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To the President of the Senate and the , 
Speaker of the House of Representatives 

This report transmits our qualified opinion on the Panama Canal Com- 
mission’s financial statements for the years ended September 30, 1984 
and 1983. The report is qualified because the commission incorrectly 
computed interest on the United States investment in the canal and 
improperly established a reserve for floating equipment repairs. 
Appendix I is our report on the commission’s internal accounting con- 
trols. Appendix II is our report on compliance with laws and regulations 
and contains recommendations to the Administrator of the Panama 
Canal Commission and to the Congress. 

In commenting on our report (see appendix VII), the Administrator dis- 
agreed with our recommendations. His comments were considered in 
preparing our final report and are included where appropriate. We made 
our examination pursuant to the provisions of the Panama Canal Act of 
1979 (22 U.S.C. 3601-3871(1982)) and in accordance with generally 
accepted government auditing standards. We have issued qualified opin- 
ions on the commission’s financial statements each year since fiscal year 
1981. 

The commission is a federal agency which was established on October 1, 
1979, to carry out the responsibilities of the United States with respect 
to the Panama Canal under the Panama Canal Treaty of 1977. In 
fulfilling these obligations, the commission manages, operates, and 
maintains the canal and its complementary works, installations, and 
equipment, and provides for the orderly transit of vessels through the 
canal. The commission will perform these functions until the treaty ter- 
minates on December 31, 1999, when the Republic of Panama will 
assume full responsibility for the canal. 

As required by the act, we are sending copies of this report to the Presi- 
dent of the United States and the Secretary of the Treasury. Addition- 
ally, we are sending copies to the Administrator, Panama Canal 
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Commission; Director, Office of Management and Budget; and the Secre- 
taries of State, Defense, and the Army. 

bG!hyf+ 
Acting 
Comptroller General 
of the United States 
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GAO United States 
General Accounting Office 
Washington, D.C. 20548 

(;omptroller General 
of the United States 
B-114899 

To the President of the Senate and the 
Speaker of the IIouse of Representatives 

We have examined the balance sheets of the Panama Canal Commission 
as of September 30, 1984 and 1983, and the related statements of opera- 
tions and noninterest-bearing investment, changes in the investment of 
the IJnited States government, changes in financial position, and the 
status of appropriations for the years then ended. Our examinations 
were made in accordance with generally accepted government auditing 
standards and, accordingly, included such tests of the accounting 
records and such other auditing procedures as we considered necessary 
in the circumstances. In connection with our fiscal year 1984 examina- 
tion, we also made a study and evaluation of the commission’s system of 
internal accounting control (appendix I) and performed such other 
auditing procedures, including tests of compliance with applicable laws 
and regulations (appendix II), as we considered necessary in the circum- 
stances. This report fulfills our audit responsibilities to the Congress 
under section 1313(b) of the,Panama Canal Act of 1979 (22 IJ.S.C. 
3723(b) (1982)). 

As described in note 1 to the financial statements, the commission’s 
policy is to prepare its financial statements on a basis of accounting as 
prescribed by the Panama Canal Act, which differs in some respects 
from generally accepted accounting principles. The accompanying finan- 
cial statements present the financial position and results of operations 
of the Panama Canal Commission, in conformity with generally accepted 
accounting principles except as modified to comply with requirements 
of the act. 

Section 1603 of the act requires the commission to compute interest on 
b 

the investment of the United States in the Panama Canal and provides a 
formula for determining and adjusting the amount of that investment. 
Since fiscal year 1981, our annual reports on the commission’s financial 
statements have included qualified opinions, due in part to the incorrect 
treatment of interest. The commission incorrectly reduces the I Jnited 
States interest-bearing investment by the amount of interest due each 
year. The incorrect interest reductions amounted to $52 million for the 
period October 1, 1979, through September 30, 1984. As a result of the 
declining investment base, the commission understated interest costs 
(operating expenses) by $6 million for the fiscal year ended 
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September 30, 1984, resulting in a cumulative understatement of 
$16.2 million for fiscal years 1980 through 1984. 

In July 1984, the commission established a reserve to provide for future 
repairs of floating equipment. At September 30, 1984, this reserve 
amounted to $2.6 million, which increased 1984 operating expenses by 
the same amount. Since the commission is subject to a regulatory pro- 
cess by the Panama Canal Act, the amount of funds to be transferred 
into this reserve is required to be approved as part of the toll-setting 
process. The transfer of such funds was not provided for in setting the 
1984 toll rates, which we believe is a necessary prerequisite before the 
commission can accumulate reserves for the recovery of future costs. 

The commission’s policy for fiscal year 1983 was to amortize the expen- 
diture of capital advance funds collected from canal users in amounts 
which approximated the depreciation of assets acquired with such 
advances. As explained in note 6, the method of accounting for the 
amortization of advances for capital was changed for fiscal year 1984 to 
amortize expenditures in proportion to depreciation costs for capital 
improvements. We concur with the change. Accordingly, our opinion 
with regard to this issue on the fiscal year 1984 financial statements, as 
presented herein, differs from our opinion on the fiscal year 1983 finan- 
cial statements in that it no longer is qualified with regard to this issue. 

In our report dated April 17, 1986 (GAO/NSLAD-85-26), our opinion on the 
commission’s fiscal year 1983 financial statements was also qualified 
due to the commission’s application of its capitalization policies on sev- 
eral navigational improvement projects. The commission improperly 
expensed the costs of some projects which provided significant long- 
term improvements. This year, we did not identify any projects in which 
the costs were not in keeping with the commission’s approved capitaliza- 
tion policies. Accordingly, we did not qualify our opinion on the fiscal 
year 1984 financial statements with respect to this issue. 

In our opinion, except for the effects on the September 30, 1984, finan- 
cial statements of establishing a reserve for floating equipment without 
regulatory approval, as described in the fourth paragraph, and except 
for the effects on the September 30, 1984 and 1983, financial statements 
of computing interest on the United States government investment as 
described in the third paragraph, the financial statements referred to 
above present fairly the financial position of the Panama Canal Commis- 
sion at September 30, 1984 and 1983, the results of the commission’s 
operations, changes in the investment of the United States, changes in 
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financial position, and the status of appropriations for the years then 
ended. The statements were prepared on the basis of accounting 
described in note 1, which basis has been consistently applied during the 
period except for the changes, with which we concur, in the method of 
accounting for the amortization of advances for capital, as described in 
note 6 to the financial statements. 

Our examinations were made for the purpose of forming an opinion on 
the basic financial statements taken as a whole. The treaty-related cost 
schedules (appendix IV) are presented as required by the Panama Canal 
Act, and the schedule of property, plant, and equipment (appendix V) is 
presented for purposes of additional analysis. Neither schedule is a 
required part of the basic financial statements. The treaty-related cost 
schedules have not been subjected to the auditing procedures applied in 
examining the basic financial statements, and, accordingly, we express 
no opinion on them. While we do not specifically express an opinion on 
the schedule of property, plant, and equipment, the information con- 
tained in the schedule was included within the scope of examination for 
our opinion on the basic financial statements. 

Comptroller General 
of the United States 
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Appendix I 

Report on Internal Accounting Controls 

We have examined the financial statements of the Panama Canal Com- 
mission for the years ended September 30,1984 and 1983, and have 
issued our report thereon. As part of our examinations, we made a study 
and evaluation of the commission’s system of internal accounting con- 
trols to the extent we considered necessary to evaluate the system as 
required by generally accepted government auditing standards. This 
report pertains only to our study and evaluation of the system of 
internal accounting controls for the year ended September 30, 1984. 
(Our report on the study and evaluation of the system of internal 
accounting controls for the year ended September 30,1983, is presented 
in GAO/NSIAD-85-26, April 17, 1985.) For the purpose of this report, we 
have classified the significant internal accounting controls in the fol- 
lowing categories: 

. treasury cycle, 

. revenue cycle, 

. expenditure cycle, 

. payroll/personnel cycle, 

. inventory management cycle, 
l fixed assets cycle, 
l budgetary cycle, and 
. financial reporting cycle. 

Our study included all of the control categories listed above. The pur- 
pose of our study and evaluation was to determine the nature, timing, 
and extent of the auditing procedures necessary for expressing an 
opinion on the commission’s financial statements. Our study and evalua- 
tion was more limited than would be necessary to express an opinion on 
the system of internal accounting controls taken as a whole or on any of 
the categories of controls identified above. 

The management of the commission is responsible for establishing and 
maintaining a system of internal accounting controls. In fulfilling this 
responsibility, management is required to assess the expected benefits 
and related costs of control procedures. The objectives of a system are 
to provide management with reasonable, but not absolute, assurance 
that assets are safeguarded against loss from unauthorized use or dispo- 
sition, and that transactions are executed in accordance with manage- 
ment’s authorization and recorded properly to permit the preparation of 
financial statements in accordance with accounting practices prescribed 
by the Panama Canal Act of 1979. Because of inherent limitations in any 
system of internal accounting controls, errors or irregularities may nev- 
ertheless occur and not be detected. Also, projection of any evaluation of 
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the system to future periods is subject to the risk that procedures may 
become inadequate because of changes in conditions or that the degree 
of compliance with the procedures may deteriorate. 

The commission evaluated its system of internal accounting and admin- 
istrative controls in accordance with the Federal Managers’ Financial 
Integrity Act of 1982 (P.L. 97-266). The commission reported in 
December 1984 that its internal control system in effect during fiscal 
year 1984, taken as a whole, provided reasonable assurance that the 
commission’s objectives were achieved within the limits described ear- 
lier in paragraph 3 of this appendix. 

Our study and evaluation was made for the limited purpose described in 
the first paragraph and would not necessarily disclose all material 
weaknesses in the system. Accordingly, we do not express an opinion on 
the system of internal accounting controls of the Panama Canal Commis- 
sion taken as a whole or on any of the categories of controls identified in 
the first paragraph. However, our study and evaluation disclosed no 
condition that we believed to be a material weakness. 

Although our study and evaluation found no material weaknesses, it dis- 
closed that the organizational location of the commission’s internal audit 
function in the Office of Financial Management did not meet generally 
accepted government auditing standards for independence and impar- 
tiality. (see GAO/ID-83-14, November 22, 1982; GAO/NSIAD-83-34, Sep- 
tember 2, 1983; and GAO/NSIAD-85-26, April 17, 1985.) Effective June 5, 
1984, the Administrator of the commission became directly responsible 
for the internal audit function. This change in the organizational level 
satisfies generally accepted government auditing standards. 
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Appendix II 

Report on Compliance With Laws 
and Regulations 

We have examined the financial statements of the Panama Canal Com- 
mission for the years ended September 30, 1984 and 1983. Our examina- 
tions were made in accordance with generally accepted government 
auditing standards and, accordingly, included such tests of the 
accounting records and such other auditing procedures, including com- 
pliance with laws and regulations, as we considered necessary in the cir- 
cumstances. This report pertains only to our review of compliance with 
laws and regulations for the year ended September 30,1984. (Our report 
on the review of compliance with laws and regulations for the year 
ended September 30, 1983, is presented in GAO/NSIAD-85-26, April 17, 
1986.) 

In our opinion, the Panama Canal Commission, except for the three mat- 
ters discussed in the following pages, complied with the terms and pro- 
visions of laws and regulations for the transactions tested. 

Nothing came to our attention in connection with our examination, 
except for the matters discussed below, which caused us to believe that 
the commission was not in compliance with the terms and provisions of 
laws and regulations for those transactions not tested. 

Interest on the United As required by the Panama Canal Act, tolls charged by the commission 

States Investment 
include an amount to recover interest costs on the investment of the 
United States government. Tolls are prescribed at rates calculated to 
cover, as nearly as practicable, all costs of maintaining and operating 
the canal, and interest on the United States investment is a cost that is 
included. The United States investment is divided into noninterest- 
bearing and interest-bearing segments. The noninterest-bearing portion 
is comprised of the cumulative net profit from 1952-1979, which was 
reinvested in the canal during those years; the interest-bearing portion 
is comprised of other amounts or property provided directly for invest- 

b 

ment in the canal. 

Section 1603 of the act provides for the computation of interest on the 
interest-bearing portion of the United States investment in the Panama 
Canal. Since fiscal year 1981, our opinions on the commission’s financial 
statements have been qualified on the basis that revenues ostensibly col- 
lected to cover required interest have been recorded as transferring an 
equivalent portion of interest-bearing United States investment in the 
canal to noninterest-bearing investment. Through September 30, 1984, 
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the interest-bearing account was thus incorrectly reduced by $62 mil- 
lion By virtue of the reduction, additional interest of $16.2 million, 
which otherwise would have been collected, was foregone. 

