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KPMG LLP

Suite 1400

55 Second Street

San Francisco, CA 94105

Independent Auditors’ Report

The Boards of Directors
Kaiser Foundation Health Plan, Inc. and Subsidiaries
and Kaiser Foundation Hospitals and Subsidiaries:

Opinion

We have audited the combined financial statements of Kaiser Foundation Health Plan, Inc. and Subsidiaries
and Kaiser Foundation Hospitals and Subsidiaries (Health Plans and Hospitals), which comprise the combined
balance sheets as of December 31, 2022 and 2021, and the related combined statements of operations and

changes in net worth, and cash flows for the years then ended, and the related notes to the combined financial
statements.

In our opinion, the accompanying combined financial statements present fairly, in all material respects, the
financial position of the Health Plans and Hospitals as of December 31, 2022 and 2021, and the results of their
operations and their cash flows for the years then ended in accordance with U.S. generally accepted
accounting principles.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America (GAAS). Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Combined Financial Statements section of our report. We are required to be
independent of the Health Plans and Hospitals and to meet our other ethical responsibilities, in accordance with
the relevant ethical requirements relating to our audits. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Combined Financial Statements

Management is responsible for the preparation and fair presentation of the combined financial statements in
accordance with U.S. generally accepted accounting principles, and for the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of combined financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the combined financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the Health Plans’ and
Hospitals’ ability to continue as a going concern for one year after the date that the combined financial
statements are available to be issued.

Auditors’ Responsibilities for the Audit of the Combined Financial Statements

Our objectives are to obtain reasonable assurance about whether the combined financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and
therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a material
misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if there is a
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KPMG

substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the combined financial statements.

In performing an audit in accordance with GAAS, we:
o Exercise professional judgment and maintain professional skepticism throughout the audit.

e |dentify and assess the risks of material misstatement of the combined financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures in the
combined financial statements.

e Obtain an understanding of internal control relevant to the audit 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 Health Plans’ and Hospitals’ internal control. Accordingly, no such opinion is
expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
combined financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that
raise substantial doubt about the Health Plans’ and Hospitals’ ability to continue as a going concern for
a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control related matters that
we identified during the audit.

KPMe LP

San Francisco, California
February 14, 2023



KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Combined Balance Sheets

December 31, 2022 and 2021

(In millions)
Assets 2022 2021
Current assets:
Cash and cash equivalents $ 718  $ 471
Current investments 8,229 8,479
Securities lending collateral 624 777
Broker receivables 303 209
Accounts receivable — net 3,769 3,494
Inventories — net and other current assets 2,365 2,037
Total current assets 16,008 15,467
Noncurrent investments 42,550 47,703
Land, buildings, equipment, and software — net 30,157 29,481
Pension and other retirement benefits 8,281 2,782
Operating lease right-of-use assets 1,211 1,268
Other long-term assets 1,262 1,226
Total assets $ 99,469 $ 97,927
Liabilities and Net Worth
Current liabilities:
Accounts payable and accrued expenses $ 5913 § 5,052
Medical claims payable 2,976 3,035
Due to associated medical groups 1,348 1,352
Payroll and related charges 2,495 2,698
Securities lending payable 624 777
Broker payables 394 753
Other current debt 499 1,164
Other current liabilities 3,451 3,148
Total current liabilities 17,700 17,979
Long-term debt 10,597 11,687
Physicians’ retirement plan liability 8,295 11,506
Operating lease liabilities 1,011 1,078
Other long-term liabilities 2,945 2,897
Total liabilities 40,548 45,147
Net worth 58,921 52,780
Total liabilities and net worth $ 99,469 $ 97,927

See accompanying notes to combined financial statements.



KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION

HOSPITALS AND SUBSIDIARIES
Combined Statements of Operations and Changes in Net Worth
Years ended December 31, 2022 and 2021

(In millions)

Revenues:
Members’ dues
Medicare
Copays, deductibles, and other

Total operating revenues

Expenses:
Medical services
Hospital services
Outpatient pharmacy and optical services
Other benefit costs

Total medical and hospital services
Health Plan administration

Total operating expenses

Operating income (loss)

Other income and expense:
Investment income (loss) — net
Interest expense and other income (expense) — net

Total other income and expense
Net income (loss)

Change in pension and other retirement plans
Change in net unrealized gains on investments
Other

Change in net worth

Net worth at beginning of year
Net worth at end of year

See accompanying notes to combined financial statements.

2022 2021
61,169 $ 60,653
24,798 22,968

9,441 9,515
95,408 93,136
47,863 45,245
25,983 25,601
10,682 10,164

7,803 7,175
92,331 88,185

4,347 4,340
96,678 92,525
(1,270) 611
(4,040) 6,697

842 771
(3,198) 7,468
(4,468) 8,079
10,745 8,274
(159) (525)
23 (28)

6,141 15,800
52,780 36,980
58,921 52,780




KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES
Combined Statements of Cash Flows

Years ended December 31, 2022 and 2021
(In millions)

2022 2021

Cash flows from operating activities:
Net income (loss) $ (4,468) $ 8,079
Adjustments to reconcile net income (loss) to net cash provided by
operating activities:

Depreciation and software amortization 2,857 2,819
Other amortization 109 272
Loss (gain) recognized on investments — net 4,839 (5,973)
Loss on land, buildings, equipment, and software — net 39 38
Releases of restricted donations (19) (23)
Changes in assets and liabilities:
Accounts receivable — net (233) (193)
Other assets (768) (354)
Accounts payable and accrued expenses 813 150
Medical claims payable (59) 424
Due to associated medical groups 8 106
Payroll and related charges (203) (23)
Pension and other retirement liabilities 1,238 1,260
Physicians' retirement plan liability 797 865
Other liabilities 334 (251)
Net cash provided by operating activities 5,284 7,196
Cash flows from investing activities:
Additions to land, buildings, equipment, and software (3,528) (3,518)
Proceeds from investments 40,237 48,901
Investment purchases (39,615) (55,723)
Decrease (increase) in securities lending collateral 153 (141)
Broker receivables / payables (453) 88
Issuance of notes receivable (15) (70)
Prepayment and repayment of notes receivable 65 169
Other investing (58) 144
Net cash used in investing activities (3,214) (10,150)
Cash flows from financing activities:
Issuance of debt 1,693 3,442
Prepayment and repayment of debt (3,350) (818)
Increase (decrease) in securities lending payable (153) 141
Other financing (13) (14)
Net cash provided by (used in) financing activities (1,823) 2,751
Net change in cash and cash equivalents 247 (203)
Cash and cash equivalents at beginning of year 471 674
Cash and cash equivalents at end of year $ 718  $ 471

Supplemental cash flows disclosure:
Cash paid for interest — net of capitalized amounts $ 383 § 367

See accompanying notes to combined financial statements.



KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

(1) Description of Business

The accompanying combined financial statements include Kaiser Foundation Health Plan, Inc. and
Subsidiaries (Health Plans) and Kaiser Foundation Hospitals and Subsidiaries (Hospitals) (collectively
referred to herein as Health Plans and Hospitals). Health Plans and Hospitals is primarily comprised of
not-for-profit corporations whose capital is available for charitable, educational, research, and related
purposes. Health Plans is primarily comprised of health maintenance organizations that are generally
exempt from federal and state income taxes. At December 31, 2022 and 2021 membership was 12.6
million and 12.5 million, respectively. At December 31, 2022 and 2021, the percentage of enrolled
membership in California was approximately 74%. The principal operating subsidiaries of Kaiser
Foundation Health Plan, Inc. (Health Plan, Inc.) are:

Kaiser Foundation Health Plan of Colorado

Kaiser Foundation Health Plan of Georgia, Inc.

Kaiser Foundation Health Plan of the Mid-Atlantic States, Inc.
Kaiser Foundation Health Plan of the Northwest

Kaiser Foundation Health Plan of Washington

Independent Medical Groups (Medical Groups) cooperate with Health Plans and Hospitals in conducting
the Kaiser Permanente Medical Care Program. Health Plans contracts with Hospitals and the Medical
Groups to provide or arrange hospital and medical services for members. Hospitals also contracts with the
Medical Groups for certain professional services. Contract payments to the Medical Groups represent a
substantial portion of the expenses for medical services reported in these combined financial statements.
Payments from Health Plans and Hospitals constitute substantially all of the revenues for the Medical
Groups. Because the Medical Groups are independent and not controlled by Health Plans and Hospitals,
their financial statements are not combined or consolidated with Health Plans and Hospitals.

At December 31, 2022 and 2021, the percentage of Health Plans and Hospitals’ total labor force covered
under collective bargaining agreements was approximately 73% and 72%, respectively. At December 31,
2022, approximately 30% of the workforce was covered under collective bargaining agreements that were
scheduled to expire within one year. At December 31, 2022, approximately 1% of the workforce was under
an expired agreement, and less than 1% of the workforce was organizing and negotiating an agreement.

Health Plans and Hospitals strives to improve the health and welfare of the communities it serves through
its Community Benefit investment programs. Community Benefit expenditures provide funding for programs
that serve communities through research, community-based health partnerships, the provision of charity
care to low-income patients, direct health coverage for low-income families, and collaboration with
community clinics, health departments, and public hospitals.



KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

Cost-based methods are used to account for losses incurred under the care and coverage by members
and patient types qualifying for treatment as Community Benefit. Assigned members and patients must first
prove eligibility based upon family income relative to the Federal Poverty Guidelines. Certain Community
Benefit costs are determined using the out-of-pocket costs directly billed to patients or a cost-to-charge
ratio applied to uncompensated charges associated with care provided to these patients.

For the year ended December 31, 2022, Community Benefit expenditures (at cost, net of approximately
$5.9 billion of related revenues) were $2.8 billion, representing 2.9% of operating revenues. In comparison,
for the year ended December 31, 2021, Community Benefit expenditures (at cost, net of approximately
$6.0 billion of related revenues) were $2.6 billion, representing 2.8% of operating revenues.

Health Plans and Hospitals continues to be impacted by the uncertainty of the global COVID-19 pandemic,
its new variants, the on-going resumption of deferred care, and the associated costs in all geographical
markets it operates. Health Plans and Hospitals’ response to COVID-19 has included COVID-19 care and
treatment, testing, vaccination administration, and taking steps to support the health and safety of
members, employees, and the communities Health Plans and Hospitals serves.

As discussed in the Summary of Significant Accounting Policies — Use of Estimates note, under accounting
principles generally accepted in the United States of America (GAAP), management is required to make
estimates and assumptions that affect reported amounts. The impact of COVID-19 has increased the
uncertainty associated with several of the assumptions underlying management’s estimates. COVID-19’s
overall impact on Health Plans and Hospitals will be driven primarily by the intensity and duration of the
pandemic, severity of new variants of the COVID-19 virus, volume of testing, the ongoing administration of
COVID-19 vaccines and treatment, and the impact on the United States economy. Those primary drivers
are uncertain and beyond management’s control and may adversely impact Health Plans and Hospitals’
membership levels, supply chain, medical costs, values of investments, and workforce, among other
aspects of Health Plans and Hospitals’ business. The actual impact of COVID-19 on the assumptions used
in Health Plans and Hospitals’ combined financial statements may differ significantly from the judgments
and estimates made as of the current reporting period.

(2) Summary of Significant Accounting Policies
(a) Basis of Presentation

The financial statements of Health Plans and Hospitals are presented on a combined basis due to the
operational interdependence of these organizations and because their governing boards and
management are substantially the same. These combined financial statements have been prepared in
accordance with GAAP. All material intercompany balances and transactions have been eliminated.
Management has evaluated subsequent events through February 14, 2023, which is the date that
these combined financial statements were issued.

(b) Cash and Cash Equivalents

Cash and cash equivalents include interest-bearing deposits purchased with an original or remaining
maturity of three months or less. Cash and cash equivalents held by outside investment managers are
classified as investments. Cash, cash equivalents, and investments that are restricted per contractual
or regulatory requirements are classified as noncurrent investments.

