
, 

Allocating general corporate expenses to the 
electrical power rates charged other U.S. 
Government agencies in the Canal Zone is 
proper. But such rates should be determined 
on the basis of pooling the cost of generating 
hydroelectric and thermalelectric power. 

Adj.ustments should be made in hospital rate 
brllrngs to other U.S. Government agencies to 
insure full recovery of costs as required by 
law. GAO belives that the U.S. Government 
agencies’ extensive absorption of civilian 
employees’ hospital cost is unwarranted. All 
patients concerned are eligible for Govern- 
ment-sponsored health insurance. 
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COMPTROLLER GENERAL OF TWE UNITED STATES 
WASHINGTQN, D.C. ZQQ14E 

B-114839 

The Honorable 
The Secretary of the Army 

Dear Mr. Secretary: 

This report summarizes the results of our study of the 
electrical and hospital service rates charged by the Panama 
Canal Company and the Canal Zone Government. 

We are sending copies of this report to the Director, I,,_ , i”, 

‘,I. Office of Management and Budget; Chairmen of the House andI!: 1,’ 
Senate Committees on Government Operations and Appropria- ‘. Y tJc ’ ,’ 

kc9”‘tions; Chairman of the Subcommittee on Panama Canal, House C’ /+z’? ‘” “” 
/-Committee on Merchant Marine and Fisheries; Governor of the 

Canal Zone/President of the Panama Canal Company: and Com- 
mander in Chief of the U.S. Southern Command, Canal Zone. 

We w’ould appreciate your comments on the matters dis- 
cussed in this report. 

Comptroller General 
of the United States 



Contents 

DIGEST 

CHAPTER 

1 

2 

3 

4 

INTRODUCTION 1 

GENERAL RECOVERY FACTORS 3 
Discussion 3 
Findings and conclusions 4 

CANAL ZONE ELECTRIC POKER RATES 
Discussion 
Findings and conclusions 

Commercial electric power rates 
Canal organization intra-agency 

electric power rates 
Residential electric power rates 

Recommendations to the President, 
Panama Canal Company 

Army-financed powerplant 
Recommendation to the President, 

Panama Canal Company 

CANAL ZONE HOSPITAL RATES 
Discussion 
Findings and conclusions 

Reimbursable rates 
Employee rates 

Recommendations to the Governor of 
the Canal Zone 

Army medical personnel assigned 
to Canal Zone hospitals 

5 SCOPE OF STUDY 24 

APPENDIX 

I Letter dated June 18, 1975, from Sec- 
retary of the Army to GAO 

IIA Electricity Rates for Commercial 
Customers, Fiscal Years 1953-76 

IIB Electricity Rates for Canal Organiza- 
tion Components (Intra-Agency Rates), 
Fiscal years 1953-76 

IIC Electricity Rates for Canal Organiza- 
tion Employees, Fiscal Years 1953-76 

Page 

i 

12 
13 

13 
14 

15 

16 
16 
16 
16 
18 

22 

23 

25 

26 

27 

28 



r  

Page APPENDIX 

III 

IV 

V 

VI 

VII 

VIII 

IX 

X 

XI 

XII 

XIII 

Computation Process Used by 
Canal Organization to Set Elec- 
tric Power Rates for Fiscal Year 
1976 

Derivation of Factors Used to Increase 
Electric Power Rates for Fiscal Year 
1976 

Recovery Estimates (Revenue and Cost 
Transfers) from Electric Power 
Rates for Fiscal Year 1975 

Recovery Estimates (Revenue and Cost 
Transfers) from Electric Power 
Rates for Fiscal Year 1976 

Distribution of Power Branch Variable 
and Fixed Expenses to Customer 
Groups, July 1, 1974, to February 28, 
1975 

Variable and Fixed Expenses of the 
Power Branch, July 1, 1974, to 
February 28, 1975 

Electricity Distributed to Canal Zone 
Customers by the Power Branch, 
July 1, 1974, to February 28, 1975 

Peak Hourly Loads of the Power System, 
Fiscal Year 1974 

Fixed Expenses of Thermal-Electric 
Generation Distributed to Customer 
Groups, July 1, 1974, to February 28, 
1975 

Canal Zone General Hospitals, Reim- 
bursable Rates Computation for 
Fiscal Year 1976 

General Hospital Reimbursable Rates 
Compared with Actual Costs, Fiscal 
Years 1955-75 

29 

31 

32 

33 

35 

38 

39 

40 

41 

42 

44 



APPENDIX Page 

XIV Analysis of Canal Zone General 
Hospital Fees for Inpatients Eligible 
for Government-Sponsored Insurance, 
Fiscal Year 1975 45 

XV Canal organization's comments on report 46 

GAO 

kwh 

OMB 

TVA 

ABBREVIATIONS 

General Accounting Office 

k$lowatthour 

Office of Management and Budget 

Tennessee Valley Authority 



COMPTROLLER GENERAL'S REPORT ELECTRICAL AND HOSPITAL RATES 
TO THE SECRETARY OF THE ARMY CHARGED BY THE PANAMA CANAL 

COMPANY AND THE CANAL ZONE 
GOVERNMENT 

DIGEST ------ 

ELECTRIC POWER RATES 

The electric power system in the Canal Zone 
is operated by the Panama Canal Company. The 
Company charges three sets of rates for elec- 
tric power furnished the various Canal orga- 
nization components and employees and other 
U.S. Government agencies. 

--Commercial rates app1.y to the military com- 
b ponents (Army, Air Forcer and Navy), var- 

ious other U.S. Government agencies (Fed- 
eral Aviation Administration, Federal High- 
way Administration, "Smithsonian Tropical 
Research Institute), and private enterprise 
activities (such as banks, shipping agents, 
contractors) in the Canal Zone. 

--Intra-agency rates apply to components of 
the Canal organization. 

--Residential electric power rates apply prin- 
cipally to Canal organization employees 
assigned to Canal Zone housing. 

Appendixes III thru XI show the procedures 
used to set electrical power rates for fiscal 
year 1976. 

The commercial rates are higher than intra- 
agency rates due to two factors. First, com- 
mercial rates include direct cost plus a markup 
(22 percent in fiscal year 1976) to cover a 
share of the Company's general corporate ex- 
penses, whereas the intra-agency rates do not 
include a markup for the general corporate ex- 
penses. Second, the Company reserves for the 
Canal organization the low cost of hydroelec- 
tric power, which meansrthe commercial rates 
are based mainly on more costly thermalelec- 
tric power. GAO concluded that the allocation 
of general corporate expenses to the commercial 
rates is proper both from a legal and prudent 
business standpoint. (See pp. 4 to 6.) 

hxSk&. Upon removal, the report 
cov@r date should be noted hereon. i 
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The Congress has indicated that the Company 
should operate the Canal Zone power system for 
all U.S. Government agencies to avoid duplicat- 
ing facilities. (See pp. 11 to 12.) GAO 
therefore believes the rates for the Canal or- 
ganization and all other U.S. Government agen- 
cies in the Canal Zone should be set on the 
basis of pooling the cost of generating hydro- 
electric and thermalelectr ic power.. (See p. 
13. ) 

Since 1962, according to Company officials, 
residential electrical rates have been struc- 
tured so they are comparable to Tennessee 
Valley Authority residential rates. The Com- 
pany believes this method fully complies with 
the intent of the applicable Office of Manage- 
ment and Budget instructions. However, since 
the geographical area used to establish com- 
parable residential electrical rates in the 
Canal Zone is not the same area used to estab- 
lish comparable housing rental rates, GAO be- 
lieves the Company should obtain clarification 
from the Office of Management and Budget as to 
whether TVA rites are the appropriate basis 
for establishing the Company’s residential 
electrical rates. (See pp. 13 and 14.) 

The title to a 33-megawatt, U.S. Army-financed 
powerplant in the Canal Zone has not been 
transferred to the Company as intended by the 
Congress because the powe’rplant has developed 
certain defects. Provided such a transfer 
would not af feet or relieve the Army of its 
rights of recovery or responsibility to try 
to recover damages form the plant manufactur- 
ers, GAO believes the Company should initiate 
action to have the title of the powerplant 
transferred to the Company. (See p. 15.) 

HOSPITAL PATES 

The Canal Zone Government operates the hospi- 
tals in the Canal Zone. Contrary to public 
law, the hospital service rates (reimbursable 
rates) charged other U.S. Government agencies 
frequently have not been adequate to recover 
full hospital costs. The Canal Zone Govern- 
ment should therefore recover such deficits 
in the future either through yearend billings 
or adjustments in the billings for the follow- 
ing year. On the other hand, GAO believes the 
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Canal Zone Government should give credit to 
the other U.S. Government agencies in those 
cases where the reimbursable rates result in 
an overrecovery of costs. (See p. 22.) 

Regarding hospital rates (employee rates) 
charged Government civilian employees and 
their dependents, all U.S. Government agen- 
cies in the Canal Zone--the Canal organiza- 
tion, the‘U.S. military services, and other 
U.S. Government agencies--have been absorbing 
a large part of the hospital costs for civil- 
ian employees and their dependents. For the 
Canal Zone’s two general hospitals, the costs 
absorbed for inpatient care alone during f is- 
cal year 1975 were about $2.3 million, almost 
50 percent of the cost of services provided 
to the patients. In GAO’s opinion, such ex- 
tensive absorption is unwarranted, given the 
fact that all the patients concerned are 
eligible for Government-sponsored health in- 
surance. (See pp” 19 and 20.) GAO recom- 
mends that the Governor of the Canal Zone: 

--Change the hospital employee rate policy 
to require such rates to be set at the 
lower of (1) actual cost of the services 
provided or (2) amounts comparable to the 
average rates in U.S. hospitals similar in 
size and type to those in the Canal Zone. 
To accomplish this policy, the Canal Zone 
hospitals must use some form of cost-find- 
ing concepts and departmental revenue and 
expense accounting. (See p. 22.) 

--Revise some of the Canal Zone hospitals’ 
general rates, particularly for laboratory 
services, to make the rates more specific 
for individual services. (See p. 22.) 

Except for the point on whether TVA residen- 
tial electric rates are the appropriate basis 
for establishing the Company’s residential 
electric rates, the Canal organization gener- 
ally agreed with GAO’s conclusions and recom- 
mendat ions. (See app. XV.) 

Tear Sheet iii 



CHAPTER 1 -m-w 

INTRODUCTION -- 

I Rates and rate-making policies in the Canal Zone are 3 
determined by the nature of the Canal organization. l/ The 

2 Panama Canal Company-- known as the Panama Railroad Company 3 
until it was renamed in 1951 by the September 26, 1950, Act 
(64 Stat. 1038)--is a wholly owned U.S. Government corpora- 
tion responsible for operating and maintaining the Canal and 
its supporting facilities, which include the electric power 
sys tern. The act also redesignated the Panama Canal (the 
agency) as the Canal Zone Government, an independent U.S. 
agency responsible for providing services associated with 
civil government and community service organizations, in- 
cluding health ,care. 

