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Independent Auditors’ Report 

To the Board of Trustees 
The Queen’s Health Systems and Subsidiaries: 

We have audited the accompanying consolidated financial statements of The Queen’s Health Systems and its 
subsidiaries, which comprise the consolidated balance sheets as of June 30, 2018 and 2017, and the related 
consolidated statements of operations and changes in net assets, and cash flows for the years then ended, and 
the related notes to the consolidated financial statements. 

Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these consolidated financial statements 
in accordance with U.S. generally accepted accounting principles; this includes the design, implementation, and 
maintenance of internal control relevant to the preparation and fair presentation of consolidated financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditors’ Responsibility 
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of America. 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
consolidated financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
consolidated financial statements. The procedures selected depend on the auditors’ judgment, including the 
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud 
or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the consolidated financial statements in order to design audit procedures 
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made 
by management, as well as evaluating the overall presentation of the consolidated financial statements. 

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

Opinion 
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, 
the financial position of The Queen’s Health Systems and its subsidiaries as of June 30, 2018 and 2017, and 
the results of their operations and their cash flows for the years then ended in accordance with U.S. generally 
accepted accounting principles. 
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Other Matters 
Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements as a 
whole. The supplementary information as of and for the year ended June 30, 2018 included in Schedules 1 and 
2 is presented for purposes of additional analysis and is not a required part of the 2018 consolidated financial 
statements. Such information is the responsibility of management and was derived from and relates directly to 
the underlying accounting and other records used to prepare the consolidated financial statements. The 
information has been subjected to the auditing procedures applied in the audit of the 2018 consolidated 
financial statements and certain additional procedures, including comparing and reconciling such information 
directly to the underlying accounting and other records used to prepare the consolidated financial statements or 
to the consolidated financial statements themselves, and other additional procedures in accordance with 
auditing standards generally accepted in the United States of America. In our opinion, the information is fairly 
stated in all material respects in relation to the 2018 consolidated financial statements as a whole. 

Restriction on Use 
This report is intended solely for the information and use of the Board of Trustees and management of The 
Queen’s Health Systems; U.S. Bank National Association, as Master Trustee and Bond Trustee; the 
Department of Budget and Finance of the State of Hawaii, as Issuer; Bank of Hawaii, as Lender; and is not 
intended to be and should not be used by anyone other than these specified parties. 

 

Honolulu, Hawaii 
October 24, 2018
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(1) Organization and Summary of Significant Accounting Policies 
Organization and Mission 

The mission of The Queen’s Health Systems (QHS, or the Parent Company) is to fulfill the intent of Queen 
Emma and King Kamehameha IV to provide in perpetuity quality health care services to improve the 
well-being of Native Hawaiians and all of the people of Hawaii. QHS is a tax-exempt support organization 
as described in Sections 501(c)(3) and 509(a)(3) of the Internal Revenue Code. QHS is the sole member of 
The Queen’s Medical Center (QMC), Queen Emma Land Company (QEL), Molokai General Hospital 
(MGH) and North Hawaii Community Hospital (NHCH), and is also the parent of Queen’s Development 
Corporation (QDC) and Queen’s Insurance Exchange, Inc. (QIE). 

QMC’s Punchbowl facility opened its doors in 1859, and relocated shortly thereafter to its permanent 
location on Punchbowl Street in the city of Honolulu. Today, QMC Punchbowl operates a 535-bed acute 
care hospital and a 40-bed offsite acute care unit located on the 7th floor of Kuakini Health System’s Hale 
Pulama Mau building. QMC’s West O’ahu facility is an 80-bed community hospital with 24 hour emergency 
services. QEL oversees QHS’s investment portfolio, as well as manages its substantial land and real estate 
holdings, most of which exist under leases to produce rental income. MGH operates a 15-bed hospital on 
the island of Molokai. NHCH is an acute-care hospital with 35 licensed beds and 24 hour emergency 
services located in Kamuela on the island of Hawaii. QMC, MGH and NHCH provide services to patients, 
substantially all of whom are Hawaii residents, under unsecured credit terms. QDC owns and manages 
income-producing, health care-related real estate and is engaged in other health-related business 
activities. QIE is a Hawaii-domiciled, pure captive insurance company. 

QHS, QMC, MGH and NHCH are all members of The Queen’s Health Systems Obligated Group 
(the Obligated Group). Each member is jointly and severally liable for long-term debt issued by the 
Obligated Group. 

The Obligated Group, QDC and Diagnostic Laboratory Services, Inc. (DLS), a 90% owned QDC subsidiary, 
are all members of The Queen’s Health Systems Credit Group (the Credit Group). Effective for the fiscal 
year ended June 30, 2018, QEL also became a member of the Credit Group. 

Significant Accounting Policies 

(a) Principles of Consolidation 

These consolidated financial statements include the accounts of all entities for which the Parent 
Company is the sole member or controlling stockholder (collectively, QHS). Intercompany balances 
and transactions have been eliminated in the consolidated financial statements. 

(b) Use of Estimates 

The preparation of consolidated financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions based on available information 
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the consolidated financial statements and the reported amounts of revenues 
and expenses during the reporting period. Significant items subject to such estimates and assumptions 
include contractual and uncollectible allowances for receivables, valuation of investments, and reserves 
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for self-insurance and pension and postretirement obligations. Actual results could differ from those 
estimates. 

(c) Cash and Cash Equivalents 

Cash equivalents include money market funds and short-term, highly liquid investments with maturities 
of three months or less at date of purchase, and are stated at cost, which approximates fair value. 
Excluded are amounts whose use is limited or restricted by board designations or other arrangements 
under trust agreements. 

(d) Allowance for Uncollectible Accounts 

QHS provides for accounts receivable that could become uncollectible by establishing an allowance to 
reduce the carrying value of such receivables to their estimated net realizable value. QHS estimates 
the allowance based on the aging of the accounts receivable, historical collection experience by payor, 
and other relevant factors. 

(e) Inventories 

Inventories, consisting principally of medical drugs and supplies, are valued at the lower of cost 
(average cost method) or market. 

(f) Investments 

Investments, including assets limited or restricted as to use, include money market funds, debt and 
equity securities, mutual funds, common trust funds and interests in limited partnerships including 
private equities. Money market funds classified as investments represent funds held temporarily until 
suitable investment opportunities are identified. Investments in money market funds, debt and equity 
securities, and mutual funds with readily determinable market values are measured at fair value based 
on quoted market prices or observed transactions. Investments also include alternative investments, 
such as common trust funds, and interests in limited liability entities (hedge funds, equity funds, real 
estate investments, and private equities), accounted for under the equity method of accounting. 
Management determines the appropriate classification of all investments at the date of purchase and 
evaluates such designations at each balance sheet date. QHS classifies its investments in debt and 
equity securities that are managed in “separate accounts” by fund managers as trading securities. 
Investments classified as other-than-trading securities are recorded at fair value, with changes in value 
recorded as other changes in unrestricted net assets. Investments that are available for current 
operations are classified as current assets. Investments that cannot be sold within a year due to 
restrictions contained in the agreements are classified as noncurrent assets. 

Investment income, which is presented within the performance indicator, includes all dividends and 
interest, unrestricted realized gains and losses, other-than-temporary impairment (OTTI), unrealized 
gains and losses on trading securities, and equity in earnings and losses of alternative investments. 
Investment management fees are netted against investment income. 
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QHS assesses whether OTTI has occurred based upon a case-by-case evaluation of the underlying 
reasons for the decline in estimated fair value of its investments. All securities with a gross unrealized 
loss at each reporting period are subjected to a process for identifying OTTI. QHS considers a wide 
range of factors, as described below, about the security issuer and uses its best judgment in evaluating 
the cause of the decline in the estimated fair value of the security and in assessing the prospects for 
near-term recovery. Inherent in the evaluation of each security are assumptions and estimates about 
the operations of the issuer and its future earnings potential. 

Considerations used by QHS in the impairment evaluation process include, but are not limited to, the 
following: 

x Duration and extent that the estimated fair value has been below net carrying amount 

x Ability and intent to hold the investment for a period of time to allow for a recovery of value 

x Fundamental analysis of the liquidity and financial condition of the specific issuers 

x Industry factors or conditions related to a geographic area that are negatively affecting the security 

x Underlying valuation of assets specifically pledged to support the credit 

x Past due interest or principal payments or other violations of covenants 

x Deterioration of the overall financial condition of the specific issuer 

x Downgrades by a rating agency 

The cost basis of securities that are deemed to be other-than-temporarily impaired is written down to 
estimated fair value in the period the other-than-temporary impairment is recognized. There were no 
such impairment charges in the years ended June 30, 2018 and 2017. 

(g) Assets Whose Use is Limited or Restricted 

Assets whose use is limited or restricted include assets restricted by the donor and assets held by 
trustees for the repayment of bonds and purchase of capital assets. Amounts required to meet current 
obligations of QHS have been reflected as current assets in the consolidated balance sheets as of 
June 30, 2018 and 2017. 

(h) Land, Buildings, and Equipment 

Land, buildings and equipment are recorded on the basis of cost or fair market value at the date of 
acquisition or donation, respectively. Buildings and equipment, including amounts recorded under 
capital lease obligations, are depreciated by the straight-line method over their estimated useful lives 
ranging from 3 to 40 years. Leasehold improvements are amortized using the straight-line method over 
the lesser of their estimated useful lives or the remaining term of the related leases. Development and 
interest costs are capitalized during the construction period of major capital projects. 

