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Summary of Highmark's WPAHS-Related Capital Commitments 

Highmark's WPAHS-Related Capital Commitment in theTransaction Scenario 
(5 in millions) 

50%of2ndFunding -GraM (10/31/2011) 50.0 	; (50.0~'~ - 
Transfer to W PAHS at Close (formerly Med School Gra~t) 75.0 	; (33.6) I 41R ~ 

4thfunding-Escrow~'~ - (50.0)I (50.0~~ 
TotaIWPAHSGrants 5175.0 	~ ($183.6J~, ($8.6~; 

50%of2ndFunding-loan (10/31/2011) 50.0 	I (50.0)~~, - 
3rd W nding - Loan (4/27/2012J ~', 50.0 (50.0) I - 

4th Funding - Loan (At Close, on or before 4/30/2013)~'~ 100-0 	I - 	~ 100.0 ~~ 
Sth Funding - Loan (Latter of Close or4/1/2014) 100.0 	~~, - '' 100.0 

Total WPAHS Loans $300.0 	I ~$100.0) ~~ $200.0 ; 
Total WPAHS Grants and Loans $475.0 	', ($283.6) I $191.4 I 

TenderOfferforWPAH52007A8onds~~~ 646.4 	I - 	~ 646.4 ~ 

Other Grants to WPAHS (Cash Advance and A&M Fees)"~ 33.0 	I (33.0~'~ - 
Total Hiehmark Financial Ex posure to WPAHS , 	$1,154.4 	I ($316.6) I $837.8 
Highmark's Total WPAHS Loans and Bond Ohligations 

Highmark'sTotal WPAHSGrenu~9~ 
Mem°: 

WPANS Unfunded Pension Lia6ility as of 1/31/2013 
Other Liabilities as of 1/31/2013 

Total WPAHS Financial Exposure (ind. Pension and Other) 

$946.4 	I I 	 $846.4 

'____________ 	
208.0_~~ 

'_______________{8.6~ 

274.2 - 	 2741 
315.0 - 	 315.0 

$1,743.6 ~$316.6) 	$1,427.0 

x,,,«~ ~ro~„~a,~. 	-- 
Il) 	11'~BM1Taik ~as O~acetl $SOmilllo 	 e HigLmarks Ve~for 	witM1 rega~d io IM1e lender oHec If~M1e dos~ny o 	or b:lo~e 4Pn130,NU, o any ugreetl upon ex~en cn o, 

llaltlalo,llie$SO~mILO andanolM1er550mllllonhom 'lllgM1markwlllbeatlran[etl1oWPHHSa[~M1e<lozingln[M1efo~mofaloan.Il~M1etlmngtloesnoto urbyAyri130,]~13,o anyagre upon s 
ev~ensbn o( tFa~ tla W, [M1e $50 miliion cu~~ow.imounl x'JI be paid Io W 4M1HS, absenl detavl[ by W PAMS. Pema~ning [apltal [ommitmenl assom¢s IFe IuI15:OD mllllon i5loaneE tor 

V PqHS cc 

~3f 	Nssumes]G.~4%ofbonOhokers[enderal8]5%olpar,wM1l~M1isassumetl[obeSl09JmJllonallhellmeofOreTCniha0lfecMSUmesHighmarkpaysa¢medinlerestandpm~hasesxM1enomtenderetl 
Mntls al Oa. 

~3~ 	Inalutles$35m~llion[dfiaCvantepald[oWVAH51orWPHa~MAGHUnE/18/20LanJ$8milllonunrell~i[feJyEymenlloWPqHSfo~leesloP&Mpaidon4/18/30II. 	 p,~„~~., ~ ,i , 	µ„ 
~4~ 	IItl~eRansaclion~sfon5~mmatttl.Hifi~mdrk'SUnresltla[etlp,nnts[oWC0.H5wiIllnneazeby541mlllionhu~willbeoFSelM1yl~emnve~sluvolNlglima~k's$SOmiO~onesuowpayn~entinloalnan,wlii~M1 

will beaome potmllally ~rv~overaLle ro Hig~mark and rezuh in a aanza<tiomwntingen[ net beneflt ol 59 mllllon If tM1e loan Is re0a10. 
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Highmark's Total WPAHS-Related Financial Exposure 

Highmark's Financial Exposure to WPAHS-Related Capital Commitments at Various Points in Time 
(S in miuicns) 

Total Due [o Hiqhmark: 

Total Remaining WPAHS Bond Principal and Accrued In[erest~ 0j 	 $646A 	$646A 	$646.4 	$646.4 

Other Highmark Loans 	 200.0 	 200.0 	 300.0 	 300.0 
Total Due [o Highmark (LOans) 	 $846.4 	$64fi.4 	$946.4 	$94fi.4 

Plus: Highmark Grants to WPAHS 	 208.0 	 208A 	 208.0 	 208.0 
______________________________________.._..... 

	..__.. 	
.__ ~Highmark'STOtaIWPAHSFinancialEMposure 	 $1,054.4 	$1,054.4 	$1,154.4 	$1,154.4~ 

`_""'""_'"'"'_'_______ "_____'___________'___" '_'_'_____'_"________"_______________'___'_'___'______'_ 

Unsecured WPAHS Claims "~ 
PBGC Pension Obligation 

	
Szsz.i 	 Szsz.a 	 Sz~a.~ 	 Szis.o 

Accrued Salarics and Vacation 
~eferred Revenue 

SeIF Insurance Liahilitics 
Other Liabilities 

Less~ FERC Balance and Accrued S&V~O~ 
Total Due ro Other Unsecured Creditors (exd. PBGC) 

Total Potential Unsecured Claims"~ 

S1.E 52.1 
52.7 52.7 

577 58.6 
1815 182.9 

~88.7I I89.2) 

5254.5 52571 

55.9 60.0 

52J 52.7 
G3.5 70.9 

199.7 214.5 

~93.0~ (97.1~ 

$275.8 $301.0 

$506.9 	$509.4 	$493.5 	$517.0 

Soorce: Highmark as o( 3/]/2013 and suhmission as of 3/15/2013, and H2Cs "FOrecast Scenarios Comparison;' dated March 2013. 
(1) Unres[ric[edgran[smadebyHighmarktuWPqHSarenotreroverahleunderanycirwmscancesmHighmark. 
(2) AszumesBlacYStonerequesledWPAHSOownsiJeSwnario, 
(3) AssumesWPAH56aseCaseSCenariqperHighmark. 
(4) AssumeslG.]A%ofbandholderstentleratB].5%ofpar.whichisassumedrobe5]09Jmillionat[hetimeof[heTenderOffer.ASSUmesMighmarkpaysaccruedmterestand 

pumhasee the nomtendered bonds a~ par. 
(5) E¢cludespo[entialmntingemclalmsrelatedmunsecureCWPAHSOretlitors. 
(6) nssumes A¢rved Salaries rnd Vacation are assumed by the huyer antl Floa[ing 11a[e Res[ructuring Certiticates are ex[inguished. 
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Highmark's Potential Recovery for WPAIIS-Related Investments 

Highmark's Recovery from WPAHS -Related Loans and Bonds at Various Points in Time 
(5 in millions) 

~ The "Low Value" reFlects thc ~ownside Case 

in which WPAHS does not reach breakeven 

by 2015 and Highmark seeks to restructure 

WPAHS 

~ The "High Value" reflec[s [he 8ase Case and 

resW[s in Highmark recovering 100%of its 

loan and bond invesimen[s in WPAHS; Ihe 

net loss of value is limited to the amount of 

unrestric[ed paymen[s made to WVAHS 

~ This analysis Aoes not reflect Blackstone's 

aiews of probable out<omes, but is rather 

intended m mFlect an assessment of 

potential outcomes 

~ The implied Highmark remvery values shown 

are highlV unmrtain and depend upon 

WPAHS' future en[erprise value and potential 

daims in a restructuring scenario, which may 

vary widely 

ToWI Revenue and Gains, Grass of Bad Oe6t 51,606.6 51.633.5 51,849.6 52,12]•6 
Mul[ipleofFevenue 030x 035x 0.30x 0.35x 

AvailableVroceeds $481.9 $Sll.] $554.9 $]41.J 
Flus: Cash 283.8 295.2 180.0 385.2 
Plus: Imeslinents 5.1 5.1 5.1 5.1 

Glus: eoartl Designared Funds ]].G ]3.6 73.6 73,6 

TafalPmceeds $849A $945.6 $816.4 $1,208.6 

Less. Mar[gage~ 3 ~ (UJ) (D7) (12.0) (32-0) 

Less:503(6~(9~Claims~'' ~30.0) (30.0~ ~30.0) ~30.0) 

Less:Bankmp[cyWSts" [50-O) (50.0) ~50.0) ~50.~~ 

NetHecoverablePriarroPOtemialUnsecured5ettlemenls~~~ $]36J $83].9 $]22A $1,116.6 
AssumedSetHemenfroUnsecuredClaims% 50.0% 0.0% 50.0% 0.0% 

AssumedPNGCSCttlemen[ (126.1) - (10].4) - 

AssumedOtherUnrecumd5ettlement~'~ (17]4~ (339.E) 

To[alNetPraceetlsAVailahletoHighmark $983.3 $837.9 $9]5.] $1,116.6 
TotalHighmarkWPANSLOansandBOndlnves[ments 8464 BGE.4 94G.4 94G4 

TotalRemveryofWPAHSLOansandBondlmesimenti°~ $4833 $B3].9 $0]SJ 5946.9 
Ferovery%anWFAHSLaansondHOntllnvestments Si.l% `JAO% 50.3°6 100.0% 
Implicd Loss on WPAHS Lwns and Bond Imestmen¢ ($363JJ ($ft.5~ ($G70.A) - 

