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PREFACE

Telecommunication is an essential part of modern life
and a major element of a country's infra-structure. In
Cyprus, today, telephone and telegraph services are of great
importance to the entire country but are particularly
important to the social 1ife of the rural population.

The purpose of the present work is to study and
analyze the major factors involved in the development of
telecommunication services in Cyprus. The study emphasizes,
however, the economic and financial aspects of operations
and development. Finally, the study attempts to evaluate
the performance of the Cyprus Telecommunications Authority
and suggests possible improvements.

The present study would have been impossible without
the help and cooperation of many people. In this respect,
the writer wishes to acknowledge the cooperation of Mr. Hagop
H. Palamoudian, M.B.E., for his assistance in collecting the
required data. Thanks are also due to the Chairman, Managers,
Section Heads, employees and particularly to the General
Manager, Mr. A.N. Stylianides, who provided the required data
concerning telecommunication in Cyprus.

The writer wishes to acknowledge, with sincere gra-
titude, his intellectual debt teo Prof. Isam Ashour, Chairman
of the Business Administration Department of the American
University of Beirut, for his close supervision, guidance
and criticisms. Thanks are also due to Prof. Aziz Marmura
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and teo Prof. BEmile Ghattas for their advice., Finally, thanks
are due to Prof. Clayton Andrews for reading the manuscript

and making valuable suggestions.
Varoujan V. Vartanian.
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CHAPTER I

CYPRUS-t-BACKGROUND SURVEY

Geography

Cyprus, a large island but a small ecountry, has an
area of 3,572 square miles, It isg after Sicily and Sardenia,
the largest island in the Mediterranean Sea., Its width is
40 miles while its greatest length, from east to west, is
around 140 miles, At 540 east, the island sends out a very
narrow strip of land which ends in Cape Andreas.1

The northern part of the island has a narrow belt
of limestone mountains, the Kyrenia range, rising more
than 3,000 ft. In the south-west, there is the massive
mountain range of Mount Olympus, better known as Mount
Troodos, whose highest peak is 6,400 ft. above sea level,
Mount Troodos i1s covered with pine, small osk trees,
cypress and cedar. Between these two mountain ranges lies
the fertile plain of Moaaoria.2 Mesaoria, with the shoulw=

ders of the mountain ranges, provides "Cyprus its agri-

cul tural land--for citrus plantings along the sea, grapes

1
Great Britain, Colonial O0ffice, Cyprus--Report for

2Groat Britain, Colonial Office, Cyprus=--Report for

the Year 1956, p. 90.
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and olive, carob, and deciduous fruit trees on the terraced
hillsides, cereals on the flat expanses of the plain."l

During the winter the weather is mild but variable
due to travelling cyclones which cross the island in an
easterly direction. Even during winter, sunshine is
prevalent. 1In fact, the little rainfall Cyprus has is erra=
tic and falls between October and March, mainly in the form
of showers.2 During the summer there is virtually no rain=
fall and the weather is hot and dry on the plains, and
humid and hot on the coastlines. On the mountains,
especially at Troodos and around, the summer climate is
mild and pleasant., Thus, this area has been a summer
resort for Cypriots as well as foreigners.5

Shortage of water is a perennial problem. Not
only does the island receive little rain, but a small
amount only of whatever rain falls is retained by the
subsoil. "The igneous and limestone formations of sub=-
soil are porous, faulted, and seemingly perniciously
designed by nature to assist the eroded topsoil in de-
positing far too much of the island's annual rainfall

4
into the sea.™

1
A.J. Meyer, and S, Vassiliou, The Economy of
Cyprus (Cambridge: Harvard University Press, I§g§), PP. 1=2,
ECyprus has an average annual rainfall of 19.4
inches with a wide range of fluctuation. See W.L,Thorp,

Cypruse=3 estions for a Development Programme ( New
York: The 5n1503 ﬂations, Iﬁgif, P. 6.

3Colonial Office, Cyprus=-=Report for the Year 1956,

op. cit., p. 90.
4Meyer and Vaspilou, Ops cit., pPe 3.
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Because of its geographic location, Cyprus has
been strategically very important to the Western Powers.
The two British sovereign bases on the island testify to
the strategic significance of the island. "The evacuation
of British forces from Suez made Cyprus the obvious head-
quarters for commando forces to combat disturbances on the
Middle East m.a:lnland."1

According to the latest available official estimates
Cyprus had in 1963 a population of 589,000.2 With an
"average" annual rate of growths of 1.75 per cent,4 the
population at present (1966) can be estimated at around
610,000 inhabitants. Of this 80 per cent is Greek while
the remaining 20 per cent consists mainly of Turks. Other
minorities include Armenians, Maronites, and Britons.
Greeks are Orthodox Christians and "Greek Cypriots are
members of the Autocephalous Church of Cyprus, an inde-
pendent Greek Orthodox Church.“5 The Turkish Cypriots, on

the other hand, are Sunni Moslems,

1l .
Meyer and Vassiliou, op. cit., p. 5.

2Cyprua, Ministry of Finance, Department of Statisties
end Research, Statistical Abstract, (1963), p. 13,

S"The average annual rate of growth of population is
based on the formula Pn=Po(l+r)® where Po is the population
at the beginning of the period, t is the period of time in
years, r is the average annual rate of increase, and Pn is
the population at the end of the period," Ibid., p. 18, Thus,
the "average" growth, in fact, is the compound rate of growth,

4Meyer and Vassiliou, op. ¢it., p. 6.

SDeme trios Christodoulou, "Cyprus," Encyclopaedia
Britannica, VI (1963), 953.
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History
"That history and geography are interrelated sciences

is nowhere more clearly shown than in the history of Cyprus
whose whole past, present, and future is intimately bound
up with her geographical position. . ."1 Cyprus is a
place where many races, religions and nationalities have
fought. It has been a battlefield between Aryans and
Semites, East and West, Egypt and Asia, Christians and
Moslems and finally Greeks and Turks. For centuries
Cyprus has been possessed or administered by various great
powers., Thus the Romans, Byzantines, Lusignians, Venetians,
Turks and British have appeared on the political scene only
to later disappear, Throughout the centuries the great
powers have found it necessary to occupy Cyprus for
strategic and economic reasons.

The last power to occupy Cyprus was Great Britain,
which took over the administration of the country from
the Ottoman Sultan in 1878. The island was annexed outright
in 1914, when Turkey entered the War. After having been
ruled by the British for 82 years, Cyprus received its
independence in 1960, following the London and Zurich
agreements, whersby Great Britain, Turkey and Greece became
the guarantors of her constitution and independence,

Since independence the country has enjoyed but
little stability. There has been much unrest, particularly

1
Philip Newman, A Short History of Cyprus (London:
Longmans, Green and Co., 1953), ps Viie
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during 1963-1964 when communal disturbances occured on a
large scale. This 1s mainly due to the to the different
political interests of the two major communities: the
Cypriot Greeks demand Enosis (union with Greece) while
Cypriot Turks oppose any such plan snd counter it with
offers of partition. The situation is complicated by

two other factors. Firit,, the two communities have little
in common; they have different languages, religions and
cultural heritaga.l Second, there have been conflicting

foreign political interests.

Economy
2
According to official estimates, Cyprus has the

highest per capita national income in the Easter Mediterranean
after Israel. Table 1 presents the per capita national
income of Cyprus and of other countries in the same region
for 1958 and 1962.
The analysis of the table reveals that Israel
(who had a per capita national income equal to that of
Cyprus in 1958) has achieved a much faster rate of economic
growth. The communal distrubances in 1964 with their
adverse repurcussions on economic activity have decreased
the per capita income thus increasing the gap between the

per capita national income of Cyprus and Israel.

1
Zahi Khuri, "Cyprus--A Background to the Crisis,"
2

. Cyprus, Statistical Abstract, (1963), .op. cit.,
Pe 254,
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TABLE 1

PER CAPITA NATIONAL INCOME
(IN CYPRUS POUNDS)

Country 1958 1962
Cyprus 162 187
Greece 107 138
Israel 162 254
Turkey 51 72
U.A.R, 40 Ne8e
Lebanon Ne8a D.8,

Source: Cyprus, Statistical Abstract, (1963),
op. cit., p. 254.

Economic activity, measured in terms of Gross

National Product (GNP), experienced an upward trend from
1958 to 1963, However, as mentioned above, political
disturbances in 1964 adversely affected the pace of
economic growth. "Preliminary estimates show that in
1964 the GNP declined by about 12 per cent."l Table 2
presents the GNP both at current market prices and at
constant market prices of 1958,

The annual compound rate of growth of GNP between

1958 and 1963 at current market prices is 4,89 per cent,
2

and at constant market prices of 1958, 4,46 per cent.

1
Cyprus, Central Bank of Cyprus, Economic Research
Department, Bulletin, (June, 1965), p. 1.

2Calculated from Table 2, with the use of the for=-
mula S=P(1+i)", where S is the value in 1963, P, the value
in 1958, 1, the rate of growth, and n, the number of years.
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TABLE 2

GROSS NATIONAL PRODUCT
(MILLIONS OF CYPRUS POUNDS)

T At Current Market At Constant Market
Prices Prices

1958 102.4 102,4

1959 106.4 105.8

1960 105,.8 104,.6

1961 113.0 114.6

1962 122,5 120,0

1963 130,0 127.4

Source: Cyprus, Ministry of Finance, Department
of Statistics and Research, Economic Report, (1963),
pp. 19, 26,

Figures for 1964 have not been included because of the
abnormal political and economic conditions ruling the
country then.

Compared to 1.75 per cent annual increase in
population, Cyprus has experienced a net growth in per
capita income of 3.14 per cent measured in terms of
current market prices, and of 2.71 per cent, measured in
terms of constant market prices.

Table 3 presents the sectoral classificaetion of
industrial origin of Gross Domestic Product (GDP) at
current factor cost for 1958-1963, Table 4 shows the
share of each sector in GDP at current factor cost for 1958
and 1963. Table 5 presents the economically active popula=-
tion in 1963, | .
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TABLE 3

INDUSTRIAL ORIGIN OF GROSS DOMESTIC PRODUCT AT
CURRENT FACTOR COST
(MILLIONS OF CYPRUS POUNDS)

Sectors 1958 1959 1960 1961 1962 1963

Agriculture, forestry
fishing and hunting 17.9 16.8 15,5 19,2 21.8 21.1

Mining and quarring 7.6 7.6 8.1 6.9 6.1 6.3

Manufacturing 10,7 11.3 11.8 13.0 13.4 14.4
Construction 7.9 6.6 6.2 7.4 8.4 10,2
Electricity, gas

and water 1D 1.6 1.7 1.9 2.0 2.2
Transportation,

storage and

communication 9.8 10.2 9.8 1l1l.2 12.5 14,3
Wholesale and retail

trade 10,3 10.9 10.6 11.86 13.2 14.0
Banking, insurance

and real estate L' 17 2.1 2.2 2.6 342
Ownership of dwell-

ings 8.6 9-5 902 9'5 905 9.9
Public administration

and defence i 4 9.2 7.2 5.7 6¢5 6.9
Services 9.4 10.2 10,9 11l.4 12.1 12.6

Gross domestic
Product at 93.1 95.6 93,1 99.8 108.1 115.1
Factor Cost

Source: Cyprus, Economic Report, (1963), Op. cit., p.

15.
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TABLE 4

SHARE OF EACH SECTOR IN GROSS DOMESTIC
PRODUCT AT CURRENT FACTOR COST

. 1958 1963
Sectors (%) (%)

Agriculture, forestry

fishing and hunting 19.2 18.3
Mining and quarrying 8.2 545
Manufacturing 11.5 12.5
Construction 845 8.9
Electricity, gas

and water 1.6 1.9
Transport, storage

and communication 10,5 12.4
Wholesale and retail

trade 11.1 12.2
Banking, insurance

and real estate 1.8 2.8
Ownership of dwellings 9.2 8.6
Public administration

and defence B3 6.0
Services 10.1 10,9

TOTAL 100,0 100.0

Sources :Cyprus, Economic Report, (1963), op. cit.,

Pe 30,
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TABLE 5
a
ECONOMICALLY ACTIVE POPULATION

b
1963
Activity
Thousands Psrcentage

Agriculture, forestry

and fishing 98,0 40,2
Mining and quarrying 5.3 2.2
Manufacturing, elec-

tricity, gas, water

and sanitary services 34.1 14,0
Construction 21.5 8.8
Commerce 175 Te2
Transport and communi-

cation 10.1 4,1
Government authorities

(Labor Force) 8.2 3.3
Entertainment and

recreation S5a7 243
Other 22.2 9.1

TOTAL 244.0 100.0

Source: Cyprus, Statistical Abstract, (1963),
Op. cit., p. 110,

a "The economically active population comprises all
persons who participate in the production of economic goods
and services," Ibid,

b "Estimates, based on the 1960 Census of Population."

Ibid.



«ll -

Cyprus is mainly an azricultursl country and agri-
culture is the backbone of its economy. Income arising in
this sector was 21 .1 million in 1963 or 18,3 per cent of
the GDP. While 18 .3 per cent of the GDP arises in this
sector, it account= for around 40.2 per cent of the econo-
mically active population.

Mining is diminishing in importasnce. Its contribu-
tion to GDP, both in absolute terms and in terms of percentage
has shown a noticeable decrease. This is largely due to the
exhaustion of sélready existing mineral resources and the
difficulty of finding new ones. Thus its percentage contri-
bution to GDP has declined from 8.2 per cent in 1958 to 5.5
per cent in 193, However, while 5.5 per cent of GDP arises
in this sector (1963), it accounts for 2.2 per cent of the
economically active population.

Cyprus is mnot developed industrislly. "Industrial
development in Cyprus 1s of very recent origin and due to
private entemwise.."l The reasons for the industrial under-
development are maxrket limitations, lack of enterprising
initiative and techwnical skill, and the preference for
foreignproducts.2 Nevertheless, the industrial sector
(manufacturing) has increased its contribution to the GDP
in absolute terms as well as in terms of percentage. Its
contribution to GDP has increased from b10,7 million in 1958

to £14.4 million ir 1963. While 12.5 per cent of GDP arises

1
Cyprus, FFive-Year Programme of FEconomic Development,
(1961), p. 10,

21b1d,
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in this sector, it accounts for 14 per cent of the econo=
mically active population.

The contribution of construction business to GDP
has increased from B7,.9 million in 1958 to B10.,2 million in
1963, but its percentage share since 1958 has not changed
significantly. This sector accounts for 8,8 per cent of
the economically active population.

Public utilities have shown a significant increase in
their contribution to GDP., Thus, electricity, water and gas
have increased their contribution to GDP from kl.5 million
in 1958 to k2.2 million in 1963; a percentage increase from
1.6: per cent in 1958 to 1.9 per cent in 1963. On the other
hand, transportation, storage and communication have increased
their contribution to GDP from k9.8 million to £14.3 million;
a percentage increase from 10.5 per cent in 1958 to 12.4 per
cent in 1963.

Wholesale and retail trade, which is an important
sector in Cyprus, has increased itscontribution to GDP from
B1l0.3 million in 1958 to Bl4.0 million in 1963. The percentage
increase in its contribution to GDP is not very significant,
merely from 11,1 per cent in 1958 to 12.2 per cent in 1963,

The banking, insurance snd real estate sector has
improved its contribution to GDP very significantly. From
Bl.7 million in 1958, its contribution to GDP has increased
to B3.2 million in 1963; thus the percentasge increase from
1.8 pericent in 1958 to 2.8 per cent in 1963,
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Ownership of dwellings has increased its contribution
to GDP from B8,6 million in 1958 to B9.9 million in 1963;
in terms of per cent, however, 1t decreased noticeably from
9.2 in 1958 to 8.6 in 1963.

The public administration and defence sector decreased
its contribution to GDP from &7.7 million in 1958 to k6.9
million in 1963; a drop from 8.3 per cent in 1958 to 6.0 per
cent in 1963. Contrary to most other countries, its contri-
bution to GDP is gquite low. However, dus to political
disturbances, the ensuing uncertainty, and the creation of
the Cyprus National Guard, it is believed that its contri-
bution has significantly increased (due to extra defence
allotments).

The service sector has increased its contribution to
GDP from B9.4 million in 1958 to 12.6 million in 1963; a per
cent increase from 10.1 in 1958 to 10,9 in 1963.

From further analysis of tables 3, 4 and 5, it could
be seen that per capita income resulting from agricul ture
is less than that of mining, manufacturing and construction
business combined. Thus, while agriculture contributes
18.3 per cent to GDP, it employs 40,2 per cent of the
economically active population. The latter, accounts for
26,9 per cent of GDP and employs 25 per cent of the
economically active population, The result might be due to
the fact that agriculture is less mechanized and productivity
per worker is low. On the other hand, the mining, manufac=-
turing and construction sectors are more mechanized and

productivity per worker is higher,



Since comparable figures for the economically active
population are not available for other sectors, it is not
possible to see what percentage of the economicelly active
population is employed in these sectors; neither is it possible
to compare the per cepita income level.

Even though a period of six years is rather short for
sconomic analysis, yet it is possible to depict major economic
structural changes. From the preceding analysis it does not
seem that there have been any major structural changes in the
economy of Cyprus. For example, the important sectors, such
as agriculture, manufacturing, transport, storage and
communication, wholesale and retail trade and services have
not changed their percentage contribution to GDP considerably
over the period under consideration. It is possible, however,
that public administration and defence sector (due to larger
defence allotments), as mentioned previously, has increased
its contribution to GDP significantly.

Table 6 presents the index of industrial origin of
GDP at current factor cost. Having 1958 as the base year,
it could be seen that the banrking, insurance and real estate
sector has developed faster than any other sector. FPublic
utilities have also been developed at a quite significant rate.

