not
 
all recommendations were necessary or essential to the
 
success of the project. In several instances, ARENTO
 
officials indicated that some of the recommendations would
 
be adopted, but a time-phased plan was not established.
 
Overall, it was not documented why ARENTO had not adopted
 
many of the consultant's recom1mendations.
 

Neither the consultant nor the evaluation team believed that-

ARENTO would have developed the capability to optrate and
 
maintain the telecommunications system to full potential,

without outside assistance. For example, the team concluded
 
that many of ARENTO's managerial and operational people were
 
highly capable but lacked organizational motivation and
 
incentives. Moreover, the team concluded that the success of
 
the project was based on an assumption that ARE14TO would 
seriously -consider adoption of the advisory consultant's 
recommendations. 

USAID/Egypt also has recognized and discussed with ARENTO 
the need for further assistance in installing institutional 
capability. To build on and reinforce the institutional 
capacity in meeting the growing demand for public and 
private sector telecommunications service, USAID/Egypt
project officials proposed a project paper for a 
Telecommunications IV project. The $175-million proposal, in 
August 1985, addressed ARENTO's needs for better and more 
detailed information on its present system, employee 
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assignments and cost alternatives in planning,

administrative and financial decisions, It also addressed

the need for technical assistance
; ' opera tions-and-maintenance wo rker__,......ef ficiency.- to_and -.improvesystem_-. 

performance.
 

Conclusion
 

A consultant was hired to advise assist
and ARENTO to
develop its managerial and operational capabilities. The
assumption was that the advice given 
 would be appropriately

received and adopted. A plan for implementation of those

recommendations needed to 
 derive maximum benefit from the
 
AID investment 
would ensure that the millions of dollars
 
provided for consulting advice are not wasted.
 

Serious consideration by ARENTO to continued implementation

of the organizational structure recommendations also could
 
reduce the need for outside consulting services. In order
for ARENTO to go forward with the recommended reorganization

along functional lines, problems in implementing the

reorganization need to be aired and solved.
 

Management Comments
 

USAID/Egypt said it believed 
 that the recommendations made
by the consultant under Phase I had been thoroughly reviewed
 
on several occasions and that USAID/Egypt, ARENTO, and the

evaluation team had given each recommendation serious

consideration. Also, a detailed analysis was made during the

project evaluation review which resulted in the 
 decision to
 
pursue implementation of those recommendations considered

relevant to the effective operation of the current project.

It said many of the evaluation decisions had already been
acted 
 on. For most of the remaining decisions of the

evaluation'team, action 
was pending the development of a

follow-on telecommunications project. In sum, it suggested

that the actions associated with Recommendation No. I had

already been carried out, and requested that the
 
recommendation be closed.
 

Office Of Inspector General Comments
 

The consultant's Phase J recommendations undoubtedly were

considered in reaching decisions about 
which recommendations
 
were appropriate for technical assistance in Phase II. The
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records, however, contained little documentation on why
certain recommendations were pursued and others were not. 
The number and content of the "open" Phase I and evaluation 

temrecoinwendaions. concer us-because.---of.__the._.ndicate6,... ..... 
importance of strengthening the ARENTO org nization. 

With respect to the recommendations of the evaluation team
 
not yet acted on, consideration, of a follow-on project
 
appears to acknowledge the need for improvements in the
 
ARENTO organization as suggested by the consultant. The
 
current project is not, however, due to be completed until
 
late 1988. Thus, unless the projects ran concurrently,
 
action on the open recommendations of the evaluation team
 
would not take place for over two years. Also, there is no
 
certainty that such a project will be approved, and if so,
 
will include the recommendations made previously.
 

We continue to believe that it would be prudent management 
on the part of USAID/Egypt to specifically address the open 
recommendations of both the Phase I consultant contractor 
and the evaluaiion team and decide which recommendations 
have merit as far as strengthening ARENTO is concerned. For 
those recommendations that have merit, an action plan for 
implementing them should be developed. The remaining 
recommendations should be disposed of. We therefore are not 
closing Recommendation No. I at this time. 
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2. 	 Training Has Not Been Focused 

Many of the consultant's recommendations were not fully

implemented-,---as---adARENTOdiscussed- oin -the-cieve-first--the section-of-this­report, di 	 internal rate of ..
 

training set forth in its five-year plan. The consultant
 
contractor assisted ARENTO in establishing the five-year

plan in May 1982 to improve employee job performance and
 
prepare for further expansion and modernization. The
 
objective of the plan was to define training needs and to 
increase the number of employees trained each year until an
 
acceptable rate of training was reached. Several factors
 
caused ARENTO not to achieve planned levels: ARENTO did not
 
establish a data base from which to identify job training
 
requirements, classroom attendance was poor at training

facilities, and courses, including a key course on Fiber
 
Optics, failed to start or were discontinued. Also, a
 
sufficient number of Program Developers were not nominated
 
or 	 trained. The consultant was no longer providing the
 
services of the training specialist and USAID/Egypt and
 
ARENTO were not working. to fully implement the
 
recommendations. The lack of training can prevent the 
development of the human resources needed to meet
 
requirments of the expanded telecommunication system.
 

Recommendation No. 2
 

We 	 recommend that USAID/Egypt continue worklng with ARENTO
 
to:
 

a. 	complete and place in operation the computerized
 
data-base system to identify job training requirements;
 

b. 	resolve attendance problems at training facilities; and
 

c. 	complete training courses on Fiber Optics techniques,
 
and nominate and train sufficient Program Developers.
 

Discussion
 

ARENTO's training plan covers the five years from 1982 to
 
1987. The objective of the plan is to increase the average
 
number of ARENTO employees receiving training on any working

day, expressed as a percentage of the total number of
 
employees.
 

The normal rate of training, according to accepted standards
 
for the telecommunications industry In developing countries,
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ranges from 3 percent to 12 percent of the total number of
wa t f fed Vb:t~h-~t f6f fh' ..
 
program, the low point of the range, 3 percent, appeared to
 
be an acceptable goal over the five-year plan. The plan's

primary objective was to increase the rate of training in

fiscal year 1982 by a factor of two.by fiscal year 1985, and
 
to 3 percent of the total active workforce by fiscal year

1987. If considerable progress was achieved in the early
 
years, then a 4-6 percent rate would not be unreasonable.
 

ARENTO needed to improve its training program. Project

documents indicated that training was required in several
 
areas such as commercial training, operator training, cable
 
training (splicing, maintenance, and pressurization),
 
ihstallation and repair of telephone sets, instructor
 
certification and course design training. Moreover, there
 
was a critical need for remedial training in many
 
occupational categories, as. well as for training ARENTO
 
managers at all levels in general management, and in
 
particular for training highly-qualified employees to becomo
 
Program Developers.
 

We were advised that more..than 2500 additional skilled
 
workers were needed in the ARENTO organization through a
 
program of hiring or retraining employees. However, it did
 
not appear ARENTO could hire that many new employees for
 
many years. Training or retraining programs, therefore, were
 
the most important alternative in developing the skills that
 
ARE14TO required.
 

Project documents, discuss ions with project officials, and
 
Visits to the ARENTO Training Center showed that the rate of
 
training decreased during fiscal year 1983, the first year

of the five-year plan. Training Center officials said that
 
the aim was 7.5 percent, but they did not think that
 
training exceeded 2 percent. Those officials were unable to
 
provide official records to substantiate a percentage. In
 
1984, the rate was less than 1 percent according to our
 
calculations, and there was no appreciable increase noted
 
for fiscal year 1985.
 

ARENTO needed to determine what the shortfall was in key

skill categories and how many people needed to be trained.
 
To assist in identifying training needs, AR1ENTO planned to
 
establish a computerized data base to assess employee

capabilities and to select personnel for the training
 
programs. The data base was to furnish management with
 
information on the salary, experience, education,
 
qualifications, and current work assignment of eachi
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employee. The information was needed to develop training and
 
manpower plans and to provide efficient storage, retrieval
 
and analysis of the training records. The training.
 

before the system was operating effectively and the system
 
has never fully operated.
 

ARENTO has been slow in effecting training. For example,

training was finally planned to start on February 15, 1986,

in fiber optics, a new technology, because ARENTO and the
 
contractor had not agreed on a price after many months. 
ARENTO employees require extensive training in fiber optics;

but, contract negotiations were suspended in January 1985 
and not consumated until February 1986. Also, the five-year
plan called for training eight new course designers every
six months for two, years. The Cairo Training Centerofficials said that a major portion of the training was not 
started because ARENTO failed to nominate trainees for the 
courses. Of the 24 Program Developers needed, according to 
the project consultant, only two positions were filled.
 

