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Report To The Congress

OF THE UNITED STATES

Implementing The Panama Canal Treaty
Of 1977--Good Planning But Many Issues
Remain

So far, progress has been good in implemen-
ting provisions of the Panama Canal Treaty, as
illustrated by the smooth transfer to Panama
of various port and railroad activities, certain
health and sanitation services, and other func-
tions. The Panama Canal Commission and the
Department of Defense have made substantial
progress in enacting important personnel
changes required by the Treaty or its imple-
menting legislation.

Several unresolved issues and problems hinder
full implementation of the Treaty; however,
the parties involved are working toward solu-
tions to problems in the following areas.

--Termination of U.S. jurisdiction in the
former Canal Zone.

-Transfer to Panama of considerable
property, port and railroad facilities,
and certain public services.

--Defense’s assumption of certain func-
tions previously performed by the Pa-
nama Canal Company and Canal Zone
Government.
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Single copies of GAQO reports are available free of
charge. Requests (except by Members of Congress)
for additional quantities should be accompanied by pay-
ment of $1.00 per copy. (Do not send cash).

Requests for free single copies should be sent to:

U.S. General Accounting Office
Distribution Section, Room 1518
441 G Street, NW

Washington, DC 20548

Requests for multiple copies should be sent with checks
or money orders to.

U.S. General Accounting Office
Distribution Section

P.0. Box 1020

Washington, DC 20013

Checks or money orders should be made payable to
the U.S. General Accounting Office.

To _expedite placing your order, call (202} 275-6241.
When ordering by phone or mail, use the report number
and date in the lower right corner of the front cover.

GAO reports are now available on microfiche. If such
copies will meet your needs, be sure to specify that you
want microfiche copies.




COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20548

B-197827

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

This is our detailed report on Implementing the Panama
Canal Treaty of 1977. It discusses the issues and concerns
which we believe may require further attention and resolu-

It also updates information contained in our June 1979 staff
study and in congressional testimony by the Comptroller
General since late 1977 on organizational and financial issues
associated with this Treaty.

We are sending copies of this report to cognizant com-
mittees of Congress; the Director, Office of Management and
Budget; the Secretaries of State, Defense, Army, Treasury,
and Transportation; the Commander-in-Chief, U.S. Southern
Command; and the Administrator of the Panama Canal,Commission.
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of the United States
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COMPTROLLER GENERAL'S IMPLEMENTING THE PANAMA

REPORT TO THE CONGRESS CANAL TREATY OF 1977~-GOOD
PLANNING BUT MANY ISSUES
REMAIN

Since early 1978, U.S. Government officials
in Panama, former Canal Zone officials, and
representatives of Panama have been preparing
for the orderly and efficient implementation
of the Panama Canal Treaty. The principal
U.S. Government organizations responsible for
Treaty planning were the Panama Canal Company
and the Canal Zone Government (now the Panama
Canal Commigsion), the Department of Defense,
through the U.S. Southern Command; and the
U.S. Embassy. The principal Panama organiza-
tions were the Panama Canal Authority and the
National Guard.

To insure that the United States can fulfill
its responsibilities of managing, operating,
maintaining, and defending the Panama Canal,
the U.S. planning organizations kept foremost
in mind the importance of maintaining favor-
able working and living conditions for the
U.S. community--both military and civilian--
in the Panama Canal area. Two principles
have guided such planning efforts: (1) the
tactical capabilities of the military forces
to defend the Panama Canal will not be
degraded and (2) the present quality and
level of all current services and support to
U.S. citizens in the area will be sustained
to the maximum extent possible. (See ch. 2.)

Within this framework, the United States and
Panama have made good progress in implementing
the changes mandated by the Panama Canal
Treaty. The transfer to Panama of various
port and railroad activities, certain health
and sanitation services, vehicle registration
and licensing, and utility billing and rate
setting in certain locations outside Canal
operating areas proceeded smoothly and with
no apparent impact on Canal operations or on
the living conditions of the general public.
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In addition, commercial retail operations,
such as the Balboa theater, restaurant, and
bowling alley, were satisfactorily transfer-
red to Panama for operation by private inter-
ests. (See ch. 3.)

In the difficult and critical area of
employee provisions, the Commission and
Defense have made substantial progress in
implementing the important personnel changes
required by the Treaty or by the Panama Canal
Act of 1979, including

--implementation of a hiring preference
system for Panamanians;

~--development of policies and procedures
to increase Panamanian participation in
Canal operations;

--establishment of Defense civilian per-
sonnel policies to ensure 90 percent
proportionality in the Panamanian work-
force;

~~development of procedures to implement
other required changes; and

~-action on certain social security matters.

The Canal Zone Civilian Personnel Policy
Coordlnatlng Board approved a new Panama
Area Wage Base for employees hired after
October 1, 1979, which meets the require-
ments for minimum levels of pay and annual
increases set forth in the Panama Canal Act.
(See ch. 6.)

Nevertheless, basic unresolved issues and
problems in the following areas hinder full
implementation of the Treaty.

--Termination of U.S. jurisdiction in the
former Canal Zone.

--Transfer to Panama of considerable pro-

perty, port and railroad facilities, and
certain public services.
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--Department of Defense assumption of cer-
tain functions previously performed by
the Panama Canal Company and Canal Zone
Government.

These matters are discussed below.

TERMINATION OF
U.S. JURISDICTION

While good progress has been made in term-
inating U.S. territorial jurisdiction in
the former Canal Zone, a number of major
unresolved issues require further attention
and resolution in order to fully implement
the Treaty-specified changes, including

-—-assurance of procedural guarantees;
--impact of Panama laws on terms and
conditions for business and non-

profit activities;
--taxation of U.S. contractors;
--customs reporting; and

--land-use licensing matters.

The issues are complex. Mutually satis-
factory solutions are needed which in
most cases will require time, coopera-
tion, and dedicated effort to devise and
implement. (See ch. 3.)

TRANSFER OF PROPERTY
FACILITIES, AND PUBLIC SERVICES

While the transfer to Panama of property,
various port and railroad facilities, and
public services proceeded smoothly, basic
problems are hindering full Treaty imple-
mentation. These include Panama's problems
in determining a method of maintenance for
specific shipyard facilities and in devel-
oping procedures to verify the costs of
providing certain public services. Also,
the quality of these services has not been
assured.
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When the Treaty entered into force, the
Commission transferred $84.2 million in
assets to Panama at no cost and $34.9 mil-
lion to Defense. Also, Defense transferred
$27.5 million in property and facilities to
Panama. As a result of Defense's Treaty-
specified property transfers, certain mili-
tary installations and bases were relocated
at an estimated cost of $41.4 million in
military construction funds. The Federal
Aviation Administration (FAA) plans to trans-
fer property and facilities to Panama valued
at about $4.1 million over a 5-year period.

The Commission and FAA have favored Panama
in disposing of certain Federal property.
For example, the Commission sold Panama
certain Commission-owned refuse collection
equipment which could have been used by
Defense, and FAA favored transferring pro-
perty to Panama at no cost. (See ch. 4.)

DEFENSE'S ASSUMPTION OF FUNCTIONS

To a large extent, Defense has been succesful
in planning for and continuing the operations
assumed October 1, 1979, and in expanding its
own services as needed. However, several
unresolved issues could adversely affect the
cost and quality of postal or health services
or have an impact on who is eligible for
these services. The issues pertain to:

--U.S. and Panama disagreement over airport
terminal payments for mail delivery.

--Lack of a final agreement between Panama
and Defense on mail privileges for non-
profit activities.

--Lack of criteria and guidance on certain
health care billing matters.

-=-Lack of military exchange, commissary,

and housing privileges for Panamanian
health care professionals.
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Southern Command representatives and, in some
cases, U.S. Embassy officials are attempting
to resolve these matters. (See ch. 5.)

The Commission, U.S. Southern Command, U.S.
Embassy, and Panama recognize these unre-
solved issues and are working to correct
them. For example, Panamanian attorneys have
been hired to assist in analyzing Panama laws
in order to ensure the procedural guarantees
and Panama has reintroduced legislation that
may deal with the guarantees on an individual
basis. Resolutions are being pursued on the
use and maintenance of the shipyard facil-
ities. Panama has proposed a solution to the
disagreement over the delivery of mail that
appears acceptable to the United States. It
should be noted, however, that the recent
dissolution of the Panama Canal Authority has
held up further bilateral actions on these
issues.

Finally, GAO identified the following situa-
tions which should be considered by the Fed-
eral agencies and by others as Treaty
implementation proceeds. Whether the:

--System of preference will result in a real
and effective increase in Panamanian employ-
ment in order to fulfill the U.S. commitment
to increase Panamanian participation in
Canal operations. (See p. 43.)

~--New minimum pay levels and annual increases
provided for in the Act create a situation
whereby two U.S. Government employees work-
ing side-by-side and performing the same or
similar duties will earn different wages.
(See p. 55.)

--New Panama Area Wage Base will (1) equal-
ize the wage levels in Panama while _
respecting the worker's interests accord-
ing to the Treaty and (2) not jeopardize
Panama's income derived from the Canal.
(See p. 55.)




--Cost of living allowance can be computed
to recognize individual circumstances and
needs, such as marital status, family size,
and income level. (See pp. 55 and 56.)

RECOMMENDATIONS

The Secretaries of State and Defense and the
Administrator of the Panama Canal Commission
should closely monitor the extent to which
basic unresolved issues and problems impede
full Treaty implementation and, through con-
certed action by the principal U.S. Govern-
ment agencies and by Panama as appropriate,
work to resolve these matters without delay.
Such actions should include encouraging
Panama to:

--Take the necessary steps to insure that
procedural guarantees are assured for
persons specified in the Treaty.

-~-Modify existing laws that adversely affect
the terms and conditions for operating
business and nonprofit activities in the
former Canal Zone.

--Develop procedures for verifying the costs
incurred in providing Treaty-specified
public services.

AGENCY COMMENTS

GAO discussed a draft of this report with the
U.S. agencies involved and incorporated their
comments and suggestions where appropriate.
In addition, the Commission provided written
comments. (See app. VIII.)

The Departments of Defense and State expressed
no objections to the above conclusions and
recommendations. The Administrator of the
Commission agreed with these recommendations,
but pointed out that the unresolved issues are
complex and are not likely to be resolved
quickly. Also, the Administrator considered
the report "disappointing in overall balance
and in its seeming emphasis on a comparatively
few unresolved issues."
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INTERAGENCY COORDINATION

Effective coordination among the three U.S.
Government agencies responsible for imple-
menting the Treaty is important to avoid
duplication of effort, present a single and
consistent U.S. position on issues, and max-
imize economy and efficiency in Treaty
implementation.

Overall, coordination among the three agen-
cies has been good, given the complexity and
variety of the problems and time constraints
for planning and carrying out Treaty imple-
mentation. Through formal and informal
coordination, the agencies have to a large
extent avoided duplication of effort and have
maximized economy and efficiency in planning
for implementation. However, the U.S. Embassy
is not a full member of either of the key
committees established to provide the inter-
action between the United States and Panama
on Treaty implementation matters.

GAO believes that for effective coordination
throughout the Panama Canal Treaty period,
the U.S. Embassy should be a full member of
these committees, and recommends that the
Secretaries of State and Defense and the
Administrator of the Panama Canal Commission
work together to provide for such membership.

The State Department agreed with this recom-
mendation, but Defense and the Commission
disagreed, maintaining that Embassy member-
ship is not necessary. (See apps. VIII and
IX.)
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CHAPTER 1

INTRODUCTION

This report is intended to inform the Congress of the
planning by U.S. Government agencies, and Republic of Panama
agencies where appropriate, to implement the Panama Canal
Treaty of 1977 and to highlight those issues and concerns
that may require further attention and resolution. It
covers the

--planning framework to implement the Treaty:;

--termination of U.S. jurisdiction in the for-
mer Canal Zone;

--transfer to Panama of considerable property,
port and railroad facilities, and current
public services;

--Department of Defense's assumption of certain
functions previously performed by the Panama
Canal Company and Canal Zone Government
(PCC/C2G);

~--employee provisions of the Treaty and implement-
ing legislation; and

--coordination among U.S. Government agencies in
planning for Treaty implementation.

The report also updates information contained in our
June 4, 1979, staff study 1/ and congressional testimony by
the Comptroller General since late 1977 on organizational
and financial issues associated with this Treaty.

On September 7, 1977, President Carter and Panama's
Chief of Government, Brigadier General Torrijos, signed two
treaties dealing with the Panama Canal: (1) a basic treaty
governing the operation and defense of the Canal which
extends through noon December 31, 1999 (Panama Canal
Treaty), and (2) a treaty guaranteeing the permanent neu-
trality of the Canal (Treaty Concerning the Permanent Neu-
trality and Operation of the Panama Canal). The basic treaty
is supported by separate agreements concerning defense and

1/ "Background Information Bearing Upon Panama Canal Treaty
Implementing Legislation" (ID-79-33}.




operation of the Canal. The two treaties entered into force
on October 1, 1979.

The treaties provide for a new cooperative relationship
between the United States and Panama in both the operation
and defense of the Panama Canal. They replace the U.S.-
Panama Treaty of 1903 (the Hay-Bunau-Varilla Treaty) which
governed Canal operations since the waterway's construction
and the subsequent treaties of 1936 and 1955. The new trea-
ties' basic objectives are to assure that the Canal continues
to be efficiently operated, secure, neutral, and open to all
nations on a nondiscriminatory basis.

PANAMA CANAL TREATY

Jurisdiction

Under the new Panama Canal Treaty, Panama assumed gen-
eral territorial jurisdiction over the former Canal Zone on
October 1, 1979, and for all practical purposes, the Canal
Zone and the Canal Zone Government ceased to exist. The
United States retains criminal jurisdiction over U.S. nation-
als in most cases for the first 30 months of the Treaty.
Thereafter, Panama exercises primary criminal jurisdiction,
except in U.S. Defense sites and military areas of coordi-~
nation. Private business and nonprofit activities which
operated in the former Canal Zone prior to March 7, 1977, may
continue operating for 30 months under the same terms and
conditions prevailing prior tc the entry into force of this
Treaty. (See chart on p. 13.)

Canal operation

The Panama Canal Treaty gives the United States contin-
ued primary responsibility for operation and defense of the
Canal until December 31, 1999, and the right to use all land
and water areas and facilities necessary for this purpose.

A status of forces agreement, similar to such agreements
elsewhere, covers the activities and presence of U.S. mili-
tary forces. At this Treaty's end, Panama will take over
operation of the Canal.

The United States will operate and maintain the Canal
through a new U.S. Government agency, the Panama Canal
Commission, which replaces the PCC/CZG. The Commission is
in the executive branch of the U.S. Government, and the
President's authority, with respect to the Commission, is
exercised through the Secretary of Defense. Five Americans
and four Panamanians comprise the Board of Directors. Until




1990, the Administrator of the Commission will be a U.S.
citizen and the Deputy Administrator will be a Panamanian.
Thereafter, a Panamanian will be the Canal Administrator and
the Deputy will be a U.S. citizen.

The Panama Canal Treaty also (1) establishes basic
employment policies for the Commission, (2} provides for
payments to Panama out of Canal operating revenues, and (3)
provides for protection of the environment. It also commits
the two countries to study the feasibility of constructing a
sea-level canal in Panama and, if they agree that such a
canal is necessary, to negotiate mutually agreeable terms for
its construction. Further, the United States has the right
to add a third lane of locks to increase the capacity of the
existing Canal.

NEUTRALITY TREATY

Under the terms of the Neutrality Treaty, Panama and
the United States will maintain indefinitely a regime pro-
viding for the permanent neutrality of the Canal, including
nondiscriminatory access and tolls for merchant and naval
vessels of all nations. U.S. and Panamanian warships are
entitled to expeditious passage through the Canal at all
times without regard to the type of propulsion or the cargo
carried. After termination of the Panama Canal Treaty, no
nation other than Panama may operate the Canal or maintain
military installations within Panama's territory.

U.S. LEGISLATION FOR IMPLEMENTING
THE PANAMA CANAL TREATY

The Panama Canal Act of 1979, (Public Law 96-70), was
passed on September 27, 1979, to provide legislation for the
implementation of the Treaty and related agreements. The
principal distinguishing features of the Act are as follows.

--Provision for operation of the Canal by a
noncorporate (appropriated fund) agency.

--Requirement that tolls and other receipts
of the Canal be paid into the Treasury and
that expenditures be made pursuant to
annual appropriations.

--Audit of the Commission's financial trans-
actions by the Comptroller General of the
United States, including certification of
estimated revenues.




--Designation of the Secretary of Defense as the
executive branch officer responsible for over-
sight of Canal matters.

--Provision for Presidential appointment and Sen-
ate confirmation of the Administrator of the
Commission and U.S. members of the supervisory
board and Presidential appointment of other
policymaking bodies provided for by the Treaty,
such as the Consultative Committee and the Com-
mittee on the Environment.

--No payments may be made to Panama under the
Treaty's financial provision that Panama is
to receive an additional $10 million per year
if Canal traffic and revenues permit until
the U.S. Government is reimbursed for any costs
of Treaty implementation associated with the
maintenance and operation of the Panama Canal,
including the costs of providing education,
health, and other services to the Panama Canal
Commission employees.

--Canal cannot be transferred to Panama prior to
December 31, 1999.

SCOPE OF REVIEW

Our review was directed at monitoring and reporting on
the overall planning activities and the status of Treaty
implementation as of March 1980. We visited the offices and
held discussions with representatives of the Panama Canal
Company and Canal Zone Government (now the Panama Canal Com-
mission), U.S. Southern Command, Federal Aviation Administra-
tion (FAA), Smithsonian Institution, Interamerican Geodetic
Survey, and the Canal Zone Civilian Personnel Policy Coordi-
nating Board (now called the Panama Area Personnel Board) in
the former Canal Zone and the U.S. Embassy and the Gorgas
Memorial Laboratory in Panama.

We reviewed the Panama Canal Treaties of 1977, including
supporting agreements and documents; applicable legislation;
implementation planning documents, rules, and regulations; and
various congressional hearings and reports. It should be
noted that this report primarily concentrates on the imple-
mentation of the Panama Canal Treaty (hereinafter called the
Treaty).

Our strateqgy was to prepare and issue memorandums, when
appropriate, as problems and issues of Treaty implementation




were identified. During the review, we issued four such
memorandums to appropriate U.S. Government agencies. However,
the memorandums did not represent either a draft or a final
GAO report; they were issued to advise the agencies of parti-
cular matters disclosed during the review and to give them
opportunities for comment to insure that we were aware of any
additional information, including any actions planned or in
process.

Our fieldwork was done between May and November 1979.
The draft of the report was submitted to the Panama Canal
Commission, U.S. Southern Command, U.S. Embassy, FAA, and
Smithsonian Institution for review and comment on
January 17, 1980. We met with agency representatives in
late January and late February 1980 to discuss their views
and comments, which have been incorporated in this report.
We also received written comments from the Panama Canal
Commission and the Department of Defense in March 1980. (See
apps. VIII and IX.)




CHAPTER 2

FRAMEWORK TO IMPLEMENT THE TREATY

Since early 1978, U.S. Government officials in Panama
and the former Canal Zone and representatives of Panama have
been planning for the orderly and efficient implementation
of the Panama Canal Treaty. The bulk of the Treaty planning
took place in Panama. The principal U.S. Government organ-
izations responsible for Treaty planning were the Panama
Canal Company and Canal Zone Government (now the Panama
Canal Commission), the Department of Defense through the
U.S. Southern Command, and the U.S. Embassy. The principal
Panama organizations were the Panama Canal Authority (PCA),
and the National Guard.

Implementation planning between the two governments
took place in binational working groups which were generally
considered as the predecessors to the Coordinating and Joint
Committees called for by the Treaty documents. The bina-
tional working groups' actions were limited to preparatory
planning and did not constitute implementation of the Treaty.
The U.S. Embassy assigned a Treaty Implementation Counselor
and staff to monitor and provide guidance to these working
groups and other organizations involved in the implementa-
tion planning process. Panama created the PCA to deal with
U.S. agencies, including the Commission, on Treaty-related
matters and assigned its National Guard the responsibility
for interfacing with U.S. Forces.

To insure that the United States can fulfill its
responsibilities of managing, operating, maintaining, and
defending the Panama Canal, planning by the U.S. organiza-
tions has kept foremost in mind the importance of maintaining
favorable working and living conditions for the U.S. commun-
ity--both military and civilian--in the Panama Canal area.
Two principles have guided such planning efforts: (1) the
tactical capabilities of the military forces to defend the
Panama Canal will not be degraded, and (2) the present
quality and level of services and support now available from
all sources to U.S. citizens in the Panama Canal area will
be sustained to the maximum extent possible.

PLAN FOR IMPLEMENTATION

PCC/CZ2G and U.S. Southefn Command

PCC/C2G and the U.S. Southern Command used a system of
planning by objectives to establish the overall framework for




accomplishing Treaty implementation. PCC/CZG and Panama
established a Binational Working Group which included 23
joint U.S.-Panamanian working subcommittees for such subjects
as ports, railroad, personnel, social security, housing, and
utilities to deal with those functions and activities which
were transferred to Panamanian control on October 1, 1979.
(See app. I for a list of subcommittees.) The Southern Com-
mand established a Joint Working Committee and 10 subcom-
mittees to deal with military aspects of planning for
implementation of the Treaty (see app. II) and a Combined
Board Working Group. These groups were made up of represen-
tatives from the U.S. Southern Command and Panama's National
Guard.

The initial subcommittee goals were to familiarize the
members with the provisions of the Treaty and related docu-
ments and to formulate specific objectives. The subcom-
mittees identified the issues to be resolved and developed
plans and appropriate schedules to accomplish actions neces-
sary for Treaty implementation. These plans were submitted
to the Binational Working Group and the Joint Working Com-
mittee for final approval. They provided guidance to the
subcommittees, reviewed and approved their work, and served
as a forum for the resolution of unresolved matters. Differ-
ences unresolved at the binational level were referred to
diplomatic channels for resolution.