The $62 million also is carried in a Panama Canal Commission account 
with the U.S. Treasury. The $16.2 million, however, constitutes an out- 
of-pocket loss to the United States because it has not been collected in 
the tolls charged. 

Table II. 1 shows the correct United States interest-bearing investment to 
be $62 million higher than what the commission shows for the portion 
of interest collected. 

Interest-Bearlng Unlted 
eatmeW Dollars in millions 

Fiscal year 
October 1, 1979 

September 30, 1980 ______ 
September 30, 1981 

September 30, 1982 

September 30, 1983 

September 30, 1984 

- 
GAO 

Commission’s Cumulative 
balance interest 

adjusted 
balance 

$187.6 $0 $187.6 

148.2 11.9 160.1 

128.4 23.2 151.6 

89.8 32.3 122.1 

108.9 42.2 151.1 

84.0 52.0 136.0 

aThe interest-bearing United States investment is affected by other transactions also. For example, 
property transfers to the commission from other United States departments and agencies increase the 
United States interest-bearing investment. Property transfers by the commission to the Republic of 
Panama and other U.S. departments and agencies similarly decrease the investment. 

To correct the understatement of the interest-bearing investment, gener- 
ally accepted accounting principles would require the commission to 
make prior-period adjustments and compute the interest expense based 
on the adjusted investment base. Table II.2 shows that the cumulative 
interest on the United States investment would have increased by 
$16.2 million had the proper investment base been used. 
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Report on Complhnce With Laws 
and Regul&ions 

Table 11.2: Intereat Expanse 
Dollars in millions - 

Fircal year 
1980 

Ming 
commirrion 
investment 

bare 
$11.9 

uoi i2: f Interest 
investment expenre 

baae underrtatement 
$12.4 S.5 

1981 11.3 12.8 1.5 - 
1982 9.1 12.0 2.9 

1983 9.9 14.2 4.3 
1984 9.8 15.8 6.0 
Total $52.0 $67.2 $15.2 

In a June 19, 1986, report to Senator Lawton Chiles on the transfer of 
interest on the United States investment in the Panama Canal (GAO/ 

AFMD-&j-63), we made recommendations to the Congress that (1) the 
interest already collected be transferred from the commission’s fund to 
the U.S. Treasury’s general fund and (2) all future interest earned be 
transferred annually to the general fund of the Treasury. The Congress 
recently acted on our second recommendation by enacting a provision 
that requires the commission to transfer interest on the United States 
investment collected through tolls deposited in the Treasury beginning 
in fiscal year 1986. While the recent legislation did not take action on 
our first recommendation, other legislative initiatives being considered 
may do so. 

R$commendation We recommend that the Administrator of the Panama Canal Commission 
increase the interest-bearing United States investment account by 
$62 million to reflect the proper balance and establish a liability account 
in favor of the United States for the interest not collected, which was 
$16.2 million as of September 30, 1984. b 

Abency Comments and 
Olpr Evaluation 

I 

In a May 30, 1985, letter responding to a draft of this report (see 
appendix VII), the Administrator of the commission disagreed with our 
conclusions and recommendations and contended that the current law is 
being followed. We agree that the commission adhered to the law by 
depositing interest collections into the commission’s fund. However, in 
our opinion, the Congress further intended that the commission transfer 
interest collected from the fund into the general fund of the Treasury as 
miscellaneous receipts. The commission has not done this. 
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The commission also states that transferring the interest would create 
“an untenable financial arrangement.” The issue raised by the Commis- 
sion is not cash requirements but rather the authority to obligate funds. 
This refers to the commission’s contention that a lack of adequate 
funding authority the first 2 months of each fiscal year would be a 
problem unless a working capital base, which includes the interest col- 
lected, was allowed to remain. The commission believes it would lack 
adequate funding because of an administrative delay of 30-46 days for 
the U.S. Treasury to issue a warrant. However, Treasury officials 
informed us that while a warrant is needed to disburse funds, it is not 
needed for the commission to obligate funds as long as the obligations do 
not exceed the commission’s fund balance and appropriation limitations. 

Concerning the commission’s obligation needs, on the first day of the 
fiscal year the commission records obligations for Department of 
Defense schools, the early retirement program, and payments to Panama 
for public services and for a fixed annuity. Office of Management and 
Budget officials informed us that annual obligations, such as these, may 
be recorded on a monthly or quarterly basis. For example, on a quar- 
terly basis, the early retirement program only required $4.9 million to be 
recorded as an obligation October 1 each year instead of the total annual 
obligation of $19.6 million. Accordingly, we believe no financial arrange- 
ment problems would result. This issue was discussed in detail in our 
June 19, 1986, report to Senator Lawton Chiles. 

The commission also contended that paying the interest to Treasury 
would be unfair to canal users because such payment of interest would 
impose an unexpected cost burden on the shipping industry. We disagree 
because toll rates already include the interest on the United States 
investment in the canal, and the commission has already collected from 
users and deposited into the fund $62 million of interest as of Septem- 
ber 30, 1984. However, the reinstatement of $62 million to the interest- 
bearing investment will result in an increase in future interest. Tolls 
may have to be increased or annual canal profits may have to be 
reduced to provide necessary funds to pay additional interest. 

Floating Equipment 
Reserve 

In July 1984, the commission established a reserve for floating equip- 
ment repairs to provide for costs that are expected to be incurred in the 
future. At September 30, 1984, the reserve balance was $2.6 million, and 
1984 operating expenses were increased by the same amount. This 
reserve was not approved either through the regulatory process as an 
expense in the toll rates or by the commission’s board of directors. The 
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commission is rate-regulated subject to generally accepted accounting 
standards for regulated operations. The President of the United States 
is, in effect, the regulator in establishing the canal’s toll rates. Before a 
reserve can be established, a regulator must approve rates intended to 
recover costs that are expected to be incurred in the future. However, in 
this instance, the floating equipment reserves were not included in any 
toll rate proposals submitted for approval. The most recent revision to 
the toll rates was effective March 12, 1983, and did not consider this 
reserve as a component of the rates. 

Recommendation We recommend that the Administrator of the Panama Canal Commission 
include in the commission’s next submission a proposal to raise toll rates 
to fund the reserve for floating equipment repairs. 

Abency Comments and 
Opr Evaluation 

In a May 30, 1986, letter (see appendix VII), the Administrator of the 
commission stated that the costs for overhaul of major floating equip- 
ment were included as a factor in the most recent toll rate increase. 
Also, the establishment of the reserve for floating equipment overhaul 
was based on the commission’s Statement of Accounting Principles and 
Standards. 

The commission has the authority to establish a “reserve by a charge to 
current operations” as stated in the GAo-approved Statement of 
Accounting Principles and Standards. However, the commission must 
establish, within the regulatory approval process, such a reserve of rev- 
enues to cover costs before the costs are incurred. This process requires 
reserves to be specifically identified as a reserve in a toll rate submis- 
sion, and the toll rates must be approved by the regulator-the Presi- 
dent of the United States. We agree that the commission included the 1, 
estimated annual expenses for floating equipment repair in its toll rate 
submissions. However, the commission did not include in its submission 
the $2.6 million to be specifically set aside from the revenues as a 
reserve for floating equipment repairs in the future. The effect of estab- 
lishing this reserve was a reduction of fiscal year 1984 net income by 
$2.5 million. 

Profit Payment to 
Panama 

Public Law 98-63 appropriated $378,636 to the commission in July 1983 
for payment of fiscal year 1982 net operating revenues (profit) to the 
Republic of Panama, with the proviso that none of the funds could be 
expended prior to validation by GAO audit. The commission made the 
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and Regulations 

payment to Panama in September 1983, shortly after issuance of our 
report (GAO/NSIAD-83-34, September 2, 1983). The opinion in our report 
was qualified subject to the resolution of the interest on the United 
States investment issue and the application of capitalization policies on 
several navigational improvement projects. Since the issues were 
unresolved, we could not validate the commission’s payment to Panama. 

The commission made this profit payment to the Republic of Panama in 
violation of the proviso in Public Law 98-63. The commission should 
recoup this payment by offsetting $378,636 against future payments to 
the Republic of Panama. However, should the Congress decide to forgive 
the $16.2 million of understated interest expense, no recoupment of 
profit payments would be necessary. 

The commission’s financial statements show net revenues payable to 
Panama of $2.7 million for fiscal year 1984, which were paid to the 
Republic of Panama under the act. However, based on the effect of the 
interest issue, the commission’s financial records may have to be 
adjusted. The result would be a net operating loss for fiscal year 1984. 
Unless the Congress resolves the interest on the United States invest- 
ment issue in a manner that forgives the additional interest, the commis- 
sion would have to recoup the $2.7 million profit payment from Panama. 

Agen4y Comments and 
Our Ebaluation 

In commenting on a draft of this report, the commission stated that no 
adjustments to the fiscal year net operating revenue of $27 million were 
necessary since the commission believes its position on the interest on 
the IJnited States investment and on the floating equipment repair 
reserve to be correct. We have considered the commission’s comments on 
both issues and have received no new evidence which will change our 
qualified opinion on the financial statements or our recommendations in 
our report on compliance with laws and regulations. 

Impa$t on Opinion The interest on the IJnited States investment, the floating equipment 
reserves, and the profit payment to Panama were considered in deter- 
mining the nature, timing, and extent of the audit tests to be applied in 
our examination, and, except for computing interest on the llnited 
States investment and establishing a reserve without regulatory 
approval as discussed in our opinion on the financial statements, did not 
affect our opinion on the commission’s financial statements for the year 
ended September 30, 1984. 
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Appendix III 

Financial Statements 

Puw4A CINAL ccwl1!31m 
Balance Shsst 

SCpt.lhl IO, 1984 and 1981 

PNOPCNTY, PIANT AN0 EQ”IPNEtn 
*t c0.t ,Not. IC).................................... sa86,551,601 S669,616,221 
I,... l ccu~ulrtti d~p~w~laLl~n and valuation 

.,,or.nc.. (Not.‘ l., 2 and ,,...................... ~20,152,474 $02.676.579 

468.399.127 467.141.642 

C..h l d fund b.l.nc.. INOt.‘ 4 and 5,‘ 
D.po.lt funds ."d und.poaltad r.cclpt.r 

PO.L.1 f"nd....................................... 151,542 156,657 
Tru.t tmd....................................... 521,421 1.132.660 
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operarinq cundm.................................. 
C.piLal lurid...................................... 
Lurqwlcy Lund................................... 

46,165,064 45.222.217 
26,966,025 2*,517,s*, 
10.000.000 

-65,171,069 
~10,000,000 

63.740.100 

66.761.243 -65.314.410 

Accolmt. r.c.l”.bl................................... 13,644,706 11,043,545 
0th.~ r.ceivebles (Not. ,,........................... 626,667 

-14.671.575 
626,667 

11.070.412 

Invbntorl~s, l... 4llormce for ob.0l.t. .nd 
.xc... atack of ~400,000 and 6750,154, 
r~q.ctlwly (Not.. lq l d 66,...................... 

0th.r C"rr.nL . . ..t.................................. 

40.718.200 -42.010.263 

262,627 354,363 

142.413.645 139.549.466 

C0.t ol ..rly retirw.nt benelit. ,Not. lhl........ 
N.Llr.Y"t bn*fiLs to c.rt.,n f0rn.r employem 

of predrmsmor l qmc19n (Not* lh)................. 
Oth.~.............................................. 

293,400,000 312.960.000 

9,596,OOO 10,776,OOO 
406,213 612.319 

303.404.213 324,346,319 

0nrecowr.d coat. due from .ub..qu.nt ~.VCAUCS 
(Not.. lb .nd S,..................................... -A _ 4.132.804 

303,404,213 326.481.123 

lvru LSSSTS........................................... ~914,217,165 $935.172.253 
- - 

5%. l xmp.nYing not.‘ .r. .n lntwral p.rt at this .tat.,r.s"t. 
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Int.l..t-barinq 110.2084 *nd 9.8851, 
r*.p.ctlv.lyl (Not. 91............................ 
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Cowrnment ot Pmma............................... 
ot~r.............................................. 

kcru.d .l.biliti ... 
Employ .... l.." .................................... 
sa,.rir. .nd v.q ................................... 
c0.t ot ..r1 y r.tirem.nt b.n.fit. ,Nat . lb, ........ 
R.tlr.nunt b.n.flt. to cert.‘” forlaar employ a.. 

