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PART |

This Annual Report on Form 10-K contains forwardKimg statements within the meaning of Section @fithe Securities Exchange Act of
1934. Such forward-looking statements include, agnathers, those statements including the wordséetsy’ “anticipates,” “intends,”
“believes,” “may,” “will,” “should,” “continue” andsimilar language or the negative of such termstioer comparable terminology. Although
we believe that the expectations reflected in tmevérd-looking statements are reasonable, Heakh8tis actual results may differ
significantly from those projected in the forwambking statements. Factors that might cause oribom to such differences include, but are
not limited to, those discussed in the section KFactors” in Item 1A of this Annual Report on Fol®-K and elsewhere in this document. In
addition, factors that we are not currently awdreanld harm our future operating results. You ddaarefully review the risks described in
other documents HealthStream files from time tcetimith the Securities and Exchange Commission. &fewcautioned not to place undue
reliance on forward-looking statements, which spaali as of the date of this Annual Report on FA0rK. HealthStream undertakes no
obligation to publicly release any revisions to thevard-looking statements or reflect events ocuwinstances after the date of this document.

Item 1. Business
OVERVIEW AND HISTORY

HealthStream, Inc. (HealthStream or the Compangyides Internebased learning and research solutions to meetaheny, information, ar
education needs of the healthcare industry. Ounileg products are used by healthcare organizatmngeet a broad range of their training
assessment needs, while our research productsiprour customers information about patients’ exgees, workforce challenges, physician
relations, and community perceptions of their sgrsi HealthStream’s customers include healthcgi@narations, pharmaceutical and medical
device companies, and other participants in théthesae industry. Our customer base across bothilegand research business units includes
over 2,500 healthcare organizations (predominatelite-care facilities) throughout the United States

The Company'’s flagship learning product is the estream Learning Cent@(HLC), our proprietary, Interndtased learning platform, whi
at December 31, 2009 had approximately 2,073,06€acted primarily hospital-based subscribers. \We/dr educational and training
courseware to our customers through the HLC platf@ur research products and service offeringaideljuality and satisfaction surveys,
data analyses of survey results, and other resdmasdd measurement tools focused on patients,qiduysj employees, and members of the
community.

Headquartered in Nashville, Tennessee, the Comwasyincorporated in 1990 and began providing itsrivet-based solutions in 1999 and
providing its survey and research solutions in 2008luding satellite offices in Laurel, MarylanddiFranklin, Tennessee, HealthStream had
311 full-time and 86 part-time employees as of Deler 31, 2009. HealthStream has evolved from a eompvith an initial focus on
technology-based training to a company providifddervice delivery of education, training, resdgrand information to healthcare
organizations.

INDUSTRY BACKGROUND

According to the deputy director of the Nationalaile Statistics Group at the Centers for Medicaue lledicaid Services (CMS), spending in
the healthcare industry reached approximately 82i8n in 2008, or 16.2 percent of the gross detieproduct. Hospital care expenditures
accounted for approximately 32 percent of the $2I®n industry. Approximately 14.3 million pro&sionals are employed in the healthcare
segment of the domestic economy, with approximdiedymillion employed in hospitals, our target netrfor our learning and research
products. As of December 31, 2009, approximatelyn@illion, or 37 percent, of these healthcare psi@nals were contracted to use our
internet-based HLC platform.

All of the 5.6 million hospital-based healthcarefeissionals that work in the nation’s approxima&00 acute-care hospitals are required by
federal mandates and accrediting bodies to compleiteng in a number of areas. This training inlea safety training mandated by both the
Occupational Safety and Health Administration (OSHAd The Joint Commission, as well as trainingpatient information confidentiality
required under the Health Insurance Portability Andountability Act (HIPAA).

In hospitals, staffing issues and personnel sheg&igive also contributed to the need for facilitgdal workforce development as well as
additional competency based training. The Ameridaapital Association (AHA)'s report “Workforce 201Strategy Trumps

Shortage” (January, 2010), for example, indicates the shortfall of registered nurses in 2025 b4ll260,000 FTEs and the shortage of
physicians in 2020 will be 109,000. We believe tf&ring training and education for hospital pemnsel is increasingly being utilized as a
retention and recruitment incentive.

Many healthcare professionals use continuing etutéd keep abreast of the latest developmentsreget licensing, certification, and
credentialing requirements. Continuing educatiaquirements include continuing education for nureesergency medical services personnel,
first responder personnel, radiologic personnd, @mysicians. Pharmaceutical and medical devicepamies must also provide their medical
industry sales representatives with training maedi&r the healthcare industry and training for meaducts. Such
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companies also provide support for education aaiditrg for those audiences that use their prodadtgalthcare organizations.

A large portion of the nation’s hospitals utilizz=search and survey tools to gain valuable insigbtapatientsexperiences, to assess workftc
competency and engagement, to determine the sthpg/sician relations and to measure the perceptadout the hospitals in the
communities they serve. Industry-wide, intereshéseasing in research, due, in part, to the CABRPSonsumer Assessment of Healthcare
Providers and Systems) Hospital Survey launche@Ms in partnership with the Agency for Healthcaes®Barch and Quality (AHRQ).
According to the Deficit Reduction Act of 2005, pdals must submit data for certain required guatieasures—which for inpatients includes
the CAHPS® Hospital Survey—in order to receive the full markasket increase to their reimbursement paymees faém CMS. Hospitals
that fail to submit this survey data will incureduction of two percentage points in the inpatieatket basket update amount for the following
federal fiscal year. We are designated as a aatifendor and offer CAHPSHospital Survey services.

Finally, the hospital industry continues to operatteler intense pressure to reduce costs as a oésatuctions in government reimbursement
rates and increased focus on cost containmentstensiwith participation of patients in managecdegaiograms. In addition, hospitals, as well
as pharmaceutical and medical device companiesincento experience rising operating costs, coupligd increased pressure to measure and
report on the outcomes of the dollars spent onitrgi Our products and services are designed td these needs by reducing healthcare
organizations’ costs of training while improvin@faing outcomes, enhancing reporting capabiliaesl, supporting customers’ business
objectives.

HEALTHSTREAM’'S SOLUTIONS

HealthStream’s products and services are orgamigedwo segments, 1) HealthStream Learning ande®)lthStream Research, which
collectively help healthcare organizations meeirtbegoing training, education, information, andrggiance needs. Our objective is to better
support our healthcare organization customersadir gfforts to transform insight into action asythmeeasure and benchmark key data points for
their constituencies and then incorporate the tegufo training and improvement through our leagnproducts.

HealthStream Learning

Within HealthStream Learning, we bring training attlication content together with administrative arahagement tools through our
Internet-based platforms, the HealthStream Lear@iegter® and a more streamlined version, HealthStream Exgfife§Ve offer our Internet-
based platform customers a wide array of additicoatseware subscriptions. Our learning managesyst¢m supports healthcare
administrators in configuring training to meet firecise needs of different groups of employees,ifyiod training materials, and documenti
that training has been completed. At December 82922,073,000 healthcare professionals had caattaubscriptions for our Internet-based
HLC services. Pricing for the HLC is subscripticasbd, with fees based on the number of subscribensseware provided, and other factors.
We offer training, implementation, and account nggamaent services to facilitate adoption of our platf. Fees for training are based on the
time and efforts of the personnel involved. Implatagon fees vary based on the size, scope, anglegity of the project.

Our Internet-based platform and our coursewardaséed in a central data center that allows authdrsubscribers Internet access to our
services, thereby eliminating the need for onsital implementations of installed learning managerpeoducts.

Along with the Internet-based HLC, we also offealtiecare organizations full-service capabilitiexteate online courses by converting their
existing course material, self-authoring new matsrinrough our Authoring Center product, and @lebt sharing these materials with other
HealthStream customers through a courseware exeh#ig also offer Authoring Pro, an upgraded proedth includes an industry leading
image library, owned by A.D.A.M., Inc., as an adfitl subscription to this product. Pricing for gkeproducts is subscription based, with fees
based on the number of subscribers and level atpation of services.

During 2009, we began pilot implementations of new HealthStream Competency Cerité{HCC) product. This product allows us to offer
our customers tools to assess competency and sppiformance. Competency assessment is a reguit@mhospitals and healthcare
organizations for maintaining accreditation, basedequirements from The Joint Commission to eueludocument, and report performance
competencies. We believe that our new product pesvan effective means of determining which commpés are associated with each
position and evaluating and documenting competassgssments. The HCC is also intended to facitib@televelopment of a custom training
program of courses available through the HLC timéquely responds to the needs identified for eanpleyee.

Through HealthStream Direct, we develop, manage distribute online, live, and print education draining activities for provider-based
healthcare professionals and physicians, as welhkise education and training activities for salkegresentatives. Certain of the education
activities we develop and distribute provide couiy education credit for learners completing th€micing for these products varies based on
the size, scope, and nature of the project. Motliese activities are supported by either pharnmazdwr medical device companies
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Our strategy for HealthStream Learning is to cargigrowing our customer base of approximately 2{@XBcontracted subscribers using the
Internet-based HLC, as well as expanding penetratiadditional courseware offerings, developing/iteols, and penetrating other
professional services across our customer basavilMgontinue to seek opportunities to leverage ttuistomer base through the deployment of
pharmaceutical and medical device training and afilot.

HealthStream Research

HealthStream Research complements HealthStreamibgé product and service offerings by providirgshital-based customers with

patient, physician, employee, and community survegta analyses of survey results, and other relsdmsed measurement tools. Our services
are designed to provide thorough analyses thatigeausightful recommendations for change; to pdlevbenchmarking capability using our
comprehensive databases; and to provide conssiingces to identify solutions for our customersdzhon their survey results. Clients are
able to access and analyze their survey resuléstdedugh Insights Online, our secure web-basedrtieg platform. Our survey and research
solutions focus on providing industry-leading, istitally valid data to assist our customers withit decision making related to their
organization’s performance improvement objectivesddition to collecting and reporting data, wevide expert analysis and consulting to
help customers understand their survey resultsl@dnderlying impact on their business. It is witls insight that healthcare organizations
able to develop plans for improved performance ithable to be delivered through HealthStream’snlieg solutions. Pricing for these services
is based on the survey type, delivery method, glizbe survey instrument, sample size, frequencsuofey cycles, and other factors.

In November 2009, we announced the launch of thethigtream Improvement Center™, an online systerhdgpital leaders to optimize and
accelerate the execution of improvement plans—itinlyithose plans based on results from employeesighn, and community surveys—as
well as patient HCAHPS (Hospital Consumer AssessmieHealthcare Providers and Systems) surveys.fipeovement Center is the most
recently added tool among a storehouse of solufimms HealthStream Research that include a compsabe line of survey products, national
benchmarks, HCAHPS Improvement Library, consul8egvices, and other support tools.

Our strategy for HealthStream Research includesragng to grow our customer base of approximafely00 hospitals, expand the products
and services provided to each customer, and int@éiealthStream Learning solutions to address guesearch findings. We will continue to
expand our offering of research and informatiorigdbat are aligned with healthcare quality inities and continuous improvement efforts.

BUSINESS COMBINATION

We acquired The Jackson Organization, Researchultants, Inc. (TJO) in March 2007. For additiongbrmation regarding this acquisition,
please see Note 2 of the Consolidated Financi&i®tnts and Item 7, “Management’s Discussion araysis of Financial Condition and
Results of Operations” included elsewhere in thfsort.

CUSTOMERS

We provide our training, information and educatsmtutions to customers across a broad range dfesntvithin the healthcare industry,
including healthcare organizations (including goweent entities) and pharmaceutical and medicalcdesdmpanies. Examples of customers
that have purchased or contracted for productsandces from HealthStream include: HCA, Inc., Tiefiealthcare Corporation, Catholic
Health Initiatives, Community Health Systems, Ihgfepoint Hospitals, Inc., Ardent Health ServicesC, and Baxter Healthcare Corporati

SALES AND MARKETING

We market our products and services primarily tgfoaur direct sales teams, our consultants, anaaount relationship managers, who are
based at our corporate headquarters in Nashvidlendssee and in our satellite offices located imélaMaryland and Franklin, Tennessee, as
well as remote home office sales locations. As e&nber 31, 2009, our HealthStream Learning saksedationship management personnel
consisted of 49 employees and our HealthStreamaRessales and consultant personnel consisted efifoyees. Our geographically
dispersed field sales organization is divided mme team focused on selling our learning produttaaseparate sales team focused on selling
our research products. In addition to sales prafaats, we also employ strategic account persotira¢lmanage our largest customer
relationships as well as account relationship marsagnd consultants who work to develop and expalationships, including contract
renewals.

We conduct a variety of marketing programs to primmour products and services, including produdlogs, user groups and trade shows,
online promotion and demonstrations, telemarketemgpaigns, public relations, distribution of prodsigecific literature, direct mail and
advertising.
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Over most of the last nine years, we have hostaherence in Nashville for our customers knowtfiTde Summit.” We have utilized this
client conference to reach out to existing and miiécustomers and business partners, provideitigiand educational services, and
demonstrate our new and existing product offerikige.have marketing teams that are responsiblééset initiatives and for working with and
supporting our product management and sales tesnxecember 31, 2009, these personnel consisté@ employees.

OPERATIONS

We believe our ability to establish and maintainggerm customer relationships, adoption of oudpms and services, recurring sales, and
development and maintenance of new and existindyats are dependent on the strength of our opesatoustomer service, product
development and maintenance, training, and othggatiteams. As of December 31, 2009, these peetaonsisted of approximately 91
employees for Learning and approximately 192 enmg#syfor Research, of which 116 employees workediirinterviewing center. Our
Learning operations team consists of personnekagsd with customer support, implementation se@viproduct development and
maintenance, training, and project managementR@gearch operations team consists of personnadiatsbwith phone interviewing,
distributing and processing paper-based survewimsnts, data analysis and reporting of surveylt®esand project management.

TECHNOLOGY MANAGEMENT

Our services are designed to be reliable, secotesealable. Our software is a combination of gedgary and commercially available software
and operating systems. Our software supports lgpatid management of content, publication of our sres, execution of courseware,
registration and tracking of users, collection, phng, and analysis of survey data, and reportihigformation for both internal and external
use. We designed the platforms that provide owises to allow each component to be independenties by adding commercially available
hardware and a combination of commercially avadatrid proprietary software components.

Our software applications, servers, and netwonkasifucture that deliver the majority of our seeg@re hosted by third party data center
providers. Our primary data center is located tigrafour rated hosting facility in Chicago, lllireg and our disaster recovery data center is
hosted by a separate provider located in Nashvikanessee. Both of our providers maintain ourgagent in secure, limited access
environments, supported by redundant power, enrisorial conditioning, and network connectivity. @uoviders’ hosting centers are
connected to the Internet through multiple, redmdaighspeed fiber optic circuits. The transactional systsupporting the data collection
our survey products are located in secure, limiteckss environments located at our Franklin, Tesageand Laurel, Maryland offices, and f
our core business intelligence platforms supponimgsurvey products located at our primary hostawgity in Chicago. Company personnel
monitor all servers, networks, and systems on éimaous basis. Together with our providers, we eygleveral levels of enterprise firewall
systems and data abstraction to protect our degapesstomer information, and courseware librasynfunauthorized access. All of our
production data located in our Chicago data ceatkacked up in real time to our disaster recodeaty center. Monthly snap shots of our data
are stored off site with a third party data storpgevider.