When the Republic was set up in 1960, the govermnment
adopted measures to secure a stable growth. Accordingly, a
Five=Year Programme of Hconomic Development was set up and

put into effect in 1961, The primary goals of economic
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TABLE 6

INDEX OF INDUSTRIAL ORIGIN OF GROSS
DOMESTIC PRODUCT AT CURRENT
FACTOR COST

1958
Sectors 1963
(100)

Agriculture, forestry,

fishing and hunting 100 117.9
Mining and quarrying 100 82.9
Manufacturing 100 134,6
Construction 100 129.1
Electricity, gas

and water 100 146,7
Transportation,

storage and

communication 100 145,9
Wholesale and retail

trade 100 135,9
Banking, insurance and

real estate 100 188,2
Ownership of dwellings 100 115.1
Public administration

and defence 100 89,6
Services 100 134.,0

Gross Domestic

Product at factor 100 123,56

cost

Source: Cyprus, Economic Report, (1963), op. cit.,

Pe 16,
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development were a stable growth and a sound balance of
payments position. ". . .The five~year development
programme. . .envisaged an average annual increase of the
Gross National Product of about 5.7 %Ql During the first
three years of the plan, a 7.3 per cent of average real
growth was achieved.2 However, as previously mentioned,
communal disturbances hampered sconomic growth in later
years.

Table 7 presents the Cyprus balance of payments for
1960~1964, The trade sector shows a significant and con-
tinuous deficit during the last five years. The growing
deficit in the first four years is due to growing imports
accompanied by growth in GNP, One of the primary goals of
the first five-year development programme was to achieve
a sound balance of payments position., In this respect,
among other things, it was decided to take measures to
reduce the trade deficit by increasing exports and reducing
imports. However, it was not possible to achieve this
during 1960-1963., In 1964, because of political dis=-
turbances and the ensuing anomaslous situation, investors
and consumers alike preferred liquidity. These factors

and the general fall in incomes were responsible for the

fall of imports by BS8.1 million.

1
Cyprus, Economic Report, (1963), op. cit., pe. 5.

2
Ibid.



-17-

TABLE 7

CYPRUS BALANCzZ OF PAYMANTS
(MILLIONS OF CYPRUS POUNDS)

1960 1961 1962 1963 1964 (Prov.)

CURRENT ACCOUNT
Exports (fob) 172 15.9 18.4
Imports (fob) =32,2 =33.6 =38,5

TRADE BALANCE =15,0 =17,7 =20,2
Freight and
Insurance -
Other transpt. =
Travel: Crdt.
Debit
Investment Inc.
Government(nie) 1
Other services
Transfer pay-
ments: Privt.
offi cl,
CURRENT A/C Bal,.~-
3*

CAPITAL ACCQUNT
Direct Invst. =~ 0.5
Long=term

loans 0.2
Government 1
investmt. 002 -~
Othel" .o -
NET CAPITAL
MOVEMENT - 0.1
Net errors
and omig-
sions 2 2,0

MONETARY MOVE-

MENTS *
I.M,F, positiog
Govt. reserves -
Central Bank
reserves -
Commercial Bank
reservas:
Assets - 0,f
Liablt. 1
Bilateral balne. .
NET MONETARY
MOVEMENTS - 1.

18,3
—5208
-14,5
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Source: Cyprus, Central Bank of Cyprus, First Annual
Report of the Board of Directors, (1963-1964), p, 18,
# (+) Decrease of assets or increase oHf liabilities.
(=) Increase of assets or decrease of liabilities.
(1) Government sinking funds and other speeial funds held abroad.

(2) Includes private miscellaneous capital:
(3) Holdings of short-term sscurities and balances abromd.
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Cyprus is still in the sterling area and a member
of the Commonwealth of Nations. Table 8 presents the imports
and exports by currency area for 1960 and 1963, respectively.
It reveals that a significant part of all imports were from
countries in the sterling area. The sterling area accounted
for around 40 per cent of all imports in 1960 and 1963. 1In
this group, the United Kingdom alone accounted for around
one~third of the totel in 1960 and 1963,

It is worth mentioning that the sterling area's
share of total world imperts and exports in 1958 was 21.1
per cent and 19,2 per cent respectively, versus 19,3 per
cent and 18,2 per cent in 1963 (see tables 9-10). This
may suggest that Cyprus membership to the sterling area
may have influenced its direction of trade. However, no
definite conclusions can be drawn from these facts. A
detalled analysis of the composition of Cyprus and sterling
area trade 1is necessary before such a conclusion can be
drawn, and this is beyond the scops of this thesis.

Imports from non sterling areas accounted for around
60 per cent of the total in 1960 and 1963. In this group,
O.E.C.D.1 countries are very significant. They accounted
for more than 40 per cent of all imports in 1960 and 1963.
Imports from countries in the dollar area have not been
significant, As it seems, therefore, the direction of import

trade by currency area hss remained more or less constant,

Organization for Economic Co=-operation and Development,
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TAELE 8
IMPORTS AND EXPORTS BY CURRENCY
AREA
3
All Currency areas Imports (%) Exports (%)
1960 1963 1960 1963
Sterling
Aresa 39.6 3965 38,1 44.8
United Kingdom 34,6 33.3 34,5 41.5
Rest of Ster-
ling Area 5.0 6.2 3.6 343
Non Sterling 60.4 60,5 61.9 5542
1
OeE.CeD. 43,7 42,3 45.8 40.8
Dollar Aresa 6.2 4.8 3.2 2.2
Other non
Sterling 10.3 13.4 12.9 12.2
TOTAL 100,0 100,0 100.0 100.0

Source: Cyprus, Statistical Abstract, (1863),
op. cit., p. 158.

# Excluding N.A.A.F.I. (Imports by the British
sovereign base areas).

1 "Excluding the United Kingdom which is shown
separately, the Irish Republic and Iceland which are included
in the rest of Sterling Area and U.S.A, and Cenada which are
included in the Dollar Area." Ibid.
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TABLE 9

WORLD TRADE
MOVEMENT OF IMPORTS

1958 1963
Millions of U.S. % Millions of U.S. %
Dollars Dollars
Sterling Aresa 24,010 31,100
Total 113,800 161,100
Per cent of
Sterling Aresa
to total world
imports 21«1 19.3

Source: United Nations, Statistical Yearbook, (1964),
pp- 4:64"465.

TABLE 10

WORLD TRADE
MOVEMENT OF EXPORTS

1958 1963
Millions of U.S. % Millions of U.,S. %
Dollars Dollars

Sterling Area 20,740 27,940
Total 107,900 153,500
Per cent of

Sterling Area

total world

exports 19,2 18,2

Source: Ibid.



Table 8 further reveals that exports to the sterling
area have increased from 38.1 per cent in 1960 to 44.8 per
cent in 1963. Of these figures, United Kingdom alone
accounted for 34,5 per cent in 1960 and 41.5 per cent in
1963.

Exports to the non-sterling areas accounted for 61.9
per cent and 55.2 per cent of the total in 1960 and 1963,
respectively. In this group, 0.E.C.D. countries accounted
for 45.8 per cent and 40,8 per cent of exports in 1960 and
1963, respectively. Exports to the dollar area have been

/be seen
insignificant. It could that 0.E,C.D. countries have decreased
their share of total exports. On the other hand, exports
to United Kingdom have increased.

Table 11 presents imports by economic destination for
1958 and 1963. Consumer goods accounted for the greatest
share of such imports. From B15.2 million in 1958, they
increased to B19.2 million in 1963; a per cent decrease
from 41.5 in 1958 to 40,7 in 1963, Imports of producers
goods increased from b6.7 million in 1958 to 510.8 million
in 1963; a per cent increase from 18.4 in 1958 to 22.9 in
1963. Investment goods have accounted for around 28 per
cent of imports in 1958 and 1963.

Table 12 presents the 1958 and 1963 exports by value,
Food products and crude materials comprise the largest share,
Food products have increased their share to exports very
considerably from 28.6 per cent in 1958 to 43.8 per cent in

1263, Crude materials, however, have decreased their share
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TABLE 11
1
IMPORTS BY ECONOMIC DESTINATION

Value (CIF) Percentage
Economic Destination 5000, 000
1958 10965 963
Consumer goods 15.2 19.2 41.5 40,7
2
Producers goods 6.7 10.8 18,4 22.9
3
Investment goods 10.6 13.3 28.9 28,1
Fuel and lubri-
cant 4.1 3.9 11.2 8.3
Totals 36.6 47,2 100,0 100,0

Source: Cyprus, Economic Report, (1963), ops cit,

p. 50,
1 Excludihg N.A.A.F.I.
2 Industrial and agricultural raw materials.
) Industrial and agricultural equipment,
building: and communications materials and
equipment.
TABLE 12
1
EXPORTS BY VALUE
Value (FOB) Percentage
£000,000 (%)
1958 1963 1958 7 1963
Food 5.0 9.6 28.6 43.8
Beverages and Tobscco 1.3 1.4 7.6 6.4
Crude materials 9.6 8.2 54.5 37.4
Minﬂral Tuels 0.1 0.1 0.6 0.5
Animal % Vegt. oils 0.04 0.1 0.2 0.5
Chemicals 0.02 0.1 0.1 0.5
Manufactured goods 0.1 0.2 0.7 0.9
Machlnery and Transp.
equipment 0.8 1.3 4,4 5.9
Others 0.6 0.9 33 4,1
Totals 17056 21.9 100.0 100.0

Source: Cyprus, Economic Report, (1963), op. cit.,
ppo 51"‘52.

1 Including Re-exports and shipstores,
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to exports significantly; a per cent decrease from 54,5 in
1958 to 37.4 in 1963. Nevertheless, they have accounted for
four=-fifths of exports in 1958 and 1963.

Cyprus earns a considergble part of its foreign exchange
from transfer payments, tourism and government transactions.
Due to the existing political conditions, the tourist industry
(booming until the end of 1963) suffered a major setback.
Foreign exchange income from this source fell from k4.5 million
in 1963 to Bl.0 million in 1964,

The current account balance showed an "improvement,"
The deficit of B2.9 million in 1963 became a surplus of
E0.6 million in 1964--an increase of 53,5 million, This
"{mprovement™ is largely due to the decrease in imports.

From 40,9 million in 1963, it fell to B32.8 million ' or
by B8.1 million in 1964, This figure more than offsets the
loss in export receipts of El.4 million, in tourist income
of B3,5 million and in foreign grants of B3.0 million.

The existing condition also affected the inflow of
foreign capital, During 1960-1963, direct investments in
Cyprus increased steadily. However, there was no inflow
of foreign capital in 1964,

Net monetary assets held by the government, the
Central Bank and the commercial banks increased by k2.0
million (a surplus), Thus, the net foreign monetary
position of the country was improved by the same amount,

This figure, however, excludes the private holdings of

foreign exchange balances which are difficult to estimate.



CHAPTER II

DEVELOPMENT OF TELECOMMUNICATION
IN CYPRUS

The word "telecommunication" was coined in 1932, at
the communications conference in Madrid, Spain. It wasa
officlally defined as "any telegraph or telephone communi-
cations of signs, signals, writings, images, and sounds of
any nature, by wire, radio, or other system or process of
electrical or visual (semaphore) signalling.“l

Telecommunication services were introduced to Cyprus
in 1836 by Cable and Wireless Ltd., a British firm operating
in Cyprus. This company was solely responsible for external
and internal telecommunication. The present Cyprus Tele-
communications Authority is the successor of Cable and
Wireless Ltd. It took over the respongibility of inland
and of overseas telecommunication in Cyprus on January 1,
1955 and April 1, 1961, respectively.

No information is available concerning the activities
of Cable and Wireless Ltd., for the first decade (1936=1945)
of its operations. However, in 1947 a development plan was
inaugurated to meet the ever increasing demand for telephone

service, both for commercial and residentisl use. The plan

16,W. Thompson, and W.R. Smith, Publie Utilit
Economics (New York: McGraw-Hill Book Company, Inc., 1941)

De .

®Ninth Annual Report and Accounts of Cyprus Telecommu-
nications Authority for the Year Endin December 31, 1964
(Nicosia: 15655, Px L IMIEeographed.i

-24-
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provided also for the "installation of modern automatic
1

exchanges and new trunk circuits. . ."

Until 1950, the manual telephone system was in use
all over the country. At the end of that year the Nicosia
telephone exchange became automatic., By 1953 all major
towns in Cyprus had automatic telephone exchanges. At
present all exchanges operating in Cyprus are automatic.
However, there is no Straight Trunk Dialling System (S.T.D.)
available in Cyprus except between Nicosia and Morphou, and
this is at an experimental stage. It is planned that by
1975 all of Cyprus will bs provided with such a system.

As far as rural development of telecommunication
is concerned, none of the 620 villages in Cyprus were
provided with telephone service till 1956, Such develop-
ment was started by Cyprus Inland Telecommunications Autho-
rity (C.I.T,A.)2 in 1957. 1In less than ten years 362
villages (around 60 per cent)3 were provided with telephone
service. It is expected that by the end of 1967 all villages
in Cyprus will be provided with such services., In partial
implementation of this plan, 75 additional villages were
provided with such facilities in 1965. Such development
will have great social value in the rural community.

lFirat Annual Report and Accounts of Cyprus Inland
TolecomminTcatTons Authortty for the Yesr Brdies Decsmber

: ; cosia: Ys Pe .
Renamed Cyprus Telecommunications Authority in 1961.
3Cyprus Telecommunications Authority (CY.T.A.)

press and radio release, 1965. Translation from Greek by
Mr, Andreas Ch. Polemitis.
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As for the telegraph service, the Morse Telegraph
System was in use until 1947 and all messages were sent
by wires, either underground, overhead or submarine.

To develop telegraph communications, Cesble and Wireless
Ltd. acquired in 1947 wireless apparatus and replaced the
Morse Telegraph Sys tem. The wireless apparatus was used
for both inland and overseas communications, The telegraph
system was further modernized with the installation of
teleprinters in 1959.1

Table 13 presents the development of the telephone
system in Cyprus for the years 1945, 1954, 1955 and 1964,

It distinguishes direct exchange lines from working telephones
(all telephones that could be connected to a public exchange)
and shows, moreover, the number of extensions and increases
therein for the years mentioned.

Table 14 shows the growth of telephone lines, both
direct exchange lines and extensions. The first item in the
table presents the last decade of the operations of Cable
and Wireless Ltd. During this period (when a development
plan was inaugurated by the company) direct exchange lines
increesed 1.67 times, while extensions, about 9 times. Hence,
it could be seen that the development of extensions were

overemphasized at the expense of direct exchange lines.

1

Fifth Annual Report and Accounts of Cyprus Inland
Telecommunications Authorlity for the Year EﬁdI%g,DecemEer
3I I§5§ coslia: 3 Pe .

=l
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TABLE 14
a b
GROWTH OF TELEPHONE SYSTEM

Time Period Direct Exchange Lines Extensions
1945-1954 1.67 9.07

¢
1955-1964 3.47 1.58
1945-1964 6.55 17.22

Source: Derived from figures in table 13.

a Growth expressed in number of times.

b See appendix B for an illustration
of the present (June 17, 1965) telephone system in Cyprus.

c See appendix C (one and two) for a
detailed presentation of expansion of telephone lines.
Development of direct exchange lines requires substantial
capital outlay, while the capital expenditure required
for the provision of extra extensions is not significant.

During the decade 1955-1964, direct exchange lines
increased 3,47 times.over their 1955 level. This suggests
a significant capital outlay made by CY.T.A. Extensions,
on the other hand, increased only 1.58 times. Therefore,
most of the additional lines installed were direct exchange
lines.

A comparison of the two decades shows that direct
exchange lines have increased 1.67 times in the first
decade and 3.47 times in the second. Extensions, on the other
hand, have increased 9 times in the first decade and 1.58

times in the second.



The Cyprus Telecommunications Authority has prepsared
a Twenty-Year Development Programme, which has not yet been
approved by the govermment. However, according to estimates
prepared by the Authority, by 1984 Cyprus will have around
90,000 working telephones. If it could be assumed that
extensions by then will increase to 15,000 (about double
the number of the present extensions) then there would be
around 78,000 direct exchange lines. This would suggest
an increase in direct exchange lines of B.3. times compared
to the 6.55 times of the past two decades. Extensions, on
the other hand, will increase only by 2.19 times compared
to the 17.22 times of the last two deceades.

Recently, (August, 1965) CY,T.A., installed & V.H.F
System,l designed to offer both telephone and telegraph
channels of high quality. This development was in line with
CY.T.A.'s plans for making Cyprus the telecommunication
switching center of the Middle East,2 as recommended by
International Telecommunications Union (I.T.U.) in 1962.

At present all overseas and around 20 per cent of the inland
telegraph and telephone communications are carried by wire-
less or radiotelephone. It is expected that Cyprus will te

provided with a telex system in the very near future. In this

1
Radio waves of a very high frequency spectrum, Cele,
30 me/s to 300 mc/s per second.

2
Cyprus Mail, Wugust 12, 1965, p. 2.



respect, tenders have already been invited for the purchase
and the installation of the necessary equipment. The manu~
facturing and the installation of the telex system might take
around two years. It is estimated that around 300 subscribers
will be connected to such a system. Through such a system,
subscribers in Cyprus will be connected with all the countries
in the world through the stations in the following centers:
Athens, London, Geneva, Ankara, Beirut and Tel-Aviv.
Undoubtedly, the development of such a system will greatly
increase the speed of transmission and reception of messages,

To give a further picture of the telephone develop=-
ment, it is necessary to meke a brief comparison of the
telephone development in Cyprus with that of neighbouring
countries. The number of persons per telephone, which is
the basis of comparison, is derived from population figures
and the number of working telephones for each country.

