0312

BEFORE THE INSURANCE DEPARTMENT
OF THE
COMMONWEALTH OF PENNSYLVANIA

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

Highmark Inc.; First Priority Life Insurance Company, Inc ;

Gateway Health Plan, Inc.; Highmark Casualty Insurance Company,

Highmark Senior Resources Inc.; HM Casualty Insurance Company;

HM Health Insurance Company, d/b/a Highmark Health Insurance Company;

HM Life Insurance Company;, HMO of Northeastern Pennsylvania, Inc.,

d/b/a First Priority Health; Inter-County Health Plan, Inc.;

Inter-County Hospitalization Plan, Inc ; Keystone Health Plan West, Inc.;

United Concordia Companies, Inc ; United Concordia Dental Plans of Pennsylvania, Inc ;
United Concordia Life and Health Insurance Company

By UPE, a Pennsylvania nonprofit corporation

SUPPLEMENTAL RESPONSE TO PID INFORMATION REQUEST 4.6.16 FROM THE
PENNSYIL.VANIA INSURANCE DEPARTMENT

REQUEST 4.6.16:

Provide a full and complete copy of each Highmark and WPAHS Entity’s
investment plan and proposed changes to the plan and as a result of the Transaction.

RESPONSE:

See attached

West Penn Allegheny Health System
30 Isabelia St | Suite 300
Pittsburgh, PA 15212
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Purpose

The purpose of this Investment Policy Statement (IPS) is to assist the plan’s Investment
Committee (“Committee”) in effectively planning, overseeing, monitoring, and
evaluating the management of the company’s retirement plan {Plan) assets. The Plan’s
investment program is defined in the vartous sections of the IPS by:

* Stating in a written document the Committee’s attitudes, expectations, objectives and
guidelines for the investment of Plan assets.

* Setting forth an investment structure for managing Plan assets. This structure
includes various asset classes, asset allocation policies and investment approaches.
In total, the structure is expected to produce adequate diversification, meet relevant
pension metrics as outlined in the statement of objectives and provide total
investment return over a long-term horizon.

* Providing guidelines for each investment portfolio so that all Plan assets are
managed in accordance with stated objectives.

* Encouraging effective communications between the Committee and service
providers.

* Establishing formalized criteria to monitor and evaluate service provider results on a
regular basis.

¢ Complying with all applicable laws, rules and regulations and fiduciary, prudence
and due diligence requirements.

Background information

The Plan is a defined benefit plan. The Committee will discharge their responsibilities
under the Plan solely in the long-term best interests of Plan participants and their
beneficiaries. The Plan and the benefits provided thereunder are funded solely by
Company contributions in accordance with specific Plan provisions.

Key information
Name of Plans:
e Retirement Plan for Eligible Non-Represented Employees of West Penn
Allegheny Health System
* Retirement Plan for Eligible Represented Employees of West Penn Allegheny
Health System
Plan Sponsor: West Penn Allegheny Health System
Actuary: Buck Consultants
Discretionary Investment Manager: Bank of America, N.A. utilizing Merrill Lynch
UMA Platform
Custodian and Trustee: Bank of America, N.A.
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Statement of objectives

The Committee will manage the Plan in a manner consistent with the provisions of the
Employee Retirement Income Security Act of 1974, as amended, including its prohibited
transactions Section 406, as it might affect investment management of Plan assets. The
Investment Policy Statement (IPS) will establish an investment mix for the total fund in
terms of targets, as well as acceptable ranges for exposure to equities, fixed-income and
other appropriate investments.

The objectives of the Plan have been established in conjunction with an asset-liability
modeling study, which provided a comprehensive review of the Plan’s current and
projected financial requirements. The objectives are:

1) Comply with applicable laws, rules and regulations and fiduciary, prudence and due
diligence requirements.

2) Maintain ability to pay all benefit and expense obligations when due

3) Maintain flexibility in determining future contribution levels by attaining a 90%
Funded Status Attainment Percentage

4) Monitor the interest rate sensitivity of the Plan's liability and incorporate assets that
may reduce the Plan’s funded status volatility as the plan’s status improves over time

The Committee acknowledges that investment results are a critical component in
achieving the Plan’s funding and financial objectives and that reliance on contributions
is a secondary element in reaching those objectives.

