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Part I

Item 1.Financial
Statements

HEALTHWAYS, INC.
CONSOLIDATED BALANCE SHEETS
(In thousands)

(Unaudited)
ASSETS
March 31, December 31,
2010 2009
Current assets:
Cash and cash equivalents $ 1,280  $ 2,356
Accounts receivable, net 117,152 100,833
Prepaid expenses 9,045 10,433
Other current assets 5,388 4,945
Income taxes receivable 4,622 6,452
Deferred tax asset 23,715 24,197
Total current assets 161,211 149,216
Property and equipment:
Leasehold improvements 40,658 40,609
Computer equipment and related software 196,499 166,448
Furniture and office equipment 28,117 28,096
Capital projects in process 3,446 23,052
268,720 258,205
Less accumulated depreciation (144,518) (134,046)
124,202 124,159
Other assets 15,748 11,498
Customer contracts, net 27,912 29,343
Other intangible assets, net 71,519 71,704
Goodwill, net 496,306 496,446
Total assets $ 806,898 §$ 882,366

See accompanying notes to the consolidated financial
statements.
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HEALTHWAYS, INC.
CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share data)
(Unaudited)

LIABILITIES AND STOCKHOLDERS’ EQUITY

December
March 31, 31,
2010 2009
Current liabilities:
Accounts payable $ 18,555 $ 29,171
Accrued salaries and benefits 32,878 58,212
Accrued liabilities 31,130 25,004
Deferred revenue 6,044 4,639
Contract billings in excess of earned 73.405 70.440
revenue
Current portion of long-term debt 2,030 2,192
Current portion of long-term liabilities 1,963 3,854
Total current liabilities 166,005 193,512
Long-term debt 278,835 254,345
Long-term deferred tax liability 18,299 14,617
Other long-term liabilities 43,961 42,615
Stockholders’ equity:
Preferred stock
$.001 par value, 5,000,000 shares
authorized, none outstanding — —
Common stock
$.001 par value, 120,000,000 shares
authorized,
34,062,274 and 33,858,917 shares
. 34 34
outstanding
Additional paid-in capital 225,957 222,472
Retained earnings 168,294 158,880
Accumulated other comprehensive loss (4,487) (4,109)
Total stockholders’ equity 389,798 377,277

Total liabilities and stockholders’ equity $ 896,898 $ 882,366

See accompanying notes to the consolidated financial
statements.
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HEALTHWAYS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except earnings per share data)

(Unaudited)
Three Months Ended
March 31,
2010 2009

Revenues $ 178,999 $ 182,736
Cost of services (exclusive of depreciation
and amortization of $10,233 and $8,786,
respectively, included below) 128,868 132,838
Selling, general & administrative expenses 17,235 18,785
Depreciation and amortization 13,554 12,250
Operating income 19,342 18,863
Gain on sale of investment — (2,581)
Interest expense 3,422 4,060
Legal settlement and related costs — 39,956
Income (loss) before income taxes 15,920 (22,572)
Income tax expense (benefit) 6,506 (7,759)
Net income (loss) $ 9414  $ (14,813)
Earnings (loss) per share:

Basic $ 028 $ (0.44)

Diluted(1) $ 0.27 $ (0.44)
Weighted average common shares
and equivalents:

Basic 33,955 33,669

Diluted(1) 34,919 33,669

(1) The assumed exercise of stock-based compensation awards for the three months ended March 31, 2009 was not
considered because the impact would have been anti-dilutive.
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HEALTHWAYS, INC.

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

For the Three Months Ended March 31, 2010
(In thousands)

(Unaudited)
Additional
Preferred Common Paid-in Retained
Stock Stock Capital Earnings

Balance, December 31, 2009 $— $34 $222.472  $158,880
Comprehensive income:
Net income — — — 9414
Net change in fair value of
interest rate
swaps, net of income tax benefit
of $252 — — —
Foreign currency translation
adjustment — — —
Total comprehensive income
Exercise of stock options — — 393
Tax effect of option exercises — — 120 —
Share-based employee
compensation expense — — 2,972 —
Balance, March 31, 2010 $— $34 $225,957  $168,294

See accompanying notes to the consolidated financial statements.

