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Summary of Risks and Analyses: Financial Impact on Highmark 

Potential Concerns Noted: 

Transaction Impact on Highmark's Financial Profile: 

t. Highmark's stated total of Sl billion of capital commitments related 
to Its IDN strategy may unders[ate the total financial exposure of 
plans to transfer capital from insuranre entities 

z. Highmark's direct investments into W PAHS and related IDN entities 
may result in the mnversion of a significant amount of currently 
diversified, liquid assets into highly-concentrated, Illiquid and, in the 
case of WPAHS, speculative investments 

Future WPAHS Financial Performance: 

1. The assumptions upon which Highmark has built projections for 
WPAHS and the amount of financial support it anticipates providing 
to the hospital system may prove op[imistic, frusVating Highmark's 
efforts to (i) refinance certain of its exposures to WPAHS and (ii) to 
recoup investments it plans to make in the hospital system 

~. Highmark's financial flexi6ility may he further negatively impacted 
if, in addition to continued financial difficulty at WPAHS, the 
insurance operations experience external competitive and/or 
financial shocks due to unforeseen circumstances in the rapidly 
evolving health insurance and health care industry 

No Transaction Srenario: 

1.. Highmarkassumesthat,absenttheproposedWPAHSTransaction, 
its insurance enrollment may dedine significantly in Westem 
Pennsylvania while Highmark continues to commit substantial 
resources to its IDN strategy, resulting In diminished financial 
strength 

AnalVSes Performed: 

~ Overview of Highmark's current financial position 

~ AssessedHighmark'stotalfinancialcommitments,bothdirectand 
indirect, related m chc overell IDN Plan 

~ Assessed the amount of capital commitments implied by 
Highmark's IDN Plan that are con[ingent upon approval of the Form 
A vs. mmmitments that have already been funded or will be funded 
irrespective of the PID's decision with respect to the Farm A 

~ AssessedthepotentialimpactoftheTransactiononHighmark's: 

• 	Netliquidassets 

• Investment portfolio 

• 	Credit profile 

• 	Risk 8ased Capital Ratio 

~ Assessed Highmark's RBC stress test 

~ ReviewedHighmark's"BaseCase"financialprojectionsforWPAHS 
and assessed, together with Compass Lezecon, potential 
vulnerabilities in Highmark's underlying assumptions 

~ Reviewed "Downside Case' financial projections, as requested by 
Blackstone and prepared 6y Highmark, for WPAHS and the related 
impacton Highmark 

~ Reviewed Highmark's "No Transaction" case and underlying 
assumptions 





Highmark Combined Operating Income 2007 - 2011 
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Highmark Combined Historical Balancc Sheet and Income Statement 

Highmark Combined Historical ealance Sheet—GAAP Basis 
(5 in millionsJ 

Cash, Cash Equivalems antl Investments 4,938 6,181 5.8% 
OlherASSels~~ 3.988 0,438 2]% 

Debt 800 1,120 d.8% 
tilhcr~iablllties" 4,149 4,538 2.390 

Totall.lablliHes $4,949 $5,65) 3.4% 

To[al Reserves 
	

$3,977 	$9,961 	5.7% 

Highmark [ombined Historical Income 5[atement - GAAP Basis 
($ in millionsJ 

T~~.c.;T: r i -:~C4 . 

totalOperatingHevenuc 5121W6 $19,6Z8 	5.0% 

TotalOperating Expenses 

~ .. 	. 

11,794 14,258 	4.9% 

Income before InmmeTaxes 559 476 	~3.9%) 

Operafing Inrome Morgin 1.9% LS% 
Ne[lnmmeMOr9in 3.1% 3.0% 

Me~imlLassRO[io 88.IPQ 8Z0% 

Highmark Combined Cash and Reserve Position 20D7 - 2011 
($ in billions) 
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Sovrce: Highmark. 
~1) 	"OtherASSets"indutlesACCOUntzReceivahle,NetPmpertyandEquipment,NetGOOtlwlllantllntangibles.andOtherASSe6. 
~1) 	"OxherLiabillties"includesClaimsOUts~anding,Unearnetl5ubscrip[ionHevenue,ant101herliabilifies. 



1.7% 

43% 

1.7% 

,k~l. 
~. 	- 	.,~ 	~. 	.. 	, 	. 	~., 	.~ 	. 	~- 	.~. 

Highmark Projected Financials 

~i in il;ill!Jll:; 

i,l':~i,.,.-~i~~~~.;;i[;:,~:.;u,,,..r.~ 	. ,~,,;3:~;j'e'..i~~~~h~,.,, 	„}.,,~'°',~-~:i~~«:=~..,1~.::, 	KevHiahmarkAssumptions: 
Su6scription Revenue 

Net Paticnt Scrvice Revenue 	
~ Asswnes lull implemen[ation of IDN Plan 

Management5crvicesRevenue 	 ~ AssumesWPAHSAffiliafion 
Other Operating Revenue 	 ~ Assumes UPMC is out-of-network beginning 
Total Operating Revenue 	 514,866 515,614 516,663 516,563 $17,538 	4•2% 	

inJanuary 2015 

Qaims Expense 
Operating Expense 

7otal Operating Expense 
Plus: Change in PDR 
Operating Income 
Investment Results 
Ne[ Assets of BCBSD Acquired 
OtherExpense 

Equity Inrome of5ubs/Affiliates 
Income Before Income Taz 
Inmme Taz Provision (Benefitf 	 134 	128 	163 	177 	193 

Net Income 	 ~ _$306 ~ 5334 ~ $336 _ $390~ (1.3%) 

•. 	 ~ 

i 	~• 

~ ~ i 	. ~ ~ 	~ ~ 

Cash .and Investments $6,854 $7,226 $7,458 $7,252 $7,659 $805 
Property and Equipmeni, net 626 557 626 573 553 (72) 
Debt 1,118 1,322 1,254 599 599 ~519~ 

Reserves 5.444 5,444 5,763 6,090 6,464 1,020 

RBC 

Sourre: Highmark financial projections 
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Summary of Credit Rating History 

MooDY's 
INVESTORSSERVICE 

STANDARD 
&POOR'S 

M BEST 
~~ 

3/30/2012-MOOtly's [hanges oullook on 
Highmark's racings ro negative from 5[a ble, ci[ing 
[he aCEitionai uncertainty causetl by the absence 
at De Mclani wh~lc :M1C Company is In Ihe mldst 
of Nree mai~r inues~. p~ re-oeqotiarion nF UPMc 
onvact, ~6) obtalning regulatory approval of 

proposetl TransaRlon witM1 W PAHS, antl (iiif the 
~investment anJ turnamund plans lor W PAHS d 
regvlatory appmwl ~is obtained 

1]/13/201D- S&P revises Highmark Inc. ouHoaY. 
to stable tmm negative and afilrms Ihc 
CompanY's'A' ratin& ~iting sttonger ffian 
eapetted eamings and credit profde 

C)13(IDll-AM_ ecst Co_ revnes uutluok m 
stabie from negative and aFfirmz the f nancial 
svength raHng (fSfQof "A" (Excellen[) and isscer 
cretlit ra[ing ~ICf1) of "A" of Nlghmark Inc, citing 
strong underwnting and net Inmme resWts, 
stmng market ihare and mntinuetl s[rengthening 
ofcapitalization 

6/25/2012-MOody's aflirms Hl6hmark's Baal 
in5uranceflnanclal5vengch raHng, Baa2sevior 

unseourctl dcbt ra[ing and ncyatire outlook b~ 
Hlyhntark, oi6ng Ihe rak anll un[er[alnty ofitr 
plan m ertablish a medicaLprovider network m 
compe[e wi[h UPMC 

5/3/2011- 5&V ot~~ Highmark Inc/5 Senior 
Unee<ured ~ebt Issue'A', l¢inp the Company's 
stmng mmpetillve posi[ion, stmn6 oPerating 
pedormance, and very strong capitaliza[ion 

v/z/zov - n.m. xes~ pia~~<<ru~,~: ~~ae~ 

review with negative implications, citing mncerns 
regarding Highmark's Transaction with W PNHS, 
incWJing l0e Integralion and Ihe pnanva~ 
viab~liry of W v pHS, Rs large ouestanding debt as 
well az WPAH4lroubled finan[ial past 

3/14/3013- Moody's places Hlghmark's Baal 
Insurance financial s[rength rating antl Baa2 
senior wsecured debt rating on review lor 
downgrade following its announced plan [o 
purshase Me W PA4152DOJASeries bonds for 
<ash at SI.S%of par ameunt 

1/28/2013 - 5&P aHirm; HigM1msk;' p ' rating, 
but revises i[s ouNook fmm'Stable' m'Negative, 
cifing the eepectation that Highmark's opera[ing 
earnings will weaken further In 2013 primarlly 
because of concenionary pricing aotions 
implemenied During Ihe rompany4 mnten0ious 
mntntt negotiations with UPMC, as well as 
expenses related ta its in[egrated delivery IDN 
slrategY and preparing for Mealthcare Re(orm; 
5&P also stated thaz significant financial 
mmmitmenis to WPAHS specifically~ or [he 
hmatler IDN slnhgy in general, more than wha[ 
the company currenlly eapects, will put 
dawnward presswc m Nc ratings 

2/](2013- A.M. Best aHirms Highmarl~s 
fnan<ial shengeh ratlng (LSP~ af "A° (Eeullent) 
and issuer credit rating U~R) o( "A"; A.M. Bezt 
also maintains HighmarKS mder review status 
wich nega[ive implica[ions, ciilnR ~mcerns with 
the Integraiian and the flnanclal vlabllity of 
W PAHS, the large tlebt outstantling as weil as 
W PAHS' Iroubled financial past 

Source: Moody's, 5&P, A.M. 8est, antl Factiva. 
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Summary of Highmark's IDN Plan Capital Commitments 

Highmark's Stated 51 billion IUN Capftal Commitment 	 All-Inclusive View of Highmark's IDN Capital Commitment 
(5 in millionsj 	 (5 ir, miificrsl 

~a~ 
, 	. _..__. 	r 	 ...._.,  

'~ WGAH51O 	 $2~0 	SR4 	~ $29~; 	I 	$1911 	54J5'~ ~n' 	 , 	 ,~:..~, 	~ 	., i 	l r, 	~~ 	 . 	 - 
~ ~ L____I'~, 	i i 	I~_____' 	' 

Physictan Network 	 94 	214 	~ 308 ~ 	-~ 	309 ~ Ml~.ysivau Netvmrk 	 94 	214 	! 	30.9 ~ 	-' 	3a4 ; 

MedicalMalls 	 32 	 ~~3~~ 39 	j 	 ~ 	'~, 	 39 	; Metllcal Malls 	 32 	 10)~3~; 	139 ; 	 - 	 139 i 

Outpa[Ien~anC/o~ 	 101~ 
23 	346 

I 	 191 	 ' 
3G9 ~ 	(191) 	I~ 	ll8 ~ 

Outpatientand/or 	 I41~ 	 I 	 ~5~~ 	 ~ 23 	401 	: 	424 . 	11911 	: 	333 ~ 
Commun.ryHOZpRaK 	 I 

~ 
; 	 ~~~~~ 
~ 

CommunityHOSpLLa~~~, 	 : 	: 	 . 	y ____ 

Total 	 $349 	$651 	~ $1,OOD ; 	 - 	I 	$1,000 ~ Tolal 	 $382 	$806 	j 	$1,19B ~ 	$606 	I 	51,8301 
,_______: I—___J i.....'__"'i 	I____J 

Nate: Tatals do nat include WPAHS unTunded pension liabilities, contingent Note: Totals do not include WPAHS unfunded pensian liabilities, contingent 
liabilities or other liabilities liabilities or other liabilities 

me~~o-r.o~:o~rio~ro~~~~ge~em~rmrco~~m~eme~<F ~ 	See page 36 for reconclliation of 51 blllion to 51.8 billion of Total 
n.,~:fe,eewenHSaia~.~~~s~~~~=~~~bmsascnad.~rnnn 5n~.a IONCapitalCommitted 
ocnruna~inq~ioan~niaosmg.onmbebre4~aeime3~' 	 ~nc.o 
Porllunol4l6FUr~RmµluanCOmeiletllromNon-COnlingentEZCrowYaymen~ 	 (50.~~ 

ScM1 Funtling - Loan (Latler ol Closing or 4/1/301~~ 	 100 0 

Tentler O~IC~ Ior WPAHS ]00]A PnnJs~~~ 	 6M14.J 

TmnsattlomCOn~ingentWPAHSGpIWICOTTI[Ttnls 	 $e3].9 

LPSS:UnEPfInPdCOmmUnILyHOSpital~evelopmenl/Prrtnfl51~ip5 	 (391.<) 

Transactlon-[amingeniTO~aIIONCapilalCOmml[men~i~n 	 $fi6fiA 

Source'. NlgFinark. 
~q 	Does not Intlutle WI' qH5' u 	uretl Ilabllilies ul $SR9.] mJllm (as of ]f31/3013~. ol wM1l[M1 52]n2 Mllbn is WP qH5 wfundeE pension IiaOiLry, dntl tl0¢s no[ IntluEe otFer [ontlngenl WGAHS IlaCllltlei. 
(3~ 	$33 milllon tlilter=nce be[weenCMighmark'i 51a~ed aM IFe all-Indusi`e v'ww indudes 525 million <azh advnnce paJ ~u W PAHS loe WGH and AGH on 0/18(IDI! anE $9 million umestri[teE Oaymenlla WPRHS 

0r (ca to Alv,vev & Marsal paltl on G/19~3011. 
(31 	5100 mlllion E3fe~enre between HipM1ma~4's stateE anel~M1r all Inclusive view induaes Ibvncing ror M.eCrcai Malls, exdutled Irom H~gM1mark's reporteC 51 bilLOn I~N ~apital mmmitmem. 
(6~ 	$SSniilliv~~rlilff~ 	rl~elweenXighmark'SS~d~PddndlM1Pill~in[IUliv¢VkWInCIYtl¢sdtltlX~ondl~apitaleapentlitureSSpentlingtOlRM[uplU$100ini111unTa~~imum.aboVCHlyhmarF'S$65millx~nP5l~male. 