Sowce HiRhmark re0ort as of 3{]/2013 antl sabmisslon as o13(15/2013, antl H2Cs "FOrecast Scenarios Companson," tlated March 2~33. 
(3~ 	AssvmesBladsronerequcstedWPrlHSDOwnside5cenarlo. 
(2) 	Assumes"UPMCOUIUfNetwork"Scenario,perHlghmark. 
~3~ 	Estima[edMOrtgage,503~b~(9]ClaimsandBankmpt~yCos¢azperH2C4analysisandrepnnsmHlghmaA,Aated2J5(2013antlMarch2013. 
~~~ 	G¢IudesmntingentdaimsfromunsemredWGAHSacdltors- 
~S~ 	Indudezdeferredrevenue,sell-insuranceliabililiesando[herliabilities;assumesaccr~MsalarresandvacationareassumeAb y thebuye rinares~mcN rin6scena no,and(he 	y,~~~..'~~~ . ~ 	.. 

Floatinq Pate Pesrcuauring Cenilicares areextinguishetl, 
(61 	HiRhmark'sunresVic[etlpaymentsaremtremverahle. 
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Summary of WPAHS-Related Capital Commitments and Potential Volue Recei~ed 

Suminary of Highmarlc's Cost / Benefit for WPAIiS-Related Capital Comrnitments 
IS ~n rn~h4onsJ 

Total H -ehmark F nanaal EHOOSUre: 
tolnlUUetoHlghmarM~loansandBandOhligations) SSd6.4 5866R 59Cb.0 5946.9 

Vlus~.HlRhmark'sGranrsTOWPA415 lOBA 200.0 10N.0 20N.0 

TotalHlghmarkFinanclalE[posu~e $1,059A $1.OSOA $1,154A $1,159.9 

TonlNecoverymNighmark $G83.3 583).9 $4)SJ 5996.4 

This analysis 
calculates the 

tangible financial 
value received by 
Highmark under 
~arious potential 

outcomes for 
WPAIiS, compared 
to the total amount 

of capitol 
committed to 

WPAHS by 
Highmark 

To~al Oue m Mighmark (LOans and 6ond Obligalionsj 
ie:, [a:n ro.uo~ oJioo~> r~ne~d v~;o~ m aosP. 

so~ oi z~m w~dmg - in~~ pa/3i/zoul 
3rd Funding- Loan ~a/2)/2012~ 
Sa%of nch Funding ~m Ne Porm of Pre-Clore Essmw Fayment 

Plur Conversion of Cs<row Paymen~'mm WPFHS Loan 
Total Trans~Rion-COnHngent WPAHS Loens and Bond Inmstments 

Plus~.Highmark'sTransa<IlomCOnlingentGranisTO WPNHS10 

I ess: Conversion of Bcrow Payment inlo W PAHS Loan'~~ 

Transac~ion-[omingenc Change in Unremverable Mighmark funding m W PPHS~'~ 

Total TransaRiomCOn<Ingent Highmark Financial Evpomre 

Taial Recavery ro Highmark~'~ 

ISSO.o) (SSO.o) ~SSO-o1 ISso.o~ 

Iso.o1 Isoo) Iw.o~ (su.ol 
~so.o) Isoa1 Iso.o~ (so.o~ 
sa.o so.o m.o so.o 

$]66.9 S146A $896A 5896.4 

541A 5~1.4 $41.4 541.4 

(500) [50.0) (SO.Of (50.0) 

(58.6) (58.6~ ($8.6] (56.6~ 

$13~.8 $]3).8 $83J.8 $83).8 

$G83.3 	S]46A 	5415.] 	$846.4 

$046.4 	$846.4 
	

59d6.4 	5946.a 

SOUrte~ Hi f. hmaN ~epo~~ a: ^13/'!/]013 antl auLniissbn as of 3J35/ZI113~ antl X$CS "FOreo515[ena~ias Compdtlmn,' dalea MarcM1 ]O13. 
(1) 	If~heiransanionizmn5ummatM,i-ngM1mark'smresniotetlg.antsmWPPHiwAl4rtre.asehy5dim116anbulwillEeolfm[bythe<onwrzlonofHlgM1mark's$SOmIIllonescmwO~Ymemintoaloan, 

w~1cF will Iw~ume ~wten~ially recomruhlo to NlgM1maIX anE rPSUI~ In a ttansactlommntlngen~ neI benefil ol $9 milfim~ II IFe lo~n u repald. 

(3) AssunesWVAHSBaseCase~SaanoNSDUwnotle5~xnano. 
(4) MinimumotTOtaINelProi'eedsAVailahMlo~Hig~ma~kanE~oWlipnSiNOmCOnlingenlW!'AHSLaansan4BOntllmeslment5. 

I',I_.I..I.m. 	.~ 
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Summary of Highmark's Total IDN-Related Capital Commitments and Potential Tangible Financial Value Received 

Highmarl<'s Financial Commitmenh und Tangible Financial Value Received in [he Transaction Scenario 

IllghmarkUmesmctetlGranttolAMC° i  $]SOi (5)5.4) 	'i 	 -i $46.8 5]5.0 

HlgM1madCapexGran[to1RMC'~ 100.0~ ~100.0) 	~i 	 ~i i0.0 300.0 

IllghmarkUoresv~.neoPaYmentsm5Vii5 i ° 30.0~ (300) 	i 	 ~ 42 30.0 

HlghmarkCapercGrantm5VH5~'" SD~ ~5.0) 	~~ l.5 5.0 

0/Cenrerofinnovatlon 5.0~ ~S.o) 	~ 	 _ 5.o SO 

Unoe~erminetlCOmmunityHOSV~~aI/oWpaLentSCnices - 1191.a) 	 ~191.aj~~ - . 
TotalCOmmaniryHOSpi[al/OUtpaHeotServicesGrantt $315.0~ (5406•9) 	~~ 	(5191.4~~ $113.5 $315.0 

Hlehmark Loan m mavider evi i1C ffnrmatinn af GP07 , 	 18A ~ (18.0) 	~ 	 -~ 18.D 18 a 

Ghvsiclan NetworM I 	 ~ 
Umeslrictetl6rantleUPEforNOnR~PNMSVurposes $94A~ ($94a) ' - 
HlgM1markPayment y luVlilp iVarlicipaLOninNetwo~k 123.0~ (123.0) 	 i - - 

MSODevelou~*~~'~~~taucnse 8.0; ~8.0) - 
TolalPhVs~uanNetworkGranls $325.0~ ~$225A) 	 -' - ' 

HI hn~ad~ioanm~and~-forPh sicianAffilialions 83.0~ (83.0) 83.0 83o 

Total Phyzician Network Finanaial Eapasure 5308.0 ~ (5308.0) $83.0 $83.0 

Medical Mails ', 

IligFinarkCineolCretlltmHMPGroFinanaeMedicalMalls 510].~; (510].0~ 	~ 	 - $10~.0 510).0 

i~nnvr.in~rameva.~nrnrai~aa~e.nrouisieions~ s ~ ' 	 3d0: f3).01 	' 	 -~ ~ - 

Me~o~q. 	 ~___________ 	 ___________ 

WPnHSUniundedPensonllahllitya:ofl/31/zot3 	 z]4.1 	 - 	 Pa.2 

OtherLiabllit~iesasofl/31/1~13 	 315.0 	 ~ 	 315.0 

TotalGrants,High ~narkLOansandPensionliabiliry 	 52,423b 	 ~51,188.0) 	 53,235.6 

Sourre~. H~~g~mark. ~ 
(1) 	"Lowvalue"re0~esenes].OxE81iDAmullideaOGlieacolOMC2013AE9R0Aa~5lOmi1liun,atljusle~ImUnrpslrictrd[aeM1Of51IDmJLOn,~ebto($llSmillionantltleneLt%anant101herNOn-Nmentbablliliesof595million,asM 

6/30/IOII. "Kep  VaWe" rey~esen[s ]CO%ol KgM1marKS granis to I0.MC. 
~3) 	$100m assumes tM1e marimum po[ential aapital e~prnJlwrrs minmitmen[ ro 1RMC, of wMCM1 HigM1marM O~ojec¢ $GSm will be IuntleE; "LOw Value' assumes i0%reEUaion In value of CapExsOentling. 
(3) 	"LOwValue"rep~ezents].OxE01iUAmulLpleapplleE[o5VH5E0134EPIIDPOf516.3mIllion,atll~~~~e~fnrllmesM1iotetlCm~of$130mIII~on,OebIM5135mIllionanaBeneLlPUnanEO~AetNomCUrteMGffiIli[lezof$109milllon,aso( 

6/3~(3012'Hi56 Value" reyrezrntz ] W'rfi of HigM1marM's grants ~o SVIIS. 
(V) 	"lowValue"assumes50%reduaionlnvalueofCrpExsprntling. 
(5~ 	HigM1~nadmns~tlers[M1e53tmtll~ono~HMPGimestmenuforreales~a~eacqv6ltlonsmbeanunrestrictetlgram,antllM1mumxorera~leloHiQhmarh,Por~M1epwposesol~M1rsanalyzis. 	 """"'°' 	~'~ 
~6~ 	WPAHSCensionandO~M1e.Unseauetll~ab~Lties.'+reeacWJetltmmmst/berietrt<alcula~ionaStM1tlmDlledDaymmesmWCAHS'UnsecuretlCretlirorsarevalutletlln[M1erecoverycalculaaianonpages0]-83,aMareusetl[ager~erate 

~M1e low rntl M1ivM1 values zM1Own ahove. 
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Summary of Highmark's Total IDN-Related Capital Commitments and Transaction-Contingent Financial Value Received 

Summary Hl~hmark Cost/ ~enefit for7ulal IDN-Related CapiCal Commitments 
i5in nninoiul 

~ 

Value to Hiehmark 

WPAHS.~''~ $475J $946.4 
Communiry Hospitals/ Outpatien[ Servires: 131.5 233.0 
Physician Network: 83.0 63.0 
MeJical Malls 107.0 107.0 

Total Value Received $~97.2 $1,369.6 

Total Highmark Finan<ial Exposure 
	

$1,834.4 	51,834.4 

:i:a • 	~:ti 

Value ro HiRhmark 

WPAHS'j0 ~ S475J 5646.4 
CommuniryHOSpitals/Outpatient5ervices: ~191.4) ~391.4~ 
Physician Network: - - 
Medical Malls: 

To[al Transaction-COntingent Value Received 52843 $655.0 

Hi¢hmark's Flnancial Ex oo sure 
TransaRion-COntingentWPAHSCapitalCOmmitments $837.8 $837.8 
Less:UndefinedCOmmuniryHOSpitals/OUtpatien[Services ~191.4) ~191.4) 

To[alln[remental Highmark Finan[ialEMpasure $646.4 $666.9 

Financial 

Comodcad of: 
$208 mlllion In WPAHS 

unrestricted grants, $225 million 
in Physician Network 

unrestricted grents and $32 
million in unrestricted grants 
from Highmark [o HMPGIs~. 

assumes full recovery on WPAHS 
loans and hond investments, and 

100% value received ior other 
ION :pcnding 

Comorised of: 
$75 millian WPAHS unrestricted 

grent contingent on PID 
approval; less $33.6 million to be 

paid to WPAHS irrespe<tive of 
PID approval; plus $50 million 
escrow paymeni converted to 

laan, which is potentially 
rewverable to High mark in the 

"High Value" scenario 

~l~ 	tl ~he Transaction is mnsummated, I~lighmark's onreshicteJ grants tu WPAhSwlll increase by SCS million but will be offset bV ~he roreersion of Highmark's 550 mlllion escrow payment into a loan, 
wM1IJi will bemme pmentlallV ~amverable m I Ilghmark and resul[ in a hansactiemmntingenl net benefi[ of 59 mllllon if the loan is repald. 

(2) Ass es0lackstuncrcQUesteAUOwnslde5renario. 
(3) Assumes"UPMCOUtofNe[work"5<enarioforWPAHS. 	 ~.~,~, ~,.,,:., 	, 
(4) WPAHSvaluetoHighmarkisbasedonrecoveryanalyses,whlchassumearangeafoutmmesregartlingHighmark'sresponslbiliryforWPNHS'unsecarediiabilitles~5589.2milllonasofl/31/1013). 
(5~ 	HighmarkconsiEersthe$32mi11ienofHMPGmvestmentsforrealestareacquisitionsmbeanunresnittetlgranpantl~husunrewverable[oHlghmark,for[hepurposesolthisanalysis. 
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IDN Sa~ings in Transaction / Base Case Scenario vs. "No Transaction” 

Discussion of "Transaction / UPMGOut" IDN Sources of Value 	Timing of IDN Savings —"Transaction/ UPMGOut" Scenario 

Q o~~oiogy sn~n 
(S in mi!lionsJ 

Beginning in August 2010, UPMC changed the bi~l type for [heir 
physicians' onmlogy services, began aligning with physicians' onmlogy 
prat[ices and 6illing such services as outpaeien[ services 

Highmark believes that by shifting onmlogy services to nomhospital- 
6ased w[patien[ settings, such as medical malis and ambulatory care 
centers, for eaample, it can significantly decrease daim costs associated 
with oncology 

This onmlogy shik is expected to 6e completed by member education 
and provider alignment bY the beginning of ~ 

Shift 

Shik 

Qm Healthier Population 

Q Right Setting 

Right Treatment 

Q+Q Cml/Qudlily° 

~ Utilization 5hift 
	

Q Other 

Assumes that by 2016, Highmark can move 90%of UPMCs non- 
emergent volume (6oth commercial and Medicare) to engaged 
providers at~% lower mst for Flighmark members 
- In the "NO7rensaction" scenaria, Highmark assumez tha[ WPAHS 

wauld be acquired by another parmer who would shetl 20% of 