Accumulated
Other
Comprehensive
Income (Loss)

$(4,109)

(390)

12

$(4,487)

Total
$377,277

9,414

(390)

12
9,036
393

120

2,972

$389,798
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HEALTHWAYS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)

Cash flows from operating activities:
Net income (loss)

Adjustments to reconcile net income (loss) to net cash

provided by

(used in) operating activities, net of business
acquisitions:

Depreciation and amortization

Amortization of deferred loan costs

Gain on sale of investment

Share-based employee compensation expense
Excess tax benefits from share-based payment
arrangements

Increase in accounts receivable, net

Decrease (increase) in other current assets
(Decrease) increase in accounts payable
(Decrease) increase in accrued salaries and benefits
Increase in other current liabilities

Deferred income taxes

Other

Increase in other assets

Payments on other long-term liabilities

Net cash flows (used in) provided by operating
activities

Cash flows from investing activities:
Change in restricted cash

Sale of investment

Acquisition of property and equipment
Other

Net cash flows used in investing activities

Cash flows from financing activities:
Proceeds from issuance of long-term debt
Payments of long-term debt

Deferred loan costs

Excess tax benefits from share-based payment
arrangements

Exercise of stock options

Repurchase of stock options

Change in outstanding checks and other

Three Months Ended
March 31,
2010 2009
9,414 $ (14,813)
13,554 12,250
396 348
— (2,581)
2,972 2,847
401) (32)
(16,274) (8,593)
2,853 (8,150)
(6,744) 3,238
(25,322) 12,309
10,225 39,717
3,509 2,303
1,892 1,907
(1,034) (868)
(2,313) (1,392)
(7,273) 38,490
— (538)
— 11,626
(12,638) (11,504)
(1,412) (940)
(14,050) (1,356)
281,250 91,200
(256,922) (84,940)
(2,963) (769)
401 32
393 65
— (736)
(1,817) (6,149)
20,342 (1,297)

11



Edgar Filing: HEALTHWAYS, INC - Form 10-Q

Net cash flows provided by (used in) financing

activities

Effect of exchange rate changes on cash (86)
Net (decrease) increase in cash and cash equivalents (1,067)
Cash and cash equivalents, beginning of period 2,356

Cash and cash equivalents, end of period $ 1,289

See accompanying notes to the consolidated financial statements.

(255)
35,582
5,157

$ 40,739

12
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HEALTHWAYS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

(1) Basis of Presentation

Our financial statements and accompanying notes are prepared in accordance with accounting principles generally
accepted in the United States of America (“U.S. GAAP”). In our opinion, the accompanying consolidated financial
statements of Healthways, Inc. and its wholly-owned subsidiaries reflect all adjustments consisting of normal,
recurring accruals necessary for a fair presentation. We have reclassified certain items in prior periods to conform to
current classifications. We have evaluated subsequent events through the date that the consolidated financial
statements were issued.

We have omitted certain financial information that is normally included in financial statements prepared in accordance
with U.S. GAAP but that is not required for interim reporting purposes. You should read the accompanying
consolidated financial statements in conjunction with the financial statements and notes thereto included in our
Annual Report on Form 10-K for the fiscal year ended December 31, 2009.

(2) Recently Issued Accounting Standards

In January 2010, the FASB issued Accounting Standards Update (“ASU”’) No. 2010-06, “Improving Disclosures about
Fair Value Measurements”, an amendment to ASC Topic 820, “Fair Value Measurements and Disclosures”. This
amendment requires an entity to: 1) disclose separately the amounts of significant transfers in and out of Level 1 and
Level 2 fair value measurements and describe the reasons for the transfers and 2) present separate information for
Level 3 activity pertaining to gross purchases, sales, issuances, and settlements (rather than presenting such
information on a net basis). ASU No. 2010-06 is effective for the Company for interim and annual reporting periods
beginning after December 15, 2009, except for item 2) above, which is effective for interim and annual reporting
periods beginning after December 15, 2010. The adoption of this ASU did not have a material impact on our results
of operations or statement of financial position. We expect the adoption of item 2) above will not have a material
impact on the results of operations or statement of financial position.

(3) Share-Based Compensation
We have several shareholder-approved stock incentive plans for employees and directors. We currently have three
types of share-based awards outstanding under these plans: stock options, restricted stock, and restricted stock

units. We believe that such awards align the interests of our employees and directors with those of our stockholders.

For the three months ended March 31, 2010 and 2009, we recognized share-based compensation costs of $3.0 million
and $2.8 million, respectively.