~51 	AbsentlM1eTransa[tion,HigM1markvnllmmmrlP9lmillmnettFefuntlin6earmarFedlorWFAHStoontle0netl<ommunlry~ospllaldevelopment/parinersblps. 
(6) 	Hlg~markM1asplaceE550milllonlntaaneznowa<monlcozeaureHiRhmark'st~~?IO~mancewtlM1re6artlloMerenderolleclltM1etlozingoa<ursonorbeforeAO/~130,2013,aranyagrPeJUpMeHttnuonol 

iha~ da~G ~be 550 million antl anoeM1er 55a mI111on lrom HlgM1maM wJI be advarceE ~o W l'4HS at tM1e tlozing in ~be form of a lo.~n. If Ne closing tloes nn~ ocnm by Apri130, ]013, o any agreetl upnn enension 
ol [ha[ Eare. ~M1P 550 mllllon esoow amount will hr pritl m WFAHS, ahsent Jelaull by WV qry S. 0.¢mdining capital mmmllmen[ as5vmP5IF¢ full 51p0 miliion is loairetl ro W PA115. 	 1'A. .~. ~ i. 	. 

(]) 	Assumesl6]4%ofbontlM1Oltlerstenderat8)5%olpdr,wM1lchlSassumeEtobeS]6JJmillionattM1etimenllM1eienJnOOecASSUmesxigM1madpaysacuue4inlereztandpurchaseseherromtenJeretlbontls 
a[ par. Nole: I~ 100W ol twnd~oLLg t tenAer al 9] 5%0( paq HigM1mark4 [aqlal mmmltment fof th¢ LVPPHS Contls, IncludinR acvuetl in[ereal, woultl Ee $AB mlllion. 
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All-inclusive View of Highmark's IDN Plan Capital Commitments 

Incremental Capital Commitments in Ezcess of $1 6illion 

(S ~n millions) 

~Total Provider [apital Commitment, as Stated by Highmark $1,000. ~~ ~—_____~_~__~___~~—~~___~_~ _ _ _ _ ~ ~ _ 
Tender Offer for WPAHS 2007A 6onds, induding Principal and Accrued interest"~ 646.4 
Other Grants to WPAHS (Cash Advance and A&M Fees~~'~ 33.0 

Communitv HosDi[als: 
JRMC Capex Spending Above Highmark's $45m Estimate 55.0 

Mediwl Malls: 
Extemal Financing on HMPG~'' 100.0 

r-----------T<I____________________~_~~.~ 
LTotalGrantsandHighmarkLoans ~~~~~_~________~_~~~~$1,834.4 
------------ ~ 
Less: Total Amount Spent Prior [0 12/31/2012~'~ ~$382.0) 

Net Financial Commitmentz Remaining j0j  51,452.4 

Memo' 
Total Grants and Highmark Loans $1,834.4 

Plus: WPAHS Unfunded Pension Liability as of 1/31/2013 2742 

Plus: WPAHS O[her Lia6ilities as of 1/31/2013~~~ 315.0 

Total Grants, Highmark Loans, WPAHS Pension and Other Liabilities $2,423.6 

Suwce~ Highmark. 
(1~ 	Rssumes]6Ja%ofbondhoitlerz~entlerace].5%o/par,whlchlsassumetlmbep09]millionatihetimeaftheTentlerOffer.ASSUmesHlghmarkpaysaaruedinterestand 

purchases 1he nun-tendemd LonJs at par. 
Q~ 	Indudes525millioncasM1advancepa~dtoWPAHSforWGHandAGHOnd/18/1011antl58millionunreziric~edpaymen[mWPAN5lorfeesmAlvarez&Marsalpaidon4/18/2011. 
(3] Classilietlasanega[ivee~pendlWremder"Me4iwlMalls"wi[hinHigM1mark's"S16nfleportedProvider5trateRYSpendinR" 
(4] ~oes notlndude WPAHS' unsxured liabilities ut $5892 inillion (as of 1/31/2013), of whlch $Z)41 million is W PAHS' unfunded pension Ilabiliry, and does not Indude mniin6en[ 

IIab0lHes. 

(5) Seepage535and133}o~tle[ails. 	 ~.~ _ i. , 	~ 
(6) Includps Deferred Revenue, Sel6lnsurance Llabilitles and O~her Gabili[ies; assumes Accmed Salaries md Va~a[ion are assumed by a potential buyer and Floa[ing 0.a~e 0.es4ucNring 	"' 	' 

Lertif¢a[es are extingu6hed. 



Modified Balance Sheet - 12/31/2022 vs. "Doy 1" Pro Forma 

S9a6.9 ISSOS.oI 	S~eo.s ~ 	Svsa.s 
RlS2) - 	 (2]5.2) - 	 (D52) 
~506.p (506.1) (5~6.11 
$205.fi ($eU6.0~ 	($600.0) - 	~$604.9) 
~,615.0 ~ 	a,615.0 - 	4.615.0 

),IG6H ],1<F9 ],lifi9 
$6,96).5 (5806.4~ 	$fi,1fi1.5 - 	$6,163.5 
R3913~ - 	(3.191.3~ - 	(3,19131 

~]48.9) - 	 R<ft91 - 	 p<891 
(653J~ (653.]7 (653J~ 

$3,9)3.6 (SBU6.0~ 	$3,06Z6 - 	$3,~69.6 

Unearned Revenue 
Amounts I IeIE for OlM1ers 

Net UsF 
Available for Sale Seauru~ie: 
Net Secvrillez Lentling 
Peceivables 

G~oss tlqultl Assets 
Claims 
PenePo Vlan IiabBltiec 
QIhEfPdy2bIP5 

Net WorkingCapital 

ToWIOeb[ ($903.8) (5903.81 I$636.4~ ($1,5093) 
~ NetLl9uitlASSets ---------- $2,9)0.8 ----~5606.01 ---  f3,164.8 ----~$666.61 ---  L________________________________________________J $1.518.0 

InveS[mentsln5ubs.antlAflliiates 1,555.9 ~ 1,5559 - 1,555.9 
VroviJerl~rvezmienlz - 1U)0 tUJ.0 II46.4 953.0 
TavPecelvahle~Payable) 36A ~ 36h - 38.9 
OeferretlTarASSet(LiabiGty) 83.2 - 93.3 - 03.2 
Fremlumoercenrynezerve ~lss.9~ (ss.9) (6s.9) 

Seml-Uqu~tlASSeh 51,531.6 510).0 51,fi38.6 5866.6 52,015.0 
Unreall[cd4aim~LOSSes) 64.5 - fi4.8 - 66.8 
NetPP&E 38A.6 - IB4u - 384.6 
Goodwillandintangibles 1458 - 1a58 - 145.6 
d[hcr AssMS~°~ fi911 !e p 69D 

NondipukRssetf $666.2 5664.2 $6641 
TotalNetWOrl~ $S.SS6b (5699.G~ SdAS).6 $2p0.0 $C,65].6 

,rit. 

Transaction Impact on Highmarl<'s Net ~uid Assets 

Considerations Related to the Table at Right: 

~ If Highmark werc making all IDN and WPAHSrelated 
expenditures upon dosing of fhe Transaction, (in 
practice they will be made over a four ycar periodl. 
the es[ima[ed effect would 6e a reduction in net 
liyuid assets of 49%, from 52.97 billion [0 51.52 
billian 

~ Although the analysis at right reflectz a conservative 
measure of Highmark's financial strength and 
liquidity, thc proposed Trensaction and iDN Plan 
represent a substantial commitmen[ of Highmark's 
financial resources and will resWt in a significant 
amount of net liquid asse[s heinR mnverted into 
relativcly illiquid, highly concentrated, and, in the 
case of WPAHS Senes 2007A Bonds, speculative 
grade investments. This convcrsion may significantly 
impact Highmark's future abilityto react [o 
unforeseen adverse economic condltions 

~ In prac[ice, Highmark's net liquid assets will fluctuate 
wiffi the Company's earnings; Highmark may inuease 
/ decrease the amaunt of planned I~N expendilures 

~ Although Highmark e~pects to increase its net liquid 
assets thraugh 20ll via the a¢umulation of 
operoting eamings ~<umulative net income of $1.2 
billion is projec[ed for FY2013 - FY2017~, such results 
are uncertain and may no[ materialize as planned 

Source: H~ig~mark. 
~q 	Aao11)/31/I011.NOreiM1ai"MOtliIIeJCOm~me~Hiylunaik"extlutlesHVHC.NWV,a~NnOEemiciesbxauseHighmarKSCOregroupofinsunnceen~i[iesolleringmmmerclal~ealtM1insvnncelnV¢nnsylvaniaDOmtguaran[ee 

HVHC~ H W15 and II~C deb~s aM Iher¢ is no cross-mllaleralizalion o1 tleb~. 
~J~ 	Adjuslumnuradudeimpac[olWPAHSSwfunuedpensionAabdi~YO~52]4m,otM1e~unsttwetlllabill[iesof5315m,antlaon[ingen111ubIIItlp5.a5aIlJ31/3013.Atl~ui[me~ttsalsoe¢IUtleN~gbmaM1'S4anvc[lorvr¢IaRE 

expentlitures prim to II/3l/24II, as rhownon pa6es 35 and t3L See tlelail of NorvTransacliomCOntingent and iransa[IiobCOn~ingenl Adjus[men6 on pa5e 130. 	 1^,.n I.~~'nc 
13~ 	InNUEesGShSunentlerVaWeoiS]Smillion. 
~a~ 	exduae:easnsu.~entle,vaWeorS)smillion. 
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Transaction Impact on Highmark's Fixed Income Portfolio 

Fixed Income PortMlio Characteristics 

~ Combined Highmark Fi.ed Income Portfolio as of 12/31/2012~ , ~ i 	53.8631 	4.62 	5.45 	6.68 	A1 	413% 

~
Pro Forma Combined Highmark Fixetl Income Por[folio, indusive of 

WPnHS dcht at 30%"~'~~ 	 53,932.1 	5.17 	SJ2 	~13 	A2 	3.679G 

Barday's Aggregate Index 

W PAHS ~e~t"~ 

Reconciliation of Current [o Pro Forma 
(5 in millionsJ 

[ombined Highmark Fi~ed Inmme VoMaIW at 12/31/I012 53,863.2 

Lesslnves[mentGratleFixeElnmme5ecun[ies5old 1O  (305.4) 

Less: High YIe1J FiKed Inmme Securi[ies Sold 1121J) 

Plus: AAdition of WGAHS Oonds~~'~ q9h~~ 

Btimared[ombinedH4ghma~kffaeElncomePOrtfolio- 
53,9321 

Incluslve of WPAHS Deb[ 

	

NA 	4.92 	5.06 	6.92 	Aa2 	3.57°k 

	

6213 	1178 	1154 	22J5 	Ca 	5.88% 

Sourte. Highmark_ 
~l~ 	F.clutlesHighmark8C85~IneantlHWVporttolios. 
(1) 	In~IUdesadlusimenulorassumetlrebalancingolasseuantlliquldacionsforpaymen~ofttighmark~assumedremaining56~5mIIllonoll~NCOmmitments. 
(3) 	Highmarkassumesaparamountof5]09Jmillion,valueda[87.i%ofparwith80%tentleretl. 
(4~ 	Inveslment GraJC 4iacA Inmme semrities soltl m rebalance Hlghmark's Fixed Income portfolio, pet hlighmark. Proceetls Imm sale of Ihese securities are nol intended to fund the 	i.i.~, I.i.. ~  ~ 	. 

