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Report of Independent Registered Public Accounting Firm
To the Stockholders and the Board of Directors of PACS Group, Inc.
Opinion on the Financial Statements

We have audited the accompanying combined/consolidated balance sheets of PACS Group, Inc. and subsidiaries (the Company) as of December 31, 2025 and 2024, the related
combined/consolidated statements of income, stockholders' equity and cash flows for each of the three years in the period ended December 31, 2025, and the related notes
(collectively referred to as the “combined/consolidated financial statements”). In our opinion, the combined/consolidated financial statements present fairly, in all material
respects, the financial position of the Company at December 31, 2025 and 2024, and the results of its operations and its cash flows for each of the three years in the period ended
December 31, 2025, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) (PCAOB), the Company's internal control over
financial reporting as of December 31, 2025, based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (2013 framework) and our report dated February 26, 2026 expressed an adverse opinion thereon.

Basis for Opinion

These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on the Company’s financial statements based on our
audits. We are a public accounting firm registered with the PCAOB and are required to be independent with respect to the Company in accordance with the U.S. federal securities
laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement, whether due to error or fraud. Our audits included performing procedures to assess the risks of material misstatement of
the financial statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence
regarding the amounts and disclosures in the financial statements. Our audits also included evaluating the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the financial statements. We believe that our audits provide a reasonable basis for our opinion.

Critical Audit Matter
The critical audit matter communicated below is a matter arising from the current period audit of the financial statements that was communicated or required to be communicated
to the audit committee and that: (1) relates to accounts or disclosures that are material to the financial statements and (2) involved our especially challenging, subjective or

complex judgments. The communication of the critical audit matter does not alter in any way our opinion on the combined/consolidated financial statements, taken as a whole, and
we are not, by communicating the critical audit matter below, providing a separate opinion on the critical audit matter or on the account or disclosure to which it relates.
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Professional liability and general liability claims reserve

Description of the Matter At December 31, 2025, the Company’s professional liability and general liability self-insurance liabilities were $296 million. As further

How We Addressed the
Matter in Our Audit

/s/ Ernst & Young LLP

described in Note 18 to the combined/consolidated financial statements, the professional liability and general liability self-insurance
liabilities include an estimate of the Company’s liability for professional claims that have been reported as well as claims that have been
incurred but not reported. The Company utilizes an external actuary to assist management in estimating the exposure for claims obligations,
both asserted and unasserted.

Auditing the professional liability and general liability self-insurance liabilities involved significant judgment in estimating the projected
settlement value of reported and unreported claims. This assessment required a high degree of auditor judgment and an increased audit
effort, including the involvement of our actuarial specialists, to evaluate whether the reserves were appropriately recorded.

To test the professional liability and general liability self-insurance liabilities, our audit procedures included, among others, obtaining an
understanding of the factors considered and assumptions made by management and its external actuary in developing the estimate of the
professional liability and general liability self-insurance liabilities, including the sources of data relevant to these factors and assumptions.

We tested underlying claims data, including the completeness and accuracy of open and settled cases. We reviewed the Company’s
insurance contracts to understand the policy terms and verified that the policy terms were factored into the actuarial computations. We also
involved our actuaries to assist in evaluating the methodologies and key assumptions used in the actuarial report. We compared the
Company’s professional liability and general liability self-insurance liabilities to an independent range calculated by our actuaries.

We have served as the Company’s auditor since 2022.

Salt Lake City, Utah

February 26, 2026
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PACS GROUP, INC. AND SUBSIDIARIES
COMBINED/CONSOLIDATED BALANCE SHEETS

(dollars in thousands, except for share and per share values)

December 31,
2025 2024
ASSETS
Current Assets:
Cash and cash equivalents $ 197,016 $ 157,674
Accounts receivable, net 628,128 641,775
Other receivables 73,965 74,746
Prepaid expenses and other current assets 170,630 64,066
Total Current Assets 1,069,739 938,261
Property and equipment, net 1,201,096 990,580
Operating lease right-of-use assets 2,968,176 2,994,519
Insurance subsidiary deposits and investments 87,192 66,258
Escrow funds 18,404 25,122
Goodwill and other indefinite-lived assets 68,061 67,061
Other assets 171,366 161,108
Total Assets $ 5,584,034 $ 5,242,909
LIABILITIES AND EQUITY
Current Liabilities:
Accounts payable $ 192,232 $ 175,062
Accrued payroll and benefits 187,516 146,177
Current operating lease liabilities 153,066 136,232
Current maturities of long-term debt 4,463 14,852
Current portion of accrued self-insurance liabilities 128,994 75,966
Current line of credit — 142,000
Refund liability 181,129 145,795
Other accrued expenses 154,030 142,348
Total Current Liabilities 1,001,430 978,432
Long-term operating lease liabilities 2,939,854 2,935,773
Line of credit 100,000 —
Long-term debt, less current maturities, net of deferred financing fees 244,803 250,984
Accrued self-insurance liabilities, less current portion 192,561 164,979
Other liabilities 152,937 197,050
Total Liabilities $ 4,631,585 % 4,527,218
Commitments and contingencies (Note 17)
Equity:
PACS Group, Inc. stockholders' equity:
Common stock: $0.001 par value; 1,250,000,000 shares authorized; 156,615,144 shares issued and outstanding as of December
31,2025, and 155,177,511 shares issued and outstanding as of December 31, 2024 157 155
Additional paid-in capital 637,035 591,363
Retained earnings 309,579 118,036
Total PACS Group, Inc. stockholders' equity 946,771 709,554
Noncontrolling interest in subsidiary 5,678 6,137
Total Equity $ 952,449 § 715,691
Total Liabilities and Equity $ 5,584,034 § 5,242,909

