= s R B : o oms @s 0 58
ACP A_ 95 aios gy cada dia facanos firtoua...
cE 7\( 95 yeaw maling filoy evewy day...




|

Content

' Message from the Chairman of the
| Board of Directors

Message from the Administrator
A continuous history

| Social responsibility... corporate
. commitment

. Committed employee... key for
continuous improvement

| Constant modernization... looking
| into the future

| Operating an? financial results

' Financial statements
| Fm——

September 3, 2007
Commencement of the Expansion Program works in the Panama Canal.

ACP

2% podoy pnuuy 2%



Annual Report I

FROM THE CHAIRMAN

MGSSQge OF THE BOARD OF

DIRECTORS

he blasts were symbolically
felt around the world as the
momentous explosions rocked
Paraiso Hill
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Eduardo A. Quirés B.

Director

Guillermo Chapman
Director

Antonio Dominguez A.
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Norberto R. Delgado D.
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WORLD LEADER in services to the
maritime industry and in sustainable
development for the conservation
of the Panama Canal watershed.

CORNERSTONE of the global
fransportation system and driving
force for the progress, development
and growth of Panama.

MODEL of excellence, integrity
and transparency in our conduct;
committed to the integral
development of our human
resource team.

MISSION

To produce the maximurm
sustainable  benefit from our
geographical position.
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Message

FROM THE

ADMINISTRATOR

tis a pleasure to present fo o

country, teammates, clients and

friends
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Administrator
Panama Canal Authority {ACP)

ACB*

s e o




rto Alema i e s T A :
Albmﬁdmiﬁﬂ:?&}oﬁz ik — Adm|n|str tion

José Barrios Ng.
Deputy Administrator

Vice-President

ation and Finance

Manuel Benitez Francisco Loaiza Jorge L. Quijano Esteban Sdenz
Op ngineeriq and Prograr ; . Vater

s luman Resource

Vice-Presidents

Luis Alfaro Alvaro Cabal Ana Maria Chiquilani Fernan Molinos Rodolfo Sabonge




Annual Report

A continuous

HISTORY

he waterway is the epicenter of the history of the interoceanic route

through Panama.

Itis living history and it is our turn to provide it continui
October 1, 2006, at the start of the fiscal year summ
in this document, Panama was gefting ready to
a decision that would define its direction through t -
Panamanians were about to accept the responsit’
a commitment to present and future generations.

At the beginning of October 2006, employees of
Panama Canal Authority (AutoridaddelCanaldePar

ACP, forits acronym in Spanish) visited the remotest . .

of the country to inform their fellow citizens of the «
of the proposal to expand the Canal by means -
construction of a third set of locks.
Darien, Cocle, and Veraguas, to Bocas del Toro ar

Fromm Kuna

border of Chiriqui, Canal spokespersons talked to, w1 .

discussed, and shared with other Panamanians fri

social strata, all ethnic and cultural groups; all with ¢
political beliefs. All of these steps were taken in or.”
guarantee that all Panamanians would be informe

have the necessary criteria to make the best decis.. ..

the country. And it happened. On October 22,
Panamanians approved the Panama Canal Exps
in the course of a national referendum, and gr
ACP the responsibility of executing the program.
future, this decision will be acknowledged as one :
most important milestones in the historical develog
of the transit route on behalf of our nation's bene'
progress.

Accepting the challenge

In order to align the ¢ i
and accept the challen¢ ~ ~
program, ACP carried out

O

Program planning and design

As part of the expansion program planning and designing
process, ACP developed a thoroughrisk analysis to ensure
the project's timely completion, budget compliance,
and quality control. In this sense, the established key
elements, among many others, are the selected program
configuration, conceptual design, project composition,

and organizational structure selected to execute the

Cine
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September 3, 2007 - a day in history

In a public ceremony, before thousands of Panamanians from different
parts of the country, as well as diplomatic representatives from many
nations, Martin Torrijos Espino, President of Panama, activated the
first blast that officially set off the fieldwork of the Expansion Program.
Among the international representatives who served as witnesses
were: Colombian President Alvaro Uribe, Salvadorian President Antonio
Saca, Nicaraguan President Daniel Ortega, Honduran President
Manuel Zelaya, and former U.S. President James Carter, who was one
of the key players and signatory of the 1977 Torrijos-Carter Treaty for
the transfer of the waterway to the Republic of Panama on December

31,
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The Canal Expansion Program

Consists of the construction of two setfs of locks, o2 ~= =~ 7 % < Sl the .. e o0 L0
lock will have three steps, each step three waterre .77 7 .0 "L L o o . T K P
and deepening the existing navigational channels n«. ~'~w@and . : : I
deepening the Culebra Cut. A dry excavation of a i~ ST e ey e SN

ciooo - the oo oo o s o Dol
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2011

21 31 et 1 3T L4117 lov

2012

1T

2013

% 06 2007 2008 2009 2010

2014
Avance i1 4 3T | 4T IT AT IT lar lar &

PR

EIS Expansion Program (Category lll) 98%
. Specifications and Procurement 1%
§ Design & Build Pacific Locks 0%

Design & Build Atlantic Locks 0%
_ Excavation Contract 1 14%
[

E Excavation Contract 2 8%
F

? Excavation Contract 3 0%
g Excavation Contract 4 0%

Excavation Contract 5 0%

Dredging of the Pacific Entrance 8% = — :
£ Dredging of Gatun Lake 5% = —
o
E’ Dredging of Culebra Cut 3% -

Dredging of the Atlantic Entrance 0% i W

i |

Increase Operating Level of Gatin Lake 0%

|
Expanded Canal Begins Operations e
mmm Specifications and Design I Bidding and Contracting B Execution & Early Finish
— Baseline* = Baseline -  Baseline @ Begin Operations

*Updated as of October 31, 2007. Baseline from December 31, 2006.




Contracts for the Environmental Impact Study (EIS)

The environmental viability of the Expansion Program is of the up most
importance. In order to guarantee this aspect in all of its components,
Category |, Il, and Il Environmental Impact Studies (EIS) were prepared
to determine the potential effects of the works as well as their required
mitigation measures, and have been duly approved by the competent
authorities.
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a B ~ ansion Program a
yuator Principles, in
v S i e with responsible

Archaeological rescue: a responsibility with the past
According ACP’s to commitment to rescue and pre
memory and footprints still to be discovered in the .. ' .
has undertaken the responsibility of rescuing and =~ ~ = -1

any historic element that may remain in future w. ... . Lo
Expansion Program’s EnvironmentaliImpact Study est i, I
measures to protect all archaeological resources, « 27 - ol
changes to pre-Columbian sites would be irreversibl -

the area.

Wildlife rescue

o - , [
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Ad-hoc Commission
of the Canal Expansion

Excavation contracts for the access channel

Pacific Access Channel

An access channelwillbe builtinordertocon .~

with the Culebra Cut, which will be approx’ R (e T
and 218 meters wide af the bottom. This new . Y

start to the west of the existing Miraflores lock..