TenderOffer. 	 ~ 

(5) 	SC96mpurchasepriceassomes80%ofbondholtlerstenderat9].5%ofpaqwhichlsassumedtobe$]09Jmillional[hetimeoftheTende~Offer. 
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Transaction Impact on Highmark's O~erall Investment Portfolio 

Highmark Combined Speculative Grade (High Yield and Bank Loans) 
as o(12/31/2012 and Pro Forma~°~ 
~510 ltlll~i0115~ 

20121nvestment PortFolio Allocation~~~ 

O[her 
	 Spemlative 

Investmen[s ~~~es[ments, 	Grade Fired 
in Hfflliates, _ 

9.0% 

Equity, 123%.. ~ 

Cash and 
Cash 

Equivalents..~ 

16.6Y 

Proposed TransaRion Investment Portfolio Allocation~'~ 

InveHments 	Other 	 Speculalive 

inAHiliates,~°estments, 	~GradeFived 

91% 	~ a.o% 	' Income;" 
~ 13.ZY 

Equity, 12.9% -- - 

Cash and_- 
Cash 

Equivalents, 
14.2% 

CurrenC 
Total Fixed - 

Income: High vieltl 5377.6 Bi 

63.2Ye Bank Loans 45.8 ea2 

Tatal SpeculaFive Grade as a~ 12/31/2012 $423.4 

Total Fi~ed Inmme Portfolio as of 1](31/2012 3,8631 

SP P«~~ntive GroAe as %oJTo[al FiseAlncnme 
vorc olro 

11.0% 

Pm Forma: 
Ta[al Specula[ive Grede as a112/31J2012 $423.4 

Less:HighYicldFi~edlncome5emriEiesSOld ~121J) NA 

PIus:AdditionofWPAHSBOnds ` ' 496A Ca 
Total Pm Farma Speculative Grad¢ 5797.8 

Es[imared Total Fixed Inmme Portfolio - Indusive 

TOtal Fixetl of WPAHS ~ebt~`~ 
3,9321 

Income: p~oFarmoSpeculotiveGradeas"baj7oml7ro 
64.9% 10.33; 

FarmnFixedlnmmePOnfalio"' 

Memo: WPAH51007A Bonds perrenroJ iotal 

~'~ 
62.2% 

Pm Farmo Specu/ative G~ode Se[uri[ies 

Memo: Vm Farma Increose in Spe[ulative 6rede 

"~ 
88.4% 

Fix¢d /nrome SecuAtles 
eowce: n~gnmare. 
�1) Bazed on 56J billion investmen[ portfolio as of pecembe~ 31, 2011. 
�2) Intlodesatldltlonat6a%oflheWPAH520o]Abonddeb[and0aymenlo156]SmillionofremaininglpNmmmitment;.~oeeno~lnclutlenon-tenderedGondsuraamedinterest. 
�3) Imestmen[ofWVANStleb[willbevearedasafxedinmmeholding. 	 ~~~~-~~ 	., 
�4) Ooesno[indudeHighmarkHCBSD,IncorHighmarkWestVirginia. 
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Overview of Highmark's Credit Ratings 

~ 	~ 	 ~. 
.- 

r~a « 

Insurer. Financial ~ 	Baal ~ Baa ="Obligations rated eaa are ~ 3 Notcnes: ~ Ba ="061igations rated Ba are 
Strength ~(On Review for judged to be medium-erade and • Baa2 judged to be soeculative and are 

Downgrade~ subiect to moderate credit risk . Baa3' subiect m subs[antial credit 
and as such may possess ccrtain . Bal risk." 
,pcmla[ivc chamctcristic" 

Seniar ~ 8aa2 ~ 2 No[ches: 
Unsecured De6t ~(On Review for • eaa3' 
of Insurer ~owngrede~ , 	g~l 

Insurer ~ A ~A="Stronecapacitytomeet ~ 	iNotch: ~BBB="Adeauatecapacityto 

~(Negative Outlook) financial commitmen[s, hut , 	gy B , meet financial mmmitments, hu[ 
somewhat susceutible to more subiect to adverse 
adverse emnomic mnditions economic conditions" 
and changes in circumstances" 

Insurer. Financial ~ A ~ A= Excellenp "Asngned to ~ 2 Notches ~ B±* = Good; "ASSigned m 
Strength ~(Under Review with mmpanies that have, in our . A mmpanics that have, in our 

opinion, an excelleot abilitv to opinion, a eoad a6ilitv ta meet 
Negative Implications) meet their ongoing insurance • g*~ [heir ongoing insuran<e 

obligations" obligations" 

Insurer.lssuer ~ a >a=Excellent;"ASSignedto ~1Notck ~6bb=Good;"Assignedto 
Credit Ra[ing .~Undcr Review with insurance mm anies that have, P • bb6 insura~ce companies that have, 

Negative Implications) in our opinion, an y275 Ig lFn in our opinion, a cood abilitv to 

abilitv to meet their ongoing meet [heir ongoing senior 
" financial obligations 

5enior finan[ial Obl igations" 

r~oi~: .• ~aa,m~:rei~~ammomv':,~esar~~resorv.~re,~~«a~~arvcc~mmm~~ue~ee,. ~.... 	~... 	.~ 
~1) 	Sumce.MUo]y'SlanuaiyLUUReVmt~"fldling5ymbolsaMDef0i110n5; 58P'S2011Neport,"Un4er9antlinRAa[InAS:GUMe[oCretll[RaPngESSentials;'antlPM.0es1'z2013Pepotlz,"GUitleto9eaYSlssue~ 

ReCll Pollnqs" and'GUiCe ~o Bestz Finanaial 54engtl~i Ra[inga" 
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Historical RBC Relative to PID Guidelines 

PID Standards 	 ~~, Highmark Historic RBC~'~ 

~ 	In 2005, the PID implemented a model of analysis to review reserve antl ', 
surplu:levels of state "Blue" plans, dassifying Ihe RBC level as either ', 
efficient, suf(icient or ineificien[ ', 	5,000 

~ 	Several risk fac[ors are considered, induding~. health care regulation, ~ 
in(lation of health care msts, dass action law suits, terrorism, public health ~ 
ou[breaks, antl underwriting risk ', 	•N 	4,000 

~ 	Benefi[s of insurer surplus indude reducing poliryholder risk, minimizing the ; m 
threat o( insolvency resulting from the measured level of risk, as well as ~~ 
imesting in improving technology or other operational efficiencies ~ 	o 

~ 	3,000 
~ 	—. « 
~ N C 
~ ~

'____________________i 	 ~ 	O 

"Effcient" 	 ~ 	 "SUfficlenY' 	 ~i 	 "Inefficient" ~ ~ = 

• 	9e1ow550perten~uFlhc 	;• 	SSOla)SOperrentof[he 	~• 	Abov!]SOpERlntaFlhP 
~a~z~000 IowaroftheNAlCHealthFBC' 	lowerof[heNPICHeaI1tlR00 	IoweroftOeNAICNeaI[hRBC ~ 	~p ❑ 

ratlo or the consollda[ed risk 	~ 	raHo or [he mnwlltlated risk ~ 	rano or the mnso6d-ated risk V~ 
factorra[io 	 facrorrallo 	 faciarratlo v~ 

• 	PlandoPS0oH8CP501V¢flty 	• 	PlanlnlM1lsranyeisno~ 	• 	UpOerleveluf p urplus,whi[h ~i yA'j 
issues trom moline 	 alloweJ to Include any risk on 	means It is presumpttaely ~ 
flucmalions 	 nntingenryfacrorsinany 	ineHicientandpo[eMlally ' ~ 	I,000 

Q • 	A lower LounO for whal is 	liletl premium rotes 	excessive 
eKciem Isnot Itlenlified and 	. ~ 	~ 
maydifler/oreacheluePlan 	~, 

______"______________ 
i 	H . 	 0 

31 W 
\ 

70[IR 	2009 	2010 	201] 

~ Total Adjusted Capital - Statutory Basis ~RBC % 

ct-,. 	. 	r 
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Day 1 Transaction Impact on Highmark's RBC 

Day 1— RBC Impact 
(5 in millionsJ 

~ 	]Sm:Gran[[o ~Q,Q$§p:Highmark ~£Q9m:Atltlitional 	I ~ 	95m:Highmark '$.~l~Highmark 	
~ wPaHS Purchaseof UnresViaedGrant~ unresbiaedtiranl Grantmsixterzaf 

• 

$lODm.Ath WPAH59onJS~~~ IollGEbrNOro [o1RMC SLlosephol 

Funding 
WPFHSFUrposes ~ 	Sm:Nihmark ~ E 

Nor[hwesternPA 
for5VH5 

Cummitmem- ~ 	120m:HlghmaM1 CapexGrantm .~:Highmark 
Loan FaymenismPlZin 1RMC CapexGrantl° 

~ 	SO m:5ih [xthangefor SVHS 

I 

Wnding ~articipatiooin 

' 	
zpm:HiFhmark 	i 

Commi[ment- Ne[work Unrestricled 
Loan PaYmenftoSVHS 	I 

2012Adjusted 	yypqHSlmpact 	BondFinancing 	~~~, -. ~,~I~,..~.,__ 	1RMUmpact 
Estimate~'~ 

Sviasimpoc: 	Day1-RBClmpact 

1~I 
	

r.~.. ~~i.,~.~.., 
I~I 	$496mpurchasep~iceazsumesSO%otbondholderstenCerat87.5%o(par,whlchisassumeticobe 	 a[ lM1e time of lhe Tender Offer. ~ees not Indude norotendered bonds or 

nlerest. 
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Highmark RBC Relative to Multi-State Blue Plans 

RBC Ratios of Multi-State Non-Investor Owned Blues (2007 — 2011) 

2007 	 2008 	 2009 	 2010 	 2011 

t[areFirst Inc, 	tHighmark Inc. 	--e—HCSC 	—1(—Premera 	—N(—Regence 	tWellmark Inc. 

Select Statutory Balance Sheet Items—as of 12/31/2011 

(S in millions/ 

	

•. 	 - 

Total Assets 	 $3,989.2 	$7,168.9 	$14,fi551 	$1,661.2 	$3,283.6 	$1,899.6 

Capital and Surplus 	 1,476.1 	4,101.5 	8,9~9.9 	 972.7 	1,886.2 	1,074.4 

Source~.SNLFinancial. 



2016 Highmark Highmark Increase 
PmjeRed Main[ains Wri[esOH Vmvider 

T2nsactionEnrollment WPAHS Funding6y 
WseR6C 	 Loans 	5250m 

Market 	"5[ress 
DOW~(YIO 	TCST~ 

Vrojected 

Transaction 

Case 2016 

pBC 

Another major downturn in the financial markets (similar to 
2008) results in a significant loss in the value of Highmark's 
equi[y portfolio as well, as the value of its benefit plan 
assets 

~i~ .- 	_ 	
, 	~ 	:. 	 ~, 

Highmark's Base Case RBC "Stress Test° 

Highmark's RBC "Stress Test" Results Highmark's Base Case 2016 RBC "Stress TesY' Assumptions 

~ Stress test applied to 2016 RBC of ~% 

~ Highmark's stress test assumptions: 

• Highmark retains the health business lost as a resul[ of the 
market turmoil in Western Pennsylvania associated with the 
termination of the UPMC contract in December 2~14 

• The value of WPAHS is insufficient to support the carrying 
value of the WPAHS bonds that Highmark holds and the 
loans in place with WPAHS, and Highmark writes off half of 
the value of those investments f loans (a $398 million write 
off) in December 2014, prior to the projected bond 
refinancing 

Highmark invests another $250 million in the provider 
strategy, over and above the IDN capital commitments~l~ 

Sowce Nlghmark 
(1~ 	Secpage35fortletailollDNCapitalmmmltments. 
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Revised RBC "Stress TesY' as Requested by Blackstone and Prepared by Highmark 

Revised RBC "Stress Test" Results Revised 2015 RBC "Stress Test" Assumptions 

►  Revised stress test assumptions, at Blackstone's request: 

►  Stress test applied to 2015 RBC of ~ 

Highmark's operating earnings remain fla[ from 2013-2015 

• The value of W PAHS is insufficient to support the carrying 
value of the WPAHS bonds that Highmark holds and [he 
loans in place with WPAHS, and Highmark writes off a total 
of $476 million;~ l ~ Highmark is unable to refinance the 
bonds, as projected in the initial stress test, in 2014 

• Highmark invests another $SUO million m the provider 
strategy, over and above the IDN capital commitments~z~ 

• Another major downtum in the financial markets (similar to 
2008) results in a significant loss in the value of Highmark's 
equity portfolio as well, as the value of its benefit plan 
assets 

Note: Since the revised stress test projections reflect a"UPMC-In" 
scenario, in which policyholderenrollment is maintained vs. the 
"UPMGOuY' assumption used in the initial stress test, no 
additional sensitivity was induded for higher enrollment 

2015 	Operating Wri[eUOwn Increase 	Market Revised 
Projected Eamings WPAHS Proaidcr ~ownNm S[ress 

Trensactlon 	Flat 	Investments Funtling 	 T¢st 

Case RBC 	 by $SUOm 	 2015 

RBC 

Sourre~. Highmark. 
(l~ 	Write~affaf54]6millionisbasedo(fofa~ecoveryanalysisthatassumes~6.]9°LOfWPAH55eries200~Fbondholders[endera[0],5%olparof$]14JmillionatlhetimeaftheTender 

Offer. Nso a5sumes Highmark pays accrued lnteres[ antl purchases the non-tentlered bontls at pac 5ee page 82 for mmparable remveryanalysis thal assumei WPAH55eHes 300]A 	i.l. , : .;  ,,,~ 	.  
par of $%09. % mlllion al ~he time nf ffie Tentler Offer, and rezulls in a"LOw Value" writeroff o( $4]1 milllon M 2015. 	 ~ 

(2~ 	Secpage35fordelailoll~NCapltalmmmitmen[s. 
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Revie yv of Select Highmark Assumptions 

_ 	-.:.u...titi;_~.sA 	_ --- 	 _ 

O
The status and future of WPAHS 

• Assumes WPAHS will form the foundation of HighmarKs 
integrated delivery network 

Q
Hiehmark contract with UPMC 

• ReFlectsHighmark'scurrentcontractedrateswithUPMC,perthe 
May 2012 mediated agreement, through Decem6er 31, 2014 

• Assumes UPMC is oubof-network beginning in January 2015 

QEnrollment 

• Assumes Highmark maintains a larger balance of subscriber 
enrollees 6ased on an enhanced IDN platform with [he indusion of 
a s[ronR WPAHS 

OProvider Investments 

• total ION capital mmmitments, as presented on page 35, have 
bcen incorporoted into the Transaction Case projections 

~.+z.: 	tia.~~:`~~ ~ o~,~i~-'~.',_---~,..~~~°`~ ~",__..~= 	 _.. 	~ 	. 

O
The status and future af WVAHS 

• Assumes that WPAHS will continue to deteriorate and will 
ultimately be taken over by a for-profit entity 

• Assumes W PAHS will su6sequ ently negotiate a ❑% 
reim6ursemen[ increasefrom Highmark 

• Assumes Ihat without WPAHS at lhe center of Highmatk's provider 
strategy, potential verti~al integration savings will be limited and 
mnsumer healthcare msts will increase significantly 

Q
Hiehmark wntractwlth UPMC 
• Assumes UPMC commercial hospital rates will in~rease 6}~% 

on luly 1, 2012, July 1, 2013 and July 1, 2014 
• Assumes UPMC remains in-network with a new mntract in 2015, 

a[ a ❑% rate increase 

QEnrollment 

• Assumes Highmark loses more enrollment due to loss of 
marketplace differentiation; by 2016, enrollment is ~ lower 
[han in [he'Transactian" Case 

OProvider Investments 

• Total non-transaction rontingent I~N capi[al commitments, as 
presented on page 35, have heen incorporated inm the "No 
Transaction" Case projections 

Source: Highmark pro~ectlons. 
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Review of Select Highmark Assumptions (conYd.) 