See accompanying notes to combined/consolidated financial statements.
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PACS GROUP, INC. AND SUBSIDIARIES
COMBINED/CONSOLIDATED STATEMENTS OF INCOME

(dollars in thousands, except for share and per share values)

Year Ended December 31,
2025 2024 2023
Revenue
Patient and resident service revenue $ 5,287,885 $ 4,086,655 $ 3,110,114
Additional funding — — 375
Other revenues 1,047 3,079 1,003
Total Revenue $ 5,288,932 $ 4,089,734 $ 3,111,492
Operating Expenses
Cost of services 4,129,696 3,297,091 2,447,713
Rent - cost of services 378,908 284,953 216,711
General and administrative expense 415,070 343,808 213,664
Depreciation and amortization 55,663 40,809 25,632
Total Operating Expenses $ 4,979,337 $ 3,966,661 $ 2,903,720
Operating income 309,595 123,073 207,772
Other (Expense) Income
Interest expense (28,363) (44,341) (49,919)
Gain on lease termination — 8,046 —
Other income (expense), net 3,218 14,776 (536)
Total Other Expense, Net $ (25,145) $ (21,519) $ (50,455)
Income before provision for income taxes 284,450 101,554 157,317
Provision for income taxes 92,989 46,210 44,435
Net Income $ 191,461 $ 55344 § 112,882
Less:
Net (loss) income attributable to noncontrolling interest (82) (416) 8
Net Income Attributable To PACS Group, Inc. $ 191,543 § 55,760 $ 112,874
Net Income Per Share Attributable To PACS Group, Inc.
Basic $ 123§ 038 $ 0.88
Diluted $ 122§ 038 § 0.88
Weighted-Average Common Shares Outstanding
Basic 156,180,786 146,663,371 128,723,386
Diluted 156,700,339 148,574,606 128,723,386

See accompanying notes to combined/consolidated financial statements.

93



ASSETS
Current Assets:
Cash and cash equivalents
Accounts receivable, net
Other receivables
Prepaid expenses and other current assets
Total Current Assets
Long-Term Assets:
Property and equipment, net
Operating lease right-of-use assets
Insurance subsidiary deposits and investments
Escrow funds
Goodwill and other indefinite-lived assets
Other assets
Total Assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:
Accounts payable
Accrued payroll and benefits
Current operating lease liabilities
Current maturities of long-term debt
Current portion of accrued self-insurance liabilities
Other accrued expenses
Refund Liability
Total Current Liabilities
Long-Term Liabilties:
Long-term operating lease liabilities
Lines of credit
Accrued benefits, less current portion
Long-term debt, less current maturities, net of deferred
financing fees
Accrued self-insurance liabilities, less current portion
Other liabilities
Total Long-Term Liabilities
Total Liabilities
Equity:
Common stock
Additional paid-in capital
Retained earnings
Noncontrolling interest in subsidiary
Total Equity (deficit)
Total Liabilities and Shareholders' Equity (deficit)