COMPETITION

The healthcare education industry is highly fragraénvaries significantly in delivery methodsd., written materials, live events, satellite
broadcasts, video, CD-ROM products and online petsjuand is composed of a wide variety of entiiesipeting for customers. The sheer
volume of healthcare information available to $gtntinuing education needs, rapid advances idicaé developments, and the time
constraints that healthcare professionals face malk#icult to quickly and efficiently access tlentinuing education content most relevant to
an individual's practice or profession. Historigalhealthcare professionals have received continaducation and training through offline
publications, such as medical journals and CD-RCdvig, by attending conferences and seminars. Iniaddother healthcare workers and
pharmaceutical and medical device manufacturetessnd internal regulatory personnel usually Hiutiieir education and training needs
through instructor-led programs from external vasdwr internal training departments. While thesgrapches satisfy the ongoing education
and training requirements, they are typically goatid inconvenient. In addition, live courses dterolimited in the breadth of offerings and
not provide a method for tracking training compmati The results of these traditional methods, lfiim a business and compliance standpoint,
are difficult to track and measure. While hospitatsl health systems occasionally survey their peti@hysicians and employees using their
own internal resources, the practice is limiteasithey do not typically possess the valuable coatppa benchmarking data which is available
from independent survey research vendors.
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In addition to the competing delivery methods dibstt above, we also have direct competitors. A remalb companies offer competitive
installed and web based learning management produithe healthcare industry. We also compete é@ming management system providers
such as SABA and SumTotal Systems that provide seevices to multiple industries, including heedtte. We also compete with large
medical publishers that have operating units tfffat éearning management systems that focus orthezak, including Cengage LearniadNet
Learning and Reed Elsevier Grog¥MC Strategies. In the survey business, we se@etition from large nationally recognized survegaarct
firms such as Press Ganey Associates, NationaldRgs€orporation, Gallup, and others. Our survesirmss also experiences direct
competition from vendors who provide survey reseaervices to other industries including Kenexa Rocksight. Finally, recently we have
also seen an increase in a teaming approach betweasulting and technology entities to addresslasgale projects.

We believe our learning solutions, which includéhbproducts and services that facilitate trainiogtfealthcare professionals, a wide
assortment of courseware, a mechanism for meassatigfaction or other results, and the abilityptovide all our services on a single platfc
over the Internet, provide us with a competitiveartage. In our survey research business, we leetievlarge proprietary database of
physician survey results, technology infrastructigsigned to automate the processing of surveytsepuoprietary core survey instruments
and action plan development methodology, and oilityato quickly deliver relevant online coursewasggeted at addressing survey related
findings provide us with a competitive advantage Wélieve that the principal competitive factorfeeting the marketing of our training,
information, and education services to the heatthgadustry include:

» features of the HLC product, including reportintanagement functionality, ability to manage aetgrdf events or modalities,
courseware assignment, scalability, and the alidityack utilization and result

* scope and variety of Intert-based learning courseware available, including ratatticontent for OSHA, The Joint Commissi
patient safety, and HIPAA requirements, competdrased content, as well as the ability of our custsno create and host their own
wek-enabled coursewar

» scope and quality of professional services offeiszluding survey execution, implementation, benahking, training and th
expertise and technical knowledge of the custo’ employees

» competitive pricing, which supports a return ondstment when compared to other alternative delivezthods
» customer service and suppc

» effectiveness of sales and marketing efforts;

* company reputatior

Collectively, we believe these capabilities provigewith the ability to improve the quality of hiéredare by developing the people who deliver
care.

GOVERNMENT REGULATION OF THE INTERNET AND THE HEALT HCARE INDUSTRY
Regulation of the Internet and the Privacy and Seaity of Personal Information

The laws and regulations that govern our busineaage rapidly. For example, the United States gowent and the governments of some
states and foreign countries have attempted tdaegactivities on the Internet. The following ame of the evolving areas of law that are
relevant to our business:

» Privacy and Security LawCurrent and proposed federal, state and foreigrapyiand security regulations and other laws r&stg
the collection, use, security and disclosure o§peal information could limit our ability to collemformation or use and disclose the
information in our databases or derived from oswiIrces to generate revenues. It may be costiyppement security or other
measures designed to comply with any new legisiatior example, the American Recovery and Reinvestract of 2009
(ARRA) has expanded the application of certain HAR#ivacy and security requirements to apply disetd us as a business
associate of our custome

» Encryption LawsMany copyright owner associations have lobbiedf¢lderal government for laws requiring copyrightealtemials
transmitted over the Internet to be digitally emqded in order to track rights and prevent unautteatiuse of copyrighted materials. If
these laws are adopted, we may incur substantst$ ¢o comply with these requirements or changeviaewe do busines

» Content RegulatiorBoth foreign and domestic governments have adagmedproposed laws governing the content of mat
transmitted over the Internet. These include laalating to obscenity, indecency, libel and defaoratWe could be liable if content
delivered by us violates these regulatic
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» Information Security Accountability RegulaticAs required by ARRA, the U.S. Department of Healtld Human Service
(HHS) published regulations on August 24, 2009t tequire us as a business associate of our custdmeeport certain breaches of
unsecured protected health information to our custs, which must in turn notify affected individsagHHS and, in certain situations
involving large breaches, the media. Congress dasidered bills that would require companies toagiegndependent third parties to
audit the companies’ computer information secutityaddition, we are subject to certain state I#vas relate to privacy or the
reporting of security breaches that are more ite than the requirements of AARA. For examplealiférnia has enacted legislation
requiring disclosure of security breaches involviggsonal information and medical information. Waynmcur costs to comply with
these security requirements. Because many of theseare new and there is little guidance relateghiany of these laws, it is difficult
to estimate the cost of our compliance with thases! If the Company is required to make a publitoamcement regarding a breacl
security or if one of the Comparsytustomers is required to make a public announgeime&onnection with a breach of security by
Company, the Compa’s business could be negatively impac

» Sales and Use TaThrough December 31, 2009, we collected salespusther taxes on taxable transactions in all stetevhich we
have employees or have a significant level of sat¢iwity. While HealthStream expects that thisrapgh is appropriate, other state
foreign jurisdictions may seek to impose tax cdi@tobligations on companies like us that engageniine commerce. If they do,
these obligations could limit the growth of elecii}mcommerce in general and limit our ability t@fir from the sale of our services
over the Interne!

Laws and regulations directly applicable to e-comuaglnternet communications, and the privacy aulisty of personal information are
becoming more prevalent. Congress continues comsigdiaws regarding Internet taxation. The dynamature of this regulatory environment
increases the uncertainty regarding the marketptapact of such regulation. The enactment of arditemhal laws or regulations may increase
our cost of conducting business or otherwise harnbasiness, financial condition and operating ltssu

Regulation of Education, Training and Other Servics for Healthcare Professionals

Occupational Safety and Health Administration (O$HZSHA regulations require employers to provide frairto employees to minimize the
risk of injury from various potential workplace tzads. Employers in the healthcare industry areireduo provide training with respect to
various topics, including blood borne pathogensosxpe control, laboratory safety and tuberculo#isation control. OSHA regulations requ
employers to keep records of their employees’ cetign of training with respect to these workplaegdrds.

The Joint Commissiohe Joint Commission mandates that employers imé¢adthcare industry provide certain workplace tyad@d patient
interaction training to employees. Training reqdibyy The Joint Commission may include programsndection control, patient bill of rights,
radiation safety, and incident reporting. Healtkaarganizations are required to provide and doctitnaiming on these topics to receive
accreditation from The Joint Commission. In additidhe Joint Commission imposes continuing edunagguirements on physicians that
relate to each physician’s specific staff appointtae

Health Insurance Portability and Accountability AetIPAA). HIPAA regulations require certain organizationgluing most healthcare
providers and health plans, to adopt safeguardsdety the use and disclosure of health-relateatinétion. HIPAA regulations also require
organizations that maintain or transmit health infation electronically in connection with certaiartsactions to provide reasonable and
appropriate safeguards to protect the privacygiitieand confidentiality of individually identiflale healthcare information. These healthcare
organizations are required to establish, maintathfovide training with regard to their policiesdgprocedures for protecting the integrity and
confidentiality of individually identifiable healttare information. Healthcare organizations areireduo document training on these topics to
support their compliance. ARRA expanded the apptioeof certain HIPAA privacy and security requirents to apply directly to companies
(known as business associates) that provide ssrtaceertain healthcare organizations.

Continuing Nursing Education (CNE3tate nurse practice laws are usually the sourestbiority for establishing the state board of mgs
requirements. The state board of nursing estaldifestate’s CNE requirements for professionasesirCNE credits are provided through
accredited providers that have been approved bjtierican Nurses Credentialing Center (ANCC) Consiois on Accreditation and/or the
state board of nursing. CNE requirements vary wifleim state to state. Thirty-two states requiigiseered nurses to certify that they have
accumulated a minimum number of CNE credits in otdenaintain their licenses. In some states, tN&E @equirement only applies to re-
licensure of advance practice nurses, or additi@NiEs may be required of this category of nursegjuted CNE ranges from 12 to 50 credits
annually, with reporting generally on a bi-annuasis. Board certifications (e.g., CNOR — certificatof perioperative nursing) also require
CNE credits, with certain percentages requiregac#ic categories based on the certification tyfe. are an accredited provider of CNE by
the ANCC.

Continuing Medical Education (CMEgtate licensing boards, professional organizatisrdsemployers require physicians to certify thayth
have accumulated a minimum number of continuingica@ducation hours to maintain their licensesaé&ally, each state’s medical practice
laws authorize the state’s board of medicine tatdisth and track CME requirements. Forty-eightestagédical licensing
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boards currently have CME requirements, as welssrto Rico, Guam, and the U.S. Virgin Islands. mhmber of CME hours required by
each state ranges from 12 to 50 hours per yeaer@turces of CME requirements are state medic@étées and practice specialty boards.
failure to obtain the requisite amount and typ€ME could result in non-renewal of the physiciaitense to practice medicine and/or
membership in a medical or practice specialty $pciehe American Medical Association’s (AMA) Phyisin Recognition Award certificate
(PRA) is widely accepted as proof of participatiortCME. The AMA classifies continuing medical edtioa activities as either Category 1,
which includes formal CME activities, or Categorywich includes most informal activities. Sponseent to designate CME activities for
AMA PRA Category 1 Credit'because this has become the benchmark for qualftyrinally organized educational activities. Mogeacies
nationwide that require CME participation speddylA PRA Category 1 Credit™Only institutions and organizations accreditegrovide
CME can designate an activity fAMA PRA Category 1 Credit™The Accreditation Council for Continuing Medidadlucation (ACCME) is
responsible for awarding accreditation statusdtestnedical societies, medical schools, and ottgtitutions and organizations that provide
CME activities for a national audience of physiga@®nly institutions and organizations are acceelliThe ACCME and state medical socie
do not accredit or approve individual activitietaté medical societies, operating under the adglsecACCME, accredit institutions and
organizations that provide CME activities primaffity physicians within the state or bordering tal&e are an accredited provider of CME by
the ACCME.

Consumer Assessment of Healthcare Providers anér8§CAHPS)CMS has partnered with AHRQ to develop a standaddsurvey
instrument and data collection methodology for meiag patients’ perspectives on hospital care. ifkent of the survey is to produce
comparable data on the patients’ perspectiveddw aonsumer-based comparisons between hospiti@s,iacentives to drive hospitals to
improve their quality of care, and increase thagparency of hospital reporting. According to thefi€it Reduction Act of 2005, hospitals m
submit data for certain required quality measuresielvfor inpatients includes the CAHP$Hospital Survey—in order to receive the full
market basket increase to their reimbursement payrates from CMS. While hospital participatiorviduntary, hospitals that fail to submit
this survey data will incur a reduction of two pamtage points in the inpatient market basket upalaiteunt for the following federal fiscal ye
We have received certified vendor designation aiticentinue to offer CAHP® Hospital Survey services.

Allied Disciplines.Various allied health professionals are requiredttain continuing education to maintain their fises. For example,
emergency medical services personnel may be reftdracquire up to 20 continuing education hoursygar, all or a portion of which can be
fulfilled online. These requirements vary by statel depend on the classification of the employee.

Other Continuing EducationVe are also an accredited provider of continuingcation and continuing pharmacy education by theo8istion
of Surgical Technologists, Inc. (AST) and the Adlitation Council for Pharmacy Education (ACPE) pexgtively.

Regulation of Educational Program Sponsorship and @port

The Office of Inspector General (OIG) issued Comanptie Program Guidance for Pharmaceutical Manufacstun April 2003 and issued
Compliance Program Guidance for the Durable Medicplipment, Prosthetics, Orthotics, and Supply stiguin July 1999 (collectively, the
Guidelines). These documents include guidelinegedlto continuing educational activities suppokiggharmaceutical and medical device
companies. The Guidelines already have and maynuento affect the type and extent of commerciaglsut we receive for our continuing
education activities. The trade associations ferpharmaceutical and medical device industries IPhRRnd AdvaMed, respectively) have a
promulgated their own codes of ethics. In Janu@f92the PhRMA code of ethics was updated, and Me¢bmade changes to its code of
ethics that became effective in July 2009. Thesaghs placed further restrictions on the interastimetween industry and health care
professionals. The AMA has established its own aafdthics regarding Gifts to Physicians from Intdyi$o provide standards of conduct for
the medical profession. The Company follows theswnd guidelines provided by ACCME, ANCC, and otioatinuing education accreditil
bodies to ensure that its continuing education fanogning is free from commercial bias and consistétit the Guidelines.

The U.S. Food and Drug Administration (FDA) and theFederal Trade Commission (FTC)

Current FDA and FTC rules and enforcement actiorsragulatory policies or those that the FDA or fi&C may develop in the future could
have a material adverse effect on our ability wvjte existing or future applications or service®tr end users or obtain the necessary
corporate sponsorship to do so. The FDA and the i€bGlate the form, content and dissemination leéliag, advertising and promotional
materials, including direct-to-consumer prescriptiltug and medical device advertising, preparedbfor, pharmaceutical, biotechnology or
medical device companies. The FTC regulates ovectlunter drug advertising and, in some cases,qakdiévice advertising. Generally,
regulated companies must limit their advertising promotional materials to discussions of the Flpfraved claims and, in limited
circumstances, to a limited number of claims ngtraped by the FDA. Therefore, any information thegmotes the use of pharmaceutical or
medical device products that is presented withseuvices is subject to the full array of the FDAI &TC requirements and enforcement
actions. We believe that banner advertisementsisspehip links and any educational programs thedt ildependent editorial control that we
may present with our services could be subjectd8 Br FTC regulation. While the FDA and the FTCqaahe principal burden of complian
with advertising and promotional regulations on &deertiser, if the FDA or FTC finds that any regatl information presented with our
services violates FDA or FTC regulations, they rtade regulatory action against us or the
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advertiser or sponsor of that information. In aiddit the FDA may adopt new regulatory policies timatre tightly regulate the format and
content of promotional information on the Internet.

