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SECTION 1 EXECUTIVE SUMMARY

Introduction and Relevant Background

The U.S. Agency for International Development (USAID) has made a major commibnent to assist in
the development of Egypt's telecommunications sector, which is regarded as having a key role in the
counby's overall economic development. Since 1978, USAID and the Government of Egypt (GOE)
have jointly implemented a total of four projects (Telecommunication I, II, III, and IV) in the
telecommunications sector, totaling $324 million. Another $83 million in microwave equipment and
switching systems have been imported to Egypt from the United States through USAID's Commodity
Import Program since 19,77.

The Egyptian telecommunications network currently faces a number of opportunities that. if
addressed, may improve the network's overall efficiency and position ARENTO to become a world
class telecommunications provider. Broadly, these opportunities involve:

• Policies related to economic pricing oftelecommunications services

• Internal cash generation and self-financing ofnetwork development

• Institutional issues relating to the development and retention of technically qualified and
experienced staff

• Technical issues caused by the complex interface requirements resulting either directly or
indirectly from the policy and institutional oversight

lbe executive summaty represents a compilation and summaty of recommendations made in the
various sections of the report. These recommendations are categorized below along with the relevant
decision makers who will play an important role in implementing the recommendations. TIle
decision maker classifications are as follows:

A=ARENTO
M = Minister ofTelecommunications
G = Other Government ofEgypt Ministries

Context of Current Study Effort

Increased invesbnent requirements, improvements in the overall level of telecommunications service
and changes in telecommunications sector policies and institutional structure, are necessary to meet
the large demand for telecommunications services in Egypt. This will require changes ofsignificant
magnitude, with political, social, legal and financial ramifications, leading to new institutional, legal
and regulatory frameworks. Therefore, a comprehensive examination and assessment ofthe Egyptian
telecommunications sector was undertaken with the approval and cooperation of the MinistIy of
Telecommunications and ARENTO by K&M Engineering & Consulting Corporation to dctcnnine
the nature ofchanges to be made, the fonn they should take, and how and when these changes might
be implemented. Emphasis has been placed on recommendations that will enhance the efficiency of
the telecommunications sector by increasing institutional and fiscal autonomy, thereby improving the
institutional capabilities ofARENTO.

Additionally, changes and recommendations from two previous studies have been reviewed and
included herein where applicable. The two previous studies are:

Executive Summary 1·1 I



(1) The ARENTO Operations and Maintenance Study performed by Telecollsult, Inc. and Harza
Engineering Inc.

(2) The ARENTO Cost of Service/Rate Study performed by K&M Engineering and Consulting
Corporation

Assessment Objectives

The principle objectives of the assessment are to identify any regulatory, leg:l1 or institutional
changes that would enhance the development of the telecommunications sector and develop specific
recommendations related to:

• RegulatorylLegal Framework
• Organizational Structure and Operations
• Profitability/SelfFinancing

Importance of Counterparts and Egyptian Nationals

In achieving those study objectives, K&M worked closely with ARENTO counterpart personnel
assigned by the ARENTO Chairman to insure access to critical technical and financial data as well as
validate the practicality of policy recommendations and alternatives to be formulated during the
course of the overall assessment effort.

In K&M's view, two important ingredients contributed toward the overall success of this assessment
effort. These include:

(1) Effective participation by designated ARENTO counterparts; and

(2) The exceptionally high quality of the Egyptian nationals that served as consultants to
K&M.

Overall Approach

In undertaking this critical assessment effort, K&M initially prepared a work plan including specific
performance milestones as well as a comprehensive listing ofdata requirements, for joint approval by
both USAID and ARENTO. As cited above, the fonnal nomination of ARENTO study counterparts
was a major contributing factor in the ultimate success ofthis study effort. In addition, from the very
outset, K&M was able to obtain ARENTO's approval and support for the criteria Oisted below)
against which all proposed changes could be evaluated. Finally, K&M fonned specialty teams for
performing each specific tasking assignment. In this regard, each team included a mix of highly
qualified technical experts from the U.S. telecommunications industIy, as well as fonner senior
technical and financial managers from ARENTO.

Suggested Criteria to be Maximized

During the implementation of this study effort, the K&M study team consistently evaluated all
proposed changes against the common objective functions that would be associated with a "World
Class Telecommunications Provider". These objective functions are:

(I) A state-of-the-art infrastructure
(2) Market oriented service offerings from state-of-the-art technology
(3). Aninvestment grade financial position .
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(4) To attract. retain and develop world class personnel
(5) High value services at competitive prices
(6) An environment conductive to innovation and change in a global economy

Recommendations from previous studies were evaluated against the common objective functions
which sought to:

(I) Increase anticipated revenue per line
(2) Decrease the long-run marginal costs ofproviding telecommunications services
(3) Increase network utilization and overall efficiency
(4) Enhance the overall value ofthe network overtime
(5) Improve the perceived quality ofservices provided to ARENTO customers

Executive SUl1/mary 1-3 I



Regulatory and Legal Framework Assessment

The findings, conclusions and recommendations in this category involve related items from the Cost
of ServicelRate Study, legal considerations, the regulatory framework within ARENTO and the
relationship between ARENTO and the Government of Egypt (GOE) regarding the degree of
independence and clear cut accountability that exist between the two organizations.

Major Findings and Conclusions

• Planning Processes
The ARENTO Cost of ServicelRate Study revealed that the planning processes within ARENTO
are limited in scope and where they do exist are, to a great degree, disjointed and informal. 1lle
primary reason for thir. is the fact that ARENTO's funds are used by other ministries to finance
non ARENTO projects. There is a belief that more comprehensive and formal planning (realistic
revenue and earnings forecasts and supporting budgets) will result in an increase in the transfer of
funds from ARENTO to other ministries. Another principle reason is thc fhct that the GOE
exercises its ARENTO oversight responsibility at a detailed operational level involving the
review and approval of job design, organizational structure, projects, revenues, wages and
salaries, incentives, bonuses and other operating expenses rather than at a strategic planning
level.

• Pricing Reform
The previous Cost ofServicelRate Study revealed that almost all ARENTO services require price
refonn. Although many were cognizant that pricing reform is critical to the future success of
ARENTO, there is no formal process or mechanism in place to promote and implement pricing
refonn. Without price reform and with continuing increases in the transfer of funds to other
ministries the continued expansion and maintenance of telecommunications facilities to meet
existing demand is in jeopardy, and the feasibility of attracting public sector investment is
practically impossible.

• Legal Considerations

• Responsibility
Under Public Law 153, ARENTO was granted the exclusive responsibility for the
establishment and operation of the national telecommunications network and for
international interconnection within the general framework of the National
Telecommunications Policy ofthe Government of Egypt (GOE).

• Autonomy
In matters dealing with national and international telecommunications services ARENTO
was given a high degree of autonomy under Public Law 153. ARENTO is chartered to
invest its resources to further its stated telecommunications sector goals and can organize
and enter joint agreements with other corporations to achieve its objectives. This
autonomy has been encumbered and restricted by the intervention ofvarious ministries.

• Implementation ofthe Law
Public Law 153 is an excellent law that needs to be fully implemented within the original
context of responsibility and autonomy. Today, the law as it is currently administered,
presents three opportunities for improvement that will help Egyptian telecommunications
to move fOlWard and keep pace with changes occurring in telecommunications
throughout the rest of the world. Additionally, these opportunities when implemented
will assist ARENTO in supporting Egypt's market refonn progrnrns.
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• Opportunity J - A Need Exists for a Formal National Telecommunications Policy
There are no codified national telecommunications policies, plans or objectives for
the country of Egypt. Under Pubiic Law 153, it was envisioned that a general
national telecommunications policy (with long range plans and objectives) would
provide the guidance and framework within which ARENTO would carryout its
responsibilities and within which other GOE Ministries would exercise their
oversight responsibilities. To the extent that a national telecommunications policy
exiszs, it is informal and is not comprehensive.

• Opportunity 2 - Ministerial Decrees Issued in Conjunction with the Implementation
ofPublic Law J53 are Outmoded and Need to be Simplified
Ministerial Decrees issued ill conjunction with the implementation of Public Law
153 have evolved to the point where the responsibility and autonomy originally
granted to ARENTO has been compromised with a complex set of oversight reviews
and approvals related to operations. ARENTO has delegated authority, either
formally or informally, over such matters as organizational structure, job design,
wages, salaries, bonuses, incentives, tariff change proposals, retention of funds &Id
construction financing to other ministries. This delegation of authority has created
administrative bottlenecks and financial hardships that encumber and restrict the
ability of ARENTO to effectively and efficiently carry out the responsibilities they
are legally mandated to fulfill.

• Opportunity 3 - Conflicting Roles ofRegulator and Regulatee
ARENTO, as it is currently organized and structured, has dual and conflicting roles.
ARENTO is both regulator and regulatee.

Key Recommendations

• Establish a National Long Term Telecommunications Policy A M G
A formal national long-term telecommunications policy with goals and objectives
should be established and codified to promote the optimal evolutionary path for the
country's telecommunications industry and provide the infrastructure and guidance
to ARENTO's telephone operations to meet the needs of the Egyptian public. A
regulatory body with appropriate national interest ard industry perspective should
be responsible for developing the national telecommunications sector plan with
subsequent approval by the People's Assembly.

• Confirm ARENrO Autonomv A M G
Two primary aspects of the proposed sector reform are required for improving the
outlook of Egyptian telecommunications investment. First, ARENTO requires
autonomy. The enterprise needs to repair its internal processes that have been
unlinked through ministerial intervention. This requires Public Law 153 to be
administered within the original context of vesting responsibility and autonomy in
ARENTO. This can be accomplished by issuing updated ministerial decrees.
Second, a well focused countervailing power within the autonomous ARENTO
must be put in place to create a framework for Telecom sector participation. This
will be a key to ensuring that commercialization brings the best results to Egypt.

..
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• Establish a Regulatory Bodv A M G
A premise ofthis study is that ARENTO's authority in areas of pricing, liervice standards
and market entry should be exercised by a regulatory body that is separate and distinct
from the provisioning of telecommunications services. The regulatory body would
provide focused participation in addressing issues in these areas as well as protecting and
serving the public interest. This authority should be taken from the hands of other
ministries and vested in a regulatory body until these characteristics are eliminated
through competition. ARENTO will require assistance in developing the framework for
an effective Regulatory Commission.

• Role oOhe Ministry orTelecommunicatiolls A M
The role of the Ministry of Telecommunications is enlarged and takes on added
significance in becoming the focal point for the GOE's national telecommunications
policy.

• Roles orOther Government Ministries A M G
Specific changes to existing decrees are identified which slightly alter the role that otller
ministries in tlle GOE assume in the telecommunications sector. In addition, t!;e
responsibilities of a five member Regulatory Commission and its supporting staff' die
described that will require largely a shift and refocus of existing telecommunications
sector resources.

Implementa/ion Guidelines

-

• Phase J- .lull' 1994.June 1995 Confirm the Applicability orpub/ic lAw 153 A
The implementation ofthese three facets of the prescription for refonn should take place
in a three phased approach over a period not to exceed four years. In Phase I, the spirit
and intent of the existing law should be followed and enforced with intervening decrees
overridden to provide clear cut responsibility and a high level of autonomy for
ARENTO. The groundwork for separating regulator and regulatee functions for the
telecommunications sector should also be developed in Phase I.

• Phase II -Julv 1995.June 1997 Establish Formal Telecom Oversight A
In Phase 11, separating regulator and regulatee functions would be implemented with
creation of a joint stock company for telephone operations and creation of a regulatory
body to carry out the national telecommunications policies of the GOE. This facilitates
further movement toward commercialization of ARENTO telephone operations by
organizing it into a government-held corporation as pennitted under Public Law 153 and
creating a countervailing power to protect and serve the public interest. The cornerstone
of Telecom sector success will be in the fonn of an industry oversight body called the
Arab Republic of Egypt Communications Commission (ARECC). Both organizations,
the telephone operations unit and the ARECC, would be established under the authority
granted to ARENTO under Public Law 153.

G

• Phase III - Julv 1997.June 1998 Commercialization A G
The aim of ARECC should be to regulate to the extent that basic and enhanced
telecornmunications services are developed and provided to meet existing and anticipated
demand for such services by the people of Egypt. This is to be achieved by regulating
only the essentials-basic service prices and Telecom sector plan development which will
ensure that competitive prices and service levels are achieved. In Phase ill, the stage is
set to attract private sector investment that will benefit the consumers, employees of
ARENTO and the GOvernment ofEgypt..
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Organizational Structure and Operations Assessment

111e recommendations in this category involve ARENTO's organization structure and human resource
requirements including recruitment, training and compensation policies that are needed to enhance
productivity and efficiency and to avoid the loss of high potential productive employees.
Additionnlly, these recommendations include results from prior studies and suggestions to improve
the overall personnel system. The findings, conclusions and recommendations have been categorized
into three broad areas:

(1) Organizational Structure and Functional Assessment
(2) Employee Staffing and Development
(3) Planning and Management

Organizational Structure and Functional Assessment

Major Findings and Conclusions

• Technically Focused Organizational Structure
The existing Organizational Structure in Exhibit i focuses primarily on the technical aspects
of telecommunications. A broader organizational focus that includes marketing, customer
service, human resources, strategic planning, auditing, public affairs, government affairs,
depreciation studies and training will be required to improve the long-tenn planning and
organizational effectiveness. Additionally, many staff functions are decentralized which
diminish the level ofeffort, priority and focus that is needed to support the primary business
thrust ofselling telecommunications services.

• Overall Network Architecture
The organization is segmented by traditional network components, i.e. Switching,
Transmission and Ou"side Plant. Skill sets are required in planning to accomplish Network
architectural design '.:) ensure appropriate integration and planning for new and emerging
technologies.

• Span ofControl- Operations and Maintenance
The operations (services) and maintenance functions are currently combined into an
extremely large organization. It appears desirable to separate service (customer contract
functions and customer connection functions) from network preventive maintenance, cutover
work and repair activity to ensure that both customer service and maintenance and repair
activity receive adequate priority, focus and level of effort. This will position ARENTO to
improve their customer focus, quality ofservice and increase network through-put.

• Business Processes Need to Be Examined
A comprehensive organizational structure assessment is needed before specific organizational
changes can be recommended. It would be appropriate that all business processes be
reviewed and defined before attempting to restructure the organization. ARENTO will
require assistance in reviewing, defining and developing optimum business processes.

• Manager's Boant
A Manager's Bow, as covered under Law 153, has not been established. This Boant will be
critical in maintaining effective linkage between the OperatiOI'Ali and Boant of Directors in the
management ofnew policies, programs and organization within ARENTO.
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Key Recommendations·

• Expand or Establish New Functions and Centralize Staff Functions A
Expand or establish new organizational functions and centralize staff functions as shown
in Exhibit 2, to support the improved management of human resources, strategic
planning, auditing, public and governmental affairs, and depreciation studies with the
following additions/changes:

Centralize the budgeting processes
Centralize contract administration
Centralize inspection functions to improve objectivity and independence
Centralize accountability for Human Resources
Establish a network architecture planning function for overall network
integration and planning. This function should be included with planning
and eng:neering and requires specialized training, possibly with lTV
Separate Planning & Follow-up functions from Computers and Infonnation
Expand and/or establish in-house functional expertise and consolidate
treasury/financier functions within Finance for cash, long tenn debt,
securities planning, and overall financial management
Provide a single focal point with apl'ropriate staff within Operations to
manage and execute all outside plant maintenance and repair activity
Establish a work group to conduct on-going depreciation studies
Expand public and governmental affairs functions to enhance, represent and
promote the interests ofARENTO
Establish a strategic planning function

• Expand Marketing and Customer Services Focus
Expand the marketing function to include responsibility for sales and service (customer
contact and network connection), promotion and advertising, market planning and
development, pricing and governmental affairs. This includes moving the customer
contact and service installation and repair functions from the current O&M organization
while still maintaining geographic zones for both marketing and O&M.

• Establish the Manager's Board as Outlined in Law 153
This Board should provide oversight and direction and coordinate the development of
plans associated with the re-engineering of pror..:sses, restructuring of organization and
establishment ofnew policies.

1 Under existing policies (Ministcria1 Decree), these organizational changes and the related fmancial impact of these
changes would have to be reviewed and approved by the ARENTO Board of Directors, the Ministry of
Telecommunications, the MinIstry of Fmancc and the Central Department for Administration and Organization. To
increase the cfficlcncy and effectiveness of the OOE and ARENTO and without compromising oversight responsibilities
and existing lines of authority, it has been recommended throughout this paper that ARENTO oversight be exercised
through the review and approval of five year strategic bU81ncss plans that include specific goals and objectives mutually
agreed upon between ARENTO, the MinIstry of Telecommunications, the Ministry of Planning and the Central
Dep!lrtlftCflt futAdttlirtmnltiott IlIld O.ganiudioll' J\=ing ibis fWlcialllQIlai ciumgc can be effectuated, the above
organizational changes can be Implemented efficiently and effectively by ARENTO.
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ARENTO ___~TING ORGANIZATIONAL STRUCTURE
January 1994

MINISTER OF TRANSPORT, TELECOMMUNICATIONS,
MARITIME TRANSPORT & CIVIL AVIATION.

I BOARD OF DIRECTORS I

CHAIRMAN ARENTO I
Legal DcpanmcDl CCnlral Dept. Chief· Follow-up'" PlJnning

Sccuriry '" Civil Defense Cenlral Dept. Chief· Informalion '" compulers

*The PlJnning aDd Execution Sectors have been splil
but have nol yel received fun approval from me Minister of Org. '" Dev.
as ofJanuary 1994

CDC Exchaoge

CDC Transmission ~ CDC Exchange
CDC International CDC l.Dcal Network
CDC Training
CDC New Services CDC Transmission

CDC Engrrrafflc inspection (Audiling) CDC Power

First Upper Egypt Zones
Second Upper Egypt Zones

Canal Cilies '" Sinai Znnes
East Della

Middle Della
West Delta

East Cairo

WcstCaim

Ai.xandria

-£)

VICE CHAIRMAN
Finance, Administration & Commercial

- CDC rllllllCC
Gen. Mar -Iaspcction

CDC Administntion
GeD. Mgr -Inspcclion

CDC Purdlase '" Stores

Gen. Mlr-Iaspcction
__ CDC Commercial Affairs '" MarlccUng

Gen. Mgr - IlISpCClion
Di=lOr Huntln Resources

VICE CHAIRMAN*
Planning

~
CDC Exchange

CDC LocaJ Network

CDC Transmission

CDC Pow:r/Building

VICE CHAIRMAN
OM

*VICE CHAIRMAN
Execution

I' ,-1 I' I I I " I



ARENTO PROPOSED FUNCTIONAL STRUCTURE
January 1994

MINISTER OF TRANSPORT, TELECOMMUNICATIONS,
MARITIME TRANSPORT & CIVIL AVIATION

I BOARD OF DIRECTORS I
i

(1)

I I

.a-

Legal Advisor CHAIRMAN ARENTO I
I

N"le (2); Assumes thallhe Minisuy approves
required funding levels.
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and is nol Intended 10 represenl • fonnal
proposed 'OlBaniutional Slr1IClIIre·.
Business processes sbould be idenlifJcd. redcfiDcd
Slreamllncd and simplified before. fonnal
"rglniuli"nal SlruClUre CIIl be proposed.
i.e. conduct. re-cngineerilll SlUdy.

I
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Employee Staffing and Development Assessment

Major Finding.'1 and Conclusions

• Staffing Levels - Under utilization of Personnel
The current total staffing level of approximately 56,000 employees is too high given the 2.0
million lines in service (35 lines/employee). This conclusion is based on a comparison to the
CANlV Opemtion in Venezuela where about 24,400 employees are employed for 1.9
million lines in service (78 lines/employee). If the CANTY productivity experience is
applied to ARENTO, the total ARENTO employee count would be about 25,600, or a
reduction of over 31,000 employees. Establishing the final staffing objective requires
additional analysis and a process assessment to determine the appropriate long-term objective
for staffing which balances political, financial, social and opemtional implications.

• Below Average Wages for Compamble Government Sector Positions
The overwhelming consensus among all interviewed was that low salaries are the most
significant issue facing management in motivating, retaining and attmcting employees. The
opinions of the interviewees and comparisons with the Suez Canal Authority bears out that
ARENTO salaries for the engineering positions are from 2 to 4 times lower than that in other
government sectors for compamble work.

• Attmcting and Retaining High Potential Engineers and Programmers
The engineering and computer programming positions were identified throughout the
interviews as being the most critical and those where the turn-over is the highest. Significant
difficulties have been encountered in attmcting qualified high potential candidates for
replacements, primarily due to low wages. Career opportunities for engineers and computer
programmers are not available within pure technical areas of responsibility which reduces the
ability of ARENTO to retain high potential engineers. The only opportunities for
advancement are to supervisol)' positions. The Suez Canal Authority has a two level
progression for engineering personnel. These career limitations in technical disciplines are
considered to be important considemtions in the retention ofthose key personnel.

• Cumbersome Salary Budgeting and Inefficient Wage and Salary Administmtion
The processes for budgeting salaries and administering employee compensation are very
complex. Employee performance evaluations are very subjective and are not based on
specific goals and objectives. It was found through interviews that a manager spends up to
40% of his time on employee related matters. This underscores the complexity of the
processes. Additionally, the Ministty of Finance routinely reduces the annual salaries budget
below the level approved by the ARENTO Board of Directors that is required to support
competitive salaries, including merit increases and incentives. However, ARENTO has the
option to spend to higher levels than that approved, as long as the increased spending is
funded through self-generated funds. This creates a "cash management" mode of operation
which is not an effective means ofmanaging overall resources.

• High Level ofTechnical Training
The estimated 4000 personnel that are trained each year within the ARENTO Training
Center, would indicate that the programs are reaching a reasonable quantity ofpersonnel.

• Well Designed and Effectiye Technical Training
The training programs seem to be well designed in that they were prepared with input from
external sources such as the Saudi Arabian Operation and meet the standards of the
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International Telecommunications Union. Also, both pre and post-testing is done with the
students, along with surveys of training quaHty.

• Training ror Specific Switches
The decision has been made to begin systems-level training on the AT&T 5ESS within the
Training Facility and arrangements have been made for installation of an AT&T 5ESS
Training Switch. However, similar plans have not been made for training on the Siemens
EWSD and CIT Alcatel Systems.

• Shortage orNon-TechniCCl! Training Programs
The availability of non-technical training programs (supervisory and management
development) is very limited, and there is no emphasis on recruiting graduates with general
Business or Marketing Degrees. A broad-based business capability will be required as
ARENTO transitions to a more mature and competitive operating environment.

• Shortage orNon-Technical Curriculums
Universities in Egypt do not offer curriculums in Human Resources, Marketing and Finance.

• NTI - A Subset or Countcmart ofARENTO
The National Telecommunications Institute (NTI) is a very strong resource for technical and
management instruction. They have 34 courses and five departmcnts covering Transmission,
Switching, Electronics, Computers/Systems and NetworklProject Management. They offer a
two year post-graduate certificate which can be applied to a Masters Program.
Approximately 500 Engineers per year attend NTI from ARENTO. NTI is generally
expected to train top ARENTO Engineers prior to promotion. The capabilities of this
Institute should be considered within the overall training plans ofARENTO. NTI is not part
ofthe current ARENTO organization.

Key Recommendations

• Conduct a Process Assessmcnt Study A
Conduct a Process Assessment Study to establish five-year staffing plans with objectives
and programs to satisfy key business processes. Coordinate the staffing plan with the
Social Fund to assist displaced employees, if any, and with training plans to upgrade
overall skill sets. Additionally, the "Process Assessment Study" results could then be
used to create an optimum organizational structure. ARENTO will require assistance to
complete a Process Assessment Study.

• Enhance Policies Governing Employee Matters A
Update Ministerial Decree 200 that was last revised in 1982, covering employee matters:

Enhance basic salary ranges to a level that is competitive with other government
sectors in Egypt such as Suez Canal and Egypt Air

- Change basic salary levels annually based upon changes in cost of living and
competition
Establish a simple but equitable process for distributing merit increases
(incentives) and bonuses based on perfonnancc evaluations when compared with
achievement of quantifiable perfonnllDce objectives
Allow for promotion based on demonstrated and tested efficiency and aptitude
rather than time on the job
Establish a minimum 3 step progression within the technical engineering and
computer programming disciplines
Update processes based on exit interviewS with personnel that leave the company
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- Give the supervisors the flexibility to release non-productive employees after 18
continuous months ofweak performance

• Expand Non-Technical Training A
~ Establish supervisory and managerial training programs and executive development

seminars for general business management, marketing, sales, economics, finance,
project/program management, performance evaluations, wage and salary administration,
supervisory training, product life cycle management, advertising and promotion, money
and banking, international finance, auditing - internal controls, strategic business
planning, tactical planning, information sciences, systems design and development,
behavioral science, technology development, team building and total quality management
(rQM). ARENTO will require assistance to develop and expand non-technical training
programs and executive seminars.

- Provide either basic appreciation or working knowledge instruction depending on
the job

- All employees of Degree 3 and higher should bc required to attend
Consider NTI Resources to initiate training in areas where no skill-sets exist
within ARENTO

- Expand the scope ofNTI training to provide higher levels of instruction

• Expand Training on Specific Switches A
Implement in-house training for the AT&T 5ESS, Siemens EWSD and CIT Alcatel EIOB
switch as for engineering, maintenance and execution personnel.

• Expand Non-Technical University Curriculums A
Work with universities in Egypt to develop curriculums for Human Resources,

-- Marketing, Finance and Computer Scicnces. ARENTO will require assistance to work
with Egyptian Universities to dcvelop non-technical curriculums.

~

-

Planning and Management Assessment

Major Findings and Conclusion.f

• Planning Processes
The ARENTO Cost of ServicelRate Study revealed that thc planning processes within
ARENTO are limited in scope and where they do exist are, to a great degree, disjointed and
informal. The primary reason for this is the fact that ARENTO's funds are used by other
ministries to finance non ARENTO projects. There is a belief that more comprehensive and
fonnal planning (realistic revenue and earnings forecasts and supporting budgets) will result
in an increase in the transfer of funds from ARENTO to other ministries. Another principl"
reason for this is the fact that the GOE exereises its ARENTO oversight responsibility at a
detailed operational level involving the review and approval of job design, organizational
structure, projects, revenues, wages and salaries, incentives, bonuses and other operating
expenses rather than at a strategic planning level.

--..
""'!

• No Performance Objectives; No Strategic Planning
Neither performance objectives nor strategic planning exist as the basis for the ongoing
planning and management ofARENTO.

• Linkages Between Employee Performance and Company Objectives
Individual groups have established de facto standards for employee performance evaluations
but they do not link to broader company-wide objectives.
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• Limited Operations Planning
Current operation planning consists primarily of network construction plans and an annual
income statement. The only identified planning for company direction and overall resource
requirements is through the various Committees (Appendix C) in conjunction with the annual
budgeting process.

• Limited Network Architectural Planning
The planning, coordination and introduction of new technologies and standards into
Switching, Transmission and Outside Plant is done independently within those areas, without
the benefit of an Architectural Plan for the overall National and Intemational Networks. A
"Strategic" Network Plan would ensure that the overall architecture meets critical national
and international requirements and capitalizes on evolving technologies in meeting cost and
quality performance objectives.

• Informal Planning
The Vice Chairmen have broad latitude for objective-setting and prioritization within their
Sectors. This "personalization" of the programs within the Sectors leave them vulnerable to
changes in Vice-Chairmen assignments and may not provide the best long-term utilization of
resources.

• Limited Market Planning
Situations frequently occur where network capacity is not available or is severely
mismatched to demand. The availability of demand analysis through an effective Market
Planning Process should provide the basis for new network capabilities, timing and capacity.

• Limited Fault Locating Centers Planning
The Fault Locating Centers have been established under the Zones without the benefit ofan
overall plan. Although they support the day-to-day repair process, an improved planning and
management of these operations could transition their operation to proactive maintenance
capabilities.

• Information Management and Systems Planning
A plan has not been established for the overall incorporation of computerization within the
ARENTO processes. Although there are several systems identified for implementation, the
introduction of these systems appears to be discrctionary for the Sectors. Also, the inter­
networking and integration of the systems have not been considered within the current
implementation planning.

• Information Planning
The information required for planning within all Sectors has not been formally identified.
This will be a critical success factor in establishing effective planning in all areas.
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Key Recommendations

• Establish Strategic Business Planning Process A G
It is recommended that ARENTO start, as soon as possible, to develop and implement a
strategic business planning process. The first step in the process would consist of the
development of a "Mission Statement" th...t would describe what ARENTO wants to be as a
telecommunications provider in the future. The second step would consist of the development
of"goals" and "objectives" for the organizational entity that are short-teon (one year), near-tenn
(two to five years), and long-term (five to twenty years or morc). The third step would include
the development of "tactical plans" that are specific and describe who, what, when and how the
ovemll organizational entity's "goals" and "objectives" are going to be met. Tactical plans
would be developed for eacl1line and staffdepartment (sector) and would involve all employees
in the sector. The fourth step would involve synthesizing and combining the tactical plans into
well coordinated and integrated short-teon, near-teon and long-term "operating plans" for the
oJEanization. Short-term operating plans are monthly plans developed for a rolling thirteen
month period. Near-term operating plans are annual plans developed for a rolling five year
period. Long-term operating plans are five year plans developed for a rolling twenty year
period. The fifth step is to summarize the operating plans into a comprehensive "Strategic
Business Plan" for the future that is focused on accomplishing the "mission" with defined
movement towards reaching specific organi7.ational "goals" and "objectives". The "Strategic
~usiness Plan" would include:

Year I
Year 2
Year 3
Year 4
YearS
Year 6-10
Year II-IS
Year 16-20

Annual Plan by Month
Annual Plan
Annual Plan
Annual Plan
Annual Plan
Second Five Year Plan
Third Five Year Plan
Fourth Five-Year Plan

(Short-Tcnn Plan)
(Near-Term Plan)
(Near-Tcnn Plan)
(Near-Tcnn Plan)
(Near-Term Plan)
(Long-Tcnn Plan)
(Long-Tcnn Plan)
(Long-Term Plan)

The sixth step is to implement and manage the Plan on an on-going basis. This involves
monitoring results and modifYing, changing and updating the plans for the future. The entire
exercise ofdeveloping a "Strategic Business Plan" will help focus the attention of all employees
at all levels throughout the organization on the "mission" and the "goals" and "objectives" that are
to be achieved. Most importantly, it is a team building and consensus creating mechanism that
integrates the efforts of all departments (sectors) and employees towards goal attainment and
becomes the basis for measuring individual and organizational accomplishments and failures.
In summary, establish tactical plans for marketing and customer service, rates and tl1riffs, network
engineering, operations, construction (execution), infonnation systems, human resources and
finance which are linked together through the common business goals and objectives of the
strategic business plan. These plans can then be compared with and monitored based upon the
National Telecommunications Policies of the GOE and the National Telecom Plans established
by the ARECC. ARENTO will require assistance in developing a strategic planning process.

• Plan and Manage Based on Goals and Objectives A
Establish annual goals and objectives for each of the next five years as the basis for planning,
management and allocation ofresources.

• Include Economic Analysis in Selection of Decision Altematiyes A
Incorporate the use of economic analysis in the evaluation of plan alternatives to establish long­
leon direction which will provide meet ovemll financial objectives.
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Profitability and Self-Financing Assessment

The recommendations in this category involve how ARENTO can encourage the participation of the
private sector in purchasing bonds and other financial instruments. Additionally, these
recommendations include related finance and accounting recommendations from the Cost of
ServicelRate Study. For a complcte definition of the financial tenns used in this section the
following "Glossary ofTenns" is provided:

GLOSSARY OF TERMS

Accumulated Depreciation - Depreciation is recorded monthly to recognize the physical deterioration
and/or consumption of fixed assets that are utilized in the production ofgoods or the provisioning of
services to producc revenue. The accumulated depreciation account represents the cumulative
balance of depreciation of an asset since its acquisition. The accumulated depreciation for an asset
should be removed from the accounts when the asset is retired.

Accumulated Provision for Bad Debts - At any point in time, a portion of the accounts receivable of
an entity represents amounts which will not be collected, thus becoming bad debts. The entity,
however, is not able to identify the specific bad accounts. To account for this, the entity periodically
records a provision for bad debts as an expense. The cumulative amount of these provisions is
canied in an account entitled Accumulated Provision for Bad Debts.

Acid Test • Is sometimes called the quick ratio and is identical to the current ratio except that the
numerator is reduced by the value of inventory. The reason for subtracting inventory is that it
frequently is illiquid. The fonnula for determining the quick ratio can be expressed as follows:

Current Assets - Inventory
Current Liabilities

Average Collection Period - Provides information about a company's accounts receivable management.
Results from the equation below can be interpreted either of two ways-it indicates the firm has X days
worth of revenues tied up in receivables or the average time lag between the sale and the collection of
cash for the sale is X number ofdays. The average collection period is calculated as follows:

Accounts receivable/revenue per day

Capitalization - consists of the ownership investment in the entity, earnings retained in the business, and
long-term debt incurred to provide funds necessary to carry on the business.

Consolidated Financial Statements - The method of presenting financial statements wherein the parent
company and its controlled subsidiaries' assets, liabilities, income and expenses are combined and shown
in total. Inter-eompany accounts receivable and payable and income and expense transactions between
two or more ofthe consolidated entities are eliminated in the consolidated financial statements.

Current Ratio - Compares the assets that will tum into cash within the year to the liabilities that must be
paid within the year. A company with a low current ratio lades liquidity in the sense that it caan:it
reduceits current asset investments to supply cash to meet maturing obligations. It must rely instead on
operating income and outside financing. The fonnula for detennining the current ratio can be expressed
as follows:

Current Assets
Current Liabilitieg
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Equity Method Financial Stntements - The method of presenting financial statements wherein the parent
company shows its share ofthe earnings ofsuch subsidiaries as a single line item in its income statement.
Under this method, the individual assets and liabilities and the individual components of income and
expense of the subsidiaries &rc not shown in the parent company financial statements.

Fixed Charge Coverage - Measures the financial burden placed on a company by its use of leverage by
comparing earnings before interest and taxes to annual interest expense obligations. It is defined as
follows:

F' d Ch C Earnings Before Interest & TaxesIxe arge overage =
Interest Expense

Imputed Interest - The procedure prescribed within the Egyptian Unified System ofAccounts whereby, in
addition to interest actually paid, an imputed amount is recorded in the accounts as an operating expense
and as non-operating income (having no effect on net income), It is calculated in a manner which
assumes that all of the entities' assets other than land and buildings, net of all liabilities other than long­
term debt, are financed by debt bearing an interest rate equal to that of the Egyptian Central Bank.

Imputed Rent - TIle procedure prescribed within the Egyptian Unified System of Accounts whereby, in
addition to rent actually paid, an imputed amount is recorded in the accounts as an operating expenses
and as non-operating income (having no effect on net income). It is intended to reflect .:>perating
expenses as if the entity owned no buildings, but paid rent for those buildings which it actually owns.

Inter-company Receivables and Payables - amounts owned by one member of a controlled group of
companies to another member ofthe group.

Internal Cash Generation or Internally Generated Funds OGF) • Funds provided to an entity through the
operation of its business. This is generally calculated by adding back to net income charges for
depreciation, additions to reserves and other charges to income which do not involve an expenditure of
cash.

Leverage· Is that portion of a firm's capitalization that is financed with debt or stated another way, it is
the substitution of debt for equity in a company's capital structure. The most common way to measure
leverage is to compare the company's liabilities to their assets. This gives rise to the debt-to-assets ratio
and the debt-to-equity ratio, defined as:

Total Liabilities
Debt to Assets Ratio =

Total Assets

Total Liabilities
Debt to Equity Ratio =

Equity (Paid in Capital & Reserves)

The first ratio indicates the percentage of debt th&t is used to finance assets. The second ratio says the
same thing in a slightly different way: creditors supply X% of capital for each dollar of equity capital
provided by the owners,

Liquidity. One detenninant ofa company's debt capacity is the liquidity of its assets. An asset is liquid
ifit can be readily converted to cash, while a liability is liquid if it must be repaid in the near future, It is
risky to finance illiquid assets like fixed plant and equipment with liquid, short-term liabilities because
the liabilities will come due before the assets generate enough cash to pay for them. A company that
mismatches the maturity of its assets and liabilities in this manner must roll over, or refinance, maturing
liabilities to avoid insolvency. Two common ratios intended to measure the liquidity of a company's

__ .~~e.t:s _~lltive to its liabilities~ the currentratio and the acid test (see definitions above).
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Return Qn Equity (ROE)· It is a measure of the efficiency with which the finn employs owners' capital.
It measures the percentage return to owners on their investment in the finn, detennined as foHows:

. Earnings
Return on EqUity =

Owners' Equity

Return On Investment (ROI)· It is a measure of the efficiency with which the finn manages its total
resources. It differs from ROE because ROI measures profit as a percentage of total assets while ROE
measure profit as a percentage ofowners' equity.

Return On Sales - Reflects the degree of cost control in relationship to the management of the finns'
pricing strategy. It is measured as a percent of each dollar of revenue that trickles down through the
income statement to net income and is calculated as follows:

R S 1
Net Income

eturn on a es =
Revenue

Sustainable Growth R.1te - Is the maximum rate at which a company's revenue can increase without
depleting financial resources. The fonnula for detennining the sustainable growth rate can be expressed
as follows:

Retained Profits / Equity
or

Earnings Retention Ratio (Retained ProfitslProfits) X Return on Equity

Major Findings and Conclusions

• ARENTO is Successful
ARENTO is one of the more successful public sector companies in Egypt. Their customer base
is growing which makes telephone service more valuable; access rates are low and substantially
below cost; service levels are improving; waiting lists are declining and could be all but
eliminated in 1996/1997; improvements are underway in network planning and there are profits
available to finance other important social programs.

• ARENTO is a Victim ofSuccess
ARENTO, due to their past successes, is nowata critical junction point on several fronts.
Profitability is declining, liquidity is imperiled, self-financing capability is decreasing and infra­
structure changes are needed as ARENTO moves into an increasingly competitive global
telecommunications arena.

• Profitability is Declining and Retention Rate is Low
The assessment of the K&M team is that ARENTO has been and is now successful in tenns of
profitability. However, when looking out into the future, ARENTO's continued success is at risk
due to a declining rate ofprofitability, a declining retention rate and a serious decline in working
capital. The retention rate of "carried over surplus" is not sufficient to support the financing of
growth that is needed to meet existing or future demand. Growth over the recent past and
continuing into 1994 and 1995 is being financed with working capital, which has contributed to a
serious decline in ARENTO's liquidity. Expenses have been increasing faster than changes in
revenue thus resulting in a decline in the rate of profitability. The last general rate increase
occurred in 1986/1987.
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• DebtlEguitv Ratio is High
Over the longer tenn, additional equity or a significant reduction in debt (short tenn or long
tenn) will be required to improve ARENTO's debt/equity ratio. Raising additional equity could
be accomplished by creating ajoint stock company for telephone operations and issuing preferred
(non-voting) stock, common stock, bonds and convertible debentures. Additionally, in the
longer tenn, long tenn bonds could be issued after improving debt capacity.

• GOE Investment Priorities arc Uncertain
The GOE and ARENTO may find it desirable to establish a national telecommunications policy
consistent and illtegrnted with the GOE's plans for market refonn. It would then be possible,
consistent with the goals and objectives established in the national telecommunications plan, to
evaluate investment options and then decide, based upon social and political priorities how
capital could be most economically utilized and allocated. This will detennine if ARENTO will
continue to progress to the status ofa World Class Telecommunications Provider or regress and
fail to meet demand now and in the future for telecommunications service. ARENTO's
continued success is nowata cross-road. It is uncertain if the retention rate will continue to
decline, level-off or increase which makes planning offuture investments difficult.

• Financing of Future Growth is Uncertain
A current situation is ARENTO's declining ability to finance the growth (cnnstruction of
telephone plant facilities) that is needed to meet Iines-in-service objectives for the current five
year planning period of 1.6 million net new lines. ARENTO's declining ability to finance growth
has arisen due to continuing increases in the trnr...fer of "carried over surplus" to other
government ministries and the assessment of income tax liabilities retro-active to 1981. In 1994,
total transfer payments arc estimate to be 70% of net income. The solution to this dilemma is
dependent upon the development of a national telecommunications policy with plans and
objectives for the development and growth of the telecommunications sector and the role
telecommunications is expected to have in Egypt's market refonns. This policy should indicate
the priority the GOE places on develcping the telecommunication sector. Such a priority would
then be useful in allocating capital and governing tbl' level oftransfer payments while at the samf:
time paying income taxes.

Any single action or a combination of actions would be desirable now to res~ore ARENTO's
ability to meet existing and future demand for telecommunication services, in'I;~ve declining
profitability and working capital and enhance their self-financing capability. These actions
include:

• Increase revenue (marketing ofnew services and tariffchanges) - see exhibit
• Decrease expenses
• Increase cash collections from an improved turnover of accounts receivable (government

cuts)
• Increase cash collections from more frequent billing
• Decrease the payout ratio (limit payout ratio to 150/0-25% ofcarried over surplus)
• Decrease capital spending
• Increase equity/decrease liabilities

•
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Effective Comprehensive Budgeting Could Enhance Financial and Operational Perfonnance
The current budgeting processes are complicated and rely heavily on negotiation to arrive at the
final budget level. The Ministries of Finance, Planning and Organization & Administration arc
involved in the process after Board of Director approval and they nonnally make significant
changes to the approved revenue and expense budgeted levels. For an example, the Ministry of
Finance reduces the budget for Projects and Salaries each year with the understanding that
ARENTO can spend what they need, provided the additional expenditures arc covered from

Executive Summary



additional incremental revenues over the approved level. This process requires funding ofcritical
programs on a cash available basis and leaves ARENTO vulnerable to annual changes in
revenues and cost increases. Most importantly, with this approach to budgeting, spending levels
and targets move month to month depending upon available cash which makes operational
planning difficult and strategic planning almost impossible.

Regarding Capital Spending Budgets, the Cost of Service/Rate Study (Section V) identified
opportunities for additional annual revenues of about 24% though the commitment to
construct an additional 1.6 million net new lines over the next five years. The constmction
program requirement of LE 4.8 billion can be funded from the existing five year budget and
will generate a total increase in revenues of LE 2.3 billion over the current 1993-1997 Plan.
This program will also eliminate the Waiting List for Primary Service and will require an
aggressive marketing effort for vertical and enhanced services. To reach these objectives a
commitment is required from the Ministries and ARENTO to constmct an additional 1.6
milIion new lines.

• Incomplete Financial Plans and No Financial Plans Beyond One Year
The Financial assessments completed in the Cost ofServiceIRate Study identified that neither
Balance Sheets, Income Statements nor Statement of Cash Flows are available for five-year
plans. This infonnation is desirable for developing a comprehensive long tenn financial plan
and assessing ARENTO's overall financial position.

• Infrequent Billing Creates Perception that Telephone Service is Expensive
CUITentIy semi-annual billing is made for exchange and vertical services (in advance), calls
in excess ofcall allowance (in arrears), service activation fees and national toll (in arrears) for
residential customers. Although this semi-annual billing is an improvement over the annual
billing that was used prior to July, 1993, more frequent billing would improve cash flows and
most likely would reduce uncollectibles, and would reduce the perceived cost of telephone
service.

• Revenue Planning is Short Tenn and Infonnal
Fonnal pricing strategies do not exist to support the development or management of tariffs.
This leaves ARE1~TO vulnerable to revenue short-falls and does not provide the long-run
marginal cost analysis which is critical to overall business strategy development and planning
within the sectors. The Cost of ServicelRate Study tested revenue perfonnance relative to
revenue requirements (including ROI of 14%) with Marginal-cost Modeling and identified a
significant revenue short-fall in 1993, 1994 and 1995. Reference Section VI ofthat study for
details regarding the revenue assessment.

According to the Cost of ServicelRate Case Study, significant opportunities may exist for
increased revenue generation through the elimination or reduction of "free-call" allowances
while moving toward a full usage sensitive pricing environment.

• Pricing Refonn
The previous Cost of ServicelRate Study revealed that almost all ARENTO services require
price refonn. Although many were cognizant that pricing reform is critical to the future
success of ARENTO, there is no fonnal process or mechanism in place to promote and
implement pricing refonn. Without price reform and with continuing increases in the trac~f-lr

of funds to other ministries the continued expansion and maintenance oftelecommunications
facilities to meet existing demand is in jeopardy and the feasibility ofattracting public sector
investment is impossible. .
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Key Recontntendatiolts

ARENTO's profitability is very good but dc·:lining, however there are a few items that if
implemented could improve an already very good perfonnance. These items include:

• Increase Revenue-TariffChangeslImprove Return on Investment and Equity
Suggested possible options for changing tariffs as previously recommended in the Cost of
ServicelRate Study are shown below:

ARENTO REVENUE GENERATION AND PROPOSED TARIFF CHANGE
OPTIONS/ALTERNATIVES

PRICE CHANGE REVENUE
Current Proposed Change

Year I
Increase Unit Call Prices

1-6 minutes call duration increment throughout
Egypt where there are multiple exchanges within
a zone
1 • Unlimited call duration incrementlhroughout
Egypt where there is a single exchange within a
zone

Increase Coin Call

Increase Sales or Vertical Services

Year 2
Reduce "free call allowance"

Residence
Annually
Semi Annual
Quarter*
Monthly·
Net Change

Business
Annually
Semi Annual
Quarter*
Monthly·
Net Change

Government
Annually
SemiAnnual
Quarter*
Monthly·
Net change

5p

5p

lOp

lOp

5p

5p

165 185

Xw:!
Increase Subscription Ftes 66 86

Residence 45 60 15
Business 7S 120 45
Government 75 120 45

TOTAL 333 388 .
. ... ..... -Apptyil!gUil qliWrly aIId moitlltly "rRecall aIlowuico" io dependent upon inJtaJlation or. new bi:Jing and c:olleeti~n data processing system.
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• Increase Revenues - Aggressively Market Vertical Services A
Based on findings in the Cost of ServicelRate Study and as confinned with this assessment, an
increased level of focus should be placed on marketing and customer service. This should stimulate
sales of vertical and enhance services with only nominal increases in cost (expenses). Based on
projections from the Cost of ServicelRate Study, additional revenue growth would be LE 25-40
million over the planning period.

• Improve Liguiditv A
Liquidity, as measured by working capital, is currently LE 2.0 billion negative. This means that
current liabilities exceed current assets by LE 2.0 billion. Nonnally, in capital intensive companies
such as ARENTO, it would be preferable to maintain an equal balance between current assets and
current liabilities. In the near term, ARENTO should reduce current liabilities by LE 2.0 billion by
placing additional attention and creativity on improving liquidity and working capital position:
- Increase the uncollectible reserve to provide for future uncollectibles a:ld a shorter write-off

period
Increase frequency ofbilling - monthly cycle billing as opposed to semi-annual billing

- Reduce accounts receivable tltrough improved treatment and collection, especially related to
government accounts receivable
Resolve the tax liability issue (offset prior transfers against the tax liability ofLE 1.4 billion)

- Reduce tlle pay-out ratio to no more titan 25% of "carried over surplus"

• DesignlInstall New Billing System A
Migrate billing and collection from semi-annual billing to monthly cycle billing. This would require
tlte introduction ofa comprehensive operationally integrated billing and col1ection system. ARENTO
will require assistance in designing, building/or acquiring and implementing a new billing system.

• Increase the Retention Rate A G
Reduce tlte payout ratio to maintain a sustainable growth rate ofnot less than the expected increase in
revenues. Companies with high growth rates nonnally have pay-out ratios ranging from a low of zero
to a maximum of25%.

• Increase Eguitv to Improve DebUEauitv Ratio A
ARENTO has become and will remain dependent upon foreign aid (loans) until their "transfers" to
the GOE are substantially decreased to a maximum of 25% of "carried over surplus". ARENTO's
current earnings are sufficient to finance future growth, however, with the current 70% payout of
earnings to tlte GOE (transfers) there is insufficient retention of earnings to finance future growth.
Hence, ARENTO is dependent upon foreign aid (loans) for financing growth. This foreign aid is
carried on tlte balance sheet as a long term loan from the GOE and is included along with other
foreign loans that are negotiated directly between the GOE, ARENTO and foreign lenders. ARENTO
does not record any foreign currency translation gains or losses on tlteir Balance Sheet that arise from
tltese foreign loans. The consultants have estimated tltat liabilities are understated by approximately
LE 1.4 - I.S billion due to foreign currency exchange rate exposure. When including tltis additional
liability, ARENTO is at, or near, its maximum debt capacity and to position ARENTO for the future
and to reduce and preferably eliminate tlteir dependence on foreign aid, equity needs to be increased.
Initially, to improve the debt/equity ratio, tlte USAID grants to tlte GOE for telecommunication, that
are subsequently loaned to ARENTO, could be transferred from debt to equity. This would have tlte
impact of increasing equity, decreasing· debt and decreasing interest expense. Subsequent grants, if
any, could be made directly to ARENTO, titus increasing equity and avoiding debt. Later in Phase
m, foreign aid grants (loans) could be eliminated as additional equity capital could be raised by
fonning a joint stock company and issuing preferred (non-voting) stock, common stock, bonds and

___convertibledebentures•..

G

/
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• Decrease Liabilities to Improve DebtlEguitv Ratio A l\
Liabilities that could be decreased include government held long-tcnn and short-tenn debt. It is
recommended that negotiations be conducted with the Ministry of Finance to use government accounts
receivable as off-set against long-tenn liabilities. Other short-tenn debt that could be converted to
equity includes the outstanding tax liabilities that could be off-set against previous transfer payments.

Resolve the outstanding tax liability issue negotiation to off-set previous transfers against the
outstanding tax liability.

• Enhance Budgeting and Develop Strategic Business Planning A
Enhance the budgeting process and develop a strategic planning program that provides specific goals
and objectives along with realistic and attainable projections/forecasts of revenues, expenses and
capital spending. ARENTO will require assistance to enhance their budgeting processes, related data
systems and in developing strategic business plans.

Develop and publish a complete set of financial statements-balance sheet, income statement and
source and use offunds statements-in conjunction with annual budgets and for each year of the five
year strategic business plans.

• Use Five Year Strategic Plan as the Vehicle to Facilitate Government Oversight Responsibilities and to A M
Secure Appropriate GOE Approvals
Within the spirit and intent of Public Law IS3, develop an annual five year strategic business plan
consistent with the national telecommunications policy and ARECC Telecom plans that can be
approved and evaluated annually by the various Ministries.
- To increase productivity and efficiency, replace the annual government budget reviews (revenues,

expenses, salaries, organization and capital spending budgets) with submission of a rolling annual
five year strategic plan. The GOE could then evaluate ARENTO based on results achieved
compared to the goals and objectives agreed upon in the strategic plan.

• Broader Financial Management Functions A
Development of a broader level of financial management skills including expansion of the treasury
function to cover capital structure, cash management, foreign currency hedging, funds flow planning,
coordination and follow-up on the collection ofaccounts receivable and securities and debt negotiation
would be desirable.
The treaswy functions would have the primary responsibility to plan and manage cash, debt, equity
(capital) and collections. This would include developing the in-house skills to secure and negotiate
debt tenns and provisions related to self-financing and in effect encompasses the management of the
short and long-tenn capital (equity and liabilities) and cash positions of the corporation on a sound
commercial financial management basis. This will increase profits through the development and
maintenance ofa more optimum capital and cash position and includes the management ofexposure to
foreign currency translation gains and losses. ARENTO will require assistance in identifying and
setting up these financial functions.

• Increase Freguencv ofand Consolidate Billing A
Establish a plan to integrate customer charges into a single, monthly billing for Local, National and
International Services. Smaller bills issued monthly stimulates the perception that telephone service is
a real value, which will decrease uncoDectibles and wiD improve cash flows.

• Establish Pricing Strategies and Conduct Fonnal Revenue Planning
Establish pricing strategies using marginal-eost assessments and incorporate those strategies into the
overall strategic planning processes ofARENTO. A goal could be esmblished and evaluated to reduce
and/or eliminate "free-calling" and migrate to full usage sensitive pricing over the next five years as
recommended in the Cost ofServiceJRate Study.

A
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1.1 IMPLEMENTATION GUIDELINES

Action Plan Reform Timelines

A realistic timeline for the accomplishment of the three phased approach is shown below. TIle first
phase should not be hindered by any major barrier since the autonomy of ARENTO can be achieve
largely by a single decree by the Minister ofCommunications to confonn with the spirit and intent of
the existing law. The entire year of Phase I can essentially be used to preposition legislative and
legal changes that will be required to implement the ARECC along with organizational and financial
positioning changes. Staffing the ARECC to adequate levels with the appropriate candidates may
require one year to eighteen months. As a result, Phase II may require two years to complete.

In Phase III, ARECC is operational, ministerial decrees are in place, organizational changes have
been completed and ARENTO's financial position will be "investment grade". Most importantly,
"telephone operations" will be functioning with a strategic business planning process and will be well
positioned for the future as a commercially functioning organization.

Implementation guidelines have been segregated into manageable segments and have been
categorized as follows:

• Regulatory and Legal Framework
• Organization Structure
• Employee Staffing and Development
• Planning and Management
• Profitability and Self-Financing
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REGULATORY AND l,EGAL FRAMEWORK

I I ~I I I I. I II
, , • I • .. I

~

~

1994 -1995
Phase I

"Positioning for the Future"

• ARENTO BudgetsIPlans approved by
Board of Directors & Minister of
Communications

• NT! Advisory Group Established to assist
the Minister of Communications
- Develop National Telecommunication

Plan Outline
- Begin Telecom Database Development
- Detail Telecom Oversight Activities

Consider Competition and New Market
Participants

• Minister of Communication begins framing
decree to create ARECC

• Minister of Communication begins framing
changes to decrees to promote ARENTO
autonomy
- Change Board membership
- Change reporting responsibility to

President or the Prime Minister
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1995 -1997
Phase II

"Implementation Stage"

• Establish ARECC with Communication
Minister as Chainnan

• NT! appointed formally as cc=tmission
staff

• Other Communication Public & Private
Sector Firms fall under ARECC Preview

• Establish Telecommunication standards

• Complete Egyptian National Telecom­
munication Plan
- Service Pricing
- NetworklTechnology Evolution
- Disaster Recovery
- Commercialization Schedule

• Create autonomous unit within ARENTO
for "Telephone Operations"
- Expand interest groups on Board of

Directors
Government held corporation
Issue preferred stock and declare
dividends

1997 -1998
Phasem

"Positioned for Excellence"

• ARECC effectuates Telecom sector
policies, goals and objectives on an on­
going basis

• Monitors Telecom perfonnance &
standards

• "Telephone Operations" functions as a
world class telecommunications provider
in a global and increasingly competitive
market arena. Quickly adapts to changes.
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ORGANIZA~ ~STRUCTURE

,I I ~I. II j

9J
~

1994 -1995
Phase I

"Positioning for the Future"

,• Initiate Process Re-engineering

• Expand Functions Associated with:
- Mazketing & Customer Service
-Treasury
-Budgeting

• Establish New Functions Associated with:
- Strategic Business Planning
- Networlc Architecture Planning
- Depreciation Studies

• Centralize StaffFunctions Associated with:
- Inspections (Auditing)
- Human Resources
- Contract Administration

• Establish Board ofManagers

E:tecutive Summary

1995 -1l997
PhaseD

"Implementation Stage"

• Complete Process Re-engineering

• Establish Functional Organization Structure
Based on Results ofRe-engineering Study

• Establish New Functions Associated with:
- Government and Public Affairs

1997 -1998
Phase ill

"Positioned for Excellence"

• Implement new organization
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1994 -1995
Phase I

"Positioning for the Future"

EMPLOYEE STAFFING AND DEVELOPMENT

1995 -1997
Phasell

"Implementation Stage"

1997 -1998
Phasem

"Positioned for Excellence"

~
~

• Update Ministerial Decree 200 for the
development and administration ofwages,
salaries and employee benefits including
incentives and bonuses

• Expand Non-Technical trnining programs to
support staff related business functions

• Expand executive development seminars to
create a broader business perspective

• Wolk with Universities to expand
curriculums related to Marlceting, Human
Resources, Finance and Behavioral Sciences.
Use foreign services where appropriate.
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• After completion ofre-engineering study, • Implement staffing plan
develop and begin the implementation ofa
Five Year Staffing Plan (ifstaff reductions
are required, develop responsible and socially
acceptable plans for downsizing)
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1994 -1995
Phase I

"Positioning for the Future"

PL~ ~ANDMANAG:

1995 -1997
Phase II

"Implementation Stage"

r

i. II 1.1

1997 -1998
PhaseID

"Positioned for Excellence"

~
~

" Establish Strategic Planning Process

• Establish/Clarify Business Goals and
Objectives

• Initiate Training ofPlanning Personnel in
Economic Analysis and Depreciation Studies

£;{ecutive Summary

• Implement the Strategic Planning process
with goals and objectives for each functional
area

• Implement Technology Planning function

• Operations Plan completed based on Process
Studies

• Maintain and monitor on-going Planning
Processes
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PROFITABILITY AND SELF-FINANCING ASSESSMENT
C)
m

1994 -1995
Phase I

"Positioning for the Future"

• Billing Strategy and Policy approved for single
monthly bill to all customers by 1998.

• Quarterly billing implemented in line with
capabilities

1995 -1997
Phase II

"Implementation Stage"

• Capabilities for integrated monthly billings
available in all locations

• Marginal cost concepts implemented for new
services

1997 -1998
PhaseID

"Positioned for Excellence"

• Com}Jlete Implementation ofmonthly
integrated billing to all customers

• Usage sensitive service pricing
implemented to all customers

• Pricing strategy and Program approved with goal •
offull usage sensitive pricing

Raise additional equity capital by fonning ajoint
stock company and issuing preferred (non­
voting) stock and/or bonds.

• Implementation initiated to change tariffs with
tracking of customer response

• Develop a fonnal process for proposing rate and
tariffc!langes

• Place an increased level offocus on maIketing
vertical and enhance services to increase revenue
growth.
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• Create a group that has the primary responsibility
to plan and manage cash, debt, equity (capital)
and collections.

• Develop a five year strategic business plan
consistent with the national telecommunications
policy for the counby ofEgypt that can be
approved once every five years and subsequently
evaluated annually by the various Ministries.

'I I I I
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lABILITY AND SELF FINANCING ASSESSj

II .11 , ~ I I
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1994 -1995
Phase I

"Positioning for the Future"

"' Raise additional equity capital by swapping debt
from the GOE for prior USAID grants that are
carried as long term liabilities on ARENTO's
balance sheet. Future grants could be made
directly to ARENTO.

I! Place additional attention and creativity on
reducing accounts receivable balances to improve
liquidity and wolking capital position.

• Use government accounts receivable as off-set
against long-term liabilities.

•' Develop annual financial statements-balance
sheet, income statement and source and use of
funds statements-in conjunction with annual
budgets and five year strategic business plans.

• Reduce the payout ratio to maintain a sustainable
growth rate ofnot less than the expected increase
in revenues.

• Increase the uncollectible reserve.

• Reduce accounts receivable through improved
treatment and collection.
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1995 -1997
PhaseD

"Implementation Stage"

1997 -1998
Phase ill

"Positioned for Excellence"
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SECTION 2 INTRODUCTION

The U.S. Agency for Intemational Development (USAID) has made a major commitment to assist in
- the development of Egypt's telecommunications sector, which is regarded as having a key role in the

country's overall economic development. Since 1978, USAID and the Government of Egypt (GOE)
have jointly implemented a total of four projects (Telecommunications I, II, III and IV) in the
telecommunications sector, totaling $324 million. Another $83 million in microwave equipment and
switching systems have been imported to Egypt from the United States through USAID's Commodity
Import Program since 1977.

The Egyptian telecommunications sector currently faces a number of constraints that increasingly
impede the long term development of the sector and which currently reduces the network's overall
efficiency. Broadly, these constraints involve: policies related to economic pricing of
telecommunications services; intemal cash generation and self-financing of network development,
institutional issues relating to the development and retention of technically qualified and experienced
staff; and technical issues caused by the complex interface requirements resulting either directly or
indirectly from the policy and institutional constraints.

..: Increased investment requirements and improvement in overall telecommunications service, as well
as changes in telecommunications sector policies and institutional structure, arc necessary to meet the
large demand for telecommunications services in Egypt. These changes arc significant and have
equally significant political, legal and financial ramifications that will lead to new institutional, legal
and regulatory frameworks. Therefore, a comprehensive examination and assessment ofthe Egyptian
telecommunications sector was undertaken to determine the nature of changes to be made, the form
they should take, and how and when these changes might be implemented. Emphasis was placed on
recommendations that would enhance the efficiency of the telecommunications sector by increasing
institutional and fiscal autonomy, thereby improving the institutional capabilities ofARENTO.

USAID, with the approval and cooperation of ARENTO, the Ministry of Telecommunications and
the Ministry of Intemational Cooperation, contracted with K&M Engineering and Consulting
Corporntlon (K&M), Washington, D.C., to undertake the examination and assessment of the
Egyptian telecommunications sector. The proceeding assessment and report arc entitled "POLICY
REFORM AND INSTITUTIONAL DEVELOPMENT ASSESSMENT". Herein arc the
cumulative analysis, findings, conclusions and recommendations of a professional team of fourteen
(14) telecommunications experts with a combined total ofabout two hundred (200) years of a broad
array ofnational and international telecommunications experience. In addition, six (6) legal advisors
including a senior partner and four (4) associates from tile Shalakany Law Office (Cairo, Egypt) were
an integral part ofthe overall project team that totaled twenty (20) professionals.
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SECTION 3 OBJECTIVES OF THE EXAMINATION AND
ASSESSMENT

ne objectives of the assessment were to: (I) identify those specific regulatory, legal and
institutional constraints that if uncorrected would imped: the development of the
telecommunication sector; and (2) develop an array of recommendations that if implemented
individually, in any combination or in total, would enhance the institutional capability of
ARENTOto:

(a) meet increasing demand, while at the same time attaining a degree of financial
independence;

(b) operate on a commercial basis and be able to finance its capital expansion programs
without relying on grants and soft loans from outside donors or the infusion of funds
from the general GOE budget or other Egyptian governmental agencies; and

(c) retain its qualified experienced personnel and motivate them to achieve higher levels of
performance.

3.1 General Requirements

To perform the examination and assessment and to arrive at concrete recommendations, the
following three major areas were examined:

3.1.1 Regulatory and Legal Framework

Based on the regulatory and legal issues defining the relationship between ARENTO
and the GOE, the assessment was to determine how the telecommunications sector
could be restructured to give it more indeptmdence and, at a minimum, more clear cut
accountability.

3.1.2 Organizational Structure and Operations

• Based on the present staffing, personn,:l policies and compensation levels the
assessment was to determine ARENTO's human resource requirements, including
the recruitment, trnining and proper compensation policies needed to enhance
productivity and efficiency; and to avoid the loss of productive, high potential
personnel.

• Provide recommendations on ways and steps to improve the personnel system.

3.1.3 Profitability and Self Financing

ne assessment was to detennine how ARENTO could encourage the participation of
the private sector in the purchasing ofbonds and other financial instruments that could
be issued by ARENTO and assess the related legail ramifications, ifany.

3.2 Detailed Scope of Work

The K&M Team, in carrying out the examination and assessment conducted nine (9) primary
tasks as outlined below:

i
!!'..
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3.2.1 Workplan

• The K&M project t::am prepared a general workplan and a det.1iled workplan,
within 3 weeks after mobilization in Cairo, for USAID and ARENTO review and
approval, setting forth the sequence of work activities and a time schedule for
attaining critical milestones.

• The K&M project team performed mobilization activities and iJl:ntified high levcl
Egyptian officials and GOE resources necessary to earlY out the work activities.

3.2.2 Data Requirements

The K&M project team identified data requirements, assembled documents and
information pertaining to:

• financial operating results; -
~

• the legal and regulatozy framework ofthe telecommunications sector;

• any applicable laws or decrees impacting ARENTO;

=
• any tariff studies in progress or completed;

• the Operation and Maintenance study conducted by Teleconsult Inc. and Harza
Engineering;

• the Cost ofServicelRate Study conducted by K&M Engineering and Consulting.

In parallel with the assessment of policy, legal and institutional factors, a thorough
review of previous related studies/assessments was made, and the findings and
recommendations were integrated where appropriate, into this final report.

3.2.3 Regulatory and Legal Framework

The K&M project team reviewed and analyzed the existing laws, policies, procedures
and regulations in the telecommunications s::ctor and identified issues, opportunities
and impediments which affect the telecommunications sector to determine the changes
necessary to increase the efficiency with which the sector operates. This review
included:

• the present Egyptian regulations concerning the telecommunications sector in
Egypt, identifying any restrictions or limitations to the most efficient provision of
telecommunications services;

• the legal and regulatory framework, to detennine the extent of ARENTO's current
autonomy, especially as it relates to financial performance and its ability to
determine tariffs and retain revenues and its ability to retain its own revenues and
use them in the telecommunications field and recommendations and steps of
improving;

• the legal framework under which ARENTO has been established;
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• other regulations and decrees under which ARENTO operates; and

• the need to establish a relevant governmental institution with regulatory
jurisdiction over the telecommunications sector that would be responsible for
detennining the reasonableness of rates, quality ofservicc and utility operations for
the telecommunications sector.

3.2.4 Organizational Structure and Operations

The K&M project team reviewed the existing olBanizational structure of the
telecommunications sector including the Ministry of Telecommunication's relationship
with ARENTO and assessed other institutions which directly or indirectly affect the
telecomm:mications sector. .J:"ocus was placed on identifYing those areas where
change:; ~ould enhance efficiency, flexibility, overall system reliability, cost savings
and incl~ed revenue generation.

The following aspects were given particular attention:

• personnel policies and compensation levels;
• olBanizational development plans and objectives;
• management and executive development programs and objectives;
• skill development training p. '~rams and facilities; and
• the ability ofARENTO to recdt and retain qualified personnel.

3.2.5 Profitability and Self Financing Assessment

The K&M project team reviewed the profitability and self-financing capacity of
ARENTO along with the findings of the pricing stlldy to assess ARENTO's capability
to encourage the participation of the private sector in financing future expansions. The
project team also reviewed the effects ofARENTO's current and proposed future tariff
rates on future profitability in order to assess t1te future prospects of ARENTO's
financial independence.

3.2.6 Recommendations

Based on t1te work activities above, t1te K&M project team developed
recommendations which would enhance autonomy and financial viability necessary to
increase interest in investment and expansion of the telecommunications sector. The
recommendations include:

• changes in policy/regulation;
• olBanization ofoperating functions;
• operating procedures;
• relationship among institutions;
• delineation ofa plan to implement and integrate the recommendations;
• tentative schedule for implementation;
• quantification, where appropriate, ofbenefits ofproposed changes; and
• possible participation ofthe private sector in telecommunications sector.

Finally, the recommendations conclude with the detailed presentation of recommended
policy and institutional refonn measures.

=-
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3.2.7 Draft Final Report

TIle K&M project tcam intcgratcd thc findings of this asscssmcnt togcthcr with thc
findings of the pricing and the operation and maintenance studies, reconciling any
inconsistency bctwcen them and prepared and distributed draft interim reports,
including an cxecutive summary, outlining findings and recommcndations.

3.2.8 Presentation of Findings

The K&M project team met with ARENTO and USAID as requested to answer
specific questions and clarifY the contents ofthc draft interim reports as required.

The K&M project team organized and conducted a presentation of the assessment at
the Meridien Hotel in Cairo. The presentation was for representatives of MTCMT,
ARENTO, other OOE organizations designated by the Ministly or ARENTO and
USAID, and other donors designated by USAID. The presentation emphasized thc
study methodology, major findings and recommendations, and long range plans
involving policy refonns and institutional dcvelopmcnt that would allow thc
telecommunications sector to grow to meet increased demand, while attaining a high
degree offinancial independence.

The K&M project team prepared and conducted briefer presentations for the senior
management of ARENTO and USAID emphasi7Jng the major conclusions of the
assessment, recommendations and the long range plan involving refonns and
institutional development.

3.2.9 Final Report

The K&M project team incorporated all appropriate clarifications and suggestions
arising from various presentations, discussions and document review into this final
report.
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Summary

SECTION 4 REGULATORY AND LEGAL FRAMEWORK
EXAMINATION AND ASSESSMENT

4.1 SUMMARY

• The ARENTO Cost of ServicelRate Study revealed that the planning processes within
ARENTO are limited in scope and where they do exist are, to a great degree, disjointed
and informal. The primary reason for this is that ARENTO's funds are used by other
ministries to finance non ARENTO projects. There is a belief that more comprehensive
and formal planning (realistic revenue and earnings forecasts and supporting budgets)
will result in an increased transfer of funds from ARENTO to other ministries.

• The previous Cost of ServicelRate Study revealed that almost all ARENTO services
require price reform. Although many were cognizant that pricing reform is critical to the
future success of ARENTO, there is no formal process in place to promote and
implement pricing reform. Without price reform and with continuing increases in the
transfer of funds to other ministries, the continued expansion and maintenance of
telecommunications facilities to meet existing demand is in jeopardy and the feasibility
of attracting public sector investment is impossible.

• Under Public Law 153, ARENTO WItS granted the exclusive responsibility for the
establishment and operation of the national telecommunications network and for
international interconnection within the general framework of the National
Telecommunications Policy of the Government ofEgypt (GOE).

• In all matters dealing with national and international telecommunications services
ARENTO is legally autonomous. It is chartered to invest its resources to further its
stated telecommunications sector goals and can organize and enter joint agreements with
other corporations to achieve its objectives. This autonomy has been restricted and
reduced by the intervention ofvarious ministries.

• Public Law 153 is an excellent law that needs to be fully implemented as it was originally
written and intended. Today, the law as it is currently administered, presents three
significant challenges that must be overcome ifEgyptian telecommunications is to move
forward and keep pace with changes occurring throughout the rest of the world.
Additionally, these challenges must be met if ARENTO is to successfully participate in
Egypt's stated policy of market reform.

• Opportunity 1
There are no codified national telecommunications policies, plans or objectives for
the country of Egypt. Under Public Law 153, it was envisioned that a general
national telecommunications policy (with long range plans and objectives) would
provide the guidance and framework within which ARENTO would carryout its
responsibilities. To the extent that a national telecommunications policy exists, it is
informal, disjointed and is not comprehensive.

--
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• Opportunity 2
The spirit and intent of Public Law 153 has been compromised. ARENTO has
delegated authority, either formally or informally, over such matters as organizational
structure, job design, wages, salaries, bonuses, incentives, tariff changes, retention of
funds and construction financing to other ministries. This delegation of authority has
created major administrative bottlenecks that seriously constrain and restrict the
ability of ARENTO to carry out the responsibilities they are legally mandated to
fulfill.

• Opportunity 3
ARENTO, as it is currently organized and structured, has dual and conflicting roles.
ARENTO is both regulator and regulatee.

• A premise of this study is that ARENTO's authority in areas of pricing, service standards
and market entry should be exercised by a regulatory body that is separate and distinct
from the provisioning of telecommunications services. The regulatory body would
provide focused participation in addressing issues in these areas as well as protecting and
serving the public interest. This authority should be taken from the hands of other
ministries and vested ill a regulatory body until these characteristics are eliminated
through competition.

• A formal national long-term telecommunications policy with goals and objectives should
be established and codified to promote the optimal evolutionary path for the country's
telecommunications industry and provide the infrastructure and guidance to ARENTO's
telephone operations in meeting the needs of the Egyptian public. A regulatory body
with appropriate national interest and industry perspective should be responsible for
developing the national telecommunications sector plan with subsequent approval by the
People's Assembly.

• Two primary aspects of the proposed sector reform are required for improving the
outlook in Egyptian telecommunications investment. First, ARENTO requires
autonomy. The enterprise needs to repair its internal processes that have been unlinked
through ministerial intervention. This requires Public Law 153 to be administered as
intended and written. Second, a well focused countervailing power within the
autonomous ARENTO must be put in place to create a framework for Telecom sector
participation. This will be a key to ensuring that commercialization brings the best
results to Egypt.

• The implementation of these two facets of the prescription for reform should take place
in a three phased approach over a period not to exceed four years. In Phase I, the spirit
and intent of the existing law should be followed and enforced with intervening decrees
overridden to provide autonomy for ARENTO. The groundwork for separating regulator
and regulatee functions for the telecommunications sector should also be developed in
Phase I.

• In Phase n, separating regulator and regulatee functions would be implemented with
creation of a joint stock company for telephone operations and creation of a regulatory
body to carry out the national telecommunications policies of the GOB. This facilitates
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further movement toward commercialization of ARENTO telephone operations by
adopting a government held corporation as pennitted under Public Law 153 and creates a
countervailing power to protect and serve the public interest. The cornerstone of
Telecom sector success will be in the fonn of an industry oversight body called the Arab
Republic of Egypt Communications Commission (ARECC). Both organizations, the
telephone operations unit and the ARECC, would be established under the authority
granted to ARENTO under Public Law 153.

• The ARECC should regulate to the extent that basic and enhanced telecommunications
services are developed and provided to meet existing and anticipated demand for such
services by the people of Egypt. This is to be achieved by regulating only the
essentials-basic service prices and Telecom sector plan development which will ensure
that competitive prices and service levels are achieved. In Phase III, the stage is set for
telecommunications attraction of private investment that will benefit the consumers,
employees ofARENTO and the Government ofEgypt.

• The role of the Ministry of Communications is enlarged and takes on added significance
in becoming the focal point for the GOE's national telecommunications policy.

• Specific changes to existing decrees are identified which slightly alter the role that other
ministries in the GOE assume in the telecommunications sector. In addition, the
responsibilities of a five member Commission and its supporting staff are described. The
establishment of this Commission will require a shift and refocus of existing
telecommunications sector resources.
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4.2 INTRODUCTION

This study is a follow on to the previous analysis of the Arab Republic of Egypt National
Telecommunications Organization (ARENTO) service cost and rate structure conducted for
USAID by K&M Engineering and Consulting. In Tasks 5 and 6 of the previous study, it was
discovered that many, both within and outside of ARENTO, believed that pricing reform for
basic services is required. This belief was reinforced by the K&M Team's long run
incremental cost analysis that revealed that a doubling of annual residence and business local
access rates may be desirable to eliminate the subsidies from international and national toll
services. Although many were cognizant that pricing reform is critical to the future of
ARENTO, there is no mechanism in place to promote and implement pricing reform.

In addition, Task 3 of the ARENTO Cost of ServicelRate Study revealed that the planning
processes within ARENTO are to a great degree disjointed and informal. The primary
reason for this is that ARENTO earnings are used by other ministries to fund non ARENTO
projects. There is a belief that more realistic revenue and earnings forecasts and supporting
budgets will result in an increase in the drain of earnings from ARENTO by the other
ministries.

4.2.1 Task Overview-Goals and Objectives

The purpose of this study is to identify the framework that promotes the telecommunications
infrastructure of the country in a fashion that best meets the needs of the people of Egypt
consistent with the stated public policy of the government to adopt market reform. This
study is not designed to impose U.S. or European type regulations but is tailored to the
business framework of ARENTO. It is designed to describe the best path to enhance the
telecommunications sector and thereby benefit other industries that depend on
telecommunications. The study will describe actions to migrate ARENTO in its key role of
providing telecommunications services to a fully commercialized entity that is responsive to
the needs of the Egyptian people and the goals established by the national
telecommunications policy of the GOE.

These actions focus on providing adequate resources for the Egyptian telecommunications
sector through the interpretation of the resource value in the marketplace. The earnings that
ARENTO generates are the result of the market interpretation of the value of
telecommunications investments and resulting services. The premise that resources should
be allocated to the highest valued goods and services leads to the belief that the diversion of
earnings as currently experienced by ARENTO, may not result in optimal social good.

However, greater ARENTO autonomy in the retention and reinvestment of earnings and
service pricing may not result in the optimal level of telecommunications sector output and
investment. The concept of monopoly power derived from the essentially sole market
provider position of ARENTO may work to create non desired results. This study describes
the actions required to safeguard the people of Egypt and ensure the continuous provision of
affordable telephone services.

Many countries are moving to an increased level of commercialization to tap essential
sources of technology, capital and managerial know-how (see APPENDIX K
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"Commercialization in the Telecommunications Industry"). There are various forms of
Telecom ownership based on the corporate structure from totally privately held ownership to
government held majority ownership. Each form has had some degree of success. However,
the common thread of all successful privatization or commercialization efforts has been a
governmental hands off approach to the operation of the firm. This study will define the
degree of autonomy that the successful ARENTO organization should have to both simulate
the results of privatization and position for the possibility of greater future
commercialization.

Regardless, if appropriate actioll8 are taken to create a favorable business and political
environment for ARENTO, the value of ARENTO assets will increase and translate into
greater effectiveness in delivering services and easier access to investment funding. This
study defines the desired actions and presents a timeline for their implementation.

4.2.2 Study Methodology

This study was structured to approach resolution of the problems identified in earlier analysis
in an efficient manner. Key participants in the telecommunications industry were
interviewed including most of the upper management of ARENTO. In addition, many
ARENTO Board of Directors were interviewed as well as consultants to associated
ministries. The K&M Team also obtained the viewpoint of the World Bank and the
American University relative to ARENTO and the telecommunications role in the Egyptian
economy. Legal interpretations of existing laws and decrees were also solicited from the
local law firm of Shalakany.

This task is not quantitative in nature. The results presented here were gained from the work
of previous analysis in the ARENTOIuSAID Cost of ServicelRate Study and subsequent
interviews. These previous studies indicate that there is an opportunity cost associated with
the misallocated investment that has resulted from the current method of operation and
business environment of ARENTO. This misallocation can be as great as LE. 500 million
each year in investment funds re-channeled to other uses and almost as much in lost revenue
and increased costs from under priced services and disjointed planning. The primary focus
of the study describes legal, regulatory and business structure reform that will effectively
reduce the misallocation of telecommunications sector resources.

Before proceeding, the meaning of several terms and the apparent inconsistent use of others
should be noted. During the course of this study, the reader will notice that the Minister of
Transportation is referred to interchangeably with the Minister of Communications. This is
due to the fact that a single minister had both roles at the time the laws creating ARENTO
were enacted. The term "Telecom" is often substituted for the term "telecommunications"
only to shorten the text and lengthen the reader's patience. The term "basic services" is used
to include local, national toll and international toll access and use along with telex services.
All other services are considered "enhanced services" from the viewpoint of this study. The
term "Government ofEgypt" is usually abbreviated as "GOE" in this study. Finally, the term
"Communications" as used in this study includes telecommunications as well as broadcast
communications services.

-

I
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4.3 LEGAL FRAMEVV-ORK

4.3.1 Public Law No. 153

ARENTO was created with the passage of Public Law No. 153 (see APPENDIX A) in 1980.
At that time, telecommunications for most countries outside the US. and Canada were
typically nationalized along with postal services. It is clear from the law that ARENTO has
the authority to "carry out all transactions which may enable it to achieve its goals" and the
authority to "set plans and programs set fourth and management procedures that suit its
activity". In effect, in all matters dealing with national and international telecommunications
services ARENTO is legally autonomous (there are two exceptions under Public Law 153
where ARENTO must secure ministerial approval for "personnel matters and loans"). It is
chartered to invest its resources to further its stated telecommunications sector goals and can
organize and enter joint agreements with other corporations to achieve its objectives.
ARENTO is given the authority to set and implement Egyptian telecommunications policy
under this law. In addition, the law grants ARENTO the telecommunications monopoly
franchise to do business in EC./pt along with the authority to regulate itself and any other
telecommunications participants it recognizes.

It is obvious that the framers of Public Law No. 153 had autonomy in mind when the law
was enacted. In fact, ARENTO was established under law as a corporate entity with
autonomy and a reporting relationship to the Minister of Telecommunication. The law is
specific in the structure and responsibilities of ARENTO's Board ofDirectors, Chairman and
Board of Managers. Given this high degree of autonomy granted by the law and the broad
responsibilities and power over the telecommunications sector, why does ARENTO pursue
reform? The fact is the law is not being enforced and administered as the framers originally
intended. Other governmental and non governmental entities have taken actions to extract
the powers and authority that the framers of Law No. 153 had reserved for ARENTO.

4.3.2 Implicit and Explicit Controls and Restraints

In addition to Public Law No. 153 a number of ministerial decrees have been issued to the
management of ARENTO regarding certain aspects of the business. These decrees have for
example resulted in the contribution ofARENTO annual earnings to the General Fund under
the management of the Minister of Finance. The Minister of Planning has declared the
responsibility of direct review of ARENTO network investment plans. The Minister of
International Affairs has review and approval authority over the international investment
funding levels of ARENTO (see APPENDIX L - "ARENTO Business Activity Approval
Process").

Over the past years, the influence over ARENTO by the various ministries has increased and
with each intervention by these ministries the focus of meeting telecommunications sector
objectives is diverted. These decrees and the active participation by other ministries in the
operation and decisions of ARENTO also carry an implicit force not defined in the decrees.
For example, specific actions will not be considered due to the expected counter actions that
may occur from the various ministries. Basic business functions such as pricing, budgeting,
funds sourcing, employment, and organization structure are now /;ubject to these multi­
ministerial reviews and approvals. In this fashion, ARENTO has many impediments to
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aggressive planning and implementation and e"ists in a political environment that generates
risk and business ineffectiveness.

The ARENTO Board of Directors who were initially given a high degree of autonomy under
Public Law No. 153 have lost authority in decision making and direction setting. ARENTO's
goals and objectives are subservient to the goals and objectives of other ministries which may
have directions that conflict with the telecommunications sector of Egypt. In effect, since
the Law was enacted, Egypt has moved further away from the principle that
telecommunications is critical to the economic and social growth of the country.

4.3.3 Legal Interpretation of Public Law No. 153

I. Laws or Establishment or The A.R.E. National Telecommunications Organization:

I. The AR.E. National Telecommunication Organization has been established as a general
organization by virtue of Law No. 153 issued in 1980.

2. The law of establishment of the Organization states the following:

(A) The Organization has a corporate identity. The Organization is a public entity,
i.e., affiliated to the State.

(B) The Organization is exclusively responsible for the establishment and operation
of the telecommunications network on the national level and connecting the
national network with the international networks within the general political and
economic national plan.

(C) Article 3 of the law states that the Organization may carry out all transactions
that enable it to achieve its goals. The Organization may set plans and programs
and follow the management procedures that comply with its activities according
to the provisions of the law regardless of the rules and governmental regulations.

(0) Article 4 states that the Organization may, in order to achieve its objectives, and
after obtaining the approval of the Minister of Telecommunications, establish
joint stock companies either solely or with the other partners. The shares of
these companies may be publicly sold upon the establishment of such companies.
The employees of such companies have priority in purchasing up to 10% of such
shares.

(E) According to Article 5, the capital of the Organization is sourced from the capital
of the State.

(F) The Organization's resources are composed of:

(a) The amounts allocated by the State in the national budget.

(b) The revenues resulting from the Organization's activity and services
rendered to others whether locally or internationally.
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(c) The difference in price of performing the services and actual prices charged
by the Organization in accordance with the provisions of Clause 3 of
Article 12 states that:

"In case the State fixes these rates at a lower level, below the
Organization's rates, the general national budget shall bear the difference
resulting from the same and shall be entered into the forthcoming financial
year."

(d) The loans acquired by the Organization.

(e) Grants and aids.

(t) Revenue of the fines inflicted by law for breaching the regulations applied
by the Organization.

(G) Article 7 states that the funds of the Organization are deemed public funds.

According to the Egyptian Law, immovables and movables owned by the State
or public entity, which are allocated for public utility, in fact or by virtue of a
law or a decree from the competent Minister shall be deemed public funds.

Such funds may not be disposed of or be subject to attachments or owned by
virtue of limitation.

The funds, in order to be considered public, must:

Be owned by a public entity
Be allocated for public utility.

The funds being public funds does not prevent the Organization from having its
own private funds subject 1.0 the ordinary rules ofownership and transactions. It
may be owned by virtue 'of limitation and may be subject to attachment. Such
funds are governed by th'e private law.

Example of such funds are the shares owned by the Organization in any of its
affiliated companies and any other funds not allocated to public utility.

(H) The Organization, duel to its independent (~ntity has the right to import regardless
of the rules and regulations related to importation and foreign exchange. Its
importations are exempted from the taxes and customs duties (exemption from
import fees has been rescinded by a subsequent decree issued by the Minister of
Finance and approved by the People's Assembly).
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3. The management of the Organization (Article 15)

(A) The Board ofDirectors (Article A):

The Organization has a Board of Directors headed by the Chairman and formed of ten
members. These members are among the managers of the Organization and also
include six experts and a member from the General Syndicate of the Organization.

The Board of Directors is the highest level of the management controlling its affairs.
The Board may take necessary decisions in order to achieve the Organization's goals.
The Board carries out its responsibilities as indicated in the law. The Board may:

I. Set forth plans and programs of the Organization within the national plan of the
State.

2. Lay down the Organization's structural chart.

3. Approve rates, tariffs and costs of the services rendered by the Organization.

4. Set the regulations for the contracts concluded between the Organization and its
customers.

S. Set the Organization's internal regulations.

6. Propose the personnel regulations for the recruitment of the employees, the
promotion of the employees, salaries scale, allowances, remunerations and all
the employment affairs. Such decree shall be issued by the Minister if
Transportation.

7. Set the system for health, social, cultural and sports care for the employees of
the Organization.

8. Establish a control system and perform evaluation criteria for the employees to
the economic circumstances.

9. Approve the annual budget of the Organization and its final account.

10. Propose local and international loans.

11. Accept grants and donations offered to the Organization which do not contradict
with its objectives.

12. Sign Agreements that fall within the Organization's responsibility.

13. Study and follow-up the periodical reports presented on the Organization's
operation.
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14. Study any issues presented by the Minister of Transportation or the
Organization's Chairman to the Board concerning any problems that fall within
its responsibilities.

It is noticed that the Board of Directors may not:

With regard to the regulations and rules of enforcement of such regulations
without the approval of the Minister of T~lecommunications.

With regard to the borrowing internally or internationally: The Board proposes
the loan, and in order for this loan to be concluded according to the competent
authorities and according to the Law.

1.
--

2.

-...,
Article 20 states that the Chairman of the Board passes the Board of Directors
decisions on to the Minister of Telecommunications within three days as of the date
of issuing them for his approval. The Minister may object to them within fifteen days
from the date of presenting them to the minister and in this case the Board may
reapprove them with a majority of three quarters of the members.

If the fifteen days elapse as of the date of passing the decisions on to the Minister
without any objection, then the decision of the Board shall be enforceable as of the
date of termination ofsuch period.

(B) This applies to all decisions of the Board except:

I. Proposing the regulations of the personnel and their rules.

2. Proposing a loan internally or internationally.

In order to enforce the above, the Minister must approve the personnel regulations
and the approvals must be obtained with regard to the loans from the Ministry of
Planni:tg and the Ministry of Finance.

(C) Article 26 states that the regulations of the personnel are issued by a decree of
the Minister of Telecommunications after the approval of the Board of Directors
of the Organi7.ation regardless of the governmental rules and regulations.

The following must be considered when issuing these regulations:

1. Connecting the salary with the type and nature of work and its performance
under the various circumstances.

= 2. The value of the travel allowance and transportation allowances of the
Organization's employees shall not exceed the actual costs borne by them.

3. Following the unified Accounting System Regulations:
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Accordingly, if the Board approves and the Mi nister does not object to the
regulations, then a decision for its enforcement llltall be made.

4. The Manager's Board

(A) Article 21

It is formed by a Ministerial Decree by the Minister of Telecommunications
indicating these in the system and procedures for its operation.

(B) Article 22

It is the main authority :. 'he field of operation, follow-up and suspension of
executing the projects carried out by the Organization. It establishes the draft
regulations of the Organization, provides the studies and researches, proposes the
required methods of development and prepares the reports.

The specialization of the Board of Managers is not executive.

5. The Chairman of the board

(A) Article 22

It represents the Organization before the Court and third parties.

(B) Article 16

The Chairman of the Organization is appointed by a Presidential Decree that
specifies his salary and allowances.

(C) The Chairman is responsible for executing the decisions of the Board of
Directors and the Manager Board, managing the Organization, handling its
affairs, developing the operating systems, and supporting its departments,
providing the reports to the Board and providing the Minister of
Telecommunications with data.

II The Relationship Between the A.R.E. National Telecommunications Organization and the
Government:

1. As stated above, the Organization is a public organization (public entity) affiliated to
the Minister of Telecommunications and it is managed in a centralized unified manner
and has a separate h.:dget regardless of the laws and rules applied in the preparation of
the State budget. It has a special account wherein it deposits its resources and the
profits of the Organization is carried forward from one year to the next. The
Organization's financial year starts simultaneously with the State's financial year, and
ends with it. .
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2. The Minister has two functions. A political and an administrative one. The
Organization is affiliated to the Minister administratively and not in his political
capacity.

3. The Organization has a separate budget prepared regardless of the regulations applied in
preparing the budget of the State. Accordingly, it has a financial independence needed
to achieve its objectives, notwithstanding the provisions stated in the law of the
Organization with regard to proposing the internal and international loan which requires
the approval of the minister before taking any action.

4. Among the procedures required pursuant to the Law of the Conseil d'Etat (state
Council) No. 74/72 Article 85 states that any public organization may not conclude any
contract exceeding the amount of five thousand pounds without referring to the
competent legal opinion department.

5. According to the Article 121 of the Constitution, the executive authority may not
conclude loans or engage into projects leading to bearing costs from the budget of the
State in a consecutive period without the approval of the Pe.ople's Assembly.

This means that the loans of the Organization have to be approved by a law issued by =
the People's Assembly.

6. According the Law No. 159/1981 Article Ill, the Organization is subject to the
corporate Law. -

According to the above, the Organization is a public economic organization affiliated to
the Minister of Telecommunications administratively and not politically. Accordingly,
it is not an executive authority of the State as its activities are economic and
commercial services.

III Comparison Between The Organization And The Suez Canal Authority:

The Suez Canal Authority is established according to Law No. 30/1975.

1. The Law states in its first article that the Suez Canal Authority is responsible for
managing the Suez Canal and exploiting, maintaining and developing it.

The Authority may establish whatever projects necessary related or connected to an
utility or share in its establishment or encourage such establishment.

2. The said law states that the Suez Canal Authority is a public authority with an
indepe..dent legal entity subject solely to such law and law No. 61 for the year 1963
with regard to the establishment of authorities and Law No. 60 of 1971. with regard to
the establishments do not apply.

3. The Authority is managed by a Board ofDirectors appointed by the President.
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4. The Authority follows the appropriate management and exploitation means applied to
the commercial projects.

5. The Authority has an independent budget to which the rules of the commercial projects
are applied without prejudice to the supervision of the on the final account of the
Authority. The financial year is different from that of the State budget and is prepared
according to the commercial standards.

6. The Authority is not subject to the Law of Public Authorities, accordingly it is not
affiliated administratively to a particular Minister but it is an investment establishment
standing on its own and its special system although it manages a public utility owned by
the State.

4.3.3.1 Interpretation of Public Law No. 153 - Shalakany Law Office Analysis

For a more comprehensive interpretation and examination of Law No. 153 the
following analysis prepared by the Shalakany Law Office is provided.

First: Establishing the Law:

1. Law:

The National Telecommunications Organization (ARENTO or the "Organization")
was established as a general organization under Law No. 153/1980 (the "Law") which
was enacted in accordance with the constitutional rules in force.

2. ARENTO's Object, Powers, Capital and Resources:

2.1 ARENl'O is a juridical person coming under the supervision of the minister of
Telecommunication (the "Minister") and is operated in a unified centralized
manner.

2.2 The oJ,ject and activities of the Organization are to establish and operate
telecommunications networks at the national level and to link them up with
international networks within the framework of the State's general political
and economic plan.

To this end, it:

(a) Establishes telecommunication networks allover the ARE.

(b) Extends telephone wires and wireless services

(c) Manages and maintains structures and equipment necessary to offer
such services.

(d) Establishes the required projects to achieve its object

...
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(e) Cooperates with national and international organizations to connect
ARE with the world.

2.3 ARENTO may carry out all dispositions and transactions as are necessary for
the fulfillment of its objectives, and may lay down the plans and programs and
apply the management techniques compatible with its activities in accordance
with law and without being bound by governmental rules and regulations.

2.4 To enable it to do so, the Law allows ARENTO - with the approval of the
Minister - to establish joint stock companies either alone or together with
other partners, whose shares shall be negotiable promptly upon their
incorporation. ARENTO's employees shall have a preemptive right to
subscribe to such shares.

2.5 (a)

(b)

The Organization's capital is composed of:

The funds of the former General Telecommunication
Organization, established by Presidential decree No. 709/1957.

The amounts contributed by the State

The Organization's resources are composed of:

The amounts allocated by the State in the national budget.

The revenues resulting from its activities and services rendered
locally and internationally.

r.
The subsidies paid by the government to cover the difference [
between the price rate fixed by the board of Directors of the
Organization and that fixed by the government.

4-14

3. Self-Management:

It is clear from the foregoing that ARENTO has the exclusive right to
establish and operate communication networks, that it is entitled, for the
fulfillment of its object, to engage in whatever dispositions it deems
necessary, and that it is also entitled to establish companies either singly or
jointly with third parties.

Article (15) ofARENTO's establishing Law provides that it shall be managed
by a board of directors, a board of managers and a chairman of the board of
directors.

3.1 Board of Directors:

The board of directors is the highest authority responsible for running
ARENTO's affairs and conducting its business. As such it is entitled
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to issue whatever resolutions it deems necessary for the realization of
ARENTO's objects. The board exercises its mandate in the manner
prescribed by the Law.