7
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KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

Investments

Investments including equity, U.S. Treasury, government agencies, money market funds, and other
marketable debt securities are reported at fair value. Investments are categorized as current assets if
they are designated to be available to satisfy current liabilities. Alternative investments are reported
under the equity method. Certain investments are illiquid and are valued based on the most current
information available. Other-than-temporary impairment and recognized gains and losses, which are
recorded on the specific identification basis, and interest, dividend income, and income from equity
method alternative investments are included in investment income (loss) — net. Health Plans and
Hospitals has designated a portion of its investments for the physicians’ retirement plan liability related
to defined retirement benefits provided for physicians associated with certain Medical Groups. These
investments are unrestricted assets of Health Plans and Hospitals. A portion of investment income that
represents the expected return on the investments designated for the physicians’ retirement plan has
been recorded as a reduction in the provision for physicians’ retirement plan benefits within interest
expense and other income (expense) - net and is excluded from investment income (loss) — net, as
described in the Physicians’ Retirement Plan note.

Investments are regularly reviewed for impairment and a charge is recognized when the fair value is
below cost basis and is judged to be other-than-temporary. In its review of assets for impairment that is
deemed other-than-temporary, management generally follows these guidelines:

e Substantially all investments are managed by outside investment managers who do not need
Health Plans and Hospitals’ management preapproval for sales; therefore, substantially all declines
in value below cost are recognized as impairment that is other-than-temporary. Changes in
estimated value for equity method alternative investments and equity investments that do not result
in consolidation, are recognized in investment income (loss) — net. Therefore, these investments do
not typically require impairment.

e For other securities, losses are recognized for known matters, such as bankruptcies, regardless of
ownership period, and investments that have been continuously below book value for an extended
period of time are evaluated for impairment that is other-than-temporary.

All other unrealized losses and all unrealized gains on fixed income securities are included as other
changes in net worth.

Interest income is calculated under the effective interest method and included in investment income
(loss) — net. Dividends are included in investment income (loss) — net on the ex-dividend date, which
immediately follows the record date.

Health Plans and Hospitals’ investment transactions are recorded on a trade date basis.

Securities Lending Collateral and Payable

Health Plans and Hospitals enters into securities lending agreements whereby certain securities from
its portfolios are loaned to other institutions. Securities lent under such agreements remain in the
portfolios of Health Plans and Hospitals. Health Plans and Hospitals receives a fee from the borrower
under these agreements, which is recognized ratably over the period that the securities are lent.
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KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

Collateral, primarily cash, is required at a rate of 102% of the fair value of securities lent and is carried
as securities lending collateral. The obligation of Health Plans and Hospitals to return the cash
collateral is carried as securities lending payable. The fair value of securities lending collateral is
determined using level 1 or 2 inputs as appropriate, as defined in the Summary of Significant
Accounting Policies — Fair Value Estimates note. The fair value of the loaned securities is monitored on
a daily basis, with additional collateral obtained or refunded as the fair value of the loaned securities
fluctuates.

Broker Receivables and Payables

Broker receivables and payables represent current amounts for unsettled securities sales or
purchases.

Accounts Receivable — Net

Accounts receivable — net are comprised of members’ dues, Medicare receivables, patient receivables,
and other receivables.

Inventories — Net

Inventories, consisting primarily of pharmaceuticals and supplies, are carried at the lower of cost
(generally first-in, first-out, or average price) or net realizable value.

Land, Buildings, Equipment, and Software — Net

Land, buildings, equipment, and software — net are stated at cost less accumulated depreciation and
amortization. Software, which includes internal and external costs incurred in developing or obtaining
computer software for internal use, is capitalized. Qualifying costs incurred during the application
development stage are capitalized. Interest is capitalized on facilities construction and internally
developed software work in progress and is added to the cost of the underlying asset.

Depreciation and amortization begin when the project is substantially complete and ready for its
intended use. Software is amortized on a straight-line basis over the estimated useful lives, generally
ranging from three to seven years. Buildings and equipment are depreciated on a straight-line basis
over the estimated useful lives of the various classes of assets, generally ranging from 3 to 40 years.

Management evaluates alternatives for delivering services that may affect the current and future
utilization of existing and planned assets and could result in an adjustment to the carrying values or
remaining lives of such land, buildings, equipment, and software in the future. Management evaluates
and records impairment losses or adjusts remaining lives, where applicable, based on expected
utilization, projected cash flows, and recoverable values.

Maintenance and repairs are expensed as incurred. Major improvements that increase the estimated
useful life of an asset are capitalized. Upon the sale or retirement of assets, recorded cost and related
accumulated depreciation are removed from the accounts, and any gain or loss on disposal is reflected
in operations.
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KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

Management estimates the fair value of asset retirement obligations that are conditional on a future
event if the amount can be reasonably estimated. Estimates are developed through the identification of
applicable legal requirements, identification of specific conditions requiring incremental cost at time of
asset disposal, estimation of costs to remediate conditions, and estimation of remaining useful lives or
date of asset disposal.

Medical Claims Payable

The cost of health care services is recognized in the period in which services are incurred. Medical
claims payable consists of unpaid health care expenses to third party providers, which include an
estimate of the cost of services provided to Health Plans’ members by the third party providers that
have been incurred but not reported. The estimate for incurred but not reported claims is based on
actuarial projections of costs using historical paid claims and other relevant data. Estimates are
monitored and reviewed and, as claim payments are received, adjudicated, and paid, estimates are
revised and are reflected in current operations. Such estimates are subject to actual utilization of
medical services, changes in membership and product mix, claim submission and processing patterns,
medical inflation, and other relevant factors. Given the inherent variability of such estimates, the actual
liability could differ significantly from the amounts provided.

Due to Associated Medical Groups

Due to associated medical groups consists primarily of unpaid medical expenses owed to the Medical
Groups for medical services provided to members under medical services agreements with Health
Plans. The cost of medical services is recognized by Health Plans in the period in which services are
provided and is reflected as a component of medical and hospital services expenses.