Other Government Regulations

In December 2007, the SEC issued new rules forlsnmralporting companies, expanding the number pfgamies that qualify for its scaled
disclosure requirements. The Company continuesaimitor these regulations and rulings to ensurevleaéppropriately allocate our resources
to maintain compliance with all applicable regwdas. Currently, our compliance with Section 404(bjhe Sarbanes-Oxley Act is applicable
for calendar year 2010.

INTELLECTUAL PROPERTY AND OTHER PROPRIETARY RIGHTS

To protect our proprietary rights, we rely gengralh copyright, trademark and trade secret lawsfidentiality agreements and procedures
with employees, consultants and other third parliesnse agreements with consultants, vendorsastbmers, and control access to our
software, documentation and other proprietary imition. We own Federal trademark and service negistrations for the marks
“HEALTHSTREAM”, “HOSPITAL DIRECT”, “OR PROTOCOL", &ad “QUALITY CHECK.”

The courseware that we license to our custometsvieloped through a combination of license agreésngith publishers or authors,
assignments and work-for-hire arrangements wittd tharties, and development by employees. We requiblishers, authors and other third
parties to represent and warrant that their cordeas not infringe on or misappropriate any thiadty intellectual property rights and that they
have the right to provide their content and havaioled all third-party consents necessary to d®@sw.publishers, authors and other third
parties also agree to indemnify us against celi@iility we might sustain due to the content thegvide.

If a third party asserts a claim that we have ngfed its patents or other intellectual property,may be required to redesign our products or
enter into royalty or licensing agreements. In #iddj we license technologies from third partiesifcorporation into our services. Royalty ¢
licensing agreements with these third parties n@ybe available on terms acceptable to us, iflafdditionally, the steps we have taken to
protect our intellectual property and proprietdaghts may not be adequate. Third parties may ig&iar misappropriate our intellectual
property. Competitors may also independently dgvédahnologies that are substantially equivalersiuperior to the technologies we employ
in our products or services. If we fail to protear proprietary rights adequately, our competitasld offer similar services, potentially
significantly harming our competitive position asielcreasing our revenues.

AVAILABLE INFORMATION

The Company files reports with the SEC, including@al reports on Form 10-K, quarterly reports omi60-Q and other reports from time to
time. The public may read and copy any materialdilavith the SEC at the SEC’s Public Referenceiat 100 F Street, NE, Washington,
DC 20549. The public may obtain information on dperation of the Public Reference Room by callmg$EC at 1-800-SEC-0330. The
Company is an electronic filer and the SEC maistaim Internet site at http://www.sec.gov that cimstéhe reports, proxy and information
statements, and other information filed electroiyc®ur website address is www.healthstream.coleas® note that our website address is
provided as an inactive textual reference only.iiéke available free of charge through our web#it annual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form & all amendments to those reports as soon amiaayg practicable after such material is
electronically filed with or furnished to the SEThe information provided on our website is not pdrthis report, and is therefore not
incorporated by reference unless such informasasthierwise specifically referenced elsewhere igrport.

OUR EMPLOYEES

As of December 31, 2009, we employed 311 full-temne 86 part-time persons, including approximatél§g &mployees in our interviewing
center. Our success will depend in large part uporability to attract and retain qualified emplegeWe face competition in this regard from
other companies, but we believe that we maintasdgelations with our employees. We are not suligeany collective bargaining
agreements.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The following is a brief summary of the businesparience of each of the executive officers of tlen@any. Officers of the Company are
elected by the Board of Directors and serve aptbasure of the Board of Directors. The followiaple sets forth certain information regarc
the executive officers of the Company:

Name Age Position

Robert A. Frist, Jr 42 Chief Executive Officer, President and Chairmathef Board of Director
Jeffrey S. Doste 45 Senior Vice President and Chief Technology Off

Gerard M. Hayden, J 55 Senior Vice President and Chief Financial Offi

Arthur E. Newmar 61 Executive Vice Presidel

J. Edward Pearsc 47 Senior Vice President and President of HealthStrieasearcl™

Kevin P. C'Hara 40 Senior Vice President, General Counsel, and Comggigfficer

Michael Sous: 41 Senior Vice Presider

Robert A. Frist, Jr., one of our co-founders, hexsed as our chief executive officer and chairmithe board of directors since 1990 and
president since 2001. Mr. Frist is the Companyigfobperating decision maker, and has primary residity and oversight of HealthStream
Learning. He graduated with a Bachelor of Sciendeuisiness with concentrations in finance, econsmia marketing from Trinity
University.

Jeffrey S. Doster joined the Company in May 2008&sor vice president and chief technology offitgom November 2006 to May 2008, he
served as principal at The Altus Group LLC, a basgconsulting company. From March 2005 to Oct@bé6, he served as senior vice
president and chief technology officer at The SAbpome Network, LLC, a television shopping compdmpm October 2000 to April 2004,
he served as senior vice president of informatahology at New Roads, Inc., a provider of futfidint and other services to retailers. He
earned undergraduate degrees in both EconomicBusidess Administration from Towson University veall as a Master of Business
Administration from Loyola College, in Maryland.

Gerard M. Hayden, Jr. joined the Company as se#iderpresident and chief financial officer in Ma§@. From April 2007 to May 2008, he
served as executive vice president and chief filmhoéficer of MedAvant Healthcare Solutions, a hiegare transaction processing company.
From January 2005 to April 2007, he was a consuftarvarious healthcare, technology and otherress ventures. From November 2001 to
January 2005, he served as chief financial offioePrivate Business, Inc., a company offering metirlg and software solutions to regional
community banks in the United States. He earnedah@or of Arts from the University of Notre Dantedea Master of Science from
Northeastern University. Mr. Hayden served on then@anys Board of Directors and was a member of the AGdimmittee from

September 2006 to May 2008.

Arthur E. Newman joined the Company in January 2@@@ is currently our Executive Vice Presidenevidusly he served as our chief
financial officer and senior vice president frormdary 2000 to March 2006. He holds a Bachelor ér&e in chemistry from the University
Miami and a Master of Business Administration frRutgers University.

J. Edward Pearson joined the company in June 2886érgor vice president, responsible for our suargyresearch business and was named
president of HealthStream Reseaftturing 2007. From June 2003 to June 2006, he serwgdesident and chief executive officer of
DigiScript, an Internet-based training and commatién solutions provider for the life sciences istity. He earned a Bachelor of Business
Administration in accounting from Middle Tennes$&tate University.

Kevin P. O’Hara joined the company in January 2@0®] was promoted to senior vice president andrgkeoeunsel in February 2007. He
assumed compliance officer responsibilities dufwngust 2007. He previously served as vice presifterthe company. He earned a Bachelor
of Arts degree and a J.D. from Vanderbilt Universit

Michael Sousa joined the company in October 2004 veas promoted to senior vice president in JanRaiy). He previously served as vice
president for the Company, with responsibilitiesdar strategic accounts program within HealthStréaarning. He earned a Bachelor of
Science degree from Boston College and a MastBusiness Administration from Boston University.
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Iltem 1A. Risk Factors

We believe that the risks and uncertainties desdrlielow and elsewhere in this document are tmeipal material risks facing the Company
as of the date of this report. In the future, weytn@come subject to additional risks that are motemtly known to us. Our business, financial
condition or results of operations could be maligreedversely affected by any of the following ris&nd by any unknown risks. The trading
price of our common stock could decline due to afthe following risks or any unknown risks.

Risks Related to Our Business Model

We may be unable to effectively execute our grostitategy which could have an adverse effect on business and competitive position in
the industry.

Our business strategy includes increasing our mahare and presence through sales to new custoaaklitional sales to existing customers,
introductions of new products and services, anchtaaiing strong relationships with our existing tomsers. Some of the risks that we may
encounter in executing our growth strategy include:

* expenses, delays and difficulties of identifyargd developing new products or services and integrauch new products or services
into our existing organizatiol

» inability to leverage our operational and finanagstems sufficiently to support our grow

» inability to generate sufficient revenue from nesgducts to offset investment cos

* inability to effectively identify, manage and exjplexisting and emerging market opportuniti

e inability to maintain our existing customer relatihips;

* increased competition from new and existing contesj

» lengthy sales cycles, or customers delaying pumpatecisions due to economic conditio

» reduced spending within the training, informatiord &ducation departments of hospitals within otgaamarket; an

» failure of the market for training, information aeducation in the healthcare industry to grow sufficient size or at a sufficient ra
If any of these risks are realized, our businesd,aur competitive position in the industry, cosldfer.
We may be unable to effectively identify, completéntegrate the operations of future acquisitions.

As part of our growth strategy, we actively revipessible acquisitions that complement or enhancdosiness. We may not be able to
identify, complete or integrate the operationsutfife acquisitions. In addition, if we finance aisifions by issuing equity securities, our
existing shareholders may be diluted which coutdcfthe market price of our stock. As a resultyéf fail to properly evaluate and execute
acquisitions and investments, our business prospeay be seriously harmed. Some of the risks tleatay encounter in implementing our
acquisition strategy include:

» expenses, delays or difficulties in identifying d@ntkégrating acquired companies into our organiag

* inability to retain personnel associated with asiiains;

« diversion of manageme’s attention from daily operations; a

» inability to generate sufficient revenues, profged cash flows from acquisitions to offset oureistynent cost:
Our ability to accurately forecast revenue for caih products and services may be hindered by cugtostheduling.

As revenues from our subscription business contiauecrease, a larger portion of our revenues bélpredictable; however, quarterly
performance may be more subject to fluctuations. lralthStream Research products and serviceygically contracted by healthcare
organizations for multi-year terms, but the frequgrsample size, and timing of survey cycles cay fram quarter to quarter and year to year.
Also, other project-based products, such as lientsy certain content development, and professimraices, are subject to the customers’
involvement in the provision of the product or seev The magnitude of these project-based procutsarvice contracts may vary widely
from quarter to quarter and year to year, and thag affect our ability to accurately forecast gedyt and annual financial performance.
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Our ability to accurately forecast revenue may biteated by lengthy and widely varying sales cycles.

The period from our initial contact with a potehtastomer and the first purchase of our solutigitbe customer typically ranges from three to
nine months, and in some cases has extended mubbrfurhe range in the sales cycle can be impdmntedultiple factors, including an
increasing trend towards more formal request foppsals (RFP) processes and more competition watlnirindustry, as well as formal budget
timelines which impact timing of purchases by taigestomers. As a result of these factors, we loaaelimited ability to forecast the timing
and type of initial sales. This, in turn, makesiire difficult to forecast quarterly and annuakfieial performance.

We may not be able to maintain our competitive piasi against current and potential competitors, esgally those with significantly greater
financial, technical, marketing, or other resource

Several of our competitors and many potential cditgre have longer operating histories and sigaifity greater financial, technical,
marketing, or other resources than we do. We enteoudirect competition from both large and smakaming companies and other companies
focused on training and continuing education intthalthcare industry. We also face competition ftarger survey and research companies.
Given the profile and growth of the healthcare stdpand the growing need for education, trainnegearch, and information, it is likely that
additional competitors will emerge. We believe waimtain a competitive advantage against our conguetby offering a comprehensive array
of products and services; however, our lack of readkversification resulting from our concentratiom the healthcare industry may make us
susceptible to losing market share to our compstitdho also offer a complete e-learning solutioa twoss-section of industries. These
companies may be able to respond more quickly Wenan to new or changing opportunities, technelegstandards or customer
requirements. Further, most of our customer agre&srae for terms ranging from one to three yeaitk, no obligation to renew. The short
terms of these agreements enable customers tdsbifte of our competitors.

We may not be able to retain proper distributiomghits from our content partners, and this could affeprojected growth in courseware
subscription revenues

Most of our agreements with content providers arerfitial terms of two to three years. The conteattners may choose not to renew their
agreements with us or may terminate the agreeneaniyg if we do not fulfill our contractual obligatis. If a significant number of our content
providers terminate or fail to renew their agreetaavith us on acceptable terms, it could resuét reduction in the number of courses we are
able to distribute, causing decreased revenuest Masir agreements with our content partners areexclusive, and our competitors offer, or
could offer, training and continuing education @ritthat is similar to or the same as ours. If {ghielrs and authors, including our current
content partners, offer information to users or@mpetitors on more favorable terms than thoseredf to us, or increase our license fees, our
competitive position and our profit margins andgmects could be harmed. In addition, the failur@brycontent partners to deliver highality
content and to revise their content in responsesér demand and evolving healthcare advances emdistcould result in customer
dissatisfaction and inhibit our ability to attraetd retain subscribers of our courseware offerings.

We may not be able to develop new products andisesy or enhancements to our existing products amvices, or be able to achieve
widespread acceptance of new products, servicdeatures, or keep pace with technological developise

We expect to generate revenue growth through salesw customers as well as increasing sales dfiaclal courseware subscriptions and
other products and services to existing custont@us.identification of additional features, contgmpducts and services may not result in
timely development of complementary products. Iditoin, the success of certain new products andaes may be dependent on continued
growth in our base of Internet-based customersnanédre not able to accurately predict the volumgpaed with which old and new customers
will adopt such new methodology. Because healthiramging continues to change and evolve, we mayrable to accurately predict and
develop new products, features, content and otteetugts to address the needs of the healthcarstitydérurther, the new products, services
and enhancements we develop may introduce signifabefects into our core software platforms. Whilenew products and services are
subject to testing and quality control, all softevés subject to error. If we release new prodisesyices and/or enhancements with bugs, de

or errors or that cause bugs, defects or erroegisting products, it could result in lost revenuesiuced ability to meet contractual obligations
and would be detrimental to our business and réipatdf new products, features, or content areatmiepted by new or existing customers, we
may not be able to recover the cost of this devalamt and our business will be harmed. Continuedgref our Internet-based customer
population is dependent on our ability to contitu@rovide relevant products and services in aljimeanner. The success of our business will
depend on our ability to continue providing ourgwots and services as well as enhancing our coarsgwroduct and service offerings that
address the needs of healthcare organizations.

We may be unable to continue to license our thirary software, on which a portion of our product drservice offerings rely, or we may
experience errors in this software, which could ie@ase our costs and decrease our revenue.

We use licensed third party technology componensoime of our products. Future licenses to thisrtelogy may not be available to us on
commercially reasonable terms, or at all. The tdss inability to obtain or maintain any of thelggenses could result in delays in the
introduction of new products and services or cdatde us to discontinue offering portions of ouarl@ng management
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or survey and research solutions until equivalecinology, if available, is identified, licensedidéntegrated. The operation of our products
would be impaired if errors occur in the third gatchnology or content that we incorporate, andwag incur additional costs to repair or
replace the defective software. It may be diffidaltus to correct any errors in third party softevhecause the software is not within our
control. Accordingly, our revenue could decreasg @ur costs could increase in the event of anyrgirothis technology. Furthermore, we r
become subject to legal claims related to liceriselinology based on product liability, infringemehtntellectual property or other legal
theories.

Financial Risks
A significant portion of our revenue is generatetbin a relatively small number of customel

We derive a substantial portion of our revenuemfeorelatively small number of customers. A terrtisraof our agreements with our
significant customers or a failure of these cust@me renew their contracts on favorable termstail, would have a material adverse effect
on our business.

