CONSOLIDATED FINANCIAL STATEMENTS INCLUDING
UNIFORM GUIDANCE REPORTS AND SCHEDULES

Fairview Health Services
Years Ended December 31, 2022 and 2021
With Reports of Independent Auditors

Ernst & Young LLP

e
EY

Building a better

working world




Fairview Health Services

Consolidated Financial Statements Report Including
Uniform Guidance Reports and Schedules

Years Ended December 31, 2022 and 2021

Contents

Report of Independent AUIOrS. ........c.eeoiiiriieiiiieiieeieeie ettt ettt sbe e

Consolidated Financial Statements

Consolidated Balance SHEETS .......coouvvveiiiiiiiiiiiiieeee ettt e e e e e enns
Consolidated Statements of Operations and Changes in Net ASSEts .......cccoeeveerverereeneennens
Consolidated Statements 0f Cash FIOWS.......cooovouiiiiiiiiiiiiiieee e
Notes to Consolidated Financial Statements...............ccocvviiieiiiiiiiiiiiieeeeeeeee e

Supplementary Information

Schedule of Expenditures of Federal Awards..........ccccooeeiiniiiiiiiniiniiinicccceceecene
Notes to Schedule of Expenditures of Federal Awards ...........ccocveviieviieniiieiienieeiceciees

Internal Control and Compliance Reports and Schedule

Report of Independent Auditors on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements

Performed in Accordance With Government Auditing Standards.................c....cccocceeenc.

Report of Independent Auditors on Compliance for the Major Federal Program and

Report on Internal Control Over Compliance Required by the Uniform Guidance...........
Schedule of Findings and Questioned COStS.........cccvierieriiierieeiienieeieeeieeree e eveeeeeevee e

2306-4264844



Ernst & Young LLP Tel: +1 612 343 1000
Suite 500 ey.com
700 Nicollet Mall

Building a better Minneapolis, MN 55402
working world

Report of Independent Auditors

The Board of Directors, Chief Executive Officer,
and the Chief Financial Officer
Fairview Health Services

Opinion

We have audited the consolidated financial statements of Fairview Health Services (the Company),
which comprise the consolidated balance sheets as of December 31,2022 and 2021, and the related
consolidated statements of operations and changes in net assets, and consolidated statements of
cash flows for the years then ended, and the related notes (collectively referred to as the
“consolidated financial statements”).

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Company at December 31, 2022 and 2021, and the results of its operations
and its cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America (GAAS) and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States
(Government Auditing Standards). Our responsibilities under those standards are further described
in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report.
We are required to be independent of the Company 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 Financial Statements

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

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the Company’s
ability to continue as a going concern for one year after the date that the financial statements are
issued.
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Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free of material misstatement, whether due to fraud or error, and to issue an auditor’s 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 and
Government Auditing Standards 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 substantial
likelihood that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the financial statements.

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

* Identify and assess the risks of material misstatement of the 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 financial statements.

* 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 Company’s internal control. Accordingly, no such
opinion is expressed.

» 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 financial statements.

» Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the Company’s 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.
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Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a
whole. We have not performed any procedures with respect to the audited consolidated financial
statements subsequent to April 13, 2023. The Schedule of Expenditures of Federal Awards as
required by Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards is presented for
purposes of additional analysis and is not a required part of the 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 financial statements. The information
has been subjected to the auditing procedures applied in the audit of the financial statements and
certain additional procedures, including comparing and reconciling such information directly to
the underlying accounting and other records used to prepare the financial statements or to the
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 financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we also have issued our report dated April 13,
2023, on our consideration of the Company’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is solely to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on the effectiveness of the Company’s internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the Company’s internal control over financial reporting and

compliance.
ém ¥ MLL?

April 13, 2023, except for our report on the
schedule of expenditures of federal awards,
for which the date is June 26, 2023
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Fairview Health Services

Consolidated Balance Sheets
(Dollars in Thousands)

December 31
2022 2021

Assets
Current assets:

Cash and cash equivalents (Note 4) $ 78,219 § 77,934

Short-term investments 298,727 521,439

Accounts receivable for medical services 669,193 653,910

Receivable under third-party payor contracts 19,816 20,624

Current portion of contributions receivable 6,710 6,345

Inventories 156,597 132,430

Other current assets 207,743 184,358
Total current assets 1,437,005 1,597,040
Investments 1,636,699 2,168,825
Assets limited as to use:

Held by insurance subsidiaries 55,958 61,109

Restricted fund investments 18,687 24,370
Total assets limited as to use 74,645 85,479
Other long-term assets:

Contributions receivable 12,328 12,835

Investments in related parties 46,694 73,527

Right-of-use operating lease assets 124,875 116,459

Goodwill and intangible assets 52,958 53,993

Other long-term assets 80,615 98,457
Total other long-term assets 317,470 355,271
Land, buildings, and equipment, net 1,293,942 1,278,024

&L

Total assets 4,759,761 $ 5,484,639
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Liabilities and net assets

Current liabilities:
Accounts payable
Accrued compensation and benefits
Payable under third-party payor contracts
Right-of-use operating lease obligations
Current maturities of long-term debt
Other current liabilities

Total current liabilities

Other liabilities:
Insurance subsidiaries claims reserves
Workers’ compensation claims reserves
Right-of-use operating lease obligations
Derivative financial instruments
Other long-term liabilities

Total other liabilities

Long-term debt
Total liabilities

Net assets:
Without donor restrictions:
Fairview Health Services (Fairview)
Non-controlling interests
Total net assets without donor restrictions
Net assets with donor restrictions
Total net assets
Total liabilities and net assets

See accompanying notes.
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December 31

2022 2021
$ 349519 § 297,707
302,186 366,130
13,715 9,653
21,824 19,070
31,216 26,615
114,016 334,457
832,476 1,053,632
33,586 36,396
39,165 40,792
117,260 111,957
18,321 18,684
84,612 102,033
292,944 309,862
1,553,668 1,571,473
2,679,088 2,934,967
1,991,404 2,452,084
50,850 54,012
2,042,254 2,506,096
38,419 43,576
2,080,673 2,549,672

$ 4,759,761 $ 5,484,639




Fairview Health Services

Consolidated Statements of Operations

and Changes in Net Assets
(Dollars in Thousands)

Operating revenues:

Patient service revenue

Other operating revenue

Net assets released from donor restrictions
Total operating revenues

Expenses:
Salaries and benefits
Supplies
Purchased services
Utilities and maintenance
Insurance and rent
State and local taxes
Other operating expenses
Depreciation and amortization
Interest

Total operating expenses

Operating loss before non-recurring revenue, net

Non-recurring revenue (expenses):
Gain on disposals and other strategic transactions, net
Labor strike expense

Total non-recurring revenue, net

Operating loss after non-recurring revenue, net

Nonoperating (losses) gains:
Investment (loss) gain
Gains on interest rate swaps, net
Other nonoperating losses, net
Total nonoperating (losses) gains

(Deficit) excess of revenues over expenses
Less amounts attributable to non-controlling interests

(Deficit) excess of revenues over expenses attributable to Fairview

2306-4264844

Year Ended December 31
2022 2021
$ 6,256,948 $§ 5,784,608
396,051 631,457
8,758 11,242
6,661,757 6,427,307
3,166,866 2,885,477
2,052,581 1,882,480
1,090,644 1,146,200
232,100 215,617
80,956 78,977
96,302 98,632
58,308 57,712
145,458 146,725
53,986 48,081
6,977,201 6,559,901
(315,444) (132,594)
58,001 3,819
(24,527) -
33,474 3,819
(281,970) (128,775)
(224,441) 166,536
52,816 6,961
(9,191) (13,509)
(180,816) 159,988
(462,786) 31,213
(3,702) (4,764)
(466,488) 26,449
6



Net assets without donor restrictions, Fairview:
(Deficit) excess of revenues over expenses
Pension and other postretirement liability adjustments
Other changes, net
(Decrease) increase in net assets without donor restrictions, Fairview

Net assets without donor restrictions, non-controlling interests:
Excess of revenues over expenses
Distributions to non-controlling interests and other changes
(Decrease) increase in net assets without donor restrictions,
non-controlling interests

Donor-restricted net assets:
Contributions and other changes, net
Net assets released from restrictions

Decrease in donor-restricted net assets

Total (decrease) increase in net assets
Net assets at beginning of year
Net assets at end of year

See accompanying notes.
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Year Ended December 31

2022 2021

$ (466,488) $ 26,449
4,026 7,676
1,782 6,897
(460,680) 41,022
3,702 4,764
(6,864) (3,099)
(3,162) 1,665
3,601 4,392
(8,758) (11,242)
(5,157) (6,850)
(468,999) 35,837
2,549,672 2,513,835
$ 2,080,673 $ 2,549,672




Fairview Health Services

Consolidated Statements of Cash Flows

(Dollars in Thousands)

Operating activities
(Decrease) increase in net assets
Adjustments to reconcile (decrease) increase in net assets to net cash
provided by (used in) operating activities:
Depreciation and amortization
Pension and other postretirement liability adjustments
Net realized and unrealized losses (gains) on trading investments
Change in fair value of interest and basis rate swaps
Other, net
Changes in assets and liabilities:
Accounts receivable for medical services
Other current assets
Current liabilities
Other assets and liabilities, net
Net cash used in operating activities before change in trading and
alternative investments
Change in trading and alternative investments
Net cash provided by (used in) operating activities

Investing activities

Purchases of land, buildings, and equipment, net

Other investing activities, including net proceeds from sale of business
Net cash used in investing activities

Financing activities

Proceeds from issuance of debt

Principal payments on long-term debt

Change in collateral posted on derivative financial instruments
Other financing activities, net

Net cash provided by financing activities

Decrease in cash and cash equivalents

Cash, cash equivalents, and restricted cash at beginning of year
Cash, cash equivalents, and restricted cash at end of year (Note 4)

Supplemental disclosure of noncash investing and financing activities

Accruals for purchases of buildings and equipment
Right-of-use assets obtained in exchange for new finance lease liabilities
Total noncash investing and financing activities

See accompanying notes.
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Year Ended December 31
2022 2021
$ (468,999) $ 35,837
145,458 146,725
(4,026) (7,676)
258,064 (132,844)
(57,263) (13,869)
992) (402)
(13,569) 102,567
(46,418) (48,506)
(222,669) (60,781)
(44,749) (241,096)
(455,163) (220,045)
459,411 (343,235)
4,248 (563,280)
(141,473) (197,469)
71,001 134,289
(70,472) (63,180)
- 202,820
(36,227) (76,913)
57,167 (6,100)
(2,660) (1,886)
18,280 117,921
(47,944) (508,539)
287,135 795,674
$ 239,191 $ 287,135
$ 13,171 $ 10,273
24,170 —
$ 37,341 $ 10,273
8



Fairview Health Services

Notes to Consolidated Financial Statements
(Dollars in Thousands)

December 31, 2022

1. Organization and Basis of Presentation

Fairview Health Services, an integrated health system, along with its affiliates and subsidiaries
(collectively referred to as Fairview) is a nonprofit corporation headquartered in Minnesota and is

exempt from federal income taxation under Section 501(c)(3) of the Internal Revenue Code
(the IRC).