Highmark Enrollment Assumptions in Transaction Case Versus "No Transadion" Case 

0 
0 
0 .c 

c 
w 
E 
0 
`c 
w 

2012 	 2013 	 2014 	 2015 	 2016 

■ Transaction Case 	■ "No Transaction" Case 

Source: Highmark prolec[ions. 
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Transaction vs. "No Transaction" — Scenario Comparison 

Transaction Case 	 "No Transaction" Case 
(ASSUmes UPMC is Out-of-Network in January 2015~ 	 (Assumes UPMC is In-Network in January 2015) 

(5 in miNransJ 	 (5 in mil~ionsJ 

sutu~~ora~ ae~ s~e~~.,.oiro~ ne~~~~e 

NetPo[ien[Servi¢Revenu¢ NelPalienl5ervi~e0.eaenue 

Managemen[ Servi[es Revenue Managemenl5ervioes Prvenue 
Ulher Operating Pevenue OtM1er Operaling pevenue 

io(alOperaling0.evmue $N.666 515,G19 $16,463 $16,563 Sll,539 03X Tobl00en11ngPwenue 51<,866 515,503 	536.3]6 	515.899 	535,830 1.6% 

QelmsFepensa paimsExpense 

OOen[Ing Eapen ~per unglzpen 
TetalOpnelingEVpense $14,405 $15,300 $I6,133 $16,136 $V.OM a3M TolalOperalingFypense S1i~C~5 $15~185 	$15~915 	$15~514 	5~5~416 S.Sb 

PIUSC~anBeinPOP 1 - . . . Olin:(M1anyrinPpP 1 . 	. 	. 	. 
Operalln{Inaome 5463 5316 5G30 SCl] 5993 1.]f6 Operatlng~nrome $a6] 5318 	$d01 	$3)5 	5354 (6A%~ 

Inve5lmenLftesW[z Imei[mentResW6 

Net /slels af 9C650 A~quired Nel Assels o(OCOSD AaONred 
OIM1er Erpmse OIM1V Expen 
Eqwly Inmme ol5uhs/A~IiLale; EOUIry Ivwme o~ Subs/AMliales 
Incpmp8elo~flnromeTar $SY6 5~3< $<9] 5513 $583 1]M Inrome9¢IorelnmmeTax 559fi $38 	$~31 	542] 	5~39 ~6.~%j 
In[OmeTrxPmvls~on~fleneel~~ Itt 13A Ifi3 P] ]93 InmmeiarPmvisim~6enMi11 134 134 	196 	313 	309 
Netinmme $413L_S_OB _ $93__ 53___ $390j ~l3%) NeUnmme -T 	 1 $4]3L~~S96~~ 	$235 ~ 5114 ~ $IlOJ~E.S%~ 

Cash anC Inves[mefrts $6,85< 5],336 $),OSB $J ZSI 5),659 $805 
PruperlymulEqWpmenl,nel 6I6 59 L26 SA 553 ~R~ 
~ebl 1,11H 1,322 1,35~ 599 599 ~5191 

Reserves 5,444 5.4C0 5,Iti3 6,090 6A6< 1,@0 
NBC 

fashandlnvestments 56,85a 56,615 56,Q0 56,851 56,956 S10d 

V~OplM~~OCpulOmencAe[ 626 R] 519 483 OJO ~356~ 
Deb[ ilt6 ]23 654 599 599 I5181 
flesenes 54E4 5,3ed 5,6G3 5,4GJ 5,861 018 
NBC 

Source: Nighmark projcaions. 
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Transaction Impact on Highmark's RBC 

Highmark's RBC in Transaction Case 
	

Highmark's RBC in "No Transaction" Case 

2012E 	2013E 	2014E 	2015E 	Z016E 
	

2012E 	2013E 	2014E 	2015E 	201fiE 

Sourre:Highmarkflnancial prolectlons. 
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Transaction Impact on Highmark's Credit Profile 

Highmark's Credit Profile in Transaction Case 
($ in millionsJ 

Goodwill and Intangi6le Assets as a 

oF Equity'~ 
EBITOA Margin (3 year weighted 

avcrage)~'I~`:~ 
Adjusted Debc lo Wpi[al~s~ 
Adjusted De6t [a E91T~A1b1 

25k-35~ 	35%-50"/a 	SOYo-80'Ya 

8%-5% 	5%d% 	3%-1% 

30%-40% 40%-50% 50%-65% 
1.Ox-1.Sx 	1.Sx-2.Sx 	2.Sa-3.Sx 

16.6% 15.4% 14.5% 13.6% 12.8% 

3J% 3.3% 33% 3.1% 3.4% 

17.0% 19.5% 17.9% 9.0% 8.5% 
2.Ox 3.Ix 23x l.lz 1.Oz 

Highmark's Credit Profile in "No Transaction" Case 
($ rn millionsJ 

Gaodwill and Intangi6le Assets as a% 

of Equlty~'~ 
EBITDA Margin (3 year weighted 

average~~'°"~ 

Adjus[ed ~e6t to Capitalj°~ 

Adjusled ~eb[ to EB~TDA"~ 

25%35% 35%-50% 50°h-80~ 

S%-5% 	5%-3% 	3%-19L 

30%-40% 40%30% 50%-65% 

1.Ox-1.Sz 	1.Sx-2.Sx 	2.Sx-3.Sx 

1fi.6% 16.0% 15.3% 14.6% 14.1% 

3.~% 33% 3.3% 3.04U 3.1Y 

17.0% 12.1% 10.7% 9.6% 99 0 

2.Ox 1.7x 1.3x 1.2z 1.3x 

Saurre: Highmark projeccions and Moody's Rating Methodology for U.S. Heal[h Insuranre Companies, May 2011. 
(1) Vrr Mnody's Ra[ing Melhodology for LL5. Heal[h InsurdncP COmpdnie5, Mdy 2011. 
(2) FurHlghmark,cakulatedas~GOOdwllantl0ffierintangiMes,NeQ/(GRAGTOtalNeserves). 
(3~ 	PorHighmark.ciculatedas3yearaverayeERliDAmarginper2009-20llGA~PAUdItReponz. 
(4~ 	AssumesDepreciatien&AmortizaUOn[obeOR%ofTotalOperatingRevenuein2012E-2016E,consis[en~wi~htheav>raSeraYmforl010A-JO13AperGAAGnuAi~Repom. 
(5) PorHlghmark,calalatetlasDeb~J~OebtplusGAAPiotalPesenes~. 	 i.:. ~ ,...,, 
(6) PorHlghmark,calculatetlasDebt/E91T~A,assumingDepreciation&Amortization[obe0]2%ofTOtalONerating0.evenuem1U12E-1016Emnsis~enewilhlheaverageratiofor 

2010A- 2011A per GAAP Autlit Reports. 





2007A 2008A 2009A 2010A 2033A 2012` 

150.OY 

100.0% 

50.0% 

.~t. 
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Historical Balance Sheet and Income Statement 

WPAHS' Historical Balance Sheet 
($ in millions) 

Cash, Cash Equivalenls and Short-[ertn Investments '$84 1199 

VmpertVand Equipment Net 5]9 394 

OlherASSe[s~~ ]1] fi]5 

~Lang4erm ~ebt 833 995~ 

~ACCruedPensionObligation ______________129_____ 179~ 

Other Liabili[ies~'~ Z]2 329 

Toial Llahlli[ies $1,234 $1,503 

Total Net Azsets / (Deticit) 	 $146 	 ($235~ 

Nere: Fenslon "Obligation in Eacess of Assets' was 52)9 million as of 6/30/2032J 

WPAHS Uebt / Total Capitalization~°~ 2007 — 2012 

WPAHS' Historical Income Statement 
(5 in millionsJ 

Total Unrestritted Revenues, Galns antl Other Support~'~ 	1,404 	1,978 

Salaries.WagesandFringeBenetits BD 866 
Other~perating Expenses 634 ]29 

Ta[alExpenses 1,461 ],591 

Ope~atinAMOrgrn p.2%) p.6%) 
ExressMar9in (5.5%) (d.6%f 
BvdOCbfasvPermntvgcufNCfPOficnlltevenuc (3.Ii5) (D.Skf 

Indudes I li hmarA Unrestric[ed Pa nient~ uf $58 milllon In FV2012 

WPAHS Revenue~ 3~ and Operating Income 2007 —2012 

Sl,aoo 	 $,,s~a 	 si,sn 
S~.naa 	SiA~a 	 5~.55i 	 riA~e 

$1,100 

$40~ 

(5300 ~ 	~$1" 	
~$89~ 	

~$38) 	($19) 	~$52) 	~$113~ 

2007A 2008A 2009A 2010A 2011A 	2012* 

I ~TOtalUnrestdaretlRevenues,GafnsantlOtherSUpport ~Operatinglncome I 

Sau¢e:WPAHS. 
"PerWPAH57012UnaudltedFinancial5ta[ements,whichcanbeloundaLhtt¢//www.wiahs.o~sitPldefault/file5(fIsJ F Y1~1J a u.ql~df. 
~I~ 	"OCherASSete"'mdudesNelPa[ienlNCmuntsReceivabie,OlherNeceivables,Inventery,ASSelsLimitetlorPes[rictedas[oUSe~OlherCurmntASSetsand0~herNOmCUrrentASSels. 
~2) 	"OtM1erliabilities"'mclutlesArrnw[zFayable,OtherCUrrenfLiabilitiesantlONerNamCVrrentliabilities. 	 i 
~3~ 	Ne~of'PmvislonforBadDeb~s_" 	 '..'I•" 	„ 
~9~ 	~otalCapltalixationiscalculatetlasthesumo(long-Term~ebtandtotalNetASSe[s/~De(icit~. 
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Overview of WPAHS Debt 

Descriptions of WPAHS Debt Tranches 

OAllegheny Counry Hospital Oevelopment Authority ~A[HDA~ 5eries 20a] A Bonds 
~ Maturity: Through November 15, 2~40 
~ Intemsl Rate: Rangrs from 5.000% to 5375:0, incluAing a net unamnrtixed 

premlum aF $4.605 atJUne 30, 2012 

~ Floating Rate ReStruc[uring C¢rtlffwtes ~FRftC) 
~ Payable based on attainmen[ of defined inmme antl cash levels 
~ Maluriry:lune 30.2030 
~ Imerest Rate: 3-mon[h UBOR plus 0.25% 

QSerie520068HealthFacllitfesRevenueNOtes 
~ 	Payable in man[hly interes[ and principal payments 
~ Maturity: Oclober 1, 2015 
~ Interest Rate: Ranges irom 4.SSY to 4b1'M 

~ Series 2006A Health FaciliHes Revenue No[es 
~ Payableinmanthlyinterestandprincipalpayments 
~ Malunty: ~ecem6er 1, 2016 
~ 	Interes[ Rate: 5.75% 

QHighmark Notes Payable 
~ Paya6le in two $SO,OODpayments wi[h in[erest payable semi-annually 
~ MaW rity: ~ue in 2~23 and 2024 
~ Interes[ Rate: Vrime rate plus 2.00%~5.25'M at lune 3Q 2012) 

Equipmen[ No[es 
~ Payableinmonthlyinterestandprincipalpaymentr 
~ 	Maturity:lune 1, 2016 
~ Intems[ Rate: ftange5 from 7.00% ro 755% 

QMar[gage Loan 

~ Maturity: Through 2026 
~ Interest Rate: Ranges fmm 5.12% [0 7559G 

O~erview of WPAHS Debt (as of 6/30/2012~~1~ 

DAlleghenyCOUnryHOSpital~evelopmentAUlhority(ACH~r1~SeriesIDO]ABOnds 	$]25,T/5 

~'?~ Floating Rate Restructuring Certificates (FRRC~ 37.084 

~ Serles 2006 B Healih Fuilities Revenue Notes 18,650 

~a~, 5eries2006AHeal[hFacili[iesRevenueNOtes 1,811 

~ Highmark Notez Payable ID0,000 

Equipnrent Notcs 	 8.516 

~ Mortgage loan 	 3,0GG 

To[aIWPAX50ebt ---------------------------- 5896.]02~ 
__________________________________________' 

__ _. 	_. 	_ 	 r.l.,:~,:..:~~. 	...i 
Sourte'WPAH5201lUruutl~letlLinanrl:tl9awmenlz,wMcM1[anbeloundaF.Mtl, 	ahs.ot sltestlef I'J 	FY 	I. f. 
(IJ 	P¢~WCpHSNOces~oCOnsolltlate~iinandal5<atcmen~zlnWPAHS]OIIOnau4lteCFlnandol9a~rmen~s. 
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Key Historical WPAHS OperatingTrends 

Inpatient Discharges 
	 ~ 	

Acute Care Patient Days 

ioo,000 
	

soo,000 	 --- 
.~ 

FY]OOJ 	FY2008 	FY2009 	FY1030 	FY2011 	FV2012 

Historical Occupancy Rates 

0 

o _~-=-a ~ o 
FT200] 	FY20p8 	fY3009 	FY2010 	FV2011 	fY2013~~~ 

~~TCUte ~ ' ~ReFab ~HOSpIa 

FYZ00] 	FY]00S 	FY2CJJ 	FY201C 	R2W t 	FYID32 

Average Daily Census 

FY200) 	FY2006 	FY2009 	FY2010 	FY1011 	FY3013 

ti~(~GN ~~WPH ---PorbB ~NVH ~`~CGN 

Sau¢ 	 PAHS. 