(i) Goodwill 

Goodwill is not amortized. It is tested for impairment on an annual basis and when a triggering event 
occurs between annual impairment tests. 
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(j) Long-Lived Assets 

Long-lived assets held and used by QHS are reviewed for impairment whenever events or changes in 
circumstances indicate that the carrying amount of an asset may not be recoverable. When such 
events or changes occur, an estimate of the future cash flows expected to result from the use of the 
assets and their eventual disposition is made. If the sum of such expected future cash flows 
(undiscounted and without interest charges) is less than the carrying amount of the assets, an 
impairment loss is recognized in an amount by which the assets’ net book values exceed fair values. 
Estimated useful lives are periodically reviewed and changes are made when necessary. 

(k) Beneficial Interests in Trusts 

NHCH holds beneficial interests in certain trusts. QHS measures these interests using Level 3 inputs 
(see note 2 for further discussion of the fair value hierarchy). 

(l) Insurance Claims and Related Insurance Recoveries 

QHS estimates its insurance reserves without consideration of insurance recoveries, and therefore 
records estimated recoveries separately from its reserves. 

(m) Derivative Financial Instruments 

QHS periodically uses derivative financial instruments, such as interest rate hedging products, to 
mitigate risk. The use of derivative instruments is limited to reducing its risk exposure by utilizing 
interest rate swap agreements. The swaps are not designated as hedges for accounting purposes. 
Accordingly, QHS records the value of its swaps as other assets or liabilities in its consolidated balance 
sheets and records the change in the fair value of the swaps as nonoperating income or expense. 

(n) Income Taxes 

QDC and its majority-owned subsidiary, DLS, file consolidated income tax returns. QIE files separate 
income tax returns. Deferred tax assets and liabilities are recorded for differences between the financial 
statement and income tax bases for assets and liabilities. Deferred tax assets are reduced by a 
valuation allowance if it is more likely than not that some portion or all of the net deferred tax assets will 
not be realized. A valuation allowance has been recorded to reduce certain future net deferred tax 
assets to the amounts that will more likely than not be realized. 

All other consolidated affiliates, besides QDC, DLS and QIE, are not-for-profit organizations that are 
exempt from federal and state income taxes pursuant to Section 501(a) of the Internal Revenue Code 
and related Hawaii Revised Statutes. QHS, QEL, QMC, NHCH and MGH are subject to federal and 
state income taxes solely on their unrelated business taxable income. Unrelated business taxable 
income is not material to the consolidated financial statements. QHS evaluates its uncertain tax 
positions and has no material unrecognized tax positions as of June 30, 2018. QHS does not believe it 
is subject to audit by taxing jurisdictions for periods prior to fiscal year ended June 30, 2014. 
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(o) Contributions and Temporarily and Permanently Restricted Net Assets 

Unconditional promises made by donors of cash and other assets are reported at fair value at the date 
the promise is received. Restricted net assets consist of donations and other funds where restrictions 
have been imposed by donors as to the use of the funds. Temporarily restricted net assets consist of 
those net assets whose use by QHS has been limited by donors to a specific purpose or time period. 
When a stipulated time restriction ends or purpose restriction is accomplished, temporarily restricted 
net assets are reclassified to unrestricted net assets and reported in the consolidated statements of 
operations and changes in net assets as net assets released from restrictions. Permanently restricted 
net assets consist of the principal of net assets whose use by QHS has been restricted in perpetuity by 
the donors. Earnings on permanently restricted net assets are considered unrestricted, unless 
otherwise restricted by the donor. 

(p) Net Patient Service Revenue 

Net patient service revenue is recognized, and patient accounts receivable is recorded as services are 
provided, and are reported at the estimated net realizable amounts from patients, third-party payors 
and others for services rendered, including estimated retroactive adjustments under reimbursement 
agreements with third-party payors. 

Significant concentrations of patient accounts receivable at June 30, 2018 and 2017 included the 
following: 

2018 2017

Medicare 34 % 37 %
Medicaid 18 15
Hawaii Medical Service Association 12 14

 

Accounts receivable are reduced by allowances for contractually obligated deductions and for doubtful 
accounts. Allowances are calculated based on recent negotiated reimbursement amounts, actual 
payments received and historical trends for every payor-source category. Management reviews and 
updates these calculations monthly. The difference between the standard rates and the amounts 
actually collected on patient accounts is charged off against these contractual allowances and 
allowances for doubtful accounts. 

The QHS allowance for doubtful accounts was $52,484 and $46,930 as of June 30, 2018 and 2017, 
respectively. The provision for bad debts included in net patient service revenues was $61,323 and 
$50,397 for the years ended June 30, 2018 and 2017, respectively. 

(q) Government Reimbursement Programs 

QHS renders services to patients under contractual agreements with the Medicare and Medicaid 
programs. The percentage of patient service revenue attributable to the Medicare and Medicaid 
programs approximated 43% and 22%, and 42% and 21%, respectively, in 2018 and 2017. Medicare 
acute inpatient services are reimbursed based on clinical, diagnostic and other factors. Medicaid 
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inpatient services are reimbursed at a per diem rate for routine services and a per discharge rate for 
ancillary services. Outpatient services related to Medicare and Medicaid beneficiaries are paid based 
upon a prospective payment system, fee schedules, percentage of charges or a cost reimbursement 
method. Prospectively determined reimbursements are paid to QHS based on claims submitted; 
however, certain items, such as medical education costs, capital costs, bad debts and disproportionate 
share hospital (DSH) payment adjustments are reimbursed based upon estimated interim rates with 
final settlement determined after annual cost reports submitted by QHS are audited by the fiscal 
intermediary. 

Estimation differences between final settlements and amounts accrued in previous years due to audit 
adjustments recorded by the fiscal intermediary are reported as current year increases to revenues and 
excess of revenues over expenses and amounted to $1,152 and $169 for the years ended June 30, 
2018 and 2017, respectively. In the year ended June 30, 2017, QHS released $8,400 of Medicare 
Disproportionate Share Hospital (DSH) – Supplemental Security Income (SSI) liabilities due to the 
expiration of post-final settlement reopening windows for several cost report years. 

QHS participates in the State of Hawaii Hospital Sustainability Program. Under this program, private 
hospitals have historically received supplemental payments directly from the State of Hawaii 
Department of Health. Effective calendar year 2017, supplemental payments are received directly from 
the Quest Integration plans. These payments are funded by sustainability fees paid by participating 
hospitals and matching federal funds. Sustainability payments recognized by QHS were $64,467 and 
$40,151, and are reported in net patient service revenues for the years ended June 30, 2018 and 2017, 
respectively. Sustainability fees paid by QHS were $31,645 and $18,569, and are reported in 
sustainability fees and taxes – other than income taxes for the years ended June 30, 2018 and 2017, 
respectively. Amounts under this program are subject to annual determination by the State of Hawaii. A 
similar program has been established for calendar years 2018 and 2019. 

Laws and regulations governing the Medicare and Medicaid programs are complex and subject to 
interpretation. As a result, there is a reasonable probability that recorded estimates will change by a 
material amount in the near term. QHS believes that it is in compliance with applicable laws and 
regulations and actively resolves issues as identified. Compliance with such laws and regulations can 
be subject to future government review and interpretation, and noncompliance could result in significant 
regulatory action, including fines, penalties and exclusion from the Medicare and Medicaid programs. 

(r) Charity Care and Community Benefits 

As part of its mission, QHS provides health care services to improve the well-being of the community. 
QHS provides care to patients who meet certain criteria under its financial assistance policy without 
charge or at amounts less than its established rates. Because collection of amounts determined to 
qualify as charity care are not pursued, they are not reported as net patient service revenues. 

The estimated cost of these charity care services is determined using a ratio of cost to gross charges 
and applying that ratio to the gross charges forgone associated with providing care to charity patients 
for the period. Gross charges associated with providing care to charity patients includes only the 
related charges for those patients who are financially unable to pay, that qualify under the QHS charity 
care policy and that do not otherwise qualify for reimbursement from a governmental program. The 
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estimated costs and expenses incurred to provide charity care were $2,489 and $2,664 for the years 
ended June 30, 2018 and 2017, respectively. 

Community Benefits programs include health screenings, health care training, community education 
through various seminars and classes, medical research, clinic and community services as well as 
providing for costs in excess of third-party reimbursement. QHS participates in several residency 
programs and provides a clinical setting in nursing, pharmacy and cardiac fellowship training. 
Community education classes of health-related topics include women’s health, diabetes, child safety, 
dealing with cancer, cardiology, support groups, glaucoma, weight loss, wellness and pregnancy. QHS 
operates the Queen Emma Clinic, Dental Clinic and Behavioral Health programs at a loss for the 
benefit of the community. The Queen’s Transplant Center was established to provide access to life 
saving organ transplantation to the community of Hawaii. The efforts to improve health care in the 
community are also demonstrated through Native Hawaiian Health program clinical outcomes, health 
care training, research, access and outreach. QHS continually assesses and develops programs and 
services focused on the Native Hawaiian community through collaborations with the community. 