Fairview serves the entire twelve-county Greater Minneapolis-St. Paul metro area (the Metro
Area), as well as communities throughout greater Minnesota and portions of Northern lowa and
Western Wisconsin. Fairview offers a broad continuum of healthcare services and at December 31,
2022, owns and operates ten hospitals, including the M Health Fairview University of Minnesota
Medical Center, with the University of Minnesota Masonic Children’s Hospital (collectively,
UMMC), which is the adult and pediatric teaching hospital of the University of Minnesota (the
University). UMMC and seven of Fairview’s community hospitals are in the Metro Area. The
operations of M Health Fairview St. Joseph’s Hospital ceased in June 2022. Fairview’s other two
community hospitals are located in Northern Minnesota. Together, Fairview also operates more
than 80 primary and specialty care clinics, seven ambulatory care centers, 36 retail and specialty
pharmacies, pharmacy benefit management services, rehabilitation centers, a physician network,
senior care housing and long-term care facilities, and medical transportation services.

In August 2021, Fairview sold its ownership in its health plan business to UnitedHealthcare.
Fairview recorded the sale of the health plan business during the prior period, which was recorded
as non-recurring revenue (expense) within the consolidated statement of operations and changes
in net assets. Fairview did not consider the sale a significant shift in operations.

Fairview, through its integrated care model, serves the Metro Area and greater Minnesota, aiming
to deliver the benefits of academic medicine to more patients and families across the state by
expanding care, research, and education through access to a greater pool of physicians and patients,
while seeking to reduce the total cost of care for patients.
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Fairview Health Services

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

1. Organization and Basis of Presentation (continued)

The consolidated financial statements include the accounts of Fairview, comprising both tax-
exempt and taxable entities. All significant intercompany balances and transactions have been
eliminated in consolidation.

2. Summary of Significant Accounting Policies
Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect certain assets, liabilities, revenues, and expenses reported in the
consolidated financial statements and accompanying notes. Although estimates are considered to
be fairly stated at the time the estimates are made, actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents include currency on hand, demand deposits with banks or other financial
institutions, and short-term investments with maturities of 90 days or less from the date of purchase
that have not otherwise been classified as long-term assets due to a designation for long-term
purposes. Fairview’s cash investments are placed with high-quality financial institutions and may
exceed federal depository insurance limits. Restricted cash and cash equivalents include amounts
described above that are included within assets limited as to use.

Inventories

Inventories, consisting primarily of drugs and medical supplies, are recorded at the lower of cost
or net realizable value on a first-in, first-out basis.
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Fairview Health Services

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)
Investments

Fairview’s investments include money market, fixed-income, and equity securities, which are
carried at fair value, based on quoted market prices, and classified as trading securities.
Investments in commingled funds are recorded at net asset value as a practical expedient to fair
value. Investments in companies that hold interests in hedge funds, private capital funds, and real
estate funds (collectively, alternative investments) are recorded using the equity method of
accounting, with the change in value of these investments recorded as investment return on the
consolidated statements of operations and changes in net assets. Values of some of the underlying
investments may be based on estimates that require varying degrees of judgment, and
consequently, these estimates may differ from the values at which investments may be sold. Values
for fund of hedge funds are primarily based on financial data supplied by the underlying investee
funds. Values for real estate funds are based on the fair value of the underlying real estate.

Realized investment income on investments held by insurance subsidiaries is recorded in other
operating revenue on the consolidated statements of operations and changes in net assets.
Investment return (including realized and unrealized gains and losses, interest, and dividends) from
all other investments and unrealized investment income on funds held by insurance subsidiaries
are recorded as nonoperating gains or losses, unless restricted by donor or law.

Derivative Financial Instruments

Derivative financial instruments are recognized as either assets or liabilities based on the net fair
value in accordance with the netting provisions in the counterparty agreement. Fairview uses
pricing models for various types of derivative instruments that take into account the present value
of estimated future cash flows and credit valuation adjustments.

Gains or losses resulting from changes in the fair values of derivative financial instruments are
reflected within the consolidated statements of operations and changes in net assets as
nonoperating gains or losses as none of the derivative financial instruments are designated as an
accounting hedge. Any differences between interest received and paid under swap agreements are
reported as nonoperating gains or losses.

2306-4264844 11



Fairview Health Services

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)
Investments in Related Parties

Investments in entities in which Fairview has the ability to exercise significant influence over
operating and financial policies, but does not have operational control, are recorded under the
equity method of accounting. Equity method investments are recorded as investments in related
parties on the consolidated balance sheets. In April 2022, Fairview sold its 25% ownership in
Maple Grove Hospital Corporation (MGHC) resulting in a gain on disposals and other strategic
transaction of $65,339 within the consolidated statements of operations and changes in net assets.

Goodwill and Intangible Assets

Goodwill and intangible assets related to acquisitions are recorded on the consolidated balance
sheets. During 2022 and 2021, Fairview did not acquire any goodwill or intangible assets.

Land, Buildings, and Equipment
Land, buildings, and equipment are recorded at cost and depreciated over estimated useful lives

using the straight-line method. The following estimated useful lives are used in calculating
depreciation:

Land improvements 5-20 years
Buildings 3040 years
Building additions and improvements 17-25 years
Equipment 2-20 years

Interest cost, net of related interest income, incurred on funds used during the period for
construction of capital assets is capitalized as part of the cost of acquiring those assets.
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Fairview Health Services

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)
Asset Impairment

Fairview annually evaluates the carrying values of long-lived assets, goodwill, and intangible
assets for impairment. Whenever events or changes in circumstances indicate that the carrying
values may not be recoverable, impairment tests are performed to determine whether the carrying
values are appropriate using estimated future undiscounted cash flow analyses. If undiscounted
cash flows are insufficient to recover the carrying value of the long-lived asset, such asset is written
down to fair value. Impairment losses are recognized within operating income at the time the
impairment is identified. During 2022 and 2021, Fairview did not record any impairment of land,
building, or equipment as there was no indication that the net book value would not be recovered.

Leases

Fairview determines whether an arrangement is a lease at inception. Operating leases are included
in other long-term assets, current liabilities, and other liabilities on the consolidated statement of
financial position. Finance leases are included in land, building, and equipment; current maturities
of long-term debt; and long-term debt on the consolidated statements of financial position.

Right-of-use (ROU) assets represent the right to use an underlying asset for the lease term, and
lease liabilities represent the obligation to make lease payments arising from the lease. ROU assets
and liabilities are recognized at the commencement date, based on the present value of lease
payments over the lease term. When a lease does not provide an implicit rate, Fairview uses an
incremental borrowing rate based on the information available at the commencement date in
determining the present value of lease payments. The implicit rate is used when readily
determinable. The ROU asset also includes any lease payments made and excludes lease
incentives. The lease term may include options to extend or terminate the lease when it is
reasonably certain Fairview will exercise the option. Operating fixed lease expense and finance
lease depreciation expense are recognized on a straight-line basis over the lease term.
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Fairview Health Services

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)

Fairview defines a short-term lease as any lease arrangement with a lease term of 12 months or
less that does not include an option to purchase the underlying asset. Short-term lease payments
are recognized as expense on a straight-line basis over the lease term and variable lease payments
in the period in which the obligation is incurred.

Fairview has lease arrangements with lease and non-lease components, which are generally
accounted for separately, except Fairview has elected the practical expedient not to separate non-
lease components for real estate leases. Additionally, for certain equipment leases, Fairview
applies a portfolio approach to effectively account for the ROU assets and liabilities.

Net Assets

Net assets without donor restrictions are used to account for all transactions related to medical
services and other operating and nonoperating activities for which there are no donor-imposed
restrictions and may be used at the discretion of management and the board of directors of
Fairview. Net assets with donor restrictions are those assets subject to stipulations imposed by
donors and grantors. Some donor restrictions are temporary in nature; those restrictions are met by
passage of time or actions of Fairview. Other donor restrictions are perpetual in nature whereby
the donor has stipulated the funds be maintained in perpetuity.

Non-Controlling Interests

The consolidated financial statements include entities in which Fairview has less than 100%
ownership but otherwise controls in accordance with applicable accounting guidance. Non-
controlling interests represent the portion of excess of revenues over expenses and net assets
without donor restrictions not attributable to Fairview.

Patient Service Revenue and Accounts Receivable for Medical Services

Patient service revenue is reported at the amount that reflects the consideration to which Fairview
expects to be entitled in exchange for providing patient care.
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Fairview Health Services

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)
Charity and Uncompensated Care

Under Fairview’s charity care policy, patients who have no insurance or are underinsured and are
ineligible for any government assistance program have their bill reduced to no more than the
amount generally billed to individuals who have insurance for emergency or medically necessary
care using a look-back method for reimbursement received from all commercial and Medicare
accounts for the previous fiscal year.

The estimated cost of providing charity care was $45,481 and $39,278 during 2022 and 2021,
respectively. This total cost is estimated by applying an overall cost-to-charge ratio to the charges
incurred. Total cost includes wages and salaries, supplies, building maintenance, equipment, and
administrative expenses.

Other Operating Revenue

Other operating revenue primarily consists of grants, pharmacy benefit management (PBM)
revenue, income from investments in related parties recorded on the equity basis, contributions
without donor restrictions, and other miscellaneous revenue. In 2021, other operating revenue also
included health insurance services revenue that did not continue in 2022 due to the sale of the
health plan. Expenses specific to health insurance service revenue also ceased in 2022 due to the
sale, including related health claims expense, which was included in purchased services.

In March 2020, the World Health Organization designated COVID-19 as a global pandemic. The
pandemic has had a significant negative impact on patient volumes and increased certain operating
expenses such as supplies, lab costs, and specialized pharmaceuticals, which were utilized at a
higher rate and purchased at elevated prices. Fairview also needed to bring in high-cost temporary
and premium labor to supplement existing staff resources who were strained by the surge of
patients and additional infection prevention protocols.

2306-4264844 15



Fairview Health Services

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)

In response to COVID-19, the Coronavirus Aid, Relief, and Economic Security Act (CARES Act)
and the American Rescue Plan Act were enacted on March 27, 2020 and March 11, 2021,
respectively. These acts authorized grant funding to hospitals and other healthcare providers to
provide reimbursement for healthcare-related expenses and/or lost revenue attributable to the
COVID-19 pandemic. Fairview has recognized grant awards from these Acts and other sources
related to COVID-19 of approximately $50,000 and $71,000 as other revenue on the
accompanying consolidated statements of operations and changes in net assets for the years ended
December 31, 2022 and 2021, respectively. Grant awards are recognized as income when there is
reasonable assurance that the grant conditions are met. All grant awards received have been
recognized as of December 31, 2022. Fairview continues to consider other federal, state, and local
sources of grants for qualifying expenses.

The CARES Act also provided for an expansion of the Medicare Accelerated and Advance
Payment Program (Accelerated Payment Program), which allowed inpatient acute care hospitals
to request accelerated payments of up to 100% of their Medicare payment amount for a six-month
period. In 2020, Fairview received $329.4 from the Accelerated Payment Program of which
$212.0 million and $114.0 million was repaid during 2022 and 2021, respectively. As of
December 31, 2022, the remaining amount owed is included in other current liabilities on the
accompanying consolidated balance sheet and repayment will occur in 2023 based upon the terms
and conditions of the program.

