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This report presents the results of our Audit of
Telecommunications I, II and 1III, USAID/Egypt Project Nos.
263-0054, 263-0075 and 263-0117. The objectives of this
program results audit were to: (1) determine if adequate
management attention had been dirceted to strengthening  the
operational and managerial capabilities of the HNational
vrelecomnunications Organization (ARENTO) ; (2) cvaluate
compliance with AID regulations and (3) test the adequucy of
internal controls.

With respect to these objectives, the audit showed that
significant Proyress was mede in improving the
telecomnunications system in  Egypt. USAID/Egypt, however,
was  not taking all the steps necessary for ensuring that the
system would be cfficiently and effectively operated over
the longer term. HMore than half of the recommendations made
by U.S. consulting and evaluating contractors, dirccted to
strengthening operations of the ARENTO organization, had yet
to be implemented,

These conditions existed primarily because USAID/Egypt and

AREN'TO aqreed to implement only those recommendations
considered critical to the current project leaving the

remainder for further consideration by ARENTO. ARENTO
indicatced interest in pursuing many of the recommendations,
but was constrained, in part, by the lack of funds. Since
ARENTO's requests for further technical assistance have not
been approved by USAID/Egypt, ARENTO nanagenent may not be
sufficiently st:engthened to operate and maintain the
telecomnunications system to rcalize 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
caused ARENTO not to achieve planned levels: ARENTO did not
establish a data base from which to identify job training
requiremnents; 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 ARBENTO were not working to fully

implementc the consultants' training recommendations. The
lack of training can prevent the development of the human
resources needed to meet requirements of the expanded

telecomnunications systen.

Therce was an adequate level of compliance with AID
regulations in the areas reviewed, except that USAID/Egypt
was not taking appropriate steps Lo ensure that AID
guidelines for successfully completing projects were
followed. Internal controls were appropriate and operating
in a satisfactory marner in the areas Lested.

We recommended  that  USAID/Egypt  determine which of the
consultants' open  recommendations  should be  implemented,
work with ARENTO to  implement  these recoamendations, and
establish a plan and a follow-up systen., We also recommended
that USAID/Eyyplt continue working with ARENTO to complete
the computerized data-base system forn job training
requirements, resolve  training attendance problems, complete
the training courscs on fiber optics techniques, and train a
sufficient number of Program Developers,

USAID/Egypt did not disagrec with the recommendations but
stated that many actions attendont to Recommendation Hos. 1
and 2 have already been taken and they should be closed. The
Office of Inspector General carcfully reviewed LULhe comments
offecred on  the draft report and continues to believe that
USATD/Egypl needs to resolve the consultants! open
recomiendations  and work wilh  ARENTO to over cone the
problems in  the training arca., Your comments were considered
in finalizing the report. Excerpts arce included at  the end
of cach findings section, The full text, without
USAID/Egypt's attachments, are included as Appendix 1 to the
report,

We appreciate the courtesics cextended to the audit staff
throughout the assignment by  menbers of  the Developnent
Resources  Division. Please provide us within 30 days any
additional information related to actions planned or taken
to implement the recomnmendations.,
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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 improvenents may not be achieved and the
National Teclecommnunications Organization, and AID, may not
get the full benefit of the funds invested.

We recommended that USAID/Egypt arrange with the National
Telecommunications Organization toc review and assess the
status and applicability of the recommendations of the
consultant coutractor and the evaluation team and ensure
that an implementation plan and follow-up system are in
place for those recommendations neriting USAID/Egypt
assistance. USAID/Egypt project officials disagreed with our
asscssnent and stated that all  actions associated with  the
recommendations  had already been carried out, Ve continue to
believe that the open recommendations of the consultants
neced to be resolved, :

In the training arca, which we considered vital to cnsuring
continuous effective operation and maintenance of the
system, the consultant had assisted the National
Telecomnmunications Organization to  establish  a S5-year plan
to improve job performance and prepare for further exXpansion
and nodernization., The planned rate of training was not
achieved.

