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Dear Senator Chiles: 

Subject: Transfer of Interest on U.S. Investment in 
the Panama Canal (GAO/AFMD-85-63) 

Your letter of March 6, 1985, requested that we review the 
ca;sh flow requirements of the Panama Canal Commission (Commission) 
to: determine the most appropriate repayment schedule for interest 
earned on the U.S. government's investment in the Canal. As of 
April 30, 1985, $56.3 million in interest on the U.S. investment 
in the Canal had been accrued, as an expense, charged to Commission 
operations, and collected through tolls, but had not been trans- 
ferred to the general fund of the U.S. Treasury. We estimate that 
the Commission will collect and accrue an additional $7.8 million 
by September 30, 1985. 

Our report on the Examination of the Panama Canal Commis- 
sion's Financial Statements for the Years Ended September 30, 
1983 and 1982 (GAO/NSIAD-85-26, April 17, 1985) included a quali- 
fied opinion due to the nonpayment of interest on U.S. investment 
in the Canal. Based on the Commission's interpretation of the 
Panama Canal Act of 1979, the Commission does, not transfer inter- 
est collections to the Treasury. Although the Act does not ex- 
pressly state what the Commission should do with respect to inter- 
ept collections after they are deposited into the Commission's 
Fund (Fund), the legislative history indicates that the Commission 
should transfer the collections to the general fund of the U.S. 
Treasury. 

The effect of transferring interest collections will be to 
r/educe the Commission's available Fund balance and increase the 
g neral 
r 

fund of the U.S. Treasury. While this transfer has no 
effect on total cash held in the U.S. Treasury, it does increase 
glenera fund revenue which is available for other appropriations. 
Transfer of interest earned on an annual basis will not be detri- 
mental to Canal operations and would prevent a future buildup of 
aollections in the Commission's Fund. 
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Our analysis of the Fund’s cash and its obligational require- 
ments showed that the Commission could pay the interest due the 
Treasury yithout detrimentally affecting Canal operations. The 
Commission’s position is that the interest accumulated through 
fiscal year 1984 ($52 million) is needed to cover operational ob- 
ligations arising at the beginning of each fiscal year. Under the 
special budgetary fund concept used by the Commission, the Fund 
must have a balance on deposit before funds are made available to 
the Commission for obligation. The administrative delay in using 
such a mechanism within the Commission and’the Treasury takes 30- 
45 days to issue a warrant for the authority to disburse funds. 
The Commission contends that a lack of adequate funding authority 
the first two months each fiscal year would be a problem unless a 
working capital base is allowed to remain. However, the manager 
of Treasury Finance and Funding informed us that the warrant is 
not an immediate necessity, and the Commission can obligate at any 
time against the Fund balance as long as it does not exceed the 
Fund balance on hand and appropriation limitations. OMB agreed 
that this procedure was acceptable. However, a warrant is neces- 
sary to eventually expend the funds. We believe this process is 
appropriate. 

During our review, we found some obligations being recorded 
at the beginning of each. fiscal year that need not be recorded. 
We calculated the Commissianfs funding authority requirements at 
the beginning of each fiscal year to be about $39.9 million less 
than what had been previously recorded, and we concluded that 
there is no potential for a shortfall of obligational authority. 
Therefore, we found that on both a cash and obligational basis, 
repayment of’the interest would be possible in 1986 at the begin- 
ning of the fiscal year in one lump sum and would not cause opera- 
tional difficulties for the Commission. 

OBJECTIVES, SCOPE, AND 
METHODOLOGY 

In response to your request to determine the most appropriate 
repayment schedule for the interest, we reviewed various aspects 
of the Commission’s financial operations. Our review was made in 
accordance with generally accepted government auditing standards 
and included such tests of the accounting records and other audit- 
ing procedures as we considered necessary in the circumstances. 
We performed our review in March and April 1985 at the Panama 
Canal Commission in Panama. We also met with Treasury and OMB of- 
ficials. 

First, we analyzed the Commission's cumulative cash require- 
ments to determine whether the Commission had sufficient cash to 
repay the interest and to continue operations. Second, we ana- 
lyzed the obligational requirements to determine if the Commission 
could meet them after repaying the interest. Treasury requires 
the Commission to have funds on deposit in the Fund before obli- 
gational authority is provided. Obligational authority is an 
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important consideration because the interest repayment would re- 
duce the Fund balance and, consequently, the Commission's obliga- 
tional authority. Incurring obligations does not necessarily 
cause immediate cash expenditures. If the interest is to be 
transferred to the Treasury, we wanted to make sure that the Com- 
mission not only would have sufficient cash for its payments, but 
also that sufficient obligational authority would be available for 
normal operating and capital requirements. 