Prior to the end of his tour, the consultant training

specialist reported several other problems to ARENTO
 
management and cited many causes for the inefficient
 
training program being carried out. For example: (a)none of
 
the ARENTO counterparts were' relieved of their collateral
 
duties and assigned full-time to the training activities;
 
(b) ARENTO did not have instructors with sufficient training 
to carry on the management training activities initiated by
the consultants; (c) ARENTO did not provide the consultant 
with Egyptian training resources to facilitate training in 
the native Arabic that would be useful over thr, long term; 
and (d) delivery of training equipment was long delayed. 
ARENTO declined to approve the services of a new consultant 
training specialist after January 1985 to complete the
 
closing mouths of the contract.
 

Attendance problems were primarily due to trainee 
disincentives. The Cairo Training Center officials claimed 
that cancelled clauses and no-shows of students were due to 
transportation problems and lack of employee incentives. 
Also, officials naid that the training center was located in a remote area outside Cairo whore public transportation is 
practically impossible. Group transportation was not 
provided by AR1ENTOI and therefore, many students did not 
show up for class. Furthermore, students get paid incentives 
while on their regular jobs, but do not receive those 
incentives while training. As a result, students skip
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classes on purpose. In some cases, students received a low 
per diem allowance and refused to attend classes for an 

Stributed- -t-o---a 7poor-r. 
level of attendance or lost training: (a) classes did not
 
start because ARENTO had not provided tools or the
 
contractor had no tools at the school; (b) instructors or
 
students did not show up; (c) translations had not been
 
made; (d) the training center, was without sufficient
 
commercial power at times; and (e) some training staff, who
 
did not learn how to use the new equipment, lost the
 
training opportunity.
 

Contracted training-, by equipment suppliers in new
 
technologies was also affected by the lack of students'
 
attendance. Delayed or repeated classes resulted in
 
additional costs to the contractor who charged ARENTO on the
 
basis of their continuing failures to provide students with
 
the training schedules. In two cases, the contractor claimed
 
the cost of the delays were $60 thousand and $55 thousand,
 
respectively. During the contract training period, ARENTO
 
was responsible for assuring that adequate numbers of
 
employees reported for training to the equipment
 
contractors. After the contractors leave, ARENTO will be
 
responsible for conducting all of this training. An adequate
 
training program is needed..,to assure a continued supply of
 
skilled technicians to manage, operate and' maintain the
 
project equipment.
 

Additionally, several incidents were reported that adversely
 
affected the continuation of the regular training courses.
 
cancellation, delays, or postponement of classes; no-shows
 
of trainees; or unavailability of training materials
 
contributed to a decrease in the rate of training and a low
 
level of progress.
 

The training problem, as far as ARENTO is concerned, was
 
broadly addressed in an evaluation report of June 1984 that
 
stated: *The problem .of not aggressively pursuing an active
 
training program to support the needs of ARENTO is deeper in
 
the organization than the Training Sector or Training
 
Center. Before a structured training program will emerge,
 
ARE1TO must be willing to recognize the ongoing training
 
need and support a program to fulfill this need."
 

Future benefits to ARENTO will depend upon the commitment of
 
ARENTO management and, in particular, the training sector
 
management. PFrom 1965 to the start of the Telecommunications
 
1, 11 and 111, the benefits of technical assistance programs
 
to ARENTO's training sector had eroded with the passage of
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time, either because of policy changes, loss of key

personnel trained through other projects or the progressive
177-7!i atr ophy taining capabiities through lack of use. If
 
ARENTO management lacks the proper commitment, a similar
 
loss could occur again.
 

Conclusion
 

Inability to properly identify training requirements and
 
poor training results have prevented ARENTO from: (a)

developing the human resources needed to meet requirements

of an expanded system; (b) implementing the Master Plan and
 
thereby improving the. level of service to existing
 
customers; and (c) preparing for future expansions,
 

Management Comments
 

Regarding Recommendation No. 2(a), USAID/Egypt stated that
 
the personnel data-base system has been established and that
 
reports are now being issued identifying personnel by

functions, position titles, skills and training

accomplishments. USAID/Egypt, therefore, requested this part

of the recommendation be closed.
 

Regarding Recommendation No,.. 2(b), USAID/Egypt stated that
 
ARENTO is unable to resolve attendance problems at its
 
training facilities because it lacks adequate resources to
 
take effective action. It said that ARENTO's lack of
 
technical know how and experience had been recognized and
 
for that reason, large scale training was provided under
 
USAID/Egypt-financed equipment contracts. USAID/Egypt also
 
stated that discussions with ARENTO regarding further
 
development of ARENTO's training capacity would prove more
 
productive and timely if carried out during the design and
 
development of a now telecommunications follow-on project.
 
USAID/Egypt requested this recommendation be deleted.
 

Regarding Recommendation 2(c), USAID/Egypt stated action has
 
been initiated by ARENTO in the form of a contract amendment
 
with the equipment supplier for fiber optics to provide for
 
the development of training programs, training links and
 
instructors. USAID/Egypt, therefore, requested this part of
 
the recommendation be closed,
 

Office Of Inspector General Comments
 

The actions taken on Recommendations Nos. 2(a) and 2(c) are
 
responsive to the recommendations made. We will consider
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the action completed when it is clear that the data base is 
operating effectively and is being used as an integral part
of ARENTO's management system. Similarly, we will close the 
(c) part of the recommendation when the fiber optics
training is firmly established an6 an adequate number of 
program developers have been trained. 

Regarding Recommendation 2(b), we believe that the training
provided by the equipment contractors is extremely useful, 
but alone it is insufficient to ensure a continuing training
capability within ARENTO; nor was it designed to do so. 
Factors that contribute to attendance problems, such as 
employee transportation costs and disincentives, were 
recognized in the pre-project sector .tudy in 1978. We 
believe if additional technical or fi nanc ial support by 
USAID/Egypt is needed to complete this aspect of the 
project, it should be provided. Accordingly, Recomwendation 
No. 2(b) is not being closed at this time. 
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B. Compliance And Internal Control 

Compliance 

In the areas reviewed ini our audit, there was an adequate 
level of compliance with applicable laws, AID guidelines, 
and appropriate agreements except that USAID/Egypt was not 
taking appLuopriate steps to ensure that All) guidelines for 
succesfully completing projects were followed. This natter 
was discu;s;ed in Part III, Section A.1 of this report. 
Nothing (ome to our attention that would indicate that 
untested items were not in comupl iance, 

Internal Control 

Internal controls in the administration of the project were 
apjproprlt(: and operating in a satisfactory manner according 
to our liiLted tWstt:. Nothing camie to our attention during 
the audit that would indi cate weaknesses in any areas not 
tested. 
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EXHIBIT I 
Page I of 10 

AUDIT OF 
TELECO1IUNICATIONS I, I1 AND III 

OPFN IECOMI'IHDATION S OF CINSULTANT 
(x=Nyr IMPLEMENTED, P=PARTY IMPIEMIEITED, U=ULIDEIrERMINED) 

Recollnendat.on * Status
 

Orqanizationai Structure (Task A-i) 

Genera 1 

(a) Ovr Ii., we believe that. APIWWN should p.lace high,2.;t priority on the consolid-ition x
 
of itB; fjWI IaCJi flillCtiOlS ur10 -r a new Vice Chairman, ol lnoe sole rsjim;ihi 
 ity should
 
be to im nage the firamncia] affairs of ARI1II'). This is il;i;ortant to tv.'o reasol;:
 

Public ].531 1,w ao; i,.n;; to AP!. H' 1 - fin.1unciial e:;.)IribiitLi .: that were previously
 
p-rfotlrd by the Milii:;t.ry of P.'noi cu.
 

V.iullciaI act iviti(,:; .;,r1c: ,,tvcLuc, in (liffil ,nt par U; of ARP.2,I\ without- undivided
 
~espa.ibi 1ity belc.a tt, Chalir. ul.
 

(b) .YL !J'I)l Id ilpl, , l ti, Off ice of ],., rlifc,il - ;,ith a S:, ior 8c;tctr chief as P * 
ptrI of (qwr (iat ioll.; ci c s i i cj,or L, ti ll .vi tle new'Ind 1Ij I.11c,;. ' 11 c ,. jcJ,I y ow of 
techlnoJo.i'.. t (Jito he jilt tro.ic'(J illto Al .1 p0. 