PACS GROUP, INC. AND SUBSIDIARIES
BALANCE SHEETS

Year Ended December 31, 2025

All numbers in 000's

Providence Sterling Care Inc Balboa Other

PACS Holdings Group, Inc. and Subsidiary  Healthcare Inc Subsidiaries Eliminations Consolidated
174,463 21,868 1,401 2 (718) - 197,016
- - 2,771 345 625,030 17) 628,128
- - - 4 74,367 (406) 73,965
5,174 - 138 246 165,072 - 170,630
179,637 21,868 4,310 596 863,750 (423) 1,069,739
- - 1,094 2,313 1,197,689 - 1,201,096
- - 901 31,887 2,935,388 - 2,968,176
- - - - 87,192 - 87,192
- - - - 18,404 - 18,404
- - - - 68,061 - 68,061
(86,454) 6,135 38,259 33,195 1,186,674 (1,006,444) 171,366
93,184 28,003 44,564 67,991 6,357,159 (1,006,867) 5,584,034
- - 290 509 191,432 - 192,232
- - 1,017 1,155 185,344 - 187,516
100,000 - 551 97 52,417 - 153,066
- - - - 4,463 - 4,463
- - - - 128,994 - 128,994
- - 154 332 153,950 (406) 154,030
- - - - 181,129 - 181,129
100,000 - 2,012 2,094 897,729 (406) 1,001,430
- - 394 33,125 2,906,335 - 2,939,854
- - - - 100,000 - 100,000
- - - - 244,803 - 244,803
- - - 362 192,200 - 192,561
- - 130 522 152,284 - 152,937
- - 525 34,008 3,595,622 - 3,630,155
100,000 - 2,537 36,102 4,493,351 (406) 4,631,585
157 121 4 1 0) (126) 157
- - - 540 1,237,712 (601,217) 637,035
(6,973) 22,204 42,023 31,347 626,096 (405,118) 309,579
- 5,678 - - - - 5,678
(6,816) 28,003 42,027 31,888 1,863,808 (1,006,461) 952,449
93,184 28,003 44,564 67,991 6,357,159 (1,006,867) 5,584,034




Revenue

Patient and Resident Service Revenue

Additional Funding
Other Revenues
Total Revenue

Operating Expenses
Cost of Services
Rent - cost of services
General and administrative expense
Depreciation and amortization
Total Operating Expenses

Operating Income

Other Income (Expense)
Interest Expense
Gain on Lease Termination
Other income (expense), net
Total Other Expenses, net

Income before provision for income taxes

Provision for income taxes

Net Income

Less:
Net (loss) income attributable to
noncontrolling interest

Net income including noncontrolling

interest

PACS GROUP, INC. AND SUBSIDIARIES
STATEMENTS OF INCOME
Year Ended December 31, 2025
All numbers in 000's

PACS Providence Sterling Care Inc and Balboa Other

Holdings Group, Inc. Subsidiary Healthcare Inc  Subsidiaries Eliminations Consolidated
- - 30,099 36,692 5,597,028 (375,934) 5,287,885

N - - - 4,233 (3,186) 1,047

- - 30,099 36,692 5,601,260 (379,119) 5,288,932

- - 14,400 29,514 4,085,782 (0) 4,129,696

- - 801 3,231 281,150 93,725 378,908

- - 7,409 1,285 120,982 285,394 415,070

- - 148 142 55,373 - 55,663

- - 22,757 34,173 4,543,288 379,119 4,979,337

- - 7,342 2,519 1,057,973 (758,239) 309,595
(3,020) (290) - 26 (25,079) - (28,363)

- - - 169 3,049 - 3,218
(3,020) (290) - 196 (22,031) - (25,145)
(3,020) (290) 7,342 2,715 1,035,942 (758,239) 284,450

- - - - 92,989 - 92,989
(3,020) (290) 7,342 2,715 1,128,931 (758,239) 377,439
- (82) - - - - (82)
(3,020) (208) 7,342 2,715 1,128,931 (758,239) 377,521
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WIPFLI

Independent Auditor's Report

To the Board of Directors
Sterling Care, Inc. and Subsidiary
Farmington, Utah

Opinion

We have audited the consolidated financial statements of Sterling Care, Inc. and Subsidiary (the "Company"),
which comprise the consolidated balance sheet as of December 31, 2025, and the related consolidated
statements of operations and retained earnings, and cash flows for the year then ended, and the related notes to
the consolidated financial statements.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Sterling Care, Inc. and Subsidiary as of December 31, 2025, and the results of their operations
and their cash flows for the year then ended in accordance with accounting principles generally accepted in the
United States of America ("GAAP").

Basis for Opinion

We conducted our audit in accordance with accounting standards generally accepted in the United States of
America ("GAAS"). Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Consolidated 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 audit. 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 Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with GAAP, and for 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.

In preparing the consolidated 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 the financial statements are available to be issued.

“Wipfli" is the brand name under which Wipfli LLP and Wipfli Advisory LLC and its respective subsidiary entities provide professional services. Wipfli LLP and Wipfli Advisory LLC (and its
respective subsidiary entities) practice in an alternative practice structure in accordance with the AICPA Code of Professional Conduct and applicable law, regulations, and professional
standards. Wipfli LLP is a licensed independent CPA firm that provides attest services to its clients, and Wipfli Advisory LLC provides tax and business consulting services to its clients.
Wipfli Advisory LLC and its subsidiary entities are not licensed CPA firms.