(s) Rental Revenues 

QHS recognizes revenues when delivery has occurred, persuasive evidence of an agreement exists, 
the fee is fixed or determinable and collectibility is reasonably assured. QHS, as lessor, has entered 
into certain lease agreements that provide for scheduled rent increases. For such leases, rental income 
is recognized on a straight-line basis over the terms of the respective leases. The difference between 
the straight-line amount and the rent received each period is recorded as straight-line rents receivable. 
Also included in rental revenues are certain percentage rents determined in accordance with the terms 
of the leases. Rental revenues that are contingent upon the lessee meeting certain pre-determined 
thresholds are recognized only after the contingency has been resolved (e.g., sales thresholds have 
been achieved). 

(t) Expenses by Functional Classification 

Expenses incurred during the years ended June 30, 2018 and 2017 were for the following programs 
and support services: 

2018 2017

Patient services $ 893,695  895,310  
Administrative and general 281,873  266,422  
Other healthcare-related activities 115,563  105,913  
Real property investment and management 26,944  28,746  

Total $ 1,318,075  1,296,391  

 

(u) Performance Indicator 

The QHS performance indicator is the excess of revenues over expenses. The indicator excludes net 
unrealized gains (losses) on other-than-trading securities, net assets released from restrictions used for 
capital expenditures, and pension-related changes other than net periodic pension cost. 



THE QUEEN’S HEALTH SYSTEMS AND SUBSIDIARIES 
Notes to Consolidated Financial Statements 

June 30, 2018 and 2017 

(Dollars in thousands) 

 14 (Continued) 

(v) Recent Accounting Pronouncements 

In November 2015, the Financial Accounting Standards Board (FASB) issued Accounting Standards 
Update (ASU) No. 2015-17, Income Taxes (Topic 740). To simplify the presentation of deferred income 
taxes, the standard requires entities to classify all deferred income tax liabilities and assets as 
noncurrent in the consolidated balance sheet. Historically, deferred tax liabilities and assets have been 
classified as current or noncurrent based on the classification of the related asset or liability for financial 
reporting. The standard is effective for the QHS’s fiscal year ended June 30, 2018 and has been 
applied retrospectively to all periods presented. 

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers. This 
guidance will enhance the comparability of revenue recognition practices and will be applied to all 
contracts with customers. Expanded disclosures related to the nature, amount, timing, and uncertainty 
of revenue that is recognized are requirements under the amended guidance. This guidance will be 
effective for the QHS’s fiscal year ending June 30, 2019 and may be applied retrospectively. 
Management does not expect this new standard to significantly change the timing of revenue 
recognition, but new disclosures will be required. 

In January 2016, the FASB issued ASU No. 2016-01, Financial Instruments – Overall 
(Subtopic 825-10). The guidance requires entities to measure equity investments that are not 
accounted for under the equity method or do not result in consolidation to be recorded at fair value and 
recognize any changes in fair value to excess of revenue over expenses. This guidance will be 
effective for the QHS’s fiscal year ending June 30, 2020. The guidance requires the use of the 
cumulative effect transition method, except for equity securities without readily determinable fair values, 
for which the standard requires the application of the prospective transition method. QHS is currently 
evaluating the impact of adopting this guidance on the consolidated financial statements. 

In February 2016, the FASB issued ASU No. 2016-02, Leases. ASU No. 2016-02 amends the 
FASB Accounting Standards Codification and created Topic 842, Leases. Under Topic 842, lessees 
are required to recognize assets and liabilities on the balance sheet for most leases and provides for 
enhanced disclosures. Leases will continue to be classified as either finance or operating. This 
guidance will be effective for the QHS’s fiscal year ending June 30, 2020. QHS is currently evaluating 
the impact of the adoption of this standard on the consolidated financial statements. 

In August 2016, the FASB issued ASU No. 2016-14, Presentation of Financial Statements of 
Not-for-Profit Entities. This guidance reduces the number of net asset classes presented on the 
balance sheet from three to two; requires presentation of expenses by their functional and natural 
classification in one location in the financial statements; and requires quantitative and qualitative 
information about management of liquid resources and availability of financial assets to meet cash 
needs within one year of the balance sheet date. This guidance will be effective for the QHS’s fiscal 
year ending June 30, 2019. QHS is currently evaluating the impact of adopting this guidance on the 
consolidated financial statements. 



THE QUEEN’S HEALTH SYSTEMS AND SUBSIDIARIES 
Notes to Consolidated Financial Statements 

June 30, 2018 and 2017 

(Dollars in thousands) 

 15 (Continued) 

(2) Investments and Assets Whose Use is Limited or Restricted and Fair Value Measurements 
Investments including assets whose use is limited or restricted at June 30, 2018 and 2017 were as follows: 

2018 2017

Investments at fair value:
Mutual funds $ 285,252  301,667  
Debt securities 164,534  167,713  
Money market funds 100,496  89,830  
Equity securities 92,342  75,449  

Total investments at fair value 642,624  634,659  

Investments using equity method:
Common trust funds 561,430  506,921  
Private equities and other limited partnerships 165,681  153,185  

Total investments using equity method 727,111  660,106  

Total investments and assets whose use is limited
or restricted $ 1,369,735  1,294,765  

 

Common trust funds, private equities and other limited partnerships consist of hedge fund, real asset, and 
private equity pools which include but are not limited to both direct and commodity linked equities, public 
real estate, infrastructure investments, innovation, early state, venture growth, restructurings/distressed 
equity and buyouts. Ownership percentages range from less than 1% to 22%. 

At June 30, 2018, QHS was committed to invest approximately $59,153 of additional capital in various 
private equity investments. 

The classification of investments in the consolidated balance sheets as of June 30, 2018 and 2017 was as 
follows: 

2018 2017

Total investments $ 1,369,735  1,294,765  
Less assets whose use is limited or restricted (69,426) (77,693) 

Total unrestricted investments 1,300,309  1,217,072  

Less current portion (1,212,017) (1,145,999) 

Noncurrent portion $ 88,292  71,073  
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Assets whose use is limited or restricted at June 30, 2018 and 2017 consisted of the following: 

2018 2017

Money market funds $ 49,272  57,404  
Investments 20,154  20,289  

Total assets whose use is limited or restricted 69,426  77,693  

Less current portion (16,063) (14,116) 

Noncurrent portion $ 53,363  63,577  

 

QHS maximizes the use of observable inputs and minimizes the use of unobservable inputs when 
measuring fair value. The hierarchy places the highest priority on unadjusted quoted market prices in active 
markets for identical assets or liabilities (Level 1 measurements) and assigns the lowest priority to 
unobservable inputs (Level 3 measurements). The three levels of inputs within the hierarchy are defined as 
follows: 

Level 1 – Quoted (unadjusted) prices for identical assets or liabilities in active markets 

Level 2 – Other observable inputs, either directly or indirectly, including: 

x Quoted prices for similar assets or liabilities in active markets 

x Quoted prices for identical or similar assets in nonactive markets (few transactions, limited 
information, noncurrent prices, high variability over time, etc.) 

x Inputs other-than-quoted prices that are observable for the asset (interest rates, yield curves, 
volatilities, default rates, etc.) 

x Inputs that are derived principally from or corroborated by other observable market data 

Level 3 – Unobservable inputs that cannot be corroborated by observable market data 

Fair values of other-than-trading and trading securities are based on quoted market prices, where 
available. The custodian obtains one price for each security primarily from a third-party pricing service 
(pricing service), which generally uses Level 1 or Level 2 inputs for the determination of fair value. The 
pricing service normally derives the security prices from recently reported trades for identical or similar 
securities, making adjustments through the reporting date based upon available observable market 
information. In the absence of a vendor, system trade/cost, or broker price for debt instruments, the pricing 
staff will price the security using the investment manager’s price or last known price. As QHS is responsible 
for the determination of fair value, it performs periodic analyses on the prices received from the pricing 
service to determine whether the prices are reasonable estimates of fair value. As a result of the reviews, 
QHS has not historically adjusted the prices obtained from the pricing service. 

In the instances in which the inputs used to measure the fair value fall into different levels of the fair value 
hierarchy, the fair value measurement has been determined based on the lowest-level input that is 
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significant to the fair value measurement in its entirety. The assessment of the significance of a particular 
item to the fair value measurement in its entirety requires judgment, including the consideration of inputs 
specific to the asset. 

QHS targets an investment mix in cash and cash equivalents, fixed income securities, equity securities, 
real assets, and private equities. The QHS investment strategy is to generate a return that is sufficient to 
meet its current and expected future financial requirements, with an acceptable level of risk. QHS has 
engaged a number of investment managers to implement various investment strategies to achieve the 
desired asset class mix, liquidity, and risk diversification objectives. 

There were no reclassifications between Level 1 and Level 2 investments in 2018 and 2017. 