The CARES Act also allowed for deferred payment of $86,300 of the employer portion of certain
payroll taxes between March 27, 2020 and December 31, 2020, with 50% due December 31, 2021,
and the remaining 50% due December 31, 2022. Fairview had paid the full deferred amount as of
December 31, 2022.
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Fairview Health Services

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)

Services provided to PBM clients include plan setup, claims adjudication with network
pharmacies, formulary management, and reimbursement services. The PBM contractually assumes
credit risk when administering pharmacy reimbursement contracts; therefore, revenue is
recognized at the cost of the claim in addition to the administrative fees earned for providing the
PBM services, except for claims fulfilled at Fairview pharmacies. For claims fulfilled at Fairview
pharmacies, claims revenue is not recognized within the PBM as that revenue has been recognized
within Fairview pharmacy.

Rebates received under arrangements with manufacturers or third-party intermediaries are
recorded as liabilities to be paid to the PBM clients, less applicable administrative fees.

Under the PBM’s pharmacy network contracts, the pharmacy is solely obligated to collect the co-
payments from the members. Under client contracts, the PBM does not assume liability for
member co-payments in pharmacy transactions. As such, the PBM does not include member co-
payments to retail pharmacies in revenue.

For administrative services revenue and PBM revenue, performance obligations are satisfied over
time. Revenue is therefore recognized pro rata over the time-bound performance obligation as
Fairview transfers service over the period in which the member is entitled to the services.
Performance obligations for contracts that are greater than one year were not material. Incremental
costs of obtaining a contract are treated as an expense when incurred as the time period of most
contracts with customers is one year.

Contributions

Contributions are reported as donor-restricted support if they are received with donor stipulations
that limit the use of the donated assets. When donor restrictions are satisfied, net assets with donor
restrictions are reclassified to net assets without donor restrictions and reported within the
consolidated statements of operations and changes in net assets either as net assets released from
restriction if the purpose relates to operations or as contributions of long-lived assets if the purpose
relates to capital. Donor-restricted contributions whose restrictions or conditions are met within
the same fiscal year as the revenue is received are reported as support within net assets without
donor restriction in the accompanying consolidated financial statements.
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Fairview Health Services

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)

Unconditional promises to give cash and other assets are reported at fair value at the date the
promise is received. Conditional promises to give are reported at fair value when the gift is
received, and all conditions have been satisfied. All unrestricted contributions are reported within
other operating revenue on the consolidated statements of operations and changes in net assets.

Contributions receivable are recorded in the period that the contributions are made and represent
unconditional promises to give for various operating and capital purposes. Contributions that are
expected to be collected in future years are recorded at the present value of their estimated future
cash flows. An allowance for uncollectible pledges receivable is determined based on a review of
estimated collectability.

Amounts receivable directly from donors are generally expected to be collected within one year.
Fairview also records assets related to contributions raised through the University of Minnesota
Foundation on Fairview’s behalf, which are expected to be received within one to five years. The
University of Minnesota Foundation releases funds to Fairview as the donor restrictions, if any,
are satisfied.

Operating and Performance Indicator

The operating indicator, operating loss after non-recurring expenses, includes all revenue, gains,
and unrestricted contributions to offset operating expense, and equity income or loss of
unconsolidated ventures derived from providing healthcare services. Those operating revenues and
expenses that are unusual in nature or not expected to recur as part of operations are classified as
nonoperating revenues or expenses to improve the comparability of the operating indicator.

The performance indicator is excess of revenues over expenses and includes operating income and
nonoperating income. The performance indicator excludes pension and other postretirement
liability adjustments, contributions of long-lived assets, non-controlling interests, and distributions
to non-controlling interests.

Reclassifications
Certain prior year amounts in the consolidated financial statements have been reclassified to

conform to the 2022 presentation. These reclassifications had no effect on the change in net assets
or net assets as previously reported.
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Fairview Health Services

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

3. Affiliations

Fairview, the University, and the University of Minnesota Physicians (UMP), a multi-specialty
group practice of over 1,200 physicians, affirmed their affiliation and approved a new affiliation
agreement (M Health Fairview Agreement) effective December 2018. While the parties maintain
separate governance, the M Health Fairview Agreement further integrates operations across the
clinical delivery system and enhances research and education by creating a joint clinical enterprise
among the parties. The M Health Fairview Agreement reshaped the previous affiliation to bring
together not only UMMC and its related service lines, but also Fairview’s other hospitals, clinics,
and services. All are part of a shared care delivery system that is led by a single structure that
includes academic physician leadership. The M Health Fairview Agreement furthers the
opportunity to create a nationally renowned academic health system. The delivery system is united
under a single brand, M Health Fairview. The M Health Fairview Agreement includes a Master
Professional Services Agreement to facilitate payment from Fairview to UMP for all professional,
clinical, and management services. The M Health Fairview Agreement expires in 2026, with an
option for a ten-year extension in 2023. Fairview and the University have entered discussion
regarding the future of the arrangement, but no decisions have been reached.

Fairview’s bylaws authorize a board of directors of up to 21 members. Four of the 21 members of
Fairview’s board of directors were appointed by and/or held positions at the University. Through
the M Health Fairview Agreement and board representation, the University participates in capital
funding decisions for the delivery system.

The M Health Fairview Agreement provides for fixed and variable financial support based on the
financial performance of Fairview to the University and UMP. The minimum variable academic
support commitment to the University is 0.15% of patient service revenue through 2026. The
minimum fixed annual academic support commitment to the University was $50,000 in 2021 and
2022 and is increasing thereafter through 2026 in accordance with the consumer price index (CPI).
The minimum fixed annual academic support commitment to UMP was $31,360 in 2021 and
$33,629 in 2022 and is increasing annually thereafter in accordance with the CPIL.
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Notes to Consolidated Financial Statements (continued)
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3. Affiliations (continued)

Revenue and expenses on a gross basis under all of Fairview’s agreements, including academic
support, with the University were, respectively, $14,908 and $123,035 in 2022, and $15,920 and
$118,608 for 2021. These amounts were recorded within other operating revenue and the related
expense categories on the consolidated statements of operations and changes in net assets.
Amounts receivable from and payable to the University were, respectively, $13,087 and $38,661
at December 31, 2022, and $13,949 and $31,582 at December 31, 2021. These amounts were
recorded within other current assets and accounts payable on the consolidated balance sheets.

Revenue and expenses on a gross basis under all of Fairview’s agreements with UMP, including
academic support, were, respectively, $6,693 and $658,802 for 2022, and $8,153 and $574,601 for
2021. These amounts were recorded primarily within other operating revenue and purchased
services on the consolidated statements of operations and changes in net assets. Amounts
receivable from and payable to UMP were, respectively, $1,707 and $82,194 at December 31,
2022, and $1,689 and $74,736 at December 31, 2021. These amounts were recorded within other
current assets and accounts payable on the consolidated balance sheets.

4. Cash, Cash Equivalents, and Restricted Cash
The following table provides a reconciliation of cash, cash equivalents, and restricted cash reported

within the consolidated balance sheets that sum to the total of the same such amounts shown on
the consolidated statements of cash flows as of December 31:

2022 2021
Cash and cash equivalents $ 78,219 $ 77,934
Cash and cash equivalents included in investments 153,808 200,311
Restricted cash included in assets limited as to
use within:
Held by insurance subsidiaries 201 2,056
Restricted fund investments 6,963 6,834
Total cash, cash equivalents, and restricted cash shown
on the consolidated statements of cash flows $ 239,191 § 287,135
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Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

5. Liquidity and Availability of Resources

Fairview’s working capital can fluctuate moderately during the year due to timing of payment
received on accounts receivable for medical services from certain payors, timing of cash inflows
and outflows related to the affiliation agreements, and timing of cash outflows, including payments
on long-term debt, capital expenditures for land building and equipment, and timing of employee
payments.

Fairview’s financial assets available within one year of the consolidated balance sheet as of
December 31 for general expenditure are as follows:

2022 2021
Financial assets:
Cash and cash equivalents $ 78,219 §$ 77,934
Short-term investments 298,727 521,439
Accounts receivable for medical services 669,193 653,910
Investments 1,636,699 2,168,825
Assets limited to use 74,645 85,479
Total financial assets 2,757,483 3,507,587
Liquidity resource:
Line of credit 100,000 100,000
Less amounts not designated for general expenditure or not
available within one year:
Private capital funds (79,243) (55,021)
Investments that could be contractually held back
at liquidation (8,298) (13,374)
Hedge fund liquidity > 1 year (33,189) (33,341)
Committed for capital expenditure (160,000) (250,000)
Financial assets not available for use within one year (280,730) (351,736)
Less assets limited to use (74,645) (85,479)
Total financial assets and liquidity resources available
within one year for general expenditure $ 2,502,108 $§ 3,170,372
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Notes to Consolidated Financial Statements (continued)
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5. Liquidity and Availability of Resources (continued)

As part of Fairview’s liquidity management, management structures its financial assets to be
available as its general expenditures, liabilities, and other obligations come due. In addition,
Fairview invests cash in excess of daily requirements in short-term investments. To help
management with unexpected liquidity needs, Fairview has a $100,000 line of credit with a bank
that can be drawn upon.

6. Patient Service Revenue and Accounts Receivable for Medical Services

Patient service revenue is reported at the amount that reflects the consideration to which Fairview
expects to be entitled in exchange for providing patient care. Patient services revenue includes
amounts due from patients, third-party payors (including health insurers and government
programs), and others and includes variable consideration for retroactive revenue adjustments due
to settlement of ongoing and future audits and reviews. Generally, Fairview bills patients and third-
party payors within days after the services are performed or discharged.

Patient service revenue is recognized as performance obligations are satisfied. Performance
obligations are determined based on the nature of the services provided by Fairview. Patient
service revenue for performance obligations satisfied over time is recognized based on estimated
expected payment at that point in time. Fairview believes that this method provides a reasonable
depiction of the transfer of services over the term of the performance obligation based on the
services needed to satisfy the obligation. Generally, performance obligations satisfied over time
relate to patients receiving inpatient acute care services, including transplant services. Fairview
measures the performance obligation from admission into the hospital to the point when it is no
longer required to provide services to that patient, which is generally at the time of the discharge.
Outpatient services are performance obligations satisfied at a point in time, and revenue is
recognized when goods or services are provided, and Fairview does not believe it is required to
provide additional goods or services.

As substantially all of its performance obligations relate to contracts with a duration of less than
one year, Fairview has elected to apply the optional exemption provided in Accounting Standards
Update 2014-09, Revenue from Contracts with Customers, and, therefore, is not required to
disclose the aggregate amount of the transaction price allocated to performance obligations that
are unsatisfied or partially unsatisfied at the end of the reporting period. The unsatisfied or partially
unsatisfied performance obligations referred to above are primarily related to inpatient acute care
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6. Patient Service Revenue and Accounts Receivable for Medical Services (continued)

services at the end of the reporting period for patients who remain admitted at that time (in-house
patients) or transplant patients who receive follow-up care. The performance obligations for these
contracts are generally completed when the patients are discharged, which for the majority of
Fairview’s in-house patients occurs within days or weeks of the reporting period.

