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The following information is solely for the use of the Board of Trustees and
management of Pine Crest Nursing Home (the “Facility”). The financial
information was derived from the audited financial statements and from other
information obtained through the course of our audits.
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Audit Summary

Auditor’'s Responsibility Under Auditing Standards Generally Accepted in the
United States

To express an opinion about whether the financial statements prepared by
management with the Board of Trustees’ oversight are fairly presented in all

material respects in conformity with accounting principles generally accepted in
the United States (CAAP).

Our procedures are designed to obtain reasonable, rather than absolute,
assurance about the financial statements.

As part of our audit, we considered internal control solely for the purpose of
determining our audit procedures and not to provide any assurance concerning
such internal control. We are responsible for communicating significant matters
related to the audit that are, in our professional judgment, relevant to your
responsibilities in overseeing the financial reporting process.

© 2020 Wipfli LLP. All rights reserved.



Audit Summary

Qualitative Aspects of Accounting Practices

= We noted no transactions entered into by the Facility during the year ended
December 31, 2019, for which there is a lack of authoritative guidance or consensus.

= Thedisclosures in the financial statements are neutral, consistent, and clear.
Financial statement disclosures related to the coronavirus pandemic and the
management agreement executed with North Central Health Care subsequent to
December 31, 2018 are considered to be sensitive disclosures.

Accounting estimates are an integral part of the financial statements prepared by
mManagement and are based on management's knowledge and experience about past
and current events and assumptions about future events.

= The most sensitive estimates affecting the financial statements are the accounts
receivable allowance for doubtful accounts, the estimates related to the Wisconsin
Retirement System and Life Insurance net pension liability (asset) and deferred
outflows and deferred inflows of resources, and fixed asset depreciation and assigned
useful lives.

= Wipfli evaluated the key factors and assumptions used to develop the estimates and
found the estimates to be reasonable in relation to the financial statements taken as
a whole.

© 2020 Wipfli LLP. All rights reserved.



Audit Summary

Planned Scope and Timing of the Audit

= We performed the audit according to the planned scope in accordance with
planning discussions held with management and our engagement letter.
Completion of the audit was delayed by COVID-19 pandemic and delays in obtaining
information related to the accrued sick leave estimates as of December 31, 2018.

High Level of Support and Cooperation From Management

= We did not encounter any difficulties in dealing with management in performing
and completing our audit.

Disagreements With Management

= For purposes of this letter, professional standards define a disagreement with
mManagement as a matter, whether or not resolved to our satisfaction, concerning a
financial accounting, reporting, or auditing matter that could be significant to the
financial statements or the auditor's report. No such disagreements arose during
the course of our audit.

© 2020 Wipfli LLP. All rights reserved.



Audit Summary

Audit Adjustments

» Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are clearly trivial, and communicate them to the
appropriate level of management. The following entries were posted during the audit process:

Assets and

Liabilities and

Net Position

Deferred Deferred

Outflows Inflows Beginning Change Ending
Correct beginning net position for sick leave $ - $ - $(449290) $ 449290 $ -
Adjust for WRS - GASB 68 2,890,718 3,038,293 - (147,575)  (147,575)
Adjust for LRLIF - GASB 75 701,815 746,188 - (44,373) (44,373)
Record property tax levy for subsequent year 440,815 440,815 - - -
Record Workers compensation liability - 27,674 - (27,674) (27,674)
Other client proposed entries (6,456) 5,108 - (1,564) (11,564)
Totals $ 4026892 $ 4,258,078 $ (449290) $ 218,104 $ (231,186)
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Audit Summary

Uncorrected Items Noted During the Audit

» The following item, which was not recorded in the financial statements, was determined by

mManagement to be immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.

Effect on 12/31/2019 financial statements if entry is not made - Overstated (Understated)

Assets and Liabilities and Net Position
Deferred Deferred
Description Outflows Inflows Beginning Change Ending
Understatement of accounts receivable $ 30,123 $ - $ $ 30,123 $ 30,123
Scope of Audit Report

Issued an unmodified opinion on the financial statements of the Facllity.
Independence

= There are no relationships between Wipfli LLP and the Facility that, in our professional
judgment, would reasonably be thought to impair our independence.

© 2020 Wipfli LLP. All rights reserved.



