
BEFORE THE INST]RANCE DEPARTMENT
OF TITE

COMMOI\TWEALTH OF PEI\NSYLVANIA

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

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

By UPE, a Pennsylvania nonprofit corporation

RESPONSE TO
SUPPLEMENTAL REQUEST 4.3.13.2

FROM THE PEI\INSYLVAI\IIA INSTJRANCE DEPARTMENT

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

Provide a fully and complete copy of any materials submitted to credit rating agencies by
any IIPE Entity related to the Supplemented Transaction. This Supplemental Filing Request does
not include materials previously submitted in response to Request 43.f3. Also discuss any changes
in credit rating for any UPE Entity related to the Supplemented Transaction.

RESPONSE:

UPE hereby supplements its prior responses to this Request by attaching at Tab
A the following documents:

l. January ll,2013 Fitch Ratings rating action for WPAHS.
2. January 24,2013 Moody's lnvestors Service rating action for Highmark.
3. January 28,2013 Standard & Poor's Ratings Services revised outlook for

Highmark.
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Fitch Ratings I Press Release Page I of2

FitchRatings
-i {.: i.-1J}"1,i' +, . ri.i' :ii i"}r ri {, - .r r, i, :jjs,r

Fitch Downgrades West Penn Allegheny Health System (PA) Revs to'C' Rarinss
Endorsement Policy

1 1 Jan 2013 10:40 AM (EST)

Fllch Ra$ngs-Ne,v York-l1 January 2013; Fitch Ratings hae downgradod West Penn Allegheny Health System's (tl/PAHS)

?pproxlmalely$726 million soriea 20074 health system rovenue bonds isgued by the Allegheny Counly Hospital
Developmenl Authorily to 'C' from 'CCC',

The rating adion follows a press repo( lhal \ PAHS, Hlghmark Inc., and V\PAHS bondholders have tentatively agrood to
a plan lhat would reducs the amounl owed lo bondholders and prevenl a bankruptcy llling by M/PAHS. Highmark and
WPAHS confirm only that discussions with bondhotders are undenrray. Fitch notes that tnfonnatlon frorn managemonl is
limited due to ths t6rms of a nondieclosure agreoment among the partbs.

Nevertheless, Fitch believes lhat s negoliated debt rselructuring appears to be inevitable to forsstall insolvenry, glven
V1/PAHS's financial dolerioralion and the fallure of WPAHS and Highmark to complete a proposed morger, ln addilion, on
Jan, 3, 2013, WPAHS's bond trustee lssued a notice of default regardlng \t\fPAHS's failure lo release audlted linancial
slaiements for lhe year onded June 30, 2012, which were due 180 days from the end of the liscal year. WPAHS has 30
days to cure lhe defaull.

Contacl:

Primary Analyst
Eva Thein
Senior Direclor
+1-212-808-0674
Fitch, Inc.
One Slato Slreet Plaza
NewYork, NY 10004

$econdary Analyst
EmllyWong
S€nlor Director
+1.212.908-0651

Commilteo Chalrporson
James LeBuhn
Senior Oireolor
+1.312-368-2059

Media Relalions: Elizabeth Fogerly, New York, Tel: |l (212) 908 0526, Emall: ellzabelh.fogerty@filchralings.com.

Addllional infolmalion is available at Vww.litchralings.conr'. The ratings abov6 wera soliciled by, or on bohalt of, the
issuer, and lherefore, Fllct has been componsaled for lhe provlsion of lhe ratings.

Appllcable Criteria and Related Rgsearch:
-'Revenue-Supported Ratlng Crltoria' (June 1 2, 2012);
-'Nonprofit Hospilals and Hoalth Systems Raling Cdteria'(July 23,2012).