Miraflores Lake and Pedro Miguel locks, to en-

the Centenary Bridge and the community o . N

will reqguire the movement of 47 million ¢ : L N

particularly soil and rock.
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First contract for the Pacific Access Channel (PAC-1)

The first construction works contract for the Canal Expansion Program.,
PAC-1, was awarded as : i~ o

July 6. The bidding proc. @ ... . . S |

the 2 - - - ) '

the iy
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waterway, mainly from Cerro Paraiso, facing the P

and clearing 146 hectares of land in the area of Ci | -
to remove potentially hazardous material.  About :

Borinquen Road will be relocated west of Pedro M

ACP's operational areas. Relocation sites for 12

kilowatt electrical transmission line will be prepared | - -~

and La Chorrera,

Second contract for the Pacific Access Channel (PAC-2)
On September 18, ACP opened the bid process for
excavation contract to build the access channel tc . -
The new channel will be approximately seven kilome
meters wide at the bottom. The works included ir .
excavation project comprise the removal of around .. v
meters from a 2.4 kilometer stretch. The project w'

at the opposite end to  Paraiso Hill, where the fir

contfract is under execution.

T n RO s o s L - ora

Dredging contracts
The projectto widen and deepen the Pacific enfrance  « « - |
access to the third set of locks entails dredging q




million cu' . mefers of 1. eric | from the sec' = 1, « nd s« ~'s to create

the =+~ oer conditions for the s« and seamless fransit of Pospanamax
vessels frorn and fo the third set of locks. The channels inciuded
in the project are 14.4 kilometers long and will ~~ wi~ ~~d  atf least
218 m~ ~rs and deepened to a maximum le . of 155 metfers. The
project will mainly be executed under confract, and ACP v Crovide
“y e sossary of required suppon el will supervi,e and inspect the

‘

works.

Design-building contract for the new locks
144 representatives from Asian, European, North, Central, «id South
American companies attended the follow-ome.
that began on August 27, 2007, when ACP o .
period for this contract thr~ ~h the bl~wiic o of parti

yfor t.o nrocess
~ 7 - orequalification
oo

requirements.

On Sep* -~ 13, T, ACP pret . 3 a an.ese report on the
. Loae 3w oansion and the cor.aring Lot nT5s sene Ut T ring
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Soo. , tour oo Allantic oL Pacificsides fo t2ottes 0 T Tnew
locks will be | ilt
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Locticime sTathe bidml Locn fiosist rof the pros s,
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Program management service

The program management service contract was av .
15, 2007 to the U.S.-based firm CH2M Hill, @ major w DT
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the dredging project environrr.. . 1l inr. ¢t ton the navigational
channel in  the Pacific entrance, and ¢V~ ated the ¢~ house

%

effect gas emission reduction-mr 4 cr »~ndiov: = (CO2) emissions

that may be obtained from fraw.  » rase thion e expan.. o
Panama Canal, and analysed . ... o, Dieoon ses and char jyes
in the demographic structure, as Il as ~ 1 potential impact and

effect on the metropolitan and ¢ i~cent areas as possibl : result of the
Canal Expansion Program. Another firm, . .7 uho Cc. .c. 1te Bank, was
contracted to provide consultancy forir- pir-«m’s financing.  All
required financing is scheduled to be struc v~ by September 2008,

Modelling

In order to help determine the right desiy  for the locks approach waills
and the maneuvers and assistance ves.es 1. Luod to perform the
~ roach exercise, ACP coniractod .. construction of a .k model
of the new set of locks as well as “~a F oy anamax v~ ls; in order 1o
simulate the entry and exit of ve ssels w . one chan o 1o the other,

0 locks to ocean and lake, andi's o...7 onna.:, .lion.

By the end of this period the contractor compl -1~ the ¢ .rsuuction of
tank navigation sin Jlc Y w0 12,000-TEU con. winer ship models, and

jan cooJewnn g testu ot AU 2007, Wt this month,
a. . of ACP - « d pilots ¢ norme~d an an-ssite inspection
atFou S Howet oo Laboriories in At Loos Belgium, of the first tests
on ey .o senfry Lo . ocean to cham'.. r without an 7 roach
sfructure, 07 oo 77 2007, they | onrmma an o ifional onssite

i~ ~Ltion of -~ second test for the vessel's wur, from the ocean to
ey 1 dhe fimey Lith a permeable approach structure. The
o compl. UL L for these tests is 2 il 2008.

Ascaled physica model of the new locks was also developed, including
their water reutilization basins. This model will help to validate the filling
and emptying system mathematical models; to refine details and the
geometry of the elements that compose the hydraulic system; and to
minimize potential cavitations and turbulences so that the locks may

operate safely and efficiently and have a longer life.
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scope and progress of the Canal expansion work. This fask has

Jed the parficipation of ACP in presentations and exhibitions

. ghout the country. It included national fairs, maritime congre

the most important being Expocomer 20

' Ll'._'. [
ial conference was organized for this exhibition which included

s opportunities that will be generated by

sisits to explain bus

sentatives,

construction of the third set of locks. Over 800 repre
yated in this

partic

1 local companies and firms, from 30 countr
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September 18, ACP gave a presentation in Hong Kong to financial

institutions from Asia who are interested in financing the Expansion
Program.

Conferences at the Technological University of Panama

As part of the technological fransfer effort conducted for the higher
ecycation centers of Panama, during the months of August and
Z., tember, ACP initiated a cycle of visits to the main facilities and
~re ot e s s of the Tech J'c e UL, of Panc L (TP,
for its i oo h) o presmat - update on the progress of
t.. Co. 1l Bxpansion Crogram. ACP caocutives <0 - ngine s o0 g
the oppawnityto o -+ generalc =~ ie s of ACP ... _.ifn
technical standpoi v > ~ver 1,800 UTP students and =ri- ¢ o, - msues
such as: hve _ulic me s for the e+ locks, conceptual o sign of th»
s o e mls e A g s chnical charc Lol el Tl the

Expa sonFoe. wn. There was o lse omortunity to present upda*~ -

issuess_naasilegalc.Lo ot oo oL Lacting s,sic e ito the

Canal ~vuansion =5~ 5 2o cotsen et oatal 200 s

e othese actt s oo HE L Lo LdTLa s L EOLing

of tt rworks tos T siue My, e b~ nce af full so -2 T2

without < icuiieo. /o T cace ana o ing the challer s that e
2, ACPison ™ -~ to fulfill the hit L alres Loosiyin e L L ed by

the o nwetinpon e,
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1st row: Stephan Schmidheiny,
Salvador A. Jurado, William A

O'Neil (Chairman), Andronico

Luksic Craig

2nd row: Flemming R. Jacobs, Mikio

Sasaki, Captain Wei Jiafu, C.C.

Tung

3rd row: Dr. Ernst G. Frankel,

Admiral William J. Flanagan,

Tommy Thomsen

4th row: Dr. Aaron Gellman,

Gerhard Kurz

5th row: Joe R. Reeder, Philip A.

