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Statement Regarding the Acquisition of Control of or Merger with
Domestic Insurers:

Highmark Inc.; First Priority Life Insurance Company, lnc.;
Gateway Health Plan, Inc.; Highmark Casualty Insurance Company;
Highmark Senior Resources Inc.; HM Casualty Insurance Company;
HM Health Insurance Company, d/b/a Highmark Health lnsurance Company;
HM Life Insurance Company; HMO of Northeastern Pennsylvania,Inc.,
d/b/a First Priority Health; Inter-County Health Plan, Inc.;
Inter-County Hospitalization Plan, Inc.; Keystone Health Plan West, Inc.;
United Concordia Companies, Inc.; United Concordia Dental Plans of Pennsylvania, Inc.;
United Concordia Life and Health Insurance Company

By UPE, a Pennsylvania nonprofit corporation

RESPONSE TO
STTPPLEMENTAL REQUEST 4.3.13.2

FROM THE PEIINSYLVAI\TIA INSURANCE DEPARTMENT

SUPPLEMENTAL REQUEST 4.3.13.2 (via letter from the PID dated September 26,2012):

Provide a fully and complete copy of any materials submitted to credit rating agencies by
any UPE Entity related to the Supplemented Transaction. This Supplemental Filing Request does
not include materials previously submitted in response to Request 4.3.13. Also discuss any changes
in credit rating for any IJPE Entity related to the Supplemented Transaction.

ST]PPLEMENTAL RESPONSE:

UPE hereby supplements its prior responses to this Request by attaching at Tab
A the December 4,2012 Standard & Poor's ratings update for WPAHS.
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West Penn Allegheny Health System;
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Cynthia S Keller, New York (l) 2t2-438-1000; cynthia-keller-macdonald@standardandpoors.com

Secondary Contact:
Martin D furick, New York (1) 212-438-1000; martin-arrick@standardandpoors.com
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Summary:

Allegheny County Hospital Development
Authority, Pennsylvania
West Penn Allegheny Health System; System

Allegheny Cnty Hosp Dev Auth, Pennsylvania

West Penn Allegheny Hlth Sys, Pennsylvania

Allegheny Cnty Hosp Dev Auth (West Penn Allegheny Health System)

LongTerm Rating CClNegative Downgraded

Rationale

Standard & Poor's Ratings Services lowered its rating to 'CC' from 'B-' on the $726 million series 2007A bonds issued

for West Penn Allegheny Health System (WPAHS)by the Allegheny County Hospital Development Authority, Pa. and

removed it from CreditWatch where it had been placed with negative implications on Sept. 28. The outlook is

negative.

The rating downgrade reflects our assessment of:

. Highmark Inc.'s (A/Stable) desire to have WPAHS declare bankruptcy or otherwise restructure its debt and pension

obligations prior to any affiliation;

. Breakdown in the affiliation discussions after WPAHS notified Highmark that it was in breach of the agreement.

Although talks have resumed after a legal ruling prohibited WPAHS from seeking other suitors, there remains

significant uncertainty as to whether the parties will reach an agreement that will be subsequently approved by the

Pennsylvania Insurance Department;

o Extremely low unrestricted cash and investment balances as of Sept. 30, 2012 with approximately $233 million

equal to 55 days' cash on hand and about one-quarter of outstanding debt ($894 including $100 million owed to

Highmark). Without the Highmark transfers, which have totaled at least $200 million over the past two years,

WPAHS would have minimal unrestricted reserves remaining and the system still has ample pension and capital

needs;

o Continued weak financial performance with 2012's very high $113 million operating loss above 201l's $75 million

loss and a bottom line loss of $3 7 million in 2Ol2 compared with a loss of $ 17 million in 20 1 1 with $50 million in

gifts from Highmark in both years;

r Insufficient financial and operating benefits from the affiliation agreement and the February reopening of The

Western Pennsylvania Hospital (WPH) to reduce the operating losses, which have been stable to slightly increasing

for the past three quarters. Based on the first quarter 2013 run rate, current year earnings will be insufficient to

cover debt service;

o Steady volume declines over the past five years from 2008 through 2012 which continue through the first quarter of

2013 with aZ.ZVodecline ininpatient admissions and decliningbirths, surgeries, and emergency departmentvisits.

While some of the volume loss is attributable to the economy and shift to observation visits - which rose almost
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Summary: Allegheny Counry Hospital Deuelopment Authority, Pennsyluania West Penn Allegbeny Health System;
SYstern

2lo/ointhe first quarter - the opening of UPMC's facility in competition with Forbes was also a factor;

o Continued presence of interim management although WPAHS has extended the current management contact; and

o Receipt of a Wells notice from the Securities and Exchange Commission with potential future financial penalties.

WPAHS operates five acute-care hospitals in and around Pittsburgh: Allegheny General Hospital, WPH, the Forbes

Regional campus of WPH in Monroeville where UPMC recently opened a new hospital, Canonsburg General Hospital,

and Alle-Kiski Medical Center doing business as Allegheny Valley Hospital.

Securing the 2007A bonds is a mortgage and gross revenue pledge of the obligated group, which includes all but a few

smaller subsidiaries in the system. WPAHS is not a party to any swaps as the majority of its debt is fixed rate. We

based all 2012 figures in the report on unaudited financial statements and management indicates that it expects to

publish the audit within the time frame required by the bond documents (180 days after the end of the fiscal year). For

more information see the articles published Sept. 28, 20t2, and May 23, 20t2, on RatingsDirect on the Global Credit

Portal.

Outlook

The negative outlook reflects our opinion of the possibility of a bankruptcy filing or debt restructuring given WPAHS's

thin financial profile and ongoing losses. We would assign a lower rating should WPAHS file banlruptcy, restructure its

debt, or miss a principal or interest payment. A higher rating within the one-year term of our outlook period could be

possible if WPAHS consummates the affiliation agreement with Highmark with no disruption in debt service payments

and there is evidence of tangible financial and operating benefits from the affiliation.

Related Criteria And Research

USPF Criteria: Not-For-Profit Health Care, June 14,2007

Complete ratings information is available to subscribers of RatingsDirect on the Global Credit Portal at

www.globalcreditportal.com. All ratings affected by this rating action can be found on Standard & Poor's public Web

site at www.standardandpoors.com. Use the Ratings search box located in the left column.
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Copyright @ 2012 by Standard & Poor's Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof

(Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system,

without the prior written permission of Standard & Poor's Financial Services LLC or its afiliates (collectively, S&P). The Content shall not be used

for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, ofhcers, shareholders, employees or agents

(collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability ofthe Content. S&P Parties are not responsible for

any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or

maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR

IMPLIED WARMNTIES, INCLUDING, BUT NOT LIMITED TO, AI{Y WARMNTIES OF MERCHANTABILITY OR FITNESS FOR A
PARTICUT.AR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGUMTION. IN NO

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience ofthe user, its management, employees, advisors and/or clients when making investrnent and otherbusiness decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in anotherjurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such aclnowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

S&P keeps certain activities ofits business units separate from each other in order to preserve the independence and objectivity oftheir respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underuriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed

through other means, including via S&P publications and third-party redistributors. Additional information about our ratings fees is available at

www. standardandpoors.com/usratingsfees.
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