(c) Pc'gion, , '.,cI Di :trict0 i ti'it i " rI11d ht r'<cc)I ,o z,,d to rovi d ,;t.riilht-Ii no
 
(vrticaIl) rvi:;o lr ofIfuitci"ci 
 ,,,lf tnm c :; (c.q., ti lfic, c)t:;c p t,.ant:, ;.it.ch) and
 
d i i t.ia ;or 1 7i4':; (c. , "oIilli"]: , ; Itchn:;i nIlc11,1 ':;, vtc li ( 1 lc i t('lI!nce)
;t(it o 

(Wi) 1t':!.,11 itc':' ; li]-t ,1l::cinIit rtAti', cliv t c,:.I:l'tl tI c;t ri ' uincte to cv)n li :lte ** 
tIh"!;(,, o' )Irl, t. ft cli Il0l 'i!. r u'lt ; t( it,Vf I',' Ii ci r,:II. ']11i; wi II irlpi oc(, 1..:Il.M .)'s
adi I ity to ( It I d It:; 1 I -I Il c, I y IIrovid- ad::ii tratively ('lcni, f I t c:ic I-ilu,,Iy 
t;(rv i Io:;t . h,' I ( ;t of t.I ,.'(,I1,,:liZ It inrm . 

(u t)I:r' i n c. i ni c,i I:'It, ,j,0 : : 1 II/1 ' I I , v; ) I a.; 111;1;] WiI !;oI . u'::t ! tl i) X 
::i. ,I Ins':si ';:vI'Iif' ! ( 'ttlI y 

plant ex tiIn:; in I O) d) 11]d I. U iii t,~ II ' thtI c 1 d 

L init.l i1 c::1 1;(. o';tI cjc:lim .; '1 ir:li;iIw t o' ) tll cxpand((d 

t ic,1 )I 1YI 11'. 

(I) 'lne rccc(:'c' lid" Im q,cni;L<di I i()1 !; t i't-I vI it ji'ilIllhil') t oi ' w I]',,;( I( intII , I : X 
I11THFIfl fitf IiiJ tkl.iI ' ,: a re 'sqrIL .;taff i.,I:?'t I n IIt. iin t.]le I , ',V.iOil,;Jy Iefet:en (ceolrl r L of 
1.1hy 19032 s;hould ho fcc! low(,d. 

* [iu] Jy iil~lJIrl,'n td accordiln.t to loyj,'ct. Officor, not t1c Conn.;tit 

ll(Ilaolr;
•*' Peco-ll I r clx-at ci for c lari Ly (Ir 'rc.'h:wi:; t i difft u, tasts or sectioln';.,n 


* * Oo tlt0]liit ',; I c [It lv. llcj :; ),' i Im11 ';Al'f ' (i 1 1 , :I-'1 'v, L[ 'll lW;1;'(] ill n;.1TiQC2 "n;Q ) for 

Jpr(s:"Iltiit ion icr.. vI'fcr Ic t 1w,.' c1mc1tlltc ':; , I- I- fc c'c;f,,l vetl.'ltpI 'r t:e iO ll. 

V 
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EXIIIBIT I 
Page 2 of 10 

Finance
 

* 	(a) Consolidate all of ARENTO's financial and accounting functions into one organization P 
called Finance. 

(b) Create the position of Vice Chairman - Finance to direct all financial activities of
 
ARINTO.
 

(c) Cosolidate the ftlnctions of cash manaqeinent, revenue collection, and revenue p

disbftrsemmnt into a Treasury Sctor under the Vice Chairman - Finance.
 

(d) Coirsolid,ate ;illaccount: ing fuictions xr[formitc2 :n Ah.!NDIO into a single Accounting p

Sector re;'orting L, the Vice Chagir mn - Fl ,i;ice. This sctor will include rcsqxnsibility

for control, branch, and [)roject aCCOuLtLing. It will also develop accounting methods,
 
proceLdur:s and systo-ii;.
 

Adbi ni s;tr t.ion 

(a) Coiv;ul.idat e tIe (;uprvision of a1l plans, policie,-;, tihods, pract-ices, and programs P
 
relaLing to ;:.rt::;enreI, uv,:ployee aiffairs, and organ i:ittonal rlvittrs und-2r a Senior
 
SUctor Chief for lluw;in r esonurc.s.
 

(I) Col-ofidlI.,. thle Jup' tvi!Aon of a] plhui', pYolicies:., i:.thu!, prisctices, and prograrm P 
for ad:ini:ltationL :l'rvic.; (ii0r it S'niur I;,-uctor Chiif for Adrninisrtation c;rvices.
 
'li:; s wtor'ilt rovid" direcL .;Up _,vi:ion of adidini.;trative personnel in the
.. a::o 

Cairo region.
 

(c) lac,' the 'iilifl orgIi ZItLioI nulder he, ;!mporviiern of the Ilniilnan Resourctr; Senior X
 
Soetlor Chijef.
 

(d) Peu;t rlc i 'r n'olgtm iz,iLtion,itt, ndilli a loij functi(mr 1 Ii o..;. 	 U 

a o Ecolriolic to 	 ; and and(M) Create ()'tf Afllirs inclld,_' R:ttd 	 aTnif..Statistics and P 
lOt (c2.-, t I Ig. 

(g) 1:x.llld );ihi ,1 (i I 	 VIicle L ,a1I(' to include direct ut h(. I, I 1 f dil Iu ; alli] i 01int 

mpiti. rvi:;ioiJ tIt () :;;r(,jlJ /d,2iJo of. huild , _ veh'cl, 'i-ii ito_( a ce,, ald safe.ty
 

andiI ,;(, r,;ot. ,ct. I V it 


(Ii) ;:,tplli IIh- ('ivit P'; of III(' o(('ntorq:it'u ";)thit it is , r ;ile for all p *
 
c(l,.lll tf'ilj,'' I r,:,::inrI, nI t uilt illt(ilr ,ti(ii r;y.t.w;
I.') I-lhrnoughout ii idt ";'it 

(i) tnv,, olhilli:.t l at :A I('l c<nIIiisA!; 	 lrld luiwli, iol c;l x:u r t'o (4'i atio :.; 	 X.int(i*
 

(J) >:jiu 'lli l,;i., Dir cut l y ,ewLiviti,:; Ito includ., thu, :,!l ling of directory advertising P
 
a; well i.; m :rtot inj of dircr-t.or ie to th, pilic.
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EXHIBIT I 
Page 3 of 10 

Engineering and Projects 

(a) create two organizations for projects managed by Senior Sector Chiefs: p 
Projects Planning, for planning specific projects and integrating the technical

engineering into overall plans'for each project. 

Projects Execution, for managing the implementation of the plan for each project and

supervising the project teams. 

:.(b) Create a Systems Engineering Sector reporting to the Vice chairman - Engineering and X*

'Projects. This sector will be responsible for engineering planning, preparation of the
 
cons truc~tion 
 program, collection and analysis of usage data, and the integration of

*technical engineering into engineering plans and programs. 

(c) Develop a staff of skilled Project Managers inProjects Execution. Assign a Project
Manager to each major project (or group of minor projects) to be responsible for meeting 
X* 

plans and schedules. 

*(e) Establish procedures that assure the assignment of operations and Maintenance Xpersonnel to project execution teams. These personnel should be sufficient in terms ofquantity and type to assure that there will be enough trained people to operate eachi* ".,1L'L -'; < -.: : + J " "7 S; ; iV , <[: > . ; -- "M ";.W -':W:
project when it is turne-d over to Operations and Maintenance. 

Operations and Maintenance 
' 
.:,> ":; ,,;- . , , L : ;/ .. ! " , . .A ;,: , .L . . < ' <-- ' >:: , ; 


* ** 

(c) create a Long Lines Sector consolidating all .national (inter-city) 
-

transmission andinternational operations .......and Maintenance into one AlWTO-wide organization headed by a 
P
 

Senior Sector Chief reporting to the Vice Chairman - Operations and Maintenance.
 
i
* * s ci i g I'*(c) Create in each region the positions of Senior manager AdIministration Services and X 

-il : Senior :]ManagerJ Operatin-ns and Maintenance, both reporting to the Regional Ifead A i , 5v<'for =Operations and Maintenance. 

(f) Retrctoth Reional# Zone adDistrict Oprtin and Maintennc organizations * 
* to provide vertical or functional (i.e., inside plant, outside plant, comwnrcial, etc.)

chain of command from the 'lowest level of supervision up. to the Regional level.
Eliminate the supervisory positions of District Manager and Zone General Manager. Add
 
zone Telephone Representatives in rural areas to represent AREIITO to local governments.
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EXHIBT 1
Page 4 of 10 

(h) Give the responsibility for supervising the Operations and Maintenance of intra-city
cable and microwave junctions to the Outside 

X 
Plant units within the Regions. 

Program and management control - (Task A-2) 

(1) The goals of ARENTO should be stated in a way that can be understood by the customers, X 

the employees and the Ministries; and objectives must be developed for all aspects of
 
the drganization and described in detail for critical areas. 

' (2) Among the several data bases urgently needed for planning and program management, the P 
most fundamental is that of plant in service which should contain data on every switch 

* 	and wire - its location, specification, condition, etcl and be used for designing,

planning wid scheduling of extensions and replacements, maintenance and inspection, and

economic performance and evaluation. Data bases on rates and revenues, traffic and
 
customer service are also essential to planning.
 