Of pr.d.c...o r .q.nc,* . ,WOL . lh, ................. 
emQ1oye.s' ..p*tc1ar10n ............................ 
Ship .ccld.nt claim. 1Not .. 7 and lo).............. 
W.t ..".I)". p.y.bl s to Gov.rnnsnt 

Of P.callll ,Not. 11) ............................... 
Oth.r .............................................. 

Other current 1i.bilitie.r 
Untunded .hlp accident clsim. (Not.. 7 and lo)..... 
bdv.nc.. lot c.pit.1 - "naxpended (Not.. ld and 121 
Ot~r.............................................. 

Advance6 for c.pit.1 bcinq .mort,i.d 
,Not.a Id, 6. ."d 12,.............................. 

S 84.014.932 s108.905.590 
~7,,910,116 268,748,242 
361,925,04S J77,653.835 

46.165.064 
19.792.831 

9.193.194 
10,000,0~ 
SS,l,l,OS9 

45.222,217 
18.031.685 
10.4S6.19S 
lo;ooo;ooo 

~83.740.100 

447,096,137 461,393,935 

4,661,685 3,914,323 
6.630.604 6,205,923 
8,067,022 

-19,559,311 
4,708,282 

-14,828,528 

39,643,978 38,075,806 
4.513.849 6.124.362 

19,560,OOO 19.560.000 

1.234.000 1,364,OOO 
1,*70,000 1.457.000 
6.569.562 9.818.560 

2s704.695 
5,010,926 

-02,507,OlO 

19.782.519 17.890.036 
14.078.394 13.231.035 

463,062 
-J4,343,975 

1,114,086 
-32,235,161 

L36,410,296 &25,895,7,8 

2,432,361 
_78,832,089 

Cost of .arly r.tIr.nrnt b.n.flts (Note lh,......... 
R.tIr.Nnt b.n.llt. to c*rtain *orn.r *mp,oye** 
ot pr.d.c..wx .q.wi.. INot. lh).................. 

Enploy...' r.p.tri.tion............................. 
Lock o".rh."l‘ (Not. li)............................ 
C..".lty lo.... ,Nota. 1) .“d 13)................... 
Ila.tlnq .qulpm.nt r.psir INot. ~cI................. 

273,840,OOO 293,400,OOO 

8,362,OOO 9.412.000 
10,726,400 10,200,000 

5.395.232 7.607.574 
12.383.335 12.825.957 

2,500,000 ---.--z 

313,206,967 333.445.531 

TorlL LIABILITIES..................................... 1914,217,165 6935,172,253 
- 
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APpeb ll.l 
Financinl Statement-x 

PANAM CANAL canl1ss1oN 
Statennt of Oporationr and Non-Interoat-Searing Invostnmnt 

y.ar. En&d soptoabar 30, 1984 and 1983 

OPLNATIffi NEVENUES: 
Tollr (Not. lb) ...................................... 
Advancom for capital (Note ld) ....................... 

Nat tolls rwonuo .................................. 

Other ................................................ 
Mvmcor for capital woto 12) ....................... 

Not other rovonue .................................. 

Total operating rwanuo ............................ 

OPERATING CXPENsLSc 
Paymonta to the Govermont of Panama (Note 1l)r 

Public l orvlcor .................................... 
Iixod 4nnuity ...................................... 
Tonnage ............................................ 

naintmmco of chmnelm and harbors .................. 
Navigation r~rvico and control ....................... 
Locks operation ...................................... 
Goneral rapair, rtorehouu, l nginooring and 

malntrnanco l orvicoo ................................ 
Tcmrportrtion and utilitirr ......................... 
nourlng operrtionr ................................... 
Conoral and administrative ........................... 
Intorert on intorrrt-bearing inwrtmnt (Note 9) ..... 
Other ................................................ 

Total operating l xponxox ........................... 

39,633,790 35,970,930 
71,396,027 72.452.357 
46,516,500 45,641,090 

10,536,695 9,625,198 
35,601,259 42,104,531 

7,009,306 8,671,031 
70,460,073 69,126,099 

9,796,269 9,943,192 
37.475,549 33,164,463 

397,576,365 398,089,027 

NET OPCNATIffi NBVCNUE (LOSS) (Notma lb, 8 and 11). ..... 6,037,499 (4,132,8041 

INVESTED CAPITAL - Nm4-INTERmr-bEARING‘ 
Unrocovorod costs (rocoverad) dofarrad 

(Notes lb and 8) .................................... 
Not rovonua payable to Govarnmant of Pxnamx 

(Not 0 11) ........................................... 
Invomtmont at boginning of yorr ...................... 
Misc~ll~raoua racoipts doporitod into the U.S. 

Trorrury ............................................ 
Duo U.S. Troaoury for undopomitod rocoiptm ........... 
Intorart on intorrrt-baaing invortnrnt (Not@ 9) ..... 

(4,132,804) 4,132,604 

(2,704,695) 
266,740,245 258,511,310 

202,793 576,536 
(917,191) (202,793) 

9,796,269 9,943,192 

INVESTED CAPITAL - N~N-I~~sT-B~ING AT END 01 rmk 9277,910,116 $266,746,245 

The l mmpanying notor are an intogcrl part of thim atatrnunt. 

5209,155,035 

289,155,035 

120,114,444 
(4,653,615) 

115,260,.929 

404,415,664 393,957,023 

10,000,000 10,000,000 
10,000,000 10,000,000 
49,143,611 51,190,136 
69,143,61? 71,190,136 

6267,791,023 
(4,076,OOO) 

263,713,023 

111,417,549 
(1,173,549) 

110,244,OOO 
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Appendix III 
Pinandal Statemfmta 

PANAMA CANAL COnMISSION 
Statement of Changes in the Investment of the United States Government 

Year Ended Septenber 30, 1983 

INVESTHP8T AT GC’POBER 1, 1982 . . . . . . . . . . . . . . . 
Appropriation by the Congress for PY 1983. 

INCREASES IN INVESTMENT; 
Prior year receipts deposited into the U.S 

Treasury................................. 
Expenditures from capital appropriations.. 
Expenditures from operating appropriations 
Punds covered into U.S. Treasury.......... 
Repayaent to the U.S. Treasury of PY 1980 

appropriation lapsed . . . . . . . . . . . . . . . . . . . . . 
Interest on interest-bearing investment... 
Property transferred from other U.S. 

Government agencies...................... 
Unrecovered costs deferred 

(Notes lb and Ill......................... 

DECREASES IN INVESTWENT; 
Funds to be covered into the U.S. Treasury 
Receipts deposited into the U.S. Treasury. 
Due U.S. Treasury for undeposited receipts 
Property transferred to the 

Government of Panama . . . . . . . . . . . . . . . . . . . . . 
Property transferred to other U.S. 

Government agencies...................... 
Net loss (Notes lb, II and II 1.. . . . . . . . . . . 

INVESTRENT AT SEPTEHBER 30, 1983............ 
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APpendlx In 
l4nancial Statements 

Invested Capital 
Intetest- Non-Interest 

Bear inq Bear inq 

S 89,763,345 5258,511,310 

Emerqency 
Fund 

Operating 
Punds 

Capital 
Funds 

s 10,000,000 $ 14,440,013 
405.378,634 

S 21,424,115 
29,024,000 

89,763,345 258,511,310 10,000,000 479.818.647 50,448,115 

Total 

$454,138,783 
434,402,634 

88a,541,417 

576,536 

(28,200,421) 

576,536 

9,943,192 

4,132,604 

14.652.532 

(21,930,232) 
- 

21,93(),232 
395,075,541 
(28,20~,421) 

28,2Oj1,421 

‘3,356 

417,flu9,135 

- 
39ll, 4611,068 

- 

14’1, 303 

6~4,519 
- 

(28,200,421) 

( 424,075,968) j21,930,232) 

9,943,192 

3,356 

4,132,804 

113,544,533) 

10,520,462 10,520,462 
398,461,068 

282,793 

141,303 

64,519 
4,132,804 

10,520,462 413.602.949 

s 10,000,000 s 45.222,217 $ 28,517,883 $461,393,935 

282,793 

4,112,804 

4.415.591 

5260,748,245 

398.666.890 

$108,945,590 

(Note 9) 

The accompanyinq notes ace an inteqral part of this statement. 
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Appendix m 
Flnsnclal Statements 

PANAMA CANAL COnR ISS ION 
Statement of Changes in the Investment of the United States Government 

Year Ended September 30, 1984 

INVESTRWT AT OCTOBER 1, 1983............... 
Appropriation by the Conqress for PY 1984. 

INCREASES IN INVESTRENTi 
Prior year receipts deposited into the U.S 

Treasury . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
expenditures from capital appropriations.. 
Expenditures from operating appropriations 
Interest on investment.................... 
Net revenue (Notes lb and S).............. 

DECREASES IN INVESTMENT8 
Funds to be covered into the U.S.Treasury. 
Receipts deposited into the U.S. Treasury. 
Due U.S. Treasury for undeposited receipts 
Property transferred to the 

Govern8ent of Panara..................... 
Property transferred to other U.S. 

Government agencies...................... 
Net revenue contingently payable to 

Government of Panama (Notes lb and RI.... 

INVESTNENT AT SEPTEMBER 30, 1984............ 
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Appendix III 
Plnanclal Statemente 

Invested Capital 
Interest- Non-Interest 

Rear inq Bearing 

$108,905,590 3268,748,245 

Emergency Operating Capital 
Fund Funds Funds Total 

s 10,000,000 s 45,222,217 S 28,517,883 $461,393,935 
391,912,OOO 21,813,OOO 413.725.000 

108,905,590 268,748,245 10.000.000 437.134.217 .50,330,883 875,118,935 

21,~344,858 
36O,iOO6,716 

381.351,574 

405,954,027 

116,358 

171,847 

4"6;242,212 
I 

282,793 

9.796,269 
2,704,695 

12.783.757 

917,191 

2,704,695 

3,621,tl86 

S277,910,116 s 10.000.000 s 46,105.064 J 28.986.025 $447,096,137 

(360,006,716) 

J360,006,716) 121,344,858) 121783,757 

30,942,437 30,942,437 
405,954,027 

917,191 

116,358 

171,847 

21704.695 

30.942.437 

(21,344,858) 

The accompanying notes are an integral part of this statement. 

282,793 

9,796,269 
2.704.695 

440,806,555 
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Appendix Ill 
Flnanclal Statementa 

PANANA CANAL CC+WISSIoN 
Statement of Chenge. in Financial Position 

Yew. Ended September 30, 1984 and 1983 

SOURCE OF Pm4D!3‘ 
Pro Op.rrtion.8 

Ravenu ........................................... . . 
LW. operrtlnq expen . ..r 

1nt.re.t on int.r..t-bear in g investncnt ........ . . 
P.ym.nt. to the Government of Pen em. (Not. 11). . . 
Other .xp.n .................................... . * 

Tot.1 operating expen ........................ . . 

1984 - 

Net operating rcv.nua (108s) (Notes lb, S and 11) ... 
IJnroc0ver.d COILS for fi.c.1 year 1983 

(rw0v.r.d) d.f.rr.d (Not.. lb end 8) .............. 
Net rev.“” e peyebla to Government of Penem e 

(Not .. lb, 8 end 11) ............................... 
Unrecovered coet. for fi.c.1 yeer 1983 deferred 

(Nota . lb, S end 11) ............................... 

Add trenaectlon e “ot requiring outlay of fund.; 
D.pr.ci.tiOn (Not. 1.) ............................ 
Provi.ion for lock overhaul. (Not. II) ............ 
Provi.lon for c..u.lt y lo .... (Not. ljl........... 
Provlmlon for floating equipment repair (Not. 6~). 
Other ............................................. 

Ch.ng e in Inve.tm.nt of th. U.S. Governracntr 
1nt.re.t 0” intereet-beer1ng inveetment.. ........... 
Receipt . depoeited Into U.S. Treasury ............... 
Diaburaemmta from spprqxieted funds ............... 
Repeyrnt to the U.S. Treeeury of the PY 1980 

.pprq,ri.tion 1.pe.d ............................... 
Net property tranmfer ............................... 
Other ............................................... 

Amortization of . dvenc .. for capital .................. 

Adv.“c se for c.plt.1 being emrtized 
(Notes ld, 6. and 12) ................................ 

Tot.1 .o”rc. of fund .............................. 

APPLICATICN O? FUNDS: 
Lock overheul. .xp.nditur ............................. 
c*.ue1ty 10 ........................................... 
Accrued c.pit.1 expenditur ............................ 

Tot.1 epplicstion of fund ......................... 

INCREASE (DECREASE) IN WORKING CAPITAL .................. 

