
PENNSYL VANIA INSURANCE DEPARTMENT 

ADDENDUM NO.3 TO AMENDMENT NO.2 TO FORM A 

STATEMENT REGARDING THE ACQUISITION 
OF CONTROL OF OR MERGER WITH DOMESTIC INSURERS: 

HIGHMARK INC., 
a Pennsylvania nonprofit corporation licensed to operate a hospital plan and a professional 

health services plan 

FIRST PRIORITY LIFE INSURANCE COMPANY, INC., 
a Pennsylvania stock insurance company 

GATEWAY HEALTH PLAN, INC., 
a Pennsylvania business corporation and licensed health maintenance organization 

HIGHMARK CASUALTY INSURANCE COMPANY, 
a Pennsylvania stock insurance company 

HIGHMARK SENIOR RESOURCES INC., 
a Pennsylvania stock insurance company 

HM CASUALTY INSURANCE COMPANY, 
a Pennsylvania stock insurance company 

HM HEALTH INSURANCE COMPANY, 
d/b/a HIGHMARK HEALTH INSURANCE COMPANY, 

a Pennsylvania stock insurance company 

HM LIFE INSURANCE COMPANY, 
a Pennsylvania stock insurance company 

HMO OF NORTHEASTERN PENNSYLVANIA, INC., 
d/b/a FIRST PRIORITY HEALTH, 

a Pennsylvania nonprofit corporation and licensed health maintenance organization 

INTERCOUNTY HEALTH_PLAN,_INC., 
a Pennsylvania nonprofit corporation licensed to operate a professional health services plan 

INTERCOUNTY HOSPITALIZATION PLAN, INC., 
a Pennsylvania nonprofit corporation licensed to operate a hospital plan 
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KEYSTONE HEALTH PLAN WEST, INC., 
a Pennsylvania business corporation and licensed health maintenance organization 

UNITED CONCORDIA COMPANIES, INC., 
a Pennsylvania stock insurance company 

UNITED CONCORDIA DENTAL PLANS OF PENNSYLVANIA, INC., 
a Pennsylvania business corporation and licensed risk-assuming PPO 

UNITED CONCORDIA LIFE AND HEALTH INSURANCE COMPANY, 
a Pennsylvania stock insurance company 

BY 

UPE, 
a Pennsylvania nonprofit corporation 

Filed with the Insurance Department 
of the Commonwealth of Pennsylvania 

February 12, 2013 
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February 5, 2013 
Board of Directors 
Highmark Inc. 
120 5th Avenue Place 
Pittsburgh, PA 15222 

Ladies and Gentlemen: 

ATLANTA CHICAGO NEW YORK SAN DIEGO 

623 Fifth Avenue, 29th Floor 
New York, NY 10022 

h2cllcccom 
T 212 257 4500 

UPE, a Pennsylvania nonprofit corporation, UPE Provider Sub, a Pennsylvania nonprofit corporation, Highmark 
Inc., a Pennsylvania nonprofit corporation ("Highmark"), collectively, ("UPE Parties and Highmark") and West Penn 
Allegheny Health System, Inc. and Subsidiaries, a Pennsylvania nonprofit corporation ("WPAHS") entered into an 
Affiliation Agreement on October 11,2011 ("the Affiliation Agreement"), On January 22, 2013, the UPE Parties and 
Highmark and WPAHS signed Amendment No, 1 to Affiliation Agreement ("Amendment No, 1"), The two agreements 
collectively, ("the Affiliation") provide for an affiliation that will result in the formation of an integrated provider 
delivery network (ION) operating in western Pennsylvania, 

The Affiliation provides that UPE and Highmark have made or will make $475 million of grants and loans to 
WPAHS, The following is a schedule of the loans and grants provided for in the Affiliation. 

Name 

Payments to Date 

On Signing of Term Sheet 

On Signing of Affiliation Agreement 

Second Funding Commitment Loan 

Third Funding Commitment 

Future Grant 

Converted Medical Education Grant 

Future Commitments 

Fourth Funding Commitment 

Fifth Funding Commitment 

H2C SECURITIES INC 

Member FINRAl51PC 

Amount ($mm) Type Security 

$50 Unrestricted grant • N / A 

$50 Unrestricted grant • N / A 

$50 Loan • Will become secured by moveable 
equipment 

$50 Loan • Will become secured by moveable 
equipment 

$75 Unrestricted grant • N / A 

$100 Loan • To the extent available, will be added to the 
security of the 2007 A Bonds 

• Will have security in moveable equipment 

$100 Loan • To the extent available, will be added to the 
security of the 2007 A Bonds 

• Will have security in moveable equipment 

+ The Elements of Capital and Strategy 
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As part of the Affiliation, Highmark has agreed to a non-binding term sheet and expects soon to sign Bond 
Tender, Consent and Forbearance Agreements (Tender and Solicitation) with select institutional Bondholders 
representing not less than 73.5% of the 2007 A Bonds to purchase the tendered 2007 A Bonds. Highmark also will 
initiate a public tender for all of the remaining Bonds. 

Highmark's financial commitment under the Affiliation is limited to the funding requirements for the future 
grants and loans and the funds related to the purchase of the tendered 2007A Bonds. 

Highmark has requested that H2C Securities Inc. ("H2C') render an opinion concerning the fairness of Highmark's 
purchase of the 2007 A Bonds and making the secured loans under the Affiliation, from a financial point of view, on 
behalf of the subscribers and policyholders of Highmark Inc. For purposes of this letter we have assumed that 90% of 
the Bondholders will tender at $875.00 per $1,000.00 of par value of the bonds, the remaining 10% of Bondholders 
will be purchased at par value and Highmark will pay accrued interest. Highmark will fund the cost through a loan, 
which represents an investment by Highmark of approximately $639 million. 

The secured loans identified in the Affiliation represent the second, third, fourth and fifth funding commitments 
totaling $300 million, $100 million of which has already been funded . For purposes of this letter we have assumed a 
secured investment in the 2007 A Bonds of $639 million and secured loan commitments totaling $300 million for a 
combined total of approximately $939 million. 

In arriving at our opinion, we have reviewed among other things: 

a) audited financial statements of WPAHS for the fiscal years ended June 30, 2007, 2008, 2009, 2010 and 
2011; 

b) internal unaudited financial statements of WPAHS for the fiscal year ended June 30, 2012 and the five 
months ended November 30, 2011 and November 30, 2012; 

c) projected financial statements of WPAHS for the fiscal years ending June 30, 2013 through 2017 
prepared by Grant Thornton for Highmark, dated January 16, 2013; 

d) Affiliation Agreement, dated October 31, 2011; 
e) WPAHS Master Trust Indenture, dated May 1, 2007; 
f) Amendment No. 1 to Affiliation Agreement, dated January 22,2013; 
g) Attachments A - E included in Amendment No. 1 to Affiliation Agreement dated January 22, 2013; 
h) Certain Form A documents and addenda filed with the Pennsylvania Insurance Department ("PID"); and 
i) Economist reports prepared by Economists Inc. and submitted to the PID, Highmark's Strategic Plan and 

Strategic Vision documents submitted to PID, various rating agency reports, HealthLeaders Interstudy 
market share data, Pennsylvania Health Care Cost Containment Council utilization data and industry 
periodicals we deemed relevant 

In addition, we have: 

j) reviewed financial terms, to the extent publicly available, of selected acquisitions of companies we 
deemed to be relevant to support our analysis of recovery to secured creditors; 

k) reviewed financial and stock market information for selected publicly traded companies that we 
deemed to be relevant to support assumptions in the discounted cash flow analysis; 

I) reviewed current financial terms, to the extent publicly available, of selected acquisitions of health care 
systems to estimate the projected value of WPAHS in 2017, and 

H2C SECURITIES INC + The Elements of Capital and Strategy 
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m) conducted conversations with key members of both the WPAHS and Highmark management teams and 
their advisors. 