(3) Within six months, AR04TO.should prepare an overall network plan for switching,

transmission, outside plimt and special services and for matching the performance of the 

P 

network to the corporate goals. The plan should include alternate routing and emergency
restoration criteria. It should be reviewed and updated annually.
 

(4) A group of excellent engineers should be assigned responsibility for being Pknoledgeable about new technological developmefits. Their activities and findings should
be coordinated, especially in the areas of fundamental network planning and equipment
 
procurement.
 

* (5) AR NTO should establish a system engineering Sector that would be responsible for
fundamental network planning, traffic studies and engineering, technical standards, 

X * 

service performance standards and objectives, new technology planning, and environr.ntal 
* and human factors studies. 

Financial and Accounting (Task A-3)
 

" 
(1) Apoint a Vice Chairman for Finance with extensive commercial, financial and X**
 
accounting experience. Few improvements in AfOo's financial and accounting

organization and systems to be achieved the 	 inare likely unless individual charge of

the financial and accounting function understands camrcial, financial and accounting
 

4 4 
-. 4 
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practices andappointme~nt the principles of sound finiancial and accounting organization. Theof a Vice Chairman for Finance is our most important recomendation. 

(2) Appoint a Treasurer (Sector Chief - Finance) who should plan for ARENrO's cash and 
, 	financing needs, administer the cash collections, investuinta, loans, letters of credit,


disbursements, and banking' relationships 
in all sectors and zones, and provide for itscash needs. The treasurer should have had previous commercial, treasury or banking 
' 	 experience. 

* 	(3) Consolidate all of the accounting activities In each sector and zone under a Sector 
 X
 
Chief - Accounting. 

(4) Appoint a Sector Chief - Internal Auditing, who should report to the Vice Chairman Pfor Finance, head a modern internal audit function, and be on the same level as the 
Sector Chief - Accounting.
 

(5) Prepare a long-range financial plan to incorporate service improvements, tariff pchanges, operating improveents, onstruction, and internal and external financing. Acomputer model should be developed to provide financial forecasts that will reflect 
alternate ass 
ptions pertaining to tariffs, revenues, expenditures and financing.
 

(6) Adopt recom ended telecomunicatilons company accounting policies and chart of P
 
accounts to produce meaningful financial repor.ts for management. Adoption of this

-recomnendation is esential if AR MgO 1s to be effectively managed as a 
telecomrunications organization. 

(7) Install a general ledger syutan to facilitate the preoiaration of timely financial p * 
information. 

.4* (8) Computerize the primary accounting uystans to 	handle the large volume of data p * processed and to provide timely financial, informtion by function and area of
responsibility. 

(9) Expand ANENTO's financial and accounting management development program in Egypt. P 

(10) Retard achievement of ANM 's financial and accounting personnel to make X 
improvenents in systes and practices. 

' 4 	 ' 

~ .	 4 

..., 	 * 
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I'Commercial operations (Task A-4) 

J (1) Each changeover should be preceded by a training period of both formal classroom work U
and hands-on experience in the model office. 

1 (2)Appoint someone with authority to enforce the use of standards and procedures. UChanges or additions to the system, the methods of doing business$ tariff modifications 
-:and the services offered to the public mst be made known throughout the organization,


and especially to the computer Center, well inadvance of their implemntation.
 

software is needed.
(3) 'At thedangesComputer Center, more advanced planning of hardware changes and any associated X 

(4) ARE 'Tshouldengage the services of a full-time consultant to work in the computer XConter to assist with the expansion and inprove nt of the new system as well as assist 
in the continued on-the-job training of tIe progralners. 

(6) AR=rIO should acquire a magnetic tape-to-milrofiche processor, many reports, in boththe new and old systans, should be microfichedi and the handling of manual toll tickets 
U 

should be improved was suggested by the Consultant. 

(7) Old magnetic tapes should be systematically remnoved from the inventory and replacedand the computer Center should also purchaze a Lape cloaner/cdgausser to improve the' 
U 

, recording of data. 

Purchasing and inventory Control (Task A-5) 
, (1) Extend the Task A-5 pilot syatuns and procedures throughout AflWO. U 

(2) Establish a budgeting system to control the roquisitioning of materials and to P 
eliminate the practice of central, iteT-by-item'f arbitrary rationing of materials. 
(3) Remove surplus stocks from the regional stores and return them to the main stores, anl Peffective inventory control system at each such regional storeroom and introuce thematerial replenis mnte budget control system, All local4 replenishment requisitions
should be honored in full so long as stock is available tand budgets have not been 

* exceeded. 
(4)The ciputerized catalogue system shold be extendd to all of the other material P * 
classels be used for stores accounting iurposes, be expanded to handle daily 
transactions, and be expanded to control inventory as wall. 

(5) Training materials and programs should be develop d to assist Insubsequent system U 
extension as well as to instruct now poronnol. 

k ] i.,:tf::"1 7 ; -. 
 .. ..
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Mana2rial and Technical Training (Task A-7) 

(1) our primary recommendation is that the Training Sector commit itself to, and obtain 
 P
top management support for# the Five-Year Plan for th .caining Sector or a suitable

revision thereof. The plan outlines a program to iWprove ARE?4m's job prormancej pr

through training. 


(2) Expand the Training Sector's performance-based course design capability by training
16 nbw course developers during the next year (eight each semester). 

P 

(9) Increase the rate of training (the average number of ARE= employees in trainingany given working day) to 3t of the active workforce by fiscal year 1987. on P 

(10) Rork toward eventual Integration of all humn resource dovelopnment activities under X** one high-level manager, preferably at the level of Vlce-Chairman. (Thit recomendation
would integrate the presently dispersed functions of personinel administration, training
and manpower plalning to support himn reaource developent and would permit the use of 
a c.m.n personnel management information system.) 
(11) Train a cadre of professional Hunan Resource Develolmnt managern drawn from the U 
various units concerned with human resources in ARflUO, with opecial empiiasis onoccupational and job analysis, manpower planning, personnel policies, selection and
recruitient procedures, training and performance assessrent. 

(2) Create a personnel management information system containing accurate, up-to-date Pinformation on labor distribution In A ifrO, trairing needs generated by expansion of
technological change in ARPrMO'a network, and other similar information, as well as adata base of personnel information that can be used for training, manpower planning, 

:, Comfpnsa5tion planning, personnel ausignrent and other aspects of human rooourco 
dovelopment. 

*Electronic Data Processing Center (Task A-8) 
(i) APE.W should aggressively uncmirage automation (the application of computers to the p

r 
' buu ness) throughout thq organization. 
(2) information systma should be recognized as a corporato-wide resource. P 

(3) ARMM's billing operations should be oignificantly Improved. P 
(4) ARE= should plan to consolidate Ito computer applications in a now Information P 
Systems Center in appcoximately three to five years. 

(5) AR12M should develop internal data comnnications nervices. P 
-CairoExchiangos (Task 03-2)
 

4 (2)Verity grading in all exchanges. 
 X 
,1(3)4 Vorify all traftic-umaouring oquipm~nt and facilitios. X 
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(4) continue fraime maintenance program. 

(7) Upgrade battery and charging plant. 
(8) Provide adequate standby power to all exchanges. • 

(10) Equip existing exchanges with traffic-measuring equipment as outlined in Phase II and P
III of XIFB 15/81/17. 

National and International Toll Centers (Task B-3)1l 

. iexisting methods in Novembere1) 1980 of operator scheduling and call handling should Ucontinue to be used until the netwrk and equipnmnt maintenance was considerablyImproved, or until the new toll center was 4 cut over. 
(2) Imnproved financial revmrds are needed in both toll centers to ensure the availability Xof a well-trained, stable work force. 

(3) A change from delay to deijad calling, as reccmnended earlier, should be givenpriority consideration by the higheat levels of ARFrrO managemint, 
X 

; Cairo Junction Network (Tank 11-4) 
(2) Vie Records Department should b ccinpterized; U 

Outside PlantByntwi ForO raExchange Area (Task 03-5) -. '4 

(1) iplant the recnmndud orgaization structure for more efficient operations P 
(2) Enforce working hours to Improve productivity. 
 P
 

* (3) Organize a Public Utility Coordination Comiities to prevent unnecessary damage to Xtolephono cables. 
(4) Enforce safety measures to protect personnel and property. P 

(5) Improve general housecleaning. P 
(13) Rwoe unupd cables from conduits to relieve overcrowding, X 
(19) install additional distribution points to reduce troubles cause.d by long, exposed Xoverhead cables. 
(20) Insist that work order be issued before Jumpers are moved so that cable records will X
be correct. 