(l) 	2012NotAVailable. 
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Summary of WPAHS Credit Ratings 

2/3/3011- Moody's duwngrades bontl 
rating on W PAHS' outstantling bonds ro 
B2 from 91 antl aHlrms its ncgaHVe 
outlook, citing acceleratlng volume 

MOODY~$ 	tledines, weater than eapec~e f 

INVESTORSSERVICE 	operatinyperfo~mance,andrisksand 
msts assaiated wiih the operational 
resnucturing 

31/22/2011- Moody's tlowngrades 
W VAHS' bond rating to Caat hom 02 
and afftrms Its negative outlook, citing 
[he severity of W PPHS financial staNs 
and lhe noNon that wiNw[ the 
finandal support o( Highmark 
~9aa2fstable~, W PANS would have heen 
forced [o restmcNre eadier In [he yeaq 
which may have resWteJ m a bond 
paymenl delaoll 

9/28J201d-Mood4 zplaces WPAHS' 
crai no~d ~ae~s ~~ee„e~~ew ro. 
posslble tlowngratle following 
nnouncementofterminanonof 

agrcemenl with Highmark 

~ili3/za~z-moodY:d w~e~~a~ 
W VAHS' hond racing from Caa1 m G; 
Outlook remains negative, rellecHng 
Me severify of W PNHS' linancial status 
a~a r~Mennood of., .~:v~~md~e o. 
bankmptryFling 

11/]5/Z011-SSPaffvms'B~hond 5/21/2012-5&vtlowngradesW~AHS' 9/36/2013-5&PplacesW4~H5"B-' 
ra~inyolWVAHS'pentlingapprovalof hondratingm'e'Irom'B ✓,cicing ra[ingonCreditWatchNegative 
HighmarklncTransaction;apositive tleleriorationinWPAHS'soverall 

STANDARD 
outlookislikelyonceNeparties linances 
receive all approvals antl the Pffihation 

q nOOpoc 
l➢ 1 	AJ 

AgreemenUSmnsummatedwi[h 
evidencetha~Highmark'ssvategies 
have resul~ed in impmvetl finances antl 
s[abilized volumeat WPAHS 

6/29/3011-FihhplacesWPAHS'b6-' 12/23/2011-FitcM1tlowngrades 10/25/2012-FitchdownP,rades 
bond5onkallnRWatchEVOlviny, WPAHSbondsto'Bifrom'BB-'wlthan WCAHS[o'CCCfrom'Br;reflecHng 
Indi~a[ing[hanheratlngmayberalsed, evolvingoutlook,ckingthesignificant thellkelihoodo~tlebtreshuRUring, 
IowerednraNrmed,~iting~he tleteriorationinoperatingpeNOrmanw mupletlwilhheigh[eneduncerlalnty r~~~~ 1 announcementolapocen~ial inllzcalzollandGrstqaarterof2U12, aboutthepruymssolWPAM9s 
acquisllion by Highmark Inc. primarily driven by a dmp in volume 

io::e: and nnnic~:n 
afflliation with Hiyhmark 

HaLings 

Source: 	Muudy's, 5&P, Fitch Ralings, and Factiva. 

12/6/]012- S&V Iowers W VAHS' oedi[ 
ratlngfrom'B-'to'CC', ciHngwe~k 
linancial condi[lon, likelihood of 
banMruptry/ msVOCturingand 
tle~eriaration of aHiliation with 
Highmark 

]/11/3013- Fitch downgrades W PAHS 
Gom'CCC co'C, ci[ing ihac a 
negatialetl tlebt restmcluring aOPears 
to be inevitable to forestall insolvency, 
given WPAHS'sfinancialdeterioration 
and tM1e failure of W PAHS and 
Nighmark ro romplere the proPOSed 
merger 
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Context of WPAHS Financial Projections 

Context Regarding WPAHS's Financial Projections 

~ Highmark engaged A&M in February of 2010 io mnduct a high-level zssessment of WPAHS (or "the System"~ 

~ In conjunction with this engagement, A&M developed a protorype turnaround plan for WPAHS, which induded financial projections 

• These projections were developed without sanctioned input from WPAHS as the projections were developed prior to the signing of the 

Affiliation Agreement 

~ A&M professionals were instituted as interim senior management in WPAHS November 2011 

~ Highmark later engaged an additional external accounting and consultingfirm in May of 2012 to assist in developing WPAHS financial projections 

that were reflective of evolving market mnditions and m replace the previously developed A&M projections 

~ Highmark had limited access to WPAHS in[erim senior management team for development of the projections filed wi[h the PID in July 2012 

~ Highmark issued updated financial projections in January 2013 (Highmark's "Base Case' projections) 

~ WPAHS has dedined requests from Blackstone to comment on Ihe reasonableness of Highmark's Base Case projections. Acmrdingly, WPAHS has 

expressed no opinion regarding the projections prepared hy Highmark 

2/10/2011: A&M 	 11/4/2011: A&M 	 5/4/2012: External firm 	7/1/2012: Highmark 	 1/16/2013: Highmark 
engaged hy Highmark 	 publishes WPAHS 	 engaged by Highmark 	 completed updated 	 mmpleted revised 
m conduct WPAHS 	 turnaround plan 	 m assist in preparation 	WPAHS financial 	 updated WPAHS 
assessment 	 ofWPAHSfinancial 	 projections 	 financialprojections 

projections 



Total Affiliation-Related WPAHS Debt 
($ in millionsJ 

~ei~ ~~- 	 _~ 	,...~ 

SO%of dnd FunCing ~ Loan ~ l0/31/201p 	 550.0 
3rC Funtling - Loan ~0/1]/201]) 	 50 0 
4thfunding ~LOan~A~Glose,onorbekre4/30R013) 	 ID0.0 
S~~FUntling-LOanllaterofCloseor4fl/2016) 	 ID0.0 

Total WYaHS Loans 	 53~0.0 

re~ae. orre~ n,.~mouo~s 
c.m~iwi o~.ia~s~s 5~ov.i 
vercentage of 6ontlholEers that TenJer ]6 )9~ 
~isrount N Naron lenoeretl Bontls II.5% 

