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2501 E. Enterprise Avenue, Suite 300
Appleton, WI 54912
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
Care Wisconsin First, Inc. and Affiliate

Report on the financial statements

We have audited the accompanying consolidated financial statements of Care
Wisconsin First, Inc. and Affiliate (a nonprofit organization) (collectively, the “Entity”),
which comprise the consolidated balance sheets as of December 31, 2018, and the
related consolidated statements of operations and changes in net assets, functional
expenses and cash flows for the year then ended, and the related notes to the financial
statements.

Management’s responsibility for the financial statements

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

Auditor’s responsibility

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

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

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

GT.COM

Grant Thornton LLP is the U.S. member firm of Grant Thornton International Ltd (GTIL). GTIL and each of its member firms
are separate legal entities and are not a worldwide partnership.
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Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in
all material respects, the financial position of Care Wisconsin, Inc. and Affiliate as of
December 31, 2018, and the changes in their net assets and their cash flows for the
year then ended in accordance with accounting principles generally accepted in the
United States of America.

Other matter

The consolidated financial statements and supplementary information of Care
Wisconsin, Inc. and Affiliate as of and for the year ended December 31, 2017 were
audited by other auditors. Those auditors expressed an unmodified opinion on those
2017 consolidated financial statements and supplementary information in their report
dated April 27, 2018.

Supplementary information

Our audit was conducted for the purpose of forming an opinion on the consolidated
financial statements as a whole. The consolidating balance sheet as of December 31,
2018, and the consolidating statement of operations for the year ended December 31,
2018, are presented for purposes of additional analysis, rather than to present the
financial position and results of operations of the individual entities, and are not a
required part of the consolidated financial statements. The combining schedule of
revenue and expenses for the year ended December 31, 2018, as required by the
Wisconsin Department of Health Services, is presented for purposes of additional
analysis and is not a required part of the consolidated financial statements. Such
supplementary information is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the
consolidated financial statements. The information has been subjected to the auditing
procedures applied in the audits of the consolidated financial statements and certain
additional procedures. These additional procedures included comparing and
reconciling the information directly to the underlying accounting and other records used
to prepare the consolidated financial statements or to the consolidated financial
statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the
consolidating, combining and supplementary information is fairly stated, in all material
respects, in relation to the consolidated financial statements as a whole.

Other reporting required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report,
dated June 17, 2019, on our consideration of the Entity’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 Entity’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 Entity’s internal control over financial reporting
and compliance.

LA Thavdon LLP

Appleton, Wisconsin
June 17, 2019




Care Wisconsin First, Inc. and Affiliate
CONSOLIDATED BALANCE SHEETS

December 31,
ASSETS 2018 2017

CURRENT ASSETS
Cash and cash equivalents $ 49,845,033 $ 62,654,279
Health care receivables - net 15,273,953 6,806,459
Investments 37,582,725 37,704,233
Prepaid expenses and other 2,519,357 2,064,015
Deferred income taxes 125,000 50,000
Total current assets 105,346,068 109,278,986
ASSETS LIMITED AS TO USE 6,109,221 5,146,325
DEFERRED COMPENSATION PLAN ASSETS 242,600 535,955
PROPERTY AND EQUIPMENT - NET 2,191,366 2,923,930
OTHER ASSETS 72,591 119,442
TOTAL ASSETS $ 113,961,846 $ 118,004,638

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Accounts payable
Income tax payable
Accrued member services
Accrued salaries and benefits
Unearned revenue
Premium deficiency reserve

Total current liabilities

LONG-TERM LIABILITIES
Deferred compensation plan liability
Deferred rent

Total long-term liabilities

Total liabilities

NET ASSETS - WITHOUT DONOR RESTRICTION
TOTAL LIABILITIES AND NET ASSETS

3 9,390,331 3 4,747,866
86,071 3,500
49,389,201 41,785,975
3,146,626 2,757,053
170,166 103,622
21,477,611 546,520
83,660,006 49,944,536
242,600 535,955
471,311 602,081
713,911 1,138,036
84,373,917 51,082,572
29,587,929 66,922,066

$ 113,961,846

$ 118,004,638

The accompanying notes are an integral part of these consolidated financial statements.




Care Wisconsin First, Inc. and Affiliate

CONSOLIDATED STATEMENTS OF OPERATIONS AND CHANGES IN NET ASSETS

Years ended December 31, 2018

Operating activities

REVENUE
Medicaid premiums
Medicare premiums
Medicare Part D
Member cost share
Room and board
Other third-party payor

Total revenue

EXPENSES
Member services
Long-term care
Acute and primary care

Total member services
Care management services
Supporting services - administrative
Premium deficiency reserve
Total expenses
Change in net assets before taxes and non-operating activities
Provision for state income taxes
Current expense
Deferred benefit
Total provision for state income taxes
Change in net assets before non-operating activities
Non-operating activities
Investment return, net
Other revenue, gains and losses, net

CHANGE IN NET ASSETS

NET ASSETS AT BEGINNING
NET ASSETS AT END

2018

2017

$ 412,141,092

$ 349,362,671

45421,584 37,668,439
10,703,394 10,852,614
13,660,066 11,406,515
34,447 469 27,656,368

111,801 93,351
516,485,406 437,039,958
409,097,687 315,554,952

58,318,102 47,095,750
467,415,789 362,650,702
47,507,416 40,081,424
22,765,881 19,646,804
20,931,091 546,520
558,620,177 422,925,450
(42,134,771) 14,114,508

261,031 661,868

(75,000) (57,000)

186,031 604,868
(42,320,802) 13,509,640

450,681 1,506,311

4,535,984 16,128
(37,334,137) 15,032,079
66,922,066 51,889,987

$ 29587,929 $ 66,922,066

The accompanying notes are an integral part of these consolidated financial statements.

