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7his drak report has been prepared and is 6eing £led ta assist the Pennsylvania lnsurance Department ("PID") in its ongoing consideration 
of the Form A Application of UPE, dated Novem6er 7, 2011, as amended. This report will not be complete until the public has had 
appropriate opportunity to review, and Blackstone reserves the right as may be required in its judgment to amend and/or supplement this 
report based upon additional or new information that may 6e provided during the public comment period or thereafter or in response to 
comments by the Applicants, the public or PID officials. 
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Introduction 

~ Highrnark and WPAHS have entered into an agreement pursuant to which Highmark and WPAHS will affiliate to establish an integrated 
health system (the "Affiliation Agreement") 

• On Octo6er 20, 2011, a new nonprofit parent company, UPE, was formed and will become the sole rorporate mem6er of Highmark 

— Highmark is to maintain control of its insurance operations 

• On Octo6er 20, 2011, a new nonprofit subsidiary of UPE, UPE Provider Sub, was also formed and will become the sole corporate 
member of WPAHS. UPE ProviderSu6 is a provider-focused entity 

— WPAHS will retain its federal income tax-exempt status 

►  Highmark, based in Pittsburgh, is one of the 10 largest health insurers in the country with a total membership, across all produc[ lines, 
of 32 million, of which 4.7 million are health plan members 

r WPAHS, also based in Pittsburgh, indudes five hospitals with approximately 1,600 beds, 1,700 physicians (employed and private 
practice) and over 230 specialty care practice sites throughout westem Pennsylvania 

►  The proposed Transaction is subject to review by, and the approval of, the PID 

►  The PID has asked Blackstone to analyze several aspects of the proposed Transaction as part of its process of determining whether the 
Transaction meets certain of the standards contained in 40 P.S. § 991.1402~f)~l) 

(1~ 	Nighmarklnc'srelatedlnwmrsindude:FirstGriorityLifelnsuranceCOmpany,Inc,GatewaVHeal[hPlan.Inc,HighmarkfasualtylnsuranceCOmpany,Highmark5eniorResourcesino, 
HM Wsualty Inmrance Company. HM Health Insurance Company ~d(hfa Hlghmark Health Insurance Company~, HM life Insurance Company, HMO of Nor[heastern PennsVlvania. Inc. 
(dfb/a Firzt Priority Heal[h), Intermonry Heallh Plan, Inc, Interrounty Hospllallnation Glan, Inc, Keysmne Health Plan Wesq Inc, Uni[ed Conrordia Companies, Ina, UN[ed Concortlia 	.„, _, „ 	. 
~ental ~lans o( Pennsylvania, Inc., antl Unitetl Concordia Life and Health Insoranre [ompany. 	 ~ 
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Highmark Overview 

~ 	Headq~.iar[crcd in Pittsburgh, Pennsylvanla 

►  Approximately 4J million health plan members 

• 3.1 million in Western Pennsylvania 

• 856,000 in Central Pennsylvania / Lehigh Valley 

• 330,000 in Northeastern Pennsylvania 

• 395,~00 in Delaware 

• 213,000 in Southeastern Pennsylvania 

• 265,000 in West Virginia 
►  Pennsylvania service area indudes: 

• 29 counties in Western Pennsylvania 

• 21 counties in Centrel Pennsylvania 

►  lointly markets various health insurance products with i) Blue 
Cross of Northeastem Pennsylvania ("BCNEPA"~ and ii) 
Independence Blue Cross ("IBC") 

►  Highmark West Virginia, Inc., a West Virginia non-profit health 
services corporation, is a controlled affiliate of Highmark 

►  Highmark BCBSD Inc., a Delaware non-profit health services 
corporation, is a controlled affiliate of Highmark 

►  Approximately 19,700 employees 

►  Highmark Combined 2011 Total Revenue and Net Income of 
$14.8 billion and $445.5 million, respectively~l~ 

~1) 	Represents GMPresul[s; GMPTOtaI Revenue is equal io Total Opera[ing Revenue OWS Ne[ Inves[men[ Income antl Net Realixetl Gain ~Loss) on Inves[men~s. 
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West Penn Allegheny Health System Overview 

> In Novembcr 1999, the Westem Pennsylvania Health System 
acq~ired the western Pennsylvania affiliates of the former 
Allegheny Health Education and Resear~h Foundation: 
Allegheny General Hospital, Allegheny Valley Hospital, Forbes 
Health System, Canonsburg General Hospital and affiliated 
physician practices 

• Today WPAHS indudes five acute care hospitals that 
operate ~1,600 inpatient beds and provides a full range of 
clinical services 

• The System's hospitals have over 1,700 physicians on the 
Medical StaFf and the System's Physician Organization (or 
"PO") employs 600+ physicians 

• The System provides training for 45D medical residents 
and 250 nursing and allied healih students annually 

►  WPAHS is the 2nd largest healthcare provider in the Greater 
Pittsburgh market 

• "11,000 employees 

• °17% of inpatient market share (vs. ^'41 % market share 
of UPMC) in Greater Pittsburgh 
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Transaction Overview 

►  At dosing: UPE will hemme the sole corporatc member of Highmark 

• A second Pennsylvania nonprofit mrporation ("UPE Provider Sub") has 6een formed; UPE is its sole mem6er 

• UPE Provider Sub will become the sole member of W PAHS 

• Highmark and WPAHS will become affiliated mmpanies, with UPE as their commo~ ultimate sole parent and, at least initialty, with 
certain overlapping board members 

UPE: 

►  Is a Pennsylvania nonprofit, non-member 
corporation 

►  Has qualified for exemption from federal 
income tax as per section 501(c~(3) of the 
Intemal Revenue Code 