Our analysis of the cash and funding requirements was based 
on data provided by the Commission and included only the first 2 
months of each of the past 3 fiscal years. Although the Commis- 
sion receives a constant flow of revenues from Canal operations, 
we reviewed the Fund balance at September 30 for the past 3 fiscal 
years to ensure that it was adequate to repay the interest due and 
finance Canal operations during the first 2 months of the fiscal 
year exclusive of any revenues that would be received during that 
period. We used a 2-month period because of the Commission's con- 
tention that, owing to delays associated with obtaining a warrant, 
the Commission has a lack of funding authority during this period. 
Therefore, the Commission contends that it must meet its obliga- 
tional and cash needs by relying on funds remaining from its 
original appropriation and the interest collected on U.S. invest- 
ment. As requested, we have provided our views on the Commis- 
sion's practice of recording obligations on the first day of the 
fiscal year. 

~PANAMA CANAL COMMISSION FUND 

The Fund was established by the Panama Canal Act of 1979 as 
an account in the U.S. Treasury. It is composed of appropriated 
funds and receipts from tolls and Canal operations and is used ex- 
clusively to pay the Commission's expenses. The Congress estab- 
lished the Fund to ensure that the Canal's operations would be 
self-sustaining (i.e., revenues would cover expenses to operate 
the Canal). To facilitate the Canal's operations on a self- 
sustaining basis, the Fund operates in effect as a revolving fund, 

,except that the Congress controls Commission expenditures from the 
IFund through the appropriations process with an annual appropria- 
tion. The Act requires the Commission to deposit all revenues 

'into the Fund. 
IIJ.S. 

The Fund is administratively maintained by the 

(count 
Treasury and has two accounts: a special fund receipts ac- 

to record all collections and a special fund expenditure ac- 
/count to record amounts appropriated to the Commission as funds 
~ available to obligate. 

The Treasury Department transfers funds from the receipt ac- 
count to the expenditure account monthly--using the receipt ac- 
count balance as the maximum amount to be transferred and the Com- 
mission's annual congressionally approved appropriation amount as 
the maximum cumulative amount authorized for obligations and ex- 
penditures during a fiscal year. Treasury requires the Commission 
to have funds on deposit in the receipts account sufficient to 
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cover any obligation it may make. Except for the initial fiscal 
year of the Commission (1980) when aporoximately $464 million was 
appropriated from the general fund of the U.S. Treasury to remain 
available 'until expended, all appropriations necessary to operate 
the Canal have been issued from the Fund. As of September 30, 
1984, the Commission held a constant balance of $85.6 million 
since the fiscal year 1980 appropriation, which is available to 
cover Canal operating obligations for the first 2 months each 
year. This balance, which functions as working capital, is re- 
plenished each year from toll revenues. 

At the beginning of the past 3 fiscal years, the Fund bal- 
ances were: 

October 1, 1982 $143.9 million 
October 1, 1983 146.3 million 
October 1, 1984 171.2 million 

On October 1, 1984, the Fund balance of S171.2 million included 
$85.6 million that, according to the Commission, is due to the 
U.S. Treasury from the fiscal year 1980 appropriation; $52 million 
in interest that has not been transferred to the Treasury's gen- 
eral fund; $33.6 million in reserves for casualty losses, lock 
overhauls, and future repairs of floating aquipment; and any pro- 
fit payments due to Panama. The reserve amounts have been col- 
lected as part of the toll base. The interest collected as of 
April 30, 1985, is $56.3 million, and we estimate an additional 
$7.8 million will be collected and accrued by September 30, 1985. 

CASH REQUIREMENTS 

The Commission requires cash to fund its operating and capi- 
tal expenditures. The following table shows the cash required by 
the Commission to operate the Canal during the first 2 months of 
each of the past 3 fiscal years. According to the Commission, the 
first 2 months of a fiscal year are considered the most critical, 
as (1) appropriations are not available until the end of the sec- 
ond month and (2) revenues collected during the 2 months cannot be 
used for expenditures, until an appropriation warrant is received. 
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Cash Available to the Commission 
(in millions) 

Fund balance, 
beginning of 
fiscal yeara 

Less: collected 
and accrued interest 

Balance less interest 

Less: reserves and 
other 

Cash available from 
original 1980 
appropriation 

Less: 

1983 1984 1985 

$143.9 $146.3 $171.2 

32.3 42.2 52.0 

111.6 104.1 119.2 

26.0 18.5 33.6 

85.6 85.6 85.6 

October cash required 31.2 27.6 28.9 
November cash required 37.2 31.9 31.2 

Cash required first 
2 months 68.4 59.5 60.1 

Excess of cash 
available over 
requirements S l-7.2 S 26.1 

aIn addition to the Fund balance shown, toll revenues are 
available for cash disbursements once the warrant is received. 