The Combined Board Working Group operated according to
the mission and tasks charged to the Combined Board by the
Treaty. The Working Group's Treaty implementation planning
emphasized those matters which would have the most immediate
impact, such as the movement of armed military personnel, use
of air space, a training coordination plan, and a mechanism
for establishing the actual Board. Also, the Southern Com-
mand assigned Treaty affairs officers to plan for Defense's
assumption of such functions as health, education, and postal
services from PCC/CZG and the resulting increased support
operations. The planning was concentrated in the individual
military components (principally the Army and Air Force),
with guidance from the Southern Command and component head-
quarters, and included operations planning, determining man-
power requirements, formulating budgets, and arranging for
the transfer of property and personnel.

The Coordinating and Joint Committees and the Combined
Board were officially established on October 1, 1979, by an
exchange of diplomatic notes. The Coordinating Committee
provides the necessary interface between the Commission and
Panamanian officials. The Joint Committee carries out the
status-of-force-type provisions of the Treaty documents,




maintains communications between the two governments regard-
ing Treaty matters, and resolves matters which may arise.

It consists of military representatives from each govern-
ment, including a senior U.S. and Panamanian military repre-~
sentative who serve as cochairmen and a coordinating staff
composed of U.S. and Panamanian deputies. A U.S. Embassy
representative serves as an advisor to the U.S. Joint Com-
mittee element and participates in that capacity in appro-
priate Joint Committee forums. The Joint Committee, when

it became effective, formally ratified over 40 arrangements
reached during the Treaty implementation planning state.

The Combined Board develops joint plans for the protection
and defense of the Canal.

U.S. Embassy

The Embassy was responsible for coordinating the activi-
ties of U.S. organizations involved in the transfer of func-
tions and property to Panama, providing authoritative Treaty
interpretations, and negotiating bilateral agreements with
Panama for specific U.S. agencies. To do this, a Treaty
Implementation Counselor was assigned to assess the various
issues and to apportion mission tasks and resources.

The Counselor identified over 200 Treaty issues requir-
ing resolution prior to the entry into force of the Treaty.
Sections of the Embassy and other U.S. organizations, such as
the U.S. Agency for Interntional Development, were assigned
to monitor the issues and keep the Counselor informed of sig-
nificant developments. In addition, the Embassy assigned
staff officers to observe the Binational Working Group and
the Joint Working Committee and their subcommittees to assure
compliance with the Treaty and to keep apprised of develop-
ments in issues within their areas of responsibility

Government of Panama

Panama's basic mechanism for implementing the Treaty
was the Panama Canal Authority 1/ which was established in

l/ Panama dissolved the PCA in December 1979 and integrated
its responsibilities into various Panamanian Ministries.
The effects of this action were not known as of January
1980; however, U.S. Embassy, Commission, and Southern
Command officials advised us that, as a result of the
dissolution, U.S.-Panama bilateral actions on important
unresolved issues and problems have been delayed. Panama
is presently organizing a smaller agency, within the
Office of the Presidency, to replace the PCA.
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September 1978 and given general responsibility for (1)
coordinating the actions of various Panama components con-
cerning the exercise of rights and discharge of responsibil-
ities under the Treaties and (2) dealing with U.S. agencies,
including the Commission, on matters related to the Treaties.

Panama's National Guard was responsible for dealing
with military matters, including defense of the Canal and
related areas. In those areas where the National Guard has
no expertise, Panama provides civilian assistance.

The Office of Comptroller General of Panama could have
some future involvement in Treaty implementation. It is
authorized to audit the accounts of PCA and Panama's National
Port Authority, the agency assigned to operate the Balboa and
Cristobal ports. We are unaware of any formal role presently
assigned to the Office of Comptroller General in connection
with the Commission, and it currently has no authority to
audit the Commission. One Panama Comptroller General offi-
cial and an Embassy official told us that, in the future,
the Comptroller General's office may request permission to
review the new Commission's end-of-year financial statements.

The principal U.S. agencies coordinate their Treaty
implementation planning with Panama by having Panamanian
officials cochair the Binational Working Group and the Joint
Working Committee, their respective subcommittees, and the
Combined Board. Unresolved matters of these groups are sent
to the U.S. Embassy for resolution at the diplomatic, or
government-to-government, level.

COORDINATION

Since the Panama Canal Commission, Department of
Defense, and U.S. Embassy, three principal agencies respons-
ible for planning and preparing implementation of the Treaty,
are pursuing many identical issues and activities simultane-
ously, coordination is important to avoid duplication of
effort, present a single and consistent U.S. position on
issues, and maximize economy and efficiency in planning.

The formal mechanism for coordinating the activities of
the three U.S. agencies is the Panama Review Committee (PRC).
It began in the early 1960s to serve as the principal forum
for consultation among U.S. Government agencies operating in
Panama and to coordinate their policies and activities. The
PRC is also to serve as a forum for the exchange of reports
and information and coordination of actions and proposals
concerning implementation of the Panama Canal Treaties as
they bear upon U.S.-Panamanian relations. Presently, it is




concerned with policy matters that affect the major U.S.
agencies and with the international consequences of U.S.
initiatives in Panama.

The PRC is composed of the Ambassador to Panama, who
also serves as the Chairman; the Administrator of the
Commission (who replaced the President of the PCC); and the
Commander-in-Chief of the U.S. Southern Command. Its members
are to endeavor to promptly resolve in Panama any differences
which may arise among them and, if necessary, to refer such
matters through appropriate channels to Washington. The PRC
is supposed to meet periodically or at the request of any
member.

Coordination also should occur through meetings and dis-
cussions in the PRC subcommittee, known as the Mini-PRC,
which was established .for Treaty implementation planning and
consists of a senior-level representative from each of the
three agencies. 1In addition, these agencies are to operate
under a memorandum of understanding signed in October 1978
concerning the coordinated discharge of responsibilities of
the Embassy and the Administrator of the Panama Canal Commis-
sion. Defense and the Embassy also concluded a separate
agreement outlining Defense's day-to-day coordination proce-
dures with the Commission and the Embassy for proposed agree-
ments with Panama.
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CHAPTER 3

TERMINATION OF U.S. JURISDICTION--

MAJOR UNRESOLVED ISSUES

Progress has been made in terminating U.S. territorial
jurisdiction in the former Canal Zone, but a number of major
unresolved issues require further attention and resolution
in order to fully implement this Treaty-specified change,
including

~-assurance of procedural guarantees;

--impact of Panamanian laws on terms and
conditions for business and nonprofit
activities;

--taxation of U.S. contractors;
--customs reporting; and
--land-use licensing matters.

For these complex issues, mutually satisfactory solutions are
needed which, in most cases, will require time, cooperation,
and dedicated effort to devise and implement.

OVERVIEW

One major change under the Treaty is the termination
of U.S. territorial jurisdiction in the former Canal Zone.
The Treaty provides that the Panama Canal Commission, which
replaced the PCC/CZG, may not engage in the commercial activ-
ities that had traditionally been part of the mission of the
Canal organization, such as the operation of retail stores,
theater, restaurant, bowling alley, harbor launch service,
automobile repair, and other activities intended to benefit
the general public.

These and other functions that were previously performed
by the PCC/CZG were required to be redistributed. For
example, functions such as education, health, postal service,
and retail sales were reassigned to the Department of Defense.
The significant port and railroad functions were transferred
to Panama together with jurisdictional responsibilities, such
as customs and immigration. Furthermore, the two governments
now share certain responsibilities, namely law enforcement
for the 30-month transition period and fire protection for
the duration of the Treaty. The redistribution of functions
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mandated by the Treaty is shown graphically in the chart on
following page.

The Commission, Defense, U.S. Embassy, and Panama have
done much to implement these major functional changes. The
transfers to Panama of various port and railroad activities,
certain health and sanitation services, vehicle registration
and licensing, and utility billing and rate setting in cer-
tain locations outside Canal operating areas proceeded
smoothly and with no apparent effect on Canal operations or on
the living conditions of the general public. Also, commercial
retail operations, such as the Balboa theater, restaurant,
and bowling alley, were satisfactorily transferred to Panama
for operation by private interests.

MAJOR UNRESOLVED ISSUES

Procedural guarantees not assured

There is considerable question as to whether procedural
guarantees are assured under Panamanian law. These guarantees
are important to U.S. citizens who find themselves subjected
to Panamanian jurisdiction. The Agreement in Implementation
of Articles III and IV of the Treaty provide that U.S. citizen
employees and members of the U.S. Forces and civilian compon-
ents and their dependents who are prosecuted by the Panamanian
authorities shall be entitled to certain procedural guarantees,

including the right to
--a prompt and speedy trial;

--be informed in advance of trial of specific
charge or charges;

--be confronted with and allowed to cross—examine
witnesses;

--have evidence and witnesses in their favor pre-
sented;

--legal representation of their choice for defense
thoughout the entire proceedings; and

--a competent interpreter if they consider it neces-
sary.

The State Department's position is that the Treaty nego-
tiators believed these provisions to be self-executing under
Panamanian law. Local U.S. Government officials, however,

12




TREATY.
TRANSFER OF RESPONSIBILITIES AND FUNCTIONS

HEALTH SERVICES
EDQCATIONAL §ER¥ijS
POSTAL

RETAIL } U.S. 5 years

NAVIGATION SERVICES
LOCKS

r

— PANAMA CANAL NON—-COMMERCIAL VESSEL REPAIR
w COMPANY DREDGING
SHIP
UTILITY SYSTEMS
CANAL ZONE STOREHOUSES

GOVERNMENT

. _J POLICE-COURTS
JURISDICTION PRISON month
POSTAL SERVIC
CUSTOMS AND IMMIGRATION
PARTIAL FIRE PROTECTION
COMMERCIAL RETAIL OPERATIONS
PORT OPERATIONS
PANAMA RAILROAD
COMMERCIAL VESSEL REPAIR

\_




have expressed disagreement over specific procedural guaran-
tees provided by Panamanian law and their relationship to
Treaty guarantees. According to some Panamanian representa-
tives, the guarantees were contained in Panama's existing
criminal procedures.

There have been some positive developments. First,
in late December, Panamanian Decree No. 116 of September 30,
1979, went into effect. That decree, which deals with the
special entry/exit permits for U.S. citizen Commission
employees and their dependents contains the following pro-
vision.

"The Special Permit referred to in this
Decree shall serve to identify the holder as
entitled to the procedural guarantees stipu-
lated in Annex C of the Agreement in Imple-
mentation of Article III of the Panama Canal
Treaty."

Second, Panama drafted legislation intended to provide these
Treaty-specified procedural guarantees to all persons in
Panama. Analysis of the proposed legislation by Commission,
Southern Command, and Embassy attorneys, however, indicated
that the bill was defective in several regards, the most
important of which was the right to legal counsel during
initial interrogation. 1/ We understand that Panama's execu-
tive branch has withdrawn its bill from the legislature for
revision. Current indications are that this proposed legis-
lation when reintroduced may deal with the procedural guaran-
tees on an individual basis. Enactment is not predicted
until some time during 1980 because of political resistance,
because this legislation represents an effort to extend pro-
cedural guarantees to all persons in Panama, and because of
pressing educational reform issues. The Commission and the
Southern Command are continuing to analyze Panamanian law for
the existence of the procedural guarantees. In addition, the
State Department, through the Embassy, is seeking to recon-
firm the self-executing nature of these guarantees under Pan-
amanian law.

l/ It is worthy of note that there is a difference between
the English and Spanish versions of the Treaty documents
with regard to this guarantee. The Panamanians take the
position that the Spanish version does not provide for
legal counsel until after the initial interrogation has
been completed.
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In the meantime, the Southern Command, Embassy, and
Panama are attempting to work out some basic procedures for
cases that may arise. According to the Embassy, because of
the high visibility of the procedural guarantees issue, in a
test case Panama would handle the issue cautiously even if
the Treaty-specified guarantees are not self-executing under
Panamanian law.

The delay in assuring Panamanian compliance with these
important procedural guarantees appears to be attributable in
‘part to lack of timely pursuit by U.S. and Panamanian repre-
sentatives to the planning subcommittee responsible for
ensuring that the procedural guarantees exist. This subcom-
mittee did not begin functioning until February 1979, because
it was felt that this matter was too political and should be
handled outside the subcommittee structure. Also there is
a lack of Panamanian legal expertise in the U.S. organiza-
tions, which could have greatly enhanced U.S. efforts to
analyze existing Panama law. In this regard, both the
Commission and the U.S. Southern Command have recently
engaged Panamanian attorneys, and the Embassy has requested
approval from the State Department to obtain one.

Impact of terms and conditions
for business and nonprofit
activities on Panamanian law

Under the Treaty, business or nonprofit activities
established in the former Canal Zone prior to March 7, 1977,
may continue under the same terms and conditions for a 30~
month transition period following entry into force of the
Treaty. This has been interpreted by the Departments of
State and Defense to mean that such organizations can take up
to 30 months to obtain provisional licenses to operate.
Thereafter, they will be subject to the same treatment for
obtaining their licenses to operate under Panamanian law as
similar enterprises established in Panama.

All other requirements of Panamanian law, however,
became applicable to these organizations on October 1, 1979,
including labor, fiscal, customs, and immigration laws. The
increased financial burden of compliance with those laws,
together with the loss of eligibility for duty-free purchases
and imports, loss of medical benefits, and the generally
higher cost of living in Panama, changed considerably the
terms and conditions under which the organizations and their
employees could operate. According to the Department of
State, recently enacted Panamanian laws have caused concern
within the State Department and the Commission about possible
Treaty violations.
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The first of these laws, approved on September 11, 1979,
requires persons engaged in business and nonprofit activities
in the former Canal Zone and their dependents to pay a $100
_ temporary fee every 10 months during the transition period and

to post a $500 repatriation deposit. The law created unex-
pected difficulties for business and nonprofit activities.
According to the U.S. Embassy and the Commission, it also
appears to discriminate against persons formerly engaged in
business and nonprofit activities in the former Canal Zone
in that it doubles the fee and repatriation deposit applied in
the rest of the country and advances the registration to 10
months rather than the standard one-year requirement.

The second law, approved on September 20, 1979, requires
business and nonprofit activities operating in the former
Canal Zone to either supply various information to the Panama
Canal Authority by October 31, 1979, or pay a $500 fine and
cease operations. The Commission and the State Department
consider the law burdensome because it allows an unreasonably
short period for compliance and it appears to be inconsistent
with Treaty provisions to allow such enterprises to operate
for a 30-month transition period. It also contradicts earlier
statements by Panama that administration requirements for pro-
visional recognition would be simple and easy.

Panama has not imposed fines or penalties on those busi-
nesses or nonprofit activities that did not meet the October
31, 1979, deadline. U.S. representatives believe that Panama
will continue to be lenient in applying this law and will pro-
vide ample opportunity to comply. As of mid-November 1979,
only 71 businesses and 153 nonprofit activities had regis-
tered, out of an estimated population of 136 businesses and
236 nonprofit organizations.

The U.S. Embassy is presently discussing these laws with
Panamanian officials at the diplomatic level.

Taxation of U.S. contractors

The United States and Panama do not agree on the circum-
stances under which Panama can tax the income of "design-
ated" 1/ U.S. contractors. This matter is presently being
negotiated at the diplomatic level.

1/ "Natural persons who are nationals or permanent residents
of the United States or corporations or other legal
entities organized under the laws of the United States
and under the effective control of such persons."
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The Agreements in Implementation of Articles III and IV
of the Treaty provide that a designated U.S. contractor will
not have to pay tax to Panama on income derived under a con-
tract with the Panama Canal Commission or the U.S. Forces as
long as he is taxed at a substantially equivalent rate in the
United States.

The Embassy's position in diplomatic level discussions
with Panama is that if U.S. tax rates exceed those of Panama,
the U.S. contractor would have no competitive advantage
vis-a-vis his Panamanian counterpart and would therefore be
exempt from Panamanian taxation. On the other hand, if the
Panamanian tax rate exceeds that of the United States at
some levels of income, the difference in tax rates must be
considered in terms of its ultimate effect on the competi-
tive position of Panamanian and U.S. contractors bidding for
contracts with the U.S. Forces or the Commission.

As of February 1980, Panama had not accepted this inter-
pretation of "substantially equivalent." The Panamanians
would prefer to quantify the term in percentages. Diplomatic
discussions are continuing in an attempt to develop a mutu-
ally satisfactory interpretation of this language in the two
major implementing agreements.

Customs reporting not resolved

The Commission and the U.S. Southern Command have taken
different positions on Panama's requirement for contractors
to complete a customs declaration/liquidation form. The
Treaty-related agreements provide that all property imported
for the official use or benefit of the U.S. Forces and the
Commission, including property imported through their con-
tractors and/or subcontractors, shall be exempt from the pay-
ment of all import taxes and license requirements. They also
provide that the U.S. Forces and Commission shall issue cert-
ificates adopted by the Joint and Coordinating Committees
stating that the property being imported is for these purposes.

Panama has required the Commission and U.S. Forces
contractors to complete Panamanian customs declaration/
liquidation forms on all imports. The Commission and the
U.S. Forces believe the form must be filled out by a
Panamanian customs broker, who charges a fee on nonofficial
cargo in proportion to the cargo value. The form provides
for disclosure of description, quantity, and price of each
cargo item. According to Panama, the statistical data is
needed for internal decisions related to its competitiveness
in providing goods and services.
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The Commission agreed to have its contractors complete
the customs form for imports needed by the contractor.
According to a Commission representative, the use of a broker
will not represent a significant contractor cost that will be
passed on to the Commission. Also, official Commission
imports are not charged brokers' fees.

In contrast, the U.S. Southern Command has not agreed to
have contractors complete the customs form for their imports
and has advised contractors not to do so. Defense does not
believe such reporting is required by the Treaty. As a
result, Panama has refused to finalize other customs agree-
ments, even though it has been honoring them, on such matters
as certification of duty-free status of imported furniture,
household goods and personal effects, vehicle import and
export, and transfer of duty-free property.

tober 1, 1979, Defen contractors have had some
problemg with their cargoes, even though diplomatic notes
signed prior to October 1, 1979, stated that cargo would not
be delayed for lack of an arrangement. In October 1979, Pan-
amanian customs authorities held cargo consigned to U.S.
Forces contractors for about 2 weeks. As of February 1980,
this disagreement had not been resolved, so there is the
potential for cargo stoppage again. A lengthy delay could

affect contractors' abilities to meet schedules.

c
i

Land-use licensing matters

A number of land-use licensing issues have not been
resolved, thus affecting the intended termination of U.S.
jurisdiction. Article IV of the Agreement in Implementation
of Article III provides that Canal operating and other areas
made available for U.S. use may be used for other purposes
compatible with the management, operation, and maintenance
of the Panama Canal under land-use licenses to be issued by
Panama and approved in writing by the United States.

As of January 1980, a U.S. position statement was being
prepared for submission to the Coordinating Committee with
the view toward resolving the following issues at that level.

--Use of Commission buildings by non-U.S. Govern-
ment entities (including whether the United
States or Panama will assign space and collect
rent).

--Inclusion of Treaty Article IX indemnification
clauses in land-use licenses to be issued by
Panama.
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--Requirement for timely notification to and review
by the United States of land-use license applica-
tions.

--Use of Commission areas and facilities by Commission
contractors.

Commission buildings' licensing

The United States and Panama disagree on who will
authorize and bill for use of Commission buildings by third
parties.

Panama believes that the use of Commission buildings by
nonprofit commercial activities and by other nonti.S. Govern-
ment parties (other than Commission contractors) should be
licensed by Panama and that rent should be paid to its
government. The Commission is of the opinion that, since it
is the undisputed owner of the buildings in question, any
rent charged to third-party users is payable to the Canal
agency.

The result of this impasse is that both the Commission
and Panama are billing individuals and organizations for use
of space in Commission buildings. This double billing is
creating considerable confusion for users of Commission faci-
lities as well as for collection personnel representing both
governments. Panamanian and Commission representatives are
continuing discussions in an effort to resolve this dilemma
or to at least agree to defer collection of rent for those
licensees pending resolution of this issue at the binational
level.

License format

Another important issue concerns the draft format for
the land-use license, which would authorize the licensor (at
that time the PCA) to revocke licenses at any time without
compensation to the licensee. The U.S. position is that for
the life of the Treaty any eligible licensees required by
Panama to discontinue their activities for public purposes
must be compensated by the Panama Government at fair market
value for improvements on their license areas. A Panamanian
representative has offered to stamp the licenses with a gen-
erally worded phrase stating that Panama issues the licenses
according to the provisions of Article IX of the Treaty, but
he would not agree to include an indemnification clause. 1In
fact, there are indications that Panama might seek a clause
which would relieve it from any responsibility for indemnify-
ing the licensee.
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License application review

The United States believes that the Treaty-related agree-
ments clearly contemplate early U.S. notification and review
of applications for use of land in the areas made available
to the United States. Procedures that had been developed by
the PCA for processing applications did not appear to provide
for submitting them to the United States through the Coordi-
nating Committee until after considerable review by Panama.
The United States had been unsuccessful in obtaining agree-
ment to amend the procedure at the time the PCA was dissolved.

Contractor land—-use

Both Embassy and Commission representatives are of the
view that Commission contractors are exempted by the Treaty
from land-use licensing requirements when using Commission
areas or facilities for Treaty-related purposes; their use
of these areas is to be controlled by the Commission alone,
subject to appropriate Treaty requirements. The PCA appar-
ently believed, however, that all contractors in Canal areas
are to be subject to the Article IV land-use licensing proce-
dures. As of early December, both the commission and the
PCA had begun billing Commission contractors using Commission
areas and facilities.
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CHAPTER 4

PROPERTY, FACILITIES, AND PUBLIC SERVICES

TRANSFERRED SMOOTHLY, BUT BASIC

PROBLEMS HINDER FULL IMPLEMENTATION

The transfer to Panama of property, various port and
railroad facilities, and public services has proceeded
smoothly, but basic problems are hindering full Treaty imple-
mentation. These include Panama's problems in determining a
method of maintenance for specific shipyard facilities and in
developing procedures to verify the costs in providing cer-
tain public services. Also, the quality of these services
has not been assured.