Investment policy guidelines

Time Horizon

The guidelines are based on an investment horizon of ten years, consistent with the asset/
liability study’s planning horizan and related capital market assumptions. I[nterim
fluctuations in the financial position of the Plan are to be expected and should be viewed
in the context of the long-term objectives and strategies of the Plan. The Plan's strategic
allocation is based on this long-term perspective.

Short-term liquidity requirements should be maintained to the extent necessary to
address net cash flows from contributions and Plan expenses and benefit payments.

Risk Tolerance
The Committee acknowledges that some risk in the value of the Plan assets must be
assumed to achieve the Plan’s long-term investment objectives.
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De-risking Strategy

The performance of the Plan will be measured relative to two factors: the required rate of
return and the Plan’s funded status as noted in the table below:

Equity & Afternatives / Debt”

Target Strategic
Asset Allocation

Expected Return on LD} Fixed

6.15% 6.15% 5.15% 6.15% 3.15%
Income

Required Excess Return Abova .- a T, o | —

LD! Fixed Income Portfolio 1.90% 1.60% , 1.20% 0380% | 0.60%

Total Required Return 805% 775% 735% | 7.08% 6.75%

' ——

Expected Return an Fortiolio* 807% 781% 752% 7.20% 6 65%
Expected Standard Deviation 10.56% A73% 923% 9.08% i_ Q.35% I

- i
* Detailed porifolio alloeations o tud in Appendix A,

**Parcenls shown above are for the fundud status range 75% - BO% ®Equities & Fixed = Altarnatives
" Percents shown above are fo1 (e funded 5IAIUS 1ange 95% - 100%

The expected rate of return for the Plan has been based on a weighted average of the
expected returns for each of the various sub-asset classes, weighted according the neutral
targets outlined in Appendix A.

The expected standard deviations for the Plan are reflective of the expected volatility of the
assets. However, it is understood that as the plan becomes fully funded, asset volatility may

actually increase again, but funded status volatility, our primary concemn, will actually
decline.

The policy statement provides investment managers discretion in structuring the
portfolios for the Plan, so long as they satisfy diversification requirements. Accordingly,
the managers have broad authority to move monies among the various sectors,
industries, and individual securities within their respective strategies

Asset Allocation Constraints
The Committee reviewed the long-term risk, return and corrclation characteristics of
vartous asset classes. The asset classes articulated in Appendix A were selected for

inclusion in the asset mix since, as a group, they provide opportunity to pursue desired
return objectives while offering diversification benefits.

The Plan’s time horizon, risk tolerances, performance expectations and asset class

preferences were used to estimate an efficient portfolio allocation at each funded status
level.
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Rebalancing of Strategic Allocation

Rebalancing fund allocation within the strategic allocation ranges for the various asset
classes serves the purpose of maintaining the risk and expected return of the fund within
parameters set by the Committee. Reallocations among asset classes and managers shall
reflect the following considerations:

* Generally allocate toward maintaining the strategic allocation targets for the market-
based funded status level measured in the month or quarter.

* The Committee may intervene in adjusting an existing asset mix when the risk and
expected reward potential is perceived to be such that an asset class should be
increased or decreased toward the approved policy maximum or minimum.

* Bank of America Merrill Lynch, as the “Chief Investment Officer” (CIO) selected by
the Committee, has the authority to rebalance the portfolio within the asset allocation
ranges stated herein when the risk and expected reward potential is perceived to be
such that an asset class weighting should be tilted toward the approved policy
maximum or minimum as identified in Appendix A.

Securities roles and guidelines

Domestic Equities

The Committee’s decision to invest in domestic equities is based on the expected
benefits of investing in this higher returning asset class. Investments will be made in
accordance with the following approved guidelines:

* The domestic equity manager will manage an equity-oriented portfolio with
exposure primarily to domestic securities.

Performance will be evaluated against a relevant style-oriented index. It is expected that
cach active portfolio will achieve a return over a full market cycle in excess of the index.

International Equities

The Committee’s decision to diversify internationally is based on expected benefits of
improved return from an increased investment universe and reduced volatility.
Investments will be in accordance with the following approved guidelines:

* The international equity manager will manage an equity-oriented portfolio. This is
not intended to preclude the tactical use of non-U.S. dollar denominated and dollar or
non-dollar short-term investments maturing in 12 months or less.