Amoun~ Vald to ienCering Bontlholtlen 54)65 

vercentageofBOntlholEerschacEOnotTentler 333% 
Dlsc 	mtbPa~nnNOn-TendereAOOnds 

Amoum Paid m NomTendering Bandholden S1651 

n«ruetl In~eres[ PaiE to BondholCers 54~0 

iobl Amoun[ PaIA lo Bontlholden $616.4 

Tonl AflillatfomRebreA WvaHS oebt 59a6.a 

~~~ 
Q`~~ 	. 	 ~ 	, 	~ 	,, 	~~.,~~~~~: 
WPAHS Bond Tender Transaction 

~ The 5300 mlllion fn secured loans to W PAHS represent 50% of [he semnd funding 

commitments and 100%of the third, fourth and fifth funding commitments 

~$709.7 million of the principal value of the 2007A bonds remain an obligation of 

WPAHS 

• At issuance, WPAHS received $752.4 million in proceeds 

• The bonds bear an average mupon of 525%and require an average annual 

debt service of °$48 million 

~ Highmark will purchase the bonds at a discounted price of $0.875 per 51.00 for all 

band;tcndcred 

• Highmark estimates that "'80% of the outstanding bonds will be tendered and 

the bonds will be carried on Highmark's balance sheet at a value of $496 

million 

~ Highmark will borrow the funds necessaryto purchase the bonds 

• 	Highmark will pledge, as collateral for this loan, iu own cash, cash equivalents 

and marketa6le securities 

~ Highmark has agreed to defer interest and principal payments from WPAHS on the 

tendered bands through luly 2015 

WPAHS wiil be provided with covenant relief on the tendered securities 

~ HighmarkprojectsthatWPAHSwillmmpleteatax-ezempt6ondofferinginJuly 

2015 in order to 6uy back the honds from Highmark 

Sourm: Highmark and H2C. 
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Highmark Base Case Projected WPAHS Income Statement 

WPAHS Projection Approach 

~ The projections at right were based on 
historical WPAHS operational and financial 
results, managemenYs ongoing and planned 
ini[ia[ives, initiatives bcing undertaken 6y 
Highmark to improve financial performance 
and reflect the proposed [ender offer for the 
2007A bonds 

~ Revenue was forecasted based on inpatient, 
outpatient and professional fee net revenue 

• 	Inpa[ient net revenue was calalated as 
a product of forecazted inpatien[ 
discharges and net revenue per case on 
a facility-by~(acility 

• Outpatient net revenue was calculated 
as a produc[ of forecasted ouLpa[ien[ 
registrations and net revenue per wse 
on a facility-hy-facility basis 

~ Operating expenses were forecasted using 
an assumed amount of fixed cost and 
variable mst romprising each operating 
e*pense category 

Fixed costs were projected to increase 
based on es[imated inflation factors 

Variable msts were projected hased on 
a derivative of patient volume and 
increased 6y an estimated inflation 
facmr 

ionaeP~~r~e~ ae~en~e 	 I 	 I 

Ou[paden~ Nct Nevenue 

Pmfessional Fee Net Revenuc 
TotalNetVa[IentRevenue 	 $1,559 	$1,]5] 	$2,050 	$2,]]3 	$2,356 

a,o~m~~~ ro, ead oeb~s 
Olhe! OVelallnl: ReVPnUP 
Net Psseh Rcicasca (rom Festnctroru 

Tatal Nevenue antl Gains 
Salaries. Wages. antl Fringe 9ene0b 
Professional Fees & Purchasetl Services 
System W Ide Servlces 
Supplie5 & Dmgs 
General and Adminlslralrve 
Depreciation & Amorlization 
IncereztEepense 

0.eztmcmri~g 
Tolal Ope2ting Expense 

Impairment Loss 
Operaling Income f (LOSS~ 
~+) Depreciation & Amortieation 
(+~Interes[Eapense 

E81DA 

Investment Inmme 
Gdts R flonations 
Highmark Unreslric[ed Paymen[s 
Oh GI/L t er 	a n 	( oss) 

f910AMa~qin O.I% 0.8% 9.5% ll.9% II.B% 
Opemnng Mor9in (].0%) (1.2%f 1.9% 4J% 4.0% 
NeNnmmeMargin (6.3%f (15%) 3.6% 8.1% 4.8% 

9ad0ebtas%ofNefAOtientRevenue 5.5% 55% 5.5% 5.9% S.a% 
Salaries/9enefitsas%ofNe[PO[ientRev. 60.0% 56.6% 53.1% 69J% <3.1% 

$1,508 $1.]36 $2,015 $2.227 $2,309 

I51,657) (51,774) ($1,95]) (52,iZ31 ($Z.Z16) 

ia Se3 Siez Szes 5vi 

Sourre: Highmark flnandal projx[ions for W PAHS as of 1/16/]013. 
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Highmark Base Case Projected WPAHS Balance Sheet 

f[F~~ utci~ 	 ~~ ~c_'~i~iF~.4= 	 ` '~ 

~e„ 
Casb, CasF Equivalenl* and Sborl ienn Investmrn~z~~~ 

oue Im1 rrom aearin~d vi,i~d. 
Cmrem ~ebt Service Fun~ls 
Pe<eWables 

enmries 
Prepaid Ea Oe ~ sex & OtFer Current Asects 

Ta~l Currenc Ksets 
9oard Designaled Funtls 
ocFer nsse~x flesiucred As ~o Use 

°~ "IS Nesllidetl A5 [o Uae 
PY4, Ne[ 

Otl~PlASV?Iq NeI 

tlabllllies 6 Net Asse~s 
Acmun[s Yayable 
Ac<metl [y0e~ses 
Due ro prom~ AHlliales, Nel 

TM~I Nrrent Liabz (ersl <P's ol LT Oabs~ 
Long-ICrm ~ebl 
De~erretl Revenue 
Self Insuranre LiaLiGties 
narued Penzion Obli6ation 
OOmr Nonuumnt lUbililles 
ToblUablllllev $1,SC1 $1,605 $1,69B 51,629 51.629 

ToblNeUSSecs~Deflcll) I5~431 (S~6B) ($19]) ~516) 595 

Aaoun[sReuivoble(Dnys/ 328 1G5 1]J ZG.I Z6b 

AvemgePOymentGeriad(OaysJ 16.4 26.6 39.I Z8.9 Z4Z 

[ushianFatio~~~" 51x 5,4x 61x S.6x ]9x 

Cosh-[a~0e6t 10.]% 1F.A% 34A% A1.1% 51.1% 

oebFto-Cnpitolimtian 132.9% 132.1% 3319% 101.6% 91.5% 

Oe6Fto-ioml Hevenue 63.3% 63.5% 55.6% 06.6% 44.3% 

Sourcc: Hiqhmark pmjections for W PAHS as o! 1/16(2013. 
(1~ 	Indudes "ShortTerm Inwstmems," while "Cash and Cash Cquivalenls" on pages 68, ]0 antl 82 do nol indvde "ShortTerm Inveslmentt." 
(2~ 	"CUShionRalio"isdetinetlbyMOOdy'sas"lJnrestricredCashandlnvestmentsaza'MOfCStimaretlfuNrePeak~eb[Service:' 
(3) 	"Wture Peak Oebt Serv¢c" azsumed ro be equal m annwl debn service requlremencs per Highmark's projec[lons. 
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Highmark Base Case Impact on WPAHS' Credit Metrics 

Comparison of WPAHS to Moody's and 5&P Guidelines 

Ope.rating Margin 

Ezcess Margin 

Operating Cash Flow Margin / EBITDA Margin 

Bad Debt Expense as a%of Net Pa[ient Revenue 

Salaries & Benefits as a%of Net Patient Revenue 
Capi[al Expenditures as a% of ~epreciation & Amortization 

Cushion Ratiowllsi 

Long Term Debt to Total Capitalization 

De6[ to Total Revenue 
Maximum Annual Debt Service Coverage 

Days Cash on Hand 

.= Metric is worse than the lower of Moody's and 5&P's medians 

.= Metric is better than one or bolh of Moudy's and S&P's medians 

1.0% 2.5% I 	(7.0%) (2.2%) 2.9~ 4.7% 4.0% 

33% 3J% ; 	(63%) (1.5%) 3.6% 81% 4.8% 

7.5% 10.7% 0.2% 4.8% 9.5% 11.9% 11.890 

fi.l% 5.4% 5.5% 5.5% 5.5% 5.4% 5.4% 

NA 533% 60.0% 56.6% 521% 497% 49.1% 

90.0°L~ 1283%~ 126.9% 2045% 100.0% 100.0% 100.0% 

9.6x 14.1x i2x 5.4n 6.Sx 5.6x 79a 

51.4% 43.4% 132.9% 132.2% 1213% 101.6% 91.5% 

40.6% NA 633% 63.5% 55.6% 46.6% 443% 

3.1x 3.6x i 	0.3x 1.7x 3.2x 4.Sz 4.3K 

116.6 157.8 j 	81.6 76.4 85.7 86.2 991 

►  Note: WPAHS metrics are compared to the median metrics for Highmark's current ratings 

Sou~ce: Ilighmark p~o)ec[ion5lor WCAHSas ot 1/16/1013; MooJy's Neport on U.S. Not lor Vmft Hospitals, rluguz~ 30, 2011; and 5&P's Heport on LLS. Noo-(or-Pmfit Hcal[h Care 5ystems, Augus[ 2, ]011. 
(1~ 	Pe~ Mootly's Ileport on U.S, No4fo~-Pmlit Hospitals, Nuguzt 30, 2011. 
(2) 	PerS&P'zReportonLLS.NOOfor-PmIiIHealthCareSystems.AUgu5tL2033. 
(3~ 	Mootly'xznAS&PmedianracingsselectedlorcomparisonfoshowWPqHSdiscrepancyrelaliveloHighmark'xreditrating. 
(a) 	"CUShlon Ratio" Is de0ned hy Moady's as "Unrestdcted Cash and Investments as a%of Estimated fumre Peak Oeb[ Service" and is deflned bV 5&P as "Cash as a%ot Annual DebtService." 
(5) 	"W Wre Pcak Deb[ Service" assumed m be eqoal ro annual deb[ service requlrements per Ilighmark's pmjectlons for WGAHS. 	 I,. ,. ,„„ 



~ 
~~_ 	~~ 	, 	, 	~~~.-,~~~~~:~~ ~~ 	~ 	, 	~. 

Highmark Base Case Volume Projections for WPAHS 

O Physician Alignment: I-lipl~dnark projecG lo alfili:ilr 	
WPQH$ PfOJOCtBd VolurnE by CalegOry 

with approximately~incremental physicians by 

lune 30, 2015, each of whom is expected to generate 

anaverageof~lischargesperyear e.,:eu~~vd~me 

~_~'? EmployedPhysicianOut-of-SystemReterral aa~us~menvmncmai 

Practires: WPAHS allows its employed physicians to A~~~+~R.,s<~r~~~v~i,~~~~ 

admitpatien[s[onon-WPAHSfacilities.AsWPAHS' ~ ony:manNiqnmem 

operationssta6ilize,Highmarkprojectsallgned Emvior~arnys.omoisy.~c~~nerer~airr+ 

physicians [o increasc in-system referrals ~ vnyHra~a.gam:anoo 

QPhysicianOrganizatian:ThePOhired~~net) `~a Exviraeonoruvmcwov~ae.conrraao 

additional physicians since lune 30, 2012.7he number ~ 	"~•"`"'~°n„'k Prndoc05 

ofphysiciansisassumedtoremaimm~stant ~onimo~aa~eoe~rmneeoowanoo 

thereaker.Highmarkalsoprojec[sopportunityfor ~ 	urmc[avHOSprtaiOpeN~e 

imprwements in the volume of patients seen by ~' 	WeslVennHOSpi(alfteopeNng 

physicians Total WPANS Volume (VOSFVhysiclan Impetl) 

~d Expiration of UPMC Provider Contract: Projec[ions 

assume thc contract between Highmark and UPMC 

will expire on December 31, 2014. As a resWt, current 

Highmark members will no longer have in-ne[wo~k 

acwss to UPMC facilities and UPMC-employed 

physicians from lanuary 2015 onward, leading to an 

increase in WPAHS utilization 

Somw: Highmark pmlections for W VM1HSas af 1/16/2013. 

61,486 	 56,690 ~ 56.6Y4 	 56,644 	 56,600 Sfi,604 Sfi,6E4 

61,086 5),455I 58.918 68,0)d 	80,39] 88,30C 99,62E 	100.0% 
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Highmark Base Case Volume Projections for WPAHS (conYd.) 

' n k v d t~ H~ h k h 	e d 	WPAHS Projec[ed Volume by Category QNew Hig mar 	ro uc s. 	ig mar 	as crea e new 

products in an effor[ to reduce healthcare msts borne 

6y its members. Thc Highmark Accountable Care 

Organization ("ACO") and Community 81ue Vroducts ea:eu~evd~me 

W 2f2 ~dOflCfl2d IO 2012 Atl~us[ment to A[lual 

I~Nlmpactand~ecliningPOpulation:lfthepraposed a~-.~.~e.,:Pu,~~vow~~e 

Affiliation is appraved, WPAHS and Highmark intend ~ 	Pny:m~anaiqnmem 

m streng[hen initia[ives to integrate the delivery of ~ 	Emn i ovea rn~:. o~wi-sr:remapie..,i r.a 

care. As a result, Highmark projects that there will be ~ 	rn~~~~,,n o.ea~aanon 

a reduction in inpatient admissions based on ~ 	Exoiranon of uemc Proweerconvaa 

improved s[andards of practire. Further, Highmark ~ ~ew~~a~,m+«P~~a~~i: 

projects a small decline in the market population iorv impanaodoecr~me vou~iaoro~~ 

OUPMC East Haspital Opening:On July 2, 2012, UPMC ~ ucmc ea:~ No:u~eaiope~~~e 

opened a new acute care hospital in dose proximity to ~ we,~ ve~,~~no:u~iai x~~e~~~,e 

WPAHS' Forbes Regional Hospi[al, a member of the Tota1 WPAHS Volume (Pasl-Phyzl~ian Impa<I~ 

W PAHS system 

Q West Penn Hospital fleapening: In February of 2012, 

West Penn Hospital reopened its Emergency 

Departmen[ and pWns ro reopen i[s Cardiology 

services in 2013. Highmark forecasts that W PMs 

volume levels will retum to historical levels by~ 

L1,E8G 56,649~ Sfi.G9A Sfi,G44 	SG,W4 SL,644 56,G44 

61~486 	56~6AC I 55,611 	56~64~ 	Sb~F10 	56,ti~G 	56,6~9 

61,986 5J,055 ~ 58928 6B,2J0 80,39) 88,304 89,620 	]00.0% 

Source: HighmarkprojecHOns (o~ WPAHSasof 1/16/2013. 
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Highmark Base Case WPAHS Volume Prajection Vulnerabilities 

Volume Vulnere6ilities byCategory 	 WPAHS Projected Volume by Category 
Physl<lan AlignmenC The mst of achieving aliKnment witli d"" 	 -"~~-'-~--~~=`~ I ~~~.~`ieAA~IlMOtiEa~ 

physicians may be greater than anticipaced, and the num6er o( 
aasellne volume 

discharges Qenerated bY each newly-employed physician may 
.4djustmen[ to 0.cNal 

be less than anticipa[ed 

!~j  Employed Physician Ou4of-System Referral Practices: Revised easeline Volume 

MechaniSmsFOralteringreferralpattemsofWPANS-aligned Q Physician0.lignment 

phy5icianslackzpGCilici[yandmaybehinderedbV~Wturol ~ 	EmployetlPhys.0ul-of-SystemPeferral 

resistance within WPAHS 
Q 	VhysicianOrganl:ation 

QPhysidan OrganizaHOn: Plans for physician productivity 
~ ~Pira[ionotUPMCProviderCOnhatt 

imp~ovemenlinitia[iv2slackspe[ifcityandmayenmunt2~ 

mlturalresis[ancewithinWPAHS ~ NcwHfghinarkProducn 

~ Expiration o( UPMC Provider [onttact: Highmark plans ro ~ 	i0rv impaa ane Deci~ning aouuia6on 

mn[inueseekingamnlrac[extensionwi[hUPMCbeyond2014. Q UPMCEastHOSpitalOpcning 
which may resul[ in marerially reduced volumes at WPAHS 

Q Wes[PennHOSpi[alReopening 
QNew Highmark Products: Community Blue and ACO 

	

61,486 SG,fi491 5G,644 	56,644 	56,W4 	56,644 	56,644 

	

61,486 56,6C4I 55,611 	56,664 	56,64n 	56,644 	56,64a 

partinpation may fall below p~ojec[ions, Community Blue was 	
Total WPAHS Volume ~POSbGhysiclan Impact~ 	61,686 5'/,955 ~ 58,926 66,2)< 6U,29) 88.304 89,fi2C 

previously marketeA by Highmark withou[ fawrable results 

IDN Impact and ~edining Population: The impact of tledining 	 In addition to the vuinerahilities noted at lefq the following should also be cansidered: 

population in the Weslem Pennsylvania region and [he success 	 ~ Pmviders acrossthe Westem Nennsylvama region have noted dedines in discharge volomes in 

o(Highmark'splanstoshiftcaretolawercostoutpatien[ 	 Iate2012andearly2013attributedroapotentiallysuztainedshiftfromadmissionsroobservatlon 