(21) Simplify procedures for issuing materials to eliminate unnecessary delays,. P 

.4' 

i<! 4 4r: , >-: . : . . .. . 4 4441 * < 
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Service to Ma.or Clients (Task 6) .-


M1 ARIO should continue its effort to fill 
 vacant positions in the Department until U
there isa full complemnt. 

S(2) It is strongly advised ihat ARUMT follow the standardization plans provided for Uelectronic private automatic branch exchanges (EPAnx).(3) Continue to use the marketing and a5cinisLrdtive pract~lo'& that were developed for U
the bepartment. 

(4) WMien a standard product line has been established, use the manufacturer's practices Ufor installation and maintenance.
 
((5) The Department will need the full support of AREVO's top management to achieve the U
 
increased revenues that are possible.
 

Subscriber Station Equipment (Task 8-7)
 

(1) Regular inspection of tools and equipwnt is to prevent their deterioration to the Upoint that they must be discarded.
 

( Management should be awaro of the quality of work performed, either by field
(2) Uinspection or through such activities as record posting so that supervisors will be able'

to spot employees who need training (or retraining).
 

Egineering andOMrating Practices (Task B-) ."
 

(I ) A priority system should be established so that the Methods Department's efforts will Umke the greatest impact on the largest group of cquipwnt or people. 

(2) The standards established for this Department concerning devolopment of a usable, U
professional product must be followed.
 

,,.,action and eoxpactatton in all areas and sectors of the organization.(3) Tho Management Ad nistrative Series should be used to provide standards of operation, U 
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(2) Grae ueo mcieonrlled routine testing is recomended. Ui 
(3)Asmpte e moul Ieb usedtr ecr h eal fteetss 

' (4) Analysis and sunmaries should indicate the areas where special corrective action May:ibe necessary.v 

() subcribers' coinplaints should be collected and coilated each day for each exchange. P 

() Eqirn sial 
Sbe put, into operation. 

or centralized observation of live traffic should be Installed or :X 

.... ;.(7) ARWM should set up a small group, under tlhe control, of the Chairman's Technical p. -: 
- ';.:talephon and: telex Installations. 

I'4 

S"!(0)) As a 
-completing 

first step, toward the setting of an 
application for •servicet tI 

objective' standard for delays 
eoneddta aheca|eae 

in issuing and' 
rpr 

U ! 

mnhyrprfodeasbtenapproval and Issue of work orders,. . ...... : 
i:i (9) Prepare daily# weekly, monthjly, quarterly and annual management reports. 

.. ..(10).A subgroup should be established in the Technical section of the Chairmanls office 
rsepu!•; recoi n.dations and to onti•nue the developwnt of servic measuremnts. it 

to 
is 

X 

f!urther . recamwnded that this subgroup be led by an engineer with wide and variedi experience in tile Mintena;)ce of toecominications netwi~rks. 
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AUDIT OF
 
I ~TELECOI~1UNcATioNs I, II AND III
 

* - OPEN RECOMMENDATIONS OF EVALUATION TEAM
 
(XsNCJ IMPLEMENTED, P=PARTLY IMPLEMTED, UOUNDET'ERI4INED)
 

SReccmunendation Status 
Goals and Objectives
 

:(1) Modify purpose level of log frame: 


4 

* Add goal level assunption; AREIV will seriously cons ider implementation of the 
P** 

~.consultant's recognnendatiom.s 

*,(47) Greater emphasis should be placed on annual construction program procedures to enableAREflTO to become self-sufficient in managing the large expansion program anticipated 
U 

over the next 15-year period. 

(48) USAID contributions for AREN?,0 capital expansion should be reloaned or regranted by U 
COE~to AlRE11W as near inatket terms and conditions as can be negotiated. 
Introducing Computerized Systern 

-4'.1! ! : i ?i4 / : i <i ii: :i: i -: i i : : : i i> ~ : i
(3) Reform payroll system to pay employees by check.,* 

(4)Computerize personnel files and financial forecasting system. p

, , ••> : . : : • ! i ' " . . . . . . . . . . . . . . . . . .. . .•. . . . . . . . .


9* , .: : : : i :, i _ i / -,<; ! ./ / ': !: - : : :/ '- :" / " 4, : i - !: -:i'94 (6)iiiiEstablishi i :iii i: Datn 14anagement! ~:i ;i !ii il , : ichief,, i~i:iinow where> ! i ii >i computeriii i, i i :l i : i! iii !:ii Sector l i plan I to locate a i !/ i i X* 
4,. processing'-4 center, / / : :< :l~ i : .. .. 2Vii!:4 / : " >: :: .:y::!: .. . ,iand add a programming force. 

,, \ : . • . ..: : : : •• : : ..' ! ... , . !:! I 4 : 'I ;>>! : ! : T : :-' : - : : : i: : :Training -i :'iii:i~ !i : 

more on(11) Put emphasis training regarding installation of outside plant. p 
S(24) Arrange adequate housing and food for out-of-town students. P** 

(25) Arrange for transportation to and from the training center for all students. * 
(32) Authorize four additional consultants for the training center. 
 U
 
(33) Establish a small cash fund for incidental expenses administered by the consultant *
 
team leador.
 

* Fully implemented according to the Project officer by Mlarch 1906.
 
**impractical, unnecessary, or no longer applicable according to thle Project officer.
 

,IV 
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iInstallation and Maintenance 

S(8) Install lialon fire extinguising system. 
 x 
(12) FACII should take over the responsibility for installation and maintaining the X**­
service wire and the telephone instruments in each 'ESS exchange area during the
maintenance period. 

(13) Consider adding water treatmen, to the air conditioning system. X 
, (35) Consider extending the FACII contract to include station installation work. X * 

(36) Use existing project funds to: X
(a) provide stand-by generators to 12 x-bar exchanges;
(b) replace the air-conditioning units at 3 x-bar exchanges;
(c) establish switched data network; 
(d) accelerate station installation. 

(38) Each crossbar exchange of 10,000 lines or more should have a crossbar technician. U**
Standard maintenance procedure6 should be developed. 

((39) Award contract to provide at least 10 outside plant technicians. U** 

(40) A system and adequate funds should be provided to repair test equipnent. X 

(41) A utility coordinating committee should be established to stop the damage being done 
to other utilities plant by the water authority, electro-power authority, sewer 

X 

authority, and A1OJ1O. 
(42) Maintain complete installation and maintenance records; establish work order U 
procedure. 

(43) Establish a group of building industry repiesentatives. U
 

(45) Jeform spare-parts systen, transfer to O&M department. U
 

* (46) Organize a systan ot plant status reporting. U 

Financial 

'(16) Keep detailed accounting records of disbursements from all sources. U 
,(17) Delete covenant E: the transfer of LE20 million from debt to equity. X** 

(18) change accounting covenants to conditions precedent. X
 

*AMMr's Organizational Structure
 

~j(19) Adhere to ADLI organizational recommendations: including more delegation of decision-p

taking. 

44­

1*' ' " i 
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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

i":ICAiii!iEGYPT; RO, 

*MEMORANDUM 	 APR 1 1986 

TO: 	 Joseph Ferri, RIG/A/Cairo
 

FRCtq: 	 Frank Kimball, Director
 

SUBJECT: 	 The Draft Audit Report on Telecomunications I, II and
 
III Projects; Project Nos. 263-0054, 263-0075, 263-0117
 

The mission's response to the subject draft audit report prepared by

DR/ID office isenclosed.
 

Auditor's Note:
 

Attachments 	1 and 2 referred to on pages 12 and 13 of the Mission's
 
response were not included as part of the final report. Those documents
 
are available for review in the files of the Regional Inspector General
 
for Audit, Cairo.
 



UNITED STATES GOVERNMENT

memorandum
 
DAMs April 13, 1986 APNI
5PH TOS ,Pear W , D .
 . Page 2 of 13 

gUNJECr, 	 Draft Audit Report: Telecoirunications I, II and III 
USAID/Egypt Project Nos. 263.0054, 263-,0075, 263.0117 

'rot 
Mr. Terrence J.McMahon, AD/FM
 

G.Reginald van Raalte, D/#
 

I. Suimmary:
 

DR/ID appreciates an opportunity to comment on this report. 
However,

the rather extensive use of DR/ID manpower to prepare these comments
has not increased the Mission's knowledge of the project and
therefore has not in our opinion 6een a productive use of our time.
 

DR/ID categorically rejects the fundamental implications of the
subject 	audit report. 
DR/ID does not agree that the success of the
project is currently at serious risk. 
 DR/ID also rejects the
implications that we have not been"sufficiently involved in the
monitoring of this project. 
The following are DR/ID's detailed
 
comments on the subject report. 
Section 	II below provides.
supplementary project background information and Section III providesDR/ID's coments on specific sections of the audit report. 