13



Edgar Filing: HEALTHWAYS, INC - Form 10-Q

A summary of our stock options as of March 31, 2010 and changes during the three months then ended is presented
below:

Weighted-
Average
Weighted- Remaining Aggregate
Shares  Average  Contractual Intrinsic
Options (000s)  Exercise Term Value
Price (years) ($000s)
Outstanding at January 1,
2010 4,936 $18.46
Granted 806 15.44
Exercised (36) 10.76
Forfeited or expired (56) 25.73
Outstanding at March 31,
2010 5,650 18.01 5.28 $16,396
Exercisable at March 31,
2010 3,635 18.87 3.51 11,087

The weighted-average grant-date fair value of options granted during the three months ended March 31, 2010 was
$9.01.

The following table shows a summary of our restricted stock and restricted stock units (“nonvested shares”) as of March
31, 2010 as well as activity during the three months then ended:

Weighted-
Average
Shares Grant Date
Nonvested Shares (000s) Fair Value
Nonvested at January 1, 1,015 $ 2221
2010
Granted 112 15.53
Vested (166) 12.78
Forfeited (11D 30.43
Nonvested at March 31, 950 22.97
2010

(4) Income Taxes

Our effective tax rate increased to an expense of 40.9% for the three months ended March 31, 2010 compared to a
benefit of 34.4% for the three months ended March 31, 2009, primarily due to a change to a pretax profit for the three
months ended March 31, 2010 from a pretax loss for the three months ended March 31, 2009, as well as certain
unrecognized tax benefits and tax interest accruals related to the three months ended March 31, 2009.

We file income tax returns in the U.S. Federal jurisdiction and in various state and foreign jurisdictions. Tax years
remaining subject to examination in these jurisdictions include 2007 to present.

(5) Derivative Investments and Hedging
Activities

14
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We use derivative instruments to manage risks related to interest rates and foreign currencies. We record all
derivatives at estimated fair value as either assets or liabilities on the balance sheet and recognize the unrealized gains

and losses in either the balance sheet or statement of operations, depending on whether the derivative is designated as
a hedging instrument. As permitted under our master netting

10
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arrangements, the fair value amounts of our derivative instruments are presented on a net basis by counterparty in the
consolidated balance sheet.

Interest Rate

We currently maintain six interest rate swap agreements to reduce our exposure to interest rate fluctuations on our
floating rate debt commitments (see Note 7 for further information). These interest rate swap agreements effectively
modify our exposure to interest rate risk by converting a portion of our floating rate debt to fixed obligations with
interest rates ranging from 3.375% to 3.855%, thus reducing the impact of interest rate changes on future interest
expense. Under these agreements, we receive a variable rate of interest based on LIBOR, and we pay a fixed rate of
interest plus a spread of (i) 0.875% to 1.750% on revolving advances under the 2011 Revolving Credit Facility; (ii)
1.8750% to 2.750% on revolving advances under the 2013 Revolving Credit Facility; and (iii) 1.50% on term loan
borrowings (see Note 7). We have designated these interest rate swap agreements as qualifying cash flow hedges.

Foreign Currency

We enter into foreign currency options and/or forward contracts in order to minimize our earnings exposure to
fluctuations in foreign currency exchange rates. Our foreign currency exchange contracts do not qualify for hedge
accounting treatment under U.S. GAAP. We routinely monitor our foreign currency exposures to maximize the
overall effectiveness of our foreign currency hedge positions. We do not execute transactions or hold derivative
financial instruments for trading or other purposes.

Fair Values of Derivative Instruments

The estimated gross fair values of derivative instruments at March 31, 2010, excluding the impact of netting derivative
assets and liabilities when a legally enforceable master netting agreement exists, were as follows:

Foreign
currency Interest rate
exchange swap
(In $000s) contracts agreements
Assets:
Derivatives not designated as hedging
instruments:
Other current assets $151 $—
Total assets $151 $—
Liabilities:
Derivatives not designated as hedging
instruments:
Accrued liabilities $93 $—
Derivatives designated as hedging
instruments:
Accrued liabilities — 976
Other long-term liabilities — 6,756
Total liabilities $93 $7,732

See also Note 6.

16
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Cash Flow Hedges

Derivative instruments that are designated and qualify as cash flow hedges are recorded at estimated fair value in the
balance sheet, with the effective portion of the gains and losses being reported in other comprehensive income (“OCI”)
or loss. These gains and losses are reclassified into earnings in the same period during which the hedged transaction
affects earnings or the period in which all or a portion of the hedge becomes ineffective. As of March 31, 2010, we
expect to reclassify $5.1 million of net losses on interest rate swap agreements from accumulated OCI to interest
expense within the next 12 months due to the scheduled payment of interest associated with floating rate debt.