Audit Summary

In planning and performing our audit of the Facility's financial statements, we considered the
Facility's internal control over financial reporting (internal control) as a basis for designing our
auditing procedures 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 Facility's internal
control. Accordingly, we do not express an opinion on the effectiveness of the Facility's
internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. In addition, because of inherent limitations in
internal control, including the possibility of management override of controls, misstatements
due to error or fraud may occur and not be detected by such controls. Deficiencies in internal
control are defined as follows:

A control deficiency exists when the design or operation of a control does not allow
mManagement or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a deficiency, or
combination of control deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance. A
material weakness is a deficiency, or combination of deficiencies, in internal control such as
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.

We consider the deficiency on the following page to be a significant deficiency.

© 2020 Wipfli LLP. All rights reserved.



Audit Summary

Financial Accounting and Reporting

A client’s internal control over financial reporting does not end at the general ledger but
extends to the financial statements and notes. As part of our professional services for the year
ended December 31, 2019, Wipfli assisted in drafting the financial statements and related
notes. The Facility does not have sufficient expertise to prepare its own financial statements
and footnotes. Because the Facility relies on Wipfli to provide the necessary understanding of
current accounting and disclosure principles in the preparation of the financial statements, a
significant deficiency exists in the Facility's internal controls.

Like the Facility, many nursing homes do not find it is cost effective to hire someone with
sufficient expertise to prepare the annual audited financial statements with the required
footnote disclosures. In these situations, an organization will often rely on an independent
accounting firm to assist with this process. Our procedures are designed to obtain reasonable,
rather than absolute, assurance about the financial statements.

© 2020 Wipfli LLP. All rights reserved.



Financial Analysis
Statements of Net Position

(In Thousands) Dollar Percent
2015 2016 2017 2018 2019 Change Change
Current assets:
Cash $ 384 $ 379 $ 44 $ 173 $ 18 $ 16 9%
Assets limited as to use - 772 31 - - - 0%
Accounts receivable - Net 1,05 1125 1,0M 1,049 1,304 255 24%
Other current assets 642 698 650 520 512 (8) -2%
SP receivable 750 475 300 455 - (455) -100%
Total current assets 2,881 3,449 2,036 2,197 2,005 -192 -9%
Assets limited as to use 13 5,160 762 - - - 0%
Net pension asset 977 - - 1,170 - (1,170) -100%
Capital assets - Net 3,389 4,966 12,335 12,225 1,719 (506) -4%
Total noncurrent assets 4,379 10,126 13,097 13,395 1,719 (1,676) -13%
Deferred outflows of resources 1,012 3,544 2,480 2,229 3,869 1,640 74%
Total assets and deferred outflows $ 8272 $ 17119 $ 17613 $ 17,821 $ 17593 $ (228) -1%
Liabilities:
Current liabilities $ 1,414 $ 2272 $ 1826 $ 2150 $ 2537 $ 387 18%
Long-term debt - 7,000 9,940 9,559 9,168 (391) -4%
Net pension liability - 638 326 610 1,921 1,31 215%
Total liabilities 1,414 9,910 12,092 12,319 13,626 1,307 1%
Deferred inflows of resources - 1,343 1,028 2,765 2,510 (255) -9%
Net position 6,858 5,866 4,493 2,737 1,457 (1,280) -47%
Total liabilities, deferred inflows of
resources and net position $ 8272 $ 17119 $ 17613 $ 17,821 $ 17593 $ (228) -1%

© 2020 Wipfli LLP. All rights reserved.
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Financial Analysis

Statements of Revenue, Expenses, and Other Changes in Net Position

(In Thousands)

