
BEFORE THE INSTIRANCE DNPARTMENT
OF THE

COMMOI\IWEALTH OF PNNNSYLVAI\IA

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

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

By UPE, a Pennsylvania nonprofit corporation

RESPONSE TO
SUPPLEMEI{TAL REQUEST 4.3.13.2

FROM TIIE PEI\NSYLVAI\IA INS{'RANCE DEPARTMENT

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

Provide a fully and complete copy of any materials submitted to credit rating agencies by
any tiPE 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 UPE Entity related to the Supplemented Transaction.

RESPONSE:

UPE hereby supplements its prior responses to this Request by attaching at Tab

A the February 5,2013 Moody's lnvestors Service Rating Update for WPAHS.

TTPE

120 Fifth Avenue
Pittsburgh, PA 15222
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Mooprds
INVESTORS SERVICE

Rating Update: Moody's affirms West Penn Allegheny Health System's (PA) Ca bond
rating; Outlook revised to developing from negative

Global Credit Research - 05 Feb 2013

Action affects $726 mllllon of outstanding debt

ALLEGHEI.IY COUNTY HOSPIAL DEVELOPMENT AUTHORTY PA
Hospitals & Health SeMce Providers
PA

Opinion

NEW YORK, February 05, 2013 -tvbodys Investors SeMce has affirmed West Penn Allegheny fbalth System's
(WPAFIS or the Slatem) (PA) Ca bond rating, affecting $726 million of Series 2007 fixed rate bonds issued through
the Alegheny County l-bspital Development Authority. At this time, we are revising the ouflook to developing ftom
negative.

S UI\A4ARY RATING MTIO MLE

The developing outlook reflects the possibility of a rating upgrade or downgrade, depending on the outcome of the
announced tender process and magnitude of the loss relative to the original par value of the bonds. In January
WPAHS announced plans for a tender of the Series 2007 bonds. WPAHS executed an amended affliation
agreement with Highmark and a norrbinding term sheet with respect to the bonds that proMdes for a cash tender
by Highmark for all bonds at a tender price of 87.5% in outstanding par amount of the tendered bonds, to occur no

later than April 30, 2013.

Upon completion of the tender ttrbody's will determine whether the events constitute a debt default under ltlbody's
definition. Four events constitute a debt defauft under lt/oody's definition, one of which is a distressed exchange
whereby (1) an obligor offers creditors a new or restructured debt, or a new package of securities, cash or assets
that amount lo a diminished financial obligation relative to the original obligation and (2) the exchange has the efiect
of allowing the obligor to avoid a bankruptcy or payment default in the tuture.

The Ca rating reflects the severity of the financial status of the System and execution risks related to completing
the tender. WPAFIS's operating loss in fiscal year 2O12 (based upon unaudited financial information) was very high

at $113 million, exceeding the loss in fiscal year 2011. WPAFIS's weak unrestricted investment and cash position

of $273 million as of June 30,2012 effectively has been supported by payments from Highmark. WPAI-IS has

received a total of approximately $232 million in grants, loans and other advances and capital support since 2011.
WPAHS needs to complete several steps prior to the tender including receMng Pennsylvania Insurance
Department approval with conditions acceptable to Highmark as well as other required approvals.

CHALLENGES

*Risks related to completing the steps necessary to complete the tender process

*\bry farge operating loss in fiscal ye.nr 20'12 of $113 million, exceeding the fiscal yean 2011 operating loss of $75
million (excluding a large non-recuning positive item) primarily driven by a 1% revenue decline

*Continued decline in acute discharges of 6% in fiscal year 2012 (3o/o decline including observation cases), largely
due to the closure and downsizing of seMces at West Penn Flospital in December 2010 and then, upon reopening
of the emergency department on February 14,2012 and the retum of full medical and surgical services at West
Penn Hospital, volumes have exceeded expectations at West Penn fbspital; however, volume shortfalls in the
fatter half of fiscal year 2O12 tor the Sptem as a whole were reportedly due to HighmarKs extension of a contract
with University of Pittsburgh tvledical Center (UPlvE), which retained patient volumes that were anticipated to shift
to WPAI-IS upon termination of the contract