Embiricos,

Absent: Albert H. Nahmad and Koji
‘ Miyahara

l n December 1999, in accordance with Article 19 of the Organic Law

the Panama Canal Authority established the Advisc -
with the main responsibility fo provide guidance ¢ g - o
administration,

[ T Lol T : T e

Mizuho Corporate Bank, Ltd. CH2M HILL, AON Risk Service Construction Group
Financial Advisor Project Manager Risk Advisor
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RESPONSIBILITY...
CORPORATE

Social

COMMITMENT

eing the Panama Canal our nation’s primary resource

and strategic for international commerce, we
compelled to provide a spotless administration th-
attempt to improve actual conditions regarding pc ..
inequality, and environmental imbalance in our cou~*" in
order to achieve sustainable development,

During Coe TR we contnued driving co o
soon o o our actions,  1armoniously jo o
Sooor o oo s i g and strategic s
oo s s o e s o mo 't for the countti's
- R e s 3,7 1 only in the cre = o
A censt o o but in the way of
Sobe s s ar ~ t~~ nfo consideration - il
e “uoour ) environmental i pact,

R o e b et v ical values, Y

R Tl otal s initiatives witn

Soemgni ottt v 1 aemtherespon Uty

all < > er o roe T oand water reso

G ~r ot v o o gthen alliances Y

S Sl : - "~ nal institutions. thus

S ol 3 £ environmental

T b -

The Canal Watershed

A commitment towards caring for the environment

ACP maintains its commitment to care for water reso ¢~
quality inthe Canal Watershed by participatinginacti- -
related to natural resource conserve on {iic will ensure
the region's sustainable transformation.
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EMPLOYEE...

Committed

IMPROVEMENT

KEY FOR CONTINUOUS

he training and development programs for the personnel af the Panama

Canal Authority (ACP)

are based on the appropriate planning of human assets
fo guarantee the achievement of mid- and lon¢ . .1
organizational goals. The workforce is encouraged to
seek continual personal improvement through a variety
of training activities, designed within the vision, mission
and values of corporative identity, which ultimately
has a positive impact on the productivity levels of our

organization.

During fiscalyear 2007, following the approval of the Canal
Expansion Program, a series of prei~rsional development
initiatives reiated to areas within the different phases of
the project have been started.
on project management is noteworthy, as it follows the

The training program
standards of the Project Management Insfitute.  Over
130 professionals in the areas of engine: wng, operations,
and finance have recZ’ 2d intensive trainiry this = ar

and 24 have obtuined their international P77 (Project

Management Professionc” - certification.
the University of Texas at Dallas and CH2ZMHIIT zor. 2! d

this fraining program.

U onrfs from

Another training focus was the concept of “Design-Build"
framework, which was facilitated by "The D~ci~n-Build
Instiute of America-DBIA". Over §0professionals, including
engineers, lawyers, environmentalists, conifracting and
buc'z-1 specialist participated, and rec~*~d training
in areas such as risk management, procuren.. .t and
contfracting specificaticns and performar- Training
and d_ Zlopment programs, which respond to 1 -
different industrial, maritime and professional activities at
ACP, v =~ implemented. Throughout this fiscal year, 50

J o rentprogramswere mana o titechnicc ;o ocu nal

occupations. On-site tutors . _re available to 2t in
specidlization and in development of multidiscipli .«
skills within 1r ~ operational areas. 1 program objec *es
guarantee the dexterity of the human labor rec air_ 4 Tor
the operation, as well as for the new projects scheduled by
ACP. Training, within the Maritime Operation Department,
included fraffic management specialists, locks loccomoti. .

operators, small craft and boats operatoers and ¢ v~rs.,

In the Dredging Division, a significant number of dredgi

officers were trained, and in response to the invesir it
orojects, personnel for ¢ .ration and maini..iance of ..
pc o ~ants and the new water plant for drinking water

N ade. arebel. 0L Inadcon, fraining on fne
recent technology ar — d at the Locks {c~... >l room,
locomc =5, ve s, mort o ara Toe Tae Ty systems) we s
ce ool Voo ~.orooofthe ro o0 L ‘
adsiyrow o fraining < e v S e coanics od
electrical ~> 7~ 27t Foottoowason T T

A significant compor~itt for the naviget s personnel
was the oL~ aavan Dree tifico Don ol arams for oL
Swaining practice in

[ C O

pecas and tee o operators. Similar

maneuvers at *ve bra -~ as onred © 100ring

soraiey s Inthis oo yoo o e Toaal pro rams L.l
implemented to insure high P~ o cnce from work ~ ngs

for ships & .asits.

ACP will contfinue contact and coorc naticr whocl~ -
and .. ... wducd .acentersand Lol Loo a0 bor
instilutions to insure that the ac r o ing stand
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MODERNIZATION...

Con stant | ooxine into

THE FUTURE

iscal year 2007 marked the conclusion of investments

of over more than 8/. 700.0 million as part of ACP's ac ~'~ vt - R T ,
with the purpose of preparina the Canal to maintair. 'v . 0" N TR )
the [_.crio’c. ofs o b nooutke v ant T

Acquisition of locomotives

Objective: © to add 18 new units and fo e A
locomotive fleet with a 100 unif fleet. This+ 1 -~ ~-"se -~ ¢, - ¢
the locks to handle the growing numbera ."." . .. S <
the Canal.

Investment: B/. 212.3 million

Beginning: FY 1994 End: FY 2007

Tow Track Rehabilitation:

Objective:toreplace the locks frack system, consisting e -
53,100 feet of tow tracks; 20,000 feet of return tracks .- 1.~ _ _!
spur tracks for crane movement.

Investment: B/. 146.8 million

Beginning: FY 1998 End: FY 2007

Replacement of miter gates moving machinery with hydraulic system:
Objective:toincrease safety andreliability of the miter gates operations
and minimize maintenance costs by using standard components.
Investment: B/. 31.6 million

Beginning: FY 1998 End: FY 2007

Relocation of the Paraiso (Cucaracha) tie-up station for fransiting
vessels:

Objective: to replace Paraiso tie-up station that was demolished as a
result of Culebra cut widening works. This station went into service on
January 2006.

Investment: B/. 14.6 million

Beginning: AF 2000 End: AF 2007
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Ine T o S - 3ginvestmentsin different areas of oper - N
! : o LT e ... " :nance and infrastructure, as well as te~ - e ‘ S,

R P nee 2w~ oe performed can be mentioned:

Culebra cut straightening / widening:

Objective; tostraighlen the Culebra cutwit - - -~~~ L
with the minimum visibility distance requin &~~~ w7
International Convention for the Safety of : M .
establishes that ships of 45 metersor more ... . 7 < - . DR
surface at a distance of 500 meters,

Investment: B/. 2292.5 million

Beginning: FY 2003 End: FY 2011

Acquisition and replacement of lugboals:

Objective: to procure thirteen tugboats an =

tugboats in order to provide effective a: * n T .
number of Panamax vessels.

Investment: B/. 142.6 million

Beginning: FY 2004 End: FY 2010

Deepening of Gatun lake and Culebra cut:

Objective:to deepen the navigation char. LT T -
the lake's active water storage (and the .~ = 7 .

availability) by 362.9 milion cubic me . - ¢ - |

the relatively high existing water supply . .. ™ ST LT
Investment: B/. 110.8 million

Beginning: FY 2002 End: FY 2008

Acquisition of suction dredge:

Objective: procurement of suction dredge to perform dredging
operations together with the existing dredges in the Expansion Program.
Once the program concludes, the new dredge will replace the Mindi
Dredge.