We rcecomuended  that  USAID/Egypt cnsure  that  the problems
that contributed to the lack of training, including an
uncompleted data-base systen,  poor  attendance, the delayed

fiber optics training, and the training of program
developer s bLe corrected, Again, USALD/Egypt project

officials disagreed with our assecsment.  They said  Lhat
actions associated with  completing and placing in operation
a conmputerized data base to  idenlify training requircments
and establiching o fiber optics training course had already
been completoed. They also said that  poor  attendance  at the
training facilitics Vs inpossible  to  correct  in any
meaningful  way. Ve continue to  beliceve  that USATD/Lgypt
needs to work with the Organization on  solving  itg training

problems.,
(91//’{/("2-‘ 0’/’ /C'/JL ~\,Q1w -£’C/'C(C—"\_ /gé/,u?/uz ,()
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AUDIT OF
TELECOMMUNICATIONS I, II AND III

PART T - INTRODUCTION

A. Background

Egypt had not invested in modernizing its telecommunications
network for over ten years. As a result, the Arab Republic
of Egypt HNational 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 developnent plan for Egyptian
telecommunications rehabilitation and expansion. In August
1978, AID authorized Loan HNo. 263-K-047 (Project No.,
263-0054) for $40 million to assist ARENTO in financirg: (a)
improvement of 1ts overall management; (b)) training of its
personnel; and (c¢) procurenent of urgently nceded cquipment,

In August 1979, ATID authorized follow-on Grant No. 263-0075
for $80 million Lo replace obsolete telephone  cquipment  with
modern  telephone  eleclronic switching systens, underground
cable for the outside plant, and related cquipment  for
cooling and standby power generation for exchanges in cairo
and Alexandria., The grant also provided funds to continue
the technical assistance  to  strengthen ARENTO's managerial
and operational capabilities.,

In pecenber 1979, AID approved incremental  Grant  HNo.,
263-0L17 for $122 nmillion to incroease assistance for
exchanges, outside plant, and consulting services., This
brought the total obligationg under Teleconnunication

Projcects I, I1I and 1II to &242 million. Most of the
assistance financed three  major  host  government contracts
with U.s. firms:

(1) Consulting Servicoe:s, A $4l-million contract,
cifcective Harch 1480, for technical  assistance,
including supervision of najor cquipnent
installations, technical planning, f{inance and
accounting, conputerization of several  ARBENTO
departments, billing inprovements,  operations and
maintenance, and training,

(2) Exchanacs, h $104.6 - llion contract, dated
February 1982, Lo install eiqght clectronic
switching telephone exchanges in Cairo and

Alexandria, including training and 24 nonths  of
guaranty opcerating and maintenance services,



(3) Outside Plant, A $77-million contract, dated
June 1982, to construct underground electronic
and optical cable systems, including training and
24 months of gquaranty 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 wupgrade 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 results audit of Telecomumunications I, II and
III. This review covered activities from inception of the
projects on August 28, 1978 to Scptenber 30, 1985, and was
done during the period from May to Uovember 1985.

The survey phase of the audit  showed that construction of
facilities was  proceeding  satisfactorily. The survey also
shoved that many recomnnendations Liode by the Uu.S.
consultants in  pPhase I for organizational improvenments had
not been adopted by ARENTO. As a result of  the satisfactory
technical  progress, the audit  concentrated on two arcas of
indicated weakness - organization and training.

The overall objective of the detalled phase of the audit  was
to determine  1f  adequate  nanagerent  attention  had  been
dirceted Lo inplenenting  the  consultant's recomnmendations,
as  well as those  nade by an evaluation contractor in June

1984. je did not evaluate thoe offi1cacy of the
recomriendations iade by the consultants.,  The work in
verifying the cxtent to  which  ARENTO  had adopted the

consultants'  recomnendations  was  limited by  the  lack  of
inforumation wmade  available by ARENTO. Accordingly, the audit
relicd  cextensively on o the records of the consultant
contractor and USAID/Egypt. The other audit objectives were
to ascertain coupliance with AID regulations and to  test
internal controls,

We visited facilitics and  interviewed officials at five of
the cight  AlD-financed electronic  equipmnent  exchanges  in
Cairo and Alezandria, the ARENTO  headquarters offices  in
Cairo, ARENTO training facilities in Hasr City, and offices
of the three major U.S. contractors.  The audit  did  not



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/Fgypt contract.

The audit was made 1in accordance with generally accepted
government auditing stendards.






