
The General Hospital Corporation 
Notes to Financial Statements 
September 30,2005 and 2004 

(in thousands) 

Partners has an endowment spending policy for pooled endowment funds. A fixed distribution rate 
is determined each year for spending which will come from either income and/or net accumulated 
gains in market value. 

Investments Limited as to Use 
Investments limited as to use primarily include assets whose use is contractually limited by 
external parties and assets set aside by the Board of Trustees (or management) for identified 
purposes, over which the Board (or management) retains control and may, at its discretion, 
subsequently use for other purposes. Certain investments corresponding to deferred compensation 
are accounted for such that all income and appreciation (depreciation) is recorded as a direct 
addition (reduction) to the asset balance and corresponding liability balance. 

Patient Accounts Receivable 
The General receives payments for services rendered from federal and state agencies (under the 
Medicare and Medicaid programs), managed care payers, commercial insurance companies, and 
patients. Patient accounts receivable are reported net of contractual allowances and reserves for 
denials, uncompensated care, and doubtful accounts. The level of reserves is based upon 
management's assessment of historical and expected net collections, business and economic 
conditions, trends in federal and state governmental and private employer health care coverage and 
other collection indicators. 

Derivative Instruments 
Derivatives are recognized as either assets or liabilities in the balance sheet at fair value regardless 
of the purpose or intent for holding them. Changes in the fair value of derivatives are either 
recognized in excess of revenues over expenses or net assets, depending on certain factors, 
including whether the derivative is speculative or being used to hedge changes in fair value or cash 
flows. 

Interest in the Net Assets of The Massachusetts General Hospital 
MGH holds investment assets for the benefit of the General. Since MGH is the sole member of the 
General, these organizations are financially interrelated. Accordingly, the General recognizes its 
interest in the net assets of MGH and adjusts that interest for its share of the changes in the net 
assets of MGH. Changes due to gifts, investment income (including realized gains and losses) and 
unrealized gains and losses are recognized in nonoperating activity. 

Property and Equipment 
Property and equipment is reported on the basis of cost less accumulated depreciation. Donated 
items, exclusive of transfers from related organizations, are recorded at fair market value at the date 
of contribution. All research grants received for capital are recorded in the year ofexpenditure as a 
change in net assets. Property and equipment is reviewed for recoverability whenever events or 
changes in circumstances indicate that its carrying amount may not be recoverable. Depreciation 
of property and equipment is calculated by use of the straight-line method at rates intended to 
depreciate the cost of assets over their estimated useful lives, which generally range from three to 
forty years. Interest costs incurred on borrowed funds during the period of construction of capital 
assets are capitalized, net of any interest earned, as a component of the cost of acquiring those 
assets. 

9 



The General Hospital Corporation 
Notes to Financial Statements 
September 30,2005 and 2004 

(in thousands) 

Other Assets
 
Other assets consist of long-term receivables and deferred financing costs. Deferred financing
 
costs are amortized over the terms of the related obligations. The carrying value of other assets is
 
reviewed if the facts and circumstances suggest that it may be impaired.
 

Compensated Absences
 
In accordance with formal policies concerning vacation and other compensated absences, accruals
 
of approximately $38,875 and $35,485 were recorded as of September 30, 2005 and 2004,
 
respectively.
 

Unexpended Funds on Research Grants
 
Research grants received in advance of corresponding grant expenditures are accounted for as a
 
direct addition to investments limited as to use and unexpended funds on research grants.
 

Self-Insurance Reserves
 
The General is self-insured for employee healthcare, disability, workers' compensation and certain
 
other employee benefits. These costs are accounted for on an accrual basis to include estimates of
 
future payments for claims incurred.
 

