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Environmental Trends Over Next 3-5 Years

e Payment Sources Under Pressure

e Slowing and Shifting Demand

e Quality and Patient Safety Initiatives

® Increasing Competitive Forces

e Resource Constraints—Capital and Labor

e Escalating Headline Risks
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Government Payors: Federal Payment Sources under Pressure

Estimated Increase in US Government Medicare Spending
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Source: 2005 Annual Report of the Boards of Trustees of the Federal Hospital Insurance and Federal Supplementary Medical Insurance Trust Funds

Medicare Expenditures and Non-Interest Income by Source as % of GDP
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Medicaid Expenditures: A Growing Component of States’ Budgets

Medicaid Expenditures as a
Percent of Total State Spending
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Total State Expenditures by Function
FY2005?!

Medicaid
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3.4%

Transportation
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All Other

31.3%
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10.8%

Elementary &
Secondary
Education
21.9%

Source: NGA/NASBO Fiscal Survey, December 2005

...States’ medicaid expenditures have nearly tripled over the past 20 years and are expected to reach
27% of total state expenditures by 2010, representing one of the largest components of State spending.
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The Emerging Reality of Provider Payments

56% of payments for health care services are channeled through private payors.
Growth in this segment will accelerate with increasing penetration of Medicare Advantage.

Population $ Paid by Sources: In Theory $ Paid by Sources: In Practice
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Note: Managed Care Orgs (in pie chart) include Commercial Insured, Self-Funded
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Commercial Payors: Payment Sources are Increasingly Driven at National

Levels

Commercial Insurance is Increasingly Driven by Two Super Insurers

2005E Revenues ($ Millions)
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$22,492

$16,684

Aetna

Cigna

® Combined enrollment of 34 million

members

® Operates as Blue Cross or Blue Shield

license in 14 states; #1 ranked in 12

states

$31,120

Kaiser

Total = $59,760

Total = $51,606

WellPoint United
United (the non-Blue)

® Combined enrollment of 23 million
members

® Operates nationally as the largest
health benefit provider
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Pacificare [
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Quality and Patient Safety Initiatives

e Clinical and information technology investment

Workforce development and training
Process flow redesign

Facilities design

Payor focus

Impact of transparency
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High Investment in Technology

Planned Capital Purchases, Next Five Years
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“Executive management must embrace IT as a cost of doing business and a way of transforming the organization to
ensure its viability. While ‘return on investment’ remains a critical factor for deciding some IT investments, it cannot

become the sole factor in determining the value of IT on service quality or outcomes.” ahqrouﬁ'f
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Increasing Competitive Forces: Pure Play Companies

e Pure Play Companies peel away high margin businesses

7% United Surgical Partners Hanger

I 4 T E R H A T | © N A L

C) ALLIANCEIMAGING -
citigroup)

corporate and
investment banking



The Lifting of the Specialty Hospital Moratorium

Federal response was to change the economic incentives for specialty-hospitals, in effect
“leveling the playing field” and enabling increased competition

November June August
2003 2005 2006
CAUTION
Congress instructs CMS to prohibit physician- The 18-month moratorium period ends. CMS issues its final report to
investor referrals to specialty hospitals for a Investigation continues. Congress and allows the
period of 18 months moratorium to officially expire

e Economic incentives re-aligned via reimbursement changes to payments

e Physician conflict of interest resolved via financial disclosure
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Resource Constraints: The “Capital Gap”

Sources of Strategic Capital
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Resource Constraints: Growing Labor Gap

Number of Retiring Workers & New Entrants?
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Unsustainable Business Fundamentals

A variety of pressures on health care providers are anticipated to “squeeze” underlying
business fundamentals over the next 3-5 years
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Evaluating Health Care Provider Performance:
Data Base Includes Approximately One Quarter of All U.S. Hospitals
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Single-State Systems
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Good News: Operating Margins Improving
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Operating Margin
5.2% 1
4.8%
4.4% H
4.0% -
3.6% A
3.2% A
2.8% A
2.4% A
2.0% A
1.6% A
1.2% H~
0.8% A
0.4% -