WPAHS' assets; as such, 20% of WPAHS volume shihs to UPMC, 6ut 
[he volume migraiion From W PAHS to UPMC is offset 6y the 
utilization benefi[s of Highmark's tiered pmducts that shiFt volume 
from UPMC to lower-mst engaged providers 

Su6total 	 (S6~I 	(569~ (51711 ($405~ ~5502~I __(51,147)I 

QReimbursement 

A55ume5 reimbursement rate increases to WPAHS and UPMC lower in [he 
ease Case scenario than in the "No Transactiod'scenario 

- No transac[ion case assumes that a new owner of WPAHS will require 
a~%ra[e increase From Highmark effec[ive in 2013, with additlonal 
increases thereafter 

- No transaction case assumes that UPMC imposes an ini[ial ❑6 rate 
increase on Highmark post4014, with additional increases thereaker 

Source~ HiRhmarkfinancial pmjections. 
Note: Indvdes Medlcare Advantage and Commertiai Group (Insured and Self-Insured~; eRdutles Dirc~[ Pay. 
(l) 	CosU4uality=lvweriacrorCOStpWSImO~ovedQuality. 
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IDN Savings in Transaction / Base Case Scenario vs. "No Transaction" (conYd.) 

Discussion of "Trensaction / UPMC-OuY' IDN Sources of 	 Timing of IDN Savings —"Trensaction / UPMC-Out" Scenario 

Value 	
($ in millionsJ 

~ Healthier Population (Integrated Ure) — 

• 8y engaging members and managing care, Highmark 6elieves it can 0 Oncology Shift 

keep i[s insumd populatlon healthier and reduce preventable '? 	utilization Shift 
inpatient hospital admissions 

0 Reimbursement 
• Through the patient-cenrered medical home ("PCMH") approach, the Population 

IDN's efforts focus on integrating care at all points of ~are 
~Healthier 

0 RightSetting 
Physicians aligned with the IDN are anticipated to cut inpatien[ 
admissions 6y as much as~ a[ aiigned hospital facili[ies RightTreatment 

~+0 Cost/Quality~~ 
• 	Phased in over several years; [he timing of these savings is dependent 

on UPMC going out-of-network and ramps up in 2015, coinciding with ~ ~ther 
the expiration o( [he UPMC wn[ract Submml 

Right Setting 

4 Highmark assumes the IDN will be a61e lo focus on placing patients in 
appropriate outpatient rommunity settings of care that are less 
expensive than hospital-6ased set[ings, lowering msts by "~/a on 
'Q°k of inpatient hospital atlmissions 

• 7here are five areas of poYential savings that have been identified: 
~ Shikinginpalientadmissionstolowercos[facili[ies 
- Shiftingambula[orysurgerytos[and-alonecenters 
- ShikinR patients ro stand-alone imaging centea 
- Shiking low-acuiry urgent care from emergency room to urgent 

care centers 

Lowering la6 costs 

~S6~I 	($69~ (5171) ($405~ ($502~~ __($1,147)~ 

Source: Highmark flnancial projections. 
Note: Indudes Medicare Advantage antl famme¢ial Group (Insured antl Selbinwred~; exdudes ~irect Pay. 	 ul.i..~i.~.~~_ on 
[1) 	Cost /Qualiry = Lower Facror Cosl plus Impmved Qualily. 
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IDN Savings in Transaction / Base Case Scenario vs. "No Transaction" (conYd.) 

Discussion af'Transac[ion / UPMC-OuY' IDN Sources of Value 

ftight Treatment 

Timing of IDN Savings —"Transaction / UPMC-OuY' Scenario 
($ in millions) 

~ 	Focuses on thC reduc[ion of duplica[ive tests for the IDN's health plan — 
enrollees in [wo treatment categories a( Diagnaslic Imaging and ~ Onmlogy $hif[ 
Paffiology/Lab tests . 

~ 	UCiliza[ionShiR 
• The IDN is an[icipated ro use information technology m make pa[ient data 

available across all pmviders, which may signiflcantty reduoe orders for ~ Reimbursement 
tluplicate imaginR and pathology/lab tesls ~ 	Heakhier Popula[ion 

• Highmarkexpectstoellmina[eappmRimatelyQ6ofoutpatientand ~ RighlSetting 
physician u[ilixation for bo[h diagnostic Imaging and paffiology/lah tes[s 

Rlght Treatment 
• 	Highmark believes that it may achieve subs[antially less savings in a No 

Transactionxenarioifitweretointegratewi[hphysiciansanduseheal[h 0+0 Cost/quality:~ 
plan design and arms-leng[h parmering with mmmunitY hospitals 0 Other 

OLowerFaclorCOS[ Subfotal 

• Indudesl~NSavingsassociatedwiffiredu<edleng[hsofs[ayforinpatient 
care and improved implant selection 

• Highmarkanticipalestha[itcan 
cap[ure savings from reduced Icngths of stay (and to share these savings 
with aligned hospitals) 

— The I~N is anticipated to reduce lengths m stay by ~, to realixe 50% 
of [he savings af $~illion in 2016 

- Tha remaining Qnillion oFestima[ed mst~avings results from 
impmved implan[ selection; with Ihe proposed change of mmrol, 
Highmark anticipates the IDN will etlucate providers and align their 
inrentives to use apprapria[e implan[ devlces 

QImproved quality (not ma[erial) 

OOther 

Indudes savings associated with lherapeutic Subslintions, induding aligned 
physicians will presuibe lowercost generic tlrugsthat may have substitu[e 
chemical compounds, but treat the same rymptoms as the corresponding 
6rand name drugs 

($69~ ($171) (5605~ ($502)~ __~$1,147~~ 

Sourre: Hlghmarkfinancial pml~~ions. 
No[e:IndudesMetlicareAdvanlageandCOmmercialGmo p ~Invretland5el41nsu red);e vdudezDirec ~ Vay. 	 ~'~~-~`~~~~^~' ~~! 
(1~ 	Cost/Quality=LOwerFac[orCOSlpluslmpmvedQuality. 



Key Drivers Timing of IDN Savings— "UPMC-In" Scenario 
(j in rnilliansl 

~~ 
~; 	~ „~,, 	 _ 

IDN Savings in Transaction /"UPMGIn" Scenario vs. "No Transaction" Scenario 

~ "UPMC-In" scenario savings are predicated on Highmark's abilityto create 
/ employ narrow network products with WPAHS facilities and eatend the 
mntract with 11PMC in 2015 in a manner [hat would allow Por expanded 	onrology 5hik 
consumer choice product designs, including tiered produ~ts 	 Utilizalion Shlft 

Narrow nelwork products would allow Highmark poiiCyhDlders to 	Reimbursement 

utiliZe a pOtentially loWef CoSt altemative (ag. WPAHS) to UPMC 	Healthier Population 

• 	The "UPMGIn" scenario generates lower savings than the "UPMC- 	Right Set[ing 

Out" scenario primarily because Highmzrk will have fewer means 	Right7reatment 
availa6le to incentivize customers to reccive care at potentially lower 	Cost / Quality'~ 
mst facilities, given tha[ UPMC will remain imnetwark 

Other 

~ The "No Transaction`  scenario assumes tha[ IIPMC remains in-network 	Su6total 
with a new contract in 2015, at aQ'/ reim6ursement rate increase; In 
the "UPMC-In" Transaction scenano, Hlghmark assumes [hat ba5ed on 
the rate increases pravided to UPMC in the 2012 — 2014 mntract, the 
presence of tiered network products and the presence of a viable 
alternative in WPAHS, Highmark has the ability to limit the 
reimbursement increase to UPMC to~ 

Source: Highmark Ilnancial prolections. 
Note: InduOes Metlicare Advan[age and Commercial Group (Insuretl and Sel6lnsured); eadudes Direct Pay. 
~1) 	CosUQvaIIty=LowerFac[orCOSlpluslmpmvedqualdy. 

($68~ 	ISfi9) ($342) 



2011 PMPM 	 2016 PMPM 

' S48 in i 

i Claims ~ 

~ PMPM ~ 

L 

$510 ~ 

■ 'Tmnsac[ion/ UPMLOuC' Case 
~"Na Transac[ion" Case 

"No Transaction" Claims PMPM: $510 

"Transaction" Claims PMPM: $462 

Relative Increase of $48 in Claims PMPM 

x 12 months 

x 4 Familv Members 

~~ 
,:. 	, 
Highmark's Projected Claims Savings 

Implication of Difference in 2016 Claims PMPM 

~ In 2011, average daims per member per month ("PMPM"~, for 
Wes[ern Pennsylvania group mmmercial risk mem6ers, were $340 

~ Highmark projects that in 2016, Western Pennsylvania group 
commercial risk daims PMPM will average 5462 in a Transaction / 
UPMC-OUt scenario, vs. 5510 in a"NO Transac[ion" scenario 

~ The resulting $48 dlfference in daim costs per member per month 
betwcen the'7rensaction / UPMC-OuY' and [he "No Transaction" 
Case yields an annual average daim cost differential in 2016, for a 
family of four, of $2,30h 	 $3~ 

~ The $2,304 relative savings for all of Western Pennsylvania group 
commercial risk Is then adjusted to re(lect that approximately78% of 
this total membership resides in the 5-County Pitts6urgh region, 
where the majority of daims savings are expec[ed to be genereted via 
the WPAHS affiliation and IDN Plan 

~ Expected rela[ive average annual savings of approximately $3,000 for 
a family of four living in the 5-County Pittsburgh region, relative to 
daims PMPM eMpected in a"No Transaction" scenario 

$540 

5420 

Western Pennsylvania Group Commercial Risk Claims PMPM 

$2,304 Annual Claims Increase without Transaction 

— 78% who live in the 5-Countv Pittsbur~h ReRion 

$2,959 Relative Claims PMPM; 

~ Increase withoutthe Transaction for Policyholders' 

~ 	 in the 5-County Pittsburgh Region~ 
~ 	 _, 

Sou¢e: Highmark financial projections. 
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Ms. Guerin—Calvert's Review of IDN Plan and Related Savings 

"Highmark's provider management strategy consists of several initiatives designed to coardinate care at efficient cosu: 

t Re-align physician incentives through new reimbursement models, 

.. Secure aaess to a"full service" network of lower-mst, highly efficient care providers, induding primary care, specialists care, captive 

ambulatory service verticals, aligned secondary care through community hospitals, and a quaternary care "hub;' which is premised on a 

revitalized, vibrant WPAHS, specifically Allegheny General Hospital, 

a. Promote iniroduction of innovative care modelsand lower-msttrea[ment sites, and 

a. Build platforms (medical service organization ("MSO") and IT infrastructure) to support care redesign and mst reduction within the provider 