Investment: B/. 120.0 million

Beginning: FY 2007 End: FY 2011
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AND

FINANCIAL RESULTS

Operating

Operating results
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Dry bulk segment

The Dry Bulk segment's indicators were down this year,
as the following figures attest: transits were 12.7 percent
lower than the previous year and PC/UMS tonnage, at

49.9 million, was 15.4 percent below last year's figures.
As a result, tolls revenues were B/. 146.9 million, 13.9

percent less than the previous year., Almost all dr
commodities fell this year, resulting in o 15.3 pe
decrease in total cargo tonnage. Grain shipmen’
largest percentage of cargo tonnage, were aroun:
percent lower; for instance, corn fell almaost 30.0 pe
The aforementioned declines are due to a gn
trend by grain shippers to transport their commodi
Asia using the alternate route that begins in the F
Northwest. This trend is the result of a rise in freight
and an increase in the gap between freight rates
Pacific Northwest and the Gulf of Mexico.

Specialized service segment - vehicle carrier

Fiscalyear 2007 was an outstanding period for thisseg. ..

with record-breaking results in traffic.  The numt
fransits rose to 835, a 9.0 percent increase from fisca
2006. In turn, PC/UMS tonnage registered approxinr
40.7 million, a 2.5 percent rise above the previous

Specialized service segment - passenger vessels

During the 2006-2007 cruise season, the passenger vessel
segment experienced asurge in PC/UMS tonnage, despite
a drop of 6.8 percent, to 205 transits, compared to the
previous season. This rise was the result of a repositioning
or redeployment of vessels with beams of 100 feet and less
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Financial results
Revenues
Revenues

- o S . (in millions of balboas)

I

354
260 318

161
e . | ™

50 7 e | P8

0""T"'—r'——“r'——‘r'—r‘—"—r——r——|—
TR ) , 000 2001 2002 2003 2004 2005 2006 2007

Tolls revenues Transits refated services Other revenues
" TS Gu Wy g
TR 3 millions (2006: B/.
o ; S o alrevenues.,

Revenues analysis
VOLUME (MILLIONS OF TONS)
*CAGR=5% __—

TOTALS REVENUES ($ M)
{ 1760

*CAGR=13%
lI I|| II

OTHER REVENUES (§ M)

-~ 578
"CAGR=17%_—

*CAGR - Compound Annual Growth Rate
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Expenses

Total operating expenses represent approximately 2+
revenues, totaling B/. 524.4 millions during fiscal ye
percent increase compared to fiscal year 2006. A
variation obeys to additional salaries, and employe .
by the increased volume of operations and the r

collective bargaining units agreements.

Payment to the National Treasury

Annual payments to the National Treasury in fisca
tonnage and public service fees arose to B/. 360.
254.4 millions), a 41.8 percent increase. This paym
percent of the total revenues or 29.1 percent of the |

taxes and depreciation.

Net Income

Fiscal year 2007 resulte
percent more than fisc .
retained and the rest B,

National Treasury.

Financial Indicators

ACP continues to reflect healthy and profitable in
operations for fiscal year 2007: Return on Assets (RO,
from 15.0 percent; and return over capital increas -
percent.

This increase in profitability is attributed to ACP ¢
efficient policy and control, higher productivity a
the waterway installed capacity.

Payment to the National Treasury

(in millions of balboas)

FY2000 FY2001 FY2002 FY2003 FY2004 FY2005 FY2006 FY2007

Net /tonnage and public services fees Surplus
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Business continuity (FY 2000 - FY 2007)

CAGR=35Y
INCOME E (5 M)

= 1,760 )|

TOTALS
REVENUES($ M

MARGIN
CAGR-za% o~ 46% )

13°/c

ROTATE OF n
ACTIVES

CAGR-3° 43%

itlll]
»llll

TOTAL OF 4,080
e %1 0%
2,112 I I I

n7

RETORN
ACTIVES
20%

*CAGR - Compound Annual Growth Rate

Financial indicators
{in millions of balboas)

EBITDA

Profit margin
Utility / Sales (ROS)
Utility / Heritage (ROE)

Return / Heritage
(ROAE)

W annual gr

ROAE for

ity to tinuo
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Deloitte.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of the Panama

Canal Authority as of September 30, 2007, and of its financial performance and its cash flows for the year then ended
in accordance with International Financial Reporting Standards.

Deloitte (signed)

November 21, 2007
Panama, Rep. of Panama




{Translation of financial statements originally issued in Spanish)
Panama Canal Authority

Balance sheet
September 30, 2007
(In thousands of balboas)

Assets

Non-current assets:
Properties, plant, and equipment, net
Account receivable

Current assets:
Cash and bank deposits
Investments in securities
Accounts receivable
Inventories, net
Accumulated interest receivable
and other assets
Total current assets

Total assets

Equity and Liabilities
Equity:
Contributed capital
Retained earnings:
Appropriated
Unappropriated

Total equity
Severance payable
Current liabilities:
Accounts payable
Provision for marine accident claims
Salaries and leave payable
Other liabilities
Total current liabilities

Contingent liabilities and commitments

Total equity and liabilities

Notes

4,17

O 0NN o

10
11

13
14

20

2007 2006
B/. 2,239.693 B/. 2,181,293
- 20,140
1,406,383 821,170
335,162 490,399
37.112 31,946
35,368 29.115
26,151 25,135
1,840,176 1,397,765
B/. 4,079,869 B/. 3.599.198
B/. 1,904,968 B/. 1,904,540
1,475,151 1,154,918
486,414 315,332
3,866,533 3,374,790
10,000 10,000
75,802 98.943
29,883 27,715
81,447 83,540
16,204 4,210
203,336 214,408
B/. 4,079,869 B/. 3,599,198




(Translation of financial statements originally issued in Spanish)
Panama Canal Authority

Income statement
For the year ended September 30, 2007
(In thoneands of balboas)

Revenues:
Toll revenues
Vessel-transit-related services

Other revenues:
Electric power sales
Potable water sales
Interest income
Miscellaneous

Total other revenues

Total revenues

Expenses:
Salaries and wages
Employee benefits
Materials and supplies
Fuel
Transportation and allowances
Contracted services and fees
Insurance
Provision for marine accidents
Provision for obsolete inventory
Other expenses

Capitalized labor and materials
Total expenses
Income before fees and depreciation
Fee per net ton
Panamanian Treasury (Tesoro Nacionalj -
public service fees
Depreciation

Net income

lhe accompanying notes are. .