II.Packqround:
 

DR/ID believes that inadequate attention was given to the entire
implcmentation experience gained under the project, 
The report seems
to unfairly .focus on only one element 	of the project (i.e. the
technical assistance activities not directly related to the project

financed equipment supply activities). As a result, a highly

distorted picture is created of the true situation as we see it,
Accordingly, a brief background review of the project seems necessary

in order that the report reader is not mislead.
 

The project purpose as stated in the project paper is to support and
strengthen the ability of the Arab Republic of Egypt National
Telecomunications Organization (APPNIX ) to more efficiently manageand operate the Egyptian telecommunications system inorder toimprove service to customers. As described in the project papers,
this purpose was to be achieved by:
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- Replacing seven old and obsolete rotary exchanges in Cairo andAlexandria with Electronic Switching Systems (ESS). 

- Providing the related outside plant facilities for these newelectronic exchanges and the junction cable inter-connections
between the telephone exchanges within the Cairo and Alexandria

networks. 

- Providing the necessary U.S. technical assistance to support

institutional improvements and also to design, procure andsupervise the installation of the above mentioned equipment. 
Procuring other telecommunications and related equipment such
air conditioners, and other miscellaneous equipment. 

as 

DR/ID believes that these project components are being successfullycompleted. Thefollowing describes the implementation status of eachof the four project components stated above: 

A. Replacement of Potary fuipMent: 

On February 1982, AREM and AMerican Telephone and TelegraphInternational, Inc. (ATrI) executed a contract which required AITI toengineer, furnish, install and maintain for an initial period, eight
electronic switching systems (FSS) to replace the seven old rotaryswitches.* In addition, ATVI was required to provide to ARENTO

engineers and technicians extensive training in the U.S., in-country
and on-the-job in the operation and maintenance of the switching
equipment. Al eight ESSs have been inetalled in Cairo and
Alexandria and are in operation. In addition, all of the rotaryswitches have been taken out of service. 
'he U.S. and In-country

formal training has boon completed and ATI maintenance crews arestill continuing to provide on-the-job training to A~R ro engineers.
Thus, the first project component isbeing completed.
 

B. Outside Plant and JunctionSstems 

On June 27, 1982, NF1ZQ and Ford Aerospace and CommunicationsInternational Inc, (FACII) executed a contract which required FACIIto engineer, furnish, install and maintain telephone outside plant
facilities for thonew £S_ oxchangos and the junction exchange
inter-connections 
Lor the Cairo and Alexandria networks. FACII wasalso required to provide U.S., in-country and on-the-Job training inthe design, engineering, installation and operation arf maintenance 

• Te Mandi exchango outsido plant system was designed and built byAR M to accept two switching system, onoIn the Moadi central
office and one in the New Maadi central offico. 
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of both the outside plant and _Junction -systems. -All-of the, civilSnewESS exchange areasnetworks and the junctionare complete. ARENTO 
­

and FACII have completed all theacceptance tests for the outside plant. The fiber optic junctionsystem is installed and almost all links, have been tested andaccepted by Am=. All of the training activities for the outsidePlant sYstems have been completed. In response to Persistent USAIDUrging, ARENO and FACII recently executed contract amendmentsprovide intenance,. test equipment, to 
spare parts, training anddocumentation for the fiber optics junction system.second project component, In sum, thethe provisionof the outside plantfacilities and the inter-exchange junction cables, will soon be
completed,
 

Thus with the completion of the first two components stated above,the original end of project status conditions relatedimprovement of telephone service -have also been met. 
to the overall 

switching systems The neware providing improved service to approximately
130,000 subscribers. 
More than 7.1 million direct beneficiaries are
receiving improved telephone services, inaddition to the indirect
beneficiaries such as national and international callers. 
There has
been a
reduction of dial attempts/contact ratio, a decrease of thenumber of private systems operating and greater use of'telephones.
 

C. Technical Assistance . 
On March 2, 1980, ARIEMr and Arthur D. Little Internationalexecuted a (ADLI)contract for managerial and technical services.contract, ADLI Under thethe prime contractor and its subcontractor --Continental Page International (CPCI) are required to provideservices for institutional and technical-strengthening activities in
the areas of fundamental planning, 
 finance and administration,organizational structure, tariff rates, computer systems and
applications, technical and on-the-job training, project design,engineering, procurement, construction/installation supervision of
the construction contracts, 
and operations and maintenance.
 

ADLI/CPCI 
 have completed the preparation of specifications, andassisted ARENIT with the evaluation, award and negotiation of the
following contracts:
 

1. Electronic Switching Systems. (A1JTI)
2. 
Outside Plant and Junction Systems. (FACII)3. Ail-Condiioning Spare Parts for telephone exchanges4. in Cairo.Air-Conditioning Peplacement Units for all of the Cairo crossbar

exchanges.
5. Traffic Measuring System (T4S) for the Cairo opera exchange.
6. Two Mini-computer Systems for the Project Planning andManagement office and for Stores and Purchases. 
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_'_AL/PC-ae sil- s~priicte-installati-on an :tetng i : 
activities for many of the above contracts in addition to theCIP-financed contract which ARE=TO has with Raytheon for furnishingand installing microwave junction systems in Cairo and Alexandria. 

• 

-

2i!i .of 

-

4 

in the Operations and Maintenance (O&M) areas, CPCI has assistedARENTO in the rehabilitation of various Cairo crossbar exchanges, theoutside plant network in the Opera exchange, and several Portions ofthe existing junction system. The O&M consultants have established a
centralized records bureau for the junction network, a troublereporting system for the Opera exchange and a computerized faultreporting system. Inaddition to the above, the O&M consultants have
provided assistance and on-the-job training to AREro during thecutovers of the Cairo and Alexandria ESS exchanges, these activitiesincluded subscriber installation, cable and record assignments, andjumpering at the main distribution frames in the exchange buildings. 

In the area of institutional strengthening, ADLI has developedrecommended changes to ARENTO's organizational structure, many ofwhich have been implemented by AREIDo and have been beneficial to thesuccessful completion of the project. Indeed, over the past fewyears following the promulgation .of Law No. 153 in 1980 creating
ARUEN'rM as a semi-autonomous entity, there has been a significai)tchange within ARENTO's operating style. The chairman and seniormanagement of ARENWO are delegating more, they are better utilizingtheir staff to provide them with information and data. These changesthat have occurred throughout ,APET are continuing. Some examplesof these organizational changes are: the establishment of the officeof technical affairs with a senior sector chief (Eng. Khalifa
mabrouk) reporting directly to the Chairman of AM 1iTO thereorganization of region, zone and district activities inorder toprovide straight line supervision of technical functions, and therestructuring of the engineering and projects divisions to accomodate
the engineers and technicians who have completed training under the
project financed equipment supply contracts. 

In additibn, ARUMl has also established a computerized Project andProgram management Office (PPMO) and now has staff trained in the usemodern tools and techniques. With consultant assistance APE=has improved its finance and accounting systems by developing andimplementing a project accounting system, a chart of accounts, ageneral ledger system and the establishment and implementation of acomputerized payroll system. ARE= also establthment its firstmodern commercial office at the Dokki exchange to serve as a modelfor the other exchanges within the Cairo and Alexandria urbannetwork. A computerized purchasing and inventory control system hasbeen established for AIro's purchases and stores department. Withconsultant support an up-to-date moder classroom has been . 

F
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estab1is1ia_'t the ARENTO training institute at Nasr City, and newtraining courses have been developed and many courses have been given
to M .ENO'smiddle management and training instructors on themanagement of a modern telecommunications organization. Followingthe study and recommendations prepared by the consultantr a new ratestructure for services was recently put into effect which will
significantly strengthen ARENTO's financial viability. 
 The yearlyrate was increased, inJuly 1985 by an average of 60 percent and
AROM has in the past few weeks again increased the telephone
installation rates by approximately 50 percent and the telephone
extra call charging by 2 P.T. (from P.T. 3.00 to 5.00).
 
*In conclusion, the third component, of the project, the provision of necessary technical assistance, has been largely completed (exceptfor additional supplier provided on-the-job training, which is stillongoing), and AM -has made significant progress in strengtheningits institutional capability. 
Ihparticular ithas installed and is
now operating the very complex state-of-the-art telecommunicationssystems supplied under the project. DR/ID therefore considers thatadditional institutional strengthening assistance isnot essential to
the project, at this time. 
Furthermore, ARENTO is in the process ofassessing its capabilities and identifying areas where,additional
assistance may be required (using expatriate or local expertise).This is in line with current GOE efforts to improve institutionalcapacity using reduced levels of foreign talent. Therefore, itwould
be ineffective and counterproductive to our relationship withlARENIM
to initiate now, a number of the actions recommended by the auditors. 