* The internattonal equity portfolio will provide ex-U.S. exposure that meets the
diversification objectives for international investments. The international equity
manager will refrain from investing in U.S. securities other than short-term
investments.
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* Currency exposure may be hedged into U.S. dollars or into other currencies in an
amount not to exceed total investment (including cash) in any currency being
hedged.

Performance will be evaluated against a relevant style-oriented index. It is expected that
each active portfolio will achieve a return over a full market cycle in excess of the index.

Fixed Income
The Committee’s decision to diversify into fixed-income investments is based on the
expectation that allocations to this asset class will:

¢ Reduce volatility of the Plan’s funded status,

* Provide liquidity for unanticipated cash needs, and

* Generate a relatively stable cash flow

* Reduce the volatility of the funded status by matching the duration with the Plan’s
liability

* The fixed income portfolio will maintain a minimum credit quality of triple B minus
by S&P or Baa3 by Moody’s (investment grade) or better.

Performance will be evaluated against a custom benchmark. It is expected that each
active portfolio will achieve a return over a full market cycle in excess of the
benchmark,

The duration of the Plan’s liability will be recalculated annually based on updated cash
flows provided by the Plan’s actuary. The structure of the LDI fixed income
managers/funds may be rebalanced annually to align with changes in the Plan’s liability.

Alternative investments

The Committee’s decision to invest in alternative investments is based on the
expectation of their portfolio diversification benefits and that they will provide higher
risk-adjusted returns than equities or fixed income. Some investments may be less liquid
than those of the other asset classes. [nvestments may be made in the following
alternative investment categories:

* Real estate, including REITs.
¢ Commodities

Performance will be evaluated against a relevant style-oriented index. It is expected that
each portfolio will achieve a return over a full market cycle in excess of the index.

Cash Equivalents

The Committee’s decision to invest in cash equivalents is based on the need for adequate
liquidity to meet fund obligations and to control exposure to investment risk. Emphasis
will be on high-quality, shorter-term investments. Portfolio holdings will be sufficiently
marketable to ensure that adequate cash can be provided on a same- or next-day notice,
with no material impact on market value. Performance will be evaluated against a
relevant style-oriented index. It is expected that each portfolio will achieve a return over
a full market cycle in line with the index.
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Control Procedures

Duties and Responsibilities of Investment Managers
The duties and responsibilities of each investment manager retained by the Committee
include:

1)

2)

3)

4)

5)

6)
7

8)

Manage Plan assets under its care, custody and/or control in accordance with the IPS
objectives and guidelines set forth herein, and also expressed in separate written
agreements.

Acknowledge and agree in writing to its fiduciary status with regard to the Plan as
required by Section 3(38) of ERISA, and acknowledge its responsibility to comply
with the IPS set forth herein, and as modified in the future.

Utilize the same care, skill, prudence and due diligence under the circumstances then
prevailing that experienced, investment professionals acting in a like capacity and
fully familiar with such matters would use in like activities for like retirement plans
with like aims in accordance and compliance with ERISA and all applicable laws,
rules and regulations from local, state, federal and international political entities as
they pertain to fiduciary duties and responstbilities.

Exercise investment discretion within the IPS objectives and guidelines set forth
herein and also expressed in separate written agreements.

Promptly vote all proxies and related actions in a manner consistent with the long-
term interests and objectives of the Plan, including the respensibility to vote proxies
related to the investment manager’s proprietary investment funds or to any company
stock (Qualifying Employer Securities under ERISA) held in the Plan, unless voting
responsibility has been reserved in writing to the Committee or its designee. The
manager has the right hereunder to solicit proxy voting recommendations from an
independent qualified party, on matters that might involve potential conflicts of
interest in the performance of the manager’s duties hereunder. Each manager shall
keep detailed records of its proxy and corporate actions voting activities and comply
with all regulatory obligations.

Comply at all times with the requirements of Section 3(38) of ERISA.
Maintain at all times a fiduciary bond to comply with Section 412 of ERISA..

All investments and activities must be undertaken in full compliance with the Plan’s
govemning documents, unless document provisions violate ERISA.