►  Will not write health insurance or take any 
insurence risk 

►  Will prepare financial statements in 
acmrdance with generally applicable 
accounting principles ("GAAP"J 

►  Will hold certain reserved powers with respect 
to Highmark 

Highmark: 

~ Will continue to be a Pennsylvania nonprofiY corporation 

►  Will be su6ject to control by UPE 

►  Will retain its existing assets, liabilities and operations 

►  Will be authorized to transact the business of a hospital plan mrporation 
and a professional health services plan corporation 

►  Will continue to operate a nonprofit hospital plan and nonprofit 
professional health services plan 

►  Will be licensed by the Blue Cross and Blue Shield Association (or "BCBSA") 
as a risk-assuming controlled affiliate licensee 

►  Will continue to participate in BCBSA regulated programs 

►  Will retain its existing trede names 
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81ad<stone's Mandate 

4U P.S. 4 99?.~~nUl(fl(1) states that `The department shall approve any mer~er, consolida[ion or other acryuisition of mntrol refeired [n in 
subsection (a) unless it finds any of the following: 

1) After the merger, consolidation or other acquisition of control, the domestic insurer referred to in su0section (a) would not 6e able to satisfy the 
requirements for the issuance of a license to write the line or lines of insurence for which it is presently licensed 

2) The effect of the merger, consolidation or other acquisition of control would bc to su6stantially lessen competition in insurance in this 
Commonwealth or tend to create a monopoly Iherein.~'~ In applying the mmpetitive standard in this subparagraph: 

a) the informational requirements of section 1403~c~~2) and the standards of section 1403~d~~2) shall apply; 

b) the merger, consolidation or other acquisition of control shall not be disapproved if the department finds that any oF [he situations 
meeting the criteria provided by section 1403~d)(3) exist; and 

c) the department may condition the approval of the merger, consolidation or other acquisition of control on the removal of the basis of 
disapproval within a specified period of time 

3) The financial condition of any acquiring party is such as might jeopardize [he financial stability of the insurer or prejudice the interest of its 
policyholders 

4) The plans or proposals which the acquiring party has to liquidate thc insumr, sell its assets or consolidate or merge it with any person, or to make 
any other material change in its business or mrporate structure or management, are unfair and unreasonable and fail to confer benefit on 
policyholders of the insurer and are not in the public interesN'~ 

5) The competence, experience and integrity of thosc persons who would control the operation of the insurer are such that it would not be in [he 
interest of policyholders of the insurer and of [he public to permit the merger, consolidation or other acquisition of control~'~ 

6) The mergcr, consolidation or other acquisition of control is likely to be hazardous or prejudicial m the insurance buying public 

7) The merger, mnsolidation or other acquisition of control is not in compliance with the laws of [his Commonwealth, including Artide VIII-A~'~' 

(1) 	ihe PN.Ihrough Its munzel, Plank Fome LIP, has engagee Margaret Guerin{alvert olCOmpass Lexecon lo revicw matters relamd ro Standard 2. Ms. Gucrin~alver q  ~m mord~nation i 	i 
with Blackslone, has also reviewed mattersrelated ro5tandard 4. 	 "".' °~ 

(2~ 	ThePlDhasnotasked9lackstoneroconsidermaaersrelatetlm5~andard5or5tandard]. 
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Analytical Framework 

''.~~; ~~.:I.M1: 	. ~.2d~~'~~fi~~6;.- 
1 	{ .L__~.  ~ra; 	b •,~.T~L. 	. 	, 	_ 	. 	:~'~i. 	 . 
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1) 	Satisty license requirements 	~ qnalyzed [he relevanf apI[al, surplus and net worth ~ 	Compared capiial, surplus and ne[ wor[h requireinents, 

requirements for each of the domestic insurers as appropnate, 6ased on type of company ta the a~[ual 
invoWed for issuance of a license capital and surplus of each of the relevant domestic 

insurerrs 

2) 	Not substantially lessen 	 ~ The PI~, through i[s wunsel, Blank Rome LLP, has ~ 	Blackstone refers to [he report of Margaret Guerin 
competition ar tend to create a engaged Compass Lexemn, a mnsulting firm Calvert, of Compass Lexe~on, dated April 8, 2013 for 
monopoly specializing in antitrust economics and applied condusions regarding potential anti-mmpetitive effects 

microeconomics, to assess the campetitive effec[s af of the Transaction 
the proposed Transaction 

3) Not jeopardi¢e financial stability 	~ Analyzed the expected finanaal condition of UPE, which ~ Reviewed UPPs expected balance sheel and capital 
or prejudice the interest oF 

	
will assume mntrol oF Highmark, at the time of the 	 position at the time of the proposed change of convol 

Highmark policyholders 	 pmposed Transaction 

4) Any Highmark plans or proposals 
are not unfair and unreasonahle [o 
Highmark policyholders and not in 
the public interest 

~ The expected financial condition oF UPE taking into 
account its anticipated affilia[ion with WPAHS and 
other IDN-related entities, which is expected to occur 
subsequent to the change of control, and othcr 
pravider initiatives, is relevant to Standard "4" 

~ Analyzed the proposed benetits of the Transaction to 
Highmark policyholders 

~ Pu61ic interest primarily addressed In Standard "6" 

~ Blacksmne also reFers to the repor[ of Margaret Guerim 
CaWert, of Compass Leaeron, dated Apri18, 2013 

~ Analyzed Hiyhmark's current and projected financial 
mndition and liquidity 

~ Analyzed WPAI15' current antl projected financial 
mndition 

~ A55e5sedHighmark'scapi[almmmitmentstoWPAHS 
and [o the overall IDN strategy 

~ Analyzed the poten[ial 6enefits m poliryholders 
resulting from Highmark's transaction-dependent 
WPAHS and IDN investments 