Self-Insured Risks

Costs associated with self-insured risks, primarily for professional, general, and workers’ compensation
liabilities, are charged to operations based upon actual and estimated claims. The portion estimated to
be paid during the next year is included in current liabilities. The estimate for incurred but not reported
self-insured claims is based on actuarial projections of costs using historical claims and other relevant
data. Estimates are monitored and reviewed and, as settlements are made or estimates are revised,
adjustments are reflected in current operations. Given the inherent variability of such estimates, the
actual liability could differ significantly from the amounts provided. While the ultimate payments for
self-insured claims are dependent on future developments, management is of the opinion that the
reserve for self-insured risks is adequate. Insurance coverage, in excess of the per occurrence
self-insured retention, has been secured with insurers or reinsurers for specified amounts for
professional, general, and workers’ compensation liabilities. The limit and scope of the self-insured
layer and the amounts of excess insurance purchased are reviewed each year, subject to
management’s analysis of actuarial loss projections and the price and availability of acceptable
commercial insurance.

Premium Deficiency Reserves

Premium deficiency reserves and the related expense are recognized when it is probable that expected
future health care and maintenance costs under a group of existing contracts will exceed anticipated

10
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KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

future premiums over the contract period. If applicable, premium deficiency reserves extending beyond
one year are shown as a long-term liability. Expected investment income and interest expense are
included in the calculation of premium deficiency reserves, as appropriate. The level at which contracts
are grouped for evaluation purposes is generally by geographic region. The methods for making such
estimates and for establishing the resulting reserves are reviewed and estimates are periodically
updated, and any resulting adjustments are reflected in current operations. Given the inherent
variability of such estimates, the actual liability could differ from the calculated amount. At December
31, 2022 and 2021, premium deficiency reserves were not material.

Derivative Financial Instruments

Derivative financial instruments are utilized primarily to manage the interest costs and the risk
associated with changing interest rates. Health Plans and Hospitals enters into interest rate swaps with
investment or commercial banks with significant experience with such instruments. The changes in the
fair value of these derivative instruments are included in investment income (loss) — net and settlement
costs are recorded as interest expense or investment income (loss) — net.

Derivative financial instruments are utilized by Health Plans and Hospitals’ investment portfolio
managers. These instruments include futures, forwards, options, and swaps. The changes in fair value
for these derivative financial instruments are included in investment income (loss) — net.

Revenue Recognition

Revenues from contracts with customers include revenues from the following categories: members’
dues, Medicare, copays, deductibles, and other revenues. Health Plans and Hospitals recognizes
revenue to depict the transfer of promised goods or services to customers in an amount that reflects
the consideration to which Health Plans and Hospitals expects to be entitled in exchange for those
goods or services. At contract inception, Health Plans and Hospitals assesses the promised goods or
services in the contract and identifies the performance obligation for each promise to transfer a good or
service (or bundle of goods or services) that is distinct. Revenue is recognized when performance
obligations are satisfied by transferring control of the good or service provided. For the majority of
Health Plans and Hospitals’ operations, the primary performance obligation is to provide access to
integrated health care services.

The consideration received for goods and services may include variable components. Variable
consideration is included in the transaction price to the extent that it is probable that a significant
reversal in the amount of cumulative revenue recognized will not occur when the uncertainty
associated with the variable consideration is subsequently resolved.

Health Plans satisfies its performance obligation and recognizes revenue ratably over the period in
which members are eligible to access integrated health care services.

Members’ Dues
Members’ dues generally include amounts received from employer groups, individuals, and

government entities. The service promised is access to integrated health care services for a typical
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KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

term of one year. Members’ dues are generally based on a prepaid fee and billed on a monthly, fixed,
per member per month basis.

Significant variable consideration includes the following:

e Commercial Risk Adjustment: Health Plans participates in certain contracts with commercial large
group plan sponsors that include provision for risk adjustment of members’ dues based on
comparative data provided by Health Plans as well as other health plan vendors participating in
these same arrangements. Settlements are typically calculated and paid according to the contract
provisions and final settlements are made after the contract terms expire. For the years ended
December 31, 2022 and 2021, dues subject to these risk adjustment arrangements comprise 2.7%
and 2.8%, respectively, of total members’ dues. For the years ended December 31, 2022 and
2021, $108 million and $55 million, respectively, have been recorded as reductions to revenue for
these risk adjustment arrangements.

o Affordable Care Act (ACA) Risk Adjustment Program: The ACA Risk Adjustment Program provides
for retrospective adjustment of revenue for non-grandfathered individual and small group market
plans, whether inside or outside ACA exchanges. The ACA Risk Adjustment Program is designed
such that payments to plans with higher relative risk are funded by transfers from plans with lower
relative risk. For the years ended December 31, 2022 and 2021, Health Plans recorded $1.3 billion
and $617 million, respectively, in net revenue reductions to members’ dues related to the ACA Risk
Adjustment Program. At December 31, 2022 and 2021, net payables for Risk Adjustment
settlements were $1.2 billion and $953 million, respectively. Receivables are recorded in accounts
receivable — net and payables are recorded in accounts payable and accrued expenses on the
combined financial statements.

Medicare

Health Plans provides various Medicare products, including the Medicare Advantage Program (Part C)
and Medicare cost plans with and without prescription drug coverage and Medicare supplemental
products that supplement traditional fee-for-service Medicare coverage. The majority of Health Plans
and Hospitals’ Medicare revenue is received from Part C. Medicare revenues are based on contracts to
provide access to integrated health care services to enrolled Medicare recipients.

Revenues for Part C plans include monthly capitated payments made from the Centers for Medicare &
Medicaid Services (CMS), which vary based on member health status, demographic status, and other
factors.

Certain Medicare revenues are paid under cost reimbursement plans based on pre-established rates
and the final settlement is made after the end of the year. Estimates of final settlements of the cost
reports are recorded by Health Plans in current operations.

Revenues for Medicare also include a voluntary prescription drug benefit (Part D). Revenues for Part D
include monthly capitated payments made from CMS, which are adjusted for health risk factor scores.
Revenues for Part D also include amounts to reflect a portion of the health care costs for low-income
Medicare beneficiaries and a risk-sharing arrangement to limit the exposure to unexpected expenses.