In rendering our opinion of fairness, we have assumed and relied on the accuracy and completeness of 
all information supplied or otherwise made available to us by Highmark or their respective representatives or 
advisors, WPAHS or its respective representatives or advisors, or obtained from other sources. We have not 
independently verified (nor assumed any obligation to verify) any such information provided to us by 
Highmark, WPAHS or obtained from other sources. With respect to the WPAHS financial projections prepared 
by Grant Thornton for Highmark, we have been advised by Highmark, and we have assumed, without 
independent investigation, that the financial projections have been reasonably prepared and reflect the best 
currently available estimates and good faith judgment of the expected future competitive, operating and 
regulatory environment and related financial performance of WPAHS. We express no opinion with respect to 
such projections or the assumptions on which they are based. Furthermore, we have not assumed any 
obligation to conduct, and have not conducted any physical inspection of any real property, including 
buildings and fixed and moveable equipment. 

Our opinion is necessarily based upon financial, economic, market and other conditions and 
circumstances as they exist and can be evaluated, and the information made available to us, as of the date 
hereof. We disclaim any undertakings or obligations to advise any party of any change in any fact or matter 
affecting the opinion which may come or be brought to our attention after the date of this opinion. 

Our opinion relates solely to the fairness of Highmark's purchase of the 2007 A Bonds and the secured 
loans under the Affiliation, from a financial pOint of view, on behalf of the subscribers and policyholders of 
Highmark Inc. We express no opinion herein concerning the relative merits of the Affiliation and any other 
transactions or strategies discussed by the Board of Directors as alternatives to the Affiliation, nor do we 
express any opinion on the structure, terms or effect of any other aspect of the Affiliation or the underlying 
business judgment to proceed with the Affiliation. We are not experts in, and this opinion does not address, 
any of the accounting, legal, tax aspects of the contemplated Affiliation, including without limitation, whether 
or not Highmark's purchase of the 2007 A Bonds and secured loans contemplated by the Affiliation constitute 
a change of control under any contract or agreement to which the UPE Parties and Highmark is a party. 

H2C has acted as financial advisor in connection with the negotiations with the bondholders and will 
receive a fee for our services in connection with the tender offer. It is contemplated that H2C will also provide 
other financial advisory services for Highmark, including assistance in evaluating finanCing options for the 
Tender and Solicitation. In addition, Highmark has agreed to indemnify H2C for certain liabilities arising from 
our engagement. 

Our opinion has been approved by a fairness opinion committee of H2C. Our opinion has been prepared 
at the request and solely for the benefit and use of the Board of Directors of Highmark Inc. and is rendered to 
the Board of Directors in connection with its consideration of the Affiliation. Our opinion may not be relied 
upon by any other party (including, without limitation, any subscribers or policyholders of Highmark, creditor 
of Highmark or creditor of WPAHS) or used for any other purpose. Our opinion may not be disclosed, in 
whole or in part, or summarized, excerpted from or otherwise referred to without our prior written consent. 

H2C SECURITIES INC + The Elements of Capital and Strategy 
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Based upon and subject to the foregoing, it is our opinion, as investment bankers, that as of the date 
hereof, Highmark's purchase of the 2007 A bonds and making the secured loans are fair from a financial point 
of view, to Highmark's subscribers and policyholders. 

Very truly yours, 

H2C Securities Inc. 

H2C SECURITIES INC 
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Highmark Inc. 
Report to the Board of Directors Regarding Affiliation with 
West Penn Allegheny Health System 

February 5, 2013 
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Disclaimer 

These materials and the information included herein have not been prepared with a view toward public disclosure, are 
confidential and proprietary to, and may not be reproduced, disseminated, quoted or referred to, in whole or in part, 
without the prior written consent of H2C Securities Inc. ("H2C,). H2C has prepared these materials exclusively for the 
Board of Directors of Highmark Inc. ("Highmark" or the "Company') in connection with an affiliation between an affiliate 
of Highmark and West Penn Allegheny Health System ("WPAHS''). We acknowledge that these materials in whole or 
part may be provided to the Pennsylvania Insurance Department as part of Highmark's submission of materials in 
connection with the transaction. They may not be used or relied upon for any purpose other than as specifically 
contemplated by a written agreement with H2C These materials are based on information from public sources, 
information provided by or on behalf of the Company and/or other potential affiliation participants or other sources 
available to H2C H2C assumes no responsibility for independent investigation or verification of any such information 
and has relied on such information being complete and accurate in all material respects. To the extent such information 
includes estimates and forecasts of future financial performance prepared or reviewed with the managements of the 
Company and/or other potential affiliation participants, including WPAHS, or obtained from public sources, H2C has 
assumed that such estimates and forecasts, specifically the January 16,2013 forecast prepared for Highmark by Grant 
Thornton, have been reasonably prepared on bases reflecting the best currently available estimates and judgments of 
such managements (or, with respect to estimates and forecasts obtained from public sources, represent reasonable 
estimates). To the extent that the affiliation agreement is based on future results, the Company has furnished H2C with 
estimates of such future results, and H2C has made no independent verification of such calculation and expresses no 
opinion whether such future results can or will be achieved. No representation or warranty, express or implied, is made 
concerning the accuracy or completeness of any such information and nothing contained herein is, or shall be relied 
upon as, a representation or warranty. The presentation is prepared as of February 5, 2013 and reflects information 
made available to us prior to such date. H2C assumes no obligation to correct, update or otherwise revise these 
materials. These materials do not purport to contain all of the information that may be required to evaluate, and do not 
constitute a recommendation with respect to, any transaction or matter. Any recipient of these materials should conduct 
its own independent analysis of the information contained or referred to herein. 

H2C SECURITIES INC. h2cllc.com 1 
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Engagement Background 

• 

• 

• 

National Trends - Slowing reimbursement growth rates in both public and private sectors, changing payment 
models and evolving business models, all designed to prepare for the full implementation of the Affordable Care 
Act, as well as the overall effect of unsustainable historical cost trends, declining utilization rates partially 
attributable to the increasing shift to patients and their families of the direct costs of their care, are creating 
challenges for healthcare organizations throughout the nation. 

Western Pennsylvania Market - The Pittsburgh market is one of the most highly concentrated provider markets 
in the nation. UPMC, the leading provider in the western Pennsylvania market with over 41% market share has 
established an integrated delivery network ("IDN") that integrates its hospitals, physicians and health plan.(l) UPMC 
is viewed as a high quality but high cost network. Historically, Highmark has had difficulty gaining access to the 
UPMC affiliated providers at costs that Highmark believes are reasonable and has had little success in developing 
more consumer valued products that include the UPMC provider network. Accordingly, Highmark has embarked 
upon a strategy to build an alternative IDN with high quality, low cost providers in western Pennsylvania. WPAHS 
will be the tertiary and quaternary provider network for this IDN. 

Benefits to Highmark in Building an Integrated Delivery Network - Management believes that building an IDN 
will better position Highmark to provide high quality, low cost services to its subscribers, policyholders and the 
residents of western Pennsylvania. And that also, it will provide a realistic alternative to the UPMC IDN. 