Notes

2007 2006
B/.  1,183927 B/. 1,026,427
354,315 318,476
1,538,242 1,344,903
95,588 74,008
19,573 19,018
77.072 50,085
29,910 6811
222,143 149,922
1,760,385 1,494,825
348,171 332,190
43,958 41,795
40,713 36,124
64,834 63,175
1,743 1,480
34,503 37,049
9,753 9,892
3,285 3,004
849 2,958
11,544 8,608
559,353 536,275
(34,915) (47.,835)
524,438 488,440
1,235,947 1,006,385
(358,765) (252,796)
(1,826) (1,577)
(68,709) (76,087)
B/. 806,647 B/. 675,925




(Translation of financial statements originally issued in Spanish)
Panama Canal Authority

Statement of changes in equity
For the year ended September 30, 2007
(In thousands of hnlhnane)

Contributed Retained Earnings Total
Note Capital Appropriated Unappropriated equitv

Balance as of September 30, 2005 B/. 1,904,547 B/. 794,325 B/. 268,850 B/. 2967722
Transfer fo Panamanian Treasury 11 - - (268,850) (268,850)
Net Income - - 675,925 675,925
Contributions to the investment program 10 - 76,974 (76,974) -
Increase in equity reserves 10 - 325,469 {325.469) -
Decrease in equity reserves 10 - (41,850) 41,850 -
Properties transferred to the Government

of Panama {7) - - (7)
Balance as of September 30, 2006 1,904,540 1,154,918 315,332 3,374,790
Transfer to Panamanian Treasury 11 - - (315,332) (315,332)
Net Income - - 806,647 806,647
Confributions to the investment program 10 - 348,574 (228,803) 119,771
Increase in equity reserves 10 - 107,409 {107,409) -
Decrease in equity reserves 10 - (135,750) 15,979 (119,771)
Properties transferred to PCA . 428 - - 428
Balance as of September 30, 2007 B/. 1,904,968 B/. 1,475,151 B/. 486,414 B/. 3,866,533

i o . i - RO
_5_




(Translation of financial statements originally issued in Spanish)

Panama Canal Authority

Cash flows statement
For the year ended September 30, 2007
(In thoncands of balboas)

Notes

Cash flows from operating activities:
Net income
Adjustments for:
Depreciation
Loss on disposal of fixed asset
Provision for obsolete inventory
Provision for marine accident claims
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Accumulated interest receivable and other assets
Current ligbilities

Net cash provided by operating
activities

Cash flows from investing activities:
Net increase of fixed asset
Net decrease (increase) in investments
Collection of non-current account receivable
Net increase in time deposits, over 90 days

Net cash used in invesfing
activities

Cash flows from financing acltivities:
Transfer to Panamanian Treasury

Net increase (decrease) in cash and bank deposits

Cash and bank deposits at beginning of the year

Cash and bank deposits at end of the year

Investing activities that did not represent cash ouiflows
Properties transferred to PCA

Properties transferred to the Government of Panama
Fixed assets — capitalized depreciation

2007 2006

B/. 806,647 B/. 675,925
66,804 74,402

1,213 316

849 2,958

3,285 3,004
(5,166) (5,916)
(7,102) (1,001)

(1,016) (12.738)

(14,357) 34,001

851,157 770,951
(125,989) (160,614)
155,237 (184,745)

20,140 -

(446,473) (282,196)
(397,085) (627.555)
(315,332) (268.850)

138,740 (125,454)

103,739 229,193

B/. 242,479 B/. 103,739
B/. (428) B/. -
- 7

(1,905) (1,685)

B/. (2,333) B/. (1,678)




(Translation of financial statements originally issued in Spanish)

Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

Explanation Added for Translation into English

The accompanying financial statements have been translated from Spanish into English for international use.
These financial statements are presented in accordance with International Financial Reporting Standards issued
by the International Accounting Standards Board. Certain accounting practices applied by the Panama Canal
Authority that conform with International Financial Reporting Standards may not conform with accounting
principles generally accepted in the country of use.

1. General Information

The Panama Canal Authority (PCA) is an autonomous agency of the Government of Panama, established
in conformity with Article 310 of the Political Constitution of the Republic of Panama. The PCA is responsible
for the administration, operation, conservation, maintenance, modernization, and other related activities of
the Panama Canal (the Canal), that are necessary to ensure the safe, uninterrupted, efficient and profitable
operation of the Canal in accordance with the constitutional and legal regulations in effect. The PCA has its
own patrimony and the right to manage it. The PCA was organized on June 11, 1997 under Law No.19 {Organic
Law]).

The PCA., in coordination with government entities designated by law, is also responsible for the management,
maintenance, use and conservation of the water resources of the Canal watershed, including lakes and their
tributary streams.

With the expiration of the 1977 Torrijos-Carter Treaty at noon on December 31, 1999, the Panama Canal reverted
to the Republic of Panama free of debts and liens, becoming an inalienable patrimony of the Republic of
Panama, open to the peaceful and uninterrupted passage of vessels of all nations and whose use will be
subject to the requirements and conditions established by the Political Constitution of Panama, the Organic
Law of PCA, and its management.

As of September 30, 2007. the PCA had a total of 9,270 (2006: 9.210) employees, of which 7,835 (2006: 7,875}
were permanent and 1,435 (2006: 1,335) were temporary.

The Panama Canal Authority’s Board of Directors authorized and approved the issuance of the financial
statements, for the period ended September 30, 2007, on November 21, 2007.




(Translation of financial statements originally issued in Spanish)
Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

2, Adopfion of New and Revised International Financial Reporting Standards

At the date of these financial statements, the following standards and interpretations were issued but not yet in

effect:
IFRS 7 — Financial Instruments: Effective for annual periods beginning on or after
Disclosures January 1, 2007
IFRS 8 — Operating Segments, Effective for annual periods beginning on or after
replaces IAS 14, Segment Reporting January 1, 2009
IFRIC 10 - Interim Financial Effective for annual periods beginning on or after
Reporting and Impairment November 1, 2006
IFRIC 11, IFRS 2 — Group and Treasury Share Effective for annual periods beginning on or after
Transactions March 1, 2007
IFRIC 12 - Service Concession Effective for annual periods beginning on or after
Arrangements January 1, 2008

The Board of Directors considers that the adoption of those standards and interpretations, applicable to future
periods, would not have an important effect in PCA's financial statements.

3. Significant Accounting Policies

The financial statements for the year ended September 30, 2007, have been formulated from systematized
Accounting Records maintained by the organization.

a. Statement of compliance — PCA's financial statements have been prepared in conformity with the
international Financial Reporting Standards.

b. Basis of presentation - The financial statements have been prepared under the historical cost convention,
in conformity with International Financial Reporting Standards. PCA applied accounting policies consistently
with those applied last year.




{Translation of financial statements originally issued in Spanish)

Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

Investments in securities are acquired with the intention to be held to maturity and are recorded at
amortized cost. Amortized cost is the initial cost of the investment, adjusted by the cumulative amortization
of any discount or premium on acgquisition. The amortization of the discount or premium is recognized as
an increase or decrease of interest income in the statement of income.

h. Inventories — The inventories of materials, operating supplies, and fuel are valued at average cost, which
does not exceed net redlizable value, after the allowance for obsolete supplies and materials inventory.

i. Allowance for obsolete supplies and materials — The supplies and materials inventory is annually evaluated
to determine if stock levels are adeqguate or are in excess and should be reduced due to obsolescence,
impairment, diminishment of quality, slow turnover or are not useful for the operation and functioning of the
Canal.

If any inventory item of supplies and materials complies with the previously mentioned characteristics, the
allowance is adjusted to its reasonable value to recognize the probable loss.

j. Revenue recognition - Revenues are recognized as aresult of the economic benefits which flow to the PCA
and those revenues could be easily measured. The following specific criteria have to be complied before
revenues are recognized:

Toll revenue
The toll revenue is recognized once vessels complete their transits through the Canal.