As shown in table 15, the figure for Cyprus compares
very well with that of neighbouring countries. In 1964,
Cyprus had 23 persons per telephone and it is expected that
by 1975 Cyprus will have a telephone for every . 12.:. persons,

There has been significant growth of radiotelephone
communication since 1960. Table 16 presents the weekly
hours of operation of radiotelephone communication. It can
be seen that telephone communicetion with Athens increased
six-fold, with Ankara and Reirut four~fold, with TelsAviv,

around four and half times, and finally with London, three=fold,



TABLE 15

POPULATION, WOHRKING TELEPHONES
AND PERSONS PER TEIE PHONE

FOR 1963
a Persons
Country Population Working Telephones
Per Telephone
Greece 8,480,000 356,378 24
Turkey 30,256,000 286,450 106
Syria 5,251,000 67,718b 78
Lebanon 2,200,000 95,000 23
Israel 2,376,000 186,476 13
U.A.Re 27,963,000 264,400b 106
Cyprus 589,000 24,141 24
Source: Figures for the population and working

telephones are taken from United Nations, Statistical
Yearbook, (1964), pp. 23-51, and 451-453, Tespectively.

a Mid-year estimates.

b Estimates.




.
TABLE 16

WEEKLY HOURS OF OPERATION OF RARPIOTELEPHONE
COMMUNICATION

1960 1961 1962 1963 1964

Athens 39 60 114 161 246
London 45 45 60 o8 190
Beirut 15 21 60 60 60
Tel=Aviv 9 18 36 39 .39
Ankara 3 12 12 1e 12
Cairo === N.8. Nela NeBs 146,
Damascus === n,a. Ne8e NeBs 6
Radiotelephone

services with

ships at sea === n.,a. N.8. Ne&o 70

Sources: Ninth Annual Report and Accounts of rus
Telecommunications IuEEorIEy, OPe Cite, Do 9, and U?.%.A.

Redio and Press Release, op. cit,

It is also significant that Cyprus at present has direct
links with both Cairo and Damascus with six hours of weekly
operations with each.

Telegraph development could be measured in terms of
type of equipment in use and quality of service rendered. The
type of equipment used or to be used was discussed previously.
No Information is available concerning the quality of tele-

/Authority

graph service rendered; However, the.: reports ! that internal

telegraph circuits have operated smoothly.



33w

Telegraph development mizht also be measured in
terms of telegrams sent or received. Such a measure has
serious limitations because of the complexity of factors
involved. However, with all its limitations, it might be
a crude indicator of the degree of telegraph development.
For example, in 1937 (the second year of Cable and Wireless
Ltd. in Cyprus), 56,4061 messages were sent from Cyprus.

The highest figure between 1954 and 1961 was in 19562
(329,000).3 After 1961, the highesz figure recgrded for the

number of messages sent was in 1964 (158,000).

1
Cyprus, The Cyprus Blue Book--1938 (Nicosia: The
Government Printing Office, 1939), p. 488,

2
Year of E.0.K.A, (National Oeganization of Cypriot
Fighters) struggles for independence.

3
Cyprus, Statistical Abstract, (1963), op. cit., p. 200.

4
Cyprus received international attention because of
the communal disturbances in 1964.

5
Ninth Annual Report and Accounts of Cyprus Tele-
communications AULHOTrity, ODe CiGaes Pe 12e
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APPENDIX A
Year Direct Exchange Extension Working
Lines Lines Telephones
b b
1945 3,003 397 3,400
b b a
1948 3,500 890 4,390
1954 5,000 3,601 8,601
1955 5,664 4,337 10,001
1964 19,665 6,835 26,500

Sources: Derived from figures in teble 13. (a) has
been obtained from United Nations, Statistical Yearbook,

(1964), Op. cit.,tp. 452.
b Lstimates.

In 1947 a development program Was inaugurated to meet

the ever increasing demand for direct exchange telephone lines.
This most probably indicates that therewas no excess capacity
available for such exchange lines. Moreover, the acquisition
and installation of exchanges, and the provision of direct
exchange lines to subscribers are lengthy processes. Thus,
it seems very likely that there may have been around 500
additions to direct exchange lines (mostly in 1948). The
number of working telephones in 1948 was 4,390. There
should have been, therefore, around 890 extensions (4,390-
3,500).

By the most liberal estimates, the number of extensions
in 1945 should have been around 400, Therefore, the estimated
number of working telephones in 1945 should have been around

3,400 (3,008 + 397).
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APPENDIX C=-1

TELEPHONE LINES

Year Direct Exchange Extensions Working
Lines Telephones
1955 5,664 4,337 10,001
1956 6,648 4,769 11,417
1957 6,964 6,118 13,082
1958 8,436 7,315 15,751
1959 9,707 6,738 16,445
1960 10,218 7,881 18,099
1961 12,643 6,500 19,143
1962 14,571 7,521 22,092
1963 17,500 6,641 24,141
1964 19,665 6,835 26,500

Sources: Figures for the direct exchange lines are
derived from Annual Reports and Accounts of ngrus Tele~-
communications Authorit 955-1964, op. cit. gures for
the worki telephones are obtained from Cyprus, Statistical

Abstract, (1963), op, cit., p. 200.










CHAPTER III
CYPRUS TELECOMMUNICATIONS AUTHORITY

It was seen previously that Cable and Wireless Ltd.
was solely responsible for external and internal telecommu-
nication, The company has a world-wide telecommunication
system and operated on a profit basis., Because of its
commitments in the sphere of world-wide telecommunication,
the company felt that it cannot make continuous and heavy
capital outlay for the development of an inland telephone
systems Thus, it asked the government to acquire the
Cyprus inland system.

After protracted negotiations, the internal tele-
communication system was transferred to Public Ownership
on January 1, 1955, A body corporate, Cyprus Inland
Telecommunications Authority (C.I.T.A.) wes formed and em=-
powered to acquire the inland telecommunication system of
Cable and Wireless Ltd. In accordance with agency arrange=-
ments, Cable and Wireless Ltd. operated the inland tele~
communication system on behalf of the Authority. The
agency arrangements were terminated on June 30, 19561 when
the Authority appointed its senior personnel and set up its
own management,

On April 1961, after taking over the responsibility

for external telecommunication from Cable and Wireless Ltd.,

1
The agency agreement for the handling of telegraph

traffiec in the town of Nicosia, however, was in force until
October 31, 1957, 38



Cyprus Inland Telecommunications Authority was renemed
Cyprus Telecommunications Authority (CY.T.A.). The Authority,
however, is not responsible for the provision of tele-
communication facilities for the British sovereign base
areas. Nevertheless, "the Authorities of the Republic of
Cyprus and the United Kingdom authorities shall consult
and co-operate to ensure an effective operation of tele-
communicationsin the island of Cyprus."l During the same
year (1961), Cyprus became a member of the International
felecommunications Union (I.T.U.) and the Commonwealth
Telecommunications Board (C.T.B.). These two telecommu-
nication organizations with their different committees or
boards try to harmonize and develop world telecommunication,
THe internal and external telecommunication systems
were acquired at a total cost of E922,027 which was financed
from loans by the government,as will be explained later

(chapter V).

Legal Provisions

The board of directors of CY.T.A. areappointed by
the Council of Ministers, which in turn are appointed by
the President of the Republic, the chief executive in Cyprus.
They are responsible and answerable to the Minister of
Communications and Works, and through him, to the Council

of Ministers. Their number should not be more than seven.

lGreat Britain, Cyprus-~Presented to Parliament b
the Secretary of State for Foreigh Affairs and the Minister
of Defence by Command of Her Majesty, Appendix A, Annex B,
Part 11, Section 6, 1960, 24,
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Members appointed should be persons whose full time services
need not be required. One of the appointed members shall be
designated as chairman and another as vice-chairman.

Members of the Authority cannot hold office for more
than five years. However, the government may remove any
member "from office without assigning any reason therefor."1
Moreover, the government may at any time accept the resigna-
tion of any member.

It is not known on what basis the Council of Ministers
appoints the members of the Authority. However, a person is
disqualified from becoming a member of the Authority as long
as he is a member of the Council of Ministers. If, moreover,
any of the members is interested in any company or undertaking
"with which the Authority has or proposes to make any
contract, /he/ shall disclose to the Authority the fact and
nature of his interest and shall not take part in any
deliberation or decision of the Authority relating to such
contract. . .“2

Remuneration or allowances for expenses to members
of the Authority will be provided out of the funds of the
Authority. All such expenditure must be determined by the
Council of Ministers.

CY.T.A. is a public corporation and public utility

enterprise. Like a private enterprise, it has an independent

organization with separate legal entity and personality,

1Cyprus, The Statute Laws of Cyprus, (1959), p. 6.
2
Ibid,
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1
which could "sue and be sued in its said name. . ." It
is lisble in law, and in its day to day operations it
resembles private business enterprises., Because it is liable
in law, it does not enjoy any of the immunities or pri-
vileges of the government.

To carry out its functions, the Authority may borrow
money by way of overdraft or in any other manner and subject
to certain conditions which the Council of Ministers may
deem fit to impose.2

To ralse money, the Authority may issue stock
debentures (bonds) or other securities. All securities
created by the Authority should "be issued, transferred,
dealt with and redeemed according to. . .“3 regulations
made by the Council of Ministers. Moreover, the Council
of Ministers "may guarantee in such manner and upon such
terms as. . ./it/ may think fit the payment of the interest
and principal or either of them, of any loan proposed to
be raised by the Authority."4

The Authority is required to keep proper accounts
and prepare annual financial statements. All such state=
ments must be audited by independent public auditors. The
auditors!' reports with the audited financial statements
must immediately be presented to the Council of Ministers.
The Authority has to publish the audited fimancial statements

in such manner as may be directed by the Council of Ministers.

1Cyprus, The Statute Laws of Cyprus, op. cit., p. 5.

2
Ibid.’ p. 8.

5Tpid.

4114,
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CY¥.T.A. prepares budgets annualy which are subject
to approval by the government. However, such budgets are
not incorporated in the annual ordinary budget of the
goverrment. Development budgets of the Authority, on the
other hand, are incorporated with the overall development
budget of the government after approval.

Subject to the provision of the Law (which established
the Authority) CY.T.A. must look for the efficient
provision and development of sufficient telecommunication
in Cyprus. It is not allowed to meke a profit (over a
period of years)., If profits are made, they must be used
for developmental purposes,

The Authority is empowered to make regulations in
accordance with the provisions of the Law governing the
telecommunication services, which are consistent with
other laws efféctive in Cyprus and subject to approval
by the Council of Ministers. All regulations should be
published in the Official Gazette of the Republic of
Cyprus after approval.

The Authority may make regulations (subject to appro=-
val) concerning any one or all of the following matters:

The Authority may suggest changes in internal tariffs
for telecommunication sarvicea.l Moreover, it may, if deemed
necessary, propose changes in respect to telecommunication

equipment sold or hired, "and the fees payable in respect of

1External rates for telecommunication services are
administered by I.T,U. and C,T.B.,
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the inspection, testing, maintenance of the Bubscriber's
installation and of any other services properly rendered
on account of the subscriber."

Second, it may propose changes in terms and conditions
for telecommunication services.

Third, it may prescribe methods to be adopted for the
operation of telecommunication services and for the security
to be furnished by the subscribers.

Finally, the Authority may preseribe necessary
changes so that the performance of all acts necessary for
the proper management of the telecommunication services
is made possible.2

Chart 1 presents the way CY.T.A. is contrdled.
Straight lines indicate the flow of authority downward.

The dotted lines indicate the flow of staff (advisory)
authority flowing upward. The Authority 1is required,
as often as necessary, to advise the government on all
matters relating to the telecommunication services. These

include proposed changes in any one or all of the regulations,

or any policy to be adopted in regard to development program.

1
Cyprus, The Statute Laws of Cyprus, op. cit., p. 10.




44~

CHART 1

CONTROL: OF CYPRUS TELECOMMUNICATIONS AUTHORITY

The President

Council of Ministers

Mindistry of Communications
and Works

THE AUTHORITY

Other Ministeries




Organization Structure

Chart 2 presents tﬁe organization chart of CY.T.A.
It was effective until February, 1966. Chart 3 presents
the revised organization chart, which is effective at
present (starting March 1, 1966),

A comparison of the charts would reveal that the
span of control of the General Manager has increased from
three to seven. Thus, each division head in the old chart
reported directly to the General Manager, Each division,
moreover, had a certain number of departments. According to
the new organization chart, however, seven managers report
directly to the General Manager. This implies that the
General Manager excercises more direct control than before.
At present he directly controls the work of all the departments.
Such a process seems to be justifiable. Reorganization has
always been the main administrative and organizational
problem of CY.T.A. Twice between 1961 and 1966 the or=-
ganization setup was revised. It seems that there has been
confusion as to where one stands in the organizational hierarchy
and what one's position is in regard to others. This was compli=-
cated by the presence of division heads who apparently hin-
dered proper communications. The new organization setup,
providing direct control by the General Manager, intends to
remove communication barriers. Moreover, the new organization
chart, which is believed to have been distributed to sall
departments, will help officers concerned to have an overall
idea of the organization and to find out, if necessary, whers,

exactly, they stand.
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Analysis of the charts reveals, moreover, that CY,T.A.
has had a pure line organization, No use of staff has been
made. However, as will be shown in the last chapter, staff
could be very useful indeed.

A further analysis of the charts would reveal that
there is a tendency to change the orientation of the orga=-
nization. Thus, as chart 2 reveals, CY,T.A. has been
production ériented; to put it in different terms, its
orientation has merely been directed towards the provision
and development of telecommunication services. This
orientation may have been due to the fact that CY.T.A,
is not allowed to makeI;rofit (over a number of years).

If profits are made, they must be used for developmental
purposes., Other factors influencing the managerial
orientation and philosophy are the background of the senior
officers and the stage of development of telecommunication
services in Cyprus.

Most of the influential officers of the Authority have
been engineers, who naturally tend to be production minded.
Furthermore, as one can see in chart 2, the Engineering
Division had a higher status in the organizational hierarchy
of the enterprise. In the revised organization chart, all
departments are ranked equally. This might mean that the
Authority is trying to emphasize also functions other than
production,

As will be pointed out in subsequent chapters, CY,T.A.

has been a growing enterprise. Hence, it could be expected
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that the Authority, being faced more with technical aspects
of production and development, would develop a produc tion
orientation.

A change in managerial orientation will bring about
new ways and means for measuring managerial efficiency.

For an organization that is production oriented, the best
measure of managerial efficiency would be in terms of

physical units. As the orientation changes, the yardstick
might also change. As development of telecommunication
reaches or approaches a level of maturity, other factors such
as efficiency of operations and the level of internal tariffs,
might be better indicators of the efficiency of management
and the Authority as a whole. Of course, employee satis-
faction and favourablé public relations are always godd
indices for managerial efficiency.

Because the Authority is not allowed to make a profit,
there might always exist the possillity of the dominance of
the Engineering Department; hence, there would always be a
tendency to measure efficiency in terms of physical units of
development. In such a case, it would not be possible to
change the present orientation. However, due to the balanced
grouping of functions of the Authority, the dominance of the
Engineering Department becomes less likely. For example, in
the old organization chart, there were only three persons
reporting to the General Manager, the Chief Engineer having
more authority than the rest. In the new organization chart,
the Engineering Departyont is ranked equally with six other
departments. This balance of grouping (which, as previously

mentioned, resulted in an increase in the span of control



of the General Manager) would ensure that other functions
are not neglected. Thus, it becomes possible to adopt a
new orientation.

As chart 3 revealed, CY,T.A. at present has seven
departments, run by department heads or managers. The
Secretary (in charge of the Secretariat) is closely
associated to the General Manager. He is his adminis=-
trative assistant. As such, he coordinates the work of
different departments., Most of the communications to and
from the General Manager are directed through him. The
Secretary, moreover, is required to attend to all the
meetings of the Authority.

The Secretariat has four sections. The Secre-
tariat's office deals with all the correspondence and
clerical work of the Authority and the General Manager.

The position of the Personnel Officer in the
organizational hierarchy seems to be objectionable. Favour-
able public relations and employee satisfaction are very
important and often measure managerial efficiency. CY.T.A.
has often been faced with labor disputes and threat of
strikes, It seems advisable, therefore, to attach more
importance to such matters and accordingly, give more
authority to the Personnel Officer. In such a case, the
Personnel Officer would be reporting directly to the General
Manager.

The function of the Personnel Officer (as suggested

above) is to deal with all labor and labor relations problems,
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He tries, among other things, to resolve labor disputes.
If he fails to reach to an acceptable solution, he has to
transfer the matter through the Secretary to the General
Manager. In case the General Manager fails to reach to an
acceptable solution, the case is further referred to the
Board of Directors and finally to the Public Service
Commission for arbitration.

Because of their positions, the Personnel Officer,
the Secretary and the General Manager are not allowed to
be members of any labor union. All other officers and
rank-and-file employees are free to jJoin labor unions.

The Directory section (of the Secretariat) deals
with the prepartion of telephone directories. Such
directories are prepared in three languages, namely,

Greek, Turkish and English. It is planned to issue annual
telephone directories. This has become possible with the
introduction of a new system of telephone directories

by the use of photo-list equipment.

The last section in the Secretariat Department is
the Telephone Operating, which deals with the administrative
aspects of telephone communications., It is the responsi-
bility of this section to handle applications for telephone
lines. It deals, moreover, with public complaints and tries

to meet such in a prompt manner.

X

In this respect, it could be mentioned that CY,.T.A.
emgdoyees have two labor unions, of which only one has strong
bargaining power, The other, which accounts for around 10
per cent o all the employees and the officers, has no bargaining
power.



The Accounting Department, like the Secretariat
Department, has four sections. The Financial Section deals
with the recording of transactions and preparation of
financial statements. The costing section assesses costs
of projects completed, It deals with cost accounting. With
the help of a new accounting chart (effective January 1, 1966),
it would be possible to find the cost per unit of service
rendered. The two other sections deal with inland and
overgeas traffic charges. The function of these sections
is to bill different customers for services rendered by
CY.T.A.