One purpose of the 1950 reorganization act was to make 
the Canal organization self-supporting. The Company was 
expected to reimburse other U.S. Government agencies, in- 
cluding U.S. military components, for goods and services 
from them and vice versa. A later act, the Civil Functions 
Appropriation Act, 1955, required all U.S. Government agen- 
cies, including U.S. military components, to fully reimburse 
the Canal Zone Government for its cost in furnishing hospi- 
tal and medical care to their employees and dependents. 

The Company operates under the direction of a Board of 
Directors appointed by the Secretary of the Army in his in- 
dependent capacity as stockholder and representative of 
the President of the United States. The Canal Zone Govern- 
ment is administered by the Governor of the Canal Zone under 
the supervision of the Secretary of the Army. The Governor 
of the Canal Zone, who is appointed by the President of 
the United States, is also president and a director of the 
Company (ex officio). The Secretary of the Army’s respon- 
sibilities for the Canal Zone Government are also in an 
independent capacity from the Secretary’s duties as head of 
the Department of the Army. u. I., 

T, sy+ In common usage there is a clear distinction between 
“rates” and “rate-making policies. ” Before 1953, deriving 
his authority from various statutes, executive orders, and 
corporate bylaws, the Governor-President established rate- 
making policies and set rates. Effective July 1953, the 
Board of Directors amended the bylaws so that they had the 

l/“Canal organization” is used throughout the report to refer 
to the Panama Canal Company and the Canal Zone Government. 



authority to establish rate-making policies for the Company; 
the Governor-President retained the authority to establish 
rate-making policies for the government and to establish all 
rates for both the Company and the government within the 
framework of those policies. In practice, the Company’s Fi- 
nancial Vice-President has the responsibility to develop 
and recommend (1) ratemaking policies to the Board and the 
Governor for adoption and (2) rates to the Governor-President 
for appproval. 

Electric. power and hospital services rates have been a 
subject of longstanding disagreement and misunderstanding 
between the Canal organization and the U.S. military compo- 
nents. In a June 18, 1975, letter, the Secretary of the 
Army commented that components and employees of the Canal 
organization paid less for electricity and hospital services 
than did the U.S. Armed Forces and that this disparity has 
created a management problem requiring resolution. (See 
wp l 

I.) Other aspects or elements of these rates disagree- 
able to the U.S. military components were brought out through 
discussions with military representatives in the Canal Zone 
and by reviewing correspondence between Canal organization 
and military officials. We have briefly summarized objections 
raised by the military in chapters 3 and 4. However, we did 
not limit our review to these specific objections. 

One rate element subject to continuing disagreement is 
what the Canal organization calls general expense recovery 
factors. These are percentage markups of direct costs and 
are used by the organization to set rates for services pro- 
vided the U.S. military, other U.S. Government agencies, 
and private businesses in the Canal Zone. Two factors are 
involved-- one is used to recover part of the Company’s gen- 
eral corporate expenses: the other is used to recover part 
of the basic general overhead costs of the Canal Zone Gov- 
ernment. Since the factors affect electric power as well 
as hospital service rates, we have discussed the general 
recovery factors as a separate chapter. 

2 



CHAPTER 2 

CENERAL RECOVERY FACTORS 

For services furnished the U.S. military, other U.S. 
Government agencies, and private businesses, the Canal orga- 
nization sets rates designed to recover direct costs and 
part of its general or indirect costs. Rates which include 
a provision for recovering general expenses have been a 
subject of substantial disagreement between the Canal orga- 
nization and various military components in the Canal Zone. 
The U.S. Army, the largest U.S. military component, has 
been particularly critical of the rate structure, contending 
that the military services should be treated as internal 
customers and be charged the same rates as Canal organiza- 
tion components. 

DISCUSSION 

The Company, under section 66(a) (5), title 2 of the 
Canal Zone Code, may furnish services to U.S. Government 
agencies. In furnishing electric power to U.S. Government 
agencies, the Company sets rates designed to recover its 
direct costs and part of its indirect or general corporate 
expenses. Classification of these expenses follows. 

General corporate expenses FY 1975 amounts 

(millions) 

General and administrative expenses $41.1 

Interest on the U.S. Government’s net 
direct investment in the Company 14.8 

Net cost of the Canal Zone Government 23.5 

Tota. $79.4 - 
Although most of the general corporate expenses are al- 

located to the account of tolls, a portion is passed on in 
rates for services provided to U.S. military components, 
other U.S. Government agencies, and private businesses. 

‘The Canal Zone Government, under 2 C.Z.C. section 31, 
is responsible for various duties connected with health and 
sanitation in the Canal Zone. In providing hospital services 
to the U.S. military and other U.S. Government agencies, the 
government attempts to recover direct costs and a share of 
its general government overhead expenses. Canal organization 
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officials consider the general government expenses 
associated with services furnished by the government to con- 
sist of the following cost elements. 

General government expenses FY 1975 amounts 

(millions) 

General expenses of the Canal Zone 
Government 

Office of the Civil Affairs Director 
Office of the Health Director 
A share of the government’s net cost 

relating to government employees 
Administrative support furnished to the 

government by the Company 

$ 4.9 
0.34 
0.34 

5.7 

4.7 

Total $15.98 - 

All funds appropriated to the government for operating ex- 
penses and capital outlay are returned to the U.S. Treasury 
through deposit of user charges and/or reimbursement by the 
Company. 

FINDINGS AND CONCLUSIONS 

It is legal and prudent business practice for the Canal 
organization to recover some general expenses through rates 
for services provided to the U.S. Armed Forces and others. 
The legislative history of the September 26, 1950, Act, Public 
Law 81-841 (see p. l), makes it clear that sales or services 
by the Company to U.S. Government agencies should be at 
prices to cover direct costs and indirect costs propor- 
tionately allocable to such services (Comptroller General’s 
Decision, B-116194, Oct. 5, 1953). 

What portion of the indirect costs is properly allocable 
to given services is another question, one which centers 
around section 412(b) of title 2 of the Canal Zone Code. 
This section provides the formula the Company must use in 
computing new tolls: 

“Tolls shall be prescribed at a rate or rates calcu- 
lated to cover as nearly as practicable, all costs 
of maintaining and operating the Panama Canal, to- 
gether with the facilities and appurtenances re- 
lated thereto, including interest and depreciation, 
and an appropriate share of the net costs of opera- 
tion of the agency known as the Canal Zone Govern- 
ment. In the determination of such appropriate 
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share, substantial weight shall be given to the 
ratio of the estimated gross revenues from tolls to 
the estimated total gross revenues of the said cor- 
poration exclusive of the cost of commodities re- 
sold I and exclusive of revenues arising from trans- 
actions within the said corporation or from trans- 
actions with the Canal Zone Government.” 

Exactly what is intended by the term “substantial 
weight” has never been clearly established. The facilities 
and appurtenances referred to include docks; harbor terminals; 
oil handling plants; dry and cold storage plants; retail 
stores; housing for employees; and electric power, waterl and 
telephone systems. These operations have been characterized 
by the Supreme Court and congressional committees as auxil- 
iary or supporting activities to aid in managing and operat- 
ing the Canal; The Company, then, besides carrying out its 
major mission of transiting ships (i.e., canal activity), 
also performs a number of auxiliary functions (i.e., support 
activities). Our position in the early 1950s was that sec- 
tion 412(b) treated the Canal activity and the support acti- 
vities separately, thereby requiring a fixed share of gen- 
eral corporate expenses to be allocated to the support 
activities. Bowever, the Supreme Court, in an April 28, 
1958, decision (Panama Canal Company v. Grace Line Inc., I ---_I_ 
et al, 356 U.S. 309), 

--w-m- -- 
stated that the proper method of al- 

Exing general corporate expenses between the Canal activ- 
ity and the support activities was a matter of agency discre- 
tion. 

In excerising this discretion in deciding what portion 
of its general expenses to allocate to support activities 
(and hence to services such as electricity provided to the 
U.S. military and other external customers), the Canal orga- 
nization compares its general overhead expenses to direct 
operating expenses (i.e., total operating expenses less gen- 
eral overhead expenses) and computes a percentage factor. 
For example, in fiscal year 1975, general corporate expenses 
equaled approximately 40 percent of the Company’s direct 
operating expenses, and general government expenses equaled 
about 26 percent of the government’s direct operating ex- 
penses. 

Both percentages were used as guidelines only. For in- 
stance, in setting fiscal year 1976 rates for electric power 
furnished to the military and other U.S. Government agencies, 
the Company marked up its budgeted direct expenses by 22 per- 
cent-- not 40 percent. Simila.rly, for hospital services, the 
government marked up its budgeted direct expenses by 15 per- 
cent --not 26 percent. 
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In practice, moreover, the actual percentage recoveries 
will vary from those usea in the rate formulas because the 
rates are set prospectively on the basis of budgeted costs 
anil estimated workloads. As a case in point, for fiscal year 
lr7S, electric power rates charged the U.S. military compo- 
nents returned 5 percent--not 22 percent--for recovery of 
general corporate expenses, Hospital rates charged Federal 
agencies for inpatient services returned only 8 percent--not 
13 percent-- toward recovery of general government expenses, 

‘The 4u and 2~ percent guidelines are difficult to ex- 
plain to third parties and to independently verify. Some 
cost elements in the percentages represent individual line 
items in the Canal organization’s accounting records, but 
others represent allocations of certain eve*.-head expenses 
Lrom the Company to the government and vice versa. These 
allocations are based upon management judgment and do not 
lend themselves to inaependent verification. 

In any event, we feel full verification of the 40 and 
io percent figures is not necessary insofar as fiscal year 
1976 rates are concerned, necause, as already stated, 22 and 
i5 percent, respectively, were used to set rates for electric 
power and hospital services. Also, both of the percentages 
usea to set rates are less than the Company/government’s 
combined or composite overhead factor, which is about 36 per- 
cent. This composite percentage was computed without allocat- 
ing overhead expenses between the Company and the government 
ana, thus, more readily lends itself to independent verifica- 
tion and presentation to third parties. 

In the interest of simplicity, Canal organization offi- 
cials would like to establish one general recovery percentage 
for the entire Canal organization rather than continue with 
separate percentage factors for the Company and the govern- 
lilent. Canal organization officials are considering a single 
recovery factor of 2b percent. Since the Canal organization 
is experiencing a composite overhead factor of about 36 per- 
cent, we belieVe a 2t4 percent markUF is not an excessive per- 
centage to use for’ allocating overneao expenses in determin- 
ing rates. 