*Weak unrestricted cash position of $273 million or 62 da16 of cash on hand as of June 30,2012; Highmark has
provided $200 million in payments under the agreement as well as other advances and capital support, suggesting
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that, without such support, WPAI-IS would have largely depleted its cash

*As of fiscal yearend 2012, underfunded stratus of pension plan was large at $279 million, an $82 million increase
since fiscal yearend 2011 due to the decline in the discount rate

*fleavy competition ftom UPIvC (Aa3/positive), which is the largest heafth s;atem in the region and owns a large
managed care plan, enabling UPtr,G to influence health plan membership and volumes; UPlvlC opened a new
hospitaf competing with WPAHS's Forbes Regional Fbspital in July 2012, which has resulted in a significant
decline in volumes at that facility, though the decline was less than epected

*High feverage relative to operating performance with57% debt-teoperating revenues; peak debt service coverage
is zero based upon lrbody's methodology.

*Challenging demographic service area with declining population trends in the primary seMce area and an aging
patient base

STRENGTHS

*Significant financial support received from Highmark

*Favorable debt structure with all fixed rate debt and no interest rate derivatives

*System's prominence as the second largest healthcare system in Pittsburgh with 56,000 acute discharges

DETAILED CREDTT DSCUSSION

Pfease refer to tvbody's report dated November 13,20'|2 for more details.

OUTLOOK

The developing outlook reflecb the possibility of a rating upgrade or dorlrngrade, depending on the otrtcome of the
announced tender process and magnitude of the loss relative to the original par value of the bonds.

WI-|AT COULD [4AKE THE RATING GO UP

Loss to bondholders less than 35% relative to par value

WI-IAT COULD [4AKE THE RATING GO DOWN

Loss to bondholders greater than 65% relative to par value

KEYINDCATORS

Assum ptions & Adjustments :

-Based on financial statements for West Penn Allegheny Health System

-First number reflects audit year ended June 30,2011

-Second number reflects unaudited results for year ended June 3O, 2Q12

-Non-recurring items adjusted: ln 2011, $23 million gain from the termination of a joint venture with a payer
removed from revenue; restructuring costs reclassified to operating expenses for all periods

-lnvestm ent returns norm alized at 6% unles s otherwise noted

-Comprehensive debt includes direct debt, operating leases, and pension obligation, if applicable

-lt/onthly liquidity to demand debt ratio is not included if demand debt is de minimis

*lnpatient acute discharges: 59,972; 56,146

*Observation stays: 15,313; 16,688

'lvfedicare % of gross revenues: 46.0o/oi 46.O0/o
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*lv'fedicaid % of gross revenues: 13.OVo;12.Oo/o

*Total operating revenues ($): $1.6 billion; $1 .6 billion

*Revenue growth rate (%) (3 yr GAGR): 1.3o/oi -1.'lo/o

*Operaling margin (%): -4.8%; -7.2%

*Operating cash flow margin (%): 1.5%; -0.4%

*Debt to cash flow (x): over 3000 times; negative

*Days cash on hand: 55 days; 62 days

*l\laximum annual debt service (]I/ADS): $53.9 million; $53.9 million (excluding balloon payments in 2015 and 2016
related to a financing for helicopters, which would increase tt/ADS by approximately $5 millbn and $3 million,
respectively, in these years)

*[/ADS coverage with reported investment income (x): 0.7 times; 0.2 times

.lvbody's-adjusted [/ADS Coverage with normalized investment income (x): 0.7 times; 0.2 times

*Direct debt ($): $807 million; $895 million

'Cash to direct debt (%\:30"/.;31%

*Comprehensive debt $1.3 billion; $1.5 billion

*Cash to comprehensive debt (%): 19%;19o/o

RATED DEBT

€eries 2007 fxed rate bonds ($726 million): Ca

CONTACTS

bsuer: Dougfas XWomer, Interim Chief Financial Officer, 412-330-2419

The principal methodology used in this rating was Not-For-Profit l-lealthcare Rating lilethodology published in

thrch 2012. Please see the Credit Policy page on www.moodlo.com for a copy of this methodology.