6




‘JusWiale)s [elouBUl Paleplosuo siy; jo Med [elbajul ue ale sajou BuiAuedwoooe ay |

£11'029'856 $ 188'69/.'2Z $ ore'vrL's  $ 66€',92'98¢€ $ Z0v'896'sl $ Bro'eLy'ST) $ aviol
160°1€6°0C - BCLLES'| 1G6'8YS LI - Lv'vy8’L anIesal Aousioyep wnjwald
876°/50') v¥'999 LLo'e L¥8'20¢ LyS'L G8v'LL uopeloaids(
L¥S'8SS Gee'8ll €ze'e 0,182 08G'LL Geo's. sesuadxe 800
/GG'L0S"L Lve'Ley [4AN" 81888 865'C 8rL'cel [9ABL JielS
822'8.6'C #06'056 69961 G69'G1L9'} £00°8¢€ €66'€S€E fouednooQ
980'C¥0'S £€98'609°} 86.°Cl G8¥'GL0°) 08¥'Ge 09v'8Le'e S90IAISS |eUOISS8)0.d
959'9ee’e GYe'Ge0°} 6ELLT Lvy'v08°L ze6'0p €6.'v0Y ABojouyosy uonew.olu|
G62'26.L'SS 6v9'cL8'LL YARANN % 2 125'S¥2'8T /8¥'928 SLy'Giy'8 s}jausq pue seliejeg
68L'GLY LoV $ - $ 8e9'vrLL'9  $ L09'Y0S'vEE $ 108'800'GL $ 6vL/8L°LLL S $80IAIBS Jagquis |y
|ejo sasuadx3 dNSa alen Ajjwe ISS diysiauyied
sAljelsiuiwpy
welsboid

810Z ‘L€ Jlaquiadaq papus Jea

S3SN3IAX3 TVNOILONNL 40 INJNFLVLS Ad3LvAITOSNOD
9)el|IV PUE "dU| ‘}S114 UISUOISIAN BleD



Care Wisconsin First, Inc. and Affiliate
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31,

Cash flows from operating activities
Change in net assets

Adjustments to reconcile change in net assets to net cash
provided by operating activities
Depreciation and amortization
Provision for bad debts
Change in net realized and unrealized losses (gains)
on investments
Loss on disposal of property and equipment
Deferred income taxes
Changes in operating assets and liabilities
Health care receivables
Prepaid expenses and other assets
Deferred compensation plan assets/liability
Accounts payable
Income tax payable
Accrued member services
Accrued salaries and benefits
Unearned revenue
Other assets
Deferred rent
Premium deficiency reserve

Net cash (used in) provided by operating activities

Cash flows from investing activities
Purchases of investments and assets limited as to use
Proceeds from sales of investments and assets
limited as to use
Capital expenditures

Net cash used in investing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Supplemental cash flow information
Cash paid during the year for
Income taxes

2018 2017

$ (37,334,137) $ 15,032,079
1,057,927 1,158,860
647,608 567,283
1,011,099 (545,461)
2,034 -
(75,000) (57,000)
(9,115,102) (3,150,645)
(455,341) (727,318)

- 112,647

4,642,465 861,159
82,571 (57,712)
7,603,226 2,915,998
389,573 . (43,122)
66,544 50,574
46,852 -
(130,770) 53,662
20,931,091 ' 546,520
(10,629,360) 16,717,524
(10,223,919) (43,739,099)
8,371,431 22,636,026
(327,398) (1,406,637)
(2,179,886) (22,509,710)
(12,809,246) (5,792,186)
62,654,279 68,446,465

$ 49845033  $ 62,654,279
$ 179090 $ 719,580

The accompanying notes are an integral part of these consolidated financial statements.




Care Wisconsin First, Inc. and Affiliate
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2018 and 2017

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principal Business Activity

Care Wisconsin First, Inc. and Affiliate (“Care Wisconsin”) and Care Wisconsin Health Plan, Inc. (the
“Health Plan”) (collectively the “Company”) are not-for-profit corporations organized for the purpose of
providing health and long-term care services to the frail elderly and adults with disabilities in 49 counties in
Wisconsin.

Care Wisconsin provides managed care under the State of Wisconsin’s Family Care Program (“Family
Care”) in 44 counties. At December 31, 2018 and 2017, 8,595 and 7,318 members, respectively, in these
counties were enrolled in Family Care, which provides care management and a Medicaid benefit and
service package covering long-term care services. Care Wisconsin is the sole member of the Health Plan.

As a state-certified managed care organization and licensed health maintenance organization (HMO), the
Health Plan provides integrated, managed health and long-term care services to nursing home-eligible
members under the State of Wisconsin’s Family Care Partnership Program (“Partnership”), serving
members in 7 counties. Partnership serves the frail elderly and adults with physical and/or developmental
disabilities and is designed to use capitated Medicaid and Medicare revenues to cover all medical and long-
term care services. At December 31, 2018 and 2017, 1,903 and 1,578 members, respectively, were
enrolled in Partnership through the Health Plan.

The Health Plan participates in the State of Wisconsin’s Supplemental Security Income (SSI) Managed
Care Program, which provides health care services for those who receive Medicaid SSI or SSi-related
Medicaid because of a disability determined by the Disability Determination Bureau. Through the SSI
Managed Care Program, the Health Plan serves members in 36 counties. The SSI Managed Care Program
is designed to use Medicaid funds to cover medical services. At December 31, 2018 and 2017, 2,827 and
1,745 members, respectively, were enrolled in the SSI Managed Care Program through the Health Plan.

Beginning January 1, 2017, the Health Plan offers Medicare Dual Advantage, an HMO Special Needs
Program (“DSNP”) in 27 counties. At December 31, 2018 and 2017, 472 and 160 members in these
counties, respectively, were enrolled in DSNP, which provides health care services for those who are
eligible for both Medicare and Medicaid. The DSNP is designed to use Medicare funds to cover medical
services.

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Care Wisconsin and the
Health Plan. All significant intercompany accounts and transactions have been eliminated.

Financial Statement Presentation
The consolidated financial statements are prepared on the accrual basis of accounting.

In August 2016, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(ASU) 2016-14, Presentation of Financial Statements of Not-For-Profit Entities, which is intended to
improve how a not-for-profit entity classifies its net assets, as well as the information it presents in its
financial statements about liquidity and availability of resources, functional expenses and investment return.
ASU 2016-14 shall be applied retrospectively. The Company adopted this guidance beginning January 1,
2018, and as such, prior year financial statements have been adjusted to conform with the new guidance.
There was no impact on the Company’s previously reported net assets or change in net assets.




Care Wisconsin First, Inc. and Affiliate
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
December 31, 2018 and 2017

Use of Estimates

The preparation of the accompanying consolidated financial statements in conformity with U.S. GAAP,
requires management to make certain estimates and assumptions that directly affect the reported amounts
of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the consolidated
financial statements. Estimates also affect the reported amounts of revenue and expenses during the
reporting period. Actual results may differ from those estimates.