Fairview uses a portfolio approach to account for categories of patient contracts as a collective
group rather than recognizing revenue on an individual contract basis. The portfolios primarily
consist of major payor classes for inpatient, outpatient, and other patient revenue. Based on
historical collection trends and other analysis, Fairview believes that revenue recognized by
utilizing the portfolio approach approximates the revenue that would have been recognized if an
individual contract approach were used.

Fairview’s initial estimate of the transaction price is determined by reducing the total standard
charges related to the patient services provided by various elements of variable consideration,
including contractual adjustments, discounts, implicit price concessions, and other reductions to
Fairview’s standard charges. Fairview determines the transaction price associated with services
provided to patients who have third-party payor coverage based on reimbursement terms per
contractual agreements, Fairview’s discount policies, and historical experience. Generally,
patients who are covered by third-party payors are responsible for related deductibles and
coinsurance, which vary in amount. For patients with deductibles and coinsurance, or uninsured
and underinsured patients who do not apply or do not meet the qualifications for charity care,
Fairview determines the transaction price associated with services on the basis of charges reduced
by implicit price concessions. Implicit price concessions included in the estimate of the transaction
price are based on Fairview’s historical collection experience for applicable patient portfolios.

Subsequent changes to the estimate of the transaction price (determined on a portfolio basis when
applicable) are generally recorded as adjustments to patient service revenue in the period of the
change. For the years ended December 31, 2022 and 2021, changes in Fairview’s estimates of
implicit price concessions, discounts, contractual adjustment, or other reductions to expected
payments for performance obligations satisfied in prior periods were not significant. Portfolio
collection estimates are updated monthly based on collection trends. Subsequent changes that are
determined to be the result of an adverse change in the patient’s ability to pay (determined on a
portfolio basis when applicable) are recorded as bad debt expense. Bad debt expense for the years
ended December 31, 2022 and 2021, was not significant.
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6. Patient Service Revenue and Accounts Receivable for Medical Services (continued)

Settlements with third-party payors for total cost of care payor contracts, cost report filings, and
retroactive adjustments due to ongoing and future contract provisions, audits, or reviews are
considered variable consideration and are included in the determination of the estimated
transaction price for providing patient care. These settlements are estimated based on the terms of
the payment agreement with the payor, correspondence from the payor, and Fairview’s historical
settlement activity, including an assessment to ensure that it is probable that a significant reversal
in the amount of cumulative revenue recognized will not occur when the uncertainty associated
with the retroactive adjustment is subsequently resolved. Such estimates are determined through
either a probability-weighted estimate or an estimate of the most likely amount, depending on the
circumstances related to a given estimated settlement item. Estimated settlements are adjusted in
future periods as adjustments become known, or as years are settled or are no longer subject to
audit or review. Adjustments arising from a change in the transaction price related to these
contracts were (decreases) increases of $(4,368) and $8,849 in 2022 and 2021, respectively, which
represented (0.1)% and 0.2%, respectively, of patient service revenue.

There are various proposals at the federal and state levels that could, among other things,
significantly reduce payment rates or modify payment methods. The ultimate outcome of these
proposals and other market changes, including the potential effects of or revisions to healthcare
reform that has been enacted by the federal government, cannot be determined presently. Future
changes in the Medicare and Medicaid programs and any reduction of funding could have an
adverse impact on Fairview.

Fairview has established estimates, based on information presently available, of amounts due to or
from Medicare and other payors for adjustments to current and prior years’ payment rates, based
on industry-wide and Fairview-specific data. The current Medicaid, Medicare, and other third-
party payor programs are based upon extremely complex laws and regulations that are subject to
interpretation. As a result, there is at least a reasonable possibility that recorded estimates will
change by a material amount. Additionally, noncompliance with such laws and regulations could
result in fines, penalties, and exclusion from such programs. Fairview is not aware of any
allegations of noncompliance that could have a material adverse effect on the accompanying
consolidated financial statements and believes that it is in compliance with all applicable laws and
regulations.
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6. Patient Service Revenue and Accounts Receivable for Medical Services (continued)

The composition of patient service revenue based on lines of business is summarized below for
the years ended December 31:

2022 2021
Hospital services $ 3,762,065 $ 3,487,609
Pharmacy services 1,427,599 1,283,772
Physician services 893,890 828,210
Senior services 28,704 29,530
Other 144,690 155,487

$ 6,256,948 § 5,784,608

Hospital revenue includes a variety of services mainly covering inpatient procedures requiring
overnight stays or outpatient operations that require anesthesia or use of complex diagnostic and
surgical equipment as well as emergency care. Pharmacy services include services provided
outside of hospital services, including retail and specialty pharmacies. Physician services include
services primarily focused on the care of outpatients covering primary and specialty healthcare
needs. Senior services include care provided at long-term senior care facilities, home care, and
hospice services.

Patient service revenue by major payor source is summarized below for the years ended
December 31:

2022 2021
Medicare $ 1,667,477 $ 1,505,734
Medicaid 1,038,028 943,470
Negotiated contracts, commercial, and other 3,509,521 3,289,129
Self-pay 41,922 46,275

$ 6,256,948 § 5,784,608

Deductibles, co-payments, and coinsurance under third-party payment programs that are the
patient’s responsibility are included within the primary payor category in the table above.
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6. Patient Service Revenue and Accounts Receivable for Medical Services (continued)

Fairview does not adjust the promised amount of consideration from patients or third-party payors
for the effects of a significant financing component due to Fairview’s expectation that the period
between the time the service is provided to a patient and the time that the patient or a third-party
payor pays for that service will be one year or less. However, Fairview does, in certain instances,
enter into payment agreements with patients that allow payments in excess of one year. For those
cases, the financing component is not deemed to be significant to the contract.

Fairview grants credit without collateral to its patients, most of whom are residents in the
communities served by Fairview and are insured under third-party payor agreements. The mix of
accounts receivable for medical services at December 31 consists of the following:

2022 2021
Medicare $ 166,629 $§ 117,704
Medicaid 62,235 71,930
Negotiated contracts, commercial, and other 385,455 398,885
Self-pay 54,874 65,391

$ 669,193 § 653,910

At December 31, 2022, one negotiated contract payor accounted for 16% of patient service
revenue and one negotiated contract payor accounted for 14% of accounts receivable for medical
services. At December 31, 2021, one negotiated contract payor accounted for 17% of patient
service revenue and two negotiated contract payors accounted for 13% and 10% of accounts
receivable for medical services.
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7. Other Operating Revenue

For the years ended December 31, other operating revenue and net assets released from restriction
consisted of the following:

2022 2021
Pharmacy benefit management $ 164,430 $ 120,050
COVID-19 relief grants 49,545 70,578
Health insurance services - 247,314
Other 190,834 204,757

$ 404,809 § 642,699

8. Land, Buildings, and Equipment

Land, buildings, and equipment at December 31 consist of the following:

2022 2021

Land and improvements $ 117,975 $§ 119,093
Buildings and improvements 1,877,894 1,836,271
Equipment 914,937 879,986
Finance leased facilities and equipment 80,809 68,946

2,991,615 2,904,296
Accumulated depreciation and amortization (1,776,283) (1,688,600)

1,215,332 1,215,696
Construction-in-progress 78,610 62,328

$ 1,293,942 § 1,278,024

Depreciation expense, including amortization of assets under capital leases, was $143,428 and
$143,961 for 2022 and 2021, respectively. Fairview did not record any expenses related to the
impairment of land, building, and equipment for 2022 or 2021.
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9. Investments

The composition of Fairview’s investments, including those with limited uses, at December 31 is

summarized as follows:

Cash and cash equivalents
Equity pool

Fixed-income pool

Hedge fund pool

Private capital

Real assets pool

Short duration fixed-income pool

2022 2021
$ 160,972 § 209,201
495,884 739,573
731,394 909,396
258,966 332,260
79,243 55,021
69,756 119,275
213,856 411,017

$ 2,010,071 § 2,775,743

Alternative investments accounted for using the equity method of accounting and investments in
certain entities that calculate net asset value (NAV) per share (or its equivalent), including
restricted and unrestricted assets, are as follows:

Unfunded
December 31 Commitments at Redemption  Redemption
2022 2021 December 31, 2022 Frequency  Notice Period
Equity commingled funds $ 155,731 $ 152,038 $ - Monthly 10 days
Equity long/short hedge funds 95,716 120,327 — Monthly/
Quarterly/
Biannual 30-90 days
Fixed-income hedge fund 58,723 53,570 - Quarterly 60 days
Fixed-income commingled
funds 70,817 120,627 — Quarterly 60 days
Other hedge fund 104,527 158,363 16,985 Monthly/
Quarterly 30-90 days
Private capital funds 79,671 55,609 65,329 7-9 years N/A
Total $ 565,185 $ 660,534 $ 82,314
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9. Investments (continued)

Fairview’s investments are exposed to various types and levels of risk. Equity securities and equity
mutual funds expose Fairview to market risk, performance risk, and liquidity risk for both domestic
and international investments. Market risk is the risk associated with major movements of the
equity markets. Performance risk is the risk associated with a company’s operating performance.
Fixed-income securities and fixed-income mutual funds expose Fairview to interest rate risk, credit
risk, and liquidity risk. As interest rates change, the value of many fixed-income securities is
affected, including those with fixed interest rates. Credit risk is the risk that the obligor of the
security will not fulfill its obligations. Liquidity risk is affected by the willingness of market
participants to buy and sell particular securities. Liquidity risk tends to be higher for equities
related to small capitalization companies and certain alternative investments, such as private
capital funds, and hedge funds. Through Fairview’s investments in hedge funds, Fairview is
indirectly involved in investment activities, such as securities lending, trading in futures and
forward contracts, and other derivative products. Derivatives are used to adjust underlying
manager portfolio risk exposure. While these financial instruments may contain varying degrees
of risk, Fairview’s risk with respect to such transactions is limited to its capital balance in each
investment. Due to the volatility in the capital markets, there is a reasonable possibility of
subsequent changes in fair value resulting in additional gains and losses in the near term.

Investment return is summarized and reported on the consolidated statements of operations and
changes in net assets as follows for the years ended December 31:

2022 2021
Dividends and interest $ 38,680 $ 45,810
Investment expenses, net (5,508) (5,968)
Net realized gains, net 26,020 162,437
Unrealized losses, net (284,128) (29,593)

$ (224,936) $ 172,686

Other operating revenue $ RRS 4,455
Nonoperating (losses) gains (224,441) 166,536
Contributions and other changes, net, in donor-

restricted net assets (492) 1,695

$ (224,936) § 172,686
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10. Leases

Fairview leases facilities, vehicles, and equipment under lease agreements, which include both
monthly and long-term arrangements.

Assets and liabilities arising from leases as of December 31 are as follows:

Classification 2022 2021
Right-of-use assets:
Operating ROU operating lease assets $ 124875 § 116,459
Finance Land, buildings, and equipment 80,809 68,947
Total right-of-use assets $ 205,684 $ 185,406
Classification 2022 2021
Current lease liabilities:
Operating ROU operating lease obligations $ 21,824 § 19,070
Finance Current maturities of long-term debt 7,726 1,580
Non-current lease liabilities:
Operating ROU operating lease obligations 117,260 111,957
Finance Long-term debt 51,179 43,622
Total lease liabilities $ 197989 §$§ 176,229

Finance lease assets are recorded net of accumulated amortization of $55,340 and $41,018 as of
December 31, 2022 and 2021, respectively.