Net Assets
 
Permanently restricted net assets include only the historical dollar amounts of gifts, which are
 
required by donors to be permanently retained. Temporarily restricted net assets include gifts, and
 
income and gains on permanently restricted net assets which can be expended but for which
 
restrictions have not yet been met. Such restrictions include purpose restrictions where donors
 
have specified the purpose for which the net assets are to be spent, or time restrictions imposed by
 
donors or implied by the nature of the gift (capital projects, pledges to be paid in the future, life
 
income funds) or by interpretations of law (gains available for appropriation but not appropriated in
 
the current period).
 

Realized gains and losses are classified as unrestricted net assets unless they are restricted by the
 
donor or law. Unless permanently restricted by the donor, realized and unrealized net gains on
 
permanently restricted gifts are classified as temporarily restricted until appropriated for spending
 
by the General in accordance with policies established by Partners and the Massachusetts
 
Management ofInstitutional Funds Act. Net losses on permanently restricted endowment funds
 
are classified as a reduction to unrestricted net assets until such time as the market value exceeds
 
book value. Unrestricted net assets include all the remaining net assets of the General. See
 
Note 12 for further information on the composition of restricted net assets.
 

Gifts and Grants
 
Unconditional promises to give cash and other assets to the General are reported at fair value at the
 
date the promise is received. Conditional promises to give are recognized when the conditions are
 
substantial1y met. The gifts are reported as either temporarily or permanently restricted support if
 
they are received with donor stipulations that limit the use of the donated assets. Donor-restricted
 
contributions whose restrictions are met within the same year as received are reported as
 
unrestricted gifts in the accompanying financial statements.
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The General Hospital Corporation 
Notes to Financial Statements 
September 30, 2005 and 2004 

(in thousands) 

Gifts of long-lived assets with explicit restrictions that specify use of assets and gifts of cash or 
other assets that must be used to acquire long-lived assets are reported as additions to temporarily 
restricted net assets if the assets are not placed in service during the year. 

Grants and contracts are recognized as unrestricted revenues as the related expenditures are 
incurred. The General recognizes indirect cost recoveries at predetermined rates for U.S. 
Government grants and contracts and negotiated rates for other grants and contracts. 

Statement of Operations 
All activities of the General deemed by management to be ongoing, major and central to the 
provision of healthcare services, training and research activities are reported as operating revenue 
and expenses. Other activities deemed to be nonoperating include unrestricted gifts (net of fund­
raising expenses), net change in unexpended academic and research gifts, change in net unrealized 
gains and losses on equity method investments, investment income (including realized gains and 
losses) and system development funding. System development funding represents payments made 
to PHS for corporate expenses and to support clinical and other initiatives provided by PHS for the 
benefit of the System. Academic and research gifts largely consist of donor contributions to the 
entity (and the related investment income including realized gains and losses) designated to support 
the clinical, teaching or research efforts of a physician or department as directed by the donor. 

The General recognizes changes in accounting estimates for net patient service revenue and third­
party settlements as new events occur, as more experience is acquired or as additional information 
is obtained. Changes in third-party settlement estimates are generally amortized into income over a 
period not to exceed five years. During 2005 and 2004, adjustments to prior year estimates 
resulted in an increase to income from operations of $23,692 and $21,968, respectively. 

The statements of operations include excess ofrevenues over expenses. Changes in unrestricted 
net assets which are excluded from excess of revenues over expenses include changes in unrealized 
gains and losses on marketable investments, transfers of assets to and from affiliates and 
contributions of long-lived assets (including assets acquired using contributions which by donor 
restriction were to be used for acquisition of such assets). In 2005, the General altered its practice 
of accruing for a certain nonvested employee benefit. This benefit will now be recognized on a 
pay-as-you-go basis. Accordingly, the liability previously recorded has been eliminated. This 
adjustment has been reported as an increase to unrestricted net assets. 