CHAPTER 3 -1_1 
CANAL ZONE ELECTRIC POWER RATES o--p -- 

Certain U.S. military officials in the Canal Zone are 
concerned that the U.S. Army procures electricity from the 
Panama Canal Company at rates higher than those the Company 
charges its own components. Also, the U.S. Army believes it 
is not receiving any benefit from a 33-megawatt i/ powerplant 
in the Canal Zone, construction of which was financed by ap- 
propriated funds obtained by the Department of the Army. 

DISCUSSION 

The Company's Power Branch operates and maintains gen- 
erating stations, transmission lines, substations, and dis- 
tribution systems to furnish electric power throughout the 
Canal Zone. Power is generated by the Company's hydroelectric 
stations located at Gatun and Madden Dams and by thermal- 
electric generation stations at Mount Hope and Miraflores. 
To dUgKIent the system's generating capacity, the Company pun- 
chases power from (1) the Surgis, a U.S. Army-owned nuclear 
floating powerplant; (2) the Weber, an Army-owned power barge; 
and (3) the Instituto de Recursos Hidraulicos yElectrificacion, 
Panama's electics=f agency. 

-- 

FINDINGS AND CONCLUSIONS -- 

For fiscal year 1975, the Power Branch had an income of 
$18.0 million and direct expenses (i.e., not including any 
general corporate expenses) of $20.2 million, leaving unre- 
covered costs of $2.2 million. 

L/A megawatt equals one thousand kilowatts. 



Amount 

Total expenses 

(millions) 

$20.2 

Cost transfers and revenue: 
Water conservation (see p. 34, note b) $3.1 
Locks standby charge (see p. 34, note b) .1 
Power used by Canal organization 

intra-agency components 3.0 
-- Total costs transferred to Canal 

organization components and 
activities -6.2 

Power sold to U.S. m,ilitary and 
other Federal agencies 9.5 

Power sold to Canal organization 
employees’ housing 1.9 

Power sold to others 4 A -11.8 

Operating loss $ 2.2 T 

The principal users of electricity in the Canal Zone are the 
U.S. military components and the Canal organization’s operat- 
ing divisions and employees’ housing. Electric power rates 
for all users are set by the Canal organization’s Governor- 
President and fall into three categories--commercial, intra- 
wench and employee rates. 

Commercial electric power rates 

The U.S. military components (Army, Air Force, and Navy), 
various other U.S. Government agencies (Federal Aviation Admin- 
istration, Federal Highway Administration, and the Smithsonian 
Tropical Research Institute), and private enterprise activities 
(banks, shipping agents, contractors, etc.) in the Canal Zone 
are charged commercial rates. Appendix IIA shows Canal orga- 
nization electric power rates for commercial customers for 
fiscal years 1953-76. The commercial rates remained un- 
changed from October 1952 to July 1964. During that period, 
hyroelectric generation met most of the demand for electric- 
ity, and commercial rates were about comparable to rates used 
within the Canal organization (i.e., intra-agency rates). 
From 1964 to 1974, the commercial rates increased gradually, 
but in July 1974, they increased about 60 percent, mainly be- 
cause of higher fuel costs. 

The commercial rate pattern reflects the power system’s 
peak loads over the years. As the following graph illustrates, 
peak electrical demand increased dramatically during the early 
194Os, leveled off during the 195Os, and then once more in- 
creased significantly during the 1960s. 
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Consumption of electricity in the Canal Zone started to 
increase in 1960 as a result of an almost complete conversion 
of the power system from 25 to 60 cycles. Before conversion, 
air-conditioning in residences and public buildings was almost 
unknown, and use of heavy-duty appliances was limited. Follow- 
ing conversion, which permitted use of standard 60-cycle 
equipment I electrical power consumption increased rapidly-- 
the peak electrical demand for 1964 was almost 50 percent 
higher than in 1960 and the 1969 peak was 45 percent higher 
than the 1964 peak. It was during this period, specifically 
1968, that the Canal organization first arranged to purchase 
power from the U.S. Army Corps of Engineers’ floating power- 
plants Sturgis and Weber. Also, in about the same time-frame, 
the Department of the Army succeeded in getting funds for the 
33-megawatt powerplant now operating within the Canal orga- 
nization’s power complex at Miraflores Locks. 

It is true that the U.S. Army procures electricity from 
the Canal organization at rates higher than those the Canal 
organization charges its own activities because commercial 
rates include a factor for recovering general corporate ex- 
penses, whereas the Canal organization’s intra-agency rates 
do not. (See p. 12. ) A second reason that the Army is pay- 
ing more for electricity is that the Canal organization re- 
serves for itself most of the low cost hydroelectric power, 
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which means the rates charged commercial customers are based 
mainly on more costly thermal-electric power. 

The Canal organization, in explaining why it has prior- 
ity in terms of hydroelectric power costs, cites 2 C.Z.C., 
section 412(b): 

“Tolls shall be prescribed at rates to cover as 
nearly as practicable all costs of maintaining and 
operating the Panama Canal, together with the 
facilities and appurtenances related thereto, in- 
cluding interest and depreciation, and an appro- 
pr iate share of the net cost of operation of the 
agency known as the Canal Zone Government.” 

On the basis of this subsection,’ the Canal organization states 
that only those costs related to maintaining and operating 
the Canal shall be borne by shipping interests; all other 
costs must be borne in full by those in whose interest the 
service is rendered. In relating this policy to electric 
power rates, the Canal organization contends that (1) its 
own demand for electricity has remained fairly constant, while 

.that of the U.S. military has risen steadily over the years 
and (2) the costs of plant additions--thermal generation fa- 
cil it ies-- should be passed on to outside users. 

The Canal organization’s contention regarding its rela- 
tively steady demand for electricity does not appear well 
founded. In fact, since 1960 the Canal organization’s use 
of electric power has increased almost as much as the U.S. 
military’s. 

Kilowatt-hours (kwh) 
of electric power Percent of increase 

consumed since 1960 --- -- 
1960 1975 -- -- 

(millions) 

Canal organization ’ 
(intra-agency 
components and 
employees’ hous- 
ing) 117.2 287.5 145 

U.S. military 
components 117 .l 303.8 159 

This raises a question as to whether power facilities 
and additions serve the Canal organization and other U.S. 
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Government activities equally. If so, it may be improper for 
the Canal organization to reserve hydroelectric power for it- 
self. In setting rates, then, for the Canal organization and 
all other U.S. Government agencies, perhaps the power system’s 
total costs (hydroelectric and thermal) should be averaged or 
pooled, after deducting expenses incurred primarily for the 
benefit of shipping interests. 

Pooled costs could possibly result in savings for U.S. 
military components in the Canal Zone. The Company estimates 
that had electric power costs been averaged on a pooled basis 
when fiscal year 1975 power rates were set, savings to the 
military would have been about $925,000 for that year--even 
with a full 22-percent markup for recovery of general cor- 
porate expenses. 

Of course., if pooled or averaged costs result in lower 
rates to the U.S. military and other U.S. Government agen- 
cies, the Canal organization’s operating expenses would be 
increased by the amount of the reduction in recoveries. Part 
of these increased operating expenses would be passed on to 
the U.S. military and other Federal agencies in rates for 
various other electricity-using facilities, such as hospitals 
and schools, furnished by the Canal organization. The 
$925,000 savings estimate does not reflect these offsetting 
factors and we did not attempt to quantify them. 

Support for using a pooled costs base can be inferred 
from the rate policy for Canal Zone hospitals, To eliminate 
duplication of facilities, the Congress, in the Civil Func- 
tions Appropriation Act, 1955, stated that no appropriation 
or fund available to the Department of Defense was to be used 
after September 1, 1954, for maintaining and operating hospi- 
tals in the Canal Zone. As a result, the U.S. Army hospital 
at Fort Clayton was closed and the U.S. Navy hospital at Coca 
Solo was transferred to the Canal Zone Government without ex- 
change of funds. However, even though the Canal organiza- 
tion now operates all general hospitals in the Canal Zone, 
it does not reserve any special category of costs for it- 
self. Instead, the total costs of both hospitals are pooled 
to establish the reimbursable rates charged the U.S. mili- 
tary and other U.S. Government agencies. (See ch. 4.) 

Support for using a pooled costs base can be inferred 
also from 2 C.Z.C., section 372, which states: 

“In the interest of economy and maximum efficiency 
in the utilization of Government property and fa- 
cities, there are authorized to be transferred 
between departments and agencies, with or without 
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exchange of funds, all or so much of the facil i- 
ties, buildings, structures, improvements, stock 
and equipment, of their activities located in 
Canal Zone, as may be mutually .agreed upon by 
the oepartments and agencies involved and ap- 
proved by the Director of the Bureau of the 
audget, I’ 

Pursuant to this section and the expressed desire of the 
Senate Appropriations Committee (see p. 14), the 33-megawatt 
powerplant, financed by appropriations made to the Depart- 
ment of the Army, is to be transferred to the Company. From 
this standpoint, except for certain expenses incurred pri- 
marily for the benefit of shipping interests, it seems that 
the power system is intended to serve the Canal organization 
and other U.S. Government activities equally and that this 
intent should be reflected in the rate structure. 

The commercial electricity rates (i.e.., rates charged 
the military, other U.S. Government agencies, and private 
sector businesses) in effect during our review (fiscal year 
1956 rates) were set by the Company to cover direct costs of 
providing the service, plus 22 percent to cover general cor- 
porate expenses. The computation process used by the Com- 
pany for establishing these and other electric utility rates 
is shown in appendixes III through XI. The process consists 
essentially of calculating the rate per kWh necessary to 
recover budgeted or estimated expenses. (See app. IV.) In 
determining the amount of costs to be recovered, the overall 
airect costs of operating the power system are first reduced 
by expenses incurred primarily for the benefit of canal 
transit operations, such as water conservation and locks 
standby charges. (See app. VI, note b.) The remaining direct 
costs are divided between the Canal organization and outside 
customers on a cost-to-serve or energy usage basis applied 
to the various expense classif icat ions--hydroelectr ic and 
thermalelectr ic expenses; transmission I distribution, and 
dispatching expenses; and supervision and general costs. (See 
app. VII.) As discussed earlier, thermal-electric genera- 
tion costs are considerably higher than hydroelectric costs, 
mainly because of duel costs. (See app. VIII.) 

Canal organization intra-agency -----y- --------- --- 
electr rc Eower rates --e--w-- -------- 

Intra-agency electric power rates apply to Canal organi- 
zation components, The rates for fiscal years 1953-56 are 
shown in appendix IIB. We are limiting discussion here on 
these rates because (1) they relate principally to cost 
transfers within the Canal organization and (2) the preceding 



section compares intra-agency ra.tes with commercial rates. 
As mentioned previously, intra-agency rates do not include 
a factor for recovering general corporate expenses. This 
aspect of intra-agency rates has no effect, however, on the 
amount of general corporate expenses used in setting com- 
mercial rates. 