Appllcable Crltcrla and Rela0ed Researoh:
Nonprotit Hospltals and Heallh Syslems Rating Crilerla
Revenue.Supporled Raling Criteda

http://www.fitchratings.conr/creditdesk/press_releases/detail.cfm?print=l &pr-id=779361 01128/2013
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Moonv's
tNvgSToRs StRvrcE
Ratlng Action: Moody's reviews Highmark's ratings (sr. debt at Baa2) for downgrade following
announced proposalto purchase WPAHS bonds

Gfobal Credit Research - 24 Jan 2013

Approximately $1.1 bllllon of rated debt affected

New York, January 24,2013 - Moody's Investors Service has placed Highmark Inc.'s (Highmark's) Baal insurance financial
strength (lFS) rating and Baa2 senior unsecured debt rating on review for downgrade following its announced plan to purchase
the West Penn Allegheny Health System (\ /PAHS, Ca senior debt rating, negative outlook) 20074 series bonds (issued by the
Allegheny County Hospital Development Authority) for cash at 87.5 percent of par amount. The agreement, which is subject to
regulatory approval, advances the proposed Highmark-\l/PAHS afftliation, which has been under discussion for over a year.

RATINGS RATIONALE

Moody's stated that the review for downgrade reflects the adverse potential financial impact of the proposed transaclion, which
may include the issuance by Highmark of approximately $600 million of new debt to fund the purchase. According to the rating
agency, after the close of the transaction Highmark's financial profile would be weakened as a resull of the projected increase
in financial leverage and the uncertainty of repayment of the purchased bonds, which lowers the company's quality of capital.

Moody's noted that at the end of 2013, Highmark's proforma adjusted debt lo capital (where debt includes untunded pension

fiabilities and operating leases) is expected lo increase lo approximately 35% lrom2So/o as of September 30, 2012. The rating
agency's projedion assumes $600 million of new debt to fund lhe bond purchase, the successful closing of the previously
announced partnership with Jefferson Regional Medical Center (Jefferson Regional, Baa2 senior debt rating, stable outlook),
which includes Highmark's guarantee of Jefferson Regional's debt and pension obligations (estimated to be $160 million), and
the repayment of approximately $300 million of Highmark's senior notes maturing in August with available cash.

Moody's Senior Vice President, Steven Zaharuk, commented: "Highmark's affiliation with h/FAHS gives Highmark needed
Rexibiiity in its provider network, considering the unique circumstances of the Western Pennsylvania health care market, which
is dominated by Highmark on the insurer side and the University of Pittsburgh Medical Center (UPMC, Aa3 senior debt rating,
positive outlook) on the provider side." The rating agency added that the transaction also provides opportunities for the insurer
to seek healthcare eost saving opportunities with a health provider as a partner. Zaharuk added, "However, the cunent
proposed transaction increases Highmark's investment in WPAHS from $475 million to over $1 billion, creating a concentrated
network investment that reduces its ability to pursue other investments and limits its flexibility with respect to its commitment
with V/PAHS."

The rating agency stated its review will focus on the ability of Highmark to obtain bondholder and regulaiory ?pproval as well
as the actuai finaircial and funding terms of the transaction. Moody's indicated that based on the preliminary funding terms, 

_

which involve Highmark borrowing $600 million, it anticipates a potential one notch downgrade to Highmark's ratings when the
review is concluded. However, the rating agency noted that if Highmark's commitment to WPAHS involves a significant
additional investment the rating could be downgraded further. Moody's added that there may be downward pressure orl the
ratings even if the transaction is not approved, ls further delays in the company's attempl to form an affiliation with WPAHS
threitens its strategy to develop an alternative delivery system to UPMC. Alternatively, Moody's said Highmark's ratings could
be conflrmed if the;fiiliation wiih WPAHS is approved with terms that do not require a substantial additional debt burden or
cash outlay beyond the original expected outlay of about $475 million'

The following ratings were placed on review for downgrade:

Highmark Inc. - insurance financial strength rating at Baal ; senior unsecured debt rating at Baa?.