Net Patient Service Revenue 
The General maintains agreements with the Centers for Medicare and Medicaid Services (CMS) of 
the United States Department of Health and Human Services (DHHS) under the Medicare 
Program, The Commonwealth of Massachusetts under the Medical Assistance Program (Medicaid) 
and various managed care payers that govern payment to the General for services rendered to 
patients covered by these agreements. The agreements generally provide for per case or per diem 
rates or payments based on allowable costs, subject to certain limitations, for inpatient care and 
discounted charges or fee schedules for outpatient care. Certain "pay for performance" contracts 
also provide for payments that are contingent upon meeting agreed upon quality and efficiency 
measures. 
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The General Hospital Corporation 
Notes to Financial Statements 
September 30,2005 and 2004 

(in thousands) 

Net patient service revenue is reported at estimated net realizable amounts from patients, third­
party payers, and others for services rendered and includes estimated retroactive revenue 
adjustments due to future audits, reviews and investigations. Retroactive adjustments are 
considered in the recognition of revenue on an estimated basis in the period the related services are 
rendered, and such amounts are adjusted in future periods as adjustments become known or as 
years are no longer subject to such audits, reviews, and investigations. Contracts, laws and 
regulations governing the Medicare, Medicaid, and the uncompensated care pool programs 
(Note 1) and managed care payer arrangements are complex and subject to interpretation. As a 
result, there is at least a reasonable possibility that recorded estimates will change by a material 
amount in the near term. A portion of the accrual for settlements with third-party payers has been 
classified as long-tenn because such amounts, by their nature or by virtue of regulation or 
legislation, will not be paid within one year. 

Charity Care 
The General provides either full or partial charity care to patients who cannot afford to pay for their 
medical services based on income and family size. Charity care is generally available to qualifying 
patients for medically necessary services. The General reports certain bad debts related to 
emergency services as charity care. Charity care is reported at gross charges with an offsetting 
allowance, as there is no expectation of collection. Accordingly, there is no net patient service 
revenue related to charity care. 

Other Revenue 
Other revenue includes royalty income, cafeteria sales, rental income, parking income, and certain 
outpatient phannacy income. 

Reclassifications 
Certain amounts in the 2004 financial statements have been reclassified to confonn with the 2005 
presentation. The General no longer reports certain investment income as a component ofother 
revenue. All unrestricted investment income (including realized gains and losses), except for trust­
related income and certain endowment distributions, is reported as nonoperating revenue. 

3. Investments and Investments Limited as to Use 

Investments are either separately invested or included in pooled investment funds. The Partners 
HealthCare System Pooled Investment Accounts (Partnership) is structured as a single general 
partnership composed of four investment pools, with PHS and substantially all of its affiliates 
participating in the pools as partners. Each partner's interest in the Partnership is based on its 
underlying investments in one or more of the four separate pools. Amounts included in the 
investment pools are accounted for using the market value method whereby each partner is 
assigned a number of units based on the market value of the assets of a pool at the time of entry of 
the funds into the pool. Current market value is used to detennine the number of units allocated to 
additional amounts placed in a pool and to value withdrawals from a pool. Income from 
investments of the pools, including realized gains and losses, is allocated on a unitized basis to a 
partner based on the partner's share of units in a pool. 
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The General Hospital Corporation 
Notes to Schedule of Expenditures of Federal Awards 
September 30,2005 

University of Pennsylvania 
University of Pittsburgh 
University of Rochester 
University of Texas 
University of Utah 
University of Vermont 
University of Washington 
University of Texas M D Anderson Cancer Center 
University of Texas Southwestern Medical Center 
Vanderbilt University Medical Center 
Vietnamese American Civic Association, Inc. 
Vital Solutions, Inc. 
Vlaams Interuniversitar Inst Voor Biotec 
Washington University 
Weill Medical College 
Whitehead Institute for Biomedical Research, Inc. 
Wits Health Consortium 
Yale University 

$ 94,380 
1,335,169 

303,448 
774,464 

66,893 
34,160 

787,660 
26,273 

(626) 
36,627 
20,000 
4,818 

60,000 
797,053 
225,193 
387,744 

55,627 
338,821 

$ 38,666,263 
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Part II
 

Reports on Compliance and Internal Controls
 



This report is intended solely for the infonnation and use of the Hospital's Board of Trustees, 
management, federal awarding agencies and pass-through entities and is not intended to be and should 
not be used by anyone other than those specified parties. 