As previously noted, the Fund has $85.6 million from its ori- 
ginal appropriation and, as shown above, the Commission's cumula- 
tive cash requirements during the first 2 months of each of the 
last 3 fiscal years have not exceeded the $85.6 million. There- 
fore, even after the Commission transfers the interest to the 

'1J.S. Treasury, it would still have sufficient cash to cover its 
needs if it were to draw upon the S8S.6 million being held from 
its original aopropriation. In commenting on a draft of this re- 
port, the Commission did not contest our conclusions on the suffi- 

1 ciency of its cash to transfer interest to the U.S. Treasury. 

' ORLIGATIONAL RE~UIREYJWTS 

In addition to determining whether the Commission would have 
sufficient cash for its operations durinq the first 2 months of 
each fiscal year, we also studied whether the Commission would 
have sufficient authority to cover the obligations normally in- 
curred during the same time period. As discussed earlier, Treas- 
ury requires the Commission to have funds on deposit in the 



R-114839 

receipts account before obligational authority is provided. The 
Commission cannot commit or obligate funds until it has an appro- 
priation, *aand it cannot commit or obligate funds in excess of the 
appropriations received. However, because the Commission believed 
it could not obligate funds until it had received an appropriation 
warrant from Treasury, we reviewed the obligations the Commission 
records on the first day of a fiscal year. Next, we analyzed the 
Commission’s cumulative obligations durinq the first 2 months of a 
fiscal year for both its operating appropriation and its capital 
appropriation. 

Obligations recorded the first 
day of the fiscal year 

On the first day of each fiscal year, the Commission records 
obligations for Department of Defense schools, the early retire- 
ment program, and payments to Panama for public services and a 
fixed annuity. On October 1, 1984, the obligations recorded were: 

Defense schools 
Early retirement 
Public services 
Fixed annuity 

(millions)a 
$ 6.9 

19.6 
10.0 
10.0 

$ 
aThe amount obligated for Defense schools was approx- 

imately the same for all three fiscal years. The re- 
maining amounts were the same during all 3 years. 

Only about $6.6 million of the $46.5 million needed to be 
recorded the first day of the fiscal year for the October and 
November obligations. This leaves $39.9 million which need not be 
recorded the first day of the fiscal year. The $26.5 million for 
Defense schools and early retirement is paid throughout the year 
and, according to an OMB budget examiner, need not be obligated in 
full the first day of the fiscal year. Obligations for these pay- 
ments can be recorded monthly or quarterly. On a quarterly basis, 
obligations on the first day of fiscal year 1985 would have been 
reduced by about $19.9 million. In addition, the S20 million paid 
annually to the Republic of Panama should not be recorded as a new 
obligation each year. 

. 

Based on the Panama Canal Treaty and the implementing United 
States leqislation, the Panama Canal Act of 1979, the United 
States has made a firm commitment to the Republic of Panama to pay 
it $20 million each year for the life of the Treaty. The Commis- 
sion believes that it must record a new obligation of $20 million 
at the beginning of every fiscal year. Ye were specifically re- 
quested to comment on the propriety of that practice. As ex- 
plained below, we do not believe the Commission’s practice is 
correct. 

An “obligation,” in budget terms, is a binding commitment or 
legal liability to make payments to another at some future time. 
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It arises at the time the commitment is made. Normally, no obli- 
gations may be incurred unless there are sufficient appropriations 
available at the time they are incurred to cover the full amount 
that will be required to pay the obligations (31 U.S.C. 51341(a)). 

Occasionally, the Congress chooses to provide an exception 
to that prohibition and specifically confers authority to incur 
obligations in advance of appropriations to liquidate (pay) the 
obligations. This is precisely the effect of the Panama Canal 
Act of 1979. It incorporated the payment obligations of the 
Panama Canal Treaty to make payments to the Republic of Panama 
for the entire life of the Treaty at the rate of $20 million a 
year. In other words, on the date of enactment, the United 
States was obligated for a total sum of $400 million--$20 million 
a year for 20 years. The annual payments are to be made from op- 
erating revenues collected and deposited in the Commission's op- 
erating fund. They are made available throuqh the appropriation 
process to liquidate the previously made obligations. But, au- 
thority to "liquidate" an obligation should not be recorded as an 

I obligation itself. 

In summary, the obligation to the Republic of Panama arose 
in 1979 when the commitments of the Treaty were endorsed and in- 
corporated into the enabling Panama Canal Act. That is the time 

! the entire amount of the obligation should have been recorded. 
) However, whether it was formally recognized as an obligation on 
j the books of the Treasury or not is immaterial. The obligation 

automatically arose at that time by virtue of the Treaty and the 
subsequent enabling legislation. 