Highmark Inc., based in Pittsburgh, PA, is incorporated as a non-profit corporation and is a licensee of the Blue Cross and

Blie Shield Association. lt undeivrites various indemnity and managed care health insurance products in Western and Central
pennsylvania. Through Highmark West Virginia Inc., and Highmark BCBSD, Inc. the company offers BCBS health insurance
produits in West Virginia ind Delaware. Tlirough its non-Blue branded subsidiaries, the company offers an anay of specialty

iroduc{s nationwide]For the first nine months of ZO'tZ,the company had consolidated GAAP revenues of approximately $9.6
biffion. At September 30,2012, total reserves (assets minus liabilities) were approximately $5.5 billion and total enrollment
(excluding BlueCard and Part D members) was approximately 4.8 million medical members.

http://www.moodys.com/researchll\4oodys-reviews-Highmarks-ratings-sr-d... Il28l2013
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Moody's insurance financial strength ratings are opinions of the ability of insurance companies to pay punctually senior
policyholder claims and obligations.

The principal methodology used in rating Highmark was Moody's Rating Methodology for U.S. Health Insurance Companies,
published in May 201 1. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory disclosures in

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

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this rating action, and
whose ratings may change as a resull of this rating ac{ion, the associated regulatory disclosures will be those of the guarantor
entity. Exceptions to this approach exist for the follodng disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure
to rated entity, Disclosure from rated entity.

Please see www.moodys,com for any updates on changes to the lead rating analyst and to the Moody's legal entity that has
issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures for each credit
rating.

Stephen Zaharuk
Senior Vice President
Financial I nstitutions Group
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 21 2-55$0376
SUBSCRIBERS: 21 2-55&1 653

Robert Riegel
MD - lnsurance
Financial lnstitutions Group
JOURNALISTS: 21 2-553-0376
SUBSCRIBERS: 21 2-55&1 653

Releasing Office:
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 21 2-553-0376
SUBSCRIBERS: 21 2-553-1 653

Moonv's
INVESTORS SERVICE

O 2013 Moody's Investors Service, Inc. and/or its licensors and afftliates (collectively, 'MOODY'S). All rights reserved.

http:i/www.moodys.com/research./Moodys-reviews-Highmarks-ratings-sr-d... l/28/2013
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cREDrr RATTNGS TSSUED BY itOODY',S TNVESTORS SERV|CE, tNC, f',Mts") AND trs AFFTLTATES ARE MOODYS CURRENT
OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT GOMMITMENTS, OR DEBT OR DEBT-LIKE
sEcuRtTtEs, AND CREDTT RATTNGS AND RESEARCH PUBLTCATTONS PUBLTSHED BY MOOOYS f i|OODY'S PUBLICATTONS")
TT'IAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELANVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT.LIKE SECURITIES. MOODYS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY
NOT MEET ITS CONTRACTUAL, FINANGIAL OBL|GAflONS AS THEY COME DUE AND ANY ESTIMATED FlNAttlClAL LOSS lN
THE EVENT OF DEFAULT. CREDIT RAT]NGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO:
LIQUIDIW RISK, I'ARKET VALUE RISK, OR PRICE VOLATILIry. CREDIT RATINGS AND II.IIOODY'S OPINIONS INCLUDED IN
MOODYS PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAT ADVICE, AND CREDIT RATINGS AND
MOODYS PUBLICATIONS ARE NOTAND DO NOT PROVIDE RECOMMENOATIONS TO PURCHASE, SELL, OR HOLD
PARTICULAR SECURMES. NEITHER CREDIT RATINGS NOR MOODYS PUBLICATIONS COIUMENT ON THE SUITABILIW OF AN
INVESTilIENT FOR ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES M@DY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTORWILL IIiAKE ITS OWN STUDYAND
EVALUATION OF EACH SECURIW THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW AND
NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACI(AGED, FURTHER TRANSMITTED,
TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH
PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WTHOUT
MOODY'S PRIOR t ,RITTEN CONSENT. All information contained herein is obtained by MOODY'S from sources believed by it to be
accurate and relrable. Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided 'AS lS" without warranty of any kind. MOODY'S adopts all ne€ssary measures so that the information it uses in