Auditor's Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from 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 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 include 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
consolidated financial statements.

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

e Identify and assess the risks of material misstatement of the consolidated 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 consolidated
financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company's internal control. Accordingly, no such opinion is expressed.

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

e 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.

Wipfli LLP

Wipfli LLP

St. Louis, Missouri
April 27, 2026

“Wipfli" is the brand name under which Wipfli LLP and Wipfli Advisory LLC and its respective subsidiary entities provide professional services. Wipfli LLP and Wipfli Advisory LLC (and its
respective subsidiary entities) practice in an alternative practice structure in accordance with the AICPA Code of Professional Conduct and applicable law, regulations, and professional
standards. Wipfli LLP is a licensed independent CPA firm that provides attest services to its clients, and Wipfli Advisory LLC provides tax and business consulting services to its clients.
Wipfli Advisory LLC and its subsidiary entities are not licensed CPA firms.



Sterling Care, Inc. and Subsidiary
Consolidated Balance Sheet

As of December 31, 2025
ASSETS
Current assets
Cash and cash equivalents S 1,401,000
Accounts receivable, net 2,770,746
Inventory 16,858
Prepaid expenses 116,232
Other current assets 4,799
Total current assets 4,309,635
Property and equipment, net 1,094,478
Other assets
Deposits 54,000
Due from related party, net 38,205,415
Operating right-of-use asset 900,808
Total other assets 39,160,223

TOTAL ASSETS

S 44,564,336

Current liabilities

LIABILITIES AND SHAREHOLDER'S EQUITY

Current portion of operating lease obligation S 551,409
Accounts payable 290,040
Accrued payroll 640,655
Accrued benefits 376,460
Other accrued liabilities 153,881
Total current liabilities 2,012,445
Long-term liabilities
Operating lease obligation, less current portion 394,490
Employee retention tax credit liability 130,445
Total long-term liabilities 524,935
Shareholder's equity
Common stock, authorized 200,000 shares; S1 par value
4,000 shares issued and outstanding 4,000
Retained earnings 42,022,956
Total shareholder's equity 42,026,956

TOTAL LIABILITIES AND SHAREHOLDER'S EQUITY

S 44,564,336

See accompanying notes to consolidated financial statements.



Sterling Care, Inc. and Subsidiary
Consolidated Statement of Operations and Retained Earnings

Year Ended December 31, 2025
Revenue:
Patient and resident service revenue, net S 30,098,836

Operating expenses:

Salaries and wages 10,124,340
Payroll taxes and benefits 2,388,896
Nursing 716,839
Maintenance 135,264
Plant operations 250,812
Housekeeping 30,065
Laundry 37,194
Dietary 640,284
Social services 5,809
Activities 64,312
Education 5,869
Administration 3,510,870
Rent and other property expenses 801,024
Contracted services 3,897,812
Depreciation expense 147,531
Total operating expenses 22,756,921

Net income 7,341,915
Retained earnings - Beginning of year 34,681,041
Retained earnings - End of year S 42,022,956

See accompanying notes to consolidated financial statements.



Sterling Care, Inc. and Subsidiary
Consolidated Statement of Cash Flows

Year Ended December 31,

2025

Cash flows from operating activities:
Cash received from patients/residents

S 30,122,395

Cash paid to vendors (23,087,093)
Net cash from operating activities 7,035,302

Cash flows from investing activities:
Purchase of property and equipment (117,812)
Net cash from investing activities (117,812)

Cash flows from financing activities:
Advances to related party, net (7,136,396)
Net cash from financing activities (7,136,396)
Net change in cash and cash equivalents (218,906)
Cash and cash equivalents - Beginning of year 1,619,906
Cash and cash equivalents - End of year S 1,401,000

Reconciliation of net income to net cash from operating activities:
Net income S 7,341,915
Adjustments to reconcile net income to net cash from
operating activities:

Depreciation expense 147,531

Non-cash lease expense 497,362

Change in operating assets and liabilities:
Accounts receivable 23,559
Inventory 503
Prepaid expenses (1,224)
Other current assets (3,475)
Operating lease liability (502,542)
Accounts payable (78,918)
Accrued payroll 39,489
Accrued benefits (4,560)
Other accrued liabilities 59,763
Employee retention tax credit liability (484,101)

Net cash from operating activities

S 7,035,302

See accompanying notes to consolidated financial statements.



