Board members are appointed by a decree of the Minister, provided
the appointment of the employees' representative shall be on the basis
of a board nomination. The board of directors shall:

3.1.1 Lay down ARENTO's plans and programs within the scope of the
general plan of the State.

3.1.2 determine ARENTO's organizational structure
3.1.3 Approve price rates, tariffs and fees for the services provided by

ARENTO.
3.1.4 Lay down the rules governing contracts ARENTO concludes with the

recipients of its services.
3.1.5 Formulate ARENTO's internal regulations.
3.1.6 Establish the system for medical. social, cultural and sports care for

employees.
3.1.7 Lay down the system of control. follow up and performance appraisal

in accordance with economic criteria.
3.1.8 Approve the annual draft balance sheet and closing account.
3.1.9 Accept gifts and donations presented to ARENTO which do not

contradict its object.
3.1.10 Conclude agreements falling within the scope of its functions.
3.1.11 Review periodic reports and follow up the proper conduct ofwork.
3.1.12 Look into such matters as fall within the scope of its powers as the

minister of Telecommunication or the chairman may decide to put to
the board's review.

3.1.13 Propose laying down the regulations related to the appointment and
promotion of employees, the determination of their wages, allowances
and bonuses and all related personnel matters. Such regulations shall
be issued by a decree of the minister.

3.1.14 Propose concluding internal and external loans.

The relationshi.!> between ARENTO's Board of Directors and the Minister of
Telecommunications:

Article (20) prescribes the mechanism by which the board resolutions become
effective:

~ Resolutions are to be submitted to the minister within three days of
their issuance for approval.

... The Minister may approve resolutions within 15 days from the date of
their submission, and they shall become enforceable promptly upon
their approval as aforesaid, or
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Allow 15 days to elapse without issuing his approval, in which case
the resolutions become enforceable promptly upon the expiry of this
period, or

* Within the said IS-day period, request that such resolutions be re­
submitted to the board's review. The Minister may require for
example the insertion of new provisions to the resolutions or the
deletion or amendment of certain of their contents. Alternatively, he
may simply object to the resolutions.

* In the event the Minister requests a review, the board may accept or
reject the request with a three-quarter majority of its members. In
such case, the resolutions shall be valid without necessity to re-submit
them to the Minister.

It is clear from the foregoing that the Law gives the board autonomous power
to manage ARENTO and conduct its business speedily, as borne out by the
non-binding force of the minister's objections to its resolutions.

3.2 However, by way of exception to the foregoing, the board may not
unilaterally issue resolutions touching on the following matters:

3.2.1 Personnel Regulations

The board is entitled only to propose these regulations. Its proposal becomes
valid after the Minister issues a decree adopting same. According to Article
(26) of the Law, personnel regulations are issued by a decree of the Minister,
after the approval of ARENTO's board of directors, regardless of
governmental rules and regulations. It follows from this that if the board
approves the regulations and the Minister objects thereto, the board must take
his objections into consideration by revising its proposals in the light of such
objections in order to obtain the Minister's approval and his decree issuing the
regulations.

3.2.2 Loans:

The board submits its proposals in respect of loans. whether internal or
external, to the Minister, who shall obtain the approval of the competent
authorities in accordance with the provisions of:

* Para (3) of Article (58) ofConseil d'Etat Law No. 47/1972 which rules
that:

"It is prohibited for any ministry, general organization or any
department ofgovernment to conclude any contract, or to accept or
permit any contract, conciliation or arbitration or enforce any arbitral
award the subject matter of which exceeds five thousand pounds
without consull'ing the competent administrative authority",
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... Article 121 of the Egyptian constitution of 1970 which rules that:

"The executive branch of govemment may not conclude loans or
engage in a project which will result in expending sumsfrom the State
treasury at a flltllre time except with the approval of the People~<;

Assembly".

3.3 Board ofManagers:

The board of managers is the main authority when it comes to operating
ARENTO, following up its day to day business and supervising the execution
of its projects.

According to Article (22) of the Law, the board of managers is responsible for
preparing ARENTO's draft regulations, for conducting the studies and
research requested by the Minister or the board of directors as well as for
looking into the items on the agenda of the board of directors, commenting
thereon and presenting studies and proposals in connection therewith before
the agenda is reviewed by the board of directors, in addition to the other
powers referred to in the said Article.

In other words, the board of managers' functions are supervisory rather that
executive.

3.4 Chairman of the Board ofDirectors:

The chairman, who is appointed by presidential decree, represents ARENTO
before the judiciary and in its relations with third parties.

Article (24) invests the chairman with the authority to implement the
resolutions of the board of directors and the board of managers, to manage
ARENTO and conduct its affairs and to furnish the board of directors. the
Minister of Telecommunications and the agencies of the State with reports,
studies and proposals. Paragraph (5) of the same Article provides that
additional functions may be assigned to the chairman pursuant to the rules set
forth in ARENTO's internal regulations.

Whereas the board of directors is empowered to lay down ARENTO's internal
regulations relative to all technical, fmancial and administrative affairs, as
well as those governing purchases and warehouses pursuant to Article (18),
therefore the chairman may, after obtaining the board's approval, amend such
regulations to invest himself with greater administrative and executive
powers, provided the amendments are compatible with the Minister's decree
No. 10811983 as amended by decree No. 46711992 issuing the financial
regulations, the Minister's decree No. 200/1982 concerning personnel
regulations, and decree No. 215/1973 issuing the regulations and procedures
ofbuying, selling and storing.
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Furthennore, the Law gives the chairman the right to delegate some or all of
his responsibilities to one or more ofARENTO's managers.

3.5 Article (8) of the Law states that the Organization has a separate balance sheet
prepared in accordance with its internal regulations, regardless of the laws,
and regulations organizing the State budget, and has a special account in
which to deposit its resources. Its profits are carried over from one year to the
next.

4. Conclusion

It is clear from the foregoing that the Law invests the board of directors, the
board of managers and the chairman with all the powers necessary to manage
ARENTO directly. Perhaps the most graphic illustration of the high degree of
auwnomy they enjoy is in those cases where the Minister of
Telecommunications exercises his right to object to board resolutions and
returns them to the board for a re-vote. Unless the resolution touches on
personnel regulations or loans (in which case it requires the approval of the
Minister and the People's Assembly as previously mentioned), the board nay,
pursuant to Article (2» of the Law, reapprove the resolution - in the same
form objected to by the Minister - with a three-quarters majority of its
members.

Second: Public Funds

Article (7) of the Law provides that ARENTO's funds are deemed to be public funds.

Egyptian law defines public funds as the real property and movables owned by the
State and by public juridical persons, which are allocated for public welfare in fact or
by virtue of a law, edict or decree of the competent minister. Such funds may not be
disposed of, attached or owned by prescription.

On the basis of the foregoing, for funds to be considered public funds, they must:

... Be owned by a public juridical person,

4-18

... Be allocated for public welfare

Whereas according to Article (5) of the Law, all of ARENTO's capital is made up of
State funds, and ARENTO's recourses are made up of the sums allocated to it by the
State in the general Budget, in addition to the other recourses mentioned in Article (6)
of the Law, and its funds are allocated to the provision of telecommunications
services which serve public welfare, therefore ARENTO's funds are deemed to be
public funds.

However, the fact that ARENTO's funds are public funds does not prevent ARENTO
from owning private funds which are subject to the ordinary rules of ownership and
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transaction and which may be owned by prescription or attached in accordance with
general rules.

The same applies to the shares owned by ARENTO in its subsidiaries on in the
companies which it establishes alone or jointly with other partners pursuant to Article
(4) of the Law. This is confirmed by Article (7) of Investment Law No. 230/1989
which rules that:

"Projects are deemed to be private sector projects, whatever their legal form and
whatever the legal nature ofthe Egyptianfunds contributed thereto, and shall not be
subject to the laws andregulations goveming the public sector or its employees".

The capital, assets and resources of the joint stock companies which the Organization
establishes alone or jointly with other persons are considered private funds.

Third: Juridical Personality

=

1.

2.

ARENTO is a general organization (that is, a public juridical person) coming
under the supervision of the minister of Telecommunications. It is operated in
a centralized unified manner and has its own balance sheet that is prepared
without regard to the laws and regulations applied in the preparation of the
State's budget. ARENTO also has a special account wherein it deposits its
resources. The surplus shown in ARENTO's balance sheet is carried over
from one year to the next, and its financial year begins with the State financial
year and ends with it.

The Minister has two fuuctions. one political and one administrative.
ARENTO comes under his supervision in his political capacity, not in his
administrative capacity.

3. ARENTO's separate budget gives it the financial independence necessary to
carry out its objects (except with regard to loans). Moreover, ARENTO is
subject to the tax on corporate profits in pursuance of Article (111) of Law
No. 178/1992.

Thus ARENTO is a general organization which comes under the supervision not of
the Ministry of Telecommunications but of the Minister of Telecommunications from
the political point ofview, and is deemed to be a public utility of the State in as much
as its activity is the provision of economic and commercial services.

As mentioned before, Article (1) of the Law provides that ARENTO is a juridical
person. As such, it enjoys its own independent patrimony, and has a name, domicile
and nationality.

It should be noted that general organizations in general acquire a juridical personality
as soon as they are established by presidential decree and their powers determined
within the framework of the objects for which they are formed.

Regulatory and Legal Framework Examination andAssessment 4·19



Legal Framework

Fourth: Separate budget

Artide (8) of the Law rules that:

"ARENTO shall have a separate balance sheet prepared in accordance with the rules
laid down in its internal regulations, regardless of the laws and regulations
governing the preparation of the State budget. ARENTO shall also have a special
account in which to deposit its resources. The surplus shown in ARENTO's balance
sheet shall be carried over from one year to the next and its financial year begins
with the State'sfinancial year and ends with it".

Moreover, the power to approve the budget is vested in the board of directors by para
(a) of Article (18) of the Law. The tenn "separate balance sheet" as used in this text
means that ARENTO has full freedom to use its resources as it sees fit and that the
role of the Finance Ministry, in its capacity as the body with supervisory powers over
financial activity of the State, is limited to making comments. provided the People's
Assembly shall have the final say in any dispute arising between ARENTO and the
ministry. The provision in the text for the carrying over of ARENTO's surplus from
one year to the next means that this surplus does not go to the State budget but
remains under the full control of ARENTO, which may use it in any manner •
conducive to the realization of its objects.

It should be noted in this regard, that, according to the opinion issued on November
18, 1981 (file No. 1565/86) by the General Assembly of the Departments of Opinion
and Legislation of the Conseil d'Etat, while the legislator invested ARENTO with the
power to prepare its balance sheet without being bound by the laws and regulations
governing the preparation of the State budget, the exception is limited to the stage of
preparation and does not extend to the remaining stages through which the balance
sheet must proceed, be it the stage of approval. of implementation or of auditing. If
follows that the Finance ministry is held to submit the budget prepared by ARENTO,
together with any comments it may have thereon, to the People's Assembly so that
this latter may be the arbiter between ARENTO and the Finance ministry in regard to
these comments.

However, the practical application of the provisions of Article (18) has resulted in the
following:

a. ARENTO's board of directors prepares the balance sheet in draft fonn.

r. The draft balance sheet is presented to th" Minister in the fonn of a board
resolutions. The Minister in his turn adds such sums and allocations as he
deems necessary to the balance sheet.
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c. After its approval by the Minister, the draft balance sheet is sent on to the
Finance Minister who adds his comments thereon before submitting it to the
People's Assembly. Most of these comments relate to the utilization of
ARENTO's surplus for the account ofother agencies and organizations instead
of retaining them in ARENTO's account.
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Fifth: ARENTO's Scrv.ice Charges and Basis of Accounting:

I. ARENTO's Service Charges:

Article (1~:) and para(3) of Article (18) of the Law prescribes the following
methods:

a. The board of directors proposes the price rates, tariffs and charges for
thfl services provided by ARENTO in accordance with the correct
swndards of cost accounting and on the bases approved by the board of
directors and sent to the Minister.

b. The Minister presents the rates to the Council of Ministers.

c. The minister issues a decree determining the rates to be applied.

In the eve:nt the State fixes llervice rates at less than the approved levels the
resultant dlifference shall be borne by the State budget.

2. Correct Standards of Cost Accounting:

Articles 172 to 177 inclusive of the financial regulations issued by the
Minister's Decree No. 108/1983 as amended:'y decree No. 467/1993 requires
ARENTO's accounts to be held in accordance with the nature of its activities
and the proposals of expert service consultants with which ARENTO enter
into contract, and requires it also to apply correct standards of cost accounting
in order to correctly calculate the cost ofservices.

Central Audit Agency Law No. 144/1988 organizes the method by which the
agency will audit ARENTO's accounts.

By correct standards of cost accounting is meant the rules of accounting
generally practiced in Egypt and which ARENTO decides to use as a basis for
its accounting in general, including the calculation of the costs of providing
services under the control of Central Audit Agency.

Sixth: Comparison between ARENTO and the Suez Canal Authority

The Suez Canal authority is established according to Law. No. 30/1975 which rules
as follows:

I. The Suez Canal Authority is responsible for running the Suez Canal utility
and for managing, exploiting, maintaining and improving it. To this end, the
Authority may, whenever necessary, establish projects related to or connected
with the utility, participate in their establishment or encourage the
establishment ofsame.
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2. The Suez canal Authority is a public authority enjoying an independent juridical
personality. It is governed by the provisions of this Law exclusively and is not
subject to the provisions of General Organizations Law No. 60/) 97) .

3. The Authority is managed by a board of directors appointed by presidential
decree.

=

4.

5.

6.

7.

The Authority follows appropriate management and exploitation techniques
normally applied by commercial projects.

The Authority has an independent budget which it shall prepare in accordance
with the rules applied in commercial projects, without prejudice to the
examination by the Central Audit Agency of the Authority's closing account. Its
financial year commences on the first of January and ends on the 3)st of
December of each year.

The Authority levies and collects navigation, piloting towing, moorage and other
fees in accordance with laws and regulations.

In order to carry out its duties, the Authority may exercise all the necessary
powers and authorities, and may, in particular, acquire ownership of land and
buildings by any means including the power of eminent domain. The Authority
may lease out the land or buildings it owns to third parties and may lease land and
buildings owned by third parties, whether to fulfill the objects for which it was
established, to realize the welfare of its employees and workers or to establish
projects and utilities connected to the Canal or which may be necessary for its
proper running.

8. The Authority's funds are deemed to be private funds.

From the above, it is clear that the differences between ARENTO and the
Authority are represented essentially in the following:

a. The Authority's funds are private funds, while those of ARENTO are
public funds.

b. Because its funds are private, the Authority has the right to effect any
dispositions in order to establish projects connected to its activity, either
with third parties or by itself. On the other hand, ARENTO may only
exercise its right to execute projects or to establish joint stock companies,
singly or with third parties, with the approval of the Minister.

=

4·22

c. The Authority has an independent budget to which the rules of
commercial projects are applied, subject only to the supervision of the
Central Audit Agency. Moreover its financial year is different from that
of the State. While ARENTO also has a separate budget, it is subject to
the comments of the finance Minister and any dispute arising between him
and ARENTO O\l,~r the budget is subject to the determination of the
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People's Assembly. Moreover, its financial year is the same as that of the
3tate.

d. The Authority is not subject to the General organizations Law.
Accordingly, it is not administratively answerable to a specific Minister of
ministry. Rather, it is an investment agency managing a publir- utility
owned by the State. Although ARENTO also runs a public 'Jtility owned
by the State, it is subject to the General Organizations Law.

-,

Seventh:

I.

2.

Comparison Between ARENTO and Egypt Air:

EgyptAir is subject to Law No. 23/1960 (as amended by Law No. 24111960) to
Law No. 1111966, to Law No. 116/1975, to Law No. 97/1983 as well as to
presidential decree No. 600/1975 and Prime Minister's decree No. 159/1982.

According to the above mentioned laws and decrees, EgyptAir is a general
organization with a juridical personality coming under the supervision of the
Minister of Civil Aviation.

3. EgyptAir is entitled to pursue its authorized activity itself or to pursues some of
these activities through such subsidiary economic units as its board of directors
may decide to establish In respect of the activity it decides to carry out itself,
EgyptAir is considered to be an economic unit.

4. EgyptAir has a board of directors which is responsible for conducting its business
and running its affairs.

5. EgyptAir's resources shall be made up of the proceeds of the net profits realized
by its subsidiary economic units and its share in the sums payable in
consideration of supervision and management prescribed in the distribution of the
profits realized by its subsidiary economic units.

6. EgyptAir has a separate budget to which the rules of commercial projects are
applied. This means that EgyptAir's profits devolve to it.

7. Article (14) of Law No. 97/1983 rules that the funds of public sector
organizations are among the privately owned funds of the State, unless the
respective decree establishing an organization stipulates otherwise. whereas, the
legislative texts organizing EgyptAir are silent on the question of its funds.
Therefore, the said Article(14) applies and EgyptAir's funds are deemed to be
privately owned fund of the State.

Thus ARENTO differs from EgyptAir in that the former's funds are public funds
while those ofEgyptAir are privately owned by the State.
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As previously mentioned, ARENTO is exclusively empowered to establish and
operate telecommunication networks at the national level and link them up with
international networks within the framework of the State's political and economic
plan. To this end, it is allowed by law • and with the aprroval of the Minister of
Telecommunications - to establish joint stock companies, either on its own or with
other partners. The shares of these companies may be traded upon their incorporation,
and ARENTO's employees have a pre-emptive right to subscribe thereto.

Thus ARENTO's activity may be divided into two areas:

One area relates to establishing and operating local telecommunications
networks and linking them with international networks.

The second to presenting telecommunication services to the public and
consumers, installing and maintaining equipment and collecting fees and
subscriptions.

Since area one touches on the general policy of the State and its international
relations as well as on the telecommunications infrastructure, it must be protected and
the equipment required to pursue this aspect of ARENTO's activity must remain the
property of the State.

As to area two, which is ARENTO's commercial activity, this may be assigned to a
management company established in the form of an Egyptian joint stock company, in
the capital of which ARENTO will own 49% and other shareholders the rest. This
company would manage the commercial activity, including maintenance works for
equipment, units and distribution centers for telephone services.

From the legal point of view, assigning management of the telecommunication utility
to the new joint stock company should be effected through a management contract
which addresses all the conditions of management, mechanism of pricing and such
other conditions as are necessary to comply with State policy in this regard.
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4.4 FINDINGS AND CONCLUSIONS

4.4.1 Findingll-Current Telecommunications Sector Environment

Although ARENTO is acknowledged as the sole public telecommunications provider in
Egypt, ARENTO is ,:urrently subject to access competition from other ministries. For
example, the militar." irrigation, petroleum, power and other sectors of the economy have
private network capability. These ministries only use the public network backbone and not
local ministry distribution or enhmced features. Additionally, ARENTO ;s facing increased
competition from the cellular .:arrier entrant that is currently being evaluated. Although
Egypt telecommunications is considered essentially concentrated in the hands of ARENTO,
other organizations are placing competitive pressure on the enterprise to reform.

ARENTO currently exists in a business and political environment that is shaped by a
combination of laws, ministerial decrees and political pressure. The current environment is
not predictable from a management perspective and represents a significant risk to the
enterprise due to the threat of business intervention from several fronts. Further, the current
environment is not conducive to the establishment of the optimal direction for the
telecommunications sector.

4.4.2 Findings-Summary of the Current Situation

Egypt currently has a well written law that established ARENTO as the sole provider and
decision making organization for public telecommunications in the country. In this law, the
ARENTO Board of Directors was granted a high degree of auton,Jmy in business decision
making relative to planning, financing, product service le\ ds and pricing as well as capital
planning and budgeting. The Board of Directors has reporting responsibility only to the
Minister of Telecommunications in the President's cabinet.

Since the inception of the law, however, :nfluences on ARENTO have been exerted by other
ministers. For example, a review of ARENTO financial performance and projected annual
budgets by the Minister of Finance is used to determine the amount of ARENTO earnings
that will flow to other non telecommunications related projects. It is anticipated by the
Board of Directors and Chief Financial Officer of ARENTO that higher projected revenues
and earnings will create a greater drain from the enterprise to other non telecommunications
uses by the Finance Minister. As a result, the buclBc=t.i presented to the Finance Minister for
review are typically understated an since the management of ARENTO wants to keep the
formal bdget process beyond reproach this is the only budget ARENTO keeps (see
APPENDIX L - "ARENTO Business Activity Approval Process").

By defmition, the budget is in error and is not useful in describing what actual investment
levels will occur. This process is an impediment to good planning and management as well
as increasing the risk to ARENTO relative to project funding and the expected fetums on
investments. This risk also effects the sourcing of investment funds relative to whether they
are generated internally or obtained from outside sources. Ifoutside funding is required the
Minister of Finance and the Minister of State play a strong hand in determining the mix of
national and international funds sourcing as well as the interest rate applicable to the
borrowed funds.
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Funds management and planning is extremely difficult in ARENTO since uncertainty exists
in determining funds requirement, retained investment capital as well as allowable funds
sources and interest rates. These uncertainties are in addition to the significant business
uncertainties that other business entities face and are each imposed by intervention of the
various ministries.

Product pricing is another area where varic.us ministries can intervene where there is no legal
ground. Many of the intervening ministries either require direct review of proposed price
changes or give advice that antici.pl.',tcs the outcome of pursuing a price change. Most of
these intervening ministries are ctlstom~rs of ARENTO and take significant levels of service
from the company. It is in each ministry's self interest not to recommend or approve price
changes which will keep their costs uown and not create an additional political issue for the
GOE. The best interest of ARENTO and the people of Egypt are not well served by the
existing arrangement which places the telecommunications sector planning and management
in a secundary role behind other sector objectives.

Under the current arrangement, the long term allocation of resources to telecommunications
in Egypt is sub optimal. This has been hidden and will continue to be hidden by the growth
in revenues and investment by ARENTO in tel~communications. The fact is this growth
could be much greater as shown in the previous study of the Cost of ServicelRate Study
performed for ARENTO and USAID. Telecom sector reform must include increased
ARENTO autonomy in planning, budgeting, financing, pricing and other aspects of
management including employment, organization structure and incentive compensation.
This autonomy has been defined in r-ublic Law No. IS3 and has been shown to be a required
step in increased commercialization of the telecommunications sector (see APPENDIX K
"Commercialization in the Telecommunications Industry").

In addition to a return to autonomy, me framers of Public Law No. IS3 did not establish a
sound countervailing power to the franchise monopoly granted to ARENTO. They assumed
as a public agency that ARENTO would provide the best service at the lowest prices and
promote universal servh:e to the public. These are noble objectives, however, as the
intervention by other ministries show, some safeguards against a totally free monopoly must
be in place.

[nstead of the ministerial safeguards that have ~'f()!voi.l since the enactment of the law, the
K&M Team suggests that the GOE formalize and focus these safeguards in a single
organization that will evolve to a grenter level of commercialization in the
telecommunications sector along with ARENTO. l..s increased autonomy is gained by
ARENTO, increased regulatory authority should be granted to a single body that provides
countervailing influence to ARENTO monopoly and drives both organizations down the path
to commercialization.

4.4.3 Principles That Guide Telecom Reform

There is a need for regulation in Egyptian telecommunications to offset the commercialized
monopoly power of an autonomous ARENTO by providing a simulation of the competitive
market forces. These forces drive prices, service standards and ensure protection of
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telecommunications consumers and valuable national radio spectrum. This need, however,
will change over time as competitors become available, public objectives are met with
efficient telecommunications infrastructure and product cross subsidies are eliminated. It is
vital that the regulatory framework that forms the countervailing power be evolvable with
communications technology, telecommunications market needs and social changes in Egypt.

The observations of the K&M Team have led to the f'11l0wing principles relative to
telecommunications sector reform:

• Telecommunications is a strategic national resource of Egypt that falls within the
responsibility of the GOE to ensure that it is managed in the best interest of the Egyptian
people. This value is demonstrated by the fact that various sectors of the government
including power, petroleum, water, military and others use telecommunications as a vital
component of their activities. This value is in addition to the direct value to business and
residence consumers of telecommunications in Egypt.

• A national telecommunications policy with long-term gorls and objectives should be
established to create the optimal evolutionary path for the country's telecommunications
industry and provide the infrastructure that best meets the needs of the Egyptian public.
The goals should be set from the perspective of public interest that transcends individual,
political or organizational interests. The goa:s should be achievable, clear and well
understood by all communications sector participants.

• Telecommunications solutions to achieve the national goals will be provided by a
combination ofprivate and public sector enterprises. The potential shifts between private
and public sector participation in achieving the national telecommunications goals should
be established through the national telecommunications policy and coordinated by the
GOE through the Ministry of Telecommunications. However, the responsibilities for
managing the operations of thetJe enterprises should not be the responsibility of the C-QE
or the Arab Republic Egyptian Communications Commission (ARECC) regulatory body.

• Public interest should be protected in telecommunications. This will require a balance of
regulations for some telecommunications enterprises to countervail monopoly power and
market freedom for other telecommunications enterprises. This countervailing power of
the ARECC will ensure better resource allocations to telecommunications, improve the
value of telecommunications assets and encourage investment and market growth in
Egypt. The determination of the appropriate balance of power is the responsibility of the
ARECC which effectuates the national telecommunications policy that represents the
GOE's determination of the best interests of the people ofEgypt.

• Countervailing regulatory power must lead commercialization in Egyptian
~elecommunications and evolve with the sector as technology, consumer needs and
competitive changes occur. The regulatory authority of the GOE must promote
commercialization on the one hand and protect the public interest from the effects of
monopoly power until commercialization is flfDlly rooted in the telecommunication
sector.
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• Countervailing power from legislative sources does not serve the best interests of either
the telecommunications sector or the people of Egypt. There are numerous examples of
the failure of legislative processell to recognize the requirements fol' telecommunications
firms to survive. Purely political forces in the legislative arena typically yield
conservatism on the side of the public. For ~xa:mple, price increalles are seldom granted
and pricing distortions that result in significant service cross subsidies are seldom
resolved through legislation. Legi:;Jative proces' s are too slow and one sided to generate
the best framework for tele(:ommunication sector oversight (see The New
Telecommunications Industty: Eyolution and Organization. Volum,~ I; L. S. Hyman, R.
C. Toole, R. M. Avellis; Public Utilities Reports, Inc., Arlington, VA.).

• Countervailing power dispersed in the hands of v.-:rious ministries will not produce
results in the best interest of the telecommunications sector or the people of Egypt.
Special interests other than the achievement of telecommunications sector goals and
objections command decisions with multi ministry intervention. The telecommunications
sector will serve other ministril:s more effectively if a frllllJlework "National
Telecommunications Plan" that outlines goals and objectives is developed with
telecommunications sector focus.

4.4.4 Principles of Regulation

In this section, the various rational for regulation is discussed along with, the need to ensure
thr.t regulation is not a deterrent to business and social objectives. The discussion reveals
that regulation must evolve along with the industry it is chartered to regulnte.

4.4.4.1 Types of Firms Regulated

Most countries consider the regulation of public utilities such as 'Power and
telecommunications as a requirement for meeting the needs of consumers in an
efficient and effective manner. Tbere are several characteristics of finns typically
regulated which can be easily applied to ARENTO and its current government
granted role ofmonopoly telecommunications provider in Egypt.

4.4.4.2 Characteristics of Regulated Firms

I

I
I

4·28

• The firm is granted a franchise area to serve. This area is well defined in
Public Law No. 153 and in the case of .A.RENTO was broadly granted for all
wire and wireless telecommunications in Egypt.

The firm is chartered with an obligation to serve. This charter can take
various forms as "provider of last resort" were competition exists to "universal
service pl'ovider" in other instances. ARENTO was chartered by Public Law
No. 153 to establish telecommunications network "all over the Arab Republic
ofEgypt".
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• The service provided by the firm ill deemed a necessity to the public. Basic
telecommunications services are acknowledged by developed and developing
countries as a public necessity particularly in the business sector where
success is often dependent on a well developed set of integrated
telecommunications services.

• The firm has cost and market characteristics of a "natural monopoly" and
exerts a significant degree of market dominance. Natural monopolies have
cost functions that demonstrate large economies of scale and long run average
costs that fall over a wide range of operation. Although technology, is moving
the cost function of ARENTO away from scale economies, it continues to
behave as a firm that has significant economies of scale and declining long
run average costs.

There are three recognized components of regulation that distinguish the public utility
from other economic sectors (see The Economics of Regulation: Principles and
Institutions by Alfred E. Kahn, 1970). These components include:

• control of market entry by the firm,

• price fixing or unilateral price determination by the firm,

• prescription of the quality and conditions of service by the firm.

ARENTO in conjunction with other ministries of the GOE have authority in these
three areas. However, the authority has been removed from ARENTO to solely
determine the last three characteristics of a public utility. A premise of this study is
that ARENTO authority in these areas should be shared by a regulatory body that
provides focused participation in addressing issues in these areas. This authority
should be taken from the hands of other ministries and vested in a regulatory body
until these characteristics are eliminated through competition.

4.4.4.3 Arguments Against Regulation

There are many arguments against regulation which have been applied to
telecommunications firms in recent years. Some economists insist that the monopoly
power enjoyed by telecommunications farms today is an illusion since there are
already many substitutes for land line telecommunications provision. For example,
there are many wireless alternatives to local access to toll, nationai and international
services. In addition, more technologically sophisticated customer equipment can
provide enhanced telecommunications services. Voice answering machines, PBXs,
Automatic Call Distributors and personal computers can provide very elaborate value
added services from the customer's premise. Therefore, only the basic landline access
is required from the telephone company.

Many economists believe that regulation is synonymous with inefficiency. This is
based on analysis of investment characteristics of capital intensive regulated firms

.that were subject to "return on irwestment" fagulation and were shown to be non
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optimal (see "Behavior of the Firm under Regulatory Constraint", Averch, H. and
L.L. Johnson, 1962 and "The Regulation of Monopoly", Roger Serman, 1989, pp
183-229). The application of this principle becomes moot if other forms of
regulation used in recent years such as price cap regulation are employed.

In addition, the concept of a "public good" has been relatively elusive. In recent
years private firms have taken the role of providing services that were previously
deemed public services. The role that private industry plays has grown significantly
as capital markets become more flexible, technology improves and barriers to market
entry fall. Some economists believe that telecommunications is rapidly changing
from the public good that requires regulatory oversight to a private service that may
be offered more efficiently and effectively by competitive entrepreneurs.

Finally, the augment that monopoly market power is perishable. That is, the position
of the monopolist or monopoly telecommunications provider will be eroded by
technology, changing customer needs and preferences and increased competition.
This may be true in a market that is open to any participants and there are
competitively priced alternative services. However, in Egypt the entry and survival
of a direct competitor to ARENTO is dubious for political and economic reasons.

In summary, in the case of an autonomous ARENTO, the K&M Team finds that
regulation is required in certain aspects of the telecommunications sector. The
recommended regulation should not address direct resource allocation and sourcing
but be targeted at basic service pricing and service standards. The regulation should
also target the use of finite and monopoly granting telecommunications resources in
the form of radio spectrum used for public and private communications purposes.
Communications regulation should be well focused and as non intervening as possible
on the daily operations of communications firms.

The concept of regulation should apply to telecommunications and communications
firms as well. This is due to the nature of overlapping use of finite national radio
spectrum resources and the collision of technology in the provision of
telecommunications (two way or point-to-point communication) and the broader
definition of communications which includes broadcast services as well.

4.4.4.4 Countervailing Power

An autonomous ARENTO with legally granted exclusive market rights in Egypt for
all telecommunicatioiJs services will exert the classic example of monopoly market
dominance. The question is whether or not this may be injurious to the people of
Egypt and the economy of the country. Monopoly and its attendant economic profits
may be reallocated away from telecommunications for other uses. The question then
becomes who controls the use of economic profits? In the current situation, other
ministries and sectors of the economy obtain use of the monopoly surplus gained
from the sale of services. Although the price levels for local access are suppressed
well below average cost, monopoly profits exist in ARENTO from other subsidizing
services. These profits contribute to the earnings taken from ARENTO by the
M~ster ~fFinance and the Ministry ofTelecommunications.
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The use of specifically targeted regulation should not yield the same result as the
current situation. Regulation, if structured correctly, can become a substitute for
competition. Prices could be regulated to achieve nearly the same expected result as
those in a competitive telecommunications market. Through the us.:. of the long run
incremental cost pricing model developed for ARENTO in Task 6 of the Cost of
ServicelRate Study performed by the K&M Team, competitive pricing levels can be
achieved and the need for subsidies to provide basic service can be significantly
reduced. The resulting effect on the economy of Egypt is a better use of
telecommunications resources and the elimination of pricing distortions that generate
telecommunications market risk.

Regulation should also serve to protect the telecommunications consumer. Through
competitive price emulation, resources will follow the appropriate market signals
given by the Egyptian telecommunications consumers. The regulators must also
define for the monopolistic telecommunications provider, expected service levels that
consumers need and can afford. The consuming public have no alternative but to
accept the levels of service provided by a monopolist. The regulatory agency should
be the focal point for consumer opinion regarding service levels and apply regulatory
pressure to achieve desired levels in the absence of free competition.

Regulation should act to protect the existence of the telecommunications firm by
encouraging investment and staying out of day-to-day operations. The regulatory
body for Egyptian telecommunications should regulate very little relative to
telecommunications basic services other than price ceilings or caps and expected
service levels. They should become aware of long run incremental costs of providing
these services which will serve as a floor for service pricing. If basic service price
are lower than this floor then the service is being subsidized by other services which
creates resource use distortions and non competitive prices.

The regulatory body should take the responsibility to allocate Egypt's finite
communications resources such as radio frequency. Frequency could be sold to the
highest bidder which would enable the owner to resell the spectrum later for other
higher valued uses. The K&M Team is well aware of how wire anrl wireless
communications are becoming more intertwined. For example, changes in the cost of
wireless technology have created the potential for wireless access to substitute for
landline distribution. Unless frequency is managed and alternative te';hnologies are
evaluated, Egypt may well find itself like the US frequently rea.l1ocating radio
frequencies from previous uses to new uses. For example, if the frequencies for
cellular radio are changed, the transmission properties of cell statbns may well be
altered. This, in tum, may either create the need to obtain new investment to relocate
and retune the cells or result in the exit of the cellular service provider from the
business. Most countries realize that radio spectrum is a critical national resource that
should be managed centrally and constantly monitored relative to its use.

Another national resource that should be managed is the numbering plan used by
Egypt Telephone numbers in other countries have been used to create competitive
advantag~ and II1anagelD~nt has.. subseqllently moved the function from individual
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industry participants to a central administrative body. Whereas, day-to-day
management of the numbering plan can be accomplished by the industry participants,
long-term planning and allocation should be the responsibility of the regulatory body.

4.4.5 Summary of Conclusions

The analysis of the Egyptian telecommunications sector relative to regulatory reform
indicates that Egypt has a problem in realignment of control over the sector that is not
atypical. The problem manifests itself in terms of slow or negligible reform of prices,
productivity and sector financing alternatives. By examining successful commercialization
efforts that have occurred in other countries and reviewing the evolution of successful
regulation, a prescription for the Egyptian telecommunications sector success can be derived.

ARENTO is a monopoly and possesses the potential to create a misallocation or waste of
vital Egyptian resources. Although its current monopoly power is curbed by ministry
intervention, the intervention has created inefficiencies in the production and planning
processes within ARENTO and significant barriers to Telecom sector policy reform. The
result is an environment with business risk over and above the risk provided by market
forces. This will tend to undervalue the assets and market potential of ARENTO if
commercialization is pursued.

Two primary aspects of the proposed sector ref"rm are required for improving the outlook in
Egyptian telecommunications investment First, ARENTO requires autonomy. The
enterprise needs to repair its internal processes that have been unlinked through ministerial
intervention. Second, a well focused countervailing power to the autonomous ARENTO
must be put in place to create a framework for Telecom sector participation. This will be a
key to ensuring that commercialization brings the best results to Egypt.

The implementation of these two facets of the prescription for reform should take place in a
three phased approach over a period not to exceed four years. In the first phase, the existing
law should be enforced and intervening decrees overridden to provide autonomy for
ARENTO. The groundwork for changing the legal oversight for the telecommunications
sector should also be laid in Phase I. Phase II should include further movement toward
commercialization of ARENTO by adopting a government held corporation status for
ARENTO. The cornerstone of Telecom sector success should be implemented in Phase II in
the fonn of an industry oversight body called the Arab Republic of Egypt Communications
Commission (ARECC). This body should regulate only the essentials to ensure the greatest
value of ARENTO assets and competitive prices and service levels are achieved. This is to
be accomplished through regulation of basic service prices and Telecom sector plan
development In the fmal phase, the stage is set for telecommunications attraction of outside
investment that will benefit the consumers, employees of ARENTO and the Government of
Egypt.

The specific regulatory and sector reform scenario outlined in this study does not represent
the only solution to the telecommunications sector problems. However, the K&M Study
Team believes is stands the greatest chance for success both from the viewpoint of
acceptance by all facets of Egyptian society and from the standpoint of the Telecom industry
itself.
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4.5 RECOMMENDATIONS

Recommendations

A THREE PHASED APPROACH TO TELECOM SECTOR REFORM

4.5.1 General Approach

The analysis of the telecommunications sector in Egypt indicates the need for rapid
implementation of two guiding principles. First, autonomy must be fostered in ARENTO
to:

• Promote short-run and long-term efficiencies ofoperation,

• optimize the return on invested Telecom sector resources,

• Position the sector for commercialization,

• Increase the value of commercialized assets,

• Define clear responsibilities for ARENTO successes and failures,

- • Include greater telecommunications market and customer influence on ARENTO
decisions.

Second, a countervailing regulatory agency must be created to:

• Protect the telecommunications consuming public,

• Develop long-term telecommunications sector plans,

• Provide project management for increased telecommunications commercialization,

• Manage finite telecommunications radio spectrum and numbering plan resources,

• Establish telecommunications standards and manage Telecom sector participant
interactions.

The recommended three phased approach is shown on EXHIBIT 4-1 - "Phases of Telecom
Sector Policy Reform".
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Phase I
"Positioning for the Future"

EXHIBIT 4-1

PHASES OF TELECOM SECTOR POLICY REFORM

Phase II
"Implementation Stage"

Phase III
"Positioned for Excellence"

{

\

•

•

•

•

ARENTO Budgetslplans approved by the
Board of Directors &; Minister of
Telecommunications

Advisory Group established to assist the Board
ofDirectors

- Commercialization and Joint Venture
Recommendations

- Outline National Telecom Plan &; Objectives
- Begin Telecom Database Development
- Detail Telecom Oversight Activities

Minister of Telecommunications, Board of
Directors and Advisory committee Frame New
Decree to Create ARECC.

Minister of Telecommunications issues Decree
Authorizing the Board of Directors to be
Autonomous.

•

•

•

•
•

•

Establish ARECC with Minister of
Telecommunications as Chainnan

Commission StaffOrgllllized

Other Communications Public &; Private Fall
Under ARECC Purview

Commission Establishes Telecom Standards

Complete Egyptian National Telecom Plan

- Service Pricing
- NetNoIklfecbnology Evolution
- Emergency &; Disaster Recovery
- Commercialization Schedule

ARECC Manages National Radio Spectrum
Use &; Numbering Plan

•

•

•

ARECC Implements Commercialization Plan

ARECC Monitors Telecom PerfOIIlWlCe &;
Standards

ARENTO Proposal for Commercialization

- Stock Proposal for commercialization
- Joint Venture Tenders Evaluated

• Board ofManagers created in ARENTO.

4-34

• Hearing Process Formalized

• Minister of Telecommunications Reports
Directly to the President

• Establish Separate Unit for "Telephone
Operations"

- Revise Board ofDirectors
- Gvmt Held ColpOration

Issue Stock &; Debt Instruments &; Pay
Dividl:nds
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4.6 POLICY REFORM·PHASE I

"POSITIONING FOR THE FUTURE"

Policy Reform -Pllase I

=

4.6.1 Reclaim Autonomy By Decree

The first phase is a strict adherence to the Public Law No. 153 through a decree issued by the
Minister of Telecommunications that authorizes the ARENTO Board of Directors to be
autonomous. This will break the decrees and other more informal forms of intervention from
other ministries. As of the date of the decree of autonomy, the ARENTO Board of Directors
will have approval authority over all planning, budgeting, financing and organization of
ARENTO. The Minister of Telecommunications will continue to have the responsibility of
oversight of ARENTO.

The current ARENTO Board of directors consists of the following members:

ARENTO BOARD

Eng. Mahmoud EI Soury - Chairman of ARENTO
Eng. Mohamed EI Selim - Vice Chairman Operations & Mainlnnance of ARENTO
Eng. Mahmoud EI Nemr - Vice Chainnnn for Finance, Administration & Commercial
Affairs ofARENTO
Dr. Abd EI Meneim Bilal - Director ofNational Telecommunications Institute (NTI)
Mr. Aly Nigm - Chairman Delta International Bank
Mr. Khairy Hashim - President ofWorkmen's Union
Eng. Mohamed Wagdi Abd EI Hamid - Chairman of Egyptian German Telecommunication
Industry
General Farouk Abu El Enien - Director of Signal Corp. (Army)
Mr. Aly Awad Saleh - Deputy State Council
Eng. Mohie EI Din Adb EI Latif· Chief of National Democratic Party (NDP)-Cairo
Vacancy

This Board consists of a cross section of three ARENTO executives and seven others who
represent various interest groups. Restructure of the Board is considered in later phases as
ARENTO moves to greater commercialization.

4.6.2 Establish an Advisory Board

An advisory group is to be established in Phase I to assist the ARENTO Board of Directors
in laying the ground work for the regulatory body to be installed in Phase n. This advisory
group may consist of members of the National Telecommunications Institute (NT!) of Egypt
and representatives from business and residence market segments. The advisory group or
council should consist of at least five members with three representing market segments
including the military and the remaining two members representing NTI relative to
telecommunication technology and legal council, respectively.
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The advisory group will provide the ARENTO Board of Directors with guidance relative to
commercialization and joint venture opportunities, provide the Board and the Minister of
Telecommunications an outline of a comprehensive national telecommunications plan that
describes the long term or ten year evolution of service prices, network design and
technology, national communications emergency and disaster recovery and Telecom industry
commercialization schedules. The plan should consist of narrative and quantitative
objectives to guide decision makers.

The advisory group will also work with ARENTO staff and the Board of Directors to
establish a telecommunications information and data base for Egypt. This information base
will enable the new regulatory body to conduct analysis of telecommunication industry
performance and trends. It will also form the basis of decision making by the ARENTO
Board of Directors.

The advisory group will work with the Minister of Telecommunications and the ARENTO
Board of Directors to frame a new decree to create the Arab Republic of Egypt
Communication Commission (ARECC). This decree should be designed to separate
ARENTO into two autonomous groups. One group becomes the regulatory body (ARECC)
and the other group becomes a franchised telephone operating company. This decree should
entail the creation of a five person commission as described later in this study. In Phase I
the Advisory Group will begin detailing the responsibilities of the regulatory body to be
included in the decree and begin to identify the people best suited to function as staff to the
regulatory body created in Phase II. The Minister of Telecommunications should establish a
well organized campaign to ensure that legislators and other ministries are familiar with the
need for the Commission.

4.6.3 Designate a Board of Managers

Also in Phase I, ARENTO will designate a Board of Managers to accept the responsibility of
running the day~to-day operations of the enterprise and designing programs to carry out the
decisions of the ARENTO Board of Directors. Public Law No. 153 outlines the
responsibilities of the Board ofManagers in detail.

4.6.4 Resolve Legal Issues-Follow the Spirit of the Law

The focus of Phase I is to create ARENTO autonomy and lay the foundation for a
countervailing regulatory authority. The time allotted for this phase should be no longer that
one year to frame the decree and identify the staff participants. A list of prioritized issues
relative to Public Law No. 153 is presented in EXHIBIT 4-2 - "Prioritized Legal Issues
Relative to ARENTO". These recommendations should be reviewed by the ARENTO Board
ofDirectors and the Advisory Council before actions are taken.

Implementation of the following ten issues should result in the desired level of autonomy for
ARENTO and give the Board ofDirectors authority to guide the enterprise effectively.

4·36 Regulatory andLegal Framework Examination andAssessment IJ
I;)-~I



....:

Policy Reform - Pllase J

EXHIBIT 4-2
pmORITIZED LEGAL ISSUES RELATIVE TO ARENTO

Page I of2

• Change Tariffs: The administration of Article 12 of Law 153 (see attachment A)
constrains pricing adjustments for "basic telephone service", There is no formal process
for requesting or evaluating the need for rate and tariff changes. The current process is
based on informal discussions that may lead to informal concurrence to propose changes
in the tariffs. As more likely than not, however, there is rarely concurrence that tariffs
should be changed, consequently rate changes are not proposed leaving rates historically
below costs for some services that require subsidization from rates of other services.
Under Law 153, rate changes must be proposed and approved by the ARENTO Board of
Directors and subsequently reviewed and approved by the High Policy Committee. If
approved by the High Policy Committee, a decree is issued by the Ministry of
Telecommunications whereupon the changes become effective. If the Board of Directors
approved rates are not approved by the High Policy Committee, any difference resulting
in revenue shortages are to be paid by the GOE to ARENTO. In actual practice, to avoid
paying revenue shortages that may develop if rates are not approved, the only proposals
that are sanctioned by the GOE to be put forward are those proposals where there has
been informal concurrence and agreement that the changes would be approved. Hence,
there are never proposals put forth, no matter how meritorious, that would be
disapproved. This informal proposal and approval process prevents cost based pricing
for basic services and deters revenue generation adequate to cover investment. The
process places any proposed price increases .:',lr basic service in a highly political arena
for approval.

• Cost Based Tariffs: Article II of Law 153 states that all services covered under the law
should be based on correct standards of cost accounting. This article is being ignored
relative to pricing local access and usage of telephone service.

• Reimbursement: Law 153 Article 12 Item 3 states that GOE must reimburse ARENTO
from the General Fund for the provision of services that do not generate revenues to
cover costs. This provi.sion is currently being ignored and creates the need for increasing
the price to consumers for local access and usage.

• Custom Duties: Law 153 Article 11 states that ARENTO is exempt from customs duties
for all foreign equipment purchases. The Minister of Finance has subsequently been
enforcing another law that assesses significant import duties on ARENTO for equipment
purchases. This enforcement is in violation of Article 28 which states that "any other
regulations contradicting this Law (Law 153) is henceforth canceled."

• Retain Project Earnings: Article 8 of Law 153 states that ARENTO may retain or keep
net surplus funding for projects to provide telephone services covered under the law.
Currently, ARENTO has been subject to funds withdrawal by the Ministers of Finance
and Transportation for use on non telecommunications projects.
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EXUlDIT4-2
PRIORITIZED LEGAL ISSUES RELATIVE TO ARENTO

Page 2 of2

• ARENTO Chairman's Salary: Article 16 of Law 1S3 gives President Mubarak the
responsibility for appointing the Chairman of ARENTO specifying the Chairman's salary
and allowances. This appointment has not included mention of a salary level and, as a
result, the Chairman's salary is subject to the published government scale. The
Chairman's salary is not set at competitive levels compared to like positions in
telecommunications firms in other countries. In order to attract the best talent for the
Chairman's position, the law should be followed to create a competitive salary.

• Salaries: Law 153, Item 18 and 26, states that \\-ages, salaries, bonuses and incentives
are issued by a decree from the Minister of Telecommunications after the approval of the
Board of Directors of ARENTO "regardless of the governmental rules and regulations".
Under the current decree ARENTO is restricted to government scale relative to the way it
compensates its employees which falls under the responsibility of the Minister of
Telecommunications. The current decree should be am~;uj~rl to in-:;lude salary self­
determination in ARENTO that will enable the recruitme'jt and retention of high quality
managem~nt, supervisory and craft employees.

• Employee Procedures: Item 18 and 26, provides that regulations for other aspects
employee procedures including recruitment, employee evaluation procedures and
promotions are issued by a decree from the Minister of Telecommunications after
approval by the Board of Directors. Under the current decree ARENTO is restricted to
general government practices. This law should be amended to allow employee practices
to be self-determined by ARENTO in order for proper and competitive incentives to be
initiated.

• Organization: Under Law 1S3 ARENTO and its Board of Directors have the authority to
set organization structure. Currently, the organizational structure has been subject to
approval by the Central Agency for Organization and Administration. We suggest that
the law should be followed to allow ARENTO to configure operations to meet the needs
of the marketplace. This would include redv~mg manpower in some areas and
refocusing it in other areas to reflect the changinr" technology and service requirements.

• Board of Managers: Law 153 Items 21 clI1d 22 outline the membership and
responsibilities of a Manager's Board that would assist the Board of Directors in the
evaluation of various alternatives and opportunities available to ARENTO and ensure the
implementation of approved projects. This portion of the Law should be implemented to
improve information flow between ARENTO and the Board of Directors as well as to
empower the Manager's Board to accomplish approved programs.
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4.7 POLICY REFORM-PHASE II

"IMPLEMENTATION STAGE"

Policy Reform - Phase JI

•

=

In Phase II the Commission is formally established and its members are proposed by the Board
ofDirectors of ARENTO and the Minister ofTelecommunications. Membership on the ARECC
is by appointment from the President of Egypt. The four members of the advisory group may be
,=uickly transformed into the working ARECC upon approval of the President. The Minister of
Telecommunications could accept the additional role as Chairman of the ARECC to ensure
consistency in telecommunications policy application and define the Minister's oversight of the
industry in general and not the newly autonomous telephone operations unit within ARENTO.

4.7.1 Arab Republic of Egypt CommuniCSltions CommissEon Overview

The ARECC is a separate, autonomous and independent ARENTO entity directly responsible to
the Board ofDirectors to effectuate Egypt's national telecommunications policy. Established by
legislation under authority contained in Public Law 153, it is charged with regulating
communications by wire, satellite, cable, radio and television. Its jurisdiction covers all reg:ons
of the country and international communications to and from Egypt. One of the primary
functions of ARECC is to set rates and service standards for all basic telecommunications
services.

The ARECC is directed by five Commissioners appointed by the President of Egypt for 5-year
terms, except in filling an unexpired term. The President designates one of the Commissioners,
the Minister of Telecommunications, to serve as Chairman. The Chairman's tenure is at the
pleasure of the President. No more than two Commissions may be members of a GOE cabinet
ministry. None can have financial interest in any Commission related business.

The Chairman, aided by the Managing Director, administers the Commission's internal affairs.
The Commissioners supef\'ise all ARECC activities, delegating responsibilities to staff units and
to committees of Commissioners.

4.7.1.1 AUECC Staff

Commission staff should be organized by function. There should be separate operating
offices dealing with national telecommunications basic services, national radio and
wireless services, international telecommunications and mass media or broadcast
services. In addition, there should be offices such as the Office of Legal and Regulatory
Policy, Office of Infrastructure Planning and Technology Standards, Office of Pricing
and Economic Policies and an Office of :Public and Legislative Affairs. A further
description of the ARECC Staff is shown on the organnation chart in EXI-llBIT 4-5 ­
"Arab Republic of Egypt Communications Commission Functional Organization Chart"
and discussed lawr in this study.

The staff will conduct activities that support the rulings of the Commission and support
decision making by the Commission. This includes monitoring the radio spectrum to see
that stations meet technical requirements, inspecting Iltations of all types, conducting

--
r

"
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examinations and issuing pennits and licenses to applicants found qualified, locating and
closing unauthorized transmitters and telecommunications equipment, locating sources of
interference and suggesting remedial measures, doing special engineering work for other
governmental ministries and obtaining and analyzing technical data for Commission use.

The ARECC, with the assistance of its staff, oversees pricing changes, practices,
classifications and regulations for foreign and national communication by wire, cable and
radio; considers applications for construction of new facilities and discontinuance or
reduction of service; acts on applications for mergers or joint ventures in
telecommunications; and acts upon the granting of operating franchises and the
introduction of competition into the telecommunications market place.

4.7.1.2 ARECC Functions and Responsibilities

....

4.7.1.2.1 Protect the Public Interest

:::

The Commission is responsible for fixing and/or approving proper and adequate rates for
all basic telecommunications services. The process steps for changing rates or other
basic telecommunications service characteristics are described in APPENDIX M "Steps
in Rule making". In addition to approving basic service rates for telecommunications,
the Commission will review and approve plans that move toward the goal for the
provision of basic service for all citizens ofEgypt.

The responsibility for protecting the interest of the public extends to the control of
commercialization within the telecommunications industry in Egypt. In this respect, the
Commission is responsible for developing an effective plan for introducing and
promoting commercialization of telecommunications which, in tum, should result in less
basic service price regulation by the Commission over the long run. In addition, the
ARECC is responsible for conducting investigations llll necessary to determine the
existence, impact and scope of commercialization in the telecommunications industry,

.including defining the dominant carrier or carriers, defining telecommunications markets
and defining basic telecommunications services subject to price regulation. Until
commercialization occurs, the ARECC will act on behalf of the people of Egypt to
substitute basic service price regulation for competitive service pricing. In effect,
ARECC will operate as a substitute for competition and protect the public interest by
influencing rates and services of the Egyptian telecommunications industry.

..

4.7.1.2.2 Promote Communications Standards

4-40

Standards in communications are essential to the provision of an efficient and robust
infrastructure.

The ARECC, with the assistance from its staff, will determine and resolve critical
standards issues. They will ensure appropriate interface capabilities between
communications network providers including ARENTO in Egypt. The ARECC will
enforce these standards through license denial, fines or other penalties.
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Resolve International Telecommunications Matters

The ARECC is charged with national administration of telecommunications provisions of
treaties and international agreements to which the GOE is a party. Working with the
Ministry of International Affairs, it participates in related international conferences. It
licenses cable and radio circuits from Egypt to foreign points and regulates the
telecommunications companies.

It will license radio stations of Egyptian planes and ships in international service, and ,
under international agreements and upon request, inspect the radio equipment of foreign
vessels touching Egyptian ports. Further, it is the medium for resolving cases of
interference between domestic and foreign radio stations.

4.7.1.2.4 Promote Safety anlJ Protect Property

1
The Commhision is also responsible for the safety of life and property of citizens of
Egypt. Thplt is the Commission shall investigate and study all phases of potential
problems related to telecommunications that may threaten the safety and property of the
citizens of Egypt. Telecommunications installation on police, fire and other protective
systems are in this category.

4.7.1.2.5 Participate in Studies and Research

The Commission is required to study new uses of telecommunications including
experimental uses of frequencies and generally encourage the larger and more effective
use of telecommunications in the public interest. Cooperation is to be maintained with
the GOE and commercial telecommunications research and development groups in
Egypt. In connection with its research activities, the ARECC is to work closely with the
National Telecommunications Institute (NT!), ARENTO - Telephone Operations and
other telecommunications industry participants to carry out policy studies to provide
information on complex questions facing the Commission.

4.7.1.2.6 Facilitate National Defense and Disaster Recovery

Wire and radio commun1cation facilities that aid the national defense form one of the
basic responsibilities of the ARECC. The Commission will work with the military to
determine precisely what functions should be undertaken Ily the ARECC. The
Commission should supervise the creation of an emergency broadcast system to notify
and instruct the public in the event of an enemy atta.:k or natural disaster. The ARECC
cooperates with Egyptian telecommunications providers and other GOE authorities in the
preparation of emergency plans. The Commission is responsible for developing and
implementing a plan for Telecommunications relative to national emergency and disaster
recovery.

4.7.1.2.7 Administer and Regulate Radio Spectrum

The ARECC is responsible for the administrafion, licensing and monitoring of radio
spectrum use in Egypt. Since radio spectrum is a finite national resource which has
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many public and private uses, the ARECC is responsible for oversight and regulation of
this resource on behalf of the people ofEgypt.

The ARECC processes applications for constlUction permits, assignment and transfer of
control of licenses, licenses for all classes of non governmental stations; assigns
frequencies, power and call signs; authorizes communications circuits; modifies and
renews licenses; inspects transmitting equipment and regulates its use; controls
interference; reviews technical operation; IicenSp.5 radio operators (commercial and
amateur); and takes remedial action when necessary. The Commission does not license
equipment used for reception only.

The Commission allocates spectrum space for radio and television broadcast services;
assigns frequencies and call identifiers to stations; designates operating power and sign­
on and sign-off times. The Commission also issues construction permits and inspects
technical equipment. In order to promote commercialization of communications, the
Commission may limit the number of broadcasting or communications outlet'l that any
one individual or company may own. For example, the Commission may hold that the
same owner cannot operate more than one station of the same kind in the same place.
Since radio and television stations are not classified as common carriers, the Commission
does not regulate their rates.

The Commission will not judge or censor program content. It will not have any
regulatory responsibility in the program content area. It will ensure, however, that
certain rules relative to good broadcasting and communication are adhered to including
station identification.

[
•

4.7.1.2.8 Ra~e ChHnge Requests

The ARE<.. C is a governmental agency which approves basic telecommunications service
rates and standards for all telecommunications providers in Egypt. The Commission
must be prepared to consider many cases each year involving proposals to change basic
service rates that are charged to customers. Rate cases resemble other kinds of court
cases with which most people in Egypt are familiar.

The central issues in most rate cases are usuaI:y the same. Should the
telecommunications firms be granted basic service rate increases? If so, how should the
prices be structured and from which groups u~ .:ustomers will the firm collect the
revenue? A basic service rate increase request filed by ARENTO - Telephone
Op~rations or other telecommunications firms must be followed by a public hearing.

4.7.1.2.9 Public Hearing Process

4-42

An ARECC case is usually heard by the entire Commission along with its General
Council. The Public Affairs Staff of the ARECC is resporsible for providing public
notice of the rate case and public hearing at least thirty days prior to the hearing. This
notice takes the form of a "Rate Change Application Notice" and must appear at least
once a week for four consecutive weeks in newspapers that are widely circulated in
Egypt. This notice gives interested parties an opportunity to record complaints with the
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Public Affairs Office of the Commission or to request to participate in the proceedings
as an intervenor. All hearings are open to the public.

An intervenor is any individual or group that has shown an interest in the outcome of the
case and has made a timely written request for intervenor status. The ARECC General
Council recognizes intervenors at a prehearing conference. Intervenors may include
ARENTO Telephone Operations customers, city governments, businesses, industries, or
other organizations. Intervenor status allows a party to present testimony and to cross­
examine witnesses. Each intervenor also receives notice of all hearings and copies of all
documents filed in the cases.

The ARECC General Council holds a prehearing conference in which participants in the
case aettle any questions regarding the procedure to be followed during the hearing.
Intervenors are n&med, the dates for submitting evidence and testimony are set and the
hearing date and time is established.

At the beginning of the hearing, service customers may appear to comment on any part
of the application for rate increase. These service customers should register themselves
as intervenors with the ARECC Public Affairs Office before the hearing begins. The
telecommunications fmn representatives, public intervenors and ARECC General
Council make opening statements. The telecommunications (ARENTO) representative
presents the case supporting the application for basic rate increases. In the rate case, the
telecommunications firm must generally prove that its requested rate change is
reasonable and necessary. The intervenors and the ARECC General Council cross­
examine the ARENTO Telephone Operations witnesses. Each intervenor presents oral
testimony which is subject to cross-examination by the ARENTO Telephone Operations
General Council as well as ARENTO Telephone Operations representatives.

The ARECC General Council presents the ARECC staff findings and position to the
Commission. ARENTO - Telephone Operations and intervenors cross-examine staff
witnesses. ARENTO - Telephone Operations is then entitled to present rebuttal
tC;ltimony to refute the positions of any of the other parties (staff or intervenors). All
parties make closing statements andlor file legal briefs summarizing their positions.

After the hearing has adjourned, the ARECC we;ghs the evidence, reaches a decision and
writes a report or "final order" describing a COUI1le of action which is reviewed by the
General Council to ensure appropriate legal terminology. If the ARECC feels that
adequate evidence has not been presented to reach a decision, they may vote to remand
the case for further hearing. The report in the form of either a "final order" or "remand"
is distributed by the ARECC Public Affairs Office to the telecommunications firm,
intervenors and the ARECC staff.

4.7.1.3 ARECC Staff Offices

This section generally describes the functions and responsibilities of other ARECC Staff
Offices. Phase I activities by the ARENTO Board of Directors Advisory Group will
further defme Staff Office roles.
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Communications Information & Industry Compliance

This office is responsible for determining the telecommunications information needed by
other staff offices and the ARECC itself. This section will develop an Egyptian
Telecommunications Data Base that will serve to provide information for developing
long range network infrastructure and market structure plans and provide Egyptian
Telecom sector performance results that can be used to influence Commission decisions.

This office will acquire descriptive network and network performance information for all
public and private Egyptian communications industry participants. It will store special
instructions and responsibilittes of each industry participant for network restoration after
national emergencies or disasters. In addition, this section will establish schedules for
monitoejng network pertbrmance and adherence to technology standards set by the
ARECC. For ell.ltJ11ple, this group will be reLl'onsible for monitoring radio frequency use
and detecting violations. The manpower associated with these responsibilities includes
field personnel who actively gather and report industry compliance information. This
information is to be collected thro\.gh site inspections and surveys.

Detailed .accounting or financial analysis of either public or private sector participants
will not b\~ conducted by this office. This is due to the fact that the ARECC will not
become involved in rate of return regulation. This office will, however, obtain sector
participan'; incremental cost of basic service information to be used by the Office of !!!!!

Pricing alld Economic Policy in rate analysis.

The Offi ce ofCommunications Information & Industry Compliance will issue and record
common carrier licenses upon the approval of the ARECC. They will also track industry
prices for all services including those that are not price regulated. In general, this office
will be staffed with current ARENTO - Telephone Operations employees and others that
currently conduct similar activities.

4.7.1.3.1 Office of Infrastructure Planning and Technology Standards

444

This office is responsible for providing a major contribution to the development of the
"Egyptian National Telecommunications Plan" that will serve as a road map for ARECC
decisions. The plan is intended to be high level with regard to the description of the
national network that includes public as well as private components. The plan will also
describe the desired technological solutions to be implemented, generic services to be
provided and a description of the public and private participants in the
telecommunications sector. It will serve as a guide to public and private
telecommunications enterprises regarding the development of tactical plans to meet
national telecommunications expectations and milestones. It will also serve as a guide to
the ARECC that identifies critical points in the evolution of the Egyptian
telecommunications industry and points in the Telecom infrastructure where competition
can be introduced and promoted.

This group is responsible for determining private and public network performance and
interface standards. They will assess the international telecommunication community of
interest ofEgypt and ensure appropriate national and international network standards are
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identified and communicated to the participating public and private Telecom enterprises.
This is to be accomplished to prevent proprietary Telecom equipment that does not meet
the planned network infrastructure requirements from being placed in the national public
and private network.

This office is responsible for the planned allocation of national communications
resources and the national "Numbering Plan". For Example, the allocation of radio
frequencies base of a long-range telecommunications technology and industry evolution
plan is to be facilitated by the office. The current ARENTO - Telephone Operations
employees that serve on the frequency allocation committee are an excellent source of
manpower for this office.

4.7.1.3.2 Office of Pricing and Economic Policy

The Pricing and Economic Policy group is responsible for ensuring that monopoly
pricing does not appear in the Egyptian telecommunications marketplace. This office is
critical to the protection of the Egyptian public against telecommunications monopoly
pricing. They will exercise the principle of "show cause" in the evaluation of
telecommunications basic service price changes offered to the public sector. For
example, they will evaluate the evidence for local rate increases that may be proposed by
ARENTO - Telephone Operations and detennine if the public interest is served by the
increase. They will present their findings to the ARECC to facilitate appropriate
judgment by the Commission on an ARENTO - Telephone Operations b&Sic service price
increase request.

In addition, this office will specifically identify when and if, services are to be
considered non-regulated or "basic services". Although ARENTO - Telephone
Operations is classified as a public telecommunications provider, they may offer specific
unregulated services such as caU waiting, call forwarding. voice messaging and others
that can by priced by ARENTO - Telephone Operations without approval of the ARECC
or any other government organizations.

This group will provide comment and analysis to the ARECC regarding proposed
national and intemational telecommunications enterprise mergers and acquisitions. Since
the ARECC has approval authority on all mergers and acquisition of public or regulated
telecommunications finns in Egypt, this group will provide the economic impact
analysis of these business relationships.

The Office of Pricing and Economic Policy will provide service pricing and market
structure plllJ'l contributions to the "Egyptian National Telecommunications Plan". These
contributions .J4Itline sector commercialization timelines based on market analysis and
the technology plan infonnation derived by the Office of Infrastructure Planning and
Technology Standards.

This office wiU also be a key participant in the public hearing process and provide
testimony and comments to the ARECC on the justification of rc:quested price changes.
As a result of these responsibilities, the Office should lJe staffed by experienced
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ARENTO - Telephone Operations, NTI or newly hired personnel that have extensive
backgrounds in telecommunications economics and service pricing.

4.7.1.3.3 Office of Legal and Regulatory Policy

- ...
This office is to cast ARECC decisions in the appropriate legal structure to become law.
It is to provide interpretation of existing laws and decrees and advise the ARECC of
potential legal conflicts and decision precedents. This group is also to direct suits against
violators of ARECC decrees and promote legal settlement ofoutstanding suits.

It is to provide straightforward interpretation and notice of ARECC pending decisions
and final rulings to various telecommunications industry participants by working through
the Office of Public and Legislative Affairs. The primary role of this group is to provide
ARECC with legal council an all matters brought before it. It is to manage and facilitate
the public hearing process described later in this study.

4.7.1.3.4 Office of Public and Legislative Affairs

..:

This office is the liaison between the ARECC and mass media, the public and the
executive and legislative branches of the Government of Egypt. It is responsible for
publishing hearing notices and the results of hearings and ARECC decisions in the form
of fmal Commission rulings. This office is also the information and education arm of the
ARECC on telecommunications issues to the various members of the Peoples' Assembly.
This group may be the smallest of the ARECC Staff organization but must be populated
with experienced public and legislative affairs people.

4.7.1.3.5 Office of National Telecom Services

This office serves as the subject matter expert on the basic local and national
telecommunications service offered by ARENTO - Telephone Operations and any other
provider of basic services. This group recommends service objectives for basic local and
national telephone service and monitors through the Office of Communications
Information and Industry Compliance basic service pricing and service levels. Services
addressed by this office include local business and residential access, priority service, call
allowances, national toll subscriptions and national toll services. Service levels include
transmission quality, call completion, service outages, and service waiting list
administration. In addition, this office provides assistance to the Office of Pricing and
Economic Policy relative to detailed analysis of basic service long run incremental costs.
It also develops and monitors the prolluctivity of ARENTO - Telephone Operations and
other price regulated service providen; (if any). Productivity monitoring will be useful if
price cap regulation is adopted by the AIWCC.

4.7.1.3.6 Office of InternatiOl;'" t:'~.dmunications Services

The same functions performed for local and national services are applied by this office
on international communications services. This includes subscription rates, international
toll rates, discount plans and service levels for international telephone and telex services.
This office should be aware of the incremental cost of providing international services
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and the degree of subsidization to other basic selVices that flows from international
telephone sClVices.

This office is also responsible for identifying any issues that may derive from
international telecommunications interface such as standards and selVice levels.
ARENTO has experienced international selVices manpower to fill vacancies in this
group.

4.7.1.3.7 Office of National Radio and Wireless Services

The same functions performed by the previous service aligned offices are performed by
this group. They have an additional focus on spectrum requirements an use. Frequency
use and service level monitoring is a key function of this group to ensure customer
expectations are met. This group does not perform either cost or price analysis since this
industry component is not to be price regulated. NTI and ARENTO - Telephone
Operations have wireless expertise that can be tapped to create this group.

4.7.1.3.8 Office of Mass Media and Broadcast Services

This office monitors radio and television frequency use for all broadcast applications.
They recommend broadcast licensing policy and comment to the commission on the
viability of license applicants. In addition, this office recommends National SelVice
Objectives specifically relative to Emergency Broadcast System participation by the
radio and television broadcast industry in Egypt. NTI and the broadcast industry itself
may provide the expertise to staff this group.

4.7.1.3.9 Office of Managing Director

This office is the administrative arm of the Commission. The Commission Managing
Director will establish a review docket or schedule of issues to be addressed by the
Commission. The Office of the Managing Director will provide other support to the
Commission in terms of human resources management, ARECC and ARECC Staff
budgeting and financial reporting, "National Telecommunications Plan" coordination and
publication as well as various other administrative functions.

4.7.1.4 Alternative Methods of Public Participation in the Oversight Process

Citizens of Egypt may participate in the ARECC decision making process in other ways
besides becoming designated as intervenors and speaking at rate hearings. They may
write letters or petition the ARECC stating their position about the rate request. All
letters and petitions are received by the ARECC Public Affairs Office and placed in a
case file held by the General Council. The case file is then reviewed by the ARECC
before the hearing.

4.7.2 Proposed Role of ARENTO

The ARENTO Board of Directors also accepts broadened responsibilities during this phase.
Under this proposal the Board will have primary responsibility for the following:
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• Approval of the five-year capital investment and project plans,

• Approval of annual operations budgets,

• Propose ARENTO - Telephone Operations product and service price changes to the
ARECC,

• Approve organization changes, employee promotions and employee compensation
structure (see "Operation Organization" Section 5).

• Approve operational and project funds sourcing from ARENTO internally generated
funds, national loans or foreign loans to ARENTO,

• Declare dividends on ARENTO stock held by the Minister of Finance on behalf Df the
GOE.

This list reveals a major change in the way ARENTO operates relative to the GOE. In the first
phase an agreement is reached with the GOE through the Minister of Telecommunications to
issue either preferred or common stock to the GOE as shares in the equity of ARENTO ­
Telephone Operations. During this phase, the Board of Directors for ARENTO - Telephone
Operations will declare dividends to be paid on each share. This moves ARENTO - Telephone
Operations closer to a commercialized fum and provides Board members experience in running
a commercialized el1l.:1rprise.

As previously discussed ARENTO occupies the role of primary public sector provider of
telecommunications services in Egypt. Under the Study Team proposal, this primary role is
continued. The ownership and management of finite public telecommunications radio spectrum,
however, transfers to the ARECC which grants licenses for its use by public or private
telecommunications providers such as ARENTO - Telephone Operations. In this sense the
purview of ARENTO - Telephone Operations is narrowed but this is offset with greater
autonomy in operations and investment decision making.

The role of other ministries in the ARENTO planning and budgeting processes reflects a wide
and dispersed decision making authority relative to ARENTO investment and financial
perfonnance management. This Study Team recommends that the following points need to be
addressed in Phase II relative to the influence and management of ARENTO - Telephone
Operations by other ministries:

• Item 1 of Law 153 should be changed to eliminate the reporting relationship of the
Chairman of ARENTO to the Minister of Telecommunications and replace it with a
direct reporting relationship to the Prime Minister or preferably the President ofEgypt,

• Eliminate Item 20 of Law IS3 which requires board decisions to be submitted to the
Minister of Telecommunications,

• Change the provisions of Item 26 of Law No. 153 to eliminate the Minister of
Telecommunications reference and replace it with the ARENTO Board ofDirectors,
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• Eliminate all other references to the direct authority of the Minister of
Telecommunications in Public Law No. 153 and replace it with references to the
President of Egypt with the exception of Item 12 mentioned below,

• The provisions of Public Law No. 153 arc strictly enforced which preclude ARENTO
five-year or capital investment plan approval by any ministries of the GOE,

• The provisions of Public Law No. 145 relative to the approval of the ARENTO annual
operations budget is strictly enforced which excludes review and approval by any GOE
ministry,

• Item 12 of Public Law No. 153 which involves the Minister of Telecommunications and
the Cabinet in rate making approval should be revised to substitute the newly proposed
ARECC for sole rate approval,

• In addition to these changes relative to other ministry influences, the make up and
appointment of the ARENTO Board ofDirectors described in Item 17 of Public Law No.
153 should be changed to include only the following Board members:

- ARENTO Chai1ll1an (Chairman of the ARENTO Board ofDirectors)
- ARENTO Vice Chairman of Finance Administration and Commercial
- ARENTO Vice Chairman Planning
- Deputy Minister ofFinance
- Deputy Minster of International Cooperation
- Legal Council
- Workman's Union Director
- Business Community Representative
- Residential Community Representative

The K & M Study Team recommend~ that the Board of Directors of ARENTO is reduced in
size to accommodate potential new partners with commercialization and revised to create
stronger market representation. The representatives from the Finance Ministry represents the
stockholding entity of the GOE relative to the shares issued by ARENTO.

4.7.3 Role of Government in Telecom Policy

The role of the Government of Egypt in establishing telecommunications policy is shown
below in EXHIBIT 4-3 "Egyptian Telecommunications Infrastructure Participants". The
major participants in Egypt's telecommunications infrastructure development and the
hierarchical role that the GOE plays in influencing the sector does not significantly differ
from the policy hierarchy set out in Public Law No. 153.
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EXHIBIT 4-3
EGYPTIAN TELECOMMUNICATIONS INFRASTRUCTURE

PARTICIPANTS
,-_.._-----------.,

President of Egypt,
Prime Minister or
Minister of Telecommunications Peoples National Assembly

Telecommunications Commission Chairman

Arab Republic of Egypt
Communication Commission

""1---1 ARECC Staff

ARENTO &
Cellular Carrier

Business and
Residential
Consumers

Telecom in
Other Ministries

Value Added
Telecommunications
Enter rises

Business
Consumers

In the proposed plan, the Minister of Telecommunication's role is to create the environment
for telecommunications sector evolution that best meets the needs of Egypt. The Minister
accomplishes this by using the Commission and its staff to define broad telecommunications
industry infrastructure objectives which currently do not exist and define the rules of market
conduct for the industry. This environment must protect teiecommunications users from the
monopolistic forces of some enterprises, define and establish guidelines for promoting
competition in selected areas of the industry and establish a definitive plan for
telecommunication infrastructure development anJ public telecommunication resource use.

A description of the proposed Arab Republic Communications Commission (ARECC) is
shown in Exhibit 4-4 "Proposed Arab Republic of Egypt Communications Commission".
This commission has sole governmental authority relative to telecommunications industry
development and performance. Its authority is not to be superseded by any other ministry or
governmental body. In addition, as shown in Exhibit 4·3 "Egyptian Telecommunications
Infrastructure Participants", the Telecommunications Minister is to report directly to the
President of Egypt to provide direr;( decision making authority on national and international
telecommunications issues. This is to reduce the intervention on critical telecommunications
matters from the vested interests of ether ministries.
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EXUIDIT4·4
PROPOSED ARAB REPUBLIC OF EGYPT

COMMUNICATIONS COMMISSION

Telecommunications Commission Chairman

ClImmission Members

Business
Representative

R=sidential
Representative

Government
Representative

Industry
Representative

-,.

Commission Staff

• Communications Information & Industry Compliance
• Infrastructure Planning and Technology Standards
• Pricing and Ec.momic Policy
• Legalllnd Regulatory Policy
• Public and Legislative Affairs
• National Telecommunications Services
• National Radio and Wireless Services
• International Telecommunications Services
• Mass Media and Broadcast Services

The Commission is decidedly small to facilitate rapid but thorough education of the members
and concise decisions on issue brought before it. The Commission consists of members that
represent the major stockholder groups within Egypt and each is appointed by the President
of Egypt for at least a five year term. Each member is selected to represent a point of view
and a specific community of interest within the nation. Decisions from this group will
manifest in proposed law to be delivered by the Minister of Telecommunications or
(Chairman of ARECC) to the Prime Minister, the President and the Peoples Assembly,
respectively, for approval.

The Commission Staff should be identified and the organization structure filled with the
appropriately talented people. Many Candidates may come to the Commission Staff from
ARENTO ' Telephone Operations and NTI. The organization of the Commission Staff is
described in Exhibit 4-5 "Arab Republic of Egypt Communications Commission Functional
Organization Chart".
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EXHIBIT 4-5
Al'ab Republic of Egypt Communications Commission

Functional Ol'ganization Chal'f
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Issues brought before the ARECC will be directed by the appointed secretary of the
Commission or "Managing Director", The Commission Managing Director will establish a
review docket or schedule of issues to be addressed by the Commission. The Office of the
Managing Director will provide other support to the Commission in tenns of human
resources management, ARECC and ARECC Staff budgeting and financial reporting,
National Telecommunications Plan coordination and publication as well as various other
administrative functions.

The ARECC Staff should consist of the best telecommunications experts who are appointed
by the chainnan of the ARECC from the staff of the National Telecommunications Institute
(NTI) or ARENTO - Telephone Operations. These appointees may be full time or part time
instructors at NTI but must have no conflict of interest in ARENTO - Telephone Operations
or any other enterprise or organization that is regulated by the ARECC. Regardless, they
should be premiere telecommunicatk.•iS professionals who are familiar with the latest
technologies, analysis techniques and issues in the national and international
telecommunications arena.

The ARECC Staff is responsible for educating each Commission member on the issues to be
addressed and recommending courses of action to be taken by the Commission, Final
decisions on all issues lie with the ruling of the majority »f Commission members, In order
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to further obtain information on some issues such as service pricing or service levels, the
Commission may request public hearings. The ARECC Staff is responsible for facilitating
:he public hearing process and assisting the ARECC in acquiring information during the
course of the hearings to make well informed decision.

Regulatory andLegal Framework ExaminatIon andAssessment
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4.8 POLICY REFORM-PHASE III

"POSITIONED FOR EXCELLENCE"

4.8.1 Present Commercialization Plan to the ARECC for Approval

In this phase ARECC implements programs to accomplish commercialization as described in
the "Egyptian National Telecommunications Plan". The Commission has a knowledge of
ARENTO - Telephone Operations performance and pricing subsidies are in the process of
being eliminated or managed. During this phase, the ARENTO • Telephone Operations
proposal for commercialization is presented to the Commission.

ARECC in conjunction with ARENTO - Telephone Operations prepares basic service
quality, level and price benchmarks expected over the next five years with the joint venture.
Benchmarks for other productivity measures such as employees per access line are developed
and designed into a stipulated agreement. These benchmarks are written into a request for
proposal released to interested parties to commercialization.

The ARENTO - Telephone Operations Board of Directors has a proposal that reformulates
the Board of Directors to include members of the business consortium that will participate in
the commercialization process. The ARENTO - Telephone Operations Board is prepared to
grant the issuance of common stock to the commercialization participants. In addition,
shares are set aside for distribution to employees. The Board of Directors have evaluated
various tenders from potential joint venture partners. The Board has presented its
recommended partners proposal along with an ARENTO - Telephone Operations revised
Board Membership description and the stock distribution plan to the ARECC. A dividend
payout plan for the first five years is also presented along with planned debt structure. In
addition, the five year financial and operational results of a joint venture have been estimated
by the Board and presented to ARECC.

4.8.2 The ARECC Holds Public Hearings and Renders Decision on Plan

The process culminates with a public hearing relative to the proposed commercialization and
a decision rendered by the ARECC on the matter. After the tender has been accepted,
ARECC designs a monitoring program to ensure that the joint venture is providing the
expected level ofservice to the people ofEgypt.
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Implementation Guidelines

4.9 IMPLEMENTATION GUIDELINES

4.9.1 Resources

The funding for the ARECC with an approximate headcount of fifty staff employees and five
commissioners may not ex.;eed the existing salary requirements of ARENTO, NTI and other
government agencies currently involved in the tasks described as the responsibilities of the
ARECC. The incremental cost of the ARECC operation should be funded out of ARENTO
and other public telecommunications finn's earnings. Currently, ARENTO will bear the cost
of the ARECC. This investment in ARECC will more than likely pay for itself when the
increase in the value of a successfully commercialized ARENTO is considered.

4.9.2 Action Plan Reform Timelines

A realistic timeline for the accomplishment of the three phased approach is shown in
EXIllBIT 4-6. The first phase should not be hindered by any major barrier since the
autonomy of ARENTO can be achieve largely by a single decree by the Minister of
Communications to follow the existing law. The entire year of Phase I can essentially be
used to preposition legislative and legal char.'ges that will be required to implement the
ARECC. Staffing the ARECC to adequate levels with the appropriate candidates may
require one year to eighteen months. As a r.esult, Phase II may require two years to
complete. The solicitation and evaluation of commercialization tenders may require at least
one year in Phase m.

EXlDBIT4-6

PHASE;, OF TELECOM SECTOR POLICY REFORM

Ph.se I
"Positioning for the Future"

One Year

1994-95

I'hasell
"fmplemen~t1onSt.ge"

Two Years

1995·1997

I'h.se ffI
"P05It1oned ror the Future"

One Year

1997·1998
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SECTIONS

5.1 SUMMARY

ORGANIZATIONAL STRUCTURE AND
OPERATIONS EXAMINATION AND
ASSESSMENT

Summary

Study Background and Purpose

ARENTO faces a number of constraints which if uncorrected will seriously impede the
overall efficiency of its network and operations. These constraints involve pricing,
financing, wage and salary administration, the retention of key personnel and institutional
and organizational structures that require major changes within the political, legal and
regulatory frameworks to resolve.

A comprehensive examination and assessment of the Egyptian Telecommunications Sector
was initiated to determine the nature of changes to be made, the form they should take and
how and when the changes might be implemented. Emphasis has been placed on
recommendations where the goal is to enhance the efficiency and effectiveness of the
Telecommunications Sector by increasing the institutional and fiscal autonomy ofARENTO.
Two previous studies have been commissioned by the United States Agency for International
Development (USAID) that have addressed some of these structural concerns. Those studies
are:

1) Operations Maintenance Study, dated August 1993, performed by Teleconsult, Inc.
and Harza Engineering, Inc.

2) ARENTO Cost of Service/Rate Study dated September 1993, performed by K&M
Engineering

To provide USAID with a comprehensive evaluation, the findings from these prior studies
have been thoroughly reviewed and relevant recommendations have been integrated into and
made a part of this Policy Reform and Institutional Development Assessment.

This section of the Final Report the fmdings, conclusions and recommendations associated
with Task 4, Organizational Structure and Operations Assessment.

Goals and Objectives

This examination and assessment of ARENTO's Organizational Structure and Operations
will identify specific opportunities for improvements which will strengthen its long-term
competitive and financial positioning through effective planning, operation and management
of the telecommunications business. These improvements will be critical as plans are
developed to attract external investments in conjunction with the Government of Egypt's
(GOE) announced plans to move towards a market based economy.

The following objectives were established for this assessment:

• Consolidate and Integrate the relevant recommendations of previously described
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Summary

studies to resolve inconsistencies and establish a single, comprehensive set of
recommendations that will best accomplish the stated goals

• Determine ARENTO's human resource requirements and how those requirements can
be effectively met. This will include an examination of current organizational
structures, staffing levels, personnel policies, compensation levels and policy,
promotion practices, and training that are needed to enhance productivity and
efficiency and to avoid the loss of productive personnel

• Identify improvements that can be made in the personnel management process

• Identify specific Organizational and Operational actions that are required to
effectively support the Legal and Regulatory Reform and Self-Financing
recommendations established in Sections 4 and 6 of this Final Report.

Study Scope and Methodology

The scope of the study will encompass the overall organizational and operational structure of
the Telecommunications Sector, including any Ministries that either directly or indirectly
effect the Telecommunications Sector.

The following are the major elements of the study methodology for ~Jmpletion of this
assessment:

• Interview key personnel, both internal and external to ARENTO (&ee Appendix G ­
"Personnel Interviewed"), and investigate both the previous study conclusions and
recommendations, and, then, validate recommendations from this current assessment
effort.

• Establish external benchmarks for policies and performance through contacts outside
of ARENTO. Interviews were conducted with the Vice Director-Transit Department
of the Suez Canal Authority, the Head-Regional Office for the ARAB States of the
ITU in Cairo and the Director-Exchange Carrier Service Agency in the United States
and staff from GTE Corporation.

• Work closely with ARENTO counterpart personnel, as subject matter experts to assist
in the validation of findings and conclusions. These counterparts were critical to the
success of this Task.

The organizational structure and operations assessments covers a very broad area and to
facilitate summarization, this summary section has been broken down into two primary areas
- (1) Organizational Structure and (2) Operations Assessments as shown below.

• Organizational Structure Assessment
• Operational Assessment

- Planning and Management
- Revenues Generation
- Employee Staffing and Development
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Organizational Structure Assessment

Conclusions

• The "ARENTO Existing Organizational Structure" shown in Exhibit 5-1 focuses
primarily on the technical and administrative aspects of Telecommunications.
Business and Marketing functions should be expanded within the evolving
organization to improve the long-term planning and management of profitability, new
services and resources.

• The recent splitting of Planning and Execution has improved the coordination of
Network Projects between Switching, Transmission and Outside Plant.

• Human Resources staffing, compensation, budgeting, management and training
functions are dispersed across various Sectors.

• Multiple Customer Service responsibilities exist between Operations and
Maintenance· O&M - (Customer Connection & Customer Repair) and Commercial
(Customer Contact). A single point of accountability would improve the customer
relationship and service. These responsibilities should include Marketing and Sales
functions to provide the full range ofCustomer Service capabilities.

• The New Services DepllJ1ment is currently organized within the O&M Sector an~

independently performs all necessary market, network and operations planning for
new services which require unique network capabilities, i.e. Rural Radio, Paging and
Cellular Mobile. The long-term accountability of this department is not clear relative
to the integration ofservices into the "main-stream" business processes.

• Outside plant staff support does not exist within the existing O&M Sector structure.
A centralized emphasis on outside plant maintenance and operation to provide
policies, methods and procedures for Fault Locating Centers and improvements in
outside plant maintenance could provide significant improvements in the quality and
utilization of this part of the network.

• The Planning & Follow-up responsibilities have been integrated with the Information
& Computers Position. This is not a desirable situation as the high-activity tracking,
reporting and management responsibilities of Planning & Follow-up dilute the
effectiveness, planning and management for computerization.
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ARENTO EXISTING O...__~~~. :ZATIONAL STRUCTURE
January 1994

MINISTER OF TRANSPORT, TELECOMMUNICATIONS,
MARITIME TRANSPORT & CIVIL AVIATION

I BOARD OF DIREC

CHAIRMAN ARENTO I
Legal Department Central Dep!. Chief - Follow-up &. Planning

S:curiry &. Civil Defense Central Dep!. Chief· Infonnation &. computers

\.f)
~

*The Planning and Execution SeclOrs have been split
but have not yet received full approval from me Minister of Org. &. Dev.
as ofJanuary 1994

CDC Each.nge

CDC Transmission ~ CDC Exchange
CDC International CDC Local Ncrworlc
CDC Tnining
CDC New Services CDC Trusmission

CDC EngfI'nrrlC inspec:lion (Auditing) CDC Power
rmt Upper Egypt Zones
Second Upper Egypt Zones
Canal Cities &. Sinai Zones
East Delta
Middle Delta
West Delta
East Cairo

West Cairo

Alexandria

VICE CHAIRMAN
Finance. Administration & Commercial

CDC Finance
Gen. Mgr - Inspection

CDC Administration
Gen. Mgr -Inspection

CDC Purchase &. Stores

Gen. Mgr· Inspec:lion
CDC Commercial Affairs &. Marlceling

Oen. Mgr· Inspec:lion

Director Human Resources

VICE CHAIRMAN*
Planning

§CDC Exchange

CDC LocaJ NelWOrlc

CDC Transmission

CDC PowerlBuilding

VICE CHAIRMAN
OM

*VICE CHAIRMAN
Execution
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Recommendations

• Establish the new "ARENTO Proposed Functional Structure" as shown in Exhibit 5­
2, to support the improved management of the Business with ilie following
additions/changes:

Centralized training program coordination, including curriculum development
program development and facilities management for technical and non­
technical disciplines.
Establish Marketing and Sales functions and transfer the Customer Service
functions that currently ex;st in the Zone Operations of the O&M sector to
Marketing and Sales. This will establish a central point of accountability for
Customer Service, revenues generation, product management and account
management
Outside Plant Operations Staff functions to establish and manage overall
Maintenance

• Finalize organizational structure after completion of a detailed assessment of all key
business processes. The "Business Process Model Segmentation" diagram shown in
Exhibit 5-3 should help identify the processes that should be defined.
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EXHIBIT 5-2

ARENTO PROPOSED FUNCTIONAL STRUCTURE
January 1994

(1)
\J

MINISTER OF TRANSPORT, TELECOMMUNICATIONS,
MARITIME TRANSPORT & CIVIL AVIATION

I BOARD-OF, DIRECTORS·-\

LeBal Advisor CHAIRMAN ARENTO I,

I I I
Finance Comrnerciai Planning & Engineering

(MatkelinB '" Service)

NOle (2): Assumes that the M:nistl)' approvcs
required fundin,lcvels.

Informalion & Compulers

I I
Administration

(Human Rcsourccs)

~
compcnsationl
Benefits

Training

Public Affairs

StaffUlB

NOIe (I): This cbut reflects busiDess fuDctions
and is not intended to repn:scnl a formal
proposed "Organizational SUucture".
Business processes should be idClllifacd. redefined
stn:amIined and simplifacd before a formal
olJlanizalional structure can be proposed.
i.e. conduct a re-enBincering SlUdy.

Execution
(Construction)

~
SwilCbing •

Local Network •

TransmissionITrunk •

_ PowerlBuiJdinJls·

L Cororael Administration.

Quality Adminisuation •
NOC Operations •

SwitchinB •
LocaJ Nelwork

TransmissionITrunk •

PowerlBuildings

Zones
- First Upper Egypl Zones
- Second Upper Egypt Zones
- Canal Cities & Sinai Zones
- East Delta
- Middle Delta
• We5tDelta
• Eall Cairo
• Well Cairo
• Alexandria

T
Operations

(MainlCnance & Repair)

SwitchinB •

Local Network •

TransmissionITrunk •

PowerlBuiJdinl •

Netwott ArchileCWre •

Depreciation SlUdies

Inu:maIional Sales
MatteI PIanninI
Priein.
Promotion!Advertising
Service Development
Govel1llDellw AfWrs
New Services
CuslOmcr Contact
CUllOtDer COMCCtion
Facilities Administration

Zones

• Flm Upper Emt Zones
- Second Upper Eml Zones
- Canal Cilies '" Sinai Zones
- East Delta
• Middle Delta
• West Delli
• EastCaim
- West Cairo
- Aleundria

LeBa! Functions
Inspections (auditinB)

Security '" Civil Defense

FinancelAccounting

Payroll AccountinB
Purchase & Slores

CuslOmcr Billing

Cost AccountinB

Treuul)'/Financier

Budget Develop:nenl

Budgel Adr.linislration (2)

Sll'IlCgic Business PlaMing

• Includes InlCmational Facilities

II • I I·' " I 1'111 ~ "



j II

BUSINESS .. - __~S DIAGRAM

,I I

I I n:A rS~QUENCE I I I
PLAN BUlLD SELL. PROVIDE MAINTAIN

'"

- Business
-' Network
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Government Affairs
Legal
Public Affairs

- Service Development
- Network Engineering

Network Construction
Contract Administration

Staffing
Employee Relations
Training
Quality Administration
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- International Sales
- Customer Contact
- Promotion
- Pricing

Financial Management
Accounting
Budgeting

Program Management
Auditing
Payroll

- Customer Connection
- Facilities Administration
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Materials Mangmt
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Property Administration
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Information Management
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Overall Implementation Requirements

The overall implementation of this proposed program will require an extremely high level of
planning, coordination and management, based on the nature and quantity of proposed
changes. Therefore, it is recommended that a Coordinating Committee be formed to perform
the program management functions and maintain an effective line of communication with the
chairman and Board of Directors on the status and direction, Consideration should be given
to the use of the manager's Board to fulfill this important management role.

Major Program Implementation Requirements for Organizational Structures

"Positioned for the "Implementation Stage" "Positioned for
Future" Excellence"

1994-1995 1995-1996 1996-1998
Process Reassessment Process reassessments New organization structure
Program approved and completed: implemented
work initiated. • Staffing criteria

• Organizational Structure
• Support System Specs.

Establish single point of
Customer Service
accountability:
• Realign Customer

Connection, Customer
Repair functions

• Establish Marketing
and Sales functions

Centralize staff functions
associated with:
• Auditing (Inspections)
• Training
• Contract Admin.
Establish functions
associated with:
• Strategic business

Planning
• Architecture Planning
• Depreciation Studie:;
• Economic analysis
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Operational Assessment

Planning and Management

Conclusions

• Neither Performance Objectives nor Strategic Planning exist as the basis for ongoing
planning and management of the direction and resources of ARENTO. Individual
groups have established de-facto standards for employee evaluations that do not link
to broader company-wide objectives.

• The planning within the current operation consists primarily of only "project plans"
and an annual budgeted income statement. The only identified planning for company
direction and overall resource requirements is through the various Committees
(Appendix E) established in conjunction with developing the annual budgeting
process.

• The planning coordination and introduction of new technologies and standards into
Switching, Transmission and Outside Plant is done independently within those areas,
without the benefit of an Architectural Plan for the overall National and International
Networks. A "Strategic" Network Plan would ensure that the overall architecture
meets critical national and international requirements and capitalizes on evolving
technologies in meeting cost and quality performance objec+.ives.

• The Vice Chairmen have broad latitude for objective-setting and prioritization within
their Sectors. This "personalization" of the programs within the Sectors leave them
wlnerable to changes in Vice-Chairmen assignments and may not provide the best
long-term utilization of resources.

• Situations frequently occur where network capacity is not available or is severely
mismatched to demand. The availability of demand analysis through an effective
market planning process should provide the basis for new network capabilities,
timing and capacity.

• The Fault Locating Centers have been established under the Zones without the benefit
of an overall plan. Although they support the day-to-day repair process, an improved
planning and management of these operations could transition their operation to
proactive maintenance capabilities.

• A plan has not been established for the overall incorporation of computerization
within the ARENTO processes. Although there are several systems identified for
implementation, the introduction of those systems appears to be discretionary for the
Sectors. Also, the inter-networking and integration of the systems has not been
considered within the current implementation planning.

• The information required for planning within all Sectors has not been formally
identified. This will be a critical success factor in establishing effective planning in
all areas.
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Recommendations

• Establish 5-year goals and objectives as the basis for planning and management of
direction and resources.