The Internal Auditor has the full responsibility
for the internal audit of all the financial transactions
and the recording thereof. He has to prepare and submit
audit reports as directed generally or specifically by
the Authority or the General Manager. He deals, moreover,
with the wuching of the entries in the books of accounts,
verification of salaries and wages and the payment thereof,
and the verification of receipts and payments according
to existing contracts, agreements or rules and regulations
of the Authority in force.

The Purchasing Department is directed to make all
the purchases of the Authority. All telecommunication
equipment in Cyprus is imported by the Authority, such
imports being free from all import duties. Most of the

/the /Department
imports come from England and Purchasing is usually directed

by the General Manager in selecting the suppliers. The
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Authority often tries to deal directly with the suppliers
thus eliminating intermediary charges and commissions.
Moreover, the Authority invites for tenders for the purchase
of equipment,

The Authority, like many other administrations in
other countries, incurs continuous losses from inland tele=-
graph operations. Because of this fact, it seems it was
preferable to give the General Manager direct control over
the activities of Telegraph Operations. Chart 2 shows
that both Telephone and Telegraph Operations were depart-
ments of equal rank. However, chart 3 shows that Tele-
phone Operations is a section in the Secretariat Department.
This might be due to the fact that telephone operations
were conducted satisfactorily, contrasted to the telegraph
operations,

The Engineering Department has been a very important
department. Around one half of all the employees of CY.T.A.
work in this department. The Chief Engineer (the manager)
is in charge of all aspects of the provision of telecommu-
nication services,

The Engineering Department has three sections. The

/(Planning)
first deals with the planning of the installations of
machines, equipment, lines, cables and other related materials.
To carry out its functions, it has a drawing subgection.
The planning section does not deal with overall planning of
projects. It deals more with technical details. It is not
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the function of this section, for example, to study what
sort of equipment to use, or to anticipate and forecast
future needs. Such matters are carried out at the top
level. The other/égggggzuggigg)with the installation of
equipment, lines, and the construction of telecommunication
facilities. Construction of buildings, however, is offered
for a tender. The 1335/;§2%?g;n§2233 with the efficient
maintenance of facilities.

For administrative purposes, Cyprus Telecommunications
System is divided into seven zones, each city and its surround-
ings being a zone. Nicosia is the largest and the most
important one. It is the center for telecommunication
control in "Cyprus. The other zones are those of Limassol,
Famagusta, Larnaca, Paphos, Kyrenia and Morphou. There are
certain subzones of lesser importance, like those of
Platres, Laphithos, Polis, Pedhoulas and Lefka.

Discussion of CY.T.A. and its operations indicate
that it has a dual nature. As far as commercial and
managerial aspects of operations are concerned, it resembles
private commercial enterprises. But, on the other hand, it
is a public authority when it fulfils certain public tasks
on behalf of the government and, as such, it is controlled

by it.



CHAPTER IV
DEMAND FOR TELECOMMUNICATION
SERVICES
The present chapter deals with demand for tele-

communication serv¥ices. In the first place, various
measurements of demand for telecommunication services
are studied. In the second part of this chapter, demand
is enalyzed and correlated with National Income (NNP).
Lastly, demand expressed in terms of gross annual receipts
is forecast; moreover, projected installations are studied

and analyzed,

Measurements

The demand for telecommunication services can be
measured in terms of physical units or gross annual receipts.
Demand measured in terms of various physicel units is
presented in table 17,

Graph 1* presents the demend for direct exchange lines
for 1955~64. It indicates an increasing trend for direct
exchange lines demanded.

As a result of the noticeable development of telephone
services in Cyprus, the number of persons per telephone has

shown a significant decrease as depicted in graph 2. The

iGraphs 1-5 are. based on figures in table 17.
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graph differentiates between development in terms of total
population and in terms of urban population. It is natural
to expect that the urban population results present a better
picture since most of the telephones are needed and installed
in urban centers, In many Western countries non-urban
centers or areas have also been developed, as a result of the
distances and isolation involved. However, as far as Cyprus
is concerned, there are no vast distances and villages, as
yet, have not felt the need or have not been able to translate
their need for extensive telephone services into actual
demand., The reasons for such a state of affairs seem to be
geographic, economic, and social.

Graph 2, moreover, differentiates between direct
exchange lines and working telephones. Working telephones
comprise all telephone instruments that could be connected
to a central public exchange. Because the number of working
telephones is greater than that of direct exchange lines, it
is natural to expect a lesser number of persons per telephone
than that of direct exchange lines,

The demand for telephones might be expressed not
only in terms of direct exchange lines, but also in terms of
calls made. Graph 3 presents telephone calls made for 1955-64,
It shows, furthermore, the totsl calls made with a breakdown
showing locel and trunk calls., Since 1955, local calls have
increased three-=fold. During 1960-1963, local calls increased
verysignificantly. This could be associated with the signi-
ficent rate of economic growth achieved during these years.:
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However, during 1964, with the outbreak of communal disturb=-
ences and the ensuing anomalous situation, associated with
a decreased GNP, the rate of increase of local calls declined.

As with the local calls, there was also an increase
in trunk calls until 1963. Trunk calls, however, seem to
be more susceptible to general business conditions. Moreover,
it could be assumed that a significant portion of trunk
calls made are for business use. Thus, it could be seen
that the rate of decrease in trunk calls was greater than
that of local calls.

Of the total yearly calls made, local calls account
for around 90 per cent. Thus, graph 3 shows that the total
calls have closely followed the pattern of local calls.

Graph 4 presents the total calls made per urban
population. Since most of the telephones are in urban
areas, it would be more appropriate to use calls made per
urban population., The graph shows that the rate of increase
in demand for calls has been much higher than the Increase
in urban population. As indicated earlier, 1960-1963 has been
very significant. In this periodithe calls made increased
at a very rapid rate. The rate of growth decreased in 1964
for reasons previously mentioned.

Graph 5 presents the number of calls made per
telephone set, The upper part (A) of the graph presents
the number of calls made per direct exchange line. It
could be seen that the number of calls made per direct

telephone exchange has been declining., This seemingly
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paradoxical result might be attributed to the fact that the
total calls made have not kept pace with such telephone
development; moreover, calls that used to be made from
other stations, are now made from newly installed stations.
The lower part (B) of the same graph presents the
number of calls made per working telephone., Since the
number of working telephones is greater then that of direct
exchange lines, it is natural to expect fewer calls per
station, and accordingly a lower trend., The slightly
rising trend (which in both cases is fitted by the semi~-
average method) might be due to the fact that the rate of
inerease in calls made has been more than the rate of increase
of working telephones.
Table 18 presents the total emount of radiotelephone
traffic for the Authority's five main links for 1961-1964.
There has been significant growth in total radiotelephone
traffic. For example, traffic with London and Beirut
increased around three-fold. The increase of traffic
with Tel-Aviv has not been very significent (1.4 times).
Communications with Ankara has grown very significantly
(9.2 times). It is important to note that there has been a
very significant increase in traffic in 1964 with Athens
and Ankara, This could be explained by the political turmoil
then existing in the country. Table 18 shows, moreover,
that Athens and London together account for around 80
per cent of all radiotelephone traffic. The total of all
eircuits operating increased from 100,698 minutes in 1961, to
255,419 minutes in 1964, or 2.54 times.
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TABLE 18

TOTAL AMOUNT OF RADIOTELEPHONE
TRAFFIC IN MINUTES

1961 1962 1963 1964
Athens 44,704 52,900 59,868 104,335
London 34,346 44,670 56,176 95,199
Beirut 10,753 17,375 31, 400 29,794
Ankara 1,558 2,352 5,812 14,325
Tel-Aviv 6,573 10,000 17,659 8,891

Source: Ninth Annual Report and Accounts of rus
Telecommunications AnEEorIEz, ISEZ, op. cit., Po 0.

Graph 6 presents telegraph messages sent., It is

seen that overseas and inland telegraph traffic has dras~
tically declined since 1956. The inland telegraph traffic
has declined from 135,000 messages in 1955, to 53,000
messages in 1964. The decline could be explained by the
fact that the telephone, with its development, has been

a serious competitor to telegraph. While local and trunk
calls have shown a remarkable increase since 1955, the
contrary is true for telegraph traffic. It might be
assumed that trunk calls especially have expanded at the
expense of the telegraph. Nevertheless, with the
economic growth achieved during 1960-1963, and the
internal stability enjoyed, inland telegraph traffic
showed a noticeable increase. However, as a result of

the restrictions imposed on the movement of the public,
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and the decline of the business activity, it reached its
lowest level in 1964,

Overseas telegraph traffic decreased drastically
from 329,000 messages in 1955 to 127,000 messages in 1961.
This drastic decrease might have probably been due to the
drastic cut in the number of telegraphic instruments
operating in Cyprus. Thus, while by the end of 1957
there were 168 telegraphic instruments available and
operating in Cyprus, the number fell to 43 in 1958 and
stayed at that level until the end of 1961. Since then
the number of telegraphic instruments has increased to more
than a hundred.1 It was previously mentioned that Cable
and Wireless Ltd., was in charge of overseas communications
until 1961. Thus, anticipating the end of its operations
in Cyprus, it withdrew its equipment from the island. The
noticeable increase in the overseas telegraph traffic in
1964 was mainly due tot he foreign correspondents who had
been dispatching daily news to the outside world.

Demand for telephone and telecommunication services
could also be measured in terms of gross annual receipts,
Graph 7 presents telephone and total demand expressed in
terms of gross annual receipts. Total telephone demand
measured in terms of gross receipts include receipts from
rentals, trunk calls, local calls and radiotelephone.
Receipts from radiotelephone are not very significant;
they range from 4 to 8 per cent of total telephone
receipts. The graph shows that annual receipts increased

from B492,363 in 1957. to B865,025 in 1964, The rate of

increase for 1960-1963 has been significant due to the
ICyprus, Statistical ADStract, (1965), OP. Cit., P.200.
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economlic growth then enjoyed. During 1964, however, it
showed a slight decline,

Total demand for telecommunication services expressed
in terms of gross receipts includes receipts from total
telephone operations, telegrams, teleprinter rentals and
leased circuits. The graph indicates that gross annual
telephone receipts account for a significant portion of
the total annual receipts. It shows, moreover, that the
gap existing between the two curves has been increasing,
reaching its maximum in 1964. This could be explained by
the increase in telegraph traffic since 1961 and the signi-
ficant increase in 1964 in foreign telegraph traffic
(previously mentioned).

It was seen that the demand for telephone or
telecommunication services could be measured in terms of
physical units or gross annual receipts. However, the
latter seems to be more pertinent and useful for demand
analysis and especially for revenue forecasts, The first
involves too many items like trunk calls, local calls,
international radiotelephone calls, local and foreign
telegraph traffic, leased circuits and other items. Since
money is the only common denominator for all these, it
seems more appropriate to analyze and forecast demand
measured in terms of gross annual receipts. Moreover, the
revenue figures forecast will later be used for preparing
projected cash flow statements (cash budget) and for

studying future financing needs.



T

Analysis

Demand for telscommunication services is influenced
by a great many factors. Some of its most important
determinants are the income of the country involved, prices
or rates, social and institutional factors and sales
promotional activities. In Cyprus, at present, no sales
promotional activities are undertaken. Since there
always has been quite a significant number of outstanding
applications, the Authority has found it unwise to spend
any money to further a demand that already exists. It
should be borne in mind that the demand for telephone is
not only represented in terms of physical direct exchange
1ines but also in terms of calls made per telephone
station. Even though the Authority always had to cope
with outstanding demands in each year, yet the demand
measured in terms of calls made per station does not
show any significant increase, as was shown in graph 5.
Attempts might be made to encourage people to make more
calls provided that such calls come during non~peak
hours. However, having in mind that the public at large
has en immediate and indispensible demand for telephone and
telecommunication services, sales promotional activities
may not be very useful in making the demand even greater
or in increasing the total calls,

.. other factom which might be considered as a
demand determinant for telecommunication services in

general and for telephone services in particular,are the



social and institutional factors. For the business sector
telephone services are as essential as buildings, fixtures
or plant, A business could not operate efficiently with-
out the use of telecommunication services. The more
developed the business sector, the more the need for such
services. However, neither institutional nor social
factors could easily be quantified. Hence, their effect
on demand could not be quantitavely measured.

Therefore, the two most important demand deter-
minants for telecommunication services still to be consi=-
dered are prices or rates and the general income level.
Internal prices are regulated by the govermnment, and can
only be changed with its consent and approval. External
rates for all telecommunication services are administered
through International Telecommunications Union (I.T.U.)
and Commonwealth Telecommunications Board (C.T.B.).

Internal telegraph rates have not been changed
since 1952. As for telephone tariffs, no major revision
has taken place since April 1, 1957, There have been,
however, some adjustments in December 31, 1957, and
January 1, 1961, On December 31, 1957, the free call
allowance was reduced from 300 calls per quarter to
100 calls per quarter. On January 1, 1961, the normal
area (rental Bll per annum) was extended in towns from one
and a hslf miles to three miles as a result of the growth
of the suburban areas. At the same time, a new system of
billing subscribers was introduced whereby bills were to be
presented and settlodlmonthly in arrear as opposed to

quarterly settlement. Hence the free call allowance was



7D e

set at 35. The reduction of the free call allowance
constituted an indirect raise in rates, while the extension
of normal radius in 1961 indirectly decreased the rates or
tariffs.

To simplify the analysis, it could be assumed that
prices have remained constant. Therefore, of the demand
determinants only the national income is left for consider-
ation., Thus demand (expressed in terms of gross annual
receipts) is correlated with national income (NNP).

Table 19 shows the yearly demand for telephone
services expressed in terms of annual receipts and the
Net National Products. To measure the degree of
relationship existing between these two variables, the
following correlation formula has been used: r = Xy
where r 1s the coefficient of correlation, x and R
Y (X-mean) and (Y-mean), N, the number of years considered,
while sY and sX the standard deviations for demand and
N.N.P.

Ix.y

Then r = _me_ - %3157’477,000,000

x 125,225 x 8,792,000

= 7,157,477,000,000
B8,667,153,600,000

= 0.83 - coefficient of correlation

Thus it cen be seen that there is quite a signi-
ficant degree of correlation between demand for telephone
services and NNP. However, even though the degree of
relationship between the two variables seems to be quite
significant, yet a much higher degree of relationship
(r = 0.965) is obtainable if the year 1964 is excluded
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TABLE 19

DEMAND FOR TELEPHONE
SERVICES AND NET NATIONAL PRODUCT
(IN CYPRUS POUNDS)

Year Gross Agnual Receipts N'§°P'
1957 492,363 88,000,000
1958 546,255 90, 500,000
1959 612,836 92,000,000
1960 625,523 92,000,000
1961 668,307 100,000,000
1962 753,440 108,200,000
1963 826, 456 114,800,000
1964 865,025 100,000,000"

Sources: Figures for the demand (gross annual
receipts) have been derived from Annual Reports and

Accounts of Cyprus Telecommunicatlions Aui:hc:u'-itli 1057-1964,
op. cit. gures for the N.N.P., have been obtaine rom
Eg'_prus, Economic Report, (1963), op. cit., p. 19,

a The ﬁ.ﬁ.g. In 1964, as seen previously, had
declined by around 12 per cent.




from the analysis. This is justifiable because 1964 was

a special year due to political disturbances and their
impact upon the general business activity. This would
mean that the development and demand for telephone

service would, to & very great extent, depend on the level
of national income or NNP.

By the use of a regression equation it is possible
to forecast demand for telephones expressed in terms of
gross annual receipts. The regression equation Yi = a + bX
could be solved, where b = r . 8Y, and a = Y - bX,

s
"Technically, & is the value of Y when X is zero. The

value of b represents the average amount by which the Y
1

values increase. . .for every unit increase in X ."

Then, b = r.,s8Y = ,87 x 106,700
sX 511665686
= 103,499 = 0,0110105
] ’

Then, a =Y - bX = 646,454 - (0.0110105 x 97,928,000)
= 646,454 - 1,078,236
=-431,782.
The negative result obtained shows that there would
be no demand for telephone service when NNP is zero.

/equation
The regression would be Y; = a + bX = -431,782 + 0,0110105xX.

|

D.W., Paden, and E,F. Lindquist, Statistics for
Economics and Business (New York: McGraw-Hill Book Uompany, Inc.,
19587, p. 271.
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At different levels of NNP, B80 million, 5100 million and
5120 million, the following estimates are obtained:
E449,058

Yi=a+bX = -431,782 + 0,0110105 x 80,000,000

Y, =a+bX = -431,782 + 0,0110105 x100,000,000

Yi=a+bx = -431,782 + 0,0110105 x120,000,000 = B889,478

k669,268

The above results are presented in graph 8, where the
straight line represents the regression equation.l Since
a high correlation was obtained (0,97), the actual results
plotted on the graph closely fall in with the regression
estimate.