Sterling Care, Inc. and Subsidiary
Notes to the Consolidated Financial Statements

Note 7: Commitments and Contingencies (Continued)

Regulatory Investigations (Continued)

On February 26, 2025, the Parent received a subpoena from the DOJ per the Health Insurance Portability and
Accountability Act of 1996 (“HIPAA”) relating to an investigation into possible violations of various sections of 18
U.S.C. that prohibit the making of fraudulent or false statem



Sterling Care, Inc. and Subsidiary
Notes to the Consolidated Financial Statements

Note 7: Commitments and Contingencies (Continued)
Litigation (Continued)

Healthcare litigation (including class action litigation) is common and is filed based upon a wide variety of claims
and theories. The Company and other companies in its industry is routinely subjected to varying types of claims
and suits, including class actions. Class-action suits have the potential to result in large jury verdicts and
settlements, and may result in significant legal costs. The Company expects the plaintiffs' bar to continue to be
aggressive in their pursuit of claims.

The Company has been, and continues to be, subject to other claims and legal actions that arise in the normal
course of business, including potential claims fled by patients or others on their behalf related to patient care and
treatment (professional negligence claims), as well as employment related claims filed by current or former
employees. For example, the Company has been subjected to, and is currently involved in, litigation alleging
violations of state and federal wage and hour laws resulting from the alleged failure to pay ways, to timely
provide and authorize meal and rest breaks, and related causes of action. class action and similar litigation
alleging violations of state and federal wage and hour laws as resulted to the alleged failure to pay wages, to
timely provide and authorize meal and rest breaks, and related causes of action.

In addition to the litigations described above, the Parent is also subject to the following litigation:

Litigation — Securities Class Action and Shareholder Derivative Actions

On November 13, 2024, a putative securities class action captioned Manchin v. PACS Group, Inc., et al., Case No.
1:24-cv-08636-LIL (S.D.N.Y.) (“Manchin Action”) was filed against the Company, individual defendants Jason
Murray, Derick Apt, Mark Hancock, Jacqueline Millard, and Taylor Leavitt; and underwriter defendants Citigroup
GlobalMarkets Inc., J.P. Morgan Securities LLC, Truist Securities, Inc., RBC Capital Markets, LLC, Goldman Sachs &
Co. LLC, Stephens Inc., KeyBanc Capital Markets Inc., Oppenheimer & Co., Inc., and Regions Securities LLC. The
complaint brings claims under Sections 11 and 15 of the Securities Act, and Section 10(b), and 20(a) of the
Exchange Act, and alleges the Company and its leadership engaged in a multi-year scheme to inflate revenue and
profitability by (i) exploiting a COVID-era Medicare waiver to “flip” long-term Medicaid patients to higher-paying
Medicare coverage, (ii) billing unnecessary Medicare Part B respiratory and sensory integration therapies, and (iii)
falsifying licensure and staffing documentation. On January 7, 2025, the court consolidated the Manchin action
with a similar action brought by plaintiff New Orleans Employees’ Retirement System, and on February 11, 2025
the court appointed 1199SEIU Health Care Employees Pension Fund as lead plaintiff, and its counsel, Labaton
Keller Sucharow LLP, as lead counsel. On December 19, 2025 after the Parent filed its Quarterly Report on Form
10-Q for the period ended September 30, 2024 and its Annual Report on Form 10-K for the year ended December
31, 2024, the lead plantiff filed a consolidated complaint. The new complaint added Joshua Jergensen and P.J.
Sanford as named defendants, and also brought additional claims pursuant to Section 12(a)(2) of the Securities
Act and Section 20A of the Exchange Act. Defendants moved to dismiss the consolidated complaint on February
17, 2026. According to the current operative schedule, Plaintiffs’ opposition is due April 20, 2026, and
Defendants’ reply will be due June 4, 2026.
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Sterling Care, Inc. and Subsidiary
Notes to the Consolidated Financial Statements

Note 7: Commitments and Contingencies (Continued)
Litigation — Securities Class Action and Shareholder Derivative Actions (Continued)

On February 14, 2025, a derivative action originally filed by plaintiff Theresa Howard-Hines (“Howard-Hines
Action”) captioned IN RE PACS GROUP, INC. DERIVATIVE LITIGATION Lead Case No. 1:25-cv-01343-LJL (S.D.N.Y.)
was filed against defendants Jason Murray, Derick Apt, Mark Hancock, Michelle Lewis, Jacqueline Millard, Taylor
Leavitt, and Evelyn Dilsaver, with the Company named as nominal defendant. The complaint brings claims of
breach of fiduciary duties, unjust enrichment, waste of corporate assets, and contribution, based on substantially
similar allegations as in the Manchin Action. On April 8, 2025, the court consolidated the Howard-Hines action
with a similar derivative action filed by plaintiff Adam Beckman, under the name In re PACS Group, Inc. Derivative
Litigation. On June 9, 2025, the parties filed a joint stipulation staying theaction until the earlier of the dismissal
of the Manchin Action, the denial of any motion to dismiss in the Manchin Action, or the termination of the stay.