• Establish and manage 5-year strategic, marketing, network, operations,
computerization, human resources and financial plans which are linked through
common business goals and objectives.

• Incorporate the use of economic analysis in the evaluation of plan alternatives to
establish long-term direction which will provide meet overall financial objectives.

Major Program Implementation Requirements for Planning and Management

"Positioned for the "Implementation Stage" "Positioned for
Future" Excellence"

1994-1995 1995-1996 1996-1998
Establish Business Goals Implement Strategic Planning Architectural Plans
and objectives functions based on Process established in accordance

Studies with National
Telecommunications Plan.

Planners trained on All Planner trained on
Economic Analysis and Economic Analysis
Depreciation
Strategic Planning Process
outlined

Revenue Generation and Financial Management

Conclusions

• Revenues and revenue requirements are forecasted generally through extrapolation of
previous years performance and do not utilize adequate research or analysis of the
markets or operations.

• The current budgeting processes are very complicated and rely heavily on negotiation
to arrive at the final budget level. The Ministries of Finance, Planning and
Organization & Administration are involved in the process after Board of Director
approval and normally make significant changes to the approved budget levels. For
an example, the Ministry of Finance drastically reduces the budget for Projects and
Salaries each year with the understanding that ARENTO can spend what they need,
provided that the additional expenditures are from internally generated revenues.
This process requires funding of critical programs on a cash flow basis and l~ves

ARENTO very vulnerable to annual changes in revenues or cost increases.

• The Cost of ServicelRate Study (Section V) identified opportunities to increase
annual revenues by about 24% though the commitment to construct an additional 1.6

.. .gJ.illion lines over the next five years. The construction program requirement of LE
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4.8 million can be funded from the existing five year budget and will generate a total
increase in revenues of LE 2.3 billion over the current 1993-1997 Plan. This
program will also eliminate the Waiting List for primary service and will require an
aggressive marketing effort for vertical services but will require a commitment to
construct an additional 1.6 million new lines by the Ministries and ARENTO.

• The financial assessments completed in the Cost of Service/Rate Study identified that
neither Balance Sheets, Income Statements nor Source & Use of Funds details are
available for the five-year plans. This infonnation is basic to the support and
documentation ofa financial plan.

• Currently semi-annual billing is made for exchange and vertical services (in
advance), calls in excess of call allowance (in arrears), service activation fees and
national toll (in arrears) for residential customers. Although this semi-annual billing
is an improvement over the annual billing that was used prior to July, 1993, it does
not provide for the desired management of revenues and expenses as would be
available with a monthly process.

• Pricing strategies do not exist to support the development or management of tariffs.
This leaves ARENTO vulnerable to revenue short-falls and does not provide the
long-run marginal cost analysis which is critical to overall Business Strategy
development and planning within the Sectors. The Cost of ServicelRate Study tested
revenue performance relative to revenue requirements (including ROI of 14%) with
Marginal-cost modeling and identified a significant revenue short-fall in 1993, 1994
and 1995. Reference Section VI of that study for details regarding the revenue
assessment.

• According to the Cost of ServicelRate Case Study, significant opportunities may exist
for increased revenue generation through the elimination of "free-call" allowances
and the movement to a usage sensitive pricing environment.

Recommendations

• Commit the resources required to construct 1.6 million net new lines over the next
five years to eliminate the Waiting List for primary service and generate LE 2.3
billion in new revenues.

• Aggressively market and provision high-margin vertical services

• Establish a plan to integrate customer billings into a single, monthly billing for Local,
National and International Services.

• Establish pricing strategies using marginal-cost assessments and incorporate those
strategies into the overall strategic planning processes of ARENTO. A goal should
be established and evaluated to eliminate "free-calling" and migrate to usage sensitive
pricing over the next five years.

• Annual balance sheets, income statements and source/use of funds statements should
... be established in conjunctic."l \\ith the davelopme.'t of tbe Five-Year Plans.

Organizational Structure & Operations ExoMinatlon & Assessment S-l1
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Major Program Implementation Requirements· Revenue Generation and Financial
Management

"Positioned for the "Implementation Stage" "Positioned for
Future" Excellence"

1994-1995 1995-1996 1996-1998
Ministry approval of Network and operations plans Waiting list eliminated
strategic plan process approved to eliminate waiting

list
Income for 1993·1997 re- Source and use of funds Marginal cost concepts
cast with hard currency details, balance sheets and implemented for new
pricing and foreign interest income statements included in services assessment and

the 5-year plans product management
Billing strategy and policy billing plan finalized
approved for single
monthly bill to all Quarterly billing implemented
customers by 1998. to reduce free calls with

tracking of customer response
Pricing strategy and
program approved with
goal of full usage sensitive
pricing.

Employee Staffing and Development

Conclusions

• The current total staffing level of approximately 56,000 employees is too high given
the 2.0 million lines in service (35 lines/employee). This conclusion is based on
comparison to the CANTY Operation in Venezuela where about 24,400 employees
are employed to manage 1.9 million lines in service (78 lines/employee). If the
CANTV productivity experience is applied to ARENTO, the total ARENTO
employee count would be about 25,600, or a reduction of over 31,000 employees.
Establishing the final staffing objective requires additional analysis to determine the
appropriate long-term objective for staffing which balances political, financial, social
and operational implications.

• The Ministry of Finance routinely reduces the Annual Salaries Budget significantly
below the level approved by the ARENTO Board of Directors that is required to
support competitive salaries, including raises and incentives. However, ARENTO
has the option to spend to higher levels than that approved, as long as the increased
spending is funded through self-generated funds. This creates a "cash management"
mode ofoperation which is not an effective means ofmanaging overall resources.

•

5-12

The overwhelming consensus among all interviewed was that low salaries are the
most~significant issue facing management in motivating; retaining and anracting
employees. The opinions of the interviewees and comparisons with the Suez Canal
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Authority bears out that ARENTO salaries for the engineering positions are from 2 to
4 times lower than in the other government sectors for comparable work.

• The engineering and computer programming positions were identified throughout the
interviews as being the most critical and those where the tum-over is the highest.
Significant difficulties have been encountered in attracting qualified candidates for
replacements, primarily due to low wages.

• Career opportunities for engineers and computer programmers are not available
within pure technical areas of responsibility. The only opportunities for advancement
are to supervisory positions. The Suez Canal Authority has a two level progression
for engineering personnel. This career limitation in technical disciplines is also
considered to be an important consideration in the retention of those key personnel.

• The estimated 4000 personnel that are trained ea.:h year within the ARENTO
Training Centers, would indicate that the programs are reaching a reasonable quantity
of personnel.

• The decision has been made to begin systems-level training on the AT&T SESS
within the Training Facility and arrangements have been made for installation of an
AT&T SESS Training Switch. Similar plans should be made for training on the
Siemens EWSD and CIT Alcatel Systems.

• The training programs seem to be well designed in that they were prepared with input
from external sources such as the Saudi Arabian Operation and meet the standards of
the International Telecommunications Union. Also, both pre and post-testing is done
with the students, along with surveys of training quality.

• The processes for budgeting salaries and administering employee compensation are
very complex. Employee evaluations are very subjective and are not based on
specific goals and objectives. It was found through the interviews that a manager
spends up to 40% of his time on employee related matters. This underscores the
complexity of the processes.

• The availability of non-technical training programs (supervisory and management
development) is very limited and there is no emphasis on recruiting graduates with
general Business or Marketing Degrees. A broad-based business capability will be
required as ARENTO transitions to a more autonomous, competitive operation.

• The Training Center is beginning to take on other responsibilities such as the
screening ofnew hires. For example, they recently did language screening for a large
quantity of candidates for operator positions. This added responsibility could dilute
the effectiveness of the Training Center in taking skilled trainers away from their
primary responsibility.

• The National Telecommunications Institute (NTI) is a very strong resource for
technical and management instruction. They have 34 courses and five deparbnents
('.()verigg . Transmission. Switching. Electronics, ComputersiSyste:m and
NetworkiProject Management. They offer a two year post-graduate certificate which
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can be applied to a Masters Program. Approximately 500 Engineers per year attend
NTI from ARENTO. NTI is generally expected to train top ARENTO Engineers
prior to promotion. The capabilities of this Institute should be considered within the
overall training plans of ARENTO.

Reeommendations

• Establish five-year staffing objectives and programs to satisfy key business processes.
Coordinate the staffing plan with the social fund to assist displaced employees.

-
I'

..
•

•

Revise Ministerial Decree 200, covering employee matters:

Install basic salary ranges that are competitive with other government sectors
in Egypt
Allow for promotion based on demonstrated and tested efficiency and aptitude
mther than time on the job
Update processes based on exit interviews with personnel that leave the
company
Provide continuing annual salary adjustments based on cost of living increases
Establish a simple but equitable process for overall compensation based on
personnel evaluations compared to quantifiable performance objectives
Establish a minimum 3 step progression within the technical engineering and
computer programming disciplines
Give the supervisors the flexibility to release non-productive employees after
18 continuous months ofweak performance

Re-engineer the processes used in determining the budgeted level of salaries to link it
to an overall staffing and compensation plan and provide annual budgetary
commitments that support the requirements.

• .Establish training programs for geperal business management, marketing, sales,
economics, finance and project/program management:

Provide either basic appreciation or working knowledge instruction depending
on the job
All employees ofDegree 3 and higher should be required to attend
Consider ITU resources to initiate training in areas where no skill-sets exist
within ARENTO
Expand the application ofNTI in providing the higher level instruction

• Implement in-house training for the AT&T SESS, Siemens BWSD and CIT Alcatel
EIOB switch for engineering, maintenance and execution personnel.

• Establish a policy requiring that all labor services contracts be given to only those
contractors that are on an Approved Contractor List based on the demonstrated cost
and quality of the contractor.
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Summary-"-

A process should be developed to assist in the maintenance and management
ofcontractors
All contract administration should be handled by the Execution Sector to
effectively evaluate cost and quality in comparison to ARENTO resources

Major Program Implementation Requirements for Employee Staffing and
Development

"Positioned for the "Implementation Stage" "Positioned for
Future" Excellence"

1994-1995 1995-1996 1996-1998
Complete Process Ministerial Decree 200 Staffing level objectives by
Reassessments Revised and coordinated with departments based on

Legal for approval by BOD process assessments
and Ministries

Policy approved for Performance objecti,res
contractor selection based established and communicated
on cost, quality and for incentives and bonuses
liability insurance
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5.2 INTRODUCTION

5.2.1 General

Consistent with the work statement for the study involving Policy Reform and Institutional
Assessment, K&M was directed to focus its technical and management expertise in the
following areas:

• Regulatory and Legal framework, including a detailed assessment of relevant laws,
policies, procedures and regulations which if changed would improve the efficiency
and attract increased investment (Section 4).

• Organizational Structure and Operations, including the assessment of all areas that if
changed could improve efficiency and effectiveness, and retain productive employees
(Section 5).

• Profitability and Self-Financing to encourage participation by the private sector in
financing future expansions (Section 6).

The Work Plan for Policy Reform and Institutional Development Assessment in Appendix F
provides detailed information regarding objectives, deliverables and timelines. The
remainder of this section of t!le report will address the fmdings, conclusions and
recommendatiollll associated with the Organizational Structure and Opemtions.

5.2.2 Task Overview

5.2.2.1 Task Goals and Objectives

The assessment of ARENTO's Organizational Structure and Operations will identify
opportunities for change that enhance efficiency, flexibility, overall system reliability,
cost savings and increased revenue genemtion. In accomplishing this overall goal, the
assessment will address the following broad objectives:

• Integrate the following completed studies that were performed, as they relate to
the purpose of this task. The intent is not to duplicate these studies but instead,
to resolve inconsistencies, strengthen conclusions and establish a
comprehensive set of recommendations to accomplish the stated objectives.

5·16

•

•

•

Opemtions and Maintenance Study (O&M Study) dated August 1993,
performed by Teleconsult, Inc and Harza Engineering, Inc.;

ARENTO Cost of Service/Rate Study (K&M Study) dated September 1993,
performed by K&M Engineering and Consulting Corpomtion;

Determine ARENTO's human resource requirements and how those
requirements can be most effectively achieved through the attraction,
development, retention and management of proactive employees. This will
iooluda sta.'T'mg levels, personnel policies, oompenSlition levels for employees,

Organizational Structure and Operations Examination andAssessment f}
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promotion practices, training, compensation policies and productivity, as they
relate to the current and evolving telecommunications environment within
Egypt and ARENTO.

• Identify ways for improving the personnel management process

• Identify specific organizational and operational actions which are required to
effectively support the legal and regulatory reform and self-financing
recommendations established in sections 4 and 6 of this report.

5.2.2.2 Task Scope

The scope of the assessment will encompass the overall organizational and operational
structure of the Telecommunications Sector, including any Ministries which either
dir~ctly or indirectly effect the Telecommunications Sector. The following aspects of
ARENTO Operations have been given particular attention:

• Previous studies covering service improvement, tariff development, operations
and maintenance;

• Personnel policies and compensation;

• Organizational development plans and objectives;

• Management development programs and objectives;

• Skill development training programs and facilities;

• Ability to attract and retain employees.

5.2.3 Task Study Methodology and Deliverables

The following are the major segments of the study methodology for completion of this
assessment:

• Evaluate and validate findings, conclusions and recommendations of the previous
studies through follow-up interviews with key ARENTO personnel. The Interview
Plan in Appendix G "Personnel Interviewed" provides the names and titles of the
personnel interviewed.

• Identified new areas of opportunity for improvement and merged with previous
recommendations where possible with the intent to develop a program which
provides the most effective, long-run direction for the ARENTO operation.

• Establish external benchmarks for policies and perfonnance through contacts outside
of ARENTO. Interviews were conducted with the Vice Director-Transit Department
of the Suez Canal Authority, the Head-Regional Office for the ARAB States of the
ITVin_Cairo and the Director-Exchange Carrier Service .Agency in the United States.
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• Evaluate implementation requirements based on the current processes, traditions and
systems and recommend a practical implementation direction. The recommended
direction addresses the major activities, resources and timelines which will provide
for a smooth, manageable migration to the proposed Organization and Operation
environment.
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5.3 LEGAL AND REGULATORY STRUCTURES

5.3.1 Egyptian Laws and Regulations Impacting Organization and Operation of
ARENTO

5.3.1.1 Public Law 153

The Arab Republic of Egypt National Telecommunications Organization (ARENTO)
was established under the Minister of Telecommunications with passage of Law 153 in
1980, during the Presidency of Anwar El Sadat (see Appendix A "Public Law No.
153"). Exclusive authority was granted to ARENTO for the establishment and operation
of the telecommunications network on the national level and connecting the national
network with the international networks within the general political and economic
National Plan. The authority was to carry out this responsibility with a Board of
Directors, Managers Board and Chairman.

Although the Chairman and Board of Directors oversees the general management of
ARENTO operations, their authority has been delegated through the issuance of
Ministerial Decrees to various other Ministries in the GOE which has eroded and
reduced the autonomy that was envisioned under Public Law 153. It is not clear exactly
what caused these changes from the original spirit in the Law; however, the Ministerial
controls that have been placed on ARENTO's financial and operational flexibility are
viewed as major constraints as ARENTO begins to compete for outside investments in
the evolving market economy ofEgypt.

5.3.1.2 Ministerial Decree 200 - Employee Matters

Ministerial Decree 200 (Appendix D "The Workers System Panel of the Authority") was
issued by the Minister of Telecommunications after approval by the Board of Directors
in 1982. It establishes the policies regarding Employee Staffing, Compensation,
Promotion, Vacations, SociallHealth Care and Performance Evaluations. The Decree
grants primary authority over these policies to the Central Department of Organization
and Administration.

5.3.1.3 Ministerial Decree 108 - Finance

Ministerial Decree 108 (Appendix C "Financial Policies") was issued by the Minister of
Telecommunications after approval by the Board ofDirectors in 1992. It establishes the
financial policies regarding accounting, utilization, management and expenditure of
funds. The Decree grants primary authority over these policies to the Ministry of
Finance.

5.3.2 Other Studies

The Legal and Regulatory Reform Assessments covered in Section 4 of this report will
provide a more detailed assessment of overall ministerial implications, along with direction
regarding the reforms required in this area.
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5.3.3 Linkages to ARENTO PfOCesSes

The various linkages between the Ministries and the ARENTO processes are covered in
Exhibit 5-4; as shown below:

Exhibit 5-4
Ministerial Linkages to ARENTO Processes

PROCESS MINISTRY PURPOSE
Budgeting (Revenues Ministry ofFinance - Initial budget levels

and Expenses) • Approve ongoing changes

Organization and Job Central Department for Approval oforganizational structure,
Description Organization and Job design and Job Descriptions

Administration
Staffing Central Department for Handicapped staffing levels

Organization and
Administration

Compensation Central department for Compensation policies, Wage and
Organization and Salary level approval
Administration

Projects{Capitai Ministry ofPlanning Approval of planned program
Spending) expenditures

Loans Ministry of finance Approval of loans
Administration MTCMT Approval ofemployee and fmancial

policies
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5.4 FINDINGS AND CONCLUSIONS

5.4.1 Organizational Structure Assessment

The "ARENTO Existing Organizational Structure" in Exhibit 5-1 on page 5-4 was used as
the basis for conducting the organizational assessments. The current process associated with
the development or changes to the organizational structure is outlined in Appendix I
"Organizational Change Process". All fonnal organizational changes must have prior
approval from the Ceutral Department for Organization and Administration before making
any changes to the organizational structure.

5.4.1.1 Responsibilities

The "ARENTO Job Descriptions" contained in Appendix J have been summarized to
outline the general accountabilities of Sectors and Departments reporting directly to the
Chairman as found in Exhibit 5-5 "Sector Accountabilities".

5.4.1.2 Conclusions

• The current organization and operation is structured to address the technical
aspects of network provisioning and maintenance. Marketing, Sales, Human
Resources, Treasury and Ministerial Affairs functions are embedded within
several different positions within the existing organization. A more structured
organizational focus on these areas will be required to effectively and
efficiently establish and manage programs.

• The existing organization and job descriptions involve significant
fragmentation and application in employee staffing, training and compensation
responsibilities.

• The accountabilities within the Finance and Administration Sector are
"diluted" with unrelated responsibilities for Stores and Warehouse. This
responsibility is Operational in nature and should be included in those overall
responsibilities.

• The organizational structure has recently been "informally" modified to create
individual Planning and Execution Sectors. The restructuring is considered
informal until the changes are approved by the Central Department for
Organization and Administration.

• Depreciation studies based upon emerging technologies should be developed.

• Inspections (auditing)are de-centralized throughout the organization and have
no overall focus, objectivity or independence.

OrganlZQtlonal Structure & OperatIons Examination & Assessment 5-21
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Exhibit 5-5
Sector Accountabilities

I
DEPARTMENT/ RESPONSmILITIES

SECTOR
Finance and - Store Keeping (warehousing), inventory management and the purchase of

Administration capital items
- Implementation ofPersonnel Policies, regulations and maintains employee

records
- Liaison between ARENTO and Ministries for confonnance with government

policies on employee matters
- Social care of employees, i.e. healtit, culture, sports and general appearance

ofworkers
- Customer Billing and Accounting
- Financial Planning and Budgeting

Planning and Although Planning and Execution has been split into two Sectors, the
Execution change is informal and final divisions of responsibilities and staffing have

not been finalized. Therefore the following is based on the responsibilities
as formally defined in the position descriptions.

- Engineering, design and installation ofswitching, transmission and outside
plant networks

- Establishment of projects (capital) funding requirements and coordination
for budgeting

- Tracking and reporting project execution
- Coordinate project design and planning across all sectors
- Track and manage expenditures according to approved budgets

Operations & - Installation and maintenance of telephone service to the customer
Maintenance - Technical inspection and reporting ofengineering, traffic offices and

maintenance work
- Establishment and management ofprograms to resolve problem areas in

work perfonnance
- Engineering, instlliation, maintenance and daily operations of international

traffic, including telegraph, intll microwave and satellite communications
- Securing contracts with government organizations and the public sector
- Liaison with law system for investigation of complaints and law suits and

support to legal affairs
- Operation and maintenance of traffic (operator) offices
- Planning, engineering, maintenance and daily operation of new services, i.e.

cellular mobile, paging and rural radio. This includes the coordination of
new services with the Chairman and Board ofDirectors as required

- Design, preparation and implementation ofall orientation, entry-level and
in-service training programs for ARENTO personnel

- Operate and manage the "Telecommunications Training & Research
Institute" in Cairo and the eight regional training centers
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Human - Organizational structure planning and defining staffing levels,
Resources responsibilities and salary levels within the organization.

- Overall productivity improvement through process analysis
- Focal point lines of communication with authorities to avoid duplication
- Communication of all organizational decisions and standards for

implementation
- Establish, implement, manage and administer Job Classifications based on

directives ofCentral Organization for Organization and Administration
- Policies and regulations for allowances, bonuses and compensation
- Follow-up on work procedure standards with the Zones and Departments
- Coordinate personnel transfers between jobs
- Staffmg level studies, analysis and requirements
- Personnel training policy development and implementation, including

research offoreign training centers/programs.
- Policy/standards for bonuses and appointments

Information & This is a new position that does not have a formal job description as yet.
Computers The following are observations from interviews:

- Identify and coordinate opportunities and requirements for computerization
with the Chairman and sectors

- Coordinate computerization programs with sectors and departments
- Identify, plan and manage budgets associated with systems deployment
- Implementation ofnew systems, including training, populating of

information and ongoing support
- Establishment and maintenance of central data bases

Planning & - Finalizes the budget for approval, including project costing and financial
Follow-up decisions by high committees

- Coordinating budget approval with the Chairman and Board ofDirectors
- Tracks budget performance and administers ongoing changes to the budget
- Administers public and government complaints about telecommunications

service
- Liaison (Communications) with Ministries
- Planning and allocating foreign currency and spare parts
- Approval ofpersonnel assignments to operating sectors throughout Egypt
- Distribution ofbonus and over-time allowances
Functions are currently merged with the Information and Computers
Sector under one Centra! Department Chief

Security and Conserving the security ofARENTO according to the issued directives
Civil Defense

Law - Coordinate investigations of major claims
- Provide legal opinions and prepare contract drafts
- Issuing decisions and directives in conjunction with the Ministry ofJustice
- Compile and manage information required for legal administration
- Coordinate external lawyer selection as required
- Coordinate major legal claims with Chairman of the Board
- Maintain reporting offinancial or administrative wrong-doing and provide

... ..- -. _.- .. recommendations for resolution
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5.4.2 Operational Assessments

5.4.2.1 General Budgeting Process

ARENTO establishes one consolidated budget for the entire company, with the
exception of employee bonuses. Budgeted raises and bonuses are the only specific
allocations for management by the Sectors. The allocations are distributed monthly to
each Vice Chainnan for administration down the lines of organization. The lack of
strategic, marketing and operational plans necessitates the utilization of Committees to
evaluate and develop the annual budgets. The current budgeting process consists of the
following four phases, each of which has a specific Committee Structure as outlined in
Appendix E "Administrative Decree No.704 - Concerning Budget Committees":

- Phase 1 Income Estimating(Revenues)
- Phase 2 Wages
- Phase 3 Running Expenses
- Phase 4 Construction & Loans (projects)

Each Phase is reviewed and approved by the Chairman prior to consolidation into a
single budget for Board of Directors review and approval. Upon Board of Directors
approval, the budget is forwarded to the Ministry ofPlanning for review and approval of
the planned projects and the Ministry of Finance for overall budget assessment relative
to the overall government allocations.

The Ministry ofFinance normally adjusts the ARENTO budget, after Board of Directors
review and approval, with the following changes:

• Expenditures for the transfer of funds are added for the Ministry of Transport and
Ministry of Finance. The amounts are usually negotiated with the Ministry of
Finance before finalizing. The funding levels for these two areas have typically been
LE. 300 million for Transportation and LE. 100 million for Finance. However, for
the 1994/1995 budget the Ministry of Finance proposed aLE 200 million fcnding
level, a 100% increase over the previous period. The figure was negotiated down to
LE. 100 million. However, the Ministry of Finance indicated to ARENTO they
expect the amount to be raised to LE 200 million next year in line with the S-year
commitment of LE. 1 BilIion to the Ministry of Finance by the Ministry of
Transportation, Telecommunication, Maritime and Civil Air. During 1993/1994, the
Metro required an additional unbudgeted LE. 100 million from ARENTO which
caused them to shut down projects for the last few months of the fiscal year. The
authority for the Ministry ofFinance to make these budgetary adjustments is a major
problem in establishing sound, prudent fmancial management that will be required of
a successful business in a market economy.

• The overall budget level is always reduced substantially by the Ministry of Finance,
from that proposed and approved by the ARENTO Board of Directors, usually for
projects and salaries. This change is made with the understanding that expenditures
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over the budgeted amounts can be made, as long as the funds are self-generated.
This form of budgeting forces ARENTO into a cash-management situation for the
management of annual programs and is probably the major reason for having a
single budget and control. Also the funding process leaves major programs
vulnerable to fluctuations in income and expense.

The past five year history of the Project Budgeted Levels and Actual Expenditures in
Exhibit 5-6 "Project Budgeting" and the history of the Bonus Program is in Exhibit 5-7
"Bonus Program". That information underscores a major management problem facing
ARENTO in managing the levels ofvariances expected in the current budgeting process.

It is not clear how or why the reductions are made to the ARENTO budget nor is it clear
that the Ministry of Finance and the Ministry of Planning have the authority to change
Board of Director approved spending levels.

As can be seen from the Sector Responsibilities outlined in Exhibit 5-5 "Sector
Accounlabilities", the Budget development and management responsibilities are
generally spread across the Financial & Administration and Planning & FoIlow-up
Sector. Finance & Administration seems to be generally responsible for coordinating
budget development while Planning & FoIlow-up seems to be primarily responsible for
management However, since neither the budget levels nor management responsibilities
are assigned specifically to the Sectors, they must maintain a constant communication
with Planning & Follow-up to determine whether funds are available to continue their
programs.
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Exhibit 5-6
PROJECTS BUDGETING

5-26

YEAR ESTIMATED ACTUAL CHANGE %
CHANGE

Self Financed 64,620 315,075 250,455 388%
87/88 Local Loans

Foreign 51,725 214,536 162,811 315%
Loans

TOTAL 116,345 529,611 413,266 355%
Self Financed 60,870 316,383 255,513 420%

88/89 Local Loans 35,700 31,840 (3,860) -11%
Foreign 36,310 198,262 161,952 446%
Loans

TOTAL 132,880 546,485 413,605 311%
SelfFinanced 147,370 331,906 184,536 125%

89/90 Local Loans
Foreign 54,980 132,793 77,813 142%
Loans

TOTAL 202,350 464,699 262,349 130%
SelfFinanced 130,920 369,941 239,021 163%

90/91 Local Loans
Foreign 93,500 82,792 (10,708) -11%
Loans

TOTAL 224,420 452,733 228,313 102%
SelfFinanced 131,722 636,497 504,775 383%

91/92 Local Loans
Foreign 93,050 343,589 250,539 269%
Loans

TOTAL 224,772 980,086 755,314 336%
SelfFinanced 295,000 729,517 434,517 147%

92/93 Local Loans
Foreign 10,000 201,684 191,684 1917%
Loans

TOTAL 305,000 931,201 626,201 205%
Self Financed 260,000

93/94 Local Loans
Foreign 11,885
Loans

TOTAL 271,885
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Exhibit 5-7
BONUS PROGRAM

YEAR ARENTO MINISTRY ACTUAL
APPROVAL APPROVAL EXPENDITURES
BY B. OF D.

88/89 19,614 11,501 13,459
89/90 18,664 12,919 15,261
90/91 20,322 12,955 15,294
91/92 16,002 13,778 16,167
92/93 25,775 16,078 18,992
93/94 48,347 22,400
94/95 48,207

5.4.2.1.1 Budgeting Process for Employee Salaries

The process of budgeting for employee staffing and compensation is outlined in
Exhibit 5-8 "Employee Budgeting Process" and reflects the complexities in the
review and approvals for this budget. Nine individual organizational entities within
ARENTO and the Ministries are involved in the development, review and approval of
the final budget. As mentioned in the previous section, review by the Ministry of
Finance always results in reductions to the levels that had been previously approved
by the Board of Directors. In recent y~7.cs, directives have been issued by th~

Ministry of Telecommunication that the overall budget shall not exceed the level of
the previous year.

The budgets for employee raises and incentives are allocated monthly and are the
only budgets that are assigned to the Vice·Chainnan for management and
administration. Generally the budgets are re-allocated to the various departments
within r:ach Sector for final administration and allocation to the employees.

5.4.2.1.2 Source of Funds

An examination ofExhibit 5-6 "Project Budgeting" indicates that ARENTO receives and
spends substantially more funds from Foreign Loans than is originally approved.
However, even with this increase, the trend for the total source of funds for projects
indicate improvements in self-fmancing. Nearly 80% of the Projects Budget is financed
through internally generated funds each year with a corresponding less dependency on
foreign loans, as a percent of total program funds requirements. It should also be noted
that, except for 1988/1989, no local loans have been used for any of the funding.
Section 6 of this report will address the Self-fmancing issue in more detail and provide
greater insight into the migration of ARENTO to a position of self-sufficiency.
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EXHIBIT 5-8

EMPLOYEE BUDGETING PROCESS

CENTRAL DEPT
ADMINISTRATION

DEPARTMENTS/

SECTORS

DIRECTOR

HUMAN RESOURCES

FOLLOW.UP
DEPARTMENT

CHAIRMAN

BOARD OF DIRECTORS

MINlSTEil OF TELECOM.,

lRANSP., MARINE &

CIVL ''''!AnON

MINISTRY OF

DEVELOPING ADMIN.

MINISTRY OF
FINANCE

ADJUST FOR ACTUAL
REQUIRDlENn ·lNCI.UDE

WOIlJ( AUOWAI/CE. PROManoNS
l'allODlC lNCllEASES.

CO'"T OF UVINCi. BONUS A OVERTIIdE
,. j i i

EMPLOYEE QUAIlTlTJES <;
I'lANNED PROldanoNS

IlO:IIlSllNCEKTlVES
AUDWANCE

I'OIJClESlDECREES
FOR BUDGETIHG

COORDINATE WITH
WlNlSTRIES OF

DEVELOPING ADldINlSTllATIO/'I
AllDAIlAHCE

REVIEW A APPROVE
EMPLOYEE DEGREES

REVIEW A Al'I'llOVE
BUDGET LEVELS

NOTES:
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5.4.2.1.3 Conclusions

The overall budgeting process requires reform to allow for the improved planning
within all key areas of ARENTO and the appropriate commitments of funds to cover
those programs for the planning period. The latitude of the Ministry to arbitrarily
reduce ARENTO budgets must be changed to allow improved fiscal management.

Duplication and fragmentation exists in budget development, coordination and
management.

No planning exists within Marketing, Operations, Information/Planning and Human
Resources to enable the establishment and funding of programs. Current budgeting is
based on projects or incremental needs.

5.4.2.2 Staffing

5.4.2.2.1 Staffing Levels and Process

The authorized staffing levels are communicated each year by the Director General of
Organization and Administration for budget development. The "Number of
Employees" as shown in Exhibit 5-9 shows the actual staffing levels by Job
Classification for each year since 1987, including those that are loaned or on leave.
That exhibit also reflects the total wage expenditures and the average of those wages
across the total employee base.

The ARENTO employees that wish to leave the company for another job have the
advantage of not having to quit ARENTO. Instead, they can take an extended leave
from the company and have the option to return if desired. The employee continues
to be carried on the ARENTO roster but does not receive any pay until he returns.
The category "Less Loaned or on Leave" represents that quantity of employees that
are still on the employment records of ARENTO not actually on the payroll.

The Central Department Chief of Human Resources is responsible for managing the
overall productivity standards and staffing authorizations within ARENTO. The
"Employees of ARENTO as of December 31, 1993" as shown in Exhibit 5-10,
provides detailed information on the existing quantities of employees by Department,
Zone and Sector as well as a projection of quantities needed in each of those areas.
The Human Resources Sector has responsibility for process improvements but K&M
is not aware of any specific process assessments that were completed to establish
more practical staffmg levels. The overall re-assessment of the main processes used
within ARENTO is a critical step in determining the actual requirement based on the
needs of the company.

Organizational Structure & Operations Examination & Assessment 5-29



i I

Findings & Conclusions

Exhibit 5-9
NUMBER OF EMPLOYEES

IvF.AR

87/88 88/89 89/90 90/91 91/92 92/93 93/94
CLASSIFICATION

CHAIRMAN 1 1 1 1 1 1 1
VICE CHAIRMAN 3 3 3 3 3 3 3
CENTRAL DEPARTMENT ClllEF 17 17 17 17 17 17 ]/

GENERAL MANAGER (wlExp. Allow.) 64 66 66 66 66 66 66
GENERAL MANAGER (w/o Exp. Allow) 5 5 5 5 5 5 5
1st DEGREE 1,529 1,761 2,113 2,113 2,123 2,283 2,298
2nd DEGREE 7,858 7,958 9,278 9,278 9,752 9,929 9,985
3rdDEGREE 17,902 17,909 17,883 17,842 17,818 17,760 17,712
~thDEGREE 15,195 15,903 16,066 16,149 15,758 15,629 15,635
5th DEGREE 12,057 12,163 12,189 12,210 12,125 12,080 12,000
6th DEGREE 6,397 6,466 6,464 6,480 6,081 5,521 5,43~

TOTAL of EMPLOYEES 61,028 62,252 64,085 64,164 63,749 63,294 63,158
[LESS loaned or on leave 7,037 6,747 9,490 9,745 11,044 10,399
NET TOTAL 53,991 55,505 54,595 54,419 52,705 52,895
NET WAGES (in LE) 112,661,894 125,010,925 140,367,284 157,553,808 169,535,960 201,414,970
AVERAGE WAGES (per year in LE) 2,086.68 2,252.25 2,571.06 2,895.20 3,216.70 3,807.83
AVERAGE WAGES (per month in LE) 173.89 187.69 214.26 241.27 268.06 317.32
% CHANGE 8% 14% 13% 11% 18%

COMPOUNDED ANNUAL GROWTH RATE - WAGES 13%
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Exhibit 5-10
EMPLOYEES OF ARENTO as of 12/31/93

DEPARTMENT TOTAL EXISTING TOTAL ADDITIONAL
NUMBERS NEEDED

Headquarters 2,041 0
International 3,585 45
Projccts (planning & Execution) 3,024 50
Telecommunications Systems 1,697 25
Central Workshops 1,062 0
Stores & Purchases 655 15
Training Center 297 0
C.D. & 1st Zone ofCairo West 3,788 0
2nd Zone Cairo West 1,490 20
3rd Zone Cairo West 1,029 15
~th Zone Cairo West 956 10
5th Zone Cairo West 585 15
C.D. & 1st Zone Cairo East 1,416 15
2nd Zone Cairo East 1,542 10
3rd Zone Cairo East 1,011 5
4th Zone Cairo East 838 IS
C.D. ofSuez Cnna1 Area & Ismnilill 1,109 15
Red ScaZone 421 10
North Sinai Zone 388 10
South Sinai Zone 251 10
Port Said Zone 649 10
Suez Zone 495 10
C.D. Alexandria & 1st Zone 3,322 10
2nd Zone Alex. 709 10
3rd Zone Alex 768 10
4th Zone Alex 274 10
C.D. Delta West & B",hera 1st & 2nd Zones 1,547 15
CD. Middle Delta & Tanta Zones 2,601 10
Karr EI Sheikh Zone 1,257 10
Shebien EIkoum Zone 1,106 10
Kaloiba Zone 1,200 5
C.D. Delta East & Zagazig Zone 2,447 15
Mansoura Zone 2,430 10
Damietta Zone 655 5
C.D. of 1st Upper Egypt & Bcni SuefZones 1,151 15
FayoumZone 929 10
EIMinia Zone 1,556 10
C.D. of2nd Upper Egypt & Sohag Zone 1,656 20
AssiutZone 1,479 15
New Valley Zone 455 15
QuenaZone 1,598 15
~Zone 951 0
TOTAL 56,420 52S

Organizational Structure & Operations Examination & Assessment 5·31



Findings & Conclusions

The staffing levels within ARENTO appear to be excessive and aimed to achieve GOE
social objectives. In order to determine the magnitude of the staffing issue, benchmarks
were established as "yard-sticks" to enable r.omparisons of the ARENTO staffing and
begin to develop some projections as to the levels that are required. The most credible
benchmark that has been established for staffing level comparisons has been with the
Venezuela CANTV Operation which was successfully privatized over the last two years.
They currently have about 1.9 million access lines in service and a total of 24,400
employees for an average of 78 lines per employee. The ARENTO operation has
approximately 2.0 million access lines in service with a total employee count of
approximately 56,000 per Exhibit 5-10 "Employees of ARENTO as of 12/31/93" for an
average of35 lines per employee. The assumption is that the productivity is improved as
the average lines per employee is increased. If the CANTY productivity factor of 78
lines per employee is applied to the ARENTO operation, the results would indicate a
total employee requirement of only 25,600 or a reduction of over 31,000 employees.
Although there are many ways to calculate and analyze productivity and staffing, this
macro estimate provides a broad-gauge assessment of the magnitude of the over staffing
within ARENTO.

A major issue is the social and political impact of dramatic down-sizing on displaced
employees. These people have had the security of a job and in many cases will require
financial support and re-training to gain re-employment. The Social Fund was created in
the Government of Egypt in 1991 as a quick acting mechanism to provide support to
people affected by these types of down-sizing programs. The "Foreign Economic Trends
and Their Implications for the United States" in Appendix H provides a brief overview of
the Social Fund. However, the coordination of the overall staffing program with this
Fund will be very important to provide the displaced employees with every opportunity
to maintain reasonable life styles during the transition.

Although the total quantities of employees are higher than should be necessary,
ARENTO has been experiencing considerable difficulty in attracting and retaining
adequate staffing in key positions. The information in Exhibit 5-11 "Engineers Refusing
Employment" represents those engineers that have passed the entrance test but declined
employment or refused the work. The reason provided by those interviewed was that the
refusals were due to wages.

The primary focus of employee recruitment has been for engineering graduates. The
"Engineer" has a much broader connotation in ARENTO than just the higher level
technical capabilities as is generally used in fully developed market economies.
Although the term "Professional Engineer" is earned through rigorous testing and
certification in the U.S., it still implies generally a technical capability or proficiency.
However, in ARENTO, Engineer (not Professional Engineer) is a professional title which
is utilized with all graduate engineers and has a status much like the term Professor or
Doctor. The expectation in the past is that the Engineer will satisfy the continuity
requirements of the organization in assuming greater responsibilities for general
management. However, the Engineering curriculum in the colleges and company
training programs does not provide the depth of understanding of the financial,
marketing, economic and general management proficiencies that are required of key non­
technical positions in a competitive business.
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Exhibit 5-11
Engineers Passed Test but Refused to Employ

SPECIALTY NUMBER YEAR
Civil 6 1993
Communication 6 1993
Civil 1 1992
Communication 4 1992

Engineers have been Assigned but Refused the Work

SPECIALTY NUMBER YEAR
Communication 4 1993

Power 2 1993
Civil 1 1993

Commc.mication 2 1992

An emphasis must be placed on recruiting and attracting those college graduates that
have the solid understanding of business, marketing and fmance to provide effective
direction setting and decision-making in those areas of the business that do not
receive the needed attention today.

5.4.2.2.2 Conclusions

The staffing levels of ARENTO are too high based on the initial bench marking with
the Venezuela Operation. However, the specific long-term goal for total employees
based on the re-assessment of business processes to determine the levels required to
perform the work and balance reductions with financial, operational and social
considerations will require significantly more study.

The long-term program for staff reduction will impact many thousands of employees
and will require assistance from the Government of Egypt to support the displaced
employees. The Social Fund appears to be the mechanism for this assistance.

Recruitment and development ofbusiness and marketing graduates will be required to
meet the overall business as well as technical needs of the company.

5.4.2.3 Employee Compensation

5.4.2.3.1 Compensation Overview

Employee compensation was the number one issue among all ARENTO employees
interviewed on this task assessment The overwhelming consensus was that the
engineers and computer programmers were the most critical positions that are
impacting the company's performance and that the ARENTO salaries are three to four

___ .times JowerJhan comparable jobs in other government seeton;. That ratio of
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ARENTO salaries to other government sector salaries has a high degree of credibility
as it was independently expressed by many of the people interviewed and
substantiated by discussions with the Suez Canal Authority management.

The structure of Job Classifications and Salary in Exhibit 5-12 "Salary Segment
Responsibilities ll

, when compared to comparable jobs in the Suez Canal Authority in
Exhibit 5-13 "Suez Canal Authority Employment System" reveals that:

• The basic salary range for an engineer in the Suez Authority is LE 78-100, or
about 100% greater per month than comparable jobs in ARENTO.

• A two level progression is available for the engineer, i.e. engineer and 1st
engineer in the Suez Authority structure.

The engineering and computer programming jobs were determined to be the
most critical positions within ARENTO and those where the turn-over is the
greatest. In the New Services Department alone, all 15 of the male engineers
went to Saudi-Arabia in the same month, where they would make LE 7000­
8000 per month instead of the LE 400 per month with ARENTO.

The general consensus of those interviewed was that low wages are the central
issue which is virtually the exclusive cause of:

• The loss of the best employees to the private sector, generally without enough
warning to plan for the continuation of critical work and;

• A base of remaining personnel that are less qualified ~..'!cf motivated;
• lower performance expectations of the employees by upper management,

resulting in a general deterioration of the quality and cost throughout
ARENTO;and

• A general inability to attract high quality personnel.

5.4.2.3.2 Conclusions

The employee compensation issues within ARENTO are extremely complex and
reflect general attitudes, cultures and traditions which have a much broader impact
than just compensation. The major areas of concern that will have to be addressed in
resolving this and other major business issues involve:

• The lack of specific goals and objectives as the basis for employee evaluations
• Constrained budgeting for salaries
• The lack of effective career opportunities within critical disciplines
• Complex compensation administration processes
• The lack of effective planning within all disciplines requiring Human

Resources
• Inappropriate interference and constraints by Ministries
• A culture that has reduced ARENTO to just another Government Agency

instead of a business
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EIbibit5-12
SALARY SEGMENT RESPONSmn..lTIES

I I ,i I ~ I" I I .J. jj'j:i;J./''';~ (.( ,~t;'j'':Lj,ii;)jt;j',:;;

SALARY SEGMENT BASIC EDUCATION FUNCTION POSITION
MONTHLY

SALARY
CHAIRMAN HOO COLLEGE

VICE CHAIRMAN 1000 COLLEGE Manages an overall
(Sector Management) sector

CENTRAL 900 COLLEGE Manages more than one
DEPARTMENT CHIEF department or Zone (5th

(Dept. Management) level)

GENERAL MANAGER 137 -192 COLLEGE Manages a Department or Zone Manager
(Dept. Management) Zone (4th level)

1st DEGREE 107 -174 COLLEGE Administrator or Zone Manager
(Group Management) Manager (3rd level) Exchange Manager

2nd DEGREE 80 -159 COLLEGE Manager (2nd level) District Manager
(Section Management)

3rdDEGREE 58 -134 COLLEGE Engineer or Programmer Inside PInt. Eng.
(Unit Management) mGHSCHOOL (1st level) Outside PInt. Eng.

Exch. or Switch
Supervisor

4th DEGREE 45 -101 SECONDARY Technician Switch, Trans. or
GR. 9-H OSP Maintenance

5th DEGREE 40-77 PREPARATORY Skilled Laborer Cable Splicer
GR. 6-8 OSP. Maint.

6th DEGREE 38 - 62 PRIMARY OR NO Laborer Janitor
ED. GR 1-5 Messenger

~

~
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Exhibit 5-13

SUEZ CANAL AUTHORITY EMPLOYMENT SYSTEM

Degree Monthlv Salarv - LE Allowance Main Jobs Engineers Accountants Lawyers Physicians Druggists Guides Clerks SkiUed Laborers
Start End Laborers

0 295 509 15 Director
00 267 475 14 DeputyDir. Chief Chief Chief

Superior Superior Superior
Physician Droggist Guide

·000 246.5 415.5 13 ViceDir. Chief 1st Chief 1st Chief 1st
Physician Druggist Guide

I 219 387 12 Section Section Section Chief Chief
Chief Chief Chief Physician Droggist ChiefGuide

2 197 351 II Vice Vice Vice Assistant Assistant Superior Chief 1st
Section Section Section Chief Chief Guide Clerk

Physician Droggist

3 180 320 10 Working Superior Superior Superior Superior Main Chief
Director Accountant Lawyer Physician Droggist Guide Clerk

4 143 269 9 Assistant Main Main Main Main Guide Chief
W.D. Accountant Lawyer Physician Druggist Office

Clerk ,

5 126 238 8 1st 1st 1st 1st 1st Superior Superior
Engineer Accountant Lawyer Physician Droggist Clerk Laborer

6 99 204 7 Engineer Accountant Lawyer Physician Droggist Main Main Main
Clerk Laborer LllborefS

Cbief
7 82 172 6 1st 1st lilt

Cleric Laborer L~orcrs

chier
8 68 143 5 Clerk 2nd Laborers

Laborer Chief
9 56 120 4 3rd ht

Laborer UboIer
10 49 97 3 Laborer
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5.4.2.4 Employee Performance Evaluation Process

The process for evaluating employee performance is also covered in Ministerial Decree
Number 200. The "Performance Evaluation" Form shown in Exhibit 5-14 is the main
component of the employee evaluation process and requires completion each year.
Although the process is formally completed once a year, the instruction requires
frequent monitoring of employee performance and notations in the employee's file as to
excellent or weak performance.

The Table of Penalties During the Year in Exhibit 5-14 "Performance Evaluation" is
intended to provide a continuing record of problems encountered during the year and
should provide opportunities for discussion of problem areas through the year. In
establishing the numerical "Adequacy Levels", the supervisor must grade the employee
in the fmt (top) three categories on the Process Evaluation Form. If the grade in those
three top categories is less than 55% the performance is considered as weak while an
excellent rating requires at least 95% in those categories. Although provisions exist for
the release of weak performing employees, the reality is that the Weak performers are
tolerated due in-large to the low wages paid and undesirable social consequences of
releasing large quantities of employees. The personal preparedness and capabilities and
behavior sections of the performance evaluation are given brief, cursory consideration
and do not really impact the final judgment as to overall performance.

5.4.2.4.1 Conclusions

Some observations regarding the employee performance evaluation process and
priorities, as determined by the categories in Exhibit 5-14 "Performance Evaluation"
are as follows:

• No specific quantifiable objectives are established for the employee. Only
subjective, qualitative assessments are made.

• The low end of consideration in evaluating performance (personal
Preparedness and Behavior Sections) includes respect for deadlines, decision­
making and problem solving and staff development. These may be some of
the most significant areas of importance in the evolving business.

• Conflicts exist between the priorities used in evaluations, i.e. the conclusion
about working well and without constant direction (in the top three categories)
may well be as a result of proficient problem solving, decision-making and
leadership (middle category).

Organizational Structures & Operations Examination & Assessment 5-37



Findings & Conclusions

Exhibit 5-14
PERFORMANCE EVALUATION

ITEMS AND GUIDANCES EVALUATION
GRADING

Direct Local Chiel
Hcad Manager

Job Obligations & 15 points for conducting the work very well
Performances WId according to the schedule - decreasing
45 points to 0 in case ofvery bad perfonnWIce

15 points for conducting the work well
without constWlt directions, WId is
decreased down to 0 in case ofconstWlt WId
pennWIent directions.
15 points for the capability of
understanding the work of chief WId his
subordinates WId the departments related to
him, decreased to 0 if he is not totally
capable.

Personal Prepared- 15 points for capability of responsibility,
ness and Capabi- decisiveness of problems, making suitable
lities decisions, leadership, supervision &
25 points preparation of the next staff. This is

decreased according to the capability to 0 in
case ofcomplete failure.
10 points for making use of theoretical &
practical training, superior capability to
understand new methods for creating &
evoluting. Able to understwtd the work of
his administration. The points are decreased
to 0 in case ofcomplete failure.

Behavior 15 points for good relations with chiefs,
30 points subordinates, colleges WId rest ofpersonnel,

careful for the good procedure of the work.
Decreased to 0 in case of bad relations with
everybody.
5 points for respecting the deadlines.
Decreased to 0 in case of not being
responsible enough.
5 points for complete response to what is
useful to the job includes time given and
effort. Decreased to 0 in case of total non-
responsiveness.
5 points for taking care of the balance
between the circumstwtccs of the job and
the individual circumstances, especially in
using
the rights to holidays. Decreased to 0
wheneyer the employee supersedes his own
interests.
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ExumIT 5-14 (Page 2 0(2)
ANNUAL PERFORMANCE REPORT

Department:
Name:
Grade:
Job:

Date of birth:
Date of Employment:
Education Certificate:

TABLE OF PENALTIES DURING THE YEAR
From 1/1/19_ to 31/12/19_

Penalty & Date Reason Suspension or Trial, Date
& reason

5.4.2.5 Employee Compensation Process

The compensation methods and procedures for ARENTO employees are outlined in
Ministerial Decree Number 200, which was established in 1982 (See Appendix D). The
"Employee Compensation Process" found in Exhibit 5-15 provides a pictorial view of
the various elements of that process and how they are intended to flow and sequence
with one another. nie process begins with the initial establishment of basic salary and
progresses on to include regular annual increases and incentive compensation.

New employees must begin at the lowest salary in the lowest (entry level) position for
the position regardless of qualifications or prior experience. For an example, a college
graduate engineer must begin as Degree 3 at the lowest basic salary regardless of
whether the individual had prior experience.
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EXHIBIT 5-15

EMPLOYEE COMPENSATION PROCESS *

u_
NATURE OF JOB

TYPE OF DEGREE

OTHER 1NCEh7IVES;

THE CHAIRMAN CAN PROVIDE

SPECIAL INCENTIVES AT

HISDlSCKETION.

* INCUlDESIlASJCSALART O£TEIUIINATION AND MUlT.

COST OF UVING ANIlINCENTIVE ADJI/STIoIEHTS

YD

YD
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libit 5-16

II III , II ,I

SCHEDULE OF DEGREES AND SALARIES
Per Ministerial Decree No. 200

•Salary Segments BASIC SALARY PRESENTATION PERIODICAL PERCENTAGE FOR MINIMUM
or Levels (as of June 30, 1987) (LE. Yearly) ALLOWANCE PROMOTlON** PERIOD FOR

(Expense Allowance) (LE per Month) PROMOTION
(Merit Interest)

Chainnan 2,820 yearly 2,000
ViceChainnan 2,670 yearly 1,500 100%
CPC 1,860 - 2,556 yearly 1,000 6.25 100% 1 year

155 -213 monthly
General Manager 1,644 - 2,304 yearly 5,000 6.00 100% 1 year

137 -192 monthly
1st Degree 1,284 - 2,088 yearly 300* 5.00 100% 1 year

107 - 174 monthly
2nd Degree 960 -1,908 yearly 240* 5.00 50% 6 years

80 -159 monthly
3rdDegree 696 -1,608 yearly 4.00 40% 8 years

58 -134 monthly
4th Degree 540-1,212 yearly 3.00 20% 5 years

45 -101 monthly
5th Degree 480 -924 yearly 2.00 10% 5 years

40-77 monthly
6th Degree 450 -744 yearly 1.50 5 years

37.5 - 62 monthly
* Applied when acting for General Manager
** Percentages pertain to the total placements that can be made outside ofthe established priority list
for personnel ready for promotion. By p,lSsed employees have legal recourse against ARENTO.

~

w

~
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The "Schedule of Degrees and Salaries per Ministerial Decree No. 200" contained in
Exhibit 5-16 is a direct translation from Ministerial Decree 200, which was enacted during
1982. Before addressing the employee compensation process or making any assessments or
conclusions about the process or results, it is extremely important to have a common
understanding of all elements of the process and how they are utilized in the compensation
process. Therefore, the following is a detailed description of each element of the "Schedule
ofDegrees and Salaries" as found in Exhibit 5-16:

Column 1 Exhibit 5-16 - Salary Segments:

The salary segments refer to those major divisions in the segmentation of salary grades. The
ranking of in this column progresses from the hierarchy of Chairman as the highest paid
position to the sixth degree being the lowest. A description of the various functions and/or
positions that relate to each of these salary segments is snown in Exhibit 5-16 "Schedule of
Degrees and Salaries".

Column 2 Exhibit 5-16 - Basic Salary:

The salaries showl: in tLis column are the basic salaries for each salary segment in yearly
and monthly ranges. This basic salary was established June 3D, 1987 as the basis for all
ongoing computations of raises and incentives. In 1987, a special, six-year cost of living
program was instituted by the Government of Egypt to increase the basic salaries of
government workers by 110%. The cost of living program is outlined in Exhibit 5-17
"Additional Allowance for Cost of Living Program". The annual percentage increases were
applied against the basic salary for that segment, not what the employee was currently
earning. Therefore, there was no compounding effect in the annual increases. Also, the
cost of living allowances did not increase the basic salary used for ongoing computation of
raises or bonuses. The original basic salary was still used as the basis for those calculations.
The Basic Salary is computed using the "Risk Allowance" factors in Exhibit 5-18 to adjust
salary for the type of job. If the job is riskier, i.e. construction, heavy machinery, etc. the
basic salary would be higher.

Column 3 Exhibit 5-16 - Presentation:

The presentation allowance is an annual adjustment to income of the higher level positions,
in consideration of their inherently increased expense requirements for special functions,
gifts, clothing, etc. just as a result of their position within the company and government.

Column 4 Exhibit 5-16 - Periodical Allowance:

The amounts shown for each Salary Segment are the maximum monthly merit increase that
can be provided to the employees. It is based on the employee performance evaluation !IS

outlined earlier in this Section. The employee will receive a monthly increase proportionate
to the scoring on the performance evaluation, i.e. if the employee scores 50% on his rating
of performance and he is in the 3rd degree segment, he will receive an increase ofLE. 2 for
the month. The budget for raises are administered with the departments on a monthly basis.
However, K&M was advised that there is very little variation in this budget throughout the
year.

--
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Column 5 Exhibit 5-16 - Promotion from Selection List:

As employees meet the minimum period for promotion for each salary segment as
shown in Column 6, they are added to the bottom of a list of promotion candidates for
each segment. Their addition to the list is purely a time-in-grade situation and is not
influenced by performance. When vacancies occur in the next higher position, the
people on the top of the list are considered and usually selected to fill the position. As
people are selected for promotion, the remaining employees move up on the list and the
process continues. However, the individuals that are responsible for fiUing the vacancies
have an option to go outside of the established list of people that are ready for
promotion and select another individua~ based on special attributes. That option is
restricted to the percentages shown in Column 5. For example, the 100010 shown for
Vice-Chairman, Central Department Chief, General Manager and 1st Degree means that
the filling of vacancies in those segments can be made with people outside of the
promotional listing in 100% of the cases. On the other hand, for 6th Degree vacancies,
only 10% of the selections can be with people that are not on the promotional listing.
The ARENTO Employee that is on the top of the promotional listing but is bypassed by
another employee has legal recourse with ARENTO and can take the Authority to court.
For this reason, K&M was advised that deviations from the promotional listings are very
much the exception.

Column 6 Exhibit 5-16 - Minimum Period for Promotion:

This column represents the minimum time frames that employees must have in each
salary segment before they can be added to the promotional listing. 'Jutside of
exceptional situations where the supervisors decide to exercise their option to select an
employee for promotion that is not on the promotional listing, the only other way to get
promoted is to meet this minimum "time-in-grade" requirement.

The "Employee Compensation Process" flow shown in Exhibit 5-15 was constructed
through a detailed review of the Ministerial Decree Number 200 covering employee
matters. The process provides the logical flow that was established to administer the
previously covered "Schedule ofDegrees and Salaries" in Exhibit 5-16. However, it has
the added capability for supervisors and the Chairman to apply special bonuses or
incentives in the case of regular Excellent work by employees. The Committee that is
shown to review and approve the recommendations for salary increase is jointly handled
between the Central Department Chief-Administration and the Director General of
Organization and Administration.

An observation that can be made of the overall processes for performance evaluation,
salary budgeting, administration and bonuses is the overall complexity. Extensive work
was required by K & M to obtain a clear understanding of the various parts of the
overall process and it is doubtful that most supervisors understand aU of the flows,
nuances and options that should be considered in acquiring compeDSltion for their
employees. One interview with a Zone Manager revealed that he devoted 40% of his
time to employee compensation matters.

I
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Exhibit 5-17
ADDITIONAL ALLOWANCE FOR

COST OF LnnNGPROGRAM

YEAR PERCENT
INCREASE TO
BASE SALARY

COST OF LIVING
ADJUSTMENT

87/88 20010
88/89 15%
89/90 15%
90/91 15%
91/92 15%
92/93 20%
93/94 10%

TOTAL 110%
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Exhibit 5-18
RISK ALWWANCE

Administrative Decree No. 2090 dated 312/1982
Issued by ARENTO Board of Directors

I. 40% oflowest basic salary for Category A
2. 30% oflowest basic salary for Category B
3. 20% oflowest basic salary for Category C
4. 15% oflowest basic salary for Category D

CATEGORY Ai 40-/.

I.

2.
3.
4.
5.
6.

Engineers, technicians &teclmicallaborers working in:
constructions and maintenance ofoutside plants,
radio & tenninal stations,
inside & outside equipment rooms,
workshops for the maintenance ofteleK, telegraph & switch boards.

Employees of Engineering traffic and testing ofmeters inside rooms
Technicians working in intemational exchanges
Drivers ofcranes, tlUcks, excavators & heavy vehicles
Employees working in electronic directory
Workers oftelephonc supervision

CATEGORY Pi 39%

I. Engineers and technicians for installation & maintenance ofmanuaJ switchboards
2. Employees working in telephone & telegraph offices
3. Technicians for telephone sets, fiames & cabinets
4. Drivers ofears & motorcycles and workeIS in transpoltation
5. Employees working in thc computer center
6. Security employees . .

CATEGORY Ci 20%

I. Technical employees in sto~ & guards
2. WOrkCIS for broadcasting, complaining diIe<:tory & infonnation boards
3. WorkeIS for telegraph sctvic:cs
4. WorkCIS for rcgistJ'ation in computer center
S. General managers ofzones
6. Engineers & tcclmicians working in thc frequency spcctnJm. planning ofprojccts & buildings

& traffic design
7. Supervisory tec::hnical jobs
8. Traffic controllers
9. Elevatorlaborcrs
10. Draftsmen
II. Microfilm workcrs
12. Typists

CATEGORY Pi 15%
1. Administrative personnel
2. Cleaning personnel
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5.4.2.5.1 Conclusions

• Promotional opportunities for the Degree 6 through 2 Salary Segments are
based on a predetermined time frame for each segment which is arbitrary and
does not consider the potential, qualifications or motivation of individuals
within those segments.

• No opportunities exist for developing careers within the disciplines such as
Engineering unJess the individual takes on supervisory responsibilities.

• Career development and Continuity planning as outlined in Public Law No. 5
(Appendix B) are reserved for the positions ofGeneral Manager or higher.

• Although the positions of General Manager and higher can be filled with any
qualified candidate, a policy of choosing from the next level down has been
strictly followed.

5.4.2.6. Training and Development

The training facilities of ARENTO currently include The Central Training Facility in
Cairo and eight regional centers. Approximately 4000 personnel are trained each year
between the Regional and Central Training Centers. The 8 regional Training Centers
train about 1000 new hires in basic subject matter and the one Central Training Facility
in Cairo trains about 3000 personnel in a wide rnnge of basic technical and manage
subjects.

All advanced technical training on systems and facilities is accomplished through on the
job training (alT). Although there are video taped training programs covering outside
plant (local network) highlighting problem areas and maiDtenance techniques no other
structure is available to assist the site supervisors to assist them in the orr process. The
Chairman has taken the video tapes to .the field with him and Zone Management
personnel have objected to the high-level emphasi~. However. the Training Center in
Cairo is planning to begin training ARENTO persolJi&el within the Center on the AT&T
5ESS switching system.

Training on new systems is currently handled by the manufacturer. the quantitie:. trained
are limited to engineering and maintenance personnel and do not include the execution
employees. This presents a significant problem since the execution engineers are
responsible for contractor inspection and acceptance testing. Arrangements have been
made with AT&T to provide a "Training Switch" during 1994. This win improve the
timing and cost of training personnel and enable the execution personae! to be trained
with the engineering and maintenance forces. This concept should be expanded to
include the Siemens and CIT Alcate! Systems.

The technical training programs appear to be wen designed in that they were prepared
with the assistance of input from external areas such as the Saudi Arabian and the
International Telecommunications Union. Both pre and post-testing is done with the
students. along with surveys oftraining quality.
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The availability of non-technical training programs is very limited and are generally
reserved for 3rd Degree or higher employees that are slated for promotion. A broader
range of management courses are required to support the non-technical needs of the
company in areas of strategic planning, marketing, finance and overall program
management. Developing a solid business background in key management positions
will be critical to the ongoing management of the business.

The Training Center is beginning to take on other responsibilities such as the screening
of potential hires for some jobs. As an example, they recently did language screening
for a large quantity ofcandidates for operator positions. This added responsibility could
dilute the effectiveness of the training center in taking skilled trainers away from their
primary responsibility.

The National Telecommunications Institute (NTI) is another very effective training
resource available to ARENTO. They have 34 courses and five departments covering
transmission, switching, electronics, computers/systems and network/project
management and offer training to all government agencies. They offer a two year post­
graduate certificate which can be applied to a Masters Program. Approximately 500
Engineers per year attend NTI from ARENTO. They are generally expected to train top
engineers prior to promotion.

5.4.2.6.1 ConclusioD.

• Training programs must be expanded to include a broader selection of non­
technical courses such as business, marketing and fmance subjects.
Additionally, courses should be added for developing supervisory and
management skills.

• The installation of training systems in the ARENTO operation will be required
to manage the cost and quality ofapplied training.

5.4.2.7 Strategic Business Planning

Planning in ARENTO is generally conducted only for the technical network
requirements associated with the Five-Year "Projects" plan (Capital Spending). The
fmdings and conclusions of network planning contained in the analysis of network

- Section V of the Cost of ServicelRate Study were substantiated through the recent
interviews. One additional area that requires overall priority attention in the network
planning area is the incorporation of economic analysis concepts in the evaluation of
alternatives and decision-making as to the fmal direction. The identified need for
reliable. current information on traffic, markets and functionality is a major
consideration in improving the planning process.

Network planning is relying on traffic data collection from the switches and field
assessment by Engineering forces to forecast the priorities and capacities required of the
marketplace in determining where. how and when network investments should occur.
The New Services Department within the OM Sector is beginning to use customer
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surveys to gain direct input on service quality and propensity to buy new types of
services.

The company has no established market and finance oriented goals and objectives and
consequently no strategies. The marketing, operations and human resources areas do not
have formalized plans to direct their efforts over the next five years. Budgeting
decisions are made by committees with very little analytical structure to determining the
right level and type of resources to support the business.

5.4.2.7.1 Conclusions

• ARENTO must establish long-range strategic goals and objectives which
address the Market, Financial and Operational aspects of the business.

• The departments operate on a short-term basis without knowing the long-term
ramifications of those decisions. A structured planning effort is required in
each of the major areas within the company.

5.4.2.8 Network Management

5.4.2.8.1 General

Network Management is generally considered to be a proactive function to eliminate
degradations or service interruptions to the customer. The early identification of
problem areas should allow the service provider to plan and manage the resources
required to maintain telephone plant and service levels, thereby making most efficient
use of those resources. The concept includes the improved productivity of
maintenance and repair personnel through the centralization of monitoring, diagnosis
and field support. Effective network management is contingent on the availability of
timely, credible information, along with the capabilities to establish priorities for
resources required to take corrective action.

5.4.2.8.2 Switching

As pointed out in the O&M Report, the COM Centers were establishe4 under this
broad defmition to manage the performance of the lAESS Switches from central
locations. The intent was to minimize the quantities and qualifications of on-site
maintenance personnel. However, AT&T has continued to provide contract
technical support to these centers since their implementation and the quantities of
switch maintenance personnel have not been reduced.

The O&M Report also identified a problem of Transmission Network faults which
have been evidenced by Network Management Program are in place within the
ARENTO Operation for Switching, as demonstrated by the high service levels of the
existing systems.
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5.4.2.8.3 Transmission

The Cost of Service/Rate Case Study identified significant route congestion
(blockage) problems. Since that study was completed, action has been taken by
ARENTO to begin correcting the situation with key managers meeting monthly to
review the reports and take corrective action. The results of the Trunk Congestion
Program are in Appendix N "Trunk Congestion Report, December 1993" and show
significant improvement in a number of routes. However, further attention is
required in a number of locations. These meetings are very positive steps in gaining
control of the many issues that can affect trunk performance.

5.4.2.8.4 Outside Plant

The outside plant network does not have the overall management capabilities or
planning as was established for switching systems. The Fault Location Centers had
been established to perfofl7' the same proactive function for outside plant facilities as
the COM Centers were doing for switching. However, the centers have not been
successful in establishing the preventative maintenance programs for outside plant
and are used instead for assisting the field forces with repair of reported faults. A
common practice of the field forces is to switch the customer service from a defective
cable pair to a good one, instead of taking the time to repair the original facility.
Although this will expedite service restoration it proliferates the deterioration of the
outside plant network and will dramatically shorten its economic life.

5.4.2.8.5 Conclusions

• The outside plant network requires immediate attention to establish the
policies, methods ~d procedures to upgrade design and maintenance. The
same level of care should be afforded that part of the network as is the case
with Switching.

• The new NOC Center may not have the benefit of integrating iis capabilities
within the overall planning and maintenance processes of the overall network.
This could provide for the ineffective use of the capabilities within the overall
maintenance and operation structure.

• The monthly meetings to address traffic trunk congestion issues should
continue with emphasis on actions and tracking to continue to improve the
performance of the transmission network.

5.4.2.9 Computerization and Information Management

5.4.2.9.1 General

The motivation to incr~e the levels of mechanization and computer based
management processes is strong, in light of the establishment of the Information and
Computer Department, reporting directly to the Chairman. The appropriate
inoorporation of mN'lanizatioo into the key bU3ine:iS processes will be a aitical
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component in achieving competitive levels of productivity and quality. However, as
K&M visited the various offices it was apparent that the level of computerization is
still very limited. It was clear though, that the ARENTO employees understand the
need to mechanize and seem to be anxious to acquire systems. However, even with
the verbal support provided to K&M by many ARENTO employees, the Infonnation
and Computer Department has experienced significant problems with personnel when
planning has been initiated for new systems. A general fear of the systems replacing
jobs is evident and the lack of computer proficiency have been major barriers to
proceeding with system deployments. However, even with these problems,
ARENTO has been able to move ahead with planning and activities associated with
mechanization as shown below.

5.4.2.9.2 Existing Data Bases and Systems

• DatalInfonnation data bases have been established for such infonnation as the
Five-Year Plan, Yearly Projects, Equipment in Service, Waiting Lists,
Employees, Billings for Local/Intemational/Mobile, SourcelUse Funds
Reports, Budgets, Monthly Financial Reports, Balance Sheets and Project
variance reports.

• Human Resources and Payroll System is currently being deployed. The data
base is being populated with personnel in Degree 3 on up positions. All
reports are requested directly from the Central Department Chief-Information
and Computers.

• Inventories/Stores and Warehouse System is operational. All inventory records
have been entered, along with account payable applications.

• Accounts Payable/General Ledger System is integrated with asset management.

• The Billing System has been deployed in six exchanges with completion of
Cairo scheduled for the end of July, 1994. This is a critical step in achieving
the monthly billing identified in the previous K&M Study recommendations.
However even with this new billing system there are significant deficiencies to
accommodate the K&M stl1;dy recommendations.

• Although an earlier attempt was made to implement a Project Management
system within Execution, it was not utilized effectively as the personnel did not
appreciate the importance ofmanaging milestones.

• There are currently no plans or resources to establish:

A focus on the management of information as a corporate resource.
Departments within ARENTO have demonstrated significant reluctance to
utilize or share data bases and are duplicating common data elements
between individual systems.

:1
i
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- The inter networking of support systems such as Fault Location, Cable
Administration and Billing or LANs. Neither the funds, resources or
priorities have been established.

Systems to support the planning, engineering, deployment and
administration of network assets.

- A system to manage and administer the contractors used for network
engineering and construction.

5.4.2.9.3 Conclusions

• A major problem within the Information and Computers Department is the
inability to retain skilled programmers. Over the past year 6 out of the 15
programmers left to go to other companies for larger salaries. The Central
Department Chief compared the average LE. 250/month salary of the
programmers within ARENTO with at least LE. 1000/month in the private
sector within Egypt. The programmers in off-shore locations such as Saudi­
Arabia are receiving LE. 6000-7000/month.

• An overall program for computerization within the core processes of ARENTO
is required. The program requires Chairman endorsement and support with
specific measures established.

• Informative planning, i.e. information requirements to support on-going
operations and strategic business objectives does not exist. There is no
coordinated effort to identify and manage "information" as a corporate
resource.
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5.5 RECOMMENDATIONS

5.5.1 Background

Two previous studies were comJ:'eted over the past year. in conjunction with Project 263­
0177, which pertain to assessments of revenues, cost and service quality positioning of
ARENTO. The recommendations of those studies will be integrated with those of the
Organizational Structure and Operations Assessment. During the integration of
recommendations, it was found that in some cases the conclusions and recommendations of
this current assessment of Organizational Structure and Operations supplemented, expanded
or modified the recommendations of the previous studies. In those cases, the resulting
language has been highlighted in Bold italicized letters. This process of consolidation,
expansion and clarification should improve the packaging of common or associated
information and allow the reader to understand where changes were made to the previous
report recommendations.

The two previous studies were commissioned by the United States Agency for International
Development (USAID) with the following objectives:

5.5.1.1 ARENTO Cost of ServiceJRate Study completed September, 1993

This assessment was completed by K&M Engineering and Consulting Corporation of
Washington, DC. to provide the basis for both designing and implementmg an effective
strategy for future telecommunications pricing in Egypt '

5.5.1.2 Operations Maintenance Study com~!etell August, 1993

This assessment was completed jointly br.:tween Telecons'Jh, Inc., Washington, DC. and
Harza Engineering. The purpose was to evaluate ARENTO's current operations and
maintenance practices and procedures as they pertain to A1D-fmanced equipment and
materials and recommend improvements, where necessary.

5.5.2 Cost of ServiceJRate Study

5.5.2.1 Recast Financial Statements

5.5.2.1.1 Recast Income Statements

ARENTO should recast income statements for the five-year period of 1993-1997 to
reflect both the changes in price of Hard Currency and increases in foreign interest
expense accounts, using the World Bank projected exchange rate of6.2%.

The Changes in Prices of Hard CurrenCy Account should be increased by LE 5S
million and Foreign Interest Expense increased by LE 54 million.

, .~.
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5.5.2.1.2 Recast Balance Sheet

The unrecorded increase in Foreign Debt should be included as an adjustment to the
balance sheet for long-run marginal cost estimates. No impact will be incurred on the
Income Statement.

Begin recording currency exchange rate increases as an operating expense and change
against Operating Revenues on a going forward basis.

5.5.2.1.3 Annual Balance Sheets and Source and Use of Funds Statements

Annual source and use of funds assessments and projected annual balance sheets
should be included within future five-year plans.

5.5.2.1.4 Establish a Treasury Department

The position ofTreasurer should be established within the Finance Sector.

5.5.2.2 Billing and Collection

5.5.2.2.1 Migrate to Monthly Billing

Migrate from semi-annual to monthly billing cycles for all customers to improve cash
management, distribute charges to the customers and minimize the size of the billings
to the customers.

• Implement with a phased approach involving an interim quarterly cycle to
improve cash flow management

• Use the policies currently in effect for International Telecommunications
Services.

• The added costs associated with more frequent billings should be addressed
within the overall budgeting or rate-making processes.

• Since Local Access is currently billed in advance on a bi-annual basis,
consideration should be made to retaining that arrangement to improve
ARBNTO's real revenue generation capability and may even require future
offsets.

• Establish a specific plan and commitment for the fuU deployment of the
Billing System to all customers within the next five years.

5.5.2.2.2 Design, Buy or Build State of the Art Billing System

Establish common billing standards and procedures for all customers. Use a single
integrated billing and collection system which accounts for all Local Access,
L"l~rnatio.-m1a.'1dusagediargw for a single 5Ubseriber.
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5.5.2.2.3 Shorten Time Lags

Place a high priority on shortening time lags between the billing cut-off periods and
the date bills are available for distribution.

5.5.2.2.4 Develop and Implement an Effective Account Treatment/Collection
Process

Develop a standard Account Treatment Policy and apply consistently across all
subscribers, including government accounts. This should iot lude improved control
through the dispersion of billing, cash collection, bank reconciliation, cash
manageme~! and account adjustmentslwrite-offs to separate ir.dividuals, from the one
person as is currently the practice.

5.5.2.3 Service Improvements

5.5.2.3.1 Establish a Strategic Business Planning Function

Establish a Strategic Planning Function with•. l the Finance Sutor to assist tI,e
Chairman and Board of Dirutors in establishing, tracking and managing the
overall business dirution ofARENTO.

• Coordinate the developmmt and ItUUUIgenumt of5-year Business Goals and
Objutives based on competitive bench marking, Egyptian Economic
Development, Market Trends, new Tuhnologies and PoUticai constraints.

• Coordinau inter-Sectorplanning, in line with goals andobjectives.

• Maintain regular tracking and reporting ofprogress in meeting long-term
goals

5.5.2.3.2 Improve Coordination orNetwork Planning

Improve the effectiveness 01 Network PI"nning in fontUllating long-term,
economically viable plans lor the development and apansion of the overall
teluommunications network in line with business and customer requirements.

• Illc~rporate Outside Plant Planning and longer-term planning for switch
expansions

• Improve the quality and quantity of traffic data available to pllmnerJ. This
should include trafti~ data from every electronic switch, Tmnk Overflow
Reports and O&M data on switch and trunk performance.

• Eliminate the switch line size policy which limits current switch sizes to a
maximum of 60,000 lines per system. Allow the systems to expand to their
designed capacity within overall economic constraints.

..
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• Utilize economic analysis in tI,e evaluation and decision-making process
associated with Network Planning. This will require tlte retraining of all
Planning Engineers as well as tI,e upper management ofARENTO, alollg
witl, tlte establishment ofcomputer based tools.

• Establish an Architectural PIQI",ing Function within tlte Planning Sector to
plan and manage tl'e incorporation of new technologies and teclmical
standards across the Switching, Transmission and Outside Plant Planning
disciplines.

• Establish process linkages between Network Planning and tl'e new
Marketing andSales Sector and tI,e O&MSector.

• Establish a Computer Aided Design (CAD) System which has interactive
graphics capabilities to automate the drafting, asset management and
administration/or both Outside Plant and Switch Engineering

• Establish a polky which mandates that Planning Engineers consider Fiber
Optics or Copper based loop e1ectronks alternatives be/ore installing any
further Copper Feeder Facilities for local distribution. Copper Feeder
alternatives should be penalized in the economic analysis based on
maintenance andcustomer service constraints.

5.5.2.3.3 Establish a Network Operating Plan

Establish a Network Operating Plan which provides afi~-yeor view 0/Operations
resources andpriorities required to meet the Strategic Goals and Objectives.

• Integrate all systems into a unified national ndWork management
architectlln.

• Identify specifIC Human Resource requirements, i.e. skill-sets, quantities 0/
employees . and associatd costs.

• Identify the critical support systems required to nudntain quality and
productivity.

• Identify tools, test equ:Jmenl, vehicles, etc. which must be included in the
annual budgets.

5.5.2.3.4 Establish a Trunk Administration Function and Conduct a Can
Completion Study

• Validate trunk utilization daJa

• Establish specifIC actions/or resolution

• IncorporatefuuHngs into ongoing Planning/or Network and Operations
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5.5.2.3.5 Revise the current policy covering the use of outside Contractors to
allow for the formulation of an approved Contractor Listing based on
demonstrated cost and quality

• AI/ow ARENTO Execution employees to compete for construction work
based on the same criteria as is usedfor the outside Contractors.

• Establish a policy requiring that all contractors assume full liability for
their work and show proofofreasonable level of liability insurance before
working anyjobsfor ARENTO.

• Establish a ColaJractor Committee to be chaired by the Central Department
Chief of Contract Administration and comprised of the Exchange,
Transmission, Local Network and Power Department Chiefs within the
Execution Sector to oversee the Approved Contractor Listing.

• Establish plans to implement a Contract Administration System tl,at will
interface direcdy with the Engineering CAD System to automate much of
the contractor selection process.

• Use competitive bid or quote on major projects to reduu the costs of
contracted work. Reduce or possibly elimilUlU time and expense
contracting.

5.5.2.4 Rate and Tariff Design

5.5.2.4.1 Establish a Commercial Sector

Establish a Commercial Sector reporting to the Chairman tI;1 a single point of
accountabilityfor revenuesplanning andgeneration.

• Accountabilities should include Market Planning, Pricing, Promotion,
Forecasting, coordination with Network Planning and StrtlUgic Planning
Departments.

5.5.2.4.2 Generate Additional Annual Revenues

Generate an additional LE 7.S million in annual revenues through the marketing high
margin services such as Expanded Custom Calling Features, ·Business Line Hunting,
Call Forwarding, Call Waiting and Dual Tone-MF signaling to increase revenues per
line, reduce network costs and improve the quality ofcustomer service.

• Replace the X-bar Switches earlier than currently planned and replace with
state-of-the art systems that offer broader customer service and maintenance
capabilities. .
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• The equipment repair center at Bab-EI-Louk should be re-assessed if the
IAESS Switches replacements remain as in the current plan. The test
equipment is very old and not working in some cases and will require
upgrade/replace to maintain the effectiveness of this repair center.

5.5.2.4.3 Increase Coin and Toll Rates by 1994

Increase coin and toll rates by 1994 to provide adequate financial performance to
fund new network investments.

5.5.2.4.4. Generate Additional Revenues through Provision of Service to Wait
Listed Customers

Generate an additional estimated LE 9.5 million in annual revenues through the
provision of service to approximately 35,000 Wait Listed Customers, through the
improved ordination of Switching and Outside Plant Plans. A fill ratio of 90%
should be targeted and the elimination ofWaiting Lists by 1996.

5.5.2.4.5 Begin Monitoring and Controlling Unauthorized Access

Begin monitoring and controlling unauthorized access to the network and eliminating
situations where a new customer begins utilizing the network before billing is
initiated.

• Begin re-billing current unmatched usage.

• Improve the processes between the customer contact emtel' and billing to
expedite the handling and billing ofnew service onlus.

5.5.2.4.6 Reduce tbe Local Free Can Allowance for All Subscriber Qasses

• Capture at least 20 percent of the free local call units in 1994 to generate
increased revenues and move closer to marginal cost pricing.

• Calculate the usage of subscriber allowed calls on a quarterly basis of 300
calls each by 1995 to increase the probability that heavy users of local service
will pay for using the network.

• Move to a monthly allowance of 100 calls by 1996 to capture additional
revenues from every local service user.

5.5.2.4.7 Develop Long-Term Pricing Strategies Using Demand Elasticities and
Long Run Marginal Costs

Develop long-term pricing strategies and evaluate various pricing options using the K
& M pricing model as a key tool. This will involve formal pricing analysis training
for selected members ofthe ARENTO Staff.
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• Move all prices toward optimal marginal cost/price elasticity detennined
levels to optimize revenue streams to ARENTO while providing customer
satisfaction with appropriate value-priced services.

• Focus price reronn on local usage pricing to eventually eliminate free call
allowances and migrate to total usage sensitive priced local service.

5.5.2.4.8 Collect and Retain Information about Subscriber Responses to Price
Changes

Begin collecting and retaining information relative to subscriber responses to changes
in prices and continue internal cost analysis to estimate and monitor the marginal
costs of each service. This recommendation will require training on both elasticity of
demand and on marginal cost estimation techniques specifically for the
telecommunications sector.

5.5.3 OPERATIONS MAINTENANCE STUDY

5.5.3.1 Establish Network Quality Standards

Establish, track and manage overall Network Performance Standards (quality of service
performance objectives) which meet customer and business goals and oojectives and
provide the market/financial positioning to attract investors.

• Conform to cern performance criteria

• Include standards for office and equipment buildings to ensure environments which
promote the highest quality work from the staff and operation of critical equipment
and systems. .

• The fmdings upon which this recommendation is based are included herein only by
reference to the operations Maintenance Study. Final Report - Volume I; section
1.4.9.

• Integrate standm'ds into the Employu objectives andSaJarylBonus Program

• Link standards to Marketing, Network and Operations PfannJng

5.5.3.2. Establish a Network Management Center

Establish a state-of-the-art Network Management Cc:nter in Cairo which integrates the
monitoring, diagnosis and resolution of Switching, Transmission and Outside Plant
network problems.

• Focus on overall preventative maintenance capabilities required to enable ARENTO
to improve the management of critical resources. minimize customer reported
problems and improve information for ongoing planning, engineering and operation
ofthe network.

=-
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• Incorporate existing centralized operations such as the COM Centers and F&ult
Location Centers.

• The findings upon which this recommendations is based are included herein only by
reference to the Operation & Maintenance Study, Final Report Volume I - Sections
1.4.2 and 3.3.

• Establish Network Utilkation Reporti"g which provides high quality information
on instalkd, idle and defective Switching, Transmission and Outside Plant
Facilities. The report should include specific program information relative to the
repair ofdefective plant and criticalplant margins based on cu"ent demand.

• Establish the critical Processes, in conjunction with the New Network Operations
Planning, which are required to effectively incorporate the existing COM Centers
and Fault Locating Centers with the new Network Operations Center (NOC),
which is being installed in Project V.

5.5.3.3 Reduce "False Traffic" Volumes

Initiate a Network Quality Survey to identify the source of "False Traffic" problems and
the very low call completion rate from the United States and develop a plan for
resolution.

• Include a customer education program where required to improve their utilization
of the network.

• Establish a tracking, diagnostic and response program to isolate specific problem
areas and initiate corrective action. This program should also provide for the
r~cssment of the impact of the elimination of "false traffic· on current plans for
capacity expansion.

• The fmdings upon which this recommendations is based are included herein only by
reference to the Operation & Maintenance Study, Final Report Volume I - Sections
1.4.1 and 3.2.

5.5.3.4 Establish a Program Directed at the Improved Utilization and
Management of Outside Plant Facilities

• Establish a Central Depart1tU!nt for Outside Plant within the Operations and
Maintenance Sector to provide the overall coordination ofprogrtUtLf across the
Zones and Fault Location Centers.

• lnitiaU an iltUtfdiate sutWy ofOutside Plant facilitks to ddumin.e the level 01
defective plant andformulate aplanfor repair or replacemmt.
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• Establisl, a policy wl,icl, mandates the immediate or planned repair of defective
cable plant and prevents tl,e restoration/repair of service througl, only tl,e
transfer ofservice to a vacant cable pair.

• Implement a loop maintenance program through the proper use of Automatic
Line Insulation Routing and the establishment of a planned approach to
managing the priorities and resourcesfor repair.

• Improve tl,e work order closing process to quickly make new cable facilities
available within the local assignment records.

5.5.3.5 Technical Training

Training switches and Programs should be implemented in the Cairo Training Facility
for the AT&T No. SESS, Siemens EWSD and CIT Alcatel EIOB Switching Systems.

• The site selection for the systems lJhould conform to all environmental standards for
the system.

• Training Programs and Facilities should be established which focus on the effective
training of engineering, construction and maintenance personnel prior to the
deployment of new technologieslprJducts and the improved planning and
management ofcompany resources.

• The fmdings upon which this recommendations is based are included herein only by
reference to the Operations & Maintenance Study, Final Report - volume I ­
Sections 1.4.5. and 3.6.

5.5.3.6 Management and Executive Development Training

The development of staff personnel must include an appreciation of the business
implications of their functions and resp<.'nsibilities. Training Programs should be
initiated for business, finance, economics and project management.

• Depending on the nature of the individual's job, the training should range from
appreciation courses to highly detailed working knowledge of the subject matter.

• All personnel in the Degree 3 or higher jobs should be required to attend.

5.5.4 ORGANIZATION STRUCfURE

The Bolded text, highlighting those areas that were impacted by the Organizational Structure
and Operations assessment has been omitted from this Section as the remainder of the
Recommendations were directly from that assessment
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5.5.4.1 Employee Staffing

5.5.4.1.1 Bench Marking - Employees per Line

The CANTV Venezuelan Telephone Operation was analyzed to establish a basis for
comparison with the staffing size of ARENTO since CANTV has been successfully
privatized over the past two years. The CANTY Operation has about 24,400 total
employees with about 1.9 million access lines in service for an average of 78 lines per
employee. The ARENTO Operation has approximately 57,000 total employees with
2.0 million access lines in service for an average of 3S lines/employee. If the
CANTY productivity factor of 78 lines/employee is applied to the ARENTO
Operation it would result in a staffing goal of 25,600 employees. This represents a
reduction in total staffmg of over 31,000 employees. Although this is a very
aggressi"'e ~arget, an eye should also be on productivity in the United States where a
recent assessment of GTE Telephone Operations resulted in an average 300 lines per
employee. This factor would drive the ARENTO headcount down to less than 7000!
The fact that GTE is managing an embedded base ofover 17 million access lines with
only 52,000 employees supports this finding.

5.5.4.1.2 Plan to Reach International Competitive Level Employees

Establish a plan to reduce overall employee population to competitive levels over the
next six years. The objective measurement of 75 Employees/10K Lines in Service
should be established, which compares to the current 250 and will result in an
estimated reduction of 23,500 employees over the plan period. The employee
reduction program. should consider the following within the overall planning process:

• Perfonn a detailed assessment of jobs and staffmg within Degrees 1-6 and
establish specific reduction targets by job.

• Esi.'l.blish strict performance evaluation criteria and mandate the termination of
Weak Perfonners.

• Cap the backfill of any vacancies, outside of those in critical Engineering or
Programmer Positions.

• Modify the policy regarding Leave of Absence to terminate employees who are
hired by outside companies at the convenience orthe employee.

• Establish a communications plan with the employees advising them of this
program and the options available through the Social Fund.

5.5.4.1.3 Develop a Broader Range of Business Skill. Among Management and
Executive Staff

Initiate action to begin developing a strong Business, Finance, Economics Accounting
and Marketing proficiency within the Central Staff to provide the skills and
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experience required to move ARENTO into a competitive position i.e. the private
sector.

• Emphasis should be placed on hiring college graduates with Economics,
Marketing, Business Accounting and Finance Degrees.

• Professional recognition should be afforded these employees as is provided
the engineering personnel.

• PromotionaVcareer opportunities should be formulated over time to retain
productive employees.

5.5.4.1.4 Reduce Turnover with a Competitive Wage and salary Structure

Resolve the specific issue of high tum-over within the Engineering and Computer
Programming Disciplines on a priority basis.

• Establish salary ranges within those disciplines based on a more detailed
bench marking of salaries and overall compensation with the private sector.
Consideration for planning purposes should be given to LE 1400/month for
Engineers and LE IOOO/month for programmers. These salaries were
obtained during interviews as the levels that the personnel are receiving upon
leaving ARENTO for comparablejobs.

• Establish a minimum of four steps of progression within the engineering and
programming disciplines with specific compensation, development and
promotional criteria.

• Provide opportunities for. professional development through seminars and
conferences.

5.5.4.2 Employee Performance Evaluations, Merit Increases, Career Pathing and
Promotions and Continuity Planning

5.5.4.2.1 Employee Performance Evaluations and Merit Increases

Revise the existing policies and processes associated with employee performance
evaluation and compensation to provide a competitive level of compensation based
on simple but effective methods of employee evaluation and ongoing adjustments to
salaries based on Pay-for-Performance.

Establish a detailed plan outlining the operational and fmancial requirements and
structure a timeline which balances personnel and fmancial impaCts associated with
increasing wage and salary levels.

Eliminate the broad "Degree" Salary Classifications in Ministerial Decree 200 and
replace it with "Salary Level" Classifications which align with specific levels of
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general accountability and responsibility. Although College Degrees may be a very
appropriat.: requirements for certain jobs within a Salary Level, a Degree should not
be consklered a necessity for all jobs within a general Salary Level.

5.5.4.2.2 Career Pathing and Promotions

Eliminate the rigid "Minimum Period for Promotion" in Law 200 and replace it with
methods for determining promotional readiness based on the capabilities and
motivation of the employee.

5.5.4.2.3 Continuity Planning

Establish a Continuity Program for critical positions to prevent disruptions in meeting
the company objectives when personnel changes occur.

Establish within specific disciplines, i.e. Engineering, Operations, to provide
motivation to those employees that wish to remain within those specific fields.

Establish Training and development programs which provide focused instruction and
resources for the employee to establish the skills and motivation required of the
position.

• A broad level of business, marketing, fmance and economics should be
established for the Degree 3 and higher positions as well as technical
instruction where necessary.

• Establish specific training requirements for each job and provide convenient,
effective training programs to satisfy those requirements.,

• Recognize the importance of networking with other industry personnel and
encourage attendance at seminars and conferences.

• Include computer orientation/appreciation in management training programs,
including the importance ofsharing information through common data bases.

• Marketing training should include demand elasticities and cost margin
concepts.

5.5.4~, Employee Communications

5.5.4.3.1 Develop a "Spirit of Teamwork" Throughout ARENTO

A3 market reform begins to occur within ARENTO, it is important that a new culture
begin to develop between the company and the employee. The employee should be
viewed as a valuable resource and a partner in the business. Since a major element in
that transition will be the communication of the changes and direction with the
employee it is highly recommended that a regular communication be established with
the employees to keep them informed. This may also prevent resignations from the
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company by critical employees if they have early information on major changes that
are planned.

• Consider the dissemination of information with employee pay.

• The Chairman, Vice Chairmen and Central Department Chiefs should
personally meet with employees to communicate priorities, address issues and
answer questions.

• Delegate responsibility and accountability downward throughout the
organization and decentralize decision making to the lowest possible levels.

• The strong~t communication with the employee is going to be through
actionl Th,~ employee will be waiting to see if market reforms are really
going to take place and will respond directly to the actions of the company. It
is critical that the company meet its commitment in accomplishing the actions
that are communicated to the employee.

5.5.4.4 Business Processes and Information Management

5.5.4.4.1 Define and Refine Business Processes

Using the "Business Process Diagram- in Exhibit 5-3 page 5-7, establish an overall
plan for the improved efficiency and effectiveness of all of the business processes
within ARENTO. This should include the delineation of work flows, functions and
responsibilities; incorporation of computerization where possible; efficient
networking between systems and the recognition of information as a strategic
resource. The goal should be to maximize productivity and effectiveness by
minimizing duplication of work and information, ensure that the employees jobs are
clearly defmed within the overall processes and provide a structure for the effective
ongoing management ofthe business.

This work will be critical in establishing the employee staffing levels and
organizational structures (see 5.5.4.1 Employee StafTmg and 5.5.4.5 Organizational
Structures).

5.5..4.4.1 Develop an Information Management Plan

D(lvelop a comprehensive S-year Information Management Plan which includes the
applications, hardware, software, network, training. priorities, data base
rec(\lirements and funding requirements associated with the establishment of an
efrective, efficient computer operation.

II Establish a data dictionary indicating the data elements to be centrally stored,
including standard defmitions and identifiers.

- I
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• Revise lob Descriptions based on accountabilities and responsibilities
identified within the Business Processes.
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• Establish the minimum tracking and reporting requirements to provide for the
effective management of critical processes and deliverables.

• Establish an effective systems/applications support capability to assist users in
their use and operation of the systems.

• Reinforce the importance of mechanization and the sharing of common data
elements by Chairman and Vice Chairmen through communications with the
Employees.

5.5.4.5 Organizational Structure

Establish an Organizational Structure that will improve the management of long-run
revenues, marginal costs and quality of service. The new functional organization
proposed in Exhibit 5-2 page 5-6, should consolidate accountabilities for the major
segments of the business and provide a concerted focus on the marketplace and the
employee. The major functions of the Sectors reporting directly to the Chairman have
been outlined in Exhibit 5-19 "Proposal of Accountabilities of Major Sectors". The
most notable changes are discussed below:

5.5.4.5.1 Create a Customer Service Sector - Single Point Accountability for
Customer Service

Establish a Commercial Sector (marketing) reporting directly to the Chairman with
accountabilities to establish and manage a S-year marketing plan for determining the
direction of ARENTO products and services that capitalize on the needs of the
marketplace. Additionally, the development and the management of sales functions
with capabilities to implement the five year Marketing Plans.

Realign the Marketing and Sales functions of International to an International
Department within the new Commercial Sector.

Realign Customer Contracts functions from Finance/Commercial, Customer
Connections and Customer Repair from OM.

The consolidation of these Marketing, Sales and Customer Service functions into a
single organizational entity will provide the single point of accountability for
customers to the zone/district personnel.
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Exhibit 5-19 (page 1 of 2)
PROPOSED ACCOUNTABILITIES OF MAJOR SECTORS

DEPARTMENTI RESPONSmILITffiS
SECTOR

5-66

Finance

Engineering

Execution

Operations

• Store Keeping (warehousing), inventory management and the purcha.~L

of capital items.
• Overall Budget Development and Managllment
• Customer Billing and Accounting
• Financial Planning and Budgeting
• Auditing
• Architectural Plans outlining the migration of new technology
• Program level planning for units of plant, budgets and service

information
• Detail all major equipment requirements and negotiate pricing
• Engineering, design and installation of Switching, Transmission and

Outside Plant Networks
• Establishment of Projects Funding requirements and coordination for

budgeting
• Tracking and reporting Project Execution
• Coordinate Project Design and Planning across all Sectors
• Track and manage expenditures according to approved budgets

• Management ofall Construction Resources
• Project management and control
• Minor material ordering
• Work Order Scheduling
• Project Inspection
• Contractor Selection and Tracking
• Project Acceptance Testing
• Maintenance of the Approved Contractor Listing
• Vehicles and Equipment
• Installation and maintenance ofTelepbone Service to the customer
• Technical inspection and reporting of Engineering, Traffic Offices and

Maintenance work
• Establishment and management of programs to resolve problem areas in

work performance
• Engineering, installation, maintenance and daily operations of

International Traffic, including telegraph, Int'l microwave and satellite
communications.

