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August 3, 2005

Summary & Conclusion

LifePoint is in an important industry. However, the company is a difficult one to properly assess – as it needs to be compared with its peers. I think that this is a typical situation where one needs to look at the ‘best of sector’ situation. As you can see from the scores, based on material and literature available, it does not really shine in any particular area. That is not to say that it is a bad company, only to say that it seems ‘middle-of-the-road.’ However, it is also possible that it might be an out-performer with respect to its peers. It is just not possible to know that at this point. Certainly though, with an aging population, LifePoint is in a particularly interesting industry.

Misc. Notes

1) The company has yet to respond to my query concerning a number of questions, concerning safety record, dealing with hospital wastes, employee compensation, etc. I have contacted them both by phone and e-mail. As soon as I hear from them I will forward the information to you, and where necessary change the score.

2) Page numbers in this report concerning pdf documents refer to the pdf page number and not that in the actual document.
3) When used below, “From” in most cases indicates that the article or document is attached to this report.
4) A few documents quoted in this report are from proprietary sources and unfortunately, cannot be sent to you.

I trust that you’ll find the report useful. Please do contact me if you have any questions.

Best wishes, sincerely,

Ron Robins, MBA

Founder

Mission: From: LifePoint 2004 Annual Report. “Our mission is to meet the healthcare needs of non-urban communities—the most rapidly growing sector of the national [US] healthcare industry.”
Business model: The Company accomplishes its mission by concentrating on “five core values:

• Delivering high quality patient care,

• Supporting physicians,

• Creating excellent workplaces for our employees,

• Providing community value, and

• Ensuring fiscal responsibility.”
Overall evaluation criteria
Employee relations:
1) Employee empowerment, encouragement to participate and innovate

a) From: Viewpoint—Newsletter of LifePoint Hospitals, p. 2. “In 2002, LifePoint Hospitals created the Mercy Award to

recognize a LifePoint employee who best exemplifies the spirit upon which LifePoint was founded. Presented annually, the Mercy Award is the highest honor a LifePoint employee can receive. Criteria for the Mercy Award reflect Scott’s approach to living and

serving others. Each hospital will select one local Mercy Award winner, who will then be considered for the company-wide Mercy

Award.”
2) Employee remuneration

Awaiting data from Company.
3) Profit sharing plans
Employee profit sharing plans are not evident for employees. However, there is evidence of small stock purchases by employees in 2002, 2002 and 2004 of net $1,000,000, $1,000,000 and $1,800,000 respectively.

4) Use of local labour
a) Their 50 hospitals are all staffed, primarily by individuals from the regions they serve.

5) Equal opportunity programs including integration of ethnic and cultural minorities, the disabled
a) No evidence of racial or minority discrimination.
6) Do they engage in abusive or discriminatory labour practices?
a) No apparent evidence of this.
7) Do they offer a safe work environment?
a) Nothing in what I’ve read indicates anything exceptional in this area.
8) Provides an environment for good work/life balance for employees
a) Nothing in what I’ve read indicates anything exceptional in this area. However, it is clear that the company is short physicians and other medical staffs. This probably indicates extended working hours for many staff.
Environmental Stewardship:

1) Respect for environmental norms required by law
a) Cannot find anything in literature concerning environmental problems.

2) Investment in R & D of more efficient environmental technologies including the full cycle of product life from manufacture to disposal
a) Hospitals are not ‘R & D’ organizations in any traditional sense. However, they strive for efficiencies and outcome effectiveness. I cannot find any indications of how LifePoint may measure on such scales. Also, hospitals have a lot of toxic waste. Again, I found nothing to indicate that they do anything out-of-the-usual regarding these wastes. From: LifePoint 2004 Annual Report, p. 5. “We both have always believed in improving our hospitals and patient outcomes through aggressive investments in physician recruitment, new technologies and expanded services and facilities.”
3) Collaboration with competitors to establish more demanding environmental requirements within their sector of activity
a) No evidence of this.
4) Commitment to environmental improvements in production even during periods of budgetary constraint
a) A search using the terms ‘environment,’  ‘waste,’ etc. in their 2004 Annual Report yielded no discussion whatsoever concerning environmental issues. Furthermore, in all the reports and literature on the company, I could find nothing at all indicating any concern with the environment. 
5) Respect for natural habitats and the welfare of animals
a) A search using the terms ‘animals’ and ‘habitats’ in their 2004 Annual Report yielded no discussion whatsoever concerning these issues. Furthermore, in all the reports and literature on the company, I could find nothing at all indicating any concern with such issues. 
Community Involvement:

From: Viewpoint—Newsletter of LifePoint Hospitals, p. 6. “Most LifePoint hospitals are the sole health care providers in their area and are actively involved in their communities, supporting local civic and charitable events.”