PROPERTY TRANSFERS

When the Treaty entered into force, various U.S. Govern-
ment agencies transferred or planned to transfer considerable
property to Panama both at no cost and at fair value. Pro-
perty was also transferred to the Department of Defense. No
significant problems were noted. We did note that certain
U.S. agencies favored Panama in disposing of certain U.S.
Federal property.

The Treaty transfers to Panama the property interests of
the United States in land and nonremovable improvements at
such time as the United States no longer needs them to main-
tain, protect, or defend the Canal. The Panama Canal Act
authorizes all transfers required by the Treaty and provides
for a report by the U.S. President on each transfer occurring
after October 1, 1979. The Act makes it clear the final
transfer of the Panama Canal is not to be made prior to
December 31, 1999. These matters are discussed further in
the following sections.

Property transfers at no cost

As of September 30, 1979, the Canal enterprise had pro-
perty, plant, and equipment worth a net book value of
$581.3 million (original cost less accumulated depreciation
at time of transfer). When the Treaty entered into force,
$84.2' million of these assets was transferred to Panama at no
cost and $34.9 million was transferred to the Department of
Defense. (See apps. III and IV.) An additional $4.2 million
in assets will be transferred to Panama during the early
phases of the Treaty. Property initially retained by the
Commission and additional acquisitions during the life of the
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Treaty will also go to Panama at the conclusion of the Treaty.
The net book value of such property at termination date,
according to Commission estimates, will amount to $528 mil-
lion, making the total value of transfers to Panama

$616.4 million, as shown below.

Property Transfers

To Panama To Defense
(millions
On entry into force $ 84.2 $34.9
During life of Treaty 4.2 -
At end of Treaty a/528 -
Total $616.4 34.9

a/Commission estimate.

Other U.S. Government agencies also transferred or plan-
ned to transfer property and facilities to Panama at no cost.
On October 1, 1979, Defense transferred $27.5 million in pro-
perty and facilities. Also, we reported on June 4, 1979, 1/
that another $33.5 million will be transferred during the
life of the Treaty and about $292 million at the Treaty's
termination. These amounts do not include funds needed for
real property improvements during the life of the Treaty or
for relocating certain military installations and bases to
facilitate Defense's Treaty-specified property transfers to
Panama. To relocate the military, an estimated $41.4 million
in military construction funds is required for rehabilitation,
alteration, and construction of new facilities programed over
two phases. (See app. V.). Phase 1, amounting to $10.9 mil-
lion, was designed to move the units displaced by Defense's
Treaty~specified property transfers to their permanent loca-
tions, constructing only minimum essential facilities neces-
sary for operations. Construction began in November 1978
and, as of entry into force of the Treaty, 99 percent of the
work was completed. All necessary relocations were accom-
plished before October 1, 1979. Phase 11, authorized for fis-
cal year 1980, is designed to construct permanent facilities
at a cost of $30.5 million.

In addition to Phase II construction, several smaller
Treaty-related construction projects, amounting to

1/ See footnote on p. 1.
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$1.7 million, are planned for fiscal year 1980. Also addi-
tional work is planned for fiscal years 1981-83 at a cost of
$ 28.8 million. (See app. VI.)}

FAA plans to transfer property and facilities valued at
about $4.1 million to Panama over a 5-year period. The turn-
over was initially scheduled to begin on October 1, 1979; how-
ever, it was delayed until early 1980 because of a requirement
of the Act that all agencies submit a report to the Congress
at least 180 days before the transfer of any such property.

As of January 1980, FAA in Washington was preparing the report
for presentation to Congress.

Property offered at fair value

Property offered at fair value amounted to $436,543.
The Commission has identified property to be offered to
and Panama Canal Company. Fair value is defined as the esti-
mated reasonable price in dollars which that property would
bring if offered for sale in the open market with a reason-
able time allowed to find a buyer who knew the original cost,
age, present condition, and purposes for which the property
was best adapted and was capable of being used, assuming
neither the buyer nor the seller was under compulsion. If
this determination is not feasible, fair value could be con-
strued as net book value. (See app. VII.)

The following schedule indicates the original costs, net
book value, and fair value of property offered to Panama as
of February 1980.

Original Net book Fair

cost value value
Canal Zone Government $ 65,421 $ 9,109 $ 25,652
Panama Canal Company 451,676 102,929 181,540
Total (note a) $§17,096 $112,038 $207,191

a/ Numbers do not add due to rounding.

In addition, the Commission has offered to sell Panama
certain Commission-owned refuse collection equipment at a
fair value of $229,352 under a proposed lease-purchase
agreement presented to Panama on September 24, 1979. This
increased to $436,543 the total fair value of Commission
property offered to Panama.
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It should be noted that Panama has not formally accepted

the proposed agreement, even though the Commission allowed

it to begin using the equipment in question immediately on
October 1, 1979, with the understanding that the agreement
would be executed as written as soon as possible. Panama
objects to the provision of the agreement that allows the
Commission to reclaim all equipment if Panama does not meet
agreed levels and quality of services. 1In this connection,
the Commission has requested Embassy assistance to obtain
Panama's acceptance of the agreement.

Emphasis on disposals outside the Government

The Commission and FAA have favored Panama in disposing
of certain Federal property. For example (1) the Commission
has offered to sell Panama certain Commission-owned refuse
collection equipment which could have been used by Defense,
thus resulting in the unnecessary expenditure or planned
expenditure of funds by Defense and (2) FAA favored transfer-
ring property to Panama at no cost.

The Treaty prohibits the Commission from performing cer-
tain public services, such as refuse collection. As a
result, Defense must provide its own garbage and trash col-
lection service; to this end, it let a $1.082-million
contract for the service. Under the terms of the contract,
the contractor uses equipment that was given to Defense by
the former PCC/CZG on October 1, 1979. Defense representa-
tives stated that this refuse collection equipment was gener-
ally in poor condition and, by its standards, was economically
unrepairable. 1In addition, unnecessary costs were estimated
at $640,000 in fiscal year 1980 to replace the refuse collec-
tion equipment and between $5,000 to $10,000 in maintenance
costs for the first month's operation of the equipment.

The Commission's position is that the property deter-
mination that was made is proper. Also, Commission officials
said that Article III 7(a) of the Agreement in Implementation
of Article III of the Treaty is the authority to give prefer-
ence to Panama in disposing of Treaty-related equipment. It
states that:

“The United States may, at any time, remove from
the Republic of Panama, or in accordance with
such conditions as may be agreed upon by the two
parties, dispose of in the Republic of Panama
any equipment, material, supplies or other
removable property brought into, acquired or
constructed in the Republic of Panama by or
for the Commission. In case of disposal,
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within the Republic of Panama, preference

will be given to the Government of the
Republic of Panama."

Furthermore, the Commission informed us that the refuse
collection property disposition was in accordance with an
interpretation by the Department of State in a Memorandum of
Law by its Legal Advisor dated June 21, 1978, and the imple-
menting procedures adopted by the Board of Directors of the
Panama Canal Company in its resolution dated September 29,
1979. 1In this regard, the Secretary of Defense stated in a
June 1978 memorandum that property transfers in connection
with the implementation of the Panama Canal Treaty shall be
in accordance with existing statutes, such as the Federal
Property and Administrative Services Act, except as other-
wise provided for in new .legislation.

The Commission is currently in the process of changing
its property disposal procedures to ensure that properties
excess to the needs of Federal agencies will be offered on a
preferential basis to Panama as stipulated in the Treaty.

The procedural change is considered necessary because between
October 1, 1979, and April 1981 the Commission plans to dis-

pose of excess property with a fair value of about $150,000.

The property was purchased for about $500,000.

In January 1979, the United States and Panama signed an
agreement whereby FAA will continue to provide air traffic
control and to train Panamanians until Panama can assume full
responsibility for air traffic control and can maintain and
operate the FAA equipment. The tentative time for FAA to
withdraw from the former Canal Zone is 5 years, or about
January 1984.

According to FAA officials, the Agency gave preference
to Panama in disposing of its property and facilities because
(1) Panama needs the transferred property to properly operate
the air traffic control facilities being transferred and (2)
the January 1979 FAA agreement with Panama allows it. It
should be noted that on October 19, 1979, FAA's Chief Counsel
concluded that the agreement between the United States and
Panama concerning air traffic control and related services
must be considered an agreement "related" to the Treaty. The
agreement provides that:

"The Government of thé United States will not remove
from the Republic of Panama any such equipment,
installations, material, supplies, or other property
the remove of which would affect the quality of serv-
ice the Republic of Panama will be able to provide."
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The Department of State informed us that transfers such
as those in question were authorized under the Federal Pro-
perty and Administrative Services Act of 1949. State said
that the removable property transferred to Panama in the two
instances addressed clearly contribute to the performance of
services by Panama which substantially benefit the U.S. Gov-
ernment and do so in a manner which will ultimately benefit
the United States financially. The used refuse collection
equipment sold to Panama permits Panama to provide these ser-
vices to Commission areas relatively inexpensively. The
Treaty requires the United States to reimburse Panama for the
cost of providing these services; and, according to State,
had the existing used equipment not been sold to Panama, new
eguipment would have been purchased, effectively at a cost
to the United States. Not only would this have been more
expensive but also it may have caused an interruption in the
supply of these services to Commission areas, thus undermin-
ing a basic policy goal of the United States reflected
in the Treaty and Implementing Legislation that the present
qguality and level of services to U.S. citizens in the Canal
area be sustained to the maximum extent possible.

Similarly, State said that the transfer of certain air
traffic control equipment by the FAA is part of a program to
relieve the FAA of the ongoing $5-million a year nonreimburs-
able cost of providing air traffic control services to Panama
under Article 15 of the 1949 Air Transport Services Agreement.
The equipment presently used by the FAA is necessary for
Panama to be able to supply these services to the other U.S.
agencies in Panama. This transfer of property, which has
already permitted Panama to assume some of these responsibili-
ties, thus contributes to the ultimate goal of relieving FAA
of this ongoing costly burden. It was therefore considered to
provide "substantial benefits" to the United States.

In our draft report, we raised the question as to
whether these transfers were in compliance with the Federal
Property and Administrative Services Act of 1949, as amended.
Our position on the Commission and FAA property determina-
tions is that such transfers to Panama seem to be authorized
under the foreign excess property provisions of the Act.

FACILITIES TRANSFER

Probably the most complicated area in planning to imple-
ment the Treaty involved the ports and railroad facilities
which were transferred to Panama upon entry into force of the
Treaty. Overall, the transfer proceeded smoothly, but a
major unresolved issue is that Panama has not determined the
method of maintenance for the Balboa shipyard facilities. 1In
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addition, the Commission assigned certain of its employees on
a temporary basis to work for Panama and continues to perform
certain supportive functions on a reimbursable basis in order
for Panama to assume full operational responsibility for the
ports and railroads.

Need to determine method
for maintenance of Balboa
shipyard facilities

The Balboa Shipyard basic installation consists of
‘Drydock numbers 1,2,3, and Dock 8 and equipment used in the
repair and maintenance of vessels and drydocks. Currently,
most of the maintenance work is performed at Drydock number
l. The Treaty and related agreements give the Commission the
right to use the facilities, equipment, and areas, with acess
to Drydock number 1 on a guaranteed basis for maintenance
needs or for emergency repairs. This right includes water
acess required by floating equipment or vessels relative to
operations of Drydock number 1.

The problem in maintenance seems to be that Panama has
not found a commercial operator for the drydocks and support-
ing facilities. Panama has sought the interest of large U.S.
firms with ship repair experience; however, potential oper-
ators expressed concern about (1) the Treaty rights of the
Commission to use Drydock number 1 free of charge for both
scheduled and emergency maintenance and (2) space limitations
posed by the fact that the Treaty allows the Commission to
retain a number of buildings in the drydock area. This will
create problems with respect to the viability of a ship
repair operation.

Panama sees the problem as involving two areas of con-
sideration: (1) the future operation of the drydock as a
commercial enterprise and (2) the need to reach an agreement
on procedures for the Commission to use the drydock in the
absence of a commercial operator.

Panama's National Port Authority is pursuing a resolu-
‘tion to this matter. The Commission is working out procedures
for using the drydock for its maintenance requirements until
such time as there is a commercial operator for the facility.
An October 1979 joint U.S.-Panamanian ports report concluded
that further delay in deciding on an operator may limit the
short-term capability for repairing equipment essential for
the continuous functioning of the Canal. Although an opera-
tor has not been selected, Panama must fulfill its obligation
under the Treaty-related agreements to maintain the specific
Balboa Shipyard facilities for normal Commission maintenance
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and emergency repairs. Although information has already been
exchanged as to future requirements, considerable equipment
as well as the drydock and related facilities will still be
needed by the Commission and must be properly maintained by
Panama.

PUBLIC SERVICES TRANSFER

The Treaty provides that the Commission will pay Panama
$10 million a year in reimbursement for costs incurred in
providing police and fire protection; maintenance, lighting
and cleaning of streets; traffic management; and garbage col-
lection. The Act requires the Comptroller General of the
United States to audit annually the payments made for these
services; any overpayment shall be refunded by Panama or off-
set against amounts payable under the Treaty. The payment is
treated as an operating cost of the Commission. Costs of
services disputed by the two parties are subject to a mutually
binding audit, and payments during the second 3-year period
are adjusted upward or downward to reflect actual costs expe-
rienced during the first 3 years.

Need to develop procedures for
determining costs incurred

Panama has not developed procedures to verify the actual
costs incurred in providing the Treaty-specified services.
In prior Congressional testimony, 1/ we recommended that such
procedures be developed.

The Commission believes that Panama should employ an
accounting system that will determine and accumulate costs
applicable to each public service and provide for sufficient
recordkeeping and retention of data in support of reported
costs to enable an audit. The Commission has conducted pre-
liminary discussions on the subject of cost reporting with
Panama and has been advised that Panama does not presently
have such a capability. Panama has hired a consultant to
design a system that will enable it to uniformly account for
the public service costs. However, because of the dissolu-
tion of the Panama Canal Authority, it is not known if or
when such a system will be implemented.

1/ House Merchant Marine and Fisheries Committee on
Nov. 30, 1977 and Feb. 26, 1979, and Senate Armed
Forces Committee on Feb. 1, 1978 and June 27, 1979.
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The Commission's position calls for following joint mon-
itoring and verification procedures to assure that perfor-
mance standards are met, levels of service maintained, and
cost adjustments made in case of variations from required
standards of levels of service. Panama, however specifies
that it will ensure that the agreed standards of quality are
being maintained. Cost verification appears to be a very
sensitive area, especially for Panama, and mechanisms are
far from being developed.

As of March 1980, Panama has submitted only one monthly
invoice of one-twelfth of $10 million for the public services
it currently provides. Panama did not provide a breakdown of
costs. The Commission has emphasized to Panama that it
requires costs in sufficient detail to permit evaluating
their reasonableness and to provide the basis for adjustments
to the fixed annual payment provided under the Treaty.

The Commission has (1) suggested quidelines for the
accounting treatment of the individual cost elements proposed
for use by Panama which require that they be reported sepa-
rately for each of the services and (2) recommended that a
detailed individual costing agreement be developed for each
public service.

Panama does not believe it is obligated to give the
Commission detailed monthly cost information to support the
public service payments. Therefore, it has raised the matter
to the diplomatic level to arrive at a concept which will
provide a basis for the provision of these services. Panama's
rationale is that there was general agreement between the
Commission and Panama on the approach and content of the sys-
tem to provide the audit trail for public service costs.
However, with respect to the provision of public services, it
has been treated as a contractor of the Commission for the
purpose of providing public services on a contractual basis.
Panama believes the $10-million payment for public services
was agreed to in lieu of tax revenues that normally would
have provided the funding for government services in the
Canal operating and housing areas; as a result, no contract-
ual relationship exists and the monthly invoices based on
the one-~twelfth amount should be sufficient. The Commission
does not agree with Panama's rationale.

Panama has expressed the goal of implementing an
accounting system so that tosts can be properly supported
within 3 years. This goal, if met, would fulfill Panama's
Treaty obligation. The Act, however, specifies that the
U.S. Comptroller General will audit the payment annually.
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Prior to passage of this Act, the Commission advised Panama
of the need to develop standard accounting principles.

The U.S. Embassy has not held formal discussions with
Panama to resolve the issue of public service payments.
Consideration is now being given to a531gn1ng an Embassy
person to help resolve future payment issues.

guallty of public
services not assured

There are no assurances of the quality of public ser-
vices after they are assumed by Panama. In prior congres-
sional testimony, we recommend that such standards be
developed. 1/

The United States and Panama have not agreed on specific
standards for the level and quality of Treaty-specified
public services to be provided by Panama nor have they devel-
oped levels of service and performance standards for police
and street lighting services. Nevertheless, Panama has pro-
vided such services for the Commission since the Treaty
entered into force and has submitted one monthly invoice for
the cost of services. The Commission and the U.S. Embassy
recognize that standards must be agreed on and have acceler-
ated their efforts to correct the situation. Panama believes
it is difficult to develop quality standards because stand-
ards for the levels of services presently being provided
either do not exist or are not well defined.

In November 1979, the Commission initiated the latest in
a long line of efforts to arrive at an agreement with Panama
on standards for public services. The plan called for close
coordination among all parties and outlined the responsibili-
ties of each. As of February 1980, it appeared that agree-
ment was very close in the Coordinating Committee.

1/ See footnote 1 on p. 28.
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CHAPTER 5

DEFENSE ASSUMPTION OF FUNCTIONS--SUCCESSFUL PLANNING

BUT UNRESOLVED ISSUES REMAIN

To a large extent, the Department of Defense has been
planning for and continuing the operations assumed on
October 1, 1979, and expanding its own services as needed.
Nevertheless, several unresolved issues could adversely
affect the cost and quality of postal or health services or
affect who is eligible for these services. The issues per-
tain to (1) disagreement over procedures for air post office
delivery, (2) lack of a final agreement on the U.S. Embassy's
request for mail privileges for nonprofit activities, (3)
lack of criteria and guidance on certain health care billing
matters, and (4) lack of military exchange, commissary, and
housing privileges for Panamanian health care professionals.
Defense representatives and, in some cases, U.S. Embassy
officials are attempting to resolve these matters.

OVERVIEW

The Treaty and related agreements allow Defense to pro-
vide education, health care, and postal services to members
of the U.S. Forces, civilian components, U.S. citizen employ~
ees of the Commission, U.S. contractors, dependents of these
groups, and other persons as agreed upon by the United States
and Panama Governments. Defense is also providing refuse
collection services to its areas and mortuary services to
those who were eligible for health care services and has
expanded its commissary and retail exchange operations.

Prior to October 1, 1979, PCC/CZG provided these services,
but the Commission is prohibited from doing so by the Treaty.
In addition, Defense expanded its base operations support,
such as maintenance, personnel, and procurement, because of
the assumed functions.

The assumption of functions by Defense represents one
of the greatest impacts of the Treaty on Defense. For
example, along with the related increase in base operations
support, about 2,300 personnel and about $35 million in
facilities and equipment were transferred from PCC/CZG to
Defense on October 1. Defense, the Army in particular, had
to recruit and hire several hundred persons to meet total
Treaty-related staffing requirements, expand and renovate
certain facilities, and provide for supplies and equipment
for these new and expanded functions. Extensive planning
was involved, both unilateral and bilateral, to provide
for the many different aspects of these assumed and expanded
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functions. The two largest functions, health and education,
each have annual operating budgets of about $30 million for
fiscal year 1980.

. Defense planning to preserve
basic PCC/CZG services

Realizing the potentially unsettling effect of the
changes concerning basic services on the Panama Canal commun-
ity, Defense made plans to preserve the basic PCC/CZG ser-
vices to the extent practicable but consistent with Defense
policies. For example, 664 staff and the buildings and
equipment of the CZG Division of Schools were transferred to
the newly created Panama region of the Department of Defense
Dependent Schools System. Defense is using the same schools
and essentially the same organization to educate basically
the same students who were attending the school prior to
October 1, 1979.

The Army's Health Services Command's plan provides for a
complete range of health, dental, and veterinary care for all
authorized beneficiaries in Panama. The plan calls for unin-
terrupted health services at a level consistent with U.S.
Army Medical Department standards by combining the services
of the U.S. Army Medical Activity and the much larger CZG
Health Bureau. This entailed the transfer of nearly 1,200
CZG personnel and the resources engaged in the health care
function to the Medical Activity.

Most of the same persons eligible to receive medical
care prior to October 1 are still eligible; an estimated
89,000 persons, including about 44,000 Panamanian employees
and dependents. Treaty-related agreements state that the
Panamanian employees will be eligible for health care
through the 30-month transition period. A bilateral agree-
ment concerning their dependents states they will be eligible
until Panama can provide such services, with the provision
that the Joint Committee will review this arrangement prior
to December 31, 1980. Those no longer eligible for health
services include:

~--PCC employees who were transferred to agencies
of the Panamanian Government on October 1, 1979,
in accordance with the Treaty.

--Persons (and their dependents) who retired from
PCC after November 1, 1970.
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--Persons (and their dependents) who at the time
of their retirement were eligible for Federal
Employees Health Benefits Insurance regardless
of retirement date.

--Retirees of any other Federal agency regardless
of insurance coverage or retirement date.

--Panamanian employees (and dependents) hired
locally by the Commission or Defense on or
after October 1, 1979.

--Private pay patients.

--Panamanian nationals employed by nonappropriated
fund agencies are only eligible for services pro-
vided in conjunction with the Occupational Health
Program.

The Air Post Office is serving eligible Canal area per-
sons who formerly used the Canal Zone Postal Service. About
80 CZG postal employees were transferred to the Air Post
Office system. Existing postal facilities on military bases
are being used, and Defense has also spent over $1 million to
add and expand postal facilities.