• Liaison with Law System for investigation of complaints and law suits
and support to Legal Affairs

• Operation and maintenance ofTraffic (Operator) Offices
• Planning, engineering, maintenance and daily operation of new services,

i.e. Cellular Mobile, Paging and Rural Radio. This includes the
coordination of new services with the Chairman and Board of Directors
as required.
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EXHmlT 5-19 (Page 2 of 2)
PROPOSED ACCOUNTABILITIES OF MAJOR SECTORS

Administration

Information &
Computers

Planning &
Follow-up

• Implementation of Personnel Policies, regulations and maintains
employee records.

• Liaison between ARENTO and Ministries for conformance with
government policies on employee matters.

• Organizational Structure Planning and defining staffing levels,
responsibilities and salary levels within the organization.

• Communication of all organizational decisions and standards for
implementation

• Design, preparation and implementation of all orientation, entry-level
and in-service training programs for ARENTO Personnel

• Operate and Manage the "Telecommunications Training & Research
Institute" in Cairo and the eight Regional Training Centers.

• Establish, implement, manage and administer Job Classifications based
on directives of Central Organization for Organization and
Administration.

• Social care of employees, i.e. health, culture, sports and general
appearance ofworkers

• Follow-up on work procedure standards with the Zones and Departments
• Coordinate personnel transfers between jobs
• Staff'lDg level studies, analysis and requirements
• Personnel Training Policy development and implementation, including

research offoreign training centers/programs.
• Establish and maintain the official Data Dictionary
• Establish and maintain an Information Systems Network Plan
• Maintain a data base on all Processes for ongoing Planning
• Identify and coordinate opportunities and requirements for

computerization with the Chairman and Sectors
• Coordinate computerization programs with Sectors and departments
• Identify, plan and manage budgets associated with systems deployment
• Implementation of new systems, including training, populating of

information and ongoing support
• Establishment and maintenance ofcentral data bases
• Finalizes the budget for approval, including Project costing and financial

decisions by High Committees
• Coordinating budget approval with the Chairman and Board ofDirectors
• Tracks budget performanC'.e and Administers ongoing changes to the

budget
• Administers public and government compll!ints about

telecommunications service
• Liaison (Communications) with Ministries
• Planning and allocating Foreign Currency and Spare Parts
• Approval of personnel assignments to Operating Sectors throughout

Egypt
• Distribution ofbonus and over-time allowances
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5.5.4.5.2 Create an Administration Sector

Establish an Administration Sector (human resollrces) repcrting directly to the
Chairman with accountabilities for all employee sL . :.,~, compensation, benefits,
training/development and public affairs. This position will not prevent the
department level (On-the-Job) training that is now being performed. Instead, this
responsibility will be to develop th(. programs, resources and tools requi(ed to best
train and develop the employees. The Training Facilities will be under the direct
responsi'Jilities uf this central department.

5.5.4.5.3 Create a Strategic Business Planning Department

Establish a new strategic business planning department within the finance sector to
perform company-wide assessments of 5-year bUllines!: opportunities, financial and
competitive positioning. This position will provide the chairman and board of
directors with critical information in formulating and managing the long-run strategic
direction of ARm·ITO.

5.5.4.5.4 Create a Treasury Department

Establish a Treasury Department within the Finance Sector.

5.5.4.5.5 Create a Ministry Affairs Department

Establish a new M'mistry AffP'j(S Department to control and coordinate ARENrO
activity with the various ministries ofthe Government ofEgypt

5.5.4.5.6 Create an Outside PiaII" Del'rrtment

Establish an Outside Plant Department within the new Operations Sector to provide
the company-wide planning, program development and coordination required to
improve the management of that important part of the business. The responsibilities
for Fault Locating Centers should be realigned to this position,

5.5.4.5.7 Create a Contract Administration Department

Establish a Contract Administration Department within the Execution Sector and
realign all contract and contractor coordination and management to that position.
This will include development of an Approved Contractor List, tracking/reporting
cost and quality, maintaining files.

5.5.4.5.8 Move New Service Department to the Engineering Sector

Realign the New Services Department from the O&M Sector to the new Engineering
Sector to capitalize on the developing network infrastructure in the provisioning of
new service requirements. The business process a.c;sessments called for in
Recommendation 5 should address how new service areas should be established and
how the functions are integrated into the normal mainstream of functions across the
organization.
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5.6 IMPLEMENTATION GUIDELINES

5.6.1 Resources

The effective implementation of the recommendations contained in this report will require a
detailed, comprehensive implelX1l;lntation planning effort and a major commitment by the
Chairman of ARENTO along with support frum the Ministries of Communication, Finance,
Planning, International Cooperation and tJ1e Central Organization for Administration and
Organization.

A team should be formed witli. participation by at least one key member of each Vice­
Chairman's staff. That member of the team should be given overall authority to make
decisions on behalfof the Vice-Chairman and obtain further resources as needed.

5.6.2 Action Plan

The "Implementation Cuideline Proposal" contained in Exhibit 5-20 provides a detailed
outline of the major events and estimated annual timing of the many activities. The
following are the recommended priorities ofth~ Team:

Review the overall Implementation Guideline and finalize the actions and timelines.

Identify the overall resources associated with each part of the ongoing study.

Establish a mana(~ement process to provide for issue resolution, tracking and reporting.

Review major priorities, timelines and resource requirements with the Vice-Chairmen and
Chairman

Establish action plans for each element of the recommendations

Establish sub-teams to begin work on the various parts of the recommendations.

Extremely close coordination will be required with legal and policy personnel
throughout this implementation plaonin3 toplI'~vt:nt road blocks and maintain a
smooth transition.
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Implementation Guidelines
Exhibit 5-20

ORGANIZATIONAL STRUCfURE AND OPERA.TIONS ASSESSMENT
IMPLEMENTATION GUIDELINE PROPOSAL

I .M

,..S)

SPECIFIC ACTIONS REQUIRED
RECOMMENDATIONS 1994 1995 1996 1997

BILLING AND
COLLECTION

Begin source/use of
.,

Reflect changes in the price Recast income
ofHard Currency and statements Funds and Income
increases in Foreign Interest for 1993-1997 Statements
Expense in Income
Statements
Migrate from semi-annual to Quantify Mo. Billing Implement Monthly Complete roll-out of Finalize Integrated
monthly billing to all Cost Billing where Billing System Monthly Bills to all
customers ior Local Access possible customers
Local USaJe and Finalize BillitJl; Policy
International Calling &Stnds Establish Billing

Processes
PLANNING

Improve the overall Establish Strat Planning -Implement 5-year Initiate tracking and Begin utilization of
effectiveness ofBusiness Dept. in Finance Strategic Plan - mngt. of plan Strat Plan with BOD
Planning Complete staffmg and Chmn to drive

Refme processes business
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-SJPEC '" ACl10NS REQUIRED'"
RECOMMENDATIONS 1994 1995 1996 1997

Improve the overall Id Traffic Data Rqmts Training for Begin to Implement Fully deploy CAD
effectiveness of Network Economic Analysis - CAD for OSP/COE system and populate
Planning Transfer New Services Planning data.

Dept. to Net. PIng.
Establish Architecture

Eliminate 60K line limit Planning Dept.
on switches

Policy on F.O. and
loop elect.

Functional Spec for
CAD System & est.
plans for implement. ,'-Establish a Network ID Plan framework, and ID Operations rqmts Est. tracking for

Operating Plan info rqmts. and sources to support Net. PIn. OpmPlan

Est 5-yr Operational First draft of 5-yr Validate resource
goals and obj. based on OpmPlan assumption for new
Net. PIng. direction organization

Initiate empl.
reductions
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ExhilJit 5-20
ORGANIZATIONAL STRUCfURE AND OPERATIONS ASSESSMENT

IMPLEMENTATION GUIDELINE PROPOSAL

· "II I I

Implementation Guidelines

I I ,11 1.1 .1 II ,I I

"1--
SPECIFIC ACTIONS REQUIRED

RECOMMENDATIONS 1994 1995 1996 1997
Perform a detailed analysis Establish assessment -Complete assessment -Reporting on
of Trunk Design, Utilization, criteria and coordinate issues progress toward
Maintenance and for resolution resolving issues
Administration to identify Commit resources -Est. personal -Input results into
specific areas of performance obj. Network and
improvement Operations Planning

-Estab. ongoing
reporting ofTrunk
Utilization

REVENUES
GENERATION AND

MANAGEMENT
Begin marketing high- Market Plans initiated Finalize Mkt Plans -Implement Sales -Update Mkt and
margin services such as Plans Sales plans with add'l
Business Line Hunting, Call Modify 5-year Financial Develop Sales plans -Establish tracking services
Forwarding, Call Waiting Plan - Revenues ofsales and
and DTMF Signaling, and Train Sales & Contact revenues.
review rates on coin and toll Plan to accelerate X-bar and Opm Employees
services. replacements

(Annual Revenues impact of
LE 7.5 million)
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SPEC :C ACfIONS REQUIRED
RECOMMENDATIONS 1994 1995 1996 1997

Eliminate the Wait Listing ID Switching & OSP Complete Provide report on Commercial to refine
for telecommunications facility rqmts. and update construction in Waiting List and forecasting process to
service by 1995 budgets priority areas estab. priorities for support obj. and

const. reporting.
(Annual Revenues impact of Coord. with Operations Administer Waiting
LE 9.5 million) Planning List for Service Estab. objectives for

ongoing service
provisioning
intervals

Lower and possibly Capture at least 20% of Reduce free calls to Reduce free calls to
eliminate the free call free local calls 300 per quarter per 100 per month
allowance for all subscriber customer
classes Develop long-term pricing Re-assess for

strategy, using marginal migration to full
cost analysis using K&M useage sensitive
Pricing model pricing.

Establish the methods and Identify key customer Provide accessibility
procedures for the collection, response information of Customer response

analysis and retention of requirements information for Strat.,
customer responses to Network and

pricing changes Establish processes, Operations Planning
methods and procedures
for collection and storage

Estab. Marketing Training

-
~
-<;:..
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Implementation Guidelines
Exhibit 5-20

ORGANIZATIONAL STRUCfURE AND OPERATIONS ASSESSMENT
IMPLEMENTATION GUlDELlNE PROPOSAL

'\S'
....st-

SPECIFIC ACTIONS REQUIRED
RECOMMENDATIONS 1994 1995 1996 1997
COST MANAGEMENT

Establish the methods and Train key personnel on Implement required
procedures to collect, Marginal Cost Concepts methods and
analyze an~ process marginal procedures and
cost infonnation Establish the process for systems to support

data collection, analysis, process.
action and coordination
with Commercial.

Improve the use and Modify policy to Establish cost and Implement Establish a Contract
management of Contractors authorize use of quality benchmarks competitive Unit and Administration
for Network construction Approved Contractor for contractor Flat Sum (Bid and System and interface
work to improve the cost and Lists selection Quote) bidding with the CAD System
quality of projects. procedures. to automate the

Transfer all Contractor Establish the Contract selection of company
Admin. to Execution Administration vs contract resources.

Committee
Establish and implement
Approved Contractor Establish procedures
Lists within ARENTO to

enable employees to
Establish a policy bid on projects.
requiring contractors to
have liability insurance
andlor bonding.
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Exhibit 5-20
ORGANIZA LJCTURE AND OPERATIONS ASSES~

ATION GUIDELINE PROPOSAL
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SPECIFIC ACl10NS REQUIRED
RECOMMENDATIONS 1994 1995 1996 1997
NETWORK QUALITY
AND MANAGEMENT

Establish, track and manage Identify Cost and Integrate standards Establish incentive Upgrade Performance
overall Network Quality performance into performance programs around the Standards based on
Performance Standards standards, goals and evaluation process. Performance progress and future
based on Commercial and objectives Each employee Standards and expectations.
Business Goals and should have specific, Objectives.
objectives Chairman and BOD measurable objectives

approval to overall based on overall
Performance Program. performance stnds.

Establish a Network Complete installation
Operations Center in Cairo oftheNOCon
to integrate the monitoring, Project v.
diagnosis and correction of
Network Problems Establish the

processes required to
incorporate the use of
the NOC into the
overall operation.
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Exhibit 5-20
rAL STRUCTURE AND OPERATIONS ASSESSMENT

:'EMENTATION GUIDELINE PROPOSAL

c-­
-3-

SPECIFIC ACflONS REQUIRED
RECOMMENDATIONS 1994 1995 1996 1997

Initiate a Quality Survey to Establish a plan for Initiate corrective Perform a sampled
identify the sources of monitoring and action with survey ofLines and
problems associated with diagnosis ofLoop and customers, connecting Trunks for "False
"False Traffic". Trunk networks carriers or ARENTO Traffic" problems.

Maintenance
Concurrence on Operations.
resources and methods
of tracking results.

Improve the overall -Establish the Outside Establish a policy Implement systems, Upgrade Performance
utilization and management Plant Department within restricting field training and Standards based on
of Outside Plant Facilities. Operations. transfers to clear processes in line improvements,

-Survey to determine service problems with OSP Plan customer and
extent of defective plant business
and problems in work Establish a plan for Implement tracking requirements.
order closing. OSP maintenance and and reporting of
-Realign responsibilities repair based on OSP performance.
for Fault Location performance
Centers to the new dept. objectives and cost
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SPECIFIC ACI10NS REQUIRED
RECOMMENDATIONS 1994 1995 1996 1997

TRAINING
Complete the training of Complete the Complete installation Expand Training
Engineering, Maintenance installation ofa No. ofEWSD and EIOB Center training to
and Execution Personnel SESS Training Switch Systems and schedule include on-site
prior to their working with and complete initial employees for transmission systems
the5ystems training training for Loop and Trunk

applications.
Arrange for similar Identify Transmission
training switches for training requirements
EWSDandEIOB based on Network
Systems Plans.

EMPLOYEE STAFFING
AND MANAGEMEl\"7

Establish a clear Establish the position of -Establish
organizational commitment Vice Chairman- management process
to Employee matters. Administration for coordinating and

controlling the many
Establish all core organizational
processes for Human changes within
Resources ARENTO

Initiate Communications
with the Employee on
planned changes.

r
~
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Implementation Guidelines

ORGANIZATIONAL
IMPLEl\{ 'A

lATIONS ASSESSMENT
PROPOSAL

s-
--SP]!:CIF1£C ACTIONS REQUIRED

RECOMMENDATIONS 1994 1995 1996 1997
Establish a Plan to reduce Validate the 6-year goal Initiate employee Validate reduction
the overall employee of75 employees/10K reductions based on goals and objectives
population to competitive in-svc lines job priority, based on growth and
levels by 1999. performance internal efficiencies,

Establish a specific i.e. computerization,
downsizing plan Coordinate employee etc.
including targets by job reduction program

with Social Fund.
Freeze hiring

Identify Legal and Reg.
Considerations to force
down-sizing

Expand Staffmg and Identify general Business Degree Overall training Upgrade training
Development Programs to business and fmance Grads recruitment made a pre-requisite program based on
include a broad range of personnel requirements started to advancement and levels ofproficiency
business, fmance, marketing, and initiate college part of Performance and business
sales and economics for recruitment. Establish initial Appraisals. requirements.
Degree 3 and higher training schedule and
positions. Identify specific training attendees

requirements by job for
appreciation vs working Finalize programs
knowledge. through pilot courses

and make generally
available.
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[C ACI10NS REQUIRED
RECOMMENDATIONS 1994 1995 1996 1997

Reduce the level of Benchmark the required Implement 4 step Initiate regular Update in
employee turn-over in the salary ranges progression ofjobs Performance conjunction with
Engineering and Computer and salaries within Evaluations and overall compensation
Programming Jobs. Establish a staffmg and the Engineering and progression testing and development

compensation plan for Programming within new program program
these disciplines with Disciplines
impact analysis f:>r Validate budgetary
other jobs Initiate testing of impact and effect on

candidates and employees leaving
Identify budgetary placement the company.
impact

Revise overall policy and Benchmark remaining Establish plans for the Initiate new Update overall
procedures regarding salaries implementation of processes, methods compensation and
Employee Development and fmal compensation and procedures. development
Compensation to become Revise Promotional and development program.
competitive with the Private Policies to remove time- program
Sector in-grade constraints

Identify tracking and
Identify Operational and management
Financial impacts mechanisms

-.--.)
a
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Implementation Guidelines

ORGA :'STRUC
MENTA':

OPERATIONS ASSESSMENT
LINE PROPOSAL

---~-
SPECIFIC ACfIONS REQUIRED

P.ECOMMENDATIONS 1994 1995 1996 1997
EMPLOYEE

COMMUNICATION
Establish the mechanisms for Establish an Internal A minimum ofbi- Regular bulletins,
improved communication Communications Plan annual meetings of newsletters, etc.
with the employee relative to the many changes the Chairman and transmitted to all

going on in ARENTO Vice-Chairmen with employees.
supervision to discuss

Initiate at least one major changes, plans and
communication from the issues.
Chairman

BUSINESS PROCESS
REFINEMENT AND

INFO. MANAGEMENT
Re-assess all of the major Identify major processes to Resolve top priority Resolve next layer Reassess overall
business processes within be reviewed processes of processes, Organizational
ARENTO to improve identify support structure based on
effectiveness and efficiencies Top commitment from Identify support system requirements new processes and
and identify areas of ARENTO management to system requirements and impact on resources.
computerization for systems support implementation resources.
planning. Identify

Identify resource Organizational and
requirements Operational Impact

Establish long-run business
goals and objectives
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SPEC[FIC ACTIONS REQUIRED
RECOMMENDATIONS 1994 1995 1996 1997

ORGANIZATIONAL
STRUCTURE

Establish an organizational Establish a new Establish Treasurer Establish a Ministry Re-assess the overall
structure which supports the Commercial Sector Dept. within Finance Affairs Department Organizational
commitment to the within Commercial. structure based on the
Marketplace and Employee Establish a new Re-align the Mktg. & process analysis and
and minimizes the Administration Sector Sales part of evolving market and
duplication between International to business
departments. -Establish a new Commercial Sector requirements.

Strategic Business
Planning Dept. within Establish a Contract
Finance Administration Dept.
Realign the New within Execution
Servi~ Dept. to Sector.
Planning

Establish an OSP Dept.
within Operations.
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ORGANIZATIONAL,
IMPLEM 'A
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bit 5-20
~ AND OPERATIONS ASSESSMENT
GUIDELINE PROPOSAL

iN\)
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SPECIFIC ACTIONS REQUlRED
RECOMMENDATIONS 1994 1995 1996 1997

IMPLEMENTATION
,-

MANAGEMENT
Manage a smooth .rorm a transition team Initiate meetings with IDitiate benefits
implementation of the comprised ofARENTO, sub-committees analysis and
identified recommendations Ministry and K&M associated with each reporting on initial
through specific Personnel major area of change areas of change
accountabilities, tracking and
management processes. Formulate an overall Establish issue Update the

3trueture for managing management Transition
the implementation of processes Committee makeup,
the overall program methods and
contained in this report. Implement an procedures based on

executive reporting progress ill
mechanism. implementation.
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SECTION 6

6.1 SUMMARY

Summary

PROFITABILITY AND SELF FINANCING
EXAMINATION AND ASSESSl\'IENT

ARENTO is one of the more successful public sector companies in Egypt. Their customer
base is growing which makes telephone service more valuable; access rates are low and
substantially below cost; service levels are improving; waiting lists are declining and could
be all but eliminated in 1996; improvements are underway in network planning and there are
profits available to finance other important social programs.

The assessment of the K&M team is that ARENTO has been and is now successful in terms
of profitability. However, when looking out into the future, ARENTO's continued success is
now imperiled anti t risk due to a declining sustainable growth rate and a seriou!l decline in
working capital. The retention rate of carried over surplus is not sufficient to support the
financing of growth that is needed to meet existing or future demand. Growth over the
recent past and continuing into 1994 and 1995 is being fmanced with working capital, which,
if continued, will imperil the financial health of ARENTO and has contributed to a serious
decline in ARENTO's liquidity.

The GOB and ARENTO may find it desirable to establish a national telecommunications
policy consistent and integrated with the GOE's plans for market reform. It would then be
possible, consistent with the goals and objeGtives established in the national
telecommunications plan, to evaluate investment options and then decide, based upon social
and political priorities how capital could be most economically utilized and allocated. This
will determine if ARENTO will continue to progress to the status of a World Class
Telecommunications Provider or regress and decline to mediocrity in failing to meet known
demand now and in the future for telecommunications service. ARENTO's continued
success is now at a cross-road.

ARENTO, due to their past successes, is now at a critical junction point on several fronts.
Profitability is declining. liquidity is imperiled, ARENTO's future self-financing capability is
nominal at best and infra-structure changes are needed as ARENTO moves toward
commercialization.

Financial Assessment

The most important front appears to be ARENTO's declining ability to fmance t1.1e growth
(construction of telephone plant facilities) that is needed to meet lines-in-service objectives
for the CWTent five year planning period. ARENTO's declining ability to fmance growth has
arisen due to continuing increases in the· transfer of carried over surplus to other government
ministries. In 1994, total transfer payments are likely to exceed net income. The solution to
this dilemma is dependent upon the development and growth of a national
telecommunications policy with plans and objectives for the development and growth of the
telecommunications sector. This' policy should indicate the priority the GOE places on
developing the telecommunication sector. Such a priority would then be useful in allocating
capital and governing the levei oftransfer pl'yments.
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Sumlllary

In conclusion, any single action or a combination of actions would be desirable now to
restore ARENTO's ability to meet existing and future demand for telecommunication
services, improve declining profitability and working capital and enhance their self-financing
capability. These actions include:

• Increase revenue (marketing of new services and tariff changes)
• Decrease expenses (hiring freeze)
• Increase cash collection from accounts receivable
• Decrease the payout ratio (limit payout ratio to 15%-25% of carried over surplus)
• Decrease capital spending
• Increase equity

Over the longer term, additional equity should be acquired to improve ARENTO's
debt/equity ratio and to improve their self-financing capability. This could be accomplished
by creating a joint stock company for telephone operations and subsequently issuing
prefe:rred (non-voting) stock and convertible debentures.

Additionally, and most importantly, the USAID grants to the GOE for telecommunication,
that arc subsequently loaned to ARENTO, could be transferred from debt to equity. This
would have the impact of increasing equity, decreasing debt and decreasing interest expense.
Subsequent grants, if any, would likewise be treated as equity.

Infra-Structure

If ARENTO's declining fmancial position and ability to finance growth can be overcome,
which we assume it can, another cross-road will develop that is related to the infra-structure
that will be needed to support an approaching period where the rate of growth is likely to
level off. This will be a period beginning With the elimination of the waiting lists in 1996
and beyond and will require a more intense focus on efficiency, productivity, automation and
training. Customers will become more selective and will require a higher level of quality,
service and a broader array ofservice options to satisfy their telecommuuieations needs.

Infra-structure chnnges that would enhance the commercialization ofARENTO include:

Broader Financial Management Functions

• Development of a broader level of financial management skills including
expansion of the treasury function to cover capital structure, cash management
(including foreign currency hedging), funds flow planning, coordination and
follow-up on the collection ofaccounts receivable and debt negotiation.

Budgeting and Strategic Business Planning

,
i. ,

~l-""
6-2

• Development ofa budgeting and strategic planning program that provides specific
goals and objectives along with the appropriate annual fmancial statements ­
income statements, balance Jheets and cash flow statements, for developing
fmancial plans and monitoring actual results.
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Billing and Collection

• Migrate billing and collection from semi-annual billing to monthly cycle billing.
This will require the introduction of a comprehensive operationally integrated
billing and collection system.

Government Affairs

• Providing a focal point for the coordination of interministeral contact

• To increase productivity and efficiency, replace the annual government budget
reviews (revenues, expenses, salaries, organization and capital spending budgets)
with submission of a rolling five year strategic plan. The GOE could then
evaluate ARENTO based on results achieved compared to the goals and
objectives agreed upon in the strategic plan.
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Introduction

6.2 INTRODUCTION

The U. S. Agency for International Development (USAID) has made a major commitment to
!lSsist in the development of Egypt's telecommunications sector, which is regarded as having
a key role in the country's overall economic development. ARENTO currently faces a
number of constraints that may increasingly impede the development of the
telecommunications sector. Such constraints include complex policies and institutional
interface requirements, profitability, internal cash generation and the financing of future
growth. Therefore, a comprehensive examination and assessment of the Egyptian
telecommunications sector has been undertaken to detennine the nature of changes to be
made, the form they should take and how and when these changes might be implemented.
Emphasis in this assessment will be placed on recommendations that will enhance the
efficiency of the telecommunications sector by increasing institutional and fiscal autonomy
and thus, improving the institutional capabilities ofARENTO.

6.2.1 OBJECTIVES AND SCOPE OF THE ASSESSMENT

The objectives of this assessment are to identify specific opportunities to enhance ARENTO's
fmandal independence, profitability and self-financing capacity in support of the
development of the telecommunications sector in Egypt. To accomplish these objectives the
assessment will detennine how ARENTO can encourage the pl\rticipation of the private
sector in the purchasing of bonds and other fmancial instruments and assess the related legal
ramifications.

6.2.1.1 Scope of Work

The K&M team shall review the profitabiHty and se1f-fmancing capacity of ARENTO.
In addition, the K&M team shall review the fmdings of the pricing study to assess
ARENTO's capability to encourage the participation of the private sector in financing
future expansions. The K&M team shall also review the effect of ARENTO's current
and proposed future tariff rates on future profitability in order to attain a degree of
financial independence. Based on the results of this review and assessment, the K&M
team will make preliminary recommendations that will enhance the autonomy and
financial viability necessary to increase interest in investment and expansion of the
telecommunications sector.

6.2.1.2 Assessment Methodology

In order to conduct the profitability and self.fmancing assessment of ARENTO and
accommodate USAID's need for an early presentation of preliminary findings, the
assessment will be divided into three stages..'

The fust stage of the assessment concentrated on the fmding of facts and the
development of interim recommendations that were published in the form of a task
deliverable entitled Interim Report and Recommendations. The report was issued to
USAID and ARENTO with a request for formal comments on the fmdings, conclusions
and recommendations that have been incorporated herein.

The second stage of the assessment involved, where appropriate, incorporating the
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formal comments received into a Draft Final Report that was published as an executive
summary prior to the fonnal presentation. The formal presentation included clear,
concise and lively excerpts from the interim report and focused upon major areas of
interest to senior management. Comments were welcomed at the presentation.

The third stage of the assessment involved, where appropriate, incorporating the
comments received at the presentation into this Final Report that is to be published and
distributed to USAID and ARENTO for subsequent follow-up and implementation.

6.2.1.3 Review of Previous Studies

The profitability and self-fmancing assessment includes a review of the findings and
recommendations of the Cost of ServicelRate Study completed by K&M Engineering
and Consulting Corp.;;ration in September 1993 related to pricing. ARENTO's current
and proposed plans for tariff changes were assessed and the impact on profitability has
been included to evaluate the extent such changes, if any, may have in enhancing
financial independence.

6.2.2 INFORMATION REQUESTED

Information was requested using two approaches. One approach was to identify specific
information required that could be gathered in the form of hard copy. The second approach
was to conduct personal interviews with responsible management and executive personnel to
ask questions, clarify and develop an understanding of information contained in hard copy
reports.

Exhibit 6-1, is a copy of the information requirement request that was sent to selected
individuals at ARENTO:

EXHIBIT 6-1 (page 1 of 4)

DATA AND INFORMATION REQUIREMENTS

In pcrfonning the task assignment presented In this Work Plan. the K&M Team will require ac:cess to the
following Information, data and matcrials. To assist ARENI'O'. countclpart organizations and the MTCMT
In cxce:utlng and assembling these documents In a manner consistent with the milestone responsibility dates
contained In the proposed schedule, this request bas been organized along functional and task-relatcd lines as
presented below.

A. REGULATORY AND LEGAL FRAMEWORK UASK 3)

• Any public laws impacting the operations ofARENTO, including but not limited to:
• Any tax laws
• Import and export laws
• Employment laws
• Occupational Safety laws
• Environmental law.
• Lamregulating rates and tariffs
• LaW! governing telecomDllmleations services, financial performance and quality ofservico
• Laws or policies governing ARENTO debt sources. whether public or private
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Exhibit 6~1 (page 2 of 4)

• Role of authority that arc currently exercised between ARENTO and tlle various ministries of tlle
GOE

• Any public laws that are In effect or bcing devcloped that govern tllC creation of public organizations
and corporations

• Any public laws governing the relationship betwccn public organizations or corporations and the
various branches of the Government of Egypt (judicial, legislative and executive)

• Any public laws governing private or quasi-private organizations or corporations

• Any public laws governing the relationship between private organizations or corporations and the
various branches of the Government ofEgypt (GOB)

• Governmental administrative practices, rules and policy statements that arc in effect or planned, that
impact or establish the framework of the relationship betwccn ARENTO and the Ministries of
Transportation and Communication, Finance and International Development

• Any governmental administrative practices, rules and policy statements that impact ARENTO's
autonomy in S1;I.ting rates, quality of service, fmancial performance and the provisioning of
tclecommunications services

• A list of reports and information that are exchanged between MENTO and the various banches of
theGOE

• A list of meetings that are regularly held or planned to be held between ARENTO and the various
branches of the ('.oE, Includiqg agenda topics and attendees

• Acopy of the charter and by-laws ofARENTO

• A statement outlining the legal and effectuated authority of ARENTO

• A list of the board ofdirectors and officers ofARENTO

• Any planned or proposed changes that are being contemplated in laws, administrative practices, rules
and policies related to ARENTO's operations and the various branches ofthe GOE

• Acopy ofany other studies completed within the last five years for ARENTO

• The GOE's strategic goals and objectives related to thc economic development of Egypt and the
telecommunications sector

• The strategic objectives and goals related to the development of a lIl3Jket-based economy for either
the executive branch of the GOE or the MTCMT

Mruglv!tlonal Structure and Operation. crA$K 4)

•

•

Existing operational & organizational structure ofARENTO:
• headcount
• functional organization
• salary struetw'c

Dcs..-ription offunctions and responsibilities for each segment of the organization

Projitabl/ity & Se/fFinanclng EmmlnaIJon & hsusment
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Exhibit 6-1 (page 3 of 4)
• ARENTO and MfCMT pollcics, standards and prncticcs covering the hiring, development,

administration, promotion, management continuity and management of human resources

:: •

•

•
-

•
•

•

•

.J •

•

•

•

Existing and planned (S yrs) expense budget showing total dollars and training by Sector

Policlcs, standards and practices relative to budget development and management

Pollcics and practices relative to training and development

Political and legal factors affecting ARENTO manpower management

Critical s1d11slemployees

Two year history of the number of employees leaving those critical areas by month and average
duration for backfilling positions

HR objectives of GOB and Ministries of Finance, Communication and Transportation, and
International Development

Names, addresses and telephone numbelS of 4-6 people that have left each critical area over the past
year and approval to contact for survey

What plans exist for the management of information within ARENTO and for improving billing and
collection processing

How are technical and operational standards developed and managed within ARENTO

How is frequency spectrum managed and controlled

C. Profipbllity and Self-finlnclng Assgsment CfA$K 5l

• Actual results reflected in F1JI3IIclal Reports for the fIScal year ending June 30, ~993; Balance Sheet;
Income Statement; Source and Use ofFunds; Capital Spending-Projects

• Information concerning the financing ofother ARENTO sponsored commercial telephone operations

• Approved budgets and proiected fmanclal statements for the fiscal years beginning January I, 1993
through January I, 1997:

• Balance Sheets
• Income Statements
• Source and Use ofFunds Statements
• Capital Spending PlansIProjects

• Reauired budgeted amounts to accomplish the 5Tategle goals and objectives as reflected in:

• Balance Sheets
• Income Statements
• Source and Usc Statements
• Capital Spending PlansIProjects

• List of strategic goals and objectives, ineluding but not limited to service penetration levels, lines of
switching capacity available, lines in service, tariff rates that are to be changed and planned sources
ofprojcct fuDding
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Exhibit 6-1 (page of of 4)
• Actual outstanding debt WIUI repayment schedules broken down between public and private sources

for the fiscal year ending June 30, 1993

• The planned debt wlUt repayment schedules broken down between public and private sources for the
next five years, fiscal years beginning July I, 1993, UlCOugh July I, 1997

• Planned tariff changes and restructuring to be proposed during Ule next five years (fiscal years
beginning 1993·1997)

• Infraslnlcture changes that are Included within the approved and required five year budget plans
related to:

• Training
• Increased mechanization, I.e. new or planned data processing capabilities, additional

personal computers
• Reorganizations, In other words, creating additional departmenls such as Marketing or Sales.
• New or expanded sClVices to be promoted and developed over Ute nex1 five years.

• Budget assumptions related to exchange rate changes over the next frve years (fiscal years beginning
July 1,1993 UlCOughJuly I, 1997)

• Foreign held debt with repayment schedules by counlry, for fiscal years beginning June 30, 1993 and
for planned foreign held debt for fiscal years 1993-1997

• List of grants, loans and aid received over the last S years and amounls anticipated over the nclCl S
years
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Exhibit 6-2, is a detailed questionnaire that was used as a guide and aid during the personal
interviews with selected personnel:

ExnIDIT6-2

INTERVIEW QUESTIONNAmE
Profitability and Self-Financing Assessment

The interviewers have identified these initial questions to begin the interview session. The
interviewers reserve the right to pursue other Jines of discussion and questions, outside of
those specifically identified, depending on the direction of the overall discussions. If the
interviews lead to the need for specific infonnation which requires some research or further
investigation on the part of the interviewee, a reasonable time frame will be provided to
supply the identified information.

I.

2.

3.

4.

S.

6.

7.

8.
-=

9.

~ 10.

11.

12.

13.

What are the major responsibilities of your position?

What are the critical skill sets required to be successful within your department?

Are you and employees within your department receiving adequate training?

What departments -Jo you interface with, directly or indirectly, within ARENTO and
Ministries or Aniborities of the GOE?

Do the Ministry interfaces add value and/or result in any inefficiencies or impair your
effectiveness in performing your job?

What is the value or pUfP9se of the ministry interfaces?

How do you detennine your available internally generated funds?

How do you determine your requirements for external fundings?

What are your sources of external fundings?

How do you determine your total fmancing requirements?

What is the approval process for your financial and financing plans?

How do you track and manage the expenditures of the Central Departments?

Please provide any other information, issues or ideas that the Study Team should
consider as it relates to Legal or Regulatory issues; Employee compensation, Training
or retention; or the ability ofARENTO to become more profitable and self-sufficient
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6.2.3 PROJECf TEAM AND COUNTERPART ORGANIZATION

The K&M team used a team approach in conducting the examination and assessment and
worked closely with an ARENTO counterpart organization that was established at the
beginning of the project.

Exhibit 6-3, identifies the K&M team members.

EXBmIT6-3
K&M TEAM MEMBERS

Mr. lose Trujillo
Dr. lohn Kuspa
Mr. Ronald Behrns
Dr. Stanley Holmes
Eng. Randy Yri
Dr. Steve Shwiff
Mr. lack Isbel
Mr. Sameh Mobarek
Ellg. Abdel Hafez
Eng. M. EI Erian
Mr.M.Gayed
Shalakany Law Office
Ms. Dominique Masse

K&M Vice President
Study Coordinator
Project Manager
Economist
Management & Technical Specialist
Policy Analyst
Policy Analyst
Analyst
Management Specialist
Engineering Specialist
Financial Specialist
Legal Council
Administration

Exbibit 6-4. identifies the ARENTO Counterpart Organization that worked closely with the
K&M team. It should be noted that ARENTO team members were very cooperative.
supportive and without who's help this project could not have been successfully undertaken.
ARENTO personnel were always available when needed and patiently, knowledgeably
endured our questions.

6-,\0
.
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F!/I(lIng,I' ,I; Conclll,I'/OIlS

6.3 FINDINGS AND CONCLUSIONS

The profitability and self-financing assessment conducted by K&M is not intended to
represent an audit of the accounts of ARENTO and the financial informa~ion contained
herein should not be used in that context.

The accounts of ARENTO are maintained in accordance with the Egyptian Unified Systems
of Accounts which is applicable to government entities in general. While the system of
accounts is not designed to meet the requirements ()f the communications authority,
ARENTO has implemented sub-accounts to the prescribed system where it was considered
necessary and utilizes a system of cost accounts to provide detailed expenses in a format
suitable to satisfy their internal management and external reporting requirements to the GOE.

6.3.1 GLOSSARY OF TERMS

Accumulated Depreciation • Depreciation is recorded monthly to recognize the physical
deterioration andlor consumption of fixed assets that are utilized in the production of goods
or the provisioning of services to produce revenue. The accumulated depreciation account
represents the cumulative balance of depreciation of an asset since its acquisition. The
accumulated depreciation for an asset should be removed from the accounts when the asset is
retired.

Accumulated Provision for Bad Debts - At any point in time, a portion of the accounts
receivable of an entity represents amounts which will not be collected, thus becoming bad
debts. The entity, however, is not able to identify the specific bad accounts. To account for
this, the entity periodically records a provision for bad debts as an expense. The cumulative
amount of these provisions is carried in an account entitled Accumulated Provision for Bad
Debts.

Acid Test - Is sometimes called the quick ratio and is identical to the current ratio except that
the numerator is reduced by the value of inventory. The reason for subtracting inventory is
that it frequently is illiquid. The formula for determining the quick ratio can be expressed as
follows:

Current Assets - Inventory
Current Liabilities

Average Collection Period· Provides information about a company's accounts receivable
management. Results from the equation below can be interpreted either of two ways-it
indicates the firm has X days worth of revenues tied up in receivables or the average time lag
between the sale and the collection of cash for the sale is X number of days. The average
collection period is calculated as follows:

Accounts receivable/revenue per day

Capitalization - consists of the ownership investment in the entity, earnings retained in the
business, and long-term debt incurred to provide funds necessary to carry on the business.
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Consolidated Financial Statements" The method of presenting financial statements whcrein
the parent company and its controlled subsidiaries' assets, liabilities, incomc and expenses
gre combined and (lhown in total. In:er-company accounts receivable and payable and
income and expense transactions between two or more of the consolidated entities are
eliminated in the consolidated financial statements.

~t RatiQ " Compares the assets that wili tum into cash within the year to the liabilities
that must be paid within the year. A company with a low current ratio lacks liquidity in the
sense that it cannot reduce its current asset investments to supply cash to meet maturing
obligations. It must rely instead on operating inc.>me and outside financing. The formula for
determining the current ratio can be expressed as follows:

Current Assets
Current Liabilities

Eguity Method Financial Statements" The method ofpresenting financial statements wherein
the parent company shows its share of tI.e earnings of such subsidiaries as a single line item
in its income statement. Under tllm method, the incJ!,..idual assets and liabilities and the
individual components of income and expense of the subsidiaries are not shown in the parent
company financial statements.

Fixed Chqrge Coverage " Measures the financial burden placed on a company by its use of
leverage by comparing earnings- before interest and taxes to annual interest expense
obligations. It is defined as follows:

F' d Ch C Earnings Before Interest & TaxesIKe arge overage =
Interest Expense

Imputed Interest" The procedure prescribed within the Egyptian Unified System of Accounts
whereby, in addition to interest actually paid, an imputed amount is recorded in the accounts
as an operating expense and as non-operating income (having no effect on net income). It is
calculated in a manner which assumes that all of the entities assets oilier than land and
buildings, net of all liabilities other than long"tenn debt, are financed by debt bearing an
interest rate equal to iliat of ilie Egyptian Central Bank.

Imputed Rent • The procedure prescribed within tlte Egyptian Unified System of Accounts
whereby, in addition to rent actually paid. an imputed amount is recorded in the accounts as
an operating expenses and as non-operating income (having no effect on net income). It is
intended to reflect operating expenses as if tlte entity owned no buildings, but paid rent for
those buildings which it actually owns.

Inter-company Receivables and Payables " amounts owned by one member of a controlled
group of companies to anotlter member ofilie group.

Internal Cash Generation or Internally Generated Funds (IGF) " Funds provided to an entity
through the operation of its business. This is generally calculated by adding back to net
income charges for depreciation, additions to reserves and other charges to income which do
not involve an expenditure ofcash.
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Leverage - Is that portion ofa finn's capitalization that is financed with debt or stated another
way. it is the substitution of debt for equity in a company's capital structure. The most
common way to measure leverage is to compare the company's liabilities to their assets. This
gives rise to the debt-to-assets ratio and the debt-to-equity ratio, defined as:

Total Liabilities
Debt to Assets Ratio =

Total Assets

Total Liabilities
Debt to Equity Ratio =

Equity (Paid in Capital & Reserves)

The flfSt ratio indicates the percentage of debt that is used to finance assets. The s~nd ratio
says the same thing in a slightly different way: creditors supply XOIo of capital for each
dollar of equity capital provided by the owners.

Liquidity. One detenninant of a company's debt capacity is the liquidity of its assets. An
asset is liquid if it can be readily converted to cash, while a liability is liquid if it must be
repaid in the near future. It is risky to finance illiquid assets like fixed plant and equipment
with liquid. short-tenn liabilities because the liabilities will come due before the assets
generate enough cash to pay for them. A company that mismatches the maturity of its assets
and liabilities in this manner must roll over, or refinance, maturing liabilities to avo~d

insolvency. Two common ratios intended to measure the liquidity of a company's assets
relative to its liabilities are the current ratio and the acid test (see definitions above).

Return On Equity (ROEl· It is a measure of the efficiency with which the finn employs
owners' capital. It measures t.'le percentage return to owners on their investment in the finn,
detennined as follows:

Earnings
Return on Equity = ----=-­

Owners' Equity

Return On Investment (ROil· It is a measure of the efficiency with which the firm manages
its total resources. It differs from ROE because ROI measures profit as a percentage of total
assets while ROE measure profit as a percentage of owners' equity.

Return On Sales - Reflects the degree of cost control in relationship to the management of
the firms' pricing strategy. It is measured as a percent of each dollar of revenue that trickles
down through the income statement to net income and is calculated as follows:

R S I
Net Income

eturnon a es =
Revenue

Sustainable Growth Rate - Is the maximum rate at which a company's revenue can increase
without depleting financial resources. The fonnula for detennining the sustainable growth
rate can be expressed as follows:

Retained Profits I Equity
or

Earnings Retention Ratio (Retained ProfitslProfits) X Ret'Urn on Equity
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6.3.2. INCOME STATEMENTS-FISCAL YEARS ENDED June 30, 1989 through
June 30, 1995

Income statements of ARENTO for the fiscal years ended June 3D, 1989 through June 3D,
1995 are presented in five exhibits shown on the foHowing pages:

EXHmIT6-5
ARENTO

PERCENTAGE INCOME STATEMENT- RATIO ANALYSIS - FISCAL YEARS
ENDING 1989 through 1995

ACTUAL PROJECTED
(LE In millions) 88/89 89190 90/91 91/92 92/93 93/94 94/95

Revenues (Note 6) 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Expenses

Wages and Salaries 1.3.97% 11.79% 11.65% 10.38% 11.49% 12.51% 12.78%
Materials and Services 5.92% 5.39% 5.75% 6.29% 8.40% 9.44% 11.71%
Depreciation 18.88% 16.26% 15.12% 13.93% 14.12% 15.15% 15.08%
Other 15.87% 11.37% 12.76% 11.79% 11.89% 13.83% 12.88%

Total Expenses (Note 6) 54.64% 44.82% 45.28% 42.39% 45.91°.4 50.93% 52.45%

EDIT 45.36% 55.18% 54.72% 57.61% 54.09% 49.07% 47.55%

Interest Expense (Note 1) 17.88% 12.97% 11.73% 9.96% 10.92% 9.93% 8.28%

Net Defore Tues 27.49% 42.21% 42.99% 47.65% 43.17% 39.13% 39.26%
Taxes (Note 2) 8.80% 13.51% 13.76% 15.25% 13.81% 12.52% 12.56%

Net Operating Income (Surplus) 18.69% 28.70% ~9.24% 32.40% 29.35% 26.61% 26.70%

Transfers:
MInister of Finance (Note 3) 1.790;' 5.05% 7.37% 6.11% 5.72% 5.490.4 5.11%
Metro (Notes 4&5) 0.00% 0.00% 5.24% 13.38% 16.75% 21.95% 15.34%

Total Transfen 1.79% 5.05% 12.61% 19.49% 22.47% 27.44% 20.45%
Taxes 0.56% 1.60% 4.06% 6.23% 7.20% 8.78% 6.54%

Net Transfers 1.23% 3.45% 8.55% 13.26o/c 15.27%· 18.66% 13.91%
Net Carried Over Surplus 17.46% 25.25% 20.68% 19.14% 14.09°.4 7.95% 12.79°.4

Note I·Includes local and foreicn UlI'teSt ellpCDle; roreicn inlerelt expense reprelOnll applOXo 9%% of the totaJ and is subject 10 exchauge
rate nuctuatiollll.
Note %·ARENTO eurrmUy paya no income l!r, however, the OOE hu useued income taxea retro-active to 198%. Effective rale is 3%%.
Note 3·The Ministry of Finance hu indieatcd I.iallnnlfm ofLE200 million per year may be required for fJJCal yean after 199'.
Note 4-The agreement 10 transfer WOO million a yoar to the Metro will end in fJJCal year 96197. No information wu available regarding
futureplAllll.
Note ,.The transfer payment in 93194 wu inmued LEI00 million above the original agreement amount ofWOO million.
Note 6-Imputed interest and rent revenues and expensetl have been e1iminated with no effect on net income (surpluJ).
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EXHIBIT 6-6
ARENTO

INCOME STATEl\1ENTS-Actual and Projected-FY's 1989-1995

ACTUAL PROJECTED
(LE in millions) 88/89 89/90 90/91 91192 92/93 93/94 94/95

Rcvcnues (Notc 6) 895 1.187 1.356 1.637 1.749 1.822 1.956
EXl'cnses

Wages and Salaries 125 140 158 170 201 228 250
Matcrials and Scrvices 53 64 78 103 147 172 229
Deprcciation 169 193 205 228 247 276 295
Other 142 ill 173 193 208 252 ~5~

Total Expenscs (Note 6) 489 532 614 694 803 928 1,026

EBIT 406 655 742 943 946 894 930

Intcrest Expcnse (Notc 1) 160 154 159 163 191 181 162

Net Beforc Taxes 246 501 583 780 75~ 713 768

Taxes (Notc 2) 79 160 187 250 242 228 246

Net Operating Incomc (Surplus) 167 341 396 530 513 485 522

Transfers:
Minis" ,.... of Financc (Note 3) 16 60 100 100 100 100 100
Metre. (Notes 4&5) 0 0 71 219 293 400 300

Total Trr.lIsfen 16 60 171 319 393 500 400
Taxes 5 19 55 102 126 160 128

Net Transfers 11 41 116 217 267 340 272
Net Carried Ovcr Surplus 156 300 2lJ0 313 246 145 150

Notc I-Includes local and foreign interest expense; foreign Interest expense represents approx. 92% of the total and is
subject to exchangc ratc fluctuations.
Notc 2-ARENTO currently pays no income tax; however, the GOE has assessed income taxes retro-active to 1982.
Effcctive rate is 32%.
Note 3-The Ministry of Finance has indicated that transfers of LE200 million per year may be required for fiscal years
after 1995.
Notc 4-The agrcemcnt to transfer LE300 millionlyear to the Mctro witl end in FY 96/97. No Information was available _
regarding future plans.
Note 5-Thc transfcr payment In 93/94 was increased LEl00 million above the original agreement 3m:Junt of LE300
million.
Note 6-lmputed interest and rent revenues and expenses have bcen eliminated with no effect on net income (surplus).

11'_
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EXUmIT6-7
ARENTO

STATEMENT OF CURRENT OPERATION ACCOUNT

CODE NO. OPERATING REVENUES 1988/1989 198911990 199011991 1991/1992 1992/1993
417 SOLD SERVICES

TELEGRAPH REVENUES 12,344,577 12,501,961 13,505,720 15,398,131 15,143,121
TELEPHONE REVENUES 279,211,369 366,668,487 440,179,874 528,529,979 644,263,703
INTERNATIONAL REVENUES 493,128,452 601,178,441 703,656,295 919,429,211 991,644,890
SUB-TOTAL 784,684,398 98,034,889 1,157,341,889 1,463,357,321 1,651,051,714

416 RECEIPTS OF WORK DONE FOR OTHERS 1,877,528 579,062 1,279,727 2,391,924 3,148,433
418 GOODS FOR SALE 13,005,050 15,633,261 20,306,833 23,543,860 26,500,448

GRANDTOfAL 799,566,976 996,561,212 1,178,928,449 1,489,293,105 1,680,700,595

OPERATING EXPENSES
311 CASH SALARIES 106,962,907 119,611,278 131,534,230 141,189,851 163,446,523
312 SALARIES IN KIND 1,963,006 2,420,586 3,049,239 3,769,478 8,346,269
314 SOCIAL INSURANCE 19,562,312 21,973,745 24,428,283 26,095,699 33,439,654

SUB-TOTAL 128,488,225 144,005,609 159,011,752 171,055,028 205,232,446

LESS SALARIES ASSIGNED TO CHAPTER 3 3,477,300 3,638,325 1,457,944 1,519,068 3,817,476

SUB-TOTAL 125,010,925 140,367,284 157,553,808 169,535,960 201,414,970

GENERAL EXPENSES
32 COMMODITIES 21,201,104 27,152,875 322,467,757 46,535,080 61,125,919
33 SERVICES 19,520,215 21,927,722 28,390,852 31,829,147 53,998,406
34 GOODS FOR SALE 12,727,549 15,051,458 17,528,782 24,554,920 31,620,481

SUB-TOTAL 53,448,868 64,132,055 78,166,391 102,919,147 14,674,806

CURRENT TRANSFER EXPENSES
3514 TAXES AND DUTIES 485,474 829,320 821,532 764,042 622,465

.'
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Findings & Conclusions

EXHIBIT 6-7
CODE NO. 1988/1989 1989/1990 1990/1991 1991/1992 1992/1993

DEPRECIATION
3522 BUILDING & CONSTRUcnONS 43,579,252 50,264,863 56,743,820 62,655,132 70,370,664
3523 MACHINERY & EQUIPMENT 85,177,649 99,705,708 115,834,417 146,686,813 164,968,952

3524 TRANSPORTATION 3,081,678 2,513,447 2,511,486 2,152,917 2,160,403
3525 TOOLS & MACHINERY 592,485 4,561,027 2,840,957 3,839,818 2,756,989
3526 FURNITURE & OFFICE EQUIPMENT 2,858,996 2,975,992 3,728,939 4,127,008 4,614,655
3528 DEFERRED REVENUE EXPENDITURES 33,214,592 32,810.720 23,573,997 8,211,938 2,478,878

SUB-TOTAL 168,504,652 192,831,757 205,233,616 2,276,763,626 247,350,541
RENT

353 ACTUAL RENT 139,236 147,435 157,729 153,340 172,161
354 DIFFERENCE OF CALCULATED RENT 4,548,616 4,748,478 4,673,803 8,933,114 9,671,703

SUB-TOTAL 4,687,852 4,895,913 4,831,532 9,086,454 9,843,864
TOTAL OPERATING EXPENSES
(EXCEPT INTERESTS) 352,137,771 403,056,329 446,606,879 509,979,229 605,976,646
TOTAL REVENUES (BEFORE EXPENSES) 447,429,205 593,504,883 732,321,570 979,313,876 1,074,723,949
INTEREST

355 LOCAL 22,540,062 23,622,440 20,751,649 18,634,244 15,646,857
356 FOREIGN 137,725,394 129,961,138 138,251,415 144,Zl1,440 \74,931,152
357 DIFFERENCE IN CALCULATED INTERESTS 0 4,878,569 45,907,927 106,223,994 806,612,429

SUB-TOTAL 160,265,456 158,462,147 204,910,991 269,069,678 997,190,438
INCOME FROM OPERATIONS(SURPLUS) 287,163,749 435,042,736 527,410,579 710,244,198 77,533,511
NON-OPERAnONS INCOME:
CURRENT EARMARKED REVENUES

43 RECEIPTS FROM SECURITIES 0 ° ° 2,739,929
441 CREDIT INTEREST 5,644,895 8,628,770 10,828,124 11,576,782 8,875,785
442 CREDIT RENT 18,476 19,159 18,773 20,217 21,186
443 CAPlTAL GAINS 704,139 1,259,775 0 0 0
444 REVENUES OF PREVIOUS YEARS 80,706,478 162,995,931 134,956,616 116,924,603 19,609,018
445 COMPENSATIONS AND FINES 1,108,571 (179,080) 886,170 1,354.459 5,270,454
446 MISCELLANEOUS REVENUES 7,109,842 17,591,498 30,524,219 17,979,626 31,939,363
447 DIFFERENCE IN CALCULATED RENT 4,548,616 4,748,478 4,673,803 8,933,114 9,671,703
448 DIFFERENCE IN CALCULATED INTERESTS ° 4,878.569 45,907,927 106,223,994 806,612,429

TOTAL 99,841,017 199,943,100 227,795,632 263,012,795 884,739,867
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Findings & Conclusions

EXHmIT6-7
CODE NO. 198811989 198911990 1990/1991 1991/1992 1992/1993

CURRENT EARMARKED EXPENSES
361 DONATIONS 61,710 65,787 67,545 72,993 8,134
362 CHANGES IN PRICES OF HARD CURRENCY 102,522,075 123,299,662 156,319,692 167,282,546 188,460,462

363 COMPENSATIONS AND FINES 154 3,600 757 22,830 11,554
364 CAPITAL LOSSES 1l,043 0 0 ° 771,007
365 PREVIOUS YEARS EXPENSES 11,282,654 9,858,835 15,834,686 25,215,479 16,116,549
366 DEBTS BAD 251

367 PROVISIONS EXCEPr DEPRECIATION 27,238,044 702,550 ° 0 1,521,661
MINISTRY OF FINANCE 16,000,000 60,000,000 100,000,000 100,000,000 100,000,000
NATIONAL SUBWAYS ORGANIZATION(METR.O) 0 ° 70,535,198 219,323,780 293,119,475

TOTAL 157,1l5,680 193,930,434 342,757,878 511,917,628 600,082,343
CARRIED OVER SURPLUS 229,889,086 441,055,402 412,448,333 461,339,365 362,191,035

~~

I.....
'1 II
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j·tnatng.~ & Conclu.~ions

EXHIBIT 6-8
ARENTO

OPERATING PLANS - FY's ENDING 1994 and 1995
OPERATION REVENUES

Page 1 of4
Page 1 of4

_i

93/94 94195

APPROVED BUDGEi' AS CHANGES MADE BY INTERIM BUDGET AS APPROVED
(LE in thousands) OPERATING PLAN APPROVED BY B OF D MINISTRY OF FINANCE BY MINISTRY OF' FINANCE

SOLD SERVICES
Telegraph Revf:llues 17,500 15,000 15,000

Telephone Revenues 640,000 761,000 9,000 770,000

International Revenues 950,000 958,000 42,000 1,000,000
Receipts of Work Done for OChers 3,500 4,000 4,000
Goods for Sale 54,000 52,000 52,000

SUB-TOTAL 1,665,000 1,790,000 51,000 1,841,000

Receipts from Securities 1,581 3,000 3,000

CURRENT EARMARKED REVENUES

Credit Intcrcsc 11,419 4,000 4,000
Credit Rent 19 20 20
Revenues of Previous Ycars 75,000 20,500 5,000 25,000

Compen~tions& Fines 900 2,500 2,500 5,000

Miscellancous Revenues 68,081 13,480 64,500 77,980
Difference in Calculated Rent 10,000 10,000 10,000
Difference in Calculated lntcrcsc 600,000 834,000 834,000

SUB-TOTAL 765,419 884,500 72,000 956,000

TOTAL REVENUES 2,432,000 2,677,soo 123,000 2,800,000
-'.
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EXUmlT6-8
ARENTO

OPERATING PLANS· FY's ENDING 1994 and 1995
OPERATION EXPENSES (page 2 of 4)

29,000
30,000

·',000
·2,456
·1,600

·'00
·'4

.30,060

·19,207
-1,243

6-21

48,207
31,243

"Bonus
Ezpcnse Allowance
.Q!!!.$

Base Wage Changes
Food
Clothes
Retirement Bonus
New Organization
(pending approved by The Central Agency
for Orgllllization &: Administration)
TOTAL ADJUSTMENTS

Profitability & SelfFinancing Examination &Assessment

93/94 94195
APPROVED BUDGET AS CHANGES MADE BY INTERIM BUDGET AS APPROVED

(LE in thowands) OPERATING APPROVED BY B OF D MINISTRY OF FINANCE BY MINISTRY OF FINANCE
PLAN

Cash Salaries 181,935 221,844
Salaries In Kind 13,789 18,239

Social Insurance 37,553 45,255
~ess Salaries Assigned to other Ministries (5,277) -5,278

SUB-TOTAL 128,000 280,060 -30,060· 250,000

Commodities 70,000 100,000 100,000

Services 48000 77,000 77,000
Goods for Sale 54000 52,000 52,000

SUB-TOTAL 172,000 229,000 229,000

Taxes & Duties 1,200 1,200 1,200

Depreciations 276,000 295,000 295,000
Actual Rent 200 200 20C
Difference ofCalculated Rent 10,000 10,000 10,OOC
Difference of Calculated Interests 600,000 834,000 834,000
Local Interest 14,059 12,000 12,000
Foreign Interest 166,441 150,000 150,000

pmcrs -Funds 51,800 0 50,000 50,000

~UB-TOTAL 1,119,700 1,302,400 50,000 1,352,400
........_- ._- ...----

~
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EXHIBIT 6-8
ARENTO

OPERATING PLANS - FY's ENDING 1994 and 1995
OPERATION EXPENSES (page 3 of 4)

'\.F'

93/94 94/95

APPROVED BUDGET AS CHANGES MADE BY INTERIM BUDGET AS APPROVED
(LE in thousands) OPERATING PLAN APPROVED BY B OF D MINISTRY OF FINANCE BY MINISTRY OF FINANCE

~onations 95 95 95
Changes in Prices ofHard Currency 172,000 174,000 174,000
Compensations & Fmes 5 15 -10 5
!Previous Years Expenses 25,200 25,000 25,000
Provisions Excc;pt Depreciation 2,000 2,000 2,000

ofFmance 100,000 0 100,000 100,000
Metro 300,000 300,000 300,000

gUB-TOTAL 599,300 501,110 99,990 601,100

TOTAL EXPENSES 2,119,000 !,312,570 119,930 2,432,500

rrOTAL REVENUES 2,432,000 2,677,000 123,000 2,800,
[rOTAL EXPENSES 2,119,000 2,312,570 119,930 2,432,

iNETINCOME 313,000 364,430 3,070 367

SUMMARY

6-22 Profitability & Self-Financing Examination & Assessment
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OPERATING PLA1 'S - ii's: mlNG 1994 and 1995
CAPITAL EXPENDITURES - PROJECTS (page 4 of 4)

APPROVED APPROVED BY B OF D PENDING APPROVAL BY
(LE in thousands) PLAN 94/95 MINISTRY OF PLANN1NG

PROJECTS 271,885 837,700
FUNDING SOURCES FOR PROJECTS
~elfFinance- IGF 260,000 342,878
~Loans 367,822
foreign Loans 11,885 127,000
Total Funding 271,885 837,700

RE - PAYMENT OF LOANS

I..ocal Loans 28,770 23,552
Foreign Loans 131,000 165,000

TOTAL 159,770 188,552

Profitability & SelfFinancing Examination & Assessment 6-23
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EXHIBIT 6-9
STATEMENT OF CURRENT OPERATIONS

FISCAL YEARS 92/93 - 96/97
(LE in thousands)

YEAR 92/93 93/94 94/95 95/96 96/97

REVENUES

Telegraph Revenues 15,566 16,300 17,000 18,000 18,800

Telephone Revenues 582,600 640,000 704,000 775,000 852,000
international Revenues 878,182 922,000 1,014,000 1,116,000 1,227,000

!Miscellaneous 61,203 86,000 91,000 94,000 98,000

iI'OTAL REVENUES 1,537,551 1,664,000 1,826,000 2,003,000 2,195,800

EXPENSES:

Salaries 195,000 234,000 280,000 337,000 404,000
Commodities 54,726 63,000 73,000 84,000 97,000
Services 33,000 36,000 40,000 44,000 48,000
Goods for Sale 28,000 54,000 59,000 65,000 72,000

Interest 173,156 180,500 187,000 194,000 201,000
Changes in Price of
Hard Currency 166,000 172,000 178,000 184,000 190,000
Depreciation 260,000 276,000 292,000 310,000 329,000

Other 103,305 3,000 3,000 3,000 3,000

TOTAL EXPENSES 1,013,187 1,018,500 1,112,000 1,221,000 1,344,000

Carried over swplus 524,364 645,800 714,000 782,000 851,800

6-24 Profitability & Self-Financing Examinat/on & Assessment
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EXHIBIT 6-10
ARENTO REVENUE HISTORY

FY's Ending 1992-1993

Findings & conclusions

(LE in thousands) 91/92 92/93 CHANGE
AMOUNT QUANTITY AMOUNT QUANTITY AMOUNT 0/0 CHANGE QUANTITY 0/0 CHANGE

WCAL SERVICE
Tdegraph 6,782 12,907,828 6,799 12,597,935 17 .25% -309,893 -2.400/.
Tdex 8,536 6,014 8,224 5,864 -312 -3.66% -150 -2.490/.
Contribution Telephone 145,148 2,027,680 162,649 2,234,715 17,501 12.06% 207,035 10.210/.
Loc:alCaUs 114,113 2,282,254,770 151,826 3,036,512,500 37,713 33.05% 754,257,730 33.050/.
Trunk 121,323 210,715,000 174,913 245,600,000 53,590 44.17% 34,885,000 16.560/...

tiveFees 2,096 - - - -2,096 -100.00% - -
Transfer Telephone 4,003 26,907 4,880 34,159 877 21.91% 7,252 26.950/.
Installation Telephone 84,121 224,707 90,099 223,056 5,978 7.11% -1,651 -.730/.
MIsCELLANEOUS
rt'dephone 57,726 - 59,897 - 2,171 3.76% - -
[rdegraph 80 - 120 - 40 50.00% - -
Goods for Sale 23,544 - 26,500 - 2,956 12.56% - -
lWorkforOthcrs 2,392 - 3,148 - 756 31.61% - -
SUB-TOTAL 569,864 - 689,055 - 119,191 20.92% .- -
"IN"nRNATIONAL
Telegraph 2,905 30,126,000 2,264 30,416,000 -641 -22.07% 290,000 0.960/.
Telex 44,434 13,219,000 35,600 10,993,000 -8,834 -19.88% -2,226,000 -16.840/.
Tdephonc 809,954 313,027,000 882,341 355,090,000 72,387 8.94% 42,063,000 13.440/.
Call Sign 5,760 -- 5,301 -- -459 -7.97% - -
Car Telephone 20,060 5,288 30,583 7,054 10,523 52.46% 1,766 33.400/.
Leased Cin:uits 12,904 99 16,730 102 3,826 29.65% 3 3.030/.
:L.icense 9,973 - 7,066 - -2,907 -29.15% -- -
jfelcvision Program 8,189 1,825 4,462 1,537 -3,727 -45.51% -288 -15.780/.
Data-Service 2,765 -- 4,774 - 2,009 72.66% .- -
follow Me 2,485 4,640 2,524 5,593 39 1.57% 953 . 20.540/.

~UB-TOTAL 919,429 - 991,645 -- 72,216 7.85% - -

'-
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Findings & Conclusions
Exhibit 6-10

ARENTO REVENUE HISTORY
FY's Ending 1992-1993

(LE in thousands) 91/92 92/93 CHANGE
AMOUNT QUANTIlY AMOUNT QUANTTIY AMOUNT % QUANTITY %

CHANGE CHANGE
Revenues from -- -- 2,740 - 2,740 100% -- -
Companies

CURRENT TRANS. REV.
Rent 20 -- 21 -- I 5.00% -- -
Compensations & Fines 1,354 --- 5,271 -- 3,917 289.290/0 -- -
Credit Interest 11,577 -- 8,876 - -2,701 -23.33% -- -
Revenues of Previous II6,925 -- 19,609 -- -97,316 -83.23% -- -
Year
Account rent 8,933 -- 9,672 - 739 8.27% -- -
Account Interest 106,224 -- 806,612 -- 700,388 659.35% -- -
Miscellaneous 17,980 -- 31,939 - 13,959 77.64% -- -
SUB-TOTAL 263,013 -- 884,740 - 621,727 236.390/0
GRAND TOTAL 1,752,306 -- 2,565440 -- 813,134 46.40%

6-26 Profitability & Self-Financing Examination & Assessment
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Findillgs & cOllc/usiolls

EXHmlT6-11
ARENTO

PROPOSED TARIFF CHANGE OPTIONS/ALTERNATIVES

Current Proposed Change

Year. (1994/.995)

A. Increase Unit Call Prices

1-6 minutes call duration increment 5p lOp 5p
throughout Egypt where there are multiple
exchanges within a zone
1 ~ Unlimited call duration increment 5p lOp 5p
throughout Egypt where there is a single
exchange within a zone

-
B. Reduce "free call allowance"-

- -
Residence

Annually 1500
SemiAnnual 600
Quarter· 300
Monthly· 100
NetCbange (300)

Business
Annually 300
Semi Annual 120
Quarte~ 60
Monthly· 20
Net Change (60)

Government
Annually 1000
SemiAnnual 420
Quarte~ 210
Monthly· 70
Net change (160)

C. Increase Coin Telephone Changes lOp 25p 15p

Year 2 (1995/.996)

Incruse Subscription Fees

Residence 45 60 15
Business 75 120 45
Government 75 120 45

• Applying the quarterly and monthly "free call a110wanceu is dependent upon installation of
a new billing and collection data processing system.

Profitability & SelfFinancing Examination & Assessment 6-27
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Exom1T6-12
ARENTO

ASSESSED TAX LIABILITY - FY's 1982 through 1993
LAW 15711981- TAXES FROM PROFIT OF CAPITAL COMPANIES

(LE in thousands)
YEAR NET SURPLUS TAXES (40%) CUMULATIVE

LIABILITY
81182 25,712 10,284
82/83 48,043 19,172 29,456
83/84 74,985 29,994 59,450
84/85 91,125 36,450 95,900
85/86 115,068 46,027 141,927
86/87 147,386 58,954 200,881
87/88 192,433 76,973 277,854
88/89 273,633 109,453 387,307
89/90 492,552 197,021 584,328
90/91 481,204 192,481 776,809
91192 550,175 220,070 996,879
92/93 450,191 180,076 1,176,955
TOTAL 2,942,507 1,176,955 4,727,746

Under ARENTO's interpretation of Public Law # 153 they have not paid GOB income taxes.
However, the GOB has assessed income taxes on ARENTO's net income retroactive to
1981/1982.

This assessment has been contested in court and a judgment was reached against ARENTO,
however the decision has been appealed. In the event the appeal is not successful, ARENTO
has a cumulative tax liability through June 30, 1993 of approximately LB. 1.2 Billion.

Exum1T6-13
ACTUAL AND PROJECTED PAYMENTS TO THE GOVERNMENT

(LE in thousands)
YEAR MINISTRY OF METROu TOTAL CHANGE % CHANGE

FINANCE

~
86/87 37,668 37,668
87/88 6,327 6,327 (31,341)
88/89 16,000 16,000 9,673 1530/<
89/90 60,000 60,000 44,000 2750/<
90/91 100,000 70,535 170,535 110,535 1840/<
91192 100,000 219,324 319,324 148,789 870/<
92/93 100,000 293,1l9 393,1l9 73,795 230/<
TOTAL 419,995 582,978 1,002,973

Proiected
93/94 100,000 400,000"· 500,000 106,881 270/<
94/95 200,000· 300,000 500,000 100,000 250/<
• MinistIy ofFmancc has requested a 100% annual mcrease beginning in 94/95
•• original agreement between ARENTO and Metro will tenninate at the end of 96/97 which was to pay
LE 300,000 for five years.
••• ARENTO has been requested to pay an additional LE 100,000 for 93/94.
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Findings & cOl/elusions

EXHIBIT 6-14
ARENTO

CASH TRANSFERS (DIVIDENDS) PAID TO OTHER MINISTRIES

FISCAL YEARS 92/93 and 93/94

(LE in Thousands)I MONTH MINISTRY OF
FINANCE

92/93

METRO

Jul-92
Aug-92 33,143
Scp-92 5,700 10,000
Oct-92 7,600 20,000

Nov-92 43,191
Dcc-92 4,800 19,952
Jan-93 5,900 20,030
Fcb-93 9,000 33,393
Mar-93 8,800 40,06C
Apr-93 11,200 16,664

May-93 3,300 16,701
Joo-93 11,900 20,OOC

SUBTOTAL 68,200 273,134
JuI-93 4,500

Aug-93 21,900 15,09S
Sep-93 5,400 4,88E

SUBTOTAL 31,800 19,98~

TOTAL 100,000 293,llS
CURRENCY PAID

LE 100,000 160,OOC
$ 40,00(

93/94
Jul-93

Aug-93
Sep-93 7,000 16,74E
Oct-93 3,700 15,000

Nov-93 8,000
Dec-93 15,900 26,746
1311-94 7,600 41,746

SUBTOTAL 42,200 100,238
Est. Feb-94 to Jun-94 57,800 299,762

TOTAL 100,000 400,000
CURRENCY PAID

LE 100,000 200,OOC
$ 60,OOC I
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Findings'" Conclusions

Comments related to K&M's assessment of revenues, expenses, interest coverage, taxes and
profitability are presented in the subsequent following sections.

6.3.2.1 Assessment of Revenues

ARENTO revenue figures shown in Exhibits 6-7 through 6-9 have been adjusted
by the consultant and the adjusted revenues are shown in Exhibits 6-5 and 6-6.
The adjustments were made to exclude imputed rent and interest revenues which
have no effect on net income. Assessment of revenues without excluding
imputed rent and interest revenues, distorts any meaningful comparison of year
to year changes. Exhibit 6-10, "ARENTO Revenue History for FY's Ending
1989 through 1993", indicates that revenues have increased 46% between 1992
and 1993, however upon further analysis, most of that change was due to an
increase in imputed interest revenue. After excluding rent and interest revenues,
actual revenue growth between 1992 and 1993 was 7%; projected revenue
growth for 1994 is 4%; and for 1995, revenue is projected to increase 7%. Based
on historical revenue growth and general economic conditions in Egypt, the
projected revenues for 1994 are most likely understated as are the projected 1995
revenues. It should be noted that possible tariff adjustments as suggested in the
Cost of ServicelRate Tariff Study completed in 1993 (see Exhibit 6-11) by K&M
Engineering and Consulting Corporation have not been included in the 1994­
1995 projected revenues. The consultants were advised that no formal plans
exist to adjust tariffs during the 1994-1995 time frame.

6.3.2.2 Assessment of Operating Expenses

ARENTO operating expense figures shown in Exhibits 6-7 through 6-9 have been
adjusted by the consultant and the adjusted operating expenses are shown in Exhibits
6-5 and 6-6. The adjustments were made to exclude imputed rent and interest
expenses which have no effect on net income. After excluding rent and interest
expenses, actual operating expense growth between 1992 and 1993 was LE 109
million or 16%; projected operating expense growth for 1994 is LE 125 million or
16%; and for 1995, operating expenses are projected to increase LE 99 million or
II%. Based on historical operating expense growth and general economic conditions
in Egypt, the projected operating expenses for 1994 appear reasonable and
achievable. Projected 1995 operating expenses are most likely understated by LE 46
million or 5%.

6.3.2.3 Assessment of Interest Expense

ARENTO interest expense for the years 1985 through 1995 are shown in Exhibits 6-7
through 6-9. Actual interest expense for 1993 increased LE 28 million or 17% over
1992 reflecting higher interest costs and higher debt levels. Interest expense for 1994
is projected to decrease LE 10 million or 5%; for 1995, interest expense is projected
to decrease LE 19 million or 11%. Based on slightly decreasing interest rate trends in
Europe and slightly increasing trends in the United States, the projected decreases in

. interest exp_ense are 1110st likely optimistic and notentirely achievable.
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6.3.2.4 Assessment of National Income Taxes

ARENTO income statements shown in Exhibits 6-7 through 6-9 have been adjusted
by the consultant and are shown in Exhibits 6-5 and 6-6. Adjustments were made to
include national income tax expense as shown in Exhibit 6-12 - ARENTO Asses3ed
Tax Liability-FYs 1982 through 1993. Assessment of profitability without
including national income tax would materially understate expenses and overstate net
profit (surplus before transfers) for the period. The GOE has determined that
ARENTO is a capital company and as such must pay income taxes. A LE 1.2 billion
tax liability has been assessed against ARENTO retro-active to 1981. National
income tax mtes are 40% of income after excluding a 20% exemption for project
spending. This yields an effective tax rate of 32%. The consultants were advised that
for tax purposes, transfers (dividends) are deductible in calculating the tax liability.
Consequently, transfers have been calculated net of tax.

6.3.2.5 Assessment of Profitability

ARENTO's "carried over surplus" (net income) figures shown in Exhibits 6-7 through
6-9 have been adjusted by the consultants and the adjusted "net opemting income" is
shown in Exhibits 6-5 and 6-6. Adjustments have been mr.de to: (A) reduce
profitability by including national tax expense as explained above at 6.3.2.4; and, (B)
to increase net operating income by excluding transfer payments. Transfers for
analysis purposes are considered "non-operating" and have been evaluated as the
payment of dividends to the equity holders - the GOE.

ARENTO income statements have historically included transfers to other ministries
as an expense item, thus reducing carried over surplus (net income). Under
international accounting standards, such transfers constitute, in effect, dividends (or a
return of paid-in capital), which are appropriately accounted for as a charge against
retained earni~ga and, thus, are not intended to have any impact on the measurement
of net income or profitability. Additionally, under Public Law 153, ARENTO is
authorized to retain "carried over surplus" for funding construction programs.
Charging the transfers against "carried over surplus" would then also appear to be in
conflict with provisions of Public Law 153 and generally accepted accounting
principles. Consequently, the consultants, have removed transfers from the
assessment of profitability and have included transfers in the assessment of dividends
that follows below at 6.3.2.6. In either case, the income statements as presented do
report transfers as a reduction of "carried over surplus", as reported by ARENTO in
using the Egyptian Unified System of Accounts.

After excluding transfers (dividends) and after including national income tax expense,
actual "Net Operating Income" declined between 1992 and 1993 by LE 15 million or
3%; projected "Net Opemting Income" will decline further in 1994 by LE 26 million
or 6%; however, for 1995, "Net Opemting Income" is projected to increase LE 37
million or 8%. Based on the above assessment of revenues and expenses, where it
appears revenues are growing at a slower mte than expenses, it is most likely the
p...oj~ irn;rease in profitability in 1995 is optimistic and wiil not be achieved.
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6.3.2.6 Assessment of Transfers (Dividends)

Transfers (dividends) have been grouped together and include the following
individual items:
• Payments to the Ministry ofFinance
• Payments to the Metro

Specific detailed amounts for each individual item are shown in Exhibits 6-7 through
6-9 and are grouped together in Exhibits 6-5 and 6-6.

Actual transfer (dividends) payouts increased LE 74 million or 23% between 1992
and 1993; 1994 transfer (dividends) payouts are projected to increase LE 107 million
or 27%; and, 1995 transfer (dividends) payouts are projected to decrease LE 100
million or 20%. Based on the historical growth in transfer payments as shown in
Exhibit 6-13-"ARENTO-Actual And Projected Transfer (Dividends) Payments-1987
through 1995" and Exhibit 6-14 - "ARENTO-Cash Transfers (Dividends) Paid-Fiscal
Years 1993 And 1994", it appears most likely these transfers (dividends) will be paid
out for the fiscal years 1994 and 1995 as scheduled.

6.3.3 BALANCE SHEETS-FISCAL YEARS ENDED June 30, 1989 through June 30,
1"5 ~

Balance Sheets of ARENTO for the fiscal years ended June 30, 1989 through June 30, 1995
are presented in five exhibits shown on the following pages:
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Exum1T6-15
ARENTO

PERCENTAGE BALANCE SHEET-Actual and Proforma-FY's 1989·1995
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Note I ExchUlge rate change. nol recorded on \he boob ofARENTO ItIl mcluded herem mtelephone plUlI U1d long tenn hablllliel•
Note 2 Tax Iiabililies nol recorded on \he boob ofARENTO ItIl included herein. The 00£ UletSmenl oflaxe. hu been contelled by ARENTO.
Note 3 Telephone plant includes gross sddiliollS U1d C\IItomI reel U1d duties by year u followa:

Year Croa aulo","
Adlll Duties

ACTUAL PROFORMA
LE in millions 1989 1990 1991 1992 1993 1994 1995

ASSETS
Telephone Plant:

Telephone Plant [n Service 94.94% 95.01% 92.65% 71.05% 74.84% 78.49% 81.91%
Less:Accumulatcd Dcpre 21.20% 23.21% 22.30% 16,45% 18.24% 20.15% 21.88%

Net Tele Plant [n Service 73.73% 71.81% 70.35% 54.60% 56.60% 58.34% 60.03%
Tele PIt Under Construction 11.98% 10.68% 10.01% 8.80% 11.34% 11.85% 12.21%
Crmcy Trnsltn (Notel) 0.00% 0.00% 0.00% 22.72% 20.80% 19.22% 17.77%

Total Telephonc Plant (Notc 3) 85.71% 82.49% 80.35% 86.11% 88.75% 89.41% 90.01%

Equity In Subsidiaries 0.29% 0.30% 0A7% 1.04% 1.12% 1.03% 0.95%
Current Assets:

Cash and Equivalents 7.30% 6.41% 5.93% 3.27% 1.07% 0.99% 0.92%
Ac:counts Receivable 4.23% 5.89% 9.71% 5.47% 6.39% 5.90% 5.46%

Less:Uncollectable Res 0.70% 0.63% 0.57% 0.36% 0.36% 0.33% 0.31%
Accounts Receivable (Net) 3.52% 5.26% 9.15% 5.11% 6.03% 5.57% 5.I5%
Inventories 1.89% 2.14% 1.75% 1.39% 1.45% 1.53% 1.61%
Prepd Exp and OilIer Rec 1.28% 3.40% 2.36% 3.07% 1.59% 1.47% 1.36%

Total Current Assets 14.00% 17.21% 19.18% 12.85% 10.14% 9.56% 9.03%
TOTAL ASSETS 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

CAPITAL and LIABD..ITIES
Capital and Reserves:

Paid-In Capital 4.45% 3.81% 3.42% 2.26% 2.07% 1.91% 1.77%
Reserves, Grants and Oilier 13.10% 13.92% 15.61% 12.10% 12.60% 11.65% 10.77%
Adjust-Tax liability (Note 2) -20.50% -21.40% -22.45% -16.79% -17.05% -16.67% -16.87%
Retained Eamings(Surplus) 25.08% 33.51% 40.20% 33.16% 35.62% 35.77% 37.62%

Total Capital and Rcscn"es 22.13% 29.84% 36.78% 30.74% 33.24°A. 32.66% 33.29%

Long Term Debt:
Foreign 31.55% 27.78% 23.92% 19.21% 17.90% 16.41% 14.70%
Crmcy Trnsltn (Note1) 0.00% Q.2lli 0.00% 22.72% 20.80% 19.22% 17.77%
Total Foreign Lpg Trm Debt 31.55". 27.78% 23.92% 41.92% 38.70% 35.64% 32.47%
Domestic 8.55% 6.25% 4.70% 2.55% 1.97% 1.43% 1.04%

Total Long Term Debt 40.10% 34.03% 28.62% 44.47% 40.67% 37.07% 33.51%
Current Liabilities:

Foreign-Current Maturities 4.52% 3.67% 3.27% 1.91% 1.78% 1.75% 2.04%
Domestic-CurrentNmturities 1.06% 0.99% 0.89% 0.52% 0.42% 0.39% 0.30%
Tax Liability (Note 2) 20.50% 21.40% 22.45% 16.79% 17.05% 16.67% 16.87%
Suppliers, Accrued and OtlIer 11.69% 10.08% 7.99% 5.57% 6.84% 11.46% 14.00%

Total Current Liabilities 37.76% 36.14% 34.60% 24.79%1 26.09% 30.27% 33.20%

Total Capital & Liabilities 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%. . ...

i
_!
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EXHlBlT 6-16
ARENTO

BALANCE SHEET-Actual and Profomla·FY's 1989-1995

Nola I Exchange rate changes nol reconled on the boob ofARENTO are Included herem In telephone planl and long Ienn liabilities.
Nola 2 Tax liabilitiCi nol reconled on the boob ofARENTO are included berein. The ooE Ulessmenl ofwes hu been contested by ARENTO.
Nola 3 Telephone planl includes pou additions and eusIoltlJ fees and dutiea by year u follows:

Vear Croa ClIsfoms Composite
Adns Datles Ave Rate

ACTUAL PROFORMA
LE in millions 88/89 89/90 90/91 91192 92/93 93/94 94/95

ASSETS
Telephone Plant:

Telcphone Plant In Service 2,964 3,468 3,768 4,491 5,167 5,863 6,619
Lcss:Accumulated Depre 662 847 907 \,040 \,259 I.S05 \,768

Net Tele Plant In Scrvice 2,302 2,621 2,861 3,451 3,908 4,358 4,851
Tele Pit Under Construction 374 390 407 556 783 885 987
Crmcy Tmsltn (Notel) Q Q Q \,436 1.436 1.436 1.436

Total Telephone Plant (Note 3) 2,676 3,011 3,268 5,443 6,127 6,679 7,274

Equity In Subsidiaries 9 11 19 66 77 77 77
Current Assets:

Cash and Equivalents 228 234 241 207 74 74 74
Accounts Rcceivable 132 215 395 346 441 441 441

Lcss:Uncol1ectable Res 22 23 23 23 25 25 25
Accounts Receivable (Net) 110 192 372 323 416 416 416
Inventories 59 78 71 88 100 114 130
Prcpd E:.'P and Other Rec 1Q 124 96 194 .lJ..Q .lJ..Q .lJ..Q
Total Current Assets 437 628 780 812 700 714 730

TOTAL ASSETS 3,122 3,650 4,067 6,321 6,904 7,470 8,081

CAPITAL and LIABILITIES
Capital and Reserves:

Paid·1n Capital 139 139 139 143 143 143 143
Reserves, Grants and Other 409 508 635 765 870 870 870
Adjust-Tax Liability (Note 2) (640) (781) (913) (1,061) (1,177) (1,245) (1,363)
Retained Earnings(Surplus) 783 1.223 \,635 2.096 bill 2.672 3.040

Total Capital and Rescn'es 691 1,089 1,496 1,943 2,295 2,440 2,690

Long Term Debt:
Foreign 985 1,014 973 1,214 1,236 1,226 1,188
Crmcy Tmsltn (Notel) Q Q Q 1.436 1.436 1,436 \,436

Total Foreign Lng Trm Debt 985 1,014 973 2,650 2,672 2,662 2,624

Domestic 267 228 ill ill 136 .!Q1 84

Total Long Tenn Debt 1,152 1,242 1,164 2,811 2,808 2,769 2,708
Current Liabilities:

Foreign-Current Maturities 141 134 133 121 123 131 165
Domestlc·Current Maturities 33 36 36 33 29 29 24
Ta.'( Liability (Note 2) 640 781 913 1,061 1,177 1,245 1,363
Suppliers, Accrued and Other 365 368 325 352 472 ~ 1.W

Total Current Liabilities 1,179 1,319 1,407 1,567 1,801 2,261 2,683

Total Capital and Liabilities 3,122 3,650 4,067 6,321 6,904 7,470 8,081.. .,.

1

811189
8919/0
90191
91192
92f93
9319..
9419'

'46 42 13%
"6' '8 12%
"'3 67 1'%
980 128 131~

931 .,~ 16%
897 144 16%
964 I'" 16%
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EXHIBIT 6-17
ARENTO

BALANCE SHEETS

CODE NO. ASSETS 1988/1989 1989/1990 1990/1991 1991/1992 1992/1993

11 FIXED ASSETS
111 LANDS 7,194,897 9,777,927 10,708,802 10,843,641 13,643,376
112 BUll.DING &CONSTRUCTIONS 1,375,807,113 1,608,135,298 1,776,483,122 2,082,063,556 2,396,981,280
113 MACHINES & EQUIPMENT 1,349,387,651 1,614,962,923 1,842,465,300 2,284,656,834 2,636,663,800
114 TRANSPORTATION 24,017,191 21,059,503 19,456,216 20,393,408 23,217,789
115 TOOLS & GEARS 8,970,688 11,912,022 13,046,683 15,041,205 18,381,229
116 FURNITURE &DESKS EQUIPMENT 34,928,398 37,495,160 39,330,038 42,676,054 48,945,390
118 DEFERRED REVENUES EXPENDITURES 163,032,994 163,272,595 66,976,030 35,034,315 28,913,027

ASSETS DAMAGED BY WMt 910,666 910,666 0 0 0
SUB-TOTAL 2,964,249,598 3,467,526,094 3,768,466,191 4,490,709,013 5,166,745,891

12 PROJECTS UNDER CONSTRUCTIONS
121 COMMODITIES FORMATION 61,335,676 59,102,983 12,907,325 121,294,744 433,253,473
122 INVESTMENT EXPENDITURES 313,105,936 331,295,160 393,626,761 435,059,249 349,328,920

SUB-TOTAL 374,441,612 390,398,143 406,534,086 556,353,993 782,582,393

13 INVENTORIES
131 COMMODITY REQUIREMENT 0 937,390 0 0 0
1311 RAW MATERIALS 1,208,754 31,162 688,656 889,115 696,287
1312 FUEL 36,797 30,792,812 45,277 24,233 10,189
1313 SPMtEPMtTS 21,272,924 98,163 28,545,318 40,068,868 44,790,962
1315 SCRAP 582,015 0 80,759 88,457 651,054
132 UNFINISHED GOODS 0 0 0 0 0
135 GOODS FOR SALE 9,948,700 9,179,024 7,545,990 7,564,541 14,214,071
136 LETIER OF CREDIT MACHINES 26,344,331 36,669,876 34,012,913 39,485,912 39,805,091

SUB-TOTAL 59,393,521 77,708,427 70,918,913 88,121,126 100,167,654

~
a
0<:::..
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EXHIBIT 6-17 (
CODE NO. ASSETS 1988/1989 1989/1990 1990/1991 1991/1992 1992/1993

15 INVES~NT 6,861,181 10,863,204 19,461,181 66,073,175 77,404,719
16 DEBTOR.'!
161 ACCOUNf RECEIVABLES 0 0 0 0 0
1611 PUBLIC SECTOR 66,151,175 67,646,517 64,213,225 80,965,476 95,163,363
1612 PRIV/ .TE SECTOR 32,232,829 55,462,301 199,316,513 180,874,486 205,394,145
1613 FORFIGN 25,286,118 83,283,196 123,560,918 74,726,935 129,808,687
163 SUNlJRY DEBTORS 8,268,703 8,133,800 8,344,874 9,892,355 10,370,396

SUB-TOTAL 131,938,825 214,525,814 395,435,530 346,459,252 440,736,591
17 VAlUOUSDEBTORSACCOUNTS
172 OTHER. DEBTORS 28,722,073 65,168,939 76,879,368 .., 60,200,112 106,540,150
173 DEFERRED EARMARKED 1,282,191 33,332,464 4,O08,35~ 115,888,068 1,491,572

SUB-TOTAL 30,004,264 98,501,403 E~,~$7,722 17(,0&8,180 108,031,722
18 CASH ON HAND & IN BANK
181 CASH ON HAND 365,220 881,563 808,303 829,430 1,076,541
1821 INVESTMENT ACCOUNT CURRENT 6,191,060 14,141,487 6,365,305 10,078,285 19,553,658
1822 INVESTMENT ACCOUNT 8,866,434 10,607,861 7,631,099 0 7,252,722
183 BANK DEPOSIT 75,667,543 107,305,335 99,701,875 35,136,445 34,291,262

BANK HARD CURRENCY 89,101,084 51,872,943 46,555,428 109,023,662 11,551,443
BANK SERVICE IMPROVEMENTS 47,896,414 49,025,386 80,301,673 51,703,225 65,217

SUB-TOTAL 228,087,755 233,834,575 241,363,683 206,771,047 73,796,843
261 SUPPLIERS 9,510,740 25,352,831 14,888,278 17,968,444 1,628,835

TOTAL ASSETS 3,804,487,496 4,518,710,491 4,997,955,584 5,948,544,230 6,751,094,648
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EXOmIT6-17
(ODE NO•• LIABILITIES 1988/1989 1989/1990 1990/1991 1991/1992 1992/1993

LIABILITIES
2i CAPITAL 139,428,613 139,428,613 139,428,613 143,428,613 143,428,613
21 RESERVES & CARRIED OVER SURPLUS
224 GENERAL RESERVES 0 0 110,753,562 153,365,556 107,014,254

226 RESERVES FOR INCREASE IN ASSETS PRICES 19,840,740 24,830,840 29,426,848 34,101,836 39,201,920
227 OlllER RESERVES 0 0 46,678,482

1,000
GRANTS 199,155,371 199,411,632 211,705,795 206,471,996 208,538,181
SERVICES IMPROVEMENT FUND . 190,116,235 224,057,584 224,057,584 312,716,173 410,195,436
FOREIGN RECONCILIATIONS LIABlLlTIES 0 59,158,632 59,341,908 58,504,234 58,504,234

228 CARRIED OVER SURPLUS 780,126,649 1,221,182,051 1,633,630,384 2,094,969,749 2,457,160,784
SUB-TOTAL 1,189,238,995 1,728,640,739 2,268,916,081 2,860,129,544 3,327,294,291

23 PROVISIONS
231 DEPRECIATIONS
2312 BUILDING & CONSTRUcnONS 159,818,933 214,954,375 267,829,734 315,980,646 382,718,460
2313 MACHINERY & EQUIPMENTS 369,834,697 462,495,139 538,513,192 641,529,643 789,804,034
2314 TRANSPORTATION 19,234,249 18,227,413 18,821,218 18,179,164 19,883,477
2315 TOOLS & GEARS 5,698,570 8,754,691 9,992,470 11,953,393 12,997,813
2316 FURNITURES &; OFFICE EQUIPMENTS 11,766,540 16,879,511 18,515,252 22,535,576 27,026,428
2318 DEFFERED REVENUES EXPENDITURES 95,287.882 125,432,171 53,653,483 29,923,706 26,258,066

SUB-TOTAL 661,640,871 846,743,300 907,325,349 1,040,102,128 1,258,688,278

232 PROVISIONS FOR TAXES (CONTESTED) 1,181,170 1,181,170 1,181,170 1,181,170 1,181,170
233 DOUBTFUL ACCOUNTS 22,447,774 23,157,179 23,157,154 23,104,284 24,625,594

SUB-TOTAL 23,628,944 24,338,349 24,338,324 24,285,454 25,806,764

234 PROVISIONS 01HERS
PROVISION FOR ASSETS DAMAGED BY WAR 910,666 910,666 0 0 0
LIGITATIONS & DAMAGES 5,719,892 5,719,892 5,719,892 5,719,892 5,719,892

SUB-TOTAL 6,630,558 6,630,558 5,719,892 5,719,892 5,719,892
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EXHIBIT 6-17
~CODE NO. LIABILITIES 1988/1989 1989/1990 1990/1991 1991/1992 199VI993

24 LONG TERM DEBTS
241 DOMESTIC 299,966,187 263,639,187 227,282,187 194,069,187 165,239,187
242 FOREIGN 1,125,855,277 1,147,529,998 1,105,569,571 1,334,905,560 1,358,530,487

SUB-TOTAL 1,425,821,464 1,411,169,185 1,332,851,758 1,528,974,747 1,523,769,674

2SI BANK OVERDRAFT 0 0 0 682,697 0

26 CREDITORS
261 SUPPLIERS 10,045,638 20,945,761 5,823,580 8,551,037 10,021,842
263 MISCELLANEOUS 65,026,664 76,803,823 86,460,669 112,979,051 135,629,760

SUB-TOTAL 75,072,302 97,749,584 92,284,249 122,212,785 145,651,602

27 VARIOUS CREDITOR ACCOUNTS
2721 CREDITORS OF PURCHASING FIXED ASSETS 37,931,618 37,239,411 39,222,479 53,371,309 107,600,585
273 OTHERS 190,859,897 220,736,913 1&4,555,028 154,611,565 142,278,661
274 ACCRUED CURRENT EXPENSES 7,367,326 5,591,645 2,976,811 12,337,764 66,620,851

SERVICE IMPROVEMENT FUNEL 46,446,908 0 0 0
SUB-TOTAL 282,605,749 263,567,969 226,754,318 220,320,635 316,500,097

161 ACCOUNTS RECEIVABLES 420,000 442,194 337,000 3,370,432 4,235,437

TOTAL OF LIABILITIES 3,804,487,496 4,518,710,49.1 4,997,955,584 5,948,544,230 6,751,094,648
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Exnm1T6·18
ARENTO FIVE YEAR PLAN

CAPITAL SPENDING - PROJEerS
FISCAL YEARS 92/93 - 96/97

. (LE in thousands)
REQUESTED

Funding required to reach objective ofadding
2.175.000 Lines

Funding Sources
SelfFinancing - IGF

Local Currency
Foreign Currency

Total Self Financing - IGF
Foreign Loans

Total Funding

APPROVED

Funding approved by Ministry ofPlanning

Funding Sources
Self-Financing - IGF

Local Currency
Foreign Currency

Total Self Financing - IGF
Foreign Loans

Total Funding

1.866.000
-k195.000

3,361,000
1.464.000

4,825,000

630,800
552.700

1,183,500
281.000

1,464,500

4.825.000

70%
30%

100%

1.464.500

81%
19%

100%

The five year Capital Spending Plan is approved by the Chairman of ARENTO for
submission to the Ministry ofPlanning.