assigning a credit rating is of sufficient quality and from sources Moody's considers to be reliable, including, when appropriate,
independent third-party sources. However, MOODYS is not an auditor and cannot in every instance independendy verify or validate
information received in th6 rating process. Under no circumstances shall MOODY'S have any liability to any person or entity for {a) any
loss or damage in whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other ciromstance or
contingency within or outside the control of MOODY'S or any of rts directors, officers, employees or agents in @nnection with the
procurement, collection, compilation, analysis, interpretation, communicetion, publication or delivery of any such information, or (b) any
direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if
MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such information. The
ratings, financial reporting analysis, p@ections, and other observations, if any, constituting part of the information contained herein are,
and must be construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any
securities. Eac*r user of the information contained herein must make its own study and evalualion of each security it may consider
purchasing, holding or selling. NO WARMNTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILIry OR FITNESS FOR ANY PARTICUI.AR PURPOSE OF ANY SUCH MTING OR OTHER OPINION OR
INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

MlS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ('MCO), hereby discloses that most issuers of debt
securities (induding corporate and municipal bonds, debentures, notes and commercial paper) and prelerred stock rated by MIS have,
prior to assignment of any rating, agreed to pay to MIS for appraisal and rating services rendered by it fees ranging from $1,500 to
approximately $2,500,000. MCO and MIS also maintain policies and procedures to address the independence of MIS's ratings and rating
processes. lriformation regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities who
hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5ol0, is posled annually at
www.moodvs.com under the heading "shareholder Relations * Corporate Governance - Director and Shareholder Affiliation Policy."

For Australia only: Any publication into Australia of this do<rument is pursuant lo the Australian Financial Services License of MOODY'S

affiliate, lr,toody'ilnveStbrs Service Pty Limited ABN 61 003 399 657AFSL 336969 andlor Moody's Analytics Australia Pty Ltd ABN 94 105

136 1T2AFSL 383569 (as applicablei. This document is intended to be provided only to "wholesale clients" within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent to MOODY'S that you are,

or are accessingj the document as a r6presentative of, a 'Vrholesale dient" and that neither you nor the entity yo! represent willdirectly or
indirectly disseriinate this document oi its contents to 'tetail clients" within the meaning of section 76'tG of the Corporations Act 2001.
MOODV'S credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer

or any form of securit/that is available to retail clients. lt would be dangerous for retail clients to make any investrnent decision based on
MOODY'S credit ratlng. lf in doubt you should contact your financial or other professional adviser.

http://www.moodys.com/researchAvloodys-reviews-Highmarks-ratings-sr-d... l/28/2413
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l{ighmark Inc. d1bla Highmark BCBS & Highmark Blue Shield Outlook
Revised To Negative From Stable; 'A' Rating Affirmed

PuDllcldon dater 28-Jai-2013 12:48:t2 EST

i4l Viry Analysl Conlscl ldomatim

. llc ar. concerned obout ttlqhD.El'E operatlog perforMnce, .nd the plo6pect
tot rddltloEal fln.nqlrl c@ithente lelated to ils integlat.d delLvcry
n.trgr} at!ategy,

. 5e hrve rovlsad ou! outlook on the c@pdny !o negati@ lnd .fllncd ou!
long-tem,A'latlDg.

. we expecl l{igherlr! opcraling earDi!96 to weakci turCher ln 2013 betolc
rebounding in 2014.

NEII YORK (Standald & Poo!'s) ,Jan. 28, 2ol3--Standard & Poorrs Ratings Services
said today that it affirmed its 'A' long-teim counterparty credlt rating on
Highnark Inc, d/b/a BCBS & Highmark BIue Shield and revised the outlook to
negative flom stable.