(1) Market share statistics calculated using inpatient discharges; other measures of market share, such as using revenues, could produce different results 

H2C SECURITIES INC. h2clic.com 4 
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Engagement Overview 

• 

• 

• 

Description of the Affiliation - Highmark Inc. ("Highmark") is seeking to affiliate with West Penn Allegheny 
Health System ("WPAHS"). As part of the affiliation, UPE will become the sole corporate member of Highmark and 
indirectly through another wholly controlled subsidiary the sole corporate member of WPAHS. Under Amendment 
No.1 to the November 2011 Affiliation Agreement, among other things, $200 million of future loans will go from 
unsecured or partially secured to secured loans, additional security will be added to the existing $100 million in 
loans and the $75 million medical research foundation grant will convert to an unrestricted grant to WPAHS. In 
conjunction with Amendment No.1 to the Affiliation Agreement, Highmark will borrow funds to purchase the 
2007 A Bonds. 

Purpose of the Engagement - H2C Securities Inc. ("H2C') has been engaged by Highmark to determine if i) 
Highmark's purchase of the 2007 A Bonds and ii) the Second Funding Commitment Loan, the Third Funding 
Commitment, the Fourth Funding Commitment, the Fifth Funding Commitment (collectively the "Loans") pursuant 
to Amendment No.1 to the Affiliation Agreement are fair from a financial point of view to Highmark's subscribers 
and policyholders. If the affiliation is not closed, the funds already paid under the Second Funding Commitment 
Loan, the Third Funding Commitment and the funds to be placed in escrow under the Fourth Funding 
Commitment will be converted to unrestricted grants. Furthermore, there will be no repayment of the unrestricted 
grants. 

Approach to Fairness - In evaluating fairness, H2C evaluated the current and projected operating and credit 
profile of WPAHS, the ability of WPAHS to service its outstanding debt, including the Loans during the forecast 
period, the value of WPAHS based upon a discounted cash flow of the operating forecast, the projected value of 
WPAHS at the end of the forecast period and the recoverability of Highmark's secured loans in the event of a 
bankruptcy filing. Our approach to fairness assumes that the highest value of WPAHS is as a going concern as a 
hospital system, and we have not valued separately the operating assets (i.e. land, buildings and equipment) of 
WPAHS. 

H2C SECURITIES INC. h2cllc .com 5 
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Scope of H2C Review 

• The scope of our work is based on review of the following, among other things: 

- Review of key financial documents 

• Audited financial statements of WPAHS for the years ending June 30, 2007, 2008, 2009,2010 and 2011 

• Internal unaudited financial statements of WPAHS for fiscal year ending June 30, 2012 and the five months 
ending November 30, 2011 and November 30, 2012 

• Projected financial statements of WPAHS for fiscal year ending June 30, 2013 through 2017 prepared for 
Highmark by Grant Thornton, dated January 16, 2013 

- Review of key legal documents and regulatory filings 

• Affiliation Agreement, dated October 31, 2011 

• WPAHS Master Trust Indenture, dated May 1, 2007 

• Amendment No.1 to the Affiliation Agreement, dated January 22, 2013 

• Attachments A - E included in Amendment No.1 to the Affiliation Agreement, dated January 22, 2013 

• Certain Form A documents and addenda filed with the Pennsylvania Insurance Department ("PID") 

H2C SECURITIES INC h2clic .com 6 
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Scope of H2C Review (cont'd) 

Conversations and interviews 

• Highmark management, attorneys and actuaries including, William Winkenwerder Jr., David Hall, Nanette 
DeTurk, Karen Hanlon, John Paul, Deb Rice, Thomas VanKirk, Edward Bittner, Diana Leech, David Berry and 
William Cashion 

• WPAHS personnel including, Keith Ghezzi, Michael Greene, Douglas Womer and Steve Guido 

• Other professionals including, Economists Inc., economist Stephanie Mirrow, Scott Davis and Johnny Lee 
from Grant Thornton, Andrew Turnbull from Houlihan Lokey, William Smith from McDermott, Will & Emery, 
Martin Cohen from HI Consulting and Thomas Califano from DLA Piper 

Review of documents supporting the Highmark ION Strategy 

• Economist reports prepared by Economists Inc. and submitted to the PID, Highmark's Strategic Plan and 
Strategic Vision documents submitted to the PID, various rating agency reports, HealthLeaders Interstudy 
market share data, Pennsylvania Health Care Cost Containment Council utilization data and industry 
periodicals we deemed relevant 

Review of the following other information 

• Financial terms, to the extent publicly available, of selected acquisitions of companies we deemed to be 
relevant 

• Certain financial and stock market information for selected publicly traded companies that we deemed to 
be relevant 

H2C SECURITIES INC. h2cllc.com 7 
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National Healthcare: Current Trends 

• Industry Challenges are Multiplying - Slowing reimbursement growth rates in both public and private 
sectors, preparing for the implementation of the Affordable Care Act, as well as declining utilization rates that 
may be attributable to the increasing shift to patients and their families of the direct costs of their care, are 
creating challenges for healthcare organizations. 

Medicare rate reductions and "pay-for-performance" 

Commercial plans are providing smaller rate increases as cost shifting dissipates 

Medicaid funding pressures due to state and local budget shortfalls 

Broad economic issues linger, continuing to adversely impact employer-based insurance and the uninsured 

Bad debt and charity care continue to rise 

Expected rate reductions from the implementation and growth of "exchanges" 

• Industry Responses Vary by Market - These challenges are encouraging the development of new economic 
models for the delivery of healthcare services and the transition from fee-for-service to a value and outcomes 
based models. The models vary by the characteristics of the specific regional markets. 

• Strength in Numbers - Many organizations are consolidating vertically and horizontally as these new 
economic models are deployed. Unusual partnerships are the new normal. 

• Integration is a Critical Success Factor - Physician employment continues its multi-year upward trend and has 
accelerated in recent years with the IT infrastructure investments motivated by "meaningful use" incentives and 
the implementation of ACOs. Coordination is required to accept and manage risk. 

• Payor and Provider Partnerships - Across the country in multiple markets payors like Highmark and multiple 
providers are exploring a variety of partnership models (including ACOs, IDNs and other JVs) to deliver care 
more efficiently 

Sources: Moody's, "New Forces Driving Rise in Not-far-Profit Hospital Consolidation'; March 18, 2012; Moody's, "Doing More with Less: Credit implications of Hospital 
Transition Strategies in Era of Reform '; May 9, 2012; Standard & Poor's, "U.S. Not-For-Profit Health Care Providers Hone Their Strategies to Manage Transition Risk'; 
May 16,2012; Academy Health, "integration, Concentrotion, and Competition in the Provider Marketplace" 

H2C SECURITIES INC. h2cllc.com 9 
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The Affordable Care Act 

Background 

• The most important law regarding healthcare since the passage of the Medicare Act in 1966 

• Will define the competitive landscape for healthcare for the next ten years 

• To be phased in over a ten year period 

• Expand the number of people covered with healthcare insurance 

• Define a basic package of minimum services to be covered by any health insurance plan 
thereby increasing the range of services for many current covered lives 

• Placing a significant emphasis on quality initiatives and benchmarks 

• Expand the requirements for electronic medical records 

• Encourage a "one dollar" approach among insurers, hospitals and physicians 

• Attempting to reduce the overall cost of care 

• Certain provisions create conflicts between goals for enhanced services and reduced costs 

• Will create a challenge both for providers, insurers and their historic regulators 

Reduce costs while increasing covered lives and services 

Increase IT costs while reducing overall costs 

Share costs among disparate parties some of which have limited ability to take or share 
risk equitably 

Independent physicians do not have sufficient resources or ability to take risk as 
do insurance companies 