To preserve the quality of all services, Defense has
also (1) continued the health care sponsorship program
whereby the agency pays a portion of the costs, (2) contin-
ued the home medical care program, (3) continued to operate
the Canal Zone College, (4) continued the operation of two
former PCC commissaries, (5) determined school eligibility
and rates, and (6) expanded military exchange facilities
at a cost of $1.5 million.

UNRESOLVED ISSUES

Disagreement over procedures
for Air Post Office mail delivery

Panama and the United States disagree over procedures
for the delivery of Air Post Office mail from U.S. commer-
cial carriers. The issue seems to be that Panama wants to
charge the United States for mail received at and delivered
from Panama's airport terminal. The United States has
refused to pay such a charge, which presently is 40 cents
per pound of mail. With a monthly Air Post office mail
volume of about 90,000 pounds, the United States could pay
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as.much as $36,000 a month in airport terminal charges.
This cost would be significantly higher in 1981, when
rates are expected to increase to $1.00 a pound.

This is an important issue because it can and has
affected the quality and cost of the Air Post Office in
Panama. During several days after October 1, Panama inter-
ferred with mail delivery from U.S. commercial carriers and
the U.S. Forces and other U.S. Government agencies did not
receive mail until it was brought in by military carrier.
The U.S. Forces incurred certain costs for this, but as of
January 1980, they had not been determined.

Panama has proposed a solution to the mail delivery
issue which appears acceptable to the U.S. Embassy and U.S.
Southern Command. This matter is presently being negotiated
at the diplomatic level. 1In the meantime, Air Post Office
mail is moving smoothly; however, with no final solution,
the potential exists for Panama to interfere with this mail
again and thus affect the cost and quality of service.

No agreements reached on postal
privileges for nonprofit activities

Panama and Defense have not reached final agreement on
postal privileges for nonprofit organizations. As a result,
U.S. employees of such activities as the Smithsonian Insti-
tution, Gorgas Memorial Laboratory, and churches, labor
unions, and fraternal organizations do not have military
postal privileges for personal use. Panama has no obliga-
tion under the Treaty or related agreements to grant such
privileges. Nevertheless, final agreement has been reached
on allowing the Smithsonian Institution and Gorgas Memorial
Laboratory to use military postal services for their offi-
cial use. As of January 1980, the issue of nonprofit activ-
ities using military postal facilities for personal use was
being discussed at the diplomatic level, with the hope of
extending these privileges to the affected employees.

Lack of criteria and guidance on
certain health care billing matters

There is an apparent lack of criteria concerning agency
sponsorship of health care costs and of guidance for billing
uninsured patients. The U.S. Army Medical Activity assumed
responsibility for billing and collecting for health care
services as part of the transfer of function on October 1,
1979.
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Criteria

Passage of the implementing legislation in September 1979
enabled the U.S. agencies to continue PCC's practice of spon-
sorship of health care costs, in which the agency pays a por-
tion of the costs not covered by the insurance carrier for
employees and specified nonemployees. The Commission notified
the U.S. Army Medical Activity of its sponsorship amounts in
October 1979. We were informed that the Medical Activity is
following a similar practice for Defense's civilian employees
by absorbing the amount not paid by the insurance carrier.
However, according to a Medical Activity official, no criteria
defines sponsoring agency or allowances to be paid. Also, as
of November 1979, the sponsorship rates of other Federal agen-
cies was not clear.

Guidance

The U.S. Medical Activity expects patients to apply for
waivers of forgiveness for uninsured amounts and for Defense
to absorb the cost. The Medical Activity does not know how
many people are in this category or the estimated amount of
debt forgiveness. Medical Activity officials say the agency
does not have clear guidance on how to consider these cases.

Panamanian health care professionals
lack military priviliges

Panamanian health care professionals do not receive cer-
tain military privileges under the Treaty and related agree-
ments. As of October 1, 1979, final resolution had not been
reached on whether Panamanian nationals who are health care
professionals employed by Defense should be eligible for pri-
vileges, such as commissary, military exchange, and housing.
This issue is presently being considered at the diplomatic
level.

This is of interest to the United States because Panaman-
ian citizens represent approximately 32 percent (36 out of
111) of all physicians providing health care for the U.S. Army
Medical Activity in Panama. However, Joint Committee members
believe there is little danger of losing these physicians if
they do not gain military privileges, since many of them
received bonuses resulting from the Physicians Comparability
Act, pay increases due to transfer from the CZG to Defense pay
schedule, and the 7-percent Federal pay increase.
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Potential considerations

The population served by Defense's community services
will decrease over the next several years. We believe that,
with the planning for implementation and the October 1, 1979,
implementation basically completed, Defense will need to look
ahead over the next several years to determine the extent of
services and to program expenditures accordingly. For
example, after the 30-month transition period, the Army esti-
mates that the population eligible for health care services
will decrease by half, to about 44,000. Yet, at the same
time, $12 million in renovations to Gorgas Hospital, now a
Defense facility, is planned for fiscal year 1982 and another
$17 million is planned for 1981-83. Also, in 5 years, U.S.
citizen employees of the Commission and their dependents will
not be eligible to use the postal services, commissaries, and
military exhanges. We did not, however, undertake audit work
on these issues.

36




CHAPTER 6

EMPLOYEE PROVISIONS--SUBSTANTIAL

PROGRESS ACHIEVED

Employee provisions comprise one of the most difficult
and critical areas of Treaty implementation planning. 1In
that regard, the Commission and Defense have made substantial
progress in implementing the important personnel changes
required by the Panama Canal Treaty or the Panama Canal Act,
including

--implementation of a hiring preference system
for Panamanians;

--development of policies and procedures to
increase Panamanian participation in Canal
operations;

--establishment of Defense civilian personnel
policies to ensure 90 per cent proportional-
ity in the Panamanian workforce;

--development of procedures to implement other
required changes; and

--action on certain social security matters.

In addition to the changes required by the Treaty and
the Act, the Canal Zone Civilian Personnel Policy Coordinat-
ing Board (now called the Panama Area Personnel Board) also
approved a new Panama Area Wage Base for employees hired after
October 1, 1979, which meets the requirements for minimum
levels of pay and annual increases set forth in the Act.

It should be noted that the Act provides for the interim
application of the Canal Zone Merit System until the Panama
Canal Employment System is established. 1In accordance with
that provision, the Canal Zone Merit System continues in
operation as before, except that the Treaty requirement to
extend hiring preference to Panamanians has been implemented.
The Canal Zone Merit System and its successor--the Panama
Canal Employment System--are available to all U.S. Government
agencies in the former Canal Zone, including Defense.

The Act calls for the establishment of the Panama Canal

Employment System by the President after consideration of
recommendations by the Commission. The Commission is already
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developing the recommendations for that new system. Essen-
tially the recommendations call for a new employment system
patterned substantially after the present one, but modified
to carry out unigue Treaty requirements, such as the hiring
preference for Panamanians. Finally the Act requires that,
no later than 60 days after all members of the Board of the
Commission have been appointed, the Board must adopt a Code
of Conduct applicable to each of its members and to each
Commission officer and employee. A proposed Code of Conduct,
which has been drafted and is currently under review, is
expected to be completed and forwarded for action by the Board
when it is constituted.

It should be noted that the U.S. members to the Supervi-
sory Board were appointed in December 1979; this should have
been done by October 1, 1979. Also, as of early 1980, the
U.S. Senate had not given its advice and consent on these
appointees as required by the Act.

HIRING PREFERENCE FOR
PANAMANIANS IMPLEMENTED

The system of preference for hiring Panamanians has been
implemented. The Treaty provides that the United States
shall establish regqulations for a system of preference, when
hiring employees, for Panamanian applicants possessing the
skills and qualifications required for employment by the
Panama Canal Commission.

The Canal Zone Civilian Personnel Policy Coordinating
Board approved a system that calls for adding 11 extra points
to the numerical scores of all Panamanian applicants tested
after October 1, 1979, who have at least a minimum of 70 on
an assembled examination administered by the Central Examining
Office. 1In filling vacancies competitively, the rule of three
( a procedure which requires agencies to select the three eli-
gibles with the highest scores) will apply after the point
adjustments have been made. The requlations also apply to the
Department of Defense. Regular veterans' preference entitle-
ments and procedures continue to apply.

The Treaty requirement for the hiring preference system
is intended to apply to initial employment only. Senior-level
Commission officials feel that to apply it beyond that--for
example, to promotions--would have a significantly adverse
effect on employee morale and would exceed the Treaty
requirement. Defense plans to evaluate the results of the
hiring preference system after several months to determine
whether it actually increases the number of Panamanian employ-
ees in the Defense workforce. The Policy Coordination Board
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is responsible for administering the Canal Zone Merit system
and coordinating a uniform system of pay and allowances among
U.S. Government agencies in the former Canal Zone. The
Central Examining office has the primary mission of furnish-
ing qualified applicants to U.S. Government agencies in
Panama.

The Commission has also developed a hiring preference
policy for outside hires, which include civil service or
Panama -Canal employment system status eligibles. Such eli-
gibles will be given hiring preference and the nonselection
of qualified Panamanians will require written justification
to the Commission's Personnel Director. For persons who were
already employed prior to the effective date of the Panama
Canal Treaty and were involuntarily separated by reason of
the Treaty and entitled to priority reemployment considera-
tion without restriction, no priority employment considera-
tion will be applied on the basis of nationality.

DEVELOPMENT OF POLICIES AND PROCEDURES
TO INCREASE PANAMANIAN PARTICIPATION
IN CANAL OPERATIONS

The Commission has developed policies and procedures to
increase Panamanian participation in Canal operations. The
establishment of a system of employment preferences for Pana-
manian nationals must be considered in light of the Treaty

reguirement that:

"there shall be growing participation of Panamanian
nationals at all other levels and areas of employ-
ment in the aforesaid Commission, with the objective
of preparing, in an orderly and efficient fashion,
for the assumption by the Republic of Panama of full
responsibility for the management, operation and
maintenance of the Canal upon the termination of
this Treaty."

The Treaty contains various provisions designed to
implement this policy. First, recruitment of personnel from
outside Panama for the Commission shall be generally limited
to persons possessing requisite skills and qualifications not
available locally. Second, the United States will establish
training programs in order to increase the number of Panaman-
ian nationals qualified to assume positions with the Canal
Commission. Third, the United States must establish a policy
for periodic rotation of U.S. citizen employees and other
non-Panamanian employees. Fourth, an exchange of information
will be set up concerning available positions and applicants.
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These provisions are intended to significantly increase the
number of Panamanian nationals employed at all levels of the
Commission.

Policies have been developed that would implement
for the Commission the changes required by the Treaty.

Recruitment outside Panama

The Treaty provides that:

"The United States of America shall establish an
employment policy for the Panama Canal Commission
that shall generally limit the recruitment of per-
sonnel outside the Republic of Panama to persons
possessing requisite skills and qualifications
which are not available in the Republic of Panama."

To reduce the need for recruitment outside Panama, the
Commission has implemented a policy establishing training
programs for Panamanian employees and apprentices and
increasing the participation of Panamanian nationals at all
levels and areas of employment in the Commission.

Also, this policy provides that, before the Commission
will authorize recruitment outside Panama, a significant
recruitment effort will be made to fill the position with a
qualified applicant from the local labor market. This policy
is to be applied in a manner consistent with the Treaty
requirement concerning hiring preference for Panamanian citi-
zens and applies to hiring actions on or after October 1,
1979.

It should be noted that the PCC/CZG's policy was to
recruit locally, and about 90 percent of all recruitment
was done within Panama. Only those positions requiring
very special skills not yet available in Panama were
recruited from outside Panama. In recent years, this
included such categories as medical personnel, attorneys,
engineers, Canal pilots, tugboat masters, machinists, and
shipfitters. A Commission representative expressed optimism
that some of those skills are becoming more readily available
within Panama and that an intensified recruitment effort will
prove this to be the case. For example, Panamanian Canal
nautical school programs are seen as a valuable resource
toward preparing Panamanians to meet Commission needs.
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Training
The Treaty provides that:

"The United States of America will establish train-
ing programs for Panamanian employees and appren-
tices in order to increase the number of Panamanian
nationals qualified to assume positions with the
Commission as positions became available."

To comply with this requirement, the Commission is
emphasizing training that will:

--Identify Panamanian employees that have the poten-
tial to occupy supervisory and manaderial positions
and determine their training needs.

--Reestablish a cooperative education program in an
effort to employ Panamanian students in trainee
positions related to their professional fields of
study.

--Provide career counseling to assist Panamanian
employees in the advancement of their careers.

--Coordinate closely with Panamanian authorities on
the availability of scholarships in naval and mari-
time academies in the United States.

--Expand the U.S. apprentice training program.

Plans have been drawn and funds budgeted to expand indus-
trial school facilities to train more Panamanians each year in
technical skills.

Rotation
The Treaty provides that:

"The United States of America shall establish a
policy for the periodic rotation, at a maximum
of every five years, of United States citizen
employees and other non-Panamanian employees,
hired after the entry into force of this Treaty.
It is recognized that certain exceptions to the
said policy of rotation may be made for sound
administrative reasons, such as in the case of
employees holding positions requiring certain
non-transferable or nonrecruitable skills."
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On October 1, 1979, the Commission implemented a policy
whereby, except for employees recruited for positions regquir-
ing nontransferable or nonrecruitable skills, non-Panamanian
Commission employees hired on or after October 1, 1979, shall
be required to rotate out of their employment with the Panama
Canal Commission in the Republic of Panama no later than 5
years from the date they arrive at their duty stations on the
Isthmus. Employees subject to the rotation policy will nor-
mally be employed on career or career—-conditional appoint-
ments.

The policy requires the Commission's Personnel Director
to (1) establish a program for return placement assistance
for employees subject to rotation and (2) obtain from each
such employee, as a condition of employment, a written agree-
ment stating that the employee is subject to the rotation
policy; will enroll in the return placement assistance pro-
gram prior to the expiration of the maximum 5-year tour of
duty; and within a specified period of time prior to the
expiration of such duty will accept transfer to a position
outside the Republic of Panama, if such position is offered,
or be subject to termination of employment at the end of such
tour of duty.

The 5-year rotation policy will not apply to employees
who were employed by PCC/CZG immediately before entry into
force of the Treaty and who were subsequently appointed to
positions in the Panama Canal Commission without a break in
service or who were separated by reduction in force on
September 30, 1979, and reappointed to positions in the
Panama Canal Commission before April 1, 1980.

To enhance the Commission's ability to recruit and retain
qualified individuals, Canal pilots are excluded from this
policy. Continued exclusion of Canal pilots will be examined
periodically, and additional occupational categories or indi-
vidual employees may be excluded from coverage for sound
administrative reasons. Any employee appointed to a position
deemed to be excluded from this policy will not in the future
be subject to the policy unless he has a break in service of
more than one day and is subsequently reappointed to a posi-
tion which is not excluded. Service only with the Panama
Canal Commission will be counted toward the 5-year employment
limitation. The service need not be continuous but must have
been rendered after September 30, 1979. Extensions of tours
of duty beyond 5 years will be granted only when no qualified
Panamanians are available for the positions or when deter-
mined by the Administrator of the Commission.
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Bilateral mechanism to increase
exchange of information

Under the Treaty, the United States shall periodically
inform the Republic of Panama of available positions within
the Panama Canal Commission.

The Commission has developed and is using procedures
for the exchange of information between the United States
and Panama as to the availability of positions and gqualified
applicants. The procedures consist of providing Panama with
quarterly reports and 5-year projections showing basically
the types and numbers of positions available and the probable
source the Commission will use to fill a position. In addi-
tion, as a general practice, the Commission issues a weekly
newspaper, the Spillway, and also provides information to the
public on available Commission positions.

Potential consideration

A potential consideration is whether the collective
actions taken by the Commission will implement the basic
Treaty policy of increasing the number of Panamanian nationals
it employs at all levels. This is necessary if the Panamanians
are to assume full responsibility for the operation of the
Canal on Treaty termination.

The concept of preference for Panamanian applicants is
an additional and important means of implementing the basic
Treaty policy. A potential matter for consideration is
whether this system will result in a real and effective
increase in Panamanian employment in order to fulfill the U.S.
commitment to increase Panamanian participation in Canal
operations. In practical terms, therefore, the system of pre-
ference must be lcoked at in the context of the entire range
of measures taken to implement the concept of increasing Pana-
manian employment in the Commission.

Finally, the related question must be considered regard-
ing the application of the U.S. veterans' preference in light
of U.S. Treaty obligations. The Canal Zone Civilian Personnel
Policy Coordinating Bcard has received protests from veterans'
organizations. The U.S. Office of Personnel Management in
September 1979 concluded that the Treaty's Panamanian hiring
preference and the Veterans Preference Act may be harmonized
and that both should be given force and consistently applied.
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DEFENSE'S CIVILIAN PERSONNEL
POLICIES ESTABLISHED

Defense has established civilian personnel policies to

. ensure proportionality in its Panamanian workforce. Defense's
civilian employees are not covered by the same provisions of
the Treaty as employees of the Commission. Rather, they are
covered by the Agreement in Implementation of Article IV of
the Treaty, called a status of forces agreement, or SOFA.

More specifically, the SOFA, in conformity with the prin-
ciples of the Panamanian labor laws, requires that U.S. Forces
establish employment preferences in all levels for Panamanian
applicants possessing the requisite skills and qualifications.
Accordingly, the U.S. Forces will endeavor to ensure that the
number of Panamanian nationals they employ in relation to the
total number of civilian employees will conform to the 90 per-
cent proportion established under Panamanian law.

The SOFA also provides that there shall be no wage dis-
crimination on the basis of nationality, sex, or race. Pay-
ments by the U.S. Forces of additional remunerations to
persons of any nationality, including Panamanian citizens,
who are recruited outside of Panama and must therefore change
their place of residence shall not be considered to be dis-
crimination.

Defense has established basic policies on rotation of
civilian employees, training, and recruitment which are impor-
tant to achieving the proportion established under Panamanian
labor laws. These and other matters are discussed below.

Panamanian hiring preference
and proportionality

Defense has extended hiring preferences to Panamanians
in accordance with (1) the regulations established and issued
by the Secretary of the Army and the Central Examining Office
and (2) the system approved by the Panama Area Personnel
Board.

Defense views the Panamanian hiring preference as one
way of achieving the SOFA requirement that U.S. Forces endea-
vor to insure that the number of their Panamanian national
employees conforms to the proportion established under Pan-
amanian law. At present, Panamanian law requires that 90
percent of the civilian workforce be Panamanian. This does
not represent a major change from the goal of 85 percent
which the Army component of the Southern Command has had
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for the past 3 years. It does, however, represent a serious
civilian challenge for all Defense activities in Panama.

To meet the challenge of proportionality, the Southern
Command has suggested that component commands (Army, Air
Force, and Navy):

--Initiate a position review with the objective
of eliminating "dead end" positions and creating
"bridge" positions which would enable Panamanians
to qualify for higher level positions.

--Establish and fund intern and apprentice positions
based on a review of anticipated staffing needs.

--Use training programs with a view toward using more
student coops.

—-Carefully review the need for "security posi-
tions." Such positions should be limited to
those requiring more than occasional access to
classified documents and information. Organi-
zational structures should be reviewed to
determine if security aspects of a position can
be assigned elsewhere.

Even without the Treaty, the Southern Command believes
that these actions should be taken to reduce the need to
recruit individuals from the United States. The cost of
employing locally available individuals is substantially
less than the cost of individuals recruited from the United
States.

Rotation

Prior to October 1, 1979, Defense had a policy for
rotating certain civilian personnel. Since then, members of
the civilian component, except Panamanian citizens and resi-
dent aliens in Panama, are subject to the Defense instruc-
tion, "Rotation of Employees from Foreign Areas and the Canal
Zone." The instruction provides that employees recruited from
outside of Panama will be required to rotate within 5 years
from entry on duty in Panama and that U.S. citizen employees
hired locally will be given appointments not to exceed 5

years.

Other exceptions to the mandatory rotation system include
employees (1) continuously employed overseas by the U.S.
Forces since on or before April 1, 1966, and who have no
agreement regarding mandatory return to the United States and
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(?) who transferred from PCC/CZG through a transfer of func-
tion and who have no agreement providing for mandatory return
to the United States.

Defense is identifying various categories of employees,
such as dual citizens and U.S. citizens married to Panaman-
ians, to determine whether they are permanent residents and,
hence, excluded from the rotation policy.

Training

The Southern Command believes training is important to
increase Panamanian participation in the workforce and to
provide avenues for Panamanians to move to skilled and man-
agement jobs. It is using training as one approach to reach
its goal of a 90-percent Panamanian workforce. 1In addition,
the Command’'s civilian personnel policy on training provides
that concerted effort will be made to provide training which
will equip Panamanian nationals with the skills, knowledge,
and abilities to compete sucessfully for more responsible
positions. The policy calls for the following types of
training, among others, to be made available to all civilian
employees.

~-Orientation for new hires.

~-Formal apprenticeship or helper programs for
those who lack experience but show potential
for becoming trades or crafts workers.

--Skills training to help current employees do
their jobs better.

--Supervisory and managerial training at basic
and advance levels of responsibility.

Recruitment

Although no specific SOFA provisions apply to U.S. Forces
recruitment from the United States, the Southern Command has
established a basic policy of making maximum use of local
citizens and residents in filling positions before transfer-
ring or recruiting civilian employees from outside Panama.
Personnel transferred or recruited from outside Panama will,
in general, be limited to key personnel, training personnel,
those regarded as essential for reasons of national security,
and those possessing required skills not available locally or
elsewhere on the Isthmus. According to Defense, in effecting
this policy the system of Panamanian preference will be fully
applied by U.S. Forces components.
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DEVELOPMENT OF PROCEDURES TO
IMPLEMENT OTHER REQUIRED CHANGES

Other personnel policies have been or are being devel-
oped and reviewed which would implement for the Commission
and Defense other changes required by the Treaty or the Act.
These include policies governing labor-management relations
and special placement.

