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FROM: UOLUNTEER SERUICES TO:CAMBRIDGE CITY MANACER  ™MAY 2@. 1991 4:31PM #4980 P.O2
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Mr. Robert W. Healy
City of cambridge
City Hall
Cambridge, MA 02139

Dear Mr. Healy:

Since Fiscal Year 1980, the houpital*s financie: sistenents g _
been recorded on an Enterpriec Fund basis al year end utilizg.
accrual accounting (revenues are booked when 2arncd not. rece:vad s
and expenses when incurred nol wien paid) but has used a hybrid
eystem of cash and accrual accounting principles to report its
f.inancial performance. Thisg hybrid systen of accounting is :
inconsistent with State law governing municipal Enterprise Forids,
which calls for the use of accrual accounting principles in
recording and reporting financial activity. 1Two weeks ago, the
City Treasurer and I met with the City's cutside auditors, KpM:
Peat Marwick, to discuss this problem and other reiated problens,
and KPMG Peat Marwick recommended that we adopt a complete
Enterprise Fund of accounting for the hospital that is consistent
with State law and is based on accrual accounting principles,
Thus, I am requesting that you seek City Council approval to
formalize the hospital's Enterprise Fund and authorize the
hoegpital to uge Generally Accepted Accounting Principles (GAAP)
to record and report financial activity beginning with the
current Fiscal Year, 1991. 1In light of the recent integration of
the management of the Neville Manor with that of the hospital and
that the shift to a formal Enterprise basis of accounting also

makes similar sense for Neville Manor, I recommend the approval = |

of this measure for Neville Mancr as well.

The formalization of an Enterprise Fund and acceptance f GAAP

will also be a significant step forwvard toward helping us
strengthen the financial stability of the hospital and Neville
Manor. First, it will improve financial contrel Fy elirinating
some accounting inconsistencies that exint today LWrtyeny

City of Cambridge Health Facility, Afftlisted witl. HMurvard Moo of Stitins
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)

Mr. Robert Healy
May 30, 1991
Paga 2

budgeting and finanvial reporting.  secouad, .t wii) LIPEOVE Gy
ability to allocate scarce Fe.0NCes and mansye susvis by Rlacdong
the financial systems on the Bame avcounting bavis as the rest ol
the healthcare industry. Third, 1¢ will help {urthe: paximize
reimbursement as the industry continues to move toward
standardized performance measures for costs and rates of
payments, and away from individual costs. Fourth, and most
important, it will stabilize and make more predictable the City's
tax subsidy to the hospital and Neville Manor by reducing the

In the short term - this fiscal year, this change in accounting
to an Enterprise Fund using GAAP will benefit the respective
healthcare institutions and the City by allowing the hospital and

accounts which will be managed and controlled like all other City
monies by the Assistant City Manager for Fiscal Affairs. In
fiscal year 1991 and beyond, all hospital and nursing home
related receipts as well as the City Council approved tax support
of the hospital will be deposited to this account. The
disbursements for expenses will be expended against this account.
If actual cash receipts, when combined with the approved City tax
support which would be deposited to this account in periodic
installments, exceed total disbursements by year end, the excess
would be retained in this account S0 as to offset future third
party liabilities or other cyclical revenue shortfalls. Use of
these retained earnings above and beyond the budget approved by
the City Council, would require an affirmative vote of the City
Council. This will allow the hospital, Neville Manor and the
City to stabilize cash budgeting both this fiscal year and next
fiscal year since these excesse receipts are from third party
prior year settlements that are budgeted in the hospital's fiscal
year 1992 receipts total. Thus, you can see that all parties
benefit from this change because we now have the tools to better
manage cash receipts and their impact on the City's ability to
produce a balanced cash budget in each fiscal year. At the same
time, it is important to recognize that this change to an
Enterprise Fund and GAAP is strictly an accounting change that
does not alter in any manner the current way that funds are
appropriated and expended.
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Mr. Robert Healy
May 30, 1991
Page 3

Because of the need to st Fiute (hi Shiango an thig fimoay FCE
1991, so that ry'9; higphitar and Nevg!d e Mapy-r financial
statements are based on GAAP, ) sucoamend that you redguiest the
City Council to formalize this vhiange ag 200n au pubsicle,  yoo
consideration in this matter le greatly appre-iated,

Thank you.