January 30, 2006 

..~ 
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PricewaterhouseCoopers LLP 
125 High Street 
Boston MA 02110 
Telephone (617) 530 5000 
Facsimile (617) 530 5001 

Report of Independent Auditors on Compliance with Requirements 
Applicable to Each Major Program and on Internal Control over Compliance 

in Accordance with OMB Circular A-133 

To the Board of Trustees of 
The General Hospital Corporation 

Compliance 
We have audited the compliance of the General Hospital Corporation (the "Hospital") with the types of 
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A­
133 Compliance Supplement that are applicable to each of its major federal programs for the year 
ended September 30, 2005. The Hospital's major federal programs are identified in the summary of 
auditor's results section of the accompanying schedule of findings and questioned costs. Compliance 
with the requirements oflaws, regulations, contracts and grants applicable to each of its major federal 
programs is the responsibility of the Hospital's management. Our responsibility is to express an 
opinion on the Hospital's compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America; the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, 
Audits ofStates, Local Governments, and Non-Profit Organizations. Those standards and OMB 
Circular A-B3 require that we plan and perform the audit to obtain reasonable assurance about 
whether noncompliance with the types of compliance requirements referred to above that could have a 
direct and material effect on a major federal program occurred. An audit includes examining, on a test 
basis, evidence about the Hospital's compliance with those requirements and performing such other 
procedures as we considered necessary in the circumstances. We believe that our audit provides a 
reasonable basis for our opinion. Our audit does not provide a legal determination of The Hospital's 
compliance with those requirements. 

In our opinion, the Hospital complied, in all material respects, with the requirements referred to above 
that are applicable to each of its major federal programs for the year ended September 30, 2005. 
However, the results of our auditing procedures disclosed instances of noncompliance with those 
requirements, which are required to be reported in accordance with OMB Circular A-B3 and which 
are described in the accompanying schedule of findings and questioned costs as items 05-1 and 05-2. 
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Internal Control over Compliance 
The management of the Hospital is responsible for establishing and maintaining effective internal 
control over compliance with the requirements oflaws, regulations, contracts and grants applicable to 
federal programs. ill planning and performing our audit, we considered the Hospital internal control 
over compliance with requirements that could have a direct and material effect on a major federal 
program in order to determine our auditing procedures for the purpose of expressing our opinion on 
compliance and to test and report on the internal control over compliance in accordance with OMB 
Circular A-133. 

Our consideration of the internal control over compliance would not necessarily disclose all matters in 
the internal control that might be material weaknesses. A material weakness is a reportable condition 
in which the design or operation of one or more of the internal control components does not reduce to a 
relatively low level the risk that noncompliance with applicable requirements of laws, regulations, 
contracts and grants caused by error or fraud that would be material in relation to a major federal 
program being audited may occur and not be detected within a timely period by employees in the 
normal course of performing their assigned functions. We noted no matters involving the internal 
control over compliance and its operation that we consider to be material weaknesses. 

This report is intended solely for the information and use of the Hospital's Board of Trustees, 
management, and federal awarding agencies and pass-through entities and is not intended to be and 
should not be used by anyone other than those specified parties. 