REGUI.ATO RY DSCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class of
debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance with
tt/oody's rating practices. For ratings issued on a support provider, this announcement provides certain regulatory
disclosures in relation to the rating action on the support provider and in relation to each particular rating action for
securities that derive their crdit ratings from the support provide/s credit rating. For provisional ratings, this
announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in relation
to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where the
transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner that
would have affected the rating. For further information please see the ratings tab on the issuer/entity page for the
respective issuer on www.moodls.com.

Please see www.moodys.com for any u@ates on changes to the lead rating analyst and to the lvloody's legal entity
that has issued the rating.

Please see the ratings tab on the issuer/entig page on wwwmood;a.com for additional regulatory disclosures for
each credit rating.

Anah/ds

Lisa Nhrtin
LeadAnalpt
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Public Finance Group
l\doody's Investors SeMce

Lisa Goldstein
Additional Contact
Public Finance GrouP

lVbody's Inveslors Service

Contacts

Joumalists: (212) 553-0376
Research Clients: (212) 553-'1653

lrrbody's Investors Service, Inc.

250 Greenwich Street
New York. NJY 10007
USA

Moont's
INVESTORS SERVICE

O 2013 lvloody's Investors SeMce, hc. and/or its licensors and affiliates (collectively, 'lttCODYS). Al rights reserved.

cREDtT R/AITNGS TSSUED By MOODYS TNVESTORS SERVICE, lNC. (.'MIS') AtlD ITSAFFIUAT_ESARE

MOODYS CURRENT OPINIONS OF THE REI-trTVE FUTURE CREDTT RISK OF ENTITIES' CREDIT

COMMITMENTS, OR DEBT OR DEBT.IIKE SECURITIES, A{D CRED]T RATINGS AI'ID RESEARCH

PUBUCATIONS PUBUSHED BY MOODYS ('MOODYS PUBIJCtrIONS'J MAY INCLUDE MOODYS CURRENT

OPINIONS OF THE RELATNE FUTURE CRED|T R|SK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR

DEBT.LIKE SECURITIES. MOODYS DEFINES CREDIT RISK AS THE RISK THtr AI ENTITY MAY NOT MEET

tTS CONTRTCTUA- FtNAlilClAL OBUGATIONS AS THEY COME DUE Al.lD A'fY ESTIMAr ED FINANCIAL LOSS

IN THE E\/ENT OF DEFAIJLT. CREDIT MNNGS DO NOT A)DRESS AIY OTHER RISK, INCLUDING BUT NOT

uMtTEDTO: LtQUtDtTyRtsK MARKET VAUE RISK ORPRICE\loLtrluw. CREDIT MIINGSAID
MooDys optNtoNs tNcLuDLD tN MooDys puBuctrtoNSARE Nor srtrEMENTs oF GURRENT oR

HISTORICAFACT. CREDIT MTINGSAIID MOODYS PUBUCtrIONS DO NOT CONST]TUTEOR PROUDE

INVESTMEIIT OR FINAIICIALA)VICE,AI{D GREDIT MNNGSAITID M@DYS PUBUCATIONSARE NOTAi'ID

DO NOT PROuDE RECOMMENDATIONS TO PURCHASE, SELI., OR HOLD PARTICUI.AR SECURITIES'

NEITHER CRED]T RATINGS NOR MOODYS PUBUCATPNS COMMENT ON THE SUITABIUW OFAITI

IT.IVESTME].IT FORA.IY PARTICUI.AR INVESTOR. MOODYS ISSUES ITS CREDIT RANNGSA'ID PUBUSHES

MOODYS PUBUCATIONSWTH THE E)(PECTATIONAID UNDERSTA'IDING T}|Atr ErcH I}IVESTORWLL

MAIG tTS Ollfirl STUDYAI,ID E\/ALUtrION OF EACH SECURITYTHAT lS UNDER CONSIDEMilON FOR

PURCHASE, HOLDING, OR SAE.