For the Five Year Plan 92/93 - 96/97, the Chairman approved capital spending for Projects of
LE 4,825,000 K; however the Ministry of Planning reduced the authorized spending level to
LE 1,464,000 K, leaving a short fall ofLE 3.361,000 K for the planning period.

Additional spending is approved by the Ministry of Planning during the planning period on
an "after-the-fact" basis. ARENTO spends the internally generated funds they have available
and at selected periods during the fiscal year they request "Post-Spending-Approval" from

- ~__~~.~!!i~try ofPlaruling.
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(LE in thousands)

ExumIT6-19

ARENTO - FIVE YEAR PLAN
CAPITAL EXPENDITURES - PROJECTS

FISCAL YEAR S 92/93 - 96/97
APPROVED FROM MINISTRY OF PLANNING

NEW COMPLETION REPLACEMENT TOTAL
EXPANSION

Lands 1.500 - - 1.500
Building. Constructions 111,470 151.775 176.500 439.745
IMachines. Equipment 372.380 242.490 248.010 862.880
"'-

-r Itation 4.030 1.450 6.650 12.130
~oo1s.Gears 22.705 9.700 15.150 47.555
fumitures. Desks Equip. 2.050 2,465 6,400 11.005
Deffered Revenues
Expenditures 7.845 4.160 3.840 15,845
Customs Charges 27.320 17.760 28.760 73.840
TOTAL 549,300 429.800 485,400 1.464.500
Percentage 38% 29% 33% 100%

FINANCING SOURCES

Self Finance - IGF
Local Cum:ncy
Foreign Currency

Total Self Financing-IGF
Foreign Loans

TOTAL FUNDING

6-40

630,800
552.700

1.183.500
281.000

1.464.500
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]~X ~6-20

PROJEers - CAPITAL EXPENDITURES

AUTHORIZED FUNDING LEVELS AND ACTUAL EXPENDITURES

FISCAL YEARS ENDING 1989 TRHOUGH 1994

(In Millions LE.)
AUTHORIZED SPENDING LEVEl.S VARIANCE

; YEAR ARENTO MINISTRY MINISTRY TOTAL ACTUAL BOARD OF 0/0
BOARD OF OF

OF DIRECTORS FINANCE PLANNING MINISTERIAL EXPENDITURES DIRECTORS/ACTUAL
88/89 SelfFmanced - IGF 0.0 60.9 255.5 316.4 316.4 316.4 100.00/.

Local Loans 145.1 35.7 -3.9 31.8 31.8 -113.3 -78.10/.
Foreign Loans - GOE 39.0 36.3 162.0 198.3 198.3 159.3 408.20/.

rrOTAL FUNDING 184.1 132.9 413.6 546.5 546.5 362.4 196.8%
, 89190 SelfFmanced ·IGF 115.4 147.4 184.5 331.1: 331.9 216.5 187.50/.

Local Loans 61.1 -61.1 -100.00/.
Foreign Loans - GOE 46.0 55.0 77.8 132.8 132.8 86.8 188.80/.

TOTAL FUNDING 222.5 202.4 262.3 464.7 464.7 242.2 108.9%
, 90191 SelfFmanced -IGF 289.3 130.9 239.0 369.9 369.9 80.6 27.90/.

Local Loans 37.0 -37.0 -100.00/.
Foreign Loans - GOE 116.0 93.5 -10.7 82.8 82.8 -33.2 -28.60/.

TOTAL FUNDING 442.3 224.4 228.3 452.7 452.7 10.4 2.4%
91/92 SelfFmanced - IGF 224.1 131.7 504.8 636.5 636.5 412.4 184.10/.·

Local Loans 50.0 -50.0 -100.00/.
Foreign Loans - GOR 151.4 93.1 250.5 343.6 343.6 192.2 126.90/.

rrOTAL FUNDING 425.5 224.8 755.3 980.1 980.1 554.6 130.4%
92193 SelfFmanced - IGF 501.9 295.0 434.5 729.5 729.5 227.6 45.40/.

Local Loans 95.3 -95.3 -100.00/.
Foreign Loans - GOR 211.5 10.0 191.7 201.7 201.7 -9.8 -4.60/.

rrOTAL FUNDING 808.7 JOS.O 626.2 931.2 931.2 122.5 15.1%
93/94 SelfFmanced • IGF 284.3 260.0

Local Loans 374.7
Foreign Loans - GOR 121.0 11.9

TOTAL FUNDING 780.0 271.9 Fending Pendin~

194195 SelfFmanccd - 1GF 342.9
Local Loans 367.8
Foreign Loans • GOR 127

TOTAL FUNDING 837.7 Pending

")
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EXB mfT 6-21
ARENTO CAPITAL SPENDING FUNDING SOURCES - FISCAL YEARS 1989 THROUGH 1995

(In Thowands LE.)

YEAR FUNDING APPROVED BY ACTUAL % DEBT % EQUITY
REQUESTED MINISTRY OF FINANCE EXPENDITURES (Self rUlIllc1ng Ratio e)

88/89 SelfFinanced - 60,870 316,383
Local Loans 145,120 35,700 31,840
Foreign Loan 39,010 36,310 198,262

TOTAL FUNDING 184,130 132,880 . 546,485 42 58
H'JI'JO Self Financed 115,445 147,370 331,906

Local Loans 61,075
Foreign Loan 45,980 54,980 132,793

TOTAL FUNDING 222,500 202,350 464.699 29 71
90/91 SelfFinanced 289,300 130,920 369,941

Local Loans 37,000
Foreign Loan 116,000 93,500 82,792

TOTAL FUNDING 442.300 224,420 452,733
.. _-.

18 82
91192 Self Fmanced 224,050 131,722 636,497

Local Loans 50,000

Foreign Loan 151,450 93,050 343,589

TOTAL FUNDING 445,500 224,772 980.086 35 65
92/93 Self Fmanced 501,862 295.000 729,517

Local Loans 95,288
Foreign Loan 211.5oo 10,000 201,684

TOTAL FUNDING 808.650 305,000 931.201 22 78
93/94 SelfFmanced 284,321 260.000

Local Loans 374,679
Foreign Loan 121,000 11,885 requested

TOTAL FUNDING 780,000 271,885 Pending 64 36 i

94/95 Self Fmanced 342.878 !

Local Loans 367,822
Foreign Loan 127,000 requested

TOTAL FUNDING 837,700 Pending 59 41
• The Self Financing Ratio target should be in the range of75% white the ovcnll debt equity ratio should be maintained at • level ofno lcuthan 67%-33% when considering the effec:ts ofcxcbango nIo fluclUaliolll.:
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EXOWIT6-22
ARENTO CAPITAL SPENDING

FUNDING SOURCES - FIVE YEAR AVERAGE
FISCAL YEARS ENDING 1989 through 1993

(LE in millions)

Fiscal Year ACTUAL EXPENDITURES PERCENTAGE (%)

IGF DEBT-GOE TOTAL EQUITY DEBT
88/89 316.4 230.1 546.5 57,9% ~:l.1 o/c
89190 332.0 132.7 464.7 71.4% 28.6o/c
90/91 369.9 82,8 452.7 81.7% 18.3o/c
91/92 636.5 343.6 980.1 64.9% 35.1o/c
92/93 729.5 201.7 931.2 78.3% 21.7o/c

FOR FIVE YEARS 2384.3 990.9 3375.2 70.6% 29.4o/c

EXOWIT6-23
ARENTO CAPITAL SPENDING

COMPARISON DElWEEN INITIAL APPROVED LEVELS AND
ACTUAL EXPENDITURES

FISCAL YEARS ENDED 1988 through 1993

~EAR ESTIlHATED ACTUAL CHANGE %
(Note 1) (Note 2)

87/88 116,345 529,611 413,266 355
88/89 132,88U 546,485 413,605 311
89/90 202,j50 464,699 262,349 130
90/91 224,420 452,733 228,313 102
91/92 224,772 980,086 755,414 336
92/93 305,000 931,201 6k,,:~01 205
93/94 271,885 - - -
AVERAGE CH. = 240%

(1) Spending level authorized by B of D, Ministry of TCA, Ministry of Finance
and

People's Assembly.

(2) Spending post approved by Ministry ofPlanning. Is essentially financed with
Internally Generated Funds (IGF). May include some foreign loa:1s.

_ It should be noted that ARENTO does not prepare Balance Sheets as a part of their financial
planninglbudgeting process. The consultants, to facilitate the assessment of ARENTO's
profitability and self-fmancing capability, developed Balance Sheets for the fiscal years 1994
and 1995 which are entitled "Proforma" in the above referenced exhibits. Critical
infonnation used in developing the proforma balance sheets, such as new debt, debt

---repaymenlS"arta-capifillspefidirigori projecls w8Sstipplied by ARENTO.
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Comments related to K&M's assessment of capitalization, debt capacity, capital spending and
accounts receivable are presented in the subsequent following sections.

6.3.3.1 Assessment of Capitalization

ARENTO's capitalization at the end of fiscal year 1993 of LE 6.9 billion consisted of LE
2.3 billion or 33% equity and LE 4.6 billion or 67% debt as reflected in Exhibits 6-15
through 6-17. This results in a debt-to-asset ratio of .67 as shown in Exhibit 6-28. As
reflected in Exhibits 6-15 and 6-16, it is projected for fiscal years 1994 and 1995, that
this ratio will remain at 67% debt and 33% equity. Given the relatively high dividend
payout (transfers) ratio, the outstanding tax liability and the continuing need to finance a
high level of growth, it is most likely the debt-to-asset ratio will move toward more debt
and less equity.

6.3.3.2 Assessment of Debt Capacity

As indicated above at 6.3.3.1, ARENTO's debt levels are projected to remain at 67% of
capitalization. It should be noted that in firms with high growth rates and with public
utility companies specifically, the debt-to-asset ratio should be, to demand the most
favorable interest rates, in the 67/33 range moving towards 60/40 - 50/50 and as growth
rates decline and the firm approaches maturity the ratio should be moving towards 40/60.
In the least favorable conditions it would be preferable that the ratio should never exceed
70/30. Firms with debt-to-asset ratios that are more heavily weighted towards debt
(above 67/33) are normally required to pay a risk premium in the form of higher interest
rates. In foregoing the most favorable interest rates and in paying a risk premium,
ARENTO has a nominal level ofavailable debt capacity.

Based on interest coverage and net income, ARENTO currently has the capacity and
ability to self-fmance their on going operations, however they are severely restricted
through the low retention rate of carried over surplus and a high debt-to-asset ratio.
Consequently, ARENTO has only nominal capacity to finance with debt and needs to
acquire additional equity. Additionally, ARENTO has no authority to borrow from the
private sector. Most loans currently on the books are loans from the GOE. These loans
also include USAID telecommunications grants that are made to the GOE and in tum are
loaned to ARENTO.

6.3.3.3 Assessment of Capital Spending

Exhibits 6-18 and 6-19 reflect ARENTO's Five Year Plans, in aggregate, for capital
spending and related funding sources for the years 1993 through 1997. Exhibits 6-20
through 6-23 reflect ARENTO's annual plans, actual expenditures and funding sources
for the fiscal years ending 1989 through 1995. A re'"i::-w of these exhibits indicate that
ARENTO's capital spending plans are very flexible and \:nange dramatically during the
year and in the aggregate over the planning horizon (future planning periods) based upon
the amount of cash that is available to finance the construction program.
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No annual capital expenditure plans were available to the consultants that reflected the
"expected level" of future spending. The Board of Director approved annual spending
levels and the initially appwved annual spending levels authorized by the Ministries of
Finance and Planning, as shown in Exhibit 6-21, have historically been understated and
are not adequate for use in evaluating and assessing the capital spending levels for 1994
and 1995. Likewise, the approved Five Year aggregate plan, as shown in Exhibit 6-18,
appears to be substantially below the actual "expected level" of spending and was
considered inadequate as a basis for evaluating and assessing the capital spending levels
for 1994 and 1995.

In developing the proforma balance sheets for 1994 and 1995 an "expected level" of
capital spending was required. To develop an estimate of the expected capital spending
level, the consultants developed a ratio between the Board of Director approved spending
levels and actual expenditures, as shown in Exhibit 6-20. Over a five year period from
1989 through 1993, actual expenditures have ranged from 2% to 197% of the Board of
Director approved expenditure levels. In 1993, actual capital expenditures exceeded the
Board of Director approved spending levels by 15%. Based on this historical spending
flexibility, the Board of Director approved capital spending levels for 1994 and 1995
were conservatively adjusted upward by 15% in preparing the proforma balance sheets.
The Board of Director authorized spending levels for 1994 and 1995 were LE 780
million and LE 838 million respectively. These amounts were adjusted upward to LE
897 million and LE 964 million respectively for the years 1994 and 1995. Based upon
historical spending patterns, ARENTO's objective to reach 8% of the households in
Egypt by 1997 (as shown in Exhibit 6-18 with the requested authorization to add 2.2
million lines) and the known existing demand for telecommunications services, these
capital spending levels are necessary and reasonable. Capital planning, spending and
control should be enhanced. Should subsequent reductions be required due to a lack of
funds, spending as shown in Exhibit 6- I9 can be broken down into the following
categories:

• New expansion 38%
• Completion of projections under construction 29%
• Replacement 33%

6.3.3.4 Assessment of Accounts Receivable

Accounts receivable at ARENTO increased in 1993 to 25% of revenues; in 1992 the
accounts receivable year-end balance was 21% of revenues. This represents a 20%
increase in receivables. The average collection period in 1992 was 76 days; in 1993 the
average collection period was 91 days, indicating an increase of 20 days in the average
collection period. Based on an average collection period of 44 days and 58 days
respectively in 1989 and 1990, collections are continuing to deteriorate. As accounts
receivables have increased, there has been no corresponding proportional increase in
provision for uncollectibles, thus possibly understating expenses for 1994 and 1995.
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6.3.4 SOURCE AND USE OF FUNDS STATEMENTS-FISCAL YEARS ENDED
June 30, 1989 through June 30, 1995

EXHIBIT 6·24
ARENTO

PERCENTAGE SOURCE AND USE OF FUNDS ~TATEMENT-Fiscal Years 1989lhrough 1995
ACTUAL PROJECTED

LE in millions 88/89 89/90 90/91 91/92 92/93 93/94 94/95
SOURCE OF FUNDS

Internal Cash Generation
Net Income before transfers 23.29% 38.53% 46.75% 41.25% 48.17% 54.99% 55.30%
Depreciation 23.57% 21.81% 24.20% 17.74% 23.19% 31.29% 31.25%
Reserves and Provisions 8.37% 10.40% 2.01% 5.06% 12.02% 0.00% 0.00%
Sale of Retired Assets 0.00% 0.34% 16.29% 8.40% 2.82% 0.00% 0.00%

Tolallnlernal Cash Gnrtn 55.23% 71.07% 89.26% 72.45% 8(;.20% 86.28% 86.55%
External Sources

Foreign Loans 40.31% 28.93% 10.74% 27.24% 13.80% 13.72% 13.45%
Domestic Loans 4.46% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Capital Contributions 0.00% 0.00% 0.00% 0.31% 0.00% 0.00% 0.00%

Total External Sources :!:!.1lli. 28.93% 10.74% 27.55% 13.80% 13.72% 13.45%
Total Sources of Funds 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
USES OF FUNDS

Telephone Pit· Gross Adds 78.52% 58.76% 53.72% 76.26% 87.23% 101.70% 102.12%
Long tenn Debt Repayment 24.27% 3Q.62% 20.07% 11.98% 14.27% 18.14% 20.02%
Investments 0.00% 0.45% 1.06% 3.66% 1.03% 0.00% 0.00%
Transfers 1.53% 4.63% 13.70% 16.89% 25.07% 38.55% 28.81%
Change In Working Capital -4.32% 5.54% 11.45% -8.79% -27.61% -58.39% -50.95%

Total Uses of Funds 100.00% 100.000/. 100.00% 100.00% 100.00% 100.00% 100.00%

EXHIBIT 6-25
ARENTO SOURCE AND USE OF FUNDS STATEMENT-Fiscal Years 1989 through 1995

ACTUAL PROJECTED
LE in millions 88/89 89190 90191 9119Z 92/93 93194 94195
SOURCE OF FUNDS

Internal Cash Generation
Net Income before transfers 167 341 396 530 513 485 522
Depreciation 169 193 205 228 247 276 295
Reserves and Provisions 60 92 17 65 128 0 0
Sale ofRetired Assets Q 1 138 108 30 Q Q

Totallntemal Cash Gnrto 396 629 756 931 918 761 817
External Sources

Foreign Loans 289 256 91 350 147 121 127
Domestic Loans 32 0 0 0 0 0 0
Capital Contributions Q Q Q ~ Q Q Q

Total External Sources ill 256 2! 354 147 121 127
Total Sources of Funds 717 885 847 1,285 1,065 882 944
USES OF FUNDS

Telephone PIt- Gross Adds 563 520 455 980 929 897 964
Long tenn Debt Repayment 174 271 170 154 152 160 189
Investments 0 4 9 47 11 0 0
Transfers 11 41 116 217 267 340 272
Change In Working Capital (31) 49 97 (113) (294) (515) (481)

Total Uses of Funds 717 885 847 1,285 1,065 882 944
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EXHIBIT 6-26

ARENTO
STATEMENT OF SOURCES AND USES OF FUNDS

SOURCES
CODE NO. 1988/1989 19891:t990 1990/1991 1991/1992 1992/1993

SELF FINANCE
21 CAPITAL 0 4,000,000
224 GENERAL PROVISIONS 110,753,562 42,611,994
226 RESERVES FOR REPLACEMENT VALUE OF 2,089,911 4,990,100 4,596,008 4,674,989 5,100,084

ASSETS
227 OTHER RESERVES 35,116,817 93,356,241 12,477,440 88,658,589 146,224,930
228 CARRIED OVER SURPLUS 229,889,086 441,055,402 412,448,333 461,339,365 362,191,035
231 DEPRECIATION 164,780,516 186,109,265 60,582,049 157,148,611 222,251,789

233 PROVISIONS FOR DOUBTFUL ACCOUNTS 21,504,822 709,404 ° ° 1,521,309

234 OTHER PROVISIONS 5,716,392 0 0 ° °SUB-TOTAL 459,097,544 726,220,412 600,857,392 758,433,548 737,289,147
LlOUIDITY

11 COSTS OF RETIRED ASSETS 0 2,957,688 137,963,747 108,023,098 29,649,128
INVENTORY DECREASE

131 COMMODITIES NECESSITIES 0 760,851 2,513,632 21,043 206,872

132 UNFINISHED WORK IN PROGRESS 181,258 0 0 0 0

135 GOODS FOR SALE 0 769,676 1,633,034 0 0

136 LETI'ERS OF CREDIT 0 0 3,590,745 0 1,107,752
SUB-TOTAL 181,258 1,530,527 7,737,411 21,043 1,314,624

DECREASE IN SECURITIES & OTHER
INVESTMEN'IS

161 SUBSCRIBERS 5,593,754 0 3,433,292 67,276,010 0

163 MISCELLANEOUS RECEIVABLE 0 405,946 130,130 35,673 6,627

171 VARIOUS RECEIVABLE 0 0 0 0 0

172 OTHER RECEIVABLE 0 29,624 10,770,140 23,793,457 16,466,027

173 DUE REVENUES 0 ° 29,368,766 3,255,067 114,396,496

18 CASH ON HAND & IN BANK 0 43,223,964 0 98,686,659 149,949,410
SUB-TOTAL 5,593,754 43,659,534 43,702,328 193,046,866 280,818,560

~
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"'EXHmIT 6-26 - SOURCES
CODE NO. 1988/1989 1989/1990 1990/1991 199V1992 1992/1993

LONG TERM LOANS

241 LOCAL 31,840,000 0 0 0 0
242 FOREIGN 288,877,606 26,167,857 85,462,726 338,892,398 146,923,654
242 CORRECTION OF FOREIGN LOANS 0 0 5,855,316 11,270,635 0

SUB-TOTAL 320,717,606 56,167,857 91,318,042 350,163,033 146,923,654

PAYABLES & BANK

261 SUPPLIERS 9,162,385 II, 153,592 0 2,727,457 1,470,805
262 MISCELLANEOUS 9,414,540 lI,808,748 9,982,888 26,531,102 22,661,471
272 VARIOUS 0 0 1,983,068 14,148,831 54,229,275
273 OTHERS 76,293,735 105,844,599 64,124,347 12,369,990 41,158,598
274 CURRENT EARMARKED EXPENDITURES 4,723,101 323,318 17,131 9,361,517 54,291,341

SUB-TOTAL 99,593,761 129,130,257 76,107,434 65,138,897 173,8II,490

TOTAL SOURCES 885,183,923 1,159,666,275 957,686,354 1,474,826,485 1,369,806,603
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EXOmrr 6-26 - USES \.
CODE NO. 1988/1989 1989/1990 1990/1991 1991/1992 1992/1993

PAYMENT OF LONG TERM LOANS
241 LOCAL INSTALLMENTS 33,145,000 36,327,000 36,357,000 33.213.000 28,830,000
242 FOREIGN INSTALLMENTS 141,234,937 12,106,477 118,405,853 120.827,043 123,296,193

ADJUSTMENT OF FOREIGN LOANS 0 122.386.659 14,872,617 0 2,534
SUB-TOTAL 174,379,937 270,820,136 169,635,470 154,040,043 152,128,727

18 CASH ON HAND AND IN BANK 107,021,816 48,970,785 7,529,108 63,411,327 17,657,903
DECREASE IN PAYABLES

261 SUPPLIERS 0 253.469 15,122,181 0 0
263 MISCELLANEOUS 369,582 31,589 326,042 12,720 10,762
272 VARIOUS PAYABLES 11,193,518 692,207 0 0 0
273 OTHERS 11,234 122,392,296 100,411,426 39,280,021 52,626,497
274 CURRENT EARMARKED EXPENSES 224.692 2,098,998 2,631,965 567 8,251

PAYABLES
12 DECREASE IN CAPITAL 0 0 0 0 0
22&23 DECREASE IN PROVISIONS & SERVICES 0 1,006,836 910,691 30,496,174 50,016,942

SUB-TOTAL 11,799.026 126.475.395 119,102,305 69.789,482 102,662.452

TOTAL USES 885,183,923 1,159,666,275 957,686,354 1,474,826.485 1,369,806.603
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EXHIBIT 6-27
ABENTO PROVIDED INTERNALLY GENERATED FUNDS

FISCAL YEARS ENDED 1993 Through 1997

I,) 1" •

YEAR NET DEPRECIATION TOTAL DEBT NET FOR OTHER TOTAL

INCOME REPAYMENT- PROJECfS SOURCES

92/93 524,364 260,000 784,364 163,800 620,564 50,000 670,064

93/94 645,800 276,000 921,800 159,600 762,200 50,000 812,200

94195 714,000 292,000 1,006,000 165,900 840,100 50,000 890,100

95196 782,000 310,000 1,092,000 166,000 91.6,000 50,000 976,000

96/97 851,800 329,000 1,180,800 137,000 1,043,800 50,000 1,093,800

4,442,164

* Debt Repayment

Local Foreign Total

28,800 135,000 163,800

28,600 131,000 159,600

28,900 137,000 165,900

29,000 137,000 166,000

- 0 - 137,000 137,000
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EXHIBIT 6-28
ARENTO

FINANCIAL STATEMENT ANALYSIS AND RATIOS

\.

6-52

ACTUAL PROJECTED TARGETS
1989 1990 1991 1991 1993 1994 1995

Liquidity
Current Ratio

w/wr. Liability 0.37 0.48 0.55 0.52 0.39 0.32 0.27 1.0
wlo wr. Liability 0.81 1.17 1.58 1.60 1.12 0.70 0.55 NlA

Worlcing Capital

w/wr. Liability (742) (691) (627) (755) (1,101) (1,547) (1,953) 0
wlo wr. Liability (102) 90 286 306 76 (302) (590) NlA

Leverage (Capital Adequacy; Asset Protection)
Debt to Asset Ratio

w/wr. Liability 0.78 0.70 0.63 0.69 0.67 0.67 0.67 .60
wlo wr. Liability 0.57 0.49 0.41 0.52 0.50 0.51 0.50 NlA

Debt to Equity Ratio

w!UJx Liability 3.52 2.35 1.72 2.25 2.01 2.06 2.00 1.50
wlo wr. Liability 1.35 0.95 0.69 1.10 0.99 1.02 0.99 NlA

Credit Worthiness/Safety Measures
Return on Sales 0.19 0.29 0.29 0.32 0.29 0.27 0.27 30%
FlXCd Charge Coverage - before transfers 2.50 4.30 4.70 5.80 5.00 4.90 5.70 NlA
FIXed Charge Coverage - after transfers 2.40 3.90 3.60 3.80 2.90 2.20 3.30 3.00

Reward to Investors
Return on Equity (ROE) 24% 31% 26% 27% 22% 20% 19% 20-25%

Efficiency in Utilizing Assets
Return on Investment (ROI) 5% 9% 10% 8% 7% 6% 6% 12%
Average Collection Period 44 58 99 76 91 N/A NlA 45

Cost of Capital 9%
Sustainable Growth Rate 22% 27% 18% 16% 11% 6% 9% 25%

Pay Out Ratio 7% 12% 29% 41% 52% 70% 52% 25%
Retention Rate 93% 88% 71% 59% 4-8% 30% 48% 75%

SelfFmancing Ratio 58% 71% 82% 65% 78% 36% 41% 75%

Profitability & Self-Financing Examination & Assessment

II I I I II I I I '
, I 'I' ' I "'



EXOIDIT6-29
ARENTO

WEIGHED COST OF CAPITAL
For Period Ended June 30, 1993

LE in Millions Amount % ofTotnl Cost After Tnx Weighed Cost
(Note 1)

Debt 4.609 67% 3% 2%
Equity 2.295 33% 20% 7%
Weighed Cost of Capital 9%

Note I:
A)· After Tax Cost orDcbt Calculation:

Interest Expense x (I • wrate) 191 x (1-.32) 130
----'---'----'-. • - a 3%

Debt 4609 4609

B) After Tax Cost or Equity:
Return on equity ror rlJcal year ending in 1993: 454/2295 • 20%

It should be noted that ARENTO's budgeting and planning process does not require a
prospective annual or five year aggregate source and use of funds statement.

Comments related to K&M's assessment of ARENTO's liquidity is presented in the
subsequent following sections.

6.3.4.1 Assessment of ARENTO's Liquidity

ARENTO source and use of funds as shown in Exhibit 6-26 for the fiscal years 1989
through 1993 and Exhibit 6-27 for fiscal year 1993 through 1997 have been adjusted
by the consultant and the adjusted source and use of funds are shown in Exhibits 6-24
and 6-25. The adjustments include income statement changes discussed at section
6.3.2 and balance sheet changes as discussed in section 6.3.3. Additionally, the
source and use of funds statements for the fiscal years 1994 and 1995, shown in
exhibits 6-24 and 6-25, were used to identify the amount of additional fmancing
ARENTO would need to fund existing planned/requested spending.

Exhibits 6-24 and 6-25 indicate that to fund operations, transfers (dividends) and
capital spending, there is a need for additional :tnancing of LE 733 miJlion for 1994
and LE 671 million for 1995. A portion of this requirement most likely could be
funded through working capital, however it is unlikely that working capital could be
used to fund the entire additional requirement. Based on the requests and plans
developed by ARENTO for the 1994 and 1995 fiscal year, they will meet this
requirement through local Egyptian financing rather than securing foreign debt.

Based on the foregoing, ARENTO does not have the liquidity to fund operations,
transfers and planned growth (capital expenditures) for fiscal year 1994 and 1995.
Working capital and debt capacity is insufficient to fund this level of expenditure.
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Findings & Conclusions

6.3.5 CONCLUSIONS

6.3.5.1 Profitability Assessment

Based on the above assessment and the below analysis of ARENTO's financial
statements, as shown in Exhibit 6-28, it is the conclusion of the consultants that
ARENTO's profitability when stated in terms of "return on equity" is excellent but
declining; when stated in terms of "return on investment" is relatively low; and, when
stated in terms of "return on sales" is very good. The summary conclusion is that
ARENTO's profitability is very good but declining. The growth in international
revenues has declined and expenses have grown at a faster rate than revenue growth.
Thus creating a need to increase revenues and control the growth in expenses.

6.3.5.2 Self-financing Assessment

Based on the above assessment and the below analysis of ARENTO's financial
statements, as shown in Exhibit 6-28, it is the conclusion of the consultants that
ARENTO's self-financing capability when stated in terms of "fixed charge coverage"
is excellent; when stated in terms of "working capital" and "current ratio" is very
poor; when stated in terms of "debt-to-asset ratio" is marginal with the possible
requirement for the payment of a risk premium; when stated in terms of "sustainable
growth rate", self-financing in the foreseeable future would not be possible; when
stated in terms of "average collection period" is poor; and, when stated in tenus of
"weighted average cost of capital" is very good. The summary conclusion is that
ARENTO's self-fmancing capability is poor and likely to remain so until a settlement
on the tax liabilities is agreed upon and the high payout ratio is decreased over time to
not more than 25%.

6.3.5.3 Pictorial Graphs of ARENTO's Profitability and Self Financing
Examination and Assessment

The charts and graphs presented on the following pages represent a pictorial
description ofARENTO's profitability and self fmancing capabilities. These charts
and graphs include the following:

Exhibit 6-30 Profitability Assessment - Net Income
Exhibit 6-31 Profitability Assessment - Interest Coverage and Return on Investment
Exhibit 6-32 Profitability Assessment - Summary
Exhibit 6-33 SelfFinancing Assessment - Pay-Out Ratio and Retention Rate
Exhibit 6-34 SelfFinancing Assessment - Liquidity
Exhibit 6-35 SelfFinancing Assessment - Debt Capacity and Leverage
Exhibit 6-36 SelfFinancing Assessment - SelfFinancing Ratio
Exhibit 6-37 Self Financing Assessment - Implications for the Future
Exhibit 6-38 Profitability and Self Financing Assessment - Tax Liabilities and

Capital Spending
Exhibit 6-39 Profitability and Self Financing Assessment - Transfers, Revenue and

Expense Growth
Exhibit 6-40 Cash Available and Cash Requirements
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EXHIBIT 6-30
PROFITABILITY ASSESSMENT
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EXHIBIT 6-31
PROFITABILITY ASSESSMENT
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EXHIBIT 6-32
PROFITABILITY ASSESSMENT - SUMMARY
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EXHIBIT 6-33

SELF FINANCING ASSESSMENT
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EXHIBIT 6·34
SELF FINANCING ASSESSMENT

LIQUIDITY

"CURRENT RATIO" "WORKING CAPITAL

0.2

Target
0

-500

...
I:l
~ -1000

.e -1500
liil..

-2000

-2500
1989 1990 1991 1992 1993 1994 1995

EST EST

NEGATIVE

1995
EST

1994
EST

Target

19931991

LOW

19911990
o I I I I I I I

1989

1* • • • • • •

0.6

1.2

0.4

0.8

~
OJ

Y
Profitability & Self-financing Eramination & Assessment 6-59



I I'·· I, ,~ ...,"'~ ~c l_oncluSlons
I Ji • -', ....

, -'.

. \~

EXHIBIT 6-35
SELF FINANCING ASSESSMENT

DEBT CAPACITY LEVERAGE
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EXHIBIT 6-36
SELF FINANCING ASSESSMENT
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EXHIBIT 6-37
SELF FINANCING ASSESSMENT

IMPLICATIONS FOR THE FUTURE

MAINTAIN OR DECREASE PROJECT SPENDING

INCREASE REVENUES

DECREASE EXPENSES

INCREASE RETENTION RATE

DECREASE LIABILITIES

INCREASE EQUITY
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EXHIBIT 6-38
PROFITABILITY AND SELF FINANCING ASSESSMENT
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EXHffiIT6-39

PROFITABILITY AND SELF FINANCING ASSESSMENT
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EXHIBIT 6-40
CASH AVAILABLE AND CASH REQUIREMENTS

Fiscal Years 1989 through 1995
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Recommendations

6.4 RECOMMENDATIONS

ARENTO's profitability is very good but declining, however the road to success is always
under construction and there are a few items that if implemented could improve an already
very good performance. These items include:

Phase I - "Positioning for the Future"

• as recommended in Section 4 on Regulatory and Legal Reform, develop a formal
process for developing and proposing rate and tariff changes (see Exhibit 6-11 for
possible tariff change options). Increased revenues of LE 420 million are needed to
improve ARENTO's financial position to acceptable levels.

• raise additional equity capital by swapping debt for equity from the GOE for prior
USAID grants that are carried as long term liabilities on ARENTO's balance sheet.

• based on findings in the Organizational and Operations Assessment (Section 5), place
an increased level of focus on marketing vertical and enhance services to increase
revenue growth with only nominal increase in cost (expenses). It is estimated that an
additional LE 25-40 million of additional revenue could be generated over the next
five years.

• place additional attention and creativity on reducing accounts receivable balances to
improve liquidity and working capital position. Options include:

- reduce accounts receivable through improved treatment and
collection

- increase billing frequency
off set GOE accounts receivable against ARENTO liabilities to
theGOE

- initiate a government communications tax
bartering with the GOE

• develop and publish annual financial statements-balance sheet, income statement and
source and use of funds statements-in conjunction with annual budgets and five year
strategic business plans.

• reduce the payout ratio to maintain a sustainable growth rate of not less than the
expected increase in revenues:

- limit the payout ratio (transfers) to 25%

• improve long-term debt-to-asset ratio:
- improve self-financing ratio to 75%
- create/develop financier skills and hedge exchan~e rate

exposure on foreign debt

• follow the spirit and intent of Public Law 153 by developing a five year strategic
business plan consistent wib'1 the national telecommunications policy for the country --I

Profitability & Self-Financing Examination & Assessmen';;;. 3 1



Recommendal/ons

of Egypt that can be approved once every five years and subsequently evaluated
annually by the various Ministries.

• increase the uncollectible reserve

• use government accounts receivable as off-set against long-term liabilities

• authority to borrow from the private sector needs to be delegated to the ARENTO
Board ofDirectors.

Phase n - "Implementation Staee"

• raise additional equity capital by forming a joint stock company and issuing preferred
(non-voting) stock, convertible debentures and common stock.

• create a group that has the primary responsibility to plan and manage cash, debt,
equity (capital) and collections. This would include developing the in-house skills to
secure and negotiate debt terms and provisions related to self-financing and in effect
encompasses the management of the short and long-term capital (equity and
liabilities) and cash positions of the corporation on a sound commercial financial
management basis. This will increase profits through the development and
maintenance of a more optimum capital and cash position and would enable
ARENTO to substantially reduce their current costs and future risks associated with
exchange rate fluctuations.

• develop activity based cost accounting principles for use in costing products and
services that can be used in conjunction with long-run marginal cost analysis and
tariff/rate development.

6.4.1 Pictorial Graphs of Recommendations and Results

The charts and graphs presented on the following pages represent a pictorial description
of key recommendations and the financial impact assessment of increasing revenues to
reach agreed upon targets for retun on investment. The charts and graphs include the
following:

Exhibit 6-41
Exhibit 6-42

Exhibit 6-43
Exhibit 6-44

Recommendations
ARENTO Change in Revenue Requirements to Improve Profitability
and Return on Investment
ARENTO Today - 1995 - 6% ROI
ARENTO as Proposed - 1995 - 10% ROI
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EXHIBIT 6-41
PROFITABILITY AND SELF FINANCING

RECOMMENDATIONS

• IMPLEMENT STRATEGIC BUSINESS PLANNING

To Facilitate and Integrate Long Term Financial and Operational Planning

PROFITABILITY

• INCREASE REVENUES AND RETURN ON INVESTMENT

• Increase Sales and Rate Adjustments

• Increase Frequency of Billing

SELF-FINANCING

• NEGOTIATE A FAVORABLE TAX SETTLEMENT to Reduce Short Term Liabilities

• DECREASE YOUR FINANCIAL OBLIGATION RATIO (pAY OUT RATIO)

• DECREASE DEBT - with GOE debt FINANCIAL OBLIGATIONS to Equity

6-68 Profitability & Self-Financing Examination & Assessment
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EXHIBIT 6-42
ARENTO

CHANGE IN REVENUE REQUIREMENTS TO IMPROVE
"PROFITABILITY" AND "RETURN ON INVESTMENTS" (ROI)

Alternatives Current
Projection

(LE in Millions) 12%ROI 100/0 ROI 8%ROI 6%ROI
1994 1995 1994 1995 1994 1995 1994 1995

Retained Income 672 728 560 606 449 485 145 250

Revenue - GOE 646 698 538 582 431 466 568 518

Additional Rev. Req. 605 658 385 420 166 182 ----- -----

To reach a 10% return on investment ARENTO needs an increase in revenues of LE 420 million in 1995. The chart above reflects various
revenue changes that will produce differing levels of return on investment The preferred approach would suggest that return on investment
should not be less than 10%, which, as indicated above, will require an additional LE 420 million in 1995 to reach the minimum target

o..:c..
~
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ARENTO TOIJ~ ~~~

~ 6-43

-1995

" I I

6%ROI
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EXHIBIT 644­

ARENTO AS PROPOSED - 1995 10% ROI
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Implemelltatloll Guidelines

6.5 IMPLEMENTATION GUIDELINES

6.5.1 Resources

The funding to accomplish these recommendations will be required from USAID and from
ARENTO's earnings. This investment should pay for itself when the increase in value of a
successfully commercialized ARENTO is considered.

6.5.2 Action Plan Reform Timeline

A realistic timeline for the accomplishment of the three phases approach is shown in Exhibit
6-45

EXHmIT6-45

PHASES OF TELECOM SECTOR POLICY REFORM
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PUBLIC LAW NO. 153 ISSUED IN 1980

ESTABLISHING THE
ARAB REPUBLIC OF EGYPT NATIONAL
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LAW No. 153 FOR THE YEAR 1980
ESTABLISHING THE A.R.E. NATIONAL TELECOMMUNICATIONS

ORGANIZATION

On behalfofthe People
H.E. the President
The People's Assembly has passed the following law, which we have issued.

ITEM 1

An authority is established named "The ARE. National Telecommunications
Organization". The Authority has a corporate entity, and is supervised by H.E. the
Minister of Telecommunications. It is managed in a centralized, unified control which is
located in Cairo. It has branches throughout the Arab Republic ofEgypt. The regulations
in this law apply to this Authority.

ITEM 2

The Authority is exclusively responsible for the establishment and operation of the
telecommunications network on the national level and connecting the national network
with the international networks within the general political and economic National Plan.
To achieve this, the Authority executes the following:

1. Establishing telecommunication networks all over the Arab Republic ofEgypt.

2. Offering telephone, wires and wireless services.

3. Managing and maintaining structures and equipment required to offer these
service.'1.

4. Executing the required projects to achieve its objectives and update its services to
catch up with the international standards in these fields.

S. Cooperating with the nations and international organizations to COMect the Arab
Republic ofEgypt with the outside world.

ITEM 3

The Authority may cany out all transactions which may enable it to achieve its goals. The
Authority may set plans and programs set forth and management procedures that suit its
activities in ar.cordancc with the regulations of this Law regardless of the State
administration rules and regulations.

, ...." .. ,1: ... t A-I



ITEM 4

The Authority to achieve its objectives· without contradicting the regulations ofiTEM 2 •
may establish stock companies, 'either solely or with other partners, after the prior
approval ofH.E. the Minister ofTelecommunications. The shares of these companies may
be traded immediately after the companies' establishment, with the Authority's employees'
priority in purchasing these shares.

ITEMS

The Authority's capital is composed of:

I. Funds of the General Telecommunications Organization established by Presidential
Decree No. 709 for the year 1957 establishing the General Egyptian Authority for
Telecommunications Affairs.

2. The amounts allocated by the State.

ITEM 6

The Authority's resources are composed of:

I. The amounts allocated by the State in the National Budget.

2. The revenues resulting from the Authority's activity and the services rendered to
others whether locally or internationally.

3. The difference in price of performing the services due to the Authority in
accordance with the regulations ofThird Paragraph ofITEM 12.

4. The loans acquired on behalfofthe Authority.

5. Grants and aids.

6. Revenue of the fines inflicted by Law for breaching the regulations applied by the
Authority.

ITEM 7

The Authority's funds are Cf'Insidered public funds.

ITEMS

The Authority has a special budget prepared in accordance with its internal regulations
regardless of the laws and regulations organizing the General National Budget. The
Authority also has a special account wherein it deposits its resources.
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The profit in the Authority's budget is carried forward from one year to the next. The
Authority's financial year states simultaneously with the States financial year beginning and
ends simultaneously with it.

ITEM 9

The Authority in order to obtain its rights and dues, may make administrative seizure
procedures in accordance with the Law concerning administrative seizures.

ITEM 10

Being exempt from the Importation and Foreign Currency Laws' and Regulations, the
Authority may within its budget import by itself or through others without license any
production requirements, materials, machinery, equipment spare parts and means of
transportation which it may need for its operation in accordance with the rules set by the
internal regulations of the Authority.

ITEM 11

The tools, equipment, materials and technical sets imported by the Authority for operating
its projects are exempt from customs, duties, taxes and other fees. This is based on
inspection and the Authority's certification that the exempted goods are imported and
necessary for executing its projects or its operating activities. Taxes and duties must be
paid for these exempt goods if any transactions were disposed of to others within five
years from date oftheir exemption.

ITEM 12

The Authority's Board of Directors proposes the rates for the services it renders in
accordance with the correct standards of cost accounting and the bases approved by the
Board ofDirectors.

A Ministerial Decree fixing these rates is issued by HE. the Minister of
Telecommunications after its proposal to the Ministerial Council.

In case the state fixes these rates at a lower level below the authorized rates, the General
National Budget will subsidize the resulting deficit which must be entered in the
Authority's Budget for the forthcoming financial year.

ITEM 13

The Authority allocates the investment allocations that are indicated in its Budget for the
studies and researches that are related to its activity. which it handles by itselfor delegates
other authorities in handling them.
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ITEM 14

The Administrative authorities specialized in the building affairs are responsible to notiJY
the authority with the licenses for buildings whose height equals or exceeds 30 meters.
The Authority may in such cases make the technical installations in such buildings in order
to facilitate telecommunications.

ITEM 15

The Authority is managed by:

The Board ofDirectors
Managers Board
Chairman

ITEM 16

The Chairman of the Authority is appointed by a Presidential Decree that specifies his
salary and allowances.

ITEM 17

The Authority has a Board of Directors headed by the Chairman and fonned of the
foUowing members:

1. Three members of the Authority's managers who are chosen by H.E. the Minister
ofTelecommunications.

Z. Six members ofexperts concerned with the Authority's activity, who are appointed
by a Ministerial Decree by H.E. the Minister of Telecommunications, specifYing
their remunerations for a period not to exceed two, renewable years.

3. A member of the Authority's General Syndicate appointed by its Board of
Directors.

The Board of Directors may form among its members a committee or more to be
temporarily responsible for some of its responsibilities. The Board may also delegate to
the Managers' Board, Chairman, or a Board Member temporarily some of its
responsibilities or in performing a specific task.

ITEM 18

The Authority's Board of Directors is the highest level of management controlling its
affairs. The Board may issue decisions which it may deem necessary to achieve the
Authority's goals. The Board carries out its responsibilities as indicated in this Law,
specifically:

1. Setting forth plans and programs of the Authority within the National General
Plan;
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2. Laying down the Authority's Organizational Chart.

3. Approving rates, tariffs and costs of services offered by the Authority.

4. Setting the regulations for the contracts made between the Authority and its
customers.

5. Establishing the Authority's internal regulations regarding the technical, financial,
management, purchases and warehousing affairs, as well as other organization
regulations.

6. Proposing the persoMel regulations for the employment system. employees'
promotions, salary scale, allowances, remunerations and all their positions affairs.
The regulations are issued. by a Ministerial Decree oy H.E. the Minister of
Telecommunications.

7. Establishing persoMel systems for the health, social, cultural and sports care for
the employees.

8. Establishing a control system and performances evaluation criteria according to the
economic circumstances.

9. Approving the Authority's annual budget and planned final account.

10. Proposing local and international loans acquisition.

11. Accepting grants and donations offered to the Authority which do not contradict
with its objectives.

12. Signing Agreements that fall within the Authority's responsibilities.

13. Studying the periodical and follow-up reports presented on the Authority's
operation.

14. Studying any issues presented by H.E. the Minister of Telecommunications or the
Authority's Chairman to the Board concerning any problems that fall within its
responsibilities.

ITEM 19

The Chairman of the Board of Directors convenes a meeting at least once a month. No
official meeting can be held without a quorum. The Board issues its decisions by quorum
voting. Ifthe two voting parties' numbers are equal, the Chairman's party supersedes.

The Board must be convened if half of the members at least request the meeting. It is to
be held at the Authority's premises or at any location of its branches. The Board may
invite to its meetings whomever it deems necessary to utilize his experience without having

-- - -Ute-right to vote.
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ITEM 20

The Authority's Chainnan passes the Board ofDirectors decisions on to H.E. the Minister
of Telecommunications within three days from the date of issuing them for his approval.
These decisions are considered valid unless H.E. the Minister objects to them within
fifteen days from the date of presenting them to H.E. the Minister, and in this case the
Board may re-approve them with a 3/4 of the members majority.

ITEM 21

The Managers' Board is fonned by a ministerial Decree by H.E. the Minister of
Telecommunications indicating therein the system and procedures for its operations.

The Managers' Board may invite any of the Authority's employees or any expert to its
meeting whom it deems necessary to utilize his experience.

ITEM 22

The Manager's Board is the main authority in the field of operation, follow-up, and
supervision of executing the projects carried out by the Authority. The Manager's Board
handles the following specializations:

1. Establishing the Draft regulations ofthe Authority.

2. Providing the studies and researches required by H.E. the Minister of Board of
Directors.

3. Studying the problems indicated in the Board of Directors' .Agenda, making
remarks, and providing studies and proposals concerning them prior to their
presentation to the Board ofDirectors.

4. Studying the Authority's projects, establishing the Time Schedule for executing
them and setting priorities.

S. Studying periodical and follow-up reports and analyzing them prior to their
presentation to the Board ofDirectors.

6. Establishing policy for employees training.

7. Proposing the required methods to develop the Authority's activity and updating it
to cope with the latest international developments.

8. Preparing an annual report to be presented to HE. the Minister and the Authority's
Board of Directors on the Operation Development, comparing the Actual
Achievements with the Planned Programs, and trouble-shooting of the obstacles
affecting performan~ and the proposed solutions for overcoming ihem.

9. Any other responsibilities required by the Authority's internal regulations.

•.fp~ndi%A,-.



The Chainnan represents the Authority in court and in its transactions with others.

ITEM 24;

The Authority's Chainnan is responsible for:

1. Executing the decisions ofthe Board ofDirectors and the Managers' Board.

2. Managing th'" Authority handling its affairs, developing the operating systems, and
supporting its departments.

3. Providing revised reports, proposals and decisions issued by the Managers' Board
to the Board ofDirectors to vitalize the role of the Board and enable it to carry out
its duties as required by Law.

4. Providing H.E. the Minister of Telecommunications and the State authorities with
the required data, infdnnation and documents.

S. Any other responsibilities that may be required by the Authority's Internal
Regulations.

The Chainnan may delegatc onc or more managers in handling some ofhis responsibilities.

ITEM 25:

H.E. the Minister of Telecommunications may delegate temporarily someone to replace
the Chairman in case of his absence or his position being vacant.

ITEM 26

The Regulations indicated in ITEM 18 are issued by a Decree fonn H.E. the Minister of
Telecommunications after approval of the Board of Directors regardless of the
government regulations and systems.

The following must be considered when issuing these regulations:

1. Connecting the salary with the type and nature ofwork and its perfonnance under
the various circumstances. .

2. The value of the travel allowance and transportation allowances for the Authority's
employees as categorized according to the levels or original remunerations shall
not exceed actUal costs they pay.

3. Following the Unified Accounting System Regulation.

A·7
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The Authority replaces the Telecom Authority which has established by referenced
Presidential Decree No. 709 for the year 1957 in any dues and liabilities. The employees
of the Previous Telecom Authority are automatically transferred with their existing scales
to the new Authority needless ofany other procedure.

Until the regulations under reference in No.6 under ITEM 18 of the Law is being issued,
No.2 of the previous ITEM will be applicable. Otherwise, the valid rules and regulations
in ARENTO continue to be operative without contradicting the new Law Regulations.

ITEM 28

Referenced Presidential Decree No. 709 for the year 1957 is hereby canceled. Any other
regulations contradicting this Law is henceforth canceled.

ITEM 29

This Law is published in the Official Gazette and is operating starting the day following its
publishing.

This Law is stamped with the National Stamp and is executed as aU other Laws.

Issued at the Presidency on (2 Ramadan 14C") H.ij) 141uly 1980.

ANWAR El SADAT
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APPENDIX Al
Shalakany Law Office Interpretation of Public Law No.

153, Related Questions and Reports on ARENTO
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Mr. Ronald Behrns
Senior Accountant
K&M Engineering and Consulting Corporation
6 Salah EI Din Street
1st Floor
Zamalek, Cairo

Dear Mr. Behrns,

Attached please find a report on the Arab Republic of Egypt National
Telecommunications Organization (ARENTO), an Egyptian general organization.

law No. 61/1963 is the general law governing the establishment of
General Organizations. It provides that a general organization will be
established by a presidential decree to operate a public utility and will have an
independent juridical personality.

In the light of the above law, ARENTO was established as a general
organization under law No. 153/1980.

Moving on to your specific areas of interest, we wish to bring the following
to your attention:

1. law No. 153/1980 (lithe law") is a constitutional law, under the provisions
of which ARENTO is an independent juridical person whose board of
directors is fully empowered to run its business without any special
approvals, save when board resolutions touch on personnel regulations or
loans.
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2.

3.

4.

5.

6.

In view of the fact that ARENTO is a general organization running the
telecommunications network within the framework of the State's general
political and economic plan, its is ::. ·I-,;"'ct to the political supervision of the
Minister of Transport who is in a PO&h'.:i,. ~o interfere in ARENTO's affairs.

The funds of ARENTO and its assets are deemed to be :Jublic funds as
they are allocated by :aw for pUblic welfare. Such funds may not be
disposed of, attached or owned by prescription.

As mentioned in the attached re;;ort, board resolutions must be submitted
to the Minister who maY' approve the resolution within 15 days. In the
event the Minister requests a review of a resolution, ihe board may accept
or reject the request with a three-quarters majority of its members. In such
case, the resolution shall be valid without necessity to re-submit same to
the Minister again.

It is clear from this mechanism that ARENTO comes under the supervision
of the minister in his political capacity and not in his administrative
capacity.

The Suez Canal Authority was established in accordance with a special
law as a public authority, and is not subject to the provisions of the
General Organizations Law.

The Authority follows appropriate management and exploitation technique
applied by commercial proj<3ctS. Its funds are deemed to be private funds.

On the other hand, [gyptl lir is a General Authority with a juridical
personality coming under the supervision of the Prime Minister. Its funds
are deemed to be private funds.

As mentioned in the attached report, ARENTO has an independent
juridical personality and enjoys financial autonomy. It has its own budget
and accounts and is entitled to establish companies, whether singly or
with third parties. The funds of the companies it establishes are deemed
to be private funds.

Pursuant to General Organizations law No. 61/1963 , a general
org?nization acquires a juridical personality as soon as it is established by
law or presidential decree.

ARENTO has a separate budget not linked to the State's budget. The
said budget is approved by the board of directors of ARENTO. The
budget is subject to the review of the Central Audit Agency.

7. The correct standards of cost accounting means the rules of accounting
generally practiced in Egypt.
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o. We suggest that the development I)f ARENTO's activity should be effected
through the establishment of a joint stock company to undertake
ARENTO's commercial activities.

Sincerely yours,

lv' ~ (",I ..... l.t'/""\,

~ahmouJSafwat

LOlllM1SCIW

•

.-.....,

-

)Gf
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fte.pQrt Qn ARENIO

First: Establishing Law:

1. .I..aw..;.

ARENTO was established as a general organization under Law
No. 153/1980 ("the law"), which was enacted in accordance
with the constitutional rules in force.

2. ARENTO's FQwers:

2.1 ARENTO is a juridical person coming under the
supervision of the Minister of Transport ("the Minister")
and is operated in a unified centralized manner.

2.2 ARENTO is exclusively empowered to establish and
operate telecommunications networks at the national
level and to link them up with international networks
within the framework of the State's general political and
economic plan.

2.3 ARENTO may carry out all dispositions and transactions
as are necessary for the fulfillment of its objectives, and
may lay down the plans and programs and apply the
management techniques compatible with its activities in
accordance with law and without being bound by
governmental rules and regulatiol'~,

2.4 To this end, the Law allows ARENTO - with the approval
of the Minister- to establish joint stock companies, either
alone or together with other partners, whose shares shall
be negotiable promptly upon their incorporation.
ARENTO's employees shall have a pre-emptive right to
subscribe to such shares.

3. Self·Management:

It is clear from the foregoing that ARENTO has the exclusive
right to establish and operate communication networks, that it
is entitled, for the fulfillment of its object, to engage in
whatever dispositions it deems necessary, and that It is also
entitled to establish companies either singly or jointly with third
parties.
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Article (15) of ARENTO's establishing Law provides that It shall
be managed by a board of directors, a board of managers and a
chairman of the board of directors.

3.1 Board of Dlre.c1OIS.:

The board of directors is the highest authority responsible
for running ARENTO's affairs and conducting Its
business. As such, it Is entitled to issue whatever
resolutions It deems necessary for the realization of
ARENTO's objects. The board exercises its mandate in
the manner pmscrlbed in the Law.

Board members are appointed by a decree of the
Minister, provided the appointment of the employees'
representative shall be on the basis of a board
nomination. The board of directors shall:

3. ~.1 Lay down ARENTO's plans and programs within
the scope of the general plan of the State.

3.1.2 Determine ARENTO's org;:mizatlonal structure.

3.1.3 Approve price rates, tariffs and fees for the
services provided by ARENTO.

3.1.4 Lay down the rules governing contracts ARENTO
concludes with the recipients of its services.

3.1.5 Formulate ARENTO's internal regulations.

3.1.6 Establish the system for medical, social, cultural
and sports care for employees.

3.1.7 Lay down the system of control, follow up and
performance appraisal In accordance with --

economic criteria.

3.1.8 Approve the annual draft balance sheet and
closing account.

3.1.9 Accept gifts and donations presented to ARENTO
which do not contradict its object.

3.1.10 Conclude agreements falling within the scope of
its functions.
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3.1.11 Review periodic reports and follow up the proper
conduct of work.

3.1.12 Look into such matters as fall within the scope
of its powers as the Minister of Transport or the
chairman may decide to put to the board's
review.

3.1.13 Propose laying down the regulations related to
the appointment and promotion of employees, the
determination of their wages, allowances and
bonuses and all related personnel matters. .5JJ.Cb.
regulations shall be issued by a decree of the
Minister.

3.1.14 Propose concluding internal and external loans.

Article (20) prescribes the mechanism by which board
resolutions become effective:

*

*

*

*

*

Resolutions are to be submitted to the Minister
within three days from the date of their issuance
for approval.

The Minister may approve resolutions within 15
days from the date of their submission, and they
shall become enforceable promptly upon their
approval as aforesaid, or

Allow 15 days to elapse without issuing his
approval, in which case the resolutions become
enforceable promptly upon the expiry of this
period, or

Within the said 15-day period, request that such
resolutions be re-submltted to the board's review.
The Minister may require for example the insertion
of new provisions to the resolutions or the deletion
or amendment of certain of their contents.
Alternatively, he may simply object to the
resolutions.

In the event the Minister requests a review, the
board may accept or reject the request with a
three-quarters majority of its members. In such
case, the resolutions shall be valid without
necessity to re-submit them to the Minister again.
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It is clear from the foregoing that the Law gives the board
autonomous powers to manage ARENTO and conduct its
business speedily, as borne out by the non-binding force
of the Minister's objections to its resolutions.

3.2 However, by way of exception to the foregoing, the
board may not unilaterally issue resolutions touching on
the following matters:

3.2.1 personnel Regulations:

The board is entitled only to propose these
regulations. Its proposal only becomes valid after
the Minister issues a decree adopting same.
According to Article (26) of the Law, personnel
regulations are issued by a decree of the Minister,
after the approval of ARENTO's board of directors,
regardless of governmental rules and regulations.
It follows from this that if the board approves the
regulations and the Minister objects thereto, the
board must take his objections into consideration
by revising its proposals in the light of such
objections in order to obtain the Minister's appr<r,fal
and his decree issuing the regulations.

3.2.2 .l.2ans.:

The board submits its proposals in respect of loans,
whether internal or external, to the Minister, who
shall obtain the approval of the competent
authorities in accordance with the provisions of:

*

*

Para (3) of Article (58) of Conseil d'Etat Law
No. 47/1972, which rules that:

"It is prohibited for any Ministry, general
organization or any department of
government to conclude any contract, or to
accept or permit any contract, conciliation or
arbitration or enforce any arbitral award the
subject matter of which exceeds five
thousand pounds without consulting the
competen.t administrative authority".

Article 121 of the Egyptian Constitution of
1970, which rules that:

I
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3.3

3.4

.'

"The executive branch of government may
not conclude loans or engage in a project
which will result in expending sums from the
State trlf.';lasury at a future time except with
the approval of the People's Assembly".

Board of Managers:

The board of managers is the main authority when it
comes to operating ARENTO, following up its day to day
business and supervising the execution of its projects.

According to Article (22) of the Law, the board of
managers is responsible for preparing ARENTO's draft
regulations, for conducting the studies and research
requested by the Minister or the board of directors as
well as for looking into the items on the agenda of the
board of directors, commenting thereon and presenting
studies and proposals in connection therewith before the
agenda is reviewed by the board of directors, in addition
to the other powers referred to in the said Article.

In other words, the board of managers' functions are
supervisory rather than executive.

Chairman of the Board of pirectors:

The chairman, who is appointed by presidential decree,
represent ARENTO before the jUdiciary and in its relations
with third parties.

Article (24) invests the chairman with the authority to
implement the resolutions of the board of directors and
the board of managers, to manage ARENTO and conduct
its affairs and to furnish the board of directors, the
Minister of Transport and the agencies of the State with
reports, studies and proposals. Paragraph (5) of the
same Article provides that additional functions may be
assigned to the chairman pursuant to the rules set forth
in ARENTO's internal regulations.

Whereas the board of directors is empowered to lay
down ARENTO's internal regulations relative to all
technical, financial and administrative affairs, as well as
those governing purchases and warehouses pursuant to
Article (18), therefore the chairman may, after obtaining
the board's approval, amend such regulations to invest
himself with greater administrative and executive powers,
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provided the amendments are compatible with the
Minister's Decree No. 108/1983 as amended by Decree
No. 467/1992 issuing the financial regulations, the
Minister's Decree No. 200/1982 concerning personnel
regulations, and Decree No. 215/1973 issuing the
regulations and procedures of buying, selling and storing.

Furthermore, the Law gives the chairman the right to
delegate some or all of his responsibilities to one or more
of ARENTO's managers.

--

4. Conclusion:

It is clear from the foregoing that the Law invests the board of
directors, the board of managers and the chairman with all the
powers necessary to manage ARENTO directly. Perhaps the
most graphic Illustration of the high degree of autonomy they
enjoy is in those cases where the Minister exercises his right to
object to board resolutions and returns them to the board for a
re-vote. Unless the resolution touches on personnel regulations
or loans (in which case it requires the approval of the Minister
and the People's Assembly as previously mentioned), the board
may, pursuant to Article (20) of the Law, reapprove the
resolution -in the same form objected to by the Minister- with a
three-quarters majority of its members.

Second: public Fynds:

Article (7) of the Law provides that ARENTO's funds are deemed to be
pUblic funds.

Egyptian law defines public funds as the real property and movables
owned by the State and by public juridical persons, which are
allocated for public welfare in fact or by virtue of a law, edict or
decree of the competent minister. Such funds may not be disposed
of, attached or owned by prescription.

On the basis of the foregoing, for funds to be considered public funds,
they must:

*

•

Be owned by a public juridical person.

Be allocated for public welfare.

Whereas according to Article (5) of the Lawall of ARENTO's capital is
made up of State funds, and ARENTO's recourses are made up of the
sums allocated to it by the State in the general budget, in addition to
the other recourses mentioned in Article (6) of the Law. and its funds
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are allocated to the pruvislon of telecommunication services which
serve public welfare, therefore ARENTO's funds are deemed to be
public funds.

However, the fact that its funds are public funds does not prevent
ARENTO from owning private funds which are subject to the ordinary
rules of ownership and transaction and which may be owned by
prescription or attached in accordance with general rules.

The same applies to the shares owned by ARENTO in its subsidiaries
or in the companies which it establishes alone or jointly with other
partners pursuant to Article (4) of the Law. This is confirmed by
Article (7) of Investment Law No. 230/1989, which rules that:

"Projects are deemed to be private sector projects, whatever their
legal form and whatever the legal nature of the Egyptian funds
contributed thereto, and sl1a/l not be subject to the laws and
regulations governing the public sector or its employees"

Third: The Relationship Between ARENTO and the Government:

1.

2.

3.

ARENTO is a general organization (that is, a public juridical
person) coming under the supervision of the Minister of
Transport. It is operated in a centralized unified manner and
has its own balance sheet that is prepared without regard to the
laws and regulations applied in the preparation of the State's
budget. ARENTO also has a special account wherein it deposits
its resources. The surplus shown in ARENTO's balance sheet is
carried over from one year to the next, and its financial year
begins with the State's financial year and ends with it.

The Minister has two functions, one political and one
administrative. ARENTO comes under his supervision in his
political capacity, not in his administrative capacity.

ARENTO's separate budget gives it the financial independence
necessary to carry out its objects (except with regard to loans).
Moreover, ARENTO is subject to the tax on corporate profits in
pursuance of Article (111) of Law No. 178/1992.

Thus ARENTO is a general organization which comes under the
supervision not of th~ Ministry of Transport but of the Minister
of Transport from the political point of view, and is deemed to
be a public utility of the State in as much as its activity is the
provision of economic and commercial services.
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Article (1) of the Law provides that ARENTO is a Juridical person. As
such, it enjoys its own independent patrimony, and has a name,
domicile and nationality.

It should be noted that general organizations in general acquire a
juridical personality as soon as they are established by presidential
decree and their powers determined within the framework of the
objects for which they are formed.

Fifth: Separate Budget:

Article (8) of the Law rules that:

''ARENTO shall have a separate balance sheet prepared in accordance
with the rules laid down in its internal regulations, regardless of the
laws and regulations governing the preparation of the State's budget.
ARENTO shall also have a special account in which to deposit its
resources. The surplus shown in ARENTO's balance sheet shall be
carried over from one year to the next and its financIal year begins
with the State's financial year and ends with it".

Moreover, the power to approve the budget is vested in the board of
directors by para (a) of Article (18) of the Law. The term "separate
balance sheet" as used in this text means that ARENTO has full
freedom to use its resources as it sees fit and that the role of the
Finance Ministry, in its capacity as the body with supervisory powers
over the financial activity of the State, is limited to making comments,
provided the People's Assembly shall have the final say in any dispute
arising between ARENTO and the Ministry. The provision in the text
for the carrying over of ARENTO's surplus from one year to the next
means that this surplus does not go to the State budget but remains
under the full control of ARENTO, which may use it in any manner
conducive to the realization of its objects.

It should be noted in this regard that, according to the opinion issued
on November 18, 1981 (file No. 1565/3/86) by the General Assembly
of the Departments of Opinion and Legislation of the Conseil d'Etat,
while the legislator invested ARENTO with the power to prepare its
balance sheet without being bound by the laws and regulations
governing the preparation of the State budget, the exception is limited
to the stage of preparation and does not extend to the remaining
stages through whict't the balance sheet must proceed, be it the stage
of approval, of implementation or of auditing. It follows that the
Finance Ministry is held to submit the budget prepared by ARENTO,
together with any comments it may have thereon, to the People's



SHALAKANY LAW OFFICE
LEGAL ADVISERS

9

Assembly so that this latter may be the arbiter between ARENTO and
the Finance Ministry in regard to these comments.

However, the practical application of the provisions of Articles (8) has
resulted in the following:

=
(a) ARENTO's board of directors prepares the balance sheet in draft

form.

(b) The draft balance sheet is presented to the Minister in the form
of a board resolution. The Minister in his turn adds such sums
and allocations as he deems necessary to the balance sheet.

(e) After its approval by the Minister, the draft balance sheet is
sent on to the Finance Minister who adds his comments thereon
before submitting it to the People's Assembly. Most of these
comments relate to the utilization of ARENTO's surplus for the
account of other agencies and organizations instead of retaining
them in ARENTO's account.

Sixth: ARENIO's service charges and basis of accounting:

1.

2.

Service Charges:

Article (12) and para (3) of Article (18) of the law prescribes
the following pricing methods:

(a) The board of directors proposes the price rates, tariffs
and charges for the services provided by ARENTO in
accordance with the correct standards of cost accounting
and on the bases approved by the board of directors and
sent to the Minister.

(b) The Minister presents the rates to the Council of
Ministers.

(c) The Minister issues a decree determining the rates to be
applied.

In the event the State fixes service rates at less than the
approved levels the resultant difference shall be borne by the
State budget. .

Correct Standards of Cost Accounting:

Articles 172 to 177 inclusive of the financial regulations issued
by the Minister's Decree No. 108/1983 as amended by decree
No. 467/1983 requires ARENTO's accounts to be held in
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accordance with the nature of its activities and the proposals of
expert service consultants with which ARENIO enters Into
contract, and requires it also to apply correct standards of cost
accounting in order to correctly calculate the cost of services.

Central Audit Agency Law No. 144/1988 organizes the method
by which the agency will audit ARENIO's accounts.

By correct standards of cost accounting is meant the rules of
accounting generally practiced in Egypt and which ARENIO
decides to use as a basis for its accounting In general, inclUding
the calculation of the costs of providing services under the
control of Central Audit Agency.

Seventh: Comparison between ARENTG and the Suez Canal Authority:

The Suez Canal Authority is established according to Law No.
30/1975, which rules as follows:

1. Ihe Suez Canal Authority is responsible for running the Suez
Canal utility and for managing, exploiting, maintaining and
improving it. To this end the Authority may, whenever
necessary, establish projects related to or connected with the
utility, participate in their establishment or encourage the
establishment of same.

2. Ihe Suez Canal Authority is a public authority enjoying an
independent juridical personality. It is governed by the
provisions of this Law exclusively and is not subject to the
provisions of General Organizations Law No. 60/1971.

-
3.

-=
4.

5.

6.

The Authority is managed by a board of directors appointed by
presidential decree.

Ihe Authority follows appropriate management and exploitation
techniques normally applied by commercial projects.

The Authority has an independent bUdget which it shall prepare
in accordance with the rules applied in commercial projects,
without prejudice to the examination by the Central Audit
Agency of the Authority's closing account. Its financial year
commences on the first of January and ends on the 31 st of
December of each year.

The Authority levies and collects navigation, piloting, towing,
moorage and other fees in accordance with laws and. .
regulations.
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7. In order to carry out its duties, the Authority may exercise all
the necessary powers and authorities, and may, In particular,
acquire ownership of land and buildings by ,my means Including
the power of eminent domain. The Authority may lease out the
land or buildings it owns to third parties and may lease land and
buildings owned by third parties, whether to fulfill the objects
for which it was established, to realize the welfare of its
employees and workers or to establish projects and utilities
connected to the Canal or which may be necessary for Its
proper running.

8. The Authority's funds are deemed to be private funds.

From the above, it is clear that the differences between
ARENTO and the Authority are represented essentially in the
following:

(a) The Authority's funa are private funds, while those of
ARENTO are pUblic funds.

(b) Because its funds are private, the Authority has the right
to effect any dispositions in order to establish projects
connected to its activity, either with third parties or by
itself. On the other hand, ARENTO may only exercise Its
right to execute projects or to establish joint stock
companies, singly or with third parties, with the approval
of the Minister.

(c) The Authority has an independent budget to which the
rules of commercial projects are applied, subject only to
the supervision of the Central Audit Agency. Moreover
its financial year is different from that of the State. While
ARENTO also has a separate budget, it is subject to the
comments of the Finance Minister und any dispute arising
between him and ARENTO over the budget is subject to
the determination of the People's Assembly. Moreover,
its financial year is the same as that of the State.

(d) The Authority is not subject to the General Organizations
Law, Accordingly, it is not administratively answerable
to a specific Minister or Ministry. Rather, it is an
investment agency managing a public utility owned by
the State. Although ARENTO also runs <., public utility
owned by the State, it is subject to the General
Organizations Law.
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Eighth: ,C.QIDDarison b.e.tween ARenrn:Land Egy.D.t8lr.:

1. EgyptAir is subject to Law No. 23/1960 (as amended by Law
No. 241/1960), to Law No. 11/1966, to Law No, 116/1975, to
Law No. 97/1983 as well as to presidential decree No.
600/1975 and Prime Minister's Decree No. 159/1982.

EgyptAir has a board 0, directors which is responsible for
conducting its busines .. and running its affairs.

EgyptAlr is entitled to pursue its authorized activity itself or to
pursue some of these activities through such subsidiarv
economic units as its board of directors may decide to establish.
In respect of the activity it decides to carry out itself, EgyptAir
is considered to be an ecol1omic unit.

According to the above mentioned laws and decrees, EgyptAir
is a general authority with a Juridical personality coming under
the supervision of the Prime Minister.

EgyptAir's resources shall be made up of the proceeds of the
net profits realized by its subsidiary economic units and its
share in the sums payable in consideration of supervision and
management prescribed in the distribution of the profits realized
by its subsidiary economic units.

2.

~-
3.

-
-::..

4.
--

5.

6. EgyptAir has a separate budget to which the rules of
commercial ,projects are applied. This means that EgyptAir's
profits devo'ive to It.

7. Article (14) of Law No. 9:!~983 rules that the funds of pUblic
sector organizations <:Ire among the privately owned funds of
the State, unless tile respective decree establishing an
organization stipulates otherwise. Whereas, the legislative texts
organizing EgyprAir are silent on the question of its funds,
therefore the said Article (14) applies and EgyptAir's funds are
deemed to be privately owned funds of the State.

Thus ARENTO differs from EgyptAir in that the former's funds
are public funds while those of EgyptAir are privately owned by
the State.

Ninth: Development of ARENTO's Activity:

As previously mentioned, ARENTO is exclusively empowered to
establish and operate telecommunication networks at the national level
and link them up with international networks within the framework of
the State's political and economic plan. To this end, it is allowed by

;210
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law -and with the approval of the Minister of Transport- to establish
joint stock companies, either on its own or with other partners. The
shares of these companies may be traded upon their incorporation,
and ARENTO's employees have a pre-emptive right to subscribe
thereto.

Thus ARENTO's activity may be divided into two areas:

One area relates to establishing and operating local
telecommunication networks and linking them with International
networks.

The second to presenting telecommunication services to the
public and consumers, installing and maintaining equipment and
coliecting fees and subscriptions.

Since area one touches on the general policy of the State and its
international relations as well as on the telecom.nunicatlon
infrastructure, it must be protected and the equipment required to
pursue this aspect of ARENTO's activity must remain the property of
the State.

As to area two, which is ARENTO's commercial activity, this may be
assigned to a management comp,y,y established in the form of an
Egyptian joint stock company i :i I the capital of which ARENTO will
own 49% and other shar~nolders the rest. Tilis company would
manage the commercial activity, im;luding maintenance works for
equipment, units and distribution centres for telephone services.

From the legal point of view, assigning management of the
telecommunication utility to the new joint stock company should be
effected through a management contract which addresses all the
conditions of management, pricing and such other conditions as are
necessary to comply with State policy in this regard.

L09/MISCIW
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First: Establishing Law:

1. Law.:..

fleE

presentation Pa~
ARENIO

=

...:

The National Telecommunications Orgnizatlon ("ARENTO" or the
"Organization") was established as a general organization under
law No. 153/1980 (the "Law"), which was enacted in
accordance with the constitutional rules in force.

2. ARENTO's Object, Powers. Capital and Resources:

2.1 ARENTO is a juridical person coming under the
supervision of the Minister of Transport ("the Minister")
and is operated in a unified centralized manner.

2.2 The object and activities of the Organization are to
establish and operate telecommunications networks at
the national level and to link them up with international
networks within the framework of the State's general
political and economic plan .

To this end, it:

(a) Establishes telecommunication networks all over
the A.R.E.

(b) Extends telephone wires and wireless services.

(c) Manages and maintains structures and equipment
necessary to offer such services.

(d) Establishes the required projects to achieve its
object.

(e) Cooperates with national and internatjG(,~I

organizations to connect ARE with the world.

2.3 ARENIO may carry out all dispositions and transactions
as are necessary for the fulfillment of !ts objectives, and
may lay down the plans and programs and apply the
management techniques compatible with its activities in
accordance with law and without being bound by
governmental rules and regUlations.
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2.4 To enable it to do so, the Law allows ARENTO - with the
approval of the Minister - to establish joint '.>tock
companies, either alone or together with other partners,
whose shares shall be negotiable promptly upon their
incorporation. ARENTO's employees shall have a pre­
emptive right to subscribe to such shares,

2.5 (a) The Organization's capital is composed of:

The funds of the former General
Telecommunication Organization, established
by Presidential decree No. 709/1957.

The amounts contributed by the .s.ta1e..

(b) The Organization's resources are composed of:

The amounts allocated by the State in the
national budget.

The revenues resulting from its activities and
services rendered locally and intern.ationally.

The subsidies paid by the government to
cover the difference between the price rate
fixed by the board of directors of the
Organization anci that fixed by the
government) .

3. Self-Management:

It is clear from the foregoing that AR,2NTO has the exclusive
right to establish and operate communication networks, that it
is entitled, for the fulfillment of its object, to engage in
whatever dispositions it deems necessary, and that it is also
entitled to establish companies either singly or jointly with third
parties.

Article (15) of ARENTO's establishing Law provides that it shall
be managed by a board of directors, a board of managers and a
chairman of the board of directors.

·3.1 Board of Directors:

The board of directors is the highest authority responsible
for running ARENTO's affairs and conducting its
business. As such, it is entitled to issue whatever
resolutions it deems necessary for the realization of

1
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ARENTO's objects. The board exercises its mandate in
the manner prescribed in the Law.

Board members are appointed by a decree of the
Minister, provided the appointment of the employees'
representative shall be on the basis of a board
nomination. The board of directors shall:
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bonuses and all related personnel matters. .5.u.c.b.
regulations shall be issued by a decree of the
Minister.

3.1.14 ProPQse concluding Internal and external loans.

The Relationship between ABENTO's Board of DirectQrs
and the Minister of TransPQrt:

Article (20) prescribes the mechanism by which board
resolutions become effective:

=

*

*

*

*

*

Resolutions are to be submitted to the Minister
within three days from the date of their Issuance
for approval.

The Minister may approve resolutions within 15
days from the date of their submission, and they
shall become enforceable promptly upon their
approval as aforesaid, or

Allow 15 days to elapse without issuing his
approval, in which case the resolutions become
enforceable promptly upon the expiry of this
period, or

Within the said 15-day period, request that such
resolutions be re-submitted to the board's review.
The Minister may require for example the insertion
of new provisions to the resolutions or the deletion
or amendment of certain of their contents.
Alternatively, he may simply object to the
resolutions.

In the event the Minister requests a review, the
board may accept or reject the request with a
three-quarters majority of Its members. In such
case, the resolutions shall be valid without
necessity to re-submit them to the Minister again.

It is clear from the foregoing that the law gives the board
autonomous powers to manage ARENTO and conduct its
business speedily, as borne out by the non-binding force
of the Minister's objections to its resolutions.

3.2 However, by way of exception to the foregoing, the
board may not unilaterally issue resolutions touching on
the following matters:
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3.2.1 Personnel Regulations.:

The board is entitled only to propose these
regulations. Its proposal only becomes valid after
the Minister issues a decree adopting same.
According to Article (26) of the Law, personnel
regulations are issued by a decree of the Minister,
after the approval of ARENTO's board of directors,
regardless of governmental rules and regulations.
It follows from this that if the board approves the
regulations and the Minister objects thereto, the
board must take his objections into consideration
by revising its proposals In the light of such
objections in order to obtain the Minister's approval
and his decree issuing the regulations.

3.2.2~:

The board submits its proposals in respect of loans,
whether internal or external, to the Minister, who
shall obtain the approval of the competent
authorities in accordance with the provisions of:

*

*

Para (3) of Article (58) of Conseil d'Etat Law
No. 47/1972, which rules that:

"It is prohibited for any Ministry, general
organization or any department of
government to conclude any contract, or to
accept or permit any contract, conciliation or
arbitration or enforce any arbitral award the
subject matter of which exceeds five
thousand pounds without consulting the
competent administrative authority".

Article 121 of the Egyptian Constitution of
1970, which rules that:

"The executive branch of {lovernment may
not conclude loans or engage in a project
which will result in expending sums from the
State treasury at a future time except with
the approval of the People's Assembly".

•

r
I
i
~~
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3.3 Board of Managers:

The board of managers is the main authority when It
comes to operating ARENTO, following up its day to day
business and supervising the execution of its projects.

According to Article (22) of the Law, the board of
managers is responsible for preparing ARENTO's draft
regulations, for conducting the studies and research
requested by the Minister or the board of directors as
well as for looking into the items on the agenda of the
board of directors, commenting thereon and presenting
studies and proposals in connection therewith before the
agenda is reviewed by the board of directors, in addition
to the other powers referred to in the said Article.

In other words. the board of managers' functions are
supervisory rather than executive.

3.4 Chairman of the Board of Directors:

The chairman, who is appointed by presidential decree,
represent ARENTO before the judiciary and in its relations
with third parties.

Article (24) invests the chairman with the authority to
implement the resolutions of the board of directors and
the board of managers, to manage ARENTO and conduct
its affairs and to furnish the board of directors, the
Minister of Transport and the agencies of the State with
reports, studies and proposals. Paragraph (5) of the
same Article provides that additional functions may be
assigned to the chairman pursuant to the rules set forth
in ARENTO's internal regulations.

Whereas the board of directors i~ empowered to lay
down ARENTO's internal regulations relative to all
technical, financial and administrative affairs, as well as
those governing purchases and warehouses pursuant to
Article (18), therefore the chairman may, after obtaining
the board's approval, amend such regulations to invest
himself with greater administrative and executive powers,
provided the amendments are compatible with the
Minister's decree No. 108/1983 as amended by decree
No. 467/1992 issuing the financial regUlations, the
Minister's Decree No. 200/1982 concerning personnel

I

I
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regulatiJns, and Decree No. 215/1973 issuing the
regulations and procedures of buying, selling and storing.

Furthermore, the Law gives the chairman the right to
delegate some or al/ of his responsibilities to one or more
of ARENTO's managers.

3.5 Article (8) of the Law states that the Organization has a
separate balance sheet prepared in accordance with its
internal regulations, regardless of the laws and
regulations organizing the State budget, and has a special
account in which to deposit its resources. Its profits are
carried over from one year to the next.

4. Conclusion:

It is clear from the foregoing that the Law invests the board of
directors, the board of managers and the chairman with al/ the
powers necessary to manage ARENTO directly. Perhaps the
most graphic illustration of the high degree of autonomy they
enjoy is in those cases where the Minister of Transport
exercises his right to object to board resolutions and returns
them to the board for a re-vote. Unless the resolution touches
on personnel regulations or loans (in which case it requires the
approval of the Minister and the People's Assembly as
previously mentioned), the board .nay, pursuant to Article (20)
of the Law, reapprove the resolution -in the same form objected
to by the Minister- with a three-quarters majority of its
members.

Second: pyblic Fynds:

Article (7) of the Law provides that ARENTO's funds are deemed to be
public funds.

Egyptian law defines public funds as the real property and movables
owned by the State and by public juridical persons, which are
allocated for pub'ic welfare in fact or by virtue of a law, edict or
decree of the con:oetent minister. Such funds may not be disposed
of, anached or owr:ed by prescription.

On the basis of the foregoing, for funds to be considered public funds,
they must:

*

*

Be owned by a public juridical person.

Be allocated for public welfare.
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Whereas according to Article (5) of the Lawall of ARENTO's capital is
made up of State funds, and ARENTO's recourses are made up of the
sums allocated to it by the State in the general budget, In addition to
the other recourses mentioned in Article (6) of the Law, and its funds
are allocated to the provision of telecommunication services which
serve public welfare, therefore ARENTO's funds are deemed to be
public funds.

However, the fact that ARENTO's funds are public funds does not ~

prevent ARENTO from owning private funds which are subject to the
ordinary rules of ownership and transaction and which may be owned
by prescription or attached In accordance with general rules.

The same applies to the shares owned by ARENTO in its subsidiaries
or in the companies which it establishes alone or jointly with other
partners pursuant to Article (4) of the Law. This Is confirmed by
Article (7) of Investment Law No. 230/1989, which rules that:

"Projects are deemed to be private sector projects, whatever their
legal form and whatever the legal nature of the Egyptian funds
contributed thereto, and shall not be subject to the laws and
regulations governing the public sector or its employees".

The capital, assets and resources of the joint stock companies which
the Organization establishes alone or jointly with other persons are
considered private funds.

Third: Juridical personality:

As mentioned before, Article (1) of the Law provides that ARENTO is
a juridical person. As such, it enjoys its own independent patrimony,
and has a name, domicile and nationality.

It should be noted that general organizations in general acquire a
juridical personality as soon as they are established by presidential
decree and their powers determined within the framework of the
objects for which they are formed.

Fourth: Separate BUdget:

Article (8) of the Law rules that:

''ARENTO shall have a separate balance sheet prepared in accordance
with the rules laid down in its internal regulations, regardless of the
laws and regulations governing the preparation of the State's budget.
ARENTO shall also have a special account in which to deposit its
resources. The surplus shown in ARENTO's balance sheet shall be



LAW,
LEGAL ADVISERS

9

::

carried over from one year to the next and Its financial year begins
with the State's financial year and ends with it".

Moreover, the power to approve the budget is vested in the board of
directors by para (a) of Article (18) of the Law. The term "separate
balance sheet" as used in this text means that ARENTO has full
freedom to use Its resources as it sees fit and that the role of the
Finance Ministry, in its capacity as the body with supervisory powers
over the financial activity of the State, is limited to making comments,
provided the People's Assembly shall have the final say in any dispute
arising between ARENTO and the Ministry. The provision in the text
for the carrying over of ARENTO's surplus from one year to the next
means that this surplus does not go to the State budget but remains
under the full control of ARENTO, which may use it in any manner
conducive to the realization of its objects.

It should be noted in this regard that, .::.Jccording to the opinion issued
on November 18,1981 (file No. 151(5/3/86) by the General Assembly
of the Departments of Opinion and Legislation of the Conseil d'Etat,
while the legislator Invested ARENTO with the power to prepare its
balance sheet without being bound by the laws ar.::! regulations
governing the preparation of the State budget, the excoption Is limited
to the stage of preparation and does not extend to the remaining
stages through which the balance sheet must proceed, be it the stage
of approval, of implementation or of auditing. It follows that the
Finance Ministry is held to submit the budget prepared by ARENTO,
together with any comments it may have thereon, to the People's
Assembly so that this latter may be the <:1rbiter between ARENTO and
the Finance Ministry in regard to these comments.

However, the practical application of the provisions of Articles (8) has
resulted in the following:

(a) ARENTO's board of directors prepares the balance sheet in draft
form.

(b) The draft balance sheet is presented to the Minister In the form
of a board resolutions. The Minister in his turn adds such sums
and allocation as he deems necessary to the balance sheet.

(c) After its approval by the Minister, the draft balance sheet is
sent on to the Finance Minister who adds his comments thereon
before submitting it to the People's Assembly. Most of these
comments relate to the utilization of ARENTO's surplus for the
account of other agencies and organizations instead of retaining
them in ARENTO's account.
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Fifth: ARENIO's Service Cnarges and Basis of~:

1. ARENTO's Service Charges:

Article (12) and para (3) of Article (181 of the Law prescribes
the following pricing methods:

(a) The board of directors proposes the price rates, tariffs
and charges for the services provided by ARENTO in
accordance with the correct standards of cost accounting
and on the bases approved by the board of directors and
sent to the Minister.

(b) The Minister presents the rates to the Council of
Ministers.

(c) The Minister issues a decree determining the rates to be
applied.

In the event the State fixes service rates at less than the
approved levels the resultant difference shall be borne by the
State budget.

2. Correct Standards of Cost Accounting:

Articles 172 to 177 inclusive of the financial regulations issued
by the Minister's Decree No. 108/1983 as amended by decree
No. 467/1983 requires ARENIO's accounts to be held in
accordance with the nature of its activities and the proposals of
expert service consultants with which ARENTO ente: ~ into
contract, and requires it also to apply correct standar~: of cost
accounting in order to correctly calculate the cost of services.

Central Audit Agency Law No. 144/1988 organizes the method
by which the agency will audit ARENTO's accounts.

By correct standards of cost accounting is meant the rules of
accounting generally practiced in Egypt and which ARENTO
decides to use as a basis for its accounting in general, including
the calculation of the costs of providing services under the
control of Central Audit Agency.

Sixth: Comparison between ARENTO and the Syez Canal Aythority:

The Suez Canal Authority is established according to Law No.
30/1975, which rules as follows:

}y!
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1.

2.

The Suez Canal Authority is responsible for running the Suez
Canal utility and for managing, exploiting, maintaining and
Improving it. To this end the Authority may, whenever
necessary, establish projects related to or connected with the
utility, participate In their establishment or encourage the
establishment of same.

Tho Suez Canal Authority is a public authority enjoying an
Independent juridical personality. It Is governed by thE:!
provisions of this Law exciusjvely and Is not subject to the
provisions of General Organizations Law No. 6011971.

3. The Authority is managed by a board of directors appolr~~ed by
presidential decree.

..

4.

5.

6.

7.

The Authority follows appropriate management and exploitation
techniques normally applied by commercial proiects.

The Authority has an independent budget which it shall prepare
in accordance with the rules applied in commercial projects,
without prejudice to the examination by the Central Audit
Agency of the Authority's closing sccount, Its financial ',lear
commences on the first of January and ends on the 31 st of
December of each year.

The Authority levies and collects navigation, piloting, towing,
mooragp. and other fees in accordance with laws and
regulations.

In order to carry out its duties, the Authority may exercise all
the necessary powers and authorities, and may, in particular,
acquire ownership of land and buildings by any means including
the power of eminent domain. The Authority may lease out the
land or buildings it owns to third parties and may lease land and
buildings owned by third parties, whether to fulfill the objects
for which it was established, to realize the welfare of its
employees and workers or to establish projects and utilities
connected to the Canal or which may be necessary for its
proper running.

8. The Authority's funds are deemed to be private funds.

From the above, it is clear that the differences between
ARENTO and the Authority are represented essentially in the
following:

(a) The Authority's fund are private funds, while those of
ARENTO are public funds.
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(b) Because its funds are private, the Authority has the right
to effect any dispositions in order to establish projects
connected to Its activity, either with third parties or by
itself. On the other hand, ARENTO may only exercise Its
right to execute projects or to establish joint stock
companies, singly or with third parties, with the approval
of the Minister.

(c) The Authority has an independent budget to which the
rules of commercial projects are applied, subject only to
the supervision of the Central Audit Agency. Moreover
its financial year is diff~rent from that of the State. While
ARENTO also has a separate budget, it is subject to the
comments of the Finance Minister and any dispute arising
between him and ARENTO over the budget is subject to
the determination of the People's Assembly. Moreover,
its financial year is the same as that of the State.

(d) The Authority is not subject to the General Organizations
Law, Accordingly, it is not administratively answerable
to a specific Minister or Ministry. Rather, it Is an
investment agency managing a public utility owned by
the State. Although ARENTO also runs a public utility
owned by the State, it is subject to the General
Organizations Law.

Seventh: Comparison between ARENTO and EgyptAir:

-=
1. EgyptAir is subject to Law No. 23/1960 (as ('mended by L,J'N

No. 241/1960), to Law No. 11/1966, to Law No. 116/1075, ..0
Law No. 97/1983 as well as to presidential decree No.
600/1975 and Prime Minister's decree No. 159/1982.

2. According to the above mentioned laws and decrees, EgyptAir
is a general organization with a juridical personality coming
under the supervision of the Minister of Civil Aviation.

3.

-=

., 4.
--

EgyptAir is entitled to pursue its authorized activity itself or to
pursue some of these activities through such subsidiary
economic units as its board of directors may decide to establish.
In respect of the activity it decides to carry out itself, EgyptAir
is ~onsidered to be an economic unit.

EgyptAir has a board of directors which is responsible for
conducting its business and running its affairs.
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5. EgyptAlr's resources shall be made up of the proceeds of the
net profits realized by Its subsidiary economic units and Its
share in the sums payable in consideration of supervision and
management prescribed In the distribution of the profits realized
by its subsidiary economic units.

6.

7.

EgyptAlr has a separate budl10t to which the rules of
commercial projects are applied. This means that EgyptAlr's
profits devolve to it.

Article (14) of Law No. 97/1983 rules that the funds of public
sector organizations are among the privately owned funds of
the State, unless the respective decree establishing an
crganization stipulates otherwise. Whereas, the legislative texts
organizing EgyptAir are silent on the question of its funds.
Ther~fore the said Article (14) applies and EgyptAlr's funds are
deemed to be privately owned fund of the State.

Thus ARENTO differs from EgyptAir in that the former's funds
are public funds while those of EgyptAir are privately owned by
the State.

...:

...

.
~.

=-~

Eighth: Deyelopment of ABENIO's Activity:

As previously mentioned, ARENTO is exclusively empowered to
establish and operate telecommunication networks at the national level
and link them up with international networks within the framework of
the State's political and economic plan. To this end, it is a"owed by
law -and with the approval of the Minister of Transport- to establish
joint stock companies, either on its.own or with other partners. The
shares of these companies may be traded upon their incorporation,
and ARENTO's employees have a pre-emptive right to subscribe
thereto.

Thus ARENTO's activity may be divided into two areas:

One area relates to establishing and operating local
telecommunication networks and linking them with international
networks.

The ~i.,cond to presenting telecommunication services to the
public and consumers, installing and maintaining equipment and
collecting fees and subscriptions.

Since area one touches on the general policy of the State and its
International relations as well as on the telecommunication
infrastructure, it must be protected and the equipment required to
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pursue this aspect of ARENTO's activity must remain the property of
the State.

As to area two, which is ARENTO's commercial activity, this may be
assigned to a management company established in the form of an
Egyptian joint stock company, in the capital of which ARENTO will
own 49% and other shareholders the rest. This company would
manage the commercial activity, including maintenance works for
equipment, units and distribution centres for telephone services.

From the legal point of view, assigning management of the
telecommunication utility to the new joint stock company should be
effected through a management contract which addresses all the
conditions of management, mechanism of pricing and such other
conditions as are necessary to comply with State policy in this regard.

lOlO/MISCIW
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OFFICIAL JOURNAL No. 10 of March 7,1991

LAW No.5 of the Year 1991
Concerning Civil Service Leadership Positions in the Administrative Organization

of the State and the Public Sedor

In the Name of the People
The President of the Republic

The Peoples Assembly decrees the following law and it is promulgated by us:

ARTICLE 1

Filling Civil Service Leadership positions in the Government, Local Government Units,
Public Authorities, Governmental Agencies which have a special budget, the Public Sector
Authorities and Companies, the General Organizations, the Public Sector Banks and the
Agencies and Banks enjoying the Public Juridical Personality, shall be for a period not
exceeding three years renewable for another period or periods according to the provisions
of this Law, subject to the provisions of Laws and Regulations concerning the rest of the
conditions as required, tbr filling the aforementioned positions.

These positions shall mean those whose incumbents assume the leading administration in
production or services activities, or the management of affairs of the authorities in which
they function, from the grade of Director General, the Senior Grade, the Distinguished
Grade, or the Upper C- Jde and their equivalent.

ARTICLE 2

The Tenn of Office in the Leadership Civil Service Position shall expire with the
termination ofthe period determined in the decision for filling it by the Civil Servant unless
a decree is issued by the Authority concerned with Appointing, for renewal of that period.
When the period for occupying the foregoing position expires, he shall then fill another
non-leadership position whose grade shall not be lower than the grade of his position, and
the salary appropriate therefore shalI not be less than the salary he used to receive, to
which shaJI be added the allowances prescribed for the position to which he is transferred.

Transfers within the unit shall be made by a decision of the concerned Authority, and
outside the unit, they shall be effected by a decree ofthe Prime Minister.

Within thirty days following the termination of the period during which he filled the
leadership position, the worker may terminate his service upon his request. His rights shall
then be settled on the basis of his period ofcontribution to the Social Insurance Authority,
to which shall be added a period of five years, or the period remaining for his attaining the
legal age prescribed for quitting the service, whichever is less. Regarding the pension due
him on his basic salary or the variable salary in his previous leadership position, he shall be
treated similarly to a civil servant whose service is terminated on attaining the legal age.

, _ /1
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The Public Treasury shall bear the increase in insurance rights ensuing from the application
ofthe provisions of this Law.

The procedure necessary for renewing the period of filling the leadership position
therefrom, according to the foregoing provisions, shall be taken at least sixty days before
expiry of the period determined for filling the position.