Operating appropriation requirements 

The Commission has one-year operating appropriations--the 
authority to incur obliqations during a single fiscal year. Any 
unused appropriations revert to the Fund and cannot be used until 
a new appropriation is granted. After reducing the operating ob- 
ligations the Commission recorded during the first 2 months each 
year by the obliqations not required to be recorded on the first 
day, the Commission would have excess funds available even after 
paying the interest to the Treasury. Of the 3 years we reviewed, 
fiscal year 1983 had the most operating obligations in October and 
November--$96.0 million. Excluding the $39.9 million in ohliga- 
tions not required to he recorded left $56.1 million in operatinq 
obligations which was more than covered by the $85.6 million the 
Commission has from the initial appropriation. Enclosure I shows 
that sufficient funds were available for obligations from opera- 
tions for the first 2 months of each of the past 3 fiscal years. 

The $85.6 million the Commission has from the initial appro- 
priation has proven to be sufficient to cover the Commission's op- 
erational obligation requirements during the first 2 months of the 
past 3 fiscal years. 
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Capital appropriation requirements 

The Commission also has no-year capital appropriations that 
cannot be ‘used for operational obligations. No-year appropria- 
tions permit unused funds to be carried forward and become avail- 
able for use in subsequent years. The following table shows the 
capital appropriations available as of October 1 and the cumula- 
tive obliqations for the first 2 months of each of the past 3 fis- 
cal years. 

Funds Available for Capital Obligations 
(in millions) 

Funds available October 1 

1983 1984 1985 

$5.7 $10.5 $9.2 

October obligations 1.9 .4 5 
November obligations 6 

2.5 
1.0 
1.4 

1:5 
2.0 

Excess funds available 
over capital obligations %Ai sq.l $7.2 

As shown above, the initial 2 months’ capital obligations are cov- 
ered by the no-year appropriation carried forward each year. 

Future operational obligational 
authority shortfalls 

The Commission expressed its concerns over the potential 
future shortfall of funds needed to cover operational obliga- 
tions. The Commission contended that the $85.6 million from the 
original appropriation will eventually be insufficient to cover 
normal operational obligations and that the $52 million in inter- 
est accumulated as of September 30, 1984, will be needed to cover 
obligations during the critical first 2 months of each fiscal 
year. The Commission’s position is predicated on the 30-45 day 
delay in receiving an appropriation warrant from Treasury and the 
Commission’s understanding that it cannot obligate until funds are 
available as evidenced by a signed warrant. However, Treasury of- 
ficials informed us that the Commission does not need to wait for 
a warrant before obliqating its funds. The issuance of the war- 
rant is not an immediate necessity and the Commission can obligate 
an amount at any time up to the balance in the Fund as long as the 
ohliqation does not exceed its annual appropriation. 

The Commission has sufficient appropriations each year, and 
there is a constant flow of revenues from Canal operations. Once 
these revenues have been deposited in the receipt account, they-- 
as well as the $R5.6 million 1980 appropriation balance--are 
available to cover all projected obligational needs. As explained 
by Treasury officials, there is no need to wait for completion of 
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the warrant process to record obligations, although, of course, a 
warrant is necessary to eventually expend the funds. Therefore, 
both Treasury procedures and our analyses of the Commissionls ob- 
ligational‘ requirements demonstrate that there is no need for the 
Commission to retain the interest collected. 

AGENCY COMMENTS 

AS you requested, we obtained the Commission's comments (en- 
closure II) on a draft of this report. The Commission's comments 
have been considered in preparing our report and are included 
where appropriate. Our original draft report included using the 
Emerqency Fund to supplement the $85.6 million temporarily helping 
the Commission cover its obligational requirements. However, the 
Commission, in its comments, disagreed with us on the availability 
of the Emergency Fund for this purpose. Since we have determined 
that (1) the $20 million obligations for payments to Panama need 
not be recorded each year, (2) $19.9 million of other obligations 
need not be recorded on the first day of the fiscal year, and (3) 
a warrant from Treasury is not necessary to record obligations, it 
is not necessary to consider whether the Emergency Fund could be 
used and that proposal has been omitted from this report. As 
aqreed with the requestor, we did not obtain the Commission's of- 
ficial comments on these three issues because to do so would have 
unduly delayed issuance of the report beyond the date it was re- 
quired by the requestor. However, we have apprised Commission of- 
ficials of our position on these issues. 