1) Encouragement of employee implication in community
a) From: website: http://www.LifePointhospitals2.com/ ‘Communities We Serve’ page. “Among the company’s ‘pledges’ are to 1) free up tax dollars and provide capital for community growth, and 2)  develop partnerships with non-profit organizations.”
2) Support of local producers
It appears that centralized purchasing is engaged in and therefore support of local producers is limited. From: LifePoint 2004 Annual Report, p. 30.” We utilize the group-purchasing and supplies management services of HealthTrust Purchasing Group, which makes certain national supply and equipment contracts available to our facilities.”
3) Support of charitable organizations and other forms of “giving back”
Could not locate any amounts donated. Using search terms, ‘donations,’ ‘charity’ or ‘charities’ in various LifePoint documents did not yield any information either. I have asked the company for more information regarding their charitable giving.
4) Company initiated studies of social/health impact of products and methods of production
a) From: LifePoint 2004 Annual Report, p. 59. “On January 12, 2001, Access Now, Inc., a disability rights organization, filed a class action lawsuit against each of the Company’s hospitals alleging non-compliance with the accessibility guidelines under the Americans with Disabilities Act (the “ADA”). The lawsuit, filed in the United States District Court for the Eastern District of Tennessee, seeks injunctive relief requiring facility modification, where necessary to meet the Americans with Disabilities Act guidelines, along with attorneys fees and costs. The Company is currently unable to estimate the costs that could be associated with modifying these facilities

because these costs are negotiated and determined on a facility-by-facility basis and, therefore, have varied and will continue to

vary significantly among facilities. In January 2002, the District Court certified the class action and issued a scheduling order

that requires the parties to complete discovery and inspection for approximately six facilities per year. The Company intends to

vigorously defend the lawsuit, recognizing the Company’s obligation to correct any deficiencies in order to comply with the

ADA. As of December 31, 2004, the plaintiffs have conducted inspections at 22 of the Company’s hospitals. On July 19, 2004,

the United States District Court approved the settlement agreements between the parties relating to two of the Company’s

facilities. These facilities have completed the litigation process and now will move forward in implementing facility modifications

in accordance with the terms of the settlement and the Company currently anticipates that the costs associated with modifying these two facilities will be approximately $1.0 million.”
Corporate Governance:
a) From ProVestor LifePoint Report. “686 institutions own 95.0% of the 54.81 million common shares outstanding. This is higher than the average institutional ownership of the Healthcare Facilities Industry at 55.8%, and higher than the average of the S&P 500 as a whole which is 65.8%.”
1) History of company in matters of corporate governance
There is a tax-legal issue.

a) From: LifePoint 2004 Annual Report, p. 53. “During 2003, the Internal Revenue Service (“IRS”) notified the Company regarding its findings related to the examination of the Company’s tax returns for the years ended December 31, 1999, 2000 and 2001. The Company reached a partial settlement with the IRS on all issues except for the Company’s method of determining its bad debt deduction for which the IRS has proposed an additional assessment of $7.4 million. All of the adjustments proposed by the IRS are temporary differences. The IRS has delayed final settlement of this assessment until resolution of certain pending court proceedings related to the use of this bad debt deduction method by HCA. On October 4, 2004, HCA was denied certiorari on its appeal of this matter to the United States Supreme Court. The Company intends to reach resolution of its IRS examination after the final settlement of HCA’s tax years preceding the spin-off of the Company from HCA. Due to the complexity of the computations involved, neither the

Company nor HCA is presently able to estimate when the final settlement of these tax years will occur. The Company applied

its 2002 federal income tax refund in the amount of $6.6 million as a deposit against any potential settlement to forestall the tolling

of interest on such settlement beyond the March 15, 2003 deposit date. Management believes that adequate provisions have been reflected in the consolidated financial statements to satisfy final resolution of the remaining disputed issue based upon current facts and circumstances.”

b) From: LifePoint 2004 Annual Report, p. 59. “The Company is currently not a party to any proceeding which, in management’s opinion, would have a material adverse effect on the Company’s business, financial condition or results of operations.”
2) Transparency and comprehensibility of financial statements and all comparable documentation/ information made available to the public.