A significant portion of our business is subject tenewal each year. Therefore, renewals have a gigant impact on our revenue an
operating results.

For the year ended December 31, 2009, approxim&gefyercent of our net revenues were derived frammernet-based subscription
products. Our Internet-based HLC customers havebfigation to renew their subscriptions for ourguots or services after the expiration of
the initial subscription period, and in fact, socustomers have elected not to renew their subgmmiphn addition, our customers may renew at
a lower pricing or activity level. During the yeamded December 31, 2009, we renewed 103% of theahhth C contract value up for renewal
and 102% of the subscribers which were up for retheBecause a significant portion of our custon@miacts have only renewed one or two
times, we do not have sufficient historical datat¢ourately predict future customer renewal rades.customers’ renewal rates may decline or
fluctuate as a result of a number of factors, iditig their dissatisfaction with our service. If wee unable to renew a substantial portion of the
contracts that are up for renewal or maintain oigimg, our revenues could be adversely affectddclwwould have a material adverse affect
on our results of operations and financial positidantracts for our survey and research servigasdily range from one to three years in
length, and customers are not obligated to renew tontract with us after their contract expitésur customers do not renew their
arrangements for our services, or if their actilétyels decline, our revenue may decline and osimass will suffer.

We may be unable to accurately predict the timinfg@venue recognition from sales activity as itafen dependent on achieving certain
events or performance milestones, and this inalyiliould impact our operating results.

Our ability to recognize revenue is dependent wgeweral factors including the transfer of custospeific information such as unique
subscriber IDs, which are required for us to impetcustomers on our Internet-based learning phatféccordingly, if customers do not
provide us with the specified information in a tisnexanner, our ability to recognize revenue willdedayed, which could adversely impact our
operating results. In addition, completion and ptarce by our customers of developed content antseware must be achieved, survey
responses must be received and tabulated, arzhtiti of courseware is required in connection sithscription Internet-based learning
products for us to recognize revenue. As we nobede, our project-based revenues are likely toubgest to significant fluctuations.

Because we recognize revenue from subscriptionsdiar products and services over the term of the sediption period, downturns o
upturns in sales may not be immediately reflectacbur operating results.

We recognize approximately 59 percent of our reegnom customers monthly over the terms of thelfirsstiption agreements, which have
initial contract terms ranging from one to threange although terms can range from less than ouop to five years. As a result, much of the
revenue we report in each quarter is related ts@yition agreements entered into during previawetgrs. Consequently, a decline in new or
renewed subscriptions in any one quarter will rextassarily be fully reflected in the revenue irt thaarter and will negatively affect our
revenue in future quarters. In addition, we maybable to adjust our cost structure to reflectéhesluced revenues. Accordingly, the effec
significant downturns in sales and market accegafiour products and services may not be fullleotéd in our results of operations until
future periods. Additionally, our subscription mbedeso makes it difficult for us to rapidly incremeur revenue through additional sales in any
period, as revenue from new customers must be négedjover the applicable subscription term. Finahie costs associated with sales are
incurred up front, and therefore unexpected suesassplatform and content sales may increase @sisdn the near term negatively affecting
our financial performance.
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We may not be able to meet our strategic busindgeaives unless we obtain additional financing, iwsh may not be available to us on
favorable terms or at all

Our current cash reserves, revolving credit facidind results of operations are expected to Hemuft to meet our cash requirements through
at least 2010. However, we may need to raise additifunds in order to:

» develop new, or enhance existing, services or ptsg

» respond to competitive pressur

» finance working capital requirements;

* acquire complementary businesses, technology, sbateroducts

At December 31, 2009, we had approximately $121Bamiin cash, cash equivalents, and related istenreceivable. We also have up to
$15.0 million of availability under a revolving diéfacility, subject to certain covenants, whiotpges in July 2011. We expect to incur up to
$4.0 million of capital expenditures, software featenhancements and content purchases duringt@&L@port our business. In

February 2010, we authorized a stock repurchase wi¢h approval to acquire up to $4.0 million afr&acommon stock. We continue to activ
review possible business acquisitions that wouldmement or enhance our products and services. Wenot have adequate cash and
investments or availability under our revolvingditdacility to consummate one or more of theseudgitions. The credit markets have been
experiencing extreme volatility and disruption, amel cannot assure you that if we need additiomalnfting that it will be available on terms
favorable to us, or at all. If adequate funds areavailable or are not available on acceptablaseour ability to fund expansion, take
advantage of available opportunities, develop txa@ce services or products or otherwise respondrtgpetitive pressures would be
significantly limited. If we raise additional fundly issuing equity or convertible debt securitibg, percentage ownership of our existing
shareholders may be reduced.

We have significant goodwill and identifiable intgiible assets recorded on our balance sheet that lp@gubject to impairment losses that
would reduce our reported assets and earnings.

As of December 31, 2009, our balance sheet inclgdedwill of $21.1 million and identifiable intaride assets of $3.8 million. Economic,
legal, regulatory, competitive, contractual, anideotfactors could result in future declines in diperating results of our business units or me
value declines that do not support the carryingealf goodwill and identifiable intangible assétsany of these factors impair the value of
these assets, accounting rules require us to retletecarrying value and report an impairment geawhich would reduce our reported assets
and earnings in the period an impairment is rectaghi

Our stock price is likely to be volatile.

The market price of our common stock is likely touwmlatile and could be subject to significant fuations in response to factors such as the
following, many of which are beyond our controlagierly variations in our operating results; opgtesults that vary from the expectations
of securities analysts and investors; changespe&ations as to our future financial performarmtenges in market valuations of other online
service companies; future sales of our common s&iokk market price and volume fluctuations; gahpolitical and economic conditions,
such as a recession or war or terrorist attacksterest rate or currency rate fluctuations; areeptisk factors described in this Annual Report
on Form 10-K. Moreover, our stock is thinly tradadd we have a relatively small public float. Théseors may adversely affect the market
price of our common stock. In addition, the maiétes for stocks of many Internet related andreéygy companies have historically
experienced significant price fluctuations thas@me cases appear to bear no relationship to #ratipy performance of these companies.

The current uncertain economic environment may haaenegative impact on our customers and us whichulcbhave a significant impact o
our revenue, operating results and financial conidit.

It is difficult to predict the full magnitude andidation of the current uncertain economic environt@and its related impact on our customers,
suppliers and our company. For example, our customay experience fluctuations or declines in thasiness and as a consequence, some
customers may choose to invest less in informagohnology assets for their business which, in,tconld have an impact on us. The potential
negative effects on us include, but are not limtegdeductions in our renewal and revenue groates, shorter contract terms, and delays in
payments from customers that increase our accoeotévable resulting in a deterioration of our clstv and working capital position. We
continue to monitor general economic conditionsyéwer, and depending on the severity and/or duratfany economic downturn, these
circumstances could have a material adverse effeour revenue, results from operations and firermcindition.

We may not be able to demonstrate compliance withb&nes-Oxley Section 404 in a timely manner, ahe torrection of any deficiencies
identified during upcoming annual audits may be dtsand could harm our business.

Sarbanes-Oxley Section 404 requires our managetmesport on, and will require our independent puatcounting firm to attest to, the
effectiveness of our internal controls over finahceporting. Although the date of our required ptiance with Section 404(b) has been
delayed many times in the past, it is likely thatwill be required to comply with the reporting sdg@ments under Sarbanes-Oxley
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Section 404(b) in the 2010 calendar year. The myte®rning the standards to be met are complexdhdequire significant process review,
documentation and testing, as well as possible deatien efforts for any identified deficiencies.i$lprocess of review, documentation, testing
and remediation will result in increased expensesraquire significant attention from managemernt aier internal resources. Any material
weaknesses identified during this process may pdeclis from asserting the effectiveness of ourmalecontrols, and this may affect our stock
price if we cannot effectively remediate the issigesitified in a timely manner.

Changes in generally accepted accounting princip(€AAP) and other accounting regulations and integdations could require us to delay
recognition of revenue and/or accelerate the recitgm of expenses, resulting in lower earnings.

While we believe we correctly account for and répevenue and expense recognition, any change#A&iPGr other accounting regulations
and interpretations concerning revenue and exp@esgnition could decrease our revenue or increasexpenses. Changes to regulations
concerning revenue recognition could require uster our current revenue accounting practicescande us to either defer revenue into a
future period, or to recognize lower revenue iuaent period. Likewise, changes to regulationsceoning expense recognition could require
us to alter our current expense accounting prasctoel cause us to defer recognition of expenseaifuiture period, or to recognize increased
expenses in a current period. Changes to eithentevrecognition or expense recognition accoumgragtices could affect our financial
performance.

Risks Related to Sales, Marketing and Competition

Our operating margins could be affected if our onigg refinement to pricing models for our productsd services is not accepted by our
customers and the market.

Over the past few years we have implemented segbasiges, and we continue to make changes, inrmimgpand our product and service
offerings to increase revenue and to meet the nefealsr customers. We cannot predict whether owect pricing and products and services,
or any ongoing refinements we make will be acceptedur existing customer base or by prospectiwtarners. If our customers and potential
customers decide not to accept our current oréupricing or product and service offerings, it @dbbave a material adverse effect on our
business.

Risks Related to Operations

We may be unable to adequately develop our systpnagesses and support in a manner that will enabketo meet the demand for our
services

We have provided our online products and servioesesl 999 and continue to develop our ability tovidle our courseware, learning
management systems, and research systems on sais@iption and transactional basis over the heteiOur future success will depend on
our ability to effectively develop and maintain thé&astructure, including additional hardware aoftware, and implement the services,
including customer support, necessary to meeteneathd for our services. Our inability from timetitme to successfully develop the neces:
systems and implement the necessary servicesiorely basis has resulted in our customers expdrigreome delays or interruptions in their
service. Such delays or interruptions may caus®mess to become dissatisfied with our servicerangle to competing providers of
traditional and online training and education segsi If this happens, our revenues could be adyeaffected, which would have a material
adverse effect on our financial condition.

Our business operations could be significantly digted if we lose members of, or fail to integrateyr management team.

Our future performance is substantially dependerthe continued services of our management teanoandbility to retain and motivate
them. The loss of the services of any of our ofica senior managers could harm our businesseasay not be able to find suitable
replacements. We do not have employment agreemathtsiny of our key personnel, other than our chiedcutive officer, and we do not
maintain any “key person” life insurance policies.

We may not be able to hire and retain a sufficiemimber of qualified employees and, as a result,way not be able to grow as we expec
maintain the quality of our services.

Our future success will depend on our ability toeat, train, motivate, and retain other highlylleki technical, managerial, marketing, custc
support, and survey personnel. Competition foratepersonnel is intense, especially for develgpeeb designers and sales personnel, ar
may be unable to successfully attract sufficiegtialified personnel. We have experienced difficudtyhe past hiring qualified personnel in a
timely manner for these positions. The pool of digal technical personnel, in particular, is lindten Nashville, Tennessee, where our
headquarters are located. Our interviewing cestéydated in Laurel, Maryland, and we may expeeedifficulty in maintaining and recruiting
qualified individuals to perform these services. Wik also need to maintain or increase the sizewfstaff to support our anticipated growth,
without compromising the quality of our offeringsaustomer service. Our inability to locate, hirgggrate and retain qualified personnel in
sufficient numbers may reduce the quality of ouviees and impair our ability to grow.
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We may not be able to upgrade our hardware andwafie technology infrastructure quickly enough tofettively meet demand for our
services

We must continue to obtain reasonably priced, cornially available hardware and continue to enhamgesoftware to accommodate the
increased use of our platform and increased cowngein our library. In order to make timely decrsabout hardware and software
enhancements, we must be able to accurately fardmagrowth in demand for our services. This gtoimtdemand for our services is difficult
to forecast and the potential audience for ourisesvis large. If we are unable to increase tha gtarage and processing capacity of our
systems at least as fast as the growth in demamaustomers may encounter delays or disruptiomisein service. Unscheduled downtime
could harm our business and also could discouragertt and potential customers from using or caritig to use our services and reduce
future revenues.

Our network infrastructure and computer systems asodftware may fail.

An unexpected event like a telecommunications fajlfire, earthquake, or other catastrophic logsuatnternet service providers’ facilities or
at our on-site data facility could cause the |dssritical data and prevent us from offering ouoghucts and services for an unknown period of
time. Our business interruption insurance may detjaately compensate us for losses that may olecaddition, we rely on third parties to
securely store our archived data, house our welesand network systems and connect us to thenettevhile our service providers have
planned for certain contingencies, the failure by af these third parties to provide these servézgisfactorily and our inability to find suitable
replacements would impair our ability to acceshi@es and operate our systems and software.

We may lose users and lose revenue if our securigasures fail.

If the security measures that we use to protecgred information are ineffective, we may lose as#rour services, which could reduce our
revenues. We rely on security and authenticatiohrtelogy licensed from third parties. With thistieology, we perform real-time credit card
authorization and verification, as well as the gption of other selected secure customer data. &daat predict whether these security
measures could be circumvented by new technolodmatlopments. Further, the audit processes andot®nsed within our production
platforms may not be sufficient to identify andyezat errors or deliberate misuse. In addition, smftware, databases and servers may be
vulnerable to computer viruses, physical or elegtrattacks and similar disruptions. We may neesptend significant resources to protect
against security breaches or to alleviate problemused by any breaches. We cannot assure thatw@ezent all security breaches.

We may experience errors in our software produdtattadminister and report on hospital performancand these errors could result in
action taken against us that could harm our busirses

Certain survey data that is collected and repdsteds, such as the survey data included as paurdffCAHPS patient surveys, are used by the
Centers for Medicare and Medicaid Services (CMS)dtermine, in part, the amount of reimbursemenirgats to hospitals, and any errors in
data collection, survey sampling, or statisticaloing could result in reduced reimbursementsutohmspital customers if we are unable to
correct these errors, and this could result igdiiion against us. Further, this survey data repad CMS is then published by CMS to the
general public, and any errors we experience wiéshlt in incorrect scoring or scoring that refiebadly on our hospital customer may result
in damage to that hospital’s reputation, and thephal may in turn bring litigation against us. Way be required to indemnify against such
claims, and defending against any such claims doaldostly and time consuming and could negatiaéflgct our business.

Risks Related to Government Regulation, Content anthtellectual Property
Government regulation may require us to change thiey we do business.

The laws and regulations that govern our businkaage rapidly. Evolving areas of law that are ratg\to our business include privacy and
security laws, proposed encryption laws, contegtilaion, information security accountability regtibn, and sales and use tax laws and
regulations and attempts to regulate activitiesheninternet. Because of this rapidly evolving andertain regulatory environment, we cannot
predict how these laws and regulations might affectbusiness. These uncertainties make it diffimuensure compliance with the laws and
regulations governing the Internet. These lawsragdlations could harm us by subjecting us to lighdr forcing us to change how we do
business. In addition, certain laws mandate thatostomers contractually require us to protecipifieacy and security of certain personal and
health related information. If we fail to abide these required contractual provisions, our custeme&y terminate their contracts with us. In
addition, ARRA recently expanded the applicatioceftain of the HIPAA privacy and security regubais to apply directly to business
associates including us. Violations of HIPAA priyeand security regulations may result in civil amiminal penalties. Further, ARRA has
increased these penalties and strengthened otfeecement provisions of HIPAA, which may resultiicreased enforcement activity. See
“Business - Government Regulation of the Intermet the Healthcare Industry” for a more completeuaksion of these laws and regulations.
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We may not be able to maintain our CMS certificatito conduct HCAHPS surveys, and this could advéysaffect our business.