Dollar Percent
2015 2016 2017 2018 2019 Change Change
Net resident service revenue $1219 $ 1686 $ 1,716 $13545 $ 14512 $ 967 7%
Other operating revenue 42 n 7 15 10 (5) -33%
Total operating revenue 12,238 1,697 1,723 13,560 14,522 962 7%
Operating expense:
Salaries and wages 6,076 6,009 6,165 6,687 6,917 230 3%
Employee benefits:
GASB 68 - 427 438 136 148 12 9%
GASB 75 - - - 64 44 (20) -31%
Other 2,831 2,788 2,899 2,984 3,345 361 12%
Supplies and other 1,779 1,684 1,596 1,619 1,545 (74) -5%
Purchased services 1,482 1,559 1,628 2,131 2,802 671 31%
Provider assessment 367 367 343 367 360 (7) -2%
Debt issuance costs - - 139 - - - 0%
Provision for bad debts 27 103 125 62 73 il 18%
Depreciation and amortization 309 305 346 691 713 22 3%
Interest 16 - 32 253 252 m 0%
Total operating expenses
(including interest) 12,887 13,242 13,71 14,994 16,199 1,205 8%
Operating loss (649) (1,545) (1,988) (1,434) (1,677) (243) 17%
Nonoperating income (loss) (3) 6 17) (4) (44) (40) 1000%
Expenses in excess of revenue (652) (1,539) (2,005) (1,438) (1,721) (283) 20%
Tax levy funds received and
other 569 547 633 557 44] (1e) -21%
Change in net position $ 83 $ (992) $ (1,372) $ (881) $(1280) $ (399 45%

© 2020 Wipfli LLP. All rights reserved.
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Financial Analysis
Schedule of Net Position Before CASB 68 and 75

The amounts recorded in accordance with GASB 68 and 75 are provided to the Facility by the
State of Wisconsin Retirement System and can fluctuate significantly based on the actual
experience and actuarial assumptions used each year by the State of Wisconsin Retirement
System.

The below table shows the Facility’'s change in net position, excluding the impact of the GASB 68
and GASB 75 entries, for the years ended December 31, 2015 through 2019:

2015 2016 2017 2018 2019
Total change in net position S (83) S (992) S (1,372) S (881) S (1,280)
Add impact of:
GASB 68 - 427 438 136 148
GASB 75 - - - 64 44
Total change in net position excluding
impacting of GASB 68 & 75 S (83) S (565) S (934) S (681) S (1,088)

© 2020 Wipfli LLP. All rights reserved.



Financial Analysis
Financial Ratios

Average Daily Census by Payor
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2015 2016 2017 2018 2019

Total 162.89 162.43 156.85 156.37 151.38
Medicare & HMO 13.12 10.33 8.99 11.68 13.33
= Private & Other 20.39 21.64 15.88 17.42 18.74
= Medicaid 129.38 130.45 131.97 127.27 119.32
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Financial Analysis
Financial Ratios (Continued)
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Financial Analysis
Financial Ratios (Continued

Wisconsin Medicaid Case Mix Index (CMI)Trend
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Source: Department of Human Services Medical Assistance ("MA") Case Mix Index dataset. The March 2019 CMI will be utilized to
establish MA rates effective October 1, 2019,
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Five-Star Quality Ratings
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Within 25 miles:
Pine Crest Nursing Home 3 4
Benedictine Manor of Wausau 4
Wausau Manor 4
Marshfield Clinic Comfort and Recovery-Wausau 4 N/A
North Central Health Care 3 4
Pride TLC Therapy and Living Campus 5 5

© 2020 Wipfli LLP. All rights reserved.
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Industry Update



One word can sum up current healthcare trends - COVID-19.

= We understand COVID-19 is putting an incredibly heavy burden on our healthcare clients, and we

wish the entire Facility team the best as they face the challenges of COVID-19.

= Fortunately, Congress has passed several important pieces of legislation to provide financial relief
to individuals, businesses, and healthcare organizations. The two primary pieces of legislation
include the Families First Coronavirus Recovery Act (FFCRA) and the Coronavirus Aid, Relief,and
Economic Security (CARES) Act.

» FFCRA and CARES Act, as well as changing regulations implemented oversight agencies, have
resulted in an array of changes to regulatory, payment, and employment-related requirements as
the state and nation work to “flatten the curve,” prevent outbreaks within care facilities and other
congregate settings of the elderly, and prepare for a potential influx of patients in America’s
hospitals. We understand the Facility is working hard to remain abreast of and comply with

these changes.

© 2020 Wipfli LLP. All rights reserved.
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One word can sum up current healthcare trends - COVID-19.

= There are several important funding opportunities available to healthcare
providers as a result of the CAREs Act. These funding opportunities include the
following:

» Medicare Accelerated and Advance Payment

» Federal Emergency Management Administration Grants

» Federal Communications Commission (FCC) Telehealth Grants
» Health and Human Services Provider Relief Fund

» Small Business Administration Paycheck Protection Program and Economic
INnjury Disaster Loan

© 2020 Wipfli LLP. All rights reserved.
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One word can sum up current healthcare trends - COVID-19.

