Lee Memorial Hospital System:
Variable Rate Debt Options
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Summary of Existing Debt Structure
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Principal
Outstanding Average
09/30/2008 Enhancement Use of Proceeds Life Matures Structure
Series 2007A $270,850 None Acqusition of HCA facilities 5.03% 25.7 2036 Fixed Rate
Series 2005A $58,035 MBIA Advance refund the Series 1997A 4.739% 14.8 2024 Fixed Rate
Series 2003A $52,800 Ambac Construction/renovation (bed expansion) 3.618% 2 25.1 2033 Synthetic Fixed
Series 2002A $44,625 FSA Current refund the Series 1992A bonds 5.130% 6.7 2017 Fixed Rate
Liquidate securities loan agreement used to
Series 1997B $61,505 LOC purchase Cape Coral Hospital Variable 20.6 2027 Variable Rate
Series 1997C $36,285 MBIA Advance refund Series 1991A bonds 5.015% 7.7 2020 Fixed Rate
Capital acquisition, renovation & construction,
Series 1995A $40,000 LOC acquisition of physician practices Variable 15.9 2025 Variable Rate
Capital acquisition, renovation & construction,
Series 1992B $38,700 LOC land purchase Variable 9.7 2022 Variable Rate
Refinance existing debt, capital acquisition,
Series 1985C&D $40,000 LOC renovation & construction, bed expansion, MOB Variable 11.9 2020 Variable Rate
Total * $642,800

1. Does not include notes payable and capital leases
2. 10-years fixed payer swap at 3.618% Debt Mix - $642.8 Million Outstanding

Overall Debt Service*
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* Assumes 3.75% interest on variable rate debt
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Overview of the Current Situation (

In August of 2008, Moody’s Investors Service placed Lee Memorial Health System
(LMHS) on their watchlist for a possible downgrade

e A downgrade would lower both LMHS'’s long term credit rating of A2 and short term credit
rating of VMIG-1
= |f downgraded, it is anticipated that the ratings would be lowered to A3 and VMIG-2

e While the cost of LMHS'’s existing long term debt will not be affected, the cost of the
outstanding variable rate debt will increase

= The cost increase is anticipated to be at least 100 basis points (1.00%) or greater

= There is a distinct possibility that the debt will be tendered by bondholders resulting in an
acceleration of principal payments and even higher costs

® The possible downgrade may occur within the next several weeks
In April of 2008, LMHS borrowed $52.8 million to fund a conversion of the 2003A Bonds
from auction rate securities to variable rate debt through a trust structure

e The trust structure format was utilized to exit the failing auction rate market and to preserve
the Ambac bond insurance premium

* The loan to establish the trust is due and payable in April of 2009
e Ambac was downgraded to Baal by Moody’s on November 5, 2008
=  With the downgrade, Ambac bond insurance essentially worthless
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Options (

Given the current situation, LMHS has $233 million of debt to address

Series 1985CD Series 1992B Series 1995A Series 1997B Series 2003A
Issue Size (millions) $40.000 $38.700 $40.000 $61.505 $52.800 $233.005
Underlying Concern Downgrade Downgrade Downgrade Downgrade Loan Maturity
Result Higher Costs/ Higher Costs/ Higher Costs/ Higher Costs/ Principal Due
Acceleration of Acceleration of Acceleration of Acceleration of and Payable
Principal Principal Principal Principal

In response, LMHS has or is expected to receive the following capital commitments?

Bank of America* Northern Trust* SunTrust* Compass Bank**
Commitment (millions) $111.500 $20.000 $61.505 $75.000 $268.005
Form of Commitment Letter of Credit Letter of Credit Letter of Credit Tax-Exempt Loan

* - Commitment received
** . Commitment anticipated to be received during the week of November 24th
(commitment size may increase to $100 million)

Letters of Credit — Bonds supported by bank letters of credit would be issued to refund current debt
supported by bank lines of credit. A letter of credit will provide the new bonds with the high short-term
rating of the letter of credit bank not the lower short term credit rating of LMHS.

Tax-Exempt Loan — The loan would be a direct placement of debt with Compass Bank. The proceeds would be used to refund/redeem
outstanding debit.

1- Both SunTrust and Compass Bank desire an increased relationship with LMHS beyond and above the capital commitment noted above.
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Cost of Options (

While certain options do not necessarily present a lower cost of capital, if LMHS is
downgrade all of the options eliminate the significant risks of:

e The trading spread associated with a VMIG-2 rating greatly exceeding the 100 bps minimum
estimate

e Bondholders tendering their bonds which would generate a higher cost of capital and the
possible acceleration of principal

Bank of America/

Current Structure Northern Trust SunTrust Compass Bank

Assumed Interest Rate* 1.26% 1.26% 1.26% 1.26%
Trading Premium (Estimated
Minimum) 1.00 0.00 0.00 0.00
Bank Pricing Spread to Index N/A N/A N/A 1.30
Line of Credit Costs 0.20 N/A N/A N/A
Letter of Credit Costs** N/A 0.90 1.25 N/A
Remarketing Fees 0.10 0.10 0.10 N/A
Issuance Costs (Estimated) N/A 0.10 0.10 0.05

All In Cost 2.56% 2.36% 2.71% 2.61%
Term of Line/Letter of Credit
or Loan 2 years 3 years 3 years 10 years

* - SIFMA weekly variable rate bond index as of November 5, 2008
Compass loan interest rate is based upon the tax-exempt equivalent yield of one month LIBOR (65% of one month LIBOR)
** . Assumes a three year letter of credit commitment and an underlying rating of LMHS of A3

PONDER:.