Services rendered
Revenues from other services are recognized when services are rendered.

Interest
Interest income on bank deposits and investments are recognized as accrued.

k. Severance payable - Severance labor payments are charged to expense as incurred, except for the

portion corresponding to the years of employment with the Panama Canal Commission, as explained in
Note 12.

-11-




 od

(Translation of financial statements originally issued in Spanish)
Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

I. Monetary unit - The PCA maintains its accounting records in balboas (B/.), and its financial statements are
expressed in that currency. The balboa, monetary unit of the Republic of Panama, is at par and has free
exchange with the U.S. doliar. The Republic of Panama does not issue paper money and in its place utilizes
the U.S. dollar as legal currency.

m. Comparison of information - The information contained in these financial statements referring to the year
2006 is presented for comparison purposes with similar information related to the year 2007.

n. Reclassifications - Some figures of year 2006 have been reclassified from their original presentation for
comparative purposes with 2007.

o. Critical judgement in the application of accounting policies:

Fixed assets:

To determine the useful life of fixed assets, a catalog of property, plant, and equipment units is used. The
catalog is an internal guide that identifies the basis to determine the elements of a plant unit, based upon
the criteria established in the International Financial Reporting Standards.

This catalog details all the assets according to function and useful life, whose main objective is to unify the
criteria used in the classification of capital assets and the estimation of depreciation expense based on the
execution of the investment programs.

Marine accident claims:

The PCA is responsible for recording a provision for marine accidents as soon as it is known of a probable
economic obligation derived from this incident. Such provision includes an estimate of costs for repairs,
dry dock, damages to cargo and inspection, among others. These elements constitute the basis to record
the initial liability which is updated based on inspections or presentation of claims duly supported.

The PCA will make payments for claims that are properly supported and accepted by the PCA during the

administrative or judicial stage or in conformity with the Organic Law, Article 69, or in compliance with a
final ruling from the Maritime Tribunal, in those cases where the PCA may be liable.
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(Translation of financial statements originally issued in Spanish)

Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

4, Properties, plant, and equipment, net

Properties, plant, and equipment are as follows:

September 30, 2007

Beginning Ending
Balance Additions Decreases Balance
Assets
Land B/. 1,022,222 B/. 359 B/. - B/. 1,022,581
Buildings 86,330 1,534 (159) 87.705
Structures 546,779 56,514 {509) 602,784
Eguipment 748,050 45,216 (6,942) 786,324
Constructions in progress 169,576 24,699 - 194,275
2,572,957 128,322 (7.610] 2,693,669
Accumulated depreciation
Buildings 23,376 2,882 (72} 26,186
Structures 110,224 20,828 (438) 130,614
Equipment 258,064 44,999 (5.887) 297,176
391.66 68,709 {6.397) 453,976
Net value B/. 2,181,293 B/. 59,613 B/. (1.213)B/. 2,239,693
September 30, 2006
Beginning Ending
Balance Additions Decreases Balance
Assets
Land B/. 1,022,222 B/. - B/ - B/. 1,022,222
Buildings 82,924 3,340 66 86,330
Structures 496,767 32,326 17,686 546,779
Equipment 663,350 103,764 (19.064) 748,050
Constructions in progress 146,707 22,869 - 169,576
2,411,970 162,299 (1.312) 2,572,957
Accumulated depreciation
Buildings 20,129 3.180 67 23,376
Structures 86,933 19,305 3,986 110,224
Equipment 209,504 53,602 (5,042) 258,064
316,566 76,087 (989) 391,664
Net value B/. 2,095,404 B/. 86,212 B/. (323) B/. 2,181,293
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(Transiation of financial statements originally issued in Spanish)
Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

The PCA recorded losses in retirement or disposal of assets for B/.1,213 (2006: B/.316). During 2007, the main assets
that were retired include workshop equipment; telecommunication and electronic equipment; surveillance
and access control system; office, laboratory and clinic, vehicular, and floating equipment; installations and
other structures. During 2006, the main assets retired included a lighting system, winch, computer system,
various projectors, forklifts, uninterruptible power system. and a gasoline tank.

A portion of the depreciation for an amount of B/.1,905 (2006: B/.1 ,685) corresponding to equipment utilized in
investment projects was capitalized as properties, plant and equipment during the period. (See note 15}

5. Accountreceivable
During fiscal year 2007, the account receivable from the Office of Transition Administration (OTA] was paid in
full. This account was originated at the time of the fransfer of the Canal and corresponds to the portion of the
Investment Program as of December 31, 1999 that was not transferred by the Panama Canal Commission.

b, Cash and bank deposits

Cash and bank deposits are composed as follows:

2007 2006
Cash on hand B/. 41 B/. 34
Deposits in current accounts 8,126 7.957
Deposits in saving accounts 93 59,842
Time deposits with original maturities
under 90 days 234,219 35,706
242,479 103,739
Time deposits with original maturities
over 90 days not exceeding one year 1,163,904 717,431
B/. 1,406.383 B/. 821,170
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(Translation of financial statements originally issued in Spanish)

Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

Article 44 of the Organic Law states that PCA's funds may be placed in short-term investment grade instruments
and may not be used fo buy other types of financial investiment instruments issued by Panamanian or foreign
public or private entities, or to grant loans to such entities or to the Panamanian Govermment. All investments
in time deposits are placed in investment grade banks.

7. Investment in securities

Investment in securities were acquired with the intention to be held to maturity, and are mainly composed of
bonds. All the investments are short-term and have been placed in investment grade instruments.

Changes in investments held to maturity are stated as follows:

2007 2006
Balance at the beginning of the year B/. 490,399 B/. 305,654
Additions 611,094 638,506
Redemptions (766,331) (453,761)
Balance at the end of the year B/. 335,162 B/. 490,399

2007 2006
Fair value B/. 335,130 B/. 490,295
Unrealized loss 32 104
Amortized cost B/. 335,162 B/. 490,399
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(Translation of financial statements originally issued in Spanish)

Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

10.