Cash Equivalents

The Company considers all highly liquid debt instruments with an original maturity of three months or less
to be cash equivalents, excluding assets limited as to use.

Health Care Receivables

Health care receivables are amounts due from Medicare, Medicaid and others and are stated at the amount
management expects to collect from outstanding balances. The carrying amounts of accounts receivable
are reduced by allowances that reflect management’s best estimate of the amount that will not be collected.
Delinquent accounts are not charged interest.

Contracts with Government Agencies

The Company has a significant concentration of funding with the Wisconsin Department of Health Services

- (DHS) and Centers for Medicare and Medicaid Services (CMS). Balances as a percentage of total revenues ~ =~

from DHS were 80% for the years ended December 31, 2018 and 2017, and from CMS were 11% for the
years ended December 31, 2018 and 2017. Receivables from DHS as a percentage of total receivables
were 89% and 84% for the years ended December 31, 2018 and 2017, respectively.

Investments, Assets Limited as to Use and Deferred Compensation Plan Assets

Investments, assets limited as to use and deferred compensation plan assets are measured at fair value in
the accompanying consolidated balance sheets. Assets limited to use include cash and cash equivalents
held to satisfy DHS regulatory requirements. Deferred compensation plan assets include mutual funds held
for the benefit of certain employees. Investment income or loss (including unrealized and realized gains
and losses, interest and dividends) is included in change in net assets unless the income or loss is restricted
by donor or law.

Investment transactions are recorded on the trade date. Realized gains and losses on the sale of
investments are calculated based on the specific identification of the securities sold. Investment
management and custodial fees are recorded as a reduction of investment income.

Fair Value Measurements

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an ordinary
transaction between market participants at the measurement date. The standard describes a fair value
hierarchy based on three levels of inputs, of which the first two are considered observable and the last
unobservable, that may be used to measure fair value which are the following:

Level 1 - Quoted prices in active markets for identical assets or liabilities.

10




Care Wisconsin First, Inc. and Affiliate
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
December 31, 2018 and 2017

Level 2 - Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices
for similar assets or liabilities; quoted prices in markets that are not active; or other inputs that are
observable or can be corroborated by observable market data for substantially the full term of the assets or
liabilities.

Level 3 - Unobservable inputs that are supported by little or no market activity and that are significant to the
fair value of the assets or liabilities.

The asset’s or liability’s fair value measurement within the hierarchy is based on the lowest level of any
input that is significant to the fair value measurement.

Property and Equipment

Property and equipment acquisitions are recorded at cost. Depreciation is provided over the estimated
useful life of each class of depreciable asset and is computed using the straight-line method. Leasehold
improvements are amortized over the shorter of the lease term or the estimated useful life. Interest costs
incurred on borrowed funds during the period of the construction of capital assets is capitalized as a
component of the cost of acquiring those assets. The estimated useful lives are as follows:

Leasehold improvements 3-15years
Furniture and equipment 2 -13 years
Vehicles 3 -5 years
Prepaid Software

Prepaid software and related implementation costs are amortized over the length of the agreement as of
date of implementation. The amounts are considered part of prepaid assets and other or other assets,
dependent upon length. These amounts were reported in 2017 as part of property and equipment, and
reclassified in the current year to conform to the 2018 presentation.

Accrued Member Services and Member Services Expense

The Company contracts with various health care providers for the provision of medical and long-term care
services to its members. The Company generally compensates contracted providers under negotiated fee-
for-service arrangements or for a fixed dollar amount per member per month, which can be adjusted based
on actual utilization.

The cost of health care services contracted is accrued in the period in which the services are provided to a
member based, in part, on estimates, including an accrual for medical and long-term care services provided
but not reported to the Company. The accrual for services provided but not reported to the Company
represents management’s best estimate of the ultimate net cost of all incurred but not reported claims as
of the balance sheet date. These estimates are calculated using individual case-basis valuations and
statistical analysis. Those estimates are subject to the effects of trends in loss severity and frequency.
Although considerable variability is inherent in such estimates, management believes the accrual for
services incurred but not reported is adequate. These estimates are continually reviewed and adjusted in
current operations as necessary as experience develops or new information becomes known.

Premium Deficiency Reserve
The Company assesses the sufficiency of unearned premiums to cover associated costs over the remaining

contract period for its lines of business. If a loss is estimated, then a premium deficiency reserve is

11




Care Wisconsin First, Inc. and Affiliate
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
December 31, 2018 and 2017

recorded. The Company does consider anticipated investment income when calculating its premium
deficiency reserve. At December 31, 2018 and 2017, the Company had $21,477,611 and $546,520,
respectively, recorded for premium deficiency reserves.

Deferred Rent

Deferred'rent relates to lease incentives provided by the landlord of the administrative building in Madison
and is the difference between lease payments and lease expense on a straight-line basis. Deferred rent is
being amortized into rent expense over the term of the lease.

Net Assets

Net assets without donor restriction consist of net assets that are not subject to donor-imposed stipulations
and include those expendable resources which have been designated for special use by the Company’s
Board of Directors. Net assets with donor restriction are those whose use by the Company has been limited
by donors to a specific time period or purpose or have been restricted by donors to be maintained by the
Company in perpetuity.

The Company has no net assets with donor restrictions at December 31, 2018 and 2017.
Medicaid and Medicare Premiums, Member Cost Share and Room and Board

The Company’s primary source of revenue are capitation payments under the Medicare and Medicaid
programs. Medicare and Medicaid capitation payments are recognized as revenue in the month for which
coverage is provided. Capitation payments received prior to the month of coverage are recorded as
unearned revenue. Member cost share revenue consists of amounts received directly from certain
members who are required to share a cost of the program as a condition of their enroliment. Member room
and board revenue consists of amounts received directly from certain members to reimburse the program
for room and board payments.

The Company has contracted with CMS to provide services under the Partnership and DSNP programs.
Medicare capitation payments under these programs are received from CMS. This contract is intended to
cover all Medicare-eligible expenses including pharmaceuticals under the Medicare Part D program.
Estimated provisions to approximate expected settlements for the Medicare Part D program are included
in the accompanying consolidated financial statements.