ARTICLE 3

Subject to the provisions of article 25 of Law No. 38 for the Year 1972 concerning the
People's Assembly, and article 24 of the Law No. 120 of the year 1980 concerning the
Shura Council, the present law shall not apply to:

l. Governors, Deputy-Governors, members of the Judiciary Bodies, Members of the
teaching staff in Universities· and Scientific Research Centers, members of the
Diplomatic and Consular Corps, and members of the Police Authority.

2. Members of the Administrative Control Authority, and the general Investigations.

3. The Central Audit Agency, the Socialist Public Prosecutor, workers in the General
Secretariat ofeach ofthe People's Assembly, and the Shura Council.

4. Other authorities and positions ofspecial nature for which a republican decree shall be
issued determining them fonowing the approval ofthe Cabinet ofMinisters.

ARTICLE 4

The results of work of incumbents of leadership positions w~ch are subject to the
provisions of the present law, and who are still in service at the date these provisions are
enforced, shall be evaluated for the previous period accordins to the rules and procedures
to be prescribed in the Executive Statutes ofthe present law, within one year from the date
ifits enforcement.

These civil servants shall continue during this year to fill the Leadership Civil Service
Positions, until renewing their service period in these positions, or determining their
situations according to the provisions ofthe present Law.

ARTICLES

The Executive Statutes of this Law shall be issued by virtue of a decree of the Cabinet of
Ministers within three months form the date of its publication. comprising the rules for
selection. preparation, qualifying and evaluation.

ARTICLE 6

All provisions contrary to the provisions ofthe present Law shall be supers~tied.



ARTICLE 7

The present Law shall be published in the Official Journal ad its provisions shall be
enforced effective the day after the date of its publication.

The present Law shall receive the Seal of the State and shall be enforced as one of the
Laws ofthe State.

Promulgated at the Presidency of the Republic on 13 Shabaan Year l411 (hejira) or
February 28, 1991.

Hosny Mobarak
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ARAB REPUBUC OF EGYPT
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AND

MARINE TRANSPORT
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Decree by

The Transport, Transportation and Marine Transport

Minister

No. 108 for the Year 1988

To Issue the Financial Panel for the National Authority

for Wire and Wireless Communications

Ministry ofTransport, Transportation and Marine Transport:

After review of La...' No. .153 for the year 1980 to concerning the
establishment of the National Authority for Wire and Wireless
Communications. And by approval of the Administration Board for
the National Authority for Wire and Wireless Communications by his
session held on 6/3/1983 over the financial panel project, and to be
adopted by the authority.

Has decided:

Article No. 1 To work by the rulings of the financial panel for the
National Authority for Wire and Wireless
Communications as attached to this decree.

Article No.2 This decree is to be published in the Egyptian Official
Events Journal and to be valid from the date of
publication.

Minister of Transport,
Transportation and Marine Transport
Engineer Soliman Metwalli Soliman
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Decree

Minister of Transport, Transporlation and Marine

Transporl

No. 467 for the Year 1983

To Issue Amendments to the Financial Panel for the

National Authority for Wire and Wireless

Communications

Ministry of Transport, Transportation and Marine Transport:

After review of Law No. 153 for the year 1980 for the establishment of
the National Authority for Wire and Wireless Communications.
And after revision of the Ministerial Decree no. 108 for 1983
concerning the issuance of a financial panel for the authority.

And after approval by the Administration Board for the National
Authority for Wire and Wireless Communications by his session held
on 18/8/1992, over the suggestive amendments project, to the financial
panel adopted by the authority.

Has decided:

Article No.1 To work by the force of the rulings in the amendments
to the financial panel for the National Authority for
Wire and Wireless Communications as annexed to
this decree.

Article No.2 This decree is to be published in the Egyptian Official
Events Journal and is to be followed from the date of
publication.

Minister of Transport,
Transportation and Marine Transport
Engineer Soliman Metwalli Soliman
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FINANCIAL P.tS.NEL

General Rules:

Article No. 1 The rules of this panel are valid for all financial
dealings by the National Authority for Wire and
Wireless Communications, in a manner to safeguard
its monies and secure the internal control in it.

Article No.2 The other panels for the authority are considered
complementary to be rules in this panel.

Article No.3 The authority can use other financial accounts as
necessary by the nature of work in addition to the used
accounts.

Article No.4 The central administration for the financial and
commercial affairs and others of similar concerns in
the central administrations, and the different
authority zones are responsible of the execution and
control of the application of those rules in the panel,
also for the financial rules as stated in the authority's
other panels and all the executive decision concerning
those rulings.

Article No.5 The authority shall have a private account or more at
the Commercial Banks to 'deposit resources.

Article No.6 The authority shall have a private account or more
with the Commercial Banks to deposits its collections
of foreign currencies, those collections are used for:

a) Import "by itself or through others" without
permit what it needs of the production
requirements, materials, equipments, tools, spare
parts, transportation means, apparatus and other
·necessary equipments for its activity and to
replace the depreciated assets, and to execute its
investment projects either by opening UC's by
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deducting from cash shares allocated for the
authority in foreign currency or by ded'lction
from the authority's balance in foreign currency
with the Commercial Banks. This without being
bound by the rules of the panels regulating import
or trading in foreign currency.

b) Payment of the companies, foreign countries, and
international federation dues either by checks or
by direct transfer through the Commercial
Banks.

c) Payment of the value of printings, international
bulletins. That are imported by the authority
from foreign directions.

Article No.7 It is a must to refer to the central administration for
financial and commercial affairs with its financial
administrations as concerned with the central and
zone administrations to make sure of the presence of
the financial credit that allows and concerns
agreement before contracting or payment.

Article No.8 Insurance must be placed over cash trust officials and
safes trust responsible and of similar nature against
theft, robbery and other, in a manner the authority
withstands the value of the insurance instalments
while considering the adequacy of the insurance and
its continuity.

Article No.9 The authority can insure over its properties against
the different dangers like robberies, fires and others.

Article No. 10 It is possible to allocate administrative housing for the
workers according to the rules as issued by the
Chairman. In a manner to recover the house at
transfer of the worker or at end of service.

Article No. 11 The authority can, in a manner to obtain its rights
facing others, take procedures of placing
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administrative reservation according to the rules of the
law concerning placing administration reservation of
rights.

Article No. 12 The Chairman or his delegate can allow by permit to
perform the amendments as required by the work
nature by the authority at the rented areas to the
account of the authority on terms of obtaining the
approval in written of such from the owner.

Article No. 18 'l'he central departments heads and the zones
managers each in his field of specialization have the
authority ~o rent what the authority needs, with
equipments as of buildings, and land according to the
rules issued by the Chairman.

Article No. 14 To be prepared estimated measurements for the works
and services that the authority performs for others.
Its value is to be collected in advance and placed in a
special account payable from it.

The costs related to labour and goods, services,
bonuses, incentives, and add efforts. The final
accountancy occurs according to the actually spent
adding to it, the administration fees.

Article No. 15 The administration board determines a percentage of
the credits for the third chapter, as registered in the
authority's balance for research and studies connected
to its activity, that it undertakes by itself or assigned to
others. Also the board determines a percentage of
those credits payable as incentives and workers
bonuses in the field of study and execution ofprojects.

Article No. 16 The Chairman or his delegate has the authority to
distribute bonuses, incentives, and additional pay over
the workers at the authority or over those performing
services to it among the non workers.
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Article No. 17 The Chairman is exempted with his deputies and the
central departments heads and the zones managers
from the equivalent for the use of the rest houses.

The deputies each according to his specialization have
the authority to exempt the workers from payment of
the equivalent for staying over night at the authority's
rest houses in case of work assignments in other
regions and according to each case.

Article No. 18 The fixed assets owned by the authority that are hard
to place in a survey are considered as present at
service, its data shall be presented out of a special
computer output specially placed for this purpose.

Article No. 19 The warehouses are to be surveyed according to a time
schedule all along the year, to notify of the Central
Accountancy Authority in advance, and to determine
the stored amounts at the end of the financial year out
of the registers.

Article No. 20 Independent warehouses are to be allocated for the
purchased equipments to establish the authority's
projects till its withdrawal to execute the projects and
perform accountancy settlements when joining those
service projects.

Article No. 21 The general administration is concerned with
evaluation and depreciation work, to determine the
amounts that should be deducted under the item for
expenses as depreciation, and allocations out of its
registers and. the computer output data, and according
to the determined depreciation ratios. ,It, should notify
of that to the general administration for financial"
affairs and the financial administrations as concerned
to perform the accountancy entries as necessary.
This should occur periodically each three months.
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Article No. 22 The general administration for evaluation and
depreciation is specialized in determining the assets
value that went into service before closing the end of
accounts for the financial year, it should notify the
general administration for financial affairs and the
financial administrations concerned to perform the
accountancy rules as necessary.

Article No. 23 The general administration for evaluation and
depreciation is specialized to notify the general
administration for financial affairs and the financial
administrations as concerned of the value of the assets
that were removed from service and for which the
assumed life time has expired, before closure of
accounts to perform the accountancy entries as
necessary.

Article No. 24 The concerned financial administration shall notify
the general administration for evaluation and
depreciation of all the expenditure on the projects
account - each project separately - monthly out of its
register and the computer output - and it depreciates
all along the assumed life time for the asset according
to the authorized depreciation ratios.

Article No. 25 The financial year starts for the authority with the
start of the financial year for the state and ends with
its end.

Article No. 26 All the decrees that are issued by the administration
board relating to the financial sides are considered
complementary to this panel.

The Financial Authorities.

Article No. 27 The permit (licensing) exceeds the total costs for the
projects:
a) The authority by approval of the Chairman has

the right to exceed the total costs as authorized for
any project included in the investment plan of the
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authority against an equal deduction for other
projects, which are included in the same balance
after obtaining the approval from the Ministry of
Planning.

b) The Authority after the approval by the deputy to
the Chairman for planning and execution of
projects has the right to exceed the credit for any
project included in the balance against an equal
deduction in the credit for other projects included
in the balance on terms it does not exceed the total
costs for the project.

c) The Authority after approval from the general
manager for the financial affairs has the right to
exceed the credits for items and branches as in
the balance for the authority concerning
operation, and maintenance against equal
savings under the same title.

Article No. 28 Authorization and amendment of quantities and
measurement for the projects:
a) The deputy to the Chairman as concerned

authorizes projects measurements that exceed in
cost L.E. 500,000.

b) The concerned central departments heads authorize
the measurements for the projects with financial
costs not exceeding L.E. 500,000.

..

c) The concerned general managers and the
managers authorize the projects
measurements not exceeding L.E. 200,000.

zones
with

Article No. 29 Authorization and amendment of the measurements
for the other subjects and others account, have valid
the authorities incoming within the proceeding article.

Article No. 30 Devising items or types or licensing to exceed it against
a similar saving under the same heading.
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a) With the approval of the deputy Chairman for the
financial and commercial and administration
affairs at the level for the balance to the authority.

b) With the approval of the central administrations
heads at the level of the allocated amounts for each
zone while notifying the general administration
for the financial affairs with a copy of the
amendment.

Article No. 31 Redistribution of the allocated credits for each zone:
The zones area managers shall authorize the
amendment with notification to the general
administration for the financial affairs with a copy of
the amendment.

Article No. 32 publication, advertisement and announcement for
work purposes:
a) For advertisement:

Approval by the Chairman or his delegate.

b) Publication and anaouncement for work
purposes:
L With the approval by the deputy to the

Chairman for the financial, commercial and
administration affairs at the authority's
level.

2. With the approval by the central
administrations heads at the zones and
administrations level.

Article No. 33 Presentation of gifts and contributions:
a) With the approval by the Chairman till L.E.I0,000.

b) With the approval by the administration board for
more than L.E. 10,000, including gifts. and
contributions that were calculated among~he

authority's assets.
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Article No. 34 Forming permanent borrowings as in the custody of
Gne of the workers:
a) With the approval of the zones and general

managers till L.E. 5,000.-

b) With the approval of the central departments
heads in what exceeds.

In a manner that the payment from the permanent
loan be less than L.E. 500.- at a time, on terms not to
differentiate the purchases, to the exception of the fees
of different types, flooring, freight, commissions aud
similar types.

They are paid from the loan whatever the value is, in a
manner to present the cashing documents within a
week at the most.

Article No. 35 Formation of temporary loans as a custody of one of the
workers:
a) With the approval of the concerned general

mangers and the area managers till L.E. 3,000.

b) With the approval of the concerned central
departments heads in what exceeds.

On terms of presenting its documents within the
determined period when formed. The persons in delay
shall withstand a delay fine according to the declared
price from the Central Bank for the delay period. It is
possible to extend the period by approval of the
authority forming the loan.

Article No. 36 Authorization of the various payment forms:
The general managers as concerned and the area
managers or their delegates.

Article No. 37 Distribution of encouragement bonuses incentives, and
workers compensations for the unusual efforts:

·10·
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a) With the approval of the Chairman at the level of
the authority or his delegate.

b) With the approval of the Deputies to the
Chairman or their delegates at the level of the
central departments.

c) With the approval of the central administrations
heads or their delegate at the level of the zones.

d) With the approval of the zones general managers
at the departments level.

Article No. 38 Teaching, training and supervision over examinations
pounces. The deputies to the Chairman can approve of
payment and authorize.

Article No. 39 Assistance:
a) Immediate assistance in cases of emergency with

the approval of the deputy to the Chairman for
financial, commercial and administration
affairs.

b) Normal assistance with the approval of the
assistance committee and an authorization from
the deputy to the Chairman for financial,
commercial and administration affairs.

Article No. 40 Compensations and fines:
a) With the approval of the Chairman for non

workers.

b) With the approval of the deputy to the Chairman
for financial, commercial and administration
affairs for workers at the authority according to
the recommendations by the Health Insurance
General Authority.

Article No. 41 Parties, receptions, feasts, seasons, sports activity, and
social activity expenses:
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a) With the approval of the heads of the central
departments till L.E. 500.-

b) With the approval of the deputy to the Chairman
for financial, commercial and administration
affairs till L.E.2,000.-

c) With the approval of the Chairman for what
exceeds in amount .

Article No. 42 Burial expenses:
With the approval of the area and general managers.

Article No. 43 Unexpected expenses:
With the approval of the Chairman within the limits of
the balance credits.

Article No. 44 Deduction by expenses for previous years by deducting
over the current financial year:
With the approval of the area and general managers.

Article No. 45 Cutting away from the income:
With the approval of the area and the general manager
while taking into consideration the rules of oldest
trivial after making sure of previous addition to the
income.

Article No. 46 Payment by a document instead ofa lost original:
With the approval of the area and general managers
after being sure of previous non payment and
determining the responsibility.

Article No. 47 Payment without documents:
a) With the approval of the concerned general

managers till L.E. 40.-

I

b)

c)

With the approval of the central departments
heads till L.E. 200.-

With the approval of the deputies to the Chairman
till L.E. 400.-
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Article No. 48 Overlooking due debts to the authority on terms they
are not stolen, as follows:
a) In case of negative responsibility -accidents·

right fall down in cases • case refusal - verdict for
less than due - closing case whatever its value
might be after performing the investigation as
necessary through the legal affairs to determine
the responsibility. With the approval of the
general and zones managers as concerned.

b) Cases where it's impossible to prolong claim.

c) Repair of damages or rehabilitation
and

d) The amounts due to the authority from the
contributors after difficult collection legally:
1- With the approval of the concerned general

managers till L.E. 100.·

2- With the approval of the central
administrations ~eads till L.E. 300.-

3- With the approval of the deputy to the
Chairman for the financial, commercial and
administration affairs till L.E. 500.-

4- With the approval of the Chairman for what
exceeds.

b) The workers Loan:
With the approval of the deputy to the Chairman
for the financial, commercial and administration
affairs in the case ofdeath of a worker indebted by
a loan, and according to each case otherwise.

Article No. 49 The authority to place instalments over the
organization's dues is as follows:

1) The organization dues with contributors:
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a- With approval of the concerned general
mangers till L.E. 300.-

b- With the approval of the central departments
heads till L.E. 600.-

c- With the approval of the deputy to the
Chairman for the financial, commercial and
administration affairs for what exceeds.

It is termed in all cases that paYment of dues be
terminated before the date for the next periodical
instalment.

2) The priority fees are with the approval of the
deputy to the Chairman of operation and
maintenance.

3) The due amounts over the authority's staffCbeside
the services dues):
a- Till L.E. 400.- for a period not exceeding 12

months. With the approval of the general
and zones managers.

b- The amounts that exceed L.E. 400.- till L.E.
1,500.- for a period not exceeding 24 months.
With the approval of the central department
heads.

c- The amounts that exceed such should be by
approval of the deputy president for the
financial, commercial and administration
affairs for a period not exceeding 36 months.

Article No. 50 Overlooking the value of lost or damaged items:

a) By approval ofthe general mangers till L.E. 200.-

b) By approval of the central departments heads for
the amounts exceeding L.E. 200.- till L.E. 800.-
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Article No. 51

Article No. 52

c) By approval of the deputies to the Chairman for
what exceeds.

Payment of the traffic violations value. To be born by
the authority in case of violations resulting from
organizational works by approval of the general
managers and to be born by the person causing it to
happen, if the violations are personal.

Purchase of furniture and office equipments:
- With the approval of the general managers till

LE. 2,000.-
- With the. approval of the central departments heads

as concerned till L.E. 10,000.-
- With the approval of the deputies to the Chairman

for exceeding amounts.
On terms of prior commitment.

Article No. 53 Land Purcha:;e:
With the approval of the higher committee for
purchases and financial affairs.

Article No. 54 The amounts are allocated that the authority collects
as a result of action over one of its fixed assets or those
transferred and they are compensated to return the
authority's assets to original status or to purchase new
fixed or transferred assets.

The Balance.

ArticleNo. 56 The authority prepares an estimated annual balance
representing the estimate financial status for the local
and foreign funds sources and the ways of
expenditures in what agrees with the work nature.

Article No. 56 The estimate annual balance is divided over:

a) The current balance, it includes the resources
and the uses concerning the current activity.
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b) The investment balance, it includes the resources
and the uses for the authority's investments.

c) The investment transfers balance, it includes the
authority obligations concerning the payment of
the loans instalments and the finance sources for
those obligations and others.

Article No. 57 To be formed by a decree from the Chairman.
The principal and branch committees to prepare the
annual balance project for the authority in a manner
that the main committee performs the study and
preparation of the project in its final form and to
authorize it from the Chairman and to present it to the
administration board for its approval. In a way that a
copy of the authorized balance project be sent to the
Ministry of Finance and the concerned directions.

Article No. 58 The balance credits are to be distributed after its
authorization by the concerned authority over branch
balances for the central and zones departments and the
various authority (organization) administrations to
work by its force.

Article No. 59 The authority prepares a balance for the social service
fund among the general balance for the authority
(organization) with finance and payment as follows:

a) Finance sources:

1) The credit transferred from the authority's
balance within the limit of 5% of the net value
of the first chapter - wages.

2) The value of collected fines from violating
workers.

3) The collected revenues out of performed
services (kinder garden's expenses,
reinforcement classes, other activities).
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4) Gifts, assistance or any other income.

5) The surplus out of the in cash balance for the
fund and that transferred from the previous
year.

Article No. 60 The funds works are organized and payment
authorization performed according to its executive
panel.

Article No. 61 The authority can after review by the board for special
funds to depos~t specific and determined resources to be
used for determined purposes.

Article No. 62 Prepare a closure account for private funds to be
included in the closure accounts for the authority, with
surplus transferred to the following year.

Article No. 63 The authority prepares a cash balance clarifying the
collections and the expenditure as expected during the
financial year, to take care of coordinating the collection
dates and payments while showing the method of facing
liquidity deficit if any, including borrowing from the
commercial banks.

Article No. 64 The authority prepares the purchase balance annually
to supply the stores with sources as follows:

1- Credits for clothes, food, spare parts, equipments,
stationarty to be included in the current balance.

2· A percentage of local and foreign cash included in
the investment projects credits equivalent to the
expected drawn form warehouses for those
projects accounts.

3· The value of the equipments expected to be
delivered to face works for others within the limits
of the stored.
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Article No. 65 The authority can overlook the one chapter link
according to required from actual execution, if that is due
to laws or decrees issued after the authorization of the
balance or due to an increase in activity by the authority
on terms of arranging a cover with the approval by the
Chairman.

Article No. 66 The authority can innovate items, types or licenses to
overlook and to transfer between credits including
bonuses, incentives, and additional wages according to
the financial authorities.

Article No. 67 To hold a register for the commitments at the financial
administrations, to place entries of commitments before
payment, in a manner to revise each commitment
relative to the actual spent, and to disregard the non
executed commitments.

Article No. 68 The remaining credits are to be transferred, without
payment from the investment balance during the current
financial year, to the following financial year balance, to
be used for the purposes previously allocated for.

Article No. 69 The authority has the right to conclude contracts
concerning new works included in the plan, and that are
extended in execution for more than one financial year in
the limits of the total costs as authorized for the projects
while allowing cash liquidity to fulfil the consecutive
obligations to those contracts.

Article No. 70 It is possible by a decree from the Chairman to exceed the
encouragement bonuses credits and the incentives by a
ratio of 10% of the expected increase to achieve in the
actual revenues collection in the current expenses that
are realized as a result to e~enditure guidance.

Article No. 71 It is a must to use the financial credits in the purposes as
placed.
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Article No. 72 Not valid are the rulings for general permits as annexed
to the law of fixing the balance if it contradicts with the
basic law for the organization and the regulating panels.

Article No. 73 In the case of a delay in the issuance of the balance fixing
law for the authority before the start of the financial year,
payment occurs within the limits of the credits for the
previous financial year balance, till its issuance.

Special Rules for the Workers:

Article No. 74 The wages, salaries and similar are paid in the last
day of "he month. If the last day meets an official
holiday, payment shall be in the last previous working
day. The Chairman or his delegate can advance the
payment dates on occasions and feasts days. Also
relative to the pensions determined to be paid starting
from the eightieth day of each month.

ArticleNo. 76 The financial administrations managei"S in the central
and zones administrations must sustain fI.·om paying
any unauthorized document by the concerned
authority.

Article No. 76 Without violating the rulings of the laws for alimony,
deduction from the worker's payor signing a
reservation against him shall be within the limits of
one quarter of the due pay. It is not possible to place
reserve over the transport expenses as nor the luggage
transport expenses nor the stated in kind with its types.

Article No. 77 It is not valid to accept agency in cashing alimony or
granting it to others except by official agency
authorized at the Real Estate Office while considering it
is prohibited to give away the person due to minors.

Article No. 78 The financial affairs administrations should revise the
payroll lists, the pensions, the expenses and any other
dues, to review it in detail to make sure of its legality,
validity for payment.
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ArticleNo. 85 The payment representative should return the payment
lists attaching to it the supply receipts for the amounts
that have not been paid to their owners and any other
documents supporting payment, to the concerned
financial affairs administrations at a date maximum
twenty days from determined date for payment.

The financial affairs administrations should:
a) Taking follow-up procedures for the supply of

those lists on determined dates and taking
necessary procedures in case of delay.

b) Revision of those lists and annexes as of
documents and supply receipts for the";u.npaid
amount to their owners.

c) Making sure that all the workers hn,,'e signed the
lists in a manner evidencing payment uf their
dues and that the amounts that were not paid have
been supplied to the concerned treasury on
determined date.

Article No. 86 The workers dues posted in the credit balances in their
names should be revised periodically, and t:.o know the
reasons of it remaining in the credit balance.
With settlement of the non due to the special item. and
its addition to the various revenues if from a previous
financial year, as for the due amounts.
The revenues are settled according to the following
dates:
a) If the due amount is less than L.E. 50.- it is settled

to the revenues after the passing of one year from
posting in credit balances beside the year of
posting.

b) If the due amount is L.E. 50.- or more, it is settled
for revenues after three years beside the year of
posting.
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Article No. 87 Payment of the workers dues that are returned by drop
out of revenues, they are licensed to be paid by the
concerned financial authority, according to a request
presented by the s'..Lbject himself showing all the
necessary data and signed for acceptance by a number,
and the settlement date for the revenues and that it has
not been previously drawn.

Article No. 88 '!'he workers dues that are not claimed within a period
of maximum five years, become an earned right for the
authority.

Article No. 89 It is possible with the approval of the central
administrations heads and by the authorization of the
deputy to the Chairman as concerned to pay for the
tickets of membership for the use of the internal
transport means (metro - bus - train) to the account of
the authority for the workers whose work nature
necessitate continuous travel. It is also possible to pay
memberships by km for the railways lines and the
public vehicles lines or the subway metro according to
the nature and terms of work of the licensed ones.

Article No. 90 It is possible with the approval of the Chairman to
allocate organizational passengers cars for the
occupants of principal posts at the authority t.o be used
between their residence and work headquarter. Also
relative to experts who perform services for the
authority on a term of no payment of an in place of
transport payment..

Article No. 91 If the worker dies while in service, the widows or
widow or the oldest of sons, and in case of absence to he
who shall pay the funeral, shall receive three quarter of
the funeral expenses due immediately, and the public
affairs administration for each zone takes over the
necessary procedure for that concern. The remaining
quarter is paid after presentation of the requir~d
documents.
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Resources and Collection:

Article No. 92 The authority's dues are determined out of the
customers contributions and of similar nature in
advance through the central administration for
commercial and economical affairs and the following
administrations. They are written in the unified
register in the names of the authority clients. Those
registers are considered as assistant ledger. It also
notifies the financial affairs administrations in the
zones according to the determined dates 'monthly with a
total of those dues to prove it in the total registers
(general ledger), a monthly conformance test should be
performed between the balance of total account for the
clients at the financial affairs administrations and the
total of the assisting personal accounts at the
commercial administration (wire and wireless).

The unifies register is considered as enough evidence of
proving the debtor quality for the clients without
settlements.

Article No. 98 The authority's dues are to bE' collected either in cash or
by checks or cable or post f:xansfers. The collections are
deposited daily to the IIl::tin authority's treasuries or the
bank or post office according to cases, or throu(;"h the
banks according to contracts.

Article No. 94 The checks are delivered to the treasury that stamp it
and authorizes it deposit in a bank. It is delivered to the
bank using the prepared furm for such a purpose on the
following day at the most.

.Art:~le No. 95 The cable and post transfers incoming to the authority
are delivered to the concerned treasury the sends it to
the financial affairs administration using the prepared
form for that purpose, the f.~oncerned division endorse it
by those with the right to sign over drawn checks, then
it is sent to the concerned direction Cor collection.

-23-



.....

'.J!

Article No. 96 It is a must to notify the concerned financial affairs
administration of what is collected in cash or by checks
or by cable or post transfers, and the type of revenue,
this to prove it and perform the necessary accountancy
entries for that concern after performing the necessary
revision.

Article No. 97 When returning the clients checks from the bank
without collection for any reason, the concerned
financial affairs administration performs the necessary
accountancy entries according to the issued
instructions for that concern. A special register is laid
to register the returned checks to follow - up its
collection procedures. The returned checks are sent to
the concerned direction to claim its value in cash from
the clients with collection of a delay fine of due payment,
considering the client d~d not pay on date or legal
procedures will be taken.

Article No. 98 The contributions are collected and similar items as
due from the clients at the authority's main and branch
treasuries, and the cable offices, the telephones offices,
the post offices, and the banks. This according to the
instructions and rules as issued by the financial and
commercial affairs central administration after its
authorization from the Chairman.

Treasuries:

Article No. 99 In each zone with a financial affairs administration
forms a main treasury. It is possible to form branch
treasuries according to the volume and nature of works
in the area in a manner that it would be equipped with
all necessary preparations and that all precautions be
taken to save guard it as of guard and others.

Article No. 100 By instructions from the deputy to the Chairman for
financial, commercial and administration affairs will
be organized a method and system of work at the main
and branch treasuries, to determine the cash balance
allowed to be kept in those treasuries.
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Fiscal Stamps, Lawyers Stamps and Others

Article No. 101 The fiscal stamps, lawyers stamps, fuel coupons and
others as necessary for the authority's work shall be
purchased from the concerned direction by advance
payment system through each of the central

- administrations, in a way to settle it by documents
before payment of another instalment.

Article No. 102 Those fiscal and coupons are personal custody to one of
the workers insured by the directions using them.
They are surveyed once a month at least by the
concerned responsible to be determined by the
concerned area general manager.

Bails:

Article No. lOa The letter of guarantee issued in favour of the authority
for the temporary and final insurance and against the
advance payments. Should be issued by lice!lSed banks
for such. If they are issued by foreign banks, they
should be authenticated by one of the specialized banks
in a manner they would be unconditional, valid and
extendable.

Article No. 104 The insurance policies issued in favour of the authority
by the telephone offices and public cable offices owners
should be issued by Egyptian Insurance Companies,
authorized and valid till expiry of purpose of its
deposition.

Article No. 105 The letters of guarantee and the insurance policies
should be in custody of a responsible staff to revise it,
check its validity as of its value date period, its renewal
on suitable time and it non following any term and
returning it to the concerned after termination of its
purpose. A special register shall be set posting in it all
the letters of guarantee and the insurance policies, its
data and the steps undertaken first by first.
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Article No. 106 There should not be any reservations under the
authority's hand over the value of the letters of
guarantee or the insurance policies.

Article No. 107 It should be taken into care to claim the bank or the
concerned insurance company of the value of the letters
of guarantee or the insurance policies at the possibility
of confiscation of the insurance or part of it. For any
reason, this before the determined date of its expiry of
validity. The one in custody is responsible personally of
the consequences as of loss referred to the authority in
addition to administrative penalties.

Certi~ates, Copies, and Extracts Fees:

Article No. 108 To be organized by instructions of the Chairman the
certificates, extracts and documents copies that could be
issued by the authority for others or for non workers.

Purchase of Books and Contribution in Journals and
Magazines

Article No. 109 The Chairman or his delegate can allow the purchase
of books connected to the authority's technical, financial
and administration works, this to provide the
authority's offices with it.

Article No. 110 The central administrations heads can allow for the
purchase of scientific and foreign magazines and the
panels and laws connected to the authority's activity
within the limit of the credit allocated to the central
administration.

Article No. 111 The Chairman or his delegate can allow to join the
membership for the circulation of any journal or
Egyptian or foreign magazine.
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Joining in International Federations:

.Article No. 112 The Chairman or his delegate can allow for joining by
the authority in International Federations that have her
works related to the authority's activity.

The Telephones:

Article No. 113 The minister of transportation and ministries heads
enjoy a free of charge telephone line without a
maximum limit for local calls and inte!Ilal across the
country calls and the contribution to a link line in case
of a connection over the automatic call, with exemption
from the installation and transfer fees, this for the life
time. Also enjoys of this privilege the administration
board members during their membership period and
for the life time for those who spent 15 years with the
authority.

Article No. 114 The Chairman can decide to make the authority bear
the value of excess calls for telephones installed in the
workers houses whose nature of work require
performing a lot of calls to finish the authority's works.

Article No. 116 The workers at the authority are exempted along with
the ministry of transportation general bureaus and the
referred to retirement from administration fees and
telephone installation fees, and the expenses for
additional service, transport, giving away right fees.
Also the works at the Egyptian company for the
telephones equipments manufacture are exempted
from 50% of the installation expenses.

ArticleNo.11G The home telephone contributions are installed for
workers at the authority over monthly payments to be
deducted from their pay. In case ofvalidity of any other
amounts resulting from excess local calls or across the
country calls during the deduction period.
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They are paid without fine or administrative expenses
in a manner to cut the line in foase of non-payment and
that without returning the line except after payment.
In case payment is not made within four months from
termination of payment dates without fine. To apply the
rules of non payment.

Article No. 117 The cables and local telex for the organization are to be
authorized hy the responsible staff and across the
country call to be authorized by the concerned
administration manager. As for the inte:.national telex
it is to be authorized by the concerned central
administration head. In all cases the responsible staff
withstands the value ifit is proven it has been used for
purposes other than work.

Expenses and Its Payments:

Articie No. 118 Payment shall be by the authority in one of the following
methods:
1) By checks drawn over the Central Bank or the

Commercial Banks.
2) By payment orders drawn over the authority's

treasuries or the post treasuries.
3) Local payment orders.
4) In cash within the limit of the stated system for

permanent and temporary loans or through the
payment representatives relative to the workers at
the authority.

ArticleNo. 119 The checks, payment orders and local orders as issued
should hold two signatures (a first and a second), and
in all cases the models of these signatures should be
reported to banks and treasuries as authorized by the
Chairman or his delegate for such. The workers with
permit for second signatures should revise the
payment documents and make sure that the amount in
written, in figures and the name of the deserving
person conform to the documents.
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Article No. 120 The checks and payment orders drawn in the names of
the treasuries trustees, bankers, payment
representatives and other of similar nature should
have the name linked to this quality, no endorsement is
allowed nor agency when payment.

Article No. 121 The checks and payment orders are considered as valid
for payment within the following periods:

a) The checks: 6 months from drawing date.

b) Payment orders: 3 months in addition to the
month of drawing.

The value of checks and orders are settled which were
not paid for revenues according to the ruling of article
86 of this panel.

If the mentioned period expires, checks and orders
should be renewed for other periods as by request of the
person in concern.

Article No. 122 The financial affairs administrations at the central
administrations and zones should take necessary
procedures for its supply of necessary equipments by
finance by checks, and payment orders and to control
the method of circulation and filing and keeping of its
trace clip in agreement with the rulings of internal
control.

Article No. 128 The in place of lost checks and payment orders are
reissued on terms of taking necessary procedures to
save guard the authority's money.

Article No. 124 In the case of loosing a check or payment order
concerning the wages and similar, to reissue instead
after making sure of previous nonpayment and taking
necessary procedures to stop its payment in Bank and
treasuries in a manner that investigation occurs
afterwards to determine the responsibility.
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Article No. 125 In the case of a loss of a check or payment order not
concerning the wages and similar. to perform what
follows before reissuing:
a) Deposit on L/G for the value, valid for 6 months

from date of stop of payment.
b) Publishing in a daily newspaper for three

consecutive days checks with values not relative to
publication expenses could be exempted.

c) Making procedure of stopping payment. Except
for checks and orders that have been issued for 3
years or more, to reissue instead without
procedures as in a and b.

Article No. 126 Workers should be insured that process in their trust
checks and payment orders.

Article No. 127 Each payment should be confirmed with original
documents indicating the due and to be authorized
administratively and financially by the concerned
authority.

Article No. 128 Payment occurs by documents for the instead of lost
authorized by the concerned authority after making
sure of the loss reasons and previous non payment and
taking necessary procedures for that concern.

Article No. 129 The emergency and exceptional expenses are
authorized with purchase of expensive items from the
Chairman.

Article No. 180 The permanent loans should be in the trust of one
worker insured and of the non-worker at the financial
affairs with licensing to form it and determine its
value. Its purpose and the maximum limit for each
payment. This should occur according to the financial
authorities shown in this panel, its value determined
based on the double of the average monthly payment
each 6 months to the exception of determining the loan
for the funeral expenses and difficult stop of work
loans.
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Article No. 181 The permanent loans are personal custody, that should
not be transferred to another person except after
settlement of the first person loan by an official
statement.

Article No. 132 The person in charge of the permanent loan shall hold
a special register to enroll the expenses in detail
confirmed \~~h authorized documents for payment by
the concerned authority.

It is given serial numbers annually, entries are by the
value in original of document before deducting stamps.
Also care sho~d be given to the special rules for the
reserving of commercial and industrial profits from
source, and fiscal duties.

Article No. 138 The paid should be completed when the balance
reaches 50% of the permanent loan value.

Article No. 134 The permanent loan should be surveyed once a month
at least on dates unknown by a responsible assigned by
a general manager for the area concerned or his
delegate.

Article No. 135 All permanent loans should be settled before the last
day of the end of the financial year, and any violation
will cause referring the responsible of it to inquiry with
collection of a delay fine at the declared interest rate by
the Central Bank.

Article No. 136 The ruling for bankers and payment representatives
are valid over the permanent loans trustees.

Article No. 137 When necessary it is possible to license to pay
temporary loans for determined purposes. Those shall
be in the custody of one worker insured and of a non
worker at the financial accounts administration. To
license its formation and to determine its value, period
and purpose according to the financial rulings
authorities.
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Article No. 138 The temporary loans are personal trust, should be
settled soonest termination of purpose, to take care not
to exceed the determined period for it, they should not
be used for other purposes.

Article No. 139 The financial control authorities must survey the
temporary loan at any time.

Article No. 140 All temporary loans must be settled before the last day
of the end of the financial year, any violation of that
shall cause referring the responsible to inquiry and to
place against him a delay fine with the declared
interest rate from the Central Bank.

Article No. 141 The rulings for bankers and payment representatives
are valid over the temporary loans trustees.

Ledgers with Value:

Article No. 142 Ledgers with value are:

1- Checks paid by the Central Bank, the Investment
Bank, and the Commercial Banks.

2- Payment orders paid by the post or treasuries.

3- Local payment orders.

4- Checks and orders notices books.

5- Models of coding from checks and financial
transfers sent for collection.

6- Collection receipts for the dues to the authority
(telephones - cable - wireless· telex· treasury
receipts).

7- Delivery forms and equipments release forms from
the warehouses.
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8- Delivery book for checks, incoming post transfers.

9- Delivery receipt hook for checks and post transfers.

!o- Data book for drawn payment orders.

11- Receipts for supply of money to the treasury, banks
or posts.

Article No. 143 The general rules are to be followed for the method of
supply and printing of those ledgers. The methods of
receipt, circulation, filing the new and used, periods of
keeping and procedures followed in case of loosing the
new and used:

Due Debts to the Authority and Its Cases with Others:

Article No. 144 Due debts should be collected from the workers or non
workers immediately. It is possible in exceptional cases
to install those debts by a permit from the concerned
authority according to the rules listed in the financial
authorities.

Article No. 145 The debts difficult to collect for any reason remain in
the due debts accounts to the authority (debtors account)
for the legally stated period for right fall in claiming it.
In the case of difficult collection in a definite manner
after exhausting all control procedures over the debtor.
The matter is to be presented to the concerned
authorities to overlook collection according to the
rulings in the financial authorities.

The Posted Amounts in the Debtor Balances and That
Due for Workers or Others:

Article No. 146 It is not possible to pay the posted amounts in the debtor
balances and that due for workers or others except
according to the request of the concerned including all
data and after revision to the fixed in the registers and
making sure of the right to pay and of previous non
payment.
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Article No. 147 Inspection and revision of the posted amounts in the
debtor balances should occur periodically each 3
months to know the reason of it remaining, and extent
of due and for the settlement of the non due of it to the
concerned item or various revenues as per case.

FINANCIAL CONTROL

Article No. 148 Financial control over the authority occurs as follow:
a) Before payment by the managers and accounts

agents at the various zones. They should reply over
the general administration for financial affairs
reports within 15 days from receipt of report.

b) After payment by the central authority for
accountancy, which notifies the authority of its
observations for research and to reply within the
determined period.

Article No. 149 Revision is to occur at the headquarters for the
authority, its administrations and areas.

Article No. 150 The staff for inspection over financial works (financial
inspection general control accounts inspectors), has the
right to review books, registers, documents, and to
request data necessary, clarifications to perform their
mission.

Article No. 151 Soonest knowledge of any incident of robbery or
negligence all zones and administrations should place
a hand over the documents and notify the general
control for financial inspection at the general
administration for financial affairs.

Article No. 152 The general control performs investigation and
immediate inspection for the incident and present a
preliminary report to the general manager for the
financial affairs of the result showing the value of
losses and the stolen amounts or lost amounts.
The direct responsible and in cas~ requires such form
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an inspection committee to inspect the works and
recommend the procedure to present to the Chairman
to decide on suitable action relative to the violation.

Article No. 158 In the case of forming on inspection committee for the
works of the responsible, the committee shall:

a) Inspect the accused works from date of discovery
of the incident till date of fraud.

b) Study of means followed in committing the
incident and the reasons of its occurrence.

c) Survey or"the stolen or lost money.

d) Determine the direct responsible and the indirect
ones for the incident.

e) Suggest the means and precautions to avoid
future occurrence.

Article No. 154 The committee as in previous article is formed by a
decision from the deputy to the Chairman for financial,
commercial and administration affairs in a way to
clarify wether to refer the responsible to the legal affairs
or the public deputy ifany.

Article No. 155 The committee represents its final report soonest
termination of inspection and investigations works to
take the following procedures:

1- Notify the legal affairs or administrative deputy for
the security of a copy of the report if the subject is
referred to it.

2· Notify the Central Accountancy Authority with a
copy of the report. . .

3· Recording the incident at the register set for such
at the general control for financial inspection.
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4- Notify the concerned financial accounts
administration with a copy of the report.

Article No. 156 The concerned financial accounts administration after
being informed with a copy of the report should register
the stolen amounts.

Article No. 157 To SE\cure financial control and internal adjustment to
take care of:

1- Secure the trust owners of any· type of trust,
whatever the period of service of the trustees is.

2- Distribution of work between the workers at the
financial accounts administration to follow the
internal control rules.

3- Choice of workers for financial works, the
treasurers, bankers and the payment
representatives and trust personnel among those
with good conduct and reputation, disregarding
suspects.

4- . Adding to internal probation authorities inspectors
of good reputation and high education suitable to
inspection and control works.

-

5-

6-

7-

necessity of performing transfer movement
between warehousea trustees and treasurers and
accounts workers each few years with granting of
annual leaves.

Giving importance to documents filing rooms,
suitability of storing areas with availability of
guard and security means.

Executing the panels and laws and instructions by
the authority as issued by the various control
directions at the authority and by the bulletins by
the general administration for financial affairs.



Article No. 158 Those with authority to authorize payment can not
order payment in his own favour or to a higher in rank.
They can not also sign the check or order (first and
second signature) if the check is in their name.

7'he Monthly and Closure Accounts:

Article No. 159 Each area presents to the authority's zones with
financial accounts administration, monthly the
following accounts:

a) The revision balance for the accounts funds in the
registers at the level of branch account.

b) Detailed lists of the balances, accounts movement
out of the analytical registers.

c) Present monthly accounts at a maximum of 20
days after the end of the account month to the
general administration for financial affairs that
shall assemble and prepare those accounts at the
authority level within maximum 10 days from
date of receipt.

d) The debit and credit invoices are sent to the other
zones for the cash operations soonest direct
payment in the first 5 days maximum of the
following month and within 15 days of the
settlements.

Article No. 160 All accountancy settlements occur before preparation of
accounts and the closure lists in a away to transfer the
financial year with its expenses and revenues in
accordance to due principle. Also to inspect the debtors
accounts in detail to know extent of no collection in total
or in part, and also creditor accounts.

Article No. 161 At the end of each financi8.I year the authority prepares
the financial status and, the closure accounts in a way to
include:
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a) The sufficient allocations to cover all obligations,
responsibilities, probably losoes and the allocations
necessary to keep the productive capacity and form
reserves in a manner assuring the authority's
targets.

b) Net resultant for the current activity (surplus of
current operations).

Article No. 162 To attach to the closure accounts for the authority the
following:

1) Statements for safes survey for each area at the
end of the last working day of the financial year.

2) A statement of the warehouses contents at the end
of the financial year out of the accountancy
registers.

3) A certificate from the bank having the authority's
accounts showing the balance or a bank account
at the end of the financial year showing the
balance fot' the authority.

4) List of the remaining of permanent and
temporary loans at the end of the financial year if
any.

5) Revenues tables at items level with showing of
reasons for increase or decrease.

6) Uses tables.

7) Detailed list of debts in doubt of collection at the
end of the financial year.

8) List of debtor accounts elements and creditors
that are personal and that exceed L.E. 1,000.-

9) Approval of the board over the closure accounts at
the end of the financial year.
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Article No. 168 The list of financial status (general balance) is presented
with the closure accounts to the board early possible to /:lend
it to the Central Authority for Accountancy and concerned
directions on dates assigned by the Ministry of Finance.

Article No. 164 To present the central authority for accountancy remarks
to the board concerning the general balance and the closure
accounts with the reply being at a date maximum two
months from date of the answer by the central authority.

Publication:

Article No. 165 Publication of tenders, bidding shall be in the local journal,
and possible "in the foreign journals in the case of foreign
purchase.

Article No. 166 Possible to publish adds in local and foreign journals for
the works related to the authority activity, and its needs in
case requiring such in a way to consider saving as possible,
in the limits of credits as in the balance for the authority.

Article No. 161 Prohibited to publish personal adds, the one publishing it
bears its cost and the administration penalty.

Cables, Telephones:

Article No. 168 Cables are not to be sent except in emergency or when
necessary with as possible brief summaries.

Article No. 169 Those sending cables shall bear its value in addition to
administrative penalty if it becomes clear it is personal or
unnecessary.

Article No. 110 The authority can bear the cables value for congratulations,
regrets sent to workers or important public figures in the
name of the Chairman and his deputies on terms it is sent
in their official capacity not personally.

Article No. 171 Prohibited the long distance calls of personal character.
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Organization of the Authority Accounts:

Article No. 172 The financial accounts should be applied in agreement
with the nature of activity by the authority and the
suggestions of the experts contracting with the
authority in a way to gather between financial and cost
accountancy.

Article No. 179 To be determined by the Chainnan as by the central
administration suggestions the ledger group and the
registers and the models of financial ~ocuments that
are used at the authority and the documentary cycle for
it, in a way to:
1) Register the accountancy operations in registers as

used and explain the account components.

2) Use of a group of assisting diaries.

3) Photocopy of the monthly and quarterly accounts
and the closure lists.

4) Use of a monthly revision balance.

5) Determine the pathway for each document from
issuance till delivery, with periods of stay at
divisions.

6) Determine the responsible relative to the delivery,
keeping and follow-up of the financial documents.

Article No. 174 Each ledger entry should be confirmed in authorized
original documents authorized and numbered by
serials and attached to the payment form or the
settlement order.

Article No. 175 Care should be taken in writing checks, and orders and
to authorize it using dry ink with ball point being black
or blue. Also the checks notice should be written and
sent on the same day of checks export and orders
delivery.
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Article No. 176 A correct costs system holding is a must helping to
present data and prepare studies as needed to achieve
the targets of:
a) Control over costs of uses elements (production .

marketing • finance and administration) either
direct or indirect and to prepare costs lists.

b) Calculation of local and foreign services costs
compared to tariff as stated to perform this service
and to compare the elements costs.

c) Show changes out of comparisons, reasons,
treatment and necessary recommendations to
lower coats and guide expenditure and increase
the revenues.

Article No. 177 The instructions by the National Investment Bank must
be followed concerning payment of investment projects
in detail and non issuance of checks for those projects
except pays and similar in a manner to perform
settlement.
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The Transport, Transportation andMarine Transport

Decree No 200
for the Year 1983

for IssWngofa workerPanel at the National Authority

for Wire and Wireless Communications

Ministry ofCommunications:

Mer review of law no. 153 for the year 1980 to establish the National
Authority for Wire and Wireless Communications and the decree by the
board of directors for the aim authority to approve of the workers panel
project, and according to the decision ofthe state council it was decided:

--

'.

ArticleNo.l

ArticleNo.2

To work according to the rulings in the worker panel at the
National Authority for Wire and Wireless Communications
as attached to this decree, starting February first 1982.

The president for the board of directors for the National
Authority for Wire and Wireless Communications should
apply and execute the decree.

Minister
ForTransport,TransportationandMarineTransport

EngineerSolimanMetwalliSoliman
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CHAPTER I

Concerning the General Rulings:

ArticleNo. 1 The Board of directors places classification and evaluation of
posts tables within the organizational stru~re frame work
for the authority, to include each job description, determining
its duties, responsibilities and necessary terms to be
available relativ.e to occupant, with its sequencing in one of
the financial categories as incoming in the annexed wages
schedule to this panel. The jobs at the authority are divided
over type functional groups according to the nature of the
work at the authority.

It is valid by a decree from the board of directors to newly
place work requirements as of new jobs or to cancel present
jobs. It is possible to reevaluate and classify jobs under the
lightofwork need.

ArticleNo.2

ArticleNo.3

The Chairman has the right to hire national and foreign
experts and those who shall perform temporary occasional or
seasonal works, placed in decrees according to the authority's
activity and according to the attached system.

Filling the jobs shall be by fulfilling the necessary terms
through appointment, raises, transport, deputising or
transfer.

ArticleNo.4 The workers affairs committees are concerned to research all
the workers affairs placed at the first degree and following
degrees, as ofappointing, transport, promotion, and granting
ofperiodical incentive promotions, to authorize the adequacy
reports for them, and other items as stated in this panel.

Also it concerns knowing of the Chairman's views about
topics or the person in charge to authorize its decrees, to
form a higher workers affairs committee under the
authority's presidency by a decree from the Chairman.
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The workers affairs committee is to be of three members at
the least and of five at the most. in a way one of them be a
public syndicate member, to be chosen by the syndicate's
board of directors. It is possible to form more than one
committee according to the work requirements and under the
light of the organizational structure for the authority.
The committee's decrees are authorized by the Chairman.

The workers affairs committee for branches in areas or
administrations is formed by a decree from the zone (area) or
administration manager as previous, in a way that one of its
members be a member of the syndicate committee to be
chosen by the board of the directors. If the syndicate
committees are more than one in an area or administration
the boards of directors should convene to choose a
representative to join the committee. It is concerned of
appointed workers in the area or administration till level four
decree and to authorize the adequacy reports and the
promotions by history reference dates, and to revise the
area's manager or the administration views as in subjects
presented for its opinion. Its decisions and decrees are
authorized by the area manager or administration.
It presents its suggestions concerning the authorization of
the adequacy reports with excellent evaluation, also
concerning promotion by selection to the higher workers
affairs committee within the authority (organization)

The committee convenes according to its president invitation
or the concerned ofauthorizing its decrees. Its decisions are
to be issued by a ml\iority with the exception of the case of
equal opinions.

The side where the president is shall be the valid one. The
workers affairs president shall resume the works for the
technical trust lUfairs within the committee, or by the person
that performs his work. without having a countable vote in
the negotiations.
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ArticleNo. 5 The workers affairs committee sends its decrees and
decisions to the concerned party for authorization within one
week. Ifhe does not authorize it and did not materialise an
objection within thirty days from date of its arrival, it is
considered valid. Ifhe objects totally or partially within this
period, he should show the reasons in written explaining his
refusal, and to repeat what he objects to over the committee
for repeated research under the light of said reasons.
He should determine a date for decision making. If this
decision making time is consumed without an opinion by the
committee, the opinion by the concerned party shall be valid.
If the committee holds to its opinion within the determined
time internal as determined, it shall send its suggestion to the
concerned party for authorizatioP. for decision with the
indicated period. This decision in such a case is final.
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CHAPTER]]

Appointments:

ArticleNo.6 The appointment shall be starting at th~ beginning of the
pJPe group jobs. Appointment shall be by examination,
except for jobs as determined by the Chairman. He places
the systems special for the examination. This is not valid for
appointments for higher leveljobs nor over reappointments in
the same functional group. The same for appointments at
levels other than minimal. except for cases determined by the
Chairman.

Along with that appointment is possible in other not minimal
type group jobs or by wages exceeding the first set total
amount according to the result of the examination.
The Chairman determines by a decree the jobs that follow
such and also determines the examination system.
The Board of directors places by a decision the basis to
determine the level for thejob and the wages.

ArticleNo.7 Appointment for higher jobs is to be by the minister decree,
while the appointment in other placements shall be by a
decision from the Chairman or his delegate according to the
recommendation by the workers affairs committee.

ArticleNo.8 To the exception ofhigher posts. appointment shall be at open
posts by advertisement. Advertisement shall be in the daily
newspapers or inside the organization as determined by the
Chairman. The advertisement includes the data related to
the placement and the terms. The Chairman can relieve from
advertisement, and ofall or some ofits terms. Also to relieve
from the examination if necessity forces soonest filling of
posts or iffound in the works's best interest.
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ArticleNo. 9 Appointment for posts that are with prior examination
according to preference with the final sequence for the
examination results. At equals standards of sequencing, the
higher in educational levels shall be appointed, then the
earliest graduation. then the older in age.

He who Ub.., no turn for appointment with one year from date
ofdeclaration of the examination result shall have no right to
placement. It is possible to appoint out of lists that has been
formed since more than one year, if there are no other valid
lists to elect of, this within six months following the expiry of
the year. Appointment for the jobs without examination shall
be as follows:

1- If the educational certificate is one of the terms
necessary to be available for the person seeking the job,
the priority shall be for higher educational levels.
At equal standards, priority shall be granted to the
highest in ranking, then the earliest in graduation then to
the older.

2- If experience is the required, appointment shall be
according to the experience intervals. At equal experience
levels to the oldest in age.

ArtieleNo.lf) It is conditional to each appointed in one ofthe jobs:

1- 1'0 be Egyptian or r.f an Arab Nationality that treat the
same with the Ar~b Republic of Egypt relative to public
posts appointments.

2- That he would be ofgood reputation and good conduct.

3- That he would not be convicted by a criminal offence in a
crime as those stated in other laws or by a sentence
limiting freedom in crime concerned with trust or honour
unless he was found not guilty.

• 7·
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At the same time if the court ruling includes the stop of
sentence it is possible to appoint by the approval of the
Chairman. Ifhe was sentenced once the ruling does not
prevent appointment unless if. the workers affairs
committee estimates by a caused decision out of the
reasons and factious circumstances that the
appointment of the worker contradicts the job needs or
the nature of the job.

4- That he was not previously dismissed from service by a
decision ofa final penalty ruling unless it has been issued
since four years at least.

5- That he meets the terms of the profession.

().. That he proves health fitness for the job through the
concerned medical direction, this except for higher
placements appointments. It is possible to exempt him
from the health fitness term by a decree from the
Chairman orhis delegate.

7- That his age at the issuing ofthe appointment decision be
not less than eighteen years old, exception made to help
position, where age shall not be less than thirteen years
old and not exceed sixteen.

8- That he would know how to read and write.

ArticleNo. 11 Valid for the evaluation of national and foreign scientific
degrees, the stated systems for such in the state.

ArticleNo.12 Ifthe appointed worker does not receive work within a month
from date of notice of the appointment decision without
acceptable reason. the appointment not apply to workers
obeying assignment system.
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ArticleNo.13 Except for appointment in higher positions the appointed
worker shall be placed under trial for six months from date of
receipt ofhis work. Decision ofhis suitability shall be given at
any time during the following month for the termination ofthe
test period. In spite of such if it is clear his unsuitability at
any time during the test period, his service ends by a decision

-

-~ from the Chairman.

If he proves not suitable after the termination of the test
period, appointment becomes final, otherwise his service
terminates at the end ofthe trial period.

At the same time it is possible to extend the test period for
another six months while him remaining at the same job or to
transfer him to another work.

Ifhe proves not fit, his service ends starting from the date of
expiry ofthe test (trial) period.

The works has due a compensation for the work done between
the date ofexpiry ofthe test period and the date ofleaving the
job totally after informing him of the end ofservice decision of
the equivalent ofthe pay he was getting.

Ifthe worker is referred to investigation during the test period,
this interval is extended by the equivalent amount of time
taken by the investigation till decision reaching. The stop
from work is not to be counted, also the absence even ifby an
excuse, if the total reaches fifteen days. The test period is
counted for jobs necessitating special qualifications from the
date ofpractice ofthe work, after expiry ofthe training period.

ArticleNo. 14 Exception from articles (6,8) of this panel it is possible to
reappoint the worker in his previous job that he occupied or in
a similarjob within the same work group with the same initial
pay that he cashed while keeping the period spent in his
previous job for reference, if he has the required terms to
occupy thejob t.ltat he is being reappointed to, in a manner
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that the last presented evaluation of him at his previous job
ofintermediate at least regarding the wages, the reappointing
in another work group is considered as a new appointment.

ArticleNo.15 The worker deserves a pay starting from the date of delivery
of work unless he is listed with the armed forces, then he has
a pay starting from date of appointment. The worker
deserves at appointment the start of the stated wages
according to hisjob degree.

Exception to that ifhe is reappointed in another job of a group
of other nature at the same degree (level) or at another
degree, he has the pay kept as cashed in his previous job if it
exceeds the stated start amount of pay for the job as
appointed, on terms that he does not exceed its end.
This ruling is valid for previous workers at the administrative
organization for the state and the local ruling units, the
general organizations, the public sector companies, and those
treated with professional systems specially those reappointed.
at the authority (organization). This is also valid for the
appointed workers with complete bonuses at appointing them
to permanentjobs.

ArticleNo.16 Gets into account the practical experience periods for workers
at the organization the following periods:

1- The periods spent at one of the ministries, authorities or
other corpus that has a personal balance and the local
control units, and the public authorities and the public
sector companies.

2- The periods ofpractice offree professions issued by work
ordering by a law ofthe state.

To be placed into consideration the period prior to the
enrollment date at the syndicate membership that
includes the workers for this profession.
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3- The periods spent at one of the societies, or shareholding
companies for which are issued establishment laws or
regulations or republican decrees. Also the companies
established according to law no 43 for 1974 concerning
the Arab and foreign funds investments and the free
zones.

4- The periods spent with the Arab countries governments.

5- The periods' spent with International organizations in
which ARE is a member or shall join it.

6- The periods spent at Banks that the government
accepts its guarantees.

Artic1eNo.17 It is conditioned to calculate the indicated periods as in the
previous article the following:
1- Working in the ministries, organizations and corpus with

special balance and the local control units, the public
organizations and the public sector companies to be
calculated totally either ifcontinuous or separate since it
was spent in a job of the same nature as of the work as
may be assigned for appointment, and being of
equivwency in level. This includes the assignment
periods in civil jobs. Ifit was spent daily or by bonus, it is
to reach an equivalency oflevel based on the bonus value
or the daily pay multiplied by 26 days as compared to the
first level (degree) stated value that shall be reappointed.
In all cases, the previous period should be following the
obtaining of the educational degree as a condition to
occupy the job as appointed.

2- The training periods that the laws and panels necessitate
passing it after obtaining the scientific degree as a
condition to practice the profession shall calculate in
total the experience period for the profession to be
appointed as previous according to the situation valid to
practice the profession~

. 11·
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3- The work periods that are spent in non ministerial or
organizations with personal balances and the local
control units and the general authorities, and the public
sector companies either connected or separate, to be
calculated according to the committee's decision (the
workers affairs committee) under the light of the
presented documents and with the following terms:

a) That the previous period be not less than one
year.

b) That the work nature be in agreement with
profession work nature as shall be appointed.

4- The work periods spent in the Arab countries
governments shall be calculated in total, on terms that it
is not less than one year and that its work nature agrees
with to be appointed profession according to the decision
by the workers affairs committee.

5- In all previous cases a statement of the experience
period should be presented accompanied with the
necessary documents as a proofamong the appointment
documentation.

ArtieleNo.I8 The worker with practical experience period calculated at
appointment according to the two previous articles shall be
granted at appointment a starting salary for the degree
(level) stated for the appointed job, added to it the bonus
value out of the bonuses for the position held for each year of
the experience period that shall be calculated and which
exceeds the minimum limit for the required experience as
should be available to hold the position. A term is that he
does not proceed his appointed counterpart in the authority
in a position of the same nature as his job and ofsame degree
on the hypothetical date for the start of the calculated
experience either for earlier status in level or pay.
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ArticleNo.19 In the case of the worker obtaining during service a scientific
degree higher than previous, suitable to the authority's works
and its needs, it is possible to appoint him in a position
suitable to his new degree, on terms the requirements for this
position are met. His earliest status is determined from date
of obtaining the degree or certificate whichever is nearest.
He is to be granted the first category amount for the
appointed degree (level) and a raise of its bonuses or his
previous pay, added to. It is wherever higher till or if it
exceeds the final amount in tile category for the appointed
job.

If his experience for the pervious works is suitable to his
degree and the job description for which the degree is a
necessity at start of appointment. It is valid to appoint him
at an equivalent degree according to his earliest status and
with the same pay adding to it a raise out of his bonuses
exception is made to those for which this article is cor..{orming
as of the advertisement and examination necessary for the
job.
(valid starting from 12/8/1983 board of directors decree on
29/5/1984).

ArticleNo. 20 The earliest status is determined for the profession from the
date of appointment. If the decree included appointment of
more than one worker, the earliest status is determined as
follows:
1- If the appointment is for the first time, earliest status is

determined on the basis of priority of appointment as
included in article (9) ofthis panel.

2- The earliest status is between the workers after raises on
the basis oftheir service period from minimum to earliest.

3- Without disrupting the rule of article (15) of this panel, if
the worker is reappointed in a position from another group
at the same degree (level) or in another level, his earliest
status in such a case is from the reappointment date.
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:j CHAPTER!!!

Wages, Subsidiaries and Value Benefits: --

ArticleNo. 21 The wages for positions of all degrees with start and end --
value are determined according to the attached table.

ArticleNo. 22 A representative subsidiary is granted for the posts holders
as shown in the attached table and with the categories
determined in it. This subsidiary is cashed to the post holder
as stated and in a case ofclearance to whom shall perform it.

ArticleNo. 23 The worker deserves an additional fee for assigning him with
additional works on non determined times according to the
system and in the categories that are determined by the
Chairman.

ArticleNo. 24 It was determined by a decree from the administration board
the posts that has a work nature requiring granting its
holders on in nature subsidy according to the performance
conditions of the dangers associated. The subsidy is granted
by categories and in the terms issued by the administration
board decree, and within the maximum limits as decided by
the Chairman.

ArticleNo. 25 It was decided by a decree by the Chairman to grant value
benefits for some workers whose work nature allows for such.

ArticleNo.26 The worker deserves a residence subsidy as stated for civil
workers in the state.

ArticleNo. 27 The workers in the organization (authority) shall be granted
- the professional subsidies as stated for civil worker in the-

state without dis-balancing their dues of other subsidies as
currently stated in the authority or those stated by the
authority.

ArticleNo. 28 The workers holders of scientific degrees at the authority
higher than BSC or BA shall be granted the benefits stated
for their counterparts according to the rules stated for civil
workers in the state.
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CHAPTER IV:

Evaluation of Performance Adequacy:

ArticleNo. 29 The Worker shall perform the assigned work in the required
attention and precision and on determined dates for such
according to the stated performance rates for his profession.
He has to perform all what he is assigned to of works either in
his field ofpost or other.

The level of the worker's performance is determined by an
annual report including his efficiency level and other effective
elements.

The Chairman places the report models in agreement with all
natures ofthe various works.

ArticleNo. 30 The adequacy levels are determined as follows:
• Less than 50% as weak, if his performance rate is less

than 55% of the performance rates while considering the
other elements in the report.

• From 50 till 60%, as intermediate, on a term that his
performance rate is not less than 55% of the performance
rates for his job while taking into consideration the other
report elements.

• More than 60 to less than 90, as good, in a manner his
performance percent is not less than 75% of the stated
performance rates for his job while taking into
consideration the other report elements.

• 90 degrees and more, as excellent on terms that his
performance rate be not less than 95% of the stated
performance rates for his profession while taking into
consideration the other report elements.
The e:!l.-piession should be by rank and not by figures.
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ArticleNo. 31 All workers except high posts obey the adequacy reports
system. The report is placed for the year starting the first of
.January till end of the following December, and to be
presented during the months of JHnt!ary and February and
authorized by the specialized workers affairs committee
duringMarch.

The worker with a weak or intermediate adequacy is declared
within ten days of authorization date. He can present a
petition within twenty days from declaration date.
The petition should be from the branch workers affairs
committee to the higher workers affairs committee at the
authority. Presentation of the petition shall be facing a
committee formed for such purpose by a decree from the
Chairman under the presidency of one of the deputies to the
Chairman and one of the heads of the sectors and one
member of the board of the general syndicate other than
those who joined in placing the report or authorizing it.
The committee under all circumstances shall rule the petition
within a month at the most from its presentation date.
This report is considered as final after the termination of the
petitioning date or its ruling (valid from 12/8/1983 board
decree on 29/5/1984).

Artic1eNo.32 The adequacy report is prepared by the direct supervisor,
then each ofthe local manager and the higher president show
their opinion in written in the report. Then it is presented to
the concerned workers affairs committee to determine the
adequacy degree that it estimates taking into consideration
the report elements and the data available of the worker.
To be taken into consideration in placing the report all the
data connected to the worker's performance and the papers
connected to his work and the performance conditions.
The committee decree shall be causal if its estimation is
different than that ofthe heads.

A decision is issued by the Chairman to determine the direct
h'eaa,the l6calrnailager and the high head.

- 16-
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ArticleNo. 33 The direct manager shall notifY the worker first by first of nil
the observations over his work and performance way,
especially the deficiency or relaxation or short comings, and
also what his work has identified by as in excellency or special
adequacy.

This is to be.placed in his service file. The annual report
should include these observations.

ArticleNo. 34 The worker's adequacy report shall not be weak till proof of
previous notice in written from the concerned manager of the
weakness points at his performance level during the period
valid for the report, also the other observations that affect in
evaluating the adequacy.

ArticleNo.35 The workerjoining the armed forces is considered as obtaining
a good as a rank. Ifhis adequacy in the previous year before

~ enrolment was excellent, his adequacy is considered excellent
as a rule. Also the reserve or on the list worker is considered
as having excellent as a rank.

The adequacy rank for the members of the syndicate
organization is determined with what is not less than their
adequacy rank in the previous year of their election. But if
the adequacy evaluation at the previous year ofthe election is
different in an apparent manner than previous reports, re·
consideration should occur within two months at the most
from election date by a committee to be formed by a decisions
from the Chairman, under two member of the highly placed
workers in the authority and two memhers from the
administration board of the general syndicate to be chosen by
the board.

If reason occur after election affecting his adequacy
evaluation a matter which decreases that evaluation
extensively, the report authorization is to be made by the
mentioned committee. Petitioning in such acase is facing a
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committee to be formed by a decision form the Chairman
under the presidency of the earliest deputies to the Chairman
and with the membership of two deputies to the Chairman
and two member from the general syndicates administration
council other than those who joined in the authorization ofthe
repOlG.

'j• . ~.

.. The adequacy report does not apply to a syndicate
organization member, solely working for syndicate works.
No adequacy report shall be placed for delegated or on leave
for work staff in a delegation or he with a special leave of
absence or for study for the delegation or vacation period.
The last report is valid. With that if the leave for work was to

a government agency, or the public sector, the report placed
by the new authority shall be taken into consideration whose
granting a periodical raise or promotion during the on leave
period. Also the committee for workers affairs can count on it
after expiry ofthe on leave period. The report is placed by the
new direction about the worker or at the direction where he
spent most of the year. Ifthe worker's sickness is prolonged a
matter which prevents him from the performance ofwork for
8 months or more, no adequacy report is filed. The previous
report valid relative to the raise or promotion.

ArticleNo.36 The worker's case is presented to the workers affairs
committee in the case ofa weak ranking to estimate granting
him a chance at the same position or to transfer him to
another work suitable to his capacities, if his efficiency is
evaluated for the following year as weak, his service ends
from the following day when the report becomes final while
keeping his rights in a pension or a compensation reward.

. 18·



CHAPTER V:

Raises

ArticleNo. 97 The worker who perfects the performance of his post duties
with adequacy and on suitable dates deserves a periodical
raise by the stated category for the post degree that he holds
according to the wages table in a way not exceeding the end
value of the stated ways.

The periodical raise is due on the first ofJuly of each year on
terms of one year time from date of appointment or date of
deserving the previous raise. This is valid for who is
reappointed without a time separation. As for he who is
reappointed with a time separation, he deserves the raise
from the neAt ftrat 'IfJuly after the passing ofone year from
appointment date. The promotion does not change the due
date ofthe periodical raise.

Granting ofthe raise is issued by a decree from the Chairman
or his delegate.

ArticleNo.37(bis) If the worker continues for three years without deserving a
periodical raise due to his reaching the minimum limit of
granted on additional raise by the category of the periodical
raise as stated for his post degree, this being on the next first
ofJuly of the gone of the mentioned period or terms that his
pay does not exceed the final maximum for the post that is
higher directlyor its fixed salaryamount.
(valid from 1218/1983 • decision by the administration board
on 29/511984).

ArticleNo. 38 The periodical raise is due by the i"aiio of adequacy in
performing the work regularly as follows:

CI The worker obtaining an adequacy evaluation of a good
rank and more. 100% ofthe raise value.
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• The worker with an intermediate rank, 75% of the raise
value.

• The worker with a weak rank, 50% of the raise value, if
his performance level is not less than 50% of the stated
performance rates for his post, on terms than his in
figure evaluation for the adequacy be· not less than 45
degrees otherwise he has no raise.
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CHAPTER VI:

Incentives

Artic/eNo.89 The CiuiJrman can grant the worker whot>erformed special
effort considering work assigned to he, or has achieved an
increase in the performance level of work or a saving in
expenses or other matters that bring a benefit, an
encouragement raise equivalent to the periodical raise as
stated for him, even ifhe has exceeded the end ofvalue ofthe
pay for his job. The grant does not prevent deserving the
periodical raise on date. It shall be granted as follows:
First: Relative to the workers who obey the adequacy reports

system, it is conditional that:
1- The worker's adequacy be evaluated as excellent in

the last two years.

2- That the worker be not granted this raise more
than once each two ~. ear.

3- That the number of worker who are granted the
enco'll1lgement raise in one year exceed 10% of the
number of workers for each degree of posts out of
each in type group separately. It is possible to

reach the unitary value for fractions that exceed
0.4 ofthe degree.

If the number of workers in the type group is less
than ten, the raise is granted to one ofthem.
(Item three is valid from 12/8/1983, board of
directors decree on 25/611984).

Second:Relative to the workers occupying higher posts,
granting it is by a decree from the minister according
to the suggestion by the Chairman without the limit
that shall be stated by the board ofdirectors annually,
in a way not to grant this raise more than once each
two years.
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Third: The worker who obtains during service scientific
degree higher than the fIrst university degree level,
that agrcp. with the nature ofhis work at the authority
and with the specializations needed by work is granted
tI. raise as indicated according to the system to be
agreed by the board.

ArticleNo. 40 The administration board determines the rates of work
performance by posts groups at the authority that are
various as of way and quantity and achievement time under
work circumstances. The worker can be granted an incentive
who has a high performance level than that stated for his
post by a ratio of the increase in performance within the
limits as f1tated by the board and by following the maximum
limit as stated by the Chairman.

The incentive is granted if the increase in performance
reaches the following rates:
1- By 20% ofit at least, grant by 15% ofbasic salary.
2- By 30% ofit at least, grant by 25% ofhasic salary.
3- By 40% ofit at least, grant by 60% ofbasic salary.
4- By 50% ofit at least, grant by 60% of basic salary.
5- By 60% of it at least, grant by 75% ofbasic salary.

The Chairman can in special cases where the increase in the
performance rat..e be more tht'in that, in a way affecting the
increase in production and work progress in a clear way, he is
granted an incentive exceeding such but not exceeding 100%
of the basic salary. The granting decision includes in this
case in addition to the increase data in rates ofperformance,
the data for the resulting effect from this increase and the
cause for the grant.

Those grants are giveuwithin the allocated amounts in the
authority's balance annually.

(Decision by the board of directors in his session of
26/1211987).
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ArticleNo. 41 If the worker shows special adequacy and apparent
distinction in performing his profession, a matter which
makes him fit to bear the loads ajob higher than his.

If he does not fulfil the terms of his post or terms of
promotion to the allocated degree due to the time intervals.
The Chairman can assign rus to perform the duties of this
higher post. in that case he deserves the stated benefits. If
he performs the duties well, it is taken into consideration at
promotion in the choice rate in a manner he would have
priority before earliest service works in the choice ratio.

ArticleNo. 42 The Chairman has financial incentives for the worker who
performs services or distinguished works or who presents
research or suggestions helping to improve the work methods
or to raise the performance efficiency or to save in expenses.

Also the worker who performs extraordinary efforts in
performing his work. All that without being restricted to
article 40 rulings ofthis panel. The main concern would be to
the minister relative to the Chairman and his deputies.
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CHAPTER VII:

Promotion

Artie/eNo.43 The worker's promotion is valid for he who performs his
duties with adequacy and efficiency to the directly higher post
as of the degree. In the type group that he belongs to when
he fulfil the post terms as promoted and on terms of the
presence of a vacant post.

The worker can not be promoted with efficiency evaluated
the second year of report presentation.

He can not be promoted except after one year at least unless
transfer is due to finance transfer or ifhe is not an authority
worker with necessary terms for promotion during this year.

ArticleNo. 44 The Promotion for the first degree and higher posts is by
selection on the basis of the heads opinions concerning the
elected staff to occupy those posts and according to the
contents of their service files and other papers connected to
their work that reveal the excellencyelements.

Promotion to the other posts is by earliest service dates or by
selection in the limits of the shown ratios separately in a way
to start with the post dedicated to promotion by earliest
service. It is possible to approximate the scones exceeding
cover 0.4 to 1.

To be taken into consideration when occupying higher posts
of the first degree and supervising posts, beside specialized
efficiency availability as necessary to occupy the promoted
to post the availability of the capability to endure the
responsibility and have urgent decision making and to solve
problems on suitable time in a suitable manner. Also the
capability to lead, direct and supervise and follow-up and
train. and the capability to prepare second. row able to
withstand the work responsibility and to decide' over matters.
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The supervisoI"Y, posts are determined by a decision by the
Chairman under the light of the organizational structure for
the authority.

It is not valid to promote by earliest date of service a worker
whose efficiency was evaluated as intermediate, if there's a
follower in the earliest service who is eval.uated as excellent
and not included in the dedicated ratio for promotion by
selection.

For promotion it is conditioned that selection be by the
indicated ratios and that the worker has been evaluated as of
efficiency by excellent rank in the last two years. it is
preferred he who has excellent rank in the previous year
directly over them. Ifthere's no one between the elected who
has obtained the excellent rank in the last year on terms of
good for the last two reports, this while following the earliest
date at equal efficiency rank without disregarding the stated
priority in article 41 ofthis panel.

The Chairman can according to the higher committee
suggestion for the workers affairs at the authority to add
other rules for promotion.

In all cases it is conditioned to promote the worker that he
passes with success the training available by the authority.

ArticleNo. 45 The promotion shall be to higher posts by a decision from the
transport minister and it shall be to other posts by a decree
from the Chairman.

The promotion is considered valid from date of issuing the
decree, the worker earns a start of salary as stated for the
job he is promoted to or a raise whichever is higher starting
from this date. This does not prevent deserving the periodical
"wse or date. The worker is granted the wages and incentives
stated for the job he is promoted to starting from fate of his
promotion to it.
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CHAPTER VIII:

Travel Subsidy and Transport Expenses

ArticleNo. 46 The worker recovers the expenses born while performing his
job. This for travel and transport. The stated rules al·e valid
relative to civil workers in the state without disrupting the
rules in this panel. The category is determined that is .due to

the worker passed on initial wages as recovered with~>ut in
place values. The minister's concern is relative to the
Chairman and his deputies.

ArticleNo. 47 It is not valid to delegate a worker to a mission for which he
has due a travel subsidy except after the approval of the
sector head or the concerned general mCloger as
circumstances allow, except for special missions of money
transfer where the approval is by the concern.ed man::tger.

ArticleNo. 48 It is not valid that the period exceeds 6 months for a travel
incentive within the country. At maximum necessity this
period could be encompassed by a decision from the Chairman.
The minister's concern is relative to the Chairman and his
deputies.

ArtieleNo.49 Travel abroad on official missions for inspection and other is to
be by the Chairman's decision. The travel by the Chairman
and his deputies is to be by a minister's decision. As for travel
to conferences or international meeting or exhibitions to
represent the state or authority, the decision is for the
minist~~r.

ArticleNo. 50 The minister can grant the higher position holders sent for a
mission abroad an amount to face the expenses for additional
reception. This amount does not have to be documented.

ArticleNo. 51 It is not valid to exceed the period to cash the travel incentive
for ubroad more than 6 months. At cases of maximum
necessity this period could be exceeded by a minister's
decision.

• 26-

r

~-



ArticleNo.52 The transportation occurs during performing official missions
in cities by authority owned vehicles. In case of necessity by

:>i prior approval from the concerned general manager to use the
means. Travel in the country between cities is to be by rail
roads and is possible by appro'val of the Chairman deputy to
travel by plane for urgent missions. These-allowed to use the
authority's cars in travel can use them between the cities.
Travel abroad is by planes. Ships are possible ifnecessary or
due to health con'ditions.

Artic/eNo.53 The higher positions holders are granted a fixed transport
subsidy of L.E. 30.- monthly except the general manger to be
granted L.E. 20.- The Chairman with the minister's approval
has a transport subsidy to grant to other workers whose work
nature calls for regular travel in a repeated manner to face
ac...tua1 costs. This without violating the stated for some jobs.
This subsidy is not paid in case ofallocation ofa car.

ArticleNo. 54 The licensed worker to use the first degree air-conditioned
railway carts at travel for a mission to Sohag, Quena, the New
Valley, the western desert, the red sea any other way decided
by the deputy to the Chairman, can use sleeping wagons with
payment of travel subsidy reduced by a quarter for the nights
he spends in trains. Travel is by normal sleeping wagons.
Except for the Chairman, deputies and sectors heads they
travel byexcellent rate, sleeping wagons.

ArtieleNo.65 It is possible in case of travel abroad that the authority
performs insurance in favour of the worker or these appointed
by he as beneficial against the trip rick for the amount of I.E.
20,000.- as a maximum limit.

ArticleNo. 66 The authority can withstand the excess in personal luggage
expenses for the worker travelling in the limit of 50% of the
allowed weight over planes by prior permit from the
Chairman.
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ArticleNo. 57 The worker can be allowed if from Nubia or of Sudanese
Nationality or his supported member offamily to travel on the
expenses of the authority from place of work to his place in
Nubia or Sudan once each two years. Included in the travel
expenses are the transport costs between railways stations
and their distantvillage.

ArticleNo. 58 It is possible by approval of the concerned sector head to
repay the worker the transport. fees of his depending family
members to the transfer area if they live with him at transfer.
In the limit of what the authority would have born if
transferred. Also valid with the same terms those members
who join him from other parts.

Article No. 59 Without violation to the last paragraph ruling of article 73 of .
this panel, the worker sent for training is paid a travel to
abroad incentive as stated to that who is sent on an official
mission.

If the host direction bears the housing and nutrition expenses,
a quarter of the incentive is deducted in exchange. Also to be
deducted any monies paid to him by this direction.

If this direction pay, the worker cash money exceeding the
travel incentive, the worker can at wish not pay the increase.

ArticleNo. 60 The authority withstands the expenses of issuing a passport
for the delegated worker to abroad on an official mission or for
a training. Also the Chairman can grant that worker the
expenses for preparation with a maximum limit of L.E. 100.­
once a year.

ArticleNo. 61 Exception to the rules related to determining the travel
subsidy inside or abroad the Chairman in the cases he
approves can grant actual sleeping fees in addition to three
quarte.·s as travel incentives or actual residence costs in
addition to halfof the travel expenses. For the Chairman, the
minister is concerned for such grants.
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ArticleNo. 62 The concerned sector president can approve on paying on
amount under the account of travel incentive and transport
expenses for workers sent on official missions inside.

Artie/eNo.63 It is not aJJowed to pay additionm wages within the mission
period.

ArtieleNo.64 The travel incentive and the transport expenses are to be paid
for the worker assigned due to his jib to be present facing
courts or investigations or inquiry authorities.
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CHAPTERJX:

Transport, Delegation, Deputization, Leave for Work and Training

ArticleNo. 65 The worker can be transferred abroad according to his request
or if necessitated by the general organization if the transfer
does not make him pass promotion by earliest date of service.
Can also be transferred to the authority the workers at the
government or public sector or local control units or public
authorities those of qualifications needed by the organization,
or if has not those with terms of jobs fulfils the transfer to

post. Transfer is to be for a post equivalent in degree to the
initialone.

Article No. 65 (bis) In exception of the rulings for transfer as in this panel,
workers could be transferred by groups of assisting services
who are trained on crafts under the supervision of the experts
at the authority or through the training institute at the
organization to a post following the crafts group that agree
with their training and that are equivalent to the financial
degree for the transferred worker at time of transfer. His
earliest service date is accounted for at the crafts job he is
transferred to from date of transfer. Possible to transfer the
workers by assisting services group of those proven on their
files ofservice that they practice actually for three connected
years at least till date of acting by force of this article crafts
works. their transfer is to crafts jobs with same degrees and
earliest service or terms their validity for those ;:~aQ3 is
proven with success by a technical examination held facing
the technical committees. The transferred worker is granted
according to the previous two paragraphs a raise from the
raises for the degree he is transferred to even ifhe exceeds the
end ofthe pay. The executive panel rules are to be followed for
law no. 115 for 1983 concerning the necessary procedures to

cancel or transfer the degrees from a group of assisting
services to a crafts services. Transfer is to occur by decision

from the Chairman.
. (Valid from 1218/1983. board ofdil-ectors on 291511984).

. 30· 3tp'f



ArticleNo. 66 It is possible by a decree from the Chairman to deputize the
worker to perform another job not less than his degree, ifwork
needs allows it. In such a case he cashes the incentive and
benefits stated for thejob he is delegated to.

ArticleNo. 67 The Chairman is case of absence of a higher job holder can
deputize someone to perform his work during his absence.

ArticleNo.68 It is possible to send a worker in a delegation 01· study grant or
study leave with or without a pay with the terms and status
stated in law no. 112 for 1969 to organize the delegations
affairs, study vacations, grants, amending laws nnd'
complementary ones. The peric·d is included for the cases
presented. among the contribution period by the worker in the
social insurance system and in having the right for the
periodical raise and promotion, this while considering the rules
incoming in law 112 for 1968 as indicated.. They arc kept as a
reminder.

It is possible to occupy this position temporarily by
appointment without promotion if the delegation, grant or
leave is less than a year, to be vacant at his return, also the
enroUed in the army has his post kept.

ArticleNo.69 It is possible by a decree from the chairman if work status
allows it and after approval by the worker to be delegated
abroad or in the country on a condition that he has spent
actual service of five years connected at the authority since
appointment, while this delegation would increase his
experience ofwork field and that the last adequacy report be of
good rank at least and that his pay be totally born by the
other authority, the decision for the period ofdelegation should
not exceed the total of the connected or separate delegation
periods all through the workers ten years ofservice.
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It is not possible that the total of delegation and leave periods
be without pay as stated in paragraphs 1 and 2 of article 82 of
this panel be more than ten years separate or connected along
the worker's service.

It is possible by a decree from the Chairman or the minister to
bypass the stated period in the two previous paragraphs while
taking into considemtion the I'are specializations at the

authority.

The delegation period is included among the worker's
contribution periods in the Social Insurance System, this while
taking into consideration the Social Insurance law rules issued
by law no. 79 for 1975 and the amending Jaws.

In other cases of delegation that .are required by National

welfare, that is estimated by the transport minister. It is not
valid to delegate one of the higher jobs holders before the
passing ofone year at least from date ofoccupying it.

It is not also valid to promote the delegated worker to higher
jobs degrees except after his return from the delegation.

ArticleNo. 70 If the worker does not return to his work within 60 days from

date of end of delegation his service ends by force of law from
the following day to the termination ofthe period.

ArticleNo. 71 The delegated worker deserves periodical raises that occur
within the delegation period.

In cases of promotion to higher posts, a worker can not be
promoted whose delegation exceeded a years as connected,

this period ifin sequence or separated by a time internal ofone
year is considered connected.
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The worker's earliest service is determined at his return from
the delegation that exceed the indicated period in the previous
paragraph based on preferential placement of the number of
workers equivalent to the number that proceeded him at the
end of the period or all holders of the post degree at his return,
which is less.

The last two paragraphs are valid starting 12/11/1983, board

ofdirectors decision on 29/5/1984.

ArticleNo. 72 When delegating a worker, his post remains vacant, it is when
necessary valid to occupy it by appointment flf promotion by
a decision from the Chairman if the delegation period is one
year or reore. When the worker returns he occupies his
original post if still free or any vacant post of the same degree
or he would remain m his post on personal basis in a way to
settIe his case at the first same degree post.

At all cases he is kept all thejob benefits as before delegation.

ArticleNo. 73 The administration board places a system to train the
workers at the authority and to develop their capabilities.
Irhis system includes the plan and methods that guarantee
the plreparation of those elected for the promotion to assume

their newjobs according to its needs, also it includes the follow­
up means and the a(ljustInent ofthe results for this plan.

Leaving behind training is not considered a violations of the
duties iur the job.

The financial treatment is determined for the delegated to
train according to the stated basis for that concern, and in the
case of Bending the worker to train on grants presented by

foreign entities or by occasion ofpracticing a project, and when
the grant: value is less than due and deserved according to the
de~. the authority bears the difference.
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CHAPTER X:

Vacations

ArticleNo. 74 The worker can not quit attending his duties except by a
vacation, he deserves within the limits of the stated
vacations as in the following articles and according to the
procedures placed by the Chairman.

If the worker stops attending, he is to be deprived of his pay
for the period of absence, this along with regulatory
responsibility measures. The fnai.'"Ulan 1ecides for the
account for absence out of his If ave or grant him his pay in
case of allowable balance.

ArticleNo. 75

ArticleNo.76

The worker has the right in a leave with complete pay on
feasts and official events.

The worker deserves an irregular vacation with pay for
periods not exceeding seven days a year, at the occurrence of
an emergency requiring such, where it is difficult to obtain a
vacation. Each time it should not be more than two days.

ArticleNo. 77 The worker deserves a normal !",~y~ with full pay for the
actual years of work, not b.cluding holidays and official
ceremonial days, except wer~kly holidays as follows:

1- 15 days in the first year after 6 months from date of
receivingduties.

2- 21 days for he who spent one complete year in service.

3- 30 days for he who spent ten years.

4- 45 days for those above 50 in age.
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The Chairman has the right to decide on increasing the
normal vacation period not exceeding 15 days for those
working in remote areas or ifthe worker is abroad.

The normal vacation is not to be shortened or postponed nor
terminated except for strong reasons as necessitated by
work welfare.

At all cases permit should be granted for normal vacation for
6 days connecu:d, and the worker keeps the balance of his
normal vacations. He can not have normal vacation out of
that balance more than 60 days a year, in addition to normal
holidays for the same year.

\
If the worker's service terminates before use of balance of
normal vacations he deserves for this balance his basic

salary that he used to take at end of serves, while not
exceeding three months pay.
(the last paragraph is valid on 1218/19~~, board decision on
29/5/1984).

ArticleNo.78 While taking into consideration the rulings of the Social
Insurance Law, the worker .1eserves each three years spent
in service, a sick leave to be granted by a medical direction

decision within the followiugterms:

1- Three months with full wages.

-
0==

2-
-
-

-.
3-

....

Six months with a pay equivalent to 75% of his basic
salary.

Six months with a pay \'lquivalent to 50% of his basic
salary.

If he is over 50. it is with the equivalent of 75% of his basic
salary.
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The worker has the right to eX"'..end his sick leave for another
three months without pay, if the medically concerned
direction sees probable his recovery.

The Chairman can increase it by another six months without
pay if the worker is injured with long treatment.
determination of the sicmess lies in the hands ofthe medical
direction the worker ha.q the right to ask to tran.qfer his sick
leave either with fill or reduced pay to normal leave ifhe has
balance.

The sick worker mU3t notify the work of his sicmess within
24 hours from his absence unless difficult by force majeur.

•4rticleNo.79 The Chairman places the procedure related to obtaining a
sick leave. And fake causes are a violation ofpost duties.

Ifthe sick worker wishes to terminate his leave and return to =.

work, he should write a written request to be approved by the
medical direction.

ArticleNo. 80 Exception made to the sick leaves rules, the sick worker with
a chronic disease as determined by a decree administration
approval is granted an exceptional leave with full pay till
recovery or stable enough to resume work. Or ifhis complete
in adequa~occurs, the worker remains in sick leave with full
pay till retirement age.
(valid starting 12/8/1983, administration board decree on
29/5/1984).

ArticleNo. 81 The worker can not work with payor without others during
the stated vacation as in previous articles.

It it is proven that he worked for another direction, the
organization can deprive him of his pay for the vacation or it
can recollect the pay paid with corrective penalty.

•4rticJeNo. 82 Licence caseR fOfl leave without pay are as follows:
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1- If one of a married couple working ill the government is
allowed to travel abroad for 6 months at least, this grants
the other party working at the organization a vacation
without a pay, the extent of the leave should not exceed
the other one abroad.

The organization at all cases shall grant this leave at
request if not exceeding 4 years except for operation jobs
holders.

Those are determined by the Chairman according to work
circumstances. Item 2 is valid for a 4 years leave case.

2- The Ch&irman can grant the worker a leave without pay
for the reasons shown by the worker and as valued by the
Chairman and according to the basis placed in a way not
to exceed 10 years. it is possible by a decree from the
Chairman or minister to exceed in leave periods without
pay while taking into consideration the rare
specializations in the authority. (Board decree on
21/9/1986).

In that case the worker can not be promoted to higher
posts except at his return. Also no agreement for this
leave for those posts holders before the passin!;' of one
year at least from date of start of work. Other than the
promotion case to higher posts, it is not valid to promote
the worker who exceeded four years leave as connected.
The l:onnected period in sequence or if separated is only
with a separation ofless than one year.

The worker's earliest service is determined at his return
from the leave exceeding four years on the basis ofplacing
a number of workers facing him equivalent to the number
that proceeded him at the end of the four years or all the
workers at the debrree at his return, whichever is le8s.
(Valid for last two paragraphs on 12/11/1983, board
decree on 29/5/1984).
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3- The Chairman can grant the worker studying at a
university or high institution on non attendance basis a
leave without pay for the examinations.

The organization can fill the worker's post licensed for a
leave without pay for one year at least by appointment or
promotion.

ArticleNo. 88 The worker deserves a leave without pay for the care of her
child with a maximum limit oftwo years for the baby any not
exceeding three times although her professional life.

Exception made of articles (125, 126) of the Social Insurance
Law issued by law no. 79 for 1975 and the amending laws,
the authority bears the due contributions and that for the
worker according to this law, or the worker granted a

compensation for her pay equalling 25% of the wages that
were due on date starting from the leave period, according to
its choice.

This leave should not be connected to a leave to abroad or a
study leave or a leave without payor any other type of
vacations.

Article No.83(bis) It is not valid to send a worker on a leave of work or grant
him vacations without pay as stated in items 91,2) of article
82 and article 83 of this panel during the test period. (Valid
starting 12/811983 - board deM"ee or 29/5/1984).

ArticleNo. 84 Valid for the worker who gets leaves without pay according to
article 82, paragraph 0,2) and article 83 ofthis panel are the
stated rules concerning the report and the raise or promotion
relative to the on leave for work worker.

ArticleNo. 85 The worker deserves a leave in full pay not calculated in his
stated leaves in the previous articles for the following cases:
1- To perform pilgrimage for one month, granted only once

for his professional life.
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Artic1eNo.86

2- A maternity leave for three months, granted only three
times for her professional life.

3- The worker infecting disease by order of the concerned
medical direction for the period it determines.

4- The worker deserves a leave when hit at work and the
concerned medical direction decides for his treatment
time in accordance with law no 79 for 1975 by issuance
of the So~ial Insurance Law and amending laws
concerning injury determination at work and due
compensation.

According to the rules the Chairman places he can license a
worker to work halfdays monthly against halfwages as due.
She deserves then half the normal and sick leaves and valid
are the rules ofthis panel otherwise concerned.

In exception to article 125 ofthe Social Insurance Law issued
by law no 79 for 1975 and the amending laws the due
contributions are placed according to its rule from law wages
on the basis of full wages and the period is totally included in
her contribution in the mentioned system.

Artic1eNo.87 The enrolled in the army, the reserve, and on call are not
deserving a leave of any type as of previous although his
service.

Artic1eNo.88 The year from first ofJanuary till the end ofDecember forms
the basis ofleaves calculations that are granted to workers.

• :19·
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CHAPTEBXI:

Workers Duties and Penalties

First: Workers Duties

ArticleNo. 89 . General post is an assignment with objective to serve the
dtizens to reach the public welfare according to the laws,
panels and systems workable by.

The worker must follow this panel and execute it, especially:
1- That he performs assigned work by himself in good faith

on determined place for work and uuring the stated dates
for its performance according to the stated performance

rates and to achieve it on suitable dates and that an
official work time be allocated to perform the duties ofhis
post. Ifwork needs require non official time in addition to
the determined time, he must meet that extra duty.

2- To execute the issued order in detail in the limits of the
laws, panels and workable systems and not to divagate
what he gets of informations due to his job or by its

reason. Each head withstands his responsibility as of
issued orders and be responsible of good work progress
within his area ofconcern and ofthe good achievement of
the employees.

3- That he cooperates with his counterparts in performing
urgent duties necessary to insure the work progress and
execute the public service.

4- Keeping to work schedule and following the procedures as
determined by the Chairman in case of absence from
work or being late in meeting dates.

5- To keep his job well in accord with public knowledge and
tradition and to act with respect.
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6- To treat well the public and perform the work on suitable
times.

7- Reporting to the direction where he works of his place of
residence, his social status and any change that might
occur within a month at the most from variation date.

8- Saving the money and ownerships of the authority and

performing maintenance.

9- Wearing the official clothing for the job.

•4rtic1eNo. 90 The worker should not:

1- Violate the rules and the laws as stated in the laws and
panels.

2- Violation of the laws and special panels concerning
tenders, bids, warehouses, purchases and all financial
basis.

3- Negligence and shortcoming which gives way to loss of
financial rights by the authority or one of the public
figures or any of the authorities obeying the control from

the Central Accountancy Authority or affecting its
financial welfare in a direct way.

4- Not to reply over the claims or correspondence of the
Central Accountancy Authority or causing a delay. No
replyincludebad manner and wrong replies.

5- Not forwarding acceptable reasons to the Central
Accountancy Authority for the accounts and the

supporting documents on stated dates or what the
authority requires of papers, documents or other, that he
has the right to check or revise or review by law.

BEST AVAILABLE DOCUMENT
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6- To talk of any statement or data about his duties by
papers or other publishing means except if declared in
writting by the Chairman.

7- To divagate matters that he revised through his job if of
a secret nature or any instructions. This obligation for
secrecy holds even after leaving the service.