January 30, 2006 
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Part III
 

Findings
 



... 
The General Hospital Corporation
 
Schedule of Findings and Questioned Costs
 
Year Ended September 30,2005
 

I.	 Summary of Auditor's Results
 

Financial Statements
 

Type of auditor's report issued	 Unqualified 

:$ 
Internal control over financial reporting 

Material weakness(es) identified? __ yes l no 
Reportable condition(s) identified not considered 
to be material weaknesses?	 __ yes l none reported 

~	 Noncompliance material to financial statements noted? __ yes l no 

Federal Awards 

Internal control over major programs 
Material weakness(es) identified? __ yes l no 

.;J Reportable condition(s) identified not considered 
to be material weaknesses? __ yes l none reported 

Type of auditor's report issued on compliance for 
major programs Unqualified 

Any audit findings disclosed that are required to be 
reported in accordance with Circular A-133, 
Section .5 1O(a)? ..-X.- yes __ no 

Identification of major programs 

~ Research and Development and 
Research Training Various CFDA numbers 

Dollar threshold used to distinguish between Type A 
and Type B programs $3,000,000 

Auditee qualified as low-risk auditee?	 __ yes lno 

II.	 Financial Statement Findings 

None 

~ 
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The General Hospital Corporation 
Schedule of Findings and Questioned Costs 
Year Ended September 30,2005 

III. Findings and Questioned Costs for Federal Awards 

05-01 Reporting 

OMB Circular A-II 0 Section 51 requires that annual reports are due 90 calendar days after the 
grant year; and quarterly or semiannual reports are due 30 days after the reporting period. In 
addition, Section 52 requires that the Financial Status Report (FSR) for each project or program be 
submitted no less frequently than annually, and the awarding agency will determine the frequency 
of the report. 

Of the 213 NIH FSRs due in fiscal year 2005, we noted that 36 were submitted late on an average 
of 53 days. In the prior year, we noted that of the 193 NIH FSRs due in fiscal 2004, 58 were 
submitted late on an average of 74 days. 

Recommendation 
We recommend the Hospital continues its focus on improving timely completion and submission of 
FSRs to ensure that required reports are filed in accordance with grant terms and OMB Circular 
A-II0. 

Management's Views and Corrective Action Plan
 
Following these findings are management's views and corrective action plan.
 

05-02 EquipllJent 

OMB Circular A-II 0 Section 34 requires organizations to maintain accurate equipment inventory 
records. In addition, organizations are required to perform a physical inventory of federally funded 
equipment at least once every two years and reconcile the results to the equipment records. During 
the fiscal year, the Hospital performed the bi-annual equipment inventory. 

At the time of our fieldwork, the results of the Hospital's physical inventory had not yet been 
reconciled to the equipment records. However, the Hospital identified a total of 42 exceptions of 
the total 326 assets selected as part of the inventory process of which 19 exceptions relate to the 
184 federally funded assets selected. 

When testing a sample of 30 assets from the complete equipment listing and a sample of 30 assets 
from specific locations, we noted the following exceptions: 

Of the 30 items selected from the equipment listing: 

•	 I item could not be located (CFOA #93.853); 

•	 3 items were not tagged (CFOA #93.846, 12.420, 12.300); 

•	 2 items had an incorrect tag number compared to the tag numbers on the physical asset 
(CFOA #93.866); and 

•	 1 item had the same tag number as ~oted on the physical asset, but the physical asset had a 
different model number than noted in the equipment listing (CFOA #93.395). 
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The General Hospital Corporation 
Schedule of Findings and Questioned Costs 
Year Ended September 30,2005 

Ofthe 30 items selected from the physical location within the Hospital, 3 items were not found in 
the listing. 

We also selected 10 current year federal equipment purchases and noted agreement between the 
inventory reviewed and the information included on the inventory tag located on the asset. 

Recommendation 
We recommend the Hospital review and enhance as needed its current policies and procedures for 
maintaining complete and accurate equipment inventory records as required by OMB Circular A­
110. The results of the Hospital's fiscal 2005 inventory and the exceptions we noted in our testing 
should be reconciled to the Hospital's equipment inventory listing and general ledger. 