Cost Allocation

The financial statements report certain expense categories that are attributable to more than one support
function. Therefore, these expenses require an allocation on a reasonable basis that is consistently applied.
Expenses by function have been allocated between program services and administrative classifications on
a functional basis in the accompanying consolidated statement of functional expenses. Expenses are
allocated on the basis of actual expenditures, number of full-time equivalent employees, revenue, and
estimates made by management.

Advertising Costs

Advertising costs are expensed as incurred, and totaled approximately $52,000 and $75,000 for the years
ended December 31, 2018 and 2017, respectively.

12




Care Wisconsin First, Inc. and Affiliate
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
December 31, 2018 and 2017

New Accounting Pronouncements

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers, which amends
the accounting for revenue recognition. The amendments are intended to provide a more robust framework
for addressing revenue issues, improve comparability of revenue recognition practices, and improve
disclosure requirements. Subsequent to ASU No. 2014-09, the FASB issued subsequent updates. The
subsequent updates extended the effective date of ASU No. 2014-09 and added clarification to the new
revenue recognition framework. Insurance contracts are not in scope of this new guidance. As such,
management does not believe this new guidance will have a material impact on the Company’s
consolidated financial statements. The above standards are effective for all annual reporting periods
beginning after December 15, 2018.

In February 2016, the FASB issued ASU No. 2016-02, Leases. ASU No. 2016-02 requires that lease
arrangements longer than 12 months result in a company recognizing an asset and liability. ASU No. 2016-
02 is effective for annual periods beginning after December 15, 2019, although early adoption is permitted.
The Company is in the process of evaluating the impact of ASU No. 2016-02 on its consolidated financial
statements.

In August 2018, the FASB issued ASU No. 2018-15, Intangibles — Goodwill and Other — Internal-Use
Software. ASU No. 2018-15 require an entity in a hosting arrangement that is a service contract to follow
the guidance in Subtopic 350-40 to determine which implementation costs to capitalize as an asset related
to the service contract and which costs to expense. ASU No. 2018-15 is effective for annual periods
beginning after December 15, 2020, although early adoption is permitted. The Company has elected to
early adopt the guidance, and has applied the impacts retrospectively to its consolidated financial
statements resulting in a prior year reclassification to the balance sheet.

Taxes

The Company is a not-for-profit corporation as described in Section 501(c)(3) of the Internal Revenue Code
(the “Code”) and is exempt from federal income taxes on related income pursuant to Section 501(a) of the
Code. Care Wisconsin is also exempt from Wisconsin income taxes on related income. The Health Plan
is liable for Wisconsin property, income and franchise taxes. The provision for income taxes is recorded
net of any recoveries during the year.

Deferred income taxes are established for temporary differences in the reporting of unrealized gains and
losses on investment securities, the allowance for doubtful accounts and certain accruals and prepaids for
financial statement and income tax purposes. Deferred tax balances are adjusted to reflect tax rates based
on currently enacted tax laws that will be in effect in the years in which the temporary differences are
expected to reverse. Deferred tax expense is the result of changes in the deferred tax asset and liability.

The Company recognizes the financial statement benefit of a tax position only after determining that the
relevant tax authority would more likely than not sustain the position following an audit. For tax positions
meeting the more likely than not threshold, the amount recognized in the financial statements is the largest
benefit that has a greater than 50% likelihood of being realized upon ultimate settlement with the relevant
tax authority. The Company has applied the uncertain tax position guidance to all tax positions for which
the statute of limitations remains open and concluded there are no uncertain tax positions that would require
adjustments to the financial statements. The Company recognizes, if necessary, interest and penalties
related to unrecognized tax benefits in the provision for income taxes. There were no interest or penalties
related to income taxes that have been accrued or recognized as of and for the years ended December 31,
2018 and 2017.

13




Care Wisconsin First, Inc. and Affiliate :
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
December 31, 2018 and 2017

On December 22, 2017, tax reform legislation commonly known as the Tax Cuts and Jobs Act of 2017 (the
Act) was passed; resulting in significant modifications to existing tax law. There were no material effects on
the Company'’s financial statements as a result of the Act.

Reclassifications

Certain reclassifications have been made to the 2017 amounts to conform to the 2018 presentation. There
was no impact to net assets or change in net assets as previously reported.

NOTE B - REIMBURSEMENT ARRANGEMENTS WITH THIRD-PARTY PAYORS

Care Wisconsin and the Health Plan have contracts with DHS and CMS to provide services to qualified
Medicare and Medicaid recipients (the “Contracts”). The Contracts represent Care Wisconsin’s and the
Health Plan’s source of premium income for Family Care, Partnership, SSI and DSNP. The contract with
DHS is renewable annually. The contract with CMS is renewable for successive one-year periods. The
Health Plan or CMS may terminate the contracts with 30 days written notice.

Medicaid capitation is subject to a year-end calculation that takes into consideration level of acuity and
target group. Retroactive rate adjustments also include payments for a high cost risk pool. Retroactive
rate adjustments resulted in an increase in revenue of approximately $11,768,000 in 2018, of which
approximately $9,986,000 was an increase in revenue relating to services in 2018 and $1,782,000 was an
increase of revenue relating to services in 2017 and prior. Retroactive rate adjustments resulted in an
increase of $6,727,000 in 2017, of which approximately $3,701,000 was an increase in revenue relating to
services in 2017 and $3,026,000 was an increase of revenue relating to services in 2016 and prior.

Medicare capitation rates are estimated and prospectively paid to the Company subject to a year-end
calculation that takes into consideration level of acuity, member age and other demographics. There are
also retroactive adjustments for members whose primary coverage is under the Medicare program.

The Health Plan covers prescription drug benefits in accordance with Medicare Part D under a contract
with CMS. The payments the Health Plan receives from CMS and its members, which are determined from
an annual bid, represent amounts for providing prescription drug insurance coverage. The payment from
CMS is subject to risk sharing through the Medicare Part D risk-sharing corridor provisions. Receipts for
reinsurance and low-income cost subsidies represent relmbursements of prescription drug cost for which
the Health Plan has no underwriting risk.