On August 19, 2025, a derivative action captioned Boers v. Murray, et. al., Case No. 1:25-cv-00119-DAK-DBP (D.
Utah) was filed against the same defendants and alleging substantially the same claims and theories as IN RE
PACS GROUP, INC. DERIVATIVE LITIGATION. The plantiff voluntarily dismissed this case on December 8, 2025,
without prejudice to her ability to refile.

Legal proceedings can be complex and take many months, or even years, to reach resolution, with the final
outcome depending on a number of variables, some of which are not within the Company or Parent's control.
Therefore, although the Parent and Company will vigorously defend itself in each of the actions described above
and any other legal proceedings, their ultimate resolution and potential financial and other impacts on the
Company are uncertain but could be material. Regardless of final outcomes, however, any such proceedings,
claims, and investigations may nonetheless impose a significant burden on management and employees and be
costly to defend, with unfavorable preliminary, interim or final rulings.

The Company accrues a liability amount when it believes that it is both probable that a liability has been incurred,
and the amount can be reasonably estimated. Significant judgment is required to determine both probability and
the estimated amount. Such legal matters are inherently unpredictable and subject to significant uncertainties,
some of which are beyond the Company’s control. The Company is unable to estimate a loss or range of loss in
connection with the Securities Class Action and Shareholder Derivative Actions at this time for reasons including
that these matters are in early stages, no factual issues have been resolved in these matters, and there is
uncertainty as to the outcome of these matters.

The defense of any of the litigations described above may result in significant legal costs, regardless of the
outcome, and can result in large settlement amounts or damage awards. While there can be no assurance, based
on the Company’s evaluation of information currently available, management does not believe the results of such
litigations would have a material adverse effect on the results of operations, financial position or cash flows of
the Company, taken as a whole. However, the Company’s assessment may evolve based upon further
developments in the proceedings at issue. The results of legal proceedings are inherently uncertain, and material
adverse outcomes are possible.
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Sterling Care, Inc. and Subsidiary
Notes to the Consolidated Financial Statements

Note 7: Commitments and Contingencies (Continued)
Professional and General Liability Claims

The Company purchases professional and general liability insurance to cover medical malpractice claims through
an unrelated insurer covering up to $10 million in total claims. Claims from unknown incidents may exist at
December 31, 2025 and be asserted in the future arising from services provided to patients.

Note 8: Employee Retention Tax Credit

The Coronavirus Aid, Relief, and Economic Security (CARES) Act provided for refundable payroll tax credits known
as the Employee Retention Tax Credit (ERTC), which allowed qualified employees to receive a credit of 70% of the
employee's qualified wages and related payroll costs paid after December 31, 2020 through September 30, 2021,
up to maximum credit of $7,000 per employee, per quarter, for a maximum of $21,000 per employee. The
Company has elected to treat these credits under the accrual basis of accounting in conformity with GAAP. Due
to uncertainty related to meeting the necessary qualifications, the Company recorded a reserve against the entire
amount claimed. Management has determined that the Company will recognize the claim amounts as income
once the statute of limitations of IRS audit periods close for each respective ERTC claim. For the year ended
December 31, 2025, the Company recognized $484,101 of the ERTC as an offset to salaries and wages, as the
statute of limitations surrounding the uncertainty of the qualifications, for certain of the funds received, expired.
As of December 31, 2025, the Company has recorded $130,445 in an ERTC liability to reflect the cash received
related to the credit, in which the statute of limitations window on claims has not yet closed.
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State of California — Health and Human Services Agency

California Department of Social Services

FORM 5-1: LONG-TERM DEBT INCURRED IN A PRIOR FISCAL YEAR (INCLUDING BALLOON DEBT)

(a)

(b)

(c)

(d)

Credit Enhancement

(e)

TOTAL.:

Long-Term Date Principal Paid Interest Paid Premiums Paid in Total Paid
Debt Obligation | Incurred During Fiscal Year During Fiscal Year Fiscal Year (columns (b) + (c) + (d))

1 12/20/2020 | 4,854,911 169,693 None 5,024,604

2 12/20/2020 | 4,854,911 1696,93 None 5,024,604

3

4

5

6

7

8

339,386 None 10,049,208

NOTE: For column (b), do not include voluntary payments made to pay down principal.

PROVIDER: Paradise Vallev Health Care Center. Inc. and Sterling Care. Inc

(Transfer this amount to
Form 5-3, Line 1)

LIC 9265 (6/21)

Page 1 of 1



PARADISE VALLEY HEALTH CARE CENTER, INC. AND STERLING CARE, INC. AND PROVIDENCE GROUP, INC.
(dba) PARADISE VALLEY MANOR
Attachment to Form 5-1 for Yr 2025

Providence Group, Inc.