» The Facllity has received funds from the HHS Provider Relief Fund. There are prescribed terms
and conditions associated with these funds including limitations on the use of the funds. We
recommend the Facility track the cost of COVID-19 response separately to the extent possible by
setting up additional accounts within the general ledger to track COVID-19 revenue and

expenses. The expenses might involve payroll-related costs, supplies, or additional contracted
services.

= We will keep management informed as new information becomes available.

© 2020 Wipfli LLP. All rights reserved.
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Industry Update and Trends
A Changing Landscape for Post-Acute Care

© 2020 Wipfli LLP. All rights reserved.
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Industry Update and Trends
Nursing Home Occupancy

© 2020 Wipfli LLP. All rights reserved.
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Industry Update and Trends
National Nursing Home Payor Mix

© 2020 Wipfli LLP. All rights reserved.
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Industry Update and Trends
National Nursing Home Payor Mix (Continued)

Nationally, Wisconsin experienced the largest reduction in
nursing home residents from 2013 through 2017.

© 2020 Wipfli LLP. All rights reserved.
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Industry Update and Trends
Caregiver Shortage Continues to Worsen

= |n 2021, the first baby boomers (born between 1946 to 1964)
will turn 75.

= After 2021, 3.4 million boomers will turn 75 each year ... until
2032; then 4.3 million boomers will turn 75 each year.

= The average U.S. life expectancy is projected to be 84 in the
year 2030 and is projected to be over 90 by 2050.

© 2020 Wipfli LLP. All rights reserved.
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Industry Update and Trends
Patient Driven Payment Model

= Patient Driven Payment Model (PDPM) is the new reimbursement
system for services provided by a SNF to Medicare beneficiaries.

= PDPM went into effect October 1, 2019, and is a significant change in the
Medicare payment system.

= PDPM shifts the basis for reimbursement from therapy to medical acuity.

= This is consistent with trends for hospitals to discharge patients “quicker
and sicker” and the trend for many rehabilitative surgeries to skip a SNF
stay in favor of outpatient and home-based therapy.

= SNFs need to transition from strategies focused on therapy and
rehabilitative services to strategies focused on medically acute patients.

= This trend requires SNFs to enhance the skill set and adopt new patient
outreach and referral relationship strategies.

© 2020 Wipfli LLP. All rights reserved.



Appendix
Other Required Commmunications
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Other Required Communications

Errors and Irregularities

= There were no material errors, irregularities, or illegal acts noted during the audit.

Other Information in Documents Containing Audited Financial Statements

= We are not aware that the audited financial statements were included in any other
documents.

Significant Accounting Policies

= The significant accounting policies used by the Facility are outlined in Note 1to the
financial statements. There were no new accounting policies adopted in 2019.

Management Representations

= We have requested certain representations from management that are included in
the management representation letters, copies of which are attached.

Management Consultations With Other Accountants

= |n some cases, management may decide to consult with other accountants about
auditing and accounting matters or obtaining a “second opinion” on certain
situations. To our knowledge, management has not consulted other accountants on
the application of GAAP which would affect the Facility's financial statements or a
determination of any type of auditor's opinion which may be expressed on the
financial statements.

© 2020 Wipfli LLP. All rights reserved.



Other Required Communications (Continued)

Major Issues Discussed With Management Prior to Retention

= We generally discuss a variety of matters, including the application of accounting
principles and auditing standards, with management each year prior to retention as
the Facility's auditors. However, these discussions occurred in the normal course of
our professional relationship and our responses were not, in our judgment, a
condition of our retention.

© 2020 Wipfli LLP. All rights reserved.
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Thank You

Contact Informatio

N

Kimberly Heller

Wipfli LLP

11 Scott Street, Suite 400
P.O. Box 8010

Wausau, WI 54402-8010
715.843.8336
kheller@Wipfli.com

© 2020 Wipfli LLP. All rights reserved.

Larry Lester

Wipfli LLP

4890 Owens Ayres Ct., Suite 250
P.O. Box 0690

Eau Claire, WI 54702-0690
715.858.6678

llester@Wipfli.com
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