Smaller hospitals also will have issues in taking risk in concert with other parties 

Could create significant conflicts that raise issues under existing federal law 

Source: Responsible Reform for the Middle Closs, "The Patient Protection and Affordable Care Act';· National Conference of State Legislators, 'The Affordable Care Act: 
A Brief Summary", March 2011 

Highmark Inc. I February 5, 2013 H2C SECURITIES INC h2cllc.com 10 
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How Providers are Responding 

Internal Strategic Responses 

• 

• 

• 
• 

Physician Alignment Strategies: employment, PHOs, IPAs, CINs 

- Increase market access for patients 

Cultivate physician leaders and integrate them into executive leadership 

Accountable Care Organizations ("ACOs") and Clinical Integration 

Population risk management 

Driving costs out of current system 

Adopting new payment models to lower costs 

Service line reconfiguration, e.g., transitioning care from inpatient to outpatient 

• Bolstering Governance with diverse expertise 

External Strategic Responses 

• Mergers and Acquisitions: acceleration of merger activity, most transactions since the 1990s 

Hospitals - evaluating the importance and viability of independence; assessing options 

• Fewer independent and unaligned hospitals 

• Greater disparity between the "haves and the "have nots" 

• Future for smaller independent hospitals is uncertain 

Insurance companies - exploring multiple business arrangements with various providers 

• Linking to strong health care providers to deliver products and risk capitation 

• Provide back office solutions to direct providers 

• Expand offerings to population segments not covered in the past 

Physicians 

• Fewer physicians remain in private practice 

• Hospitals have become the logical acquirer of physicians 

Sources: fVloody's, "New Forces Driving Rise in Not-for-Profit Hospital Consolidation", fVlarch 18, 2012; fVloody's, "Doing fVlore with Less: Credit Implications of Hospital 
Transition Strategies in Era of Refarm'; fVlay 9, 2012; Standard & Poor's, "U.S. Not-Far-Profit Health Care Providers Hone Their Strategies to fVlanage Transition Risk", 
fVlay 16,2012; Academy Health, "Integration, Concentration, and Competition in the Provider fVlarketplace" 
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Local Market Overview 

Highly Concentrated Provider Market 

• The Pittsburgh 7-county MSA is one of the most concentrated provider markets in the country 

60% of total inpatient discharges are concentrated in the top two health systems 

• The University of Pittsburgh Medical Center ("UPMC") accounts for 41 % of total inpatient discharges 

• WPAHS accounts for 19% of total inpatient discharges 

• UPMC enjoys a large and diverse healthcare business enterprise in western Pennsylvania, with 7 hospitals in the 
Pittsburgh MSA, a large number of employed physicians, and a large health care plan 

Rising Cost Environment 

• Health care costs for Highmark's Pennsylvania policyholders and subscribers have been rising at a rate of nearly 
6% per year over the past five years 

• In recent contract discussions, UPMC stated that it would not participate in Highmark's networks and would 
terminate many of its physician contracts if Highmark did not grant it significant rate increases 

Implications for Highmark and the Highmark ION Strategy 

• Competition in the western Pennsylvania market has increased 

• Highmark believes that the development of an IDN, among other initiatives, will assist in slowing the growth rate 
of health care costs to its customers. 

Source: Supplemented Overview of Highmork's Strategic Vision provided to PID; HealthLeaders Interstudy; Pennsylvania Health Care Cost Containment Council 
Note: Market share statistics calculated using inpatient discharges; other measures of market share, such as using revenues, could produce different results 

H2C SECURITIES INC h2clic.com 13 
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• Pittsburgh's 7-county MSA is one of the most highly 
concentrated MSA's in the country for healthcare delivery 
systems 

Out of the 25 largest MSAs, Pittsburgh ranks second in the 
percent of the market controlled by its leading provider 

Only Phoenix has a provider with greater market share than 
Pittsburgh 

The leading Pittsburgh provider also controls a leading 
managed care affiliate and employs the most number of 
physicians in the Pittsburgh MSA, further adding to its 
leadership position 

Concentration of services in the leading provider is 
significantly greater in Pittsburgh than for the leading 
providers in cities such as Boston, Philadelphia, New York, 
Los Angeles, Houston and Chicago 

Highmark Inc. I February 5, 2013 

25 Largest MSAs Market Share 
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Source: HealthLeaders interstudy 
Note: Top 25 MSAs based on U.S. Census Bureau; market share statistics calculated using 
inpatient discharges; other measures of market share, such as using revenues, could produce 
different results 
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Pittsburgh MSA Healthcare Facilities 

Geographic Overview 
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Locations Geographic Overview 

'ProPOJarilO atnliale wllh UPE PfOV{duf Subsidiary 
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• 
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12 of the 30 hospitals in the 7 -county Pittsburgh MSA market 
are owned by the top two health systems, which account for a 
combined 60% of total inpatient discharges 

UPMC maintains a 41% market share ofthe 7-county 
Pittsburgh MSA, this does not include the hospitals UPMC 
owns outside of the 7-county region 

WPAHS maintains a market share of 19% in the 7-county 
Pittsburgh MSA 

The Allegheny County market, the source of the majority of 
WPAHS' admissions, is even more highly concentrated, with 
the top two health systems accounting for a combined 77% of 
total inpatient discharges 

UPMC has a leading 59% market share in Allegheny County 

WPAHS maintains a market share of 18% in Allegheny 
County 

Note: Market share calculated using inpatient discharges; other measures of market share, 
such as, using revenues, could produce different results 

Highmark Inc. I February 5, 2013 

Pittsburgh 7-County MSA Market Share, 2012 
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Even when excluding 
the market share of 
the "other" providers 
the HHI, a measure of 
market concentration, 
for the WPAHS 90% 
Service Area is 2,566 

The DO} and FTC 
consider any value 
above 2,500 to 
indicate a highly 
concentrated market 

Highmark Inc. I February 5, 2013 

Highly Concentrated Market (cont'd) 

Patient Discharges by Service Line, WPAHS 90% Service Area (Acute Care, Commercial Payors){I) 
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(1) 90% service area based upon those zip codes where WPAHS sources 90% of its inpatient discharges, WPAHS has a 90% service area consisting of numerous zip 
codes located in 16 counties: Allegheny. Beaver, Butler, Washington, Westmoreland, Fayette, Greene, Somerset, Armstrong, Indiana, Jefferson, Clarion, Venango, 
Mercer, Lawrence and Cambria, 
Source: Pennsylvania hospital inpatient migration data reported to the Pennsylvania Health Care Cost Containment Council; DataBay Resources 
Note: Data is for the period April 2010 - March 2011; 
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Rising Cost Environment 

• Highmark believes that per capita healthcare spending in the Pittsburgh MSA constituted 25% of family income in 
2010 

- This is higher than comparable MSA's across the nation 

• Health care costs for Highmark's Pennsylvania policyholders and subscribers have been rising at a rate of nearly 
6% per year over the past five years 

• In a mediated conclusion to the UPMC contract dispute with Highmark, UPMC received an increase in commercial 
facility payments that will increase costs beyond standard medical inflation 

Without an alternative provider system to compete with UPMC, Highmark anticipates that in less than five 
years the healthcare expenditures for people living in southwestern Pennsylvania will exceed 30% of family 
income 

Source: Supplemented Overview of Highmark's Strategic Vision provided to the P/D 
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Highmark's ION Strategy 
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Basis for Highmark's ION Strategy 

• 

• 

• 

• 

To provide a value based alternative provider network to UPMC, to combat rising health care costs, to increase 
quality and to ensure the future success of Highmark and WPAHS, Highmark has begun to build an integrated 
delivery network 