ANALYSIS 01 CSANGES IN WDRKING CAPITAL: 
Incr .... (deeroes.) In current .. ..t .. 

C ..h ................................................ 
Receivebl ........................................... 
Inventorl.~ ......................................... 
Other ............................................... 

D.CC ..I. (incr ea..) in current lisbllitieer 
Account. pay.bl. .................................... 
Accru.d lI.bllltl ................................... 
0th.r ............................................... 

INCRLASE (OEClU%ASC) IN WORKING CAPITAL.................. s (9,081,351) I 29,777,211 

S-404,415,864 

9‘796,269 
69,143,817 

-318,638,279 316.956.499 
397,576,365 398,089,827 

6.837.499 

(4.132.804) 

(2.704.695) 

19.586.529 
5.071.000 
7.400.000 
2.500.000 

_ 5,665,966 
40,223,495 

18.514.996 
4.354.000 
3,117,088 

_ 1,970,819 
27,956,903 

9,796,269 9,943,192 
(405,954,027) (396,461,066) 

381,351,575 446,006,200 

(288,206) 
(28,200,421) 

(202,466) 
(634,399) 293,744 

(15,728,788) 29,379,lfJl 

941,476 

_ 3,064,777 2,480,771 

28.500.962 60,736,566 

7.203.342 5.040.623 
7.842.622 4,214,134 

22,456,349 211704,596 

37,582,313 30,959,355 

SW (9,081,351) S 29,777,211 

s 15,843 1 (185,931) 
2,601,163 1,055,670 

(1,292,084) 7.429.667 
(91,755) 150,646 

_ 1,433,167 8,450,0'12 

(4,730,783) 21,266,127 
(3.674.921) (555,681) 
(2,106,814) 614,713 

(10,514,518) 21,327,159 

The l ccompenylrq not.. .r. en integral part of this statement. 

19e, 

$-393,957,023 

9,943,192 
71.190.136 

(4,132,804) 

4,132,804 

919,711 
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Appendix ID 
Finanti Statements 

PANAMA CANAL CfM4ISSION 
Stetenent of Ststu. of Approprlstlona 

Year. Ended Septentmr 30, 1984 and 1983 

SUJRCS OF APPROPRIATIONSI 

Uperstlnq fund.8 

1984 - 1983 

Current yesr operetinq appropriation................ $391,912,000 - $405,378,634 

Obligeted operstinq fund. brought forwsrdr 

Pi.0.1 y0.r 1980.................................... 2,543,398 23.684.912 
rieca1 yesr 1981.................................... 3.424.423 5,623,556 
Firal y..r 1982.................................... 4,717.168 45,131,545 
Fiecsl yesr 1983.................................... 34,537,228 

-45,222,217 74,440,013 

437,134,211 479,018,647 

Cspit.1 fund.: 

Current yesr cspitsl appropriation (no year)........ -21,813,OOO 

Obligated cspit.1 fund. browjht focwardr 

ri.c.1 y0.r 1980.................................. 
I’l.c.1 yeer. 1981 through 19EZ.................... 
Piecsl y..r. 1981 through 1983.................... 

273,632 

-17,758,053 

Unobligeted capitel fund. (no yew) brought forwsrdr 

Fi.c.1 yesr 1960 .................................. 
Piece1 yesr. 1961 through 1982 .................... 
l’i.c.1 yeer . 1981 through 1983 .................... 

18,031,685 15,705,672 

201,847 

-10,264,351 

_lO,lS6,198 

-50,330,883 

358,549 
15,347,121 

599,957 
5,118,488 

5.710‘445 

-50,448,115 

Emergency fund (no year).............................. 10,000,000 10,000,000 

TOTAL SCXJRCE Of APPROPRIATICNS.......................... $497,465,100 $240,266,762 

The accompsnying notes are an integral part of thi. statemnt. 
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Appendix III 
Plnanclal Statementa 

PANAMA CANAL CCMIISSION 
st.telnent of st.tu. of Appropri.tIo”. 

Y..r. Cnd.d September 30, 1984 and 1983 

APPLICATION OP APPROPRIATIONS: 

Operrtlng fundmi 

1984 - 

Expwditur.4 frm O‘SeK.ti"g .pp0=Pri.tiO".: 

R.p.ym.nt to the U.S. Tr...ur y Of the PY 1980 
.ppropri.tlon 1.pr.d .............................. s 

Il.c.1 y ..r 1980 ................................... 886,097 
Pl.c.1 y ..r 1981 ................................... 1,167,815 
r1r.1 y ..r 1982 ................................... 2,326,651 
Pl.c.1 y ..r 1983 ................................... 29,591,407 
r1ec.1 y ..r 1984 ................................... 326,034,746 

~60,006,716 

0blIg.t.d operetlng fund.8 

ri.c.1 y ..r 1980 ................................... 1,692,534 
ri.c.1 y ..r 1981................................... 3,558,134 
Pi.C.1 y ..r 1982 ................................... 2,854,042 
Pi.c.1 ya.r 1983 ................................... 3,SS7,554 
PI.C.1 y ..r 1984 ................................... 34,192,SOO 

46,185,064 

unobligated operrtlng fund. lap.ed ................... 30,942,437 

+37,134,217 
C.plt.1 fund.1 

Cxp.nditur . . from c.pit.1 appropriationsi 

ri.c.1 y ..r 1980 ................................... 229,106 
Fir.1 y..r. 1981 through 1983 ..................... 
Pi.c.1 y..r. 1981 through 1984 ..................... 21,115,752 

21,344,SSS 
Oblig.ted c.pit.1 fund*8 

C1.c.1 y ..r 1980 ................................... 159,269 
Pl.c.1 y..r. 1981 through 1983 ..................... 
Fi.c.1 y..r. 1981 through 1984 ..................... -19,633,562 

19,792,831 

U"ob1ig.t.d c.pit.1 fund. (no y0.r) r 

Pl.c.1 y ..r 1980 ................................... 87,103 
?i.c.l y..r. 1981 through 1983 ..................... 
Fi.c.1 y..~. 1981 through 1984 ..................... _ 9,106,091 

9,193,194 

50,33O,SS3 

Unob1ig.t.d emergency fund (no y..r) ................... 10,000,000 

TOTAL APPLICATIOH OP APPNOPRIATIC?W...................... 8497,465,lOO 

The .ccomp."yi"g not.. .r. ." integral port of this .t.t.mC”t. 

1983 - 

$ 28,200,421 
21,121,981 

2,830,821 
38,274,112 

333,648,633 

424,075.968 

2,543,398 
3.424,423 
4.717.168 

34,537.228 

45,222,217 

_10,520,462 

479,818,647 

483,026 
21,447,206 

21,930,232 

273,632 
17.758.053 

18,031,685 

201,848 
10.284.350 

10,486,198 

50,448,115 

10,000,000 

#540,266,762 
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AppendixIlI . 
Financ&l Statementa 

PANAMA CANAL CCIMMISSION 

Notes to Financial Statements 

1. Summary of Significant Accounting Policies. 

The Comptroller General of the United States approved the Accounting 

Principles and Standards Statement of the Panama Canal Commission in his 

letter dated September 14, 1982. A summary of significant accounting policies 

followrr 

a. Accounting and reporting. As required by section 1311(a) of the 

Panama Canal Act of 1979, hereinafter referred to as the Act, the accounts of 

the Commission are maintained pursuant to the Accounting and Auditing Act of 

1950. This requires that the principles, standards and related requirements 

be met, aa prescribed by the Comptroller General of the United States, after 

consulting with the Secretary of the Treasury and the Director of the Office 

of Management and Budget concerning their accounting, financial reporting and 

budgetary needs. The Accounting and Auditing Act of 1950 also requires that 

the accounts be maintained on an accrual basis, 

b. Cost recovery. As required by section 1341(e)(l) of the Act, the 

application of generally accepted accounting principles to the Panama Canal 

Commission, a United States Government agency comparable to a rate-regulated 

public utility, determines the manner in which costs are recognized. The 

basis for tolls rates is prescribed in section 1602(b) of the Act. This 

section of the Act, known as the “statutory tolls formula,” provides that* 
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Appendix III 
Pinanclal Statements 

“Tolls shall be prescribed at rates calculated to produce 

revenues to cover as nearly as practicable all costs of maintaining 

and operating the Panama Canal, together with the facilities and 

appurtenances related thereto, including unrecovered costs incurred 

on or after the effective date of this Act, interest, depreciation, 

payments to the Republic of Panama pursuant to paragraph 5 of Article 

III and paragraph 4(a) and (b) of Article XIII of the Panama Canal 

Treaty of 1977, and capital for plant replacement, expansion, and 

improvements. Tolls shall not be prescribed at rates calculated to 

produce revenues sufficient to cover payments to the Republic of 

Panama pursuant to paragraph 4(c) of Article XIII of the Panama Canal 

Treaty of 1977.” 

Under this statutory tolls formula, any unrecovered costs are to 

be recovered from subsequent revenues. The amount for recovery from 

subsequent revenues is transferred from Invested Capital to an account within 

the Other Assets classification. Unrecovered costs are charged back to 

Invested Capital to the extent subsequent annual revenues exceed annual costs. 

C. Property, plant and equipment. Property, plant and equipment are 

recorded at cost, or if acquired from another United States Government agency, 

at the value determined by the Director of the Office of Management and 

Budget. Administrative and other related general expenses are recovered 

currently and therefore not capitalized. The cost of minor items of property, 

plant and equipment is charged to expense as incurred. 
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Nnanchl Statements 

d. Advancea for capital. A portion of tolls in excess of 

depreciation recoveries may be programmed annually by the Board of Directors 

for plant replacement, expansion, or improvements. Such funds are considered 

capital advances from Canal were. Upon utilisation, these advances are 

amortized through an offset to depreciation expense in an amount calculated to 

approximate the depreciation on assets acquired with such advances. 

e. Depreciation. Property, plant and equipment are depreciated over 

their estimated service lives at rates computed using a straight-line method 

with additional annual depreciation, identified as composite, to provide for 

premature plant retirements. 

The recurring costs of dredging the waterway are charged to expense. 

Non-recurring dredging costs for subetantial improvements and betterments to 

the waterway are considered additions to plant and are capitalized and 

depreciated over their estimated service lives. 

f. Accounts receivable. Uncollectible accounts receivable of the 

Panama Canal Commission are recognized as a reduction in revenue when written 

off. Any subsequent collections of Commission accounts receivable previously 

written off are recorded ae revenue. 
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Nnancial Statements 

g. Inventories. Operating materials and supplies are stated at 

average cost, plus cost of transportation to the ultimate destination on the 

Isthmus of Panama. An allowance has been established to reflect the estimated 

cost of obsolete and excess stock. 

h. Retirement benefits. Employer payments to the contributory 

United States Civil Service Retirement System and to the Republic of Panama 

Social Security System are charged to expense. The Commission has no 

liability for future payments to employees under these systems. 

Non-United States citizen employees who retired from predecessor 

agencies prior to October 5, 1958, are not covered by the United States Civil 

Service Retirement System but do receive benefits under a separate annuity 

plan. Payments made under this annuity plan are recorded as a current year 

expense. The liability of the Commission for future annuity payments to these 

former employees or their eligible widows is reflected in the balance sheet as 

‘Retirement Benefits to Certain Former Employees of Predecessor Agencies” and 

an equal amount is recorded as a Deferred Charge. 

As required by the Act, the Panama Canal Commission is liable for 

the increase in the unfunded liability of the United States Civil Service 

Retirement Fund which is attributable to benefits payable from that fund to, 

or on behalf of, employees and their survivors under the early retirement 

provisions of the Act. The annual installment to liquidate the increased 

liability is determined by the Office of Personnel Management. 
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I. Reserve for lock overhaula. A reserve is provided through an 

annual charge to expense to cover the estimated cost of periodic lock 

overhauls. 

j. Reserve for casualty lessee. A reserve is provided through an 

annual charge to expense to cover the estimated cost of marine accidents and 

other casualty losses. 

k. Housing use rights. No monetary value is assigned to the rights 

granted to the United States Government by the Republic of Panama to use Canal 

Area housing transferred to the Republic of Panama under the terms of the 

Pananha Canal Treaty of 1977. The cost to manage, maintain and provide 

livability improvements to these quarters is charged to expense. Rental 

income is included in other revenues. 