community. 

Highmark expects this integrated delivery model to deliver improved costs, quality, choice, access, and eaperience for its policyholders/suhscri6ers. 

Specifically, Highmark envisions: 

1. Lowering the msts of delivery will not lower current premium levels, but will generate lower premiums than would occur if the Transaction is 

notapproved; 

,. Providing higher quality by linking ~uality-based reimbursement systems that link provider payments to the provision of quality healthcare, 

and promoting greater trensparency so that consumers know more precisely the healthcare 6eing consumed and its costs; 

3. Ensuring greater access and choice of healthcare in WPA by preserving WPAHS's financial integrity; 

n. Developing systems to deliver mom integrated heal[hcare which rewards care mordination and the patienYs experience; 

5. Incentivizing the provision of the right care, in the right place, at the right time; and 

c~. Creating an IDN with significant asset value and the potential to generate substantially more value." 

Source: Economit Anolysis of Highmark's A~livtion with WPAHS antllmplementation af on Integroted Heolthca~e Oelivery SYSfem, Margaret E Guerin-Cabert, Apnl x, 2013. 
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Ms. Guerin—Calvert's Review of Highmark's I~N Plan and Related Savings (conYd.) 

"AI[hough Highmark plans to develop and implement an IDN with or without the WPAHS affiliation, the WPAHS affiliation is a key driver of the IDN's 

beneFts. 

~ Firs[, Highmark identifies the affiliation with WPAHS as a"rore and necessary' component in building the new IDN. To Highmark, several WPAHS 

characteristics particularly support its importance in the overall success of UPE's IDN network: 

t WPAHS shares Highmark's vision to lower care costs via new care delivery models and supports Highmark's efforts to change the healthcare market 

in southwestern Pennsylvania. 

z WPAHS provides high-acuity clinical services and is the only realistic altemative to UPMC forthese services. 

3. WPAHS's broad geographic reach serves to offer secondary and tertiary services in wmpetition with 11PMC. 

u. WPAHS is a major employer oF physicians who will play a key role in transformation of Ihe heal[hcare delivery network. 

,. WPAHS is a major employer in southwestern Pennsylvania. 

o. Highmark believes WPAHS cannot survive as a non-profi[, five-hospital, quatemaryfacility without affiliating wi[h Highmark. 

~ Second, the majority of the daimed emnomic benefits for WPAHS of the affiliation, induding its mmpetitiveness, sustainability and future financial 

viability, mme through UPE's IDN structure. 

~ Third, [he value to Highmark and Its insured members of implementing the I~N derives substantially from the affiliation with WPAHS and the abi~~ty to 

serve mnsumers in a lower mst, high quality environment. 

~ Highmark's goal of creating an IDN m provide access to affordable heal[htare tould result in substantial benefi[s [o consumers of healthcare in WPA, 

induding reduced ros[s (for insurance and healthcare services), improved quality of care, and improved outcomes. This prospect and the in[rinsic 

relationship between the proposed WPAHS affiliatlon and the IDN make it appropriate to assess the IDN's costs and benefits as part of my evaluation of 

the Affiliation, and to evaluate whether the projected benefits will inure to [he benefit of Hlghmark's insured members and to the WPA community at 

large. The likelihood and magnitude of benefits ffom the IDN could offset the risks and costs of the [ransaction. While there are otherfa[tors, the impac[ 

of che IDN on the volume of inpatients admitted at WPAHS as well as improved msts and quality are mre metrics for assessing the impact of the 

Affiliation" 	 ~ 	,.. 

Sou«c Eromm~i~ Anvlysis of Nighmark's A~livfion wifh WVAHS antl Impkmenfo6on of on In[egmfed Healthaare Delivery SYSlem, Margare[ E. GuerimCalvert, April Q 2013. 
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Ms. Guerin—CalverYs Re~iew of IDN Plan and Related Savings (conYd.) 

~"My analysis des[ribed in [his Section leads me to condude Iha[ there is substantial uncertainty a6out Highmark's proffered projections of large volume 

shifts of inpatients to WPAHS from existing providers, and some of [he economlc assumptions underlYing Highmark's projec[ed IDN cost savings. AI[hough 

the likelihood of effectuating these projected incremental discharges and associated financial consequences is highly uncertain, Highmark has articulated a 

reasonable IDN stra[egy in[orporating the W PAHS affiliation that would provide significant 6enefits m the health~are mmmunity in WPA and to 

Highmark's insured members. 

~ Specifically, my overall condusions on the mmpetitive effe[[s, the economic and community benefits, and pu6lic interest of Highmark's proposed IDN with 

WPAHS as its core, are: the success of Highmark's affiliation with WPAHS depends cri[ically on the ability of the IDN to attract large numhers of inpatients 

to WPAHS, especially away (rom UPMC. To do this, Highmark must acmmplish two goals: (1~ incentivize patients to select WPAHS and other aligned 

hospi[als rather than UPMC for inpatient services hy adopting Community 81ue and by increasing transparency of cost information relevant for mnsumer 

decisions, and (2) incentivize physitians to use and refer patients to WPAHS and other aligned hospitals rather than 11PMC. 

~ Wiihout achieving Ihese two goals, it is unlikely that Highmark ~an attract sufficient numbers of patients to WPAHS to make this Affiliation successful in 

terms of (1) stabilizing WPAHS tinancially, (2) lowering the rost of care to Highmark members, (3) lowering Highmark's risk exposure to possible WPAHS 

finan[ial faiWre, and (4) providing improved competitive healthcare deliveryto the WPA community:' 

Source: Emnomic Anatysis af Highmark's A~liafion with WPAHS ond Implemenrotien of an Integroted Heaflhmre Oelivery Sys[em, Margare[ E GuerimCalvert, April 8, 2033. 
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~ million enrollees ~ million enrollees ~ million enrollees 

0 ~ ~ 
H~yhestHedu[tlenlnMaket4hare MMNmReduttinninMarkoKAare ~ 	BenefittoHighmark Lawez[ReductionlnMa~ket5hare 

$563.1m 53.26 $1.4b 

$1.26 $l.gb~'l 51.8b~'~ 

~ 	Cnst tn Policyholder~ 

(S474m~—~$675m~ 
1$465m)—($1,US7m~ (y46Sm~—(y1,U3/m~ 

$9m~ i~— ($362m) contingent $9m~ 3~' ~~~ (53fi2m~ contingent 

$0 (baseline) $1,147m S796m 
~ 	Ba~afit to Policyhnlders 

$0(haseline) $503m $317m 	 - -- -----.----.-~-~-~-- - 
_ 	 _ 	_ , _ 	_ 	 _ 	 Impac[of"COnsumerChoke" 

~ 	~ 	 - 	~ 	~ ~ 	- 	---- 	- ----------- -. 	~ Mighmarkestimatesthat3013-1016 ~ 
Yes ; 	 No Yes 	 ; 	IoNSavingswoulddecrcasefmm 

. ,,~_ ; $796m cn'~$200m (2016 run-ia[e ol , 
~"530m peryear) if the iransaction is ~ 

Yes '~ 	 YES ~ Yes 	 , 	
completed and a UPMC rontract 	~ 

I 
~ 

~ 
~ 	~ 	~-~ 	~ 	-~------ 	~ 	exYemionprohibite"tiered" 	, 

so~ ~~. manm~~kuwnoai n~oieam~:. 	 produc[s 
IA 	~+~nrs ^ 3sro~aeiznonon~apnaimmmnme~vs.00esnoomcwee~~m~e~c~~~:~~~r~.,n'~r,n~:,me~~r~~;v~~~„dn~~n~eeso<<o~mae~rcnan~n~nes. 	 ._.-.-.-.-____.-._-.-.-.-_., 
~2~ 	Se=pae.+'ft54~~IFecalalaeonollM1eTang.bleFinan[ial"ValueGap"IntM1eTransanlonicenabos 
pj 	IneitFertransacUOnscenarb.Hly~m.nk'cumntric[etlgramsmN'F~HSwillincreasebyS~Imlllion.4utw111heofRetbY~M1e<onveesionolNlghmark'S550milllonesemwpaymenelnmaloan,o~FiaM1will 

Iremna-yolenballyrecoverablemHighmarkandresul[Inanamm~lommntln g entne~Lene11~o 1 59mII~lon Lft~elmnlsre pa ~ d_ 	 ,,,. .,,.,,. 	~i 
(~) 	HlRhmark assump~ions lur I pN aam~s relalive to IM1e'NOTranzac[lon' z<enatl0. In addlcion lo [FP p~OjPtteE ION irvings. HlgM1marN ~az assertetl Nan non-linan~ial benelits suoM1 ast~o mn±lreinl ul UPMC in 	 ~ 

Me marketplace, a¢ezz w Iac111tles antl otnrr I.enefts are also possiLle.On6oing peryear beneflz m policyFOltlers are uncerbin'w wlue and may tllmin6F over tlme. 
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Summary Conclusions~'~: Costs and Benefits to Policyholders 

~ The value of Highmark's IDN-related capital commitments is $1.834 billion, of which $646 million is mntingent upon Form A approval 

~ The minimum estimated gap between Highmark's capital commitments and the value of tangible financial assets received is highly cer[ain, as $465 
million~'~ of unrestricted grants ($41 million of which are contingent upon Form A approval~~~) will he made without the possibility of Highmark 
receiving tangible financial value in retum 

~ The maximum estimated gap between Highmark's capital mmmitments and the value of tangible financial assets received is uncertain, and could 
mtal $1,037 million or more ($362 million of which may be contingent upon Form A approval} depending upon the future financial performance of 
WPAHS and the potential for unsecured creditors to pursue UPE in the event of a future WPAHS restructuring~3~ 

~ Projected "franchise` benefits ro Highmark in the form of increased enrollment, market share and revenue appear plausible when compared to a 
No Transaction scenario and may enhance Highmark's size, market presence and financial profile 

►  Highmark's projected benefits to policyholders (the IDN Savings) are feasible but have little precedent under the cirwms[ances prevailing in the 