8- To keep for himself the original of any paper of official
nature or remove this origin of the special files for keep
even ifpersonally achieved.

9- To contradict the security procedures private and public
issued by the Chairman.

10- To gather between his job and another work performed
personally or by another one that affects his duties or if
it does not meet its requirements without violating law
no. 125 for 1961 to appoint one person for one job.

11- To perform work for others by wages or bonus even on
non official times except by permit from the Chairman.

Along he can work with a payor bonus for regency,
agency or trust matters between absent or till court
assistance if the meant person is a relative till the fourth
degree.

He can perform guard works for money relative to his
kins on terms l,e notifies the direction he follows.

12- To drink liquors or ~:>",~,ie in clubs or public shops.

13- The worker is especially forbidden personally or by
. intermediary to:

a) Accept any gift. bonus or commission or loan due to

... , p'erf9lJl1.3:P-~e ofwol'k.
. ", ',,",' '•• _,.'., 1 •
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b) To collect money for any person or authority.

.,
c) To distribute pullets or collect signatures for illegal

purposes.
--=

d) Tojoin in organizing meetings inside work without a
~ permit from the direction determined by the

- Chairman while following the ruHngs oflaw no. 35 for
-

1976 for the issuance oflabour syndicates law.

e) To buy real estates or furniture presented by the
organization or court and/or administration
authoritks for sale ifit deals with hisjob.

0 To practice any commercial works and especially to
have profit out of works, contracts, or tenders
connected to his job.

g) To join in establishing or constructing companies or
accepting membership in its boards not work except
if he is deputized by the government or public
authorities or the local control units or the public
sectors.

h) To rent land or real estates for exploitation in district
where he performs his work ifthis is connected to his
job.

i) To enter into the stock exchange world.
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Secon.d: I.n.quiries and Penalties

ArticleNo. 91 Each worker exceeding duty in his job or appears in a non
dignifiing manner shall receive penalty the worker is not
exempted from penalty ifhe was ordered by his boss except if
he proves it was by written order from that boss. The worker
is not asked civilly of his personal mistake.

•4rticleNo. 92 It is not valid to drop 11 penalty over the worker except after
inquiry in written and hearing him and investigating his
defence. The inquiring responsible by himselfor by request of
the inquired with can listen to witnesses and revise the
registers and papers that he sees are useful for the inquiry
and to perform inspection.

But it is possible relative to a notice penalty or Ii deduction
from pay for a period not exceeding 3 days that the inquiry or
investigation be verbal but written as ofcontent in the issued
decision for dropping penalty.

In all cases, the issued decision should be caused.

ArticleNo. 93 Penalties allowed are:
1- Notice.

2- Postponing the validity date of the raise for a period not
exceeding three montb~.

3- Deducting from the pay for a period not exceeding 60
days a year either by deduction in full or over
instalments. Deduction should not exceed 1/4 of the
monthly pay.

4- Stopping the periodical raise in all or in part.

5- Stop of work for a period not exceeding 6 months.
The worker gets half of his wages only during the
suspension.

BEST AVAILABLE DOCUMENT
- 44·
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ArticleNo. 94

ArticleNo. 95

6- Postponement of promotion when due for a period not
exceeding two years.

7- Reduction ofwages within the limit ofthe raise.

8- Reduction ofd':!gree to the directly lowest one.

9- Reduction to the lowest degree job direCtly with reduction
ofpay to the amount before the promotion.

10- Firing from service.
Heads ofsectors do not receive more than:
1- Notice.
2- Blame.
S- Retirement.

The penalties panel is issued by a decision from the board and
showing the types of violations and shows the inquiry
procedures and the responsible directions to perform it.

Specialization in signing penalties is as follows:

1- The Chairman signs the penalties as in items from 1 to 9
in paragraph one of article (93) of this panel and for the
third degree posts as in item 10 of the same paragraph,
he can also apply items 1 and 2 of the 2nd. paragraph of
the aim article.

2- For higher jobs each in its field he can sign a penalty of
notice or deduction from pay for a period not exceeding 30
days a year in a manner each time does not exceed 15
days. The Chairman can close the investigation before
penalty within 30 days either by closing the subject or by
applying a penalty in his range of office or to refer the
worker to court.

3- The penalty court is concerned ofsi!,FIling penalties stated
in article 93 ofthis panel.

• 41>· BEST AVAilABLE DOCUMENT .
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ArticJeNo.96 The Chairman can stop a worker on temporary basis for 3
months. This period is not to be extended except by decree
from the court concerned for the period determined. Following
the worker's pay stops at 1/2 the value starting from the
suspension date.

The matter should be presented to the court to report of
payment or non of the remaining pay. If the matter is not
presented in 10 days payment is due in total till court
decision.

The court shall issue its decision within 20 days from date of
presentation, if the court does not issue its order within this
period, the pay is pE:'jd complete.

Ifthe worker is innocent or investigation is closed or ifgiven a
notice or a deduction in pay for a period not exceeding 5 days,
he is repaid what has been stopped. Ifthe penalty is harder,
the authority decides the procedure for the suspended wages.
If he is fired or placed to retirement, his service ends from
suspension date.

The pay paid is not to be refunded. Ifhe is suspended, his
service ends from date offiring or retirement.

Ifthere's a criminal punishment resulting in firing, his service
end, from hearing ofsentence unless suspended before.

ArticleNo. 97 Each worker held in custody on reserve bASis or by criminal
penalty ruling is stopped by the power of law from work
during bis prison period, 112 ofhis payis stopped, ifon reserve
basis and is totally deprived from his full pay in the case of
final criminal penalty sentence. At his return the matter is
presented +,0 the Chairman to decide on penalties. Ifhe is not
responsible he cashes his suspended 1/2 pay.

•4rticleNo. 98 The worker's promotion is not to be viewed when he received
a penalty receipt after the shown periods for each as follows:
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1- ThreEl months in case ofa deduction in pay for 5 days till
10 da;vs.

2- Six months in case of deduction out of the pay for 11
days tr> 15 days or suspension from work for 5 days to 10
days.

3- 9 months in case of a deduction ofpay for more than a 15
days p,eriod and for less than 30 days or stop of work for
11 to 15 days.

4- One year in case of deduction from pay for 30 days or
more or in case of a promotion delay penalty or stop of
work for a period exceeding 15 days or reducing pay.

5- The prElvention form raise in all or in part for not less
than onle year.

6- One yellr in the case of sentence over a worker for a
criminal penalty connected to his work. The postponing
periods as indicated are calculated from date of signing
the penaJty even if interfering with another period as a
sequence to a previous penalty.

ArticleNo.99 When signing a reduction penalty to a lower post, the worker
holds the lowest post than his before trial, while deserving the
periodical raises in the future in the category stated for the
lowest post by following the terms ofdue and determining his
earliest service date for the loss previous record in addition to
the period he spent at the higher post while keeping his wages
at sentence issuing date or at the date ofpenalty signing.

He is not valid for promotion for a year and half from date of
ruling or penalty. If the worker is reduced to a lower post
with reduction in wages he can not be promoted before two
years from sentence or penalty date.

- .J7.
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ArticleNo.1OO A worker is not to be promoted when presented to a penalty
court or criminal court or if suspended during stop or
referring. In that cose his post is held for him for one year.
If trial is longer or stop becomes more and proved not guilty
or had a notice or deduction or a stop from work for 5 days
and less. It is the le~st when promoted to calculate the
earliest service date at the promotion P08t from date it
occurred. If he is not referred to the penalty or criminal
court, or ifnot sllspended, he is granted the pay from date.

The worker is considered referred to penalty court from the
date of the authority's request or by the request of the
Central Accountancy A~l.':hority for the administration
deputy order to raise the case.

ArticleNo.101 Termination of service does not prevent the worlmr for any
reason form penalty court if inquiry started before end of
service. It is valid for violations resulting in loss of right of
any of the general treasury rights to raise a case evtin if
inquirydid not start before end ofservice, this for 5 days form
its termination. He who has bis service ended can pay a fine
not less than L.E. 5.- and not reach the total pay that was
paid per month at end of service to pay the fine of what he
has as dues at the authority within the limit possible to keep
out or by administrative reserve placement over his funds.

Also, in exception of rule of article 144 of the law of Social
Insurance no. 79 for 1975, and the amending laws as of one
instalment compensation or saved amount ifany at due date
in the limits ofthe part available for reservation.

ArticleNo.1 02 The penalty C8ge falls relative to the worker present in the
service after year from date of knowledge of the direct head
at work of the violation or 3 years from date of committing it
whichever is nearest. This period is cut by any procedure of
inquiry or accusation or triat, and the period is valid newly
starting ofthe last procedure.
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lfthe accused are numerous, break. of period for one relative
to the other causes the same for they, even if clean cut
procedures were not taken against them.

Even with such if the crime is proven, the case does not fall
unless by the fall of the criminal case.

ArticleNo.103 To be considered to erase the penalties held against the
worker by the expiry ofthe following periods:

1- 6 months in case of notice or deduction from pay for a
period not less than 5 days.

2- One year in case ofdeducting from pay a period exceeding
5 days.

3- Three years relative to other penalties except firing and
placement to retirement by verdict or penalty decree.

The cancelling is to be by a Chairman's decision if the
worker's conduct and work since penalty is satisfactory
through the annual reports and his service file or the
opinion ofhis mangers.

Consequentially to cancelling is considering the affair
closed in the future and not affecting his rights or
compensations that resulted of it. The penalty paper are
lifted from file.

ArticleNo.104 The authority keeps a personal account of the penalties
resultant as placed against the workers.

Payment from this amount is for social and cultural as well
as sports purposes for workers according to the terms and
situations that are determined by the Chairman.
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ClIAPTEB XII:

End of Service

ArticleNo.105 The service of the worker ends at 60 years of age while
considering the rulings ofthe Social Insurance Law issued by
law no. 79 for 1975.
(Board decision 15/7/1986).

1- Non fitness for service health wise.

2- Resignation.

3- Firing.

4- Loosing the Egyptian Nationality with consideration to

item 1 ofarticle 10 ofthis panel.

5- Firing by the president of the Republic in cases
determined by the special law.

6- Sentence by criminal penalty in one of the crimes stated
in law of punishments or of similar as stated in other
laws or by a penalty restricting freedom in a crime
against honour or trust unless the ruling is s~pped.

IT the ruling has been issued for the first time this does
not lead to terminate the service unless if a committee
evaluates the workers affairs by a cause decree out of
the ruling reasons and the event circumstances that the
remaining in work of the worker contradicts the post
requirements or the work nature.

7- Cancellingthejob.

8- Death.
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ArticleNo.l05 The Chairman l'an issue a decree to refer the worker to the
retirement according to his request before reaching the legal
age in. a way the requestor's age be not less than 55 at date of
application and that the remaining period till retirement be
less than a year.

The insurance rights are settled to he referred to retirement
according to rulings of the previous paragraph passed on the
subscription period in the Social Insurance System adding to
it the remaining period for reach the legal age, or two years
whichever is less.

It is not possible to reappoint the workers obeying the
material either being ex-workers at the authority or from
abroad.
(Valid from 121811983 - board decree on 29/511984).

ArticleNo.105 (his) (1) The Chairman can issue a decree to refer the worker
whose age is less than 55 to retirement by request ifalone or
joining others at a production project according to regulation
issued by decree from the concerned minister in
a~ttationdevclopmen~

The worker cashes in this case a bonus equalling a year's
wage while adding two years to the period as calculated in the
pension.

It is not valid to relocate the workers receiving rulings ofthis
article either being previous workers at the authority or
outsiders.
(Valid starting 121511983 - board decree on 29/511984).

ArticleNo.106 The health non fitness for service is proved by the medical
direction as concerned. The worker is not supposed to be fired
for health non fitness before exhaustion ofhis sick leaves and
normal leaves unless he l'equests service termination without
waiting the end ofhis leaves.
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ArticleNo. 107 The worker can present his resignation in writting and his
service does not end except by a decree issued of acceptance
ofhis resignation.

Decision of resignation should be within 30 days from date of
presentation otherwise it is accepted by rule.

If the request is non-conditional or linked'to a term service
does not end except ifhis request is answered.

It is possible to delay acceptance of resignation for reasons
related to work welfare with notice given to the worker. This
delay should not exceed 15 days in addition to the 30 days as
indicated.

If the worker is referred to court, revising the acceptance of
his resignation is not due except after ruling without firing or
placement to retirement.

The worker should continue to work till he is informed of
resignation acceptance or tiJI expiry ofperiod as stated in this
article.

ArticleNo. lOB The worker is considered as presenting his resignation in the
foJJowing cases:

1- If he stops attending to work without a permit for 30
days in sequence, unless he presents within 15 days
what proves that his stop was beyond will and for an
acceptable reason. In such a case the concerned
authority can decide not to deprive him of his pay if he
has a balance of vacations. Or he should be deprived of
his pay.

If he does not present the ,'easm's for absence or if he
presented them and were refused his service is
considered ended from date ofstop attendance.
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If he stops work without permit reaching more than 45
days non connected during the year and did not present
an acceptable excuse, his service shall be considered
endingfrom the f,)llowing day to complete the period.

If he joins the service for any foreign direction without
permit by ARE government, his service ends from date
ofjoiningthis foreign direction.

In all cases he is not considered resigning if penalty
measures were taken against him during the following
month ofwork stop or date ofjoining the foreign entity.

ArticleNo.109 The worker is paid his dues till the day where his service ends
for reasons shown in article 105 of this panel. In case of
firing due to health reasons the worker deserves a full payor
a reduced amount according to the state till end ofsick leaves
or termination ofservice as by his request.

Ifthe end ofservice is by the worker's request he deserves his
pay till date of issuance of the resignation acceptance
decision or expiry of period after which the resignation is
acceptable unless he was suspended or stopped attendance,
he deserves his pay till the previous day before the stop or
suspension. In case of end of service due to job cancellation
or by the ARE president's decree, the worker deserves a
compensation equivalent to his pay till informed of the
decision withoutviolation to the previous paragraph.

ArticleNo. 110 If the worker is punished by firing or retirement his service
ends from date ofverdict or dec~ion.

He deserves a compensation equivalent to his pay till
notification of verdict or decision. If he is suspended or
stopped attending to work at issuance of decree or decision.
his service is considered as ended from date ofstop. The pay
duringstop period previously paid is not refundable.
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ArticleNo.lll Ifthe worker dies while in service the equivalent ofhis pay for
three moths is cashed complete to face the funeral expenses
with a minimum of L.E. 100.- Payment is for widows. or
oldest sons or to whom shall perform the cashing and
payment of those expenses.
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CHAPl'ER XlII:

Social and Health Care

ArticleNo. 112 Th,~ authority presents social care out of a fund for service to
sOOd purposes, especially as followR:

1- Presenting financial assistance in cases ofdisaster.

2- Presentation ofsocial services as entertainment, culture,
sports for workers.

The fund panel is issued by a decree from the Chairman
including sources of finance and expenditur(;s and
management methods.

ArticleNo. 113 Work continues by the Health Insurance System. The Board
can approve of applying any other system of treatment for
better service.
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CHAPTER XIV:

Closure Rules

ArticleNo.1l4 The rules ofthis panel are valid for workers at the authority,
and for better benefits over job affair with special laws.

The Civil Workers System Law rules in'the state unless
otherwise stated in this panel in a non-eontradict.ory way.

ArticleNo. 115 The Chairman determines the work days in the week and its
hours according to public interest.

ArticleNo. 116 The account ofstated days shall be the normal calendar.

ArticleNo. 117 The decisions are declared that are issued concerning workers
affairs in periodical bulletins issued by decree from the
deputy Chairman to regulate its distribution and hanging
over the news board.

Bulletins, instructions, decrees and administration
documents are to be placed over the new board or at a well
seen place at work to he legally known without violation to
the distribution ofdecrees issued over the administrations.

ArticleNo. 118 The state council alone can place the opinion as caused in
what the authority requires ofexplanations related to these
roles.

ArtideNo.119 The Chairman determines the special clothing for the service
workers and the operations categories.

ArticleNo. 120 The worker is granted at effective date of panel the first
amount for his degree or a raise according to the rulings
whichever is bigger.
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For those with pay exceeding the fin.al for the degree or the
fixed final, he keeps the difference workers holders ofdegrees
with benefit or earliest service added in consideration at
appointment and still are the appointed degree at start
amount adding the benefit as stated or wages paid at
execution ofpanel whichever is bigger.

This ruling is valid from 1J2I1982. Date ofwork start at the
workers panel in the authority without payment of financial
differences for the previous period on 117/1986.
(Board decree on 1517/1986).
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ANNEXNO.I:

Concerning the hiring of national or foreign experts and those who perform
temporary works and gradual workers.

FIRST: Experts Hiring System

ArticleNo. 1 Appointment of experts for a specific job· or a determined
mission according to the authority's needs from among rare
specializations or those with experience that are hard to be
present at the authority and after the approval by the
minister.

ArticleNo.2 'l'he expert's appointment contract for the suitable period is
to complete the job or mission as assigned. At need it is
possible to renew the contract for the suitable period .

ArticleNo. 3 The concluded contract with the expert includes the following
data:
• Names of contract parties.
• Personal data related to the expert.
• Determination of work or assignment to the expert, with

its duties and responsibilities.
• The complete stated money benefit.

• Penalties probable.
• The concerned court to revise the conflicts.
• Other data that the authority might add without

violation to the rulings ofthis decree.

ArticleNo.4 The authority must investigate about the certificates and
papers presented by the expert. At all cases it is conditional
to authorize what he presents of papers from the concerned
authority.
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SECOND: Workers Hiring System for Those Who Perform
Temporary Works

ArticleNo.l Temporary workers follow.

ArticleNo. 2 Temporary works mean the seasonal or sudden works.

ArticleNo.3 The temporary workers are hired by contract within the
range of financial credits as listed in the balance for the
authority. The contract includes the following data:
• Names ofparties.
• Personal data related to the worker and contract periods.
• Sudden and seasonal works .
• Complete bonus as stated for works.
• Penalties.
• Court to revise court conflicts.
• Other data that could be added by the authority and not

violating the rule.

ArticleNo. 4 To be taken into consideration while writing the contract as
indicated to include the financial and administration rules as
in the panels issued for that concern. The authority can add
rules agreeing with the nature of temporary works subject of
this contract.

ArticleNo.5 The Chairman can cancel the contract in case of violation of
terms.
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THIRD: System for Hiring Gradual Workers

ArticleNo. 1 Tll~ Chairman concludes with the gradual worker a contract
for five;"Cars including the following data.
• Names of contract parties.
• Complete compensation as stated.
• The medical direction concerned to affect medical

examination.

• The working days, hours and holidays.
• Penalties.
• Approval ofguardian in written.
• Other data that might be add not violating the rules of

the system.

ArticleNo.2 Conditions are:
• He would be Egyptian.
• His age not less than 13 years and not more than 16

years.
• Holder of the preparatory certificate, a term that could

be avoided as determined by the Chairman.
• Fit to work health wise.

ArticleNo. 3 The gradual worker obeys the practical and theoretical
training system as stated by the authority and at the 5th
year ofjoining the training he should pass a test facing a
technical committee formed by the Chairman.

If he succeeds he is appointed at a vacant post of the crafts
group. If he fails, he is trained further for 6 months then
retested. Ifhe fails his training contract expires.

Wages andIncentive:

ArticleNo. 4 The gradual worker is granted at joining the training a
compensation of L.E. 180.- annually to be increased by L.E.
12.- annually.
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ArticleNo. 5 The authority can grant the worker in kind benefits suitable
to his work nature.

ArticleNo. 6 The gradual worker follows the health care and social system
stated for workers.

Leaves:

..

ArticleNo.7

ArticleNo.8

Penalties:

The ~Tadual worker has the right in a leave with full pay on
holidays and official events.

The gradual worker deserves the following leaves with full
pay:
• Suddenly caused leave for a ma.-dmwn total of 7 days a

year and not exceeding two days per time, while
considering article (76) ofthis panel.

• Normal leave for 15 days a year after 6 months from
date ofjoiningthe training.

• Sick leave for one period and 20 days a year.

The gradual rights falls in the leave after one year.

ArticleNo.9 The penalties that should be signed overgradual workers are:

• Notice.
• Deduction from the complete compensation within 15

days per year.

• Cancelling ofcontract.

ContractTermiIJation:

ArticJeNo.10 The worker's contract ends by appointment at one of the
crafts group jobs or by his failure in the second test as stated
in article (3) ofthis system•
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ADMINISTRATIVE DECREE NO. 704 DATED 9/11/1993
CREATION OF COMMITTEE FOR DEVELOPING THE ANNUAL

BUDGET

Item No.1

Formation of a main committee for the preparation of the budget of ARENTO for the
fiscal year 94/95. The main committee is headed by the Chairman and the following
members:

Vice Chairman - Projects Planning & Execution
Vice Chairman - Operation and Maintenance
Vice Chairman - Finance, Administration and Commercial Affairs
CDC - Administrative Affairs
CDC - Information and Computers
CDC - Telecommunications Systems
CDC - International
CDC - Stores & Purchases
CDC - Financial & Commercial Affairs
General Manager - Organization & Administration
G.M.- Personnel Affairs
G.M - Financial Affairs
Administrative Manager - Central budget
Representatives - Ministry of Finance, Planning, Central System for Organization and
Administration.

Item No.2:

Formation ofbranched Committees which convene periodically according to the attached
table. The committee is responsible for the preparation ofthe Budget Project on condition
that they finish their task at the latest on 2/12193. The completed project of the Budget is
to be submitted to the main committee.

Item No.3

The main committee is to be in session for the first time at lOAM, Saturday, December
25, 1993 to discuss and approve the Budget Project.

Item No.4

The budget Project -after preparation - is shown to the Chairman to be submitted to the
Board ofDireetors before sending it to any other authority.
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Table or Branched Committees and Convcnine Dates

1st Committee

For estimating income and transferences.
This committee has to convene on November II, 1993 at lOAM and is headed by the
CDC of Financial & Commercial Affairs and the following members:

CDC - Information & Computers
GM - Financial Affairs
GM - Local Networks
GM - Traffic Design
GM • Subscribers Accounting
GM • International Commercial Affairs
Administrative Manager - International Accounting
AM • Plan
AM - Central Budget
AM. Foreign Financing
Representative - Ministry of Finance, Planning.

2nd Committee

For preparation of the first phase of the Budget (Wages)
This committee has to convene on the November 21, 1993 at 10 AM. It is headed by the
CDC for Administrative Affairs and the following members:

G.M. - Personnel Affairs
G.M.• Public Affairs
G.M.• Organization & Administration
G.M. - Financial Affairs
A.M.· Financial Affairs ofEmployees
A.M.• Efficiency ofProduction
A.M.• Plan
AM.• Central Budget
A.M.• Employment Organization
AM.• Personnel Planning
Supervisor - Personnel Budget
Representatives • Ministry of Finance, Planning, Central System of Organization and
Administration.
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3rd Committee

For the preparation of the second phase of the Budget (running expenses and
transference:>}.
This committee has to convene on November 22, 1993 at lOAM. It is headed by the
CDC ofFinancial and Commercial Affairs, and the following members:

G.M. - Evaluation & Depreciation
G.M. - Building Maintenance
G.M. - General Affairs
G.M.• Foreign Currency
G.M. - Administrative Affairs and Foreign Transferences
G.M. - International Engineering
G.M. - Operation Technical Administration
G.M. - Financial Affairs
A.M. - International Accounting
A.M. - Central Budget
A.M - Financial Accounting
A.M. - Foreign Financing
A.M. -Loans
Representatives - Ministry ofFinance, Planning.

4th Committee

For preDr.~ation project of third and fourth phases (constructions & Loans)
This committee has to convene on November 23, 1993 at 10 AM. It is headed by the
CDC ofPlan & Follow-up and the following members:

CDC - Planning ofProjects
CDC - Buildings and Power
CDC - Telegraph & Telex
CDC -Information & Computers
CDC - Local Networks
G.M. - Wireless projects
G.M. - Switching Planning
G.M. - Transmission
G.M. - Financial Affairs
A.M. - Foreign Currency
A.M. - Central budget
AM. - Foreign Financing
AM. -Plan
AM. - International Accounting
A.M. - Planning & Execution Accounting
AM. - Financial Accounting ofStores & Purchases
A.M. - Central Loans
Representatives • Ministry of Finance, 11anning, Central System of Organization &
Administration.
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APPENDIXF
POLICY REFORM AND INSTITUTIONAL

DEVELOPMENT
WORKPLAN

(Including the Presentation Agenda For the Group
Meeting Where the Findings and Recommendations Were

Formally Presented)
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POLICY REFORM AND INSTITUTIONAL DEVELOPMENT
ASSESSMENT FOR THE ARAB REPUDLIC EGYPTIAN NATIONAL

TELECOMMUNICATIONS ORGANIZATION (ARENTO)

Preliminary Draft - Findings and "Opportunities for Excellence"

April 17, 1994
Meiidien Hotel, Cairo Egypt

TIME ACI1VITY SPEAKER

4:30 - 5:00 PM Registration
Coffee, Tea & Soft drinks will be served

5:~7:15PM.· .. Presentation.ofDraft·Final Report ;"Findings·and Recommendations ..
Moderator. Ronald Behrns - Project Manager K&M

5:00-5:15 PM Opening Remarks Mr. Jose Trujillo - K&M

5:15 -5:45 PM Organizational and Eng. Randy Yri - K&M
OperntionsAssessment

5:45-6:15 PM RegulatoJY Framework Mr Jack Isbell - K&M

6: 15-6:45 PM Profitability/Self-Financing Mr. Ron Behrns - K&M

6:45-7:00 PM Legal Considerations Mme Mona Zulfikar - Shalakany Law Finn

7:00-7:15 PM Summary - Wrap-up Mr. Ron Behrns - K&M

7:15-7:30 PM Closing Remarks Chainnan Eng. M. El Soury - ARENTO
Mr. Jose Trujillo - K&M

7:45PM· Dinner hosted by K&M . ..

SHORT
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WORK PLAN
for

POLICY REFORM AND INSTITUTIONAL DEVELOPMENT
ASSESSMENT

to be performed for

-

ARAB REPUBLIC OF EGYPT ~

NATIONAL TELECOMMUNICATIONS ORGANIZATION
(ARENTO)

Under contract to

u.S. AGENCY FOR INTERNATIONAL DEVELOPMENT
(USAID)

By

.'
K&M ENGINEERING & CONSULTING CORPORATION

2001 L Street, N.W. Suite 500
Washington D.C. 20036

January 17, 1994

Reviewed and Approved by
USAID January 17, 1994
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Reviewed and Approved by
ARENTO January 18, 1994
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I. BACKGROUND, OBJECI1VES AND ASSESSMENT FOCUS

Bnckeround

K&M Engineering and Consulting Corporation (K&M) has been selected by USAID to
perform a Policy Reform and Institutional Development Assessment of ARENTO in the
Arab Republic ofEgypt.

Objectives

The objectives of the assessment are to:

(I) Identify those specific regul<\tory, legal and institutional constraints that, if
uncorrected would impede the development of the telecommunications sector

(2) Identify those specific financial and operational actions that could be undertaken
during the next two years that would enable ARENTO to:

(a) Meet increasing demand

(b) Attain a degree of financial independence

(c) Operate on a more commercial basis

(d) Finance expansion without relying on grants, soft loans from outside donors,
infusion of funds from the general GOE budget or other governmental
agencies

(3) Identify specific organizational structure options and human resource policies and
practices that would enable ARENTO to retain and develop qualified experienced
personnel and motivate them to do a good job
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Assessment Focus

To perform the assessment and arrive at concrete recommendations, the study will focus on
the foUowing areas:

A. Regulatory/Legal Framework

• Based on the regulatorynegal issues defIning the relationship between
ARENTO and the GOE, determine how the telecommunications sector could
be restructured to give it more independence and, at the same time, more clear
cut accountability

B. Organizational Structure and Operations

• Integrate the operational and organizational conclusions and recommendations
from the Operations & Maintenance and Service Improvement Studies
performed under Contract no. 263-0177

• Based on the present staffing, personnel policies, compensation levels for
employees, etc., determine ARENTO's human resource requirements,
including the recruibnent, training and proper compensation policies needed
to enhance productivity and efficiency; and avoid the loss and turnover of
productive personnel

• Provide recommendations on ways and steps to improve the personnel
management process

C. Profitability/Self Financing

• Determine how ARENTO can encourage the participation of the private
sector in the purchasing of bonds and other fInancial instruments that could be
issued by ARENTO and assess the related legal ramifIcations

In this regard, K&M will endeavor to develop recommendations that not only satisfy
ARENTO's future needs, but also have a reasonable prospect of acceptance by ARENTO,
ARENTO's customers and the GOB decision makers.
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D. OVERVIEW OF CONTRACfOR TASKS

In addressing the aforementioned objectives, the K&M team will perform the following tasks
as highlighted below:

Task I; Work Plan

• The K&M Team will prepare a detailed workplan, for USAID and ARENTO
review and approval, setting forth the sequence of tasks, activities of each
team member, and a schedule for attaining critical milestones

• The K&M Team will perform mobilization activities and establish contacts
with high level Egyptian officials to refine the implementation process and to
identify GOE resources that may be necessary to carry out Task 2 below

Task 2: Data Requirements

The K&M Team will collect data, assemble documents and information pertaining to:

• Legal and regulatory framework that impact the telecommunications sector
• Charter and by-laws ofARENTO
• Tariff studies in progress or completed
• Other studies completed in the last five years for ARENTO
• Operation and Maintenance studies in progress or completed
• Network Management studies in progress or completed
• All MCTMT policies and practices that influence the areas ofstudy

In parallel with the assessment of policy, legal and institution factors, a review of previous
related studies and assessments will be made. The prior studies include the
Telecommunication Pricing Strategies study and the study of Operation and Maintenance
Practices. Findings and recommendations from these studies will be thoroughly reviewed
and integrated into the final report of the Sector Assessment.

Task 3; RegulatorylLegal Framework

The K&M Team will review and analyze the existing laws, policies, procedures, regulations,
issues, opportunities, and impediments which affect the Telecommunications Sector to
determine changes necessary to increase the efficiency with which the sector operates and
thus to better attract private investment. This review and analysis will include:

F-6
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•

•

The present Egyptian regulations concerning the Telecommunications Sector
in Egypt, identifying any restrictions or limitations to the most efficient
provision of telecommunications services

The legal/regulatory framework, to determine the extent of ARENTO's
current autonomy, especially as it relates to financial performance and its
ability to determine tariftS and retain revenues and its ability to retain its own
revenues and use them in the telecommunications field and recommendations
and steps of improving

The legal framework under which ARENTO has been established
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• The charter, by-laws, and other regulations under which ARENTO operates

• the need to establish a relevant governmental institution with regulatory
jurisdiction over natural monopolies that would be responsible for
determining the reasonableness of rates, quality of service and utility of
operations for all utilities

Task 4: Organizational Structures and Operations

The K&M Team will review the existing overall organizational structure of the
Telecommunications Sector including the Ministry of Transportation and Communication's
relationship with ARENTO. The K&M Team will assess those institutions which directly or
indirectly affect the telecommunications sector. Focus will be on identifying those areas
where change could enhance efficiency, flexibility, overall system reliability, cost savings
and increased revenue generation.

The following aspects will be given particular attention:

• Previous studies covering service improvements, tariff development,
operations and maintenance and billing and collection practices

• Personnel policies and compensation
• Organizational development plans and objectives
• Management development programs and objectives
• Skill development training programs and facilities
• Ability to attract and retain employees

Organizations to be evaluated include:

• ARENTO headquarters and regional operations
• Other organizations and departments of Ministry of Transport,

Communications and Maritime Transportation (MTCMT) which have a direct
effect on ARENTO

Task 5; ProfitabilitY/Self-financing Assessment

The K&M Team will review the profitability and self-financing capacity of ARENTO. The
K&M Team will review the findings of the pricing study to assess ARENTO's capability to
encourage the participation of the private sector in financing future expansions. The K&M
Team will also review the effects of ARENTO's current and proposed future tariff rates on
future profitability in order to attain a degree of financial independence.

Task 6; Preliminarv Recommendations

Based on the results of Tasks 2 through 5, preliminary recommendations will be provided
that would enhance the autonomy and financial viability that is necessary to increase interest
in investment and expansion of the telecommunications sector. Recommendations may
include the following:

- Changes in policy/regulation
- Organization and operating structures
- Operating procedures
-Relationship among institutions
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• Delineation of a plan to implement and integrate recommendations
• Tentative schedule for implementation
• Quantification ofbenefits ofproposed changes
• Possible participation of the private sector in telecommunications sector
• Risk/reward allocation
• Insurance issues
• Investment attractions

Finally, the preliminary recommendations will conclude with a detailed presentation of
recommended policy and institutional reform measures.

Task 7: Draft Final Report

• The K&M Team will include the findings of this assessment together with the
findings of the pricing and the operation and maintenance studies, delete any
inconsistency between them, and will prepare a draft final report outlining
findings and recommendations for review before holding meetings for
discussions.

Task 8: Presentation ofFindings

The K&M Team will meet with ARENTO and USAID as requested to answer specific
questions and clarify the contents of the draft Final Report as required.

The K&M Team will organize and conduct a presentation of the assessment at the ARENTO
headquarters in Cairo. The presentation will be for representatives of MTCMT, ARENTO,
other GOB organizations designated by the Ministry or ARENTO and USAID, and other
donors designated by USAID. The presentation will emphasize the study methodology,
major findings and recommendations, and long range plans involving policy reforms and
institutional development that will allow the telecommunication sector to grow to meet
increased demand, while attaining a high degree offmancial independence.

The K&M Team will prepare and conduct brief independent presentations for the senior
management ofMTCMT and USAID, if requested, emphasizing the major conclusions of the
assessment, recommendations and the long range plan involving reforms and institutional
development.

Task 9: Final Report

The K&M Team will incorporate all appropriate clarifications and suggestions into the final
report.
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m. ASSESSMENT DELIVERABLES SUMMARY

Deliverables Bard copy for Presentations Comments/Changes
Review Requested

Interim Reports with preliminary findings
and recommendations:

- Legal and Regulatory Framework ·Yes-Issue No Yes - to be received by
(Tasks 3 and 6) 2/28/94 3/10/94

...
- Organizational Structures and Operations .Yes -Issue No Yes - to be received by

(Tasks 4 and 6) 2/23/94 3nt94

- Profitability and Self-Financing Assessment .Yes -Issue No Yes -10 be received by
(Task 5 and 6) 2/28/94 3/10/94

Draft Final Report (Task 7) Yes-Issue ·Yes - present Yes - to be received by
3/17/94 4/06/94 3131/94

(Task 8)
Final Report (Task 9) Yes -Issue No No

4/14/94

Original Issue
• Revised

AppendixF
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A. ASSESSMENT DELIVERABLES

• Task 1- Work Plan

• Task 2 - Interim Report on "Information and Data Requirements"

• Task 3 - Interim Report on the "Legal and Regulatory Framework" with preliminary
fmdings and recommendations

• Task 4 - Interim Report on the "Organizational Structures. and Operations" with
preliminary fmdings and recommendations

• Task 5 - Interim Report on the "ProfHability a!ld Self-financing Assessment" with
preliminary findings and recommendations

• Task 6 - "Preliminary Recommendations" will be included with the issuance of
individual Interim Reports for Task 3 through Task 5

• Task 7 - "Draft Final Report" incorporating comments from the preliminary
recommendations

• Task 8 - "Formal Presentation" Of Findings And Recommendations where input,
comments and suggested changes will be requested

• Task 9 - "Final Report" incorporating comments and suggested changes arising from
the formal presentation
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A summary of proposed key milestones and responsibilities including major deliverables, is
presented below for consideration and review by USAID and ARENTO.

Task/Sub-Task Responsibility Critical Completion
Activity Date

K&M ARENTO MTCMT
TASK 1; Work Plan (project Weeks 1-4)
1.1 Prepare Preliminary Work X Dec 10, 1993

Plan (Including Requests for
Information)

1.2 Conduct Preliminary Plan- X X
ning & Organiza~on Meeting
with USAID and ARENTO Dec. 12, 1993
Top Management Dec. 13, 1993

1.3 Present Work Plan to USAID X Jan. 17, 1994
for Comment and Review

1.4 Present Work Plan to X Jan. 18, 1994
ARENTO for Comment and
Review

I.S Finalize and Submit Revised X X Jan. 18, 1994
Work Plan

1.6 Milke Formal Presentation(s) X As Scheduled
to ARENTO Officials with a
"Kick-OfT' meeting
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c Responsibility Critical Completion
Activity Date

K&M ARENTO MTCMT
TASK 2: Data Requirements (project Weeks 1-12) I

2.1 Identify Initial Data Require- X Dec. 10, 1993
ments

2.2 Submit Initial Data Require- X X Dec. 12, 1993
ments to ARENTO

2.3 Update Initial Data Require- X Jan. 16, 1994
ments

2.4 Present Data Requirements to X X Jan. 17,1994
USAID

2.5. Present Data Requirements to X X X Jan. 18, 1994
ARENTO to Initiate Data
Collection

2.6. Conduct Interviews, Follow- X X X See Tasks 3,4
Up on Data Requested and and 5
Initiate, if Necessary, any
Additional Data Requests

2.7 Complete Data Collection X X X Feb. 24, 1994
2.8 Issue Interim Report to X X Mar 3, 1994

USAID and ARENTO
"..
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Task/Sub-Task Responsibility Critical Completion
Activity Date

K&M ARENTO MTCMT
TASK 3; Lega!IRegulatory (project Weeks 1-18)
3.1. Finalize Work Plan (See X Ian. 18, 1994

Task 1)
3.2. Initiate Data Collection (Task X X Ian. 18, 1994

2)
3.3. Complete Data Gathering X X X X Feb. 24, 1994

3.4. Conduct Interviews, Legal X X X X Continuous
Analysis and Policy Analysis

3.5. Receive Financial Impact X X Feb. 28, 1994·
Assessment of Recommen-
dation Options (Task 5)

3.6. Issue Interim Report with X X Mar. 4, 1994
Findings and Preliminary
Recommendations to US-
AID, ARENTO and
MTCMT (Task 6)

3.7. Receive Informal (Verbal, or X X X Mar. 10, 1994
Written) Comments from
USAID, ARENTO and
MTCMT Regarding Interim
Report Findings aud Prelim-
inary Recommendations

3.8. Issue Revised Findings and X X Mar 14,1994
Recommendations for
Inclusion in Draft Final
Report (Task 7)

3.9. Present Draft Final Report X X X X Mar 24, 1994
Findings and
Recommendations at a Joint
Seminar with USAID,
ARENTO and MTCMT

3.10. Receive Formal Written X X X Mar 31, 1994
Comments from USAID,
ARENTO and MTCMT
Regarding Findings and
Recommendations in Draft
Final Report

3.1 1. Issue Revised Findings and X X Apr.4,1994
Recommendations for Inclu-
sion in Final Report (Task 9)
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Task/Sub-Task Responsibility Critical Completion
Activity Date

K&M ARENTO MTCMT
TASK 4: Qrganizational Structure and Operations (pro;ectWeeks 1-18)
4.1. Finalize Work Plan (See X X Jan. 18, 1994

Task 1)
4.2. Initiate Data Collection (Task X X Jan. 18, 1994

2)
4.3. Review Previous Studies and X Jan. 22, 1994

Identify Operational and
Organizational Inconsisten-
cies

4.4. Complete Data Gathering X X X Jan. 31, 1994
4.5. Complete Interviews X X X Feb. 5, 1994
4.6. Resolve Inconsistencies in X Feb. 6, 1994

Previous Studies
4.7. Complete Preliminary X Feb. 8, 1994

Analysis and Develop
Preliminary Conclusions and
Recommendations

4.8. Issue Interim Report with X X Feb. 28, 1994
Findings and Preliminary
Recommendations to
USAID, ARENTO and
MTCMT (Task 6)

4.9. Receive Informal (verbal or X X X Mar 7, 1994
Written) Comments from
USAID, ARENTO and
MTCMT Regarding Interim
Report Findings and
Preliminary Recommenda-
tions

4.10. Issue Revised Findings and X X Mar 11, 1994
Recommendations for
Inclusion in Draft Final
Report (Task 7)

4.11. Present Draft Final Report X X X X Mar 24,1994
Findings and
Recommendations at a Joint
Seminar with USAID,
ARENTO and MTCMT

4.12. Receive Formal Written X X X Mar31,1994
Comments from USAID,
ARENTO and MTCMT
Regarding Findings and
Recommendations in Draft
Final Report -

4.13. Issue Received Findings and X X Apr.4,1994
Recommendations in Final
Report (Task 9)

.- ---".-, - . ..••.... -- ...
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Task/Sub-Task Responsibility Critical Completion
Activity Date

K&M ARENTO MTCMT
TASK 5: Profitability and Self-Financing (project Weeks 1-18)
5.1. Finalize Work Plan (See X Jan. 18, 1994

Task 1)
5.2. Initiate Data Collection (Task X Jan. 18, 1994

2)
5.3. Complete Data Gathering X X Feb. 24, 1994
SA. Conduct Interviews, Analysis X X Feb. 8, 1994

and Forecasts
5.5. Establish Financial Bench- X X Feb. 28, 1994

marks and Financial Impact
Assessments at Recommend-
ation Options for Task 3

5.6. Issue Interim Report with X X Mar 4, 1994
Findings and Preliminary
Recommendations to US-
AID, ARENTO and
MTCMT (Task 6)

5.7. Receive Informal (Verbal or X X X Mar 10, 1994
Written) Comments from
USAID, ARENTO and
MTCMT regarding Interim
Report Findings and Prelim-
inary Recommendations

5.8. Issue Revised Findings and X X Mar 14, 1994
Recommendations for Inclu-
sion in Draft Final Report
(Task 7)

5.9. Present Draft Final Report X X X X Mar 24, 1994
Findings and Recommenda-
tions at a Joint Seminar with
USAID, ARENTO and
MTCMT

5.10. Receive Formal Written X X X Mar31,1994
Comments from USAID,
ARENTO and MTCMT
Regarding Findings and
Recommendations in Draft
Final Report.

5.11. Issue Revised Findings and X X Apr.4,1994
Recommendations for
Inclusion in Final Report
(Task 9)

AppendixF F·lS /
)



Task/Sub-Task Responsibility Critical Completion
Activity Date

K&M ARENTO MTCMT
TASK 6: Preliminary Recommendations (project Weeks 1-14)
6.1. Issue Interim Report with

Findings and Preliminary
Recommendations for Tasks
3,4, and 5:
• Regulatory and Legal X X Mar 4,1994

Framework (Task 3)
• Organizational Structures X X Feb.2S, 1994

and Operations (Task 4)
• Profitability and Self- X X Mar 4, 1994

Financing Assessment
(Task 5)

6.2. Prepare and Issue Informal
Comments and Suggested
Changes to Interim Reports
Findings and Preliminary
Recommendations for
Inclusion in Draft Final
Report (see Task 7)
• Regulatory and Legal X X X Mar 10,1994

Framework (Task 3)
• Organizational Structures X X X Mar 7, 1994

and Operations (Task 4)
• Profitability and Self- X X X Mar 10, 1994

Financing Assessment
(Task 5)
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II Activity

I

Date
K&M I ARENTO IMTCMT I

TASK 7: Draft Final Report (Project Weeks 1-15)
7.1. Issue and Distribute Draft X X Mar 17, 1994

Final Report with Findings
and Recommendations Prior
to Presentation/Joint Session
(see Task 8)
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, Activity
II

Date

I
K&M I ARENTO IMTCMT

TASK 8: Presentation ofFindings (project Weeks 15-18)
8.1. Present Draft Final Report X X Mar 24, 1994

with Findings and
Recommendations at a Joint
Seminar with USAID,
ARENTO and MTCMT

8.2. Prepare and Issue Formal X X X Mar 31,1994
Written Comments and
Suggested Changes Regard-
ing the Findings and Recom-
mendations

8.3. Prepare and Issue Revised X X Apr.4,1994
Findings and Recommenda-
tions for Inclusion in Final
Report (Task 9)
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I I Activity I Date
K&M I ARENTO /MTCMT ;

TASK 9: Final Report (project Weeks 17-19) .
9.1. Prepare and Issue Fonnal X X X Mar 31, 1994

Written Comments and
Suggested Changes to the
Findings and Recommenda-
tions Presented in the Draft
Final Report (see Tasks 7 and
8)

9.2. Receive Comments and X X Apr. 4, 1994
Suggested Changes and
Prepare and Issue Revised
Findings and Recommenda-
tions for Inclusion in the
Final Report

8.3. Prepare and Issue Final X X Apr. 14, 1994
Report
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K&M has assembled the following senior managerial and technical personnel to perform
this important study assignment:

Dr. John Kupsa (Study Coordinator> Dr. Kuspa has over 26 years of diversified
technical management and leadership experience at high level of the U.S. Government, in
the U.S. and in Europe. Prior to joining K&M, he served as the Assistant for
Environment the Office of the Assistant Secretary of the Army (Installations, Logistics,
and Environment) at the Pentagon where his responsibilities included setting up the process
for Department-wide environmental reporting and technical information systems, and
leading all organizational and environmental policy studies. Dr. Kuspa has also served as
Study Director for Several NATO policy studies for the Chairman of the Joint Chiefs of
staff, for a special advanced technology white paper for the Department of Energy, and for
a two-year study of weapon r~quirements at the U.S. Army Concepts Analysis Agency.
Dr. Kuspa has led a 94G-man engineer unit in Germany, a SS person office of technicians
and Russian linguistics in Washington, and a 25-man U.S. delegation during sensitive
negotiations with Russian counterparts. This breadth of study and leadership experience is
complemented by his extensive formal education: A Ph.D in Nuclear Engineering, MBA
in Financial Management, M.S. in Nuclear Engineering, M.S. in Civil Engineering, and
B.S. in Physics.

Mr. Ronald W. Behrns <Project Manaeerl has over 20 years of management experience
in the telecommunications industry in both the regulated and non-regulated business
environments. Mr. Behrns, a Certified Management Accountant since 1978, is uniquely
qualified for Project Management in telecommunication assignment studies. Mr. Behrns
has held senior management positions including participation on K&M's previous
ARENTO study for which Mr. Behrns was integral in deriving the cost profIles for the
various cost centers within the ARENTO organization. In addition, Mr. Behrns held senior
management positions with GTE (11 years) and General Telephone of Illinois (9 years).
Mr. Behrns career accomplishments include: designing and developing the management
control process and systems for emerging competitive enterprises in Russia; developing and
implementing information integration and planning to provide anticipatory responses to
change; directing the development and implementation of complex costing and management
control systems to meet management information requirements; evaluation and
implementation of strategies, business plans and on-going analysis of marketing and
operating results; and, as Accounting Administrator for GTE, coordinated the liaison
between headquarters financial staff and 26 operating unit financial staffs on accounting
issues, strategies and business thrusts. Mr. Behrns holds a BS in Accounting and
Management and an MBA in Finance.

Dr. Stanley R. Holmes <Policy and Finance Specialist) has over 16 years of professional
experience in the telecommunications industry. Throughout his career, Mr. Holmes has
specialized in evaluating and developing new product strategies. His areas of expertise
include policy analysis Telecommunications Service Marketing, cost analysis, product
implementation, timing, and price structuring. Mr. Holmes has participated in
international business expansion programs through directing the development of business
cases and strategic justification prior to launching foreign investment ventures.
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Mr. Holmes is presently the Director of Market Strategy for Alcatel Network Systems.
Previously, Mr. Holmes held several senior management policy positions with GTE
including the positions of Market Service Assistance Vice President and Economic Policy
and Analysis Director. He was employed for 10 years with GTE: Mr. Holmes holds a
PH.D. in Economics from A&M University, Texas; a M.S. in Economics and a B.B.A. in
Finance from East Texas State University.

Mr. Randy I, Yri <Technical Specialist) over 27 years of experience in the
telecommunications industry including particular expertise in network engineering, network
maintenance and support, construction, network planning, and marketing/product
management. Mr. Yri's positions with GTE of Florida and GTE Telephone Operations
HQ in Irving, Texas have included Director of Network Planning, Director of
Transmission and OSP Engineering, and Director of Technical Support and Services. In
addition, previous to GTE, Mr. Yri worked for Advanced Services Planning of Stamford,
cr. where he was responsible for establishing a new corporate department which managed
corporate telecommunications R&D priorities. Mr. Yri's recent experience includes
formulating market strategies for the deployment of Personal Communication Services
(PCS) within GTE. In addition, Mr. Yri has concentrated his recent efforts on overall
policy issues within GTE's Government Affairs, Regulatory Affairs, Industry Affairs, and
Public Affairs divisions. MR. Yri holds ASSE in Electronics from the Wisconsin School
of Electronics and an MBA from the University of New Haven.

Eni. Mohamed EI-Erian (Technical Specialist> has over 37 years experience with the
Arab Republic of Egypt National Telecommunications Organization (ARENTO). Mr. EI­
Erian areas of expertise include telecommunications networks; outside plant planning (fiber
optic cables, multiplex equipment, coax); managing and supervising outside plant projects;
design criteria and specifications for outside plant operations; and international
procurement. Mr. EI-Erian has held the following positions with ARENTO: Sector Chief
of Networks, General Manager Network Planning, Manager of Long Distance Planning,
Manager of Long Distance Systems. Mr. EI-Erian is fluent in both English and Arabic.
Mr. EI-Erian holds a BS in Electrical Engineering from the Alexandria University.

Mr, Sameh Mobarek (Administrator) is currently a Business Development a Finance
Associate for K&M Engineering and Consulting Corporation. Mr. Mobarek was an
integral participant on the K&M project team for the Egyptian Electricity Authority Policy
Reform and Institutional Assessment Study which was recently completed. The focus of
the study was to assist the Ministry of Energy and Electricity and EEA in increasing the
commercialization of the energy and electricity sector. Mr. Mobarek's role in the study
was to review the Management Information System and to review the energy pricing and
demand forecasting methodology and loan management methods and practices. Prior to
K&M, Mr. Mobarek has held positions with Anderson Consulting and Bechtel Power
Corporation. Mr. Mobarek is fluent in English and Arabic. Mr. Mobarek holds a BS in
Electrical Engineering, Computer Science and Economics and is presently pursuing an
MBA in International Finance.

Shalahany Law Office - Represented by Mahmoud Safwat, legal advisor. The Shalahany
Law Office will serve as K&M's legal advisors/specialists for this assignment. They have a
distinguished group of Legal Advisors that will be available to assist in investment law,
taxation law, banking law, stock exchange law, contract law and Human Resources law.
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MANAGEMENT APPROACH

It is K&Ms view that an important factor for insuring a successful outcome of this study
effort will be effective participation by the MTCMT and ARENTO counterpart organizations
and a close working relationship with the K&M team. In addition, due to the demanding
,~uirements of developing proposals for new policies, laws, rules and regulations, while at
the same time completing several task assignments in related finance, administrative and
human resources areas, it is incumbent upon K&M to provide sufficient study support
management and overall coordination.

A. Countemart Organization and Reporting Relationships

The proposed organizational structure, along with attendant reporting relationships as
illustrated on the following page, is intended to reflect and reinforce this overall philosophy
of an integrated, joint manning approach for undertaking the ARENTO Policy Reform and
Institutional Assessment project.

B. Study Support Management Approach

Due to the sensitive nature of and the intensive time requirements associated with policy
and institutional reform, K&M feels strongly that it must provide competent study
management support both in Washington D.C. and here in Cairo in an effort to backstop its
Chief of Party for this assignment. Accordingly, K&M will make available its Manager of
Projects to provide overall management direction, coordination, and smooth editing of the
Final Report.
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Personnel assignments by task along with a summary of key milestone dates are presented in the
"=chart below. In assigning the work load balance between on-shore and offshore activities, K&M

bas been especially sensitive to the need for maintaining effective management control over and
technical support for its team members while they are in Egypt gathering data, as well as
performing work back in the United States.

Workplan Data Legal and Tuks Profitabllit Draft Presentation Final
Collection Policy Ooganiza- y and Self- Final Report

Framework tional Funding Report
Structures Assessment

anC:
Operations

obn S S S S S S S S
uspa
!In T T S S S S T T
_...._-.

S S T S T S S S
DImes
J!ddyYri S S S T S S S S
aJdeh S S
fobarek
f. EI S S S S S S S S
:rian
halahany S S S S S S
,all'

'ffice

-l

T = Task Manager
S = Support
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~ECTION vm -DATA AND INFORMATION REQUIREMENTS

In performing the task assignment presented in this Work Plan, the K&M Team will
require access to the following information, data and materials. To assist ARENTO's
counterpart organizations and tho MTCMT in executing and assembling these documents in
a manner consistent with the milestone responsibility dates contained in the proposed
schedule, this request has been organized along functional and task-related lines as
presented below.

A. REGULATORY AND LEGAL FRAMEWORK <TASK 3)

• Any public laws impacting the operations of ARENTO, including but not limited
to: :...

!!

• Any tax laws
• Import and export laws
• Employment laws
• Occupational Safety laws -

Environmental laws
-

•
- • Laws regulating rates and tariffs-

• Laws governing telecommunications services, financial performance and
quality of service

• Laws or policies governing ARENTO debt sources, whether public or
private

• Role of authority that are currently exercised between ARENTO and the various
-

- ministries of the GOE

• Any public laws that are in effect or being developed that govern the creation of
public organizations and corporations ..

• Any public laws governing the relationship between public organizations or
corporations and the various branches of the Government of Egypt (judicial,
legislative and executive)

• Any public laws governing private or quasi-private organizations or corporations

• Any public laws governing the relationship between private organizations or
corporations and the various branches of the Government of Egypt (GOE)

• Governmental administrative practices, rules and policy statements that are in effect
or planned, that impact or establish the framework of the relationship between
ARENTO and the Ministries of Transportation and communication, Finance and
International Development
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• Any governmental administrative practices, rules and policy statements that impact
ARENTO's autonomy in setting rates, quality of service, financial performance and
the provisioning of telecommunications services

• A list of reports and information that are exchanged between ARENTO and the
various branches of the GOE

• A list of meetings that are regularly held or planned to be held between ARENTO
and the various branches of the GOE, including agenda topics and attendees

• A copy of the charter and by-laws of ARENTO

• A statement outlining the legal and effectuated authority of ARENTO

• A list of the board of directors and officers of ARENTO

• Any planned or proposed chang~s that are being contemplated in laws,
administrative practices, rules and policies related to ARENTO's operations and the
various branches of the GOE

• A copy of any other studies completed within the last five years for ARENTO

• The GOE's strategic goals and objectives related to the economic development of
Egypt and the telecommunications sector

• The strategic objectives and goals related to the development of a market-based
economy for either the executive branch of the GOE or the MTCMT

B. Omaoizational Structure and Operations (TASK 4)

• Existing operational & organizational structure of ARENTO:
* headcount
* functional organization
* salary structure

• Description of functions and responsibilities for each segment of the organization

• ARENTO and MTCMT policies, standards and practices covering the hiring,
development, administration, promotion, management continuity and management
of human resources

• Existing and planned (S yrs) expense budget showing total dollars and training by
Sector

• Policies, standards and practices relative to budget development and management

• Policies and practices relative to training and development



• Political and legal factors affecting ARENTO manpower management

• Critical skiJls/employees

• Two year history of the number of employees leaving those critical areas by month
and average duration for backf11Jing positions

• HR objectives of GOE and Ministries of Finance, Communication and
Transportation, and International Development

• Names, addresses and telephone numbers of 4-6 people that have left each critical
area over the past year and approval to contact for survey

• What plans exist for the management of information within ARENTO and for
improving billing and coJlection processing

• How are technical and operational standards developed and managed within
ARENTO

• How is frequency spectrum managed and controJled

C. Profitability and Self-financing ASSessment (TASK 5)

• Actual results reflected in Fi.nancial Reports for the fiscal year ending June 30,
1993; Balance Sheet; InCl'me Statement; Source and Use of Funds; Capital
Spending-Projects

• Information concerning the financing of other ARENTO sponsored commercial
telephone operations

• Approyed budgets and projected financial statements for the fiscal years beginning
January I, 1993 through January I, 1997:

...

...

...

...

Balance Sheets
Income Statements
Source and Use of Funds Statements
Capital Spending Plans/Projects

• Required budgeted amounts to accomplish the strategic goals and objectives as
reflected in:

... Balance Sheets

... Income Statements

... Source and Use Statements
• Capital Spending Plans/Projects
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• List of strategic goals and objectives, including but not limited to service
penetration levels, lines of switching capacity available, lines in service, tariff rates
that are to be changed and planned sources of project funding

• Actual outstanding debt with repayment schedules broken down between public and
private sources for the fiscal year ending June 30, 1993

• The planned debt with repayment schedules broken down between public and
private sources for the next five years, fiscal years beginning July 1, 1993, through
July 1, 1997

• Planned tariff changes and restructuring to be proposed during the next five years
(fiscal years beginning 1993-1997)

• Infrastructure changes that are included within the approved and required five year
budget plans related to:

lit Training
lit Increased mechanization, i.e. new or planned data processing capabilities,

additional personal computers
lit Reorganizations, in other words, creating additional departments such as

Marketing or Sales. .

lit New or expanded services to be promoted and developed over the next five
years.

• Budget assumptions related to exchange rate changes over the next five years (fIScal
years beginning July 1, 1993 through July 1, 1997)

• Foreign held debt with repayment schedules by country, for fiscal years beginning
June 30, 1993 and for planned foreign held debt for fiscal years 1993-1997

• List of grants, loans and aid received over the last 5 years and amounts anticipated
over the next 5 years
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IX. INTERVIEW PLAN

A. Interview Coordination Process

After presentation and acceptance of the Work Plan by the ARENTO Senior Management
on January 18, 1994, Mr. Mohamed EI-Erian will begin scheduling the first interviews
with each of the Vice-Chairmen. The overall Interview Plan will be considered
preliminary until agreement is reached with the Vice-Chairmen for proceeding with
interviews of the personnel shown for their area of responsibility. Mr. EI-Erian will
proceed with scheduling the remainder of the interviews, upon agreement with each Vice­
Chairman, in line with the overall Project Work Plan timeline.

Mr. Abdul Hafez will coordinate the interview with Mr. Ismail Kamil, who is consultant to
the Ministry of Planning. The intent of this interview is to understand the long-run
objectives and direction for Economic Development within Egypt and the assumptions
regarding the Telecommunications Infrastructure in the success of that plan.

B. Proposed Interview Schedule
LOCATION INDIVIDUALS TO BE INTERVIEWERS INTERVIEW STATUS

INTERVIEWED SCHEDULE
Ramsis Eng. Mahmoud El Soury Behrns/ 312/94

Chainnan Holmes/Yri
Ramsis Mr. EINimr Holmes/ Behrns/ Yri 1118 Complete

Vice Chainnan-Fmance 1/27 follow up
& Admin. on 1/27

Ramsis Fisal EI Dahshoury Holmes/ 2211/94 -

CDC-Finance Behrns
Ramsis Zalcaria EI-Sherif YrilBerhns 1/18 Complete·

Gen.Manager 1/19 1/18 -
Human Resources F.U

on 1/19
Ramsis Zahir EI Mitini HolmeslYri 2211/94

CDC-Admin. 2:00 p.m.
Ramsis Mr. Mohamed Selim Holmes/ 27/1/94

Vice Chairman-O&M Behrns/Yri
Opera Garoil Ibrahim Yri 24/1/94

CDC of Exchanges
Opera Nazmy Dawood Yri 24/1/94

CDC-O&Mof
Transmission

Opera Gamal Shehata Yri 24/1/94
CDC-Cairo East Zone

Alexandria Gaber Metwally Yri 2/2194
CDC- Alexandria Zone

Heliopolis Mohamed Abdel Rehim Yri 24/1/94
Zone Manager
Cairo East

...
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zamalek Farouk Kamel Yri 25/2/94
Zone Manager-Cairo
West

Nasr City Shawky Abdel Moniem Yri 24/1194
CDC-Training

Nasr City & Mrs. Samia & Bayoomi Yri 24/1194
zamalek One Exchange Manager

from Cairo East and
West to be identified

Ramsis Mrs. Belkais Holmes/ 20/1194
Vice Chainnan Behrns/Yri 2711/94
Planning

Opera Mahmoud Abo Shady Yri 22/1/94
CDC-Exchange Planning

Opera Sami Nakhla Yri 22/1/94
CDC-Local Net.
Planning

Opera Aida EI Shinnawy Yri 22/1194
CDC-Transmission
Planning

Opera Ahmed Abdel Rahman Yri 2211/94
CDC-Power, Building
and AC Planning

Ramsis Mr. Abdel Fattah Abn Holmes/ 25/1194
Sereih Behrns/Yri
Vice Chainnan
Project Execution

Opera Mohamed Montaser Yri 2511/94
CDC-Exchange
Execution

Opera Atif El Kilany Yri 25/1194
CDC Local Network
Exec.

Opera Ismail Hassan Yri 2511/94
CDC Transmission
Execution

Ministry of Mr. Ismail Kamel Holmes/ 22/1194
Planning Consultant to the Behrns/Yri 10:00 a.m.

Ministry of Pig. (info
on economic
development of Egypt)

Ramsis Aida Ismail HolmeslYri 26/1194
CDC-Info & Computers

Ramsis Mr. EI Bedree Behrnsl 26/1194
Le~!U_Advisor . Holmes/Yri
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PERSONNEL INTERVIEWED

The following individuals were interviewed in the course of completing this Task 4
Assessment:

ARENTO Employees

Mr. ElNimr
Mr. Mohamed Selim
Madame BelKais El Saba
Mr. Abu Serie
Mr. Faisel El Dahshoury
Mr. Zahir El Mitini
Mr. Zakaria El Sherif
Mr. Gamil Ibrahim
Mr. Nazmy Dawood
Mr. Shawky Abdel Moneim
Mr. Farouk Kamel
Mr. Mahmoud El Shair
Mr. Mahmoud Abu Shady
Mr. Sami Nakla
Mr. Aida El Shinnawy
Mr. Mohamed Montaser
Mr. Atif El Kilany
Mr. Ismail Hassan
Mr. Ismail Kamel
Madame Aida Ismail
Mr. ElBedre
Madame Fekria Allam

K&M Employees (ARENTO retirees)

Mr. Abdel Hafez
Mr. Mohamed El Erian
Mr. Moussa Gayed

External Contacts

Vice Chairman - Finance & Administration
Vice Chairman - O&M
Vice Chairman - Planning
Vice Chairman - Exec~tion

CDC - Finance
CDC - Administration
General Manager. Human Resources
CDC· Exchanges
CDC - Transmission OM
CDC - Training
Zone Manager - Cairo West
Zone Manager - Suez
CDC - Exchange Planning
CDC - Local Network Planning
CDC - Transmission Planning
CDC - Exchange Execution
CDC - Local Network Execution
CDC - Transmission Execution
Consultant to the Ministry ofPlanning
CDC - Information & Computers
Legal Advisor
CDC - New Services

Vice Chainnan - Planning (Retired)
CDC - Exchange Planning (Retired)
CDC - Finance (Retired)

Mr. Abdel Bairi
Mr. Richard Calkins
Mr. Samir M. Ibrahim Donia

AppendixG
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Director Exchange Carrier Association (USA)
Vice Director Transit Dept. (Suez Canal Authority)
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FOREIGN ECONOMIC TRENDS AND THEm
IMPLICATIONS FOR THE UNITED STATES

Report for the Arab Republic of Egypt

Prepared by

the United States Embassy, Cairo

June, 1993
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KEY ECONOMIC INDICATORS (1)

FY 89/90 FY 90/91 FY 91/92
DOMESTIC ECONOMY
PopuJation (millions) 52.9 54,4 55.9
PopuJation growth rate (%) 3.1 2.8 2.7
GOP (LE billion, current prices) (2) 81.3 103.3 131.1
GOP/Capita (LE, current prices) 1537 1899 2345
GOP (factor cost, 86/87 prices, LE billion) 52.6 55.1 57.6
Urban consumer price increase (percent) (3) 21.2 14.7 21.1
Commercial Bank exchange rate (LElUSD) (4) 2.61 2.97 3.32
Unemployment (%) 8.5 8.6 9.0
Government budget deficit (as % of GDP) 11.5 8.8 6.8

- BALANCE OF PAYMENTS (S millions) (5)
Trade Balance -8296 -7538 -6403
Exports (f.o.b) 3145 3887 3636
ofwhich petroleum (crude & product) 1229 1971 1651
Imports (c.i.t) -11441 -11425 -10040
Service balance 2826 3667 3575
Receipts 6783 7679 8561
Ofwhich: Suez Canal dues 1472 1662 1950
Investment income 777 1049 1076
Tourism (6) 1072 924 1727
Payments ·3957 -4012 -4986
Ofwhich: interest payments ·1688 ·1530 -1311
Transfers 4836 5262 6591
Governmental (7) 1094 1487 1123
Worker remittance (8) 3743 37'15 5467
Current account balance -634 1391 3763
Reserves including gold ($ millions) 2267 4512 8724
Total external civilian debt ($ billions) 42.2 27.0 28.1

U.S - EGYPT BILATERAL RELATIONS (9) 1990 !lli 1992 1993
US aid to EgyPt (US FY, $ millions, obligations) 2595 2357 2387 2322
Economic grant aid 892 767 897 822
Military grant aid 1300 1300 1300 1300
Agricultural commodity loans (pL480) 203 165 150 150
Commodity export credit guarantees (GSM 102) 200 125 40 50
US trade with EgyPt (calendar year, $ millions)
Exports to Egypt 2248 2720 3087 3097
Imports fonn Egypt 396 206 435 466
US direct investment in EgyPt (end year stock, $ millions) 1465 1515 N/A N/A
Of which peuoleum 1127 1110 N/A N/A

Notes:
(1) Primary sources are Egyptian and U.S. Government official data, IMF International Financial

Statistics. Egyptian Fiscal Year is July-June.
(2) Govenunent estimates, they exclude the infonnal sector.
(3) Period Average. CY 92: 13.6 percent; December 1992 over December 1991: 9.3 percent.
(4) Period Average. Free Market was introduced February 26, 1991.
(5) Central Bank data compiled on a cash basis.
(6) Reported by banks; probably understates actual flow.
(7) Cash aid.

. (8) Centr:l1 B:1nk esti.'tl3tes b:1sed surros=e~.
(9) All data on U.S-Egypt relations are from the U.S. Government.
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SUMMARY

Egypt continued to implement structural and stabilization reforms in 1992 and the first half
of 1993, but at a slower pace than in 1991. Nevertheless, important gains were made.
Spending discipline was maintained and new revenue measures (extension of the sales tax,
selected fee increases and elimination of some tariff preferences), lowered the budget
deficit to an expected 3.5% of GOP in FY 92/93. Monetary growth was also declined
more slowly, partly due to large sales of Treasury bills to absorb the surge in domestic
liquidity associated with Egypt's strong balance of payments surplus. Paris Club debt
relief, strong Suez Canal receipts, tourism, and capital inflows (including remittances)
were the major contributors to this surplus which allowed Egypt to build large reserves
and maintain stability in the pound.

Real output and investment were slow to respond to the reforms which have brought
financial stability. GOP growth in FY 91/92 was probably flat, with strength mostly
limited to agriculture and tourism. Tourism, however, has declined sharply following the
October 1992 earthquake and the rise in terrorist attacks, and GOP growth in FY 92/93
may have been negative. Egypt is expected to continue its reform effort, refining
stabilization reforms now in place, but a revival of economic growth will depend on
encouraging private sector activity. To promote private sector growth, a new capital
market law was adopted, and Egypt's trade and investment regimes were further
liberalized. While some progress has been made on public sector reform and privatization,
the pace has been disappointing to many business leaders. Among informed observers, it
is widely believed that the increase in investment, output and job creation which Egypt
sorely needs requires accelerated progress on trade, investment and privatization refonns
to create a business environment more congenial to private initiative.

CURRENT ECONOMIC POLICIES AND TRENDS

INTRODUCTION: The broad refonns implemented in 1991 represent a watershed for
Egypt and attest to a finn commitment to developing a more market-oriented economy.
This effort is a major departure from the economic policies ofthe last four decades, which
stressed public-seetor-led growth supported by protectionist, inward-looking policies to
provide assured jobs for all graduates and broad subsidies for the population (irrespective
of need), resulting in severe economic dislocation. It also is a change from the piecemeal
reforms ofthe mid-1980's.

In the first year of the stabilization program, supported by the International Monetary
Fund (IMF), the government freed interest and exchange rates, sharply reduced the budget
deficit and disciplined monetary growth. With assistance from a World Bank structural
adjustment loan (SAL), the government developed a process for public sector refonn and
privatization, and liberalized trade and investment policies. for this effort, Egypt was
rewarded with exchange rate stability, a large balance of payments surplus and lower
inflation. In the second year, refonns, especially structural measures, have proceeded at a
more deliberate pace. This report reviews Egypt's current economic policies and
perfonnance, describes reeent reform developments and assesses the need for future
progress.
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Fiscal Policy: budget deficit reduction is a key element in Egypt's stabilization program,
and substantial progress has been made. From about 20 percent of GDP in FY 90/91
(year end June), Egypt cut its budget deficit to 6.4 percent in FY 91/92 and to an expected
3.5 percent in FY 92/93. Subsidies for key consumer items (notably edible oil, tea, sugar
and bread) were markedly reduced, and government hiring and investment were
constrained. A FY 92/93 wage increase of 20 percent for government workers was
funded by new revenue measures. Higher interest rates, however, raised the cost of the
government's domestic debt.

Egypt not only increased its revenues but also sought to create a more elastic, broader­
based, better-administered tax system. A general sales tax (GST), at first applicable at the
import and manufacturing level, was adopted in May 1991, and later extended to a
growing list of services. The GST is to develop in stages into a full value added tax.
Taxes on certain consumer gords (alcoholic and soft drinks, tobacco and petroleum
products) not integrated in the aST were raised and progressively converted to ad
valorem taxes. Customs duties were also increased, the number of preferential tariff rates
reduced and some import-related fees raised. Higher energy prices, Suez Canal fees and
stamp duties also added to FY 92/93 revenues.

MonetlUY policy: Tighter monetary policy contributed to Egypt's stabilization effort. A
public Treasury bill auction, begun in 1991, is now the major tool for regulating money
and credit and financing the deficit; it also anchors Egypt's decontrolled interest rate
structure. Ceilings on bank lending, used initially to regulate credit, were ended for the
private sector in October 1992; the cap on public sector loans is to be removed soon
(stronger banking standards and denial of official guarantees should still restrict credit
access).

Growth in the broad money supply fell by about one-half in FY 91/92 to 14.3 percent.
With stable exchange rates and positive real interest rates for the first time in two decades,
Egyptian pound savings climbed by nearly 60 percent while foreign currency deposits
(offering much lower returns) fell by 16 percent. Loan demand was soft, but private
sector borrowing, dampened by high interest rates and a slow economy, picked up
somewhat in adjustment to the repeal of controls. Despite lower inflation and a flat
economy, interest rates have fallen slowly. The average rate for three-month Treasury
bills peaked at 19-plus percent in late 1991, then fell to 16.4 percent by year-end 1992 and
to 15.0 percent in May 1993.

Financial reforms: To help banks meet the challenges ofa freer economy, the government
tightened prudential banking standards and improved the capital structure of the four
public sector banks. A June 1992 banking law further strengthened banking standards,
enhanced tools for dealing with problem banks, provided for deposit insurance, and was
later amended to allow local branches of foreign banks to conduct Egyptian pound
business, including exchange transactions. In 1992, Egypt adopted a revitalization of
stock and bond markets. The law removed a seven percent interest cap on bonds and the
tax on income from certain stocks and bonds, thus providing tax treatment similar to that
for earnings on bank deposits and Treasury bills. Stock and bond holders, however, are
subject to a two percent capital gains tax. While welcomed, the law has met with some
criticism. The existins~stock.DW'ket was not privatized (competing private markets are
allowed), the Capital Market Authority retains considerable discretionary power, and
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capital requirements can be high. Also high returns on low risk, short-term T-bill
investments and slow privatization progress hamper capital market growth.

Exchange reform: In February 1991, Egypt removed most foreign exchange controls,
allowing rates to reflect market forces. Soon thereafter, Egypt fully unified its two-tiers
exchange system and opened the exchange market to non bank dealers.

Balance ofPayments: Following exchange reform, the balance on Egypt's current account
swung strongly into surplus -- from a $634 million deficit in FY 89/90 to a surplus ofS1.4
billion in FY 90/91 and S3.8 billion in FY 91/92. This rebound owed much to generous
Paris Club debt relief, including cancellation of $6.7 billion in U.S. military debt. In May
1991, Egypt's major creditor nations gave Egypt debt relief equal to an immediate 15
percent reduction in the net present value of its eligible official debt, with a further 15
percent reduction to be given after satisfactory completion of the May 1991 IMF program
(accomplished in early 1993) and the adoption of a successor IMF program (now under
negotiation). A final 20 percent reduction will be given ifEgypt complies with a new IMF
program through July I, 1994.

Egypt's strong external payments surpluses were also due to strength in tourism, Suez
Canal receipts and capital inflows (incluuing remittances). Relatively high rates on pound
savings and stability in Egyptian pound-US dollar exchange rates (at around LE 3.3 since
April 1991) continue to promote capital inflows. While inflows have tapered from their
strong peak., the Central Bank continues to absorb dollars to build reserves (now in excess
of one year's imports) and prevent pound appreciation. Large Treasury bill sales (largely
to banks) have helped to absorb some ofthe excess liquidity associated with dollar inflows
but have inhibited lower interest rates. These sales have declined in recent months,
however.

Progress in reducing Egypt's highly negative trade balance remains elusive. Slow
economic growth resulted in a 12.1 percent fall in FY 91/92 imports to S10 billion, but
imports sti1l greatly exceed exports (S3.6 billion) which also declined, mostly due to lower
oil prices. The absence of export growth reflects a strong pound but also the need for
further reforms to encourage private sector activity.

Trade reform: Egypt has liberalized its trade regime substantially, but domestic industry
remains heavily protected by non-tariff import barriers, tariff exemptions for the public
sector, and high tariff rates. The government reduced the number ofgoods banned from
importation from lOS to 78, thus reducing coverage of the ban to 10 percent of
manufacturing and agricultural output. In 1991, the government narrowed the tariff band
to a five percent minimum and 100 percent maximum rate. Further reform came in
February 1993 when the maximum rate, e.g., poultry, alcohol, tobacco, and passenger
cars. In the next few years, the government is expected to further compress the tariffband
and decrease the number ofexemptions.

Public Sector Reform and Privatization: In 1991, Law 203 was enacted to govern the
restructuring of 314 public-sector enterprises (about 70 percent of Egypt's industrial
sector). Law 203 removed government ministries' control over public sector companies,

.... rcsttueturing them as affiliates under 27 holding companies. In principle, the affiliates ate
to operate as private firms without special advantages. Law 203 also permits
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privatization, allowing the sale or lease of company assets, unlimited sale of government
owned shares, or liquidation. Initially, affiliates were organized along sectoral lines. In
February 1993, the government consolidated affiliate companies, redistributing cement,
textile, and fertilizer companies.

As of May 1993, government shares in a construction company and bottling plant were
sold and two retail trade outlets were leased. In February 1993, the government offered
for sale 16 public-sector assets, primarily in tourism. Deadlinr.s for bids on most of these
assets hllve not been set, in part due to a Law 203 requiremc'lIt for a vote of the holding
company's -:till-to-be-elected general assembly for sale ofan ass!;t.

Investment Deregulation: In early 1991, Egypt replaced its investment licensing regime
with a system for automatic approval of investments in sectors not on a "Negative List",
which includes energy-intensive projects, assembly industries, military production, tobacco
products, and investments in the .Sinai. For industries such as motor vehicles and
pharmaceuticals local content rules must be met. Certain product lines were deleted from
the Negative List in 1992, but sectoral prohib:~ions remain. investors seeking incentives
(primarily as holiday) under Investment Law 33fl still must obtain project approval from
the General Authority for Investment and Free Zo=tes (GAFI). This can significantly delay
project startup because the board usually meets o:'y once or twice per year. U.S. officials
continue to stress the need for greater protection on intellectual property rights in Egypt.
To attract foreign investment, the government must improve legal protection of patents,
copyrights, and trademarks.

Pricing Deregulation: The government has actively deregulated pricing in recent years,
freeing all industrial prices except for pharmaceuticals and those often products which are
set on a cost-plus basis. For social reasons, the government has not increased
pharmaceutical prices since mid-1991, although prices ofnew drugs are set by a cost-plus
formula. In agriculture, fertilizer prices are near border prices, and crop prices (except for
cotton and sugar) are near world prices. Domestic cotton prices, now at 66 percent of
world levels, may be freed in mid-1993, with some private trading to be allowed. Finally,
petroleum prices have risen from 36 percent of international prices in May 1989 to 80
percent by end-1992, wltile electricity prices have risen from 24 to 69 percent of long run
marginal cost (LRMC) in the same period.

The Social Fund as Safety Net: Early in 1991, the government creatoo the Social Fund as
a quick-acting mechanism to cushion wlnerable social groups against the pain of
economic reform. Planned programs include short-term job generation and labor mobility
to support privatization in the public sector. However, the Fund has been slow to act: it
has attracted $613 million in donor pledges, which dwarf the $35 million spent as of May
1993. A recent agreement between donors and the government to grant the Fund greater
autonomy should increase the disbursement rate during 1993.

RECENT ECONOMIC PERFORMANCE Real GDP growth in FY 91/92 was probably
flat to slightly positive, after a 2.3 percent rise in FY 90/91. This outcome is better than
expected given tight monetary and fiscal policies and public sector reforms. Strength in
services, particularly in tourism in the first half of FY 91/92, and in agriculture helped
offset weakness in other sectors. Tourism, however, has declined sharply following the
·OGtober 1992 earthquake and the rise in terronst attacks. \\'hile manufacturing output

H-6 Append/xH L



may have grown in some lines, a large and steady stream of sale advertisements suggest
much output was added to inventories. Real GOP growth in FY 92/93 may have been
negative. No reliable data exist on Egypt's large informal sector, which may account for
30 to 50 percent of economic activity and serves as the employer of last resort for poor
Egyptians. However, government hiring constraints and economic weakness would have
increased the number of job seekers in the informal sector, which is not immune to
pressures facing the formal economy.

Inflation: Reflecting the governments new monetary and fiscal discipline, consumer price
inflation subsided from 26 percent in 1991 to about 10 percent in 1992 (measured June
over June). Much of the rise in prices resulted from reform-related increases in
administered prices. These increases, including shrinking of the ration card subsidy, have
hit the poor particularly hard: estimates of the inflation they faced during 1992 are at I5
percent.

Employment: since the mid-1980s slowdown, job creation has lagged expansion of the
workforce, estimated at 500 thousand per year. While official data show open
unemployment has risen from six percent in early 1989 to 10 percent by end-1992,
observers estimate that it exceeds 17 percent ofEgypt's workforce of 18 million, affecting
primarily.....?????

Industry: Official data show the industrial sector contributed about 18 percent of GOP in
FY 91/92, and grew by 4.9 percent in real terms. Anecdotal information, however,
suggests overall industrial production, especiaJIy in the public sector, declined in the last
two years. Data for key products show that cotton yarn and ready made garment output
rose 6.2 and 13 percent, respectively, in FY 91/92, but production of automobiles fell by
42 percent and buses by 23 percent. According to official figures, investment ill industry
and mining represents 22.1 percent of total investment at $1.67 billion in FY 91/92,
compared to $1.63 billion in FY 90/91. The private sector's share in this sector, however,
declined from 24.2 percent to 23.6 percent.

Services: Egypt's services sector is dominated by tourism and the Suez Canal. Tourism
was set for a record year in 1992 until October, when the Cairo earthquake and terrorist
attacks scared offvisitors. Even so, total direct tourism earnings in 1992 are estimated at
$2.6 billion. Earnings for 1993 should be lower, as tourist nights fell by one-third in the
first quarter, a decline which has continued. Despite this slump, tourism remains the most
active area of private investment. The Suez Canal earned $1.9 billion in 1992, up 2.1
percent from 1991. Expected revenues in 1993 are just over $2.0 billion. Canal revenues
shot up 40 percent between 1987 and 1990, but future growth promises to be slower,
especially since the government recently scaled back a proposed enlargement ofthe Canal.

Energy: The petroleum and natural gas sector accounted for about 10 percent of Egypt's
GOP in FY 91/92, while petroleum products made up about 45 percent of total exports.
Petroleum output dropped slightly in FY 91/92 to 43.8 million tons at 870,000 barrels per
day. The drop in world oil prices after the Gulf War caused Egypt's crude oil exports to
fall to $1.17 billion in FY 91/92 versus $1.46 billion in FY 90/91. To limit its oil
dependency, Egypt is encouraging natural gas production, which reached 7.2 million
metric tons equivalent in FY 91/92. Since 1991, Egypt has tried to improve the

AppendixH H-7



investment climate for foreign oil and gas exploration and production companies. The
1991 adoption of a market-based petroleum export pricing fonnula was a welcome
change. Twelve petroleum exploration agreements were signed in 1992.

Egypt electrical capacity has grown substantially over the last decade, reaching 11 ,91 0
MW. Hydroelectric power represents about 20 percent of total capacity. In FY 91/92
electrical generation grew by roughly five percent to 45.5 billion kWh. Consumption is
about 38 billion kWh, 45 percent of which is used by industry. Egypt has signed an
agreement with Middle Eastern countries to create a unified electrical grid. Egypt has
made no decision on developing nuclear power for energy, but plans to purchase a new
22MW research reactor from Argentina to replace the Soviet reactor now in use,

Environmental Issues: In May 1992, the Government announced a plan to implement and
enforce new environmental standards, The plan, prepared with international, including
U.S., support should cost $2.63 billion over 10 years. A draft environmental protection
law to provide authority for enforcing standards and mandate environmental impact
studies prior to approval of industrial and tourist projects is scheduled to be enacted by
Summer 1993. The law, opposed by the petroleum sector which fears new Red Sea
projects may be impeded, enjoys strong support in the People's Assembly. The World
Bank, Japan and Canada have begun new environmental projects, but most donors await
the new law.

NEAR TERM PROJECTS

Stabilization refonn: Preserving and improving on past stabilization gains win require a
continued effort, to which the government appears committed. However, heightened
social concerns, increased extremist activity, expected changes in the economic cabinet,
balance ofpayments surpluses, and the fact that many key stabilization refonns are largely
in place - all suggest that stabilization refonn will proceed at a more deliberate pace than
before. Further action to lower the deficit win be much less dramatic than in the last two
years. Government spending win remain under downward pressure as indicated by the
announced 10 percent increase in FY 93/94 government salaries. Subsidies will continue
to be whittled away but with great care. The subsidy on bread is likely to remain. New
revenue measures are also expected. The government has announced that the global
income tax (designed to make the system fairer and reduce incentives for evasion) is
expected to be in place in time to apply to 1993 income. However, legislative action at
this point seems unlikely before the Fall. Further extension of the sales tax is also
anticipated. On the monetary side, the huge amount of liquidity in the system will remain
a concern. Refinements in regulations to strengthen the financial sector and increase
competition should continue.

Structural refonn: The next phase of Egypt's structural refonn program is expected to
stress private sector development. Elimination of unnecessary regulations and practices
which impede investments will be vital. Business leaders, earlier optimistic about refonn.
are now concerned that government commitment has wavered, primarily due to slow
Pi'OgresS on public-sector refonn. To restore investor confidence, tangible privatization
results are needed. Other measures needed include: elimination of the "Negative List" of
investments and GAFI approval for investment projects; reductions in the maximum tariff
rate·and elimination of tariff exemptions; elimination of the import ban list; consistent
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application of quality controi ::t"ndarc!s; unification of the laws governing investment and
commercial activity; and a labor law that allows employers to layoffor fire workers.

The government has announced plans to implement legislation or issue decrees that will
resolve many of the above investment and trade issues within the next year. Progress on
privatization, however, will continue to be slow. Liquidations will be few. Sales to
foreigners will be closely reviewed, and perhaps only Arab investors or foreign companies
with Egyptian partners will be allowed to purchase major concerns. The government will
protect workers and domestic industries (public and private) for as long as possible,
because of its fears of further social disaffection and political unrest.

Economic Prospects: Revival of economic growth in the coming year will depend on
Egypt's ability to achieve a turnaround in tourism and stimulate further private sector
activity. Foreign exchange inflows should remain a bright spot, despite the expected
decline in tourism receipts. Paris Club debt relief will help ensure balanc.e of payments
viability. Capital inflows should remain healthy, albeit at a much reduced level, due to
completion of portfolio adjustments, lower interest rates and a slowing of the
unsustainable surge in remittances which followed interest and exchange reforms. A
pickup in imports which may accompany trade reform would also help moderate the
payments surplus. Inflation should continue moderate, at about the FY 92/93 level,
assuming continued monetary and fiscal discipline. While some further reduction of
subsidies and public-sector reforms (which increase the pace at which cost increases are
passed on to consumers) will result in price rises, .weak demand, excess capacity, and a
relatively stable dollar/pound exchange rate should inhibit development of an inflationary
spiral. As balance of payments surpluses and the associated build-up in excess liquidity
subside, Treasury bill offerings should decline ( a process already begun). Liquidity in the
banking system will make loans more available and cheaper, but it is unclear to what
extent increased availability of]oans will affect the wait-and-see attitudes ofmany business
leaders. A significant pickup in private investment and economic growth will probably
depend more on progress on structural reforms and the development of a more congenial
business environment. In the meantime, the government faces the challenge of promoting
real growth and job creation without resorting to self-defeating inflationary policies.

IMPLICATIONS FOR U.S. BUSINESS

Egypt's appetite for U.S. exports continues to grow: up to 20 percent in 1992, with a
similar increase in early 1993. over half of the $3.2 billion in U.S. exports to Egypt last
year were strictly commercial, i.e. sold on a competitive pricing basis and not financed by
U.S. government aid programs. This means Egypt's nonaid purchases from U.S. firms
exceed U.S. exports to markets such as the Philippines, Denmark and India. Egypt is the
United States 26th largest muket in the world, and the United States is Egypt's largest
supplier, providing some 26 percent ofall imports. Egyptian exports to the U.S. are under
$500 million annually, largely petroleum, with a growing share ofgarments.

Egypt is a specialized market where price, not quality, counts for most things.
Government tender rules require that low-bids win, even if quality is inferior. However,
aid-funded projects, including those of USAID and other donors, demand the best quality.
Aftluent Egyptians buy Mercedes-quality goods for personal consumption, while at the
sametimespecifYin~used taclory equipment to expand their assembly Jines. U.S. firms
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that succeed here listen carefully to their customer's needs and respond to what is
requested.

Over 200 U.S. firms have offices (including regional offices) and staff in Egypt, and
another 1400 U.S. firms are represented by Egyptian agents and distributors, some 50 of
which are joint ventures. AU to joint ventures except the troubled pharmaceutical industry
are profitable; firms are expanding product lines and many export. Egyptian
entrepreneurs, of whom there are many, report burgeoning profit opportunities. They
want U.S. technical and managerial help, and the recognition of name brand products and
services via partnerships, licenses, or franchises.

The American Chamber of Commerce in Egypt, with nearly 600 members, is the largest
U.S. business interest group in the Middle East. U.S. investment of $1.5 billion has been
relatively c;tatic for several years -- reflecting caution about the government's economic
reform effort. However, dozens 9f interested investors wait in the wings in hopes of
favorable developments in government policy. The 1992 U.S-Egypt bilateral Investment
Treaty (BIT) provides for fair, equitable and indiscriminatory treatment for investors of
both nations, and sets forth: international standards for expropriation and compensation;
free financial transfers; and procedures for the settlement of investment disputes (including
arbitration). These safeguards, while similar to those in Investment Law 230, provide
further protection to U.S. investors.

Egyptian government policy changes which offer export opportunities include: increasc.-d
emphasis on quality control of imports and exports (require laboratories, lab and scientific
instrumentation, training services); increased vigilance by customs and tax authorities to
garner every penny due to a government seeking to enhance revenue and limit tax evasion
(computers, software programs, product/shipping container surveillance equipment); a
new focus on management as government bureaucracies reform themselves or are
privatized (office equipment, including communications (fax), photocopying, and
typing/computing; business/office systems; and management training services); building
products and systems to withstand earthquakes, i.e. much higher quality products than has
been th~~ norm for decades; and equipment to help the security services cope with
violence/terrorist threats (interactive training labs/programs, e.g. shooting ranges for
police trainees; photo and other identification equipment; bomb disposal and checking
equipment; including portable X-ray and photo interpreting equipment; bulletproof
garments).

Other areas of growth due to purchases by government and investments by private
entrepreneurs include:

• Medical equipment: the demand for kidney dialysis equipment alone amounts to $10
million per year.

• Packing and packaging machinery: diversification of product lines. and the increased
sophistication ofEgyptian consumers.

• Food processing machinery: A market of60 million consumers, of which an estimated
10 percent is aftluent by Western standards, offers growing opportunities in all food
lines.
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• Fast food franchising: the first U.S. donut house opened this year, joining Pizza Hut,
KFC, Wimpy's and a few local fast/convenience food chains. Many Egyptian
entrepreneurs have approached Embassy Cairo with requests for restaurant/food
franchises.

• Irrigation equipment: drip is "in"; full circle impact sprinklers and pivot systems also
see opportunities of growing 13 percent a year because of the increasing reliance on
new desert lands to replace declining yields in the Delta.

• Desalination equipment: particularly RO units for hotels at tourist resorts on the Red
Sea, Sinai and Mediterranean.

• Pollution control equipment: for air, water and solid waste.

• Laboratory equipment: $50 million worth ofgovernment funds are planned for tumor,
tissue culture and genetic engineering laboratories in universities and research centers.

The U.S. Foreign Commercial Service (USFCS) maintains an active market research
program for U.S. business, and some 90 articles on business in Egypt are available through
the National Trade Data Bank's CD·ROM. The "Directory of US Business in Egypt", and
the guide, "AU About Business in Egypt", are available from the Embassy or the
Department of Commerce's National Technical Information Service (NTIS). "Gold Key"
special appointment-making service is available to U.S. business persons for a fee.

Trade shows, including the annual Cairo International Fair (planned for April 1994), and
other promotions of U.S. business by USFCS staff in Egypt offer advertising and sales
opportunities or U.S. firms.

:..
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SECTOR 1 - GENERAL DESCRIPTION

The Sector for Telegraph and Telex (S.I) has responsibility for initial design and detailed
engineering for national telegraph and telex, installation of equipment and daily
operations. Maintenance of telegraph equipment in the field is the responsibility of (S.I),
yet maintenance of overhead wires and telex and switching equipment is within the scope
of responsibility of the Zones. Engineering and design, installation, maintenance and
operations of International Telegraph and operations of International Telex are the
responsibility of the sector of International Operations (S.II)

The Sector of Telegraph and Telex (S.I) operated semi-automatic equipment in 1970
when the domestic network (320 lines in Cairo and 160 lines in Alexandria) was first
joined to an international network (Austria, Italy, France, etc.) via 12 circuits. By 19976,
the equipment was fully automated, the international network expanded to contact Japan
directly, and the national network included 800 lines for Cairo and 400 lines for
Alexandria. This sector reportedly earns 65% of ARENTO's revenues. The future
equipment required by (S.I) will be largely electromagnetic with some advanced
electronic switching to service upwards of 41 00 subscribers.

Telegraph and Telex Sector (SI): Functional Description

It concerns:

• Supervision of studying and planning different technical programs, telegraph
projects for ARENTO and other outside bodies; coordination among the units
adhered to in the sector, and putting down the technical classifications of
requisitions and equipment.

• Supervision of maintaining equipment for the ARENTO, governmental
administrations, organizations and establishments. It takes the job of studying
telegraph progress through making special statistics, and developing the general
telegraph network attached to telegraph offices.

• Attending different (inside and outside) committees and local international
technical conferences.

• Supervision of putting down technical programs, controlling technical faults,
contacting the Zones and giving the technical instructions to avoid faults
occurrences, and expert efforts to raise the standard ofwork and staff.

• Inspection of controls and administrations, approving staff's secret reports, and
different sheets of requisitions, wages travel allowance, and transport expenses.
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SECTORl
DIVISION 3 FUNCTIONAL DESCRIPTION

Executing Project of Telex Exchanges

Execution ofProjects for Telex Exchanges

• Electric Power and Ventilation Equipment of Telex Exchanges (O+M)
and Supervision ofPower Stations

• "Step br Step" and International Crossbars Exchange Equipment (O+M)
• Electronic Telex Exchange Equipment (O+M)
• Equipment ofLocal Crossbar Telex Exchanges (O+M)

Computer Center ofTelex Exchanges

•
•
•
•

Electronic Computer Center for Telex Exchanges (O+M)
Registering Equipment and Accounting for Telex Exchanges
Handling Subscriber Complaints Regarding Bills
Storage ofmagnetic Tapes and Computer Programs

Technical Studies ofExchange Equipment

• Statistics of Crossbar Telex Exchanges and Level of Service
• Statistics of Electronic Exchanges
• Preparing for International Conferences
• Review of Waiting List of Applicants
• Prepares Technical Specifications for New Exchanges
• Library of Technical Material anrl Software (magnetic Tapes)
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SE(;'r.lI1:~ 2 - GENERAL DESCRIPTION

The Sector of Local Network~ (S.2) has the responsibility for initial engineering and
design and installation of the local network for telephone exchanges, including submarine
cable used in local rivers, etc. The Sector of Local Networks (S2) may become
involved in maintenance of installed cables, etc. But, generally for no longer than the
one year, provisional testing period. Operations and maintenance are the responsibility
of the Zones once the local network has been fully installed.

Currently the level of project work in the four geographical sectors is as follows: Cairo
(55%), Alexandria (18%), Upper Egypt and Lower Egypt (19%) and Canal (8%). The
main work of (S.2) is the planning for local networks, the issuing of pre-qualification
documents and tenders for local cable, the on-going supervision of "tum-key" projects
and the testing of lines in order to switch subscribers to newly installed telephone lines.