Residential electric power rates --- 

Residential electric power rates apply to Canal organi- 
zation employees and to employees of social, welfare, reli- 
gious, fraternal, and other nonprofit employee service orga- 
nizations within Canal Zone communities. The rates for 
fiscal years 1953-76 are shown in appendix IIC. According 
to Canal organization officials, since 1962 power rates 
charged employees have been structured so they are comparable 
to Tennessee Valley Authority (TVA) residential rates. Canal 
Zone residential electricity rates have frequently lagged 
behind TVA rates. However, since July 1975, the Company 
has achieved a comparability with TVA on their base rates 
exclusive of recently established surcharges for increased 
fuel expenses. At the completion of our study the Company 
was initiating action to achieve comparability for the in- 
creased fuel surcharge. 

Furthermore, some doubt exists as to whether TVA rates 
are the appropriate basis for establishing employee rates. 
The applicable authority is Office of Management and Buget 
(OMB) Circular No, A-45, which establishes Federal policy 
governing charges for rental quarters and related facilities, 
such as electricity. Paragraph 8 of the circular states that 
electrical rates will be alined with domestic rates for 
similar services in the locality used for housing comparison. 
The community presently used to establish rental rates for 
Canal organization housing is Mayaguez, Puerto Rico. One 
can infer from the OMB circular that electric power rates 
charged to Canal organization employees should be based on 
Mayaguez utility rates, not TVA rates. 

RECOMMENDATIONS TO THE PRESIDENT, 
PANAMA CANAL CmriNY----- -- -- 

The Congress has indicated its desire that the Canal 
organization operate the Canal Zone’s power system for all 
U.S. Government agencies to avoid duplication of facilities. 
For this reason, we recommend that the electrical rates for 
the Canal organization, the U.S. military, and other U.S. 
Government agencies be set on the basis of pooling the cost 
of generating hydroelectric and thermalelectric power. As 
for residential rates, we recommend that specific clarif ica- 
tion.b,e obtained from OMB as to whether TVA rates are the 
apprdpkiate basis for establishing such rates. This latter 
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recommendation will also affect U.S. military civilian 
employees occupying military family housing because, since 
October 1975, rates charged these individuals have been 
based on Canal organization employee rates to insure uni- 
formity among all U.S. Government agencies in the Canal 
Zone. 

ARMY-FINANCED POWERPLANT .------w-e 

Construction of a 33-megawatt powerplant located at 
Miraflores Locks was financed by U.S. Army construction ap- 
propriations. The powerplant, which cost about $8 million, 
went online in October 1971 and is being operated by the 
Company as an integral part of the Canal Zone power system. 
The plant was financed by appropriations made available 
to the Department of the Army reportedly because other de- 
mands on the Company’s financial resources had priority at 
the time construction was required. 

In 1970 the Senate Appropriations Committee reported 
(Senate report 91-1118, 91st Cong., 2d sess., pp. 39-40): 

“Legislation enacted by the Congress soon after 
reorganization of the Panama Canal Company provides 
for transfers of property to the Panama Canal Com- 
pany by other Government agencies in the interest 
of economy and maximum efficiency in the use of 
Government property and facilities. The committee 
considers that such a transfer of the Army power- 
plant to the Panama Canal Company should be ef- 
fected under this legislation on a reimbursable 
basis.” 

However I even though the Company has been operating the 
plant since October 1971, title has not been passed because 
exceptions taken during prefinal inspection in 1971 and sub- 
sequent failures of a superheater tube have to be resolved. 
In a letter, dated August 29, 1975, the Mobile District Engi- 
neer, U.S. Army Corps of Engineers, notified the manufacturer 
that the Corps intended to issue a contracting officer’s 
decision that the superheater tube failure resulted from a 
latent defect; under such a determination the manufacturer 
will be held monetarily responsible for repair costs and 
consequential damages. 

The Panama Canal Company is not required to pay interest 
to the U.S. Treasury for transfers of real property made on 
a reimbursable basis, since the value of the property is not 
added to the U.S. Government’s interest-bearing investment 
in the Company. Also, since the Company does not have title 
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to the powerplant, it does not record depreciation on the 
plant. Instead, since November 1971, the Company has been 
charging operating expenses for use of the plant by accru- 
ing a monthly liability of $25,000 to the U.S. Government. 
When title passes, the accrued amounts plus any additional 
amounts required to equal the value or purchase price of 
the plant should be returned to the U.S. Treasury as mis- 
cellaneous receipts. 

RECOMMENDATION TO THE PRESIDENT, 
PANAMA CANAL COMPANY 

We recommend that the Company initiate action to have 
the title to the powerplant transferred to it with the trans- 
fer price reduced by any amounts or costs incurred by the 
Company in rem.edying defects or deficiencies in the plant. 
We make this recommendation provided, of course, that the 
transfer will not affect or relieve the U.S. Army of its 
rights or responsibility to pursue recovery of damages for 
defects from manufacturers. 
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CHAPTER 4 --- 

CANAL ZONE HOSPITAL RATES -cc-- ----- 

Some U.S. Army representatives commented that rates 
charged the Army patients in Canal Zone hospitals were higher 
than those charged any other user. Also, U.S. Army rep- 
resentatives expressed concern that the Canal organization 
was not reimbursing the U.S. Army for military personnel as- 
signed to duty in Canal Zone hospitals and that appropriated 
funds of the U.S. Army, therefore, were being spent to treat 
civilians not affiliated with the Army. 

DISCUSSION 

The Health Bureau, a Canal Zone Governmeat component, 
has responsibility for hospital services (but not rates or 
rate-setting policy) in the Canal Zone. In addition to 
various clinics and a mental health center, the Health Bu- 
reau operates two general hospitals--Gorgas Hospital and 
Coca Solo Hospital. The hospitals ’ services are available 
to Canal organization employees and their families, U.S. 
Armed Forces uniformed and civilian personnel and their de- 
pendents I other U.S. Government agencies’ employees and 
dependents, and other authorized persons. 

Formerly, both the U.S. military and the Canal orga- 
nization operated hospitals in the Canal Zone. However, the 
Congress, as a measure to eliminate duplication of facili- 
ties, stated in the Civil Functions Appropriation Act, 1955, 
that no appropriation or fund available to the Department of 
Defense was to be used after September 1, 1954, for maintain- 
ing and operating hospitals in the Canal Zone. As a result, 
the U.S. Army hospital at Fort Clayton was closed and the 
U.S. Navy hospital at Coca Solo was transferred to the Canal 
Zone Government without exchange of funds. Thus, all gen- 
eral hospitals in the Canal Zone are now managed by one 
agency. 

FINDINGS AND CONCLUSIONS P-w-1 -- 

All rates for Health Bureau services are set by the 
Governor-President. Generally, hospital rates may be basi- 
cally classified as either reimbursable or employee rates. 

Reimbursable rates --c-cc--- 

Besides requiring consolidation of Canal Zone hospitals, 
the Civil Functions Appropriation Act, 1955, also required 
all U.S. Government agencies, including U.S. military 



components, to fully reimburse the Canal Zone Government for 
its cost in furnishing hospital and medical care to their 
employees and dependents. To carry out this policy, the 
Canal organization sets reimbursable rates for both inpa- 
tient days and outpatient visits. 

The two rates are established prospectively for each 
fiscal year on the basis of predicted workloads and budgeted 
costs. For example, the daily reimbursable rate for inpa- 
tient care in the two Canal Zone general hospitals represents 
the budgeted inpatient costs of the hospitals, plus the fac- 
tor for recovering general expenses, divided by the projected 
number of inpatient days. Thus, these are cost-based rates 
designed to recover all applicable costs of hospital services. 
A more detailed description of the method use to compute the 
reimbursable rates for fiscal year 1976 is shown in appen- 
dix XII. 

For fiscal year 1976, the reimbursable rates for an in- 
patient day and an outpatient visit are $189 and $17.75, 
respectively. The computation formula is straightforward and 
not difficult to follow. However, we did have difficulty 
finding a basis for the percentage factors used to exclude 
certain nonhospital costs and to distribute certain depart- 
mental costs between inpatient and outpatient services. 
Canal organization representatives indicated that these areas 
will be reviewed before fiscal year 1978 rates are set. 

Contrary to public law, the reimbursable rates fre- 
quently have not been adequate to recover full costs. Such 
underrecovery is illustrated in appendix XIII which compares 
the general hospitals’ reimbursable rates with actual 
costs 1/ for fiscal years 1955 through 1975. For example, 
in fiscal year 1975, the reimbursable inpatient and outpa- 
tient rates did not recover unit costs of $10.65 and $0.13, 
respectively. When extended by actual workload data for 
the year, this amounts to about $300,000 not collected from 
the applicable agencies. Given this magnitude and the 
legal requirement for the government to recover full cost 
for hospital services provided other U.S. Govenment agen- 
cies, the government should recover such deficits in the 
future through either yearend billings or adjustments in 
the billings for the following year. On the other hand, a 
credit should be given the other U.S. Government agencies 
in those cases where the reimbursable rates result in an 
overrecovery of cost. 

- 

l/Actual costs, like the reimbursable rates, include a factor 
for general expenses; see note d, app. XIII. 
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Except as noted above, the reimbursable rates represent 
a reasonable and equitable attempt by the Canal organiza- 
tion to prorate hospital costs among the various U.S. 
Government agent ies using the f ac il it ies. Further, the 
reimbursable rates do not appear out of line with the 
average costs of stateside hospitals. A basis for compar i- 
son is the Civilian Health and Medical Program of the Uni- 
formed Services, which is a cost-sharing plan for health 
care provided at civilian medical facilities to uniformed 
services’ dependents and retired members. Claim data for 
this program shows that $161.18 was the average daily cost 
of inpatient care in U.S. civilian hospitals for fiscal 
year 197s. This average is very close to the S160,Otiil per 
day reimbursable rate for inpatient care assessed by Canal 
Zone nospitals during that year. 

As a final item, we did not find any basis for the com- 
ments that rates charged the U.S. Army are higher than those 
charged any other user. The Canal organization charges the 
same reimbursable rates to each U.S. Government agency in 
the Canal Zone--Air Force, Navy, Federal Aviation Adminis- 
tration, Federal Highway Administration, and others. The 
confusion probably centers around employee rates because, 
in billing the U.S. military and other U.S. Government agen- 
cies, the reimbursable rates are first reduced by amounts 
(employee rates) payable by the patients themselves or their 
insurance. The deductible amounts relate to the civilian 
employees ana dependents of the military and other U.S. Gov- 
ernment agencies and are based on the same rates the Canal 
organization charges its own employees. These rates are 
oiscussed in the following section. 