2. Plant Valuation Allowances. 

At July 1, 1951, certain valuation allowances for property, plant and 

equipment transferred from the Panama Canal (agency) to the Panama Canal 

Company and the Canal Zone Government were established, to reduce to usable 

value the costs of the assets transferred. At October 1, 1979, such valuation 

allowances as were applicable to the assets transferred from the Panama Canal 
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Company and the Canal Zone Government to the Panama Canal Commnission were 

carried forward and are comprised of; (a) $5.5 million at September 30, 1984, 

and $5.6 million at September 30, 1983, to reduce to usable value the cost of 

property, plant and equipment transferred; (b) $50.9 million at September 30, 

1984, and 1983, to offset interest costs imputed for the original Canal 

construction period; and (c) $42.8 million at September 30, 1984, and 1983, to 

offset the cost of defense facilities and suspended construction projects, the 

latter being principally the partial construction of a third set of locks 

abandoned in the early part of World War II. 

Property, plant and equipment offset by valuation allowances, when 

fully or partially reactivated, are reinstated by a reduction in the valuation 

allowance and by an increase to the non-interest-nearing investment of the 

United States Government in proportion to the value to the Commission of the 

reactivated asset. 
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3. Depreciation au a Percentage of Average Cost of Plant. 

The provision for depreciation , expressed as a percentage of average 

cost of depreciable plant exclusive of valuation allowances, was 2.63% for 

fiscal year 1984 and 2.55% for fiscal year 1983.. 

4. Cash and Fund Balances. 

As of September 30, 1984, the cash and fund balances of $86,761,243 

are made up of $83,845,968 on deposit in the United States Treasury, 

81,209,019 on deposit in commercial banks , and $1,706,256 on hand. Of the 

total, 585,171,089 is comprised of current budgetary accounts which include 

appropriated funds for operations, capital and the emergency fund. 

As of September 30, 1983, the cash and fund balances of $85,314,410 

were made UQ Of $60,721,975 on deposit in the United States Treasury, 

81,647,360 on deposit in coannercial banks, and $2,945,075 on hand. Of the 

total, $83,740,100 wan comprised of current budgetary accounts which included 

appropriated funds for operations , capital and the emergency fund. 

The emergency fund represents the amount on deposit in the United 

States Treasury which is to be used ” . . . to defray emergency expenditures and 

to insure the continuous efficient and safe operation of the Panama Canal when 

funds appropriated for the operation and maintenance of the Canal prove 

insufficient for such purposes....* 
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The postal fund consists of outstanding money orders, postal savings 

and interest accrued thereon. This fund will remain available until 

liquidated. The trust fund primarily includes deposits made by customers for 

future tolls and other service payments. 

5. Panama Canal Commission Fund. 

The Panama Canal Commission Fund as established by the Panama Canal 

Act of 1979 (Public Law No. 96-70) is made up of receipts deposited in the 

United States Treasury less appropriation warrants issued during the fiscal 

year. The balance in this account, $171.2 million as of September 30, 1984, 

and 6146.3 million as of September 30, 1983, is available for future 

appropriations. 

Section 1302 of the Panama Canal Act of 1979 (Public Law No. 96-70) 

provides that all appropriations necessary to operate the Panama Canal shall 

be issued from the Panama Canal Commission Fund. The appropriations for 

fiscal year 1980 were issued to the Commission from the General Pund of the 

United States Treasury. The status of the amount still owed to the General 

Fund of the United States Treasury for fiscal year 1980 is as follows: 
b 
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Millions of Dollars 

Operating Appropriation $ 427.2 

Capital Appropriation 36.6 $ 463.8 

Repaid to General Fund (07/81) 

Repaid to General Fund (12/82) 

Amount owed General Fund of U.S. 
Treasury as of September 30, 1984 

(350.0) 

(28.2) (378.2) 

S 85.6 

6. Accounting Changes. 

a. Amortization of Advances for Capital (see Note Id) was implemented 

in fiscal year 1983 based on the following procedure: At the beginning of each 

fiscal year, an amount equivalent to any capital advance funds disbursed for 

plant replacement, expansion, or improvement during the previous fiscal year is 

reclassified and amortized over the average accounting life of assets acquired 

in the fiscal year in which the funds were expended. Beginning in fiscal year 

1984 a new method was adopted for amortizing disbursements based on the flow of 

costs from construction work in progress. Disbursements are amortized in 

proportion to depreciation costs arising from completed projects transferred 

from construction work in progress. 

b. The intent of the lock overhauls reserve policy is to normalize 

costs directly related to the periodic repair and maintenance of the locks.. 

l 
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Repair and maintenance costs of caissons, which are used exclusively for lock 

overhauls, have increased dramatically in recent years. To minimize signif icant 

fluctuations in results of operations, these costs are now charged to the 

reserve. In fiscal year 1983, $754,136 for repair and maintenance of caissons 

was charged to the reserve for lock overhauls. 

C. During fiscal year 1954 a reserve was established for floating 

equipment repair similar to the reserves now in existence for lock overhauls and 

marine accidents. A one-time charge to expense of $2.5 million was made to 

establish the reserve. The annual accrual will be reviewed and adjusted as 

appropriate. 

d. Effective with fiscal year 1984, there was a change in the method 

of applying the accounting policy for certain inventories. Inventories of 

manufactured materials and supplies and water system chemicals valued at $1.3 

million were written off by a charge to operations in fiscal year 1954. 

7. Other Receivables. 

Other receivables represent services provided in connection with ship 

accidents for which the vessel is considered to be responsible awaiting final 

settlement. This amount is also included in the computation of estimated 

liabilities established for ship accident claims. 

8. Unrecovered Costs Due from Subsequent Revenues. 

Pursuant to the provisions of section 1341(e) and section 1602(b) .of 

the Panama Canal Act of 1979 (Public Law No. 96-70) the net loss of $4.1 million 

b 
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from fiscal year 1963 operations was recovered from fiscal year 1984 operating 

revenue. 

9. Interest-Bearing Investment of the United States Government. 

The interest-bearing investment of the United States Government in the 

Panama Canal is determined based on section 1603(a) of the Panama Canal Act of 

1979. The interest-bearing investment of the United States Government at 

September 30, 1984, and September 30, 1983, was determined as follows: 

Investment at September 30, 1982 
Fiscal year 1983 transactioner 

Disbursements 
Receipts 
Repayment to United States Treasury 

of FY 1980 lapsed funds 
Net property transfers 

Net change 

Investment at September 30, 1983 108.9 

Fiscal year 1984 transactloner 
Disbursements 
Receipts 
Net property transfer8 

Net change 

$ 381.4 
(406.0) 

(0.3) 
(24.9) 

Investment at September 30, 1984 s 84.0 

Millions of Dollars 

s 09.8 

$ 446.0 
(398.5) 

(28.2) 

(0.2) 
19.1 

10. Ship Accident Claims. 

Liabilities arising from ship accident claims are divided into 

fund and non-fund categories. The fund category is made up of the following: 
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a. Accidents which occurred prior to October 1, 1979. 

b. Accidents which occurred within the locks after September 30, 1979. 

C. Accidents which occurred outside the locks after September 30, 

1979, for which the claim or estimated liability is $120,000 or less per ship 

per accident. 

Settlement of liabilities for ship accidents which occurred outside the 

locks where the claim exceeds $120,000 requires specific Congressional 

approval. Until Congressional action is completed, liabilities for these 

accidents are booked as non-fund. 

11. Payments to the Government of Panama. 

Based on Article III and Article XIII of the Treaty, the Government of 

Panama has received payment for public services, fixed annuity and thirty cents 

per Panama Canal net ton. In addition to these payments, an amount of $2.7 

million is payable to the Government of Panama in accordance with paragraph 4(c) 

of Article XIII, which states that an annual amount of up to $10 million will be 

paid out of operating revenues to the extent that such revenues exceed 

expenditures of the Commission. This amount is subject to the limitations set 

forth in section 1341(e) of the Panama Canal Act of 1979 (Public Law No. 96-70). 

12. Advances for Capital - Transit Booking System Fees. 

During fiscal year 1982, with approval of the Board of Directors, the 
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Commiasion tented a system whereby shippers, for a fee, could make an advance 

reservation for veesel transit. The system was activated in fiscal year 1983 

and generated funds of $1.2 million and $4.9 million in fiscal year 1984. Such 

fundaiare considered capital advancea from Canal users, By direction of the 

Board of Directors, theme fees are set aside for capital improvements. 

13. Re6erve for Casualty Dosses. 

The reserve for casualty losses at September 30, 1984, of $12.4 million 

includes 111.8 million for marine accidents and SO.6 million for other casualty 

losw8. The monthly accrual for the reserve for marine accidents in fiscal year 

1984 was $0.3 million per month for a total of $4.0 million. 

The reserve for casualty losses at September 30, 1983, of $12.8 million 

included $12.5 million for marine accidents and $0.3 million for other casualty 

losses. As a result of a management analysis of accident frequency and 

aeverity, the regular monthly accrual of $0.6 million was adjusted downward to 

recognize in the reserve account balance the decreased loss trend for larger 

vssaels and the reduced potential loss exposure resulting from the significant 

drop in overall transit levels. Accordingly, the reserve for marine accidents 

warn adjusted during fiscal year 1983 to maintain a balance of $12.5 million in 

the account. 
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14. Contingent Liabilities and Commitments. 

In addition to recorded liabilities, the estimated maximum 

contingent liability which could result from pending claims and lawsuits was 

$3.4 million at September 30, 1984, and $9.8 million at September 30, 1983. In 

the opinion of management and Commission counsel, these pending claims and 

lawsuits will be resolved with no material adverse effect on the financial 

condition of the agency. 

Commitments under uncompleted construction contracts and unfilled 

purchase orders amounted to $29.7 million at September 30, 1984, and $30.8 

million at September 30, 1983. Of this amount $0.1 million in unfilled purchase 

orders were prepaid an of September 30, 1984, and $0.2 million at September 30, 

1983. In addition, the Panama Canal Ccnnmiasion is liable for an indeterminable 

amount with respect to death and disability payments under the Federal 

Employees’ Compensation Act. 

Cash and negotiable securities of a kind acceptable by the United 

States Government in the amount of $6.3 million were held by United States 

depositories designated by the Panama Canal Commission at September 30, 1984, 

and $6.5 million at September 30, 1983, to guarantee payment by third parties of 

their obligations, 

The Panama Canal Treaty of 1977, Article XIII, paragraph 4(c), provides 

that an annual amount of up to $10 million per year be paid to the Government of 
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Panama out of operating revenues to the extent that such revenues exceed 

expenditures. Payment to the Government of Panama ie subject to the limitations 

set forth in section 1341(e) of the Panama Canal Act of 1979 (Public Law No. 

96-70). In the event operating revenues in any year do not produce a surplus 

sufficient to cover this payment, the unpaid balance shall be paid from 

operating surpluses in future years up to the amount available from these 

surpluses. An of September 30, 1984, the balance contingently payable to the 

Government of Panama amounts to $44.2 million. As of September 30, 1983, the 

balance contingently payable to the Government of Panama amounted to $36.9 

million. 

15. Treaty Inpact. 

On September 7, 1977, the United States of America and the Republic 

of Panama signed the Panama Canal Treaty of 1977. The Treaty provided for the 

establishment of the Panama Canal Commission on October 1, 1979, to assume 

certain operational responsibilities for the Canal until December 31, 1999. 

When the Treaty terminates on December 31, 1999, the Republic of Panama shall 

anaume total responsibility for the management , operation, and maintenance of 

the Panama Canal, which shall be turned over in operating condition and free of 

liens and debts, except as the two Parties may otherwise agree. The effects of 

these long-range requirewnte are not considered in the financial statements. 
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Unaudited 

SCHEDULE OF TREXE-REXNED coslli 

Department of Defense (DOD) Costs (Savings) 
Through Fiscal Year 1984 

Agency 

U.S. Army 

Prior to 
FY 19e3a Fy 1983 FY 1984 Total 

Base Operations $38,655,634 $13,605,219 $17,774,017 $70,034,870 
Cmnunicat ions 6,154,073 2,420,993 3,202,749 11,777,815 
CUlKliSSary 4,407,964 955,907 822,185 6,186,056 
Transportat ion 2,087,946 394,598 405,271 2,587,815 
Technical Rssistance 202,600 31,940 49,858 284,398 
Health Services 30,378,232 9,335,025 9,484,499 49,197,756 
Disposal of Remains 619,437 214,348 224,418 1,058,203 
Criminal Investigations 121,257 57,392 63,242 241,891 
nropic Test Center 35,408 0 0 35,408 
Procurgnent of EQuipnent 3,046,789 0 0 3,046,789 
Military Construction 35,793,530 0 592,303 36,385,833 
Military Pay 23,257,213 9,155,ooo 8,606,000 41,018,213 
Forts 165,868 0” 219,79: 165,868 
Family Housing Operations 0 219,792 

3btal Army 144,925,951 36,170,422 41,444,334 222,540,707 

U.S. Air FOrCe 9,175,131 5,057,411 4,880,762 19,113,304 

U.S. Navy 359,976 (115,493) (123,776) 120,707 

DOD Dependents’ 
!3choolsb 4,824,OOO (155,000) (932,000) 3,737,ooo 

Defense Mapping 
Plgency/IAGS 1,158,764 note c note c 1,158,764 

93tal wr) $160,443,822 S40,957,340 $45,269,320 $246,670,482 

aIncludes prior-year adjustments. 

bligatians incurred rather than actual expenditures. 