The proposed affiliation between WPAHS and Highmark will help to ensure that Highmark policyholders and 
subscribers continue to have access to a competitive tertiary alternative to UPMC in the market, as well as 
access to high quality and lower cost community hospitals 

The implementation of an alternative ION in the market, will also provide a system directed at controlling 
health care costs 

Highmark's actuaries have determined the savings to Highmark subscribers and policyholders associated 
with Highmark operating an ION will be significant, as much as $3,000 per year 

- An ION will provide Highmark's policyholders and subscribers with: 

• Better coordination as patient medical information is shared across an aligned group of providers 

• More seamless transfers between providers 

• A dedicated team of providers with comprehensive knowledge of their health status 

To implement this ION strategy, Highmark is focused on five critical strategic objectives that are consistent with 
the specific goals of the Affordable Care Act ("ACA"): 

Strengthen and grow the ION 

Build access and service 

Reduce care costs 

Improve quality 

Enhance customer satisfaction 

Source: Supplemented Overview of Highmark's Strategic Vision pravided to the PIO 
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Highmark's plan is 
consistent with the 
goals of the ACA: 

• 

• 

Promote preventive 
care 

Provide greater 
access to care and 
more comprehensive 
services at a lower 
cost 

Highmark Inc. I February 5, 2013 

Value to Highmark's Policyholders and Subscribers 

• 

• 

• 

Highmark policyholders and subscribers will benefit from choice and competition in the market 

If Highmark cannot undertake its IDN strategy with WPAHS as a key component, Highmark believes the market 
will be dominated by one provider system 

When the affiliation with WPAHS is completed and other elements of the strategy are in place, Highmark 
policyholders and subscribers in western Pennsylvania will realize several major benefits: 

lower premiums - Highmark estimates that without the Highmark WPAHS affiliation, annual premiums for 
a family of four will be $3,000 higher 

More transparency and higher quality at a more affordable cost - Through a quality-based 
reimbursement system, providers can adhere to the highest standards of medicine and ensure that the 
policyholder/subscriber knows much more precisely what he or she is consuming and what their services 
cost 

More choice of and access to providers - Preserving the financial integrity of WPAHS will permit 
policyholders and subscribers and patients from all insurance carriers to have greater access and choice in 
western Pennsylvania 

More integrated care and better subscriber experience - By developing a system that can coordinate 
health insurance and health provision and by introducing reimbursement structures that reward care 
coordination and the patient's experience, Highmark is creating an organization that improves the overall 
satisfaction and clinical outcomes of its policyholders and subscribers 

Right care in the right place at the right time - Once Highmark and WPAHS are affiliated, Highmark 
believes that it can jointly accelerate the quality-cost initiatives and incent all parties to focus on providing 
to patients the right care, at the right time, in the right setting 

Valuable Assets - Following the affiliation and the transaction with WPAHS's current bondholders, 
Highmark will hold an investment in the bonds of WPAHS, and will be a secured creditor for the bonds 

Source: Supplemented Overview of Highmark's Strategic Vision provided to the P/D 
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Importance of Highmark's ION Strategy 

• Without a Highmark-WPAHS affiliation and a fully developed ION, choice in the provider market will be 
significantly limited 

An inability to create a differentiated, value oriented product will adversely impact healthcare consumers' 
ability to make value conscious decisions and may lead to customer erosion for Highmark and make it more 
difficult for Highmark to compete 

The affiliation between WPAHS and Highmark, supported by Highmark's broader provider network strategy, 
will help to ensure that Highmark policyholders and subscribers continue to have access to critical 
quaternary and tertiary services in network at affordable price points 

• Failure of the proposed affiliation will result in reduced access and higher costs for Highmark's policyholders 
and subscribers as WPAHS may be forced to shut down additional services or possibly seek a for-profit partner 
that will not be able to realize the expected synergies from the ION 

Source: Supplemented Overview of Highmark's Strategic Vision provided to the PID 
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H2C Overview of Highmark Funding Commitments - Original Affiliation 
+ 

Highmark Funding Commitments per Affiliation Agreement 

Paid Amount Type Security 

On signing of term sheet • $50mm • Unrestricted grant • N/A 

On signing of Affiliation Agreement • $SOmm • Unrestricted grant • N/A 

Second Funding Commitment Loan • $SOmm • Loan • Unsecured(l) 

Third Funding Commitment • $50mm • Loan • Unsecured(l ) 

Expected Amount Type Security 

Medical education grant • $7Smm • Restricted grant • N/A 

Fourth Funding Commitment • $100mm • Loan • Unsecured(l ) 

Fifth Funding Commitment • $100mm • Loan • Unsecured(l) 

(1) Highmark's commitment would have been secured if allowed under WPAHS' Master Trust Indenture, but WPAHS' financial performance resulting in covenant defaults would have reduced or 
eliminated the availability of security 
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Highmark Funding Commitments per Amendment No.1 to the Affiliation Agreement 

Paid 

On signing of term sheet 

On signing of Affiliation Agreement 

Second Funding Commitment Loan 

Third Funding Commitment 

Expected 

Converted medical education grant 

Fourth Funding Commitment(ll 

Fifth Funding Commitment 

Amount 

• $50mm 

• $50mm 

• $50mm 

• $50mm 

Amount 

• $75mm 

• $100mm 

• $100mm 

Type 

• Unrestricted grant 

• Unrestricted grant 

• Loan 

• Loan 

Type 

• Unrestricted grant 

• Loan 

• Loan 

Security 

• N / A 

• N / A 

• Security interest in moveable equipment 

• Security interest in moveable equipment 

Security 

• N / A 

• To the extent security is available, will be added to 
the security of the 2007 A Bonds 

• Will have security interest in moveable equipment 

• To the extent security is available, will be added to 
the security of the 2007 A Bonds 

• Will have security interest in moveable equipment 

(1) $50 million of these funds to be placed in escrow; upon closing of the transaction, the $50 million held in escrow will be released by the escrow agent and will be made available to WPAHS in the 
form of a secured loan for an aggregate secured loan amount of $100 million 
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Highmark Funding Commitments in Conjunction with Amendment No.1 to the Affiliation Agreement 

Expected Amount 

Purchase of 2007 A Bonds • $639mm(2) 

Type 

• As owner of the 
2007 A Bonds, 
Highmark will be 
entitled to the 
security of the 2007 
Bonds 

(1) The debt service reserve will be released in conjunction with the tender of the 2007 A Bonds 

Security(l) 

• The 2007A Bonds have a security interest in certain 
cash and cash equivalents, accounts receivable, 
contract rights, general intangibles, land, building 
and fixed equipment 

• The 2007 A Bonds do not have a security interest in 
restricted, grants, gifts, pledges, bequests, 
donations, legacies and contributions (whether 
currently-held or after-acquired and including the 
income therefrom or any proceeds thereof) unless 
specifically permitted to be applied to the 
payment of any debt service, moveable equipment 
and inventory 

(2) Assumes 90% tender of 2007 A Bonds at 87.5% of par value plus 10% un tendered 2007 A Bonds at par value plus accrued interest 
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H2C 
+ 

Highmark Inc. I February 5, 2013 

Opinion Regarding Fairness 

• Highmark has engaged H2C to provide an opinion concerning the fairness from a financial point of view to 
Highmark's subscribers and policyholders regarding: 

Highmark's purchase of the 2007A Bonds 

- The Second Funding Commitment Loan, the Third Funding Commitment, the Fourth Funding Commitment 
and the Fifth Funding Commitment (collectively the "Loans") pursuant to Amendment No.1 to the Affiliation 
Agreement 