Wesrem Pennsylvania markeC however, we note that in addition to quantifiable benefits potPnrially accruing to policyholders direcdy from thc 
IDN Savings, non-quantifiable henefits may also be realized indirectlyfrom WPAHS being maintained as a viable provider mmpetitor 

Continued on Next Page 

(1) $965milllonofunreSVicledgranls~induJes:S]OBmIIllonmWPFHS,$225mIIllonmthePhyslcian50vgaNxationantl531milllootorealesta[elnvestmenaforMedlcalMallS. 
(2) IftheTransaclionisAppmve0.Highmark'samaslricledg~antsloWVAHSwJlin~reasehy591mi:lionbu[willbeoNsetbytheconverslonofHighmark's550millionesvowpaymenc'mmaloan,which 

wlll hemme porentially remverable to Highmark antl resWt m a transacbomcontingen[ nc~ benellt of 59 million I! the loan iz repaid. 
~3) 	UnsecuredcredirorsmaypursuellighmarkorUPEtorpaymentolunsecuredliabillliesundervariouslegallhcories'mtM1eeventofaloturerestru<NrinyolWPAHS;Blazkstonecannotestimatethe 

I~ikelihootl or amounr ol any such losses Ihat Highmark or UPE may incur, ba[ as losses greater Man 50 are possible, we have assometl a range oi loss ratios of 0%ro 50%of to[al unsecured liabilities for 
porposes o( calculaling pu~Pntlal remveries ro Highmark in various swnarios. 

('~ Thls dmft report haz been prepared and Is beinR ~'iled eo ass6t the Pennsylvania lnsurance Oepartmen[ 1"Pl p'I in ib ongoing oonslderation of che Porm A Fppbcalion of UPE, date~ 
Nwember ], 2013, as amended. This report will not he mmplete un[il the public has hatl apprapriace opporNnlry to review, antl 6lazksrone reserves ffie right as may be reQUired in Its 
]udgmen[toamendandJorsupplement[hisreponbasetluponatlditionalornewinformatlonthatmaybeprovidedduring[hepubllccommentperiodor[hereafterorinresponre[o 	'.'.. "" 	. 
mmmen[s by Ihe Appficants, lhe public or PI~ offloals. 
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Summary Conclusions~ `~: Costs and Benefits to Policyholders (conYd.) 

~ In summary, it is possible that the value received by policyholders via the IDN Savings will cover the gap be[ween (I) the mtal amount of 
Highmark's transaction-contingent capital commitments related to the IDN Plan and (ii) the value of tangible financial assets received by Highmark 
in exchange for those capital commitmenis 

~ However, the potential benefits to policyholders are less certain than either (i) the IDN-related investments and expenditures that are to be 
funded via policyholdcr reserves or (ii~ the frenchise benefits that may be accrue to Highmark; therefore, the PID may wish m mnsider the 
following types of conditionsro increasethe likelihood of quantifiable, tangible savings being realized by policyholders: 

• Conditions prohi6iting Highmark From entering inm hospital reimbursement wntracts that cons[rain Highmark's ability to offer insurance 
products that promote consumer choice and lower the cost of care (i.e. "Consumer Choice Initiatives") 

• Conditions requiring Highmark to quantify and periodically report the level of savings that have actually been realized by policyholders, 6oth in 
total and in amounts availahle via specific products on a perpolicyholder basis 

• Conditions requiring thai the Highmark senior executives who have been responsible for designing, recommending and implementingthe IDN 
Plan have a meaningful portion of their long-term ~ompensation tied to the achievement of quantifiable and tangible 6enefits to policyholders 

~`) This drali report has been preparetl antl is being fileJ lo assisl the PennsyWania lnsurance ~epattment ~"PIO") in i~s ongoing ronsitleraHOn o( [he Porm A AOPlica[ion of 11PE, tlaretl 
November ),1011, ae amendetl. This report will nol be mmylere un[d the yublic has had appmpriate oOPermniry ro review, and Blacksione reserves the righ[ as may be required in ics 
judgmentmamentland(orsupplemenuhlsreportbasedoponadditionalornewinformationlhatmaVbc providcddurin g t n e p u hGCCO mmentp e rioa ortnereahe r orin respan se ro 	~~~--^~~~~ 	! 
cemmenls by [he Fppli[ants, Ihe public or PIO offlcials. 
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Summary of Risks and Analyses: Impact on Competition and Insurance Buying Public 

. 	.. 	. 	. 	~- 	. 	 . 	 . 	. 

Potential Concerns Noted: 

Ms. Guerin-Calvert of Compass Lexecon reviewed the 
following as part of her assessment on the competiti~e 
impacts of the proposed Transaction: 

Potential Vertical Integration Issues 

_. Highmark may gain rompetitively sensiti~e information 
conceming competing insurers [hrough its control of 
W PAHS 

.. Highmark's implementation of an IDN may place it in 
position m frustrate efforts of mmpeting insurers to 
wntractwith Highmark-affiliated hospitals, including 
W PAHS 

Potential Impact on Overall Provider Market In Western 
Pennsylvania 

~ 	Highmark's plans for WPAHS and its overall IDN Plan may 
cause an increase in provider capacity in the Western 
Pennsylvania region 

.. Highmark's plans for WPAHS and its overall IDN Plan may 
lead to an escalation in the mst of ~ontracting with 
physicians for various provider organizations in the 
Western Pennsylvania region 

:,. Highmark's plans for WPAHS and its overall IDN Plan may 
have a detrimental impact on community hospitals in the 
Western Pennsylvania region 

Analvses Performed: 

~ Blackstone, along with Compass Lexecon, reviewed comments su6mitted 
during pu6lic hearings held in April 2012 related to the Transaction as well 
as comments submitted direcHy to the PID from the pu6lic and various 
industry participantr 

> Blackstone, along wi[h Compass Lexecon, conducted interviews with 
various industry participants, including leadership of compe[ing inwrers, 
hospitals and other provider organizations 

~ Blackstone reviewed Compass Lexecon's report dated April 8, 2013 

r.i.:~~t:,,~~~ 	~„~, 
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Feedback on the Proposed Transaction 

~ Sessions were open to the public 

~ Advertised two months in advance on the PID website 

~ The applican[s prepared opening remarks and responded 
ta questions posed by the PID during [he hearing 

~ Mem6ers of the pu6lic also suhmitted written wmments 
and oerbal remarks; all mmments and remarks 
transcrihed and made publidy available 

~ Blackstone and CL mnducted 30-90 minu[e telephonic 
discussions or in-person meetings 

~ Blackstone and Cl, generally, raised the following topics: 

• Impact on the s[akeholders iithe Transaction were 
to be approved 

• 	Impact on stakeholders if the Transaction were not 
to be approved 

• 	Is WPAHS salvageable, and is Highmarkthe righ[ 
partner for WPAHS? 

• 	Perspectives on the wrreM health insurance and 
provider markets in western Pennsylvania? 

• 	Other competition and insurance buying pu6lic- 
relatedissues 

~ April 17, 2012: day and evening sessions in 
Pittsburgh, PA 

~ Par[icipants induded: 

• Providerrystems 

• 	Businessorganizations 

• 	Consumer interest groups 

• Health insurers 

• 	Physicians 

PL~aksi,~ni~ 	un 
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Public Comments 

The Pittsburqh business community would be hur[ wilhout Ihe Transac[ion 

The TranSatHOn will Inaease competition in the local health care industry and preserve'11,OOOjobs in the region 

A monopoly in the region's heal[h care indus[ry wovld be detrimen[al to the quality antl cost of healthcare services 

W Ithout [he Transaction, W PAI IS would nat be able m sustain i[self financially 

Any[hing less [han a merger wilh Highmark will be detrimental [o lhe westem PA <ommunity 

If [he Transac[ion is not approved, valuable rommunity assetswill be bst 

Local business / organization 

Govemment representative 

Local business / organization 

Highmark ( W PAHS employee 

Highmark / W PAHS employee 

Highmark f W PAHS emplayee 

If health care choice is not preserved, the region will face much higher health care costs. Employers wlll stru~gle to provide adequate health 	Local business / organization 
insurance henefits, and consumers wlll go without needed care 

WestPennHOSpitalhassVUggledfinanciallyoverthepastfewyears,anditwazthroughHighmarkthatthehospitalwasahleroreopenits 	Highmark/WPAHSemployee 
emergency mom and create new jobs 

The iransaction will pmvide the s[ahility lhat Forbes Regional Hospital and the entire WPAHS nced now and opportuni[ies for growth in the 	6ovemment represen[ative 
future 
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Public Comments (cont'd.) 

The current state of affairs for health care in westem PA is unsustainable 	 Local business / organization 

West P?nn isour mmmunity hospi[al, and they provide quality, affordable health care. We werc losing that until Highmark demonstrated 	Local business /organization 
its commitmen[ [o the mrround ing neighborhoods 

eraddo~k is an eeample of what can happen when a non-proflt like UPMC is given full mnbol overthe health care market 	 Government representative 

West Penn has 6een an important communi[y asse[ 	 Local business f organizaiion 

HavingonlyonehealthsysteminthisareaseverelyinfluencesffiemstsffiatarepaidbyinsurancecompanicsmpresentingUPMCHealth 	Localbusiness/organization 
System, employcrs and employees 

westem Pennsylvania nceds mmpetition in its heakhcare dellvery system [o rontrol msts antl improve the quality of care 	 Local6usiness /organization 

It is important (orindividuals with long-term illnesses to have accessto more than one healthcare provider and more than one health 	Local businen / organization 