Em@oyee rate5 -- - 

Employee rates apply to the Canal organization’s, the 
U.S. military’s, and other U.S. Government agencies’ civilian 
employees and their dependents. The Canal organization’s 
policy for these patients has been to achieve rates that will 
equal amounts payable by the major insurance programs in the 
United States. Rates not usually covered by insurance, or 
for which no guidelines are given, are to be set at fair and 
reasonable levels. 

Section 106 of the Civil Functions Appropriation Act 
ot 1954 stated that Canal organization funds were not to 
be used for providing free medical and hospital care to em- 
ployees after December 31, 1953. Before this time, Canal 
organization employees received free medical and hospital 
care I except for maternity care and for subsistence and pri- 
vate rooms. Dependents of employees received such care at 
nominal rates. 
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As a result of section 106, now codified as 2 C.Z.C., 
section 233, the Canal organization established hospital 
rates for employees effective January 1, 1954. In reporting 
on these rates, we said that the rates were low compared 
with rates for the same or similar services in the United 
States and that general subsidization in all cases continued, 
in apparent disregard of legislation. L/ 

Somewhat earlier, we commented on the desirability of an 
employees’ group hospitalization plan to eliminate all or 
part of the subsidized health care. During the latter part 
of 1956, a group health insurance plan was underwritten by 
a private company. However, hospital rates were maintained 
at levels below the cost of providing health care, so the 
plan did not meet the desired objective. z\ 

Now, under the Federal Employees Health Benefits Pro- 
gram as amended, both U.S. and non-U.S. citizen employees of 
the Canal organization and all other U.S. Government agencies 
are eligible for Government-sponsored health insurance plans. 
For fiscal year 1975 the Canal organization alone contributed 
over $4 million to the program. The most popular plan, the 
Canal Zone Benefit Plan, was available to employees for only 
27 percent of the total premiums cost--the agencies’ share 
was 73 percent. 

Yet, despite the substantial insurance sponsorship, the 
Canal organization and other U.S. Government agencies are 
still absorbing a large portion of the costs of providing 
hospital services to civilian employees and their dependents. 
For the Canal Zone’s two general hospitals, the costs ab- 
sorbed for these agencies’ inpatients alone during fiscal 
year 1975 were about $2.3 million, representing almost 50 per- 
cent of the cost of services provided. Of this amount, the 
Canal organization absorbed $1.8 million, whereas the U.S. 
military and other U.S. Government agencies absorbed about 
$500,000. 

Such absorption results from inappropriately low em- 
ployee rates. This situation is illustrated by appendix XIV, 

l/“Report on Audit of Panama Canal Company and the Canal Zone 
T;v;E;zent for the Year Ended June 30, 1953,” 83d Cong. 

. 8. Dot. 473. 

Z/“Audit Report to the Congress of the United States--Panama 
Canal Company and Canal Zone Government for the Fiscal Year 
Ended June 30, 1956”; B-114839, July 11, 1957. 
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which is an analysis for fiscal year 1975 of the hospital 
fees charged to inpatients eligible for Government-sponsored 
insurance. These fees averaged only about $75 a day. This 
seems an unreasonably low amount to charge for a day’s stay 
in a hospital, because this average includes all hospital 
fees charged, such as room and board and ancillary services, 
as well as doctor costs. In comparison, the average per day 
expense in community hospitals (i.e., nongovernmental, not- 
for-profit hospitals) in the United States for the 12-month 
period ended September 30, 1974, was about $127, and this 
figure does not include doctor fees billed in addition to 
hospital fees7 In further comparison, as previously men- 
tioned, claim data for the Civilian Health and Medical Pro- 
gram of the Uniformed Services shows that $161.18 was the 
average daily cost during fiscal year 1975 of inpatient care 
provided to uniformed services’ dependents and retired mem- 
bers at civilian medical facilities in the United States. 
lYoreover, the employees of the Canal organization and all 
other U.S. Government agencies in the Canal Zone are eligible 
for low cost insurance. For self and family protection, 
the employees ’ share of the Canal Zone Benefit Plan’s bi- 
weekly premium was $6.99 in calendar year 1975 and is $6.88 
in calendar year 1976. This insurance plan provides cover- 
age for inpatient and outpatient treatment. 

Canal organization officials agree that rates charged 
employees must be increased and have set Wtober 1, 1977, 
as the target date by which to reach, to the extent prac- 
ticable, comparability with the average of U.S. rates for 
similar services. However, establishing comparable rates 
should not be a goal in itself. It could be that actual 
costs for certain services in Canal Zone hospitals are less 
than the rates for similar services in the United States. 
For example, physicians ’ salaries in Canal organization 
hospitals are fixed under Federal pay scales and as such 
their income may be lower than that of private physicians 
in the United States. Accordingly, the Canal organization 
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should insure, through accounting systems and cost-finding 1/ 
concepts, that rates do not exceed the actual costs of pro-- 
viding hospital and medical services. Further, the manage- 
ment tools necessary to implement this principle--cost find- 
ingjand an appropriate accounting system--can provide infor- 
mation for use in managerial decisionmaking such as in evalu- 
at&g the operational effectiveness of various departments. 
Such management tools are endorsed by the American Hospital 
Association. 

Effective January 1976, the Canal organization increased 
a number of rates--some significantly. However, we are still 
concerned about the relative percentages of cost borne by 
patients and the sponsoring U.S. Government agencies. This 
ratio was about 50:50 in fisca.1 year 1975 (see app. XIV) and 
is expected to be about the same for fiscal year 1976. The 
ratio suggests. that employee rates, besides being low, may 
also be structured too generally or inclusively. A case in 
point is the patient fee for a general outpatient clinic 
visit-- $7.50 as of January 1976. This rate is supposed to 
cover the physician’s professional services, medicines fur- 
nished by the physician, miscellaneous trivial surgical pro- 
cedures, dressings, suturing, vaccinations and inoculations, 
and laboratory procedures furnished at the consultation. 

Another patient fee which appears too general in nature 
is the per diem rate for hospital inpatient services of medi- 
cal staff. Effective January 1976, this sate is as follows: 

First day 
Second day 
Third day forward, 

per day 

$20.00 
13.50 

6.75 

- - - - I I - -  

L/Cost finding is a separate function used to supplement ac- 
counting systems. Normally, the accounting process records 
and reports only the direct, controllable costs of each 
organizational unit or department. Indirect and other non- 
controllable costs, such as depreciation and interest, are 
not recorded by organizational units. Thus, the full costs 
of operating an organizational unit or department are not 
shown in departmental expense accounts. Full cost informa- 
tion is developed by a procedure referred to as cost find- 
ing-- the apportionment or allocation of the costs of 
non-revenue-producing cost centers to each other and to the 
revenue-producing centers on the basis of statistical data 
measuring the amount of service rendered by each center to 
other centers. In short, cost finding shows the total or 
full costs of running each revenue-producing center. 



For the average stay in a hospital, 7 days, this amounts to 
about $9.60 a day to cover medical staff services. 

Other services subject to general or flat rates include 
laboratory services. Hospitalized patients are charged for 
laboratory services on a per diem basis. Effective January 
1976, these rates are: 

First day 
Second day 
Third day through 

120th day, per day 
121st day forward 

$17.80 
12.00 

5.00 
no charge 

On the basis of the average inpatient stay of 7 days, these 
employee rates recover just $54.00 per inpatient for labora- 
tory services, an average of only about $7.70 per day. We 
believe the Canal organization should consider charging pa- 
tients for individual laboratory tests or services rather 
than use per diem rates. A common method for determining 
rates for individual laboratory items is to use weighted 
or relative values. The method could be used in the Canal 
Zone. 

RECOMMENDATIONS TO THE GOVERNOR ---- 
OF THE CANAL ZONE -- --- 

Contrary to public law, the various other U.S. Govern- 
ment agencies have frequently not fully reimbursed the Canal 
Zone Government for hospital and medical care furnished to 
their employees and the employees’ dependents. We recommend 
that in the future the government recover such deficits 
through either yearend billings or adjustments in the billings 
for the following year. On the other hand, a credit should 
be given the other U.S. Government agencies in those cases 
where the reimbursable rates result in an overrecovery of 
cost. 

We also recommend that the employee rate policy be 
changed to require such rates to be set at the lower of (1) 
actual cost of the services provided or (2) amounts compa- 
rable to the rate average in U.S. hospitals similar in size 
and type to those in the Canal Zone. To do this, the Canal 
organization must use some form of cost-finding concepts and 
departmental revenue and expense accounting. We further rec- 
ommend that the Canal Zone hospitals’ general rates, partic- 
ularly for laboratory services, be revised to make the rates 
more specific for individual services. 
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ARMY MEDICAL PERSONNEL ASSIGNED E 
CANAL ZONE HOSPITALS 

President Woodrow Wilson, in Executive Order 1885, 
January 27, 1914, noted that construction of the Canal had 
been successfully carried out under the supervision of the . 
Secretary of War and that, logically, the Secretary should 
supervise canal operations under the permanent organization, 
In this regard, the President directed that military officers 
be detailed for certain duties with the Canal organization. 
This practice has continued: at present, most of the detailed 
military officers are medical personnel assigned to Canal 
Zone hospitals. 

Generally, we did not find any substantial support for 
comments that the Canal organization was not reimbursing the 
U.S. Army for military personnel assigned to Canal Zone 
hospitals. The rates used in computing the cost of military 
personnel are established by the U.S. Army; the local com- 
mand renders bills to the Canal organization: and the Canal 
organization mails. checks to Forces Command, Fort McPherson, 
Georgia, payable to the Treasurer of the United States. 

There was a related question regarding reimbursement 
for military doctors assigned to Canal organization hospitals 
on weekends to replace off-duty doctors. At first, no addi- 
tional reimbursement was made for this afterhours work, be- 
cause the Canal organization felt the military commands had 
the advantage of no longer having to operate their own emer- 
gency outpatient clinics. Nevertheless, effective July 1, 
1975, the Canal organization began reimbursing the U.S. mili- 
tary for the physicians’ services on weekends and holidays. 

. 
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CHAPTER 5 -- --- --.- - 

SCOPE OF S’IUDY ------.-I--- 

Our review of electric power ano hospital services rates 
in the Canal Zone involved analyses of the rates policy and 
then actual rates. The rates policy was analyzed within the 
parameters of applicable guidelines such as public laws and 

L directives and views of the Congress and OMB as well as gen- &z7 
/’ era1 cost-recovery principles. ke interviewed Canal organiza- 

tion officials responsible for formulating and implementing 
the policies and also interviewed U.S. military officials in 
the Canal Zone to obtain their views and comments on these 
matters. Ltie also considered comments on the Canal Zone 
electrical ano hospital service rates that were included in 
a 1975 report issued by the Department of the Army’s Inspector 
General, 

Going from policy to practice, we analyzed fiscal year 
1376 rates for electric power and hospital services and the 
computations used by the Canal organization to establish the 
rates. These rates are based on prior years’ cost data which 
was sublect to our review during examination of the Canal 
organization’s financial statements for fiscal years 1974 
and 1355. 