6) Not hazardous or prejudicial to the r qssessed the manner in which the insurance market 	~ Reviewed input from written public comments sent to 
in5urance 6uying public 	 and the insurance buying public will be affected by the 	the PIO, comments made at public hearings and 

Transaction 	 comments made during private interviews conducted by 
Blacksmne 
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Scope of Blackstone's Work 

►  Reviewed the Form A filings, as amended, su6mitted by UPE in connection with the proposed Transadion 

►  Reviewed Highmark's and WPAHS's audited GAAP financial statements for the years ended 2007 to 2011, and WPAHS managemenYs 
unaudited financial statements for the year ended 2012, where applicable 

►  Reviewed Highmark's and WPAHS's financial projections, induding multiple projection scenarios 

►  Reviewed materials related to the proposed Transaction suhmitted by UPE, UPE Provider Sub, Highmark and WPAHS 

►  Reviewed responses submitted by Highmark and WPAHS to the PID's requests for additional materials and information 

►  Attended a public information session in Pittsburgh on April ll, 2012 and reviewed respective trenscripts and the responses provided 
by Highmark and WPAHS to questions posed by the public 

►  Reviewed public comments submitted to the PID by concerned parties 

►  Held distussions with third-party industry participants and ohservers who provided their perspective on the proposed Transaction and 
its potential impact on the health insurance and provider markets in Pennsylvania 

►  Held discussions with the members of management of both Highmark and WPAHS to discuss their respective businesses, opera[ing 
environments, financial conditions, strategic objectives and otherTransaction related subject matter 

►  Reviewed the report of Margaret Guerin—Calvert of Compass Lexecon, dated April 8, 2013, assessing the competitive impact of the 
proposed Transaction 

►  Reviewed such other information, performed such other studies and analyses and took into account such other matters as was 
deemed appropriate 
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Scope of Blackstone's Work (cont'd.) 

~ Independently verified the accuracy and completeness of financial and other information that is available from public sources or was 
provided to us by Highmark, W PAHS or their representatives or otherwise reviewed by us 

►  Made an independent appraisal of Highmark's and WPAHS's reserves or assets or expressed any opinion as to either the value of such 
reserves or such assets or the value of the projected income and cash flow expected to be derived therefrom 

►  Performed due diligence on Highmark's and WPAHS's physical properties, sales, marketing, distribution or service organizations or 

product markets 

►  Expressed any formal opinion regardingthe fair value of Highmark, WPAHS, UPE or UPE Provider Sub 

►  Made any legal condusions with regard to the applicable statutory criteria under 40 P.S. § 991.1402(f)(1} 

v.i.-i..~,~~~ 	~., 
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History of Highmark / WPAHS Business Relationship 

~ In 1996, Iligl~uriark execu[ed indemnity hospital agreementis evith the wesfern Pennsylv~nia hospitals owned 6y the Allegheny Health, 
Education and Research Foundation ("AHERF'~, induding Allegheny General Hospital ("AGH"), Forbes Regional Hospital ("FRH"), 
Allegheny Valley Hospital ("AVH"~, Canonsburg Hospital ("CGH") and The Western Pennsylvania Hospital ("WPH" or "West Penn") 

►  In 1997, Highmark executed managed care hospital agreements with these hospitals 

►  In 1998, AHERF declared bankruptcy, and in 2000 its western Pennsylvania hospitals came together to form West Penn Allegheny 
Health System, Inc. Highmark provided the hospital system with a$125 million loan, which was subsequently repaid 6y WPAHS 

►  WPAHS has struggled financially, posting annual opereting losses of ($19) million~'~, ($52) million~~~ and ($113~~~~ million in 2010, 2011 
and 2012, respectively. In 2010, this distress resulted in a restructuring of WPAHS that induded a reduction of services at West Penn 
under what was known as the Urban Consolidation Plan. WPAHS has experienced senior management turnover as 6 CEOs have led 
the system since 2000 

►  In April 2011, Highmark's Board received a report describing WPAHS' need for a$25 million cash advance on claim payments prior to 
April 11, 2011, for working capital purposes of WPAHS 

►  In June of 2011, Highmark and WPAHS announced their intentions to enter into an agreement wherehy Highmark and WPAHS would 
affiliate. In November 2011, Alvarez and Marsal was hired as WPAHS' interim management team 

►  In July 2011, Highmark's 8oard received a report on the corporate structure and governance forthe proposed Highmark— WPAHS 

affiliation 

►  In October 2011, Highmark and WPAHS entered into an affiliation agreement (the "Affiliation AgreemenY') pursuant to which 
Highmark and WPAHS would affiliate to establish an integrated health network 

(i~ 	PcrWPAH5ID10-2aitAUtlitetlFinanalalstatements. 	 '~~' 	' 0 	' 

(3~ 	PerWPAH52012UnauditedFinancial5ta~ements,whichcanheloundathttv://www.woahs.or¢/sires/defaWVfiles/tile/FY2D31annual.od(. 
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History of Highmark / WPAHS Business Relationship (conYd.) 