se[tings may 6e greater than Highniark anticipates 	 cases 

OUPMC East Hospital Opening: Limited dala enis[s upon whid~ 	 ~ CWtural barriers to changes in physician behavior may 6e encountered al WPAHS, parliculady 

ro gauge the impact Gom che opening of uPM[ [as[ 	 given [haz the system has hlsmriwlly 6een vlewed as having restrictions on re(erral practices 

QWestPennHOSpitalReopening:lncreaseddischargesfrom 	 ~ WPAHSmarke[shareceded[ommpetirorsmay6ediffi<Wtroregain,particuladyinlightof 

WPH may be uncertain given the numerous changes to service 	 potential tlynamic respanseslrom mmpetitors 

levels a[thefaci l ityinrecentyean 	 ~~'~"~~~.~'"°'~ 	°j 

Swrce: HleM1mark oroietlions kr WPANS as of 1/SG/3~13. 
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Ms. Guerin-CalverYs View of Highmark Base Case WPAHS Volume Assumptions 

"Wlth reb~rd lo voluinc pro]_~~Ciuns and mstsoving;, [hc success of Highmark"s affilla[Ion vnth WPAHS dcU~~~ds c~itically on Ihe abilitY ~I [h~e IUN to 

attract large numbers of inpatients away from UPMC to WPAHS. I have reviewed the foundation and bases for the shifting of inpatient volume to 

WPAHS projected by Grant Thornton, with key inputs provided by Highmark. I find [here is a great deal of uncertainty underlying many of [he key 

assumptions supporting these projections and some appear to be unreasonable or lacking in aedibility given market mnditions. I poin[ these out here 

because they materialty affect the overall assessment: 

A critical fa~tor in the IDN's success is the ahility to devclop incentive-based mechanisms that align physicians, hospitals, and the insurer to provide 

more efficient care locations for treating patients, and to guide patients to make better healthcare choices. Highmark has provided details of its 

Community Blue product (a limi[ed network) that it markets as a lower cost plan to consumers. In my view, Highmark's Communiry Blue and ACA 

produds have characteristics necessary to appeal to consumers. Whether mnsumers will switch in large numbers to adopt these more attractively 

priced, but narrower-choice products remains to he seen, and therefore, remain a source of great uncertainty in Highmark achieving its IDN 

savings. 

Highmark and its consultant, Grant Thomton, do not inmrporate any dynamic response by competing hospitals to the projected loss of volume 

likely a[ [heir respec[ive hospitals from UPE's IDN/WPAHS stretegy. This materially affects the robustness and credi6ility of the WPAHS volume and 

financial projections. The projections also assume that any Highmark contrect with UPMC would not include any prohi6itions or limitations on 

~onsumer choice initiatives, such as anti-tiering and anti-steering provisions. Thls assumption is the driving force behind attaining incremental 

discharges as in the Without t1PMC Affiliation scenario. 

• If UPMC is outrof-network, Highmark assumes that 90% of utilization of UPMC by Highmark's remaining enrollees will shik to WPAHS or other 

hospitals in cer[ain of its IDN initiatives, and on the whole, abouta% across all initiatives. Should I-lighmark fall short in achieving these 

projections, this would represent an overstatement of cost savings such as Highmark's oncology shiFt and utilization shik IDN savings from UPMC 

out-of-network." 

Given the vulnerabilities listed on the previous page and the vulnerabilities noted by Ms. Guerin—Cal~ert of Compass Lexecon above, with which 
Blackstone concurs, the PID requested that Highmark run a scenario, referred to herein as the "DOwnside Case;'to reflect a 50% decrease in 
projected incremental patient volume ai WPAHS. 	 .,,. ..~ ,.,, 	, 

Source', Cconomlc Analysis of H~9hmark's Af/ilialmn wilh WPAHS ond Implemenmfion of nn Inregroted Healrhmre ~eflvery 5ystem, Margaret C. Guerin-CaWer[, April B, 2013. 
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WPAHS Dawnside Case Projections 

Key Assumptions of the WPAHS Downside Case, as 
Requested by Blackstone and Prepared by Highmark 

~ Highmark'sprovidercontractwithUPMCiseztended, 
which causes the projected increase in volume associared 
with the expiration of Highmark's UPMC provider 
contract to be removed 

~ The projected dedine in patient volumes at Porbes is fully 
retained 

►  Projected increases in patient volumes related to all 
other initiatives are reduced by 50% 

►  No refinancing of Highmark's WPAHS bond holdings in 
2015 

~ Debt service coverage remains below 3.Ox, resulting in 
cancellation of interest to Highmark on its loans to 
WPAHS 

~ Days cash on hand falls below 35 during FY2017, 
necessitating additional funding from Highmark in the 
amountof $38.6 million 

Note: The Downside Case projections do not reflect any 
actions or response that WPAHS management would take 
to mitigate the reduced incremental patient volumes in the 
theoretical scenario in which these specific volume levels 
are achieved 

Source: Highmark finan~ial pmjections for W PAHS az of 3/)/2013. 

WPAHS Downside Case ($ in miUionsJ 
i T"-~.o"'..,i-,-"S--~_- . . ~~:~iL~1~Js ~U~..ic.~ ^c:.•.~:... ~.3L'I 

Tatal Ne~ Valient Nevenue $1,533 y $1,634 ~$1~T/3 $1,SJ0 $1,929 
Grovl:lon rnr 5an Denrs 
OIhPr Op?ra~ing ftevenue 
NecASSeL•  Peleasttl trom Resttictions 

Total Revenue antl Gains $1,42 $1,620 $1,]53 $1,8C8 $1.905 

TotalOperatingEwpense [$1,645) ($1,]IB) ($1,829~ (51,922~ (52,002~ 
ou~..,r~ R  m~o~,~ / uo:g 

(ti1 ocPmciauan & Amoetizanon 
(t~ Intcrest Expcnsc 
eeion ISiol Sza Ssa S~a S~a 

OcherCurrencASSets 

Msets Restricted As m Use 

PPE 

iooy-r~~m neni 	 I 
n<crued venson Obligarion 
O~her NomCunenc Llabilities 

Total Liabilities 	 Si,s3e 	#,sas 	Si,a~i 	Si,~oz 	S~,nz 

TotalNe[FSSets~Defldtl 	 ($256) 	~$343) 	~$CO]~ 	($GJ1~ 	($559~ 

EBI~AMOrgin (OJ%J 1.4% 39% d.0% 3.H% 
OperatingMvrgin (8.1%) (6.1%f (43%f (9.0%J (5.]%) 
NetlnmmeMargin (l3%f (5.4%J (3J%f (3,5%f (9.6%) 
I3adDehtos9EOjNetFatien[flevenue 5.5% 5.5% 5.4% 5.4% 5.4% 
Salanes/Bene)~nos%oJNe[FaflentRev. 60]% 59.I% 56J95 55.4% 50.9% 
Cash-m~~ebt 19.0% 203% 16.1% 12.2% 9.5% 
Oe6bto-COpimlim~ion 135A% 145.1% 15].0% I101% 18G.5% 
oebbro-TOmlRevenue 6a3% 68.1% 6a.o% 6L9% 63.2% 
pay<CashanHOnd 80 !d 51 AT 36 
OebtServireCaverage O.Ox O.bx l.lx 13r 

,d,,...,.~i~ 
1.4s 

n~. 
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WPAHS Downside Case vs. Base Case 

WPAHS Income Statement: 8ase Case vs. Downside 

($ in milfionsJ 

To[alRevenueandGalns 51.5<8 51.~36 51.015 5].12J 52.309 59,835 
TotalOpera~inyfxpense (1,65]) (1,9>0~ ~1,95)) (3,333~ ~2,316~ ~9,]3)~ 
OOentinginmme/~LOSS) (5109) (538~ 558 5106 593 5108 

[e1~A 53 SB3 519E $l65 52J1 SBSC 

Netlnrome (59)1 1536) 5]2 5181 5111 52A1 

Merno: 
To[alVOlume 58,928 68,2)0 80.29J 88.300 89,62i NA 

TolalRevenueandGains $1,533 $1,fi20 $1.)53 51,948 $1,905 $6,648 
To[al00eraSingExpense (t605) ~1.918) ~1.829) ~1,921) 1?001~ ~9,SSSj 
Operalinglnmme/~Loxs) ISiJi) I$98) ~S~fi) (9<I 159~J ($46]~ 

EeI~P 	 (S~a~ 	5~3 	556 	514 	5)3 	 >ill 

Netlncome 	 I$111f 	~59]) 	~565) 	(Sfi4) 	($BJ) 	(5913~ 
Memo: 
ToGI Volume 

TolalPevenueandGalne (526) (511fi) ~5263) ~5380] [SG03~ (51,188) 
TotalOperatingfapense 12 56 129 da2 ]ib 61] 

IOp~ralingl~mma~L_ssr__ (S10r~ ~Sfifl) ~~5139) _~S1>8] _IS~~I ____(55)b~l 

E91~q  ($13) ~560) ~51341 151901 151937 ($59~) 

Netlncome (514) ~561) ~5336) ~51457 ~51987 (5654) 

Mem°: 
Lotal_olume_ _ _ _ _ 

WPAHS Balance Sheet: Base Case vs. Dawnside 

($ in millionsJ 

Cash & Cash Equivalents $295 $296 $385 $92fi $524 
TotalAsse[s 3,298 1,376 1,502 1,613 1,719 

Long-term Debt 5979 $1,103 $1,121 $1,037 51,023 

Accmed Pension Obligation 252 216 216 216 216 
Tocal Liabilities 1,541 1,695 1,698 1,628 1,624 
To[al Ne[ASSets~Oefid[~ (243) (268) (19]) (16) 95 

Cash&CashEquivalents 
~ 

$284 
~ 	 . 

5226 
~ 

5181 
~ 	 . 

5139 
1 

5115 
TotalASSets 1,292 1,292 1,263 1,231 1,213 

Lang-term ~ebt 5980 51,303 $1,121 51,143 $1,204 

Accrued Gension Obligation 252 215 215 215 215 
Total Liabilities 1,538 1,635 1,6]3 1,702 1,]]2 
Total Net Asse[s (OCfici[j (256) (343) (40]) (4]l) (559) 

casnacasneyurvaie~cs 	__ 
L ---------  

(5111 _ (5?zl (SZOa) 
---- 

_ISZS~I ISaosl 
----~ TotalAssets ~16~ (84) (239) (382) (506) 

long4erm ~ebt $0 ~$0) $0 $106 5182 

Accmctl Pcn;ion Obligation (0~ (1) (1) (1) ~1) 
Total Liabili[ies (3~ (10) (28) ~3 14~ 
TotalNetAUets~~efcit] (13] ~74) (Zii) ~455) (654~ 

Sovrw: Highmark tinancial projeations for WPAHS as ol ]/]6/2~13 and 3/)/2~33. 



Inpatient ~ischarges 

~i~ 
~~. 	~~ ~~ u~~: ~~,..,,..~,~.~ 	, 	, ~,,,, 	,, 

WPAHS Downside Case vs. Base Case (conYd.) 

Operating Marginli~ 

~o.ow 

n.~x 
s.o% 	

3.9M 

(11%] 

(5.0%) 	
(9.0^:.) (51°..~1 

2009A 2008A 2009A 2010A 2011A 2012~ 3013E 2016E 3015E 2016E 201)E 

~~Rnual ~~OaseCau ~~~ownside[ase 

Total Net Patient Revenue 
($ in mi(lions) 

Sz,soo 	 z, „~ 

S~.oao 	 -- 
S~, 

$1,9J0 

	

$1.500 	 $1,552 	 ~ :o~•~ 
Si?sz 	Sv,ssa 5i,soa 	Si,s3z 	 (riao~ 

51.4]ft 	 $11)5 

	

$1,000 	 (5200) 

200~A 30a8A 2009A ]010A 3011A 3012` 1013E 2010E 2015[ 2016E 2011E 	 200]A 2008A 3009A 2010A 2031A 2012' 2013E 2019E 2015E 3416E 201~E 

+~P[~ual ~~Base6se ~~UOwr¢itle[aze 	 ti~pclual ~PONaIw/oHigFinarF~~~~1~0aseGSC ti~DOwnsiCeCase 

5numrv. WGAMS 3 W/- L(Il l ~utlAetl iinan[ial SWIemm15; W PAHS 3033 UnauEiletl [~nanoal Sla[emenLL~. Hlghma~k (inan[lal pmle¢lons as o11pG/3013 ana 3/l/2013. 
'Pe~WPqNS 30~3llnautlllN Financia~Slatemenla, w~icM1 can beloucJ aL M1[to:/lwww.woaM15nmI5Ae5/Jt~aulV p les/lile/FY3012 annual.o0f. 

~l) 	Hlsvorlr.aloveq~Ingmarglnsarecal~ulateAusing'TotalRe.omcandGni~fnc~of"ProvisonlorRaJ~ebK'inorelertomnformwi~h~MpreentafonolHlghmark's3013-IDI]vrajeRetlaOeiating 

Ma~gins. 
(3) 	Operallnp,lnmmeuwtl(orOperali~MSym[al[ulalmneatluJeslmpaim¢nlLOUOI$)1millionln1010. 	 ~..n...,.. 	i„ 
~3) 	Nemoves[~eellea[o1HigM1mark'sunrciblc~etlgran6[oWPAH5M550mIllionln3011Aantl558mIIlqninID32'DaeSnotatlrystlorHigl~mak'S2U11Aa0vanceo($ISmillionloWPAXS,sm[eilwasnot 

acmunleJ lor as revrnue lo W it~HS. 

(10.0%) 	 ('1.G>.~ (B.lY~ 

200]A 2008A 2009A 2010~~~2011A ]012' 2013E 2014E 2015E 2016E 20llE 

~—Aclual ~~BaseGVe ~~—~awnsidebzc 

Net Income 

($ in millionsJ 

5~~ 

Sioo 

IS;G) I5111) l58)1 	 158]) 

i 
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WPAHS Downside Case vs. Base Case (cont'd.) 

Cash and Cash Equivalents 
/5 in millronsJ 

5600.0 5523J 

$026.~ 
$385.2 

$4~.0 $295.2 $]95.6 

$1GeJ 	5160.6 
5193.8 

$283.8 $200 0 
5221.9 

s~en.x 
SB9.6 Si3v.x 	~ ~ 

($39.E1 

ISZaa.a~ 

ID10A 	2031A 3012 •  2013E 2019E 	IO15E 3016E 	]011E 

—~ilemel ~4~uelw/oul6hmed=I ~I~M~eCne ~M~OawmiJe[me 

Total Debt 
(S in millionsJ 

$1,300.0 
S1,20.~3 

53,1031 	
3~ an a 

Si,tn3.a 	~( 
C/ 

$1,100A ~ — ~ 	- - -- — 	 ~ 

59]9.5 ],103.1 	$1,123.4 

5994.) 51,03J.2 	51,022.6 
Sy~ ,O $9J9.5. 

5812.9 	500Z2 

Days Cash on Hand~i~ 

120 gg 

86 Bfi 	y 82 

,fi 80 ~~ ~• fi2 62 ~~ 

~ JO — 
'~ ns 

~` 36 

~yo~ 

2010A 	ID11A 	201]' 	2013E 	1010E 	3015E 	2016E 	1011E 

PI 
~~nu W al —FMwal w/a Hiphimrk ~M~lau Gse ~~~ownslES Use 

Debt Service Coverage 

s.o, 	 — — -- ~ 	 45M ~ ~ 	o~3x 

o.~. 	o.ox 

$]00.0 	 NM 

2030A 	2011A 	2~12 • 	2013E 	]OSEE 	2015F 	201fiE 	201)E 	 2030A 	2013A 	3012' 	1013E 	3010E 	2015E 	]O16E 	2a1]E 

—r~PClwl HrBafUSP ~~DawnsideWSe 	 ~~>tlual~AC[ualw/oHlgM1mark3~M~BaseGSe~~DOwnsideGSe 

so~~ce, wvnHS aw~ -zoii n~auea vinanctm snaremena; wr qxs zoi x u~amuea F~a~~~i sia~~m~,~n; H~s~~n~an rnanc~ai om i en~ons as o~ i/is/zma and np/zoin. 
• ve~wrnHSrmzu~~~aa~aFina~~~~aivaiemems.wn~~ancaneefou~d+enim~./i~.^.~w.woans.orGZaes qe p, ~mnde:/me i~ rzo ~ :  ~~~~~ion~, 
~l~ 	TotalCashRVallablelarWys<asM1OnHantlCniaeac.+nmcwdesCas~antlCasM1Equivalenis.SM1artierminvesimenu,BaartlD¢sigw~¢tlFUntlsanJanyqtlOitionalFUntlingqepuiremems 
~]~ 	Removesl~emmulalivee(h<IO111igM1med'iwreiVi~Rtl gran6an0 1 oxnsbWPAHSO I $]S rnllllon ~yNllnand $233m i llionbyIDld ' . 	 Itlu~'.,.,.. 	~" 
~3~ 	Removes~M1eellectolH~pFina~k'sunresiric~edgranesmWPAHSOI$Spmilllonin3D11Aantl556mIIIlonlnd43E'.Ooesno~adl~stforHigFmnrk's]011AadvunceoiRSmllfnntoWV~HS,slncei~wasno~ 

aamunmd br as rev¢nue io WPAHS. 
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Potential Highmark Downside Contingency Actions for WPAHS 

Hi ; l~marl:m.aiihcn~~.r;>U 	,e.~~~u.otPiat~a _r saSO. i,.~r.~_lioni~'°_;rowiho(dlsd~d~gesdtWP~F.Sishi~;hlyunlikely,uulint'iE~event 

of such zn outmrne, Highmarkhas descri6ea the follow~ng con[ingency actlons that wuld be enaCted at WPAHS: 

• Efficiency improvements and revenue opportunities, which Highmark estimates can improve E81DA by an estimated ^~million per year 
(less than~Yo of WPAHS' operating expenses) 

• Right-size the cost structure of Physician Organization 	 which Highmark helieves 