The same line of analysis could be followed for
total demand analysis and forecast. Table 20 presents
the yearly total demand (total gross receipts) and
NNP. If the year 1964 is included in the analysis, a
coefficient of correlation of 0.74 is obtained. However,
for reasons previously mentioned, the year 1964 is
omitted from the analysis, In such a case, the coefficient
of correlation would be 0.9868 computed by using the

formula r = X

= 10,759,474,592,000

7T x IE%, !Uﬁxﬁ,ibb,ﬁbb

= 10,759,474, 592,000

= 0,9868 = coefficient of correlation

A regression equation or estimate could be prepared

to show the expected total demand at different NNP levels,

1Becauso of the limited number of observations, it
is not possible to see whether a curvilinear relationship
exists., Thus, it was assumed that the relationship was linear.
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TABLE 20

TOTAL DEMAND AND NNP
(IN CYPRUS POUNDS)

Year Gross Annual Receipts NNP

p 4 X
1957 520,222 88,000,000
1958 603,379 90,500,000
1959 €65,946 92,000,000
1960 675,284 92,000,000
1961 795,465 100,000,000
1962 921,120 108,200,000
1963 1,022,406 114,800,000
1964 1,230,136 100,000,000

Sources: See table 19,
To find the values of the regressiocn equation Yi = a + bX,
the values of a and b are derived.

b=r, sY = ,9868 x__ 165,700 = 0,017395

a =Y - bX = 743,403 - (0,017395 x 97,928,000)
= 743,403 - 1,703,458 = -960,055,
Then, Yi = a + bX = -960,055 + 0,017395 x X. The total
demand estimates (derived by solving the above equation)
at NNP levels of 580 million,El00 million and 5120 million
will be E431,545, B779,445 and B1,127,345, respectively.
These results are plotted in graph 9; the straight line
represents the regression equation. Actual results

plotted on the same graph, as previously, closely fall in
with the regression estimate.
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The above analysis reveals two interesting things,
In the first place, the value of b shows that demand for
telecommunication services is highly elastic at the 1963
level; one per cent change in income would result in 1.59
per cent change in total demand expressed in Cyprus pounds,

In the second place, it could be seen that even
though the NNP declined by more than 10 per cent in 1964,
yet demand for such services measured in terms of gross
annual receipts increased. Gross annual receipts in 1964
increased from 51,022,406 in 1963 to b1,230,136 in 1964,
or by B207,730. This increase was largely due to the
extra receipts from radiotelephone (k30,063), telegrams
(BE135,162, of which a negligible part is from local
telegrams) and leased circuits (B29,822). This increase
(5195,047) in receipts might be considered to be mainly
due to the abnormal situation into which the country
was involved then., Thus, it could be seen that the
gross annual receipts (net of the adjustments made above )
has remained more or less constant, even though the NNP
has falle'n by more than 10 per cent in 1964.

While no definite conclusion can be drawn from any
one year, it is possible that we may have here a situation
similar to that explained by Duesenberry's "relative
income™ hypothesis,l namely, people accustomed to a certain
level of use of telecommunication services, will try to
defend that by maintaining their consumption level, even

though their incomes have fallen.

1J’.S. Duesenberry's "relative income" hypothesis
is used to explain the behavior of short-run consumption
functions, See, for exampls, T.F, Dernburg, and D,M.
McDougall, Macro-Economics (New York: McGraw-Hill Book
Company, Inc., 1960), p. 80.
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Probably, if income continues to fall, demand for
telecommunication services will eventually fall also. But,
as we sald earlier, no definite conclusion can be drawn.

A more definite conclusion would require statistics covering
a longer period of time and a more sophisticated statis-

tical analysis.

Forecast

The preceding analysis could be useful in demand
forecasting only if the independent variable, namely the
NNP could be forecast or projected. Graph 10 presents the
projected NNP s for 1965-1970. The trend is derived
by solving the equation ¥; = a + bX = 98,187,000 + 2,688,400xX,
One would notice that though the year 1964 was excluded from
demand analysis, it is included in NNP projections. If the
year 1964 is omitted, a very high NNP trend would be
obtained, which would render all projections meaningless,

There are certain important limitations that should
be noted., In the first place, the number of observations
is limited., As a result of this, it 1s not possible to
forecast for more than a small number of years, say six
(until 1970), neither is it possible to say if a curvilinear
relationship exists. Moreover, because of the same limited
number of observations it is not possible to adjust the
projected NNP s (and in fact the demand for telecommunication
services expressed im gross annual receipts) for cyclical

variations, if any.
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fhus, having the regression equation Yi = g + bX
= -960,055 + 0,017395 x X and the projected (though rough)
estimates of NNP (see graph 10), it is possible to forecast
demand by solving the above equation, Thus, demand expressed

in gross snnual receipts would equel to the following during

1965-19703
1985 L 984,706
1966 1,040,370
1967 1,092,555
1968 1,141,261
1969 1,189,967
1970 1,231,715

One could see that by the end of 1966 it would be
possible to exceed the old demand level (of 1963). The
year 1964 is not compared with because of the abnormal
receipts resulting from the abnormal situation ruling the
country then,

Before concluding this part, it is worthwhile to
consider the Twenty-Year Development Programme for telephone
installations in Cyprus, which is presented in graph 11l.

No special formula has been used to derive the graph of the
planned installations, The plan has considered, however, the
demand for additional lines which will be required to supply
during the next two decades, teking into consideration certain
restraints, such as staff capabilities and future deliveries

of telephone equipment.
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As the graph indicates, it iis planned to have by
1984 around 83,000 working telephones. It was seen previously,
however, that Cyprus had in 1964 more than 26,000 working
telephones. During the last two decades (1945-1964), working
telephones (see table 13) increased by 23,100 lines or
7.8 times. According to the development plan, working
telephones during the next two decades will increase by
around 64,000 lines or 2.5 times. The significant rate
of increase achieved during the last two decades (even
though the number of lines installed is far less than the
expected additional installations) was due to the low level of
telephone development.

Graph 11, morsover, shows that the rate of
development of telephone installations is to increase at a
decreasing rate until the saturation level in 1983. If
such a rate of development is achieved, by 1983 Cyprus
would have eight telephones per hundred people or twelve
persons per telephone (see graph 13, derived from graphs
11 and 12). Thus, it could be seen that future telephone
development will reduce the number of persons per telephone
from 24 to 12.

Graph 13 indicates that by 1983 the urban centers
will have 19 telephones per hundred people or around five
persons per telephone, It was seen in the first part of
this chapter that in 1964 the urban centers had 8 persons
per telephone.
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APPENDIX D=1

CEMAND FOR DIRECT EXCHANGE LINES

VYear Direct exchange Year end outstanding Total yearly

lines installed balance demand
1955 550 1,520 2,070
1956 984 1,731 2,716
1957 916 1,863 2,179
1958 1,472 2,157 3,629
1959 1,271 1,902 3,173
1960 511 1,370 1,881
1961 2,425 940 3,365
1962 1,928 1,472 3,400
1963 2,659 819 3,478
1964 2,435 1,074 3,509

Source: Columns two and thres are obtained from the
Annual Reports and Accounts of Cyprus Telecommunications
Authority, 1856-1964, op. cit.
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AFPENDIX D-4

TELEPHONE CALLS
(IN THOUSANDS)

Year Local calls Trunk calls Total
1955 10,288 1,307 11,595
1956 11,748 1,628 13,576
1957 13,201 1,685 14,885
1958 13,092 1,782 14,814
1959 14,552 1,802 16,354
1960 15,242 1,818 17,060
1961 19,336 2,092 21,428
1962 22,377 2,385 24,762
1963 26,897 2,781 29,678
1964 28,145 2,530 30,675

gource: Annual Reports and Accounts of Cyprus
Telecommunications KuEHor?E?, 1955-1064, Oop. Cit.




APPENDIX D=5
CALLS PER HEAD OF URBAN POPULATION

Year Number of calls Urban Calls per
in 000's population population
1955 11,595 188,368 61
1956 13,575 192,173 71
1857 14,885 195,536 76
1958 14,814 198,958 74
1959 16,354 202,440 81
1960 17,060 205,983 83
1961 21,428 209,588 102
1962 24,762 213,256 116
1963 29,678 216,988 136
1964 30,675 220,785 140

Sources: For number of calls, see Appendix D-4,
For urban population, see Appendix D=-2.
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CHAPTER V
FINANCIAL ANALYSIS

It was seen previously that the objective of CY.T.A.
has been the efficient provision and development of
sufficient telecommunication services in Cyprus. In an
effort to reach its objective, the Authority has been faced
with three major decisions that are simultaneous and continuous.l

First, the Authority should decide how large a
volume of assets to held. This is the expansion problem.
Expansion depends on demand. As was revealed in the
previcus chapter, demand for telephone services in parti=-
cular and for telecommunication services in general has
been increasing throughout the last ten years (1955-1964).
To meet demand, CY.T.A, had to expand its assets from
1,538,316 in 1955 to Bb3,753,839 in 1964, or by 2.44 times.

Second, the Authority should decide what type of
sssets to hold. This is the composition problem. To pro-
vide telecommunication services, CY,T.A. has to make
relatively large investments in fixed assets. The Authority
should decide, furthermore, what type of fixed assets to
hold, eand in what proportion. If the Authority decides to

add new direct exchange lines, it may have to acquire new

telephone exchanges, On the other hand, if it decides to

1 .
See Ezra Solomon, The Theory of Financial Management
(New York: Columbig University Press, 1963), pp. ix.



add new extensions, the investment in fixed assets would

be relatively much lower. The Authority should also decide
whether to invest in telephonic equipment or telegraphic
equipment.

Lastly, the Authority should decide how to finance
the expansion of its assets. This is the financial
problem. This chapter, in the first place, will study and
analyze the way CY.T.A. has coped with these problems or
decisions. The analysis of financial statements will show,
among other things, the way CY.T.A. has coped with the
expansion, composition end financial problems.

1t was also mentioned previously that CY.T.A.,

a public corporation, has an independent organization and

a separate legal entity., As such it could "sue and be sued
in its said namo"l without enjoying the immunities or
privileges of the govermment. It was mentioned, moreover,
that CY.T.A., in its day to day operations, resembles
private business organizations.

Among other things, the present chapter will study
and analyze the extent by which CY.T.A. has actually
behaved like an independent organization in meeting its
financial cbligations. This analysis seems to be essential
even though the goverrment is the main supplier of capital
and the guarantor of capital borrowings. Without such an
enalysis, it would not be possible to see to what extent

has CY.T.A. actually behaved like an independent organization.

lcyprus, The Statute Laws of Cyprus, loc, cit.
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In certain cases, apparently, CY,T.A. has not
behaved like an independent organization. For example,
it has not paid most of the interest due on capital
borrowings; neither has it been able to make any loan
repayments., This has been so because CY,T.A. has been
required to meet the increasing demand for telecommunication
services., Since demand for telecommunication facilities
had been increasing, it had to expand. But expansion
requires substantial cepital outlays. Thus, it seems to
be rather impossible for CY.T.A. to meet its financial
obligationsto the govermnment and at the same time make
subs tantial capital outlays for expansion. The government,
probably realizing this, has practically extended the time
of interest payments and loan repayments. In this connection,
it should be added that as long as operations do not
provide the necessary funds for expansion and replacement,
and as long as CY,T.A. is required to expand, it would be
imposaible for CY,T.A. to meet its financial obligations
to the govermment without increasing the present level of
internal rates for telecommunication services, or

jeopardizing the expansion programme,

Balance Sheet Analysis

It was seen previously that CY.T.A. assumed res-
ponaibility for internal and external telecommunication
services in 1955 and 1961, respectively. To acquire from

Cable and Wireless Ltd. the internal telecommunication

system, the govermment made short-term advances to the



Authority, totalling B1,211,379, Part of the short-term
1oan was used to pay for the fixed assets that were
acquired from Cable and Wireless Ltd, at B817,799 which
represents original cost to Cable and Wireless Ltd, less
depreciation up to December 31, 1954, The remaining
part of the loan (B393,580) was to provide the necessary
working capital for CY.T.A.

On November 22, 1955, the Cyprus Government floated
a loan in London, smounting to b3,608,000. Around half of
the net proceeds (b1,499,914) was allocated to CY.T.A.
to replace the short-term advances made by the Cyprus
Govermment. The efféctive rate of interest payable
by the Authority was 5.213 per cent per annum.l

In 1961, the external telecommunication system was
acquired from Cable and Wireless Ltd. at a cost of Bl04,248
which was financed by a long-term capital borrowing from
the government. Thus, the internal and external telecommu-
nication systems were acquired at a total cost of k922,027,
as seen previously.

Table 21 presents the condensed balance sheet of
Cyprus Telecommunications Authority for 1955-1964, which
consists of three major groups, namely, working capital,
fixed assets and other liabilities.

In this part, these three balance sheet groups will

DG & 1
First Annual Report and Accounts of gxprua Tele~-
communications Au rity, s OPs Clts, Pe O.
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be studied and analyzed. As far as other liabilities are
concerned, one should always bear in mind that CY,T.A.
has no capital and all of its external financing is met
by capital borrowings.

Working capital is the excess of current assets
over current liabilities. It contains the liquid portion
of assets employed by the Authority. As such it is of
interest mainly to short-term creditors.

Table 21 shows, moreover, that with the exception
of 1963, CY,T.A. had a positive working capital. A positive
working capital would meen that it would be possible to
settle current debts without resorting to external borrowing
or fixed assets liquidation. Furthermore, it could be seen
that there is a trend towards a lower working capital
requirement. This is justifiable, because utilities,
unlike other business organizations, need a relatively
small investment in inventories and experience a steady
and regular inflow of funds. Hence, working capital
requirements are limited, compared with the heavy capital
axpgnditure needed for plant and other fixed assets, There-
fore, as it seems, working capital funds have been utilized
for fixed assets acquisition and replacement.

The current ratio (current assets over current
lisbilities) though a crude messure, is a good index of
financial strength. It is a quantitative measure indicating
the ability to meet immediate solvency. The current ratio
has fluctuated between 1955 and 1964. However, there has
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been a trend towards a lower ratio. In certain years (1955,
1959 and 1960) CY.T.A. had a very high current ratio. This
might indicate that funds acquired for expansion and invest=-
ment were not promptly utilized, or that they were not acquired
at the right time. In later years (since 1960), CY.T.A. has
been able to reduce its current ratio., In 1963, however, fthe
current ratio was a negative value (0.93:1). This meant that
for every pound of current obligetion, the borrower had only
£0.93 of current assets to meet that obligation. Because
CY.T.A. experiences a steady inflow of funds from operations
and has a relatively low working capital reguirements, a
low current ratioc say between 1:;5:1 and 2:1 may be acceptable.

The "acid test" ratio, like the current ratio, measures
the ability to meet immediate solvency. However, it is a
severe and a striet test of finanecial ability to meet current
obligations. It is computed by dividing current assets (net of
inventories) by the current 1isbilities., Such a measure would
inelude cesh and receivables as current assets and all current
liebilities. MAcid test"™ ratio trend is similar to that of
current ratio. However, because it excludes inventories from
current assets, it results in a lower ratioec. Furthermore,
because stocks at hand and in transit comprise a significant
portion of current assets (table 23) the "acid test" ratios are
significantly lower than current ratios.

Current assets in the caleoulation of "acid test™ ratio

are supposed to include items with immediate purchasing power.
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TABLE 21

CYPRUS TELECOMMUNICATIONS AUTHORITY
CONDENSED BALANCED SHEET
1955-1964

(IN CYPRUS POUNDS)

1955 1956 1957 1958 1959 1960 1961 1962 1963 1964

CURRENT ASSETS
Stocks in hand and
in transit at cost 146,313 166,969 214,090 237,696 175,266 202,472 313,625 431,986 380,086 414,377
Debtors, Prepay-
ments, and deferra
Revenue expenditure
less provision 99,505 165,893 165,754 220,814 109,185 212,457 195,138 206,406 234,021 426,716
Cash on Short and
Medium Term
Deposits 100,207
Cash on Pixed
Deposit 420,000 420,000 200,000
Cash at Bank, in
Hand end in
Transit
Total Current Assets

110,819 70,292 62,693 6,542 104,113
940 B s 3 F - : .

CURRENT LTIABILI-
TIES AND PROVISIONS
Creditors, Accrued
Charges, and

Provisions 43,530 74,651 138,612 142,998 141,348 110,967 234,801 550,261 293,378 316,305
Intereat due on
Capital Borrowings 372,674 459,725

Total Current Liabi-
1ities and Provisios 43,530 74,651 158,612 142,998 141,348 110,967 234,601 550,261 666,052 816,030

WORKING CAPTTAL 547,008 285,494 406,013 574,011 836,277 B34,78) 544,364 150,824 {45,603) 229,383

OTHER LIABILITIES

CAPITAL BORROWINGS 1499,914 1499,914 1749,914 1999,914 2299,914 2299,914 2429,914 2429,914 2429,914 2479,914
RESERVES AND NET
REVENUE ACCOUNTS

178 492 201 089 212,614 457 895

Fixed Assets 94'?.688 118?.868 189’7.541 1412|495 1511.2'?‘1 !556.2‘7} 2064,042 2450.1’79 2688.131‘ 2708.426
547.0?8 285,494 406,013 574,011 B36,277 B34,781 544,364 150,824 (45,603) 229,383

*
CURRENT RATIO 13.87:1 4.8:1 3,911 5:1 6.9:1 8.5:1 5.3:1 1,311 0.93:1 1.28:1
e
ACID TEST RATIO 10.2:1 2.58:1 2.38:1 , 3.35:1 5.68:1 6.7:1 1.98:1 0,49:1 0.36:1 0.77:1

Source: Derived from Annual Reports of

us Telecommunications Authority,

and Accounts

# Current assets divided by current liabilities,
i Current sssets (net of inventoriea) divided by current liabilities.
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However, Debtors, prepayments, and deferred revenus expenditure
less provision account consists of parts that will not provide
immediate funds, and in fact are not marketable. Such parts,
if possible, should be segregated and omitted from calculations
of current assets, This will result in lower ratioss.

As mentioned previously, ratio analysis is quan-
titative and as such suffers from certain shortcomings. It
does not offer qualitiative tests of current assets. "It does
not directly take amccount of the effect of probable cash
receipts and disbursements and liability increases or decreases
in the near I‘uturo."l

Table 22 presents the index of working cepital items,
having 1955 as the base year. Stocks in hend and in transit
at cost have increased more or less steadily. The increase
was from k146,313 in 1955 to B414,377 in 1964 or 2.83 times.