~ In April 2012, Highmark authorized an unrestricted contribution of up to $8 million in 2012 to WPAHS to engage management 
consultants to assist it in improving its financial condition 

►  In May 2012, Highmark's Board approved resolutions authorizing Highmark to proceed with negotiating and executing a letter of 
intent regarding affiliation with Jefferson Regional Medical Center 

►  In July 2012, Dr. William Winkenwerder Jr. was hired as Highmark's President and CEO 

►  In July 2012, Hammond Hanlon Camp LLC ("H2C"~, an independent investment banking and financial advisory firm, delivered a report 
to Highmark's Board, regarding the financial situation of WPAHS and various strategic options, including WPAHS bond debt 
restructuring 

►  In July of 2012, HighmarKs Board approved a resolution stating that WPAHS must dismiss with prejudice the action captioned West 
Penn Allegheny Heolth System, lnc. v. UPMC et ol., Case No 2:09-00480JFC, filed in the United States District Court for the Western 
District of Pennsylvania, contingent on the dismissal, with prejudice, of the action captioned UPMC v. Highmorklnc. and WestPenn 
AIlegheny Heolth Sys[em, lnc., Case No. 2:12-CV-00692-JFC, filed in the United States District Court for the Westem District of 
Pennsylvania 

►  In August 2012, Highmark and WPAHS began regular meetings to discuss a potential restructuring of WPAHS bonds 

►  In September 2012, WPAHS daimed that Highmark had breached the Affiliation Agreement, and announced a termination of the 
agreement; the subsequent litigation was resolved in favor of Highmark 

►  In October 2012, HighmarKs Board approved resolutions authorizing Highmark to proceed with negotiating, executing and delivering 
an affiliation agreement wi[h Saint Vincent Health System; the Board also agreed that Highmark management should urge WPAHS to 
change its position and disavow its claim of an affiliation 6reach by Highmark 

►  In January 2013, Highmark's Board approved the proposed tender offer transaction for WPAHS 6onds and Highmark's intention to 
refinance the purchase of the Bonds acquired in the tender offer transaction with the proceeds of a subsequent tax-exempt bond 
issue 
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Overview of Affiliation Structure 

►  Parties to the Affiliation Agreement included WPAHS and Highmark 

►  Closing of the Affilia[ion Agreement subject to regulatory approvals 

• Outside date for closing is April 30, 2013 / May 31, 2013, subject to extension beyond that date wi[h certain approvals 

Proposed Corporete Structure 

Non-Heal[h 	 ~ 
Health Insurence 	

Insurance 	
Provider 	lefferson Regional 	

WPAHS~'~ 	
Saint Vincent I 

Su6sidiaries 	
Subsidiaries 	

Group 	Medical Center 	 Health System~~~ , 

UCCI 	HVHC 	HMIG 

Source: Highmatk. 
(1) WGAHS'direcNyandindiretllyownetlYiveafflliatedhospitalslnclutleAOeCM1enyGeneralHOSpital("AGH"~,WestPennHOSpital("WPH"~,FOrbesRegionalHOSpitzl~"FRH"~,Allegheny 

ValleyHOSpital~"AVH"~andWnonsbu~gGeneralNOS p ital~"CGH"~. 	 ~"" '""' 	'- 
~2) Tranzac~loninvolving5ain[VinceniHeallh5ystemhasnolalosetl. 
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Overview of UPE: Go~ernance 

~ UPE was formed on October 20, 20ll as a non-member Pennsylvania nonprofit corporation 

• UPE was organized for scientific, educational and charitable purposes and in this connection has been recognized by the Internal 
Revenue Service ("IRS") as exempt from federal income tax pursuant to Section 501(c)~3) of the Internal Revenue Code 

~ UPE's Board of Directors will consist of at least three individuals, includingthe then serving CEO of UPE, who will be a directorduring 
his or her term of office 

• The directors are divided equally into three dasses so that one-third of the directors are chosen each year, in addition to the CEO 

• All directors, with Che exception of the then CEO, will serve terms of three years 

• All initial UPE directors will be drawn from the directors of Highmark 

►  At closing, the senior officers of UPE will be the same as the current senior ofFicers of Highmark 

• William Winkenwerder Jr., President and CEO 

• Thomas VanKirk, Secretary 

• Nanette P. DeTurk, Treasurer 

5ource: Porm A submitted on Navember 7, 2011. 
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Oveiview of UPE Provider Sub: Governance 

►  UPE Provider Suh was formed on October 20, 2011 as a Pennsylvania nonprofit corporation, of which UPE is the sole member 

• The corporetion was organized to promote, support and further the scientific, educational and charitable purposes and interests 
of WPAHS, Canonsburg General Hospital and Alle-Kiski Medical Center and in this connection has been remgnized by the Internal 
Revenue Service ("IRS") as exempt from federal income tax pursuant to Section 501(c~(3) of the Internal Revenue Code 

►  UPE Provider Sub has one memher, UPE, which has certain reserved powers with respect to UPE Provider Sub, such as electing its 
Board of directors and officers and approving its strategi~ plans and annual budgets 

►  The size and mmposition of UPE Provider Sub's Board of Directors is determined by UPE, subject to limitations 

• Upon dosing of the WPAHS Affiliation Transaction, UPE will be required to elect one director designated by WPAHS 

• Under the terms of the JRMC Affilia[ion Transaction, an individual will be appointed bythe pre-closing 1RMC Board (a'7efferson 
1RMC Board Appointee") to seroe on the 8oard of Directors of UPE Provider Sub, subjed to the approval and election of the UPE 
Board 

• Prior to four years after closing, any vacancy caused by the absence of the W PAHS director will be filled by UPE from candidates 
nominated by WPAHS 

• Upon closing, UPE will also elect at least one person who is also serving as a member of the hoard of each WPAHS subsidiary 
hospital 

• The directors will be divided equally into three classes so that one-third of the directors may be chosen each year 

• All directors (other than the initial directors) will serve terms of three years 

Source: Porm A wbmit[eJ on Novembe~ 7, 2011, as well as Amendment Na 2 to Po~m A su6mitted on January 16, 2013. 
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Overview of WPAHS: Governance 