"The outlook revision reflects our expectatlon that Highmark's opelating
earnings \.ril1 weaken furthe! in 2013 prlmarily because of concessionary
pricing actions lmplemented during the companyrs contentious contract
n€gotiations with UPMC, as vrell as expensea related to its integrated delivery
IDN strategy and preparing for Healthcare Reform," said Standard & Poorrs
credit analyst Jon Reichert. We expect the company's return on revenue (ROR)

to decline to around 1.5* in 2013 flon an estimated 2t tn 20L2. with the
run-off of the concessionary prtcing actlons in 2013 and the bulk of the
Healthcare Reform preparedness expenditures endlng, we expect operating
earnlngs to tmprove in 2014, producing an ROR of nore than 3t again, which is
in Iirre with our longer-term expectatlons. The neqative outlook reflects our
concern that, at the lower earnings fevel in 2013, the company is nore
susceptible to unexpected expense j.ncreases (e,9., lrigher utilization or
IDN-related expenses), which could impede efforts to return earnings to a
level that supports the ratings.

Our ratings on Highnark continue to reflect the conpanyrs stlong competitive
position and very strong capltallzatlon, The company has a significant and
nelL-entlencbed position in its core narkets of lresteln and central-
Pennsylvania. and lts diversified serviqes segment (vision, denta.l-, and
stop-loss insurance) provldes a considerable degree of both geographic and
earnings diverslficatlon. Its consolidated business scale is slgnificant when
considerlng contlolLed afflliates and relationshlps with other Blues,

The negative outlook !eflects our expectatj.on that Highmark's operating
earnings will decline f,urthet 1n 2013, and our concern that the cornpany will
not be abl-e to restore earnlngs to a level supportive of the ratings within
the next two years. lle befieve wPAHs wi]l continue to be a potentlal draw on
Highmaik'E financi.al reeoulces until it is able to genelate sustainable,
positive earnj.ngs, Signiflcant flnanciaf comtritments to VIPAHS specifically, or
the broader IDN strategy in general, more than what the conpany currently
expects will put downward pressure on the ratings, vile expect an RoR of arourd
l.5t foE 2013, and longer-term annual RORS of around 3t, I{e couJ.d lowe! our
ratings on Highmark if it canrt achieve this Level of operating performance,
malntain 'AA' capitaL redundancy, or if our longer-telm expectation for
fixed-charge coverage drops to less than 5x.

Europ€.n Soverelgn3 eReport
Cr€ditl"trtters eRepof6 provlde ertenslve co\reraee on today's hot
topt€ ln flnanc!, sdiit rork6, cnd tha olobcl cconomy.
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http://www.standardandpoors.com/proVratings/articles/en/us/?articleType:.. . ll28l20l3
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compJ.ete ratlngs lnformation is avallable to subsclibels of RatingsDilect on
the Grobal credlt Portar at www.grobarcreditportal.corn. A1r ratings affected
by this rating action can be found on Standard & poor's pubflc Web site at
www,standardandpoors.cotn. Use the Ratings search box Located in the left
column.

Prlm.ry cr.dtt An ty3t Jon D Ratcfiori, Na, yod( (1) 212-43&10ooi
Jon_rslchsrt@3trndardrndpoors.com

Second.ry Contect Hema Singh, Ncw Yort (1) 2i2-43&10m;
hem!_slngh@tend!rddrdpooE com

IMPLIED IMRRANnES, llrtCLUOllC, BUT NOT LIMITED To. ANY t/tARRANTtES OF
MERCIGMTAEILITYORF FROUBUGS.
SOFTI,IARE ERRORS OR

E

v

fsr HEt h lrlbs !c b. Fl.blr, SIP dolt itot plrtom an rudit lrd wL.iaks rc dsv ol d[
dligmo d IndtPlndlnt rcritiqtln of .ny Inlmdid it E€iE

mry
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irxfdduet to s/hqr l,|ry hr€ b.il alJonad. No aharino ot paaMrdl/us lor and m dmllln@ut
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