Management's Views and Corrective Action Plan
 
Following these findings are management's views and corrective action plan.
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The General Hospital Corporation 
Summary Schedule of Prior Audit Findings 

Finding 04-1 Reporting 

OMB Circular A-110 Section 52 requires submission ofa Financial Status Report ("FSR") to the 
sponsoring agency according to the terms set forth by the grant or contract agreement. The 
National Institutes of Health's Grant Policy Statement Part II (131), "Financial Reports," requires 
that a Financial Status Report must be submitted within 90 days of the end of the grant's award 
period or budget period, if annual submission is required. 

Of the 193 NIH FSRs due in fiscal year 2004, PwC noted that 58 were submitted late. In addition, 
of the 6 quarterly reports reviewed on grants from other federal awarding agencies (3 for Army and 
3 for Department of Justice), all were submitted late. 

PwC also noted that while the Hospital maintains a tracking mechanism for all federal financial 
status reports due and tracks submissions for NIH awards, there is no formal tracking of the 
timeliness of report submissions of non-NIH awards. 

Status 
See current year finding 05-01 and corrective action plan. The fiscal 2004 corrective action plan 
was implemented. The Hospital noted significant improvement during fiscal 2005. The Hospital 
will continue to work toward the goal of further decreasing the number of late submissions by 
focusing on improving systems and monitoring transactions. 

Finding 04-2 Service Centers 

The cost principles for hospitals, OASC-3, section III item B38 concerning service centers requires 
that service center costs charged to federal awards be based on a rate that is designed to recover 
only actual costs ofproviding the service to the federal awards, and the rates should be applied on a 
nondiscriminatory basis between federal awards and other users of the service center. PwC noted 
that in 2004, Partners developed a comprehensive policy concerning service centers which was in 
the process of being implemented. PwC tested three service centers. One of the three, the PET 
service center, was relatively small, with revenues from federal sources of approximately $419 
thousand in fiscal 2004. PwC noted no indication that the rates charged were discriminatory 
against federal awards, nor did PwC note any indication that the rates were designed to recover 
more than cost. However, PwC noted that the support for the rates charged at PET was several 
years old, and had not been updated in several years. 

Status 
The corrective action plan was implemented. There is no similar finding in the current year. The 
Hospital continues to implement the policy for service centers. In accordance with the Hospital's 
policy, the Director of Core Facility Operations and Business Planning in Partners Research 
Management conducted a financial review of the PET service center. The review included 
preparation of a detailed business plan and updated rate analysis. 
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Management's View and Corrective Action Plan 
'4 for the Fiscal Year Ended September 30, 2005 

05-1 Reporting
An integrated 

health care system As the auditors noted, the number of late reports decrease from fiscal year FY2004 
founded by (30.1%) to FY2005 (16.9%) and was maintained at 4.4% during the second half ofFY05. 

Additional staffing was approved in the FY05 and FY06 budgets for Partners Research 
Brigham and Management. The additional resources helped to alleviate some of the accumulated 

Women's Hospital stress on staffing and systems and contributed to improvement in the on time submission 
rate. The Hospital will continue to work toward the goal of further decreasing the 

and 
number of late submissions by focusing on improving systems and monitoring 

Massachusetts transactions. 

General Hospital _ 

05-02 Equipment 

The Hospital agrees with the auditors' recommendations. The Research Space 
Management Department will work on enhancing current policies and procedures related 
to equipment inventory as required by OMB Circular A-ItO. The updates to the policy 
and procedures will be completed by the end of the third quarter FY06. 

The bi annual physical inventory was conducted by Research Space Management using a 
statistical sampling approach. The inventory was completed in early October 2005. The 
process of reconciling the results to the equipment inventory system and the general 
ledger is ongoing and should be completed by the end of the second quarter FY06. 

. \ci-Jao/oS
Date 

Research Management 

c-­
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oh 
Fl cial Director 

Research Management 

Partners HealthCare System, Inc, 50 Staniford Street, Suite 10lH, Boston, MA 02114-2554
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