Labor-management relations

The Treaty recognizes the rights of employees to nego-
tiate collective contracts with the Panama Canal Commission
and states that labor relations shall be conducted in accord-
ance with forms of collective bargaining established by the
United States. This includes such features as the right to
an equitable appeals process, protection against abuse of the
Merit System, and incentives and awards for good work and
skillful management. The Act has the effect of making the
Commission's labor-management relations subject to Title VII
(Federal Service Labor-Management Relations) of the Civil
Service Reform Act of 1979.

The Commission developed a policy in November 1979 which
recognizes and fully supports the right of its employees,
without regard to citizenship, to negotiate collective con-
tracts. The policy became effective immediately, even though
it is still under review by the Commission, and requires the
Commission to meet with its employees or their exclusive
representatives and to negotiate in good faith on the terms
and conditions of employment as authorized by law for incor-
poration into a written contract.

Specific responsibilities for designated labor-management
employee relations officials are outlined below.

-~-Industrial Relations Officer. To assure that
labor-management relations within the Commission
are carried out in conformance with statutory
and regulatory requirements and overall civilian
personnel policies and practices, the Industrial
Relations Officer has been designated the prin-
cipal spokesman for management in such matters.
He will serve as the primary contact for conduct-
ing union business and coordinate, as necessary,
with the Personnel Director and other bureau
directors, since union business will be concerned
for the most part with personnel policies and
working conditions.
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--Management officials, supervisors. The above
designation does not relieve other management
officials and supervisors of their responsibi-
lities for carrying out day-to-day dealings
with union officials, shop stewards, etc. How-
ever, the Industrial Relations Officer will
be kept fully informed of all matters of inter-
est and/or concern to management and the unions.

--Labor Counselor. The Labor Counselor, a gual-
ified attorney (or attorneys) designated by the
General Counsel, is available to provide advice
and assistance to the Industrial Relations Offi-
cer and Personnel Director and their staffs on
such matters as drafting collective bargaining
agreements, third-party proceedings, grievance
resolutions, arbitration representation, manage-
ment training (including instructor assistance),
and review of personnel-labor relations policies
and procedures. In coordination with the Person-
nel Director and/or the Industrial Relations
Officer, he is also available to advise and
assist the Equal Opportunity Director and other
management officials upon request.

For Defense, the SOFA states that the terms and condi-
tions of employment of Panamanian personnel shall conform
with the general principles contained in the Panamanian labor
laws. As of January 1980, the Southern Command had not devel-
oped a labor relations policy but intended to develop one in
the near future which is expected to provide guidance on the
recognition of labor organizations and impasse and arbitra-
tion procedures. It should be noted however, that individual
component commands have issued general internal policies on
handling labor relations matters.

Special placement

The Panama Canal Treaty provides that persons employed by
PCC/CZG prior to entry into force of the Treaty who are dis-
placed from their employment as a result of U.S. discontin-
uance of certain activities pursuant to this Treaty, will be
placed by the United States to the maximum extent feasible in
other appropriate jobs with the U.S. Government in accordance
with U.S. Civil Service regulations. The Act provides this
placement assistance for U.S. citizens employed in the former
Canal Zone by U.S. Government agencies other than PCC/CZG.
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In April 1978, the Office of Personnel Management imple-
mented a program to provide special placement assistance to
displaced U.S. employees, and it is responsible for develop-
ing and administering a Federal Government-wide placement
program. The program was advertised throughout the bureaus,
divisions, and units of PCC/CZG as well as in local news-
papers, and a special program information packet was sent to
all displaced career or career-conditional employees.

The program had two priority levels for former Canal
Z2one employees

--Priority level 1, consisting of those U.S.
citizen employees of PCC/CZG and other Fed-
eral agencies in the Canal Zone who are
involuntarily separated as a direct result
of implementation of the Treaty.

--Priority level 2, consisting of U.S. citizen
employees of the PCC/CZG who wish to obtain
other Federal employment in the United States
even though they are not scheduled for separ-
ation.

Employees are subject to removal from the program if
they accept a continuing position in the Federal Government
or decline offers they had previously indicated would be
acceptable.

As of October 1, 1979, there were 42 displaced U.S.
employees in the Special Placement Assistance program. The
program's Director stated that most of the participants would
be placed. Defense civilian employees were not in the program
since there was no Defense reduction in force; however, it is
expected that some employees may be eligible during the
Treaty's lifetime.

According to the Commission's Director of the Special
Placement Assistance program, the program's success suffered
because (1) of a lack of knowledge about PCC/CZG on the part
of U.S. agencies in the United States and (2) some U.S. agen-
cies which were considering PCC/CZG employees for employment
sent them position availability notices with short suspense
dates, which in many instances had expired by the time the
employee received the notice, resulting in the employee not
being considered for the position.

The Commission has reported this situation to the Office
of Personnel Management in Washington and the Office, in turn,
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has notified U.S.-based Government agencies to give more
consideration to PCC/CZG employees. The Commission Director
believes that this step has improved the program.

Potential consideration

There appears to be a potential for conflict between the
Treaty requirements and those of the Act. For example, the
SOFA calls for adherence to principles of Panamanian labor
law whereas the Act provides for compliance with U.S. labor
law and the application of Title VII.

ACTION ON SOCIAL SECURITY MATTERS

Major initiatives taken or in progress to implement the
provisions of the Treaty and related agreements with regard
to social security matters fall mainly into two areas. The
transfer of retirement benefits and the payment of the 13th
month contribution.

Transfer of retirement benefits

Article VIII of the Agreement in Implementation of
Article III of the Treaty provides for the transfer to the
Social Security System of Panama of funds equal to the amount
of employee/employer contributions held for certain PCC/CZG
employees who become employed by Panama as a result of the
Treaty. This transfer is at the election of the employee.
However, it should be noted that these employees are no longer
covered by the U.S. Civil Service Retirement System, and they
can obtain a refund of their contributions from the United
States if they do not want to transfer them into the
Panamanian system.

As of January 1980, no Commission employees had elected
to transfer their retirement contributions to the social
security system of Panama. Therefore, Commission and Embassy
officials are presently considering what steps if any to take
to eliminate this option.

Payment of 13th month
employer contribution

There is disagreement between Panama and the United
States and among U.S. agencies on the Isthmus as to the
responsibility of U.S. employers and their employees for the
13th month social security payment.

Bccording to Article VIII (Social Security) of the Agree-
ment in Implementation of Article III and Annex C (Application
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of Panamanian Social Security) of the Agreement in Implementa-
tion of Article IV of the Treaty, the Commission and Defense
acquired formal commitments vis-a-vis worker-employer contri-
butions which must be transferred to Panama's social security
fund, according to the coverage of each employee who might be
incorporated into the Panamanian social security system, in
conformity with the rates established by law regarding social
security in Panama. For the incorporation of new Commission
employees, it is necessary to determine the contribution to
be paid by the Commission, in its capacity as employer, to
Panama's social security system.

The 13th month benefit is calculated on the basis of one
day's salary for each 11 days of effective work, continuous
or discontinuous. This bonus should be paid in three propor-
tionate (equal) parts, on April 15th, August 15th, and
December 15th of each year. In Panama's private sector, the
13th month benefit is one month's salary divided into thirds;:
two of which are paid directly to the worker on April 15 and
December 15. The remaining third is paid to the Panamanian
social security fund on August 15. 1In the public sector,
there is the same division and payment schedule, but the limit
paid for the 13th month is $400; that is, persons earning more
than $400 receive total payments of $400.

Although there is no conflict over the normal employer
and employee contributions to the social security system, the
novelty of the 13th month contribution in terms of the system
anticipated has produced some problems. The internal U.S.
dispute has been referred to the Departments of State and
Defense in Washington for resolution. A single U.S. position
will then be forwarded to the Panamanians. The issue is among
the most difficult created by the Treaty and related agree-
ments, as it involves the application of a foreign social
security system to employers operating predominately under
U.S. law.

The delay in the solution of this matter has not pre-
vented the enrollment of employees, temporary as well as
permanent, hired by the Panama Canal Commission as of
October 1, 1979, as outlined in the Agreement in Implemen-
tation of Article III and IV of the Panama Canal Treaty.

Potential considerations

A potential consideration is whether the U.S. Congress
should be consulted on any deliberations concerning the eli-
mination of the option for certain PCC/CZG employees to
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transfer their benefits to Panama's social security system.
As previously mentioned, this option is required by the docu-
ments associated with the Panama Canal Treaty.

Another important consideration is whether the agreement
reached with Panama on the 13th month benefit will amount to
increased costs for the Commission and Defense; in that sense,
it will be an additional cost resulting from implementation of
the Panama Canal Treaty and related agreements.

MINIMUM LEVELS OF PAY
AND ANNUAL INCREASES

The Treaty provides that:

"Phe terms and conditions of employment to be
established will in general be no less favor-
able to persons already employed by the Panama
Canal Company or Canal Zone Government prior to
the entry into force of this Treaty, than those
in effect immediately prior to that date."

The Act provides that:

"(b) (l) Effective October 1, 1979, each indivi-
dual employed by an Executive Agency or the
Smithsonian Institution, whose permanent duty
station is located within an area or installa-
tion in the Republic of Panama made available
to the United States pursuant to the Panama Canal
Treaty of 1977 and related agreements, shall
be paid basic pay at a rate of not less than
$2.90 an hour.

"(2) Effective October 1 of each succeeding cal-
endar year, the rate of basic pay for each indi-
vidual referred to in paragraph (1) of this
subsection whose basic pay is not fixed in rela-
tion to rates of basic pay for the same or similar
work performed in the United States shall be
increased by an amount equal to not less than 2
percent of the rate of basic pay for that indivi-
dual in effect immediately before that date.”

The Canal Zone Civilian Personnel Policy Coordinating
Board has approved salary and wage policies for new hires and
onboard employees. These policies apply to all U.S. Govern-
ment agencies in Panama.
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The Board approved a new pay system--designated the
Panama Area Wage Base--for employees hired in Panama on or
after October 1, 1979, which meets the requirements for mini-
mum levels of pay and annual increases set forth in the Act.
According to Defense, this pay system is most generous in com-
parison with Defense's original concept of locality wages.

The principal features are (1) an entry wage of not less than
$2.90 an hour, (2) annual step adjustments of 2 percent effec-
tive on October 1 of each succeeding calendar year, (3)
identical step placement when promoted from one grade to
another, (4) minor interim adjustments for compatibility with
present Canal Zone wage base schedules, (5) no special wage
categories 1/, and (6) wage policy for apprentices entering
after the 1979 class will be the same. New employees hired
from outside Panama on or after October 1, 1979, are being
compensated on the U.S. wage base schedule, regardless of
nationality or place of hire. According to Defense, the
Commission is challenging this position because it may be
discriminatory.

For onboard employees, the Canal Zone Personnel Policy
Coordinating Board approved the continuation of the current
wage system. Commission onboard employees will continue to
receive pay increases in the same manner as in the PCC/CZG,
with the exception of the Fair Labor Standards Act minimum °
wage adjustment. Employees who received all or part of the
pay adjustments resulting from minimum wage increases will
receive instead the full annual pay adjustments applicable
to their respective wage categories.

For onboard Commission and Defense employees, pay sched-
ules will continue to be adjusted by a tax allowance. 2/ The
Secretary of the Army has approved a Panama Area Personnel
Board recommendation to eliminate the tax allowance for these
employees on October 1, 1980, subject to necessary congres-
sional appropriations. No tax allowance adjustment will be
applied to pay rates under the Panama Area Wage Base. The
tropical differential (additional compensation amounting to
15 percent of base pay to recruit and retain a qualified and

l/ As of January 1980, the Panama Area Personnel Board
was exploring the possibility of special wage cate-~
gories for critical skills, such as doctors, auditors,
comptrollers, machinists$, and others.

2/ An allowance for taxes which operate to reduce the

disposable income of U.S. citizen employees in compar-
ison with the disposable income of non-U.S. citizens.
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adequate work force from the United States) will continue to
be applicable to former PCC/CZG employees who continue with
the Commission without a break in service and who are eligible
to receive it and to eligible Defense employees. New employ-
ees will be paid the tropical differential regardless of citi-
zenship if they are recruited outside Panama.

The special wage categories in force in PCC/CZG on
September 30, 1979, will be continued as needed for onboard
employees. Any employee hired locally on or after October 1
for a position that was classified in the police, fire, or
postal groups prior to October 1 will be hired under the
appropriate classification grade and rate of pay of the Local
Non-Manual schedule. This recognizes the fact that in the
recent past as well.as in the forseeable future, all vacancies
in these categories have been and will continue to be filled
from the local labor market. Positions in the canal naviga-
tion, floating equipment, and power branch categories will
continue to be compensated from the U.S. wage base schedule
for both 0l1d and new employees.

Former PCC/CZG employees who were separated on
September 30, 1979, by reason of the reduction in force and
who are reemployed by the Commission between October 1, 1979
and April 1, 1980, will be reqgulated by the same pay provis-
ions previously applicable to them in the PCC/CZG. Former
employees who were transferred with their function to Depart-
ment of Defense activities in the Republic of Panama on
October 1979 and who subsequently return to the Panama Canal
Commission without a break in service will be eligible for
all pay and employment benefits to which they would have been
entitled had they not been transferred.

Cost of living allowances

The Treaty authorizes the United States to pay additional
remuneration over and above basic compensation to certain
categories of employees. Accordingly, the Act provides that
U.S. citizen employees of the Commission may be paid an allow-
ance to offset the cost of living increases which may result
from termination of eligibility to use military postal, com-
missary, and exchange privileges. This will occur in October
1984, 5 years after the Treaty enters into force. The method
of determining the cost of living allowance has not yet been
decided upon.

The former Panama Canal Zone Governor estimated the
first-year cost of the cost of living allowance at $10 mil-
lion to $11 million, based on 15 percent of the 1980 average
wage adjusted for a 7-percent inflation factor. 1In testimony
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before the Panama Canal Subcommittee of the House Merchant
Marine and Fisheries Committee on February 26, 1979, we
pointed out that there are different methods of computing

a cost of living allowance and that several factors, such as
the rate of inflation, salary base, and number of employees
entitled to the allowance, make it very difficult to estimate
the cost. The former Governor's method is one way. Another
way would be the one presently used by the Department of State
and the Office of Personnel Management. This method is based
on a survey of the cost of living at a given post, exclusive
of living quarters, as compared with Washington, D.C. The com-
putation recognizes that consumption patterns vary and are
responsive to a host of factors, including marital status,
family size, income level, and post classification. The State
Department recognizes that these variables affect employee
expenditures and designed its foreign area cost of living
allowances accordingly. It computes separate "with family"
and "without family" spendable income levels for application
of the allowance percentage and supplements the "with family"
allowance for each child living with the employee.

Potential considerations

The minimum pay levels and annual increases may create a
situation whereby two U.S. Government employees, working side
by side and performing the same or similar duties, will earn
different wages. New hires will receive smaller percentage
increases in general annual pay adjustments than the onboard
employees.

A potentially more serious and complex consideration may
be whether the new Panama Area Wage Base will equalize the
wage levels in Panama while respecting the workers' interests
according to the Treaty and will not jeopardize Panama's
income derived from the Canal. A senior-level Commission
official told us that the Panama Area Wage Base is geared to
eliminate discriminations in pay between Commission and
Panama workers over the next 20 years. Panama has also taken
action to lessen the wage differences and has raised the min-
imum wages for employees in the former Canal Zone to $2.90 an
hour. Nevertheless, the Commission expects that at the end
of the 20-year period, the Commission's wages will still be
slightly higher than Panama's.

Since the purpose of the cost of living allowance is to

compensate U.S. citizen employees of the Commission for higher
living costs as a result of losing military benefits 5 years
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after entry into force of the Treaty, a potential considera-
tion is that the allowance be computed so as to recognize
individual circumstances and needs such as marital status,
family size, and income level.
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CHAPTER 7

CONCLUSIONS, RECOMMENDATIONS, AND AGENCY COMMENTS

CONCLUSIONS

The Panama Canal Treaty established a new cooperative
relationship between the United States and Panama for opera-
tion and defense of the Panama Canal. The Panama Canal
Commission, U.S. Southern Command, U.S. Embassy, and Panama
have made good progress in planning for the implementation
of the Treaty. The transfer to Panama of various port and
railroad activities, certain health and sanitation services,
vehicle registration and licensing, and utility billing and
rate setting in certain locations outside canal operating
areas proceeded smoothly and with no apparent impact on
Canal operations or living conditions of the general
public. Also, commercial retail operations, such as the
Balboa theater, restaurant, and bowling alley were satis-
factorily transferred to Panama for operation by private
interests.

The Panama Canal Commission and the Department of Defense
have made substantial progress in implementing the important
personnel changes required by the Treaty or the Act, including

--implementation of a hiring preference system
for Panamanians; ‘

-—-development of policies and procedures to
increase Panamanian participation in Canal
operations;

--establishment of Defense civilian person-
nel policies to ensure 90 percent propor-
tionality in the Panamanian workforce;

--development of procedures to implement
other required changes; and

--action on certain social security matters.

The Canal Zone Civilian Personnel Policy Coordinating Board
approved a new Panama Area Wage Base for employees hired after
October 1 which meets the requirements for minimum levels of
pay and annual increases set forth in the Act. It should be
recognized that employee provisions is one of the most diffi-
cult and critical areas of Treaty implementation planning.
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Although progress has been made in the above areas, the
following basic unresolved issues and problems hinder full
implementation of the Treaty.

--Terminating of U.S. jurisdiction in the
former Canal Zone.

-~-Transfer to Panama of considerable property,
port and railroad facilities; and certain
public services.

--The Department of Defense's assumption of
certain functions previously performed by
PCC/CZG.

With regard to termination of U.S. jurisdiction, the
unresolved issues include (1) assurance of procedural
guarantees, (2) impact of Panamanian laws on terms and
conditions for business and nonprofit activities, (3)
taxation of U.S. contractors, (4) customs reporting, and
(5) land-use licensing matters.

Property, port and railroad facilities, and public
service transfers to Panama proceeded smoothly; however,
Panama needs to determine a method of maintenance for
specific shipyard facilities and to develop procedures to
verify the costs of providing certain public services.
Also, the quality of these services has not been assured.
It should also be noted that the Commission and the
Federal Aviation Administration have favored Panama
in disposal of certain Federal property.

To a large extent, Defense was successful in planning
for and continuing the assumed operations on October 1, 1979,
and in expanding its own services as needed. However, unre-
solved issues which could have adverse effects include dis-
agreement with Panama over procedures for Air Post Office
mail delivery and lack of a final agreement on Air Post
Office privileges for nonprofit activities; lack of
criteria and guidance on certain health care billing
matters; and lack of military exchange, commissary, and
housing privileges for Panamanian health care professionals.

The Commission, U.S. Southern Command, U.S. Embassy, and
Panama recognize these unresolved issues and problems and are
working to correct them. For example, Panamanian attorneys
have been hired to assist in analyzing Panamanian laws in
order to ensure that procedural guarantees are contained
in Panama's criminal procedures. A Panamanian decree has
been passed that is expected to assure some of the procedural
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guarantees, and Panama has reintroduced legislation that may
deal with the guarantees on an individual basis. Also,
resolutions are being pursued on the use and maintenance of
the port shipyard facilities. Furthermore, Panama has pro-
posed a solution to the U.S.-Panamanian disagreement over the
delivery of Air Post Office mail that appears acceptable

to the United States. It should be noted, however, that the
recent dissclution of the Panama Canal Authority has held

up further U.S.-Panamanian bilateral actions on these
important unresolved issues and problems.

Finally, we identified situations that should be con-
sidered by the Federal agencies and by others as Treaty
implementation proceeds. These include such considerations
as whether the:

--System of preference will result in a
real and effective increase in Panamanian
employment to fulfill the U.S. commitment
to increase Panamanian participation in
Canal operations.

--New minimum pay levels and annual in-
creases provided for in the Act create
a situation whereby two U.S. Government
employees working side by side and per-
forming the same or similar duties will
earn different wages.

-~-New Panama Area Wage Base will (1) equa-
lize the wage levels in Panama while
respecting the workers' interests accord-
ing to the Treaty and (2) not jeopardize
Panama's income derived from the Canal.

~-Cost of living allowance can be computed
so as to recognize individual circumstances
and needs, such as marital status, family
size, and income level.

RECOMMENDATIONS

We recommend that the Secretaries of State and Defense
and the Administrator of the Panama Canal Commission closely
monitor the extent to which basic unresolved issues and
problems impede full Treaty implementation and, through
concerted action among the principal U.S. Government
agencies and Panama as appropriate, work to resolve these
matters without further delay. Such actions should include
encouraging Panama to:
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--Take the necessary steps to insure that
procedural guarantees are assured for
persons specified in the Treaty.

--Modify existing laws that adversely affect
the terms and conditions for operating
business and nonprofit activities in the
former Canal Zone.

--Develop procedures for verifying the costs
incurred in providing Treaty-specified
public services.

Recommendations to improve U.S. Government interagency coordi-
nation are made in chapter 8.

AGENCY COMMENTS

We provided a draft of the report to the involved U.S.
Government agencies, and their comments have been incorporated
to the extent considered appropriate. The Commission and
Defense provided written comments. (See apps. VIII and IX.)
Defense and State expressed no objections to the conclusions
and recommendations in this chapter. The Administrator of
the Commission also agreed with our recommendations and stated
that he will continue to work on the unresolved issues and
problems in the months ahead. However, he stated that imple-
mentation of the Treaty was an enormous and complex job that
was successfully carried out and that the unresolved issues
are complex and are not likely to be susceptible to quick
resolution. From that perspective, he said he considered the
report "disappointing in overall balance and in its seeming
emphasis on a comparatively few unresolved issues."”
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CHAPTER 8

POTENTIAL FOR BETTER

INTERAGENCY COORDINATION

Effective coordination among the three U.S. Government
agencies responsible for implementing the Treaty is important
to avoid duplication of effort, present a single and consistent
U.S. position on issues, and maximize economy and efficiency
in Treaty implementation.