Debtors and related items have incressed very signi-
ficantly (4.29 times). It is believed, however, that accounts
due from subscribers is a small portion of the above account.
This could be explained by the fact that CY.T.A. collects its (teleplp ne)
bills monthly in arrear. Further analysis of this account, as
sugges ted above, is not possible because no information is
available concerning its composition.

The cash balances have fluctuated year after year,

This seems to have been influenced mainly by the pattern of
borrowings and the periodicity of investment. Cash balances

are often accumulated in anticipation of capital outlays. Cash

; ; !
W.A., Paton, and W.A. Paton, Corporation Accounts and
Statements (New York: The Macmillan Company, L955), Pe 456,




TABLE 22

CYPRUS TEIE COMMUNICATIONS AUTHORITY
INDEX OF WORKING CAPITAL ITEMS

CURRENT ASSETS

Stocks in hand and
in transit at cost
Debtors, Prepay-
ments and Deffered
expendi ture less
provision
Cash on short and
medium term
deposit
Cash on fixed
deposit
Cash at Bank,
in hand and in
transit
Total

1955-1964
1955 1955 56 57 58 59 60 61 62 63 64 1964
b (100) b
146,313 100 114 146 162 120 138 =214 295 260 283 414,377
99,505 100 167 166 222 200 213 196 207 235 420 426,716
100 100,207

100 100 48

CURRENT LIABILI=-
TIES AND PROVI=
SIONS

Creditors, accrued
charges and pro=-

visions 43,530 100 171 318 328 325 255 539 1264 674 727 316,305
Interest due on

capital borrow-

ings 100 134 499,725

Total 30 00 171 B 328 38 2 539 1264 1,550 1,87 816,030
WORKING CAPITAL b4'7 , 098 00 - 0 153 152 99 28 N 229,383

Source: Derived from figures in tsasble 21.
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not required immediately is often invested on a short-term,
medium~ or long-term basis.

Total current assets have fluctuated year after
year (mainly as a result of fluctuations in cash balances).
Since 1955 current assets have increased 1.77 times.

Current liabilities and provisions are composed
of Creditors, accrued charges and provisions, and Interest
due on capital borrowings. Until 1963 all interest due
on capital borrowings was incorporated with Creditors,
accrued charges and provisions account,

Total current lisbilities have shown a significant
increase during 1955-1964. The incre=sse has been from
543,530 in 1955 to B816,030 in 1964 or 18.75 times. The
rate of increase wes especially significant during 1961.
This was due to CY.T.A.'s share of the working expenses
for C.T.B, and especially the interest due on capital
borrowings. So far the Authority has not been able or
has not paid most of its interest charges due on capital
borrowings. The whole subject of interest payments is
under discussion with the government since 1961.

Table 23 shows the composition of working capital
items. Cash items have experienced a severe fluctuation
due to reasons mentioned earlier. They have been as low
as 1.02 per cent of current assets in 1963 and as high
as 61.70 per cent in 1959,
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TABLE 23
CYPRUS TELECOMMUNICATIONS AUTHORITY

COMPOSITION OF WORKING CAPITAL
1955~-1964

1955 56 57 58 50 60 61 62 63 64
CURRENT ASSETS

Stocks in hand
and in transit
at cost 24,77 46,36 398,31 33.15 17.93 21,41 40.26 6l1l.62 61.26 59.64

Debtors, Prepay=-
ments, and De-
ferred Reavenue
expenditure
less provisions 16.85 46,06 30,43 30,80 20,37 22.46 25,05 29,44 37,72 40.82

Cash on Short
and Medium
Term Deposits 2.58

Cash on PFixed
Deposit 42,96 44,41 25.87

Cash at Bank,
in hand, and
in transit 58.38 30.26 36.0B

Total 1

CURRENT LIABI=-
LITIES
Creditors, Accrued
Charges and Pro=-

visions 100 100 100 100 100 100 100 100 94.05 138.78
Interest due
on Capital
Borrowingsa 55.95 61,24
Total 100 100 100 100 100 100 100 100 100.00 100.00

Source: Derived from fligures in table 21.
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Debtors and related items have also fluctuated.
They have accounted for as low as 16.85 per cent of all
current assets in 1955 and as high as 46,06 per cent in
1956,

Stocks in hand and in transit at cost account for
around 40 per cent of all current assets. The turnover
ratio is useful in determining inventory roquironents.l
A high ratio would indicate that the Authority has been
able to manage its inventory requirements with a smaller
tied up fund; however, it might alsc mean inventory
shortages. A low ratie, on the other hand, would mean
that excessive funds are tied up with inventories. Such
e ratio for CY,T.A. might be computed by dividing the
cost of inventory utilized for additions to fixed assets
or replacements by the average inventory.

Table 32, among other things, presents additions
to fixed assets and replacements, Such additions and
replacements include labkor costs capitalized, inventory
utilized and equipment directly acquired and debited to
fixed assets, Due to lack of pertinent information, it
is not possible to compute the inventory turnover. How-
oever, for certain years, it seems evident that there has
been excess inventory. For example, Stocks account in
1963 and 1964 showed a balance of 380,086 and b414,377,
respectively. Acquisition of fixed assets and replacements

have been E374,190 and E190, 424, respectively. The latter

14.4. Paton, and W.A. Paton, Asset Accounti
(New York: The Macmillan Company, 19527, p. 48,
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figures include, as mentioned earlier, lsbor costs
capitalized, fixed esssets directly acquired with a direct
debit to fixed assets:and inventory utilized. Therefore,
to be able to calculate the inventory turnover, labor
costs capitalized and fixed assets directly acquired and de-
bited to fixed assets should be omitted. This would mean
that during 1963 and especially in 1964 the inventory

was excessive. Nevertheless, it is probable that such a
measure might have been adopted by the Authority in
connection with expansion or replacement programmes. It
might also seem possible that the Authority may have
adopted such a measure to defer loan repayments or stock
redemptions.

Graph 14 presents the growth of fixed assets over
the last ten years. Moreover, it shows the composition of
total assets. Thus, it could be seen that most of the
assets of the Authority are fixed assets. This has been
due to the special nsture of utility operations. Huge
amounts of capital outlays are required for plant, cables
and other facilities before any service could be rendered.
Thus, it could be sesn that most of the capital funds of
the Authority are directed or will be directed for the
acquisition and replacement of fixed assets. The working
capital requirements, as seen previously, constitute only
& small portion of capital funds needed for fixed plant

acquisition and replacement.
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Fixed assets comprise on the average around 70
per cent of all assets (tsble 24), Fixed assets have
experienced a constant growth since 1955, They have
increased 2.86 times during 1955-1964. The growth is
specially significant after 1960.

Fixed assets are recorded at cost less depreciation,
Depreciation is provided on a straight line basis and
is considered as an allocation of cost over the useful
life of the equipment under consideration. It is not known
whether group depreciation is adopted or not.

The Authority is well aware of price~level changes
and distortions it introduces into financial statements,
However, the adoption of price-level adjustments seems
to be very impractical due to t he many different types
of equipment involved of varying useful lifes.

Valuation (unlike utilities operating in U.S,)
is not a major problem for CY,T.A. In U.S.A., for example,
utilities are allowed and supposed to make a fair return
on thelir investments. This requires periodic valuation
_of assets in general and of fixed assets in particular.
However, because (by Statutory Law) CY.T.A. is not allowed
to make a profit, waluation does not assume special impor=
tance. Nevertheless, some adjustments have been made in
order to present more meaningful statements.

Table 25 presents a detailed picture of year-end
balances of other liabilities included in the condensed
balance sheet for 1955~1964., Table 26 presents the annual
capital borrowings by CY.T.A. during the same period.
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TABLE 24

FIXED ASSETS
(IN CYPRUS POUNDS)

Fixed Total % of fixed 1Index of P

Year Growth for
Assets Assets Assets Fixed Assets

1955 947,688 1,538,316 62 100

1956 1,167,856 1,528,001 76 123

1957 1,297,341 1,841,966 70 136

1958 1,412,495 2,129,504 66 149

1959 1,511,271 2,488,896 61 159

1960 1,556,559 2,502,307 62 164

1961 2,064,042 2,843,097 73 218

1962 2,480,179 3,181,264 77 262

1963 2,688,131 3,308, 580 81 284

1964 2,708,426 5,753,839 72 286

Source:

Telecommunications Au

Annual Rogorts and Accounts of Cyprus
or » - » °E= C .
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TABLE 26

CAPITAL BORROWINGS
(IN CYPRUS POUNDS)

Long-term Borrowlngs

Year __Payable Amount

19585 1967=1971 1,499,914
1957 1973-1975 250,000
1958 1973-1975 150,000
1959 1973=1975 200,000
1961 1961-1978 130,000
lgggtal Goviggg;%gvgorrouings §:§$gf%%%

Short~term Borrowiggs

1958 6 % Telecommunications
First Issue 1964-88 100,000

1959 3 % Telecommunications

Second Issue 1963 100,000
Total Outstanding capital borrowings 2,419,914
as of Defember 31, 1964

Source: Derived from Annual Reports snd Accounts
of Cyprus Telscommunications AutEorzﬁi, I855-I§31, OP., clﬁ.
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It could be seen that over the last decade b2,279,914 was
borrowed from the Cyprus Governmment on a long-term basis.
The long-term capital borrowings in 1957, 1958 and 1959
were for internal telecommunication development purposes.
The capital borrowing in 1961, as seen previously, was
used to acquire the extermal telecommunication system.

The capital borrowing in 1964 was used for the acquisition
and installation of a V.,H.F. System.

As table 26 reveals, short-term capital borrowings
were obtained by two note issues; one in 1958 and the other
in 1959, each amounting to B100,000, Table 26 reveals, more-
over, that a very significant part of capital borrowings
(91.94 per cent) were obtained from the Cyprus Government.
The rest, 8,06 per cent, were obtained from short-term note
issues. Such short=term sources of financing were resorted
to as a result of the then existing unsettled political
situation.1

During 1955=~1964 capital borrowings increased
by 1.65 times, Other liabilities include Reserves and
Net Revenue Account, composed of Capital Reserve, Revenue
Reserve and Net Revenue Account.

Capital Reserve, created in 1961, "represents the
excess of the valuation, as made by the Authority's 0fficials,
(based on the current market values and the valuation as

made by the O0fficials of Cable and Wireless Limited), over

1Due to the E.0.K.A. struggles against the British

rule in Cyprus.
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the amount paid by the Authority for the assets taken over
from Cable and Wireless Limited in April, 1961.“1 In 1963,
Capital Reserve Account inereased by b1l1l,552 due to another
similar adjustment for certain assets acquired in 1962.

The nature of Revenue Reserve Account is ambiguous,
The account has changed three names since 1959. At that
time, it was called Provision for Redemption of Stock., It
was renamed as General Reserve in 1960, In 1962, finally,
it was called Revenue Reserve.

It should be mentioned that so far no provision for
the repayment of loans from the Government of Cyprus or the
redemption of stocks has been made. The note issues required
the setting up of sinking=-fund reserves, which seemingly
discontinued after starting in 1959, Finally, "the whole
subject of the Authority's Capital Borrowings are still under
discussion with the Government."a

- Net Revenue Account (Rstained Earnings) has shown
a very significant improvement since 1955, In its first
years of operations, the Authority experienced centinuous
deficits. Gradually, the situstion improved. The take
over of the responsibility for external telecommunication
and the abnormal overseas telegraph traffic in 1964

improved the Net Revenue Account.

X
Annual Report and Account of Cyprus Telecommuni=-
cations Authority, 1961, op. cit., p. .

2
Annual Report and Account of rus Telecommuni=-
cations AuEEorIE;. 1964, OD, Clb., Pe .
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Income Statement Analysis
Tables 27 and 28 present a condensed income

statement for 19556-1964. All revenue items and especially
revenue dsductions have been grouped together. The
Authority's practice of calculating and presenting inter-
mediate balances such as "operating surplus," with
"additions" and "deductions"™ does not seem necessary

and in fact might be misleading. "In their basic

relation to revenue all costs are homogeneous; in other
words, expenses are not recovered through revenue in
preferential ordor."1

Graph 15 presents net revenues for 1855-1964,

Net telegraph revenue accounted for a very small share

of total net revenues until 1960, Since 1961, however,

it showed a significant improvement, mainly due to the take
over of the responsibility for external telecommunication
in that year. It showed a further improvement in 1964

due to heavy demand for external telegraph traffic by
foreign correspondents,

Net telephone receipts have increased more or less
steadily since 1955, Their relative contribution to total
net receipts, however, have started to decline since 1960.
This was due (&s mentioned above) to the take over by
CY.T.A. of external telecommunication in 1961. The
difference between total net receipts and t elephone receipts
was at 1ts maximum in 1964 due to record net telegraph

receipts in 1964,

lPaton and Paton, Corporation Accounts and State=-
ments, op. ¢it., p. 330.
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TABLE 27

CYPRUS TEIE COMMUNICATIONS AUTHORITY
CONDENSED INCOME STATEMENT
1955~1960
(IN CYPRUS PQUNDS)

Hevenues: 1965 1656 1957 1958 1959 1960
Gross telephone receipts 625, 523

Less: Provision for
doubtful debts

Net telephone receipts

Net telegraph receipts

Sr— e 1,211
297,067 393,538 492,363 546,255 612,836 624,312
19,571 23,050 27,859 57,124 53,110 49,761
316,638 416,588 520,222 603,379 665,046 674,073

Other revenues 1,814 8,416 10,684 24,523 23,848 31,660
Total Revenues 318,452 425,004 539,906 627,902 689,794 705,733
Revenue deductions:

Net staff costs 131,157 219,886 258,256 266,324 275,348 301,045
System operating expns. 75,268 75,247 103,594 135,692 103,373 118,908
Establishment expenses 22,291 18,884
Administraetive expenses 9,300 12,378
Interest and financing

charges on capital

borrowings 32,330 79,589 84,506 95,527 113,630 121,641
Depreciation on fixed

assets 58,462 72,392 86,886 92,929 102,062 109,125
Other deductiens 26,363% 19,326% 6,660 4,278 2,748 12,398
Total Deductions 323,580 466,440 539,902 © 594,750 628,752 694,379
Net Income (Loss) T (5,128) (41,438) 4 33,162 61,042 11,354

Net revenue account

January 1. (5,128) (46,564) (46,560) (13,408) 14,634
Transfer to Prevision

for Redemption of

Steck [ ... (33,000)
Transfer to General

Reserve (662)
Net Revenue Account

December 31, (5,128) (46,564) (46,560) (13,408) 14,634 25,426

Source: Derived from Annual Reperts and Accounts of

Authority, 1955-1960, op. cit.,

# Include Agency Costs,

Cyprus TelecOommunications
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TABLE 28

CYPRUS TELECOMMUNICATIONS AUTHORITY
CONDENSED INCOME STATEMENT
1961~-1964
(IN CYPRUS POUNDS)

1961 1962 1963 1964

Revenues:
ross telephone receipts
Less: Provision for doubt-

668,307 753,440 826,456 865,025

ful debts 1,071 5,267 2,678 18,942
Net telephone receipts G674 236 748,175 825,778 846,
Net telegraph receipts 126,671 167,227 195,950 365,111

793,907 515400 1,010,728 1,211,104
Other revenuss 26,714 15,119 2,603 33,823
Total Revenues 820,621 930,519 1,022,331 1,245,017
Revenue deductions:

Net staff costs 364,955 435,739 488,050 442,042
System operating expenses 122,585 155,867 170,030 164,124
Establishment expenses 27,876 22,787 23,023 28,119
Administrative expenses 19,245 22,045 21,586 23,259
Interest and financing

charges on capital
borrowings 124,276 137,008 141,176 150,478
Depreciaticn on fixed

assets 123,180 148,176 166,238 170,129
Other deductions 4,190 6,300 12,255 21,585
Total Deductions 786,307 907,922 1,022,358 999,736

Net Income (Loss) 34,314 22,5097 (27) 245,281
Net Revenue Account,

January 1. 25,426 59,740 82,337 82,310

Net Revenue Account, Dec,.3l. 59,740 82,337 82,310 327,591

Source: Derived from

Annual Reports and Accounts of Cyprus Telec ommu~

nications Authority, 1961-1964, op. clt.
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Table 29 presents the index of revenue deductions
for 1955-1964, Net staff costs have rather steadily and
constantly increased during the decade under consideration.
This had been due to advances in labor costs and recruit-
ment of additional employees. The decrease in 1964 was
due to the fact that certain workers and employees (mostly
Turkish Cypriots) did not report for work.

System operating expenses (maintenance expense)
have increased more or less steadily. During 1955-1964
they have more than doubled. This is explained by the
expanding system of cperations.

Interest charges and depreciation expenses have
also increased., The increase in interest charges is
especially significant (4.65 times), This has been due to
growing capital borrowings necessitated by the expansion in
the system of operstions.

Interest paid on capital borrowings is considered
as a cost of revenue, and as such included under revenue
deductions. For enterprises with a profit objective, it
might have been advisable to deduct interest charges on
capital borrowings from the net income figuro.l Such a
procedure would have meant that interest paid or accrued
is a distribution of income (profit). However, such a
treatment in the case of CY.T.A. does not seem advisable.
First, the law which established CY,T.A, clearly specifies

2
that such amounts paid or aeccrued be considered as an expense.

lpaton and Paton, Corporation Accounts and Statements,
OP. Citag PP. 357’ 382. ‘

2Cyprus, Statute Laws of Cyprus, op. cit., p. 8.
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Second, CY.T.A. is not alleowed te make a profit and does
net have any shareholders. In such & case distribution
of profits or incems would net be very meaningful.

Depraciation expense has increased 2,9 times. This
increase has been constent and steady. Total deductions have
slmost tripled during 1955-1964, From B323,580 in 1955,
they have increased to B999,736 in 1964,

Table 30 presents the composition of revenue
deductions. The majer revenue deductions are net staff
cests, system operating expenses, interest charges on
capital borrewings and depreciation expense. Net staff
costs account for more than two-fifths of revenue deductions.
System operating expenses account for areund 16-18 per cent
of teotal revenue deductions. Interest charges and depre~
ciation expenses, on the other hand, each account for
around 16 per cent of revenue deductions.