As of March 31, 2010, we are a party to the following interest rate swap agreements for which we receive a variable
rate of interest based on LIBOR and for which we pay the following fixed rates of interest plus a spread of (i) 0.875%
to 1.750% on revolving advances under the 2011 Revolving Credit Facility; (ii) 1.8750% to 2.750% on revolving
advances under the 2013 Revolving Credit Facility; and (iii) 1.50% on term loan borrowings (see Note 7):

Or1g1na1 Fixed
Swa Notional Interest
4 p Amount (in Rate Termination
$000s) Date
1 30,000 3.760% March 30, 2011
December 30,
2 40,000 3.433% 2011
December 30,
3 50,000 3.688% 2011
December 30,
4 40,000 3.855% 2011
December 31,
5 57,500 3.385% 2013(1)
December 31,
6 57,500 3.375% 2013(2)

(1) This swap agreement becomes effective January 1, 2012. The principal value of this swap agreement will
amortize over a 24-month period.
(2) This swap agreement becomes effective January 3, 2012. The principal value of this swap agreement will
amortize over a 24-month period.

We currently meet the hedge accounting criteria under U.S. GAAP in accounting for these interest rate swap
agreements.

Gains and losses representing either hedge ineffectiveness or hedge components excluded from the assessment of
effectiveness are recognized in current earnings. The following table shows the effect of our cash flow hedges on the
consolidated statement of operations (or when applicable, the consolidated balance sheet) during the three months
ended March 31, 2010:

Three Months Ended March 31, 2010

Amount of Location of Amount of
Gain (Loss) Gain (Loss) Gain (Loss)
Recognized Reclassified Reclassified
Derivatives in in OCI on from from
Derivatives Accumulated Accumulated

18
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Interest rate swap
agreements, gross
of tax effect

12

(Effective
Portion)

$(2,245)

Edgar Filing: HEALTHWAYS, INC - Form 10-Q

OCl into
Income
(Effective
Portion)

Interest
expense

OCl into
Income
(Effective
Portion)

$(1,603)
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During the three months ended March 31, 2010, there were no gains or losses on cash flow hedges recognized in
income resulting from hedge ineffectiveness.

Derivative Instruments Not Designated as Hedging Instruments

Our foreign currency exchange contracts require current period mark-to-market accounting, with any change in fair
value being recorded each period in the statement of operations in selling, general and administrative expenses. As of
March 31, 2010, we had the following outstanding net foreign currency forward contracts that were entered into to
hedge forecasted foreign net income (loss) and intercompany debt.

Notional

Foreign Currency Amount (000s)
Australian Dollar AUD 3,635
Brazilian Real BRL 545
British Pound

Sterling R
Euro €1,515
Indian Rupee INR 5,837

These forward contracts did not have a material effect on our consolidated statement of operations during the three
months ended March 31, 2010.

(6) Fair Value Measurements

We account for certain assets and liabilities at fair value. Fair value is defined as the price that would be received
upon sale of an asset or paid upon transfer of a liability in an orderly transaction between market participants at the
measurement date, assuming the transaction occurs in the principal or most advantageous market for that asset or
liability.

Fair Value Hierarchy

The hierarchy below lists three levels of fair value based on the extent to which inputs used in measuring fair value are
observable in the market. We categorize each of our fair value measurements in one of these three levels based on the
lowest level input that is significant to the fair value measurement in its entirety. These levels are:

Level 1: Quoted prices in active markets for identical assets or liabilities;

Level 2: Quoted prices for similar instruments in active markets; quoted prices for
identical or similar instruments in markets that are not active; and model-based
valuation techniques in which all significant assumptions are observable in the
market or can be corroborated by observable market data for substantially the full
term of the assets or liabilities; and

Level 3: Unobservable inputs that are supported by little or no market activity and

typically reflect management’s estimates of assumptions that market participants
would use in pricing the asset or liability.