Chbt r+rted. 

b 
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EDWULJ3 OF TREAW-RELATED COSTS 

Non-DOD Costs (Savings) Through Fiscal Year 1984 

Prior FY Fy 1983 FY 1984 Total 
Agency costs* msts costs msts 

State Department $(3,218,925) $(1,782,935) $(1,794,870) $ (6,796,730) 

Federal Aviation 
Administration (7,025,200) (4,034,800) (4,148,583) (15,208,583) 

American Battle 
Monunents 
ckxmnission 943,757 513,763 259,633 1,717,153 

~ Panama canal 
Cmnission 300,000 0 0 300,000 

General Accounting 
Office 548,399 152,961 97,122 798,482 

snithsonian 
Tropical 
R!?search 
Institute 736,463 342,590 386,708 1,465,761 

Corgas Memorial 
Laboratory (16,380) (5,829) (7,283) (29,492) 

Canal Area Court 
System 

U.S. Attorney (97,500) (101,400) (109,147) (308,047) 
U.S. Marshall (129,081) (43,740) 45,490) (218,311) 
Clerk of Court (346,624) (465,590) (508,816) (1,321,030) 

Bureau of pri8ons 197,021 187,000 109,293 493,314 

Fbreign Broadcast 
Information 
service 12,233 6,158 26,356 44,747 

National Oceanic 
and Atmospheric 
Administration 1,819 442 442 2,703 

Tbtal Non-DOD $(8,094,018) $(5,231,380) $(5,734,635) $(19,060,033) 
L 

aIncludes prior-year adjustments. 

Unaudited 

Page 46 GAO/AFMD-%s16 Panama Canal Commission 



Appendix IV 
Schedules of Treaty-Related Costs 

Unaudited 

SCHEDWSOFTREATY-RELATEDcospS 

Aapisition Cost 

Prior Fy 1983 FY 1984 mtal 

!?E!cY transfers transfers transfers transfers 

Canal ZoneGovemmentand $168,317,629 S 0 s 0 $168,317,629 
PanamaCanal Wnpany 

Panama Canal Ccmission 9,068,251 442,995 347,789 9,859,035 

lbtal $177,385,88(-I $442,995 $347,789 S178,176,664 

Net Book Value 

Prior FY 1983 FY 1984 Tbtal 

Agency transfers transfers transfers transfers 

Canal ZoneGovernmentand $84,886,222 S 0 s 0 $84,886,222 
PanamaCanalCmpany 

Patwna Canal mllnission 3,787,991 141,303 116,359 4,045,653 

lbtal $88,674,213 $141,303 $116,359 $88,931,875 
-- 
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Unsudlted 

ScHElxJLE OF TREATY-RELATED CIOSTS 

Praperty Transferred by the Department of Defense 
and the Federal Aviation Administration 

to the Republic of Panma Since Octcber 1, 1979 

Ikqmrtment of Defense 
U.S. Army 
U.S. Navy 
U.S. Air Fbrce 

mtal DOD 

Federal Aviation 
Administration 

lbtal 

Acquisition Cost 

Prior FY 1983 FY 1984 lbtal 
transfers transfers transfers transfers 

$32,083,058 $ 62,358 $ 0 $32,145,416 
4,698,687 0 232,082 4,930,769 

275,874 0 275,874 

37,057,619 62,358 232,082 37,352,059 

1,366,388 95,571 1,553,830 3,015,789 

$38,424,007 $ 157,929 $1,785,912 $40,367,848 
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Unaudited 

PANAMA CANAL COMMISSION 
Schedule of Property, Plant and Equipment 

September 30, 1984 and 1983 

Titles and treaty rights ................... 

Interest during construction ............... 

canal excavation, fills and embankments .... 

Canal structures and equipment ............. 

Supporting and general facilities .......... 

Minor items of plant and equipment ......... 

Facilities held for future use ............. 

Plant additions in progress ................ 

Suspended construction projects ............ 

TOTAL ...................................... 

Page 48 GAO/-16 Panama Canal Co~lon 

: 



AppendLv v 
. Schedule of Property, Plant, and Equipment 

September 30,lWM and 1988 

1984 1983 
Depreciation Depreciation 

cost 

$ 14,728,889 

50,892,311 

347,536,452 

227,!921,383 

163,:216,450 

10,'339,272 

2,915,933 

30,855,313 

40,145,798 

$888,;551,801 

and valuation 
allowances 

$ 4,142,501 

50,892,311 

97,504,007 

111,597,988 

102,770,199 

10,339,272 

2,760,398 

40,145,798 

$420,152,474 

cost 

$ 14,728,889 

50,892,311 

347,536,452 

223,188,786 

159,531,771 

10,081,037 

3,166,947 

20,546,230 

40,145,798 

$869,818,221 

and valuation 
allowances 

$ 3,774,278 

50,892,311 

88,974,673 

107,678,797 

98,621,330 

10,081,037 ' 

2,508,355 

40,145,798 

$402,676,579 
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bi??bpinion on Interest Issue B214242-O.M., I 
DaM December 26,1984 

UMTBD STATCI) QOVERNhfENT 

Mimorandum 
CmERAL A-G OFFICE 

Dtcunbm 26, 1984 

To : Director, NSIAD - Frank C, Conahan 

PROM : General Counsel - 

stmJxcT: Return on U.S. Investment in Panama Canal- 
B-214242-O.M. 

This responds to a request from the Development 
Assistance group of your division and the Latin America 
Office for our opinion on two questions concerning how 
interest should be computed and paid on the United States 
investment in the Panama Canal.;/ Our findings have been 
discussed informally with your staff, and the issues were 
discussed in testimony by Associate Director Samuel w. 
BOwlin (‘GAO Views Concerning Return on U.S. Investment in 
the Panama Canal”) presented on May 16, 1984, before the 
Subcommittee on Panama Canal/Outer Continental Shelf, House 
Committee on Herchant Marine and Fisheries. Since the 
issues are likely to be recurring ones in view of the Panama 
Canal Commission’s apparent disagreement with GAO’s posi- 
tion, the purpose of this memorandum is to set forth in more 
detail the basis of and support for our conclusions. 

As will be discussed in more detail below in answer to 
the specific questions presented, the Panama Canal Treaty 
and the Panama Canal Act of 1979 both contemplated that an 
amount representing interest on the investment of the United 
States should be included in tolls charged by the Panama 
Canal Commission. The Treaty and the Act also contemplate 
that such interest would inure to the benefit of the United 
States taxpayer by being deposited into the Treasury. 
However, on the basis of a literal reading of the Act, the 

9 The original request (dated January 20, 1984) raised 
several additional questions as well. However, in 
subsequent discussions between our respective staffs it 
was agreed that our response would be limited to the two 
questions addressed in this memorandum. 
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Panan Canal Couiaaion has retained interest payment8 in 
the Pana8a Canal COlauai8siOn Fund in the Treasury instead of 
depositing thar in the general fund of the Treasury. 
Retention in the Panama Canal Commission Qund rerulta in the 
interest payment8 not accruing to the benefit of the U.S. 
taxpayers but being used instead to gradually repay the 
amount previou8ly invested in the Canal by the united 
statta. 

The Commis8ion's treatment of interest on the United 
States inverrtmtnt has reeulted in qualified GAO opinion8 on 
Commission financial 8t8ttmtnta and reports to the Congres8 
suggtmting clarification of the Panama Canal Act. Although 
legislative clarification would be dtairabh, thi8 memoran- 
dum explains how the Commission can comply with the evident 
congressional intent under the existing law. 

The specific questions and our answers are set forth 
below. 

putstion 1: If interest collections (along with other 
receipts) art to be deposited to the Panama Canal Commission 
Qund, is the PCC required to subsequently pay/transfer the 
interest collections to miscellaneous receipts of the 
Treasury? If so, when? 

Answer: The Panama Canal Act of 1979 (Act) requires the 
Panama Canal Commission to deposit its toll collections 
into the Panama Canal Commission Fund (Fund). Toll rate8 
include interest on the United States investment in the 
Canal. Although not expressly stated in the Act, Congress 
intended that the Commission transfer the interest receipts 
from the Qund into the general fund of the Treasury as 
miacellantous rtctiptr. 

By way of background, it should be understood that 
technically, the Panama Canal Commission Fund exists a8 an 
account in the United States Treasury. 22 U.S.C. 
S 3712(a). Although in the Treasury, the Qund constitute8 a 
distinct pool of funds which art u8ed exclusively to pay the 
Commiaaion'a expanses. Section 1602 of the Act provides, in 
effect, that all of the coats of maintaining and operating 
the Canal are to be covered by the tolls the Commission 
colltcta. 22 U.S.C. S 3792(b). The Congress established 
the Fund as part of a statutory scheme designed to insure 
that the Canal’s operations would be self-euetaining. 

To facilitate the Canal's operation on a self- 
8uEtaining baai8, the Fund operates as a revolving fund. At 
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the aan tills, the Congress controls Commission expendi,tures 
from the Fund through the appropriations process. The Act 
rtquirtt the Commission to deposit all tolls collected into 
the Fund. 22 u.9.C. S 3712(b). The Congress must appro- 
priate the amounts collected as tolls “out of the fund” 
before the Commission may expend them. 22 U.S.C. 
S 3712(c)(l). Consistent with the self-sustaining concept, 
the Act limits the amounts of Commission appropriations 
which may be derived from the Fund for a fiscal year to the 
amount of revenues deposited into it during that fiscal year 
plus the amount of unexpended deposits from prior years. 
22 U.S.C. S 3712(c). 

Thus, although situated in the Treasury, the Fund 
represents monies which are separate and apart from those 
normally appropriated by the Congress to fund the Govern- 
ment’s activities--the general fund. Accordingly, what is 
under discussion here is the Commission’s authority to 
deposit interest collections into the Fund and whether it is 
required to transfer them from the Qund into the general 
fund as miscellaneous receipts. 

Two Act provisions, read together, clearly indicate 
that the Commission is required to deposit interest collec- 
tions into the Fund. As noted, section 1802(b) of the Act, 
22 U.S.C. S 3792(b), provides that the Commission is to 
prescribe tolls for use of the Canal at rates calculated to 
product revenues to cover as nearly as practicable all costs 
of maintaining and operating the Canal, including interest 
on the United States investment. Section 1302(b), 
22 U.S.C. 9 3712(b), specifies that tolls for the use of the 
Panama Canal .shall be deposited in the Treasury in the 
Panama Canal Commission Fund. ” Thus, under the Act, the 
Commission receives as part of its toll collections an 
amount sufficient to cover the interest on the United States 
investment, and it is required to deposit that amount into 
the Panama Canal Commission Fund along with the rest of its 
to11 colltctions. 

The Act dots not state what the Commission should do 
with rdsptct to interest collections after they are 
deposited into the Fund. However, the legislative history 
indicatta that they should be transferred from the Fund into 
miSCtllSntOUS receipts, because the Congress intended that 
interest COlleCtiOnS should inure to the benefit of the 
U.S. taxpayer. 

Before the Panama canal Treaty was executed in 1977, 
the Panama Canal Company, which operated the Canal, was 
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required to pay interest on the U.S. investment into the 
Trtaaury . C.Z. Code tit. 2, S 62(e) (1962,. When the 
Senate ratified the Treaty, it did so with the express 
rtaervation that: 

“After the date of entry into force of 
the Treaty, the Panama Canal Commission 
shall, unless otherwrse provided by legisla- 
tion enacted by the Congress of the United 
States of America, be obligated to reimburse 
the Treasury of the United States of America, 
as nearly as possible, for the interest cost 
of the funds or other assets directly in- 
VtSttd in the Commission by the Government of 
the United States of America and for the 
interest cost of the funds for other assets 
directly invested in the predecessor Panama 
Canal Company by the Government of the United 
States of America and not reimbursed before 
the date of entry into force of the 
Treaty. l * l n Panama Canal Treaty, 
Septtmbtr 7, 1977, United States-Panama, 
annex, TIAS 10030. 