12



KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

Medicare Part C and D revenue is subject to governmental audits and potential payment adjustments.
CMS performs audits to validate the supporting documentation maintained by Health Plans and its care
providers. CMS made certain audit methodology changes, effective April 3, 2023, that could create
uncertainty in audit results for payment years 2018 and after.

Significant variable consideration includes the following:

e Medicare Part C and D: Adjustments related to annual settlements from CMS, changes in
members risk scores, member demographics, and data reconciliations.

In connection with Medicare, members may have to pay copays and/or deductibles.
Copays, Deductibles, and Other

These revenues include copays and deductibles, third party Medicaid contracts, hospital provider fee
programs, and other revenues.

Third party Medicaid contracts represent coverage to certain Medicaid enrollees through contracts with
third parties known as plan partners and is recorded in copays, deductibles, and other revenues.
Health Plans generally receives capitation payments on a monthly, fixed, per member per month basis.
Health Plans satisfies its performance obligation and recognizes revenue ratably over the period in
which enrollees are eligible to access integrated health care services, which is generally over a one
year period. For both the years ended December 31, 2022 and 2021, revenues related to third party
Medicaid contracts were $2.6 billion.

Significant variable consideration includes the following:

e Copays and Deductibles: These are member cost share amounts due to Health Plans and
Hospitals. Amounts due are based on contractual agreements and evidence of coverage
documentation and are typically calculated and collected at the point of service. Amounts may be
fixed per unit/service or vary based on venue of care, coverage, and/or whether certain maximum
out of pocket or deductible thresholds have been met.

e Third Party Medicaid Rate Retroactivity: Periodic settlements from third party Medicaid plan
partners based on rate retroactivity.

e Hospital Provider Fee Programs: Certain states where Hospitals operate have enacted legislation
for a hospital fee program to largely help fund Medicaid. The hospital provider fee programs charge
certain hospital providers a fee that is then used to obtain federal matching funds for Medicaid. For
the years ended December 31, 2022 and 2021, expenses recognized for amounts paid to the
states were $327 million and $1.1 billion, respectively. The fees collected from hospital providers
and the federal matching funds are used by states to fund Medicaid related initiatives and
associated costs of administration. A portion of the funds are redistributed to hospital providers
within the state as supplemental payments. The supplemental payments received by Hospitals
under these programs vary based on Medicaid utilization, among other factors. For the years
ended December 31, 2022 and 2021, revenues related to hospital provider fee programs were
$582 million and $1.3 billion, respectively.
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KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

Collectibility Assessment

Health Plans and Hospitals generally collects payments for contracts with customers in advance of the
services provided or in the month due, thus a collectibility assessment is typically not required. Health
Plans and Hospitals includes an estimate of collectibility as an implicit price concession in the
transaction price at contract inception and bases the amount of adjustments on a monthly evaluation of
historical collection experience, aged accounts receivable, and current market conditions using a
portfolio approach for certain revenue arrangements. If actual amounts of consideration ultimately
received differ from the estimates, Health Plans and Hospitals adjusts these estimates, which would
affect revenues in the period such variances become known.

Disaggregation of Revenue

Health Plans and Hospitals earns substantially all of its revenues from contracts with customers.
Revenue not related to contracts with customers are included in other revenue in the table below.

For the years ended December 31, contracts with customers revenue disaggregated by geographical
market were as follows (in millions):

Primary Geographical Markets: 2022 2021
Northern California $ 37,501 $ 36,507
Southern California 33,670 32,906
Colorado 4,031 4,085
Georgia 2,141 2,045
Hawaii 1,934 1,849
Mid-Atlantic 5,591 5,279
Northwest 4,909 4,874
Washington 4,540 4,620
Other 634 600
Total contracts with customers revenue 94,951 92,765
Other revenue 457 371
Total operating revenue $ 95,408 $ 93,136

Contract Asset/ Liability Balances

Health Plans and Hospitals generally satisfies its performance obligation when it provides access to
integrated health care services in exchange for consideration from its customers. The timing of Health
Plans and Hospitals’ performance may differ from the timing of the customer’s payment, which may
result in the recognition of a contract asset or a contract liability. At both December 31, 2022 and 2021,
there were no material contract assets with customers.
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HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

At December 31, Health Plans and Hospitals’ contract liabilities, recorded in other current liabilities,
were as follows (in millions):

2022 2021
Opening (January 1) $ 939 §$ 945
Closing balance 976 939
Increase (decrease) $ 37 % (6)

For the years ended December 31, 2022 and 2021, the majority of both contract liability balances at
January 1, 2022 and 2021 of $939 million and $945 million, respectively, were recognized.

Significant Judgments

Below is a summary of significant judgments related to the recognition of revenue that significantly
affect the determination of the amount and timing of revenue for Health Plans and Hospitals.

For the performance obligation related to access to integrated health care services, Health Plans and
Hospitals transfers promised services by providing access to integrated health care services over time.
A time-elapsed output method is used for revenue recognition to measure progress because Health
Plans and Hospitals transfers promised services by providing access to integrated health care services
over the period that the member is entitled to the services.

Determining a measure of progress requires management to make judgments that affect the timing of
revenue recognized. Health Plans and Hospitals has determined that the above method provides a
faithful depiction of the transfer of goods or services to the customer. Health Plans and Hospitals
stands ready to provide coverage for integrated health care services as needed and efforts are
expended evenly throughout the period.

Practical Expedients

Health Plans and Hospitals has elected the following significant practical expedient:

e Incremental costs of obtaining a contract: Health Plans and Hospitals has elected to recognize the
incremental costs of obtaining a contract (primarily brokerage commissions) as an expense when
incurred as the time period of most contracts with customers is one year or less and renewal
commission rates are commensurate with new commission rates.