Overall, coordination among the three agencies has been
good, given the complexity and variety of the problems and
time constraints for planning and carrying out Treaty imple-
mentation. Through formal and informal coordination efforts,
the agencies have to a large extent avoided duplication of
effort and maximized economy and efficiency in planning.
However, improvements to the coordination structure are
desirable so that Treaty implementation, which will continue
through 1999, is accomplished in the most economical, effi-
cient, and effective manner.

INTERRELATED RESPONSIBILITIES

The responsibility of the three principal agencies over-
lap in planning for the Treaty both before and after its
implementation, and this situation poses great potential for
duplication of effort. The Embassy has full responsibility
for coordinating the transfer of functions to be assumed by
Panama pursuant to the Treaty as well as for providing
authoritative Treaty interpretations and negotiating bila-
teral agreements directly with Panama for specific U.S.
agencies; the Commission has .responsibility for planning and
coordinating activities affecting the operation, management,
or maintenance of the Panama Canal; and Defense--through the
U.S. Southern Command--is responsible for planning and coor-
dinating activities affecting the U.S. Forces and military-
related aspects of the protection and defense of the Canal.

The three agencies have other interrelated responsi-
bilities.

--The Embassy is responsible for assessing the
effect of Panama Canal Commission plans and
activities on U.S. objectives in Panama and
for making appropriate observations thereon
in Panama and in Washington. To enable the
Embassy to discharge its responsibility, the
Commission must keep the Embassy fully and
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currently informed of all of its activities
and operations, including proposed initiation
of major activities or operations or changes
in policy, in reasonable time to permit the
Embassy to comment prior to their initiation.

~-A Joint Committee, composed of a U.S. and a
Panama representative and their deputies,
has been established on the Defense side to
constitute the means of communication and
information between the U.S. Forces and
Panama for such matters as use of Defense
sites, criminal jurisdiction over members of
the U.S. Forces or civilian component and
dependents, civilian employment, and import
duties. A Coordination Committee was
established on the Commission side to serve
essentially the same function as the Joint
Committee. It is composed of one U.S. and
one Panama representative and interfaces
with the United States and Panama on such
matters as housing, use of land and water
areas by the Commission, licensing of land
to others, import duties, and criminal
jurisdiction over U.S. citizen employees
and dependents.

~-The U.S. Embassy monitors the Joint and
Coordinating Committees and their subordi-
nate subcommittees to consult and advise
on the interpretation and implementation
of the Treaty and related agreements.

In addition to the overlaps in responsibility, the three
agencies conduct many similar activities and operate in con-
sanance with an October 1978 memorandum of understanding con-
cerning the coordinated discharge of responsibilities of the
Embassy and and Panama Canal Commission. Defense and the
State Department also concluded a separate agreement outlining
Defense's day-to-day coordination procedures with the Commis-
sion and the Embassy for proposed agreements with Panama.

The formal mechanism for interagency coordination in
Panama is the Panama Review Committee. It began in the
early 1960s to serve as the principal forum for the U.S.
agencies in Panama to discuss coordinating their policies
and activities. It also serves as a forum for the exchange
of reports and information and for the coordination of
actions and proposals relating to the implementation of
the Panama Canal Treaties as they bear upon U.S.-Panamanian
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relations. Presently, it is concerned with policy matters
that affect the major U.S. agencies and the international
consequences of U.S. initiatives in Panama.

The Panama Review Committee is composed of the Ambassador
to Panama, who also serves as the Chairman; the Administrator
of the Commission; and the Commander-in-Chief of the U.S.
Southern Command. The members are to endeavor to resolve
promptly any differences they may have and, if necessary,
will refer such matters through appropriate channels to
Washington. The Committee is supposed to meet periodically
or at the request of any member.

Monthly meetings were held from at least January 1 to
December 31, 1979, and we were provided with the minutes for
these meetings. Approaches and techniques of coordinating
Treaty implementation were apparently discussed on several
occasions in connection with (1) a proposed Committee agree-
ment on consultations among U.S. Government agencies in Panama
prior to presentation of positions to Panama and during nego-
tiations, (2) the composition of the Coordinating and Joint
Committees, and (3) a discussion of what coordination
involves. Most of the topics, however, related to various
types of policies and activities, such as the use of piers
and drydocks, removable property transfers, terms and condi-
tions for operation of private businesses and non-profit
organizations, Panamanian preference in procurement, and
general discussions on the progress of Treaty implementation
planning. The Commission's view is that, inasmuch as agency
heads are the participants in the Panama Review Committee
discussions, it is not expected that they will consider
Treaty implementation matters except in the broadest terms
or in the settlement of policy issues.

Coordination also should occur through meetings and dis-
cussions in the Panama Review Committee's subcommittee, known
as the mini-PRC, which was established for Treaty implementation
planning. It is composed of a senior-level representative
from each of the three agencies. The Commission's view is
that, while the Mini-PRC does discuss a wide range of Treaty
implementation matters concerning Defense, the Commission,
and the U.S. Embassy, it is not responsible for the mechanics
of the Treaty implementation planning process.

We recognize that each agency enjoys considerable indepen-
dence of action. Nevertheless, we believe the agencies must
deal with certain common problems, and we identified several
areas where, in our opinion, the agencies could benefit by
sharing experiences about innovations in treaty implementation
and jointly undertaking activities.
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PROBLEMS IN COORDINATION

In one area, the composition of two important binational
committees does not fully represent the three agencies and,
therefore, from an overall Federal viewpoint, does not provide
for efficient operation. In other areas, similar activities
were being carried out differently by the three agencies and,
in some cases, these differences resulted in similar issues
being treated differently.

The following examples, one of which is generally dis-
cussed in another section of this report in greater detail,
illustrate areas where greater coordination could benefit
the three agencies.

Composition of the Coordinating
and Joint Committees

There is no full Embassy membership on either the Coordi-
nating or Joint Committees. In our view, to coordinate effec-
tively, an Embassy representative should serve as a deputy on
each committee. The Agreements in Implementation of Articles
III and IV of the Treaty provide for the establishment of the
committees, and the United States and Panama are authorized
to designate one representative and one or more deputies on
a parity basis for each committee. The actual establishment
of the two committees was agreed to by an exchange of diplo-
matic notes between the two countries on Octcber 1, 1979,
when the Treaty entered into force.

The committees basically serve as the channels for con-
sultation, communication, and coordination between the United
States and Panama in matters pertaining to the implementation
of the Treaty-related agreements. As of January 1980, the
Coordinating Committee was composed of one senior-level
Commission official assigned as the U.S. representative
while the Joint Committee consisted of a senior military
officer designated as the U.S. representative and four addi-
tional military officers designated as deputies to act for
the U.S. representative in his absence. No deputies were
designated to the U.S. side of the Coordinating Committee.

The Embassy's role on these two committees is basically
that of consultant and advisor on interpretation and imple-
mentation of the Treaty and related agreements. This is
essentially the same role the Embassy had on the Binational
Working Group and the Joint Working Committee--the predeces-
sors to the Coordinating and Joint Committees—-prior to the
Treaty becoming effective. It should be noted that, on the
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Joint Committee, the Embassy representative attends both
planning and development sessions on the U.S. side as well as
regular meetings. In the latter case, Defense makes a judg-
ment in advance of each meeting on whether Embassy partici-
pation is appropriate and beneficial. When such participation
is not deemed necessary, the Embassy representative does not
attend the meeting but is briefed after it.

For the Embassy not to be a full member of the Coordina-
ting and Joint Committees is for it not to be fully engaged in
the work of the Committees and the bilateral relationship
between the United States and Panama. We believe the
Embassy's presence on the Committees is needed to present a
consistent and fully coordinated U.S. position on issues and
to demonstrate that the U.S. positions put forward in the
committees are likely to be sustained if they are appealed
to the diplomatic level. As of now, there is great potential
for issues that cannot be resolved at the committee level to
be referred to diplomatic channels in hopes of receiving more
favorable response.

We noted that a number of issues on important topics,
such as the disposition of removable property, terms and con-
ditions for business activities, marine bunkering, import
duties, taxation of contractors, fiscal matters, and payments
of certain social security contributions, were forwarded to
the diplomatic level for resolution. We believe full Embassy
representation would have facilitated resolution of these
matters at the binational working level.

There is general agreement among the three agencies that
the Embassy should be fully informed of the workings of the
Coordinating and Joint Committees. The Commission and the
U.S. Southern Command, however, do not believe that full
Embassy participation on these committees is necessary to
ensure coordination. They believe coordination is presently
being carried out in an excellent manner. In addition, they
object to full Embassy membership because the committees are
primarily concerned with operational matters which are not
subject to the direction of the Embassy. (See p. fg9.) On
the other hand, the U.S. Embassy not only agrees with but
also supports our position on the need for full Embassy par-
ticipation on the committees in order to achieve effective
coordination throughout the Treaty period.

Irn sum, to fulfill its coordination responsibility, the
Embassy must have more status and authority than has been
previously accorded it. In our view, this means full member-
ship on the Coordinating and Joint Committees. Agencies do




not like to be coordinated, since this involves interference
in what they consider to be "their business.,"l/ The Embassy
should therefore be a full member of these two committees

in order to

--carry out its responsibility under the Act for
coordinating the transfer to Panama of those
functions that are to be assumed by Panama
pursuant to the Treaty;

--provide authoritative Treaty interpretations;
and

--be involved in bilateral negotiations among the
Commission,; the Southern Command, and Panama.

Compliance with procedural guarantees

There is disagreement on whether the procedural guaran-
tees specified in the Treaty-related agreements are provided
for in in Panama's law (see ch. 3). The agencies have recog-
nized that their past efforts in analyzing Panamanian law for
compliance with the procedural guarantees needed improvement,
and all three are modifying their approaches. The Commission
and the Southern Command have each hired a Panamanian lawyer
to analyze current and proposed Panama law to determine
whether the guarantees exist. The Embassy has requested
approvals from the State Department in Washington to obtain
a Panamanian lawyer.

We believe, however, that the three agencies should work
together closely in their use of Panamanian lawyers. Other-
wise, their actions could result in duplication of effort and
inconsistent agency positions.

Criteria for coordinating agreements

The three agencies have no common criteria for coordi-
nating agreements reached with Panama. The Southern Command
has issued formal, written guidelines specifically outlining
the procedures for coordinating agreements. In contrast,
the Commission has issued no written guidance on this matter.
We noted that this lack of more clearly defined procedures
has caused some problems. For example, in more than one

1/ Coordinating U.S. Development Assistance: Problems
Facing the International Development Cooperation
Agency, Feb. 1, 1980 (ID-80-13.)
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instance, U.S. and Panamanian officials chairing subcommittees
have appeared at Binational Working Group meetings expressing
confusion over how to proceed with proposed agreements.

The Commission and the Southern Command require coordi-
nation of agreements with other U.S. agencies after Panama's
concurrence has been obtained at the subcommittee level. The
Embassy believes that the agreements should be coordinated
with it at the subcommittee level during the drafting stage.
Since all three agencies have an interest in coordinating
agreements, they should work together to develop uniform
criteria for coordinating agreements. We pointed this out
in a September 1979 memorandum to the agencies.

In a November 1979 reply, the Commission stated that:

"It was decided at the outset that subcommittee
activities would be decentralized to the extent
that subcommittees were granted some indepen-
dence and permitted to coordinate with each
other on matters of -mutual interest. Problems
affecting several areas would be surfaced with
U.S. members of the Binational Working Group
for review. In addition, the progress of sub-
committee activities was periodically reviewed
by Panama Canal Officials and the Binational
Working Group and policy guidance was provided
as deemed necessary. The appointed representa-
tives of DOD and the U.S. Embassy were invited
to subcommittee meetings and meetings of the
Binational Working Group and could easily monitor
our activities and suggest desired changes.
Further, the Phase 1 plans of the Binational
Working Group subcommittees were sent .to the
U.S. Embassy and U.S. Southern Command for
coordination prior to submission to the
Binational Working Group. In view of the above,
we feel that Panama Canal efforts to insure U.S.
Government coordination in Joint Panama Canal/
Republic of Panama planning were reasonable."

The Southern Command and the Commission are still enter-
ing into agreements with Panama and the need for uniform
procedures continues.

Records on U.S.-Panama agreements

According to senior-level Commission personnel, no
central inventory of the number and status of agreements
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was maintained in Panama. Commission employees informed us
that the Commission had no comprehensive list of all agree-
ments concluded or being concluded with Panama. We believe
that such a comprehensive list is needed. The Southern Command
has a system for determining the status of its proposed
agreements.

It was not until after the Treaty entered into force
that the question of the status of the agreements was raised.
Upon initiative by Panama, it was agreed that there was a
need to catalog and prioritize the remaining subcommittee
tasks, including updating the information on the status of
all unfinished subcommittee business. There is an oppor-
tunity for the Commission, in coordination with Defense and
the Embassy, to establish an agreement reporting system
which would provide for (1) a cumulative list of all agree-
ments reached or being negotiated with Panama and (2) per-
sons with substantive knowledge of the agreements to identify
factors, such as costs and benefits to the United States and
relationships to long~- and short-term policy objectives, so
that agreements the Commission considers important can be
readily identified.

During discussions on our report in January 1980, senior-
level Commission officials advised us that in November 1979
the Commission assigned a staff member the responsibility for
the status of all agreements. This is a good step.

CONCLUSIONS

Although the agencies have to a large extent been reason-
ably effective in minimizing problems from the overlap of
Federal responsibility in planning and preparing for the Treaty
both before and after its implementation, there is potential
for improvement. Adequate steps have not been taken to insure
that the agencies act in concert to operate effectively and
efficiently. This could be achieved through full Embassy
membership and participation on the Coordinating and Joint
Committees. In view of the fact that entrance of the Treaty
into force is at a relatively early stage, we believe that
now is the time to arrange for effective coordination.

RECOMMENDATIONS

We recommend that the Secretaries of State and Defense
and the Administrator of the Commission work together to pro-
vide for full Embassy membership on the Coordinating and Joint
Committees. Such representation could help to minimize the
incentives to resort to diplomatic levels and facilitate the
formulation of fully coordinated U.S. Government policies.
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AGENCY COMMENTS

The Department of State concurred with our conclusions
and recommendations. The Commission and the Department of
Defense said that (1) overall, coordination has maximized
economy and efficiency in planning for Treaty implementation,
(2) every system can be improved, and (3) the three agencies
could institute management measures to enhance coordination.
However, the Commission and Defense took strong exception to
the need for full Embassy membership on the Coordinating and
Joint Committees in order to ensure coordination between them
and the U.S. Embassy. Defense considers the coordination
issue as separate and distinct from the question of "full
representation" on the Joint Committee. It stated that the
confusion of these two different organizational objectives
has retarded development of a more effective coordination
environment by equating coordination with representation and
thereby diffusing efforts to arrive at concrete coordination
procedures that are mutually satisfactory. Accordingly,
Defense suggested that chapter 8 be deleted from the report.

The Department of Defense endorsed the Southern Command's
position opposing full Embassy membership in the Joint Com-
mittee because:

"]. It could create a legal conflict with already
established law exempting U.S. military personnel

under the command of a unified commander from the

direction of the U.S. Ambassador.

"2, Article III of the Agreement in Implementation
of Article IV of the Panama Canal Treaty provides
that the Joint Committee will refer unresolved
issues "to the two Governments," in effect estab-
lishing the Embassy and their diplomatic channels
as the legitimate and necessary method of address-
ing sensitive problems. As a 'court of appeal’
those involved in the diplomatic process should

be able to function more effectively if they have

a clear perspective undistorted by previous
association with difficult lower-level negotiations.
Conversely, the diplomatic process may be impaired
by a partisan perspective resulting from prior
advocacy of a particular position. This separa-
tion of the Joint Committee and diplomatic

channels was obviously the intent of Article III

of the Agreement in Implementation of Article IV.
Furthermore, the State Department has criticized
the practice of having the same personnel take
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part in subcommittee and diplomatic forum discus-
sions on a given topic because it often results
in a mere reiteration of previously stated
positions.

"3. The U.S. Southern Command Coordination Plan
for Panama Canal Treaty Implementation was the
result of extended negotiations between the State
Department and the Department of Defense. This
plan clearly does not contemplate a co-equal
status of the Embassy and the Southern Command
on the Joint Committee, nor does it even contem-
plate "full representation" for the Embassy in

a deputy status. The Embassy representative to
the Joint Committee, as provided for in the
Coordination Plan, has a very vital role to play
in terms of advising the U.S. representative and
his deputies on political matters, interpreting
the Treaty, and acting as the conduit for con-
sultation between the Southern Command and the
Embassy in accordance with the provisions of

22 U.S.C. 2680a and the Case Act as amended. The
current Southern Command-Embassy Organizational
contacts are structured on this basis and, as
the draft GAO report notes, the results have
maximized economy and efficiency, while avoiding
duplication. This relationship involves daily
contact at the working and policy levels in the
formulation and articulation of U.S. Southern
Command positions vis-a-vis the Panamanian
National Guard. The Embassy is fully engaged in
the work of the Joint Committee and in the
bilateral relationship between the two military
forces as they affect government-to-government
relations.

"4. Both Article III of the Agreement of Imple-
tation of Article IV and the Charter, which was
negotiated with the Panamanian National Guard

in the precursor to the Joint Committee, call

for binational representation on a parity basis.
Full Embassy representation would require
National guard agreement and appropriate adjust-
ment on their part. They have indicated they

are not in accord with such adjustment. The
basic reason advanced for the 1977 Panama Canal
Treaty was to secure Panama's partnership in the
defense and operation of the Canal enterprise;
therefore, the Panamanians on the Joint Committee
have a legitimate voice in determining binational
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military organization. Any attempt to ride rough-
shod over their wishes must be viewed as a return
to paternalism and counterproductive to the intent
of the Treaty." (See app. VIII.)

The Commission also shares these views, stating that
"full Embassy participation on the Coordinating Committee
would result in a degradation of this agency's authority
on Canal operational matters which the Congress, in the
implementing legislation, has sought to avoid." The
Commission believes that "the proper Embassy role should
continue to be that which it fulfilled on the Binational
Working Group--valued advisors on anticipated Commission
pesitions and knowledgeable observers of the Panama scene."
The Commission also stated that the subjects addressed within
the Coordinating Committee are preponderantly operational in
nature, and it is the Panama Canal Commission which is charged
by the Treaty to manage, operate, and maintain the Panama
Canal, its complementary works, installations, and equipment
and to provide for the orderly transit of vessels through the
Panama Canal. Further, the Commission stated that "if the
Commission is assigned the responsibility for Canal opera-
tions, it must have the authority to carry out that mission.
Giving the Embassy ‘'equal authority' on the Coordinating
Committee, as your report proposes, would necessarily dilute
the Commission's authority in the area of Canal operation
and management." 1/

In rebuttal, rather than discuss each point separately
as structured, we will generalize, but will nevertheless cover
all major agency comments. First, in commenting on our draft
report, the State Department said that:

"The October 1, 1979 entry into force of the
Treaties fundamentally altered the environ-
ment in which the Panama Canal is to be oper-
ated and defended. The Canal activities are
now taking place in territory under the juris-
diction of the Republic of Panama and pursuant
to agreements which, in contrast to the sweep-
ing authority exercised under the 1903 Treaty

1/ GAO did not intend to imply that the authority of the
Commission official who is the U.S. representative to
the Coordinating Committee would be diminished by full
Embassy membership. 1In fact, an FEmbassy official
serving as a full member would be in a position to keep
the Ambassador fully informed of Committee activities.
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by U.S. officials in the former Canal Zone,
grant the United States specified and limited
rights. 1In effect, the Treaties, for the first
time, place the Canal in the Republic of Panama,
which, also for the first time, has a role in
its operation and defense.

"Each of the three principal U.S. Government
entities in Panama--the United States Embassy,
the Panama Canal Commission (PCC) and Head-
quarters, United States Forces, Southern
Command (SOUTHCOM)-~now functions in the same
Panamanian environment, as contrasted to the
previous situation in which the Embassy oper-
ated in Panama and the former Panama Canal
Company/Canal Zone Government.

"The new circumstances require the closest
possible coordination among all three entities
in order to carry out United States commit-
ments under the Treaties and the intent
of Congress in the Panama Canal Act of 1979,
PL 96-70. Since no single agency or official
below the President has overall authority for
our relations with Panama and the operation
and defense of the Canal, and since these mat-
ters are so unavoidably intertwined, close and
effective coordination is not only good manage-
ment but crucial to the lasting protection of
United States interest in Panama.

"Consequently, the GAO report properly stresses
the importance of coordination in Panama among
the Embassy, PCC and SOUTHCOM through the pri-
mary mechanism of the Panama Review Committee
(PRC). An indispensable element of this coor-
dination process involves the timely exchange
of information at all levels of evolution of
policy from development through decision to
application. Undoubtedly, Embassy membership
on the Joint Committee and the Coordinating
Committee would significantly facilitate this
process.

"The absence of full Embassy membership on these
two bodies is in contrast to the situations that
exist in other like committees around the world
as well as those existing on the other bina-
tional bodies established by the Panama Canal
Treaties. Both the Board of the Panama Canal
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Commission and the Consultative Committee have
Defense and State officials as members and the
Joint Environmental Committee includes State and
EPA officials (the latter having served for over
20 years in the Department of Defense)."

Second, according to the U.S. Ambassador, no case has
been made that full Embassy involvement on the various
binational committees would be detrimental to U.S. interests.
The Ambassador, also said that:

"I think it would be a disservice to allow the
impression to stand that only the Department of
State and the GAO believe it strange that the
Ambassador of the United States and his staff
are either excluded altogether or demeaned to
the status of observers when important discus-
of the Government of Panama and representatives
of the two largest USG agencies in Panama. I
also believe it to be strange, and highly
undesirable.