The following tables present information about the fair value of the QHS financial instruments as of 
June 30, 2018 and 2017, according to the valuation techniques QHS used to determine their fair values: 

Fair value measurements at June 30, 2018
Level 1 Level 2 Level 3 Total

Assets:
Cash and cash equivalents – money

market funds $ 25,446  —  —  25,446  

Investments and assets whose use
is limited or restricted:

Trading securities:
Money market funds 51,146  —  —  51,146  
Debt securities 26,673  137,861  —  164,534  
Equity securities – Domestic

mid-cap 92,342  —  —  92,342  
Mutual funds – fixed income 106,531  —  —  106,531  

Total trading securities 276,692  137,861  —  414,553  

Other-than-trading securities:
Money market funds 49,350  —  —  49,350  
Mutual funds:

Mid-cap equities 82,799  —  —  82,799  
Real assets 71,084  —  —  71,084  
International equities 24,838  —  —  24,838  

Total other-than-trading
   securities 228,071  —  —  228,071  

Total investments and
   assets whose use is
   limited or restricted $ 504,763  137,861  —  642,624  

Liabilities:
Other long-term liabilities – interest

rate swap liabilities $ —  10,947  —  10,947  
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Fair value measurements at June 30, 2017
Level 1 Level 2 Level 3 Total

Assets:
Cash and cash equivalents – money

market funds $ 17,869  —  —  17,869  

Investments and assets whose use
is limited or restricted:

Trading securities:
Money market funds 32,352  —  —  32,352  
Debt securities 37,806  129,907  —  167,713  
Equity securities – Domestic

mid-cap 75,449  —  —  75,449  
Mutual funds – fixed income 114,331  —  —  114,331  

Total trading securities 259,938  129,907  —  389,845  

Other-than-trading securities:
Money market funds 57,478  —  —  57,478  
Mutual funds:

Mid-cap equities 72,451  —  —  72,451  
Real assets 70,074  —  —  70,074  
International equities 44,811  —  —  44,811  

Total other-than-trading
   securities 244,814  —  —  244,814  

Total investments and
   assets whose use is
   limited or restricted $ 504,752  129,907  —  634,659  

Liabilities:
Other long-term liabilities – interest

rate swap liabilities $ —  17,141  —  17,141  

 

The following methods and assumptions were used to estimate the fair value of each class of financial 
instrument: 

Money Market Funds – Fair value estimates for money market funds are based on observed transactions. 

Debt Securities – This category includes investments in U.S. government, corporate, and other bond 
securities, U.S. dollar and non-U.S. dollar-denominated securities, and money market instruments. The 
estimated fair values of U.S. government obligations, corporate, and other debt securities are based on 
quoted market prices and/or other market data for the same or comparable instruments and transactions in 
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establishing prices. Due to the nature of pricing fixed income securities, management has classified the 
debt securities as Levels 1 and 2. 

Equity Securities – This category includes investments in both domestic equity securities of large-cap and 
mid-cap companies as well as domestic and foreign equities in developed and developing countries. Fair 
value estimates for publicly traded securities are based on quoted market prices. 

Mutual Funds – This category includes investments in domestic, international equities and bonds, and 
commodities. The estimated fair value of mutual funds is based on quoted market prices. 

Interest Rate Swap Liabilities – The fair values of interest rate swaps are estimated using the terms of the 
swaps and publicly available market yield curves. Because the swaps are unique and are not actively 
traded, the fair values are classified as Level 2 estimates. 

Investments and assets whose use is limited or restricted classified as other-than-trading securities at 
June 30, 2018 and 2017 consisted of the following: 

Gross Gross
unrealized unrealized

Cost gains losses Fair value

2018:
Money market funds $ 49,350  —  —  49,350  
Mutual funds 155,509  26,243  (3,031) 178,721  

Total investments $ 204,859  26,243  (3,031) 228,071  

2017:
Money market funds $ 57,478  —  —  57,478  
Mutual funds 166,912  23,091  (2,667) 187,336  

Total investments $ 224,390  23,091  (2,667) 244,814  
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The total return on the investment portfolios for the years ended June 30, 2018 and 2017 was comprised of 
the following: 

2018 2017

Total investment income, net:
Interest and dividend income $ 15,005  10,674  
Realized gain – net of expenses 8,225  14,034  
Unrealized gain on trading securities 12,171  1,665  
Equity in earnings of limited liability entities 65,763  101,284  

Total unrestricted investment income, net $ 101,164  127,657  

Other changes in unrestricted net assets – net unrealized gain
on unrestricted investments $ 2,751  16,705  

Other changes in temporarily restricted net assets:
Investment gain 290  813  
Net unrealized gain on investments 892  754  

Total temporarily restricted investment gain, net $ 1,182  1,567  

 

For the years ended June 30, 2018 and 2017, gross proceeds from sales of other-than-trading investments 
were $25,000 and $14,000, resulting in gross realized gains of $3,694 and $4,104, respectively. QHS uses 
the average cost method to determine the cost basis for securities sold. 

(3) Land, Buildings, and Equipment 
Land, buildings, and equipment at June 30, 2018 and 2017 consisted of the following: 

2018 2017

Land and land improvements $ 106,298  105,897  
Buildings and leasehold improvements 549,890  540,288  
Equipment and furnishings 792,607  725,146  
Equipment under capital leases 8,515  2,365  
Construction in progress 47,584  76,881  

Total 1,504,894  1,450,577  

Less accumulated depreciation and amortization (861,586) (794,023) 

Land, buildings, and equipment, net $ 643,308  656,554  

 

Depreciation and amortization expense was $72,880 and $62,772 for the years ended June 30, 2018 and 
2017, respectively. 
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(4) Debt 
Debt at June 30, 2018 and 2017 consisted of the following: 

2018 2017

Special Purpose Revenue Bonds 2015 Series A, serial and term,
fixed interest rates ranging from 3.00% to 5.00%, with final
maturity in July 2040, including unamortized bond premium
at June 30, 2018 and 2017 of $21,259 and $23,586,
respectively $ 219,119  225,831  

Special Purpose Revenue Bonds 2015 Series B, windows rate
mode, variable interest rate (average interest rate of 1.58% in
2018 and 1.12% in 2017), final maturity in July 2039 52,320  54,815  

Special Purpose Revenue Bonds 2015 Series C, windows rate
mode, variable interest rate (average interest rate of 1.58% in
2018 and 1.12% in 2017), final maturity in July 2039 52,320  54,815  

Special Purpose Revenue Bonds 2015 Series D, fixed interest
rate of 4.464%, with final maturity in July 2045 80,110  80,110  

Loan agreement with bank, variable interest rate (average interest
rate of 2.39% in 2018 and 1.44% in 2017), with final maturity in
January 2025 75,000  75,000  

Capital lease and other obligations 4,533  11  
Deferred financing fees (4,815) (4,923) 

Total 478,587  485,659  

Less current portion (10,562) (9,386) 
Less long-term debt subject to short-term remarketing

arrangements and associated deferred financing fees (98,487) (103,380) 

Total noncurrent portion $ 369,538  372,893  

 

The Series 2015A Bonds are tax-exempt serial and term bonds with fixed interest rates. Interest is paid 
semi-annually. The Series 2015A serial bonds mature annually through 2030, with principal payments 
ranging from $4,385 to $10,020. The serial bonds maturing on or after July 1, 2026 are subject to optional 
redemption on or after July 1, 2025 at a redemption price equal to 100% of the principal amount being 
redeemed plus accrued interest to the redemption date. The Series 2015A term bonds mature on July 1, 
2035 and 2040, with principal payments of $60,105 and $45,705, respectively. The bonds maturing on 
July 1, 2035, have five annual mandatory sinking fund installments ranging from $10,645 to $13,465, 
commencing July 1, 2031. The bonds maturing on July 1, 2040, have five annual mandatory sinking fund 
installments ranging from $5,000 to $15,290, commencing July 1, 2036. 



THE QUEEN’S HEALTH SYSTEMS AND SUBSIDIARIES 
Notes to Consolidated Financial Statements 

June 30, 2018 and 2017 

(Dollars in thousands) 

 22 (Continued) 

The Series 2015B and 2015C Bonds are tax-exempt variable interest rate, initially windows rate mode 
bonds. Windows rate interest is paid monthly and calculated based on the windows rate spread plus each 
weekly Securities Industry & Financial Markets Association (SIFMA) index. The bonds are redeemed by 
application of sinking fund installments ranging from $4,410 to $4,990 through July 2039. The Obligated 
Group has several options of variable interest rate conversions and the option to redeem the bonds prior to 
their stated maturity date of July 1, 2039. 

While in the windows rate mode, the holders of the Series 2015B and 2015C Bonds have the option to 
tender the bonds for redemption. Once tendered, the remarketing agent has 30 days to identify a purchaser 
for the bonds. In the event of a failed remarketing, the Obligated Group has the following options during the 
funding window (day 31 through day 210): call the bonds and issue refunding bonds, convert the bonds to 
another interest rate mode, remarket the bonds with a revised windows rate spread, or use available funds 
to redeem the bonds. 

The Series 2015D Bonds are taxable bonds with a fixed interest rate. Interest is paid semi-annually and 
principal is due on July 1, 2045. The bonds are subject to earlier redemption at the option of the Obligated 
Group, at a make-whole redemption price, determined by an independent accounting firm or financial 
advisor, plus accrued interest to the redemption date. 

The bank loan bears a variable interest rate, either a base or LIBOR rate option, for up to five tranches. 
Interest is payable monthly or every 90 days, depending on the option. Principal is due on January 29, 
2025 and may be prepaid with prior written notice. 

The Obligated Group maintains interest rate swap agreements whereby the Obligated Group pays fixed 
interest rates to counterparties. The interest rate differential paid or received is recognized during the term 
of the agreements. The interest rate swap agreements expire in the years 2024 through 2029, or earlier if 
the Obligated Group exercises early termination provisions. At June 30, 2018, the notional swap amounts 
were $73,465, $41,900, and $28,250. The notional amounts decrease annually based on the originally 
scheduled principal payments of the respective refunded bond series. 