• If the affiliation is not closed t the funds previously advanced under the Second Funding Commitment Loan, 
the Third Funding Commitment and the funds to be placed in escrow under the Fourth Funding 
Commitment will be converted to unrestricted grants. Furthermore, there will be no repayment of the 
unrestricted grants 

• H2C's review of fairness included the following analysis: 

- Ability of WPAHS to pay the principal and interest on the 2007 A Bond and the Loans during the FY2013 -
FY2017 forecast period 

- Evaluation of WPAHS' credit profile at the end of the financial forecast and the likelihood that WPAHS can 
refinance its bonds without Highmark support, or with limited Highmark support 

- Analysis of the value under a discounted cash flow and projected value of WPAHS to support the market value 
of the 2007 A Bonds t the Loans and the unrestricted grants 

- Recovery analysis of Highmark's purchase of the 2007 A Bonds and the Loans under a bankruptcy filing 
including a review of precedent transactions for distressed facilities 
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Assumptions Driving Analysis to Fairness 

Methodology Assumptions I Key Drivers 

• Key metrics from the financial projections for FY2013P- FY 2017P prepared for Highmark by 
Grant Thornton include: 

- Income available for debt service to cover the principal and interest on the 2007 A Bonds 
and the Loans, Days Cash on Hand, Debt to Operating Cash Flow, among others 

Strength of credit metrics in 2016 and 2017 relative to Moody's and S&P medians 

• Based on financial projections for FY2013P - FY 2017P prepared for Highmark by Grant 
Thornton, the key valuation sensitivities to support the value of 2007 A Bonds, the Loans and 
the unrestricted grants under a discounted cash flow analysis and transaction multiple 
approach using projected revenue and EBITDA include: 

- Weighted average cost of capital of 12% - 14% 

- Terminal EV / EBITDA exit multiple of range of 6.0x - 8.0x, which is based on a range of 
EV / EBITDA multiples of comparable publicly traded hospital management companies 

Revenue mUltiple range of 0.60x - 0.70x and EBITDA multiple range of 6.0x - 8.0x 

• Utilized sales proceeds revenue multiples based on a select group of distressed transactions 

- 0.30x - 0.35x revenue mUltiple 

• Cash proceeds available for distribution include only unrestricted cash and investments 

• 2007A Bonds have original security from Master Trust Indenture(l) 

• To the extent security is available, the Fourth and Fifth Funding Commitments each will be 
added to the security of the 2007 A Bonds, additionally the commitments will have a security 
interest in moveable equipment 

• Second and Third Funding Commitments will have security in moveable equipment 

(1) The debt service reserve will be released in conjunction with the tender of the 2007 A Bonds 
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Conclusions 

• H2Cs opinion supports the following: 

• 

• 

- According to the projected credit profile of WPAHS, based on the FY2013 - FY2017 projections prepared for 
Highmark by Grant Thornton 

• WPAHS .can cover the principal and interest on the 2007 A Bonds and the Loans over the projection period 

• Assuming current market conditions prevail, at the end of the projection period, WPAHS should be able to 
access the capital markets and refinance the 2007 A Bonds without Highmark support or with limited 
Highmark support 

- Under a discounted cash flow analysis, based on the FY2013 - FY2017 projections prepared for Highmark by 
Grant Thornton 

• WPAHS has an "equity value" range of ($37 million) - $363 million 

• When factoring in restricted assets, which UPE will have access to for intended uses, WPAHS has an 
"adjusted equity value" range of $229 million - $629 million 

- Based on the FY2013 - FY2017 projections prepared for Highmark by Grant Thornton, at the end of the 
forecast period, using a range of revenue and EBITDA mUltiples 

• WPAHS has an "equity value" range of $671 million - $1.4 billion 

• When factoring in restricted assets, which UPE will have access to for intended uses, WPAHS has an 
"adjusted equity value" range of $937 million - $1.6 billion 

- Under a recovery analysis through bankruptcy based on the proposed security structure 

• The 2007 A Bonds and the Loans have recovery of 87% to 99% from FY2013 - FY2014, with 100% recovery in 
FY2015 - FY2017 

Based upon and subject to the foregoing, it is H2Cs opinion, that as of the date hereof, Highmark's purchase of 
the 2007 A bonds and the Loans are fair from a financial point of view to Highmark's subscribers and policyholders 

The foregoing opinion is based upon only the financial value indicated by the WPAHS financial results, and it does 
not reflect any additional strategic and financial value that may result form the WPAHS affiliation and accrue to 
Highmark and UPE from the financial results of other Highmark operations 
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UPE Organizational Structure 
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Highmark / WPAHS IIUPE" Organizational Structure 

• UPE, a newly formed SOl(c)(3) organization is the sole corporate member of another new nonprofit organization, 
UPE Provider Sub 

• UPE Provider Sub will be the sole member of WPAHS, which, in turn, is the parent company of various provider 
entities supporting the Highmark IDN strategy 

Provider 
Group 

JRMC 
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H2C WPAHS Summary Overview 
+ 

Description 

• West Penn Allegheny Health System ("WPAHS") operates five 
acute-care hospitals at five locations in and around Pittsburgh: 
Allegheny General Hospital (AGH); The Western Pennsylvania 
Hospital (WPH); the Forbes Regional campus of WPH in 
Monroeville; Canonsburg General Hospital; and Alle-Kiski Medical 
Center doing business as Allegheny Valley Hospital 

• Consisting of over 1,700 beds and nearly 10,000 FTEs the system 
recorded over 57,000 admissions, and 160,000 emergency visits in 
FY2012; WPAHS centers of excellence include cancer, 
cardiovascular, neurosciences and orthopaedics and rehabilitation 

• In addition, WPAHS operates several outpatient centers, a nursing 
center, a hospice center and a physician organization with over 
230 primary and specialty care practice sites throughout western 
Pennsylvania 

• WPAHS is as a clinical campus of the Temple University School of 
Medicine 

• Major awards and recognitions include: 

- WPAHS has been recognized by Thomson Reuters as one of 
the nation's leaders in patient care quality for three straight 
years 

- Thomson Reuters has named WPAHS as one of the nation's 
top five health systems for two consecutive years 

- Allegheny General Hospital has been recognized in 9 areas of 
excellence and as one of the country's best hospitals by U.S. 
News & World Reports 

- The Western Pennsylvania Hospital has been recognized in 4 
areas of excellence by U.s. News & World Reports 

Sources: Company website, official statements, financial statements and press releases 
Highmark Inc. I February 5, 2013 

~., """ 
~.J ,} 
~ 

WEST PENN ALLEGHENY 
HEALTH SY~TEM 

Location: Pittsburgh, PA 
Rating: CalCCIC 

Description 

Interim President and CEO 

Interim COO 

Interim CFO 

Payor Mix, FY2012 

Commercial_ 
4% 

Medicaid 
12% 

Recent Developments 

Keith T. Ghezzi 

Michael Greene 

Douglas Womer 

Self Pay & Other 
3% 

Medicare 
46% 

• 1/13 - Highmark Inc., WPAHS and selected WPAHS bondholders 
announced today that they have reached an agreement on the 
financial future of the health system 

• 1/13 - Fitch Ratings downgrades West Penn Allegheny Health 
System's (WPAHS) to 'C' from 'cce 

• 12/12 - Standard & Poor's Ratings Services lowered its rating to 
'CC' from 'B-' 

• 11/12 - Moody's Investors Service has downgraded WPAHS' bond 
rating to Ca from Caa1, the outlook remains negative. 
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Utilization Summary 

Fiscal Year June 30. 