insurer 

Pi[tsburgh needs WPAHS and West Penn Hospi[al 	 Government represeniative 

It the Transaction does not accur, [hausands of pa[ien[s wili experience severe disruption in their carc 	 Government reprezentative 

The Transa~tion will safeguard choioe for consumers and physicians as well as protec[ jobs in western PennsyWania 	 Government representative 

I'.ILtn~l~ii~i 	 1~~~ 
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Public Comments (conYd.) 

CompetiNon must be preservetl ro incen[ivize change in the westem PA health care markeL Value-based competi[ion is the only antidote to 	Health insurer / health care service 
the inefficiency and quality pro6lems lhat plague the heal[h care syseem 	 prorider 

ihe right wnsumer and marketplace pro[ections should be part of any orderfrom the Commissioner. For example, the PlDshould not allow 	Heal[h insurer / healfh care servire 
Highmark'sTransac[ionwl[hWPAHStoperpetuateitsmonopolysta[usinwesternPAandshoNdmniinueloallowmnsume~choicein 	provider 
network hospitals 

It would be very difficWt for W PAHS's elderly patients to have to go to a different hospi W I. The Transaction gives W PAHS the resources to 
continue [o pmvide qualily care for the mmmunity 

In this environment, mmmunity hospitals cannot stayviable 

Highmark's financial support of the WPAHSwill require substantially more fundin~; than has 6een proposed 

Any approval of Highmark's aoquisitian should be conditioned on an orderly and prompt ending of its contracts with UPMC, on protections 
Ihat enwre W PAHS remains open m other insurers on fair terms antl on proper monitaring of these safeguards 

The Transaction must not limit the ability of WPAHS to independently con[ractwith other insurers at market mmpetitive races and terms 

Some fear Ihat Ihe Transaclion may limi[ employers and employees' abllity io access critical specialty services. The UPMC-Children's 
Hospi[al model provides a potential remedy [o [his conwm 

Speedy approval of the TransacUOn is critical for the fu[ure of W PAHS and its stakeholders 

Nighmark { W PAHS employee 

Highmark / W PAHS employee 

Local business / organization 

Local business / organizaiion 

Health insurer / health care service 
provider 

Local business / urganizabon 

Local business / organization 

Should lhe Transaction no[ comem fruition, wesrern PA wauld be lef[ at the merry of a single heal[h care provider, meaning that physicians 	Local business / organization 
would be roltl how ro prac[ice medicine or be forced to leave, heal[h care wsts wauld rise wiffi the lack of competitian, employers would 
s[ruggle ro prwide benefi[s and patients muld go without needed ~are 
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Public Comments (conYd.) 

Highmark's acquisition af WPAHS may not only fail to accomplish the in[ended result of shoring up [he sys[em, but may alw create a setting 	local business / organi[ation 
in which the wmmunity's real health care problemz cannot bc solved or bemme worse 

UPMC should not be permitted to terminate mnVact nepo[iations with Highmark. Highmark shoultl be able to compete wi[h UPM[ and still 
have a partnership 

Nighmark's acquisition of WVAHS presents a con(lict of interest Wants to 5[ay with certain specialists in [hc UPMC network 

Costs for medical services may rontinue to rise if 11PMC is the dominant provider 

If Ihe region is mntrolled by one I arge healthcare provitler, physicians will lose the abiliry to choose where they practice 

If the Transac[ion is appmued, patients who hare been seeing docrors In [he UPMC network would have m Find new physiclans or 
otherwise, pay higher msts ro mntinue ro be treated by U PMC physidans who know their health history 

UPMC should fo<us on medical cam, and Highmark should focus on healffi insurance. The iwo should be forretl [o enter into a contract 

Palicyhnider / patient 

PolicVholder / pa[ient 

Local business / organization 

Physician / wrse 

Policyholder / patient 

Policyholtler / patient 
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Industry Participant Interviews 

Mighmark'z plans fo~ WPAHS may ncga[ivcly impacl ffic vlability of mmmunity hospitals 	 Interes[ Graup 

Haaing Iwo verticrlly Integra[ed sys[ems polarizes [he market wch [hat independents are lorced inb one o( Ihe [wo camps 	 Pmvider Exe[otive 

Hiqhmarkappearstobeusing[hepo[entialopeningoffacilitiesandhiringof ph ysiciansasleverageagainst[hecom muniryhoryitals 	 GroviderExecu[ive 

Given ove¢apaclly in lhe regiun, the communiry hospitals will sutler If Highmark k able to inccease discharge ~olumes in Me WVAHS sys[em 	 Provider Executive 

Highmarkcon[inuestoacquirepropertiesincloseproximitymexistingrommuniryhospitals,potentiallyleatlingtounnecessaryduplicationof 	 ProviderExecutive 

msources and possibly posing a ffireat that Hlghmark can use to gain leverage over tM1e mm munity hospitals 

The mmmunity hospitals may lose volume as a result of W P.SHS necessary growlh in discharge volume 
	

Incerest Group 

Given UPMCs brand eyuily in Lhe markct, and [herefore limitetl vulnerabillry to inpa[ient leakage to o[her health systems, the volume neetletl a[ 	Pmvider Exewtive 

W PAHS lo make Highmark's shategy sucressful will mme from mmmuNry hospitals 

i.,.nk_q,~u~~ 	vui 
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Industry Participant Interviews (cont'd.) 

Highmark's marke[ posl[ion may elluw II tu Jimc[ volume ro i6 wholly-conholled subsidiaries, which could impact rommuntiy hospitals- even 

within [he CommunitY Blue network 

Them is no way Highmark will yet 25,000 admissions at W PAHS wlihou[ putHng communi[y hospitals out of business 	 Pmvider Executive 

I[ is virIDally impossible [hat most of the increased admissions Highmark projects for W PAHS will wme fmm 11PMC 	 Provider ERecutive 

Highmark'splansforanin[egrateddeliverynetworkmayfartherazceleratemnsolidalionotcurrenll y unaffiliaretlpmviderserviresintheWesremPA 	InterestGmup 

region, which may reduce consumer choire 

Reepening WPH waz a mistake, and introduced unneeded capaciry into a reRion that already has too many beds 	 Pmvider Esewlive 

InanycircumstancethatHighmarktontrolsWPAHS,MeservimsandcapaotV~t'N~stPennHuspi[alareunnecessar y anddaplica[ i ve giv Pn theregion ' s 	InsuranreExecvtive 

ovcrcaoanry 

HighmarKs commilment to spend up ro$300 million in capi[al eKpendltur ps at lefferson may, in mmbination wi[h ffie WPHHS transac[ion, exacerba[e 	Pmvider Eeew[ive 

[he overcapaclly issue in tlie region 

I'.I.n6,b,u,~ 	wo 
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Industry Participant Interviews (cont'd.) 

Hlghmark'splansforbuildingmedicalmallsandoutpatienlfacilitieswilllcad~ounnttessarydupllcationofservicesandca pacityi naregio n t hatis 	InsuranceExecutive 

already over-bedded 

The $9l5 million lhat Highmark has mmmittcA [oward WPAHS may be insuffiaien[ ro stahilize WPAl15 over [he long-[erm; W PAHS may lam inta a 	Pmmder Exem[ivc 

"financial blackhole" for Highmark 

Thc region would be betrer off if WPAHS were to go through bankruptcy 
	 Fravider Ececu[ive 

Hlghmarkmayseekmremuplossesa[WPAHSfrompolicyholdersantlpmridcrsvi.hlgher premiumsandlowerreimbursemen[rates,antlhast h e 	PmviderExecu[ive 

markel power [o do so 

I[isundearhowHighmark'spolicyholdersurpluscanbeusetlforinves[men[intonon-admi[[edassetsforumm~venfional p urp oses 	 InsuranceEKecutive 

Absen[ the proposed hansacfion, AGH would still be able lo serve as a Mrtiary / quacernary hub as part of a compe[Ing regional system fo LIPMC, and 	Provider Executive 

would be better able ro align and compete wi[h a conlrulling member other than Highmark 

Absent Ne proposed [ransaztioq Ihere would likely be strong interesl in an ouaide party purchasing AGH ro mntinue serving as a tertiary hub for a 	Pmvidcr Executive 

regional ne[work allemalive lo UPMC 

Highmark'sassumptions,bothfortheflnancialmmmi[mentstoWPAHSandHighmark'sove~a1110NStratcgy,lacktrans parenc y intherevised F O~mA 	InterestGraup 

Thepuhlictilingmn[alnsmanyasser[ionsbu[verylittlesupportingin formatinnfr omw hichthe publiccanmakeanydetermina[ionwi[hrespec[tothe 	In[eres[Gmup 

proposetl Vansac[ion 

I:I.u:.,:i~~.n 	uo 
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Industry Participant Interviews (cont'd.) 

H~ghmark's filing has IimHed disdosure regarding its opera[ing plan for W PAHS in light of the uncertainty around a renewed conlract wi[h UPMC 	In[emst Gmup 

Highmark's staretl goals of lowering heal[hcare msts in the region are nuble, but its actionz do not ma[ch its words so far in rerms of implementing 	Gmvider Enecutive 

mncrele plans 

little evidenw has been presenled by Highmark ro support that they have wncrete s[eps io lower msts or Improve quality 	 ~rovider Ezecu[ive 

The mediated settlement between Highmark and UPMC allevia[es some of [he roncem regarding replica[ion of unique regional assels, however lhere 	bile~esl Group 

is s[ill uncertainty with respect ~o w~men's and chiltlren's facili[ies 

IftheVansac[ianisappmved,patienlswilhdisabili[ieswillbesignifiwntlyimpatledduemthedifficulty ofhaving mchange phys i c i ans,servi re 	 In[erestGroup 

praviders or insurance companies 

Highmark as an insurer and hospital owner would create an un(air playing field 	 Providcr Excm[ive 