During the years ended June 30, 2018 and 2017, the change in the fair value of the liabilities associated 
with the swap agreements discussed above resulted in gains of $6,194 and $9,568, respectively, which 
were recognized in nonoperating income. The fair value of liabilities associated with the swaps as of 
June 30, 2018 and 2017 was $10,947 and $17,141, respectively, and was included in other long-term 
liabilities. 

The Series 2015A, 2015B, 2015C, and 2015D Bonds, bank loan and interest rate swap agreements are 
secured under a Master Trust Indenture (MTI). The gross revenues of the Obligated Group are pledged as 
security for the obligations. The MTI limits the ability of the Obligated Group to incur additional 
indebtedness, make certain other commitments or dispose of certain assets. A minimum debt service 
coverage ratio must be maintained. 

QHS incurred total interest costs of $18,034 and $17,866 during 2018 and 2017, respectively, of which 
$559 and $773 was capitalized in construction in progress in 2018 and 2017, respectively. 
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At June 30, 2018, contractually stated debt maturities are as follows: 

Capital
Revenue leases and

bonds and other
bank loan obligations Total

Year ending June 30:
2019 $ 9,600  962  10,562  
2020 9,885  991  10,876  
2021 10,180  1,020  11,200  
2022 10,560  1,050  11,610  
2023 10,935  510  11,445  
Thereafter 406,450  —  406,450  

Long-term debt payments 457,610  4,533  462,143  

Plus net unamortized premium 21,259  —  21,259  
Less deferred financing fees (4,815) —  (4,815) 

Total $ 474,054  4,533  478,587  

 

Series 2015B and 2015C variable rate demand obligations, while subject to long-term amortization periods, 
may be put at the option of the bondholders in the event of a failed bond remarketing. To the extent that 
bondholders may, under terms of the debt, put their bonds back to QHS and the repayment terms could be 
due within one year, the principal amount of such bonds has been classified as a current liability in the 
consolidated balance sheets. QHS has taken steps to provide various sources of liquidity in the event the 
bonds fail to remarket, including identifying alternate sources of financing and maintaining internally 
designated assets as a source of self-liquidity. 

The estimated fair value of the fixed interest rate bonds with an aggregate carrying value of $299,229 was 
$296,287 at June 30, 2018. The estimated fair value of the fixed interest rate bonds with an aggregate 
carrying value of $305,941 was $306,050 at June 30, 2017. The carrying values of the variable interest rate 
bonds, bank loans and capital leases approximated their fair values at June 30, 2018 and 2017. The fair 
value of these debt instruments is deemed a Level 2 measurement. 

At June 30, 2018, QHS has a $1,000 standby letter of credit related to QHS’s self-insured workers’ 
compensation program. 

QHS has entered into an agreement with a lender for an unsecured revolving line of credit facility in the 
maximum principal amount of $25,000 expiring July 1, 2023, to be made available to QHS for general 
corporate purposes. The revolving line of credit facility bears a variable interest rate, either a prime or 
LIBOR rate option. Interest is payable quarterly in arrears if a prime rate is selected or at the end of each 
LIBOR period not to exceed a three-month period if a LIBOR rate is selected. There were no outstanding 
borrowings under the credit facility at June 30, 2018. 
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(5) Self-Insurance Programs 
(a) General and Professional Liability Reserve 

QHS maintains a funded self-insurance program for its general and professional liability exposure. This 
self-insured program is funded through QIE. Premiums are determined based on the QHS loss 
experience, as well as insurance industry data. 

QHS recorded a reserve for losses and loss adjustment expenses for the estimated reported and 
unreported losses incurred through June 30, 2018 and 2017. The reserve for unpaid losses and loss 
adjustment expenses was determined by QHS using estimates from independent consulting actuaries, 
based on industry and hospital-specific data. The general and professional liability reserve was 
$20,073 and $16,617 at June 30, 2018 and 2017, respectively, and was recorded in other long-term 
liabilities at June 30, 2018 and 2017. 

QHS has excess general and professional insurance coverage through reinsurance agreements with 
unrelated insurers for amounts exceeding $2,000 per occurrence. The reinsurance agreements do not 
relieve QHS from its obligations should the third-party reinsurers not be able to meet the obligations 
assumed under the reinsurance agreements. 

(b) Workers’ Compensation Reserve 

QHS is self-insured for workers’ compensation losses up to $400 per occurrence. Losses above this 
amount are insured with an independent excess carrier. QHS had workers’ compensation reserves of 
$7,272 and $6,601 at June 30, 2018 and 2017, respectively, and was included in other current liabilities 
at June 30, 2018 and 2017. 

(c) Medical Reserve 

QHS has a self-funded medical benefits plan covering substantially all of its employees. The medical 
reserve was $8,970 and $7,418 at June 30, 2018 and 2017, respectively, and was included in other 
current liabilities at June 30, 2018 and 2017. 

(6) Restricted Net Assets 
Temporarily restricted net assets at June 30, 2018 and 2017 were available for the following purposes: 

2018 2017

Education and research $ 2,397  4,252  
Indigent care and other 9,974  10,002  
Facility replacement and expansion 9,789  7,949  

Total $ 22,160  22,203  
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Permanently restricted net assets at June 30, 2018 and 2017 were restricted to investment in perpetuity, 
the income from which is expendable to support the following purposes: 

2018 2017

Indigent care $ 3,787  3,787  
Education and research 1,334  1,334  
Restricted for NHCH hospital operations 109,175  108,517  
Other 830  830  

Total $ 115,126  114,468  

 

The net assets restricted for NHCH hospital operations relate to a beneficial interest in a trust. QHS 
expects to receive periodic distributions from the trust to support NHCH’s operations. According to the 
terms of the trust agreement, annual distributions shall not exceed 5% of the principal balance allocable to 
each beneficiary. 

In accordance with the Uniform Prudent Management Institutional Funds Act (UPMIFA), QHS considers 
only permanently restricted net assets as donor-restricted endowment funds. In accordance with UPMIFA 
and when applicable, QHS considers the following factors in making a determination to appropriate or 
accumulate donor-restricted endowment funds: a) the duration and preservation of the fund, b) the 
purposes of QHS and the endowment fund, c) general economic conditions, d) the possible effect of 
inflation and deflation, e) the expected total return from income and the appreciation of investments, 
f) other resources of QHS, and g) the investment policies of QHS. Amounts relating to investment income, 
net appreciation/depreciation and amounts appropriated for expenditure were not material during 2018 and 
2017. 

From time to time, the fair value of assets associated with individual donor-restricted endowment funds 
may fall below the level that the donor requires QHS to retain as a fund of perpetual duration. Deficiencies 
of this nature are reported as adjustments in unrestricted net assets. 

(7) Employee Benefit Plans 
Eligible employees of QHS are covered by The Queen’s Health Systems Pension Plan (the Plan), which is 
a noncontributory defined benefit pension plan. Pension benefits are provided to participants under several 
types of retirement options based upon years of continuous service, age, and compensation. Retirement 
benefits are paid to pensioners or beneficiaries in various forms of joint and survivor annuities, including a 
lump-sum payment option. The funding policy is to contribute amounts as deemed necessary on an 
actuarial basis to provide assets sufficient to meet the benefits to be paid to Plan members. 

QHS has three unfunded postretirement welfare plans, covering substantially all of its employees, that 
provide medical benefits (until age 65), drug and vision benefits, and life insurance benefits. The 
postretirement medical and drug and vision plans are contributory and also contain other cost-sharing 
features, such as deductibles and coinsurance. 
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The changes in benefit obligations, changes in plan assets, and funded status of the pension and 
postretirement plans with the amounts recognized in the consolidated balance sheets as of June 30, 2018 
and 2017 were as follows: 

Other
Pension benefits postretirement benefits

2018 2017 2018 2017

Change in benefit obligations:
Benefit obligations –

beginning of year $ 466,854  468,287  44,151  43,271  
Service cost 21,013  19,081  1,798  1,720  
Interest cost 16,130  14,972  1,569  1,421  
Actuarial gain (16,444) (21,055) (2,093) (1,349) 
Benefits paid (19,950) (14,431) (1,068) (912) 

Benefit obligation – end of
year 467,603  466,854  44,357  44,151  

Change in plan assets:
Fair value of plan assets –

beginning of year 289,951  262,439  —  —  
Actual return on plan assets 20,632  23,713  —  —  
Employer contributions 57,721  18,230  1,068  912  
Benefits paid (19,950) (14,431) (1,068) (912) 

Fair value of plan assets –
end of year 348,354  289,951  —  —  

Funded status $ (119,249) (176,903) (44,357) (44,151) 

Amounts recognized in the
consolidated balance sheets
consisted of:

Other current liabilities $ —  —  (1,313) (1,211) 
Pension and other

postretirement benefits (119,249) (176,903) (43,044) (42,940) 

Net amounts
recognized $ (119,249) (176,903) (44,357) (44,151) 

 



THE QUEEN’S HEALTH SYSTEMS AND SUBSIDIARIES 
Notes to Consolidated Financial Statements 

June 30, 2018 and 2017 

(Dollars in thousands) 

 27 (Continued) 

Amounts recognized in unrestricted net assets at June 30, 2018 and 2017 were as follows: 

Other
Pension benefits postretirement benefits

2018 2017 2018 2017

Prior service (credit) cost $ (7,008) (7,951) 71  162  
Net loss 113,907  137,518  4,758  7,049  

Total $ 106,899  129,567  4,829  7,211  

 