2007 2008 2009 2010 2011 2012 

Discharges 

Acute 77,165 77,833 76,464 70,790 59,972 56,146 

Rehab 1,050 1,124 1,181 1,610 1,514 1,309 

Non-Acute 442 449 502 458 409 372 

Patient Days 

Acute 398,132 397,578 389,166 367,553 316,088 296,130 

Rehab 13,018 13,071 13,573 18,805 18,068 15,397 

Non-Acute 3,195 3,070 3,301 2,872 2,516 2,723 

Staffed Beds 

Acute 1,658 1,736 1,662 1,513 1,274 1,382 

Rehab 61 61 61 99 88 61 

Non-Acute 12 12 12 12 12 12 

Occupancy Rate 

Acute 65.8% 62.6% 64.2% 66.6% 68.0% 58.5% 

Rehab 58.5% 58.5% 61.0% 52.0% 56.3% 69.0% 

Non-Acute 72.9% 69.9% 75.4% 65.6% 57.4% 62.0% 

Emergency Visits 

Inpatient 43,311 44,485 45,160 44,531 37,281 33,668 

Outpatient 144,253 150,130 151,695 151,979 134,216 130,324 

Operating Room Cases 

Inpatient 23,608 23,886 23,541 22,635 19,982 18,692 

Outpatient 36,131 34,876 33,455 32,915 31,411 30,522 

Source: WPAHS FY2011 and FY2012 annual reports 
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Historical Income Statement ($ thousands) 

Fiscal Year Ending June 30, 

Actual Unaudited 

2007 2008 2009 2010 2011 2012 

Operating Revenues $1,442,402 $1,444,702 $1,558,945 $1,561,043 $1,526,991 $1,478,396 

Operating Expenses 1,349,887 1,426,329 1,482,886 1,455,453 1,453,553 1,475,982 

Operating Cash Flow 92,515 18,373 76,059 105,590 73,438 2,414 

Less: Depreciation And Amortization 62,450 67,319 74,273 74,286 60,507 65,740 

Less: Interest Expense 48,985 39,901 40,257 40,816 37,941 40,335 

Operating Income (18,920) (88,847) (38,471) (9,512) (25,010) (103,661) 

Plus: Nonoperating Gains (Losses) (59,978) 31,067 13,280 (53,609) 45,452 65,824 

Excess Revenue ($78,898) ($57,780) ($25,191) ($63,121) $20,442 ($37,837) 

Operating Cash Flow Margin 6.4% 1.3% 4.9% 6.8% 4.8% 0.2% 

Operating Margin (1.3%) (6.1%) (2.5%) (0.6%) (1.6%) (7.0%) 

Excess Margin (5.5%) (4.0%) (1.6%) (4.0%) 1.3% (2.6%) 

Source: WPAHS audited and unaudited financial statements 
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Historical Balance Sheet - Assets ($ thousands) 

Fiscal Year Ending June 30, 

Actual Unaudited 

2007 2008 2009 2010 2011 2012 

Assets 

Cash and Equivalents $84,044 $80,760 $127,849 $173,782 $169,670 $198,924 

Patients Accounts Receivable 187,636 171,122 169,903 161,152 132,154 136,964 

Inventory 24,829 26,560 27,050 24,301 22,554 21,289 

Other Current Assets 42,029 28,784 33,096 52,257 71,491 46,031 

Total Current Assets 338,538 307,226 357,898 411,492 395,869 403,208 

Net PP&E 396,829 426,629 406,696 318,837 369,218 394,070 

Long-Term Cash 112,922 153,580 143,670 132,527 98,162 73,842 

Other Non-Current Assets 531,898 404,828 344,493 355,520 383,875 396,941 

Total Assets $1,380,187 $1,292,263 $1,252,757 $1,218,376 $1,247,124 $1,268,061 

Source: WPAHS audited and unaudited financial statements 
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Historical Balance Sheet - Liabilities and Net Assets ($ thousands) 

Fiscal Year Ending June 30, 

Actual Unaudited 

2007 2008 2009 2010 2011 2012 

Liabilities and Net Assets 

Current Portion of Long Term Debt $3,857 $3,753 $13,484 $12,788 $14,742 $15,866 

Accounts Payable and Accrued Expenses 88,396 105,601 91,048 98,818 122,734 104,686 

Accrued Salaries 53,443 57,824 61,699 58,858 63,309 55,843 

Other Current Liabilities 18,020 21,941 23,923 33,811 33,198 30,945 

Total Current Liabilities $163,716 189,119 190,154 204,275 233,983 207,340 

Long-Term Debt, Net 829,431 825,766 813,187 800,087 792,492 878,836 

Accrued Pension Obligation 129,015 124,625 222,458 297,823 196,256 278,663 

Other Liabilities 111,999 107,906 115,043 118,488 123,486 137,781 

Total Liabilities 1,234,161 1,247,416 1,340,842 1,420,673 1,346,217 1,502,620 

Unrestricted Net Assets (153,247) (229,793) (312,416) (434,997) (356,631) (480,841) 

Restricted Net Assets 299,273 274,640 224,331 232,700 257,538 246,282 

Liabilities and Net Assets $1,380,187 $1,292,263 $1,252,757 $1,218,376 $1,247,124 $1,268,061 

Source: WPAHS audited and unaudited financial statements 
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Highmark Inc_ I February 5, 2013 

Comparable Public Companies 

Hospital Management Companies l TM Revenue Multiples 

1.4x -----------------------~------------------------------------------------ - --- ---- ---------------------------------

1.2x --------------------------------------------------

1.0x 

O.8x 

O.6x 

O.4x 

O.2x 

O.Ox 
Community 

Health Systems 
Health 

Management 
Associates 

LifePoint Hospitals HCA Holdings 

Hospital Management Companies l TM EBITDA Multiples 

Tenet Healthcare Universal Health 
Services 

Vanguard 
Health Systems 

8Dx --------------------------------------------------- -- - ------------------------------------ --- ----------- ---- -----
7.0x 

6.Ox 
5.0x 

4.0x 

3.0x 

2.0x 

1.0x 

O.Ox 

Community 
Health Systems 

Health 
Management 

Associates 

LifePoint Hospitals HCA Holdings Tenet Healthcare Universal Health 
Services 

Note: Financial performance af comparable campanies has been adjusted to exclude one time and nan recurring items. 
(l) L TM = latest twelve months ended September 30, 2012 for all companies except for Vanguard Health Systems (as af 12/31/12) 
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Vanguard 
Health Systems 
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H2e Comparable Public Companies Detail 
+ 

Comparable Public Companies ($ millions, except per share amounts) 

Share Price %of52 Market Enterprise EV / Revenue EV / EBITDA 

Company 02/01/13 Week High Cap Value LTM(l) 2012 2013 LTM(!) 2012 2013 

Rural 

Community Health Systems, Inc. $38.50 99.4% $3,535 $13,504 0.92x 1.04x 0.99x 7.1x 7.0x 6.7x 

Health Management Associates Inc. 10.48 99.6% 2,687 6,351 0.96x 0.95x O.90x 6.7x 6.6x 6.4x 

Lifepoint Hospitals Inc. 43.92 99.8% 2,105 3,724 0.96x 0.94x 0.88x 6.9x 7.0x 6.5x 

Urban 

HCA Holdings, Inc. 38.22 99.4% 18,269 46,492 1.30x 1.32x 1.25x 7.1x 7.2x 7.1x 

Tenet Healthcare Corp. 39.33 99.8% 4,395 9,169 0.92x 0.95x 0.87x 7.8x 7.7x 6.8x 

Universal Health Services Inc. 56.62 98.7% 5,504 9,256 1.21x 1.23x 1.17x 7.7x 7.8x 7.2x 

Vanguard Health Systems Inc. 14.10 94.9% 1,116 3,525 0.53x 0.58x 0.56x 6.4x 6.1x 6.0x 

I 
Median 0.96x O.95x 0.90x 7.1x 7.0x 6.7x 

Mean 0.97x 1.00x 0.95x 7.1x 7.1x 6.7x 

Note: Financial performance of comparable companies has been adjusted to exclude one time and nonrecurring items. 
(1) LTM = latest twelve months ended September 30,2012 for all companies except for Vanguard Health Systems (as of 12/31/ 12) 
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H2C Weighted Average Cost of Capital 
+ 

Comparable Companies ($ millions) 

Implied Total Debt! Debt! 