AfttC the Senate ratified the Treaty, it became nects- 
sary for the Congress to enact legislation implementing it. 
The implementation bill introduced on behalf of the Adminis- 
tration, H.R. 1716, contained a provision which would have 
eliminated the right of the United States to receive inter- 
est on its investment in the Canal. H.R. 1716, 96th Cong., 
1st Seas. S 202 (1979). The administration recommended 
elimination of the interest obligation because it believed 
that this would help keep the Commission self-sustaining and 
would avoid an uneconomic increase in tolls. H.R. Doe. No. 
39, 96th Cong., 1st Sess. 75 (1979). The Congress con- 
sidered the administration’s proposal but did not adopt it. 

The Act’s provisions governing the inclusion of inter- 
est in the toll base and the calculation of interest come 
from the House bill, H.R. 111. The bill’s primary sponsor, 
Reprtsentative Murphy, was the Chairman of the House of 
Representatives subcommittee with oversight responsibilities 
over the Canal, the Subcommittee on the Panama Canal and 
Outer Continental Shelf, Committee on Merchant Marine and 
Fisheries. In explaining his bill’s interest provisions 
during the floor debates, Chairman Murphy stated: 
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"The question has been raised in the 
course of dclibtrations on H.R. 111 as to 
whether interest on the investment Of tht 
United States in the canal OCgSnixAtiOn is a 
proper clement in the tolls formula. The 
discontinuance of this element in the tolls 
formula, as provided in the administration 
draft of ltgislation, would have deprived the 
TCtSSuCy of some $400 million over the next 
20 years. Testimony received by the com- 
mittee in the hearings on the bill ovtr- 
whtlmingly supports the view that inter&St is 
a normal cost of operation that should be - 
recovered from user charges. Furthermore 
collection of interest by the United States 
constitutes one of the very few benefits that 
can be provided to U.S. taxpayers under a 
treaty arrangement that is oriented primarily 
to satisfaction of the financial goals of 
Panama. 

"Interest on the cost of capital in the 
canal tnttrprise hak been considtrtd a cost 
not just since the formation of the present 
corporate organization that operates the 
canal but rather since the time the canal was 
completed and opened to traffic. According 
to documentation introduced into the record 
of the hearings on H.R. 111, before 1950 
canal tolls were calculated to cover a return 
of interest at 3 percent per annum upon the 
investment of the United States in the canal 
tnttrprist as a whole. Provision for payment 
of interest by canal users recognized that 
the Panama Canal was more than a public works 
project for the benefit of the United States 
but that the benefits were also enjoyed by 
the interoceanic commerce of the entire 
world." 125 Cong. Rec. 11953 (1979). 

Coararantr by other members of the House of Rtpresenta- 
tivea during debate on H.R. 111 further indicate that the 
House did not intend to follow the Administration's pro- 
posal, but rather intended to legislate the payment of 
interest on the U.S. investment into the U.S. Treasury fOC 
the benefit of the taxpayer. For example, in the course of 
remarking upon the extent to which the Treaty and the bill 
would place a financial burden on the taxpayer, Represtnta- 
tivt Danntmtytr stated: 
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“* l l H.R. 111 improves upon the President’s 

original proposal to the extent that the 
United State8 would still collect the $20 to 
$25 million a year interest it has been 
collecting on its canal investment * l l .* 
125 Cong. Rec. 15760 (19791. 

Similarly, Representative Levitaa remarked: 

“It is interesting to note several 
thing8 at this point. One, the Panama Canal 
Commission ha8 been completely self- 
eufficicnt financially since it began in 
1951, Although it is authorized to seek 
appropriation8 to cover both losses and 
capital need8 and to borrow up to $40 
million, it has never done so. Also, during 
it8 28 years of existence, the Commission has 
paid back to the U.S. Treasury $40 million in 
dividends a8 a return on the Government’s 
investment in the canal. 

“As a matter of fact, under this legisla- 
tion, the United States will continue to 
receive interest payment8 on our investment8 
in Panama into the Treasury for the next 20 
years so that, at the end of that period, we 
will have made a profit of $382 million on 
all our nonmilitary outlays in Panama.” 
125 Cong. Rec. 16015 (1979). 

Representative Bowen stated during debate on the bill: 

“I would like to point out to some of 
you, those of you who have read the ads that 
have circulated around the Nation--you know, 
the gold brick ads, the ones that talk about 
$4 billion, $20 billion, all the different 
amounts of money that somehow are alleged to 
be a part of the cost of this operation--to 
remind you that if we pass the legislation we 
will still receive interest on our invest- 
ments in Panama. 

“Currently they are running at about S20 
million a year. At that rate by the end of 
the century we will have received a profit of 
some $262 million on all our nonmilitary 
outlay8 in Panama since 1903, and I call that 
a good deal. 
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I 

* * l l l 

“If we pass this legislation, we get 
continued payments of interest to us, 
interest payments which, a8 I saYI by the 
turn of the century will make WI a sub- 
stantial profit on all of our investment8 
down there. Just count all the investments. 
Count the $387 million we paid to construct 
the canal, count the $40 million we paid to 
Prance for the concession, count the first 
$10 million we paid to Panama for the right 
to use the canal. Count every piece of 
property we bought down there, every stick 
and stone we spent a dime on, count every bit 
of it, and then count the revenue8 that have 
come into our Treasury. Count the profits 
that came in up until 1950 when we put pro- 
fits directly into the Treasury. Count the 
interest payments after that time that have 
come and otill will come in, and when you add 
them up, by the end of this century your 
taxpayer8 and mine, the citizens of this 
country will be making a profit of somewhere 
between $200 million and $300 million on the 
canal enterprise.” 125 Cong. Rec. 17563 
(19791. 

These excerpts from the House debate indicate clearly 
that the intention of the House of Representatives was that 
interest on the U.S. investment be paid into the Treasury 
for the benefit of the United States. 

The language of the interest provisions in the Senate 
bill was somewhat different. Nevertheless it clearly in- 
dicated that the Senate’s intent with respect to the treat- 
ment of interest on the U.S. investment was the same as that 
of the House of Representatives. The Senate bill would have 
amended 2 CZC S 62(e), the provision cited above which re- 
quired the Panama Canal Company to pay interest into the 
Tteasury, so as to make the payment requirement applicable 
to the Commission. It provided as follows: 

“(a) Subsection (cl of section 62 of 
title 2 of the Panama Canal Code is amended 
to read as follows: 

“(cl In order to reimburse the 
Treasury, as nearly as possible, for the 
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interest cost of the funds or other 
asaets directly inVWted in it, the Com- 
mission shall pay interest to the Ttea- 
sury on the net direct investment of the 
Government in it as defined by subsec- 
tions (a), (cl, and (d) of this section, 
and shown by the receipt described 
therein at a rate determined by the 
Secretary of the Treasury.* H.R. 111, 
96th Cong., 1st Sess., S 202, 125 Cong. 
Rec. 20759 (1979). 

The conference committee adopted the House provisions, 
which were less explicit on the issue of 
by tha Commission. In commenting on the Ei%aFfokni~re8t 
interast’ provision, which is now 22 U.S.C. S 3793, the 
conference report stated: 

“Interest Rate--(Section 16031 

“Section 202 of the Senate amendment 
provided that the rate of interest to be paid 
by the .Panama Canal Commission to the Trea- 
sury on the net direct interest-bearing in- 
vestment of the united States in the canal 
enterprise should be determined by the 
Secretary of the Treasury. Section 413(d) of 
the House bill repeated the requirement that 
interest be paid, but stipulated that it 
should be calculated at the ‘average market 
yield’ rate. 

“The conferees adopted the HOuSe provi- 
sion on interest but with the Senate language 
allowing the Secretary of the Treasury to 
determine the rate. It is the intention of 
the conferees that the Commission should 
continue to pay interest at the ‘coupon’ 
rate, the rate paid by the Panama Canal Com- 
pany before October 1, 1979.” H.R. Rep. 
No. 473, 96th Cong., 1st Sess. 62, te rinted 
in 1979 U.S. Code Cong. 6 Ad. news i+- 
TT45. 

Thus, the conference report suggests that the conferees 
accepted what both HOUSeS had intended--that the Commission 
pay interest collection8 into the Treasury for the benefit 
of the United States. 

In order to carry out Congress’ intent that interest on 
the U.S. investment in the Panama Canal accrue for the 
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, 

benefit of the United Statas TKeaSUKy, the Commission should 
tranrfer interest collections fKOm the Panama Canal Fund 
into the appropriate miscellaneous receipts account of the 
Treasury. Although the Panama Canal Fund is technically “in 
the Treasury, a when intereet collections stay in the Fund 
they do not benefit the TKeaSUKy in the sense Congress 
intended. The legislative history discussed above shows 
that the Congress included interest on the U.S. investment 
in the Canal toll base so that the Treasury would receive a 
return on funds appropriated from it for investment in the 
Canal which would ultimately benefit the taxpayers, 

As we discussed earlier, the financial iystem estab- 
lished for the Commission is designed to make its operations 
self-Sustaining. The Canal users provide the funds for the 
Commission’s expenses through their toll payments. The 
tolls collected from the Canal users are deposited into the 
Fund and then appropriated out of the Fund to pay the Com- 
mission’s expenses. Thus, monies in the Fund are used only 
to pay the Commission’s operating expenses--something which 
was not intended to be the responsibility of the Treasury or 
the texpayers. 

If interest collections are not transferred from the 
Fund to miscellaneous receipts, they could be appropriated 
along with other collections only for the purpose of paying 
the Commission’s expenses. Using interest collections for 
that purpose does not benefit the Treasury or alleviate the 
burden of the taxpayer since the Canal users, and not the 
taxpayer, are Supposed to bear the expenses of the Commis- 
sion’s operations. If the interest collections are not 
appropriated but remain in the Fund, they similarly do not 
benefit the taxpayer. It is only when the funds are 
transferred into miscellaneous receipts so that they can 
then be reappropriated for some other purpose that they 
really inure to the benefit of the taxpayer in the sense 
that Congress intended. Accordingly, we conclude that the 
Commission should transfer interest collections in the 
Panama Canal Fund to miscellaneous receipts. 

NO amendment to the Panama Canal Act is necessary in 
order for the Commission to make the interest collection 
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tranrfeKr.~/ In our view, the provisions of the Act 
dircumed above provide Sufficient authority. Generally, 
the Commission receives an annual lump-sum appropriation 
derived from the Panama Canal Fund for its expenses. Since 
a lump sum appropriation is available for any authorized 
purpose of the agency receiving it, the Commission could, 
based on the authority of the cited Panama Canal Act pro- 
visions, transfer int8KeSt collections in the Fund into 
miscellaneous receipts pursuant to its annual appropriation. 

TO remove any doubt in this area, the Commission could 
SpeCifiCally tXqU8St that the COngKeSS provf-de for interest 
transfers when it annually considers the Commission’s au- 

thorization and appropriations bills. This would be in 
accord with the suggestion made in Mr. Rowlin’s May 16 
testimony referred t0 earlier. Alternatively, an amendment 
to the Panama Canal Act would seem desirable in view of the 
long-standing disagreement between our Office and the Com- 
mission on the transfer question. 

With regard to your question as to when the Commission 
should make such transfers, we do not believe that there is 
any legally mandated time period in which interest collec- 
tions must be transferred from the Fund into miscellaneous 
receipts. However, in light of the congressional intent 
that such collections inure to the benefit of the taxpayer, 
we believe transfers should be made as soon as is reasonably 
practical for the Commission to do so. This would also be 
consistent with the intent of 31 U.S.C. S 3302(b) (1982). 

Y: 
If interest collections are not required to be 

trans erred from the Fund to miscellaneous receipts, is it 
reasonable to interpret (as the Commission has done) that 
the interest-bearing investment base--on which future 
interest is computed --should be decreased for interest 

z/ Page 12 of GAO’s report “Examination of the Panama 
Canal Commission’s Fiscal Year 1980 Financial Statements 
and Treaty-Related Issues” (ID-81-49, June 29, 1981) 
states that an amendment to the Panama Canal Act would 
be necessary in order for the Commission to transfer 
interest KecoveKed through tolls into miscellaneous 
receipts. After further considering this question in 
preparing this memorandum, we are now of the opinion 
that legislation is not necessary from the strictly 
legal perspective, although it may be desirable in 
practical terms because of the Commission’s disagreement 
with our conclusion. 
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collection8 deposited to, but not paid out of, the Panama 
Canal Commission Fund? Are Other interpretations more 
reasonable? 