CY,T.A., as revealed from the condensed financial
statements, does not pay any sort of taxes. This is so,
because it is a govermment statutory body, and the govern=
ment is its main crediteor and supplier of funds as will

be seen in the next part.

Sources and Uses of Funds

The study and analysis of financial statements in
the previous parts has shown, among other things, the way
CY.T.A. has coped with its expansion and compesition prob-
lems, A further study and analysis would be necessary to
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see how CY,T.A. has coped with its financial problem; what
sources have contributed the required funds, and what use
has been made of these funds.

The term "fund" has many meanings. In a very restricted
usage, only actual cash items are considered as funds. "Funds"
could also be viewed as all the components of the working capital.

All current assets and current liabilities. . .are regarded
as fund factors, and the movement of funds for a perled

of time, accordingly, is considered to be reflected in

the financial streams passing through the working

capital area.l

Subsequent analysis will study and analyze "funds"
viewed as cash and as movement of working capital items.
"Funds" viewed as cash is studied by cash flow statements.

A cash flow statement, as the name suggests, is a complete
record of all receipts and disbursements made during a given
period.

Table 31 presents a cash flow summary for 1956-1964.

It shows the sources and uses for cash receipts and dis~
bursements. Operations, capital borrowings and transfer

to reserves constitute the three sources for cash receipts.

As might be expected, operations account for about two-thirds
(64,27 per cent) of cash receipts. Capital borrowings, on the
other hand, account for around 30 per cent of cash receipts,

and transfer to reserves accounts for only 3.15 per cent

of cash receipts.

1
Paton and Paton, Corporation Accounts and Statements,

OP. cit., P 441,
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Cash has been used for additions to fixed assets,
replacement and inventery increases. More than half of
cash outlays has been made for additions to fixed assets.
One-third of cash outlays has been for replacement pur-
poses. As far as inventories are concerned, they have
accounted for around 10 per cent of total cash outlays.

Viewsd as a whole, there has been a net cash
outlow of B140,490 (b3,214,249 - 3,073,759) during
1956-1964. This means that the 1956 beginning cash balance
has decreased by the same amount.

"Funds" viewed as working capital components could
be studied by funds statements., A funds statement shows
sources and uses of funds or sources and uses of working
capital items,

Table 32 presents a funds flow summary for 1956-1964,
It shows the aggregate sources and uses of funds. Operations,
capital borrowings end transfer to reserves are the three
sources of funds. Flow of funds from operations have accounted
for 57.17 per cent of total sources. Capital borrowings
have accounted for 38.98 per cent of total fund sources,
Transfer to reserves have been insignificant (3.85 per cent),

Around three-fifths of all funds have been used for
acquisition of fixed assets; the remaining two-fifths have
been used for replacement purposes. Viewed as a whole, funds
used have exceeded their sources by b317,715 (52,831,855 =
2,514,140). This means that working capital on Jenuary 1,

1956 has decreased by the same amount.,
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An ex post cash flew analysis is essential in
understanding how things have developed over time, However,
cash flow ansdl ysis should not be limited to the past alone.

An ex ante cash flow analysis is very significant, in the
sense that it helps management in formulating appropriate
financial policies for the coming years. A cash flow
analysis, through a cash budget, helps management in finding
out the time suited for stock redemptions, loan repayments,
interest payments or external financing,

Table 33 presents the forecast cash budgets fer
1965-1970. At this peint it is essential to have in mind
that a cash budget is an estimate based on estimates. There~-
fore any variation in any of the estimated values, will affect
the cash estimate.

A cash budget consolidates all cash receipts and
cash disbursements over a specified period of time. 1In a
very real sense, a cash budget is the cash account of the
ruture.l

The two main parts of the cash budget are cash
receipts and cash disbursements. In/iglo‘:uand forecast, the
gross annusl receipts from telecommunication services were
projected until 1970, It could reasonably be assumed that
all such receipts were in cash. This is due to the fact
that telegraph services operate on a strict cash basis,
while telephone service charges are cellected monthly in arrear;

lRobert H. Wessel, W“
A Study eof Financial Managemen w York: The Mac an

ompany, s P .
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in case of default by any subscriber, the Authority is
empowered to discontinue all telecommunication services
offered to such subscribers.

Moreover, because CY.T.A. operates on a cash basis,
bad debts are very amall compared to the total gross annual
receipts, Therefore, they are omitted from the cash budget.
The relatively high bad debts in 1964 are abnormal in the
sense that some Turkish Cypricts could not pay their fees
to the Authority. Furthermore, net recoveries relating to
prior years are negligible and therefore, are omitted from
the cash budget.

| Cash disbursements in table 33 have been obtained
from figures in appendix G-l1l. Appendix G-l presents the
projected cash disbursements for 1965-1970. Net staff
costs have been assumed to increase by B30,000 per year. This
increase seems to be justifiable due to the expanding system
of operations and probable cost of living adjustmsnt. If
the Turkish Cypriot workers return to work, it is probable that
staff costs will further increase. However, because of the
uncertainty still prevailing, no such additional staff costs
were taken into consideration.

System operating expenses areassumed to grow each
year by around B20,000. An expanding system would necessa-
rily require more maintenance. Establishment and adminis=-
trative expenses are assumed to remain constant at the

k30,000 and B25,000 level, respectively.
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For reasons mentioned earlier, it seems unlikely
that CY,T.A. will make or will suggest to make any loan
repayments or interest payments. Therefore, there would
be ne cash disbursement for such purposes until 1970.
In fact, it was informally reported that CY.T.A. does not intend to
make any loan repayments or substantial interest payments
before 1981, It is expected that by then there would be
no need for additional expansion and hence the Authority
will be in a position to meet its financial obligations.
Capital outlays in appendix G-l are obtained from
appendix G-2, Appendix G-2 presents the projected capital
outlays for CY.T.A. It was sesen before that Cyprus will
have a telex system after two years. In this respect, it
is assumed that the installation for such a saystem will
start in early 1967. It is further assumed that CY.T.A.
(as before) will be able to make installments with its
guppliers and will be required to settle its debt not
later than 1971, It was estimated that 500,000 would
be needed for such a system. It is finally assumed that
CY.T.A. will be required to settle its debt on an equal
yearly instellment basis of B100,000.
In partial fulfillment of its Twenty-Year Develepment
Programme, the Authority expects to spend around k500,000
for the further development of external and internsl
telecommunication services during 1965-1974, In this respect,
it might be assumed that 550,000 will be spent each year.
As far as village telecommunication development is
concerned, it was provious;y mentioned that by 1967 all

villeges in Cyprus will be provided with telecommunication
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facilities (especially telephone). It was expected to
complete this development programme at an additional
cost of BE90,000. It might be assumed, therefore, that
B30,000 will be spent during each of the three years to
complete the development of village telecommunication.

From cash flow and funds flow analysis, it was
revealed that the Authority has had the policy of replacing
all depreciated equipment. In other words, depreciation
charges and replacement needs have remained equal and
constant. This could be due to the fact that CY,T.A. was
always expanding and fixed assets acquired were first
used, in & sense, to replace the old depreciated equipment.
In this respect, it could be assumed that replacement needs
would continue to be identical with depreciation charges
because CY.T.A., is expected to grow further. It can be
further be assumed that all new fixed assets acquired
will have an expected useful life of 20 years or that
depreciation charges (and therefore replacement needs)
will be 5 per cent of the total acquired.

Along these lines, the value for replacement needs
was estimated, as could be seen in the lower part of
appendix G=2,

The last item in appendix G-2 presents the capital
commi tments outstanding in December 31, 1964. This amount
(B151,000) is assumed to have been paid during 1965. The
respective totals for 1965-1970 represent the total capital

outlays anticipated.
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Other deductionsin appendix G-1 are assumed to remain
at the level of k15,000 during 1965-1970. The relatively
high (521,585 in 1964 compared to b12,255 in 1963) figure
for other deductions in 1964 is not representative because
of the sbnormal receveries in that year.

The cash disbursements are deducted from cash
receipts (refer to table 33), the result being the year-
end cash balances. Assuming a minimum cash balance of
540,000, it is found that the Authority has to resort
to external financing after 1967. In this respect, it
seems advisable to borrow the respective amounts at the
beginning of the respective years, so that the Authority

may not face any liquidity problems.
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APPENDIX E=2

CYPRUS TELECOMMUNICATIONS AUTHORITY
CASH FLOW STATEMENT

1956

Cash Recaipts:

From current operations
Less: Increase in A/cs
Receivable

Other income

Cash Outlavs:

For operations
Less: Increase in A/cs
Payable

Interest charges on
government borrowings
Other (excluding depre-
ciation)
Net Cash Outlays from
operations

Expansion and Investment:

Acquisition of fixed
aasets
Replacemenyg
Increase in inventory
Decrease in cash

k416,588
66,388
350,200

8,415

313,120

31,121
BT 000

79,589

.1,339

220,168
72,392
20,656

B358,616

362,927
(4,311)

313,216
EBI7,527)

Source: Ibid.
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APPENDIX E=3

CYPRUS TELECOMMUNICATIONS AUTHORITY

CASH FLOW STATEMENT

1957

Cash Receipts:

From current operations B520,222

Add: Decrease in A/cs
Receivable

520,361

Other income
Net recoveries relating

to prior years 15,045

Cash Outlays:

For operations 366,431

Less: Increase in A/cs
Payable 6

Interest charges on 502,370
govermment borrowings 84,506

Other (excluding depre-
ciation)
Cash available from operations

Firancing:

Govermment borrowings

Cash available for expansion
and investment

Acquisition of fixed

assets 129,485
Replacement 86,886
Increase in inventory 47,121

Increase in cash

k540,045

389,055
150,930

250,000

400,990

263,492
P AR o

Source: Ibid,
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APPENDIX E-4

CYPRUS TELECOMMUNICATICNS AUTHORITY

CASH FLOW STATEMENT

1958
Cash Receipts:
From operations B603,379
Less: Increase in A/cs
Receivable 55,060
L]
Other income ¢,085
Net recoveries relating
to prior years 15,438
Cash Qutlays:
For operations 402,016
Less: Increase in A/cs
Fayable 4,386
37,530
Interest charges on
goverrment borrowings 95,527
Other (excluding depre-~
ciation) 4,278
Cash available from operations
Financing:
Fovernment borrowings 150,000
6 % Telecommunications
First Issue 100,000

Cash available for expansion
and investment

Rcquisition of fixed

assets 115,154
Replacement 92,929
Increase in inventory 23,608

Increase in cash

572,842

497,435
’
250,000
325,407

231,689
St

Sourcs: Ibid.
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APPENDIX E-5

CYPRUS TELECOMMUNICATIONS AUTHORITY

CASH FLOW STATEMENT

1959
Cash Receipts:
From operations k665,946
Add: Decrease in A/cs
Receivable 21,619
£87,565
Other income 15,248
Net recoveries relating
to prior years 8,600
Add: Cash released from
reduction of
inventory
Cash Outlays:
For operations 410,312
Add: Decrease in Afcs
Payable 1,650
071,562

Interest charges on

government borrowings 113,630
Other (excluding depre-

ciation) 2,748

Cash available from operations

Financing:
Government borrowings 200,000
3 4 Telecommunications
Second issue 100,000

Cash available for expansion
and investment

Acquisition of fixed

assets 98,776
Replacement 102,062

Increase in Cash

BE711,413

62,430
VAT 5

528,340
515,503
300,000
545,503

200,838

345508

Source: Ibid.
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APPENDIX E-6

CYPRUS TELECOMMUNICATIONS AUTHORITY

CASH FLOW STATZMENT

1960
Cash Receipts:
From operations B674,073
Less: Increase in A/cs
Receivable 13,262
»
Other income 31,409
Net recoveries relating
to prior years 251
Cash Outlays:
For operatiocns 451,215
Add: Decresase in A/cs
Payable 30,381

Interest charges on
government borrowings 121,641
Other (excluding depre-
ciation) 12,398
Cash available from operations

Financing:
Transfer to general reserve

Cash available for expansion and
investment

Acquisition of fixed

assets 45,288
Replacement 109,125
Increase in inventory 27,206

Decrease in cash

B692,471

515,635
75536

_52,438

109,274

81,619

E(72.5 1)

Source: Ibid.
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APPENDIX E-7

CYPRUS TELECOMMUNICATIONS AUTHORITY

CASH FLOW STATEMENT
1961

Cash Receipts:

From operations
Add: Decrease in A/cs
Receivable

Other income
- Net recoveries relating
to prior years

Cash Outlays:

For operations
Less: Increase in A/cs
Payable

Interest and finanecing
charges on capital
borrowings

Other charges (excluding
depreciation)

5793, 907

17,319
811,226

21,461

5,253

534,661
123,724
]

124,276
4,190

Cash available from operations

Financing:

Government borrowings
Transfer to capital
reserve
Cash available for expansion
and investment

Acquisition of fixed
assets
Replacement
Increase in inventory
Decrease in cash

130,000

52,752

507 ,483
123,180

111,153

£337,940

539,403

508,557

182,752

781,289

741,816
E1260,527

Source: Ibid,
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APPENDIX E-8

CYPRUS TELECOMMUNICATIONS AUTHORITY

CASH FLOW STATEMENT

1962
Cash Recelpts:
Prom operations £E915,400
Less: Increase in A/cs
Receivable 11,268
Other income 6,825
Net recoveries relating
to prior years 8,294
Cash Qutlays:
For operations 616,438
Lesa: Increasse in A/cs
Payable 315,570
300,068

Interest and financing
charges on capital

borrowings 137,008
Other charges (excluding
depreciation) 6,300

Cash available from operations
Tor expansion and Investment

Acquisition of fixed

assets 416,137
Replacement 148,176
Increase in inventory 118,361

Decrease in cash

$919,251

444,176

T75,075

682,674

E[207,5%0)

Source: 1bid.

e —
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APPENDIX E-©

CYPRUS TELECOMMUNICATIONS AUTHORITY
CASH FLOW STATEMENT

1963
Cash Receipts:
From operations B1,019,728
Less: Increase in
A/cs Receivable 27,615
Other income 2,603
b

Less: Net expanses
relating to prior
years 2,123
992,595
Add: Cash released from
reduction of inven-
tory 51,900 ‘ . B1,044,493

Cash Outlays:

For operations 702,689
Add: Increase in A/ecs
Payable 256,883 959,572
Interest charges on
capital borrowings 141,176
Less: Interest due on
capital borrowings 372,674 (231,498)
Other charges gezcluding
depreciation 10,132 7%8,206
’2

Financing:

Transfer to capital
reserve 11,552

317,059
Cash available for expansion ’
and investment
Acquisition of fixed
assets 207,952
Replacement 166,238 374,190
Decrease in Cash E (57,351)

Source: Ibid.
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APPENDIX E-10

CYPRUS TEIE COMMUNICATIONS AUTHORITY
CASH FLOW STATEMENT

1964
Cash Receipts:
From operations 51,211,194
Less: Increase in A/cs
Receivable 192,695
2 E ]
Other income 4,084
Net recoveries relating
to prior years 28,738 B1,052,322
Cash Qutlays:
For operations 657,544
Less: Increase in A/cs
Payable 22,927 634,617

Interest and financing
charges on capital
borrowings 150,478
Less: Increase in in-
terest due on
capital borrow-

ings 127,081 23,427
Other charges §exc1uding
depreciation 21,9585 679,629
Cash available from operations 2,
Financing:
Government borrowings -50,000
Cash aveilable for expansion and 1551353
investment
Acquisition of fixed assets 20,295
Replacement 170,129
Increase in invengory 34,291 224,715
Increase in cash - 157!§7§

Source: Ibid.
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APPENDIX F=3

CYPRUS TELE COMMUNICATIONS AUTHORITY
FUNDS STATEMENT
Year ended December 31, 1956

Receipts:
From operations 416,588
Other income 8,416 425,004

Current Outlays:

For operations 313,120
Interest charges
on government

beorrowings 79,589
Other (excludi?g
depreciation 1,339 394,048
Funds available for 30,956

expansion and investment

Acquisition of fixed

assets 220,168
Replacemeny 72,392 292,560
Decrease in working EIEE::EQ})
capital

Source: Derived from Annual Reports and Accounts
of Cyprus Telecommunications Authority, 1055=64, Ope, Cit.
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APPENDIX F-4

CYPRUS TELECOMMUNICATIONS AUTHORITY

FUNDS STATEMENT

Year ended December 31, 1957

Receipts:

From operations B520,222
Other income 4,639
Net recoveries

relating to prior

years 15,045

Current Qutlays:

For operations 366,431
Interest on govern-
. ment borrowings 84,506
Other (excludi?g
depreciation 2,079
Funds available from
operations

Financing:

Government borrowings
Funds available for expansion
and investment

Acquisition of fixed

assets 129,485
Replacement 86,888

Increase in worki
capitaI

539,906

453,016

86,890

250,000

336,500

216,371
510,510

Source: Ibid.
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APPENDIX F=5

CYPRUS TELE COMMUNICATIONS AUTHORITY
FUNDS STATEMENT
Year ended December 31, 1958

Receipts:
From cperations 603,379
Other income 9,085

Net recoveries
releting to prior
years 15,438 627,902

Current Qutlays:

For operations 402,016
Interest on govern=-
ment borrowings 95,527
Other (excludi?g
depreciation 4,278 501,821
Funds availasble flom TEE:UQI
operations
Financing:

Government borrowings 150,000
6% Telecommunications

Firat iasue 100,000 250,000
Funds available for
expansion and investment 376,081
Acquisition of fixed
assats 115,154
Replacement 92,929 208,083
Increase in Working Capital E 167,998)