20
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Assets and Liabilities Measured at Fair Value on a Recurring Basis

The following table presents our assets and liabilities measured at fair value on a recurring basis at March 31, 2010:

Gross Net

Level Level Fair Netting Fair
(In 000s) 2 3 Value (D Value
Assets:
Foreign currency exchange contracts $ 151°% -3 151 $ (6) $ 145
Liabilities:
Foreign currency exchange contracts $ 935 -3 93 $ 6) $ 87
Interest rate swap agreements 7,732 — 71,732 — 7,732
Contingent consideration liability — 3,043 3,043 — 3,043

(1) This column reflects the impact of netting derivative assets and liabilities by counterparty when a legally
enforceable master netting agreement exists.

The fair values of forward foreign currency exchange contracts are valued using broker quotations of similar assets or
liabilities in active markets. The fair values of interest rate swap agreements are primarily determined based on the
present value of future cash flows using internal models and third-party pricing services with observable inputs,
including interest rates, yield curves and applicable credit spreads. The contingent consideration liability represents
the fair value of a multi-year earn-out arrangement in connection with a business combination entered into during the
fourth quarter of 2009. The fair value was determined using a discounted cash flow model based on management’s
estimate of future cash flows. There was no change in the contingent consideration liability during the three months
ended March 31, 2010.

Fair Value of Other Financial Instruments

In addition to foreign currency exchange contracts and interest rate swap agreements, the estimated fair values of
which are disclosed above, the estimated fair value of each class of financial instruments at March 31, 2010 was as
follows:

¢ Cash and cash equivalents — The carrying amount of $1.3 million approximates fair value because of the short
maturity of those instruments (less than three months).

e[ ong-term debt —The estimated fair value of outstanding borrowings under our credit agreement is based on the
average of the prices set by the issuing bank given current market conditions and is not necessarily indicative of the
amount we could realize in a current market exchange. The estimated fair value and carrying amount of outstanding
borrowings under the Fourth Amended Credit Agreement (see Note 7) at March 31, 2010 are $266.1 million and
$280.5 million, respectively.

(7) Long-Term Debt

On March 30, 2010, we entered into the Fourth Amended and Restated Credit Agreement (the “Fourth Amended Credit
Agreement”). The Fourth Amended Credit Agreement provides us with a $55.0

14
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million revolving credit facility from March 30, 2010 to December 1, 2011 (the “2011 Revolving Credit Facility”) and a
$345.0 million revolving credit facility from March 30, 2010 to December 1, 2013 (the “2013 Revolving Credit
Facility”), including a swingline sub facility of $20.0 million and a $75.0 million sub facility for letters of credit. The
Fourth Amended Credit Agreement also provides a continuation of the term loan facility provided pursuant to the

Third Amended and Restated Credit Agreement, of which $193.5 million remained outstanding on March 31, 2010,

and an uncommitted incremental accordion facility of $200.0 million.

Revolving advances under the Fourth Amended Credit Agreement are drawn first under the 2013 Revolving Credit
Facility, with any advances in excess of $345.0 million being drawn under the 2011 Revolving Credit

Facility. Revolving advances under the 2011 Revolving Credit Facility generally bear interest, at our option, at 1)
LIBOR plus a spread of 0.875% to 1.750% or 2) the greater of the federal funds rate plus 0.5%, or the prime rate, plus
a spread of 0.000% to 0.250%. Revolving advances under the 2013 Revolving Credit Facility generally bear interest,
at our option, at 1) LIBOR plus a spread of 1.875% to 2.750% or 2) the greater of the federal funds rate plus 0.5%, or
the prime rate, plus a spread of 0.375% to 1.250%. Term loan borrowings bear interest, at our option, at 1) LIBOR
plus 1.50% or 2) the greater of the federal funds rate plus 0.5%, or the prime rate. See Note 5 for a description of our
interest rate swap agreements. The Fourth Amended Credit Agreement also provides for a fee ranging between
0.150% and 0.300% of the unused commitments under the 2011 Revolving Credit Facility and 0.275% and 0.425% of
the unused commitments under the 2013 Revolving Credit Facility. The Fourth Amended Credit Agreement is
secured by guarantees from most of the Company’s domestic subsidiaries and by security interests in substantially all
of the Company’s and such subsidiaries’ assets.

We are required to repay outstanding revolving loans on the applicable commitment termination date, which is
December 1, 2011 for the 2011 Revolving Credit Facility and December 1, 2013 for the 2013 Revolving Credit
Facility. We are required to repay term loans in quarterly principal installments aggregating $0.5 million each, which
commenced on March 31, 2007. The entire unpaid principal balance of the term loans is due and payable at maturity
on December 1, 2013.