Hip,hmark shoWA be prohiblteA Gom contracting wi[h UPMC, and should be forced to put its market share al risk if its inten[ions are to save WPAHS 	mterest Group 

and bemme an IDFS 

Highmark's long-term wmmitment to [he IDN sl~ategy and [o WPAHS are vn[ertaln, given ILS purSW[ of long4erm UPMC mnUac[ 	 Provider Eaeafive 

11VMC is eakinga more torward-looking approach ro Issues in the indus[ry. Highmark is using yesterday's tactics [o solve [omorraw's problems, which 	Prorider Eaeculive 

won't wark 

f.I..rA~.i.~i~~ 	~n 
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Industry Participant Interviews (cont'd.) 

UPMC mnVacb pwhiblt tiered proAucts limiting o[her insurers' abiliry fo mmpete 	 Insurance EHemtive 

Political inrervention Inm [he mnhac[ dispute between Highmark and UPMC has distorted [heir wnlra~Fing rerms: lhey am Jifferent than wha[ would 	Insurancc E~ecu[ive 

come from negotiallons between the two wi[hou[ pressure fmm politicians. This is detrimental [o competition In Wes[em Pennsylvania 

The transac~ion may not lead to decreamd utilization, which is the key driver of increaseA cosh in ffie Western PA region 	 Interes[ Group 

Highmark lacks a qvantiry of tleep provitler eHpertise In its senlor management team 
	

vroviderExecoave 

The5lbillioninproviderspendinginitiabves,incl~siveoftheWPAHSmmmitmcn[,isnotenoughro6uildarobustintegrateddelivery network 	 ProviOerF.xecutive 

Highinark'splansforWPAHSrogenerateadditionaldischargevolumesviaphysicianaffiliationsmaynotbefeasihlegivenstrategicreactianfromo[her 	ProviderEzecutive 

provider sys[ems a nd/or the cost ot mch affiliations 

Highmad's statetl intention o( pulling volumes from UPMC is suspect, given VPMCs ability ro munteracl Highmark's s[ra[egic acbons 	 Provider Enecu[ive 

West Penn Hospital is no[ viable If Hiyhmark haz a ronhac[ wi[h UPMC because i[ sits [oo dose [o UPMC (acili[ies 	 Provitler [aecutive 

The pa~ients wilh Ihe hlghest utiliza[ion ra[es are ffie most likely m remain with their current pmviders and doctors, which calls inID tloubt Ilighmark's 	Provider Eaecutive 

abil iry m move profitable volumes into W GAHS 
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Industry Participant Interviews ~cont'd.) 

Highmark's plans to inveasc W PAHS' discharge volumes by changing physician referral pattems are unrealistic 

Regardles of how much Highmark spentls, gaining 15,000 admissions will bc exLremely challenging.5,0~D- 1U,000 might be possible 

6aining 25,000 atlmisions at W PAHS tor $1 billion in spending iz no[ a reasonable assumption 

Highmark's plan [o increase tlischarges al WPAFIS were comple[ely unrealistic in thelr original plans, and are even more sa now ihat rolume is down 

5%- 7%ffiroughout ihe region [his year 

If Highmark's plans for offering a diffemntia[ed produc[ are not as successful as anticipaled. HighmarKs insurance enrollmen[ and WPAHS an[icipa[ed 
volumes will be much lower than indicate0 in the filing 

Vravider Exem6ve 

ProvltlerExecutive 

Pmvider Eneov[ive 

Pmvider Executive 

Interest Group 

Highmark's commltment ro its rost-reduction shategies is questionable; ffiey appear ro be merely using [he WPAHS situation in order lo gain leverage 	Pmvider Eaecutive 
ove~ UPMC 

f lighmark is [rying to magnify a crisis in WPAHS' financial rontli[ion In artler m gain levero6e over UVMC If the hansac[ion is approved, they will 	Insurance Executne 
mntinue to do so inm the W[ure 

Highmark's pmposed physician contraces are mn[radicmry [o ms4savings and may leatl [o escalaling rosts antl hlgher utllizaiion 	 ProviAer E.ecutive 

Highmark's eKe~ution of an IDN stralegy is causing the price of physician employment [o rise above marke[ levels, antl the region will bear [he burd¢n 	Frovider Evecutive 
of [he eepense via increased health carc cosis 

r~o~,i.~„~~.~~ 	n., 
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Industry Participant Interviews (cont'd.~ 

is paying mmpletely unrealislic prlces for allynment with physicians. Salaries are unsus[ainable 	 Provider ExecuUVe 

Thereareinsu(ficientinformalionwallsbefweenWPAHSandHighmarkasnewinsurermn[rac[sarebeingnegotiated,whi~h~aisesse~iouscompetitive 	InsuranmEneculive 

concems 

Highmark's mnVOl o( WPAHS makes the competitive proress tor insurerz ta mnVact with WPAHS uncertain 	 Insvrance Execulive 

Crea[ing iwn hu6P hospital systems tloes no[ make Ihe region more mmpebtive in pmvlding heal[hcare services 	 Interest Gmup 
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Summary Conclusions(*): Competitive Effects and Public Benefits 

As par[ of her assessment for the PID, Ms. Guerin-Calvert addressed three overarching topic areas in her examination of the competitive effects 

and public 6enefits of the Affiliation: 

i. "The evaluation of the competitive effeas of the Affiliation involving the vertical relationship of Highmark as a purchaser of WPAHS's healthcare 

services. Ver[iwl transactions, in this instance between an insurer and a hospital rystem, can yield important pro-competitive benefits and 

efficiencies, but may also have horizontal implications for competition at the insurer or the provider IeveL For example, the Agreement may affect 

how Highmark competes in the healthcare insurancc marketplace and how WPAHS competes in the hospital marketplace. Broadly put, the relevant 

economic assessment involves evaluating the incentives and effects of a combined Highmark and WPAHS on competition and mnsumers of 

healthcare services. 

z The assessment of the market conditions and effects should the Affiliation not proceed, and the impact on insurer and healthcare competitive 

dynamics in Western Pennsylvania (hereaker "WPA"). 

3. The examination of whether the Affiliation raises other mmpe[itive and public benefits issues that may not be captured in Ihe assessment of the 

[ransac[ion as a vertical combina[ion, for example, whe[herthe affiliation would likely result in higher msts for healthcare, and ultima[ely, for 

healthcare insurance in WPA." 

Continued on Neat Page 

('~ ~hls dra(t rcport has becn prepareA antl is beinq filed ~o assirt tM1e Pennrylvania lnsuranre Departmen~ ("GID") In its ongoing mnslderation of the Form AApplicaclon o! UVE, dated November ], 2011, 
ended This reporl will not be mmplete untd the public has had appropriate opponuniry to review, and 9lacksione reserves ihe righcas may he required in Ih judgment [o amend and/or 

supplemenl [his report based upon additional or new Information that may be provideA Juring the public mrnment period or Ihcrea per or in response to mmmen(s by Ihe Apphcants, the public or PI~ 
officials. 	 I'~L.i.,., 

Swme: Economrc Analysis ojHlghmark'a AJfiGotion wi[h WPAMS on0 ~niplementolion oJ vn Inlcgm(ed Xevl[hmre Delivery System, Margare[ E. GuerimCalvert, april 8.2013. 
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Summary Conclusions~'~: Competitive Effects and Public Benefits (conYd.) 

"Insumnary,my 	rossmentolendecnclasioasoboottPe 	m~ titivu~I;I.sof:heAffillatianui~(cr(roinLhoseofLL Farnsesp~~ 	ly,~llii~.:~qd~ulonnpoi~.~ncenf 

WPA market mnditions, the si~nificance of rompetitive consvaint posed 6y competing insurers, and the risks from rommon ownership and access to wmpetitively 

sensitive in(ormafion. These form a reamna6le economic 6asis for conduding that [here is a likelihood af significant anticompetitive effects from Highmark's 

affiliation with WPAHS. It is my condusion, however, [hatthe adoption of rertain condi[ions, such as firewall protec[ions, would mitigate the likelihood of 

anticompetitive effects. My condusion with regard to the IDN antl the pubiic benefits from [he Affiliation and the 7ransaction is that there is a reasonahle emnomic 

basis for substan[ial benefits to the public in the form of improved delivery of care, reduced rate of increase in healthcare costs, and enhanced competition 

par[icularly in the hospital sector with an invigorated WPAHS. There is however, significant uncertainty surrounding the timing, magnitude, and likelihood of these 

benefits, and potential need for significant altemative approaches ro assure a financiallyviablc WPAHS and achievement of publlc benefits, including benefi[s [o Ihe 

inzurance buying pu6lic and poliryholders of Highmark. Finally, I condude that a successful ION and Affiliation would dominate the No-Affiliation Scenario. 

I have also responded to the PID reques[ to evaluate potential conditions induding those proposed by commenters on the proposed Transaction. I undertook 

analyses to evaluate the mnditions that would effec[ively address specific mncerns, were the PID to conclude tha[ such conditionswere prerequi5ites for approval. In 

specific, the PID asked me to evaluate four ca[egories of conditions: 

i. Effective firewalls on rompeti[ively sensitive information and independence/separo[ion of key decision-makers at hospi[al(s) and Insurer 

_. Prohi6i[ions on Highmark's indusion of certain contract provisions in any new mntracts with hospitals or olher providers and WPAHS with any insurer, 

induding terms longer than reasonable and customary, consume~ choice Initiatives (c.g., anti-steering or an[i-tieringl. exduziviry, and Most Favored Nation 

("MFNs") dauses. 

.. Monitoring and reporting requirements that provide transparency and accoun[abilitywi[h regard ro the success of [he IDN, the specific ws[ savings 