BEST QOC~~~~T AVAiLABLE 
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* 
APPENDIX I APPE'NDIX I 

SECRETARY OF ‘r.Z ARVY 

WASI-. IkE-ON 

18 JUN 1975 

Honorable Elmer B. Staats 
Comptroller General of the United States 
General Accounting Office 
Washington, D. C. 20548 

Dear Mr. Staats: 

The purpose of this letter is to request the General Accounting 
Office to examine in-depth the rates the Panama Canal Company assesses 
the military services in the Canal Zone for electricity and patient 
services. Now seems an ideal time to review these rates since the 
GAC is currently conducting the biennial financial audit of the 
Canal Agency. 

The activities and employees of the Canal organization pay less 
for electricity and patient services than the military services and 
this disparity has created a management problem that requires resolu- 
tion. The results of the GAO inquiry would be very helpful toward 
this end, and I believe, would be of significant value to the House 
Panama Canal Subcommittee should it later desire to look into this - 
matter as a part of its Canal oversight responsibility. 
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ELECTRICITY RATES FbR COMMERCIAL CUSTOMERS (note a) 
FISCAL YEARS 1953-76 

Piscal Effective 
year date 

1953 lo/52 

Rate per k&i (note. b) 
6 

First Next ' Next Next Next Next Next All 
150 350 99,500 99,850 400,000 500,000 1,500,000 additional 

$0.02 - $0.01 $0.008 $0.006 $0.005 

I 1954-64 , no channel 
- 

I 

1965 7164 . 03 ($0.015 $0.012 .0095 ..0075 ; - . 006 
1966 7/65 ..03 1 .0175 .0145 - . 0120 , $0.0095 .G08 
1967 7166 . 03 ! .0175 .0155 - .0132 I .0105 .009 
1968 7/67 . 03 1 .018 . 017 .0147 I . 0117 . 01 
1969 no change I 
1970 7/69 I . 032; .019 . 0179 - .0154 .0123 . 0105 
1971 7/70 . 035 .021 .0197 - .0169 i - < .0135 .0116 
1972 3/72 . 038 .023 .0217 - , . 0186 .0149 .0127 
1973 no change I 
1974 12/73 . 044 .027 .025 I .0214 . 0171 . 0146 
1975 7/74 . 070, .043 .040 1 .0342 , - .0274 . 0234 
1976 7/?5 . 075q ..0485 .0455 ; - . 0397 .0329 . 0289 

Notes: . 

aCommercial rates are charged to military components, other U.S. Government agencies, and private enterprise 
activities (banks, shippers, contractors, etc.) in the Canal Zone. 

b The monthly charge for metered electric current is as indicated in the rate blocks; blocks left blank are not 
applicable to the rate structure for the respective fiscal year(s). 



I 
t Monthljr rate per kwh I 

'iscal Effective First Next Next Next ' Next 
(note b) 

.A11 
year date 150 49,850 50,000 400,000 500,000 additional 

1953 lo/52 $0.02 $0.01 $0.01 $0.008 $0.006 $0.005 

! 

1954-61 no change 
1962 7/61 .009 .009 .007 ‘.007 .007 ! ..007 

i 

1968-69 
1970 
1971 
1972 

1 
I 

no change i 
7/65 I s 0095 . 0095 . 0075 . 0075 .0075 .0075 
l/66 * 0114 . 0114 .0090 .0090 .0090 .0090 
7/67 I 

i 
- 0119 . 01.19 .0094 .0094 .0094 ! .0094 

I 

/ I 
no change I 

7/69 4 I . 0125 . 0125 . 0099 . 0099 .0099 i . 0099 
7/70 I I . 0120 . 0120 . 0120 I .0120 .0120 .0120 
3,'72 1 . 0132 .0132 . 0132 I .0132 1 .0132 .0132 

I 

1973-74 I 
i i 

no change i 1 I 
1975 7/74 ; .0169 1 .0169 .0169 ! .0169 ' -0169 ..0169 
1976 I j 

I 
+ I 7/75 . 0196 j .0196 j .0196 .0196 .0196 .0196 

Notes : 

a Intra-agency rates are assessed to Canal organization canponents and are treated as cost transfers 
within the Canal organization. 

* 

ELECTRJXITY RATES F(-JR el?NqL3, OR 
e.ji"i . 

ION C_OMWNENTSfnote a) 
.~ . 3, c RATES 

- ‘.i : .'*. ',.(INTRA-AGENCY 
; -_ S 1953~76" - 

b The monthly charge for metered electric current is as indicated in the rate blocks. Some of the rate 
blocks were restructured to facilitate comparison between fiscal years. 



ELECTRICITY RATES TO CANAL ORGANIZATION EMPLOYEES (note a) 
FISCAL YEARS 195376 ' ~-- 

Monthly rate per kvh (note b) 
Piacal Effective First First First Next Next Next Next Next Next Next Next N.ext Next All 

year date 50 75 150 100 150 170 200 225 230 275 500 750 950 additional 

1953 lo/52 $0.02 $0.01 

Notes : 
%ployee rates apply to Canal organization employeea and to employees of social, welfare, religious, 

fraternal. and non-profit employee service organizations within Canal Zone communities. 
L b The monthly charge for metered electric current is as indirrted in the rate blocks; 

for the respective fiscal year(s). 
blocks left blank are not applicable to the rate 



. .. i 

COMFCTATION PROCESS USED BY CANAL ORGANIZATION 
TO SET"ELFCTRIC-‘~~RjiTES- 1976 (note al --Pw-1_1--p -em*----- 

_-_- .-_.-_- - -I--_ -- _-___ 
thud argnniz.atinn c;mployeell’---r”-- 

----. -.- 
-- houpin Glectricity cates per kwh -. .-- ..-. _ _ . --- 

l'id.3 ialA ractor :‘iUS .a&; ixtor 
,._t-, . u cj ccpla JULY 1975 rate i,,OiC L, uals Jan. 1976 rate .--- 

so.0022 - ,5_0,0421 $0.0023 - 

-0021 n312 0023 .--.- I_ _--L---.--- ..----' 

-0155 -0021 .0176 ___-_ _ ,n_n23 we---~--- 

2 i:;21 additional .0021 .0139 .0023 ___ .e- -_----I__L --- 

I 

-. -_ ---.. --- - -u--1--. _------~---- 
-- ---- -____- ----. - -kQh - . .i-.-.--- - 

I\:uP zar~ fxtor 
;..ate blot-t <Q'j-- . _ .lulv L974 rate .- (note I’, ---.v E~FAs July 1975 rate 

: irst 150 --e $0.0700 -- $0 .ooss so.0755 

-;ext 350 -_-- ..--- ----_ .0430 .-_- .0055 .0485 

-ext 99 500 ----_ -- -.- .-L -.-- --- _ . -0~~0 -- .0055 _ .n455 

.ext 400 000 -- - _- -w--L- _- ____I .0342 _ .0055 .0397 

::exr 1 wo 000 ---- -2-z --.. .0274 ,0055 .0329 

{I1 additinnal -._---_- 0234 . -- - -0-w - ---....----2s Pm---- .noss -.A-. .0289 1 



APPENDIX III APPENDIX III ' 

Notes: 

a/The Canal organization sets electric power rates for three 
groups of consumers in the Canal Zone. This appendix, and 
appendixes IV through XI, show the computation process used 
by the Canal organization to establish fiscal year 1976 
rates for the three groups of consumers. 

&/Actually, since there is only one rate block for Canal 
organization intra-agency components, computation of the 
rate factor is unnecessary. The fiscal year 1976 rate is 
simply the estimated average recovery per kwh shown in 
aPP* IV, line 6. However, when more than one rate block 
is involved, the rate factor is computed; see note d below. 

c/The Canal organization’s policy for employee rates is to 
make them comparable to TVA rates. The Canal organization’s 
rates analyst, in reviewing the January 1975 rates, deter- 
mined they were lagging behind TVA rates by about 24 per- 
cent. It was decided, therefore, to increase each block 
rate in July 1975 and again in January 1976 by about 15 per- 
cent. To illustrate, the average recovery under January 
1975 employee rates was $0.01363 per kwh; an increa.se of 
15.4 percent gives the block rate increase factors, $0.0021. 
Similarly, the average recovery per kwh under July 1975 
rates, $0.01573, increased by 14.6 percent, gives the other 
rate factor of $0.0023. 

d-/The fiscal year 1975 rates plus the rate factor equal the 
fiscal year 1976 rates ($0.0700 + $0.0055 = $0.0755, etc.). 
Appendix IV shows how the rate factor was derived. The 
process consists essentially of calculating an average re- 
covery -per kwh for fiscal years 1975 and 1976. The dif- 
ference between the two averages is the rate factor 
P+bI $0.0356 - $0.0301 = $0.0055). Actually, the factor 
should be $0.0056, representing all commercial consumers. 
The rates analyst stated that the factor for only the mili- 
tary was used because other commercial customers consume 
considerably less electricity, putting them in higher rate 
blocks which would distort the average recovery per kwh. 
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DERIVATION OF FACTORS USED TO INCREASE ELECTRIC 
IwhW,R RATES-FnR FISCAL YRAR lz(='t* a) 

be app. III, note a) 

t I i ElcctricitY I I 
bistributibn 

and 
ncavcry 

Canal'organiration corqIonento 
and emlovees. 

Intra-ap;ency units I Emr.lo?ces' housing 

SOQIPX 
of 

Comm?rcial customers figures 
wi1itary ! Others 1 Total presented 

Estimatsd 
1 1975 t*COVSZY $3,058.900 $1,576,100 $8.992.000 $642,6Ofl $9.634,600 App. V. line 8 

Eatimsted Estimated 
elcctriciev by Canal 
distributibn organization 

2 ~ 19fS (Mh) 
I 
I 181.000,000 121.000.000 299.(900.000 17.000,000 316 ,ooo,lloo personnel 

~covety Per 
3 . 197s kbrh I $0~0169 $0.0130 sn.0301 $0.0378 $0.0305 line 1 + line 

Emtim+ted 
4 1976 recovery $3.625.900 $2.081.900 $10.849,900 $826,500 $11.676.400 App. VI. line 4 

Estimated 
Estimated by Canal 
slsctricity o&mi6ation 

5 19 76 distribution 185,000,000 123.000.000 305,000,000 18.000.000 323,000,OOO personnel _ 

A 6 1976 I&covey par kuh $0.0195 so.ol69 SO.O3% $0.0459 $0.0361 line 4 + line 5 

Rate incremlsc factors 
7 for July 1975 $0.0027 sl.oo39 $0.0055 $0.0081 SU.0056 line 6 - Line 3 1 I 1 I I I 

Percent *f increase lb.C I 30.0 .‘. 18.3 I 21;b 18.4 line 7 + line 3 

* ikeapt for aplo]rsa rams. the factors shown in line 7 of th%s append* ware wed co establish PR) electric pawe+ rates effective July 1975. 
5ployes rates YCCO incresscd as explained in appendix III, sots c. 