D. Other Te, -unlcations EcplFment: 

in addition to the equipment provided under the ATI and FACIIcontracts, .the project also financed two other significant equipmentactivities. one is a contract with Sam P.Wallace Company for thereplacement of air-conditioning systems inall of the existing
crossbar Cairo telephone exchanges. The majority of the work underthis contract is complete and the contractor should be demobilized bymid-1986. The other is a contract with the Conrac corporation forthe provision of traffic measuring systems for the Opera telephoneand telex exchange in Cairo and U.S. and in-country training toAR1O engineers in the operation and maintenance of the trafficmeasuring systems. All work under this contract has been completpjand AFRm engineers are currently operating and maintaining .Jsystem. DIVID therefore belioves that this fourth project o;iaponenthas also been satisfactorily completed. 

~ -4~a' 
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In 'sumr DWXDb believes that the objectives of the project are beingmet and the project has been very successful todate. We believe thatthe AID-financed project has been an effective and integral part ofARE's overall expansion program. We of course recognize thatAR.. is a growing utility and will need to continue to expand itsfacilities, its institutional capabilities and its training programs,does any other large utility inEgypt or inthe U.S.as 	
Any futureAID assistance to the telecomwunications sector (particularly


4technical assistance) will 	naturally take into consideration ARENIOIsneeds and desires. for further institutional and administrativedevelopment, technical training and expansion of physical plant.the same time, reports from the project-financed At 
contractors and fromUSAID officers, indicate that there has been a
" 	 significant
improvement inAPEM's institutional capability, which iscontinuirng
daily and that AIENMI more fully appreciates the need for further
improvement. 
Insum, the project inputs (particularly the technical
assistance inputs) appear to have been effectively utilized.
Therefore, tbw claim inthe audit report that the invcstments made
under the project may be at serious risk are not justified.
 

III. 	Report Content:
 

A. ERxecutive Summary:
 

1. 	 The statement in the last paragrapih of page i suggesting thatAREMf) isnot developing the capability to operate and maintainthe system to full potential, isa conclusion which isnot
supported by our field observations. As mentioned previously
ARENO has already started to operate and maintain the new
systems. 
The Maadi telephone exchange iscurrently being
operated and maintained solely by ARO (The U.S. contractormaintenance contract for the Maadi exchange expired inJanuary
86). 1Reports by the U.S. contractors and recent field tripsindicate that the Areo engineers are quite capable of handling 
• 	 the new systems and are properly handling the operation and
maintenance of the Maadi exchange. Further, AIF O appears tobe making significant progress to fully utilize the potential ofthe systems.provided. 
ARE= isalready using the information
contained in the ESB computor printouts to locate system trouble
spots and initiate appropriate maintenance actions. Are= hasalso 	advertised the additional subscriber features which areinherent in the FSS equipment (e.g. three-way conference calls,
malicious call tracing, abbreviated dialing, wake-up service,
ect). 
 since the U.S. supplier maintenance personnel will be
in-country until the end of 1987, A1M personnel will gainfurther on-the-job training and Yain more hands-on experiencewhich will further strengthen their existing capability to 

- - utilize the project financed equipment. Thierefore, we recommnend 
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* that the statement in the last paragraph on page 4 of the reportbe deleted. Similarly we believe that the statement on page ii,"This lack of training has prevented the attainment ofdevelopment objectives", is also a conclusion that is notsupported by condition in the field and should be deleted. 
2. The statement on page ii that 64 percent of the recommendationsmade by the US consultant have not been fully implementedappears to imply that the project funds were not effectivelyutilized and benefits expected were not achieved. Indeed DP/IDbelieves the reverse is true. AID project assistance has been

effectively
development objectives

utilized and has strongly supported our primaryfor assistance to Egypt. As mentionedabove ARme's management capability has improved tr .endounlyover the last few years and eventhough not all of theconsultant's recorendations have been fully accepted andimplemented, both AWQ and DR/ID agree that therocommyendations which were nost critical to the achievement ofthe project objectives have been successfully implemented. 

3. If Recommendation 
word 

No. 2 is not closed, as requested herein, the"see" in the last sentence on page il (i.e. "We recommendthat USAZD/rgypt see that .... ") should be replaced with theword "advise", to be consistent with Page 20 and Page 1 of 2 ofAppendix 1 of the audit report. DRIlD believes that it isentirely impractical to think that USAID can take overadministrative responsibilities of ARMW to the point of"seeing" that AfRMO's personnol attend class. 
B. Results of the Audit

1. In tbq second paragraph on page 4 the auditors make the 
.statement, "we did not, however, evaluate the efficacy of the 

reconendations made by the consultant". In our view, such anevaluation would require considerable input from Individualswith years of experience in tolecmuications utilities and an
indepth knowledge of AiEM as an organization. At the smetie, in numerous other sections of the reort, (e.g. page 6last paragraph, page 11 last paragraph, page 14, page 16 andpage 17) observations were mao that appeared to Indicate thatsince not all of the rocomendations made by the oonoultanLs were fully implemented, AO will not have the capabilityoperate the new systems and a to$242 million investment will bewasted. To roach cuch conclusions the auditors as acknowledgedin the audit report, 
mem to have relied very heavily oncomments from the project-financod consultants (indeed, asstated by DR/ID in the exit conferance, the consultants wereobserved with a copy of the draft audit reort, which we were 
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instructed on the cover sheet to "safe guard" and not "circulateoutside of the Mission".). One must remember that allcontractors make recomendations to their clients which are, attimes,, influenced by adesire to obtain additional business. Itis no secret that the project financed consultants have beenactively seeking more AID-financed work in EWypt (Indeed DP/IDrecently received an unsolicited proposal from CPCI and manyrepresentations have been made to Mission management concerningadditional wor,.)
*suxrt 

Todate DR/ID has not found any evidence toconclusions such as those contained in the audit reportand referred to above. Our findings are based on a 
balanced
 
assessment of the information received from field obnervationsand from all U.S. contractors and Am= officials at variouslevels. Accordingly, DR/ID suggests that the conclusions
referred to above should be deleted from the report. 

2. 
D/ID takes exception to the statements in the report (such asthose found on page 5 and page 7) Which lnply that DR/ID has notbeen doing an adequate job of monitoring this geographicallywidespread and technically corplex project. e record clearlyShows that DR/ID has beon and still is making regular sitevisits and is frequently meeting with ARERM and contractrepresentatives to discuss and help identify and resolve"Plclentation IssUbs and facilitate the timely and successful
completion of the project. DR/ID takes its responsibilitiesseriously and we are quite proud or the success achieved todateby this project. We therefore find particularly rewardingrecent statements ade by, high ranking ,OC officials (such asthe Prime Ministor) and in the local press which demonstrate asignificant awareness and gratitude for the 
mproved
telecomnunications service which has taken place over the past
few months.
 

C. Findings andReco endations:
 

1. Recairondiation No. 1 (me_ 8): 
D/ID believes that the actions associated with Rocmndation No. 1have alreiady been carried out by USAID and therefore suggeot that Ifthe Recommndation is not deletd it should be closed upon issuance
of the final report. 

Discussion: 

he Audit IPeport seem to imply on pag8 that with the planned
depar ture of the U.S, consul tan ts the iiiplementation of the project 
initiateds his is clearly not theo case. Firct of all the pAC is 
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December 31, 1988 and over $48 million remain undisbursed under the 
project. Second, the large majority of the U.S. consultants who will 
beleaving during 1986 (20 out of 26) were those technical experts 
who were needed to assist AJMi in the Supervision and management of 
the two project financed U.S. supplier contracts. These consultants 

nhave not been carrying out essential longer-tem AF M management 
functions. Their departure should cause no gap in APFE 's ability 
to effectively operate and maintain the project financed equipment. 
At the same time, AMM and USAID are discussing and reviewing the 
need to extend the services of equiprent supplier personnel in order 
to continue to assist ARFMO with the operation and maintenance of 
the project financed equipment. 

The Auditor 's statements on page 7 concerning the extent of the 
implementation of the U.S. consultant's recommendations is more 
properly seen from the opposite-or more positive side. In other 
words, almost one-half of the U.S. consultants recinrendations have 
been acted on by AR!EN. It is unfair and irrational to judge the 
success of this or any other project by an arbitrary percentage of 
the consultant's recommendations which have not been implemented. 
Our experience indicates that implementation of institutional reforms 
in developing countriesis a slow and painful process, Corpetion of 
the entire refom process is not usually achievable during the life 
of any single project. L 

Further, DP/ID believes that the recoomndations made by the 
consultant, necessary for the successful implementation of the 
project financed equipment, have been succeasfuly implemented by 
ARmo. The other recommendations have not been ignored by A10 . 
Some have not been fully implemented yet (although NOW has been 
working towards copletion) and the implementation of others have 
been dototmined by Ai0M to be impractical, often because AMM 
currently has insufficient funds. In any event, we definitely do not 
believe that the costs incurred in making the consultant 
recommendations were a waste of AID funds. 