The risk corridor provisions compare costs targeted in the Health Plan’s bids to actual prescription drug
costs, limited to costs that would have been incurred under the standard coverage as defined by CMS.
Variances exceeding certain thresholds may result in CMS making additional payments to the Health Plan
or the Health Plan paying back the funds to CMS. The Health Plan estimates and recognizes an adjustment
to premium revenues related to these risk corridor provisions based on pharmacy claims experience to date
as if the annual contract were to terminate at the end of the reporting period. Accordingly, the estimate
provides no consideration of future pharmacy claims experience. At December 31, 2018 and 2017, the
Health Plan recorded a risk-sharing payable, recorded in accounts payable, of approximately $982,000 and
$742,000, respectively.

Reinsurance and low-income subsidies represent reimbursements from CMS in connection with the
Medicare Part D program for which the Health Plan assumes no risk. Reinsurance subsidies represent
reimbursement for CMS’s portion of prescription drug costs that exceed the member’'s out-of-pocket
threshold or catastrophic coverage level. Low-income cost subsidies represent reimbursement from CMS
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December 31, 2018 and 2017

for all or a portion of the deductible, coinsurance and copayment amounts above the out-of-pocket threshold
for low-income beneficiaries. Monthly prospective payments from CMS for reinsurance and low-income
cost subsidies are based on assumptions submitted with an annual bid. A reconciliation and related
settlement of CMS'’s prospective subsidies against actual prescription drug cost paid by the Health Plan
are made after the end of the year. The Health Plan records these subsidies in accounts payable in the
accompanying consolidated financial statements. The Plan has recorded a net liability related to these
subsidies of approximately $2,738,000 and $1,387,000 for the years ended December 31, 2018 and 2017,
respectively.

Revenue from the Company’s cost-based reimbursement payments consisted of approximately $9,284,000
and $8,801,000 for reinsurance payments and approximately $249,000 and $90,000 for the low-income
cost-sharing portion for the years ended December 31, 2018 and 2017, respectively.

To promote member access to acute care, children’s and rehabilitation hospitals throughout Wisconsin,
Medicaid provides a hospital access payment amount per inpatient discharge. Access payments are
intended to reimburse hospital providers based on Wisconsin Medicaid volume. In 2018 and 2017, the
Company received Wisconsin Medicaid access payments from the SSI Managed Care Program of
approximately $3,895,000 and $2,927,000, respectively, and paid out the same amount to providers. These
amounts are included in Medicaid premiums and acute and primary care member services, respectively, in
the accompanying consolidated statements of operations and changes in net assets.

NOTE C - HEALTH CARE RECEIVABLES

Heélth care receivables consisted of the following at December 31:

2018 2017
Medicaid capitation receivable $ 13,549,770 $ 5,711,646
Medicare risk-sharing receivable 26,479 22,371
Medicare Part D receivable 3,204 14,942
Member receivable 1,676,440 1,331,247
Claim refund receivable 328,581 64,174
Other 425,267 315,542
Subtotal 16,009,741 7,459,922
Less - Allowance for doubtful accounts 735,788 653,463
Health care receivables - net $ 15,273,953 $ 6,806,459
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NOTE D - INVESTMENTS AND ASSETS LIMITED AS TO USE

Investments

Investments, stated at fair value, consisted of the following at December 31:

Debt securities
U.S. government and state obligations
Corporate bonds
Mortgage-backed securities

Equity mutual funds

Total investments

2018 2017
$ 10,986,630 $ 5,986,883
16,371,562 23,051,258
5,971,718 4,340,765
4,252,815 4,325,327
$ 37,582,725 $ 37,704,233

The amortized cost and fair value, together with unrealized gains and losses, of investments are as follows

at December 31, 2018:

Amortized Unrealized Unrealized
cost Fair value gains losses

Debt securities
U.S. Treasury securities $11,113,113 $10,986,630 $18,547 $(145,029)
Corporate debt securities 16,654,683 16,371,562 32,077 (315,198)
Mortgage-backed securities 6,100,557 5971,718 24,782 (153,622)
33,868,353 33,329,910 75,406 (613,849)
Equity mutual funds 4,996,707 4,252,815 - (743,892)
$38.856.060 $37,582,725 $75,406 $(1,357,741)

The amortized cost and fair value of debt securities, by contractual maturities,

December 31, 2018:

In one year or less

After one year through five years
After five years through 10 years
After 10 years

are as follows at

Amortized Fair
cost value
$ 3,351,119 $ 3,338,197
15,874,077 15,692,554
9,263,571 9,023,952
5,379,586 5,275,206
$33,868.353 $33,329,909

16




Care Wisconsin First, Inc. and Affiliate
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
December 31, 2018 and 2017

The following tables summarize the Company’s investments by category in an unrealized loss position at
December 31, 2018 and 2017, by indicating the length of time these individual securities have been in a
continuous loss position.

2018
Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
value losses value losses value losses
U.S. Treasury
securities $ 616,147 $ 14,796 $9,669,588  $130,233 $10,285,735 $ 145,029
Corporate debt
securities 9,001,770 224,375 3,368,059 90,823 12,369,829 315,198
Mortgage-backed
securities 1,423,830 29,932 2,815,616 123,690 4,239,446 153,622
Equity mutual funds 4,252,815 743,892 - - 4,252,815 743,892
$15,294,562 $1.012,995 $15,853,263 $344.746 $31,147,825 $1,357.741
Assets Limited as to Use
Assets limited as to use consisted of the following at December 31:
2018 2017
Regulatory requirements
Cash $ 4,121,181 $ 3,558,225
Certificates of deposit 1,988,040 1,588,100
Total assets limited as to use $ 6,109,221 $ 5,146,325

Investment Income

Investment income, including gains and losses on investments and assets limited to use, consisted of the
following for the years ended December 31:

2018 2017
Interest income $ 1,359,773 3 899,416
Dividend income 183,686 123,410
Net realized gains 515,396 680,532
Change in net unrealized losses (1,526,498) (135,071)
Investment management and custodial fees (81,676) (61,976)
Total investment income 3 450,681 $ 1,506,311

Investments, in general, are exposed to various risks, such as interest rate, credit, and overall market
volatility risks. Due to the level of risk associated with certain investments, it is reasonably possible that
changes in the values of certain investments will occur in the near term and that such changes could
materially affect the amounts reported in the consolidated financial statements.
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NOTE E - FAIR VALUE MEASUREMENTS

The following is a description of the valuation methodologies used for assets measured at fair value on a
recurring basis:

Money market funds are valued using a net asset value (NAV) of $1. Mutual funds are valued at the daily
closing price as reported by the fund. Mutual funds are registered with the Securities and Exchange
Commission and are required to publish their NAV daily and to transact at that price.