achieved, or information for threshold levels for further plans. 

a. Development of altemati~e contingenry stra[egies that may be required if WPAHS is una6le m reach 6reakeven volumes of inpaFient dfscharges by FY15. 

Appropriate conditions would permit the su6stantive benefits from this Transactlon to occurwhile limiting the risks oiadverse competitive effects." 

~") This draf[ report has been prnparetl and is ~eing filetl to assist ~he Pennsylvania lnsurance Department ~"PID"~ in its ongoing consltlera[ion of Ihe Form A Application of UPE, datetl November ], 
2011, as amended. This report will not be complete unlil Ihe publit has hatl appropriate opportuniry ro review, and Blackswne reserves fhe righc as may be required in Itsjutlgmen[ ro amend 
and/or zup0lemem this repon basetl upan additional or new inPormation [hat may be provided during che public rommen: period or thereaher or in response m mmmenn by the Appllcams, ~he 
publicorPlDofflcialz. 	 I'~~.I ~~r- 	. 

Source: Emnomrc Analysis of Highmmk's Af/ilionon wi~h WP qNS ond Implemenmtion of on Integrored Heol~hmre Oeliocry Sys[em. Margamt E GucrimCalvert, April 8, 3013. 
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Summary of Risks and Analyses: Other Analyses 

Potential Concerns Noted: 

i. Highmark'sinsurancesubsidiariesmaynotsatisfylicensing 
requirements in the Commonwealth of Pennsylvania upon 
completion of the Transaction 

2. The flnancial condition of UPE at the time of the Trensaction may 
have a detrimental impa~t on the financial mndition of Highmark 

s. Transaction-mntingent compensation plans for UPE and Highmark 
executives may have unduly influenced Highmark's decision to 
pursue the Transaction 

Analvses Performed: 

~ Reviewed year-end 2012 capital, surplus and net worth balances for 
Highmark's Pennsylvania-based insurance subsidiaries and 
compared those balances to statutory requirements necessary for 
writing insuranre in Pennsylvania 

~ Reviewed 11PE's projected balance sheet as of dosing of the 
Transaction 

~ Reviewed UPE's exewtive compensation as it wrrently stands and 
on the hasis of Form A approval 

i.i.. i..~ ~,. 	. ~ ~ 
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License Requirements 

Highmark and Highmark su6sidiaries' satisfaction of licensing reGuirements 

►  In order for Highmark and its subsidiaries to satisfy requirements for issuance of a license to write insurance in Pennsylvania, [he 
relevani entities must meet statutory capital balance requirements 

►  Based on information provided by Highmark for the most recent historical period, the requirements are met 

~ Highmark does not project changes to its relevant capital balanres, resultingfrom the proposed change of control, that would create a 
failure to meet the statutory cri[eria 

►  Blackstone notes that the below may not represent all criteria required to meet the PID's standards for issuance of a license 

i~ 
Highmarklne - - Ves - - Yes $4,139,085 $75 Yes 

HMOof Northeaslem Pennsylvama, mc J32 - Yes 49,50~ - Yes 64,035 1,500 Yes 

~irstPrioriryLifelnsuranceCompany,inc 1,83) 1,100 Yes 116,J5] 55~ Yes 145,141 1,G50 Yes 

GatewayHealNPlan.lnc 1 - Ycs 114,329 - ves 19],604 1,500 Yes 
HighmarkCasuallylnsuranceCompany 2,500 BW Yes 21,25D 925 Yes 198.453 1,D5 Yes 
Highmark5eniorPesourresinc 2,0~0 1,300 Yes ]2,00~ 55~ Yes 38,568 1,650 Yes 

HMCamaltylnmmnceCOmpany 1,OD0 B50 Yes 1,000 4]5 Yes 5,464 1,2]5 Yes 
HMHealthimuranceCOmpany 2,500 1,100 Yes 491,938 550 Yes 641,252 1,650 Yes 
HM Gfe InsuranceCampany 3,000 1,100 Yes 1]4,339 550 Yes 146,981 1,G50 Yes 
Inter-COUntyHeal[hPlan,lnc - - Yes 2,295 - Yes 1,400 25 Yes 

In[erCountyHOSpitaliia~ionPlan - - Yes 2,655 - Yes E,69] - Yes 
Keysmne Health Plan Wesq Inc. 150 - Ycs 120,850 - Yes 40],20] 1,500 Yes 
Uni~etlCOnmrdlaCOmpaniee,lnc 1,100 1,100 Yes ]2,650 550 Yes 399,943 1,650 Yes 
UnitedConrordla~entalVlansotFennsylaania,lnc. 1 - Yes 3,9R - Yes 1,546 100 Ves 
Unile~COncordiableanAHealthlnsuranreCOm panV 1,504 1,1~0 Ves 10,4G9 550 Yes 713,357 1,650 Ves 

Source: Highmark. 

~I,~,.,~m 	i. 	. 
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Financial Condition of UPE at Time of Transaction 

UPE Balance Sheet at Closing of the Transaction 
($ in millionsJ 

Re~iew of UPE Financial Condition 

~ The proposed Affiliation, if approved, will give UPE control of 

Highmark 

~ UPE's projected balance sheet at closing, as submiited by the 

Applicant, is shown at right 

~ UPE's projected balance sheet at closing reflects: 

• JRMC balance sheet accounts as of 2/28/13~'~' 

$1 million in Highmark contributionsto UPE, residing in Cash and 

Inves[ments 

Assets 

Cash and Investments 
Accounts Receivable 
Property and Equipment, net 
Goodwill and Other Intangibles 
Other Assets 

Total Assets 

Liabilities and Reserves 
Claims Outstanding 
Unearned Revenue 

OtherPayablesand Accrued Expenses 

Benefit Plan Lia6ilities 
Debt 

Total Liabilities 

Total Reserves (Deficit~ 
Total Liabilities and Reserves 

Source: Highmark financial projections. 	 " ~ ' - 	' 
(1) 	Does not include fairvalue acmunting im m~junction with the affiliation with 1RMC; JRMC balance sheet Is not eHpe~ced to materialty change priorto closing. 
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Summary of Executive Compensation 

2010 - 2012 Historical Compensation for Highmark Officers 

N.M¢IdN,MD Nm~P~eSitlen[dntlCEO 51,033,U32 y1,YYU}/Y SY]S,SYb~}J,Yiy,lU/~ 	p1,~bS,%1/ yL~N/i~YSb SGlI{`HI/~j4~3S~btl0~ ytYqSCS ptl~dll{Nl yi1S,Ytltlpi~YV`J,1/V~ 

0.0'BHen ReciretlEVP 412,664 46,960 135,2951 1,054,8991 419,Oti9 ]]5,039 302,9851 ].44J,09d1 ]dJ,8D6 639,D09 1,359,3331 	d,136.1981 
W.WinkenwerderJR.,MD PreS~CentantlCW ~ ~ ~ ~ 562J]l ],18,000 Si1,330~ 	1,8fi9,0G2~ 
N_DeTUrM T~eawre~antlCfO 483p52 ]69,031 301,392~ 1,54,355~ 538.806 1.005.150 159.44p~ l,]03.393~ 563,150 1,W].392 159.~86~ 	].800.318~ 
M.HOgel RellredCOrpo~ate5ette[ary - - -~ -~ 388,364 336,691 318,143~ ],003,188~ 115,82] 4J3,0901,301.931~ 1]90.942~ 
p.Fice EVp 393,46fi 393,960 1]],622~ 915.048~ 489,855 646J06 189,389~ 1,325,990~ 513,01) 880,995 Il9,909~ 1,613,920~ 

D. Holmberg Eva E)2p22 LM,llO 520,898~ 1,6P,490~ 493,131 855,498 E1,4Y6~ 1.416.045~ 536,503 146,430 311,84A~ 	1,596,]61~ 

T. Kerr Re11reJ EVP - - - 	~ - ~ - - ~ ~ - ~ 249.592 435,309 630,130~ 	],d93,@l~ 

D.Leblih EVP 391.518 311,191 110,14~~ 9<],OSfi~ ~OS,BBJ 541,336 109,23J~ 1,056,4901 M102,U6 )16,505 SD,60G~ 	1,246,SB51 

LFa~bache~ ftellredEVP - - -~ ___-~ - ~ -~____~ 20.216 50,103 9]0,994~ 	I,OE5,313~ 

Current Compensation for Highmark CEO and Dired Reports, Effective as of 3/14/2013 

N. oen.k eva, [n~ei adm~~ao-~i~~~ x, F~~„~~~ai orr~e, 
D.Pice DivisionFresidentHealth5erv¢ez,EVCHighmarM 
T. VanKirk FvP. Chiei Legal OHirer 
~. Holmberg Cham & CEO, MVHC,11C0 & HMI6 
M.Ray EvP,Chiellnb~matlonOtFicer 
P.Carsonlr. EVP.ChiefHUmanRe50uK¢SOlficer 
D.Onoraco EVP.Chie(ErcernalNlfairsdCOmmOfficer 
M,Andeaon EVP,ChIefAUtlllor&COmpOIRer 
1.GOdla EVP,ChiefStrategyOffi~er 
I.Paul DiviSionPreSidcnt,lO55EVP,HIRhmark 

UPE has asserted that no ~hanges in executive compensation are contingent upon completion of the Trensaction 

Source: Highmark. 
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Summary Conclusions~~~: Other Analyses 

~ Based upon year-end 2012 capital, sarplus and net worth 6alances, Highmark's subsidiaries that are currently licensed to write insurance in 
Pennsylvania are expected to meet staturory requirements for the mntinued writing of insurance upon closing of the Trensaction 

~ UPE's balance sheet is projected to have $327 million of mtal assets and $80.1 million of capital at closing of the Trensaction and, as such, appears 
well capitalized and is unlikely to jeopardize Highmark's financial sta6ility at that time. Analyses ~onceming the poten[ial fuwre impact of UPE's 
financial condition, induding W PAHS, and plans for Highmark are induded in Section IV "Financial Impact on Highmark" 

~ Executive compensation is not dimctly tied to the outcome of the Form A filing, but we note that the compensation of various Highmark and UPE 
executives may indirectly incrnase along with "franchise" benefits actruing to Highmark as a result of the Trensaction in the form of enhanced 
enrollment, marke[ share and revenue 

~ As Highmark's policyholders will bear the primary cost of the Transaction and the potential benefits (in the form of IDN Savings) are uncertain, the 
PID may wish to consider conditions that would tie a portion of UPE and Highmark executive long-term compensation to the achievement of 
measures that will incorporate actual benefits received by Highmark policyholders from the WPAHS Affiliation and ION Plan in the form of reduced 
cost of <are, increased quality of ~are or reduced insurence premmms 

~') This drah report has been preparetl and Is being file0 lo assist Ihe Pennsylvania lnsurance Department ~"PID") In i[s ongoing mnsidcralion o( tlie iorm A ApplicaLOn o( 11PE, dated 
Novemher J, )Ol l, as amended. This report will not be mmplece un[il [he publlc has hatl appmpriate opportunity to review, and 6lackstone reserves the right as may be reqoired In 
Ils judgment to amend antl/or SupPlement lhis report Oasetl upon adtlitional o~ new in(o~mation [hat may be provided during tM1e public mmmen[ periotl or[hereafter or In response 
[ommmenizbytheAppllcants,tl~epublloorVlDOHicialz. 	 .:..~I.-~'."' 	", 