A. Findings And Recommendations

1. USAID/Egypt Should continue Working ToO Iinpleiient
Recommendations To Strengthen The ARENTO Organization

USAID/Egypt was not taking all the steps necessary for
ensuring that Lhe 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 rccommendations made by U.S. consulting and
cvaluating contractors, directed to strengthening operations
of the ARENTO organization, had yct to be implemented. The
contractor's role was to advise and assist ARENTO to improve
its planning, management, and training functions and to
contribute to the more effective operation and expansion of
ARENTO sorvices,

The above conditions existed, primarily because USAID/Egypt
and  AREHTO agreced to implement only those recommendations
considered critical  to the current project, leaving  the
remainder  for  further consideration by ARENTO, ARENTO
indicated interest  in pursuing nany of the recommcendations,
but was constrained, in part, by the lack of funds. Since
ARBNTO'Ss  requests  for  further technical assistance have not
been approved by USATD/Bgvpl, ARLITO nanagepnent  way  not  be
sufficivntly strengthened to operate  and mnaintain  the
telecomnunications systen Lo realize its full potential,

Recommendation Ho, 1

We recommend that USAID/Fgypt:

a. determine which of the open recommendations made by the
consultant  (Fxhibit 1)  and the evaluation team (Exhibit
2) should be dnplemnented Lo protect  the investuent
already made;

b. work with ARLIITO Lo inplement those recommendalions; and

C. cnsurce  that a  time-phased plan and follow-up system are
established Lo Jjmplenent the recommendations,

Discussion

——— e e i

<o "A project can .., only be considered complete when it is
successfully  generating  a strean of benefits and helping the












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 penaltics systens) were
needed Lo ensure the availability of a well-trained, stable
work force at the national and internacicnal toll centers,

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

- Generally acceptable service levels and wmeasurements 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 ec¢stablish clear 1lines of
authority and respoasibility nceded to improve information
flows and decision-naking processes, the consultant
presented ARENTO with a ‘Task A-1 report dealing with
ARENTO's organizational structure. This report, issued in
May 1982, proposed a restructuring to cenable ARENTO to neet
the changing nceds 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 consultant  stressed the fact that ARENTO's management
personnel - in spite  of  being competent and  dedicated to
ARENTO's goals - neceded 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 responsipility. The consultant recommended that
ARENTO should:






























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 and an adegquate number of
progranmn developers have been trained.

Regarding Rccommendation 2(b), we believe that the training
provided by the equipment contractors is extremely useful,
but alone it is insufficicent to ensure a continuing training
capability within ARENTO; nor was it designed to do so.
Factors that contribute to attendance problens, such as
employee  transportation costs and disincentives, were
recognized in  the pre-project  sector study in 1678, We
belicve 1if additional technical or financial support by
USAID/Egypt 15 needed  to complete this aspect of  the
projuct, it should be provided, Accordingly, Recommendation
No. 2(b) is not being closed at this tine.



B. Compliance And Internal Control

compliance

In the arcas reviewed in our audit, there was an adequate
level of compliance with applicable laws, AID guideclines,
and appropriate agreements except that USAID/Egypt was not
taking appropriate steps to ensure that AID guidelines for
successfully completing projects were folliowed. This natter
was discussed in part  1II, Scction A.1 of this rcecport.
Nothing cane to our attention that would indicatce that
untested items were not in compliance,

Internal anttol

Internal ccntrols in the administration of the project were
appropriate and operating in a satisfactory manner according
to our limited tests, Nothing came  to our attention during
the audit that would indicate weaknesses in any areas not
tested.,
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EXHIBIT 1

AUDLIT OF
TELECOMMURICATIONS I, 1I AND III
OPEN RECOMMENDATIOHS OF COUSULTANT
(X=NOT IMPLEMENTED, P=PARTLY IMPLEMENTED, U=UNDRIERMINED)

page 1 of 10

Recoimendat ion *** Status

Organizational Structure (Task A-1)

General

(@) overell, we believe that ARENTO should place highest priority on the consolidation

ol its financial fimctions under a new Vice Chairman, whose sole responsibility  should
be to manage the financial affairs of ARCHIO. This is important to two reasons:
< bublic Law 153 ascigns to ARRHTO new financial responsibilitios that were previously
performed by the Ministry of Finance,