Remaining Performance Obligations

The remaining performance obligations greater than one year relate to contracts with customers in
which the transaction price is not yet determinable for future years as the members’ dues rate has not
yet been negotiated and is also dependent on membership volume. For the years ended December 31,
2022 and 2021, the amount of revenues from contracts with customers with performance obligations
greater than one year was $4.1 billion and $4.0 billion, respectively.
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KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

Pension and Other Postretirement Benefits

Health Plans and Hospitals’ defined benefit pension and other postretirement benefit plans are
actuarially evaluated and involve various assumptions. Critical assumptions include the discount rate
and the expected rate of return on plan assets, and the rate of increase for health care costs (for
postretirement benefit plans other than pension), which are important elements of expense and/or
liability measurement. Other assumptions involve demographic factors such as retirement age,
mortality, turnover, and the rate of compensation increases. Health Plans and Hospitals evaluates
assumptions annually, or when significant plan amendments occur, and modifies them as appropriate.
Pension and other postretirement costs are allocated over the service period of the employees in the
plans. The non-service cost components of net benefit expense for pension, other postretirement
benefits, and the physicians’ retirement plan are included in interest expense and other income
(expense) — net.

Health Plans and Hospitals uses a discount rate to determine the present value of the future benefit
obligations. The discount rate is established based on the development of a sample bond portfolio
consisting of high quality corporate bonds. From this portfolio, a spot rate curve is interpolated and
used to derive a single discount rate.

Differences between actual and expected plan experience and changes in actuarial assumptions, in
excess of a 10% corridor around the larger of plan assets or plan liabilities, are recognized into benefits
expense over the expected average future service of active participants. Prior service costs and credits
that arise from plan amendments are amortized into postretirement benefits expense over the expected
average future service to full eligibility of active participants and pension benefits expense over the
expected future service of active participants.

Donations and Grants Made or Received

Donations and grants made or received, that are contributions, are recognized at fair value in the
period in which a commitment is made unconditionally, or in the period that conditions placed on the
donations or grants are met. A condition is present if there is a barrier that the recipient must overcome
to be entitled to the assets, and either a right of return of assets transferred or a right of release of a
promisor's obligation to transfer assets exists.

Income Taxes

Health Plans and Hospitals are not-for-profit corporations exempt from income taxes under Internal
Revenue Code Section 501(a) as organizations described in section 501(c)(3) and the laws of the
states in which they operate. Accordingly, Health Plans and Hospitals are generally not subject to
federal or state income taxes. Health Plans and Hospitals are subject to income taxes on unrelated
business income. A limited number of Health Plans and Hospitals’ subsidiaries are for profit entities
and are subject to income taxes. For the years ended December 31, 2022 and 2021, no significant
income tax provision has been recorded.
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KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

Use of Estimates

The preparation of these combined financial statements in conformity with GAAP requires management
to make estimates and assumptions that affect the reported amounts. Estimated fair value and
impairment of investments; Medicare revenue accruals; incurred but not reported medical claims
payable; physicians’ retirement plan liabilities; pension and other retirement plans; self-insured
professional liabilities; self-insured general and workers’ compensation liabilities; land, buildings,
equipment, and software impairment and useful lives; and certain amounts accrued related to the ACA
Risk Adjustment Program represent significant estimates. Actual results could differ materially from
those estimates.

Fair Value Estimates

The carrying amounts reported in the combined balance sheets for cash and cash equivalents,
securities lending collateral, broker receivables, accounts receivable — net, accounts payable and
accrued expenses, medical claims payable, due to associated medical groups, payroll and related
charges, securities lending payable, and broker payables approximate fair value.

Investments, other than alternative investments, as discussed in the /nvestments note, are reported at
fair value. The fair values of investments are based on quoted market prices, if available, or estimated
using quoted market prices for similar investments. If listed prices or quotes are not available, fair value
is based upon other observable inputs or models that primarily use market-based or independently
sourced market parameters as inputs. In addition to market information, models incorporate transaction
details such as timing of cash flows, including maturity. Fair value adjustments, including credit,
liquidity, and other factors, are included, as appropriate, to arrive at a fair value measurement.

Health Plans and Hospitals utilizes a three-level valuation hierarchy for fair value measurements. An
instrument’s categorization within the hierarchy is based upon the lowest level of input that is significant
to the fair value measurement. For instruments classified in level 1 of the hierarchy, valuation inputs
are quoted prices for identical instruments in active markets at the measurement date. For instruments
classified in level 2 of the hierarchy, valuation inputs are directly observable but do not qualify as

level 1 inputs. Examples of level 2 inputs include: quoted prices for similar instruments in active
markets; quoted prices for identical or similar instruments in inactive markets; other observable inputs
such as interest rates and yield curves observable at commonly quoted intervals, volatilities,
prepayment speeds, loss severities, credit risks, and default rates; and market-correlated inputs that
are derived principally from or corroborated by observable market data. For instruments classified in
level 3 of the hierarchy, valuation inputs are unobservable inputs for the instrument. Level 3 inputs
incorporate assumptions about the factors that market participants would use in pricing the instrument.

At December 31, 2022 and 2021, Health Plans and Hospitals held derivative financial instruments
including interest rate swaps, as well as futures, forwards, options, and swaps within investment
portfolios. The estimated fair values of derivative instruments were determined using level 2 inputs,
including available market information and valuation methodologies, primarily discounted cash flows.
Additional description and the fair value of derivative instruments are contained in the Derivative
Instruments note.
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KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION
HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements
December 31, 2022 and 2021

Natural Classification of Expenses

For the years ended December 31, operating expenses classified by function in the combined
statements of operations and changes in net worth are presented by their natural classifications as
follows (in millions):