Lease cost for the years ended December 31 was as follows:

2022 2021
Short-term rentals $ 36,117 $ 33,515
Operating leases 26,762 28,102
Finance leases:
Amortization of leased assets 2,460 345
Interest on lease liabilities 2,598 2,255

$ 67,937 § 64,217
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10. Leases (continued)
The maturity of lease liabilities at December 31, 2022, was as follows:

Operating  Financing

Leases Leases Total

Undiscounted cash flows due within:

2023 $ 31,142 $ 9,407 $ 40,549

2024 28,025 9,080 37,105

2025 24,518 6,877 31,395

2026 22,218 4,689 26,907

2027 19,743 2,825 22,568

2028 and thereafter 51,714 34,173 85,887
Total undiscounted cash flows 177,360 67,051 244 411
Impact of present value discount 38,276 8,146 46,422
Amount reported on balance sheet $ 139,084 $ 58,905 $§ 197,989

Other disclosures as of or for the year ended December 31, 2022, are as follows:

Operating  Financing

Cash flows for leases $ 31,041 $ 6,914
ROU assets obtained in exchange for new lease liabilities 22,404 24,170
Weighted average term (years) 7.3 16.7
Weighted average discount rate 3.47% 4.22%

Other disclosures as of or for the year ended December 31, 2021, are as follows:

Operating  Financing

Cash flows for leases $ 31,627 $ 2,253
ROU assets obtained in exchange for new lease liabilities 3,305 —
Weighted average term (years) 8.2 19.9
Weighted average discount rate 3.62% 5.98%
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11. Debt

Fairview’s long-term debt is summarized as follows:

Health Care System Revenue Bonds:
Series 2021 10-Year Taxable
Series 2021 30-Year Taxable
Series 2018 A Tax-Exempt
Series 2018B Taxable
Series 2018C Taxable
Series 2017A Tax-Exempt
Series 2017B Taxable
Series 2017C Taxable
Series 2015A Tax-Exempt
Series 2015 Taxable

Senior housing revenue bonds
and notes

Finance lease obligations

Other
Net unamortized premium

Unamortized debt issuance costs
Current maturities of long-term debt

Final Amount Outstanding at
Annual Interest Scheduled December 31
Rates Maturity 2022 2021

2.558% 2031 $ 100,925 $ 100,925

3.456% 2051 100,945 100,945

4.00%—5.00% 2049 263,890 263,890

Variable 2048 113,015 113,015

Variable 2048 110,510 110,510

2.00%—5.00% 2047 175,940 181,975

3.13% 2031 95,415 95,415

2.79% 2024 95,410 95,410

2.00%—5.00% 2044 94,735 97,400

4.16% 2043 290,500 303,630
Various

fixed rate Various 48,600 50,686
Various

fixed rate Various 58,905 45,202
Various

fixed rate Various 5,394 7,237

1,554,184 1,566,240

40,131 41,741

(9,431) (9,893)
(31,216) (26,615)
$ 1,553,668 § 1,571,473

In September 2015, the City of Minneapolis, on behalf of Fairview, issued Series 2015A tax-
exempt bonds in the aggregate principal amount of $111,255 to refund the principal amount of
previously outstanding revenue bonds and provide new money to fund facility expansion. The
Series 2015A bonds were issued at a premium of $11,808. At the same time, Fairview also issued
Series 2015 taxable private placement bonds in the aggregate principal amount of $352,440 to
refund the principal amount of previously outstanding revenue bonds.
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11. Debt (continued)

In August 2017, the Housing and Redevelopment Authority of the City of Saint Paul, on behalf of
Fairview, issued Series 2017A tax-exempt bonds in the aggregate principal amount of $202,100
to refund existing debt. The Series 2017A bonds were issued at a premium of $22,628. At the same
time, Fairview also entered into Series 2017B and Series 2017C taxable term loans with two
financial institutions for a total of $190,825 to refund existing taxable direct placement debt.

In October 2018, the City of Minneapolis, on behalf of Fairview, issued the Series 2018A
fixed-rate tax-exempt bonds in the aggregate principal amount of $263,890 to refund outstanding
revenue bonds and provide $100,000 in new money to fund facility improvements. The Series
2018A bonds were issued at a premium of $16,009.

The City of Minneapolis, on behalf of Fairview, also issued the Series 2018BC variable-rate
demand bonds (VRDBs) in the aggregate principal amount of $223,525 to refund previously
outstanding private placement bonds. In conjunction with the issuance of the VRDBs, Fairview
has entered into various standby purchase and credit agreements in the amount of $227,420 that
expire at various dates, commencing with $112,436 in October 2023 and $114,984 in
October 2025. Under the terms of the agreements, the bank will make liquidity loans to Fairview
in the amount necessary to purchase all or a portion of the VRDBs and pay up to 53 days of interest
in the event of a failed remarketing. Principal payments on the liquidity loans would be generally
payable beginning 367 days after a failed remarketing in quarterly installments over a three- or
four-year amortization period. If the amortization period extends beyond 367 days of the stated
maturity date of the letter of credit, full prepayment of the remaining balance would be required.
If the standby purchase agreement expires without being renewed or replaced, full prepayment of
the remaining balance is amortized over the 367-day period. Fairview plans to put into place a new
standby letter of credit to replace the existing agreement that expires in October 2023.

In October 2021, Fairview closed on the issuance of $201,870 of fixed rate taxable Series 2021
Bonds. Approximately half of the Series 2021 Bonds have a 10-year term with the remaining
having a 30-year term. The Series 2021 Bonds were issued for general corporate purposes,
including reimbursement of prior capital expenditures, repayment of a $50,000 fixed rate short-
term term loan, and payment of the cost of issuance related to the Series 2021 Bonds.
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11. Debt (continued)

The Fairview Obligated Group (Obligated Group) is defined under the Master Trust Indenture
dated September 1, 2015, between Fairview and U.S. Bank National Association, as amended and
supplemented from time to time (the MTI). Under the terms of the MTI, members of the Obligated
Group are jointly and severally liable for the debts and other obligations of each other and subject
to various restrictive covenants, including limitations on incurring additional debt, sale of assets,
and the maintenance of certain ratios, including days cash on hand, debt to capitalization, and debt
service coverage. The Obligated Group consists of Fairview Health Services, Fairview Pharmacy
Services, Range Regional Healthcare Services, Fairview Bethesda Hospital (previously named
HealthEast until 2022), HealthEast St. John’s Hospital, HealthEast Woodwinds Hospital, and
Grand Itasca Clinic and Hospital (collectively, Obligated Affiliates). HealthEast St. Joseph’s
Hospital, which was also part of the Obligated Group, was merged into Fairview Health Services
effective January 1, 2023.

The Obligated Group accounted for 86% of Fairview’s consolidated total operating revenue for
2022, and 89% of Fairview’s total consolidated assets at December 31, 2022.

Fairview paid interest, net of capitalized interest, of $56,231 and $51,551 for the years ended 2022
and 2021, respectively.

The following are aggregate maturities and sinking fund requirements of long-term debt for each
of the next five years, assuming no early redemption or other changes to variable-rate debt:

2023 $ 31,216
2024 36,402
2025 34,689
2026 39,520
2027 35,520

In April 2022, Fairview sold its share of ownership in Maple Grove Hospital Corporation (MGHC)
and no longer guarantees any obligations of MGHC.

Fairview maintained a credit arrangement for short-term borrowing during 2022 and 2021. At
December 31, 2021, Fairview had $100,000 in credit available for short-term borrowing at a
variable interest rate through October 27, 2023. There were no amounts outstanding at
December 31, 2022 or 2021.
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12. Derivative Financial Instruments

Fairview uses various derivative financial instruments, including interest rate swaps, as part of its
risk management strategy to manage exposure to fluctuation in interest rates and to manage the
overall cost of its debt. Derivatives are used to manage identified and approved exposures and are
not used for speculative purposes.

Interest rate swaps between Fairview and a third party (counterparty) provide for the periodic
exchange of payments between the parties based on changes in a defined index, the Interbank
Offered Rate (IBOR), and a fixed rate and include counterparty credit risk. Counterparty credit
risk is the risk that contractual obligations of the counterparties will not be fulfilled. Concentrations
of credit risk relate to groups of counterparties that have similar economic or industry
characteristics that would cause their ability to meet contractual obligations to be similarly affected
by changes in economic or other conditions. Counterparty credit risk is managed by requiring high
credit standards for Fairview’s counterparties. The counterparties to these contracts are financial
institutions that carry investment-grade credit ratings. The interest rate swap contracts contain
collateral provisions applicable to both parties to mitigate credit risk. Fairview does not anticipate
nonperformance by its counterparties.

The following is a summary of the outstanding positions under these interest rate swaps at
December 31, 2022:

Notional
Instrument Type Amount Maturity Date Rate Paid Rate Received
Floating-to-fixed rate swap $ 74,880 November 15, 2047 3.50% 62.4% of 1-month LIBOR
and 0.29%
Floating-to-fixed rate swap 147,620 November 15, 2047 3.60 62.4% of 1-month LIBOR
and 0.29%

The fair value of interest rate swaps of $(27,322) and $(84,851) at December 31, 2022 and 2021,
respectively, is recorded as a liability on the consolidated balance sheets.
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12. Derivative Financial Instruments (continued)

None of the derivative financial instruments are designated as hedging instruments. Accordingly,
nonoperating (losses) gains are recorded on the consolidated statements of operations and changes
in net assets. The losses on interest rate swaps are $52,816 and $6,962 for the years ended
December 31, 2022 and 2021, respectively.

Fairview offsets the fair value amounts recognized for the derivative instruments and the fair value
amounts recognized for the right to reclaim cash collateral (a receivable) based on the terms of the
master netting agreement with the counterparty. Fairview’s master netting agreements contain
provisions that require Fairview to post collateral with the counterparty when the net liability of
the derivative instruments is greater than the predetermined threshold. Collateral of $9,001 and
$66,167 was required to be posted and reduced the outstanding liability recorded at December 31,
2022 and 2021, respectively.

Fairview has authorized certain investment managers to purchase financial derivative instruments
on its behalf. Specifically, equity and fixed-income futures are used to invest cash in equities
and/or obtain equity market exposure. Fairview’s derivative instruments involve varying degrees
of risk of loss in excess of the amount recognized in the consolidated financial statements arising
from potential changes in market prices. The market value of the total notional derivative contracts
was $5,625 as of December 31, 2022, and $30,313 as of December 31, 2021, and is included in
investments. Realized (losses) gains for the derivatives were $(2,866) during 2022 and $2,262
during 2021. In addition, Fairview, through its investment activities, is indirectly involved in such
activities as trading in futures, forward contracts, and other derivative products. While these
instruments may contain varying degrees of risk, Fairview’s risk with respect to such transactions
is limited to its respective share in each investment pool.
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13. Fair Value Measurements

Fairview’s investments include money market, fixed-income, and equity securities, which are
carried at fair value, based on quoted market prices, and are classified as trading securities.
Investments designated for use within one year are classified as short-term investments on the
consolidated balance sheets. Investment securities are exposed to various risks, such as interest
rate, credit, and overall market volatility. In addition, Fairview invests in commingled funds, which
are accounted for at NAV as a practical expedient to fair value, and other alternative investments,
which are accounted for using the equity method of accounting.