Actuarial Policy

The Committee will review, at least annually, all major liability assumptions regarding
number of participants, compensation, benefit levels and actuarial assumptions, and
make changes it deems advisable.
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Monitoring Investment Portfolios

Quarterly performance will be evaluated to assess progress toward attainment of longer-
term objectives. The Committee understands that there are likely to be short-term
periods during which investment performance results deviate from market and relevant
style-oriented benchmarks. The Committee’s review of each portfolio will focus on:

1) Adherence to IPS guidelines,

2) Material changes in the manager’s organization, financial stability, investment
philosophy and/or personnel,

3) Continued confidence in the investment manager, and
4) Performance comparisons with appropriate benchmarks as articulated in Appendix A

5) Quarterly tracking of the Plan’s estimated funded status including the impact of
interest rate movements

6) Annual review of changes in the Plan’s duration as measured by cash flows produced
by the Plan’s actuary for use in refining the liability-driven strategies.

7) Annual review of the Plan’s funded status in comparison with risk tolerance
thresholds derived from the asset/liability study

Portfolio Restrictions
See Appendix B

Investment Policy Statement Modifications

The Committee shall review specific investment objectives and guidelines stated herein
at least once annually. The Committee may modify this Investment Policy Statement in
whole or in part at any time. The Committee shall communicate changes to this policy to
investment managers and shall obtain written acknowledgement of the changes from the
managers. All changes to the policy statement shall be in writing and signed by the
Committee.

By.

Name:

Title:
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Appendix B
Investment Policy Restrictions
WPAHS Pension Funds

Equities and Altematives:

1.

3.
4

No more than 20 % of the market value of the non-fixed income portion of the
portfolio may be invested with one manager other than at the Bank of America
North America (BANA) level.

Securities issued by one company or enterprise, with the exception of direct and
indirect obligations of the United States Government, shall not exceed 3% of the
market value of the portfolio at the time of purchase (with the exception of
mutual funds and ETFs).

All equity securities must be traded on globally recognized exchanges.
Investments in private equity is expressly prohibited.

Fixed Income Securities and Overall:

1.

2.

The duration of the LDI portfolio must remain within a +/- 5% tolerance band of
the duration of the liability benchmark.

Sector weights must remain within a +/- 15 percentage point tolerance band of
the of those of the liability benchmark

At the time of purchase, the minimum rating assigned by a recognized ratings
agency (Moody’s, S&P, Fitch) to a bond or note shall be Baa3, BBB- or BRB-
respectively.

Investment in 144A securities shall not exceed 10% of the market value of the
portfolio.

Investments in leveraged investment vehicles which may be in the form of hedge
funds, CLOs, ETFs and CDOs are expressly prohibited. (This prohibition is not
intended to preclude structured notes where the structure is limited to
prioritization of cash flows)

Synthetic securities or commodity pools where the notional denomination of
derivatives exceeds the principal amount of the investment are expressly
prohibited. (This prohibition is not intended to preclude the traditional
convertible preferred stock or convertible capital note even though the stated
conversion value exceeds the original principal of the security)

The use of derivatives, except coincident with permitted synthetic securities or
commodity pools or to hedge identified market risk exposures arising from other
existing portfolio investments, is prohibited. Forwards contracts, option contracts

as well as exchange traded futures and options, are considered derivatives for this
purpose.

11
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West Penn Allegheny Heaith System
Investment Policy —- WPAHS Permanently Restricted Funds
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. Purpose

This policy serves to document the applicable cbjectives, investment activities and portfolio parameters for the
investment of Permanently Restricted Funds (the Plan) managed on behalf of the West Penn Hospital Foundation,
the Forbes Heaith Foundation, the Alle-Kiski Medical Center Trust, Allegheny General Hospitat and Allegheny
Singer Research Institute by the West Penn Aliegheny Health System.