►  Upon dosing, WPAHS will have one mem6er, UPE Provider Sub, which will have the powerto make recommendations to UPE with 
respect to actions on matters reserved to UPE, including, subjec[ to limitations, determiningthe size and composition of WPAHS' 
Board of Direc[ors, approving the appointments of all officers, approving annual budgets and dissolving, selling or merging all or a part 

of WPAHS 

►  WPAHS' Board of Directors will be elected by UPE 

• At leas[ 25% of the WPAHS board will consist of self-perpetuating diredors who are either: 

— Initial directors designated priorto closing who are community representatives and physicians affiliated with WPAHS 

— Directors chosen by the remaining self-perpetuating directors when there is a vacancy caused by the absence of a self 
perpetuating director 

• The directors will 6e divided equally into three classes so that one-third ot the directors is chosen each year 

• All directors ~other than the initial directors) will serve [erms of three years 

Source: Form A submitted on Novem6er 7, 2011. 
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Summary of Affiliation Agreement 

~ Highmark has committed to funding $475 million to W PAHS as follows: 

• First Fundine CommitmenC $50 million unrestricted wntribution made upon execution of Term Sheet 
(lune 28, 2011) 

• Second Fundine Commitment: $50 million unrestricted payment and $50 million loan made upon 
;igning ot thc Affiliation ~sreement (Octobcr 2011) 

Third Fundine Cammitment: $50 million loan made on six-month anniversaryofAffiliationAgreement 
(April 2012) 

• Fourth Fundine Commitment: In connection with entering into tender agreements with certain of 
WPAHS' 6ondholders, Highmark has placed $50 million into an escrow account. If closing ocwrs on or 
before April 30,2013, or any agreed upon extension of [hat date, the $50 million and another $50 
million from Highmark will be advanced to WPAHS at dosing in the form of a loan, subject to reduction 
for positive cash flow. If closing does not occur by April 30, 2013, or any agreed upon extension of that 
da[e, [he $50 million escrow amount is paid to WPAHS, absent wrtain defaults 

• Fifth Fundine Cammitment: $100 million loan (reduced by any WPAHS positive cash flow) to 6e made 
on the later of the date of dosing or April 1, 2D14. Not payable if parties do not dose the 7ransaction 

• Additional Grant of 575 Million: Highmark will fund $75 million at the time of dosing, less any 
advances against such amount up to 533.6 million that may be made by Highmark ro WPAHS prior to 
the dosing to pay certain of WPAHS's obligations coming due prior to the dosing 

r In addition to Highmark's $475 million commitment, as dexribed ahove, Highmark also will provide $10 
million of supplemental payments to WPAHS in each of fhe nex[ five years as part of its provider rate 
negotiations. This increase is equivalent to the standard mediwl index 

Suurce: Highmark. 
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Summary of Affil~iation Agreement (conYd.) 

~ Repayment terms for the loans associated with 50% of the Second Funding Commitment and the entire 
amounts of the Third, Fourth and Fifth Funding Commitments indude the following: 

• 50% of the Second Funding Commitment (550 million funded in FY2012~: $25 million due in 2023; $25 
million due in 2024 

• Third Fundine ~nmmitm?n[ ($5n million funded FY2012~: $25 million due in ?023; $25 million duc in 
2024 

• Fourth funding Commitment ($100 million to be funded in FY2013): $50 million due in 2025; $50 
million due in 2026 

• Fifth Funding Commitment (5100 million to be funded in FY2014): 550 million due in 20P; $50 million 
due in 2028 

~ All loans suhject to variable interes[ rate based on the prfine rate plus 200bps (subject to a 6%cap~, to 6e 
re-set annually each July 1" 

~ All accrued and unpaid inrerest on the Second Funding Commitment Loan and Thl yd Funding Commitment 
is due and paya6le on the Effective Date of the Amendment. Interest is to be payable under the Loan 
Agreements annually 30 days subsequent to WPAHS's Fiscal Year end date for the Fiscal Year immediately 
preceding 

~ Interest accruing on any Loans during any Fiscal Year will be forgiven, wmmencing with Fiscal Year 2013, if 
the Fiscal Year ending calculation of the WPAHS Parties' Debt Service Coverage Ratio for such year is less 
than 3.Ox 

~ Mandatory prepayment of the Loans is required if at any time WPAHS' Days Cash On Hand exceed 100 
days as measured at the end of each fiscal quarter and a[ [he end of the month immediafely prereding the 
last month of each Fis~al Year 

• The amount of such mandatory payments will be equal to the excess cash on hand over 100 days 
whi~h will he applied toward such Loans as Highmarkwill determine 

• No payments may be made by WPAHS on WPAHSs Floating Rate Restructuring Certificates unless and 
until all Loans extended by Highmark pursuant to the Funding Commitment have been paid in full 

Soarcc Confidential Supplement Su6mitted with Porm A onJanuary 18, 2013. 
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Summary of Affiliation Agreement (conYd.) 

~ Foraperiodoffouryearspost-dosing,notlessthan25%oftheWPAHSboardistoconsfstofdirectors 

	

= 	 selected by WPAHS from community representatives and physicians affiliated with WPAHS 

~ Effectiveness of ihe Transaction is conditioned upon Highmark and WPAHS having resolved all pending 
- 	 litigation and dispute resolution proceedings between them, induding the then pending antitrust litigation 

and oncology arbitration cases 

~ Conditions m dosing indude receipt of approval 6om various regulatory bodies induding the PID, 
- Pennsylvanfa AttomeyGeneral and Pennsylvania Orphans' Court, approval from BCBSA confirmingthatthe 

Transa~tion is in compliance with all BCBSAguidelines, no pendinggovernmental proceedingto restrain or 
prohibit the Transaction and de[erminations from the IRS that the parent entities of WPAHS are recognized 
as 501(cj(3) tax-exempt organizations 

~ In addition to certain other termination rights, either party may terminate the Affiliation Agreement if 
closing does not occur by April 30, 2013, unless such date is eztended 

Source: Highmark. 
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Summary of Affiliation Agreement (conYd.) 