Our survey product offerings include providing HCRS survey services to assist customers in theiptante with CMS regulations. We are
currently designated as a CMS certified vendorfterdHCAHPS survey data collection services. If are unable to maintain this certification,
we would not be able to offer our customers thisay instrument and our business may suffer.

Any reduction or change in the regulation of contiting education and training in the healthcare indtry may adversely affect our busine

Our business model is dependent in part on reqtiaéting and continuing education for healthca&fgssionals and other healthcare workers
resulting from regulations of state and Federahaigs, state licensing boards and professionahizgtions. Any change in these regulations
that reduce the requirements for continuing edanadid training for the healthcare industry cowddn our business. In addition, a portion of
our business with pharmaceutical and medical daviaeufacturers and hospitals is predicated on loilityato maintain accreditation status
with organizations such as the ACCME, ANCC, ASTqd &CPE. The failure to maintain status as an ad@egrovider could have a
detrimental effect on our business.

Changes to government and industry standards angulations regarding pharmaceutical and medical degicustomers could negatively
affect our business in these areas.

In April 2003, the OIG issued “OIG Compliance Pragr Guidance for Pharmaceutical Manufacturers.'ulg 1999, the OIG issued
“Compliance Program Guidance for the Durable Mddimpuipment, Prosthetics, Orthotics and Supply stdu” These guidelines collectively
identify three areas of risks for pharmaceutical aredical device companies and recommend certaingoactices to be included in a
compliance plan designed to avoid the risk of fatkealthcare program abuse. The guidance higeligathumber of arrangements that have
the potential to trigger fraud and abuse violatjonsluding educational grants. In April 2007, HHeS. Senate Finance Committee released a
report critical of practices related to the fundofgeducational programs by pharmaceutical manufacs. In the final months of 2009, both
houses of the U.S. Congress passed separatentélitaled to reform the healthcare system. Both initlkided the requirement that
manufacturers of drugs, devices, and medical seppéport to HHS anything of value, including edigcgl programs, given by such
manufacturers to physicians. While neither of tha#ie has yet become law, such laws or similappsals may continue to be a focus at the
federal level.

The Company follows the rules and guidelines pregidy the ACCME, ANCC and other continuing educatocrediting bodies to ensure 1

its continuing education programming is free froomenercial bias and consistent with the OIG guidafmte 2009 changes to the codes of
ethics of the pharmaceutical and medical deviagetassociations place further restrictions on augons between pharmaceutical and medical
device manufacturers and health care professiohésmajority of the Company’s accredited contiiguaducation programming is funded by
educational grants from our pharmaceutical and ca¢dievice customers. There is no assurance thgth@ammaceutical and medical device
customers will continue to provide educational ¢ggaronsistent with past practices. In fact, we haygerienced a reduction in live event
activities we provide which are supported by phareuical and medical device companies. To the ¢xiet our customers continue to curtail
or restructure their business practices, our bssiméth this customer base may suffer.

We may be liable to third parties for content thiatavailable from our online library.

We may be liable to third parties for the contenbdir online library if the text, graphics, softwaor other content in our library violates
copyright, trademark, or other intellectual progeights, our content partners violate their coctinal obligations to others by providing cont
to our library, or the content does not confornatcepted standards of care in the healthcare grofedNe attempt to minimize these types of
liabilities by requiring representations and watiesrelating to our content partneosinership of the rights to distribute as well as dlccurac
of their content. We also take necessary measoneview this content ourselves. Although our agrests with our content partners contain
provisions providing for indemnification by the ¢ent providers in the event of inaccurate conteat,content partners may not have the
financial resources to meet this obligation. Allédiability could harm our business by damaging @jputation, requiring us to incur legal c

in defense, exposing us to awards of damages atg, @nd diverting management’s attention away fmombusiness. See “Business -
Intellectual Property and Other Proprietary Righits”a more complete discussion of the potentifda$ of this liability on our business.

Protection of certain intellectual property may lfficult and costly.

Despite protection of certain proprietary rightshiad-party could, without authorization, copyatherwise misappropriate our content,
information from our databases, or other intellatproperty. Our agreements with employees, coastdtand others who participate in
development activities could be breached and r@swltr trade secrets becoming known or our tradeets and other intellectual property
could be independently developed by competitors.nvilg not have adequate remedies for any breaeuddition, the laws of some foreign
countries do not protect our proprietary rightsh® same extent as the laws of the United Statelsefiective intellectual property protection
may not be available in those jurisdictions. Werently own several trademarks and domain namesctitrent
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system for registering, allocating and managing @iomames has been the subject of litigation andqgsed regulatory reform. Additionally,
legislative proposals have been made by the federsdrnment that would afford broad protectionwmers of databases of information, such
as stock quotes. This protection of databasesrexists in the European Union. There has beestantial litigation in the computer and
online industries regarding intellectual propersgets, particularly patents. Third parties mayneleifringement by us with respect to current
and future products, trademarks or other propyatghts, and we may counterclaim against sucldtparties in such actions. Any such claims
or counterclaims could be time-consuming, resuttastly litigation, divert management’s attentioause product release delays, require us to
redesign our products or require us to enter ioy@lty or licensing agreements, any of which cdwdste a material adverse effect upon our
business, financial condition and operating res@tgh royalty and licensing agreements may natviadable on terms acceptable to us, if at
all.

We may be unable to protect our intellectual properand we may be liable for infringing the inteliéual property rights of others.

Our business could be harmed if unauthorized Eaieinge upon or misappropriate our intellectpdperty, proprietary systems, content,
platform, services or other information. Our efford protect our intellectual property through cagiyt, trademarks and other controls may not
be adequate. In the future, litigation may be neagsto enforce our intellectual property rightdmdetermine the validity and scope of the
patents, intellectual property or other proprietagits of third parties, which could be time coméng and costly. Intellectual property
infringement claims could be made against us, eaieas the number of our competitors grows. Thedaams, even if not meritorious, could
be expensive and divert our attention from opegatiar company and result in a temporary inabilityise the intellectual property subject to
such claim. In addition, if we become liable tardhparties for infringing their intellectual properights, we could be required to pay a
substantial damage award and develop comparablinframging intellectual property, to obtain a litge, or to cease providing the content or
services that contain the infringing intellectuedperty. We may be unable to develop non-infringintgllectual property or obtain a license on
commercially reasonable terms, if at all. See “Bass-Intellectual Property and Other ProprietaghR” for a more complete discussion of
potential effects of this liability on our business

Item 1B. Unresolved Staff Comments
None.
Item 2. Properties

Our principal office is located in Nashville, Terssee. Our lease for approximately 32,000 squatefehis location expires in April 2010. T
lease provides for a five-year renewal option wétes increasing during the renewal period. Retitigiocation is currently approximately
$23,000 per month. The Company is currently evalgaiptions to either renew this lease or relotaiz new location in Nashville, Tenness

We are leasing approximately 19,000 square feeffiske space in Laurel, Maryland. The lease expindglarch 2012 and provides for two
renewal options for two years each. Rent at thaation is approximately $32,000 per month, withwaimental increases of approximately
three percent.

We are leasing approximately 8,000 square feeffisleospace in Franklin, Tennessee. Rent at thiatlon is approximately $9,000 per month
through August 2010 when the lease expires.

Item 3. Legal Proceedings
None.

Item 4. (Removed and Reserved)
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PART Il

Item 5. Market for Registrant's Common Equity, Related Skbwlder Matters and Issuer Purchases of Equity Seities.

The following table sets forth, for the periodsioaded, the high and low sales prices per shaoceio€ommon stock as reported on the
NASDAQ Global Market under the ticker symbol HST

Common Stock Price

2009 2008
High Low High Low
First Quartel $ 2.4C $ 1.7C $ 3.37 $ 277
Second Quarte 2.7¢ 2.01 3.2C 2.57
Third Quartel 5.21 2.5¢€ 3.07 2.3
Fourth Quarte 4.6t 3.7¢ 2.7¢ 2.01

On March 5, 2010, there were 134 registered holaledsapproximately 3,185 beneficial holders of cammon stock. Because many of such
shares are held by brokers and other institutionsehalf of shareholders, we are unable to estithatéotal number of shareholders
represented by these record holders.

DIVIDEND POLICY

We have never declared or paid any cash dividendsiocommon stock, and we do not anticipate pagagh dividends in the foreseeable
future. We intend to retain earnings to financedkpansion of our operations.

STOCK PERFORMANCE GRAPH

The graph below compares the cumulative total $frdder return on our common stock since Decembge2@0d4, with the cumulative total
return of companies on the Nasdaq Composite Inddxlee Nasdag Computer & Data Processing Indextbreesame period (assuming the
investment of $100 in our common stock, the Nasgiapposite Index and the Nasdaq Computer & DataeRsieg Index on December 31,
2004 (for our stock and the indices) and reinvestroéall dividends).

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN @)
Among HealthStream, Inc., The NASDAQ Composite Inde
And The NASDAQ Computer & Data Processing Index

S2E0
s2an

5150 -

—
s1a0 -

S50

30
1204 12105 124 1247 1208 12000
—r— Heakh&ream, Inc. 1{HLDH 0.4 147.39 130060 B 94 147349
i AL Compnsite THHLOH) 101.33 114.01 123.71 Ti.11 110541
—— NASDAD Compter & | 1HLOD 102,45 L15.69 13809 78491 126.06

—— HealthStream, Imc. —— KASDAL Composte —#— NASDAQ Compater & Data Processng

(1) $100 invested on 12/31/2004 in stock or indettiding reinvestment of dividends. Fiscal yeariegdecember 31.
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RECENT SALES OF UNREGISTERED SECURITIES
There have been no sales of unregistered secuwgities December 31, 20C

ISSUER PURCHASES OF EQUITY SECURITIES
There were no common stock purchases by the Conghannyg the quarter ended December 31, 2

Item 6. Selected Financial Data

The selected statements of income and balance daeetor the past five years are derived fromamnsolidated financial statements that have
been audited by Ernst & Young LLP, our independegtstered public accounting firm. You should rétae following selected financial data
conjunction with our consolidated financial statetseand the notes to those statements and “Managenidscussion and Analysis of
Financial Condition and Results of Operations” tedeelsewhere in this report.

HealthStream acquired TJO on March 12, 2007 and Dlainagement & Research, Inc. (DMR) on March 28520 JO’s results of operations
are included within our consolidated statementp#rations effective March 13, 2007. DMR'’s resultejperations are included within our
consolidated statement of income effective March22®5. As a result of these acquisitions, the ahresults presented below are not
comparable. Revenues may be subject to fluctuatisriscussed further in “Managemsriiscussion and Analysis of Financial Conditiod
Results of Operations” located elsewhere in thi®re During 2009, 2008, and 2007 we recognizetiguus of our deferred tax assets through
the reversal of the valuation allowance, resultindeferred income tax benefits of approximatelyl$@illion, $375,000, and $2.0 million,
respectively. During 2006, we adopted an accourgtagdard regarding share-based payments, whiagheesn approximately $661,000,
$772,000, $742,000, and $682,000 of stock basegensation expense for 2009, 2008, 2007 and 208pectvely. As a result of these
factors, the annual results presented below arearaparable. The operating results for any singler yare not necessarily indicative of the
results to be expected in the future.

Year Ended December 31,
2009 2008 2007 2006 2005
(in thousands, except per share date
STATEMENT OF INCOME DATA:
Revenues, ne $57,39¢ $51,60( $43,94¢ $31,78: $27,35¢
Operating costs and expens
Cost of revenues (excluding depreciation

amortization) 21,34« 19,65¢ 16,16 10,86¢ 9,74¢
Product developmel 6,28t 5,67(C 4,30¢ 3,50: 2,92¢
Sales, marketing, general and administrative exgs 19,50¢ 18,97: 17,06( 12,61 10,41:
Depreciation and amortizatic 5,13¢ 4,82: 4,50z 2,88¢ 2,67¢
Total operating costs and expen 52,27¢ 49,11¢ 42,03t 29,87 25,76
Income from operation 5,122 2,48 1,91¢ 1,90¢ 1,59¢
Other income (expense), r (15 72 22€ 61¢ 33¢
Income before income tax 5,107 2,554 2,14: 2,52¢ 1,93¢
Income tax (benefit) provisic 8,86%) (300) 1,94%) 28 21
Net income $13,97: $ 2,85t $ 4,08 $ 2,50( $ 1,91
Net income per sha— basic $ 0.6F $ 0.1 $ 0.1¢ $ 0.12 $ 0.0¢
Net income per sha— diluted $ 0.64 $ 0.1: $ 0.1¢ $ 011 $ 0.0¢
Weighted average shares of common stock outstanding
— basic 21,45¢ 21,707 21,99¢ 21,57 21,05:
Weighted average shares of common stock outstand
— diluted 21,83¢ 22,20+ 22,70: 22,35¢ 21,94.

At December 31,
2009 2008 2007 2006 2005
(in thousands’

BALANCE SHEET DATA:

Cash and cash equivalel $12,287 $ 4,107 $ 3,59¢ $10,72¢ $ 5,72¢
Investments in marketable securities — short and lo

term — — — 1,70C 6,17¢
Goodwill and intangible asse 24,93¢ 25,88¢ 26,85 13,07: 13,58.
Working capital (deficit 10,71« 1,14¢ (90€) 11,14¢ 9,42¢
Total asset 71,00: 52,79 53,36: 41,00¢ 35,21¢
Deferred revenu 12,23« 10,20: 9,49: 5,37¢ 4,50z
Long-term debt and capital leases, net of current po 4 32C 1,06¢ 107 21¢
Shareholder equity 51,82: 36,76 35,71« 29,63« 25,80(
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Item 7. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

The following discussion of the financial conditiand results of operations of HealthStream shoalteld in conjunction with “Selected
Financial Data” and HealthStream’s Consolidatedhiaial Statements and related notes thereto indlaldewhere in this report. This
discussion contains forward-looking statements ithadlve risks and uncertainties. HealthStreamtsialcresults may differ significantly from
the results discussed and those anticipated ir fioeard-looking statements as a result of mangofa, including but not limited to those
described under “Risk Factors” and elsewhere mrtport.

The following discussion provides an overview of bistory together with a summary of our criticataunting policies and estimates. Our
critical accounting policies and estimates incloelenue recognition, income taxes, product devedspiroosts and related capitalization,
impairment of goodwill, intangibles and other loinged assets, allowance for doubtful accounts, @dor service interruptions, stock based
compensation, and nonmonetary exchanges.