It was clear during our discussions with AJEM that not all of the 
consultant's roimwndtions could be considered equally vital to the 
success of the project or to AM'so' institutional development (as
Issuggested in the audit report). Accordingly, USAID did initiate a 
dialog with ARE= to identity and hplevent those key institutional 
strengthening actions nooded to achieve the project purpose and to 
ensure the o and maintenanceeffective operation of the project 
financod electronic switching system oquipment and outside plant. 
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C
Oe part of this effort involved a detailed review of therecommendations made by the ADLi consultant teamn during the Phase Icontract period. As a part of the negotiations for a Phase IIcontract amendment with ADLI each Phase I recoomndation wascarefully analyzed and reviewed in terms of its feasibility withinthe Egyptian environment, its effectiveness for the strengtheningA1RI's institutional capabilities 
of 

in general and for ensuring thatthe purpose of the AID financed project inparticular was achieved.Following these review and discussion sessions the ADLI Phase II
contract was finalized. hi phase II contract included expatriate
technical assistance to assist AREWO in the inplementation of whatwere determined to be the most inportant Phase I recommendations.
Areas of, assistance included fundamental planning, computer systemsand applications, finance and administration, operations andmaintenance, training, billing operations and project design,
engineering, procurement and execution. Most of these Phase II tasksare now complete and a significant portion of the new systems are 
operating.
 

The U.S. Consultant's recommendations were again reviewed as aof the Mission's project evaluation exercise. In planning the 
part 

evaluation, a scope. of work was #epared by AMMD and USAID whichwould icqulre the contractor tot review and analyze ML's Phase Ireemmndationsi identity the need for additional assistance'toARERM;T and discuss possible AID follow-on project activities. InMay 1984 a 
contract was executed between UShID and Teleconsult, Inc.
to carry out the scope of work. 7fie evaluation tom made 54recomendations. 71his set of 54 recomwndations to a large degree,represented a consolidated and' updated presentation of tho ADLI PhaseI recannndationa. In February, 1984 LtMTD and AMf jointly agreed
to group the 54 recamendations into the following two categories: 

- Actions not yet Inp~lemnted which are critical to tUe success ofthe ongoing USAID-financed pcojects and will require additional* funds. 

Actions not yet Inplemented Which are longer-t m In nature andcould bo considered as a part of a new Teiecomnicationos 
Project;. 

7be first category of recomnedatIona have all Ivan inglementodexcept for one rcomndation that AMM is still considering (theaddition of water treatmeont oquijwnct to the air conditioningsystem) iIn recent discussions botwon AI&M and UMID it wasdecided that thLwater treatment Oquiprnt wan not critical to themems of the project. Zn view of th limited available resources,
Aram am usr agreed that thin action choud t bbly not beconsidered essential to the operation of theo ot-finnood systemand therefore should not be given a h dfniungh p-iority. 
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In conclusion, We believe that the reccwwendations made by the ADLIConsultant under Phase 	I of their contract have been thoroughly
reviewed on several Occasions and during these reviews APMtfl hasgiven each reccwmendation serious consideration. Indeed, during themost recent review, which was completed as a part of the ProjectEvaluation, a systematic analysis of 	the Phase I recommendations wascarried out by a non-project financed contractor and a formal reviewof,, this analysis was completed by high level ARI and USMIDofficials. USAID and 	APIM's agreement on how to approach theiMplementation of each 	 recommendation was formally recorded in theProject Evaluation Summary (PES) document submlitted to AID/W onFebruary 19, 1985 (Attachment 1). Many of the evaluation decisions,have already been acted on. For most of the remaining decisions,initiation of action is pending the development of a follow-onTolecmnuications project. In sum, it is suggested that USAID/Cairohas already carried out the actions associated with Recomendation 

No. L 

2. Rec mndation No. 	 2 (Page 20): 

DJ/ID believes that the actions ascociated with Recommendations w's.2(a) and 2(c) have already been carried out and therefore requestthat these recwindations be closed upon issuance of ,the AuditReport In final., DVIM believes that lecommndation No. 2(b) Isinpossible to implement meaningfully and should be deletod from the 
Audit Report. 

Discussion: 
Ito audit report appears to incorrectly imply that the project wasdesigned to tackle all of AIMW's Institutional problemnationwide. we believe that this was not the original purpose of theproject. In designing the project, UsAID recognized early on thatAM= lacked the technical know-huw and experience to provide the 
training necessary to fully support the sophisticatedstate-of-the-art oquijpnnt and systms being supplied under theproject. Xt was therefore decided that to ensure the successfuloperation and maintenance of the AID financed oquipent, large scaletraining program would have to be Included undor the snproject-financod U.S. 	supplier contracts. 

DP/ID believes that those contractor suppliod training programs havebon generally quite effective. %binjudgent is based primarily onreports of training activities and evaluations of AWM'o staff thathave boon prepared by the U.S. contractors and not on any arbitrarypof staff trained annually. overechnicias have received U.S,, 	 300 AIVo enginoer. andin-country and on-the-job training
under the pcojocti in addition, ARE=T engineers are currently
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operating and maintaining the new electronic telephone systems andthe U.S. Contractors reports for the last three months (Attachment 2)contain statements about the excellent technical capability of theARErIO O M engineers. It is expected that this experience and
 ..continued effort by the contractors during the maintenance period
will further improve ARENQ's technical capability to operate thesystem. Also, as outlined in the contractors reports, ARENM iscurrently utilizing most of the equipment's functions and capability
and with increased demand for service and more experience the
equipment isexpected to be more efficiently and fully utilized
 
In 
an effort to accurately identify AMM's longer-term skill needs,
a.personnel data base system'has already been established by the U.S.
training consultant prior to his departure and ARE= iscurrently
computerizing this system. 
USAID has recently approved the
 
procurement of a mini-computer'system for the payroll and personnelsystems. Inthe meantime, ARENM isusing its existing computers forthe personnel data base system and has forwarded to USAID printoutsidentifying personnel function, position titles, skills and trainingaccomplishmants. Accordingly DR/ID believes that ARE=ID has alreadyestablished an effective personnel data base system and requests thatRecomnndation No. 2(a) be closed upon the issuance of the subjectreport infinal ifitiscontained therein.
 

While USAID can advise ARM to resolve attendance problems at itstraining facilities, it is doubtful that such an action would bemeaningful or effective at this time. Indeed, ANUM' is already well aware of,its training attendance problems but lacks adequate

resources to effectively resolve tha. DR/IVD suggests that ourdiscussions with ARMTO regarding further development of ARMO?'s
training capacity would prove more productive and timely ifcarried
out during the design and developmant of a new telecommunications

follow-on pr6ject. 
it is therefore suggested that Rocomiandation No.
 
2(b) be deleted.
 

Regarding Audit Recoandation No. 2(c), a detailed Fiber Optictraining progrm for the ARMii staff has been initiated by the U.S.contractor after the recent execution of the associated contractamenent. Under this awmndment FACII will develop programsand willsupply and install Fiber Optics trainirn links at the Nasr City
center and train Instructors. Accordingly, Roconmnndation No. 2(c)
should be considered closed upon is.uanco of the report in final if
it Iscontained in the final report. 

(ID10267D) I 
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Recommendation No. 1 5
 

We recommend that USAID/Egypt:
 

a. 	 determine which of the open recommendations 
made by the consuI.tant (Exhibit 1) and tile
evaluation teal ( Exhi bit 2) should be
irDple1 t(21ted to protect the inves tment 
already Iactc; 

b. 	 work with ARI:NTO to implement thosereo 	 llin.i1ida t jo(nIi; ; anld 

C. 	 ens;urc that a tLi.ne-lia.sed plall and fol low-up
syt.-L .1re (o:;ta th1 i ,j (.d to i mlpIeine it tile 
recomi;n: : da L ionl; . 

ReComjIbid, t i (l 1nr . 2 14 

We r eci uj.w n d t.IItt USA I D/Egyp t continue working 
with A1 .tJ'TO to: 

a. 	 compU. ot.Q d plaC: in operation the 
coipm LLt i z ,d d( t,-bI ; sy . tu) to identify
 
job t. r a(I I I ? ,jt I ,1;1 1 tI,;;
1r e:: 

b. 	 re,; vv Uit 1 l1ttl( , 1-o1)r1 el.iS lat t rit i n i ng
fac i 1. i ( ; ,IId 

C. 	 Co,,1 IIt.(I t.I i In tj (I tit (:; il Fibeor Optics
te )ihIJ ti ;, l'1 (i IIol I n.n taL and train
 
;Uf[L J (, l 'r 1)aevf,)i 1
j)ujrdri 1 oper 8. 
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