~ WPAHS "material defaults' (referred to as "WPAHS Category 1 Material Defaults" in the Affiliation 
Agreement) — Generally: 

• 	Fraudulent or willful material misrepresentation of finances or service lines 

• Intentional interference in Highmark regulamry approvals 

~ 	Mairriall:u~r~rl-~ofnn-sP~n~~~rovrnant 

• 	UnilaterallyattemptingtoterminatetheAffiliationAgreement 

• Failure to implement corporete changes to artides and bylaws and to perform certain other 
obligations 

~ If W PAHS is in material default, upon demand from Highmark, WPAHS must pay hoth $100 million and the 
Second and Third Funding Commitments 

~ If Highmark is in material default, as defined in the Affiliation Agreement, that is not cured, the Third 
Funding Commitment is requirnd to either be paid early as a break-up fee or will convert from a loan to a 
full grant ii already paid at the time of mch default based upon the timing of the default as provided in the 
Affiliation Agreement 

• W PAHS is released from certain other obligations under agreement 

~ If the cause of termination is a breach by WPAHS of wrtain reps exceeding SSO million in value, the Second 
Funding Loan and Third Funding Commitment remain loans and W PAHS must use best efforts to cause the 
loani to be secured under the master inden[ure at tha[ Lime 

~ Highmark was required to deposit $50 million into escrow upon the signing of the lockup agreements with 
the bondholders and signing of the Amendment to the Affiliation Agreement, to secure its performance 

- 	 wfth respecT of the render offer 

• If closing does not oc~ur 6y April 30, 2D13, subject to any permitted extension, WPAHS may receive a 
release of the $50 million escrow and will have no repayment ohligation with respect m the loans 
unless WPAHS has made a material default 

r WPAHS may retain the $50 million escrow and will have no repayment obligation for the loans advanced if 
[he Affiliation Agreement is terminated 6y WPAHS because Highmark advises that the terms and 
conditions of any approval Order are not acceptable 

~ In case of termination due to a certain Highmark material default, Highmark must fund the Third Funding 
Commitment immediately if not previously paid; if paid, it becomes a grent 

ni,~i..i~~~~~~ 
Sourre: Highmark. 
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Executive Summary 

Blackstone notes the following summory observations related to its assessment of matters concerning UPE's Form A filing: 

~ Blackstone's financial analysis is focused on the potential impact of theTransaction on (i) Highmark's financial stability, (ii) costs and 
benefits to policyholders and (iii) competition and the insurance buying public 

• Based on our analysis, Blacks[one has developed a set of summary mnclusions regardingthe three primary elements of poten[ial 
impact examined and notes various types of conditions that may be appropriate were the PID to mnsider approval of the Form A 

• Refer to suhsequent sec[ions of this report for de[ailed analyses and mnclusions with respect to each of these topics 

►  Concurrent with the proposed change of control and affiliation with WPAHS, Highmark intends to implement a broader integrated 
delivery network ("IDN") strategy. Highmark has described 51.834 billion of total capital commitments and spending related to its IDN 
Plan, of which $646 million is contingent upon Form A approval. This report will principally address the elements of Highmark's IDN 
strategy that are contingent upon approval of the Form A under applicable statutory requirements 

►  Conditions in the Westem Pennsylvania ("WPA") healthcare market have evolved over a long perlod of time and are unlikely to be 
resolved solelyvia action related to UPE's Form A filing. Blackstone notes that the PID's ability to address market-wide issues in the 
WPA region, including mmpetitive imhalances among providers and payers and employment levels at specific systems and facilities, 
in the context of the current Form A is limited by: 

• the PID having limited purview over non-insurance market activities and 

• over-capacity in the provider market, which may lead to capacity reductions irrespective of whetherthe WPAHS transaction is 
mnsummated 

►  Highmark has characterized nearly 5680 million of payments related to its IDN Plan as business expenses that are su6ject to limited 
PID review. Many of these paymeMS will be (or have already been) made in conjunc[ion with the receipt of governance rights. 
Highmark has asserted that no PI~ filing is required with respect to these funds; the PID has reserved iu right to further consider 
Highmark's assertion on this issue 

►  Highmark viewed its contract dispute with UPMC as a grave threat to its health insurence franchise in Western Pennsylvania and 
pursued the Affiliation with extreme urgency as a consequence. Although Blackstone believes that Highmark's competitive concems 
were likely founded in su6stance, the manner in which Highmark pursued the Affiliation may have resulted in significant expenditures 
for which Highmark's policyholders may receive limited value in the form of tangible financial assets 
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Blackstone Areas of Focus 

Blackstone has been asked by the PI~ to assess various financial elements of the Transaction in order to assis[ the PID in its review of Ihe Form A 
filing. 7he potential risks and concerns noted below and on the pages that follow are neither comprehensive nor intended to address each of the 
specific criteria upon which appro~al/disapproval of the Form A may 6e rendered by the PID 

11 Financial Imoact to Hi~hmark: 

►  Idertification of risks associated with Highmark's financial commitments to WPAHS and other provider capital outlays that are contingent upon the 
Transaction, induding whether the impact of the Transaction may be to jeopardize Highmark's financial stability 

2) Potential Costs and eenefits to Hiehmark's Policvholders: 