Amounts recognized in unrestricted net assets at June 30, 2018 that are expected to be recognized as 
components of benefit cost in the year ending June 30, 2019 are as follows: 

Other
Pension benefits postretirement benefits

2018 2017 2018 2017

Other changes in plan assets
and benefit obligations
recognized in other changes
in unrestricted net assets:

Net actuarial gain $ (14,342) (26,256) (2,093) (1,349) 
Prior service cost 943  943  (91) (141) 
Recognized loss (9,269) (12,602) (198) (332) 

Total recognized in
other changes in
unrestricted net
assets $ (22,668) (37,915) (2,382) (1,822) 
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Components of net periodic pension cost and amounts recognized in other changes in unrestricted net 
assets, but not yet included in net periodic benefit costs were as follows: 

Other
Pension benefits postretirement benefits

2018 2017 2018 2017

Net periodic pension costs:
Service cost $ 21,013  19,081  1,798  1,720  
Interest cost 16,130  14,972  1,569  1,421  
Expected return on plan assets (22,734) (18,513) —  —  
Amortization of prior service cost (943) (943) 91  141  
Recognized net actuarial loss 9,269  12,602  198  332  

Net periodic pension
costs $ 22,735  27,199  3,656  3,614  

 

Weighted average assumptions used to determine benefit obligations and net periodic benefit cost at 
June 30, 2018 and 2017 were as follows: 

Other
Pension benefits postretirement benefits

2018 2017 2018 2017

Benefit obligation:
Discount rate 4.18 % 4.07 % 4.18 % 4.07 %
Rate of compensation

increase 3.25 3.25 — —
Net periodic benefit cost:

Discount rate 4.07 4.02 4.07 4.01
Discount rate - service cost 4.23 4.24 4.23 4.22
Discount rate - interest cost 3.53 3.26 3.60 3.33
Expected return on plan

assets 7.00 7.00 — —
Rate of compensation

increase 3.25 3.25 — —

 

The accumulated benefit obligation for the Plan was $416,070 and $421,354 at June 30, 2018 and 2017, 
respectively. 

The long-term rate of return of the Plan is management’s estimate of the return on the plan assets over a 
long-time horizon. Based upon the current policy allocations and historical returns, the expected long-term 
rate of return for fiscal year 2018 was 7.0%. The expected long-term rate of return for fiscal year 2019 will 
be 6.5%. 
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The annual rate of increase in the per capita cost of medical benefits (i.e., health care cost trend rate) was 
assumed to be 6.75% in 2018, declining by 0.25% to 0.50% per year through 2025, and then remaining at 
4.5% thereafter. A one-percentage point increase or decrease in this rate would increase or decrease the 
Plan’s accumulated postretirement benefit obligation by $232 and $197, respectively, as of June 30, 2018, 
and the Plan’s service cost and interest cost component of net periodic postretirement benefit cost for the 
year ended June 30, 2018, by $34 and $32, respectively. QHS anticipates making contributions of $65,200 
to the pension plan and $1,340 to the postretirement benefit plan during fiscal year 2019. The future 
estimated benefit payments for each plan are as follows: 

Other
Pension postretirement
benefits benefits

Year ending June 30:
2019 $ 21,650  1,340  
2020 21,806  1,542  
2021 23,013  1,735  
2022 23,893  1,919  
2023 24,839  2,101  
2024–2028 140,021  12,890  

 

The primary objective of the Plan investments is to prudently fund the liabilities for benefits under the Plan. 
The Plan’s investment strategy is to structure an investment program that most efficiently matches 
investment risks and return characteristics with the Plan’s objectives. Volatility and uncertainty of 
investment results are managed through asset allocation and diversification. The Plan’s investment policy 
permits investments in cash and cash equivalents, fixed income securities, equity securities, real return 
assets, tactical assets, hedge funds, and private equities. The Plan’s asset allocation at June 30, 2018 and 
2017, and the target allocations were as follows: 

2018 2017
Target range actual actual

Cash and cash equivalents —% 2.2 % 3.4 %
Fixed income securities (a) 26–36 28.7 29.0
Domestic equities (b) 3–22 24.9 25.1
Real return investments (c) 3–12 8.5 8.8
Hedge fund investments (d) 6–14 8.9 9.3
Private equity investments (e) 3–11 5.4 4.1
International equities (f) 16–24 21.4 20.3

Total 100.0 % 100.0 %
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(a) This category includes investments in U.S. government and corporate bond securities, mortgage and 
other asset-backed securities, U.S. dollar and non-U.S. dollar-denominated securities, and money 
market instruments. 

(b) This category includes investments primarily in domestic equity securities of large-cap and mid-cap 
companies. 

(c) This category includes investments in real estate, inflation protected bonds, global equities, and 
commodities. 

(d) This category includes investments in direct hedge funds or hedge funds of funds that employ various 
strategies, consisting of, but not limited to, long/short equity, opportunistic/macro, distressed securities, 
merger arbitrage/event driven, short selling, credit investing, real estate, restructuring, and value 
strategies. 

(e) This category includes, but is not limited to, equity securities and equity-related investments, purchase 
or provision of subordinated debt securities/loans, and mezzanine investments. 

(f) This category includes investments in non-U.S. companies. 

The following tables present information about the fair value of the QHS pension plan assets as of June 30, 
2018 and 2017, according to the valuation techniques QHS used to determine their fair values: 

Fair value measurements at June 30, 2018
Asset category Level 1 Level 2 Level 3 Total

Cash and cash equivalents,
primarily money market
funds $ 7,725  —  —  7,725  

Mutual funds:
Fixed income —  —  —  —  
Domestic equities 11,914  —  —  11,914  
Real assets 12,468  —  —  12,468  

Domestic debt securities 15,980  41,984  —  57,964  
Domestic equity securities 13,285  —  —  13,285  

Total $ 61,372  41,984  —  103,356  

Equity method investments of $244,998 are excluded from the table above.
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Fair value measurements at June 30, 2017
Asset category Level 1 Level 2 Level 3 Total

Cash and cash equivalents,
primarily money market
funds $ 6,445  —  —  6,445  

Mutual funds:
Fixed income 1,810  —  —  1,810  
Domestic equities 10,371  —  —  10,371  
Real assets 11,960  —  —  11,960  

Domestic debt securities 25,318  27,623  —  52,941  
Domestic equity securities 10,275  —  —  10,275  

Total $ 66,179  27,623  —  93,802  

Equity method investments of $196,149 are excluded from the table above.

 

There were no reclassifications between Level 1 and Level 2 investments in 2018 and 2017. 

See note 2 for the definition of the three levels within the fair value hierarchy and the methods and 
assumptions used to estimate the fair value of cash and cash equivalents, money market funds, mutual 
funds, equity securities, and debt securities. Real return, hedge funds, and private equity investments are 
valued at estimated fair values using certain factors, including their proportionate share of the respective 
entities’ fair value as recorded in the respective entities’ financial statements. 

Certain executives participate in a nonqualified, unfunded pension plan. At June 30, 2018 and 2017, the 
benefit liability related to this plan was $542 and $924, respectively. Benefit expense related to this plan 
was $183 and $162 for the years ended June 30, 2018 and 2017, respectively. 

Certain key executives are covered by a nonqualified, unfunded supplemental executive retirement plan. At 
June 30, 2018 and 2017, the benefit liability related to this plan was $3,435 and $3,747, respectively. 
Benefit expense related to this plan was $189 and $179 for the years ended June 30, 2018 and 2017, 
respectively. 

QHS has defined contribution retirement plans (the Retirement Plans) that cover substantially all 
employees and provide participants the ability to make pretax deduction contributions for deposit into 
retirement savings accounts. The participants’ contributions are matched at a percentage of their total 
contributions and up to annual dollar limits per participant as defined by the Retirement Plans. The QHS 
expense relating to the Retirement Plans was approximately $17,822 and $16,370 for the years ended 
June 30, 2018 and 2017, respectively. 
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(8) Income Taxes 
QIE, QDC, and DLS are subject to federal and state income taxes. At June 30, 2018, these companies had 
operating loss carryforwards for income tax purposes of approximately $14,453 that expire through 2027. 
At June 30, 2018, QHS had net operating loss carryforwards of $3,507 related to its unrelated business 
income. The net operating loss carryforwards expire through 2037. 

In December 2017, the U.S. government enacted comprehensive tax legislation, the Tax Cuts and Jobs Act 
(the Act), which significantly revises the ongoing U.S. corporate income tax law by lowering the U.S. federal 
corporate income tax rate from 35% to 21%, implementing a territorial tax system and setting limitations on 
deductibility of certain costs (e.g., interest expense and executive compensation), among other things. QIE, 
QDC and DLS accounted for the effects of the Act in fiscal year 2018. 

The components of income tax expense for the years ended June 30, 2018 and 2017 were as follows: 

2018 2017

Current income tax expense $ 1,749  3,660  
Deferred income tax expense (benefit) 2,635  (209) 

Total $ 4,384  3,451  

 

For the years ended June 30, 2018 and 2017, the effective tax rate differed from the statutory rate primarily 
due to tax credits, the impact from the change in the federal income tax rate and a valuation allowance 
established for net operating losses and foreign tax credits of QDC. 