"The closest parallel to the U.S.-Panama Coor-
dination Committee is the system of U.S. mili-
tary joint committees with foreign governments
in countries where we have status of forces
agreements. For reasons which have been found
to be sound over the years, U.S. Ambassadors
are represented on joint committees, and that
representation does not seem to have affected
adversely operational concerns of the U.S.
military. The purpose of both is consultation
with a foreign government and harmonization,
to the extent possible, of the activities of
the U.S. Government agencies in a foreign
country with the expectations and constraints
of the foreign government. In Panama these
functions are a major part of U.S. foreign
policy here. That such consultation may
involve operational matters of the military,
or of the canal, doces not render them unsuit-
able for discussion in a committee on which the
Embassy is represented. Embassies more or less
routinely discuss ship visits and military air-
craft clearance, for example, with foreign gov-
vernments. It is also the case that not all of
the material discussed in the Coordinating Com-
mittee is operational in nature. Indeed, the
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principal focus of U.S.-Panamanian concerns for
operation of the canal falls within the Board
of the Panama Canal Commission."

Third, without full and unqualified U.S. Embassy member-
ship on the Coordinating and Joint Committees, there is no
assurance that the Embassy will be able to detect and become
involved in negotiations among the Panama Canal Commission,
U.S. Southern Command, and Panama in time to prevent the
conclusion of agreements or arrangements which could lead
to peolitical difficulties between the two countries. Further,
the Commission and the Southern Command will be very signifi-
cant influences in Panama for years to come, and they will
deal with Panama primarily in the two Committees.

Finally, many unresolved issues and problems that remain
to be worked out can become potential irritants in U.S.-Panama
bilateral relations as time goes on. Thus, the Embassy must
be in a position to deal with them before they escalate to the
level where the Embassy has to negotiate with Panama's Foreign
Ministry or its representatives on a matter which could have
been handled in the Coordinating and Joint Committees.

74




CHAPTER 9

MINOR UNRESOLVED

ISSUES AND OTHER MATTERS

Minor unresolved issues include telephone utility costs,
health and sanitation, military post office imports, criminal
jurisdictional matters, the Commission's authority to settle
and pay certain claims, and settlement of marine accident
claims.

Other matters also require some discussion. As a result
of the Treaty, the Smithsonian Institution will need additional
personnel and funding in fiscal year 1980. Finally, the
Federal Aviation Administration will not recoup expenses
involved in training Panamanian nationals in air traffic
control techniques.

MINOR UNRESOLVED ISSUES

Telephone utility costs

Panama maintains that the Commission's telephone utility
rates are too high in the areas transferred to Panama. The
Treaty provides for the Commission to supply utility service
to areas transferred to Panama on October 1, 1979. Panama
reimburses the Commission its costs for providing such
services.

- According to Commission officials, the Commission's
goal is full cost recovery for the provision of this service.
However, the residential rate to the areas transferred to
Panama does not include general overhead, which amounts to
about $25,000 in unrecovered costs per year. Commission offi-
cials indicated that the Commission has decided that after 1
year the rates will be increased to reach full recovery within
30 months.

Health and sanitation

The unresolved issues include

-~-authority in the U.S. housing areas for
disease vector control, regulation of door-
to-door peddlers, and maintenance of environ-
mental health standards and

--Panamanian inspectors entering U.S. civilian
homes for health-related purposes.
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Commission representatives do not believe that these
unresolved issues create a health threat. Inspections are
continuing, and door-to-door food peddlers are not trying
to do business in the housing areas. However, Commission
representatives indicated that these matters may have to
be elevated to the diplomatic level if they are not
resolved soon.

According to Commission representatives, the Commission's
concern about Panamanian inspectors entering U.S. civilian
houses is that it believes that the Treaty guarantees that
U.S. housing is inviolable. The representatives indicated
that Panama law permits sanitation inspectors the right of
entry for any health-related purpose, whereas this would be
allowed by U.S. inspectors only under special circumstances.
The Commission representatives regard such entry as unaccept-
able.

Military post office imports

Panama questions whether a limit ought to be set on the
number or dollar amount of items imported through the military
post offices. The Treaty calls for duty-free import of "rea-
sonable" amounts, but the U.S8. Southern Command does not
believe specific limits should be set. Such limits could be
unfair to large families. The Command has indicated that
Panamanian authorities might review customs declarations and
challenge amounts on a case-by-case basis.

Criminal jurisdicticonal matters

Defense and Panama have not resolved several criminal
jurisdictional matters concerning official duty certificates,
custody receipt and request procedures, and the source of
criminal process papers.

The basic area of disagreement is that Panama wants all
requests concerning criminal jurisdiction matters to be
formal, written requests, funneled through the Joint Commis-
sion. Defense opposes this process unless there is a time
limit to prevent lengthy delays.

Commission authority to settle
and pay certain claims

There is some question whether the Commission has the
authority to settle and pay certain claims against PCC/CZG.
Currently 137 actions (92 admiralty and 45 civil cases) are
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pending against the former Canal agencies in the U.S. District
Court on the Isthmus. Damages demanded by the plaintiffs in
three suits exceed $50 million.

The Act states that:

"All property and other assets of the Panama
Canal Company shall revert to the United
States on the effective date of this Act,

and except as otherwise provided by law, the
United States shall assume the liabilities,
including contractual obligations, of the
Panama Canal Company then outstanding.

The Commission may use such property, facili-
ties, and records of the Panama Canal company
as are necessary to carry out its functions."

However, according to the Administrator of the Commission,

the Act does not specifically state that the Commission has the
authority to settle and pay outstanding claims against

PCC/CZG. The Commission stated that it appears that Congress
intended the Commission to settle and pay claims against

the Company for

--injury to, or loss of, property or for personal
injury or death arising from the operation of
the Canal or related facilities or appurtenances;
and

--injuries to vessels, or to their cargo, crew,
or passengers, which occur in the Panama Canal
(including the locks) and waters adjacent
thereto.

As a result, in December.1979 the Commission requested
our advice at the earliest possible date on the propriety of
its plan to dispose of (1) claims which were presented to
PCC/CZG but which they did not dispose of prior to their dis-
solution on October 1, 1979, and (2) claims arising after that
date. The Commission has discontinued the payment of ship
accident claims until clarification is received. The
Comptroller General has ruled that the Panama Canal Commission
may assume liability for, and can settle and adjust, those
claims that arose against PCC/CZG prior to October 1, 1979.
(See B-197052, Apr. 22, 1980.)

Settlement of marine accident claims

The Commission is uncertain how the Congress intends to
handle certain marine accident claims. The Act states that
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the Commission shall not adjust or pay claims for damages or
injuries arising by reason of the presence of vessels in the
Panama Canal or adjacent waters outside the locks where the
claim exceeds $120,000. It stipulates that, for these claims,
the Commission must submit the claims to the Congress in a
special report containing the material facts and its recom-
mendations. The provision raises two immediate questions.

--How will the claims reported to Congress be
settled?

~-What funds will be used to pay the claims?

If the Commission is required to pay claims over $120,000,
this expense will not have been reflected in the toll base,
since they were not included in the marine accident cost
estimates for fiscal year 1980.

Through the reserves for marine accidents, the Commission
is, in effect, self-insuring against normal business risks.
The practice has been to charge the estimated annual cost of
accidents to expense, which establishes a reserve. The reserves
are included in the tolls base for the purpose of recovering
marine accident costs from Canal users. On this basis, $7 mil-
lion in marine accident costs were booked in 1978 and $15.7
million in 1979, of which $8 million was included in the Com-
pany's March 1979 proposal for a tolls increase. This was
reduced to $6 million for the October 1 tolls increase on the
basis of the liability limitation contained in the Act. The
$6 million estimated cost for ship accidents in 1980, which
includes a factor for inflation, is also projected in the
Commission's 1980 Budget Amendment and provides $4.3 million
for accidents inside and $1.7 million for accidents outside
the locks.

Estimated liabilities charged to the reserve for marine
accidents in 1979 amounted to $16 million; of that total,
$12 million was for 13 accidents occurring outside the locks
that amounted to more than $120,000.

OTHER MATTERS

Smithsonian Institution needs
additional personnel and funds

As a result of the Treaty and related agreements, the
Smithsonian Institution needs an additional five positions
and $377,000 for fiscal year 1980 for the added administration,
security, conservation, and education responsibilities. The
Institution in Panama conducts advanced biological studies on

78




the ecclogy, behavior, and evolution of tropical organisms.
It also promotes education and conservation in the tropics.

When the Treaty entered into force, services that were
avallable from the former PCC/CZG and from Defense, such as
personnel administration, mail delivery, customs, and labor
and immigration services, as well as commissary access,
ceased to exist. The Institution needs two new positions
and $32,000 for administrative personnel to carry out these
functions. An additional $108,000 is needed to compensate
staff for the losses of the 15-percent tropical differential
and commissary and post exchange privileges. This compensa-
tion will take the form of housing and cost of living allow-
ances, which will be provided according to schedules developed
and used by the Department of State for U.S. employees over-
seas. A further $81,000 is needed to offset the expected
higher costs of buying utilities and supplies from Panama
instead of from the Commission.

Treaty implementation requires the establishment of
closer program and administrative ties between the Institute,
the State Department, U.S. Department of Interior, and differ-
ent Latin American countries. The Institution needs an addi-
tional $8,000 in travel funds to fulfill these demands.

Additional staffing and funding requirements needed
by the Institution as a result of the Treaty include (1) a
new position and $50,000 for an education assistant and
for an education officer; the individuals filling these
positions are expected to actively participate in matters
handled by the Joint Commission on the Environment created
by the Treaty and (2) an additional two positions and
$98,000 for the development of a natural educational park
modeled after the national parks in the United States and
Canada. This is in keeping with the environmental provi-
sions in the Treaty.

A Smithsonian Institution representative in Panama
advised us that, in November 1979, a subcommittee of the
Committee on Appropriations for the Department of Interior
and related agencies approved an additional four positions
and $233,000. The Institution has requested additional
supplemental funding of $348,000 for fiscal year 1980.

FAA failure to recoup training expenses

The FAA in Panama does not recoup the expenses involved
in training Panamanian nationals in air traffic control
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techniques. It is intended that the United States recoup in
whole or in part, whenever possible, the expenses involved in
furnishing the training.

According to the FAA, the bulk of the training expenses
are attributable to the five U.S. instructors needed for
incountry training, an estimated $335,000 a year. We computed
the costs based on data provided by the FAA in Panama. The
instructors are scheduled to be phased out between fiscal
years 1980~-82. Other training expenses pertain to U.S.-based
training for Panamanian nationals, but FAA has not determined
the total cost.

FAA's rationale for not recouping or attempting to
recoup the training costs are that:

--Panama cannot take over FAA air traffic
control responsibilities by 1984 if it has
to reimburse the United States for training-
ing costs.

--It would be a hindrance and extra burden to
FAA's work if the agency had to recoup train-
ing expenses.

--In the long run, the savings to the United
States by Panama taking over FAA operations
by 1984 will far outweigh any training
expenses that could be recouped.

Regarding the last point, FAA informed us that it has
instituted a number of measures which have resulted in
avoiding significant costs. For example, in September 1978
it eliminated an Air Defense Radar facility which was costing
approximately $500,000 a year. In addition to reducing seven
positions at the field facility, FAA instituted a program of
not replacing employees that would ultimately be replaced by
Panamanians. Since beginning the program, FAA's onboard
strength has dropped from about 110 to a current staff of 84
The staff is already augmented by a number of Panamanian
employees.
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APPENDIX I

10.

11.

12.

APPENDIX

PANAMA CANAL COMPANY/CANAL ZONE GOVERNMENT

SUBCOMMITTEES OF THE BINATIONAL WORKING GROUP

LAND AND WATERS

A. Surveys

B. Land Use Licensing
C. Public Facilities

D. Historical Monuments

PORTS AND RAILROAD

A. Ports
B. Railroad

HOUSING

COMMERCIAL SERVICES
BUSINESS ACTIVITIES
NONPROFIT ORGANIZATIONS
HEALTH AND SANITATION
SOCIAL SECURITY
UTILITIES

GARBAGE, TRASH
COLLECTION AND
STREET CLEANING
SCHOOLS

POSTAL SERVICES
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14.
15.

lé6.

17.

18.
19.
20.
21.
22,
23.

FISCAL MATTERS

A. Importation
B. Taxation

ROADS AND STREETS

FIRE AND
PROTECTION

EMPLOYEE
DOCUMENTATION

LICENSING AND
REGULATION

JURIDICAL
CLAIMS
PERSONNEL
POLICE
ENVIRONMENTAL
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APPENDIX II APPENDIX II

U.S. SOUTHERN COMMAND SUBCOMMITTEES OF
THE JOINT WORKING COMMITTEE

LANDS AND WATERS 7. CUSTOMS MATTERS
A. Surveys 8. LEGAL
B. Land Use Licensing
C. Military Community 9., PERSONNEL ADMINSITRATION

Support Facilities
D. Environmental A, Civilian Employment
E. Housing B. Employee Documentation
F. Historical Monuments C. Social Security
PORTS AND RAILROAD 10. LAW ENFORCEMENT
BUSINESS ACTIVITIES AND A. Licensing and
NONPROFIT ORGANIZATIONS Registration

B. Police

COMMUNITY SERVICES

A. Health and Sanitation
B. Schools
C. Postal Services

PUBLIC SERVICES

A. Power

B. Water

C. Sewers

D. Garbage, Trash Collection,
and Street Cleaning

E. Roads and Streets

F. Fire Protection

G. Vector Control

TELECOMMUNICATIONS
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NET BOOK VALUE OF PROPERTY TRANSFERS TO
PANAMA ON OCTOBER 1, 1979

Panama Canal Company (thousands)
Channel, Harbors $ 8,201
Thatcher Ferry Bridge 12,911
Marine Bunkering 4,193
Harbor Terminal 5,938
Employee Housing 34,985
Supply Division 2,738
Railroad Division 2,298
Other 2,793
$74,058
Canal Zone Government:
Roads, Streets, and Sidewalks $ 4,542
Street Lighting System 1,198
Miscellaneous Government Buildings 2,552
Other 1,837
Total $10,129
GAO note: Values as of Feb. 5, 1980 $84,187

Source: Panama Canal Commission
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NET BOOK VALUE OF PROPERTY TRANSFERS TO
DEPARTMENT OF DEFENSE ON OCTOBER 1, 1979

Canal Zone Government: (thousands)
Division of Schools $16,736
Other Civil Function Facilities 823
Gorgas Hospital and Clinics 11,553
Coco Solo Hospital and Clinics 2,504
Other Health and
Sanitation Facilities 1,985
General Facilities 91
Work in Progress 506
$34,199
Panama Canal Company:

Supply Division 330
Motor Transportation Division 164
Other 222

$ 717
Total $34,916

GAO note: May not add due to rounding;
Values as of Feb. 5, 1980.

Source: Panama Canal Commission
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MILCON CONSTRUCTION SUMMARY FOR TREATY DAY RELOCATIONS

Phase I Minimum Essential Construction
work performed in fiscal year 1979

HQ 193d Inf Bde relocation to Albrook and Clayton
210th Avn Bn relocation to Howard, Kobbe and Albrook
470th MI Gp to Corozal

Post Offices

Miscellaneous (PD); gquard booths, and fencing)
Communications

Engineering Designs & Contract Administration

Total Phase 1

Phase 1I Balance of Construction for Relocations
Work to be contracted and performed in fiscal year 1980

Army: HQ 193 Inf Bde relocation to Clayton and Tropic Test
Center
210th Avn Bn to Howard and Kobbe
470th MI Gp to Corozal (incl costs to move F&A
to Bldg 519)
Tropic Test Center

Army total

Air Force:
Security fencing (Howard & Albrook), guard towers,
kennels, and miscellaneous
Air Force total

Design, administration, and contingencies

Total Phase 11

December 1979 estimate by project, appropriation approved by
Congress was $30.5 million.
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OTHER MILCON TREATY-RELATED CONSTRUCTICN
(fiscal year 1980)

{millions)
Army 1980 Relocation of medical warehouses
to Corozal $ 0.7
1981 Ft. Clayton Dental Clinic 2.5
Construct AAFES Warehouse 4.2
1982 Renovation of Gorgas Hospital 12.0
Renovation of Coco Solo Hospital 2.6
1983 Relocate activities from Gulick
to Davis 7.5
Army total $29.5
Air Force 1980 Relocation of Transmitter
Site at Curundu to Howard
area 1.0
Air Force total $1.0

Source: U.S. Southern Command
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PCC/CZG POLICY ON FAIR VALUE OF REMOVABLE PROPERTY

TO BE OFFFRFD TO PANAMA

SUBJECT. Policy on establishment of fair value of removable property to be of fered
to the Government of Fanama under the treaty

REFERENCES.

Supplv and Community Service Director requests development of simple technique
for determining fair value of items to be offered for purchase to the Government

of Panama. (1/8/79)
B. Draft proposal on simple valuation method presented to Supply and Community Service

by Financial Vice President. (2/22/79)
C. Concurrence with draf: proposal by Supply and Community Service Director. (2/23/79)

A.

BACKGROUND. 1In addition to assets required tc be transferred to the GOP under the
treaty, there are other items of removable property which will be offered for purchase
by Panama at fair value. These include items used in support of public service
functions and property located in certain areas or functioms that will be transferred

to Panama.

Normal procedure for establishing fair value of plant items to be excessed is found in
Section 89.6 of the CZAR and involves individual inspection and evaluation of each

item. The large number of items that require valuation makes impractical the application
of the normal procedure; a simplified method of establishing fair value has been

developed in its place.

DISCUSSION. For removable plant assets, minor items and furniture pool items, the net
book value consitutes a fair value except for those items which are carried at or near
zero net book value. In a random sample of fully depreciated removable property items
still carried on the books of the Company/Government, it was determined that the
extended life of these items exceeded 30% of the established service life. In practice,
this additional life over and above the original service 1ife is a result of the
Company's preventative maintenance program. The concept of extending the useful life
of assets whose service life has already been completed is set forth in Engineering
Valuation and Depreciation (Marston, Winfrey and Hempstead; McGraw Hill; New York.)

For furniture and fixture items, small tools, and the like, Company policy is to
capitalize the initial complement of items purchased, stop depreciation at 40% of costs,
and charge future purchases of replacement items to operating expense. Since, in theory,
the continucus replacement of items maintains the value of the full complement at 60%

of the original costs, it appears reasonable to establish the fair value of such items

at 60Y of the initial purchase price.

For Storehouse inventory stock items, the fair value is established as the inventory
cost plus freight.
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APPENDIX VII
APPENDIX VII

ACTION RECOMMENDED. Approval of attached draft memorandum te Bureau Directors
setting forth policy and responsibilities.

APPROVED/ DYSAPPROVED™
/t[?_ K,
[P
W. D. Bjorseth
President Financial Vice President
Date: 9 1978 FVv- (av! (52-3194)
COCORDINATION. MAR 1~ 1979
Supply and Community Services Concur 3 Nonconcur
Executive Planning Staff Concur 3/ /¢ Nonconcur
3
General Counsel Concur B{L)}'\ i 2/ Nonconcur
X
Executive Secretary Concur - c? [ Nonconcur
(7 7 . _

DISPOSITION AFTER ACTION. Return to Financial Vice President to arrange for duplicationm
and distribution.
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VRN pen B W
LR

Memorandum

Buresu Directors and Heads of Independent Units paTE:

TO

In reply refer to:
FAOM : TFinancial Vice President FV-
SUBJECT. Policy on establishment of fair value of removable property

offered to the Government of Panama under the treaty

Purpese. This memcrandum describes the policy governing the eatablishment
of fair valuve of removable property items cffered for purchase by the
Government of Panama under the treaty. For these items, this policv supersedes
the provisions of CZAR-89.6 relating to the establishment of fair value.

Pelicy.

a. For removable plant assets, minor items and furniture pool items,
Ythe fair value.shall be the net book value or 307 of original cost. whichever
is greacer. When the original cost is unknown, a2 fair value will be
established hy the Valuation Engineer, Plant Accounting Branch and the
Excess Disposal Manager, Division of Storehouses.

b. For furniture and fixture items, small tools and like items
generallyv costing less than 5100, a standard fair value price list will he
developed by the Valuation Engineer and the Excess Disposal Manager, using
the following criteria: where the cost to purchase the {tem can be
determined through catalogs or price quotation information, the standard
fair value of the item will be estsblished at 60%.of the purchase cost.
Where the cost to purchase the iteém cannot be determined, a fair value will
be estimated by the Valuation Engineer and the Excess Disposal Manager.

For Storehouse inventory stock ftems, the fair value will be

c.
The inventory cost is the standard cost

the inventory cost plus freight.
of the item.

W. D. Bjorseth

Distribution A

(48527)
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PANAMA CANAL COMMISSION
APO MIAMI 34011
OFFICE OF THE ADMINISTRATOR

MAR 17 1980

Mr. J. Kenneth Fasick, Director
International Division

Unfted States General Accounting Office
441 G Street, N.W.

Washington, D. C. 20548

Dear Mr. Fasick:

We have reviewed the GAO draft report to the Congress entitled
*Implementing the 'Panama Canal Treaty of 1977 - Good Planning but Many
Issues Remain." The first draft was presented for our review on
January 17, 1980, and informal comments were provided in a meeting on
January 30, 1980, with members of my staff and Mr. Frank Zappacosta of
your office, Mr. John Competello of the Latin American Branch, and three
GAO staff members. Mr. Competello has since provided us a revised draft
which incorporated many of the corrections and changes suggested in that
meeting. We appreciate the inclusion of those changes as well as some
modification in general tone made in this revised draft of the report.
However, we still must take exception to certain general areas of the
draft, as well as point out significant factual and textual errors which
you may wish to correct.