~ Comparison of (i) the potential gap in value between the amoun[ of capi[al that Highmark is committing to WPAHS and other provider initiatives 
and the value of tangible financial assets received by Highmark in retum, vs. (ii) the potential benefit received by policyholders via savings in the 
mst of care delivery and policy premiums 

31 Com petition and the Insuran~e ~uvin¢ Public 

~ The PID, through its counsel Blank Rome LLP, has engaged Margaret Guerin—Calvert, Senior Consultant of Compass Lexecon ("CL"), a consulting 
firm specializing in antitrust economics and applied microeconomics, to assess [he competitive effects of the proposed Transaction; Blackstone 
participated in the review of potential effects on competition and the insurance buying pu6lic primarily 6y facilitating discussions with numerous 
industry participants in the WPA healthcare industry and working with CL in assessing certain aspeas of the financial benefiu that may accrue to 
policyholders 

4) Other Analvses: 

~ Consideretion of (i) the financial condition of UPE at the time of Transaction closing, (ii) Highmark's satisfaction of certain licensing requirements 
and (iii) the impact of executive compensation on Highmark's rationale for ihe Transaction 
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Scope of Transaction and PID Review 

~ 	On Junc L'3, 2011, Highmork announ~ed its u~tention to en[cr into an affillatlon wllh WP~IIS as part of a broaderstralegy [o becomc an intiegrated 
dellvery network 

~ In the initial public filing, dated November 7, 20ll, Highmark disdosed mtal capital commitment of 5475 million for the proposed affiliation, 100% 
of which was related to WPAHS 

~ In its first amended public filing on August 24, 2012, Highmark described additional capital commitments related to its implementation of a 
broader IDN strategy, induding an affiliation with Jefferson Regional Medical Center ('7RMC'), bringing the total commitments to the IDN Plan to 
$1 billion 

~ In its latest amended filing on January 18, 2013, Nighmark descrlbed total capital commitments related to the IDN totaling $1.8 billion, including up 
to $646 million for the purchase of bonds issued by WPAHS, $100 million of external financing for purposes of building medical malls and which 
may re[ain a Highmark guarantee or other credit enhancement, $33 million of grants and advances paid m WPAHS outside of the Affiliation 
Agreement and $55 million in potential capital grants to JRMC 

~ In the absence oi a UPE change-of-control, various elements of the IDN Plan will be, or have already been, implemented directly under Highmark, 
and absent PID approval of the Form A, Highmark has stated that a UPE change-of-control will be sough[ without WPAHS 

• Approximately $382 million of the total planned IDN budget, including $233 million at WPAHS, was expended or invested as of 12/31/2012 

• Highmafk ha5 infofined [he PID of its plans to make $806 million of additional expenditures and investments related to the IDN Plan 
irrespective of the PID's decision with respect to the Form A, including $84 million to W PAHS, $321 million to physician practices and medical 
malls and $401 to community hospitals, which increases the amount of total capital that is not contingent upon the Transaction to $1.158 
billion 

• 	Thus, of the SS.S34 6illion of total capital Highmark describes as part of the IDN Plan, 5646 million is contingent upon Form A approval 

Given the above, Blackstone's analyses and conciusions in this report are focused on the portions of Highmark's IDN Plan that are contingent upon 
the proposed Transaction, including the proposed UPE change of control and affiliation with WPAHS. Other elements of Highmark's IDN Plan that 
are not contingent upon the proposed Transaction (including the affiliation with 1RMC, the proposed affiliation with SVHS and capital 
commitments related to medical malls and physician practices~ are referenced in this report solely insofar as they may impact Highmark's plans to 
implement the UPE change of control and WPAHS affiliation. Analyses and conclusions regarding the appropriateness of Highmark's plans to 
implement portions of the IDN Plan that are not contingent upon the Form A are outside of the purview of this report, but are not necessarily 
outside of the PID's jurisdiction 	 ~. ~~. 	~ 
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Market Circumstances in Relation to the Form A Filing 

:hallenp':a..n The',`dv~irin PrnmvP~.inl~ He~d[hcar~ Markct 

~ 7he provider and payer markeu in Westem Pennsylvania are both highty roncentrated, with challenging circumstances fn these markets that have 
evolved over a long period of time and that are unlikely to 6e fully addressed by the outcome of the W PAHS transaction alone; the PID has limited 
authority over non-insurance activities in healthcare markets and cannot be expected to resolve market-wide imbalances in Westem Pennsylvania 
via its decision on W PAHS 

Blacks[one is not in a position to conclude as to whether the circums[ances in the Western Pennsylvania healthcare market are a result of actions 
taken by Highmark or others, but notes that Ms. Guerin—Calvert af Compass LeHecon, the PID's economic consultant, addresses various of the 
factors that are impacting [he cost and delivery of health insurance and care in the region in her report to the PI~ dated April 8, 2013 

Future of WPAHS: 

~ Highmark has stated that up to 11,000 jobs may be at risk if thc Trensaction is not approved; as Ms. Guerin—Calvert of Compass Lexecon noted in 
her report to the PID, however, the region has significant overcapacity and rationalization of facilities and employment may occur regardless of the 
Transaction out[ome 

"The Pittsburgh Metropolitan Statistical Area (MSA) has among the highest rates of beds per population for MSAs with more than two million 
residents For every thousand inhabitants of the Pittsburgh MSA, there are 312 hospital beds. The national average is 2.6 beds-per-thousand. 
For cities with more than two million residents, the average is 2.24 bed-pervthousand and the median is 215.....With or without the Affiliation, 
there will likely 6e su6stantial change and re-alignment of capacity, induding downsizing, mergers, or dosing of facilities"* 