At June 30, 2018 and 2017, deferred income tax assets and liabilities resulted principally from operating 
loss carryforwards and from temporary differences for fixed assets, intangible assets, allowance for 
uncollectible accounts, pension costs, and accrued vacation. Deferred income tax assets and liabilities as 
of June 30, 2018 and 2017 were as follows: 

2018 2017

Deferred income tax assets $ 12,498  19,848  
Deferred income tax liabilities (1,014) (1,827) 

11,484  18,021  

Less valuation allowance (4,651) (6,739) 

Net deferred income tax assets $ 6,833  11,282  
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In assessing the deferred tax assets, management considers whether it is more likely than not that some 
portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax assets is 
dependent upon the generation of future taxable income during the periods in which those temporary 
differences become deductible. Management considers the scheduled reversal of deferred tax liabilities, 
projected future taxable income, and tax-planning strategies in making this assessment. Based upon the 
level of historical taxable income and projections for future taxable income over the periods in which the 
deferred tax assets are deductible, management believes it is more likely than not that the benefits of these 
deductible differences will be realized, net of the existing valuation allowances at June 30, 2018. The 
amount of the deferred tax asset considered realizable, however, could be reduced in the near term if 
estimates of future taxable income during the carryforward period are reduced. 

(9) Operating Leases 
(a) As Lessor 

Rental revenues are received from operating leases. The lease terms range from monthly tenancy to 
72 remaining years and provide for periodic rent escalation and renegotiation, reimbursement of certain 
operating costs, and contingent rents based on the lessee’s sales or production. Contingent rental 
revenues of $15,779 and $14,569 were recognized in 2018 and 2017, respectively. 

Office space in buildings owned by QHS is leased to physicians and other tenants under operating 
leases. QHS also maintains operating leases for land and leasehold interests. At June 30, 2018 and 
2017, the basis for land, leasehold interests, and buildings under operating leases was approximately 
$219,042 and $217,255, respectively, and the related accumulated depreciation was approximately 
$97,916 and $90,882, respectively. 

Future minimum rental income under noncancelable operating leases at June 30, 2018 is as follows: 

Year ending June 30:
2019 $ 48,031  
2020 45,814  
2021 45,947  
2022 44,834  
2023 45,075  
Thereafter 1,109,786  

$ 1,339,487  

 



THE QUEEN’S HEALTH SYSTEMS AND SUBSIDIARIES 
Notes to Consolidated Financial Statements 

June 30, 2018 and 2017 

(Dollars in thousands) 

 34 

(b) As Lessee 

QHS leases office space, land, and equipment under operating leases expiring through 2042. Future 
minimum lease payments under noncancelable operating leases at June 30, 2018 are as follows: 

Year ending June 30:
2019 $ 6,019  
2020 5,600  
2021 4,589  
2022 3,176  
2023 2,585  
Thereafter 10,827  

$ 32,796  

 

QHS also pays additional amounts for common area maintenance charges, real property taxes, and 
certain building operating costs. Rent expense during 2018 and 2017 under these leases was 
approximately $12,939 and $12,013, respectively. 

(10) Commitments and Contingencies 
At June 30, 2018, there were several legal and compliance actions pending against QHS that arose in the 
normal course of business. The ultimate resolution of such actions cannot presently be determined. In the 
opinion of management, based upon current facts and circumstances, the resolution of these matters is not 
expected to have a material adverse effect on the consolidated financial statements. There were also 
certain actions alleging malpractice. These actions are covered under the QHS self-insurance program for 
general and professional liability exposure (note 5). 

At June 30, 2018, QHS had commitments for facilities construction and equipment purchases for 
approximately $55,109. 

QMC has various collective bargaining agreements with the Hawaii Nurses Association (HNA) and an 
agreement with the Teamsters Union. The HNA agreements cover approximately 1,800 employees and 
expire at various times from October 2018 through June 2021. The Teamsters Union agreement covers 
approximately 700 employees and expires in June 2019. 

MGH and NHCH have collective bargaining agreements with United Public Workers, International 
Longshore and Warehouse Union and HNA, respectively. These agreements cover a total of approximately 
100 employees and expire in July 2021, August 2019 and March 2019, respectively. 

(11) Subsequent Events 
QHS has evaluated subsequent events from the balance sheet date through October 24, 2018, the date at 
which the consolidated financial statements were issued, and determined that there are no items to 
disclose. 
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/DQG��EXLOGLQJV��DQG�HTXLSPHQW�±�QHW ������� �
*RRGZLOO ����� �
'HIHUUHG�LQFRPH�WD[�DVVHW ����� �
6WUDLJKW�OLQH�UHQWV�UHFHLYDEOH ������ �
%HQHILFLDO�LQWHUHVWV�LQ�WUXVWV ������� �
2WKHU�DVVHWV ������ �

7RWDO � ��������� �

�� �&RQWLQXHG�
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&RPELQHG�%DODQFH�6KHHW�,QIRUPDWLRQ
IRU�WKH�0HPEHUV�RI�7KH�4XHHQ¶V�+HDOWK�6\VWHPV�&UHGLW�*URXS

-XQH���������

�,Q�WKRXVDQGV�

/LDELOLWLHV�DQG�1HW�$VVHWV

&XUUHQW�OLDELOLWLHV�
$FFRXQWV�SD\DEOH�DQG�RWKHU�DFFUXHG�OLDELOLWLHV � ������ �
$FFUXHG�VDODULHV�DQG�EHQHILWV ������ �
2WKHU�FXUUHQW�OLDELOLWLHV ������ �
'XH�WR�JRYHUQPHQW�UHLPEXUVHPHQW�SURJUDPV�±�FXUUHQW ����� �
6KRUW�WHUP�DQG�ORQJ�WHUP�GHEW�±�FXUUHQW ������ �
/RQJ�WHUP�GHEW�VXEMHFW�WR�VKRUW�WHUP�UHPDUNHWLQJ�DUUDQJHPHQWV ������ �
'XH�WR�DIILOLDWHV���FXUUHQW ������ �

7RWDO�FXUUHQW�OLDELOLWLHV ������� �

/RQJ�WHUP�GHEW�±�OHVV�FXUUHQW�SRUWLRQ ������� �
3HQVLRQ�DQG�SRVWUHWLUHPHQW�OLDELOLWLHV ������� �
'XH�WR�JRYHUQPHQW�UHLPEXUVHPHQW�SURJUDPV�±�OHVV�FXUUHQW�SRUWLRQ ������ �
'XH�WR�DIILOLDWHV���OHVV�FXUUHQW�SRUWLRQ ������ �
2WKHU�ORQJ�WHUP�OLDELOLWLHV ������ �

7RWDO�OLDELOLWLHV ������� �

1HW�DVVHWV�
8QUHVWULFWHG ��������� �
7HPSRUDULO\�UHVWULFWHG ������ �
3HUPDQHQWO\�UHVWULFWHG ������� �

7RWDO�QHW�DVVHWV ��������� �

7RWDO � ��������� �

7KLV�EDODQFH�VKHHW�LQIRUPDWLRQ�RI�WKH�0HPEHUV�RI�7KH�4XHHQ¶V�+HDOWK�6\VWHPV�&UHGLW�*URXS��&UHGLW
*URXS��LQFOXGH�WKH�DFFRXQWV�RI�7KH�4XHHQ¶V�+HDOWK�6\VWHPV��3DUHQW���7KH�4XHHQ¶V�0HGLFDO�&HQWHU�
4XHHQ¶V�'HYHORSPHQW�&RUSRUDWLRQ��'LDJQRVWLF�/DERUDWRU\�6HUYLFHV��,QF���0RORNDL�*HQHUDO�+RVSLWDO�DQG
1RUWK�+DZDLL�&RPPXQLW\�+RVSLWDO��HDFK�RI�ZKLFK�DUH�PHPEHUV�RI�WKH�&UHGLW�*URXS��DV�GHILQHG�LQ�WKH
0DVWHU�7UXVW�,QGHQWXUH�H[HFXWHG�LQ�������(IIHFWLYH�ILVFDO�\HDU�������4XHHQ�(PPD�/DQG�&RPSDQ\�LV�DOVR
D�'HVLJQDWHG�$IILOLDWH�XQGHU�WKH�0DVWHU�7UXVW�,QGHQWXUH�DQG�LV�LQFOXGHG�LQ�WKH�&UHGLW�*URXS��3XUVXDQW�WR
WKH�0DVWHU�7UXVW�,QGHQWXUH�DQG�UHODWHG�DJUHHPHQWV��WKH�FRPELQHG�&UHGLW�*URXS�ILQDQFLDO�VWDWHPHQW
LQIRUPDWLRQ�LV�SUHVHQWHG�DV�RI�DQG�IRU�WKH�\HDU�HQGHG�-XQH�����������&HUWDLQ�RUJDQL]DWLRQV�FRQWUROOHG�E\
WKH�3DUHQW�DUH�QRW�PHPEHUV�RI�WKH�&UHGLW�*URXS��7KLV�FRPELQHG�EDODQFH�VKHHW�LQIRUPDWLRQ�GRHV�QRW
LQFOXGH�WKH�DFFRXQWV�RI�WKHVH�QRQREOLJDWHG��FRQWUROOHG�DIILOLDWHV�DQG��DFFRUGLQJO\��LV�QRW�SUHVHQWHG�LQ
DFFRUGDQFH�ZLWK�8�6��JHQHUDOO\�DFFHSWHG�DFFRXQWLQJ�SULQFLSOHV��7KLV�FRPELQHG�EDODQFH�VKHHW
LQIRUPDWLRQ�LV�LQFOXGHG�IRU�DGGLWLRQDO�DQDO\VLV�DQG�LV�QRW�D�UHTXLUHG�SDUW�RI�WKH�EDVLF������FRQVROLGDWHG
ILQDQFLDO�VWDWHPHQWV��,W�VKRXOG�EH�UHDG�LQ�FRQMXQFWLRQ�ZLWK�WKH������FRQVROLGDWHG�ILQDQFLDO�VWDWHPHQWV�RI
7KH�4XHHQ¶V�+HDOWK�6\VWHPV�DQG�VXEVLGLDULHV�
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&RPELQHG�6WDWHPHQW�RI�2SHUDWLRQV�DQG�&KDQJHV�LQ�1HW�$VVHWV�,QIRUPDWLRQ
IRU�WKH�0HPEHUV�RI�7KH�4XHHQ¶V�+HDOWK�6\VWHPV�&UHGLW�*URXS