Answer: We concluded in answering Question 1 that interest 
mtions should be transferred from the Fund into mis- 
cellaneous receipts. Nevertheless, whether OK not the Com- 
mission effects the transfer, its interpretation that the 
computation base on the U.S. investment should be decreased 
for interest collections deposited into the Fund is consis- 
tent with the Act's language. As explained below, the Com- 
mission's interpretation appears to be unreasonable because 
it is erroneously failing to transfer interest collections 
as the Act contemplates. If the Commission made the trans- 
fers, then decreasing the investment base not only techni- 
cally follows the ACt'S provisions but is logical as well. 

Section 1603 of the Act, 22 U.S.C. S 3793, prescribes 
how the Commission is to determine the investment base. It 
provides in part: 

"(a) FOK purposes of sections 3721 and 
3792 of this title, interest shall be com- 
puted, at a rate determined by the Secretary 
of the Treasury, on the investment of the 
United States in the Panama Canal as shown in 
the accounts of the Panama Canal Company at 
the close of business on the day preceding 
OCtObeK 1, 1979, and as adjusted in accor- 
dance with subsections (b) and (c) of this 
section. Capital investment for interest 
purposes shall not include any interest 
during constKuction. 

nIncreases and decreases in investment of 
United States 

“(b) The investment of the United States 
dercribed ‘In subsection (a) of this section-- 

"(1) shall be increased by-- 

“(A) the amount of expendi- 
tures from appropriations to the 
Commission made on OK after Octo- 
b8K 1, 1979, and 

“(B) the value of property 
transferred to the Commission by 
any other department OK agency of 
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the United States, as determined in 
aCCOKdanCe with subsection (c) of 
this section; and 

"(2) shall be decreased by-- 

“(A) the amount of the funds 
COV8Ked into the Treasury pursuant 
to section 3712 of this title. 

“(B) the Value Of pKOp8Kty 
tranferred to the Republic of 
Panama pUKSUSnt t0 this chapter or 
any other Act on OK after 
October 1, 1979, and 

“(Cl the value of property 
transferred by the Commission to 
any Other department or agency of 
the United States.” (Emphasis 
added.) 

Section 3712 indicates that toll revenues, including 
interest collections, are to be considered “covered into the 
Treasury" for purposes of decreasing the: U.S. investment 
under section 3793(b)(2) when they are deposited into the 
Panama Canal Commission Fund. Section 3712(b) provides: 

“[Tlolls for the use of the Panama Canal 
and all other receipts of the Commission 
* * * shall be deposited in the Treasury in 
the Panama Canal Commission Fund.” (Emphasis 
added.) 

The inclusion of the phrase “in the Treasury” in conjunction 
with the reference to the Panama Canal Commission Fund in- 
dicates that for purposes of determining the U.S. investment 
base, Congress considered deposits into the Fund to be 
deposits into the Treasury. Accordingly, the Commission is 
technically correct when it decreases the U.S. interest- 
bearing investment base on its books for interest collec- 
tions deposited into but not transferred out of the Fund. 

The problem is that the Commission’s failure to 
transfer interest collections to miscellaneous receipts 
artificially lowers the U.S. investment base. This in turn 
causes the Commission’s interest collections which are 
calculated upon that base to be too low. As noted, 
22 U.S.C. S 3793(b)(2) provides that the investment base 
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should b docroasad for interest collections deposited into 
the Fund. Section 3793(b)(l)(A) provides that the invcst- 
ment base should be increased for expenditures from appro- 
priations (from the Fund). Since interest collections are 
deposited into the Fund the base is decreased, but since 
currently they are not expended from the Fund (into 
miscellaneous receipts, as we think Congress intended) there 
is no corresponding increase in the investment base. What 
KeSultS is a diSprOpOKtiOnate decrease annually in the 
interest base, which means that the Commission is not col- 
letting as much interest on the U.S. investment as it 
should. This problem could be corrected simply by the Com- 
mission’s transferring interest from the Fund into mis- 
cellaneous receipts, as discussed above. 
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‘dote. GAO comments 
;upplementlng those In the 
‘eport text appear at the 
?nd of this appendix. 

See comment 1. 

See comment 2. 

PANAMA CANAL COMMISSION 
OFFICE OF THE ADMINISTRATOR 

Mav 30, 1985 

Mr. Redbrick D. Wolf, Director 
Acccmtirq and Financial Manaqement Division 
U.S. General Accounttnq Office 
Wsshirrqton, D. C. 20548 

Dear Mr. Wolf: 

We have reviewed the GAD draft report entitled “Exsminstion of the Panam 
Canal Co~ission’s Financial Statements for the Years Eoded September 30, 1984 
and 1903.” The followim comments address GAO’s aualified opinion on the 
financial statenents and certain other aspects of the draft report. The 
(bmrlssion rests that these comments be included as an attachmnt to the 
final report. 

Interest on the United States Investment 

m paoes 1 and 2 of the draft report, GAO concludes that hecause the 
cBlrmission “. . . inproperly reduces the investment base on which interest is 
CWJUti,” the Conmission has understated interest expense about $15.2 
million. Additional discussion of the interest issue is included on psqes 8 
throuqh 13 of the draft. For reasons discussed below, the Comission 
disagrees with GM’s conclusions and recorrmndations. 

l?x (hmnission follows current law with respect to the treatment of interest 
and has since its inception in fiscal year 1980. Cbrrent law requires that 
interest t-e considered a cost of opxatina the waterway, that it be included 
in the toll .base, and that all Bmission receipts be deposited into the 
Fanme Canal Cbrission Fund. me Bmnission is in full conpliance with these 
requirements. ‘Ihis position is sustained by action in the House which, on two 
separate! occasions, has passed bills to amend the interest provisions of the 
Fanam canal tit of 1979. In both instances, the House amendments called for 
prospective, not retroactive adjustments, as proposed b 0. 

Accordirqly, no inproprieties exist with respect to the Codssion’s current 
treatment of the investment base or the calculation of interest expense. It 
is the Cbniseion’s position that there can be no change in the treatment of 
interest without a chame in lsqislation. Until such legislation is enacted, 
GM has no basis for expressim a qualified opinion on the financial 
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See comment 3. 

Mr. Frederick D. Wolf, Director 

statements because of the treatment of interest. Moreover, if leuislative 
chames are se&, the followim points should bs considered: 

Accumulated interest is recuired to be retained as fundino authority 
for ‘;le Comission over the renminitm period of United States nnnaaemnt of 
the Panarra Canal- Accordimlv, if the GAO ~ucceede in effectim the transfer 
of accunulated interest to the aeneral fund, the 0mnission will bs faced, in 
a very short while, with an untenable financial arranqemnt. 

b. Transfer of the accumulated interest to the aeneral fund would not 
result in any additional cash for the United States Treasury and, therefore, 
would not assist in the fundim of appropriations for other Government 
prooraw because Comnission receipts are treated in the sass sanner as all 
other funds paid into the Treasury, i.e., they are used to 5eet the finarcim 
reouirenents of the United States Government on a current bssis. 

c. Retroactive transfer of interest from the special fund to the qeneral 
fund of the Treasury should only he made with a correspondim chanqe in the 
source of Commission appropriations, i.e., from the Panama Canal, Conmission 
Fund to the aeneral fund of the United States Reasurv. In rejectim 
legislative chances to the source of Commission appropriations, it was clear 
that the Comress recounized the need for this Aqency to continue to have 
accumulated interest available as a source of fundim authority. 

d. It weld be unfair to Canal users for the United States Governrrent to 
retroactively cbame the law with respect to the treatment of interest and 
thereby inpose an unexpected increase in the cost burden on the shinnina 
industrY. The maiority of Canal business is related to msriti5e trade to or 
from the United States. 

In view of the pendim Comressional consideration of the interest issue, the 
actions recommended bv GM on paoes 12 and 13 of tbs draft are prerreture. 2he 
Cmrission requests that the recomendations be deleted from the final report 
and that the matter be left for resolution b the Comress. 

Floatim Ebuipmnt Repair Peserve 

‘Ihe CW draft report contends that the President of the United States, as the 
regulator in establishim Canal toll rates, did not approve this element of 
cost in the last proposal to increase toll rates; therefore, these costs 
should not have been included as an operatim expense in fiscal vear 1984. 

W’s contention that these costs were not included in the Cormnission’s last 
proposal to increase tolls is erroneous. Paraaram 41 of the Report on the 
Wmuacy of ‘1011 Pates, March 1982, which forsed the basis for the toll rate 
that went into effect on March 12, 1983, shows that the “overhaul of rrejor 
item6 of @mission floatim ecuiptrent” is specifically included as a factor 
in the costs to be covered bv the toll rates. Furthermore, the establishsent 
of the reserve for floatim eauipmsnt overhaul was based on the Commission’s 
Statement of Accountim Principles and Standards, which was approved b the 
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Mr. Frederick I). Wolf, Director 

Conptroller General on Septenber 14, 1982. It states that the ‘Tonrnisaion 
follows the rate-requlsted accountim practice of nornaliaim cyclical or 
unpredictable costs such as locks overhauls and marine accidents by creatim 
reserves by a charae to current operationsj . . . .” (underscorim supplied). 

hecause the costs of floatim equipment overhauls were already in the toll 
rates, the establishment of the reserve merely adiusted the timim of the 
reaxrnition of costs to retain the proper matchim of costs with the revenues 
praduced hj these rates. This action was an accountim chame made in 
accordance with the Connission’s approved Statelrent of Accountim Principles 
and Standards and properly disclosed in the notes to the fiscal year 1984 
financial statemnts. 

In view of the above, the Commission sees no basis for the CA0 exception and 

reuuests that it be deleted from the final report. Since the costs of 
overhauls of Rajor itens of floatinq eauipnent are already included in the 
toll rates, the Commission requests that the recommendation on this netter 
also be deleted from the Einal report. 

Profit Paymsnt to Panera 

GM restated its position that it could not validate the Corrmssion’s payment 
of the fiscal year 1982 net revenues to Panama pendim resolution of its 
exceptions reaardim how the interest on the United States investrrent was 
calculated and how the Cmdnis5ion applied its capitalization policy for 
certain naviaational maintenance projects. The Commission has previously 
provided GAO, CMB, and Comressional Gversiqht Conniittees with detail 
rationale for proceedim with that paymnt. Briefly, the Cofmnission’s 
position was that it would have heen inappropriate for the United States to 
unilaterally violate the terms of the Treaty by withholdim payment 
indefinitely based on some uncertainty the GAO perceive.3 in the interest law 
and a differim opinion on how the Conwission should have applied its 
capitalization policy. 

GN indicates that based on the effects of the interest and the floatim 
equipment repair reserve issues, the Comnission’s fiscal year 1984 net 
operatim revenues of $2.7 million will have to be adjusted. Mr the reasons 
previously discussed in this letter, the Conmission believes its position is 
correct on these two issues and disaorees that adiustrrent is necessary. 
Accordirqly, the Comission considers the net operatim revenue of $2.7 
million payable to Panarra its final operatim results for fiscal year 1984 and 
sees no basis for G&D’s recormnendation. 

Other Matters 

On paue 2, there are several places in which the word ‘inproper” has been used 

reqardim the Comnission’s treatment of the investment base and the 
calculation of interest expense. The Commission suaqests that the word 
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Mr. Frederick D. Wolf, Director 

“inproper” be deleted since it adds nothina to the report, but rather reflects 
G&J’s prejudicial attitude on this mtter. ~180, exception is taken to the 
implication of wronqdoinc on the part of the cbrnnission. 

Cm paqe 7, Appendix I, the corrective action shown for the chance in the 
orqanizaticnal level of the internal audit function is misstated. ‘Ihe results 
of internal audit work have always been reported to the Administrator. Ihe 
Corission swaests that wording similar to that contained in your prior 
report (GpI)/NsIAD-85-26, April 17, 1985) be used to show the chanae in 
orcanizaticnal aliqnnmnt. 

Cm pwe 10, the cuote of P.L. 96-70, Sec. 1603(a) is incorrect. Specifically, 
the Secretary of ths Treasury determines the interest rate--not the amount. 

lbank ycu for providim us the opportunity to comment on the draft report 
before its publication. Tbe Cmwnission appreciates your efforts to have the 
report wblished at the earliest possible date. 

Pdministrator 
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l PUIMU Cud Commhion Commentu Dated 

MyrWl= 

The following are GAO’S comments on the Panama Canal Commission 
letter dated May 30,1986. 

~AOComments 1. Now on pages 6 and 7. 

2. Now on pages 12 through 14. 

3. Now on page 14. 

4. Reference deleted. 

6. Now on page 11. 

6. Reference deleted. 
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