When quoted market prices are available in an active market, debt securities are classified within Level 1
of the fair value hierarchy. If quoted market prices are not available or accessible, then fair values are
estimated using pricing models, matrix pricing or discounted cash flow models. The fair value of securities
estimated using pricing models or matrix pricing is generally classified within Level 2 of the fair value
hierarchy. The significant inputs include the yield and expected maturity date.

The following tables set forth by level, within the fair value hierarchy, the Company’s assets at fair value on
a recurring basis as of December 31:

2018
Total Assets at
Level 1 Level 2 Level 3 Fair Value
Equity mutual funds $4,495,415 $ - $ - $4,495,415
Debt securities
U.S. government obligations - 10,986,630 - 10,986,630
Corporate bonds - 16,371,562 - 16,371,562
Mortgage-backed securities - 5,971,718 - 5,971,718
Total assets at fair value $4,495, 415 $33,329,910 $ - $37,825,325
2017
Total Assets at
Level 1 Level 2 Level 3 Fair Value
Equity mutual funds $4,815,529 $ - $ $4,815,529
Fixed income mutual funds 45,753 - - 45,753
Debt securities
U.S. government obligations - 5,986,883 - 5,986,883
Corporate bonds - 23,051,258 - 23,051,258
Mortgage-backed securities - 4,340,765 - 4,340,765
Total assets at fair value $4,861,282 $33,378,906 $ - $38,240,188

Reconciliation of the fair value hierarchy tables to the consolidated financial statements is as follows:

2018 2017
Investments $ 37,582,725 $ 37,704,233
Deferred compensation plan assets 242,600 535,955
Totals $ 37,825,325 $ 38,240,188
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NOTE F - PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at December 31:

2018 2017
Leasehold improvements $ 1,608,386 $ 1,580,238
Furniture and equipment 7,468,925 7,258,168
Vehicles 27,706 27,706
Total property and equipment 9,105,017 8,866,112
Less - Accumulated depreciation 6,913,651 6,036,400
Net depreciated value 2,191,366 2,829,712
Assets not placed in service - 94,218
Property and equipment - net $ 2,191,366 $ 2,923,930

Assets not placed in service consist of software costs and computer equipment. Depreciation expense for
the years ended December 31, 2018 and 2017, was $1,057,927 and $1,158,860, respectively.

NOTE G - LINE OF CREDIT

The Company has a revolving credit agreement with a bank in the amount of $4,000,000. The line of credit
is secured by substantially all of the Company’s assets. Interest accrues at the one-month LIBOR rate
(effective rate of 2.30% and 1.36% at December 31, 2018 and 2017, respectively). The line of credit expires
on July 20, 2019. There were no amounts outstanding under this line of credit at December 31, 2018 and
2017.

NOTE H - OPERATING LEASES

The Company leases certain equipment and facilities (other than the administrative building) under leases
classified as operating leases. These leases have terms ranging from month-to-month to 10 years, expiring
in various years through 2020.

Care Wisconsin also leases an administrative building under a twelve year operating lease, which expires
in 2027. No rent was due for the first 18 months, then base rent started at $34,116 monthly with increases
in base rent throughout the remaining term of the lease. Deferred rent of $471,311 and $602,081 is
recorded as a long-term liability in the accompanying consolidated balance sheets at December 31, 2018
and 2017, respectively, related to this lease.

Future minimum lease payments, by year and in the aggregate, under noncancelable lease agreements
consisted of the following at December 31, 2018

2019 $ 1,647,515
2020 1,106,138
2021 766,716
2022 698,328
2023 699,993
Thereafter 1,869,052
Total minimum lease payments $ 6,787,742

19




Care Wisconsin First, Inc. and Affiliate
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
December 31, 2018 and 2017

Total rental expense was approximately $1,826,000 and $1,776,000 in 2018 and 2017, respectively.

NOTE | - ACCRUED MEMBER SERVICES

The following table provides a reconciliation of the beginning and ending balances of accrued member
services at December 31:

2018 2017
Accrued member services at beginning $ 41,785,975 $ 38,869,977
Incurred related to
Current period 470,777,447 359,344,955
Prior periods (3,361,658) 3,305,747
Total incurred 467,415,789 362,650,702
Paid related to
Current period 421,316,503 324,093,518
Prior periods 38,496,060 35,641,186
_ Total paid 459,812,563 359,734,704
Accrued member services at end $ 49,389,201 $ 41,785,975

The following tables provide information about incurred and paid claims development as of December 31,
2018, as well as cumulative claims frequency and the total of accrued member services. The cumulative
claim frequency is measured by claim event, and includes claims covered under capitated arrangements.
The benefit period is the calendar year.

Incurred claims and allocated claims adjustment expenses
Total reported and estimated

Benefit period 2017 2018 accrued member services
2017 $366,928,062 $363,510,981 $32,365
2018 472,721,091 49,356,836

Cumulative paid claims and allocated claims adjustment expenses

Benefit period 2017 2018
2017 $325,093,011 $363,478,616
2018 423,364,255

The following table presents a reconciliation of claims development to the aggregate carrying amount of
the liability for reported and estimated accrued member services.

2018
Incurred claims and allocated claims adjustment expenses $836,232,072
Less cumulative paid claims and allocated claims adjustment expenses
(786,842,871)
Reported and estimated accrued member services $49,389,201
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NOTE J - REGULATORY REQUIREMENTS

DHS requires the Company to maintain restricted and solvency reserves under the Family Care contract.
The required minimum balance for these reserves was approximately $4,107,000 and $5,136,000 at
December 31, 2018 and 2017, respectively. The balance in the reserves were approximately $4,121,000
and $5,146,000 as of December 31, 2018 and 2017, respectively, and are included in assets limited as to
use in the accompanying consolidated balance sheets. The Company has met all requirements as of
December 31, 2017, but as of December 31, 2018, the Company is out of compliance with the working
capital requirement of the DHS contract for the Managed Medicaid Program. The Company has submitted
a plan for restoring the working capital balances to DHS, as well as the Office of the Commissioner of
Insurance of the State of Wisconsin (OCI) and continues to have ongoing conversations with DHS and OCI
to monitor progress on reaching these liquidity levels. Additionally, management continues to evaluate its
contracted rates and control expenses to reach the required level of liquidity.