1. Objective

To maximize the sustainable long-term total return of financial assets consistent with the fiduciary standards of a
prudent investor. As a resuit, current income and growth of the funds are the pimary objectives of the Ptan The
Flan's ability to achieve these returns will depend upen the ability to accept moderate risk, recognizing that a
reasonable degree of volatility in market value 1s necessary to achieve iong-term capital appreciation

iil. Asset Allocation Range

In recognition of the expected returns and volatility from financial assets, the portfoiio will be invested in the
following ranges with the target allocation noted:

Target Range
Equities 65% 55-75%
Fixed Income 35% 25 — 45%

The midpoints of the above ranges will be considered the long-term targets or policy allocation  Any deviations
beyond this mix of securities must have prior approval by the Investment Committee. Allocations to cash
equivalents are to be considered a subset of the Fixed Income allocation.

The Investment Adwisor, within the above ranges, will make all tactical asset allocation decisions (over- and under-
weights).

IV.  Equity Guidelines
Objective — Achieve long term returns which exceed those of the overall equity market.

In evaluating long-term (full market cycle) performance, overall equity returns inclusive of dividends wilt be
compared fo the S&F 500.

In recognition of the expected returns and volatility provided by different segments of the equity market, the equity
assets will be invested in the following ranges:

Range
Large Cap Domestic Equity 20~ 70%
Mid Cap Domestic Equity 5-25%
Small Cap Domestic Equity 5-25%
international Equity 5~25%

WPAHS-000512



The equity assets will be managed in accordance with the following:

¥ The equify investrnent in any single company should not exceed 5% of the total equity assets.

investments in mutual funds would not be subject to this limit. \
»>  The equity component of the portfolio may be comprised of individual equity selections. Additionally, the

manager may invest in mutual funds, common trust funds or any similar equity fund designed to achieve

the long term goals stated heremn.
»  Utilization of Index Mutual Funds in the Equity allocation ts permitted.

V. Fixed Income Guidelines

Objective — To provide additional long-term performance and to help provide current income from the overall
portfolio.

Fixed Income returns will be compared to the Barclays Intermediate Government/Credit Bond Index It is
expected that fixed income performance will achieve a return over a full market cycle In excess of the benchmark

The fixed income assets will be managed in accordance with the following:
»  Thereis a 5% limit on the market value of any one individual bond issuer except for U.S. Treasunes

»  The average maturity of the bond portfolio should be within the range of 2-7 years The investment
manager will have full discretion to determine the average maturity within this range

> The maximum maturity at the time of purchase for individual U.S. Treasuries, Government Agencies,
corporate bonds, mortgage-backed securities (MBS) and asset-backed securities (ABS) rated AA or
better will be 30 years. All others will be 10 years.

» Fixed Income type securities are limited to investment grade and 144A securities

#  Fixed Income mutual funds may be used to further enhance diversification, provide better coverage of the
yield curve, andfor improve liquidity.

V1.  Cash Equivalents

Cbjective - to provide for a source of cash to be transfarred to the owner-entities for use in accordance with their
respective donor restrictions.

The cash transfer will oecur once a monih and will function in a manner similar to the 8113 election used by
Charitable Trusts. The Investment Manager will be notified annually in advance by an Investment Committee
Representative, with respect to the percentage value of the plan to be distributed. In no event shall the
percentage be less than 2% nor more than 7% per year

Emphasis will be on high-quality, short-term investments. Portfolio holdings wilt be sufficiently marketable to
ensure that adequate cash can be transferred to the owner-entities on a monthly basis

Performance wili be evaluated against a relevant style-oriented index. It is expected that cash equivalent
performance will achieve a return over a full market cycle in line with the index.

Vil.  Prohibited Investments
Without the prior approval of the Investment Committee prohibited investments include

» Fixed Income securities not denominated in U.S. Dollars or Eurodollars
= Venture Capital or Private Equity
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“.y,

*  Guaranteed Insurance Contracts

+ Commodities

»  Precious Metals or Gems
Options, futures, or any contract whose value is derived from the price of an underlying asset or
index (Derivatives)

+  Short-selling and other hedging strategies

VIIl. Portfolio Review

In order to ensure that the guidelines established herein are being adequately met and to review the continued
appropriateness of said guidelines, a meeting between Fund Representatives and the Investment Manager shall
be heid at least annually with additional meetings as may be required. During such meetings, a general review of
the investment performance of the portfolio shall be conducted taking into consideration the long term goals and
objectives of the account, as well as the existing environment of the financial markets.

IX. Approval

Approved by:
WPAHS Investment Committee September 26, 2011
{copies of approved minutes attached) Date
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