The Commission contends that paying the interest to the 
Treasury would be unfair to Canal users because such payment would 
retroactively change the law with respect to the treatment of in- 
terest and thereby impose an unexpected cost burden on the ship- 
ping industry. We disagree, however, because toll rates already 
include the interest on the U.S. investment in the Canal, and the 
Commission has already collected from users and deposited in the 
Fund the interest we believe should be paid to the Treasury. Ac- 
cordingly, no toll rate increase is necessary to pay the Treasury. 
Also, while we agree that the Panama Canal Act does not expressly 
state what the Commission should do with respect to interest col- 
lections after they are deposited into the Fund, the legislative 
history indicates that interest should be transferred from the 
Fund into miscellaneous receipts of the Treasury. The Congress 
intended the interest collections to inure to the benefit of the 
U.S. taxpayer and not be available only to the Commission for the 
purpose of paying the Canal's expenses. 

Not addressed in this report is how the investment of the 
1J.S. in the Canal will be affected by the payment of the inter- 
est. This issue was addressed in our report-on the Examination of 
the Panama Canal Commission's Financial Statements for the Years 
Ended September 30, 1983 and 1982 (GAO/NSIAD-85-26, April 17, 
1985). This issue involved the method of accounting for interest 
which has resulted in an additional cumulative amount of interest 
due to the U.S. of $9.2 million for the period October 1, 1979, to 
September 30, 1983. The additional interest issue will be 
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specifically addressed in our report on the Commission's financial 
statements for the years ended September 30, 1984 and 1983. 

CONCLUSIONS 

Based on our analysis of cash availability, the Commission 
has sufficient cash to cover its requirements usinq the $85.6 mil- 
lion from its original appropriations. Treasury and OMB officials 
stated that the Commission did not need to wait for an appropria- 
tion warrant to record obligations as long as sufficient amounts 
were in the Fund balance. Also, to finance its operational re- 
quirements, the Commission has adequate obligational authority by 
using the $85.6 million plus any accumulated toll collections de- 
posited in the receipts account and reducing the cumulative op- 
erating obligations by $39.9 million. Accordingly, we believe the 
Commission can transfer the interest collected and now due to the 
U.S. Treasury in one lump sum. 

RECOMMENDATIONS 

We recommend that in the fiscal year 1986 Panama Canal appro- 
priation legislation, the Congress require that 

--$56.3 million collected as of April 30, 1985 plus interest 
collected during the remainder of fiscal year 1985 be 
transferred from the Commission's Fund to the general fund 
of the U.S. Treasury by October 1, 1985, or shortly there- 
after, and 

--future interest earned be transferred annually to the gen- 
eral fund of the Treasury to prevent accumulation of inter- 
est in the Commission's Fund. 

We also recommend that the Commission 

--discontinue recording the annual payments to Panama as new 
obligations, and 

--record obligations for Defense schools and early retirement 
either monthly or quarterly. 

As arranged with your office, unless you publicly announce 
its contents earlier, we plan no further distribution of this re- 
port until 30 days from the date of the report. At that time, we 
will send copies to interested parties and make copies available 
to others upon request. 

I Sincerely yours, I utt* . 
Canptroller General 
of the United States 

Enclosures 
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Funds Available for Operational Obligations 
(in millions) 

Fund balance, beginning 
fiscal yeara 

Less: collected and 
accrued interest 

Ralance less interest 

Less: reserves and 
other 

Funds available from the 
original 1980 appropriation 

Obligations recorded during 
October and November 

Less obligations not 
required to be recorded 
on the first day 

Adjusted October and 
November obligations 

Excess funds available over 
adjusted obligations 

1983 

$143.9 

32.3 

111.6 

26.0 

85.6 

96.0 

39.9 

56.1 

1984 

$146.3 

42.2 

104.1 

18.5 

85.6 

92.0 

39.9 

52.1 

1985 

$171.2 

52.0 

119.2 

33.6 

85.6 

90.0 

Source: GAO developed this table based on information provided 
by the Panama Canal Commission. 

aIn addition to the Fund balance shown, toll revenues are de- 
posited throughout the year and are available. 
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Board of Directors 
Panama Canal Commission 

April 8, 1985 

Mr. Frederick D. Wolf, Director 
Accounting and Financial Management Division 
United States General Accountim Office 
Washington, D.C. 20548 

Dear Mr. Wolf: 

I appreciate the opportunity to provide ny observations and comments 
concerning the draft GAL> letter to Senator Chiles regarding the repayment of 
interest on the U.S. investment in the Panama Canal. At the outset, I mist 
admit that I am dismayed with the simplistic approach reflected in that letter 
on a netter that has such irrportant consequences to the operation of this 
vital international waterway. !t’he statements and analyses, while atteaptinq 
to bolster support for "repayment of interest," provide a superficial view 
which fails to consider the long-term effect of that action on the financial 
viability of the Panama Canal Commission. 