Payments on

Balance 12-31-2024 L Balance 12-31-2025 Interest paid 2025
Principal
Note payable to Alan Short 4,854,911 4,854,911 - Form 5-1(b) 169,693
Note payable to Kenneth Funk 4,854,911 4,854,911 - Form 5-1(b) 169,693
- 339,386
Form 5-1(c)

See also Financials
Current protion of long-term debt per financials (PACS Group, Inc and subsidiaries) -
Long-term debt per financials (PACS Group, Inc and subsidiaries) -

Sterling Care, Inc.

Interest Expense per Financials Notel S -

Note 1: This is the allocation interest related to general corporate debt.



State of California — Health and Human Services Agency California Department of Social Services

FORM 5-2: LONG-TERM DEBT INCURRED DURING FISCAL YEAR (INCLUDING BALLOON DEBT)

(a) (b) (c) (d) (e)

Amount of Most Number of Reserve Requirement

Long-Term Debt Date Total Interest Paid Recent Payments Over (see instruction Part 5)
Obligation Incurred During Fiscal Year Payment on the Debt Next 12 Months (columns (c) x (d))

1

2

None None None None

TOTAL.:

(Transfer this amount to

Form 5-3, Line 2)
NOTE: For column (b), do not include voluntary payments made to pay down principal.

PROVIDER: Paradise Valley Health Care Center, Inc. and Sterling Care, Inc

LIC 9266 (3/21) Page 1 of 1



State of California — Health and Human Services Agency California Department of Social Services

FORM 5-3: CALCULATION OF LONG-TERM DEBT RESERVE AMOUNT

Line TOTAL
1 Total from Form 5-1 bottom of Column (e) 10,049,208
2 Total from Form 5-2 bottom of Column (e) None
3 Facility leasehold or rental payment paid by provider during fiscal year
(including related payments such as lease insurance) 801,024
4 TOTAL AMOUNT REQUIRED FOR LONG-TERM DEBT RESERVE: 10,850,232

PROVIDER: Paradise Valley Health Care Center, Inc. and Sterling Care, Inc.

LIC 9267 (3/21) Page 1 of 1









State of California — Health and Human Services Agency

California Department of Social Services

FORM 5-5: ANNUAL RESERVE CERTIFICATION

Provider Name: Paradise Valley Hith Care Ctr Inc & Sterling Care Inc

Fiscal Year Ended:

(1]
[2]
(3]

[4]
[3]
[6]
[7]
[8]
[9]
[10]

December 31, 2024

We have reviewed our debt service reserve and
operating expense reserve requirements as of, and

for the period ended.
December 31, 2024

and are in compliance with those requirements.

Our liquid reserve requirements, computed using the
audited financial statements for the fiscal year are as
follows:

Amount
Debt Service Reserve Amount 10,850,232
Operating Expense Reserve Amount None
Total Liquid Reserve Amount: 10,850,232

Qualifying assets sufficient to fulfill the
operating reserve and debt service
requirements, based on market value at
end of fiscal year were applicable, are
held as follows:
Debt Service

Qualifying Asset Description Reserve

Cash and Cash Equivalents 23.269.074

Operating
Reserve

Investment Securities

Equity Securities

Unused/Available Lines of Credit

Unused/Available Letters of Credit

Debt Service Reserve

Other:

(not applicable)

Qualifying assets used in these reserves
are described as follow:

LIC 9269 (3121)

Page 1 of 2






Paradise Valley Health Care Center, Inc. and Sterling Care,

Inc.
Notes to Continuing Care Reserve Report

Note 1: Summary of Significant Accounting Policies

Basis of Accounting

The accompanying continuing care reserve report has been prepared in accordance with the provisions of the
Health and Safety Code Section 1972 administered by the State of California Department of Social Services and is
not intended to be a complete presentation of Paradise Valley Health Care Center, Inc. and Sterling Care, Inc.'s
assets, liabilities, revenues, and expenses.

Cash accounts are structured such that any excess or shortage in cash can be swept to or from Providence Group,
Inc. (Parent). Therefore, certain accounts from the Parent are included in the report for purposes of complying
with California Health and Safety Code Section 1792.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash and short-term investment with original maturities of three months or
less. The Companies maintain their cash balances in various financial institutions. Accounts are insured by the
Federal Deposit Insurance Corporation up the $250,000 for the year ended December 31, 2025. The Company
has not experienced losses in such accounts.


