HMOs must comply with the minimum capital rules established by OCI. These rules specify a minimum
amount of net worth required based on a determinable percentage of subscriber premiums. The Health
Plan is also required to maintain a compulsory and security surplus as determined in accordance with
accounting practices prescribed or permitted by OCI. In addition, the Health Plan is subject to risk-based
capital (RBC) requirements promulgated by the National Association of Insurance Commissioners. The
RBC requirements establish minimum levels of capital and surplus based on the operations and risks of
the Health Plan. As of December 31, 2018 and 2017, management believes the Health Plan has met the
minimum net worth, compulsory and surplus, and RBC requirements.

NOTE K - REINSURANCE

The Health Plan entered into a stop-loss insurance agreement with an insurance company to limit its losses
on inpatient hospital services. Generally, under the terms of this agreement, the insurance company will
reimburse the Health Plan for 90% of the cost of each participant’s annual inpatient hospital services in
excess of a $225,000 deductible, up to daily limits of $4,000 or $2,000 per participant, depending on the
type of covered service. Stop-loss insurance premiums were approximately $525,000 and $414,000 in
2018 and 2017, respectively, included in supporting services — administrative, and there were
approximately $19,000 and $0 of stop-loss insurance recoveries in 2018 and 2017, respectively, included
in other revenue, gains and losses, net in the accompanying consolidated statements of operations and
changes in net assets.

Reinsurance contracts do not relieve the Health Plan from its obligations to subscribers. The Health Plan
remains liable to its subscribers for the portion reinsured, to the extent that the reinsurance company does
not meet the obligations assumed under the reinsurance contract.

NOTE L - SELF-INSURED PLANS

The Company is self-insured for its employees’ health and dental care. The claims under these plans are
accrued as the incidents that give rise to them occur. Unpaid claim accruals are based on the estimated
ultimate cost of the claims, including claims administration expenses. The Company has entered into a
reinsurance agreement to limit losses on claims for health insurance up to $75,000 per claim. A liability for
the claims unpaid, including incurred but not reported claims, under these self-insured plans was
$1,060,000 at December 31,2018 and $746,000 at December 31, 2017, and is included in accrued salaries
and benefits in the accompanying consolidated balance sheets.
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NOTE M - TAXES

The Health Plan is subject to Wisconsin income taxes. The provision for current state income taxes was
$261,031 and $661,868 in 2018 and 2017, respectively. Deferred income tax assets and liabilities
consisted of the following at December 31:

2018 2017

Current deferred income tax assets (liabilities)

Allowance for doubtful accounts $ 20,000 $ 21,000

Discounted unpaid losses 20,000 8,000

Unrealized losses (gains) on investments 56,000 (22,000)

Prepaid pharmacy (62,000) -

Premium deficiency reserve 91,000 43,000
Current deferred income tax assets $ 125,000 3 50,000

NOTE N - RETIREMENT PLAN

Substantially all employees of the Company are eligible to participate in a 401(k) salary reduction retirement
plan. Under the provisions of the plan, the Company makes a matching contribution equal to 50% of each
participant’s contribution, with a maximum contribution of 3% of each employee’s compensation. The
Company's retirement plan expense was approximately $949,000 and $933,000 for the years ended
December 31, 2018 and 2017, respectively.

NOTE O - DEFERRED COMPENSATION

Care Wisconsin has deferred compensation plans under Section 457(b) and Section 457(f) of the Code.
The 457(b) plan is intended primarily for certain key employees to defer compensation until retirement or
termination of employment, whichever is sooner. The 457(f) plan requires Care Wisconsin to fund an
amount equal to $25,000 per year, less any amounts contributed by Care Wisconsin under the 457(b) plan,
through 2017. The 456(f) plan allows Care Wisconsin to make additional payments to the account at its
discretion, with Board of Directors’ approval. The 457(f) plan was closed and paid out to the key employee
in 2017 upon the plan’s maturity. Care Wisconsin made contributions totaling $25,000 in 2017 to the 457(f)
plan. No contributions to the plan were made in 2018. At December 31, 2018 and 2017, deferred
compensation plan assets totaled $242,600 and $535,955, respectively, and the deferred compensation
plan liability totaled $242,600 and $535,955, respectively.

NOTE P - CONCENTRATION OF CREDIT RISK

Financial instruments that potentially subject the Company to credit risk consist principally of accounts
receivable, cash deposits in excess of insured limits in financial institutions, and investments which are
uninsured.

The Company maintains depository relationships with an area financial institution. Cash held by the

financial institution in excess of federally insured limits is uninsured. Management believes this financial
institution has a strong credit rating and that credit risk related to these deposits is minimal.
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NOTE Q - MALPRACTICE INSURANCE

The Company has professional liability insurance for claims losses up to $1,000,000 per claim and
$3,000,000 per year to cover professional liability claims incurred during a policy year regardless of when
claims are reported (occurrence coverage). The professional liability insurance policy is renewable annually
and has been renewed by the insurance carrier for the Company for the annual period through June 1,
2020.

NOTE R - RISKS AND UNCERTAINTIES

The Company’'s operating results and financial condition are affected by numerous factors and
circumstances unigue to the insurance industry, some of which it can neither predict nor control. The first
and most significant risk the Company faces is the loss of capitation payments under the Medicare and
Medicaid programs. On an annual basis, DHS sets the capitation rates of the Family Care, Partnership
and SSI programs. DHS contracts with an independent actuary to arrive at an appropriate capitated rate
based on claims history experience and the member’s acuity. Other factors and circumstances that can
affect the Company’s operating results are: (1) statutorily imposed regulatory capital requirements can limit
an insurer’s ability to underwrite new business or retain otherwise desirable risks: (2) an insurer’s ability to
enter in suitable reinsurance agreements is subject to prevailing conditions in reinsurance markets; (3)
fluctuations in interest rates affect the value and income yield of an insurer’s investment portfolio in the
short term and often affect default and prepayment rates over time; and (4) inflationary pressures and
medical costs affect the magnitude of claims and claims adjustment expenses.