Accounts receivable

The accounts receivable are detailed as follows:

2007 2006
Transit-related services B/. 16,221 B/. 8,229
Electric power sales 15,343 15,985
National Institute of Pipelines and Sewerage
(Instituto de Acueductos y Alcantarilados Nacionales) 3.326 4,781
Other government entities 1,296 1,221
Other services 926 1,730
B/. 37,112 B/. 31,946
Inventories, net
The inventories are detailed as follows:
2007 2006
Supplies and materials B/. 36,777 BJ. 32,188
Fuel 4,991 3,437
Provision for obsolete inventory (6,400} (6.510)
B/. 35368 B/. 29,115

Change in the provision for obsolete inventory of supplies and materials is as follows:

2007 2006
Balance at the beginning of the year B/. 6,510 B/. 5,236
increase 849 2,958
Charges (959) (1.684)
Balance at the end of the year B/. 6,400 B/. 6.510

Appropriated retained earnings
Arficle 41 of the Organic Law allows PCA to set aside funds from net income of the year to cover the costs

of the investment program and the modernization and expansion of the Canal, as well as for other equity
reserves that may be needed to cover possible catastrophic risks, working capital and other contingencies.
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(Translation of financial statements originally issued in Spanish)

Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

Changes in appropriated retained earnings are detailed as follows:

2007

Reserves for:

Canal expansion

Catastrophic risks

Social and environmental program
of the Canal watershed

Contingencies and working capital

Enterprise capitalization

Other

Contributions for:
Investment programs

2006

Reserves for:

Canal expansion

Catastrophic risks

Social and environmental program
of the Canal watershed

Contingencies and working capital

Enterprise capitalization

Other

Contributions for:
Investment programs

Beginning Ending
Balance Increase Decrease Balance
B/. 120,000 B/. 35,300 B/. (120,000) B/. 35,300
36,000 - - 36,000
10,000 - - 10.000
122,866 20,112 - 142,978
182,003 51,997 - 234,000
15,750 - (15,750) -
486,619 107,409 (135,750) 458,278
668,299 348,574 - 1,016,873
B/. 1,154,918 B/. 455,983 B/. (135,750) B/. 1,475,151
Beginning Ending
Balance Increase Decrease Balance
B/. - B/. 120,000 B/. - B/. 120,000
36,000 - - 36,000
10,000 - - 10,000
99.400 23,466 - 122,866
- 182,003 - 182,003
57,600 - (41,850) 15,750
203,000 325,469 (41,850) 486,619
591,325 76,974 - 668,299
B/. 794,325 B/. 402,443 B/. (41,850) B/. 1,154,918
-17-




(Translation of financial statements originally issued in Spanish)
Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

The equity reserves established up to date are as follows:

Reserve for Canal expansion

The Board of Directors approved an equity reserve for the construction program of the Panama Canail third set
of locks. The funds for this reserve are segregated based on the levels of earnings obtained, in attention to the
financing needs of the PCA for determined projects during the implementation of the program. The Board of
Directors approved a contribution of B/.35,300 (2006: B/.120,000}. Additionally, the Board of Directors approved
the transfer of B/.119,771 of the reserve established in fiscal year 2006 to increase the funds for the Investment
Program - Canal Expansion.

Reserve for catastrophic risks
The Board of Directors approved an equity reserve with the purpose of covering the amounts deductible of the
catastrophic risks insurance policies for a total amount of B/.36,000, thus the PCA did not increase this reserve
for fiscal years 2007 and 2006.

Reserve for the social and environmental program of the Canal watershed

The Board of Directors approved the establishment of a reserve to finance the social and environmental
program of the Canal watershed. The purpose of this program is to preserve the natural resources and to
promote the development and integral management of the watershed. In fiscal years 2007 and 2006, PCA
did not make appropriations to this reserve.

Reserve for contingencies and working capital

The Board of Directors approved an equity reserve for contingencies and working capital based on the PCA's
level of revenues. The amount of this reserve will be defined based on the average of 30 days of Canal
revenues or biling, and will be funded in stages, periodically, as agreed by the Board of Directors. The Board
of Directors approved the increase of this reserve by B/.20,112 (2006: B/.23,464) for a total of B/.142,978 (2006:
B/.122,866).

Enterprise capitalization

The Board of Directors approved a reserve for the Enterprise capitalization. The purpose of this reserve is to
ensure and facilitate the long-term financial projection of the Enterprise. This reserve will be funded in stages,
according to the periodicity agreed by the Board of Directors. The Board of Directors approved to reserve
B/.51,997 (2006: B/.182,003) for a total of B/.234,000 (2006: B/.182,003).

Other equity reserves

The Board of Directors approved the establishment of other equity reserves, which contemplate programs to
support Canal operation and administration. During fiscal year 2007, the Board of Directors approved the use
of B/.10,000 (20064: B/.28,838) and to return B/.5,750 {2006: B/.13,012) to the unappropriated retained earnings.
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(Translation of financial statements originally issued in Spanish)

Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

Contributions to the investment programs
The Board of Directors approved to increase funds to the investment programs for B/.348,574 {2006:
B/.76.974).

11. Unappropriated retained earnings

Article 41 of the Organic Law establishes that after covering the costs for the investment program and the
reserves detailed in Note 10, any surplus shall be remitted to the Panamanian Treasury in the following fiscal
period. Therefore, PCA should transfer the total amount of B/.486,414 to the Panamanian Treasury which
corresponds to the year ended September 30, 2007 (2006: B/.315,332).

In compliance with Law 28 of 2006, during the construction period of the third set of locks, the Canal tonnage
payments and contributions for operational surplus to the National Treasury will be maintained and increased.
Any payments for the surplus from the operation shaill not be less to those effected to the National Treasury
in 2005 for the amount of B/.268.850. The combined payments for fee per net ton and the surplus from the
operation shall not be less than the payments effected in fiscal year 2006 for the amount of B/.568,128.

12. Severance payable

In May 1999, the Panama Canal Commission's Board of Directors approved the transfer of B/.10,000 to PCA for
severance payments to involuntarily terminated employees. This amount takes into account the employees’
years of service with the Commission. At the date of this report, no employees transferred from the Panama
Canal Commission have been separated unjustifiably from their jobs

13. Accounts payable
The accounts payable are as follows: 2007 2006
Panamanian Treasury B/. 28,466 B/. 20,713
Supplies ana others 47,336 78,230

B/. 75,802 B/. 98.943
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{Translation of financial statements originally issued in Spanish)

Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of balboas)

14.

Article 39 of the Organic Law establishes that PCA shall pay annually to the Panamanian Treasury a fee per net
ton, or its equivalent, collected from vessels paying tolls for the use of the Canal. This fee shall be set by PCA.
The total of such fees amounted to B/.358,765 (2006: B/.252,796).

The balance payable to the Panamanian Treasury represents the fee per net ton payment that is outstanding
at September 30, 2007.

Provision for marine accident claims

The provision for marine accident claims for B/.29,883 (2006: B/.27.715), represents the estimated value of filed
or anticipated claims for accidents occurred in Canal waters for which PCA expects to be liable.

PCA carries out investigations to determine the cause of each marine accident. When the cause of the
accident is determined, PCA records, if applicable, a provision based on an estimate of the vessel's permanent
and temporary repair costs. The amount of the provision is reviewed at the date of the balance sheet, and if
necessary, it is adjusted to reflect the best estimate at that moment.

Changes in the provision for marine accident claims are detailed, as follows

2007 2006
Balance at the beginning of the year B/. 27,715 B/. 27,524
Provision for the year 3.285 3,004
Payments made (1.117) (2.813)
Balance at the end of the year B/. 29,883 B/. 27,715

The increase in the provision is included as an expense of the current period under “Provision for Marine
Accidents.”
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(Translation of financial statements origindlly issued in Spanish)
Panama Canal Authority

Notes to financial statements

September 30, 2007
(In thousands of balboas)

15. Capitalized labor and materials

During the execution of the Investment Program — Others and Investment Program — Canal Expansion, the PCA
utilizes the services of contractors as well as its own resources and equipment.