The Conniission's long-standing position with respect to the retroactive 
transfer of interest (as well as the 1980 appropriation balance) from the 
special fund to the general fund of the Treasury is that it should only be 
made with a corr&pondinq change in the source of Commission appropriations, 
i.e., from the Panama Canal Conrnission Fund to the general fund of the U.S. 
Treasury. In 1984, the Administration submitted proposed legislation which, 
if enacted, would have accortplished this change. Although the Congress gave 
serious consideration to this proposal, efforts to secure its passage were 
ultimately unsuccessful. Nevertheless, in retaining the requirement that the 
Comnission operate out of the aforementioned special fund, it was clear that 
the congress recognized the need for that agency to continue to have 
accumulated interest available as a source of funding authority. The GAO 
letter presents no new facts or findings which provide a basis for a change in 
that position. Moreover, the GAO letter does not address the specific 
concerns raised on several occasions by the Comnission regarding this matter. 

As you know, the Conmdssion is a self-sustaining, businesslike entity 
providing an inportant service to world shipping. While the Cormnission is 
constituted as an appropriated-fund agency, the source of all funds 
appropriated is Canal revenues, not the U.S. taxpayer. An important feature 
of Canal operation that distinguishes it from other comrcial operations is 
that, by law, the Panane Canal Codssion is precluded from building up a 
working capital balance by means of operational profits. 

Public Law 96-70 established the Panama Canal Corrdssion Fund with the 
recuirenent that all Canal receipts be deposited thereto and that 
appropriations to the agency be limited to estimated deposits plus any 
unexpended balance in the Fund. This financial structure was not intended by 
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the Congress to impede Canal operations or to establish burdensome financial 
constraints, but rather to ensure that Canal revenues cover the financial 
requirements of the Canal. However, a fundamental deficiency in the new 
arrangement was overlooked in that, under the special-fund concept, the 
Commission is required to have a balance on deposit before funds appropriated 
b the Congress can be obligated. This special funding arrangemnt, possibly 
unique in the U.S. Government and certainly unique to a business enterprise, 
is workable only if there is an adequate funding authority balance available 
at the start of each fiscal year. Without this fundinq authority, the Canal 
orsanization would be unable to function financially or, at best, be relegated 
to essentially a “hand-to-mouth” existence. I do not believe this was 
intended by the framers of the Panarra Canal Treaty or by Congress when it 
passed its i.nplenr?nting legislation. 

Tbe fact of the fiatter is that, had Congress not had the foresiqht to enact 
the first-year appropriations from the general fund of the Treasury, rather 
than from the special fund, the Conmission would have been left without the 
financial resources from which to operate. That the Commission has been able 
to operate successfully under the special fund concept since 1980 is 
attributable to the availability of interest deposits and the reminder of the 
first-year appropriation as a beqinninq fundinq balance each year. 

The question of whether intereat should be deposited in the special fund 
vis-a-vis the oeneral fund and whether past interest collections should be 
removed from the funding authority balance of the Conmission was discussed at 
great lensth in hearinqs before the Merchant Marine and Fisheries Committee of 
the House of Representatives. Based on a projection of budget requirements 
for the Canal throwh 1999, the year U.S. nrvragement of the waterway ceases, 
the Comnittee recognized the need for the Cotission to retain in the Panam 
Canal E’und not only the $85.6 million first-year appropriation, but also som? 
$50 million in interest over the entire period. During these hearinqs, it was 
made clear that at the end of the Treaty period, any balance in the fund, 
including interest and the residual first-year appropriation, will remin with 
the U.S. Treasury. 

In essence, therefore, the problem facinq the CornFission’ is one of having 
sufficient funding authority available at the beginning of each year. The 
Onnqress has qiven recoqnition to this need on various occasions. For 
example, both the Senate and the Rouse aqreed to a partial retention ty the 
Comni5sion of the 1980 qeneral fund appropriation. After detailed review of 
the funding requirenmnts of the Cotission, including GM recormnendations, the 
House has proposed that only future collections of interest nr>nies be 
deposited into the general fund of the Treasury, leaving prior collections of 
interest intact in the Comnission Fund. 

With this background, I would like to provide the following observations and 
comments with respect to the draft letter to Senator Chilesr 
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At issue here with the GAO draft letter iS the level of funding authoritv that 
will enable the Comnission to effectively Wet its financial obligations 
during the initial months of each fiscal year. Since the Commission under the 
law has no opportunity to build up a working capital reserve through operating 
margins, the only source of initial funding authority for the Conmission is 
retained interest collections and the residual balance of the 1980 
appropriation. The draft letter to Senator Chiles confirms that the GA0 
agrees with that determination, except that it also includes the $10 million 
Emergency Fund as a source of financing. 