OVERVIEW

We provide our services to healthcare organizatipharmaceutical and medical device companiesp#ret participants within the healthcare
industry. Our services are primarily focused ondhbvery of education and training products anwises (HealthStream Learning), as well as
survey and research services (HealthStream Re3ebiedithStream Learning products and servicesidecbur Internet-based HealthStream
Learning Cente®, authoring tools, courseware subscriptions, onliaming and content development, online salesitrginourses, live even
HospitalDirect® and other products focused on education and tigimirserve professionals that work within healteaaiganizations.
HealthStream Research provides a wide range oftgaald satisfaction surveys, data analyses ofesurgsults, and other research-based
measurement tools focused on patients, employégsigians, and members of the community. Our legrsblutions help healthcare
organizations improve their required regulatorynirey, while also offering an opportunity to tratmeir employees in multiple clinical areas.
Our research products provide customers valuaklghhinto measuring quality and satisfaction ofgibians, patients, employees, and
members of the community.

Revenues for the year ended December 31, 2009appreximately $57.4 million compared to $51.6 ruoitlifor the year ended December 31,
2008, an increase of 11.2%. Operating income isecdy 106.4% to $5.1 million for 2009 compare®2d million for 2008. Net income for
2009 was $14.0 million compared to $2.9 million 2008. Net income includes an income tax benefitpgroximately $9.1 million in 2009
and $375,000 in 2008 associated with the recognifaa portion of the Company’s deferred tax asgetsugh a reversal of the valuation
allowance. Diluted earnings per share were $0.62009 compared to $0.13 for 2008. Revenues froaithiBtream Learning grew by 16.2%,
or $5.3 million, and revenues from HealthStreameResh grew by 2.5%, or $476,000. We had approximat673,000 contracted subscribe
of which approximately 1,974,000 were fully implemed subscribers on our Internet-based HLC platfaridecember 31, 2009, representing
over 2,500 hospitals in the United States. Duri@@® we renewed approximately 677,000 HLC subsisjbepresenting a 102% renewal rate
for the subscribers up for renewal, and a 103%weaheate based on the annual contract value upefogwal. As of December 31, 2009 our
cash and investment balances approximated $12ii8dmeind we maintained full availability under dktt5.0 million revolving credit facility.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES
Revenue Recognition

We recognize revenues from our Internet-based ileguproducts and courseware subscriptions basedpan person subscription basis, and in
some cases on a per license basis. Our fees aré bashe size of the facilities’ or organizatioesiployee user population and the service
offerings to which they subscribe. Revenue is raczayl ratably over the service period of the undegl contract.

Revenues from survey and research services argnmeea when survey results are delivered to custewia either Internet-based reporting
throughout the survey period or by providing fisatvey results once all services are complete. Resefor survey and reporting services,
which are provided through the use of Internet-basporting methodologies, are recognized usingtbportional performance method,
reflecting recognition throughout the service penichich corresponds with the survey cycle and repgpraccess by the customer, which
typically ranges from one to five months. Revenfoesurvey and reporting services, which includéveey of survey results to the customer
when all services are completed, are recognized apmpletion. All other revenues are recognizethaselated services are performed or
products are delivered to the customer. Revenuahdse services can be subject to seasonal faidsesi on customers’ requirements that can
impact the timing, frequency, and volume of sureggles.

Revenues from professional services include comteiitenance, consulting, and implementation sesviEees are based on the time and
efforts involved, and revenue is recognized upanmletion of performance milestones using the propoal performance method.

We offer training services for clients to facilgahtegration of our Internet-based products. Feesaining are based on the time and efforts of
the personnel involved. Basic online training isg@lly included in the initial contract; howevargremental training is fee based and reve|
are generally recognized upon completion of trajrsarvices.
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We recognize revenue from live event developmentices using a proportional performance method dasecompletion of performance
milestones. Revenues from content maintenance evelabment services are recognized using a pegetacompletion method based on
labor hours, which correspond to the completiopeformance milestones and deliverables. Salesoaiygts and services to pharmaceutical
and medical device companies can be subject tosabfactors as a result of meeting and confereates for such companies.

Revenues associated with online training are reicedrover the term of the subscription period cgrahe historical usage period, if usage
typically differs from the subscription period. Alther service revenues are recognized as thedetarvices are performed or products are
delivered.

We expect to continue to generate revenues by rilagkeur Internet-based products and our surveyragséarch services through healthcare
organizations and to a lesser extent, through pheentical and medical device companies. We expatthe portion of our revenues relate
services provided via our Internet-based learnimglpcts will increase in absolute dollar amounfeically, we will seek to generate
revenues from healthcare workers by marketing o #mployers or sponsoring organizations. The feegharge for courseware resulting
from this marketing is typically paid by either tamployer or sponsoring organization.

Accounting for Income Taxes

The Company accounts for income taxes using thet assl liability method, whereby deferred tax assed liabilities are determined basec
the temporary differences between the financiaéstant and tax bases of assets and liabilities unedst tax rates that will be in effect for the
year in which the differences are expected to ateeable income. The Company has significant petating loss carryforwards (NOL

which management believes will be available to cediuture tax expense. These NOLs are subjectrtoadtimitations under the Internal
Revenue Code Section 382, which could result irettgration of certain portions of the Company’s INMefore they are fully utilized.
Management periodically assesses the realizabilitts deferred tax assets, and to the extenttieabelieve a recovery is not likely, we
establish a valuation allowance to reduce the dedetax asset to the amount we estimate will bewerable. At December 31, 2008
management concluded that it was more likely thatrtimat approximately $2.4 million of the Compangieferred tax assets would be realized
in future periods. Further, at December 31, 2008nagement concluded that it was more likely tharthnat substantially all of the remaining
deferred tax assets will be realized in futureqmsj and released approximately $9.1 million frbentaluation allowance, resulting in the
recognition of net deferred tax assets of approtetya11.5 million at December 31, 2009. The Conypeontinues to maintain a valuation
allowance of approximately $1.1 million for the raiming portion of its deferred tax assets, which@lated to the portion of our NOLs
associated with deductions for stock option exercis

Product Development Costs

Product development costs include our costs t@lilyitdevelop and maintain software feature enharer@s and content for our Internet-based
learning products. Once planning is completed akbpment begins, we capitalize internal costsgayinents to third parties associated
the cost of software feature enhancement developarerontent where the life expectancy is gredtantone year and the anticipated cash
flows from such software feature enhancements otetd are expected to exceed the cost of the detatset. During 2009 and 2008, we
capitalized approximately $84,000 and $75,000,aetgely, related to development of content, pritgdsy third parties. Such amounts are
included in the accompanying consolidated balaheets under the caption “prepaid development fard™other assets.” During 2009 and
2008, we capitalized approximately $1.3 million &1d0 million, respectively, for development of teadre feature enhancements. Such
amounts are included in the accompanying conseliiatlance sheets under the caption “capitalizéd/iae feature enhancements.” A
significant portion of these capitalized costs wasociated with the development of a new competassgssment product, a new reporting
system for our survey and research platform, awniitiadal features for our Internet-based HLC platioWe amortize content and software
feature enhancements over their expected life, wisigenerally one to four years. Capitalized conéad software feature enhancements are
subject to a periodic impairment review in accoawith our impairment review policy.

In connection with product development, our sigmfit estimates involve the assessment of the dawelot period for new products, as wel
the expected useful life of costs associated wétl products, software feature enhancements anémo@nce capitalized, software feature
enhancements and content development costs aecstijhe policies and estimates described bedgarding goodwill, intangibles and other
long-lived assets.

Product development costs also include our systeam, which manages our efforts associated witdyrodevelopment and maintenance,
database management, quality assurance and sedinigyjteam is responsible for new internal prodiestelopment, integration of external r
products, and continued enhancements and regugleligduled maintenance to our learning and resgdaitform products. Personnel who are
responsible for our overall product portfolio adlvees prioritization of new product development atgo included in product development
costs.

Goodwill, intangibles and other long-lived assets

We measure goodwill for impairment at the reportimit level using both income and market based #sadedetermine the fair value of the
reporting units. Our models contain significantuasptions and accounting estimates about discotes ruture cash flows and terminal values
that could materially affect our operating resoitginancial position if they were to change sigeahtly in the future and could result in an
impairment. We perform our goodwill impairment tedtenever events or changes in facts or circumstaimtdicate
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that impairment may exist and also during the fogdarter each year. Intangible assets and othgrlieed assets are also reviewed for events
or changes in facts and circumstances, both intgraad externally, which may indicate an impairmenpresent. We measure any impairment
using observable market values or discounted futasé flows from the related long-lived assets. ddsh flow estimates and discount rates
incorporate management’s best estimates, usingppate and customary assumptions and projectibtisealate of evaluation.

Allowance for Doubtful Accounts

We estimate the allowance for doubtful accountagibioth a specific and non-specific identificatrorthod. Management’s evaluation
includes reviewing past due accounts on a casey lsasis, and determining whether an accountaghbeuleserved, based on the facts and
circumstances surrounding each potentially unctliercaccount. An allowance is also maintaineddfocounts not specifically identified that
may become uncollectible in the future. Uncolleetibccounts are written-off in the period managerhefieves it has exhausted every
opportunity to collect payment from the customeadRlebt expense is recorded when events or ciramces indicate an additional allowance
is necessary based on our specific and sgeeific identification approach. Our allowance doubtful accounts totaled approximately $141,
as of December 31, 2009.

Accrual for Service Credits

Due to the complexity of our hosted applicatioresjability in customer utilization patterns, chaage technology, and potential software
defects, our hosted learning management applicationld experience periodic downtime. In additiwe,have specific contractual obligations
that can result in penalties to us associated syiitem performance and other commitments. We maiataaccrual which is intended to
provide for customer concessions due to customgrsrencing inconveniences or operation disruptésulting from downtime or
performance of our applications, or our failureneet certain contractual obligations to custom@rs. accrual for service credits totaled
approximately $318,000 as of December 31, 2009.

Stock Based Compensation

We recognize compensation expense using a faievzdised method for costs related to share basedemay including stock options.
Measurement of such compensation expense reqigréfcant estimation and assumptions; however eiele that the Black Scholes option
pricing model we use for calculating the fair vabfeour stock based compensation plans providessonable measurement methodology
using a framework that is widely adopted.

As of December 31, 2009, we had a stock incentige which qualified as a stock based compensatam Puring the years ended
December 31, 2009, 2008, and 2007, we recordedxzippately $661,000, $772,000, and $742,000 of shaded compensation expense,
respectively. We typically grant stock options to management group on an annual basis, or whemmembers of the management group
begin their employment. We grant stock options &mthers of our board of directors in conjunctionhwgtir annual shareholders meeting, ¢
new members are added on a pro rata basis bagbhd time elapsed since our annual shareholderstimge&Ve expect to continue this
practice for the foreseeable future; however, wg agjust the size of the annual grant. As of Decam®d, 2009, total future compensation
related to non-vested awards not yet recognizedd®48,492 net of estimated forfeitures, with a vagdgl average expense recognition period
of 1.95 years. Future compensation expense redogifiitr new option grants will vary depending oe timing and size of new awards gran
changes in the market price or volatility of oungoon stock, changes in risk-free interest rated,amtual forfeitures vary significantly from
our estimates.

Nonmonetary Exchange of Content Rights and Deferre&ervice Credits

During 2009, we recorded content rights and defesezvice credits of approximately $665,000 in ation with a nonmonetary exchange
with one of our customers. In order to accountlfies transaction, we estimated the fair value efrédated assets and service credits, assesseo
whether the value assigned to the content was esable, and amortized the related assets overdhtinated useful lives. Our future opera
results will be impacted by the customer’s utiliaatof the service credits. Revenues for servigesiged in exchange for service credits will

be recognized in accordance with our revenue reatogrpolicies.

BUSINESS COMBINATION

The Jackson Organization, Research ConsultantsQndviarch 12, 2007, the Company acquired all ofitkaed and outstanding common
stock of TJO for approximately $12.6 million, castgig of approximately $11.5 million in cash an@Z8.6 shares of HealthStream common
stock. The Company incurred approximately $690&0direct, incremental expenses associated witlatgiisition of TJO. TJO provides
healthcare organizations with quality and satisf@csurveys, data analyses of survey results, #mer oesearch-based measurement tools. This
acquisition was accounted for using the purchagbadeof accounting. TJO’s results of operationsehaeen included in the Compasayesult:

in the HealthStream Research business unit frondaite of the acquisition.

22




Table of Contents

RESULTS OF OPERATIONS
Revenues and Expense Components
The following descriptions of the components ofenrewes and expenses apply to the comparison ofgedidperations.

RevenuesRevenues for our HealthStream Learning businesseaeigprimarily consist of the following productsdaservices: provision of
services through our Internet-based HLC, authotaads, a variety of courseware subscriptions (addaurseware), implementation and
consulting services, maintenance of third partyteon content development, online sales trainingses (RepDirect™), HospitalDire®t and
a variety of other educational activities for pltysins, nurses and other professionals within healthorganizations. Revenues for our
HealthStream Research business segment consigalitijcand satisfaction surveys, data analysesiofey results, and other research-based
measurement tools focused on patients, physiceanployees, and other members of the community.

Cost of Revenues (excluding depreciation and agaiitin).Cost of revenues (excluding depreciation and amatitin) consists primarily of
salaries and employee benefits, stock based comi@msemployee travel and lodging, materials, outsed phone survey support, contract
labor, hosting costs, and other direct expensexcaged with revenues, as well as royalties paid$io content providers based on a
percentage of revenues. Personnel costs withinofestzenues are associated with individuals theilifate product delivery, provide services,
conduct, process and manage phone and paper-haseglss handle customer support calls or inquinesnage the technology infrastructure
for our hosted applications, manage content angegwservices, coordinate content maintenance svand provide training or
implementation services.

Product DevelopmenProduct development expenses consist primarilyalefres and employee benefits, contract laborkdtased
compensation, content acquisition costs beforentgolgical feasibility is achieved, costs associatéti the development of content and
expenditures associated with maintaining, devebpgimd operating our training, delivery and admiaistn platforms. In addition, product
development expenses are associated with the geweltt of new software feature enhancements andoneducts. Personnel costs within
product development include our systems, applinadievelopment, and quality assurance teams, prodaicagers, and other personnel
associated with content and product development.

Sales and Marketing Expens&ales and marketing expenses consist primarilalafies, commissions and employee benefits, staskd
compensation, employee travel and lodging, adwegtisrade shows, promotions, and related marketoggs. During the past several years,
excluding 2009, we have hosted a national cust@mefierence in Nashville known as “The Summitf'which a significant portion of the co:
are included in sales and marketing expenses. Regboosts within sales and marketing include aearhing and Research sales teams,
strategic account management, consultants, andetiagkpersonnel, as well as our account managegneup.

Other General and Administrative Expend@ther general and administrative expenses consimayly of salaries and employee benefits,
stock based compensation, employee travel andrigdéacility costs, office expenses, fees for pssfenal services, and other operational
expenses. Personnel costs within general and asinaitive expenses include individuals associated mormal corporate functions
(accounting, legal, human resources, administrainternal information systems, and executive manaent) as well as personnel who
maintain our accreditation status with various aigations.

Depreciation and AmortizatioiDepreciation and amortization consist of fixed asgpreciation, amortization of intangibles consédito have
definite lives, amortization of content developmtsgs, and amortization of capitalized softwardufieEmenhancements.

Other Income/Expense, N&he primary component of other income is interesbime related to interest earned on cash, cashiaegnis and
investments in marketable securities. The primampmonent of other expense is interest expensesdetata promissory note, capital leases
our revolving credit facility.