can save approximately0million per year, net of lost revenue 

• Defer or reduce capital ex enditures; Highmark anticipates that management could conserve an estimated $~nillion and $~million of 
CapEx in ~ and ~, respectively 

• Reduce / eliminate unfunded research that wrrently rosts `S~nillion per year 

• Sell nan-core assets [hat are associated with, but not critical to, WPAHS' hospital operations 

0 for estimated proceeds ranging from ~mlllion 

• Restructure compensation and benefits 

• Outsource selected departments, 
toimprovefinancialperformancebVanestimated$ -5 millionperyear 

~ If the above mntingenry ac[ions were insufficient to turn around an ailing WPAHS, Highmark muld elect to increase its reimbursement retes to 
WPAHS; Highmark estimates that it muld increase reimbursement rates to WPAHS by up to $~million annually, beginning in ~ which may 
partially be passed through to Highmark policyholders 

Source: HiRhmark as of 3/]/2013. 
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WPAHS Downside Case Impact on Highmark 

~ Highmarkestimatesthefollowingimpacttoits(inancialprojections 
resulting from a WPAHS Downside Case scenario mmpared [o the 
Transaction / "UPMC-Out" Case 

• Revenue: Beginning in 2014, revenue improves as a result of 
increased enrollment and a reversion of the health margins to 
the historiwl norm asso~iated with stabiliry in [he insurance and 
provider markets. This impact is more pronounced in 2015 when 
UPMC would have been out-of-network in [he Base Case 

• Operating Expense: Similar to revenue, operating expenses are 
higher as a resWt of increased enrollment partially offset by the 
ability to leverage fixed costs 

• Cash and Investments: Cash and Investments are lower in the 
WPAHS Downside scenario in 2014 driven by the write-down of 
WPAHS investments ($193m); in 2015 and 2016, Cash and 
Investments are higher driven by Highmark continuing to secure 
financing to hold the WPAHS bonds beyond July 1, 2015 

• Debt: ~ebt is $600 million higher in the WPAHS Downside 
senario ds Highmark would need [o continuc to securc 
financing m mntinue holding the WPAHS bonds beyond luly 1, 
2015, which is the base case assumption 

• Reserves: Reserves are lower in the WPAHS Downside scenario 
in 2014 and 2015, driven by [he write-down of WPAHS 
investmen[s ($193m] partially offset by [he improvement in 
operating results when UPMC remains in-network. 8y 2016, the 
improvement in opereting results offsets [he write-o(f af 
WPAHS investments 

Source: Highmark Ilnancial projections as of 3/1/]013. 
~1) 	Nel ol Chanqe in Premium Oeli[iency ReSPnes 

Highmark Projections in WPAHS Base Case (t1PMC Out~of-Network Post 2015) 

ICGfc./.a 1..:-.__.-.;'=~~'.~~c~L- ' "~1~ _. 	_._:. •:v ,LL ~. _"1 -_'~~ 
nmroe 5[arement 

Total Opeahng Pevenue "~ $14,R6] 515,6I4 $16,663 516,563 $1~,539 
total Operating E[pense (14,a05) (15,30of ~16,233~ (16,136) (ll,o44) 

Operatinglnrome $462 $314 $430 $427 $993 

Netlnceme 5613 5306 5334 5336 $390 

Balance Sheet 
Cashandlnvestments 56,854 5].22G 5?ASB 5],]5] 5],G59 
~eb[ 1.118 1,322 1,]Sa 599 599 

Reserves 5,444 5,446 5,]63 6,090 6.469 

FeC 

Highmark Projections in WPAHS Downside Case (UPMC In-Network Post 2015J 

Income s[atemen[ 

IotalUpera[ingRevenue~'~ 514,865 515,61d 516,833 517,9]G 518,]36 
lotalOperadng Eapense ~1A,~05) (15,300~ ~16,395) (1],389) (18,103) 

Operatinglncome $660 $334 $40B $583 $633 

Netlncame $413 $306 $E23 $493 $486 

8alance Sheet 
Cashandlnvestments 56.BS6 5],226 $],364 5~,6]6 SSA51 
Debt 1.116 1,322 1,254 1,199 1,199 

Reserves 5,444 5,444 5,651 6,085 6,555 

R6C 

Downside Case (UPMC-In) ~s. Base Case (UPMC-Outj: Surplus /(oeticit~ 

Income Stacement 
TatalOperatingRevenue ($2) - 5171 51,907 51199 
ioLalOG~ratingExpense (152) (1,253) (1059) 

Opera[inglncome ($2) - $19 $155 $140 

Netlnrome - - ~5113~ $1a9 $96 

8alance Sheet 
Cazhandlnvestments - - ~595~ 5624 5792 
oeb~ - - - soa saa 

Reserves - - 1313~ I5) 91 

RBC 
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WPAHS Downside Impact on Highmark's Credit Profile 

Highmark's Credit Profile in "Transadion" Base Case 
($ in millions) 

Goodwill and Intangible Assels as a% 

ofEquiry"' 25%35% 35%-50"6 50%-8D% 16.6% 15.4% 14.5% 13.6% 128% 

EBITDA Margin (3 year weighted 

average~ 13 ~~°~ 8%-5% 5%-3% 3%Q% 3J% 39% 3.3% 3.7% 3.4% 

Adjusted De6t fo Capital~'~ 30%-40% 40%-50% 50%-65% 17.OYo 19.5% 17.9% 9.0% 8.5% 

Adjusted Oebt to EeITDA"~ I.Ox-l.Sx 1.Sx-2.Sx 2.Sa-35x 2.Ox 3.1z 23x l.lx 1.Ox 

Highmark's Credit Profile in WPAHS Downside 
(5 ~n millionsJ 

Goodwill and Intangible Asse[s as a% 

of Equity`'~ 
EBITOA Margin (3 year weigh[ed 

average)"~~a~ 

Adjus[ed Debt m W pital~s~ 

Adjusted ~ebt to EBITOA~e~ 

25%-35% 35%-50% 50%-SO% 

S%-5%n 	5%-3% 	3%-1% 

30%-40% 40%-50%a 50%-65% 

1.Oz-1.Sx 	1.Sx-2.5~ 	2.Sx-3.Sx 

16.6% 15.4% 14J% 13.6% 12.6% 

3.7% 33% 3.4Yo 3.5% 3.9% 

17.0% 19.5% 18.2% 16.5% 15.5°ti 

2.Ox 3.1x 2.2x IJx 1.6x 

~l] 	Per Maody's Rating Me[hodology for U.S. Health Insurance Comyauics, May 2011. 
~2~ 	PorHighmark,<almla[edaz(GOOdwlllantlOtherintengibles,Ne[f/~GAAPiotalReserves),perd011GAAPBalance5heet. 
~3~ 	ForHighmark,caln~lareAas3-yearaverageC6lTDAmarginper2009-2011GPAPAuditfteporls. 
~a) 	AssumeslJepreci,tion&Amortizationmbe0l2%oltotalOperatingRevenuein2012E-2016E,cwsiztentwilhlheaveragera[ioFor2010A-2011A. 
~5~ 	PorHighmark,calculaledasDeb~/~OehtpluzGAAPTOIaIResenes~. 

~6) 	PorHighmark,~alcula~edasDebl/EBITpAperIDI1GAAGAUdItPeport. 
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Summary Conclusions~'~: Highmark's Financial Stability 

~ Highmark considers the total amount of capital commitments associated with its IDN Plan to be $1.0 billion. An all-inclusive calwlatfon would value 
[he total amount of capital commitments to he $1.8 blllion, with the potential for up to 52.4 billion when accounting for WPAHS' unfunded 
pension liabilities and other unsecured liabilities 

~ Of the 51.8 billion in total IDN capital commitments, approximately SL2 6illion has been, or will have been, funded regardless of the PID's decision 
with respect to the Form A, resulting in $646 million of capital wmmitments that are mntingent upon the Transaction's approval 

~ Taken as a whole, Highmark's $1.8 billion of IDN capital commitments will result in a material change in Highmark's financial profile as a significant 
portion of Highmark's current balance of net liquid assets will 6e converted into illiquid, highly concentrated and, in the case of W PAHS, high-risk 
investments 

~ With respect to Highmark's projections for WPAHS, we note the following: 

• Highmark's Base Case projections for WPAHS appear to he optimistic given the financial, rnputational and cultural challenges facing WPAHS, 
the ongoing regiona~ decline in demand for inpatient services and the potential for a significant competi[ive response from UPMC and other 
area providers 

• Highmark's Downside Case projections appear reasonable as a potential outcome for patient volumes and financial performanre at WPAHS 
and indicate that Highmark's investments into WPAHS face substantial doubt as to the likelihood of full recovery 

Continued on Next Page 
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Summary Conclusions ! '~: Highmark's Financial Stability (conYd.) 

~ Taken as a whole, Highmark's I~N strategy will malerially decrease its liquidity and will reduce the quality of its investment portfolio 

• 	Analysis of Highmark's projected financial position under ordinary circumstances (i.e. moderate growth and maintenance of historical 
operating margin levels for its insurance frenchise) indicate thatthe Transaction on its own is not likelytojeopardize Highmark'sfinancial 
sta6ility 

• R remains possible, however, that when ~ombined with possible adverse operational and financial mnditions caused 6y unforeseen external 
circumstances, the Transaction could materially lessen Highmark's financial flexibility and capacity to respond to such circumstances 

• Given [he uncertain nature of potential changes to (a) thc overall economy, (6) investment portfolio performance, (c) adions taken by 
strategic ~ompetifors and (d) the state and federal regulatory environment, induding implementation of the Afforda6le Care Act, we cannot 
condude that Highmark's total IDN capital commitments will not, in the long term, pofentiallyjeopardize the financial stability of Highmark, 
absent the imposition of certain safeguards 

►  Given the a6ove, the PID may wish to consider the following types of conditions related to Highmark's financial stability: 

Conditions requiring a remediation plan For WPAHS if the hospital system's financial performance is not turned around by a specified date 

Conditions limiting distributions from Highmark m UPE based upon certain thresholds, which may indude RBC, uedit retings or other 
triggering metrics 

Conditions limiting the amount of capital that may be expended by Highmark in the form of unrestricted grants to 501(c)3 organizations 

Conditions Iimiting the amount of capital that Highmark may rommit in the context of an acquisition, affiliation, asset purchase or other 
business ailiance to entities whose primary 6usiness is not health insurance and/or which would not be structured as a subsidiary of Highmark, 
without providing the PI~ with consent and/or notification subject m specified standards of review 
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Nwemher J, 2011, az amended. This report will not be mmylele anlil Ihe uublic has had appmpriate opportu q lry to review, anA Blazkstnne rezrrvez the right as may hr rrquir?d In ib 
judgmentroamendand/orsupplementthisreportbaseduponadditlonalornewinforma[ion[halmaybepmvidedtluringthepubliccommenlperiotlorlhereaf[erorinresponseto 	itl.~l..i~,n. 	n 

mmments by the Ayplicanlr, the publlc or PIO officials. 





~ 
,~. 	~~,~~~~. 	,~ 	,. 	~.. ~~~:_,.. ~~~ 	~ 	~ 
Summary of Risks and Analyses: Cost vs. Benefits to Policyholders 

Potential Concerns Noted: 

Value of Assets Received hy Highmark in Exchange 
for IDN Investments and Expenditures 

i. The tangible value of financial assets received 
by Highmark may be significantly less than the 
$1.8 billion of capital Highmark has committed 
to [he IDN Plan, primarily due to the speculative 
nature of investments made into WPAHS 

Potential Policyholder Benefits 

1. Savings realized by Highmark and its 
policyholders in the mst of care generated by 
the planned WPAHS and IDN investments are 
based upon plans that have limited precedent 
and may 6e less effective and/or more 
expensive than Highmark anticipates 

IDN spending may generate "franchise" 
benefits to Highmark in the form of increased 
enrollment, market share and revenue 
compared to a No-Transac[ion scenario. 
Dedines in the cost of care for Highmark's 
policyholders, however, may not match the 
cost of investments made by Highmark in its 
IDN strategy. This may partiwlarly be the case 
if Highmark is unable to implement product 
designs that are likely [o incen[ivixe members 
m choose lower cost ~are options 

Analvses Performed: 

~ Reviewed Highmark's financial exposure to WPAHS, on both a contingent and non- 
~ontingent basis 

~ Assessed the rotal amount of potential value available to repay Highmark's anticipated 
ban and 6ond investments in WPAHS under different operating scenarios and at 
different points in time 

~ ComparedHighmark'stotalfinancialexposuretoWPAHSwiththeamountthat 
Highmark may recover on its investments in WPAHS, resulting in a range of potential 
implied net losses to Highmark (the "WVAHS Value Gap"~, on both a contingent and 
nomcontingent hasis 

~ ReviewedHighmark'sfinancialexposuretonon-WPAHSelementsofthelDNPlan 

~ Assessed the poten[ial tangible financial value received by Highmark in exchange for its 
investments into non-WPAHS elements of the IDN Plan 

~ Compared Highmark's total financial exposure to non-WPAHS elements of the IDN Plan 
WPAHS wiih the potential tangible financial value mceived by Highmark in exchange 
for its investments into non-WPAHS elements oi its IDN Plan, resulting in a range of 
potential implied net losses to Highmark ("tbe IDN Value Gap"), on both a contingent 
and non-contingent basis 

~ Reviewed HighmarKs plans to derive financial benefits for pollcyholders via reduced 
cost of care and reduced insurance premiums ("IDN Savings`) 

~ Reviewed the assessment of the potential I~N Savings, induding the likelihood oF 
generating such savings given the potential for varying levels of future disharge 
volume at WPAHS, by Ms. GuerirCalvert of Compass Lexecon 

~ Compared the potential total Transaciiomrelated Value Gap m the potential IDN 
Savings 