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. The fair value
measurements and disclosures section of the FASB’s Accounting Standards Codification
establishes a framework for measuring fair value. The framework consists of a three-level
hierarchy for fair value measurements based upon the transparency of inputs to the valuation of an
asset or a liability as of the measurement date.

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest
level of input that is significant to the fair value measurement.

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date (i.e., an exit price).
The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value.
The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical
assets and liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). The three
levels of the fair value hierarchy in ASC Topic 820, Fair Value Measurement, are described below:

* Level 1 — Unadjusted quoted prices in active markets that are accessible to the reporting
entity at the measurement date for identical assets and liabilities.
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13. Fair Value Measurements (continued)

* Level 2 — Inputs other than quoted prices in active markets for identical assets and
liabilities that are observable either directly or indirectly for substantially the full term of
the asset or liability. Level 2 inputs include the following:

— Quoted prices for similar assets and liabilities in active markets or for identical or
similar assets or liabilities in markets that are not active

— Observable inputs other than quoted prices that are used in the valuation of the asset or
liability

— Inputs that are derived principally from or corroborated by observable market data by
correlation or other means

» Level 3 — Unobservable inputs for the asset or liability (i.e., supported by little or no market
activity). Level 3 inputs include management’s own assumption about the assumptions that
market participants would use in pricing the asset or liability, including assumptions about
risk.

Fairview utilizes a discounted cash flow methodology for valuing derivative financial instruments.
The valuations reflect a credit spread adjustment to the LIBOR discount curve in order to reflect
the credit value adjustment for nonperformance risk. The credit spread adjustment is derived from
other comparably rated entities’ bonds priced in the market. The credit spread adjustment recorded
was $4,615 and $6,853 at December 31, 2022 and 2021, respectively. Fair value for Level 3 is
based on unobservable market data. There were no financial instruments recorded at fair value
classified as Level 3 at December 31, 2022 or 2021.

The methods described above may produce a fair value calculation that may not be indicative of
net realizable value or reflective of future fair values. Furthermore, while Fairview believes its
valuation methods are appropriate and consistent with other market participants, the use of
different methodologies or assumptions to determine the fair value of certain financial instruments
could result in a different estimate of fair value at the reporting date.

The carrying values of cash and cash equivalents, accounts receivable for medical services,

accounts payable, and receivables and payables under third-party reimbursement contracts are
reasonable estimates of their fair value due to the short-term nature of these financial instruments.
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The following table presents the financial instruments carried at fair value on a recurring basis as
of December 31, 2022, based on the definition of the fair value hierarchy:

Level 1 Level 2 Level 3 Total

Assets
Cash and cash equivalents $ 160,972 $ - 3 - 3 160,972
Equity pool 340,153 - - 340,153
Fixed-income pool 367,322 293,255 - 660,577
Real assets pool 69,328 - - 69,328
Short duration fixed-income pool 79,584 134,272 - 213,856
Total investments at fair value $ 1,017,359 $ 427,527 $ — 1,444,886
Investments measured using

NAV® 565,185
Total investments S 2,010,071
Liabilities
Derivative financial instruments S - 3 (18,321) $ - 3 (18,321)

The following table presents the financial instruments carried at fair value on a recurring basis as
of December 31, 2021, based on the definition of the fair value hierarchy:

Level 1 Level 2 Level 3 Total

Assets
Cash and cash equivalents $ 209,201 $ - $ - $ 209,201
Equity pool 587,535 - - 587,535
Fixed-income pool 366,662 422,106 - 788,768
Real assets pool 118,688 - - 118,688
Short duration fixed-income pool 170,047 240,970 — 411,017
Total investments at fair value $ 1,452,133  $ 663,076 $ — 2,115,209
Investments measured using

NAV® 660,534
Total investments $ 2,775,743
Liabilities
Derivative financial instruments ~ $ - (18,684) $ - (18,684)

(OIn accordance with ASC 820-10, Fair Value Measurement — Overall, certain investments that are measured at fair
value using the net asset value per share (or its equivalent) practical expedient have not been classified in the fair value
hierarchy.
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14. Commitments and Contingencies

Fairview is insured with external insurance carriers for professional and general liability claims in
excess of amounts self-insured through its insurance subsidiary. Fairview self-insures a portion of
its professional and general liability risk through its wholly owned captive insurance subsidiary.
Premiums paid to its captive insurance subsidiary are based on the cost of comparable coverage
with commercial insurance companies and are eliminated in consolidation. Fairview also
maintains coverage for losses in excess of certain limits with an outside insurance carrier under a
risk-sharing program with certain other healthcare providers. Premiums are based on the
experience of Fairview and the other healthcare providers and could result in a retrospective
adjustment.

Fairview manages its professional and general liability insurance programs through its captive
insurance company and its employee health insurance through self-funded plans. The provision
for claims against these programs includes an estimate of the ultimate cost for reported claims and
claims incurred but not reported. The estimate for professional and general liability, workers’
compensation, and employee health insurance claims is based on actual claims to date and actuarial
studies of Fairview’s estimated future liability for such claims.

The estimated undiscounted liability for outstanding employee health insurance claims was
$24,252 and $31,912 at December 31, 2022 and 2021, respectively. The estimated undiscounted
liability for professional and general claims, and the estimated discounted liability for workers’
compensation claims totaled $89,705 and $93,973 at December 31, 2022 and 2021, respectively,
and is included in other current liabilities and insurance subsidiaries claims reserves. Valuation of
these liabilities is based on historical data.

Fairview is a defendant in various lawsuits arising in the ordinary course of business. Although
the outcome of these lawsuits cannot be predicted with certainty, management believes the
ultimate disposition of such matters will not have a material adverse effect on Fairview’s
consolidated financial condition or operations. However, there can be no assurance that this will
be the case.

Approximately 27% of Fairview’s employees are represented by various collective bargaining
arrangements that expire within one to four years. In 2022, Fairview recorded non-recurring
expenses of $24,527 resulting from labor contingency planning and temporary labor costs reflected
in the labor strike expenses on the statement of operations and changes in net assets.
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15. Employee Benefit Plans

Fairview sponsors a number of defined contribution pension plans covering most of its employees
who meet certain eligibility requirements. Fairview’s contribution expense for the plans was
$89,360 and $84,371 for the years ended December 31, 2022 and 2021, respectively, and is
reported on the consolidated statements of operations and changes in net assets within salaries and
benefits expense.

Fairview had several defined benefit plans, participation in which is frozen, and postretirement
plans. In 2020, Fairview finalized the termination of two defined benefit plans and fully distributed
the remaining plan assets and fully satisfied all remaining obligations. The remaining plans provide
pension and postretirement benefits to approximately 9% of Fairview’s employees. Net periodic
benefit costs totaled $1,198 and $2,898 for 2022 and 2021, respectively. At December 31, 2022
and 2021, the net accrued benefit costs are recorded within other long-term liabilities on the
consolidated balance sheets and totaled $8,615 and $15,626, respectively. The change to
Fairview’s unrestricted net assets arising from changes in plan assets and benefit obligations was
$(4,026) and $(7,676) in 2022 and 2021, respectively. The weighted average discount rate and
expected long-term rate of return on plan assets used to estimate the net periodic benefit cost were
2.79% and 5.25% for 2022, and 2.43% and 5.25% for 2021, respectively. The weighted average
discount rate used to estimate the accrued benefit cost at December 31, 2022 and 2021, was 5.29%
and 2.77%, respectively. The projected benefit obligation for the plans totaled $50,202 and
$66,418 at December 31, 2022 and 2021, respectively.

The fair value of pension plan assets was determined using the fair value hierarchy as defined in
Note 13. Fair value methodologies for Level 1 are consistent with the inputs described in Note 13.
Fair value of pooled separate accounts is based on the net asset value of shares held by the plans
at year-end and is classified as Level 2. Fair value of the guaranteed investment contract is
calculated by the annuity provider based on unobservable market data and is classified as Level 3.

The following analysis of the pension plan assets, measured at fair value on a recurring basis, is
based on the definition of the fair value hierarchy at December 31, 2022:

Level 1 Level 2 Level 3 Total
Assets
Pooled separate accounts $ - S 47,207 $ - S 47,207
Guaranteed investment
contract - - 981 981
$ - $ 47,207 $ 981 $ 48,188
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15. Employee Benefit Plans (continued)

The following analysis of the pension plan assets, measured at fair value on a recurring basis, is
based on the definition of the fair value hierarchy at December 31, 2021:

Level 1 Level 2 Level 3 Total
Assets
Pooled separate accounts $ -3 56,481 $ - $ 56,481
Guaranteed investment
contract — — 1,111 1,111
$ - 3 56,481 $ 1,111 $ 57,592

Fairview also participates in union-sponsored multiemployer plans to which contributions are
made in accordance with collective bargaining agreements. The risks of participation in these
multiemployer plans are different from single-employer plans in the following aspects: (a) assets
contributed to the multiemployer plan by one employer may be used to provide benefits to
employees of other participating employers; (b) if a participating employer stops contributing to
the plan, the unfunded obligations of the plan may be borne by the remaining participating
employers; and (c) if Fairview chooses to stop participating in some of its multiemployer plans
and if the plan is underfunded, Fairview may be required to pay those plans an amount based on
the underfunded status of the plan, referred to as the withdrawal liability.