<HDU�HQGHG�-XQH���������

�,Q�WKRXVDQGV�

8QUHVWULFWHG�RSHUDWLQJ�UHYHQXHV�
1HW�SDWLHQW�VHUYLFH�UHYHQXHV � ��������� �
5HQWDO�UHYHQXHV ������ �
2WKHU ������ �

7RWDO�XQUHVWULFWHG�RSHUDWLQJ�UHYHQXHV ��������� �

1HW�DVVHWV�UHOHDVHG�IURP�UHVWULFWLRQV ����� �

7RWDO�XQUHVWULFWHG�RSHUDWLQJ�UHYHQXHV�DQG�RWKHU�VXSSRUW ��������� �

8QUHVWULFWHG�RSHUDWLQJ�H[SHQVHV�
6DODULHV��ZDJHV��DQG�HPSOR\HH�EHQHILWV ������� �
6XSSOLHV ������� �
3XUFKDVHG�VHUYLFHV ������� �
'HSUHFLDWLRQ�DQG�DPRUWL]DWLRQ ������ �
3URIHVVLRQDO�IHHV ������ �
6XVWDLQDELOLW\�IHHV�DQG�WD[HV�±�RWKHU�WKDQ�LQFRPH�WD[HV ������ �
5HQW�DQG�XWLOLWLHV ������ �
,QWHUHVW ������ �
2WKHU ������ �

7RWDO�XQUHVWULFWHG�RSHUDWLQJ�H[SHQVHV ��������� �

2SHUDWLQJ�LQFRPH ������ �

1RQRSHUDWLQJ�LQFRPH��H[SHQVH��
,QYHVWPHQW�LQFRPH��QHW ������� �
,QFRPH�WD[�H[SHQVH ��������
*DLQ�RQ�LQWHUHVW�UDWH�VZDS ����� �
2WKHU�H[SHQVH ��������

7RWDO�QRQRSHUDWLQJ�LQFRPH��QHW ������ �

([FHVV�RI�UHYHQXHV�RYHU�H[SHQVHV��FDUULHG�IRUZDUG ������� �

�� �&RQWLQXHG�
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&RPELQHG�6WDWHPHQW�RI�2SHUDWLRQV�DQG�&KDQJHV�LQ�1HW�$VVHWV�,QIRUPDWLRQ
IRU�WKH�0HPEHUV�RI�7KH�4XHHQ¶V�+HDOWK�6\VWHPV�&UHGLW�*URXS

<HDU�HQGHG�-XQH���������

�,Q�WKRXVDQGV�

([FHVV�RI�UHYHQXHV�RYHU�H[SHQVHV��EURXJKW�IRUZDUG � ������� �

2WKHU�FKDQJHV�
1HW�DVVHWV�UHOHDVHG�IURP�UHVWULFWLRQV�IRU�FDSLWDO�H[SHQGLWXUHV ����� �
1HW�XQUHDOL]HG�JDLQ�RQ�LQYHVWPHQWV ����� �
3HQVLRQ�UHODWHG�FKDQJHV�RWKHU�WKDQ�QHW�SHULRGLF�SHQVLRQ�FRVW ������ �
7UDQVIHUV�IURP�DIILOLDWHV�DQG�RWKHU�FKDQJHV��QHW ����� �

7RWDO�RWKHU�FKDQJHV ������ �

,QFUHDVH�LQ�XQUHVWULFWHG�QHW�DVVHWV ������� �

7HPSRUDULO\�UHVWULFWHG�QHW�DVVHWV�
*LIWV�DQG�JUDQWV ����� �
,QYHVWPHQW�JDLQV��QHW ����� �
1HW�DVVHWV�UHOHDVHG�IURP�UHVWULFWLRQV�XVHG�IRU�FDSLWDO�H[SHQGLWXUHV ��������
1HW�DVVHWV�UHOHDVHG�IURP�UHVWULFWLRQV�XVHG�IRU�RSHUDWLQJ�H[SHQVHV ��������
7UDQVIHUV�WR�DIILOLDWHV��QHW ��������
2WKHU�FKDQJHV��QHW �� �

'HFUHDVH�LQ�WHPSRUDULO\�UHVWULFWHG�QHW�DVVHWV ��������

3HUPDQHQWO\�UHVWULFWHG�QHW�DVVHWV�
&DVK�GLVWULEXWLRQV�IURP�SHUSHWXDO�WUXVWV ��������
2WKHU�FKDQJHV��QHW ����� �

,QFUHDVH�LQ�SHUPDQHQWO\�UHVWULFWHG�QHW�DVVHWV ��� �

,QFUHDVH�LQ�QHW�DVVHWV ������� �

1HW�DVVHWV�±�EHJLQQLQJ�RI�\HDU ������� �

,QFOXVLRQ�RI�QHW�DVVHWV�RI�4XHHQ�(PPD�/DQG�&RPSDQ\±�EHJLQQLQJ�RI�\HDU ������� �

1HW�DVVHWV�±�HQG�RI�\HDU � ��������� �

7KLV�FRPELQHG�VWDWHPHQW�RI�RSHUDWLRQV�DQG�FKDQJHV�LQ�QHW�DVVHWV�LQIRUPDWLRQ�RI�WKH�0HPEHUV�RI�7KH�4XHHQ¶V�+HDOWK
6\VWHPV�&UHGLW�*URXS��&UHGLW�*URXS��LQFOXGH�WKH�DFFRXQWV�RI�7KH�4XHHQ¶V�+HDOWK�6\VWHPV��3DUHQW���7KH�4XHHQ¶V
0HGLFDO�&HQWHU��4XHHQ¶V�'HYHORSPHQW�&RUSRUDWLRQ��'LDJQRVWLF�/DERUDWRU\�6HUYLFHV��,QF���0RORNDL�*HQHUDO�+RVSLWDO�
DQG�1RUWK�+DZDLL�&RPPXQLW\�+RVSLWDO��HDFK�RI�ZKLFK�DUH�PHPEHUV�RI�WKH�&UHGLW�*URXS��DV�GHILQHG�LQ�WKH�0DVWHU�7UXVW
,QGHQWXUH�H[HFXWHG�LQ�������(IIHFWLYH�ILVFDO�\HDU�������4XHHQ�(PPD�/DQG�&RPSDQ\�LV�DOVR�D�'HVLJQDWHG�$IILOLDWH
XQGHU�WKH�0DVWHU�7UXVW�,QGHQWXUH�DQG�LV�LQFOXGHG�LQ�WKH�&UHGLW�*URXS��3XUVXDQW�WR�WKH�0DVWHU�7UXVW�,QGHQWXUH�DQG
UHODWHG�DJUHHPHQWV��WKH�FRPELQHG�&UHGLW�*URXS�ILQDQFLDO�VWDWHPHQW�LQIRUPDWLRQ�LV�SUHVHQWHG�DV�RI�DQG�IRU�WKH�\HDU
HQGHG�-XQH�����������&HUWDLQ�RUJDQL]DWLRQV�FRQWUROOHG�E\�WKH�3DUHQW�DUH�QRW�PHPEHUV�RI�WKH�&UHGLW�*URXS��7KLV
FRPELQHG�VWDWHPHQW�RI�RSHUDWLRQV�DQG�FKDQJHV�LQ�QHW�DVVHWV�LQIRUPDWLRQ�GRHV�QRW�LQFOXGH�WKH�DFFRXQWV�RI�WKHVH
QRQREOLJDWHG��FRQWUROOHG�DIILOLDWHV�DQG��DFFRUGLQJO\��LV�QRW�SUHVHQWHG�LQ�DFFRUGDQFH�ZLWK�8�6��JHQHUDOO\�DFFHSWHG
DFFRXQWLQJ�SULQFLSOHV��7KLV�FRPELQHG�VWDWHPHQW�RI�RSHUDWLRQV�DQG�FKDQJHV�LQ�QHW�DVVHWV�LQIRUPDWLRQ�LV�LQFOXGHG�IRU
DGGLWLRQDO�DQDO\VLV�DQG�LV�QRW�D�UHTXLUHG�SDUW�RI�WKH�EDVLF������FRQVROLGDWHG�ILQDQFLDO�VWDWHPHQWV��,W�VKRXOG�EH�UHDG�LQ
FRQMXQFWLRQ�ZLWK�WKH������FRQVROLGDWHG�ILQDQFLDO�VWDWHPHQWV�RI�7KH�4XHHQ¶V�+HDOWK�6\VWHPV�DQG�VXEVLGLDULHV�
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