2009 Compared to 2008

RevenuesRevenues increased approximately $5.8 million,102%, to $57.4 million for 2009 from $51.6 millidor 2008. Revenues for 2009
consisted of $38.2 million, or 67% of total revenfoe HealthStream Learning and $19.2 million, 8#3of total revenue, for HealthStream
Research. In 2008, revenues consisted of $32.8milbr 64% of total revenue, for HealthStream b@agy and $18.8 million, or 36% of total
revenue, for HealthStream Research.

Revenues for HealthStream Learning increased $8lidmor 16.2%, over 2009. Revenues from our in&t-based subscription learning
products increased by $5.4 million over the prieary and were comprised of revenue increases fierdlLC of $3.0 million and from
courseware subscriptions of $2.4 million. Reverfua® Internet-based subscription products incred$8d over the prior year due to an
increase in the number of subscribers and moreseawre consumption by subscribers. Our HLC subsichibse increased by 14% during
2009 to 1,974,000 fully-implemented subscriberhatend of 2009 compared to 1,732,000 fully-impleted subscribers at the end of 2008.
Additionally, we had 2,073,000 contracted subseslz December 31, 2009 compared to 1,855,000axtett subscribers
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at December 31, 2008. Revenues associated witlemggitation, development, and consulting serviceeased $1.2 million over the prior
year due to increased courseware development saeienues compared to the prior year. These isesda revenues were partially offset
a decline in revenues from live events, study guided other project-based activities, which ctiety declined $1.3 million from the prior
year due to a -emphasis on live events and other similar propasted services.

Revenues for HealthStream Research increased $07&02.5%, over 2008. Revenue from recurringgratsurveys increased $1.7 million
15%, over the prior year, but was offset by revetegines from employee, physician, and communityeys. The revenue decline in these
survey categories is generally attributable toamustr decisions to defer conducting surveys basdilidgetary, operational, and other
considerations. Also during 2009, a portion oftireenue decrease was attributable to the losseotostomer contract. Consequently, revenue
fluctuations are more likely within these surveyegmries than patient surveys, which are conduatecbntinuous quarterly cycles.

Cost of Revenues (excluding depreciation and amaiitin).Cost of revenues increased approximately $1.7anillor 8.6%, to $21.3 million
for 2009 from $19.7 million for 2008. Cost of reusss as a percentage of revenues was 37.2% of revéom2009 down favorably from 38.:
of revenues for 2008. Cost of revenues for Healtf#ht Learning increased approximately $1.3 miltm811.9 million and approximated
31.3% and 32.3% of revenues for 2009 and 2008entisely. The expense increase was primarily assediwith increased royalties paid by
us resulting from growth in courseware subscriptievenues as well as increased costs to suppogtdweh in implementation, development,
and consulting revenues, and was partially offgeddpense decreases associated with the declitigs ievents and other project-based
revenues. Cost of revenues for HealthStream Rds@aneased approximately $361,000 to $9.4 milikod approximated 48.8% and 48.2%
revenues for 2009 and 2008, respectively. The asmeén cost of revenues for HealthStream Resesngtimarily a result of the costs associi
with increased survey volumes for our patient symetegory compared to the prior year. Cost of mees as a percentage of revenues for
HealthStream Research was impacted favorably byoweg operating efficiencies compared to the pyear, but was offset by the effect of
lower revenues from the employee and physicianesucategories.

Product DevelopmenProduct development expenses increased approxing&b,000, or 10.9%, to $6.3 million for 2009 fr&®5.7 million
for 2008. Product development expenses as a pageeof revenues were 11.0% of revenues for botd 26@ 2008.

Product development expenses for HealthStream Lrgpimcreased approximately $597,000 and approxitha8.7% and 14.1% of revenues
for 2009 and 2008, respectively. This expense aszeesulted from additional personnel expensegiatsd with both maintenance and
support of our learning platform products and paidguortfolio management. Product development exgefar HealthStream Research
increased approximately $19,000, and approximatg® ®f revenues for both 2009 and 2008.

Sales and Marketingsales and marketing expenses, including persomsés,ancreased approximately $110,000, or 1.0% a@proximated
$10.9 million for 2009 compared to $10.8 milliom 2008. Sales and marketing expenses approxim&éddland 21.0% of revenues for 2009
and 2008, respectively. The decrease as a pereeotagvenues is due to the overall growth in rexesnover the prior year.

Sales and marketing expenses for HealthStream ingaincreased $231,000 and approximated 19.2% &ar&¥2of revenues for 2009 and
2008, respectively. This expense increase primagsylted from increased sales personnel and caiong but was partially offset by lower
marketing expenses associated with our decisiotonatnduct our annual customer Summit during 2009 rather defer the event until

May 2010. Sales and marketing expenses for Heafth®t Research decreased approximately $198,00@&pgndximated 17.3% and 18.8%
revenues for 2009 and 2008, respectively. This es@elecrease resulted primarily from fewer saldsnaarketing personnel and related
expenses when compared to the prior year. Theagaaéld corporate portion of sales and marketingased $77,000 over the prior year du
additional personnel.

Other General and Administrativ®ther general and administrative expenses increggaximately $425,000, or 5.2%, and approximated
$8.6 million for 2009 compared to $8.2 million B08. Other general and administrative expensegpascentage of revenues decreased to
14.9% for 2009 from 15.8% for 2008. The percentdggrease is primarily a result of the revenue ases mentioned above.

Other general and administrative expenses for H8tkkam Learning increased $167,000 compared tpribeyear, primarily due to employ
bonuses and employee recruiting fees. Other gearchhdministrative expenses for HealthStream Relseecreased $28,000 compared tc
prior year, but included expense increases asgsakigith employee bonuses, employee recruiting feed bad debt expense, and were offs
lower consulting expenses. The unallocated corpgrattion of other general and administrative egpsrincreased $286,000 compared to the
prior year, and included expense increases assdaidth additional personnel and their related $astnployee bonuses, and fees for
professional services, but was partially offsetdwer stock based compensation expense, conseltipgnses, facility costs, and employee
recruiting fees.
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Depreciation and AmortizatioiDepreciation and amortization increased approxity&217,000, or 6.6%, to $5.1 million for 2009 from
$4.8 million for 2008. The increase resulted froapiciation expense associated with capital expenedi and amortization of capitalized
software features. Amortization for HealthStreanainéng increased $118,000, or 6.9%, and approxuné&&% and 5.2% of revenues for 2(
and 2008, respectively. This expense increasersapity associated with amortization of capitalizsaftware feature enhancements.
Amortization for HealthStream Research decreas€®D, or 2.0%, and approximated 5.1% and 5.3%\@#rues for 2009 and 2008,
respectively. This expense decrease resulted feotain intangible assets reaching the end of trstimated useful life. The unallocated
corporate portion increased approximately $219#8®ciated with the depreciation of property andpgent.

Other Income (Expense), N&ther income (expense), net decreased approxinB&&lyY00 to an expense of $15,000 for 2009 frororme of
$72,000 for 2008. Interest income decreased $104/0&n the prior year period resulting from lowéeld rates on cash and cash equivalents.
Interest expense decreased $27,000 from the pe#orperiod due to reductions in debt and capiteddébalances.

Income Tax (Benefit) ProvisioThe Company recognized a deferred income tax kesfedipproximately $9.1 million and $375,000 during
2009 and 2008, respectively, through a reverstiefaluation allowance, which was based on managésiconclusion that a portion of the
Company’s deferred tax assets would more likely that be realized. During 2009, the $9.1 milliondme tax benefit was partially offset by
$226,000 of current income tax expense. During 26@8$375,000 income tax benefit was partiallgetfoy $74,000 of current income tax
expense. Taxable income for both 2009 and 2008swlastantially offset by the Company’s net operatoss carryforwards.

Net IncomeNet income was approximately $14.0 million, or $0p@r diluted share, for the year ended Decembe2(819 up from
$2.9 million, or $0.13 per diluted share for theayended December 31, 2008. This increase was iiyrttze result of the $9.1 million, or
$0.42 per diluted share, income tax benefit recghduring 2009 in addition to the changes in inedram operations described above.

2008 Compared to 2007

RevenuesRevenues increased approximately $7.7 million,704%, to $51.6 million for 2008 from $43.9 millidor 2007. Revenues for 2008
consisted of $32.8 million, or 63.6% of total reuenfor HealthStream Learning and $18.8 million36r4% of total revenue, for HealthStream
Research. In 2007, revenues consisted of $27.%milbr 62.5% of total revenue, for HealthStreararnéng and $16.5 million, or 37.5% of
total revenue, for HealthStream Research. Heakh8trResearch revenues include the results of Tdneacing with its acquisition on

March 12, 2007.

Revenues for HealthStream Learning increased appabely $5.4 million, or 19.6%, over 2007. Revenfres our Internebased subscriptic
learning products increased by $6.4 million, andexemprised of revenue increases from the HLC308 #illion and from courseware
subscriptions and online training services of $Riion. Revenues from our Internet-based subsiciipproducts collectively increased 29%
over the prior year due to an increase in the nurabsubscribers and more courseware consumpticubgcribers. In addition, revenues
associated with implementation, development, ams$@iting services increased $935,000 over the ggar. These increases in revenues were
partially offset by a decline in revenues from leaents, study guides, and association activitbsch collectively declined $1.9 million
compared to the prior year. Our Internet-based Kukscriber base increased approximately 12% d@@88, from approximately 1,541,000
fully implemented subscribers at the end of 200&pproximately 1,732,000 fully implemented subsaribat the end of 2008.

Revenues for HealthStream Research increased $#idhior 13.8%, over 2007, primarily resultingpofn the impact of the March 2007
acquisition of TJO. TJO revenues during 2007, paasur acquisition and not included in our restdts2007, approximated $2.6 million. The
change in revenues was also impacted by the na@wadrof a significant contract during 2008, whidtaunted for approximately 4% of
HealthStream Research revenues during 2007.

Cost of Revenues (excluding depreciation and agmairtin). Cost of revenues (excluding depreciation and ametitin) increased
approximately $3.5 million, or 21.6%, to $19.7 noili for 2008 from $16.2 million for 2007. Cost @venues as a percentage of revenue
approximated 38.1% and 36.8% of revenues for 2008807, respectively.

Cost of revenues for HealthStream Learning incré&4e3 million and approximated 32.3% and 33.8%ewénues for 2008 and 2007,
respectively. This expense increase primarily teguirom increased royalties paid by us assocwt#dan increase in courseware subscription
revenues, as well as increased personnel anddedgfeenses, but was partially offset by lower castociated with live events, study guides
and association projects.

Cost of revenues for HealthStream Research inaieg&@ million and approximated 48.2% and 41.8%ewgEnues for 2008 and 2007,
respectively. The primary expense increase resétioad the full year impact of personnel expenseseaisted with the TJO acquisition. The
expense increase as a percentage of revenuesipyrireaulted from the increase in patient and comityusurveys over the prior year, which
have higher fulfillment costs. In addition, lowewvenues from other survey products that have Idwitment costs contributed to this
percentage increase over the prior year.

Product DevelopmenProduct development expenses increased approxingited million, or 31.6%, to $5.7 million for 2008 m
$4.3 million for 2007. Product development experesea percentage of revenues was 11.0% and 9.8%arfues for 2008 and 2007,
respectively. Product development expenses forthigtkam Learning increased $966,000 and appro&oiib.1% and 13.4% of
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revenues for 2008 and 2007, respectively. The &smrén amount resulted from additional personnelcmtract labor associated with
maintenance and support of our learning platforadpcts. Product development expenses for Healthi®tiResearch increased $520,000 and
approximated 5.5% and 3.1% of revenues for 2008804, respectively. This expense increase is piliyrdue to additional personnel to
support our administrative platforms and a reass@tt of personnel from general and administrathgis to product development when
compared to the prior year.

Sales and Marketingsales and marketing expenses increased approxyn$dtd million, or 17.5%, to $10.8 million for 206@®m $9.2 million
for 2007. This increase is associated with addiigersonnel and related expenses resulting frenT8®© acquisition, additional personnel for
both HealthStream Learning and HealthStream Relseates teams, as well as increased marketing sgpgeimcluding our annual customer
conference, The Summit. As a percentage of revesadss and marketing expenses were 21.0% of regeouboth 2008 and 2007.

Sales and marketing expenses for HealthStream inggincreased $725,000 and approximated 21.6% ar&¥2of revenues for 2008 and
2007, respectively, and was primarily associateti ailditional sales personnel and related exparsicreased marketing expenses. Sales
and marketing expenses for HealthStream Researodsised $787,000 and approximated 18.8% and 16f68venues for 2008 and 2007,
respectively. This expense increase was associtedhe TJO acquisition, new sales personnel afated expenses, and was partially offset
by lower marketing expenses.

Other General and Administrativ®ther general and administrative expense increagprbximately $304,000, or 3.9%, to $8.2 million fo
2008 from $7.9 million for 2007. This increase igyarily due to the full year impact of the TJO atgition, including facilities and other
operating costs. Other general and administratipe’se as a percentage of revenues was 15.8% &% 1ot 2008 and 2007, respectively.

Other general and administrative expense for H8&kam Learning increased $522,000, primarily duedreased personnel expenses, travel,
and other related expenses to manage the busingés®ther general and administrative expense fealthStream Research decreased
$475,000, primarily due to the consolidation of laummesources and accounting personnel into ouocag functions, in addition to the
redesignation of certain personnel to product dgwekent. These expense decreases were somewhatyffeeility costs and other expenses
associated with the full year impact of the TJOwsitjon. The unallocated corporate portion of otheneral and administrative expense
increased $257,000, primarily associated with &mitht personnel, increases in professional feesyiting, and other expenses.

Depreciation and AmortizatioiDepreciation and amortization increased approxity&&19,000, or 7.1%, to $4.8 million for 2008 from

$4.5 million for 2007. Depreciation, which is indled in the unallocated corporate function, incrd&k57,000 over the prior year resulting
from new capital expenditures. Amortization incexh$162,000 resulting from capitalized softwaréusaenhancements and TJO intangible
asset amortization. Amortization for HealthStreagaining increased $87,000, or 5.3%, and approxar&a®% and 5.9% of revenues for 2008
and 2007, respectively. The increase in amountiisgpily associated with amortization of capitatizeoftware feature enhancements assoc
with the HLC platform and other content assets. Amation for HealthStream Research increased $16,0r 8.2%, and approximated 5.3%
and 5.6% of revenues for 2008 and 2007, respegtiVéle increase in amount resulted from the amatitim of TJO intangible assets.

Other Income (Expense), N&ther income (expense), net decreased approxintiély,000, or 68.1%, to $72,000 for 2008 from $2a86,for
2007. Interest income decreased $147,000 resdttng lower invested balances and lower yield rafi@sng 2008. Interest expense increased
$7,000 over the prior year associated with our pseory note.

Income Tax (Benefit) ProvisioThe Company recognized a deferred income tax hesfedipproximately $375,000 and $2.0 million during
2008 and 2007, respectively, through a reverstii@f/aluation allowance, which was based on managgsnconclusion that a portion of the
Company’s deferred tax assets would more likely that be realized. During 2008, the $375,000 inctemebenefit was partially offset by
$74,000 of current income tax expense. During 2€8¥ $2.0 million income tax benefit was partiaf§set by current income tax expense of
$42,000. Taxable income for both 2008 and 2007 sméastantially offset by the Company’s net operatoss carryforwards.