In the way of general background, I must say that all of us who
participated in the impiementation of the Panama Canal Treaty recognized
it as an enormous and complex job which was carried out successfully only
because of the total commitment and capabiiities of the peoplie of the
Canal organization, USSOUTHCOM elements, and the Government of Panama who
participated. The magnitude and complexity of that job cannot be overstated,
and the potential for confusion and chaos was everywhere. It is difficult
for a nonparticipant to appreciate the severity of the constraints which
bound the planners on both sides, including the difficulties of coordinated
planning with personnel of diverse agencies of a foreign government; the
magnitude and scope of the transfer of functions involved; and the economic
and legal burdens under which all of the participants labored until the
eteventh hour. In addition, the Canal organization personnel had to plan
the disestablishment of two agencies and the establishment of a new agency,
at the same time that they were managing operations that would be transferred,
others that would be ongoing in nature, and still others that would be
terminated entirely. The impact on people throughout the planning period
was extremely traumatic. In my view, the absence of disruption on
October 1, 1979, and the level of cooperation that has existed since that
date, are per se the best evidence of the outstanding planning which led
up to the entry into force of the Treaty. Implementation was, in short, a
success. It is from that perspective that we find the draft GAO report
disappointing in overall balance and in its seeming emphasis on a compara-
tively few unresoived issues.
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Mr. J. Kenneth Fasick MAR 17 1980

First, I should say that as regards those unresolved issues, such as
the uncompleted actions by the Government of Panama to furnish procedural
guarantees in connection with its criminal procedures; and to modify
existing laws which may impact adversely on businesses and non-profit
-activities which operated in the former Canal Zone; and to develop a
system for reporting its costs for providing Treaty-specified public
services; I find that the GAO recommendation on page 86 of the draft
report, that I work with the heads of the other principal U.S. Government
agencies in Panama to resolve those matters without further delay, is in
consonance with the direction I have taken since I assumed responsibility
for managing the operations of the Panama Canal. We will, of course,
continue to proceed on the same basis in the months ahead. However, I
would be less than candid if I did not point out that these are complex
issues which touch on the politically sensitive nerve of sovereignty, and
they are not likely to be susceptible of quick resolution.

Next, I wish to comment on. the observations made concerning Panama
Canal Company-owned refuse collection equipment made available to the
Republic of Panama (p. vi of the digest and pp. 33-36 of the draft report).
As discussed in the informal meeting of January 30, we take exception to
those observations. Our position is that the report erroneously concludes
that the refuse collection property was excess property. Excess property
regulations were used as guidelines only, as the situation actually did
not involve excess property, and therefore, the regulations were inappli-
cable in this case. Excess property is defined in the FPMR 40 CFR 101-
43.001-6 as personal property which the Federal agency no longer requires
for its needs and the discharge of its responsibilities. The Treaty
transferred certain public services in the Canal housing and operating
areas to Panama with the Commission paying Panama $10 million a year for
performance of these services. One of these services was refuse collection,
a function which impacts dramatically on the critical elements of health
and sanitation. In this regard, it was readily apparent to the Company
that the use of this property would not be excess as it would still be
required for the needs of the Commission in the event that it resumed
these responsibilities. Early in the planning phase, the GOP indicated
that they would require Company property in order to perform the function
they were assuming. Later it was surfaced that the GOP was considering
requesting the Company to continue collecting its own refuse (with an
appropriate off-set to the public service payment), as they might not be
operationally capable on October 1, 1979, Arrangements then were undertaken
to effect a lease purchase contract between PCC and the GOP for the subject
refuse collection equipment. This agreement calls for title to the
equipment to remain with the Commission until such time as Panama has
paid the total fair value plus interest and, during this period, the
Commission could recapture the property and once again assume responsi-
bility for the performance of this function if required.

The phrasing in the report indicates that the transfer of the
property should have been processed in accordance with Title II of the
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Mr. J. Kenneth Fasick MAR 17 1380

Federal Property & Administrative Services Act of 1949 (63 Stat. 377).
However, excess property guidelines used here are applicable to foreign
excess property, and therefore, Title IV (40 USC 511) was applied rather
than Title II. Title IV vests the head of the Agency with certain dis-
cretionary powers in the disposal of foreign excess property. Furthermore,
the refuse collection property disposition was in accordance with an
interpretation by the Department of State in a Memorandum of Law by its
Legal Advisor dated June 21, 1978, and the implementing procedures adopted
by the Board of Directors of the Panama Canal Company in its resolution
dated September 29,71979. Accordingly, the property determination that
was made is considered proper.

Third, I wish to register my strong exception to the GAO recommenda-
tion on page 101 of the draft report that the U.S. Embassy, USSOUTHCOM,
and the Commission should seek to reach agreement on full Embassy
representation on the Coordinating and Joint Committees. On behalf of
the Commission and its relationships with various agencies of the Government
of Panama, I share the views expressed by USSOUTHCOM on pages 102 and 103 of
the draft report in support of that Command's statement of exception to the
same GAQ recommendation. In addition, you should note that the Coordinating
Committee is established pursuant to the Agreement in Implementation of
Article IIl of the Treaty and is charged with the performance of a number
of functions specifically indicated in that Agreement. Such functions
jnclude use of Canal operating and housing areas; land-use licensing for
purposes determined to be compatible with the management, operation, and
maintenance of the Canal; the responsibility for marine traffic control in
Canal waters; matters pertaining to management, operation, and maintenance
by Panama of the Ports of Balboa and Cristobal and of the Panama Railroad;
maintenance of standards of safety, fire prevention, and oil pollutien in
the Ports; use of communications networks, installations, and frequencies;
exemptions from Panama customs; and a number of other subjects specified
in the Agreement. These subjects to be addressed within the Coordinating
Committee are preponderantly operational in nature, and it is the Panama
Canat Commission which is charged by the Treaty "... to manage, operate,
and maintain the Panama Canal, its complementary works, installations, and
equipment and to provide for the orderly transit of vessels through the
Panama Canal." If the Commission is assigned the responsibility for Canal
operations, it must have the authority to carry out that mission. Giving
the Embassy "equal authority" on the Coordinating Committee, as your
report proposes, would necessarily dilute the Commission's authority in
the area of Canal operation and management.

The Congress took pains to avoid the development of such a situation
when it enacted the legislation impiementing the Treaty. Section 1110 of
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Public Law 96-70 specifies that "The Commission shall not be subject to
the direction or supervision of the United States Chief of Mission in the
Republic of Panama with respect to the responsibilities of the Commission
for the operation, management, or maintenance of the Panama Canal ...."
Rather, the Commission is required by law only to "keep the Ambassador
fully informed with respect to all activities and operations of the
Commission.” While the Commission, 1ike the two former Canal agencies,
has kept the American Ambassador fully informed in Treaty implementation
matters and will cortinue to do so, it is submitted that “full Embassy
participation” on the Coordinating Committee which you advocate would
result in a degradation of this agency's authority on Canal operational
matters which the Congress, in section 1110 of the implementing legisla-
tion, has sought to avoid. ’

The agreement in Implementation of Article IIl of the Treaty further
provides that the Coordinating Committee shall refer any matters it is
not able to resclve "... to the two Governments for their consideration
through appropriate channels." Similarly, the Treaty itself, in
Article XIV, recognizes that involvement of diplematic officials in
settling disputes is to be an alternative to, rather than a part of, the
work of the various committees established by the Treaty documents. In
my judgment, these provisions establish the proper channel for full
Embassy participation. On the Coordinating Committee, I believe that
the proper Embassy role should continue to be that which it fulfilled
on the Binational Working fGroup--valued advisors on anticipated
Commission positions and knowledgeable observers of the Panama scene.

The assertions on pages 104-105 of your report notwithstanding, with
Embassy representatives attending Coordinating Committee meetings as
advisors, continuation of this relationship should provide them full
opportunity "to detect and become involved in negotiations" between the
Commission and agencies of the Government of Panama in order to safeguard
overall U.S. consistency in interpreting the Treaty. In this regard, we
note the statement on page 96 of your report to the effect that the
Embassy will “provide authoritative Treaty interpretations."

In addition to the major points discussed above, there is enclosed
2 listing of detailed comments that address factual and textual errors,
as well as errors in view attributed to the Canal organization. While
no attempt was made to edit the draft report in all respects, the
enclosures presents the significant detailed comments on the GAO
‘document which I hope will assist you in the preparation of the final
report.
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Thank you for providing us an opportunity to comment on this
important draft report before its publication.

Sincerely yours s

Adm1nistrator

Enclosure

cc:
Asst. Sec. Army (CW)

CINC, USSOUTHCOM

American Ambassador, Panama

gog &Int Div. LA Branch, Mr. Competeno)
for p¢ Treaty Affairs (Lt. Gen. W. Dolvin)
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PANAMA CANAL COMMISSION
COMMENTS ON THE DRAFT GAO REPORT
“IMPLEMENTING THE PANAMA CANAL TREATY
OF 1977--GO0D PLANNING BUT MANY ISSUES REMAIN"

DIGEST

i.-

Page 1, last paragraph. Officials of the former PCC/CZG. started formal
imp lementation planning with Panama in early 1978, not mid-1978, .as
stated in the first sentence. This fact was recognized by GAO in an
earlier report, "Background Information Bearing Upon Panama Canal Treaty
Implementing Legislation," ID-79-33, June 4, 1979, and also in this
draft report, page 7 first paragraph.

Page v, second sentence after subheading. Here and throughout the
report the problem with respect to pubTic services is misstated. The
problem is not that Panama has not developed procedures to verify the
cost of providing public services. It is that Panama has not yet
developed a system for reporting costs. Only when Panama has a cost
reporting system that can provide sufficient and appropriate cost data
will it be possible for anyone to verify those costs. (See p. 111.)

CHAPTER 1

INTRODUCTION

1.

Pages 2 and 3, paragraph entitled "Jurisdiction." The paragraph on

jurisdiction contains several substantive errors. First, the Canal
Zone Government's existence was terminated by Public Law 96-70, not.
by the Treaty-The United States retains only primary jurisdiction over
some of its nationals for offenses committed in certain areas for the
transition period. Thereafter, Panama will exercise exclusive--rather
than primary--jurisdiction, except in a very limited number of cases.
Finally, while the paraphrase of the Article IX provision dealing with
private activities is essentially accurate, it does not incorporate
the construction placed upon words "same terms and conditions" by the
Department of State and, accordingly, will mislead anyone not familiar
with that interpretation.

CHAPTER 2
FRAMEWORK TO IMPLEMENT THE TREATY

1.

Page 7, first paragraph, fourth line. The statement, "The bulk of

the Treaty planning took place in Panama." could convey the meaning
that the Government of Panama did the bulk of planning to implement
the Treaty. A1l agencies concerned--PCC/CZG, U.S. Southern Command,
U.S. Embassy, and the Government of Panama--did enormous amounts of
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planning, and it would be unfair to suggest that one agency did. more
than another. (See p. 6.)

2. Page 11, last parggraph, second sentence. The statement that the
- Panama's National Port Authority (NPA) was created to operate the
Balboa and Cristobal ports is incorrect. The NPA was an existing
agency that was charged with the additional responsibility to operate
these two ports. A significant change, as a result of the dissolution
of the PCA, is that the NPA has now assumed the responsibility for
operating the Panama Railroad. (See p. 9.)

CHAPTER 3

TERMINATION OF U.S. JURISDICTION--MAJOR
UNRESOLVED I55UES REMAIN

1. Page 19, second paragraph. In reference to the delays in obtaining
procedural guarantees from Panama, the report gives the impression
that the Commission has somehow been at fault for Panama's delay in
assuring procedural guarantees provided for in the Treaty. It is not
the Commission's responsibility to "assure" Panama's compliance. Also,
the reference ta the absence of Panamanian legal expertise should be
rewritten to make it clear that it refers to Panamanian legal expertise
on the U.S. side. (See p. 15.)

2. Page 22, second paragraph. The position stated in the last three
sentences 1s the position of the U.S. Embassy rather than that of the
Commission. (See p. 17.)

CHAPTER 4

PROPERTYa FACILITIES, AND PUBLIC SERVICES
HINDER FUCC IMPLEMENTATION

1. Page 36, second paragraph. The draft states that the Commission is.
changing 1ts property disposal procedures. This carries the implication
that Commission policies are not presently in line with Federal policies.
The change presently being made to disposal policies is to assure that
properties excess to the needs of Federal agencies will be offered on
a preferential basis to the Government of Panama, as stipulated in the

Treaty. (See p. 25.)

2. Page 37, first complete paragraph, last two sentences. The sentence
sequence of the fast two sentences appears to be reversed. The use of
loan labor by Panama contributed toward the smooth transfer of facilities.
As presently worded in the report, the implication is that the use of
loan labor added to the problem of determining the method of maintenance
for the Balboa shipyard facilities. (See p. 26.)
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3. Page 39, top of page. The conclusion in the last sentence appears
to be misieading as to who is required to maintain the drydock and
equipment. Panama's National Port Authority must properly maintain
considerable equipment as well as the drydock and related facilities
to meet the Treaty mandated needs of the Commission. (See p. 27.)

4. Page 39, last paragraph, second sentence. The wording of this sentence
1s misleading 1n that 1t implies that cost adjustments for public
services will be made annually. The Treaty and section 1341 of the
Panama Canal Act of 1979 clearly intends for cost adjustments to be
made prospectively triennially, effective with the second three-year
period which begins on October 1, 1982. (See p. 28.}

5. Page 41, first full paragraph. To date, Panama has submitted only one
invoice for public services. It did not provide a breakdown of costs.
(See p. 29.)
6. Page 43, first paragraph, seventh line. Panama has not submitted
invoices for ". . . the costs incurred in providing the services."
Rather, one monthly invoice was received, stated at one-twelfth of
the annual Treaty specified payment. (See p. 29.)

7. Page 43, last paragraph, first sentence. The statement is made that
in November 1979 the Commission 1nitiated a plan to develop such
standards, as if this were the first work done on it. Actually, the
Panama Canal organization was working on standards for public services
during 1978 and 1979. The reference to the November 1979 plan should
specify that it was the latest in a long line of efforts to get Panama
to agree on standards. (See p. 31.)

CHAPTER 5
DOD ASSUMPTION OF FUNCTIONS--
NIN NRESOLVED
N

st
.

Page 50, paragraph continued from previous page. The statement that
there 1s a lack of criteria for defining sponsoring agencies and the
allowance to be paid may apply to other Federal Agencies in the area,
but it is inaccurate if it pertains to the Commission. As stated
in the report, in October 1979, the Commission notified MEDDAC of
the categories of patients the Commission would sponsor and the
sponsorship amounts the Commission would pay for each patient category.
(See p. 34,)

CHAPTER 6

EMPLOYEE PROVISIONS»-SUBSTANTIAL
PROGRESS ACHIEVED

1. Page 53, first three lines. The wording here may be misleading regarding
the applicability of the Panama Canal Employment System to agencies other
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than the Panama Canal Commission. Pursuant to Public Law 96-70,
agencies other than the Panama Canal Commission may elect to have
the employment system made applicable, in whole or in part, to
their personnel in the Republic of Panama. (See p. 37.)

2. Page 54, first full paragraph, first two sentences. These two
sentences indicate that "senior level Commission officials" felt
that extending Panamanian preference beyond initial hiring--for
example, to promotions--would have a significant adverse effect on
employee morale. While this is accurately stated, officials feel
that a more important reason for not extending such preference is
that it would exceed the Treaty requirement to ". . . establish a
system of preference when hiring employees, for Panamanian appli-
cants. . ." (paragraph 2(a), Article X of the Panama Canal Treaty
of 1977). (See p. 38:.)

3. Page 56, top of page, 8th and 9th lines. The discussion of Treaty
provisions designed to implement the basic policy of increasing
the number of Panamanians in the work force seems to reach the
wrong conclusion. These provisions are not intended to increase
the number of Panamanians “"applying for any given position." Rather,
they're intended to increase the number of Panamanians employed at
all levels of the Commission. (See p. 39.)

4. Page 57, end of second paragraph. The identification and role of
the Nautical School 1s inaccurate. An accurate statement would be:
"For example, the Panamanian Nautical School Program is seen as a
valuable resource toward preparing Panamanians to meet Commission

needs."  (See p. 40.)

5. Page 61, last two paragraphs. In questioning whether the actions
taken by the Panama tanal Commission will result in increasing
participation of thePanamanian employees at all levels of the organi-
zation, the GAO makes no mention of the Treaty provision that requires
that within five years there must be a 20 percent reduction in the
number of U.S. nationals employed by the Commission who previously
worked for the Panama Canal Company on September 30, 1979. This
provision by itself will increase the number of Panamanian employees
in the organization, and, along with the collective actions taken
by the Commission, as outlined in the GAO report, will without question
assure increasing participation of the Panamanian employees at all
levels in the Commission. (See p, 42.)

6. Page 78, last paragraph. The reference to a tax allowance should be
accompanied by an explanation that the tax allowance was subtracted
from the U.S. wage rate schedule to arrive at pay schedules for non-
U.S. citizen employees so as to equalize the take-home pay for employees
for the same grade. The elimination of the tax factor will result in
higher pay for non-U.S. citizens, but will not affect the pay of U.S.

citizens. (See p. 53.)
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Pages 80-81, Cost of living allowance. The GAO discussion of the
State Department method of calculating a COLA is irrelevant. The
Treaty 'and the Panama Canal Act of 1979 provide a COLA to make up
the difference for loss of military privileges. The actual deter-
mination of the COLA will be based upon a future study to determine
the additional cost of living as defined in the Panama Canal Act of
1979. In contrast, the State Department method for computing a COLA

uses Washington, D.C. as a base, and has no bearing upon the issue

at hand. (See p. 54.)

CHAPTER 8

POTENTIAL FOR BETTER

N NATION

I.

Page 92, top of page and first complete paragraph. In the discussion
of the PRC and the MINI-PRC, GAO presemts only the Commission's view

on the function of these two groups. GAO should includé the views of
the Embassy and U.S. Southern Command, the other members of the PRC

and MINI-PRC. Their views would seem to be essential to achieve proper
perspective and balanced reporting. (See p. 62.)

Page 92, last paragraph. The concluding paragraph of the section
"Tnteragency Coordination" implies that agencies do not work together
on mutual problems. That is not a true statement; see comment 4 below.
(See p. 63.)
Page 97, top of page. The implication here is that the sole job of
the Tawyers to be hired by the Commission is to analyze current and
proposed Panamanian law dealing with procedural guarantees. This is
not the case. Rather the job is to provide expertise on Panamanian
laws in general. The DOD and the Commission have common issues that
would require Panamanian lawyers; however, it should be clear that
because of the different mission, rights and obligations granted each
organization under the treaties, each will be addressing legal issues
that in most cases are of no concern to the other. Given this perspec-
tive, it is not clear what point GAO is trying to make. (See p. 66.)

Page 100, second paragraph, first and fourth sentences. The last

part of the first sentence states that ". . . no mechanism exists to
insure that the agencies act in concert to operate effectively and
efficiently." This statement is inaccurate in view of the existence

of the PRC and MINI-PRC, which coordinate overall policy matters.

Also, there is a well established framework of interagency coordination
for the review of proposed agreements and arrangements. (See p. 66.)

\
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CHAPTER 9
MINOR UNRESOLVED ISSUES
TND OTHER MATTERS

1.

Page 106, section on telephone utility costs. The discussion of the

telephone rate issue is incomplete in that it does not go into the
protracted discussion the Commission had with the PCA over this matter
and of the Commission effort attempting to keep the rate as low as
possible. (See p. 75.)

Page 109, last paragraph, first sentence. The Commission is not
Tuncertain® as to how to resolve certain marine accident ciaims.
Rather, the Commission does not yet know what the Congress of the
United States intends to do with the claims submitted to it in
accordance with paragraph b, Section 1415 of the Panama Canal Act

of 1979. (See p. 77.)

Page 110, second paragraph, first sentence. This sentence implies
That the Commission just recently established reserves for marine
accidents. However, the Commission, like its predecessor the Panama
Canal Company, self-insures against normal business risks through use
of reserves for marine accidents. Also, this paragraph has confused
transactions recorded by the PCC/CZG with those recorded by the

Commission. (See p. 78.)

Page 110. second paragraph, seventh line. The "$10 million in 1979"
shoG1d read "15.7 miliion %n 1979, (See p. 78.)

Page 110, last paragraph, first sentence. The statement about 1979
marine accidents 1s inaccurate. 1he sentence should read, “"Estimated
liabilities charged to the reserve for marine accidents in 1979 amounted
to $16 million, of that total, $12 million was for 13 accidents occurring

outside the locks. . . ." (See p. 78.)

GAO note: Changes have been made since the draft report was submitted

for agency comment, including appropriate changes based on
these comments from the Commission. Page numbers in paren-
theses refer to the final report.
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OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE

WASHINGTON. D.C. 20301

In Reply Refer to:
1-02186/80

INTERNATIONAL

SECURITY AFFAIRS 12 March 1980

MEMORANDUM FOR MR. FRANK M. ZAPPACOSTA, U.S. GENERAL ACCOUNTING OFFICE.

SUBJECT: Draft GAO Report on Panama Canal Treaty Implementation

The following comments are offered on your revised draft Chapter 8, ''Potential
for Better Interagency Coordination," in addition to the informal comments

on the overal) report provided to you and Mr. Elliot Smith during our 27 February
meeting.

DoD considers that Interagency coordination on Panama Canal Treaty Affairs
is working well. We welcome suggestions from any source that would improve
treaty implementation but consider that the recommendations in Chapter 8 of
the referenced GAO report would not only fail to achieve the intended result
but would be counterproductive. We have encouraged closer cooperation and
coordination within the Panama Review Committee (PRC) and have observed
continued improvement in this area. We do, however, strongly resist any
recommendation that has the effect of dictating to either USCINCSO or the
Administrator the manner in which he should accomplish his mission.

Accordingly, DoD endorses the USSOUTHCOM comments and Commission views and
non-concurs in the report's recommendations with respect to agency partici-
pation in the bi-national treaty related committees or with respect to
internal PRC procedures. We suggest that the report reflect these consider-
ations and that Chapter 8 _

‘be deleted from the report.

Special Assistant for
Panama Canal Treaty Affairs

(485250)
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