2022
Salaries, Pharmacy
wages, Outside Depreciation and Other Total
and medical and software supplies operating operating
benefits costs amortization costs expenses expenses
Medical services $ 5572 $ 33,583 $ 1,089 $ 4,736 $ 2,883 $ 47,863
Hospital services 10,673 8,670 1,515 2,305 2,820 25,983
Outpatient pharmacy and optical services 2,019 211 91 7,962 399 10,682
Other benefit costs 808 6,491 23 218 263 7,803
Health Plan administration 1,544 - 139 120 2,544 4,347
Total operating expenses $ 20616 $ 48,955 $ 2,857 $ 15,341 $ 8,909 $ 96,678
2021
Salaries, Pharmacy
wages, Outside Depreciation and Other Total
and medical and software supplies operating operating
benefits costs amortization costs expenses expenses
Medical services $ 5,652 $ 32,114 $ 1,132 $ 4,037 $ 2,410 $ 45,245
Hospital services 10,415 7,766 1,445 2,258 3,717 25,601
Outpatient pharmacy and optical services 1,968 213 92 7,537 354 10,164
Other benefit costs 820 5,966 22 210 157 7,175
Health Plan administration 1,678 - 128 98 2,436 4,340
Total operating expenses $ 20433 $ 46,059 $ 2,819 $ 14,140 $ 9,074 $ 92,525

Some categories of natural class expenses are attributable to more than one function and require
allocation, applied on a consistent basis. Outside medical costs include Medical Group costs and other
outside medical costs. Property costs including depreciation are allocated on the basis of square
footage. Indirect salaries and benefits are allocated on the basis of budgeted full time equivalent
employees. Other expenses are assigned directly to specific functions as expenditures are made.

Liquidity and Availability of Resources

Cash and cash equivalents, current investments, and accounts receivable — net, as reported on the
combined balance sheets at December 31, 2022 and 2021, are the primary liquid resources used by
Health Plans and Hospitals to meet general expenditure needs within the next year. As part of liquidity
management, Health Plans and Hospitals’ policy is to structure and manage its financial assets to be
available to meet its general expenditure needs. Health Plans and Hospitals invests cash in excess of
daily requirements in current investments. To help manage unanticipated liquidity needs, Hospitals has
both a credit facility and commercial paper program, as described in the Debt note. Additionally,
although intended to satisfy long-term obligations, 43% of noncurrent investments at December 31,
2022, could be utilized within the next year if necessary.
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Notes to Combined Financial Statements
December 31, 2022 and 2021

Recently Issued Accounting Standards

In March 2020, the Financial Accounting Standards Board issued Accounting Standards Update No.
2020-04 Reference Rate Reform (Topic 848): Facilitation of the Effects of Reference Rate Reform on
Financial Reporting and subsequently refined the scope of Topic 848 in January 2021. The
amendments in the standard are elective and apply to contracts, hedging relationships, and other
transactions that reference LIBOR or other reference rates expected to be discontinued because of
reference rate reform as well as certain other instruments that are impacted as a result of reference
rate reform. The standard provides optional guidance to ease the potential burden in accounting for (or
recognizing the effects of) reference rate reform on financial reporting. Expedients and exceptions can
be elected for applying GAAP to contracts and other transactions affected by reference rate reform if
certain criteria are met. The amendments are effective immediately and will be available through
December 31, 2024. Management has not adopted the optional elections in Topic 848 and is
evaluating the effect the new standard will have on its ongoing financial reporting.

Leases

Transactions give rise to leases when Health Plans and Hospitals receives substantially all the
economic benefits from and has the ability to direct the use of specified property, plant, and equipment.
Health Plans and Hospitals primarily has lessee activity that is classified as operating leases. Operating
leases are included in operating lease right-of-use assets, other current liabilities, and operating lease
liabilities in the combined balance sheets. Finance leases are included in land, buildings, equipment,
and software — net, other current debt, and long-term debt in the combined balance sheets.

Right-of-use assets represent the right to use underlying assets for the lease term and lease liabilities
represent obligations to make lease payments arising from the lease. Operating lease right-of-use
assets and liabilities are recognized at the commencement date based on the present value of lease
payments over the lease term. When discount rates implicit in leases cannot be readily determined,
Health Plans and Hospitals uses the applicable incremental borrowing rate at lease commencement to
perform lease classification tests and to measure lease liabilities and right-of-use assets. Lease
expense for operating lease payments is recognized on a straight-line basis over the lease term.

Health Plans and Hospitals has agreements with lease and non-lease components (such as common
area maintenance), and generally has elected to account for the lease and non-lease components as a
single lease component. For certain leases, such as service contracts with real estate and supply
contracts with equipment leases, the lease and non-lease components are accounted for separately.
Health Plans and Hospitals elected not to recognize right-of-use assets and lease liabilities that arise
from short-term leases (i.e. leases with terms of 12 months or less).

Reclassifications

Certain reclassifications have been made in these combined financial statements to conform 2021
information to the 2022 presentation.
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(3) Investments

Management’s methods for estimating fair value of financial instruments are discussed in the Summary of
Significant Accounting Policies — Fair Value Estimates note.

At December 31, 2022, the estimated fair value of current investments by level was as follows (in millions):

Quoted prices Significant
in active other Significant
markets for observable unobservable
identical assets inputs inputs
level 1 level 2 level 3 Total

U.S. equity securities $ 648 $ — § — $ 648
Foreign equity securities 13 — — 13
Debt securities issued by the U.S.

government — 2,497 — 2,497
Debt securities issued by U.S.

government agencies and corporations — 52 — 52
Debt securities issued by U.S. states

and political subdivisions of states — 23 — 23
Foreign government debt securities — 30 — 30
U.S. corporate debt securities — 1,808 — 1,808
Foreign corporate debt securities — 778 — 778
U.S. agency mortgage-backed securities — 1,451 — 1,451
Non-U.S. agency mortgage-backed

securities — 143 — 143
Other asset-backed securities — 572 — 572
Short-term investment funds — 214 — 214

Total $ 661 $ 7,568 $ — $ 8,229

20



At December 31, 2022, the estimated fair value of noncurrent investments by level was as follows

(in millions):