Although termination of the proposed Highmark-WPAHS affiliation would likely cause a high degree of near-term uncertainty and potential 
dislocation of employment at WPAHS facilities, a rationalization of healthcare capacity and employment in Western Pennsylvania may occur 
irrespec[ive of the proposed Afflliation. Blackstone has therefore not specifically assessed changes in WPAHS employment as a potential 
community benefit rationale for the Transaction, but has instead, together with Ms. Guerin-Calvert of Compass Lexecon, focused on potential 
benefits to policyholders and the insurance buying puhlic that may accrue via enhanced provider choice and cost sa~ings resulting from the 
Transactian 

'SOU~ce: Cmnomi<Anolysis ol Highmork's AffJiolion wirh WPANS ond ImV~emenmtion of on Inre9mted Healthmre Oelivery System, Margaret E. Guerin-Calvert, April B, ]013. 
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Highmark's Unrestricted Grents 

Hi~hmark Expendi[ures Subiect to PID Rcview~. 

~ Highmark has informed the PI~ of its inrent to spend $680 million cumulativcly in connection with the IDN Plan in the form of unrestricted 
payments, induding 5208 million related to WPAHS; Highmark asserts that these ezpenditures can he made without filing with the PID and will be 
completed irrespective of thc PID's approval/disapproval of the WPAHS affiliation 

~ If the PID disapproves the Affiliation, over $167 million of grants will already have been made to WPAHS~'~~'~, in addition co commitments of $175 
million to 1RMC~'~, $35 million to SVHS and $262 million to various other provider initiatives, totaling $639 million in a no-transaction scenario 

►  Thus, only $41 million~'~ of total IDN related unrestricted payments are contingent upon the PID's approval of the form A, although the total 
expenditures may still fall under the PI~'s jurisdiction given its general authority to regulate fhe surplus of Pennsylvania-domiciled Hospitals and 
Professional Health Service Plans 

As per the above, Blackstone notes that Highmark has already spent, or has committed to spend, $639 million that it asserts is subject to very 
limited PID review and is not contingent upon PID approval; iFthe Transaction is approved, the PID may wish to consider conditions that may limit 
the amount of unrestricted payments that Highmark may commit in the future without PID review 

~1) 	Inclutles525millioncashadvancepaN[oWPAHSforWPHandAGHOnA/18/2011and$Bmillionunrestritledpayment[oWPAHS~orfees[oA&Mpaitlon4(18/]O1Z. 
(2) Extlutles $50 million escrow paymenl made by Highmark relared ro itz render offer tor rertaln WVAHS bonds, which, If t~e Transac[lon is nat consummatetl, will be releasetl ro 

WPAHS. 	 ~ ~~ 	.. . 
(3) Sll5 milllon indudes 5]5 mllllon unresiric[ed paymen[ [o1RMC, as well as the maximom polen[ial capital expendi[ures mmmitmem of $100 mllllon m IRMC, of which Highmark 	~~ 

pro~ec[s $45 million wlll be funded. 
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Highmark's Approach to the Transaction 

Highmark considered speed and control tn he ~ri[ical In Its execution of [he AgreeinenC due to (i~ the tleteriorating contract dispute with UPMC, (il) 
[he rapid dedine of WPAHS' financial conditioq (iii) the potential for acwlerated physician losses at WPAHS and (iv) the possibility that Highmark 
could find itself without either a UPMC contract or WPAHS to serve as the foundation of its provider strategy 

~ As a result of the urgency with which Highmark pursued the Affiliation, the depth of Highmark's pre-signing assessment of the proposed 
Transa~tion may have been more limited, in certain respects, than would typically be expected for a transaction of this magnitude 

• 	Limited explicit consideration of the level of potential ms[ at which the transaction would cease to 6e acceptable 

• No evidence of a valuation review for the assets to be received in exchange for capital granted to, and invested in, WPAHS 

• Limited downside analysis of potential transaction outcomes at WPAHS and optimistic patient volume projections 

• Limi[ed consideration of unsecured crediror positions in the event of a post-signing WPAHS bond mvenant default or restruciuring 

No emnomic study of the market-wide mmpetitive impact of the Transaction 

►  Highmark has stated that there were unlikely to be other buyers For WPAHS, 6ut performed only a limited search for alternative partners prior to 
signing the Agreement in 2011, and refused to allow WPAHS to mnduct a market test im m~nection with the 6ond restructuring in late 2012 

~ In exchange for financial terms that were deemed by WPAHS financial advisors to be highly fawrable to the hospital system, Highmark received 
limited contractual flexibility in the AFfiliation Agreement m respond to certain adverse changes in WPAHS financial profile, induding bond 
covenants defaults, between signing and closing o( the Transaction 

~ In order to expedite execution of the Agreement and maximize control of WPAHS, Hlghmark chose not to pursue a restructuring of W PAHS debts 
prior to signing, and thus appears to have ceded mnsidera6le leverage to WPAHS bondholders in subsequent restructuring negotiations 

• $233 million of cash injected into WPAHS by Highmark since signing the Agreement is now, at least in part, supporting the value of the bonds 
that Highmark is seeking to purchase, amounting to a transfer of funds from Highmark ro the 6ondholders for which Highmark may receive 
little tangible value in retum 

• In connection with the agreement reached between Highmark and WPAHS bondholders in early 2013, Highmark accepted provisions calling 
for financial penalties to be paid by Highmark hased upon failure to meet an aggressive timetahle for dosing of the Transaction 

Blackstone notes that if the PID were to approve the 7ransaction, conditions limiting the amount of future capital that Highmark may commit to 
non-insurence initiatives, and specifying the standard of review that must be undertaken prior to Highmark entering into agreements to commit 
such capital, may help to address the possibility of similar circumstances arising in the future 	 ~~ 	~~ 