« Financial activities wvore conducted in different parls of  ARFNIO without  undivided
responaibility below the Chairr u,

(D) ARENTO should drplemont the Office of Technical Affairs with a Senior Sector Chief as
part ol Operations and thintenanee,  This is eopecially fmportant in view of the new
technologies about Lo be introduced into ARINTO.

c) Region, Zone aad District activitios chould be reoraamized Lo provide straightline
. ! R .
{vertical) supsrvision of technical funcetions {eoge, traffic, outsid: plant,  switeh)  and
administrative services (e.g., prsonnel, purchasing and stores, vebiicle naintenance).,

(d) Bunan recources and adainistrative acebivitios choald e pestructured Lo conolidite
these drportant  aoprort functions  undst one Viee Choairron, This will mprove REFHIOYS
ability to control 1ts mny perconnel of fectively  and provide  timely  administrative
services to the rest of the orgahization,

(¢) Engincering and projects should be restructured an coon as adequte nasber s of
Lraincd engineers  can be obtained, Thiv o necessary to arplerent the greatly expanded
plant extension program and to introduce the toechnology,

(£) the recomiended organjzation structure, a stuggosted irplesentation schedule and
manageient staffing requirenents are prosented in Lhe previously referenced report of
My 1982 should be followed,

* Fully implenented aceording Lo Project Officer, not the Consurtant,

¥ Recomendations repeated for clarity or cmphasis under different tasks or scctions.

A Consultant's  pecommendat ions  have  been o shortened o parephrased  in some cases for
precentation here, Refer to the consultant's task teports for conplete version,

P*

U*i
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EXHIBIT 1
Page 2 of 10

Finance

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

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

(c) Cconsolidate the functions of cash management, revenue collection, and revenue
disbursement into a Treasury Sector under the Vice cChaitman - Finance.,

(d) Consolidate all accounting functions performed in ARENTO into a single Accounting
Sector reporting te the Vice chairman - Finance, This sector will include responsibility
for central, branch, and project accounting. 1t will also develop accounting methods,
procedures and systaas,

Administration

(a) Cowsolidate the supervision of all plans, policies, methods, practices, and programs
relating to personnel,  enployee  affairs, and organizational matters under a  Senior
Scctor Chief for Hwnwg resources,

(b)  Consolidate the supervision of all plans, policies, pethods, practices, snd programs
for administration services under  a Senior  Sector Chief for Adininistration Services.
Tiis sector will also provide direct  supervision of  administrative persomnel  in the
Caito reqgion,

(c) Place the Training orgnization under the supervision of the Human Resources Senior
Sector Chief,

(d)  Restructure the Training organization alowy functional lines,

(£} Create a sector of Bcononice AMfairs to include Rates and Tariffs and Statistics and
Forecanting,

(q)  Expond the pecponsibitities of Bulldings and Vehicle hintenance Lo include direct
supervizion  throuahont  ARINTO of  bullding maintenance, vehicle maintenance, and safety
and security activitions,

(h)  Bxpoand the activities of the Computer Center so that it is respansible for all
computerized data procesting, user support and management inforeation  systoms throughout
ARENTO,

(i) pove the adainistration of cobscriber contracts Lo Operations and Maintenance,

(1) Ezpand Telephons bDirectory activitics to includy the selling of dircectory advertising
as well as marketing of dircctories Lo the pablic,

Xk
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APPENDIX 2

List Of Recommendations

Page

Recommendation No, 1 ‘ 5

We recommend that USAID/Egypt:

a. determine which of the open recommendations
made by the consultant (Exhibit 1) and the
evaluation tean (vxhibit 2) should be
implemented to protect the investment
already made;

b. work with ARENTO to implenent those
rcecommendations; and

€. ensure that a time-phased plan and follow-up
systen cre established to inplement the
recommendaltions,

Reconnendation No, 2 ) 14

We recommend  thal  USAID/Egypt  continue vorking
with ARENTO to:

a. conplete and place in operation the
couputerized data-base  system  to identify
job training requirenconts;

b, resolve attendance problens at training
facilitics; and

C. couplete training courses on  Fiber Optics
techniques, dnid nominate and train
sufficient program pevelopers,
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