Source: Ibid.
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APPENDIX F=6

CYPRUS TELECOMMUNICATIONS AUTHORITY
FUNDS STATEMENT
Year ended December 31, 1959

Receipts:
From operations 665,945
Other income 15,248

Net recoveries
relating to prior

periods 8,600 689,794
Current Outlays:
For operations 410,312
Intereat charges
on government
borrowings 113,630
Other (excludi?g
depreciation 2,748 526,690
Funds available from IE3:IUZ
operations
Financing:
Government borrowings 200,000
3% Telecommunications
Second issue 100,000 300,000
Funds available for ex- 333TIUZ
pansion and investment
Acquisition of fixed
assets 98,776
Replacement 102,062 200,838
Increase in Working ITEEE:EEE
Capital —et

Source: Ibid.
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APPENDIX F=-7

CYPRUS TELECOMMUNICATIONS AUTHORITY

FUNDS STATEMENT

Year ended December 31, 1960

Receipts:

From operations »674,073
Other income 31,409
Net recoveries

relating to

mor years 251

Current QOutlays:

For operations 451,215
Interest charges on

government borrowingl2l,641
Other (excluding

depreciation) 12,398
Funds available from
operations
Financing:
Transfer to general

resarve
Funds available for expansion
and investment

Acquisition of fixed

assats 45,288
Replacement 109,125

Decrease in worki
caEIEaI

708,733

585,254
120,479

32,438
L »

154,413

E_(1,2%)

Source: Ibid.
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APPENDIX F=-8

CYPRUS TELECOMMUNICATIONS AUTHORITY

FUNDS STATEMENT

Year ended December 31, 1961

Receipts:

From operations 1793,907
Other income 21,461
Net recoveries

relating to prior

years 5,253

Current Outlays:

For operations 534,661
Intersst and

financing charges

on capital borrow-

ings 124,276
Other charges (exclu=-

ding depreciation) 4,190

Funds available from
operations

Financing:

Government borrowings 130,000
Transfer to capital

regerve 52,752
Funds avallable for
exgansion and investment
Acquisition of fixed
assets 507,483
Replacement 123,180

Decrease in worki
cagIEEI

820,621

663,127

157,454

182,752
40,346

630,663
E(250,417)

Source: Ibid,
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APPENDIX P-©

CYPRUS TELECOMMUNICATIONS AUTHCRITY
FUNDS STATEMENT
Year ended December 31, 1962

Receipts:
From operations 915,400
Other income 6,825

Net recoveries
relating to
prior years 8,294

Current OQutlays:

For operations 616,438
Interest and finan-
cing charges on
capital borrow-
ings 137,008
Other charges (excl?—
ding depreciation 6,300
Funds available from
operations for expansion
and investment

Acquisition of fixed

assets 416,137
Replacement 148,176

Decrease in worki
capiEaI

920,519

759,746

170,773

564,313
E(393,540

Source: Ibid.
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APPENDIX F=10

CYPRUS TELECOMMUNKICATIONS AUTHORITY

FUNDS STATEMENT

Year ended December 31, 1963

Receipts:

From operations B1,01¢,728
Other income 2,603
1,022,331
Less: Net expanses
relating to

prior years 2,123

Current Outlays:

For operations 702,689
Interest and

financing charges

on capital borrow-

ings 141,176
Other charges (exclu-

ding depreciation) 10,132

1,020,208

853,997

Funds available from
operations

Financing:

Transfer to capital
reserve
Funds available for expansion
and investment

Acquisition of fixed

assets 207,952
Replacement 166,238
Decrease in working
capital

166,

11,552

177,763

374,190
T(196,427)

Source: Ibid.
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APPENDIX F-11

CYPRUS TELECOMMUNICATIONS AUTHORITY

FUNDS STATEMENT

Year ended December 31, 1964

Receipts:

From operations B1,211,194
Other income 4,084
Net recoveries

relating to

prior years 29,739

Current Outlays:

For operations 657,544
Interest and

financing charges

on capital

borrowings 150,478
Other charges (exclu-

ding depreciation) 21,585

1,245,017

829,607

Funds available from
operations

Financing:

Government borrowings
Funds available for expansion
and investment

Acquisition of fixed

assets 20,295
Replacement 170,129
Increase in working
capital

415,410

50,000

165, 410

190,424

EE74,050

Source: Ibid.
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CHAPTER VI
EVALUATION AND SUGGESTICNS

The performance of Cyprus Telecommunications Authority
could be evaluated by studying and analyzing the extent by
which it has been able to coordinate, in an efficient manner,
human faculties with physical facilities for the provision
and development of telecommunication facilities in Cyprus.
This chapter will study and analyze the three most important
aspects of managerial performance, namely, coordination,
efficiency and growth.

The first element of proper coordination requires
"a plan of organization which provides appropriate segre-
gation of functional responsibilities. ., ."1 It was seen
in chapter III that CY,T.A. revised its organization setup
on March 1, 1966, According to the old organization chart,
CY.T.A. had three divisions,2 each with a certain number of
departments. As a result of its reorganization, CY.T.A. has,
at present, seven departments5 under the direct control of

the General Manager.

ICommittee on Auditing Procedure, Internal Contrel
(New York: The American Institute of Accountants, 1949), p. 6.

2
The three divisions were that of Administration,
Operations and Engineering.

5The seven departments are that of Secretariat,

Accounting, Internal Auditing, Purcheasing, Telegraph Operations,
Engineering and the Zones.

-1565~
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The aim of the revised organization chart, among other
things, was to improve the segregation of functional respon-
sibilities. Thus, the revised organization chart reveals
that at present CY,T.A. has an appropriate segregation of
functional responsibilities so that organizational inde-
pendence could be maintained. For example, the Accounting
and the Internal Auditing Departments were under one head
(in Administrative Division). By making these two sections
independent units (of equal rank at a departmental level),
their activities have become widespread, covering all
departments., Due to such a plan of organizationm, it is
possible for the Accounting and the Internal Auditing
Departments to conduct their operations independently,
free from any departmental influence or bias. Moreover,
as a result of having the seven departments with segregated
functional responsibilities, it seems that no one person
could complete all the phases of a single transaction without
the knowledge and intervention of other persons.

As will be seen shortly, the place of the Personnel
Officer in the revised organization chart seems to be
objectionable. In this respect, it should be borne in
mind that the activities of the Personnel Department are
widespread, covering all departments. Hence, it seems
advisable to have a Personnel Department equal in rank
with other departments, so that organizational independence
could be maintained and, as will be seen later, labor and

labor relations problems could be coped with more effectively.
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The second element of proper coordination requires
"a system of authorization and record procedure adequate to
provide reasonable sccounting control over assets, liabili-
ties, revenues and expenses. . ."1 In this respect, it
appears that CY.T.A. has a well-defined system of authorization
and record procedure and it is one of the chief functions
of the Internal Auditor to verify that they have been
followed properly. The new accounting chart (effective
January 1, 1968) and the installation of a cost accounting
system, among other things, will improve authorization and
record procedures so that a better control on transactions
can be achieved.

The third element of proper coordination requires
"gound practices to be followed in performance of duties
and functions of each of the organizational departments. . .“2
In this respect, "if the development of a plan of organi-
zation and the design of the flow of procedures be likened
to a strategical plan, the adoption of sound practices
may be called the tactical measures for the effectuation of
the plan."3

Tt is believed that the Authority has adopted sound
procedures that will safeguard the interests of the Authority,
whereby the integrity of suthorization and recording of
transactions are reasonable assured. Moreover, it is further

believed that measures are taken to prevent abuses of

property and misappropriation of funds.

1Committee on Auditing Procedure, Internal Control,

OEQ cito, P 6.
2
Ibid.

3
Ibid., p. 12.
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The last element of proper coordination requires
"a degree of quality of personnel commensurate with respon=-
sibilities."l In this respect, it is believed that most
of the senior officers of CY,T.A. are well=qualified, in the
sense that after completing their secondary education
(usually at the English School or the American Academy, which
rank first in Cyprus) they have received special training
in England and have had ample experience. The Authority,
to increase the efficiency of its personnel, sends some
of its empbyees abroad for training and specialization.
Moreover, it conducts special training programmes. Such
measures definitely improve the quality of personnel so
that more efficient coordination becomes possible.

On the whole, therefore, it seems that coordination
of different functions has been or could be made properly.
However, whether they are efficiently coordinated remains
to be seen. There are certain shortcomings that might
prove otherwise. First, the Authority is not free to hire
or fire its employees. The labor unicn and especially the
Public Service Commission must be nctified and theilr consent
secured. Moreover, it was reported that promotion end
selection are based on ability, experience and education.
However, it 1s doubtful whether any of the officers or
employees will be motivated to be efficient. This might
be due to the fact that/gggirare secure (more so than they
should be) and as it seems, no direct benefit will sccrue
to any employee for exerting more effort to be more efficient

or productive,

Lcommittee on Auditing Procedure, Internal Control,
op. cit., p. 6,
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Recently, when the troubles in Cyprus started, the
Authority could carry on all of its operations using only
around three-fourths of its usual labor force. Not only
that, the rate of development of physical facilities
grew at a considerable rate. These might be due to cer-
tain factors. For example, in 1964, 285 persons did not
report for work. Of these, 15 were Greek Cypriots who
joined the National Guard; the rest (270) were Turkish
Cypriots.

Tt seems that there have been too many workers
or that these were not efficiently coordinated to achieve
the objective of the Authority. Patriotic feelings have
motivated each Greek Cypriot working with CY.T.A. Thus,
they have succeedednot only in maintaining the telecommu-
nication services but in developing it. It is doubtful
whether such feelings will always be present to motivate
workers to be efficient.

There are certain prospects for improving the
efficiency of coordination of factors involved in the
provision and development of telecommunication services.

In the first place, it was seen before that the
position of the Personnel Officer (who reported to the
Secretary) was objectionable. Due to the importance of
public and labor relations (which often measure managerial
efficiency), it seems advisable to give more authority to
the Personnel Officer. Such an authority would mean that
the Personnel Officer will not report through the Secretary
but directly to the General Manager. As was mentioned

earlier, in recent years there have been propensities to
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strike. Therefore, labor and labor relations problems need
closer attention.

In the second place, it was seen before that CY.T.A.
has had a pure line organization. However, staff, especially
at t he higher levels of organization hierarchy, could be very
useful. For example, two advisory staff positions may be
attached to the General Mansger as indicated in the simpli-
fied chart below.

THE AUTHORITY

FINANCE |reee=== GENERAL MANAGER |-===-- --| PLANNING

The chart reveals that the staff positions suggested
will be available only to the General Manager. This is
personal staff contrasted to specialized staff whose services
are available to many.l The General Manager has to coordi-
nate all the different departments himself. His span of
control has increased. Thus, it seems that it will not
be possible for him to study and formulate plans concerning
the development of future projects. A planning pesition
attached to him might do the job, a job that hitherto was
done by the General Manager himself. Related to planning

is the financial position which might equally well be attached

1 o0uis A. Allen, Management and Organization ( New
York: McGraw-Hill Book Company, Inc., 1958i, Pe 216.
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to him. The responsibility fo£ such a position will be
the preparation of cash flow and funds flow statements
and the determination of future needs for financing.,
Financial planning was also hitherto done by the General
Manager.

It was seen before that the Authority installed
a new accoumting system. The new accounting chart included
a cost accounting system which the Authority did not have
before. Such a cost accounting) system, among other things,
will help management in controlling costs of projects
undertaken and costs of operations. In this respect, it
could be suggested that the Authority should study the
feasibility of using a standard cost accounting system
whereby actual costs are compared with, so to say, "ideal"
costs. Such a standard cost accounting system seems to
have many advantages. It indicates cost trends and is a
yardstick by which achievement could be measured. Its most
important advantage is that "it puts into effective operation
the fundamental law of management: it directs attention
foreibly to the exception, to the item of cost that is out
of 1line, to the things that need ettention most."l

CY.T.A., as seen before, has been production
oriented., It was also seen that it was trying to be less
production oriented by emphasizing also functions other
than production. The balance of groupings of departments
and their equal ranking seem to be the right steps in that

1
Charles F. Schlatter, and William J. Sehlatter,

Cost Accounting (New York: John Wiley and Sons, Inc., 1962),
Pe . ;
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direction. It is also believed that direct control of
CY.T.A. by the General Manager may improve the efficiency
of operations.

In certain cases, efficiency may not seem to be
very important. For example, village telephone development
is not based on cost considerations. If CY.T.A. had been
a private business enterprise, it is highly unlikely that
it would have undertaken any such development. However,
even in village telecommunication development, efficiency
could be a useful criterion. In such cases, efficiency could
be used (through cost accounting, for example) to control
costs of projects approved.

Finally, due to the favorable public image and
satisfactory labor and employee relations, the efficiency
criterion may be given a lesser impertance., This would
be true in certain cases which might involve employee
morale.

Chapter IV revealed that demand expressed in terms
of gross annual receipts was highly dependent on national
income. It was seen, moreover, that demand elasticity
of income in 1963 was highly elastic; one per cent change
income. would result in 1.59 per cent change in total
demand expressed in Cyprus pounds. As a result of the
growth of National Income during 1957-1963, demand for

telecommunication services developed at a fast rate.
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During 1964 demand for telecommunication services
did net fall even though NNP declined by more than 10 per
cent. In this respect, Duesenberry's "relative income"
hypothesis was forwarded to explain this short-run
consumption function behavior.

Thus, it could be seen that the main factor influencing
growth was the increasing demand for telecommunication ser-
vices, resulting from increasing National Income. To meet
the increasing demandl for telecommunication services, CY.T.A.
had to expand, Thus, it was seen that C(Y.T.A. achieved
a significant growth of telecommunication facilities during
1955-1964 to meet the increasing demand for telecommunication
services. In this period, direct exchange lines increased
3.47 timgs and working telephones, 2.65 times, Telegraph
equipment increased from 55 in 1961 to more then a hundred
by the end of 1964, Moreover, CY.T.A. installed a V.H.F,
System and provided by the end of 196570 per cent of all
villages in Cyprus with telecommunication facilities. As
a result of this growth, total assets increased 2.44 times
and fixed assets, 2.86 times.

Cable and Wireless Limited, as was often seen
previously, was in charge of internal and external tElecommu-
nication facilities in Cyprus until 1955 and 1961, res-
pectively. The company was after profit and was mainly
interested in international telecommunication. Probably

for these reasons, development of telecommunication

441As will be seen shortly, it is believed that village
telecommunication development has been undertaken by CY.T.A.
not because of existing adequate demand, but for social reasons.



-164~-

facilities in Cyprus were not emphasized. Thus, during
1945-1955, direct exchange lines, as seen before (table 14),
grew 1,67 times while extensions (which need relatively
very little capital investment) increased around 9 times.
Moreover, until 1956 not a single village in Cyprus was
provided with telecommunication facilities. This could

be explained, as suggested above, by the fact that the
company was after profit. Even though pertinent statisti-
cal cost information is lacking, it seems very likely that
such a development would not have been profitable. This
might have been due to the fact that there was no adeqguate
demand for such services. Moreover, the company hes had
international commitments and interests which it has
emphasized.

In this respect, the reader should be reminded
that CY.T.A. started the village telecommunication develop-
ment not because of existing demand for such services, but
seemingly for purely social reasons. However, it is possible
that CY.T.A. may succeed in creating demand for such
services in later years.

Thus, it was seen that demand for telecommunication
gservices was the main factor for the growth of CY.T.4.
However, there seems to be other factors which seem to have
contributed or facilitated growth.

Tn the first place, as seen before, CY.T.A. is solely
responsibile for the provision of telecommunication facilities
in Cyprus. Thus, it enjoys a monopoly status. As a result
of its status, CY.T.A. is not faced with destructive compe-
tition which might have retarded or hampered growth.
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cv,T.A., was able to reinvest all of its earnings during
1955-1964, In this respect, it should be mentioned, that
CY.T.A. does not have to pay any dividends to shareholders
or taxes to the government. This, as was seen before, is
due to the fact that CY.T.A. is a government statutory body
and a public corporation.

Moreover, it was seen that CY.T.A, acquired its
long-term borrowings from the Cyprus Govermment., It was
able, furthermore, to defer the repayment of loans and
the payment of interests. Thus, such sources were used
for further development and growth.

Tt was seen in cheapter III that CY.T.A. has had
a production orientation. In other words, its basie
philosophy was the rendering of services to the publiec.

No doubt, such an orientation has contributed significantly
to the fast growth of telecommunication facilities in Cyprus.

In chapter IV, National Income was forecast from
the trend line. It was expected that NNP will grow
during 1965-1970, As a result of this growth, demand
for telecommunication services will grow also. In chapter
V, a cash budget was prepared to forecast future needs for
financing, to meet the increesing demand for telecommuni-
cation services during 1965-1970.

The question could be raised as tc whether CY.T.A.
will be able to cope with the demand for telecommunication
services during 1965-1970. To cope with such a demand,
CY.T.A. would need additional borrowings. The cash budget
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in the last chapter revealed that CY.T.A. would need around
B250,000 for further development of telecommunication
facilities in Cyprus. It was seen that the Authority has
been planning to install a telex system, complete village
telecommunication and continue internal and external
telecommunication development.

It seems very probable that CY.T.A. will approach
the government for financing its development projects. In
this respect, it seems that the ability of the Authority
to cope with the demand and develop telecommunication
facilities would depend on the govermment's ability to
provide the needed capital.

It was seen previously that during 1955-1964,
CY.T.A. borrowed from the government around 2.3 million
on a long-term basis. Of this amount, 180,000 was
borrowed from the present Cyprus Government during 1961-
1964. 1In this respect, it seems that. the B250,000 needed
would not be a very significant amount for the government
and thus it will be able to supply the needed capital for

the further development of telecommunication facilities

in Cyprus.
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