The direct costs of labor, materials and supplies, equipment {fuel, maintenance and depreciation), and other
expenses attributed to the investments made with the PCA's own resources and equipment are recorded
originally as operating expenses as incurred. These costs are later credited in the statement of income and
charged to properties, plant and equipment.

The most significant projects of the investment program that have been executed with PCA's own resources
and equipment are detaited as follows:

2007 2006

Investment Program - Others:
Widening and straightening of the

Gailiard (Culebra) Cut B/. 9,405 B/. 2,940
Deepening of Gatun Lake and

Gaillard (Culebra) Cut 8,081 25,462
New Tie-Up Station for Vessels in

Cartagena Hill 4,787 -
New Tie-Up Station for Vessels in

Gaillard (Culebra) Cut - 599
Tow Track Rehabilitation 3,659 6,596
Improvements to the Lighting Systems

in alt Locks 1,299 ?10
Procurement and Installation of Hydraulic

Operators for the Rising Stem Valves 829 1,767
Replacement of Turntables in Gatun Locks 724 -
Deepening of the Entrances to the Canal - 4,204
Assembly of Towing Locomotives - 4600
Investment Program - Canal Expansion:
Dredging of Gatun Lake 1,332 -
Studies and Specifications in all Locks 613 -
Other projects 4,186 4,757
Total capitalized B/. 34,915 B/. 47,835
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(Translation of financial statements originally issued in Spanish)
Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousand:s of balboas)

16.

17.

Income taxes

The PCA is not subject to income taxes, as stated in Article 43 of the Organic Law which exempts it from
the payment of all national or municipal taxes, except for the employer's contribution of social security,
educational insurance, workmen's compensation, fees for public services, and the fee per net ton.

Contributed capital

Article 310 of the Political Constitution of the Republic of Panama states that PCA has its own patrimony and
the right to manage it.

Upon the transfer of the Canal to the Republic of Panama at noon on December 31, 1999, PCA became the
administrator of all personal and real estate property identified in the Organic Law of PCA as the patrimony
necessary to operate and maintain the Canal.

This patrimony is divided into two groups: the inalienable patrimony, comprised of land, lakes, rivers, dams,
locks and anchorages, as established in Article 2 of the Organic Law; and the economic patrimony, comprised
of installations, buildings, structures and equipment that support the operation of the Canal, as established in
Article 33 of the same Law.

In compliance with these requirements, the Government of Panama transferred the related iand and buildings
to PCA. In order to record the assets transferred by the Government of Panama as part of PCA's patrimony, a
conservative method was used to reflect an estimated market value for each asset subsequently registered
in the Public Registry.
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Panama Canal Authority

Notes to financial statements
September 30, 2007
(In thousands of baiboas)

18.

19.

20.

Other miscellaneous revenues

With the termination of the Torrijos-Carter Treaty of 1977, at noon on December 31, 1999, the Panama Canal
reverted to the Republic of Panama free of debt and taxes. To this end, the existing liabilities in Panama Canal
Commission books (maritime accidents and other contractual liabilities) were cleared in full; thus, the PCA
received from the U.S. Treasury, during fiscal year 2007, the sum of B/.20,817 corresponding to the remainder
of funds from the settlement of those liabilities. Those extraordinary funds were recorded as “other revenues” in
fiscal year 2007.

Remunerations and benefits to key managers

The PCA paid remunerations and benefits to key managers for a total of B/.1,979 (2006: B/.1,748).

Contingent liabilities, commitments and contracts

Contingent liabilities

PCA has received claims and is a defendant in various legal proceedings mainly related to marine accidents.
The PCA's contingent liabilities amounted approximately to B/.2,374 {2006: B/.2,797) coresponding to marine
accident claims. Itis management and its legal advisors' opinion that the outcome of these matters is not likely
to have a material adverse effect on the PCA's financial position.

Commitments
Commitments under uncompleted construction contracts and undelivered purchase orders amounted
approximately to B/.167,000 (2006: B/.146,000).

According to the sales contract of potable water, between the PCA and the National Institute of Pipelines and
Sewerage (Instituto de Acueductos y Alcantarillados Nacionales IDAAN]), and the Implementation Agreement
of that contract, the PCA is committed to build and operate a water purification plant. The IDAAN is committed
to purchase the volume of water that will insure the return of PCA's investment in the infrastructure to supply the
demand requested by IDAAN.
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Autoridad del Canal de Panama

Notes to financial statements
September 30, 2007
(In thousands of balboas)

Contracts of the Canal Expansion

The third set of locks program is a plan to expand the Canal's capacity composed of three integrated
components: 1) the construction of two lock facilities - one on the Atlantic side and another on the Pacific
side, each with water reutilization basins;

2) the excavation of new access channels to the new locks and the widening of existing navigational channels;
and, 3) the deepening of existing navigation channels and the elevation of Gatun Lake's maximum operating
level.

The objectives of the Canal expansion are to: 1) achieve long-term sustainability and growth through the
payments it makes to the National Treasury; 2) maintain the Canal's competitiveness as well as the value
added by Panama’s maritime route to the national economy; 3) increase the Canal's capacity to capture the
growing tonnage demand with the appropriate levels of services for each market segment; and, 4) make the
Canal more productive, safe, and efficient.

The program will have an approximate estimated cost of B/.5.250 million, which includes provisions for
contingencies and inflation during the construction period. This estimate assumes 2% average annudl
inflation.

The execution of the program of the third set of locks will begin in 2007 and will take up to 8 years, between
2007 and 2014. The third set of locks could begin operations in 2015.

Program investments for the construction of the third set of locks will be recovered through tolls collected by
the Canal.

The third set of locks program will be financed through a mix of PCA capital contributions and interim external
financing. The amount to come from external financing will depend on (1) investment amounts required
by the project; (2) the need to build as fast as it is technically and economically viable: (3) Canal revenues
resulting from Canal traffic volumes and the price policy implemented by PCA.

The source for the repayment of this interim financing will be the Canal tolls and no State guarantees will be

utilized to back up the third set of locks program. The external financing contracts undersigned by PCA will be
solely guaranteed by the cash flows that the program will generate.
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Autoridad del Canal de Panama

Notes to financial statements
September 30, 2007
(In thousands of balboas)

The implementation schedule is divided into five specific areas: 1) the program administration that includes
international consultancy and environmental impact studies; 2) the contracts for the excavation of the access
channel; 3) the dredging contracts; 4) the contract for the design and construction of the new locks; and 5)
the projects to raise Gatun Lake's maximum level.

The expansion program began during fiscal year 2007. By the end of the fiscal year, the total sum of contracts
awarded is B/.59.243 and the total expenses incurred are B/.13,698.

In compliance with Law 28 of 2006 and as part of the transparency commitment embraced by the PCA since
it was granted the task of administrating the most strategic resource of the Panamanian people, the PCA has
presented quarterly reports with the advancements of the Expansion Program to the National Assembly of
Panama, the Office of the Comptroller General and the Ad-hoc Commission created to follow up the work.
Additionally, on November 8, 2007, the Board of Directors and the PCA Administration presented the biannual
report to the plenary meeting of the Legislative Branch as set forth by Law 28. These reports are public and are
available in the PCA web site at www.pancanal.com.
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