The company provides only limited reporting on social and environmental concerns, and produces no data or dollar amounts concerning these areas.
3) Financial implication of chief officers of company
a) From http://finance.yahoo.com/q/mh?s=LPNT Stock ownership by key officers: DONAHEY, KENNETH C. 319,229 at 22 Apr-05, CARPENTER, WILLIAM F. III 161,391 at 22-Apr-05, GRACEY, WILLIAM M. 94,392 at 22-Apr-05,CULOTTA, MICHAEL J.  86,671 at 1-Jul-05, HEMPHILL, NEIL 79,265 at 20-Feb-04. These key insiders hold a total of 740,948 shares, representing about 2% of issued and outstanding stock.

b) http://finance.yahoo.com/q/mh?s=LPNT % of Shares Held by All Insider and 5% Owners-5%; % of Shares Held by Institutional & Mutual Fund Owners-91%;  % of Float Held by Institutional & Mutual Fund Owners-95%; Number of Institutions Holding Shares-254.
4) History of company on matters of insider trading; track record on disclosure
a) From ProVestor LifePoint Report.  “In the last 6 months [report dated 15July05], there have been no insider purchases, and there have been 10 insider sales for a total of 293,000 shares. Net Change (6 months) (0.3) 6 Month Net Transactions (10)”

b) From ProVestor LifePoint Report. “Common Stock $.01 Par, 3/05, 90M auth., --40,732,191 shares issued., less 1,198,800 shares in Treas. @ $28.9M.-- Insiders control approx. 7% (includes 200K options). In FY'98, Company formed through spin-off from Columbia/HCA Healthcare Corporation. PO: 3/01, 3.2M shares @ $29 by Merrill Lynch.”
5) Salary levels and benefits offered to chief officers of the company; use of stock options as a form of remuneration
a) Compensation appears reasonably generous. The five senior officers of the Company received compensation in 2004 of




Salary $

Bonus $

Restricted Stock Awards $

Total $

Stock options #
Kenneth C. Donahey,
 670,192     
708,750     
1,308,000       


2,686,942
75,000    
   Chairman, CEO 
   & President

Michael J. Culotta 2004    412,500     
357,000     
  981,000       


1,750,500
50,000    

    CFO

William F. Carpenter 
412,500    
357,000     
654,000       


1,423,500
40,000
   Executive Vice President,
   General Counsel, 
   Secretary and 
   Corporate Governance Officer 
William M. Gracey 
410,577     
357,000    
981,000       


1,748,577
50,000
   Chief Operating Officer 
Jon Ã Law Koford
342,115     
230,201     
490,500       


1,062,816
25,000
    Division President 
Totals


2,247,884
2,009,951
4,414,500


8,672,335
240,000
b) From LifePoint 2004 Annual Report, p.48. “... if the Company had applied the fair value recognition provisions of SFAS No. 123, as amended, to stock-based compensation for the years ended December 31, 2002, 2003 and 2004 (dollars in millions, except per share amounts)” would have decreased per share earnings on a pro forma basis from $0.89 to $0.86, $1.60 to $1.56, and $2.10 to $1.99 respectively..  On an “as reported” basis, they are a little more significant with regard to the hit on earnings: $1.11 down to $1.07, $1.84 to $1.76, and $2.31 to $2.17.

6) Independence of the Board of Directors; presence of an external auditing committee
Mr. Kenneth C. Donahey is Chairman, CEO and President. As you know, this is not considered best practice. Each of these functions should be held by different individuals.
a)  From: LifePoint 2004 Proxy Statement. “The Compensation Committee of the Board of Directors consists entirely of directors who are independent as determined by the Board of Directors and meet Nasdaq™s independence and experience requirements.” 

b) From: LifePoint 2004 Proxy Statement. “The Audit and Compliance Committee of the Board of Directors consists entirely of directors who are independent as determined by the Board of Directors and meet Nasdaqâ€™s independence and experience requirements.”

In other words, both compensation and audit committees are not external to the Board. 

Other comments:

Disclaimer: The above scores on the Robins Life-Benefiting Scale do not constitute an investment recommendation. They simply indicate a subjective view of the actions and values of the company under consideration. There has been no attempt here to determine the suitability of the company as an investment. Investors should consult their investment/financial advisor or financial planner before making any investment decisions with regard to the information herein. The author of this report does not own any shares, directly or indirectly, in this company. Also, though facts and information presented here are deemed to be from reliable sources, it is possible that some facts and information may not be correct. Therefore, Investing for the Soul is not able to guarantee the accuracy or completeness of this report and cannot be held accountable or liable for any actions made by the recipient on the basis of this report. This document is only meant for the person requesting and purchasing this report. This report may not be reproduced, physically or electronically, without the express permission of Investing for the Soul. 
Copyright © Ron Robins 2005. All rights reserved.
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