2003 Fixed Payer Swap (

In 2003, LMHS converted the variable rate on the 2003A Bonds to a fixed rate through a
fixed payer interest rate swap agreement
e | MHS pays the counterparty to the swap 3.618% in exchange for receiving the SIFMA Index
e Swaps payments from LMHS to the counterparty were insured by Ambac

e Under the terms of the swap agreement, the agreement may be terminated by the
counterparty if Ambac’s credit rating falls below the “A” category by both Moody’s and S&P

= Ambac was downgraded to “Baal” by Moody'’s last week
= |tis expected that S&P will also downgrade Ambac in the coming weeks

e Termination would, in the current market, result in a payment from LMHS to the counterparty
of approximately $1.7 million

Preliminary discussions have taken place with the counterparty to determine if they will
terminate the swap agreement

While the counterparty appears amenable to leaving the swap outstanding, market or
legal circumstances may force a termination
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Next Steps (

Complete final negotiations with banks
e The letter of credit banks have submitted commitment letters or have agreed to terms verbally
= The terms, conditions, and covenants similar to current documentation
e Compass Bank has not received final approval from its credit committee
= The terms, conditions and covenants expected to be similar to current documentation or
less restrictive than current documentation
Execute transactions
e Determine the optimal use of bank commitments

= Dollar value of commitments are expected to exceed need
— Commitments expected: $268 million (possibly $293 million)
— Commitments needed: $233 million

= The goal is to minimize cost while maintaining overall debt service level
e While a downgrade has not been confirmed, it is expected

= By the time negotiations are complete and documentation in place, LMHS will be in a
position to refund the current debt upon the downgrade or shortly thereafter

e Evaluate future of Ambac

= Downgrade of Ambac essentially reduces the value of the Ambac insurance policy to
zero, collapsing the trust structure could result in a write off of the $1.75 million
unamortized premium depending upon the accounting conventions

Terminate swap/new money issuance

e Negotiations with the counterparty will continue

= |f forced to terminate, LMHS can recoup cash funds through the issuance of additional
debt
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Unexpected, Uncertain and Unnerving times

“I do believe the worst is likely to be behind us.”
— Treasury Secretary Hank Paulson / May 2008

“We have no hesitation whatsoever at all investing in Lehman.”
— Dan Fuss, CEO of Loomis Sayles / June 2008

“Fannie Mae and Freddie Mac will make it through the storm in the U.S. housing market.”

— Federal Reserve Chairman Ben Bernanke / July 2008
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By Mike Smith, Las Wegas Sun, for USA TODAY
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How did we get here?

Global Issuance of Asset Backed Securities
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The process of de-leveraging

Negative Feedback Loop

Process

. Assets begin to deteriorate for highly

levered financial companies

Examples

. Firms are forced to sell assets to meet

liquidations, margin calls, and pay off
existing debt

“AlG Races to Sell Assets to Repay Loans”
Source: WSJ, 10/10/08

. Asset prices fall as a result of the forced

selling

Avq. Prices 9/30/07 9/30/08
AAA ABS  $98.77 $87.28
Bank Loans $96.47 $84.22

Source: Lehman Live

. Balance sheets of companies deteriorate

as assets are “marked lower” on forced
selling

Total financial write-downs and losses: $592B
Total capital raised: $442.5B

Source: Bloomberg, as of 10/10/08.

. Companies are forced to raise capital

GE forced to raise capital. Warren Buffett injects
$6b in exchange for 10% preferred stocks.
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The effects of de-leveraging on financial markets

* Risk premiums spike:

« Liquidity premiums spike as market participants retrench on fears of uncertainty

surrounding credit

« Volatility spikes as fear pervades the market

« Credit and equity risk premiums spike as investors shun all risky assets

Liquidity Premium — Ted Spread
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Extreme market environment takes over

e Run on money market funds:
* Reserve Primary Fund “broke the buck”
* Putnam money market froze redemptions

e Commonfund’s Short Term Fund limited
redemptions

e Yield on 3 month t-bill turned negative

e Overnight Libor (intra-bank lending rates)
spiked to all-time high on 9/30/08: 6.875%

e Commercial paper market dried up

e SEC stopped short selling on 799 financial
securities (inability to hedge positions)

e GE forced to raise capital at 10% even though
AAA company

Source: Federal Reserve
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