Sincerely,

John G. O'Brien
Hospital Administrator

Ge: The Cambridge Hospital Coverning Board Membars
Neville Manor Roard Membe;n
Melvin. H, chalfen, M.D.
Paul Hollings

Q\
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@ity of Cambridge

Calendar Item # 4
-Agenda-#-9.-
IN CITY COUNCIL

-June--3-1991-
June 10, 1991

ORDERED: That this City Council go on record accepting the provisions of Chapter 40,
Section 39k of the Massachusetts General Laws relative to establishing
enterprise funds for the Cambridge Hospital and Neville Manor.

In City Council June 10, 199L

Adopted by a yea and nay vote:-

Yeas 8; Nays 0; Absent 1.

Attest:- Joseph E. Connarton, City Clerk.

~ A true copy; Mé a(;wo«_'ﬁ_

ATTEST:-

Joseph E. Connarton, City Clerk
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@ity of Qambridge
MASSACHUSETTS
Agenda # 9 Acceptance of Chapter 40, In City Council _ June 3 199 1
Section 39k re: enterprise funds for
the Cambridge Hospital and Neville Manor.
|
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CITY OF CAMBRIDGE

CAMBRIDGE, MASSACHUSETTS 02139

TeL 349-4300
Fax. 349-4307

EXECUTIVE DEPARTMENT
ROBERT W. HEALY
City Manager

RICHARD C. ROSSI
Deputy City Manager

June 3, 1991

To The Honorable, The City Council:
RECOMMENDATION:

That the City Council accept Chapter 40, Section 39k of the General Laws (copy attached)
which will enable the City to formally establish individual enterprise funds for the Cambridge
Hospital and the Neville Manor.

BACKGROUND:

Since FY80 the City has recorded financial activities of the Cambridge Hospital on a
Generally Accepted Accounting Principles (GAAP) basis. Additionally, since FY83 the City
Council has appropriated Hospital and Neville Manor budgets to funds accounted for separately
within the City’s financial accounting system. However, because the City has never accepted the
statute that allows enterprise fund accounting the City has always had to include Hospital and

~Neville financial activities on the General Fund financial statements submitted annually to the
Commonwealth Department of Revenue, statements which did not conform to GAAP standards.

Because the City was reporting financial activities to the state as part of the General Fund
year end activity at both the Hospital and Neville became needlessly complicated as those
institutions tried to time receipts from third parties so that early receipts would not improperly
deflate the General Fund balance and therefore have an undue impact upon the City’s tax rate.

As the Council is aware, Hospital and Nursing Home payments from third party insurers
and the state and federal government are somewhat complex with the timing of these payments
as well as any settlements (refunds) back to these parties being difficult to predict. The
acceptance of this statute will allow accrual accounting methods to replace the cash accounting -
methods currently used to report Hospital and Neville activity to the Department of Revenue.
Interestingly enough, the Hospital and Neville already report expenditures and revenues to other
state and federal agencies on an accrual method as proposed in this recommendation.

100% Recycled Paper
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The Honorable, The City Council
June 3, 1991
Page 2

FISCAL IMPACT:

The establishment of Enterprise Fund Accounting for the Hospital and Neville Manor will
be a significant step forward in strengthening the financial stability of both the Hospital and
Neville Manor. By moving to GAAP reporting it will become possible in the long term to better
predict Hospital and Neville finances. In the short term possible excess receipts at those
institutions this year as a result of retroactive third party payments can be returned by those
facilities to offset any unexpected shortfalis next fiscal year. Acceptance of this statute will
greatly assist in the financial management of these health care providers and is strongly
recommended.

Very tuly yours,

o -
e

° : Robert W.
e City Manager

RWH/mev
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Acceptance of Chakter’40 Section 39k
re: enterprise funds for the Cambridge
Hospital and Neville Manor.
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In City Council,
June 3, 1991
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