ALLINFORITATION CONTAINED HEREIN IS PROTECTED BYI.A\A/, INCLUDING BUT NOT LII/flTED TO, COPYRGHT

LAW, AND NONE OF SUCH INFORI,IATION [4AY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED'

FURTHER TRANISMTTED, TRANISFERRED, DISSEMMTED, REDISTRIBUTED OR RESOLD, OR STORED FOR

SUBSEQUENT USE FOR ATIY SUCH PURPOSE, IN WI-IOLE OR IN PART IN ANJY FORM OR I\4ANNER OR BYANT'/

[/EAl.ls WHATSOEVER, ByAt$/ PERSON WrHOUT N,l3ODyS PRIOR WR[rrEN CONSENT. All information

contiained herein is obtained by IT4OODYS from sources believed by it to be accurate and reliable. Because of the

possibility of human or mechanical eror as well as other factors, horrvever, all information contained herein is provided
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'AS lS" without wanang of any kind. trrlOODYS adopts all necessary measures so that the information it uses in

assigning a credit rating is of suffcient quality and from sources lVoody's considers to be reliable, including, when
appropriate, independent third-party sources. However, |\4OODYS is not an auditor and cannot in every instance
independently veriff or validate information received in the rating process. Under no circumstances shall lrt'IOODYS have

any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to,

any error (negligent or otherwise) or other circumstance or contingency within or outside the control of lrifl)ODYS or any
of its directors, ofiicers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretiation, communication, publication or delivery of any such information, or (b) any direct, indirect, special,
consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if
iVPODYS is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such
information. The ratings, financial reporting analyrsis, projections, and other observations, if any, constituting part of the
information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or
recommendations to purchase, sell or hold any securities. Each user of the information contained herein must make its
own study and evaluation of each security it may consider purchasing, holding or selling. NO WARRANTY EXPRESS
OR llvPLlED, AS TO THE rcCURACY TIMELINESS, coI/PLETENESS, I/ERCI-IAMABLIY OR FINESS FOR ANY
PARTCUI.AR PURPOSE OFATIYSUCH RATING OR OTHER OPINION OR INFORI\,ATION |S GIVEN OR I\4ADE BY
I,IOODYS lN At{Y FORM OR TUANNER WHATSOEVER.

MS, a whollyo,vned credit rating agency subsidiary of lvbody's Corporation ("lvCO"), hereby discloses that most issuers
of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred

stock rated by tvtS have, prior to assignment of any rating, agreed to pay to IvIS for appraisal and rating services
rendered by it fees ranging from $1 ,500 to approximately $2,500,000. lv|CO and MS also maintain policies and
procedures to address the independence of MIS's ratings and rating processes. Information regarding certain afiiliations
that may exist between directors of lt/CO and rated entities, and between entities who hold ratings from MIS and have
also publicly reported to the SEC an ownership interest in lilCO of more than 5%, is posted annually at
www.moodlrs.com under the heading "Shareholder Relations - Corporate Govemance - Director and Shareholder
Affiliation Policy.'

For Arstralia only: Any publication into Ar.rstralia of this document is pursuant to the Australian Financial Services License
of lvlSODYS affiliate, ftbody's Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or tvloody's Analytics
Arstralia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended to be provided only to
'\ruholesale clients" within the meaning of section 761G of the Corporations Act 2001 . By continuing to access this
document from within Ar-rstralia, you represent to Ni|OODYS that you are, or are accessing the document as a
representative ol a '\ruholesale client" and that neither you nor the entity 1pu represent will directly or indirectly
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations Act
2001. MOODYS credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity
securities of the issuer or any form of security that is available to retail clients. lt would be dangerous for retail clients to
make any investment decision based on ltilOODYS credit rating. lf in doubt;ou should contact your financial or other
professional a&iser.
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