The GAD draft letter concludes that, from the standpoint of both cash and 
appropriation (obligational) requirements, there are adequate resources in the 
Panam Canal Comission Fund to allow a transfer of accurmlated interest 
collections to the aeneral fund of the Treasury. This conclusion is 
predicated upon the use of the $85.6 million balance remaining from the 1980 
appropriation and the $10.0 million Emergency Fund, for a total ongoing 
resource of $95.6 million. On the other hand, the Corrnnission contends that 
(a) the Emergency Fund is not available for the use suggested by the GAO, (b) 
the $85.6 million residual 1980 appropriation is not only inadequate to cover 
current obligational recuiren-ents, but its value will diminish over tine with 
inflation, and (c) the full amount of the past interest collections are 
required to be retained in the Panama Canal Commission Fund if the Canal is to 
remain financially viable through the end of the Treaty period. These points 
are discussed below. 

A. Emergency Fund 

The $10.0 million Emeraencv Fund, while an irfportant component of the 
financial scheme of Canal operations, was appropriated to defray emergency 
expenses (such as those resulting from landslides or vessel accidents that 
block the channel or cause oil spills) and to finance operations when 
appropriations are inadequate to provide continuous safe and efficient 
operation of the Panama Canal. In our judgment, there is no basis to consider 
the use of these funds as a backstop for regular Commission obligations. 
First of all, the Congress has always enacted adequate appropriations for the 
operation of the waterway, so there is no shortage of appropriation in that 
respect. It is only the result of application of the special fund concept 
that imposes a funding problem, rather than the level of appropriations 
enact&. Secondly, the financing problem constitutes no true emergency as 
contemplated bq the Panamr Canal Act which authorized the establishrrent of an 
emergency fund. 

B. RenrJining 1980 Appropriation 

The C9c draft letter reflects that, on the averaae, the Conmission has 
incurred a cash requirement of $62.7 million and an operating obligational 
recuirerrent of $93.0 million through the first two n-onths over the last three 

~ fiscal years. We have not addressed the Conmission’s cash requirements 
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because it is itrelevant to the question at band. This is so because its is 
obligations rather than cash disbursements which nust be balanced against 
available funding authority. This is true for all governrmnt agencies, except 
that most agencies deal with appropriations instead of special fund balances. 

It is clear from GM’s own fiqures that, disregardinq the EBergency Fund, the 
residual balance from the 1980 appropriations of $85.6 million woold be 
inadequate, on the averaqe, tw about $7.4 million to cover operational 
obliqations in the first two months with no consideration for capital 
requirenwts. Aside from the fact that the Oomission would bs faced with a 
shortfall in fundinq authority at current obligational levels, it should be 
obvious that this deficiency will widen with tirm as inflation inpacts on the 
Connnission’s obllqational requirements. For example, assuming a &est 
inflation rate of 4% annually, and exclusive of costs not subject to 
inflation, the deficiencies can be expected to increase as demonstrated below: 

Year 

Operational 1980 Appropriation 
Obliqational Eaetained as funding Deficiency 
E?equirements Authority in Funding 

(First two months) 

1985 93.0 85.6 7.4 

1990 *106.7 85.6 21.1 

1995 *123.4 85.6 37.8 

1999 *139.4 85.6 53.8 

*While assuming an annual 4% increase in cost due to inflation, the projections 
do not take into consideration the higher cost requirement that will result 
from growth in Canal traffic. 

c. Interest Collections Mst be Retained in Commission Fund 

It should be clear from the above schedule that, should the GFX) reconurendation 
be adopted, the Commission will bs faced with serious fundinq problems within 
a period of less than five years, even without consideration of its capital 
requirements. ‘Ibe schedule also demonstrates the need to retain both the 
residual 1980 appropriation and accurmlated interest in the Panama Canal 
Cotission IW-kl balance throughout the period that the united States has 
responsibility for the operation of Canal. This is evidenced by the fact that 
the $53.8 million deficiency, proiected above for 1999, closely approxirrstes 
the accurmlated interest collections of $52.1 million deposited into the 
Comnission Fund over the first five years of operation. In view of the 
magnitude of these nuhers, it is difficult to understand hew the G?O could 
make a recommendation on such an important rmtter without giving consideration 
to the long-term irfpact of the prmsed action upon the Canal operation. 
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with respect to the W’s concluaiona concerning capital appropriation 
requirements, we are unable to reconcile haw the numbers provided support the 
conclusions reached. Regardless of what these figures nuroort to represent, 
however, I object strongly to the suggestion that the Comission could manage 
its capital program IIDKC effectively bv working within the constraints of the 
capital funds carried over from prior years. Carry-over funda are earmarked 
and comnitted to complete prolects approved by the Congress in prior years. 
MOrever, tha Cormnisaionqs capital requirements are funded by separate 
appropriations, will var3 in amount from year to year, and will continue to be 
closely scrutinized by the Congress. Ttrerefore, it is not reasonable to argue 
that financial amstraints on the use of Congressionally approved 
appropriations will promte nore effective management of the capital program. 
On the contrary,‘availability of the funds appropriated at the beginning of 
the year allows the agency the flexibility to pursue the orderly conduct of 
its capital #xrulsition program and to take advantage of beneficial price 
arrangements. 