Gsncrally, as msationcd aarlisr (app. III, mote d) , the rate increase factors are the differences betwe& cst~mated avcrsgs racovatias 
per Lilmrmtt hour for fiscal 1975 and those for fiocal 1976. 



Lint 
No. 

1 

2 

3 

4 

5 

K 6 

7 

a 

m 1975 

July 

Augum t 

September 

October 

November 

Decarb*r 

Juwary to June 

Total 

RECOVERY ESTIMATES (REVENUE AND COST TRANSFERS) FROM EZECTRIC 
POWER RATES FOR FISCAL YEAR 1975 (note a) 

@ee app. III, nute a) 

:anal organ. componen 
ltra-anency 

$3,058,900 

- 
and emplqyees 
Employees' lousing 

$ li'M.040 

125,200 

133,842 

118,542 

128,190 

118,542 

843,572 

$1,576.100 

Commercial 
Military 

$ 745,285 

749,985 

56iQ109 

792,200 

791,645 

727,764 

4,617,OOO 

$8,991,988 

IS touters 
Others 

$ 56.019 

53,973 

44,276 

60,491 

53,505 

52,197 

322,179 

$642,640 

a meee figures were rounded and carried foward to line 1 on app. IV. 

b These are actual figures, extracted by the Canal organization's rates analyst from accounting reports. 

' These figures were eetimeted by Canal organization personnel. 

d The intra-agency total.16 the product of estimated electricity distribution and the established rate per kr 1.. 
($3,058,900 - 181,OOO.OOO kwh x $O.O169/kwb). 

, 

Notes 

b 

b 

b 

b 

b 

b 

C 

d 



RECOVERY ESTIlUTBS @BVBNUB MD COST TRANS?%RS) FROti ELECTRIC P(VWEi? RjrTEs mu 
k *a Bm 

68~ app. III. note a) 

E5kD.Z 
Pouer Branch 

nsa and recovery data 
?3xpenscs 

?Ey11y9?bes 
Less I. 

i Canal ornan.~nnd~sCoe0ercial.e~ttmers _. Notes 

water Locks Electrical 
to 

Intra-agency Employees 
conservation standbv Net 

February 28, 
outlets ( components hotming -JgflaRry Other8 

1 1975 $‘11.845.5 $2.088.0 $54.4 
Custoasr group 

$ 9.703.1 $149 .O $2.207.1 $1.519.8 $ 5.415.1 $412.1 b 

ti 
exp8MCS a8 8' 

. 2 percent of net 
Power Branch 

1.54 22.75 15.66 55.80 4.25 _- c 

budgeted ax- 
+ 3 MMM Pp 1976 18.945.0 2,900.O 107.0 245.4 

Estim8ted 
rawerie 1 

15,938 3,625.9 2.495.9 
I-- 

8.893.b 677.4 d 

4 FY 1976 20.391.2 I $2.900.0 $107.0 $17.304.2 - $3.625.9 $2.061.9 610.849.9 S826.5 e 



APPENDIX VI APPENDIX VI 

Notes: 

a/These are the supporting calculations for line 4 on app. IV. 

b/These figures are from app. VII. Notice that total expenses 
are first reduced by water conservation and locks standby 
costs to give net expenses which are distributed among cus- 
tomers and to electrical outlets. Water conservation costs 
represent thermalelectric power generation costs incurred 
as a result of reserving water during dry seasons to transit 
ships. Thermal rather than hydroelectric power is generated 
during such periods to conserve water levels in Ma,dden and 
Gatun Lakes to insure channel depths sufficient for vessel 
transits. Similarly, a locks standby charge is assessed 
because the locks have first priority on the use of power. 
Electrical outlets cost is thdt associated with the instal- 
lation or adaptation of electrical outlets in Canal organi- 
zation housing. 

c/These are electrical outlets and customer group expenses as 
a percentage of net expenses as shown in line 1; for example, 
1.54% = ($149.0 + $9,703.1). These percentages, which are 
based on actual fiscal year 1975 data, are then used to dis- 
tribute fiscal year 1976 budgeted net expenses; see note d. 

d/Total expenses and water conservation and locks standby 
charges are budgeted amounts. The net expenses are distrib- 
uted to electrical outlets and among customer groups as noted 
above; for example, $245.4 = ($15,938 x 1.54%). 

e/Line 4 is derived from line 3 and reflects the pricing policy 
applicable to each class of consumer: 

--Commercial revenues are estimated to be cost plus a 
factor (22 percent) to recover part of general corpor- 
ate expenses: 

$10,849.9 = $8,893.4 x 1.22 
$ 826.5 = 677.4 x 1.22 

--Revenue from employees is related to TVA rates and is 
not cost-based (see app. III, note c. ). 

--Recoveries (cost transfers) from intra-agency components 
relate to movement of direct costs from one operating 
activity to another. A factor for general corporate 
expenses is not included in the intra-agency rates. 
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DISTRIBUTION OF POWBR BRANCH VARIABLE AND FIXED EXPENSES TO CUSTOMER CRODPR 
lnI,Y 1 3.374 TO ?FEP'-'PPY 28. 137; ;iote d )_-me---- * i lilsaij-- 

Ilhkmal-electric 

W 
anaratfoa and 

ul 



APPENDIX VII 

Motes: 

c/The Canal organization’s rates analyst obtained total 
variable and fixed expenses as indicated in app. VIII. ‘Then 
the expenses were distributed among customer groups as dis- 
cused in notes b through g of this appendix. Bottom 1 ine 
results are used in app. VI. 

k/Variable expenses are first allocated between the two cus- 
tomer groups --Canal organization and commercial--on the 
basis of peak load demands upon the power system averaged 
for a year. Then, a.llocation of expenses within each 
customer group is based on actual distribution data. To 
illustrate, the allocation presented here was derived as 
presented in the charts below. The resulting figures in 
the right chart should be $12.4 and $8.7 but were rounded 
incorrectly by the rates analyst. The rounding errors have 
no effect on the rates computed. 

(See app. IX, lines 6 and 7 1 

$12.5 = ($21.1 x 59%) 
8.6 = ($21.1 x 41%) 

$21.1 ._ - ,-..- 
c/The Canal organization reserves for itself the fixed ex- 

penses of hydroelectric generation. The net expenses are 
distributed between intra-agency components (59 percent) 
and employees’ housing (41 percent) on an energy usage 
basis; see app. IX, lines 6 and 7. 

d/Variable expenses of thermalelectric generation are al- 
located by same procedure described above in note b. 

See app. X, note U See app. IX, lines 6, 7, 9 and l( 

$1,254.7 = (55,227.s; x 24%) $ 740.3 = (1,254.7 x 59%) 
3,973.2 = ($5,227.9 x 76%) -..51P-d = (1,254.7 x 415) 

S&227.9 $1,254.7 --- -- 

$3,766.6 = $3,973.2 x 94.8% 
._ 2.ix.A $3,973.2 x 5.2% 

$3,973.2 -~- 
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APPENDIX VII APPENDIX VII 

Notes: (con. ) 

g/See app. XI. 

g/Transmission costs are joint costs applicable to all cus- 
tomers and are allocated on an energy usage basis. Dis- 
tribution costs are allocated on a cost-to-serve basis 
determined by the number of lines, transformers, meters, 
cables, etc., which service each customer group. Since 
the military maintains a secondary distribution system, 
it pays only a small part of these costs. 

q/These are direct costs (not to be confused with general 
corporate expenses) associated with operational level man- 
a.gement and office force, applicable to all customers, and 
are allocated on an energy usage basis by the percentages 
in app” IX, lines 1 to 5. For instance, $515.5 = 
($527.8 x 28.7%). 

’ 
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APPENDIX VIII APPENDIX VIII * 

r --- , !lyilrl+lectric 

I 

generation 

/ 

V.~RIARTX AND FIXED EXPENSES OF THE POIkER BRANCH 
JUL): RY gmm-a~ 

(se app. IIT, note a'i 
---- 

Thermal- 
electric 
generation 

Overhaul 
Fuel 
Payroll 
Supplies 
Maintenance 
Depreciation 

Total 

$ 85,800 ,c 85 X00 
6,130,400 $6,130.400 ?---I 

321,000 321.000 -- 
97,900 - 29,300 68,600 

468,100 140,300 327.700 
497,500 497,500 

7 600 700 6 300 100 1 300 600 

Purchased 
power 

U.S. AIIIIY floatingICdp@tyI$ 246,600 $ 246,600 1 

I powerplant 
Sturais 

Energy 1 I 
- I Other I 1300 I $ 500 t--a 

U.S.Axmv Power 
barge &r lzl 
Miscellaneo,, I I "I" 
Republic of Panama I 116,500 I 116,500 1 / 

Total 1 l.675,300 1 1,015,800 1 659,500 1 

Transmission, distribution and 
dispatching $ 1,719,900, - 91;719,900 

Overhead 

General expense 
Training program 
Safety program 
Supervision and 

general 
Total 

$ L91,900 i $ 191,900 - 
9,300 9,300 
2,100 2,100 

324,500 324,500 
527,800 ~-- 527,800 

.F - -$X1,845,500 j $7,337,200 1 $4,508,3;] 

.I aThese are the supporting calculations for total variable and total fixed 
expenses presented in appendix VII. The rates anal:lst obtains actual year- 
to-date figures from accounting reports and then disiribut*z!: the classifica- 
tion totals between variable and fixed by the formulas stated in notes h and c. 

bv -bl aria e expenses consist mainly of fuel and purchased power wets and 
30 percent of total maintenance expenses. 

CFixed expenses include overhaul, salaries, supplies:, capacity chargt.9: and 
70 percent of total maintenance expenses. 
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' APPENDIX IX APPENDIX IX 

ELECTRICITY DISTRIBUTED TO CANAL ZONE CUSTOMERS 
BY THE POWER BRANCH- (note a) 

JULY 1, 1974, TO FEBRUARY 28, 1975 
(See app. III, note a} 

, 

Customer group 
Electricity Distributed 

.cwh (in mzllrons) percentage Line no'. 