California Health and Human Services Agency

FORM 7-1 REPORT ON CCRC MONTHLY CARE FEES

California Department of Social Services

Complete Form 7-1 to report the monthly care fee increase (MCFI) for each community operated by the Provider. If no adjustments

were made during the reporting period for a community, indicate by checking the box below Line [2]. Providers must complete a
separate Form 7-1 for each of their continuing care retirement communities.

1. On Line 1, enter the amount of monthly care fees for each level of care at the beginning of the reporting period.
2. On Line 2, indicate the percentage(s) of increase in fees implemented during the reporting period.

3. On Line 3, indicate the date the fee increase was implemented. If more than one (1) increase was implemented, indicate the
date(s) for each increase.

4. Check each of the appropriate boxes.

5. Provide a detailed explanation for the increase in monthly care fees including the total dollar amount for the community overall
and corresponding percentage increase for each level of care in compliance with the Health and Safety Code. The explanation
shall set forth the reasons, by department cost centers, for any increase in monthly care fee. It must include if the change in

monthly care fees is due to any actual or projected costs related to any other CCRC community or enterprise affiliated with the
provider or parent company.

The methodology used to budget future costs should align with one or more of the following factors: “projected costs, prior year per
capita costs and economic indicators.” Describe the methodology used for single or multiple communities. If there are multipie MCFI
percentages, i.e., by level of care, a separate explanation for each MCFI will be required.

Also, if there is a positive result of operations, the provider will need to explain how the funds will be used and/or distributed
consistent with disclosures made in the applicable sections of the Continuing Care Contract.

This attachment should include the data used in the Monthly Care Fee Increase meeting presentation provided to
residents, which will also include actual results and an explanation of any variances.

NOTE: Providers shall retain all documents related to the development of adjusted fees at their respective communities for a period
of at least three years, i.e., budgets, statements of operations, cost reports, used near the end of the prior fiscal year to develop

adjustments implemented in the current reporting period. These documents must be available for review upon request by the
Department.

LIC 9270 (9/22) Page 1 of 3



California Health and Human Services Agency

California Department of Social Services

FORM 7-1
RE CCRC MONTHLY CARE FEE
RESIDENTIAL ASSISTED MEMORY SKILLED
LIVING LIVING CARE NURSING
4. Monthly Care Fees at beginning of reporting period: (indicate
range, if applicable) N/A 2,700-3.700 N/A 3,900 - 4,500
2. Indicate percentage of increase in fees imposed during
reporting period: (indicate range, if applicable) N/A None N/A None
Check here if monthly care fees at this community were not increased during the reporting period. (If you checked this box,
please skip down to the bottom of this form and specify the names of the provider and community.)
3. Indicate the date the fee increase was implemented:
(If more than one (1) increase was implemented, indicate the dates for each increase.)
4.

Check each of the appropriate boxes:

O Each fee increase is based on the Provider's projected costs, prior year per capita costs, and economic indicators.

O All affected residents were given written notice of this fee increase at least 30 days prior to its implementation.
Date of Notice: Method of Notice:

O At least 30 days prior to the increase in fees, the designated representative of the Provider convened a meeting that all
residents were invited to attend. Date of Meeting:

O At the meeting with residents, the Provider discussed and explained the reasons for the increase, the basis for determining
the amount of the increase, and the data used for calculating the increase.

O The Provider distributed the documents to all residents by [Optional - check all that apply]:
O Emailed the documents to those residents for whom the provider had email addresses on file
O Placed hard copies in resident cubby
O Placed hard copies at designated locations
O Provided hard copies to residents upon request, and/or
O Other: [please describe]
[0 Date of Notice:

LIC 9270 (9/22) Page 2 of 3



California Health and Human Services Agency California Department of Social Services

O The Provider provided residents with at least 14 days advance notice of each meeting held to discuss the fee increases.
Date of Notice:

O The governing body of the Provider, or the designated representative of the Provider posted the notice of, and the agenda
for, the meeting in a conspicuous place in the community at least 14 days prior to the meeting.

Date of Posting: Location of Posting:

O Providers evaluated the effectiveness of consultations during the annual budget planning process at a minimum of every
two years by the continuing care retirement community administration. The evaluation, including any policies adopted
relating to cooperation with residents was made available to the resident association or its governing body, or, if neither
exists, to a committee of residents at least 14 days prior to the next semiannual meeting of residents and the Provider’s
governing body and posted a copy of that evaluation in a conspicuous location at each facility.

Date of Posting: Location of Posting:

5. On an attached page, provide a detailed explanation for the increase in monthly care fees including the amount of the increase
and compliance with the Health and Safety Code.

PROVIDER: PV Health Care Ctr and Sterling Care Inc. COMMUNITY: Paradise Valley Manor

LIC 9270 (9/22) Page 3 of 3