Fairview’s participation in these plans is outlined in the table below. The “EIN/Pension Plan
Number” column provides the Employee Identification Number (EIN) and the three-digit plan
number, if applicable. The most recent Pension Protection Act zone status available is for the
plan’s year-end at December 31, 2022 and 2021. The zone status is based on information that
Fairview received from the plan and is certified by the plan’s actuary. Among other factors,
plans in the red zone are generally less than 65% funded, plans in the yellow zone are less than
80% funded, and plans in the green zone are at least 80% funded. The “FIP/RP Status
Pending/Implemented” column indicates plans for which a financial improvement plan (FIP) or a
rehabilitation plan (RP) is either pending or has been implemented. The last column lists the
expiration date of the collective bargaining agreement to which the plans are subject.
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Expiration
Pension FIP/ Date of
EIN/ Protection Act RP Status  Contributions of Fairview Collective
Pension Pension Plan Zone Status Pending/ for the Plan Year Ended  Surcharge Bargaining
Fund Number 2022 2021 Implemented 2022 2021 Imposed Agreement
Twin City
Hospitals
Minnesota
Nurses

Association
Pension Plan 41-6184922 — 001 Green Green N/A $ 36,339 $ 34,021 No May 31, 2025

Other 2,692 2,530
Total
contributions $ 39,031 $ 36,551

Total amounts expensed under the union-sponsored multiemployer plans were $39,031 and
$36,551 for 2022 and 2021, respectively, and were recorded within salaries and benefits on the
consolidated statements of operations and changes in net assets. Fairview contributes more than
5% of the total contributions to all of the plans in which it participated for the plan years 2022 and
2021. Fairview is required to make a minimum contribution of $34,187 in 2023. The funding
improvement plan for the Twin City Hospitals Minnesota Nurses Association Pension Plan
requires no contribution or benefit changes from the currently bargained amounts to achieve the
funding improvement plan goals. The Plan did not require a surcharge payment. At the date
Fairview’s consolidated financial statements were issued, Forms 5500 were not available for the
plans’ year ended in 2022.
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16. Functional Expenses

Fairview provides health-related services to patients and operates a health insurance services
organization providing health insurance services to subscribers in the communities it serves.
Recurring and non-recurring expenses related to providing these services, included on the
consolidated statements of operations and changes in net assets, are as follows:

Health
Health Care Insurance General and
Services Services Administrative Total

Year ended December 31, 2022
Salaries and benefits S 2,661,021 $ - 3 505,845 $ 3,166,866
Supplies 2,031,020 - 21,561 2,052,581
Purchased services 989,382 - 101,262 1,090,644
Depreciation and amortization 96,987 - 48,471 145,458
Interest 50,962 - 3,024 53,986
Other 332,954 — 134,712 467,666

$ 6,162,326 $ - 3 814,875 $ 6,977,201

Health
Health Care Insurance General and
Services Services Administrative Total

Year ended December 31, 2021
Salaries and benefits $ 2,400,007 $ 25,175 $ 460,295 $§ 2,885,477
Supplies 1,869,848 - 12,632 1,882,480
Purchased services 857,427 193,218 95,555 1,146,200
Depreciation and amortization 99,027 119 47,579 146,725
Interest 44,874 - 3,207 48,081
Other 311,532 1,584 137,822 450,938

$ 5,582,715 $ 220,096 $ 757,090 $ 6,559,901
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17. Income Taxes

Most of Fairview’s controlled affiliates are tax-exempt organizations as described in
Section 501(c)(3) of the IRC. These organizations are subject to income tax on any income from
unrelated business activities. Fairview also owns or controls certain taxable affiliates. Fairview
files income tax returns in the U.S. federal jurisdiction and in various state and local jurisdictions.
With few exceptions, Fairview is no longer subject to U.S. federal, state, and local, or non-U.S.
income tax examinations by tax authorities for years before 2017. Fairview is currently undergoing
an audit being conducted by the Internal Revenue Service which could result in adjustments to
income taxes payable for years under audit or on estimates for uncertain tax positions.

Fairview has made reasonable estimates of the provision for income taxes and on existing deferred
tax balances based on accounting guidance included in ASC 740, Income Taxes. Deferred tax
assets and liabilities are recognized in the consolidated financial statements at currently enacted
income tax rates applicable to the period in which the deferred tax assets and liabilities are expected
to be realized. Valuation allowances are established when necessary, to reduce deferred tax assets
to the amount expected to be realized.

Fairview recognizes all tax positions, including those positions in a previously filed tax return or
a position expected to be taken in a future tax filing that is reflected in measuring current or
deferred income tax assets and liabilities, when it is more likely than not (likelihood of greater than
50%) that, based on technical merits, the position will be sustained upon examination. There are
$8,400 and $14,540 of uncertain tax positions recorded on the consolidated balance sheets as of
December 31, 2022 and 2021, respectively. Fairview has made reasonable estimates of the
provision for income taxes and on existing deferred tax balances based on accounting guidance
included in ASC 740, Income Taxes.

Fairview does not expect that there will be a significant change in the total amount of unrecognized
tax benefits within the next 12 months.

18. Subsequent Events
Fairview evaluated events and transactions occurring subsequent to December 31, 2022 through
April 13,2023, the date of issuance of the accompanying consolidated financial statements. During

this period, there were no subsequent events requiring recognition or disclosure in the consolidated
financial statements.
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Federal
Assistance
FederalAwarding Agencz/Progmm Title Number
DEPARTMENT OF JUSTICE
COMPREHENSIVE OPIOID, STIMULANT, AND OTHER SUBSTANCES
USE PROGRAM 16.838
TOTAL DEPARTMENT OF JUSTICE
DEPARTMENT OF HEALTH AND HUMAN SERVICES
MATERNAL AND CHILD HEALTH FEDERAL CONSOLIDATED
PROGRAMS 93.110
RESEARCH RELATED TO DEAFNESS AND COMMUNICATION
DISORDERS 93.173
DISABILITIES PREVENTION 93.184
DRUG ABUSE AND ADDICTION RESEARCH PROGRAMS 93.279
PUBLIC HEALTH EMERGENCY RESPONSE: COOPERATIVE
AGREEMENT FOR EMERGENCY RESPONSE: PUBLIC HEALTH CRISIS
RESPONSE 93.354
COVID-19 TESTING FOR THE UNINSURED 93.461
COVID-19 PROVIDER RELIEF FUND AND AMERICAN RESCUE PLAN (ARP)
RURAL DISTRIBUTION 93.498
HOSPITAL PREPAREDNESS PROGRAM (HPP) EBOLA PREPAREDNESS
AND RESPONSE ACTIVITIES 93.817
COVID-19 HOSPITAL PREPAREDNESS PROGRAM (HPP) EBOLA
PREPAREDNESS AND RESPONSE ACTIVITIES 93.817
CARDIOVASCULAR DISEASES RESEARCH 93.837
TOTAL DEPARTMENT OF HEALTH AND HUMAN SERVICES
DEPARTMENT OF HOMELAND SECURITY
COVID-19 DISASTER GRANTS - PUBLIC ASSISTANCE
(PRESIDENTIALLY DECLARED DISASTERS) 97.036

TOTAL DEPARTMENT OF HOMELAND SECURITY

TOTAL EXPENDITURE OF FEDERAL AWARDS

Please Note:
Italicized award lines indicate pass-through funding

FAIRVIEW HEALTH SERVICES
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Fiscal Period 1/1/2022 - 12/31/2022

Identifying Number
Additional Name of Funder Assigned By Funder Total Amount Federal
Award Pass-Through Pass-Through Provided to Federal Program Cluster Cluster
i i Entity Entity Sub-Recipients Expenditures Total Name Total
2019-AR-BX-K050 MN DEPT OF HUMAN SERVICES 140027 559,525 559,525 N/A S0
$59,525
GREAT LAKES HEMOPHILIA
H30MC24052 FOUNDATION 237367636 $10,078 $10,078 N/A S0
NATIONAL INSTITUTE ON DEAFNESS
& OTHER COMMUNICATION
5001DC018942-02 DISORDERS 2940583K 512,131 $12,131 RESEARCH AND DEVELOPMENT 526,965
GREAT LAKES HEMOPHILIA
1 U27-DD000 862-01 FOUNDATION 237367636 $17,595 $17,595 N/A S0
1R21DA046084-01 MN DEPT OF HUMAN SERVICES P0O06265001 56,367 56,367 RESEARCH AND DEVELOPMENT 526,965
NU90TP922089 MN DEPT OF HEALTH 187784 $304,187 $304,187 N/A S0
COVID-19 UIT20200001 $728,062 $728,062 N/A $0
COVID-19 RHC2020001 $14,990,610 $14,990,610 N/A $0
U3REP150527 MN DEPT OF HEALTH NA 512,038 516,372 N/A S0
COVID-19 U3REP150542 MN DEPT OF HEALTH 181093 $4,334 $16,372 N/A S0
RO1HL138332 UNIVERSITY OF MINNESOTA P0O6566102 58,467 58,467  RESEARCH AND DEVELOPMENT 526,965
$16,093,869
covID-19 MN DEPARTMENT OF HEALTH NA $407,551 $407,551 $407,551 N/A )
$407,551 $407,551
$407,551 $16,560,945

The accompanying Notes to the Schedule of Expenditures of Federal Awards are an integral part of the schedule.
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Notes to Schedule of Expenditures of Federal Awards

Year Ended December 31, 2022

1. Basis of Presentation

The accompanying schedule of expenditures of federal awards (the Schedule) includes federal
award activities of Fairview Health Services for the year ended December 31, 2022. The Schedule
includes all federal assistance entered into directly between Fairview Health Services and the
federal government and subawards from non-federal organizations made under federally
sponsored agreements. The information in the Schedule is presented in accordance with the
requirements of 2 CFR Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance). Therefore, the Schedule presents only a
selected portion of the operations of Fairview Health Services. It is not intended to and does not
present the financial position, changes in net assets, or cash flows of Fairview Health Services.

2. Summary of Significant Accounting Policies

Expenditures reported on the Schedule are reported as incurred using the accrual method of
accounting and the applicable cost accounting principles. Such expenditures are recognized
following the cost principles contained in the Uniform Guidance, wherein certain types of
expenditures are not allowable or are limited as to reimbursement. Any negative amounts shown
on the Schedule represent adjustments or credits made in the normal course of business to amounts
reported as expenditures in prior years.

3. Indirect Cost Rate

Fairview Health Services did not use the 10% de minimis indirect cost rate allowed under the
Uniform Guidance.
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4. COVID-19 Provider Relief Fund and American Rescue Plan (ARP) Rural Distribution

(Assistance Listing No 93.498) (PRF)

The schedule includes $14,990,610 received from HHS between January 1, 2021 through
December 31, 2021, under the PRF program Assistance Listing No. 93.498. These amounts are
reported as Period 3 and Period 4 in the HHS PRF Reporting Portal. These amounts were
recognized as patient service revenue and investment income in Fairview Health Services’
consolidated financial statements on the accompanying consolidated statements of operations and
changes in net assets for the years ended December 31, 2022 and 2021.

Total Lost
Revenues
Reported
Name of Reporting Entity Reporting Total Other (Excluding
for HHS Reporting Entity Tax Provider Relief Amounts
Periods 3 and 4 Provider Identification Type of Fund Expenses Carried
Relief Fund Report Number (TIN) Distribution Reported Forward) Total
Fairview Health Services 41-0991680 General & Targeted $ 73,963 $ 498,807 § 572,770
Grand Itasca 41-1865874 Targeted 693 3,034,918 3,035,611
Fairview Range 41-1293970 General & Targeted 2,098 4,378,525 4,380,623
St. Joseph’s 41-0693880 Targeted 658 428,461 429,119
Ebenezer Care Center 41-0706141 General & Targeted 10,686 779,649 790,335
Ebenezer Ridges 41-1287792 General & Targeted 7,490 214,389 221,879
Ebenezer Lakes 41-2012560 General & Targeted 31,314 192,534 223,848
Fairview Clinics 41-1761760 Targeted - 529,000 529,000
Woodwinds 41-1592761 General & Targeted - 1,963,817 1,963,817
St. John’s 41-1456897 Targeted - 399,199 399,199
HealthEast Medical Research 41-1765832 General & Targeted - 1,495,253 1,495,253
HealthEast Care System 36-3517697 General & Targeted - 550,036 550,036
Fairview Express Care 20-5996177 Targeted 399,120 399,120

$ 126,902 $ 14,863,708 $ 14,990,610
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Building a better Minneapolis, MN 55402
working world

Report of Independent Auditors on Internal Control Over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance With Government Auditing Standards

The Board of Directors, Chief Executive Officer,
and Chief Financial Officer
Fairview Health Services

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards 1issued by the Comptroller General of the United States (Govermment Auditing
Standards), the financial statements of Fairview Health Services (the Company), which comprise
the consolidated balance sheet as of December 31, 2022, and the related consolidated statement of
operations and changes in net assets, and the consolidated statement of cash flows for the year then
ended, and the related notes to the financial statements, and have issued our report thereon dated
April 13, 2023.