KAISER FOUNDATION HEALTH PLAN, INC. AND
SUBSIDIARIES AND KAISER FOUNDATION

HOSPITALS AND SUBSIDIARIES

Notes to Combined Financial Statements

December 31, 2022 and 2021

Quoted prices Significant
in active other
markets for observable unobservable
identical assets inputs
level 1 level 2 Total
U.S. equity securities $ 1,911 $ 147 $ 2,058
Foreign equity securities 1,313 16 1,329
Global equity funds — 2,579 2,579
Debt securities issued by the U.S.
government — 6,004 6,004
Debt securities issued by U.S.
government agencies and corporations — 167 167
Foreign government debt securities — 503 503
U.S. corporate debt securities — 219 219
Foreign corporate debt securities — 239 239
Non-U.S. agency mortgage-backed
securities — 1 2
Other asset-backed securities — 11 11
Short-term investment funds — 2,174 2,174
Cther — 102 103
$ 3224 $ 12,162 $ 15,388
Alternative investments:
Absolute return 2,843
Private equity 20,333
Real assets 3,986
Total 42,550
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At December 31, 2021, the estimated fair value of current investments by level was as follows (in millions):

Quoted prices Significant
in active other Significant
markets for observable unobservable
identical assets inputs inputs
level 1 level 2 level 3 Total

U.S. equity securities $ 592 $ — 9 — $ 592
Debt securities issued by the U.S.

government — 2,717 — 2,717
Debt securities issued by U.S.

government agencies and corporations — 9 — 9
Debt securities issued by U.S. states

and political subdivisions of states — 72 — 72
Foreign government debt securities — 10 — 10
U.S. corporate debt securities — 1,949 — 1,949
Foreign corporate debt securities — 1,026 — 1,026
U.S. agency mortgage-backed securities — 638 — 638
Non-U.S. agency mortgage-backed

securities — 63 — 63
Other asset-backed securities — 813 — 813
Short-term investment funds — 590 — 590

Total $ 592 § 7,887 $ — 8,479
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At December 31, 2021, the estimated fair value of noncurrent investments by level was as follows

(in millions):

U.S. equity securities

Foreign equity securities

Global equity funds

Debt securities issued by the U.S.
government

Debt securities issued by U.S.
government agencies and corporations

Debt securities issued by U.S. states
and political subdivisions of states

Foreign government debt securities

U.S. corporate debt securities

Foreign corporate debt securities

U.S. agency mortgage-backed securities

Non-U.S. agency mortgage-backed
securities

Other asset-backed securities

Short-term investment funds

Other

Alternative investments:
Absolute return
Private equity
Real assets

Total

December 31, 2022 and 2021

Quoted prices Significant
in active other Significant
markets for observable unobservable
identical assets inputs inputs
level 1 level 2 level 3 Total
4,682 172 $ — 4,854
2,873 442 — 3,315
— 4,753 — 4,753
— 6,112 — 6,112
— 200 — 200
— 1 — 1
— 554 — 554
— 670 — 670
— 530 — 530
— 6 — 6
— 15 1 16
— 37 — 37
— 3,097 — 3,097
— 154 1 155
7,555 16,743  § 2 24,300
3,144
17,394
2,865
47,703
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At December 31, 2022, available-for-sale debt and other securities were as follows (in millions):

Gross Gross
Amortized unrealized unrealized Fair
cost gains losses value
Debt securities issued by the U.S.
government $ 8491 $ 10 § — § 8,501
Debt securities issued by U.S.
government agencies and corporations 218 1 — 219
Debt securities issued by U.S. states
and political subdivisions of states 22 1 — 23
Foreign government debt securities 474 59 — 533
U.S. corporate debt securities 1,984 43 — 2,027
Foreign corporate debt securities 984 33 — 1,017
U.S. agency mortgage-backed securities 1,440 11 — 1,451
Non-U.S. agency mortgage-backed
securities 144 1 — 145
Other asset-backed securities 581 2 — 583
Short-term investment funds 2,388 — — 2,388
Other 103 — — 103
Total $ 16,829 $ 161 $ —  $ 16,990

At December 31, 2021, available-for-sale debt and other securities were as follows (in millions):

Gross Gross
Amortized unrealized unrealized Fair
cost gains losses value
Debt securities issued by the U.S.
government $ 8,747 $ 82 $ — 9 8,829
Debt securities issued by U.S.
government agencies and corporations 201 8 — 209
Debt securities issued by U.S. states
and political subdivisions of states 68 5 — 73
Foreign government debt securities 521 43 — 564
U.S. corporate debt securities 2,522 97 — 2,619
Foreign corporate debt securities 1,495 61 — 1,556
U.S. agency mortgage-backed securities 634 10 — 644
Non-U.S. agency mortgage-backed
securities 77 2 — 79
Other asset-backed securities 838 12 — 850
Short-term investment funds 3,687 — — 3,687
Cther 155 — — 155
Total $ 18,945 $ 320 $ — § 19,265
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At December 31, available-for-sale debt and other securities by contractual maturity and mortgage-backed
and other asset-backed debt securities were as follows (in millions):

2022 2021
Amortized Fair Amortized Fair
cost value cost value
Due in one year or less $ 3,180 $ 3,184 $ 4442 % 4,447
Due after one year through five years 6,844 6,887 8,836 8,910
Due after five years through ten years 2,258 2,303 2,033 2,095
Due after ten years 2,382 2,437 2,085 2,240
U.S. agency mortgage-backed
securities 1,440 1,451 634 644
Non-U.S. agency mortgage-backed
securities 144 145 77 79
Other asset-backed securities 581 583 838 850
Total $ 16,829 $ 16,990 $ 18,945 $ 19,265

The carrying value of alternative investments, which may include absolute return, risk parity, real assets,
and private equity, is reported under the equity method. The carrying value of alternative investments have
been determined by management based on available data, including information provided by fund
managers or the general partners. The underlying securities within absolute return and risk parity
investments are typically valued using quoted prices for identical or similar instruments within active and
inactive markets. The underlying holdings within private equity and real asset investments are valued
based on recent transactions, operating results, and industry and other general market conditions. Certain
investments are illiquid and are valued based on the most current information available, which may be less
current than the date of these combined financial statements.

Absolute return investments use advanced investment strategies, including derivatives, to generate positive
long-term risk adjusted returns. Real assets are defined as any economic resources that are directly used
to create value, including investments within real estate, infrastructure, natural resources, and other
tangible or intangible assets. Private equity investments consist of funds that make direct investments in
private companies. Management meets with alternative investme