Company EV Debt Capital Equity 

Community Health Systems, Inc. $13,504 $9,781 73.5% 276.7% 

Health Management Associates Inc. 6,351 3,684 57.8% 137.1% 

Lifepoint Hospitals Inc. 3,724 1,664 44.1% 79.0% 

Tenet Healthcare Corp. 9,169 4,751 51.9% 108.1% 

Universal Health Services Inc. 9,256 3,489 38.8% 63.4% 

i 
Mean(5) 56.2% 154.3% 

Median 51.9% 108.1% 

Note: HCA Holdings and Vanguard Health System excluded due to limited trading history; enterprise value as of 1/25/2013 
(1) CapitallQ 5-Year beta derived from a least squares regression analysis of stock and S&P 500 returns over the past 5 years. 
(2) Levering Factor: 1 + [( 1 - Tax Rate) * (Debt / Equity ratio) ] 
(3) Unlevered Beta: ( Beta / Levering Factor) 
(4) Raw Beta: (Beta * Levering Factor ) 
(5) Enterprise value weighted average 

Highmark Inc. I February 5, 2013 

Levering Unlevered Raw 

Beta(l) Factor(2) Beta(3) Beta(4) 

1.622 2.963 0.547 2.796 

2.275 1.906 1.194 1.798 

1.097 1.497 0.733' 1.413 

2.432 1.671 1.455 1.577 

1.308 1.409 0.929 1.329 

1.782 2.049 0.944 1.933 

1.622 1.671 0.929 1.577 
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H2C Weighted Average Cost of Capital (cont'd) 
+ 

Weighted Average Cost of Capital Calculation 

Marginal Tax Rate(l) 

Equity Risk Premium (3) 

Assumptions 

33.84% 

6.62% 

Risk Free Rate(2) 

Size Premia ("Sp,,)(4) 

3.21% 

3.89% 

After-tax Cost of Debt(S) 

6.5% 7.0% 7.5% 8.0% 8.5% 9.0% 9.5% 10.0% 
Debt! Debt Average Levering Levered Cost of 

Ca~ital(6) E9uit~(7) Unlev'd Beta(S) Factor(9) Beta(lO) E9uit~(11) Weighted Average Cost of Caeital(12) 

30.0% 42.9% 0.94 1.28 1.21 15.1% 125% 12.7% 12.8% 13.0% 13.1% 13.3% 13.4% 13.6% 

32.5% 48.1% 0.94 1.32 1.24 15.3% 12.5% 12.6% 12.8% 13.0% 13.1% 13.3% 13.4% 13.6% 

35.0% 53.8% 0.94 1.36 1.28 15.6% 12.4% 12.6% 12.7% 12.9% 13.1% 13.3% 13.4% 13.6% 

37.5% 60.0% 0.94 1.40 1.32 15.8% 12.3% 12.5% 12.7% 12.9% 13.1% 13.3% 13.5% 13.6% 

40.0% 66.7% 0.94 1.44 1.36 16.1% 12.3% 12.5% 12.7% 12.9% 13.1% 13.3% 13.5% 13.7% 

42.5% 73.9% 0.94 1.49 1.41 16.4% 12.2% 12.4% 12.6% 12.8% 13.0% 13.3% 13.5% 13.7% 

45.0% 81.8% 0.94 1.54 1.45 16.7% 12.1% 12.4% 12.6% 12.8% 13.0% 13.3% 13.5% 13.7% 

47.5% 90.5% 0.94 1.60 1.51 17.1% 12.1% 12.3% 12.5% 12.8% 13.0% 13.2% 13.5% 13.7% 

50.0% 100.0% 0.94 1.66 1.57 17.5% 12.0% 12.2% 12.5% 12.7% 13.0% 13.2% 13.5% 13.7% 

52.5% 110.5% 0.94 1.73 1.63 17.9% 11.9% 12.2% 12.4% 12.7% 13.0% 13.2% 13.5% 13.8% 

55.0% 122.2% 0.94 1.81 1.71 18.4% 11.9% 12.1% 12.4% 12.7% 13.0% 13.2<'10 13.5% 13.8% 

(l) Based on effective tax rates (7) Debt to equity ( Debt to Capital / ( 1 - Debt to Capital) ) 
(2) Current yieJd on 3D-year U.S. Treasury Notes (as of February I, 2013) (B) Unlevered Beta: (Beta / Levering Factor) 
(3) Average historic spread between the return on stocks and L-T bonds (Ibbotson Associates, 2011) (9) Levering Factor: 1 + [( 1 - Tax Rate) * (Debt / Equity ratio) J 
(4) Size premia based on lowest equity market capitalization far size premia = 3.89% (Ibbotson (10) Levered Beta: (Beta * Levering Factor) 

10.5% 11.0% 11.5% 

13.7% 13.9% 14.0% 

13.8% 13.9% 14.1% 

13.8% 14.0% 14.1% 

13.8% 14.0% 14.2% 

13.9% 14.1% 14.3% 

13.9% 14.1% 14.3% 

13.9% 14.2% 14.4% 

14.0% 14.2% 14.4% 

14.0% 14.2% 14.5% 

14.0% 14.3% 14.5% 

14.1% 14.3% 14.6% 

Associates, 2011) (l1) Cost of Equity: Rf + B * (Rm - Rf) + Sp, or the risk-free rate plus the beta * the equity risk 
(5) After tax cart of debt based on the implied yield from historical trading on the 2007 A Bonds premium + the size premium 
(6) Debt to capital based on the investment grade range of debt to capital from Moody's rated (12) WACC: Rd = Cost of Debt; Re = Cart of Equity. [Rd * (1 - tax rate) * (0/(0 + E)) ] + 

entities [ Re * (E / (0 + E) ) J 
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H2C 
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Distressed Precedent Transactions 

• We have examined precedent transactions for hospitals in distressed financial situations both including and 
excluding capital commitments 

• The transactions provide a useful perspective on the revenue multiple that could be achieved by selling WPAHS in 
bankruptcy 

Precedent Transactions Revenue Multiples 

1.2x - -- --------------------------- - --- - --~-------------------- - -------------- - ---------------------------------------

l.Ox - - - - - - - - - - - - - -- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - ---

O.8x - - --- -- -- --- - --- - ---- -- - - - -- - - - - - ---- - --- -- - --- --- - - --- ---- -- - - ---- ---- -- - - -- -- - - -- ----

O.6x 

O.Ox 

Acquirer / 
Target: 

Vanguard / 
DMC 

Cerberus / 
Caritas Christi 

CHS/ 
Forum Health 

• Without Capital Commitments • Capital Commitments 

Source: Press ReLeases, Irving Levin, Industry NewsLetters, CapitallQ and H2C data 

Trinity / 
Loyola 
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