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Company’s
internal control over financial reporting (internal control) as a basis for designing audit procedures
that are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the Company’s
internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected, on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses or significant deficiencies may exist that were not identified.
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Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Company’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the financial statements. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.

Purpose of This Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

St + MLL?

April 13, 2023
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Report of Independent Auditors on Compliance for the Major Federal
Program and Report on Internal Control Over Compliance
Required by the Uniform Guidance

The Board of Directors, Chief Executive Officer,
and Chief Financial Officer
Fairview Health Services

Report of Independent Auditors on Compliance for the Major Federal Program
Opinion on the Major Federal Program

We have audited Fairview Health Services’ (the Company) compliance with the types of
compliance requirements identified as subject to audit in the U.S. Office of Management and
Budget (OMB) Compliance Supplement that could have a direct and material effect on the
Company’s major federal program for the year ended December 31, 2022. The Company’s major
federal program is identified in the summary of auditor’s results section of the accompanying
schedule of findings and questioned costs.

In our opinion, the Company complied, in all material respects, with the compliance requirements
referred to above that could have a direct and material effect on its major federal program for the
year ended December 31, 2022.

Basis for Opinion on the Major Federal Program

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America (GAAS); the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States
(Government Auditing Standards); and the audit requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance). Our responsibilities under those standards
and the Uniform Guidance are further described in the Auditor’s Responsibilities for the Audit of
Compliance section of our report.

We are required to be independent of the Company and to meet our other ethical responsibilities
in accordance with the relevant ethical requirements relating to our audit. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion on
compliance for the major federal program. Our audit does not provide a legal determination of the
Company’s compliance with the compliance requirements referred to above.
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Responsibilities of Management for Compliance

Management is responsible for compliance with the requirements referred to above and for the
design, implementation, and maintenance of effective internal control over compliance with the
requirements of laws, statutes, regulations, rules, and provisions of contracts or grant agreements
applicable to the Company’s federal programs.

Auditor’s Responsibilities for the Audit of Compliance

Our objectives are to obtain reasonable assurance about whether material noncompliance with the
compliance requirements referred to above occurred, whether due to fraud or error, and express an
opinion on the Company’s compliance based on our audit. 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, Government Auditing Standards, and the Uniform Guidance will always
detect material noncompliance when it exists. The risk of not detecting material noncompliance
resulting from fraud is higher than for that resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.
Noncompliance with the compliance requirements referred to above is considered material, if there
is a substantial likelihood that, individually or in the aggregate, it would influence the judgment
made by a reasonable user of the report on compliance about the Company’s compliance with the
requirements of the major federal program as a whole.

In performing an audit in accordance with GAAS, Government Auditing Standards, and the
Uniform Guidance, we:

» Exercise professional judgment and maintain professional skepticism throughout the audit.

» Identify and assess the risks of material noncompliance, 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 Company’s compliance with the
compliance requirements referred to above and performing such other procedures as we
considered necessary in the circumstances.

* Obtain an understanding of the Company’s internal control over compliance relevant to the
audit in order to design audit procedures that are appropriate in the circumstances and to
test and report on internal control over compliance in accordance with the Uniform
Guidance, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over compliance. Accordingly, no such opinion is expressed.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit and any significant deficiencies and material
weaknesses in internal control over compliance that we identified during the audit.
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Report on Internal Control Over Compliance

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or a combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on
a timely basis. A significant deficiency in internal control over compliance is a deficiency, or a
combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the
Auditor’s Responsibilities for the Audit of Compliance section above and was not designed to
identify all deficiencies in internal control over compliance that might be material weaknesses or
significant deficiencies in internal control over compliance. Given these limitations during our
audit, we did not identify any deficiencies in internal control over compliance that we consider to
be material weaknesses, as defined above. However, material weaknesses or significant
deficiencies in internal control over compliance may exist that were not identified.

Our audit was not designed for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, no such opinion is expressed.

The purpose of this report on internal control over compliance is solely to describe the scope of

our testing of internal control over compliance and the results of that testing based on the
requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other

purpose.
Sarct ¥ MLL?

June 26, 2023
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Fairview Health Services

Schedule of Findings and Questioned Costs

Year Ended December 31, 2022

Section [—Summary of Auditor’s Results
Financial Statements
Type of report the auditor issued on whether the

financial statements audited were prepared in
accordance with GAAP: Unmodified

Internal control over financial reporting:

Material weakness(es) identified? Yes X No

Significant deficiency(ies) identified? Yes X None reported

Noncompliance material to financial statements

noted? Yes X No

Federal Awards

Internal control over major federal program:

Material weakness(es) identified? Yes X  No

Significant deficiency(ies) identified? Yes X

None reported

Type of auditor’s report issued on compliance for

major federal program: Unmodified

Any audit findings disclosed that are required to be
reported in accordance with 2 CFR 200.516(a)? Yes X No
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Fairview Health Services

Schedule of Findings and Questioned Costs (continued)

Identification of major federal programs:

Assistance Listing
Number(s) Name of Federal Program or Cluster

93.498 COVID-19 Provider Relief Fund and American Rescue Plan (ARP) Rural
Distribution

Dollar threshold used to distinguish between
Type A and Type B programs: $750,000

Auditee qualified as low-risk auditee? Yes X No

2306-4264844
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Fairview Health Services

Schedule of Findings and Questioned Costs (continued)

Section II—Financial Statement Findings

None identified.

2306-4264844
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Fairview Health Services

Schedule of Findings and Questioned Costs (continued)

Section III—Federal Award Findings and Questioned Costs

None identified.
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Fairview

Fairview Health Services
Schedule of Prior Year Findings
Fiscal Period 1/1/2022 - 12/31/2022

Finding 2021-001

Federal Agency: United States Department of Health and Human Services, Health Resources and Services
Administration (HRSA)

Planned Corrective Actions:
Responsible Official — Dawn Ksepka, VP of Finance and System Controller
Anticipated completion date —July 31, 2022

Management performed a review of claims submitted to the HRSA COVID-19 Uninsured Program for
potential payments for ineligible services and has resubmitted any claims that require reprocessing due
to overpayment. In March 2022, HRSA announced the discontinuance of the HRSA COVID-19 Uninsured
Program and therefore remediation of internal controls is no longer applicable.

Remediation:

Fairview refunded HRSA for all claims with payments for ineligible services. Management complied with
and completed all requests from HRSA and received formal acknowledgement that Fairview’s 2021 UG
findings has been satisfactorily closed with HRSA via Report No. A-05-22-70023 dated March 23, 2023.

Finding 2021-002

Federal Agency: United States Department of Health and Human Services, Health Resources and Services
Administration (HRSA)

Planned Corrective Actions:
Planned Responsible Official - Dawn Ksepka, VP of Finance and System Controller
Anticipated completion date — September 30, 2022

Management agrees with this finding and has developed a corrective action plan to remediate internal
controls over the review and approval of allowability of expenditures at all Fairview subsidiaries.

Remediation:

Fairview revised its process to include only pay assigned to COVID-19 pay code. All pay assigned to the
COVID-19 pay code is approved by the employee’s manager as directly related to COVID-19. Accounting
continues to review the time coded to COVID-19 in the time system, reviewing for allowable purpose,
and then coding to any available grant funding.



Fairview Health Services
Schedule of Prior Year Findings
Fiscal Period 1/1/2022 - 12/31/2022

Finding 2020-001

Federal Agency: U.S. Department of Health and Human Services - Centers for Disease Control and
Prevention

Planned Corrective Actions:
Responsible Official - Dawn Ksepka, VP of Finance and System Controller
Anticipated completion date — June 30, 2022

Management will review and modify its internal controls over the cash draw down process to ensure the
review is sufficiently precise to validate support and identify errors.

Remediation:

Increased review over billform detail has been implemented. Existing billform review steps are more
consistently and thoroughly followed including review of formulas and check of arithmetic.

Finding 2020-002

Federal Agency: U.S. Department of Health and Human Services - Centers for Disease Control and
Prevention

Planned Corrective Actions:
Planned Responsible Official - Dawn Ksepka, VP of Finance and System Controller
Anticipated completion date — December 20, 2022

Management identified and corrected the capitalization of federal assets between $5,000 - $10,000.
Management will update our internal controls and policies to lower the capitalization of federal
equipment to $5,000 in accordance with 2 CFR Section 200.33.

An inventory observation was not able to be performed due to the assets being within a unit actively
caring for COVID-19 patients. Management will conduct a physical inventory of its federal assets during
2022, and then update our internal controls and policies to require physical inventory of federal assets at
least once every two years going forward.

Remediation:

Policy has been implemented to address: capitalization, procurement, suspension and debarment policies
for assets purchased with federal funds.

Management conducted a physical inventory of all federally purchased fixed assets in the general ledger
as April 30, 2022. As a result of the inventory, all assets with a remaining net book value over $5,000 were
located and in service.
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Fairview Health Services
Schedule of Prior Year Findings
Fiscal Period 1/1/2022 - 12/31/2022

Finding 2020-003

Federal Agency: U.S. Department of Health and Human Services - Centers for Disease Control and
Prevention

Planned Corrective Actions:
Responsible Official — Dawn Ksepka, VP of Finance and System Controller
Anticipated completion date — December 20, 2022

Management agrees that it could not produce documentation to support that an adequate number of
bids or quotes were obtained, or of the rational for a noncompetitive bid. Management will implement
internal controls, policies, and procedures over federal procurements in accordance with the federal
regulations. This will include steps to ensure that they are made in accordance with the appropriate
procurement threshold(s) as outlined in Section 200.320 (a), (b), (c) and (d) and that supporting
documentation is maintained to corroborate procurement decisions.

Remediation:

Policy has been implemented to address: capitalization, procurement, suspension and debarment policies
for assets purchased with federal funds.

Finding 2020-004

Federal Agency: U.S. Department of Health and Human Services - Centers for Disease Control and
Prevention
Assistance Listing: No. 93.461, COVID-19 Claims Reimbursement to Health Care Providers and Facilities for

Testing, Treatment, and Vaccine Administration for the Uninsured (COVID-19 Uninsured Program)

Planned Corrective Actions:
Responsible Official - Dawn Ksepka, VP of Finance and System Controller
Anticipated completion date — September 30, 2022

Management is in the process of reviewing claims submitted to the HRSA COVID-19 Uninsured Program
for potential payments for ineligible services and will timely resubmit any claims that require reprocessing
due to overpayment. In March 2022, HRSA announced the discontinuance of the HRSA COVID-19
Uninsured program and therefore remediation of internal controls in no longer applicable.
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Fairview Health Services
Schedule of Prior Year Findings
Fiscal Period 1/1/2022 - 12/31/2022

Remediation:

See finding 2021-001.

Management refunded claims to HRSA and worked with representatives from HRSA during the months of
April — September 2022. Management complied with and completed all requests of HRSA.
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