Canal organization Employees' Intra-agency 
units 117.5 

20.0 28.7% 
1 

housing 81.8 2 
I 

Military 199.6 48.7 3 
Commercial Others 10.9 2.6 4 

I 
Tota 1 i 409.8 100.0% 5 

Electricity distributed 

Intra-agency units 117.5 6 _ p.0,. 
Canal organization Employees' housing 81.8 41.0 7 
( . Total 199.3 100.0 8 

Electricity distrzbuted 
Customer Group kwh'( in tixlQons,percentage 

Military 199.6 94.8, 9 Commercia 1 6thers 10.9 5.2 I 10 ; 

Total 210.5 100.0'. 1 11 \ 

a The electricity distribution percentages (actual for the period Jnlv 1, 1974 
te February 28, 19751, were used to distribute Power Branch expenses, fixed 
and variable, among the various customers; see app. Vff, notes b, c, d, e, 
and g. '.. . . . 
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APPENDIX X APPENDIX X ' 

PEAK HOURLY LOADS OF THE POWER SYSTEM (note a) 
FISCAL YEAR 1974 

(See app. III, note a) 

,Hydroelectric generation 
+ 

Total peak hourly 
loads of the,power system [in mw) 

Line Wet season Dry season Percentage 
n3. Customer group (note b) (note b) Total (note c) 

1 Canal organization 748.2 552.. 1,300.2 99. 

2 Commercial 10.2 10.2 

I 
3 Total 758.4 552.0 1,310.! ! .I01 / 

aThis analysis of peak hourly loads was developed by the Canal organization's 
rates analyst from load curve data provided by the Power Branch. 

bGenerally, Panama has two seasons. The wet season figures represent genera- 
tion from July throu$ December; the dry from January through June, 

Note that hydroelectric generation is less during the dry 
season (see app. VI, note b and app. XI, note c). 

cThese percentages were used to distribute the variable expenses of hydro- 
electric generation between Canal organization and commercial users 
(see app. VII, note b). 

dThese percentages were used to distribute the variable expenses of thermal- 
electric generation between Canal organization and commercial users 
(see app. VII, note d). 
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FIXED EXPENSES OF THERMAL-EIECTRIC GENERATION 
DISTRIBUTED TO CUSTOMER GROUPS (note a) 

, JULY 1, 1974 TO FEBRUARY-28 1975 
(see 

. 
, t 

/$hese ar'e..,the supporting calculations for app. VII, note e. 

b/The Canal 'kganixation's rates analyst obtained the total peak load demand (115.0 mw) from.Power 
Branch data,.and then distributed the total among customers based on the energy usage data in appen- 
dix IX, li$es 1 to 5. (e.g., 33.0 = 115.0 x 28.7%). 

g/The hydroelectric capacity available year around, 23.0 mw, is about equivalent to the capacity of 
generation facilities at Madden Dam. Hydroelectric generation facilities at Gatun Lake usually 
are not operated during the dry season in orderto conserve water to transit ships (see app. VI, 
note b and app. X, note b). 

a/This line is 1 minus line 2. 

*'e/Line 4 is a percentage presentation of line 3; e.g., 20.2% = (18.6 + 92.0). 

g/The fixed expenses-of thermal-electric gener-ation are distributed to customers by line 4 per- 
centages; e.g., $385.4 = ($1,908.0 x 2&i%). 

. 

Total peakload demand(mw) 

distlibuted 

'.. 



APPENDIX XII APPENDIX XII ' 

CANAL ZONE GENERAL HOSPITALS 
REIMBURSABLE RATES COMPUTATION FOR FISCAL YEAR 19'76 (note a) 

Budgeted costs of general hospitals 
Less non-hospital costs (7%),(note b) 
Plus classified wage increase 

Net budgeted costs 

Estimated workloads: 
Outpatient (OP) visits 
Inpatient (IP) days 

Reimbursable rates formula: 

(OP visits) (OP rate) f (IP days) (IP rate) = 

(380,000) (OP rate) + (81,030) (IP rate) 

OP rate 

IP rate 

(380,000) (Xj + (81,030) (10.63X) 

OP rate = X 

IP rate = 10.63X 

Plus 15 percent for recovery of 

general expenses (note d): 

OF rate 

IP rate 

Plus 3 percent for 
contingencies (note e) 

OP rate 

IP rate 

Reimbursable rates rounded: 

OP rate 

IP rate 

$19,432,000.00 
1,360,OOO.OO 

559~000.00 

$18.631.000.00 

380,000 
81,030 

net budgeted costs 

$18,631,000.00 

X 

10.63X (note c) 

$18,631,000.00 

$15.01 

$159.56 

$17.26 

$183.49 

$17.78 

$188.99 

$17.75 

$189.00 
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APPENDIX XII APPENDIX XII 

Notes: 

alhe inpatie nt and outpatient reimbursable rates are established pro- 
spectively for each fiscal year on the basis of budgeted costs and 
estimated workloads. For fiscal year 1976, these rates are $17.75 
per outpatient visit and $189.00 per inpatient day. The rates apply * 
to U.S. military uniformed and civilian personnel and their families 
and to other U.S. Government agencies' employees and dependents who 
use Canal Zone hospitals. 

bCertain costs are deducted because they are recovered by other rates 
and/or they are not applicable to treatment of individual patients. 
For instance, the cost of ambulance service is excluded. 

'This algebr al relationship is the ratio of fiscal year 1974's reim- -c 
bursable costs ($149.78 + $14.09 = 10.63) for inpatient and outpatient 
care. Since reimbursable rates are set prospectively, full-year cost 
data, for fiscal year 1975 was not available for computing this ratio. 

dRecovery of general expenses is discussed at length in ch. 2. 

eBeginning with fiscal year 1976, a 3-percent contingency factor is 
being added, in view of the consistent underrecovery-& indicated 
in app. XIII. 
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Fiscal 
Year 

1955 
1956 
1957h 
1957= 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 

Notes : 

GENERAL HOSPITAL RFXMBlJk%BLE RATES 
COMPARED WITH ACTUAL COSTS (pate a) XJ 

FISCAL YEARS X955-75 
z 
m 

g 
Per inpatient day Data .per outpatient visit 

Reimbursable Actual Recovered cost Percent of actrialReimbursable' Actu$l &cow@ co&‘PerCUl~ 0f s&us1 z 
rate cost over or under(-) cost rzcovemd r-ate ., cost OVO~ undm I-) cost recovered x 

$ 19.50 
22.00 
24.00 
27.50 
28.50 
34.00 
35.50 
36.00 
36.00 

'38.00 
41.00 
43.00 
47.00 
50.00 
54.00 
59.00 
65.50 
81.65 
95.00 

112.00 
135.00 
160.00 

$ 21.65 
23.51 
261.65 
26.65 
28.56 
33.36 
35.76 
35.23 
37.49 
39.94 
40.40 
45.49 
51.36 
57.75 
58.04 
66.96 
82.86 
95-12 

118.38 
129.82 
149.78d 
170.65 

$ -2.15 90.2 5.00 
-1.51 93.6 7.00 
-2.65 90.1 - 

0.85 103.2 7.50 
-0.06 99.8 7.50 

0.64 101.9 8.25 
-0.26 99.3 8.75 

0.77 102.2 8.75 
-1.49 96.0 8.25 
-1.94 95.1 8.25 

0.60 102.5 8.50 
-2.49 94.5 9 .oo 
-4.36 91.5 9.50 
'7.75 86.6 10.00 
-4.04 93.0 10.00 
-7.96 88.1 10.00 

-17.36 79.0 11.00 
-13.47 85.8 12.00 
-23.38 80.3 13.50 
-17.82 86.3 13.50 
-14.78 90.1 f3.75 
-10.65 93.8 14.00 

a/See app. XII for computation of the inpatient and outpatien 

&/First 7 months. 

s/Last 5 months. 

7.22 -2.22 69.3 
7.48 -0.48 93.6 

7.24 0.26 
7.98 -0.48 
8.06 0.19 
8.86 -0.11 
8.03 0.72 
7.67 0.58 
7.22 1.03 
8.37 0.13 
8.83 0.17 
9.20 0.30 
9.20 0.80 
9.21 0.79 
9.87 0.13 

11.95 -0.95 
11.06 0.94 
12.92 0.58 
13.24 0.26 
14.09 -6.34 
14.13 -0.13 

103.6 
94.0 

102.4 
98.8 

109.0 
107.6 
114.3 
101.6 
101.9 
103.3.. 

.108.7 
-108,6 

101.3 
92.1 

108.5 
104.5 
102.0. 

97.6 
99.1 

.t reimbursable rates for fiscal year 1976. 

H 
H 
H 

d/This figure includes a 15-percent factor for recovering general expenses. Without this add-on, the 
actual unit zest is $148.39 per inpatient day ($148.39 x 115% = $170.65). In effect, then, the 
$160.00 reimbursable rate contributed only 8 percent towards recovering general expenses: 

8% = $160.00 - $148.39 
Sn8.39 

General recovery factors are discussed in ch. 2. 

x 
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APPENDIX XIV APPENDIX XIV 

ANALYSIS OF CANAL ZOhE GENERAL HOSPITAL FEES FOR 
INPATIENTS ELIGIBLE FOR GOVERNMENT-SPONSORED INSlXANCE 

FISCAL YEAR 1975 

Patient categoq - 

Canal organization employees 
and dependents 

U.S. Army: 
Civilian employees 
Dependents of civilian einployeee 

U.S. Air Force: 
Civilian empl.oycW 
Dependents of civilian employees 

U.S. Navy: 
Civilian employees 
Dependeots of civilian employees 

Total 

Other Government agencies: 
Federal Aviation Administration 

Middle Americas Research Unit and 
Smithsonian Tropical Research 
Institute 

Others 

Total 

Total 

Patient and sponsor fees as a 
percentage of total fees 

Average patient, sponsor, and 
total fees per inpatient day 

Note: 

26,078 $1,914,465.55 $1.805.738.45 $3,720,,204.00 

1,717 $l37,566.85 
215,151.75 

$l37,370.00 
2,676 2l3,886.50 

1274,336.M 
428,488.25 

475 35,489.25 40,587.25 76,076.W 
707 53,588’.25 59,629.25 113,217.50 

246 
261 

6,082 

18,898.25 
21.741.00 - 

$482.435.35 

20,471.75 
20,080 .QO 

$491.424.75 

3~,370.00 
41,771.oo - 

$973,860.10 

LO3 $ 8,l64.25 $ 16,496.OO 

57 

2 

162 - 

32,322 

5,127.25 

149.50 

$13.441.00 

$ 8,331.75 

4,002.25 

170.50 

504.fo &?. 

9,129.60 

320.00 

~25.945.50 

$2.410.341.90 $2.309.667.70 $4,720,009.60 

Patient Sponsor 
fees (note a) fees 

51 49 

$74.57 $71.46 

100 

$146.03 

aPatient fees are payable by the patient and/or his insurance. whereas 
sponsor fees are billed to the applicable Federal agency. 
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