Local Networks Sector (S.2): Functional Description

Itconcems:

• Supervision ofexecuting local networks adhered to its divisions.

They are as follows:

Cairo Projects
Alexandria Projects
LowerEgyptPr~ects

Upper Egypt Projects

•

•

Planning and developing the aforesaid networks to couple with what will follow
of traffic requirements.

Issuing regular reports to be submitted to the Vice-Chairman, Board of Directors,
for planning and project execution.

-.

• Participation in preparing the financial balance concerning its sector's activity.
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SECTOR 3 - GENERAL DESCRIPTION

The Sector of Transmission (S.3) is responsible for initial design, engineering,
installation and testing of transmission equipment, trunk cable (long lines), submarine
cables (intemational), radio links between rural exchanges and national microwave
systems. The Sector has direct control over the operations and maintenance of coaxial
cable systems and equipment in the geographical zones throughout Egypt. The
Transmission Sector also operates and maintains the short-haul microwave links within
Cairo, as these are still considered to be in a project stage. In addition, this Sector is
responsible for designing and installing the transmission power equipment required by
the projects in other planning projects.

Transmission and Radio Sector (8.3): Functional Description

It concerns:

• Supervision of executing land stations which are contacted locally and arabically
with different satellites.

• Supervision of executing projects and contracts locally through microwave or
scattered waves.

• Supervision of executing overhead lines projects necessary for linking terminal
exchanges with group centers and carrier equipment.

• Supervision ofexecuting rotary cable expansion projects.

Transmission and Maintenance of Main lines (S.3):

It concerns:

• General supervision of planning, execution, operating and maintaining
transmission projects.

• Suggesting programs for maintenance, project renewals, expansion of
construction - submitting necessary proposals and recommendations allover the
technical positions.

• Sharing international conferences and seminars concerning developing
transmission systems to get used of the technical works in A.R.E.

• Supervising meeting held at projects and working to remove difficulties facing
action from financial, administrative and technical sides.

• Supervising tests run by the new transmission projects and giving reports about
the extent of efficiency, and making sure of putting them in service on the
technica1level required.
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SECTOR 4 - GENERAL DESCRIPTION

The Sector of Switching and Exchange (S.4) is respon:lible for the planning of local
(including step by step)switching and exchange equipment of all geograpllical sectors.
The Sector is also responsible for th~ national and International exchange equipment
including local purchasing, transportation and storage.

Exchar.ee and Switchine Eguipment ProjectsJi)ector (S4): Functional Description

It concerns:

• Putting down executive plans for different projects

• Estimating costs and financial funds necessary for executing projects

• Preparing needs necessary, from imported and local equipment

•

1-6

Following up execution of projects according to received plan and to technical
circumstances.
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SECTOR 5" GENERAL DESCRIPTION

The Sector of PrQject Planning (S5) is a small, technical assistance office for the Vice­
Chairman for Planning and Execution of Projects. This sector coordinates project design
and planning across the Sectors 1-4 (which fall under the Vice Chairman's direct
supervision) and reviews related expenditures according to the approved guidelines in the
annual General Budget In sddition, the Sector (S5) prepares a monthly status report on
the progress ofprojects under implementation.

The three main divisioJ1& plan and prepare technical specifications in the areas of
transmission and wireless PlOj~cts, exchange projects and traffic network design.

Projects PI.nnine Sector (S5): Functional Description

It concerns:

• Evaluating foreign and local fund for constructing new exchanges and expansion
in old ones.

• Supervision of checking and collecting information, data and statistics for the
purpose of putting down plans and programs of exchange projects " Supervision
of issuing circular bl...Jks and instructions regarding execution.

• Supervision of preparing reports and information necessary for the projects
exchanges.
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SECTOR 6 - GENERAL DESCRIPTION

The Sector of Training (S6) is responsible for design, preparation and execution of all
orientation, entry-level and in-service training programs for ARENTO personnel. Some
two hundred and fifty trainees (full and part-time) work in two main instructional
divisions - Laboratories, Buildings and Stores, Programs and Training Institute - which
are assisted by a third admiJ1.istrative division.

The Training Sector is composed of the Telecommunications Training and Research
Institute (TTRI) in Medinet Nasr (Cairo) and six regional training centers located in
major cities of the other geogra;Jhical sectors. The TTRI has its own Board of Directors
to guide its operations and develop training policies, including awarding teaching
bonuses to trainers. The principal training location is in Cairo where a complex of four
buildings house the Industrial Technical Institute for telephones, the Traffic and
Administrative Center and the Skilled Workers Center. .

Throughout the academic year, these training centers conduct diploma and certification
courses foe engineers, technicians, traffic operators and checkers, skilled craftsmen,
administration, supervisors and clerk typists. This Sector has the responsibility for the
maintenance of its own instructional laboratories, audio-visual studios, workshops and
buildings.

Training sector (S6): Functional Description

Emerging form the eagerness of the government to provide training and upgrade the level
of performance in the various fields of work, it was imperative for ARENTO to care
about training, activate and develop it to keep pace with the international technological
developments.

Duties and Responsibilities

I. To devise and implement a comprehensive training system for ARENTO
personnel, the newly recruited and in-service personnel a.x:ording to their job
levels and in compliance with the ARENTO Chairman of the Board (who is also
the Chairman of the Board of the Training Institute) directives in establishing
ordinary, in-service and developmental programs.

2.

3.

To cooperate in preparing technically students of the Ministry of Higher
Education to obtain the Diploma of the Technical Industrial Institutes which
qualifies them to work in the various fields of telecommunications in coordination
with the Ministry ofHigher Education.

To train personnel from other governmental sectors such as the armed forces and
wireless policemen.

4. To train the fellows from other countries and especially from the Arab and
Mrican countries.
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SECTOR 7 - GENERAL DESCRIPTION

The Sector of Stores and Purchasing (S7) is responsible for store-keeping (warehousing),
inventory management and purchasing major capital items as well as recurring items for
all the projects and operating units of ARENTO (excluding International Operations
(S II». The Sector (S7) functions on two leve!s:

1. there are central stores and purchasing offices, headed by USS Riad Awad Nairouz,
which administratively undertake all the major purchasing, receive the invoiced
articles in the port of Alexandria, arrange for customs clearance, and transport these
articles to five main stores in Cairo for warehousing and eventual distribution to the
concerned operating sectors. These central offices control purchasing and
adjudication for articles valued at over LE 200.

2. There are approximately twenty regions in the sic geographical sectors of ARENTO
which operate a system of sub stores and local stores. These sub stores, and local
offices of Stores and Purchasing, report directly to their zone managers who in tum
report to the appropriate geographical sector Undersecretary of State. Most of the
inventory for these local stores i'l requisitioned from the main stor~ in Cairo. Some
direct purchasing can be initiated by these local stores and purchasing offices for
domestically available items not exceeding LE 200 in value.

Purchasing committees meet periodically at both organizational levels to approve
purchasing requests and to review the selection of suppliers. The Central Stores and
Purchasing Sector (S7) offices are assisted by three committees: branch purchasing (see
notebook section entitled Committees), intermediate purchasing and high purchasing.

The central Stores division is responsible for accounting and inventory control,
inspection of stores, sale of obsolete materials and supervision of the two stores in
Alexandria (Mahmoudaiya and Minatarasaiwi) and the five stores in Cairo (einshams,
Sharabiah, Maadi, Old Sharabiah and Sebtiah). The central Purchasing Division is
responsible for contracts and tenders and associated adjudication relating to internal and
external purchasing, telephone sets, vehicles and tools, stationary and miscellaneous
supplies. These two divisions are supported by general departments for personnel and
financial affairs.

Appen"i~J J-9



Stores and Purchasine Sector (S7): Functional Description

It concerns:

• Putting down detailed work plans and programs for realization of set policy with
regard to storing and purchasing works.

• Guidance in taking storing procedures of requisitions needed, which are not
exposed to an investigation system.

• Supervision of classifying requisitions, storing and distributing them to the Zones.

• Supervision of delivery of requisitions which are not subject to storing, and
infonn the different technical departments of the date of arrivals and distribute
them at sites and places of installation.

• Supervision of supplying the Organization with the necessary stationary and
prints.

• Supervision ofselling second hand requisites which have been decided to be sold.

• Participating in different committees for discussing subjects connected to work.
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SECTOR 8 - GENERAL DESCRIPTION

The Sector of Administration (S8) is responsible for providing administrative support to
ARENTO operating units in the areas of personnel affairs and public relations. This
Sector supervises the implementation of personnel policies and regulations and records
on individual employee filed all relevant information concerning appointments.
allowances, salaries. promotions, pensions due. health and personal income status. For
employees below the high administrative grades, performance evaluation reports are
written annually and become part of their personal records. The Administrative Sector
(S8) acts as a liaison between ARENTO and the Central Organ for Administration and
Organization in matters concerning personnel and public relations to assure conformance
with general governmental policies.

The Sector (S8) also is responsible for the social care of ARENTO staff, including
health, culture, sports activities and general appearance ofworkers.

Administration Affairs - Sector 8; Functional Description

.I It concerns:

• Supervision of all ARENTO's administrative affairs - controlling laws, rules and
reports ofpersonnel.

• Following up and approving sheets, and in particular, dues, pensions and health
security at fIXed dates.

• Executing all systems concerning appointments, allowances. promotions,
statements, loans, secret reports and bulletins set by headquarters.

• Executing directions and instructions of the National Central Organ for
Organization Administration and Legislation; and concerned bodies for Public
Service Affairs, following up reply to the Central Organ for accounts.

• Preparing and executing projects ofstaff balance.

• Executing all works relevant to Public Affairs, Public Relations, social care of
Staffs health, culture and sports.
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SECTOR 9 - GENERAL DESCRIPTION

The Commercial and Economic Sector (S9) is responsible for the commercial and
financial functions ofARENTO including subscriber rdations, accounting for and billing
to subscriber accounts, preparing fmancial plans for inclusion in the annual General
Budget, accounting for ARENTO operations and preparing financial reports. The Sector
of Commercial and Economic Affairs operates on two levels:

1. A central office, located in Cairo under the direction of USS M. Adel Sayed, which
collects fmancial and commercial information monthly from the Zones throughout
Egypt and prepares appropriate reports and financial statements as required by
governmental ministries. This central office has five divisions - subscriber contracts,
subscriber accountancy, finance, depreciation and consumption and inspection and
economic researches. In addition to central accounting and reporting, these offices
have the responsibility for inspection and auditing the accounts kept by the loc'\l
commercial and financial offices.

2. There are local offices in each zone for commercial affairs and for finance which are
under the administrative control of the zone manager but technically report to the
central offices in the Sector (S9). The local zone office for Commercial and
Contracting handles the assignment of free telephone lines to subscribers, taking
applications and approving subscriber contracts and billing to subscribers according t
their monthly usage of telephones, telegraph, etc. The local Zone office for Finance
maintains accounting records offmancial transactions (revenues and disbursements),
budget allocations to zones and valuations of equipment These local Finance offices
prepare monthly financial statements (Report No. 75) for submission to the central
offices of the Sector (S9).

In the Local Zone Financial Offices, niany of the staff are technically employed by
the Ministry ofFinance but administratively report to their respective Zone Manager.
Local Finance offices also make cash distribution to ARENTO employees according
to salary documen~s prepared by the local Personnel office.
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SECTOR 10 - GENERAL DESCRIPTION

The Sector of Planning and Follow-up (SI0) is a technical assistance office reporting
directly to the Chairman and is responsible for collecting and reporting information from
the operating sector of ARENTO regarding its Five Year Plan and rolling financial
budget In addition to preparing the annual General Budget for approval by the
Chairman and submission to the Ministry of Planning, the Sector's Planning Division
follows-up on the progress of project planning, records the cost to complete projects and
other financial decisions taken by High Committees. The Planning Division also assists
in planning and allocating foreign currency and spare parts. Statistics are recorded in the
Follow-Up Division for periodic reports submitted to the Ministry of Communications
and to other ministries. Also, in the Follow-up Division is a complaints office which
records and reports on public and governmental complaints about telephone service. The
Sector is finally responsible for approval of the assignment of all personnel to operating
Se<.1ors throughout Egypt as well as the distribution of their annual bonus and over-time
allowance.

Planning and Follow-up Sector (810): Functional Description

Itconcems:

• Supplying the National Ministry of Planning with the different costs and required
infbrmation, and analysis which concerns ARENTO programs, projects and
works.

• Coliecting and analyzing statistical infonnation needed by headquarters and
Zom'S administration. It helps in drawing up the different financial policy.

• Partic~ipating in drawing up ARENTO's fmancial policy.

• Distribution ofprojects' funds which are executed by the Zones.

• Suggesting all funds of the different items of the budget in order to overcome
bottlenecks and obstacles.

• Preparing draft project of the plan, introducing amendments and submitting
reports regarding executing it.

• Preparing draft project ofthe monetary balance with its different segments.

• Pursuing the possibility of opening foreign credits for importing invested
commodities - making contact with foreign bodies concerned with speedy
development, and negotiating with foreign bodies for facilities offered by them.
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SECTOR 11 - GENERAL DESCRIPTION

The Sector of International Operations. Radio and International Projects (S II) is
responsible for the initial design, engineering, installation, maintenance and daily
operations of international traffic including telegraph, international microwave, and
satellite communications. In addition, the Sector (S II) controls the work of the operators
of the International Toll Center, the operations of international submarine cable, and the
operations of international telex.

All types of radio stations are planned and constructed as projects by this sector. When
these radio stations become fully operational, they continue to be supervised and
maintained by International Operations (s II) according to its general policy on radio
communications for stations and branches.

The Sector (8 ll) has primary responsibility for assuring that ARENTO's international
traffic operations meet accepted international standards.

International Operation. Radio Communications and Wnternational Projects Sector
(Sill: Functional Description

It concerns:

• Putting down plans, programs, means, designs and constructing all types of radio
stations. Besides operating and maintaining them.

• Putting down plans and programs and managing the international traffic
administration for telephone, telegraph and wireless. Besides preparing
international accounts operations with foreign administrations.

• Participating in drawing the general policy of International Radio Communication
Sector. Putting down plans and programs which realize, with the outside world
the goals of this general policy drawn up in the fields of International Radio
Communications.

• Guidance in preparing projects of general and monetary budget, and final
accounts of the Sector. Controlling executiOl. of laws and rules.

• Guidance in taking the necessary means of purchasing, supply and storing works
according to the set of rules and instructions.

• Checking and approving total conclusions of the activities and efforts exerted by
radio stations, administrations and different branches. Besides supplying the
aforesaid sector with the necessary directions which help in developing and
improving the standard ofwork.
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SECTOR 12 - GENERAL DESCRIPTION

The Sector of Inspection of Engineering and Maintenance (SI2) is responsible for
checking the ongoing work in the Zones throughout Egypt and reporting to the Chainnan
on progress, apparent obstacles and standards of work completed. The Sector (SI2) is
involved in technical inspection of engineering and maintenance work as well as general
inspection of the operations of manual and automatic exchanges, telephone and telegraph
offices and trunk boards.

Recently the Sector (8 t 2) has been divided so that Inspection of Traffic (8 t3) is now a
separate functional sector under Eng. Fouad Ezz EI Din. Until now the divided lines of
responsibility are not yet clear, however, his principal concern is the inspection of traffic
offices telephone and telegraph - to report on their level ofservice.

Inspection of Eneincerine and Maintenance Sectors 12 and 13 - Functional
Description

It concerns:

• Inspection and maintenance of Zones - checking works of inspection,
maintenance and discussing obstacles facing Zones and trying to remove them.

• Suggesting proposals for developing and improving telephone and telegraph
services.

• Approving reports of inspection and maintenance (engineering and traffic) and
issuing necessary directions.

• Supervision of planning and putting down programs of technical inspection and
maintenance - following up for execution.

• Supervision testing and reporting efficiency of new automatic exchanges - and
subscribers transference from one automatic exchange to another.

• Inspection of executing instructions concerning protective maintenance of
different equipment - following up Zones for execution.

• Supervising control ofoperation ofthe automatic and manual trunk, and telegraph
and telephone offices.

• Studying rules for operating manual exchanges, telephone and telegraph offices,
trunk boards and services concerning automatic exchanges.

• Reporting number of staffnecessary for traffic at exchanges and public telephone
and telegraph offices.
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Cable Communications Zones· Sectors 14·20

It concerns:

• Supervision of executing the general policy put down by the chief administrations
all over the Zones.

• Holding regular meetings with the directors of Zones to discuss problems faced
and put down solutions.

• Submitting recommendations and proposals necessary for developing work and
raising the standard of telephone and telegraph selVices.

..

• Planning work programs and controlling execution.

• Unscheduled inspection to Zones to ensure good handling ofwork.

• Inspecting maintenance operators to ensure efficiency of work.

• Supervision of communicatin3 hlstructions issued by headquarters to all Zones ­
pursuing execution of all ARENTO construction (buildings) works of
engineering, personnel affairs, commercial relations and financial affairs.

• Making the necessary contracts with governmental organs and public sector to
implement ARENTO's works.
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UPller Egypt. South Sector (cont.) -Sector 15

Legsl Affairs

Investigations of complaints from subscribers
law suits
liaison with courts system
complaints from employees
linked to Legal Affairs (Ex 10)reporting to Chairman

Traffic Inspection

Inspection ofoperations of telegraph and telephone public offices
supervises operators in the same office (40-80 offices).
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SECTOR 21 - GENERAL IJESCRIPTION

The Sector of Methods and Practices (S21) has the responsibility for the preparation,
printing and distribution of standard engineering and operating practices and procedures
for ARENTO's operating units. The new Sector (S21) will develop standards in three
basic areas: Management directives and administrative procedures, engineering practices
and operating practices. There arc two principal divisions in the Sector (S21): one is
concerned with Technical preparation of methods and practices relating to outside plant,
customers and services applications (vehicles, stores, etc.) and the second is the
Production unit comprised of translators (Arabic/English) word processing specialists,
and proofing, graphics and printing staff. This Sector was established in March 1981.

-
J-18 AppendixJ



GRADE

US of STATE

Job Name: Director General of Organization and Administration

General Description:

CLASS GROUP

High Administration

• This job is located at the head of Organization and Administrative Sector.
• Occupant works under the direct supervision of the Chairman Board ofDirectors
• Superintends a number of general managers, departments managers and chief

sections who perform the work of Organization and Administration.

Duties & Responsibilities

According to the Republican Decree No. 33/1977 dJ1~ to the 1I.dministrative instructions
~ issued by the ARENTO concerned authority ior its execution, as it is said by the

Administrative instruction No. 2343 dated 917/1 977 occupant works to following:

l. Studying proposals submitted by different zones and departments concerning
organizational planning. Putting down the final planning for the organizat.ional
construction on the Organization's level defining organization and duties.

2. Giving opinion in organizing departments intended to be established.

3. Studying proposals concerning developing and simplifying work procedllres,
forms, sheets and planning locations in different sections of zones and
departments. This would contribute in raising the efficiency of handling and
economizing costs.

4. Proposing proper explanatory formation of authorities, duties and channels of
communications in order to avoid r",petition and duplication of the work.

S. Fi11ing all documents of the Or&,anization of decisions and instructions set for
ARENTO's organs and units. Necessary decisions and instructions are to be
transmitted to sub-units for execution.

6. Preparing circular reports related to the organizational aituation, to be submitted
to the Chairman Board ofDirectors.

7. Following-up the up-to-date development in researches of organization. Besides
fol1owing up job classification plan according to instructions issued by the Central
Organ for organization and administration.

8. Setting recommendations concerning improving rules and regulations of
allowances, bonuses and compensations.

..
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9. Following up work procedures of organization and administration units at
ARENTO's zones and tlepartments.

10.

II.

12.

Supervision of executing job classification system at different units.

Following up re-evaluatingjobs at the different zones and departments.

Preparing system of job classification on the base of duties, responsibilities and
qualifications requires in accordance with directives issued by the Central
management for job classifications at the Central Organ for Or;:;anization and
Administration.

13. Supervision of Executing job classification system all over the bodies or
ARENTO.

14. Making studies for personnel who perform jobs differ from that appointed to, and
taking approval of the Central Organ for their transference from one job to
another, with accordance to conditions and positions put down in the respect.

--
IS.

16.
'"..

17.=..
::
-

18.

19.

-

Supervision of making studies related to work measurement defining procedures
and planning practices requirements.

Supervision of applying procedures for the sake of defining shortage and increase
ofpersonnel at different zones and departrr..:Ots.

Supervision of procedures rCl'.:ords concerning each zone or departmental division,
when the budg~t draft is prepared.

Participating in the concemed bodies in putting down personnel training policy.

contacting the different training organs and supervising, evaluating and following
up programs.

20. Supervision of putting down the plan concerning distribution of bonuses,
appointments and encouraging allowanCes for training.

21. Contacting the different foreign training centers, exchanging experiences,
researches, statistics and institutes (ARAC - High Administration Institute ­
Universities).

22. Participating in the personnel affairs in calculating number, type and standard of
personnel, defining manpower cf different categories and professions.

23. Carrying out similar duties.

Qualifications Required

Suitable high degree
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Performing at least one year experience in a lower position
Receiving training courses in the fields oforganization and administration
Capability of leadership, guidance, putting down and following up plans and programs.

=
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No. OF DESClUPTION

GRADE

DffiECTOR GENERAL

CLASS GROUP

HIGH ADMINISTRATION

lOB NAME: Central Management Chiefof Security and Civil Defense

GENERAL: This job is situated at the head of General Directorate of ARENTO's
security and Civil Defense.

The occupant works under the supervision of Chairman Boards of
Directors.

Duties & Responsibilities:

- Conserving security of ARENTO, according to directives issued in this respect.

- Carrying out similar jobs

Oualifications required:

- Suitable high degree
- Perfonning at least two years experience in lower grades
- Obtaining training courses in security and civil defense
- Capability of leadership and guidance
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No. OF DESCRIPTION

GRADE

DIRECTOR GENERAL

CLASS GROUP

HIGH ADMINISTRATION

JOB NAME: Central Management Chief of Law Department

GENERAL: This job is situated at the head ofARENTO law administration

The occupant works under the supervision of Chairman Boards of
Directors.

He supervises a number of managers of departments and sections who
perform law works.

Duties & Responsibilities;

1. Technical and administrative supervision for all staff working at the central legal
administration, and its branches in ARENTO's administrations and zones.

2. Performing important claims and opposition, investigating with employees on the
l/Wel of high administration, investigations, legal opinions, technical works,
preparing most important contract drafts and following up executing of
judgments.

3. Checking important legal work and giving legal opinion.

4. Issuing decisions concerning organizing necessary legal books, according to work
requirement, and to directive issued by Inspection Administration or by legal
department affairs at the Ministry ofJustice.

5. Supervision of preparing statistics and information required from the Law
Administration.

6. Submitting suggestions concerning ~vj~.·prosecute or going through suits, or
conciliation, dispense with case or opposition.

7. Suggesting of nominating lawyers, reporting the public prosecutor, administrative
prosecutor or the central organ for accounts with wrongdoing or crime committed
according to each case discovered by the law administration.

8. Exposing claims raised against law administration or one of its members, to
Chairman Board of Directors, who submitted them to Public Suitcase
Administration for taking the necessary procedures.

9. Writing circular reports about financial and administrative wrongdoing
discovered by the Administ; .tioD, and suggesting means of reformation.
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APPENDIXK
"COMMERCIALIZATION IN THE

TELECOMMUNICATIONS INDUSTRY"
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-=INDU5TIl.Y FOCUS

-

-Pl~ivatizatiol1. ill tIle.
Telec01TIllll1nicatiol1.S
~_ndustry

-by Peter S ...J.dnm

T
elecommun'lcatlons have come a long wa)' since Samuel F.O. Morse, the invenlor of magnetic telegraphy,
established the world's first telecollllllunicacions facility in 1844. Morse's "system" consisted of two

-= magnetic keys connected by a single line that ran from UoIllimore to Washington, DC. Telegraph soon
spanned the globe and was rapidly auglllenled by telex and telephonc, thcn wirelcss hro:ldc:lst SyslClIlS.
These, In turn, h:lVe been supplanted by an astoundingly vast and growing :lfray of ever-morc-

- sophislic:lled telecommunications c:lpabilities: cellul:tr phones, faxes, p,:rson:II computer modcms, and
on-line d:lI:1b:lnlts, connected, In many cases worldwide, by intric:lte systems of satellites and earlh sl:lIlons, fiber optic
networks :lnd mlcrow:lve antennae. Exotic innov:llions, such :IS inleractive, SOO-channel cable lV systems with
computer capabilities and pOrla!>le computers wilh huill-in f:lx machines, arc reportedly on their W:IY from labs 10
living rooms In the more adv:\IIccd cOlllers of the glohal villanI!.

Since the mid-1980s, political trends :lnd economic forces have been sh:lfled hy :lIld have contributcd tu thc
changes In the industry. The spread of global communications has spread thc desire for democnlcy and grcalCr
economic opponunity :llllong people yearning for the freedom and prosperily of the West, which Ihey can sec daily
via satellite and CNN. Combined with the rapid, widespread changes in teiccollllllunications technology, political and
economic forces have propelled:l broad reform movement in the industry, both in the developing and industrializi:d

~ worlds.
, Prlvatil:ltion has become the most Widely used and most effectivc way to carry out reform in the telcconimunlc:l\ions

industry, liberating firms from the constraints imposed by the ahnost universal requirement that they operJte :IS

govcrnment-owned or highly regulated mOhopolies. The structure, organi7.ation, financial underpinnings and
operational environment of telecommunications firms have all been transformed. Many teleconununicutions
companies have been allowed, for the first timc in history, to become innovative, privately owned enterprises

- competing, sometimes fiercely, with one another both locally and, in some cases, globally.

•

."

'111C Origins oC l"rivatizatioll
No less a figure thou the "Iron

L:ad~' of Europe, II former Uritish Prime
Minister Margaret Thatchcr, is creditcd
with haVing started the inlern:llional
lclecommunications privatization

- movement. Approximately 140 years
:after Morse t:lpped out the first
telecommunications message on his
lelcgr:aph line, Mrs. Thatcher,
determined to turn England :IW:lY frolll

- socialism :IIld into a nation of
shareholtlcrs in private enterprises,

clllb:l/ked Oil all :llIIhilillllS plUgl:1/1I
of cconomic t1ercgulalioll, featuring
the sale ofvarious 13rilish slate·owned
corpora tielns.

UritishTclccolII wassucccssrully
priv:llized ill 198·1 in a share issue
th:lt was he:lvil)' oversuhscribcd.
/rIlIllCdi:llc1y :llIer lhc ofrc. illg, Brilish
TdccOIll'ssll:IICS sl:l/tcd ttl appreciate
and h:lVe performcd well ever sillce,
as Ihe privati7.ed cOlllpallY h:ls been
rem~:llIi7.cd.dowlI·sized,IIl:Ide IIIUle

c/ficicllt ;",d :lllowed to compele in

all opcned·up m:ulect.
Since Ihen, eight addItl CJII:I I

IcleCOlllrnl••,ic:llions prlvutizatlons
have been completed, among them
Argcnlina, Venezuela, liang I<ong,
Mexico and New Zeal:tnd. Seven
!:uvernment·owned telepliolle opel'­
:lIors arc currcnlly in the Illidst ofsuch
PI'Cl[ll:\I11S, Including SlnU:lpore: Ihe
Czech Hepublic lind Slovakia. Sixtcen
olhcr coulllrle5, including Urazil,'
Nigeria, Z:lIllhia :lI1d Moroc:co, :Irc ill
Ihe plalllling slages. According to

f.CO!'lOl>ItC Hl!fOttM '10111\'1"
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"slUdlc:J by the Udtlsh hwnch of Iloen
Alh~n &. Hamilton and the World
Bank, some 30 privatizutlons :He Iikcly
to take place between now and 1995,
which are expected to raise over US$
150 billion, Tablc 1 shows the
cuunlrlell cxpectcd to prlvatl;"e their
h:leculIllllulllc:lliulls cOlllpallies ill tile
1~90s.

TclccollullulI.lcations and
De",oC:l"acy ,

l'olltlcs have always played ;1

major role in manygovernmenls' more
or less heavy-handed Involvement in
teleconununicallons, Through control
of communications media, govern­
menlS can keep a tighllid on political
dissent, Joseph Slalin once said lh:1l
an open lelecommunicalions syslem
in Russia would inevitably become
the tool of counterrevolulionary
forces_ Moreover, concern aboul the
political nalure oftelecommunications
has nOl just been Iimiled to
dicl;l\orships: During World W:tr I,
the Uell system in the Unltcd Statcs
\\Ins nntlonalizcd tcmpor:! rll)'to ensurc
It would 1101 bc subverted or infiltrated
by enemy agents.

In recenl years, many observers
have regnrded lhc dcvclopmcnt of
less cClltr:llized nnel more dyn;uuic
telecommunications technologies as
a key (aclor in lhe recent break-up of
authoritarian economic and political
syslems, Even lhough dictalors W:lnl
10 continue 10 control information,
adV".Inces like cellular phoncs :lnd
satelllles have made it incrensingly
difficult for thcm 10 do so, In Chinn,
for example, f:lx machines allowed
lhesludents whooccupiedTiananmcm

t, •

SClu:lle 10 comlllunic:lle wilh each
olher amI the oUlslde world, (It is
Ironic 10 nOle Ihal China is opening
up invcstment nnd opermions for
private companies in Its growing
cellul:lr serviccs mnrkel,) .

'l'he IIUlvelllCIll 1CIIV: Irll c1elllo­
cl:lcy :11111111I1 111l~ nillhe, whll'll has
acccler:llctl wilh Ihc delllise of
conullunisrn in f:aslern, Europe nnd
Ihe former Soviel Union, has
5trenlllhcned the lrend loward free
cnlcrpri~e :llId helped :;pur privati­
zalion in induslrles such as :lirlines,
ulilities and oil companies. in addilion
10 lelec;onullunicalions, Privalizalion
h:ls been cncollf:lged by Ihe Inler­
n:llional fllonelary fund, World l3ank
and other multilateral financial
inslituliorl~ :Ind. ror Ihe rensons ciled
e:lrlier, has become broadly acceplCd
by many reform-oriented govern­
ments, Also, il has mel wilh a
parlicul:\lI)' posilive respon~e on Wnll
Slreel :lI1d Ihe world's olher m:ljor
financial ma,kels.

I.c.::al, Fillanci:al :and It oliCic:1l
Challcngcs

I lowc\'cr, impOlt,1nl obslncJes had
to be surmounled before lhe
foundatioll ror "riv:llizcd Idccom
syslems could he pUl ill place;
polilicialls h:ld 10 come around, It
W:l,; a lough sell, undersl:mdably so.
Priv:llizers have had 10 cOlllend with
a range of inslilUliollal challenges lhat
have becn, genc':III)' speakinEl, simil:lr
from onc counlry 10 nnCllher. For
starters, lhe "olitlcal comlllitmenl 10
Iiheraliz:lliun :uld reform has had 10

be comprehensive :llId genuine or
privalizalion simply will nol work.

Uefore embarlelng on lelecom­
lIIunicUlions privalizalion, govern­
menls have had 10 modify :111
applicable laws and codes In arcas
such as foreign invesllnent, buslc
lelecomrnunic:uions policy, frequency
:lIhll'alioll, lechnll'al l'Olllll:llihllity,
11111\"'111:11 liel vice ami wit: mlllcllllC:i,
New Jaws h:lve had 10 be enaclCd to
nllow for Ihe personllel shlflS,
lIIim:lllclllent c":Il1ges, asset valuallon .
nllli pricins, incentive schcme5 and
accounling syslems Ihal will cnahle n
government bureaucracy to become
an ,~rncienl, autonomous corporalion,
To iIIustr:lle ~ome oflhe complexilies
involved In prlv:Uizalion, Ihe case of
f:NTEL in Argenlina Is described in
the box on page 10,

Deyond Ihe similarities Involved
in Ihe large-scale legal preparalions,
privalizalion processes have varied,
jusIns have lhe asselS ofsyslems sold
orf, from one counlry 10 nnother,
Dilfercnl, :Jlbeil oflen cOlllplclllenlary,
lelecomlllunic:lliollS enlities, ollce
hUlldlcd logclher, have had 10 he
IWPill:llcd. In SOIllC cClunlric::; va, iuus
hlcililics, such :IS cellul:ar IICIWOlks,
have been crealed from scralch, III
olhers, fairly comprehensive lelecom­
1IIIIIIicaliolls J1(~lworks hnve hecn
dividcd nnd reol,~nJlizetl alollg lIew
gcogr:lphic lines, ;'s in ArnenllJllJ, for
example, The priv~JlizalionofCAN'IV
in Vcnezuela l!luslr:ltes a somewhal
different approach 10 telecommuni­
calions privatization.

COIIIJlaring ArgentJna and
Venezuela

A look :ltlhese lWO telecollullunl­
calions priv:llizalions reveals lmpor­

(co"'III1/lId Oil palJel2)

NOle: Countries in il:Jlic lype are pl:lnning 10 privalize their C2JJic,s IIl10ugh
public stock orfelings withoul allowing a role for Sirategic iIlVCSIO'S.

SOllrce: P)'r:lIl1id Research, Inc.

19.2.ll
Mti/tIJ'Sia
Arl!f:nlina
Mexico

Peru

Common Carrier Privatizations in the Develo.ping World

.122.1 ..l.!L2~ Jill .I99:1t99S 129fl' .1.!.1.21
VCllezucl:l Iluclla Rico Cllvi:l 1\1lI\':l1l IrlllulICsi:l llrazil Ecuador

Eslonia Lithuania Korra 1'3kislan 71Jm/mld Nigelia ~l3dagascar

. Ukraine Israel lIungal)' Columbia Paraguay Guinea
Sil/gnpoII! Tillkcy Ivol)' Coasl I'oland ilussia

Czech Rep. Tail/Yin
l'an:ln1a

J&.Jlg~
Morocco

O:ngladC!h
Nicaragua
Uruguay
Uulgalia
ROllmnla

India

,/

ECONOMIC Rl!I'OIIM TOOAY
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i..~y:~.! '. ~,~,,',The Evolution of Telec~~~~~icati~~~::·;~~::;\.:·';" I. '.~ ',-: '. '

d.::,~,I,~li;' . ': ". From State-Owned Monopoly,to Privatization"," ':~"':' 'r' ,!li~:f' ;
":.''''l'f~~.! .•{ ',I'.: '. ',',' : ",l' to I. ,'t. : "',"' .•,: ,,'~ ~.'I· I .~ ,:
. ·'.f. • . .' . •• .. . . . . f' ... -1 "'~ 'J' . t,. "'. "f' •

ti.~:~l:d/ :.j . '::'1 Despite Ihe torrid pace of change In IeIecommunications since lis Inception: only recently',: .;< "
f·I'.\; ':;/;' has Ihe underlying structure of the induslry changed .al all slgnifl~antly from what it was In Morse's ,,i\I~ "";~ '.',

~,,~~u,.,'lday: a collection of government-conlrolled monopolies. The rallonale for government ownership '\1':.::, '~'.'
·:~P~"Fo.f tele.communicatlons firms stemmed from a varieIY,.of bOlh.politica,!an~, ~9q~!?rJ:Ilc.factor~ ..;~·~;i:!;!.~l~·:;
i(~;·j~tt~·:;L·q··. Politically, many gO',Jernmenls have viewed state ownership of strategically important\'J:f:~~~;"
'~rd~~:i'.i: Industries such as telecommunications, oil or olher nalural resources ,as necessary, ones that '. tl ;:::i'')'
l'.t~'\f't;'~:could not be lell in private or foreign hands. Universal service is another politlca! Imperallve,:pald·'i'i.j:,;,i1:17"
~,:j~t;t.~for by cross-subsidization. or charging subscribers disproportionately:in! areas. :YJhere phone :~iJi.;~i~:;p
:·~I:,j:.:r,.~service Is economic to cover the coSls 01 providing service to areas where'servlce:would not be:r~'!tW!lll,:

,::.i·ai)·neconomic. Although they are well-received by oullying areas: such programs are not necessarlly:rfH~~t~:~·:
; ..t::~;!';j~Popular;. eltheriwith those who have 10 pay lor Ihem,or;with:the·companles·themselvesiiState~;~·:~i~i;~',
~;~!~~il~ownershlpallows governments to meelthis objective.·whichccil be'regarded as a'publlc' gOOd"lij:~:fii(;,V
:.~~~j\1jiSince they are shielded from competilion, stale-owned telecommunications firms have beer'! .able f,:~t~;~~I:.~
:; '~rl";'~ to extract profils from subscribers sullicient '10 .allow.,them~tal subsidize 'riot: only·"lmiversal.~~/~!':i~i
,:'.~~~,:t;·i:!eleCO~munications service. but p~slal and othe~ syste!TIs .a~,"Y.ell.as ~!at~ tr~<;,;s~ries ..\ ;b.i~::::iSr:~j,~r~}J,./J
if;'i 1~Wf"': f f......' Prior 'to the' development'01' semiconduclors:'and: prinred !circultltechnologles;·lthe~:.f'?;,rN
.';:{~i~ri~1 economic:.rationale for a monopolistic telecommunicationslndustry!"structure had been·.both :·f.!'!~;~ ~·H
"':'::'~';\compelling i)and: universal.. Because of the capital~lntenslve .'natl.!r.e~pf.,~the Inqustry.;\,i,~:~ni,.:~!
·,j···::~i,~:telecommunications systems have high start-up costs. particularly with respect 10 local'and:j)~;'~!!::
;r~~?il:;·~~international connecting equipment. and thus significant barriers to entry!:Duplicate systems in !!j\l~.~!:y
~:t1·~t, single geographical areas were recognized as Inellicient: Competit!on among parallel providers :':j·:l.n:~
·1··t,H',meant ,st~o~ger e~liIies would forc~ weaker .~ne~ o~~.~fi~~slfle~s~· ~~abll~~ '~ur.v!vor~ t~:re,ap..tdA~~~:r
I I,!:: !'••' monopolistic profits. I·.·... .": ". '!. h!...1: :I.~ .:' ·.toi:·.;..,.~·.!.I';;·"I:~ rJ:t·,·· ..'1:.',I;Il'.tt'r:';'W::':'Joi I.

Y~ft~:I/'(i ·;f' Major' op'eratlonal' .economies. of scale 1 r~irifo;ced '.Ihe'!·mo;:,~ppli~ti~rsir~chjre;;~f ~ iheJ!r.!'!I/;;
',',.; ~",:, Industry. The marginal cost of installing and operating each additional telephone hook.up·was.'i!~·:;'!l·:i:
~~.: ;'~il minimal, and as Ihe number 01 syslem subscribers increased and facillties·expand!3d.: the:.:i~;·::':.~
:~t;.l;.';~:average cost olirunnlng each element 01 the entire"system declined;continuously, !Jntll a~.,i;!~·;:,
':~~ :~~:9·,telecqmmunicatiqns company ~ould begin to. extract healll1y rfofils Jrqr(l'lts .s\Jbscriq~rs.>~:; ti ;/':: \~:;~~ ;.:
·'···"'i·~ I :....... '.. . .. .., ..... '''' '{i' .;·•••••·.~.•l"II.~" •. t·.::·1 , .. :,.' .:I,··I.lt' .!I••.• j...,
~~!I\~iJ:t.: ; : t.; . . .,. .• :, •.•.;. ••.•.• ," . ··:,···:,;.t?~Q~F;ft~"~~~:..t~::· ·;I.:'~'I~~;f:t::f;i.oI:~ i::,j
1'.Gr.:~ Technological Developments Weaken Monopollstfc Ratfonale '''::'':''•. ,'. ' : ...:. .".. 1 .' ;,',,;;,:::

:!:.:;:;:~~; .,'I ~. .:- Starting in the 1970s, innovation in electronics accelerated::progress in semiconductor..~!!:j:;I:
i:h~il'techno'ogywas rapid, pa~ticularlywilh respect to the development of integr~teqcircuits and their~~jl,l~;:~
?clil:,~~.::rarge.scale.'applications..~Thls was having a major .Impact.~not"jusron;' the ·capabllltles. and jl':.~'".!
mii~~\r. operational characteristics of t~lecommunlcations systems. but.on th~lr economic and !lnanclal ::::1.~~;~
~~IJi~llunderpinnlngsand the dynamiCs and structure of the markets In which they,operated.;In·both{.• ~·1
~:~;~t',f.i:developed:and developing countries. less expensive technologies were paving the ~aY..for a .':;~'. '.:.'
~r~:Th,~·.'~~~~f?rm~t!on ~f the IndUS!ry'S prevailing ~rganizatio.~af and fina.nclal st(Y9ture.; .. :··., '. l. ;:::::;'',:.~:r·:~;:::,!'~·
;tti.t~~~~!:\I·~~i~Changlng economIcs and expanding capabllllies now allowed fo(!competltlon{among t.:(~i1i··
!..,.~~ "';servlce:operators'in a singte n llwork. A monopoly. could be malntalned.Jn the·actual'physlcal'.iV~:
in~tr.'. ;Infrast~ucture;' but;newiservlce~~ could .be provided b~ complementa!y~and.'competlngfir~s':;":~'~;

.\allachlng computernodesto allowl.'ubscrlbers tocommunrcateover the eXlsllng telecommunlcahon~r,)~,':\'
~.I:f~lr;~~systerrrclrcuitsiIMoblle technolog~' revolulior,ized .~ccess 'and reduced:~ramatlcally.the fabor I.~~i!~::~"f.'. i~" costs involved In installation. In Europl:'. !::: example. building local cable networks can cost ov",rj.~~~·~::
t~~i~~/;::$5.000.per.; subscriber:. the implemenlation of mobile telephony networks':cuts that:'cost ·by)~~:.l:}:
:1.l~ftri~'~~pr.?.XI["ateIY ~ne~half:,MO~i1e ~etworks c.an th~~ compete Witl~e~ta~!i~I~~~,c~~le systerrs::;:(~1!li\
;l:.·b;/.i.' t,.,~/I~\Wilh barriers to entry failing and economies of scale shrrnl(mg, new firms can thus enter!:l';~:'
l!~'.~~:::·the:inarkerwith less capital and less risk. Greater compelillon allowu rates·to be determlned;~;~~
.: :....::i:':' increasinglybymarkels rather than byregulatory aUlhorilies.Atthe same time.telecommunications·,·.j,:':·::!
:F;:~:.: .' are ievolving in such· a way Ihat many. newer.. services-including ·cellular. paging,': data j~~'::~

:.;\~:t. :;' ; .., 'i:r~Y:. ".'r! ;: :.< . ;: ~d·/ ..,::);·;;",'" t.:';:!:; ··,:·~.f {~}:/
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1988 Telephone Wailing Lists

I WllilPcrlod
(YoDlS)

Aigelia 8.5
AIII!?/llirl11 21.9Co ambia 4.3

: E?,YPt 27.1
G lana 30.0
Indoll!?sla 7.8

: JlIlllalcn 22.3
Malaysia 0.6
Pakislan 10,0

: Philippines 7.1
Poland 12.2
Sri Lanka 8.5
Tanzania 10.9
Thailand 3.6
Tunisia 5.0
Uruguay 2.8
Venezuela 8.1
Zimbabwe 5.3

--.. : :1.};:;~:!.r~'ii::· :;'.,' .....::'<:'D·O:~.· ...·....'it!.. .'< .:1:,'. ,\ ....,. .:~,:: .~;':./'.:::;':'::'.\:''': .:;:. . ' ...:.(:::.. .
'0' •. ,.,.{.,J .." .... 'fa·.• OC .. •••• ~. "It '11' ./....'f.· .•.f1[ "I-,11, .. J.. "'" .... ,)',,' .. t,.~. • ,1'.-, '," .... 0' ,
it.:·.::"Ir.~J:.1··P.~·~·iJ:·:,·;i,.~;f,:l~I,;.jl;n':·,Iii'I:·I. ::.~; .:~.?"!..,,·:t\!~· :':i,\"r1:~~~·1{i~ .. ·· .', .': ':;";j•. j'.,' ; .":' I

:" z".: .~r ~J~!~·.~t·:. ~;' ~ ~. :";;·;~:·~qi.~.J ·,.j·;~~;·~~+,:I·';." i :. ~.~~ : :. .~ :;?J/i :.~ ')~';f:"f~ f.~~'~~·)!.~~r;:'-h'~;.iiri ..~.:,.~. ~,~!: l~~1~:~J'j·~'.· ','
. . .. ·;~·'·\~~·.i~f"" of " to:' ~ ..... :.rJ~:'" "', .,t••:.;;' :, :. ':. : 1,1'., :.,. t' 'i t ",,:~ .:·r ~,~ :. ·!1fr?t':...·~~·:··'? 1'- !',6·\'..~ ..: '.' " ',~ :':'.1,'( !.:i"~" ' . . ; ,,:'

- .' ;, \::;;~~f.communicaiion~·Dnd. val~~:~dd~d servic~~. as'well~as !~nlJ dlst~nco-:.~o lon90~ lall neally within" '
- :,'. ,""r,:; .)~:the boundaries :01' a' natural \ monopoly,' even' In 'doveloplng countries:' rhe changing'

:;!.:. "~;::~d telecommunlcat!ons market' provides. increDslng room· for' private parlicipallon•. Increaslngly. '. .
..'~!:. ~.-: ..~{.-l'(,private lirms have been.called In· to finance telecom development,' channel importantlechnical ..·. i' :i
.;~i.: .;: ~I~';~~tand manage~ial.· ~es.ource!>.into. tt)e sector(~n.~ .d.ev~!9p.new.spD'I~li!~ I~~~. P~p.~~,i!!lie~ out.siq~.pl r:'i:;: .:.:
:Jt~::·i:~~~~t~n.'~;~w~~~~f.~~~1~~~~~~~.?~~j,}~f~~~~~~~~tfl)!f~~f~h~~!ji{:~r.·~~~~~~~~~~t.~.:';:!·.~:~'~~:\~:)~.'J~:'~ :r..
}",\.:.:.l~i.il~(~ Monopolles' Shortcomings: Particularly Evident In :Third .world :~·.i:~!I·l'~~il~::~;:.. '~.. ' .," ...·1:· '.: t: .'l.:

- :~·;.,~i~:~f~:i;.ij;·li·I;! The:(1.~BOs ·,broughl.cha~ges: not:onlyiir. \tIe:telecolll.mL!{1ic~tionsmc(.ket,i but' broad~d'::~. ',~~ .
-= :'~.:~· •.·::';;~ll!~yl;changeS In pohtlcal.anq.economlc philosophies as.weIJ~Many countries. began to transform therr:.l }.):•... ~. ,

::o':i:; ::;;i}~:~ :.approach to ·ec~)Ool"f1ic:.development! abandoning the prior. emphasis on·the state as the major; ;..:\.; ~;'.,
· :;·.I:~':;;~.f,~economic actor In lavor 01 strengthening local private sectors sO.thatthey could become engines .... ,::; •
•,' "!; \;:\~r.t:\~.ol.growth.ln keeping with this new phllosophy.=ollicials Irom Latin America. ~sla and Africa started " ·~i.:;···

_ .,.;::.:~;:.:Vi..~;r.to:reCOg.nize thalt~e .iflelliciencJ~s}~~~I}eir,.stal~;.p~n,e.d ~ntljl!l?r.i\s~~. ~e!.~.rnaj~r~lmp~d!t;!l.e':l~~ tq :./~. :..~::
·~ . ':::.O':I:tt~l"eCOnom.lc and SOCIal Plogress.l~J\d·"· H:f;t, .fr.I~·"·r~I·,t;H:'.~ r" . ..; .,. '''bJil~'~''ll ,. .,.: ',;. ~ ::" ..
· !-'~4·".!\:·t..~t~!.cl"'~"·· .:"', .... ,"':" .", ,tit"'" .../, •• ., •••• , , f:"J. ""-t!ll~"i: X •• ', •
:~~.:.:[;:~~i~~M:.'~~. ;l· J,····.Thef~horlcor:nings···ol.1 governme.nt.ownedi~:I~r . :. '::'" ,"

- Sl.~.:~::-l~;:.r.telec()mmunlcations monopolies have been particularly. :ilr~ .,' '.
., ,;. t~ ;(.~·~i!,,"pronounqed. AH one had to do was pick up a telephone: ".:~~, : J

.:';!:;i::(~(t!lI,~the ~~ds w~re not g?od ~hat.II'~~uld evel) .produce a ~~.!:
··t· ;~fH·'iditone. 'And' 9iaflng1'someone's"number~wasolten :~".

-- ....:. ~; ~·.•~~~n~Swjtchboard .\oulelle: "The vasl !l1ajority'ol Third World :'...
_ ::, ....• ~~.:j ?t:!lgovernmenls .had ·failed.utterly .In provi.diny.oven tho I: I.

':;'{l!::i·ir::.t~~:mostbaslc:.c.ol'J1muolcalions servic~s:;i¥'~\/ :-)':~J i ",'..i, ·ti :, .
:·t··':dr:ri(?~tf~i:~\:;4~·~li·was;~~~Y~lerY~; 10 ~hy::.while go~ern~ent.· ;.~:;:
.,.!:" ~:(~ ~:iili.owncd lelecommunicationscompanies overywherewOle '.• I

i:~·~}l;.r; .~.\:,~.~hardly models pf elficlency;'l1)ost developing countries' .i.: I..

::l~:~i;\i~1'Jtelecomml.ll1icatiqns.?~entities·.were~·parlicularly'poorly.:;;~.\
:;;.:~'r)t:r~r.Hmanaged.:~;rhelr·)bUreaucracles·.were'bloated' and.';:.':
,~·.•~·9-2~~r~Char!!C~erlzed by ineptitude ~ndunresponsiveness. Such! :...
.~r li.t;t~!1~telecom· authorjtles;lypically.had 50 to·1 00 employees :::. ':'
:.:~?:~·.~:;-(~~for every 1.000:telep!:lone lines in service; compar,,:d to.-:'!;:1
:.,'; .: :t:·:·~.~;.!OI2 ·employees,or':!ewer·fori the same number of.hnes .. :.•
·;.'··HW~.r:l'lamong telephone:.comp.ar,tles in,the.U.S.• Europe and' '·t

':. :.I:,~ ~:~~'''I1-Japan·Jl;lt'·''I~''''\'/J~;: ...,~I~, ~,I':•.t:-.!. \,\\'1'" I~ '::;'1' : ~:'" ..... ;. -..•·.,,·...·~.l.,..~' '{ '''It,,~j··~r.'l.·,.z··.tiJJ''·''''' .'.• ' .,. I" '0· '" •

~·~~:f~~~·~~~1~f!:'.:T~pic~II~":~hi;d~~Worfdil~le~o~ ~la6i1ities :.~Iso \~\Sou/ceo ITU PYlamld Reslarch. Inc. , .:::..?'·/fhf.it lackedthetect.mjcalandlJ1anagerial.resourcesrequired~· '. , ••, .'1•. =: '•.;... \.' .' . '.•
.~, ~;!t· ... '!#.:~o ~eep'abreast'ol:an"increasingly complex fndustry.~As .Table 2 shows. as recently as 1988 In '.'
:f;~:' ~~~}Argentina;: Egypt.:and\~a,paica.;potential ~ubscribers had to wail over twenty'years to have a '.
I.~?~:l. ~ tj:o~telePhone:li1stalled.~w,hlle t~9sljlln eoland;:P.akistan·and Tanzania laced a·len·year waiting list. : .
.;- !':;~~~: ~~;Call·co!"pletlov...!fJt~~. ?,..59..~..,~!g~~1..0[\les.s.;i!!lc! .sig!liUC:;~flJ'l!l1d.erut!llz~tiol)l.of ~~I~ting capac!ly;' ..

- ·...·~.l'·.. ~ \·:..Jwerecomrnon;~·I;:JI'I~{:;\,.,(II~~i.J.~ ~';I.t'.ilt,;~':~.·jo~jl:t•.'!lI'.·I",. :'~':!;"/I" I.·I!d!.I •• /...·•• ·r.. ~I'ofl": : ... . '.'
: ',' l'l-., tt..1.... • .':, I' ". t.e -•• ,. ,... r " ....;i ,..... .-. '''IfV}~. • • • • ': I •

_ ·~~~·~(;.~~·iti".i'~.·... ·: .'. 'j Fln~nclaIlY::dev~loplngcountries' state"owned telecorn companies were In poor shape,'
~.!:~!~1~t!it:.too. Vastly·~f)derful;1ded;t~lecom operators routinely diverted surpluses to fund postatoperations " .
~;:;!:~!:1i\\~;r1and electricutilltles;which.ollen lallunder the sameministry.or general governmelJtexpenditures•.' .~.. ~'."
:~ ;·i~!#.~~~:.For\the! most(.par.t,~. ttJe':!resources: needed: to· maintain-let alone expand or upgrade- " :.,
::J i~~~fi~telecommunlcat!ons"syslems; which are.~ vital element 01 a nation's inlrastructure in the mod~m : i :' .
". :;l·;:·~~~~tgloba.1 economy, hfJve b.een.~navaiiable:As a result. the businesses and ec0.n0mies dependln.g <;: .
. ;:";·II~·.t.&llion rehable telecom services In most oltha world have sulfered. It became eVident that relorm. In.·: ;

. ··:>.:~Ll>.li~itsome·cases'drastic:"'i.n·lelecommunications would be necessary lor any developing nation to >.'
-::f,::·.:~~~~;:progressfrom·poverly.(o:prosperity .. ;; ; ..::.j' ':. :'. ;.:;. .'..:.: ...•.;... " .-
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Structuring the Deal:
The Privatization of ENTEL in Argentina

Thc (lIlvallZaliun of AruclIIin:l's SI:llC'OIYIICd
Ielecommunications COIllP:\IIY, ElIlprcsa Nadunal dc
Tclcfonos SA (ENTEI.) illllslr;llcs how ICICl:Olllllllllli·
callolls privalizalioll c:ln bc sl()lYcd tlown hy Ilolilkal
debate :Inti how a dC:l1 c:ln st:lrt to noundcr when
financial arr:lnllemcnls bccome particul:lrly complex.

The progr:1m to priv:llize ENTEL began in March of
1988, when Sp:lin's l'cld6nil:a Inlcrl1:1cionalre:ll:hcd:ln
agrcemenlto purch:lse :I 40 pcrcem st:lke in ENTI!L.
Under Ihe terms of lhe origin:llicuer orinlcnl, Tcidonic:I
was 10 invesl :I(lproximalcly US $750 million in cXl:hallgc
for a 40 percenl sl:lke and lIl:Jn:Jgcmenl conllol.
Negoti:ltions dragged on for mOlllhs, ~Io\\'cd by
pariialllent:lry opposition fromthc n:ltionalisl PClIlllisl
Part}'. AIleronist victory in thc 1989 presidential c1elliulls
furthcr complic:lted the issuc, bringing :JbOUl additional
dclays. The Telef6nica bid was ollici:Jlly smppcd soon
aCler t1~e eleclion.

nle Menem govcrnmcnl look powcr in Iluenos
Ailcs, and priv:uizatiollialks resumed sUlJnlhcrcaher in
Septemberof 1939. Under the plan Ihallimll}'dC\'c!opl:d,
ENTELW~ to be divided into two companics-<.lnc 10
serve thc nonhern portion of Ihe country and Ihc othcr
toscrve tllesou~l. E:1ch company would have amunupoly
concession for Ihe first len yC:lrs, aClcr which compelition
would bc inlloduc:c:d. Unucra variation of Ihis plan,lhe
sale was finally complelcd.

Atotal or60 pcrcenl of ENTEL would be :luclioncu
orrto two consorti:l for US$ 214 million inmh, plus US$
380 million p:lyablcovcrthrce years in Argcllline foreign
debt with af:lce valuc of US$ 2·3 billion. Mthe c:olIIJlany
was to be split in two, 60 pl:rcent ofc:lch unit was 10 be
sold to a sep:lrale biuding consortium. The reni:lining
sh:lres were to be sct aside for employc:es (Un&), local
telephone cooper:lIives (5%), and for loc:ll sales (25%).
In addition, the Argentinc govcrnment was to gU:Jr:lntcc
16 percent annual profil:lbility for Ihe first two ycars,
estim:lted to be worth over SUS 500 million. While
:llIr:Jctive 10 foreign investors, the pl:ln pUI alow valuc on
ENTEL, and made fcw guarameed pro\'isions for thc
upgrnde of the Argcnline nctwork, :lnd Ihus mcl Wilh
considerablc Opposilion at hOlllc.

In March 191)0, opponcms succ:ecded ill hriuging
about two major ch:lngcs in Ihe planneu sell·olf. First,
the staleoguaranteed profilabililY of the two companics
W:lS rcduced by sOllie US$ 200 million. The 10lal
gU:lr:Jnteed net :lnnu:l1 profit was lowcrcd frolll 16
perccntof ENTEL's fixed net :lssct v:lluc of USS 3.Sbilliou
10 16 percent of ENTEL's flXcd p~rchasc pricc of USS 1.9

billiun. Sewndly, the value of debloelluily 5waps 10
IlulclIlial fOlCillll inVC~IIJIS was lowcrcd lhlllllllh afixed
lllillillllllll uebl exchanllc wurth US$ 3.5 billion.

. Foil IlIVinu Ihc rhallgc5, sumc lJiddcrs droppcd 0111,

inc:ludiug cunsortia he:lued hy llellSoulh, Nyncx, Cablc
and Wireless, and fr:lnce Caules cl nadio. four other
intClCslcd bidders wcrc invilcd to rcsubmil bids byJune
1,1990. Duc 10 thc swap componcnt, cach consortium
was requircd 10 include a bank or financial institution.

Uids from consortia Icd by Cilicorp Wilh Tclef6nica
of Spaill, Manuf:lCIUrCrs Iiallover with UcU Atlanlic and
J,P. Morgan Wilh STET of Haly were openeu onJune 25,
1990. '1 he Citicorp-Tclcf6nica group won the initial
bidding for bOlh rcgions. Ilowcver, as no single
collsortium W:lS allowcd to win the enlirc terrilory,
Manufaclurcrs Ilanover/13ell A~:lnlic won Ihc shares of
tllC northern region.

OllIe winning bids for ENTELexccedcu the minimum
scI by Argentina's govcmment, blunting criticism from
Ihmc who dailllcd 5!::lin~ abid noorwould drive biddcrs
away and ~IUSC whulch ~t:1\ 1:.N1El.wasl.x:illgumJervalued.
11lc minimum SCI for ~IC entire company was US$ 214
million in cash and US$ 3.5 billion in public debt and
acc:rueu interest. 'Ille mh figurc was set and thc biduing
hinged entirely on ~IC ucbl·equily (Xlltion oftlle deal. '111c
Citicorp-Tclcfonica group's bid for the southern terrilory
W:lS US$ 2.18 billion in puhlic dcbt and the assumption of
US$ 510 million inaccruellinlcrcsi.Manufacturers Ilanovcr
:lOll Dcll Atl:lnlic bid US$ 1.86 in public debt and US$ 372
million in assumcd intercst. Together they p:lid over US$
5 hillirlll in Arl;enline foreign debt.

Telcf6nic3 and Dell AtI:lnlic were 10 have bcen
responsible for all localservice in their respective regions.
Incluued also in e:lch concession was provision of local
service to onc half of the cily of Duenos Aires, where
almost two-thirds of thc counlry's phone lines arc
inslalled, Each W.': !o Imy/: fonncd two separate loint
ventures, one for provision of inlcrnalional service and
onc for provision of auv3nced and value-added scrvicc
1l:l1ionwiuc,

Accoruing to its p!climinary development plans,
Tclcfonica will cxpallu Ihe cuncnt 1.7 million Iincs 10
2.32l1lilliun by lin: cnd of 1995. lieU Allantic, howevcr,
was uhimalely forccd 10 rencge when Manufaclurers
Ilanover coulll notal the lasl minute come up wilh the
financing as promiscd, lIuc to tlle complexily ohhc debl­
C(luityswap purtionof the ueal.111e northernconcession
W:lS thus awardeu by uefaultto STET of lIaly and J.P.
Morgan and Co.
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Structuring the Deal:
The Privatization of CANTV in Venezuela

=

Tllc privalizallon uf Vcncl.llc!;l's IclcllIlIII1Il1l1i·

c:Jlions company, CAN'IV, has pr(J(:ccdcu succcssfully,
for 311 p:lIlics, dcspile lhc polillcal illswhililr rcl1cllcd in
Iwo lllililary COliI' :IlIClllpIS :Igainsllhc gOl'cllllllcflt uf
Carlos Andres Perez in 1992, Accoruing 10 Antlrcw T,

'Joncs, Vke Presidclli of Inlel/lalional Telcphonc
Operations for GTE, which Icdlhc winning consolliulII,
"Knowing whal wc know now, Wilh hindsinhl, 011I
consollium would slill hid for CAN'IV. We dU1I'1 sec :IIlY
changc in Ihe long'lcrllI fund:ullcmals for Vcnczuela,
and in facI, we see the stage sct for very pOsilil'c sodal
change in the coumry. Wc Ihlnk the trelld of CI'eIl!S is
lowilld positive delllocralic change. Tile hasic
funU,lI11el1lals which causcd us 10 bid for C,\N'IVare slill
in place. Venezuela has atremenuous future, anti we're
glad wc're going 10 particip:lle in it.·

CAN'IV's perfClrm:lIlce prillr IU priv:lliz:llion dC:lIly
poitiled IU thc necd for seriuus reform, Despile hil: ClJ~t

im:re:lses, I:Itcs lem:lilled villually IIl1dlallllcd during
Ihe 19805, rcsuhing in a sleadily delcriur:llinll prulil
picture. III addilion, 47 percenl ofscrvice dcmands were
unmct, and there was an avcmgc waillnll period of 8
ycars to oblaill a new Iinc, Morc thall hOI If of thc puhlic
telephones wcre out of ordcr. Only 19 pel(cnl (If
il1lcrnational calls were complelcd,

Thc GTE consonium won all open itllernalional
bidding process wilh an offcr of lJS$ 1,88; /llillion, :J1XllIl
USS I billion 1II0rc Ihan thc minimlllll prke Sci h)' Ihe
gllvernmcnt, for ~o percenl (If the sh:lIcs of Ihe
llovelllmcnt-owned comp:llly, which llives illhc riAhltu
c1ectl1ve of the nille direclors, Local (lllllmi W:IS nUl :J

rcquiremcnt in Venezuela, hut GTE fmllled an
international consorlium wilh substantial Illcal
pallicipalion bccausc lI1anagclI1cllt wisely rcwilnized
IOCII illveslor involvcll1cnl as very dcsirahle, Two 10l'al
companies, Electricidadde CaraC"JS alld GruJlO f\ lercanlil,
have acombined 28 percent inlercsl in Ihe: consllltiulI1.

111Cemployces ofCANlV will :IIso h3\'easis:nifiC:,II11
inlcrcsi in Ihc cOll1panYi 11 pcrccnt ofthe stock has heen
sctasidc for sale on a favolilhle defcrred p,l)'lIIenl hasis
10 the clI1ployecs, 111e 1l0\'e/l1I1lCnl rctains ·1911C1lcnlllf
the sh:l/cs, ,lI\d ,ullidJl:IICS ,II S<llllC fluilll selling SOIllC (If

:III ofthclll in an inilial fluhlicoflcrinll, hoth in Venczuela
;lIId 3hroad. CAN'IV is Ihc sc«:ond I:lrgcst (lIInll.lllr in
Vcnc2Uela, so Ihis will add a m3jur (Omp:1I1)' III Ihc
CaraC:ls stockcxchange, Manyohservers rcg:nd (,\NIYs

I!CONOt.lIC llCf'OIlM lono\\'

11Io;III,hasc:d loc::1! m\'ncr,wip:ls a slahlllz/nll flllc:e :llId
elllplu)'ee stoc:k ownership as an inccnlive Ihal will
WlllillllCl() help lIall~r(Jrflllhe company into an efficiclIl,
rc~p()lIsivc 11Iiv;lle elllcrplisc,

GTE b3sed ils a~se,~smenl of Ihe valuc ofCANlV on
a \'ery reasonable sci of rules Ihal will 1lllow Ihe cnlily 10
be 3 financially viahie business Ihal can meel expansion
alid qU31ily lIlamJalCS, Firsl, CANIV's b:lslc serviccs have
hcclI prulccled from comJlclilion for nine ycars, so Ihal
it call cOlllinue expanding Ihe Ieleconununlcalions
infraslructure in Venezuela for Ihe benefil of Ihe enllre
country and nor jusl Ihe 13rge users, Second, a price
regul3lion schefllc based on a price cap melhodolollY
combined wilh rale rebalancing will give CANN Ihc
incentive 10 accomplish Venezucla's nalionallelecom­
municalions ohjeclive,~ while OIl Ihc same lim:: fairly
cOIIIJlcnsalinlllhe sh3rch()ldcr~,

The rCAulawry sc:hellle is cnlillhlencd in Ih:lt iI
plC/vllles fur Ihe /l'I\III:,IIUy hody 10 lIIullitor aIll! review
CAlHV's pelfollnancc inlllccling ils objeclives, but nol
:Jpprove or conllol aclions of managemenl, which has
Ihe rcsponsibililies fur lIlceling Ihose objcctivcs, So far,
GTE has bccll ple3sed wilh Ihc cnlilllllClIcd lIIallller ill
which Venezuclan ;nuhlllilies have dealt wilh Ihc newly
privalizcd firm, IIl1rdemomc rcgulawry schcmcs h,lVC
1I111 heen illlposed un the cOlllpanYi Ihe mcthodology by
which rolcs havc hcen delcrmined as wcll as Ihc spccinc
areas ami condilions under which compclition has heen
allllwed havc hOlh bcen consiSlcllt wilh Ihe tcrms ofthc
orillinal aArcclllenl, '111c governmcnl ducs nut sccm
likc:ly III inSllllcllhc COll1l11unic:uionsMinlslry to ·change
Ihe nllcs of thc g:lInc,·

CANIV has ()(lsied impressive rcsults thus far and
mainlains a1lllres~ive (Illalily alld nclwork cxpansion
ohjcc1i\'cs, Originally required 10growfrom approxilllaicly
I,6 million Iincs in 1991100\'erMmilJionby2000,CANW

•has alrcady far surpassed illlerillltargelS, During 1992­
19<)3, im'CSlll1crUS ofover IJS$ Ibillion arc planned. wilh
413,000 digitallillcs, Ihe highesttouJ! recorded byCANIV,
installed dUrinJlI992, 210,000 new CUslomers wcre added
lasl )'l.':lr. and l/i,'IOO IICW puhlic lelephoncs, wilh sl;uc-of·
Ihc·al1lCdlllUlul:Y, were irl.~lallcrJ. '111c numbcrofpholle
lines oUI of service dccreased by 70 perccnl. GTE is
C(mndenl CAN'IV \vill Cfllllinlle 10 mcet :lnd perhaps evcn
surpass ils dr:llu:llic llr<J\\'lh and mOOerniz.1lion targclS
:lIltl hc a successful compan)'.
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The prlvnllzed CANTV stands stronger than ever under Its new,
private ownership.

...
•

'.
::1Il1 simllarilies as well :IS lIiAl1inCllllt
differences, BOlh dC1I11l wcrc slruc­
lurt=d 10llUrllCl forclgnlnvclllUl's, whn
were Seen as ~ssenllal sourccS or
C:ll'IIUI, U:ChllClloIIY alld 1Il:lllll11Crlal
IClllIW-hllW, III "'UClllhl:l, 11 ..:1\: Willi
Ihe lidded wrllll<l..: or uslll" 1I dd)!­
eqully conversion, back..:d hy U.S,
Treasury Buar:lI.lleeS under Ihe Ur:ldy
l'l:ln, 10 reduce Its rorcinn d..:hl
oh\l~\Illons, Uoth counlrlcll CNHIIllillhcu
prolecllons rrom compelition ror
multi-year periods, although t\rgcn­
tina guaranleed minimum prorillevcls
as well, nOlh governmenls also
mandOlled qualilY and pcrform:IOce
largels, such :IS c:xpllndcd line
Inslallallol1s :Ind reduced wilillng
perlow, ror Ihe n~wly privallzcd
enlerprlsell.

111e 11I051 Import:lnl dirferences
Involved Ihe ways In which Ihe de:lIs
were SlnlClllred. While Ihe Arg~nline

governmcnt gmnted nmjorily st:lkes
In ENTI!L 10 Ihe winning hldders, Ihe
GTE-Icd consortium acquired only a
40 percenl slake In CAN'IV, which
c:lIls Inlo quesllon Ihe degree or
openatlnn Ih:xlhility tlmt il will cnjny,
especially since the VeneGlIel:11I
governmcnl will retain rour or Ihe
nine director lIealS, Also, the usc or
price caps in Venezuela will help
control prices, innalion al1d popul:lr
perceptions or prlc~ goulling (which
have cmerged in Arllcnlhm). "Ilain,
however,lhis device placcNcclIlslralnlN
on lhe operational nexihililY or Ihe
farm. and limits on profils limy IImil
future InveSllllcnt In Ihe finn.

In addition 10 the hlddill~

Im:dmnis1lI5 cmployed in Al'gclIlilla
:lnd Venezuela, othertechniqucs ha\'e
bc,,'cn used Inluhnallzallon Imnsacliulls,
dcpending on the ch:Il':lcleriNllcN Clr
lhe firm :IS well as ilN upc..:UiIlH
cnvironlllclll, '1:01' eX:lIl1ple, ill
developed cOlllllries where ll:lecCllll'
l11unic::uions m:ukcls :lrc: dlaraclcl ized
hya high pent:lr:llion Clr phone lincs
amollg till: popul:uilln, cClllununi·
callons emilies :lIId puhlic inveslms
:ilikc havc heen hidding Cln ..e:11 :INseIS
:111 well as lhc rCOIWlIlil.cd crUCI pi bl'S'
potential. i:vcl)'llIle C:lIl he faid)'
cC:I1:lin as 10 wh:11 Ihey :lre '~e\linH'

In cOllnlries whcre Iclccolllllluni·
C"Jlinn:l :;yslell\:; rC:H:h Clnly a SI1I:1I1
perccntagc of hlluschuldN, howcvcr,
bidders have had to cxcrcise lIIUle

C:UUiclll wilh IC:;pCll III Iheir ClUC':;.
GW\\ Ih plllcnlials ha,\'c hecn HICat,
hUI cxiSling I»'SICIII:I :uc :lllIiqu:tled.
III Ihc dc\'C:lllping \\'llIld alltll:astc/ll
1(lIll1pC, asscls Ih:1\ will 1I:1\'c III he
rcplaccd mar 1\1/1 he \\'llIlh :11I)'lhiIlU
:1\ ;111. 1'11\':1\ il.:11 iCln for SlIllIe COli nil Ie:;
IIIcans Iillic llIlIlC Ihan alll'liclililllt ClI!'
a Ikcn\\.' :UlC 1 all cxdllsi\'c ,i,;hl 10
IlICltc~ Icd lIla,I,cl:; 111I ;1 I'cliuc! III
lilllC 1I111i1 11\1: ill\'c:.llllCIII call be
ICClIlII'Cc! allc! an acccplahle rale or
IC\IIIII 1:1'lIclall:c1,

\\'ilh ICSpcC:llIllinandallClllIslil
Nall's :1I101111:clIlcnls, in Ilc\'c:iopcd
1'1111111111':; Ihl'~c ha\'c hCl'n IIlIl'C Clr
le:'>~ :'>1I:lIgl II II II \\'alll-"plain \'allilla"
inlhe WOlds III' \\1:111 SII eCI-fullowillg
rcl:lli\'c1)' CIIII\'C,uiullallillC:s ror inilial
puhlk IIl1erings, Fin:llu:iIlA!> in
del'c1upill/-: l'\lunlq' pci\'ali7.aliun!>
II:II'C, 1~1I\\'c\'cr, ICllded III hc 1II01e:

cOlllplex. As dcscribed IlIlhe A' gcntirm
ellsc, rur exalllple,the sale or ENTI(L's
:IsseiS included Ilovereign deht hacked
hy U.S, Trc:lsury securities, This nut
ollly,cOlllplic:l\cd the hiddinn proccss,
hut ~venill:!lIy cau:\cd the wilhdr:tw:II
or nile or the orlAin:d hlddcrs, IJmzil,
which has hecn sludylnll the
pi iV:lli1.:llitlll or its Jlhonc syslem,
which suhscrllJcrs t1escrihe :IS
"hOHClltllJUS," lIIay he cvcn lIlore
cOlllplcx.

l'rivatization Outcomcs
Despile Ihe diHicullics or

IcleculIlIlIllnicalicllls privali7.alions,
lhuse whic:h 1I:lve lalccn "I:ICC NO r:1r
havc hecn lIIoslly succcssful In
de\'e1oping :lOd developed countries
alil,c. (" SUl1l1ll:lI)' or Ihe les.~om

IC:lIl1cd I'll Jill II Ie Iclccolll pl'iVali~~l\ion~
c:lIric<.l outlilus fal' is prcscllled in lilt

~=~'_.- .. __ .- ~-
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box 011 PllHC Jol,) Suh~crlhel:;,

sllllrcholdcl'u :lIId HOVCrlllllClllS havc
nil lllmcfllcd, As showfl In Chall I,
lll:lny countrlcs Iwve :llready cxperl­
cllced slllnilkanllulllp:llflllll:lrdlllll:ll
5wllchinH capahililics, which :lIe :11I
hnpmwlll (oulldmlon for lhc 111110­
dUl.'111l1l Ill' flllm: mlvalll:ed lelecllIlI­
1II1I1\1c1l1lUIlS :u.:rvlcc:I.

In Argenllnll, the EN'l'EL priv:Ui·
z:ulon has had IIllxed rcsuhs su far,
lind IHIS sllrrcd II HJeal deal o{
cllOlfllvcrsy, Supporlels flOle lhallhe
sllle: lIenetllled li11lnllkalll rcvcnues
for the govCl'lllllelll, helped lowcr lis
forelnn debl Hnd aliraclcd foreign
Inve:nor,', l\lorcover, Ihe lIuccclis(ul
Implelllenl:lllon of lhc deal signaled
lhe new govcrnmenl's cCJlIulliemell1
10 priv:llizaclon lim! reform alld
slrenglhened jls credibility, Critics
conlend Ih:1l the HuVernJllenl
Ruar:lnleed monopoly pronls Ie> llIake
lhe sllle more lIllr:IC(ivC for fureign
Inveslors :lIId lhus wise lhc hlddinll
luke. III S<I dlJlflll, Ihe llCl\'CrCllllenl
showcd 11I0. e CllIlCCl'lI for iliaximi;dllll

rCI'CllIlCS 111'.11I lor t'l C:t1 illn a lilt IIC
opcn lind C;llIlIflclllive IclculIIlIlllllll·
c:lliOIlS IIwlkcl. CllilCII:; havc
c;olllfllaim:d 111:11 lhc l,clI'in: has 1101
1I1l1"lll'cd a:; Illlllh :t:; I"kc:; hal'c
llecllwisetl l\ III Ill' IlhSllll'CIS also c:lw
IhcIIIlI'l'/Il1IWII":; ,clIlIl:t1Cll)' aflp:llalliS
as inacl"Cjuall',

Whilc fIliv:lllwlillll 1111,S bccn
cOlllfllcx a Iltl ('f Illrs -OflPIl:;11 i011
pallics antllal It II k'adcl~-olicll VOla I,
1I10S! Jla,lidpallls, cVC:lI IllllSC whosc
hlds Ital'c IJCl.'lIlcjcclCd, have viclI'ed
Iltc salc,~ :IS ahovcllll:lld :lIId 'lllC frOIll
llle 1:11111 0/ C;Olrllplioll or I:lVlJliliSlll,
GOI'CllllllClIlS havc IWlde;J grcat dcal
of IIIl1nCr in scliing olf Ihesc :IsseiS,
Slwrc pI il'es of Ihe prlv:lle llliccom­
munil':lIioIlS OIIlIiIS hal'e apprcci:llecJ,
alld I'Clfclgll operatinll clllilies havc
pic:kcd Ufl SOllie good dcals-bulnul
:11 Ihe e:lpcnse Ilf f.:0l'errllllcnls.

So far, agreemcnls h:lI'c bcen
adhcred III dosc:lr, ami govcrnlllenis
h:lvc allowed forcillll ('ollipanics 10
Ifilll siall, Icalize e/lil'lclIcics ill
0pcl:llloll :I1lt1 iIlIPICJ\'C SCI Vil'CS,

IIlIIhol hle:1 have.: nol 11IIposed, ul
1111: lacl, Ilurdensolllc rCHlIlulC
lilrUl'llIIes or ncw tiCIS of cunslml
011 Ihc IICW lJpcHllllI/l cOlllpalll
While sCI'vlce lrllprtlVelllCllls have,
~IJlIIC cases, '101 bccll a:; ,apid
h"I'I'd lor, CXpCI'WI/OIIS welc 111111:1
1':1.~I',S lOll high, II olll'n wl'l's II \l'h
10 i1I1I'IlIVC phone.: scrvlcc dnlf III II il'u
011 :11I :lIII i'lll:lleU sy:ilCIII, alld 1II0st

lIlt' develop/llcllIUI plllllS u/c I

sl'lIcdllle.
Only in Pucr((J Hlce> Illls

I'rivalilalion delll /lonc :;lllI£, lis
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ARENTO BUSINESS ACTMTY APPROVAL PROCESSES

Five-"earPlans

The focus of preparation, discussion and approvals of ARENTO project capital
expenditures centers around the first year and the total of the five-year plan and budget.
For the first year of the plan a detailed project budget is developed along with a five year
project summary. In essence the five-year outlook or plan is developed and submitted
from the ground up every five years. Every year, the project plan is trued up or revised
based on changing conditions. In this sense it is not a rolling five-year project plan but a
revised five-year outlook. ARENTO is currently in the second five-year planning cycle
that covers the 1992-93 through 1996-1997 fiscal years.

The five year outlook for capital expenditures that are described in the five-year plan are
not reflective of actual funding .required by ARENTO since operating expense
requirements are not included. In addition, as the latter years of the plan arrive, the long­
term nature and planning value decreases. In the last year of the plan, ARENTO and the
GOE have a very short run outlook and, as a result, the future value ofprojects is difficult
to ascertain.

There are essentially two five year project plans. One that is assembled by ARENTO staff
and approved by its Board of Directors and another that is subject to further refinement
and adjustment by various ministries outside ofARENTO. Although the objectives of the
ministries relative to the ARENTO plans are not clear either to ARENTO or to the Study
Team, is seems as though each ministry is attempting to exert influence or control on the
allocation ofresources and projects undertaken by the telecommunications sector.

As a result, a procedure has evolved in budget development, presentation and approval
that attempts to offset the external influences of the various involved ministries. The
effectiveness in managing and controlling the actions of ARENTO in investment decisions
and perfonnance by external ministries is highly questionable. The entire exercise ofplan
and budget information to gain ministry approval serves a marginal purpose. The !;tudy
Team recommendation is that the energy spent in the current approval process should be
diverted to the establishment of Telecommunications goals and objectives and the
measurement ofARENTO contribution toward meeting these objectives.

The five-year plan will be addressed later in this study to understand its accuracy and
value. Since the main focus ofthe project planning and budgeting efforts at ARENTO are
the next year or the plan, the Study Team's analysis is centered on the next or focus year
development and approval processes. The legal underpinning for budget approval is not
explicit in terms ofwritten law. In fact, under Law 153 ARENTO is exempted from the
national project approval projects. The ARENTO plan submission and approval
procedure has evolved from assumed authority of the various ministries involved and
cannot be attributed to anything but and implicit and undocumented "internal law"
enforced by experienced participants both in and outside ofARENTO.

The Ministers ofPlanning and International Cooperation are asked to review the five-year
.project plans relative to included projects and foreign debt levels, respectively. The initial
budget request is submitted to the Chairman of ARENTO for approval before it is



presented, in turn, to the ARENTO Board of Directors for approval. In some cases the
Board may request modifications, however, the resulting budget is !\ reasonably accurate
annual project management control budget and compares favorably to actual expenditures
during the year.

The board approved five-year plan is then submitted to the Minister of Communications
for rus signature. The five-year project budget is subsequer.dy submitted to the Minister of
Finance and the Minister of Planning for further review and approval. This initial budget
submission is typically reduced by eliminating programs based on total national annual
project requirements and expected funds from various sources and budget submissions
from all public sectors of the economy. That is, ARENTO funds sources and project
capital requirements as cast in the budget submission are aggregated with budgeted
revenues and capital requirements from transportation, power, post, marine, civil aviation,
police and other sectors to create a total picture of funds sources and requirements for the
GOE.

Due to the growth in required expenditures in other sectors and the shortfalls in revenues
or funds sources, the ARENTO initial budget is typically reduced by the Ministers of
Finance and Planning through cutting programs. The minister of Finance then returns a
revi:;ed and significantly smaller budget to ARENTO's CDC ofFinance. The CDC and the
Chairman of ARENTO then engage in negotiations to arrive at a mutually acceptable
budget. The ARENTO representatives argue for the re inclusion of expense funding and
key programs that were eliminated by the Ministers. Usually only about 2S to 30 percent
of the originally requested program funding and current year expense levels survive in the
negotiated budget. The focus year of the approved five-year plan is usually one-fifth of
the entire plan.

Other ministries get involved in the budget review process and exert influence on the final
approved plan. The Minister of Economic and Foreign Trade, Minister of International
Cooperation, and the Egyptian National Investment Bank comment on the level of
ARENTO international debt and the total debt described in the initial budget request. The
ARENTO budget is combined with other ministries project plans to develop a National
Plan. The National Plan is then presented to President's Cabinet who, in turn, submit the
plan to the People's National Assembly (PNA) for approval. Usually, no changes are made
by the PNA After appr.;:,val the plan becomes a proposed "Law of Planning Budget"
which is signed by President Mubarak and officially becomes a law. This process is
repeated each year as the focus year advances in the five-year plan and the plan is revised.
The final approved ARENTO five-year plan is then distributed to each ministry that has
reviewed it and to the ARENTO sectors by the CDC ofFinance.

Additional project funding requirements during the focus year are submitted by the CDC
of Finance to the Ministers of Finance and Planning. The current rule of thumb is that
project overruns can be funded if they are matched with revenue overruns. There is an
implicit limitation to this "matching principle" that is not explicitly stated.



Annual Operating Budget

In this section a the process of developing the operating budget for the focus year is
described along with the current approval processes. The operating budget for the next
plan year is derived from a roll up of individual sector budgets submitted to the CDC
Finance of ARENTO. This budget outlines operating expense requirements that the
Sector Heads and the CDC of Finance agree upon. In addition, the CDC of Finance
allows some funding flexibility by adding an additional contingency amount above
requested operational expenses and program requirements. The intent of this budget is a
reasonable representation ofexpected expenditures and source offunding for the year.

The CDC of Finance retains a contingency amount that is rel~ed by him as required to
fund special over budget projects. The existing rule of thumb is that the contingency fund
is approximately ten percent of the full labor expenses for the 60.000 ARENTO
employees. This contingency fund ievel assumes that about ten percent of the ARENTO
labor force will receive remuneration from other agencies and ministries for services
rendered during the course ofthe year.

Each sector chief may adjust his respective line item sector budget levels as long as his
total allocated sector budget is not changed. Additional sector funding can be requested
from the CDC of Fmance. The CDC of Finance can allocate contingency funds to meet
the additional sector requirements. The criteria for the allocation of contingency is not
clear.

The annual operating budget is submitted to the Board of Directors for review and
approval and is subsequently sent to the Minister of Communications for his signature.
The Minister of Finance then reviews the operating budget and typically ensures that
operational expenses are held relatively flat from year to year. Once approved by the
Minister of Finance, the budget is returned to the CDC of Finance in ARENTO who
distributes the approved budget to the various sectors.

Ifadditional funds are required during the course ofthe initial or current year of the plan,
the Minister of Finance asserts authority over ARENTO to approve or disapprove
requests. The process of initial year budget adjustment request and approvals occurs
quarterly through correspondence between the ARENTO CDC of Finance and the
Minister ofFinance that occurs as needed. Added focus on the funding true-up is given at
the end ofthe fiscal year.

Usually, the approved focus year budget project funding is spent by ARENTO in the first
three to six months. While the project funding shortfall occurs quickly during the fiscal
year, the progress of identified ARENTO projects that are yet to be funded is not halted.
In these projects. funding approvals by the Finance Minister are ex post and occur after
the first six months ofthe fiscal year.

Operational expenses are not increased during the year. For the past several years. salary
. incre"""s of five percent from basic lev= is f~orcd into the budget. This increase is



offset by the assumption that about ten percent of employees will be paid from other
sour':es.

The end result of the approval procedure is an actual funds expenditure level that is close
to ARENTO's original budget submission that is approved by the Board ofDirectors. The
question remains whether the actions to gain budget approval and revision by ARENTO
with the Finance and Planning Ministries serves to ensure the proximity of actual
expenditures to initial budget request. The causal effect of these activities is unclear to the
Study Team and the participants in the process. Micro management of ARENTO by the
ministries does not appear to be a legal requirement.

Recommendations Relative to Plans and Budgets

The study team has found that the current five-year plan approval ritual conducted
between ARENTO and the Ministries ofFinance and Planning results in the development a
relatively inaccurate funding scenario which serves little purpose to either ARENTO or the
GOE. This is demonstrated by the comparison of the original budget requested and
approved by the Board of Directors to actual expenditures. The ARENTO Board of
Directors should be empowered to review and provide final approva! for the funding
requirements of ARENTO for operating expenditures as well as identified projects. The
Study Team findings revealed that the current law supports the recommendation. The
current and more elaborate approval processes implemented by the various ministries are
not prescribed by law.

Additionally, the long term nature ofthe project budgeting and planning process should be
preserved through the concept of a rolling five-year plan. I this respect the anticipated
costs and revenues ofmajor projects categories may be tracked and evaluated by the upper
management of Board of Directors or ARENTO. We do not recommend that ARENTO
should develop additional five-year plan budget detail. The rolling five-year plan may still
be used by the GOE to examine macro funding issues.

I
, I



APPENDIXM
STEPS IN RULE MAKING

./L L



•

STEPS IN RULE MAKING

1. Initiation of Action. Suggestions for changes to the Commission rules and
regulations can come from sources outside of the commission either by formal
petition, legislation, court decision or informal suggestion. In addition, a office
within the Commission Staff can initiate a Rule Making proceeding on its own.

2. Office Evaluation. When a petition for Rule Making is received, it is sent to the
appropriate office for evaluation. If the office decides a particular petitions
meritorious, it can reque:;t that the Managing Director assign a Rule Making number
to the petition. A similar request is make when an office decides to initiate a Rule
Making procedure on its own. A weekly notice is issued listing all accepted petitions
for Rule Making and the public has 30 days to submit comments. The office then has
the option ofgenerating an agenda item requesting action by the Commission.

3. Possible Commission Actions.Major changes to the Rules are presented to the public
as either an Notice of Inquiry or a Notice of Proposed Rule Making. The
Commission will issue an NOI when it is simply asking for information on a broad
subject or is trying to generate ideas on a given topic. An NPRM is issued when
there is a specific change to the rules being proposed. If an NOI is issued, it must be
followed by either an NPRM a notice otherwise concluding the inquiry.

4. Comments and Replies Evaluated. When an NOI or NPRM has been issued, the
public is given the opportunity to comment initially, and then respond to the
comments that are made. When the Commission does not receive sufficient
comments to make a decision, a further NOI or NPRM may be issued, again calling
for comments and replies. It may be determined that an oral argument before the
Commission is needed to provide an opportunity for the public to testify before the
Commission as well as for the office to present diverse opinions concerning the
proposed rule changes.

S. Report & Order Issued. A Report & Order is issued by the Commission stating the
new or amended Rule or stating that the Rules will not be changed. The proceeding
may be terminated in whole or in part.

6. Reconsideration Given. Petitions for reconsideration may be filed by the public
within 30 days after the ruling has be issued. They are reviewed by the appropriate
office and/or by the Commission.

7. Modifications Possible. As a result of its review of a petition for reconsideration, the
Commission may issue a Memorandum of Understanding modifying its initial
decision or denying the petition for consideration.
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ABASIA TANDEM 2 RAMSIS TANDEM 2
CONGESTION PERCENT NO. OF CONGESTION PERCENT NO. OF DESTINATION

27·Dcc 3a-Nov CIRCUITS 27·Dcc 30-Nov CIRCUITS
20 3 168 - - 96 AbbasiaTI
22 12 210 - - 210 AbbasiaTI

- - 144 - - 96 Cairo 2

- - 120 - - 300 International
95 94 48 - - 287 RamsisTI

- - 72 - - 75 Private Services

- - 240 - 7 270 Giza 0

- - 4SO - - 630 Maryotia 0
11 45 300 - - 390 Heliopolis 0

- 34 300 - 59 480 KalaaO

- - 360 - - 330 OoeraO

- - 150 - - 210 Pvramid 0

- - 180 - - 320 RamsisO

- - 180 - - 210 BoulakM

- - 180 - - 240 Dar EI Salam M

- - ISO - - 210 HelwanM

- - 180 - - 180 Imbaba m

- - ISO 43 20 180 ElOmrania

- - 210 - - 240 RamsisM

- 8 210 - - 180 ShobraM

- - 120 - - 90 ElZawyaM
71 66 200 - - 192 AbbasiaA

- - 144 - - 192 BabEl LoukA
87 79 168 - - 120 Heliooolis IA"
79 74 168 - - 96 Heliooolis 2A

- - 96 - II 192 MaadilA

- - 96 13 S 108 Maadi 2A

- - 72 - - 120 Zarnalek A
-

9 13 96 4 - 72 Alrnaza A
9 - 168 S6 47 1110 DokkvA

- - 192 15 14 192 Talat Harb A
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ABASIA TANDEM 2 RAMSIS TANDEM 2

CONGESTION PERCENT NO. OF CONGESTION PERCENT NO. OF DESTINATION
27-Dcc 30-Nov CIRCUITS 27-Dcc 3D-Nov CIRCUITS

61 53 168 - - 168 EIKobbaA

- 4S 24 - 14 48 EI MatariaA

- - 144 - 12 192 Mobandsccn A
78 76 120 33 16 120 Nasr 1 A
27 12 96 23 14 120 RodaA
82 90 75 - 60 96 Abbasia X-bar
78 7S 72 - - 72 Almaza X-bar

- 52 72 - 29 96 DokkyX-bar

- - 84 - - 96 Giza 1 X-bar

- - 60 - - 48 Giza 3 X-bar

- - 48 19 12 72 Helwan X-bar

- 70 72 - 8 72 Opera 1 X-bar

- - 24 6 - 96 Opera 2 X-bar

- 24 120 - 7 129 Ramsis 3&4 X-bar
26 12 48 30 12 72 Roda 1 X-bar
34 10 48 - - 72 Roda 3 x-bar
60 80 72 - - 96 Shobra:l X-bar

- - 96 - - 60 Almaza x-bar

- 73 24 - - 24 Nasr2X-bar
44 16 36 - - 12 NozhaX-bar

- - ISO - - 150 AlmazaD

- - ISO - - 150 ImbabaD

- - 120 - - 60 EIKbankaD

- - - - - 90 El KanaterD
44 40 270 - 7 180 EIKobbaD

- - 300 - - 300 Mobandscc:n D

- - ISO - - 180 EIMargD

- - ISO - - 120 EI matariad

- - ISO - - 120 Nasr 1 D

- - ISO - - ISO Nasr2D

- - - - - 120 KalyobD
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ABASIA TANDEM 2 RAMSIS TANDEM 2
CONGESTION PERCENT NO. OF CONGESTION PERCENT NO. OF DESTINATION

27-Dec 3Q-Nov CIRCUITS 27-Dec 3Q-Nov CIRCUITS
49 - 360 - 390 ShobraD

- - 240 - 210 Shobra EI Kheima D

- - 330 - 330 SharabiaD
19 24 120 - ISO Dar EI Salam D
74 70 72 - 48 10th Ramadan D

- 15 72 22 96

1050 1302 253 376 Total Congestion
Percent

16 197 3.7 S.S Average Congestion
Percent

66 66 68 68 Total destinations

23 29 11 19 Destinations Suffering of
Congestion
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NO. OF TRUNK CmCUITS. INTRODUCED IN SERVICE
THROUGH DECEMBER, 1993

SYSTEM INCRJi'..ASED NO. OF cmculTS DESTINATIONS
BY TO FROM

1.5 MBtS 48 216 168 Abbasia A - Rarnsis T2
48 240 192 Rarnsis T2 - Abbasia A
24 120 96 Heliopolis 1 - Ramsis T2
24 96 72 Heliopolis 2 • rarnsis T2
24 96 72 Ramsis T2 - Abbasia 1
24 72 48 Rarnsis T2 - Almaza
24 96 72 Rarnsis T2 • Dokky 1
24 72 48 Abbasia T2 - Dokky 1
48 144 96 Ramsis 3&4 - Abbasia T2
72 120 48 Abbasia T2 - Ramsis 3&4
72 72 - Shobra 3&4 - Abbasia T2
SI 129 78 Rarnsis T2 - ramsis 3&4
SO 126 76 Ramsis 3&4 - Ramsis T2

533 Total Increase
2MB1S 60 240 180 Abbasia T2 • Shobra EI Kheima

60 300 240 Ramsis T2 - Mohandseen
60 300 240 Mohandseen • Ramsis T2
180 480 300 Kalaa • Ramsis T2
180 480 300 Ramsis T2 - Kalaa
60 300 240 Heliopolis 0 • Abbasis T2
60 300 240 Abbasia T2 • Heliopolis 0
60 60 - Nasr 10 • Nasr 20
60 60 - Nasr 20 • Nasr 10
60 60 - Nasr 10 • Almaza 0
30 30 - Almaza 0 - Nasr 10

870 Total Increase
1403 Grand Total
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