NOTE S - FUNCTIONAL EXPENSES

Expenses incurred by the Company were as follows for the year ended December 31, 2017:

Partnership $ 102,032,005
SSi 13,939,219
Family Care 285,919,710
DSNP ' 1,387,712
Total program expenses 403,278,646
Administrative expenses 19,646,804
Total expenses $ 422,925,450

23




Care Wisconsin First, Inc. and Affiliate
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2018 and 2017

NOTE T - LIQUIDITY AND AVAILABILITY

To meet cash needs for general expenditures, the Company has net current financial assets, available
within one year of the financial statement date, consisting of the following as of December 31, 2018:

Care Wisconsin Care Wisconsin
First, Inc. Health Plan, Inc. Consolidated
Cash and cash equivalents $19,145,509 $30,699,524 $49,845,033
Health care receivables, net 12,680,731 2,593,222 15,273,953
Investments 11,996,305 25,586,420 37,582,725
$ 43,822,545 $ 58,879,166 $102,701,711

Overall cash and investment amounts and performance are reviewed annually by the Finance and
Investment Committee of the Board of Directors. As more fully described in note G, the Company also has
availability under the line of credit of $4,000,000 should an unanticipated liquidity need be identified.

NOTE U - SUBSEQUENT EVENTS
The Company evaluated its December 31, 2018, financial statements for subsequenf events through

June 17, 2019, the date that the financial statements were available to be issued. The Company is not
aware of any subsequent events which would require recognition or disclosure in the financial statements.
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GRANT THORNTON LLP
2501 E. Enterprise Avenue, Suite 300
Appleton, WI 54912

D +1920 9686700
F +19209686719

GT.COM

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS REQUIRED BY GOVERNMENT
AUDITING STANDARDS

Board of Directors
Care Wisconsin First, Inc. and Affiliate

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
Govemnment Auditing Standards issued by the Comptroller General of the United
States, the consolidated financial statements of Care Wisconsin First, Inc. and Affiliate
(the “Entity”), which comprise the consolidated balance sheet as of December 31, 2018,
and the related consolidated statements of operations and changes in net assets,
functional expenses, and cash flows for the year then ended, and the related notes to
the financial statements, and have issued our report thereon dated June 17, 2019.

Internal control over financial reporting

In planning and performing our audit of the consolidated financial statements, we
considered the Entity’s internal control over financial reporting (“internal control”) to
design 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 internal control. Accordingly, we do not
express an opinion on the effectiveness of the Entity’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 and therefore,
material weaknesses or significant deficiencies may exist that have not been identified.
We did identify certain deficiencies in internal control that we consider to be material
weaknesses in the Entity’s internal control.

Compliance and other matters

As part of obtaining reasonable assurance about whether the Entity’s consolidated
financial statements are free from 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
determination of financial statement amounts. However, providing an opinion on

Grant Thornton LLP is the U.S. member firm of Grant Thornton Intemational Ltd (GTIL). GTIL and each of its member firms
are separate legal entities and are not a worldwide partnership.
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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.

Entity’s response to findings

The Entity’s response to our findings, which is described in the accompanying schedule
of findings and questioned costs, was not subjected to the auditing procedures applied
in the audit of the consolidated financial statements, and accordingly, we express no
opinion on the Entity’s response.

Intended purpose

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 report is not
suitable for any other purpose.

Jhnt Thowdo LLF

Appleton, Wisconsin
June 17, 2019




Care Wisconsin First, Inc. and Affiliate
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year ended December 31, 2018

SECTION | - INDEPENDENT AUDITOR’S RESULTS

Financial Statements

1.

2.

3.

Type of auditor’s report issued? Unmodified

Internal control over financial reporting:

Material weakness(es) identified? Yes
b. Significant deficiency(ies) identified? None Reported
Noncompliance material to the financial statements noted? No

SECTION II - Financial Statement Findings

Financial Statement Finding 2018-001: The premium deficiency reserve was insufficient at year-end.

Criteria or specific requirement: A premium deficiency reserve should be recorded for all lines
of business where the unearned premiums are expected to be insufficient to meet future claims
and expenses in the upcoming year in accordance with accounting principles generally
accepted in the United States of America (GAAP).

Condition: The Company utilized their third quarter 2018 budget to assess the premium
deficiency reserve initially. The Company did not revisit the budgets used to determine this
reserve at year-end after experiencing unfavorable claims development during the fourth
quarter.

Context: Premium deficiency reserve was not accurate.

Cause: The misstatement was the result of specific controls not being designed and
implemented to ensure technical accounting analyses, specifically related to the premium
deficiency reserve, were completed, subsequently updated (if necessary) and reviewed in a
timely manner.

Effect: Once the issue related to the premium deficiency reserve was identified, the Company
re-assessed the premium deficiency reserve for all lines of business as of year-end with the
assistance of their external actuary. As a result, the Company recorded an approximate
$20,000,000 increase to their premium deficiency reserve.

Recommendation: We recommend that there be more regular and timely monitoring of the
premium deficiency reserve.

Views of responsible officials and planned corrective actions: The Company will update
the Financial Reporting Policy (FIN018) to include a section on a Premium Deficiency Reserves
(PDR) calculation. The policy will describe the process of using the business plan fiscal
document prepared in the fall for the following fiscal year, along with year-end results to
determine necessity and amount of the PDR. In March, the PDR will be subsequently reviewed
based on current year results to determine if any adjustments are needed to the previously
calculated reserve.

Responsible parties and completion date: Controller, July 2019
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Care Wisconsin First, Inc. and Affiliate
SCHEDULE OF FINDINGS AND QUESTIONED COSTS - CONTINUED
Year ended December 31, 2018

SECTION Il - Federal and State Award Findings and Questioned Costs
No matters were reported.
SECTION IV - Other Issues

1. Does the auditor have substantial doubt as to the auditee’s ability to
continue as a going concern? No

2. Does the audit report show audit issues (i.e., material non-compliance,
non-material non-compliance, questioned costs, material weakness,
significant deficiency, management letter comment, excess revenue or
excess reserve) related to grants/contracts with funding agencies that
require audits to be in accordance with the Family Care Audit Guide?

Department of Health Services No
3. Was a management letter or other document conveying audit Yes
comments issued as a result of this audit?

4. Name and signature of partner
,f‘w? o f 7
ci«f-f:m_a,l}-;éyé%wa.f&j: :

Amy Henselin

5. Date of report June 17, 2019
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