Not addressed in the draft letter is the GAO’s position relative to bow the 
U.S. investment base in the Canal will be affected W the transfer of 
aazunulated interest into the aeneeal fund of the Treasury and how this will 
impact on canal tO118. In tsstinony last year before the House Subcomnlttee 
on Panama Canal)C&ter Continental Shelf, the CW in support of transferring 
accumlated interest into the general fund recomnded the restoration of the 
interest-bearing investment W the amunts so transferred. Ibis restoration 
mid result in increasing the cost to be recovered from the shipping 
industry, the users of the Canal, by about $6.0 million annually starting in 
1985. Additionally, the GAD proposed the retroactive calculation and 
collection of interest which, if adopted, would irrpose an additional $14.0 
million of costs upon the Canal to be recovered in tolls. These added cost 
burdens would inpact on the shippins industry at a tirre when it is just 
starting to recover from the severe economic dawnturn experienced by that 
seammt in recent years. A further cost burden to Canal users in terms of 
higher tolls could sense to disrupt that recovery and adversely affect the 
volume of canal traffic. *[GAO note1 

The existing interest provisions of the Panama Canal Act have been used in 
setting Canal toll rate8 since the inception of the Ccmrission some five and 
one-half years ago. m chame these provisions retroactively weld be 
patently unfair to our customers and would place an undue burden upon the 
Commission. -Also, I can assure you that such a change would not escape severe 
criticism from the Governrrent of Panama. 

In summry, it is the Comnission’s position that: 

Both the residual balance of the 1980 appropriation and aazurmlated 
interest through 1984 are required to be retained as funding authority 
for the Commission over the remaining life of U.S. nmnaqement of the 
Panama Canal. Accordingly, if the GAO’s recommendation to transfer 
accurmlated interest to the general fund is carried out, the Comnission 
will be faced, in a very short while, with an untenable financial 
arrangement. 

*This issue was addressed in our report on the Examination of the Panama 
Canal Carmission’s Financial Statements for the Years Ended September 30, 
1983 and 1982 (GAO/NSIAD-85-26, April 17, 1985). The issue questions 
the method of accountins for interest which has resulted in an additional 
cumulative amount of interest due to the U.S. of S9.2 million for the 
period October 1, 1979, to ,September 30, 1983. (The interest as of SeP- 
tember 30, 1984 is about $14 million.) However, the remendations in 
this report regardinq the transfer to the General Fund of the Sli2 mil- 
lion in interest should not necessitate any toll increases. 

16 
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llhe transfer of these annunts to the general fund wxlld not result in 
any additional cash for the Treasury and, therefore, would not assist in 
the funding of appropriations for other government programi. TM.8 is so 
because Comission receipts are treated in the sane manner as all other 
funds paid into the Treasury, i.e., they are used to meet the financing 
requirerrents of the U.S. Government on a current basis. Since these 
specific balances will remain unused over the remaining life of the 
Treaty, the Governsent has benefited as if the funds had been deposited 
into the Treasury as miscellaneous receipts in the first place. 

. The requirement for retention of these balances by the Cotission 
results solely from having to finance appropriations (obligations) from 
the special fund. For that reason, the Commission has gone on record as 
not wsir~~ the so-called turn-in of these tw, balances, provided the 
source of its appropriations is changed from the special fund to the 
general fund. 

. It would be unfair to Canal users for the U.S. Government to 
retroactively change the law with respect to the treatsent of interest 

I 
I and thereby inpose an unexpected cost burden on the shipping industry. 

With regard to the interest issue, it was our belief that this matter was 
finally resolved in 1984 during hearings conducted by the Merchant Marine and 
Fisheries Committee and, ultimately, by Rouse passage of H.R. 5655. Further, 
it was our belief that the Canal was authorized to retain the interest in 
order to operate efficiently until the year 2000 when the waterway will be 
turned over to the Republic of Panam, and when all Comnission funds would be 
transferred to the general fund. Under that bill, as with H.R. 664, all 
future intereat collections would be deposited into the general fund of the 
Treasury as miscellaneous receipts. The Comnission strongly supports this 
provision. I solicit your support for this change as being consistent with 
providing fair treatment to both Canal customers and the U.S. Government. 

Again, I appreciate the opportunity to review and comment on the draft letter 
and would be please to provide further clarification if needed. It is 
requested that the full text of this letter accompany the GAO’s final letter 

~ to Senator Chiles. 

( Sincerely, 

( William R. Gianelli 
( Chairrren 



. 