The Fourth Amended Credit Agreement contains various financial covenants, which require us to maintain, as

defined, ratios or levels of 1) total funded debt to EBITDA, 2) fixed charge coverage, and 3) net worth. The Fourth
Amended Credit Agreement also restricts the payment of dividends and limits the amount of repurchases of the
Company’s common stock. As of March 31, 2010, we were in compliance with all of the covenant requirements of the
Fourth Amended Credit Agreement.

As described in Note 5 above, as of March 31, 2010, we are a party to six interest rate swap agreements for which we
receive a variable rate of interest based on LIBOR and for which we pay a fixed rate of interest plus a spread of (i)
0.875% to 1.750% on revolving advances under the 2011 Revolving Credit Facility; (ii) 1.8750% to 2.750% on
revolving advances under the 2013 Revolving Credit Facility; and (iii) 1.50% on term loan borrowings.

(8) Commitments and
Contingencies

Securities Class Action Litigation
Beginning on June 5, 2008, Healthways and certain of its present and former officers and/or directors were named as
defendants in two putative securities class actions filed in the U.S. District Court for the Middle District of Tennessee,

Nashville Division. On August 8, 2008, the court ordered the consolidation of the two related cases, appointed lead
plaintiff and lead plaintiff’s counsel, and granted lead plaintiff leave to file a consolidated amended complaint.

15
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The amended complaint, filed on September 22, 2008, alleges that the Company and the individual defendants
violated Sections 10(b) of the Securities Exchange Act of 1934 (the “Act”) and that the individual defendants violated
Section 20(a) of the Act as “control persons” of Healthways. The amended complaint further alleges that certain of the
individual defendants also violated Section 20A of the Act based on their stock sales. The plaintiff purports to bring
these claims for unspecified monetary damages on behalf of a class of investors who purchased Healthways stock
between July 5, 2007 and August 25, 2008.

In support of these claims, the lead plaintiff alleges generally that, during the proposed class period, the Company
made misleading statements and omitted material information regarding (1) the purported loss or restructuring of
certain contracts with customers, (2) the Company’s participation in the Medicare Health Support (“MHS”) pilot
program for the Centers for Medicare & Medicaid Services, and (3) the Company’s guidance for fiscal year 2008. The
defendants filed a motion to dismiss the amended complaint on November 13, 2008. On March 9, 2009, the Court
denied the defendants’ motion to dismiss. On April 27, 2010, the parties reached an agreement in principle to settle
this matter for $23.6 million. The parties intend to seek the Court’s approval of the proposed settlement. The District
Court must approve this settlement after notice to the class before it may be considered final. As a result of the
Company’s insurance coverage, this settlement is not expected to result in any charge to the Company.

Shareholder Derivative Lawsuits

Also, on June 27, 2008 and July 24, 2008, respectively, two shareholders filed putative derivative actions purportedly
on behalf of Healthways in the Chancery Court for the State of Tennessee, Twentieth Judicial District, Davidson
County, against certain directors and officers of the Company. These actions are based upon substantially the same
facts alleged in the securities class action litigation described above. The plaintiffs are seeking to recover damages in
an unspecified amount and equitable and/or injunctive relief.

On August 13, 2008, the Court consolidated these two lawsuits and appointed lead counsel. On October 3, 2008, the
Court ordered that the consolidated action be stayed until the motion to dismiss in the securities class action had been
resolved by the District Court. By stipulation of the parties, the plaintiffs filed their consolidated complaint on May 9,
2009. On June 19, 2009, the defendants filed a motion to dismiss the consolidated complaint. The Court granted the
defendants’ motion to dismiss on October 14, 2009. The plaintiffs filed a notice of appeal on November 12, 2009.

ERISA Lawsuits

Additionally, on July 31, 2008, a purported class action alleging violations of the Employee Retirement Income
Security Act (“ERISA”) was filed in the U.S. District Court for the Middle District of Tennessee, Nashville Division
against Healthways, Inc. and certain of its directors and officers alleging breaches of fiduciary duties to participants in
the Company’s 401(k) plan. The central allegation is that Company stock was an imprudent investment option for the
401(k) plan.

An amended complaint was filed on September 29, 2008, naming as defendants the Company, the Board of Directors,
certain officers, and members of the Investment Committee charged with administering the 401(k) plan. The
amended complaint alleged that the defendants violated