0.0% -
2001 2002 2003

I Aggregate

Virginia Aggregate Source: Virginia Health Information Industry Reports

2004 2005

Virginia Aggregate

citigroupy

corporate and
investment banking



Bad News: Margin Growth Across All Size Organizations Has Been at
Slowing Rates

Year-over-Year Change in Operating Margin
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While Operating Margins are Improving Overall, Scale of Health Care
Systems is Driving the Strongest Results

Operating Margin
Stratified by Size
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Scale Drives Lower Supply Costs
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Supply Costs: Expense Ratio
Stratified by Size
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Scale Generates a Cost of Capital Advantage
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Total Cost of Debt—Stratified by Size
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Scale may Create a Sustainable Advantage for Health Care Systems
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Achieve Pricing

Provider
Proven Trends:

v’ Faster Revenue Growth

v Lower Supply Costs
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Another Data Point...Seven Years of Rating Action Show the Advantages of Scale

> Moody'’s Investors Service has divided 250 health systems into the following categories
assessing the percentage of downgraded credits for the period of 1998 — 2005

> Large health care systems experienced far fewer downgrades
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Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a
commitment to lend, syndicate a financing, underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to
you. By accepting this presentation, subject to applicable law or regulation, you agree to keep confidential the existence of and proposed terms for any transaction contemplated hereby
(a “Transaction”).

Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to
assume these risks) as well as the legal, tax and accounting characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you
acknowledge that (a) we are not in the business of providing (and you are not relying on us for) legal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated
with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you should apprise senior management in your organization as
to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials, you and we hereby
agree that from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in
any Transaction shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.

IRS Circular 230 Disclosure: Citigroup, Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax matters in these materials (i) is not intended or written to be used,
and cannot be used or relied upon, by you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of the Transaction.
Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name,
street address, and taxpayer ID number. We may also request corporate formation documents, or other forms of identification, to verify information provided.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration,
are subject to change at any time without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this
presentation may include results of analyses from a quantitative model which represent potential future events that may or may not be realized, and is not a complete analysis of every
material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof and are subject to change without any notice. We and/or our
affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any time.

We maintain a policy of strict compliance to the anti-tying provisions of the U.S. Bank Holding Company Act of 1956, as amended, and the regulations issued by the Federal Reserve
Board implementing the anti-tying rules (collectively, the "Anti-tying Rules"). Moreover, our credit policies provide that credit must be underwritten in a safe and sound manner and be
consistent with Section 23B of the Federal Reserve Act and the requirements of federal law. Consistent with these requirements and our Anti-tying Policy:

The extension of commercial loans or other products or services to you by Citibank, N.A. (“Citibank”) or any of its subsidiaries will not be conditioned on your taking other products
or services offered by Citibank or any of its subsidiaries or affiliates, unless such a condition is permitted under an exception to the Anti-tying Rules.

We will not vary the price or other terms of any product or service offered by Citibank or its subsidiaries on the condition that you purchase another product or service from Citibank
or any Citigroup affiliate, unless we are authorized to do so under an exception to the Anti-tying Rules.

We will not require you to provide property or services to Citibank or any affiliate of Citibank as a condition to the extension of a commercial loan to you by Citibank or any of its
subsidiaries, unless such a requirement is reasonably required to protect the safety and soundness of the loan.

We will not require you to refrain from doing business with a competitor of Citigroup or any of its affiliates as a condition to receiving a commercial loan from Citibank or any of its
subsidiaries, unless the requirement is reasonably designed to ensure the soundness of the loan.

Although this material may contain publicly available information about Citigroup corporate bond research or economic and market analysis, Citigroup policy (i) prohibits employees from
offering, directly or indirectly, a favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation;
and (ii) prohibits analysts from being compensated for specific recommendations or views contained in research reports. So as to reduce the potential for conflicts of interest, as well as
to reduce any appearance of conflicts of interest, Citigroup has enacted policies and procedures designed to limit communications between its investment banking and research
personnel to specifically prescribed circumstances.

© 2006 Citigroup Global Markets Inc. Member SIPC. All rights reserved. CITIGROUP and the Umbrella Device are trademarks and service marks of Citigroup or its affiliates and are
used and registered throughout the world.
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