Net IncomeNet income was approximately $2.9 million, or $0pE3 diluted share, for the year ended Decembe2@18 compared to
$4.1 million, or $0.18 per diluted share, for tleayended December 31, 2007. This decrease waarpyitthe result of the $2.0 million incor
tax benefit recognized during 2007, offset by thanges in income from operations described above.
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FINANCIAL OUTLOOK FOR 2010

The Company provides projections and other forwacoding information in this “Financial Outlook f@&010” section within MD&A. This
section contains many forward-looking statemerdstiqularly relating to the Company’s future fingagerformance. These forward-looking
statements are estimates based on informationntlyreevailable to the Company, are made pursuatiteésafe harbor provisions of the Private
Securities Litigation Reform Act of 1995 and aréjeat to the precautionary statements set forthénintroduction in Part | of this Annual
Report on Form 10-K above. Actual results are jikeldiffer, and in the past have differed, matérikom those forecast by the Company,
depending on the outcome of various factors, iriolgidbut not limited to, those set forth in Item,1Risk Factors.

The Company expects that consolidated revenuebddull year 2010 will grow by 13 percent to 15gent. We anticipate revenue growth in
the Learning segment to be in the 14 percent tpetéent range and the Research unit’s revenuetedse by approximately 10 percent to
12 percent.

We expect cost of revenues to grow in relatiorhtexpected revenue growth, and to increase mgdest percentage of revenues compared
to 2009. We also anticipate that operating expefniselsiding product development, sales and marletiepreciation and amortization and
other general and administrative expense will giothe range between 11 percent and 13 percent edrapared to the Company’s full year
2009 levels for these categories.

We anticipate that operating income will increa8epércent to 17 percent for the full year of 20&8sus our 2009 results.

Because of the release of substantially all ofrémeaining balance in our income tax valuation adlowe during the fourth quarter of 2009, we
expect that the effective income tax rate applieéccordance with GAAP, to ptax income will range between 40 percent and 42quer Fo

tax return purposes, we will continue to utilize éederal and state net operating loss carryforarafcapproximately $32 million and

$26 million, respectively, to substantially offgetr income tax liabilities. This will result in lav cash payments for income taxes compared to
the amount of income tax expense we expect to daocaccordance with GAAP.

We expect that capital expenditures, including hare, software and capitalized software developrf@mew features, enhancements and
content development will range between approxinge#8l0 to $4.0 million in 2010.

SELECTED QUARTERLY OPERATING RESULTS

The following tables set forth selected statemehiacome data for the eight quarters ended Dece®be2009 both in absolute dollars and as
a percentage of total revenues. The informatioreémh quarter has been prepared on substantiallsatine basis as the audited statements
included in other parts of this report and, in opinion, includes all adjustments, consisting diyarormal recurring adjustments, necessary for
a fair presentation of the results of operatiomgtiese periods. You should read this informationdnjunction with HealthStream’s
Consolidated Financial Statements and related rioggsto included elsewhere in this report. Theajreg results for any quarter are not
necessarily indicative of the results to be expkatahe future.

Factors Affecting Quarterly Operating Results

Revenues from our subscription products are reeegniatably over the subscription term. Surveyrasearch revenues are impacted by
seasonal factors resulting from the volume, timamyj frequency of survey cycles. During the fouptlarter of 2009 we recognized
substantially all of our deferred tax assets, tagyin an income tax benefit of approximately $8hillion. During the fourth quarter of 2008,
we recognized a portion of our deferred tax assessilting in an income tax benefit of approximat®875,000. During the second quarter of
2009, we corrected an accounting error associaitbdimproperly expensing $105,000 of software depeient costs incurred during the first
quarter of 2009. The error correction resulted irduction of product development expenses and@ease to net income during the second
guarter of 2009, but does not have an effect ofingeime for the year ended December 31, 2009. ditiad, our expense for compensated
absences may fluctuate from quarter to quarterenidipg on vesting and utilization by our employees.
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STATEMENT OF INCOME DATA:
Revenues, ne
Operating costs and expens
Cost of revenues (excluding depreciation and ametitin)
Product developmel
Sales and marketir
Other general and administrative exper
Depreciation and amortizatic
Total operating costs and expen
Income from operation
Other income (expense), r
Income before income tax
Income tax provision (benefi
Net income

Net income per sha® :
Basic

Diluted

Weighted average shares of common stock outstan
Basic

Diluted

STATEMENT OF INCOME DATA:
Revenues, ne
Operating costs and expens
Cost of revenues (excluding depreciation and ametitin)
Product developmel
Sales and marketir
Other general and administrative exper
Depreciation and amortizatic
Total operating costs and expen
Income from operatior
Other income (expense), r
Income before income tax
Income tax provision (benefi
Net income

Net income per sha®:
Basic

Diluted

Weighted average shares of common stock outstan
Basic

Diluted

STATEMENT OF INCOME DATA:
Revenue:
Operating costs and expens
Cost of revenues (excluding depreciation and ametitin)
Product developmel
Sales and marketir
Other general and administrative exper
Depreciation and amortizatic

Total operating costs and expen

Quarter Ended

March 31, June 30, September 3C December 31
2009 2009 2009 2009
(In thousands, except per share data)
$13,61¢ $ 14,58¢ $ 14,10¢ $ 15,090
5,26¢ 5,22¢ 5,40¢ 5,44(
1,53¢ 1,44¢ 1,62( 1,68:
2,714 2,60z 2,62¢ 2,99(
1,901 2,194 2,06¢ 2,414
1,26€ 1,25( 1,30¢ 1,31¢
12,68: 12,722 13,02¢ 13,84
93€ 1,862 1,07¢ 1,24%
@ @ © (©)
93t 1,86( 1,07( 1,242
57 132 47 (9,102
$ 87¢ $ 172¢ $ 1,02% $ 10,34
$ 0.04 $ 0.0¢ $ 0.0t $ 0.4¢
$ 0.04 $ 0.0¢ $ 0.0t $ 0.47
21,38 21,38 21,46¢ 21,60!
21,567 21,62¢ 21,93: 22,22
Quarter Ended
March 31, June 30, September 3C December 31
2008 2008 2008 2008
(In thousands, except per share data)
$11,42: $ 13,01 $ 13,66: $ 13,50:
4,52¢ 4,86: 5,15: 5,11(C
1,284 1,33( 1,531 1,524
2,552 2,69¢ 3,12 2,452
1,761 2,19: 2,09( 2,10z
1,24¢€ 1,20¢ 1,17¢ 1,192
11,371 12,28¢ 13,07: 12,38!
45 724 591 1,122
22 23 18 9
67 147 60¢ 1,131
= 8 - (309)
$ 67 $ 73 $ 60  $  1,44(
$ 0.0C $ 0.0z $ 0.0: $ 0.07
$ 00C $ 0.0¢ $ 0.0 $ 007
22,08’ 21,96! 21,40 21,37¢
22,72 22,57¢ 21,91( 21,601
Quarter Ended
March 31, June 30, September 3C December 31
2009 2009 2009 2009
(% of Revenues)
100.C 100.( 100.( 100.(
38.7 35.¢ 38.2 36.C
11.c 9.9 11.4 11.2
19.¢ 17.€ 18.€ 19.¢
14.C 15.C 145 16.C
9.3 8.6 9.3 8.7
93.2 87.2 92.Z 91.7



Income from operation
Other income (expense), r

Income before income tax
Income tax provision (benefi

Net income

28

6.8 12.¢
0.0 0.C
6.8 12.¢
04 0.8
6.4 11.¢

7.7 8.2
0.1) 0.C
7.6 8.2
0.2 (60.9)
7.2 68.€
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Quarter Ended
March 31, June 30. September 3C December 31
2008 2008 2008 2008
(% of Revenues)

STATEMENT OF INCOME DATA:

Revenue:! 100.C 100.C 100.C 100.C
Operating costs and expens
Cost of revenues (excluding depreciation and ametitin) 39.€ 37.4 37.7 37.¢
Product developmel 11.: 10.Z 11.2 11.:
Sales and marketir 22.Z 20.7 22.¢ 18.Z
Other general and administrative exper 15.t 16.€ 15.2 15.€
Depreciation and amortizatic 10.€ 9.3 8.€ 8.8
Total operating costs and expen 99.€ 94.4 95.7 91.7
Income from operation 0.4 5.6 4.3 8.2
Other income (expense), r 0.2 0.2 0.1 0.1
Income before income tax 0.6 5.8 4.4 8.4
Income tax provision (benefi 0.0 0.1 0.C (2.3
Net income 0.6 5.7 4.4 10.7
(1) — Due to the nature of interim earnings per shareutations, the sum of quarterly earnings per shareunts may not equal the repor

earnings per share for the full ye

Liquidity and Capital Resources

Net cash provided by operating activities was axipnately $11.6 million during 2009 compared to $llion during 2008. Our primar
sources of cash were generated from receipts fnensadles of our products and services. The nunfliays sales outstanding (DSO) was
57 days for 2009 compared to 60 days for 2008.tmpany calculates DSO by dividing the average @ttsoreceivable balance (excluding
unbilled and other receivables) by average daigmees for the year. The primary uses of cashrtd éwr operations include personnel
expenses, sales commissions, royalty payments, gragrfor contract labor and other direct expensesdated with delivery of our products
and services, and general corporate expenses llegsvpayments associated with content development.

Net cash used in investing activities was approsefyeb3.1 million for 2009, compared to $2.1 mitliduring 2008. During 2009, v

purchased $1.8 million of property and equipment] spent $1.3 million for software feature enhaneets. During 2008, we purchased

$1.1 million of property and equipment, and spe38®%000 for software feature enhancements. Softfeatere enhancement costs during both
2009 and 2008 were associated with enhancemeants wurvey administration platform and other neaduoicts. Hardware and software
spending during 2009 and 2008 supported our Intdrased product infrastructure and other operati@tpuirements.

Net cash used in financing activities was approxatye$319,000 for 2009, compared to $3.4 milliomidg 2008. The primary uses of ce
during 2009 included $724,000 of payments undeptbenissory note. The primary source of cash f@%@cluded $425,000 in proceeds
associated with the issuance of common stock upsexercise of employee stock options. The primiags of cash during 2008 included
$2.9 million associated with a share repurchase atel $707,000 of payments under the promissomsy. Adte sources of cash for 2008
included $211,000 in proceeds associated withgtgaince of common stock upon the exercise of eraplstock options and $131,000 from
our Employee Stock Purchase Plan which we terminat&ebruary 2009.

Our revenues increased and our operating incomeoired over the prior year period, and our balameesreflects positive working capital of
$10.7 million at December 31, 2009 compared to $iilllon at December 31, 2008. The improvement orking capital is primarily

associated with increases in cash and cash egnisatesulting from the net cash provided by opeggéictivities mentioned above. Current
assets increased approximately $13.0 million du2@@9 primarily due to increases in cash balareeunts receivable, and deferred tax
assets, while current liabilities increased apprately $3.5 million during 2009 resulting primarflpm increases in deferred revenue, accrued
liabilities, and accrued compensation. As of Decen#d, 2009, our primary source of liquidity wa&Lmillion of cash and cash equivalents,
and related interest receivable. The Company asat$15.0 million revolving credit facility loagr@ement, all of which was available at
December 31, 2009.

We believe that our existing cash and cash equitgleestricted cash, related interest receivalaleh generated from operations, and available
borrowings under our revolving credit facility whbe sufficient to meet anticipated cash needs foking capital, new product development
and capital expenditures for at least the next daths. As part of our growth strategy, we reviewgible acquisitions that complement our
products and services. We anticipate that futuggiigtions, if any, would be effected through a tamation of stock and cash consideration.
We may need to raise additional capital throughigheance of equity or debt securities and/or lvairrgs under our revolving credit facility,
another facility, to finance any future acquisitoithe issuance of our stock as considerationrf@cguisition would have a dilutive effect and
could adversely affect our stock price. The cretitkets have been experiencing extreme volatifity disruption, and we cannot assure you
that if we need additional financing that it wik lavailable on terms favorable to us, or at aliluFato generate sufficient cash flow from
operations or raise additional capital when regliresufficient amounts and on terms acceptablestoould harm our business, financial
condition and results of operations.
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Commitments and Contingencies

We expect that our capital expenditures, softwaature enhancements, and content purchases vgk taetween $3.0 and $4.0 million in
2010. We expect to fund these capital expenditwitsexisting cash and investments and from casteigged from operations, and if
necessary from our revolving credit facility. Frdianuary 1 through February 28, 2010, we had capifanditures of approximately $500,C
primarily related to hardware, software, content] aoftware feature enhancements.

Our strategic alliances have typically providedgayments to content partners based on revenuedesretbpment partners and other parties
based on services rendered. We expect to contimiisarrangements in the future. We have commiti:@nder capital lease obligations for
computer hardware and operating lease commitmentsuf operating facilities in Nashville, Tennesdesurel, Maryland, and Franklin,
Tennessee. We are currently evaluating optiongtiererenew our existing lease or relocate to a leation in Nashville, Tennessee. We also
have scheduled monthly payments due under a prorgisste through May 2010.

Off-Balance Sheet Arrangements

The Company’s off-balance sheet arrangements pitim@mnsist of operating leases, purchase commitsjemd our revolving credit facility,
which is described further in Note 12 to the Conyaconsolidated financial statements containedvelere in this report.

Recent Accounting Pronouncements

In December 2007, the Financial Accounting Stansl&uolard (“FASB”) issued authoritative guidanceliow an acquirer recognizes and
measures in its financial statements the identdialssets acquired, the liabilities assumed, contahcontingencies, any noncontrolling inte
in the acquiree and the goodwill acquired. Thiglgace changes the accounting for acquisition-relegstructuring cost accruals and the
recognition of changes in the acquirer’s incomevaxation allowance, and no longer permits theétalpation of certain acquisition costs. In
addition, this guidance establishes disclosureiregquents to enable the evaluation of the naturefimaticial effects of the business
combination. The guidance is effective prospecyivekcept for certain retrospective adjustmentsifferred tax balances. The Company’s
consolidated financial statements will be impadigdhis accounting guidance in relation to busir@sabination activities subsequent to
January 1, 20009.

In April 2008, the FASB issued authoritative guidaron the accounting requirements for goodwill atieer intangible assets. This guidance
amends the factors that should be considered ieldewg renewal or extension assumptions usedtermae the useful life of a recognized
intangible asset. The Company adopted the guidetffieetive January 1, 2009. The adoption of the gué# did not have a material effect on
the Company'’s financial position, results of opierad, or cash flows.

In May 2009, the FASB issued guidance which esthblil standards for accounting and disclosure aftetbat occur after the balance sheet
date, but before financial statements are issulkid. uidance was effective for interim and annwalqals ending after June 15, 2009. The
FASB amended this guidance in February 2010. Adaptf this guidance did not have a material impacour consolidated financial
statements. We evaluated subsequent events oathirough the date our financial statements wengeid.

In June 2009, the FASB issued the FASB Accountitagn@ards Codification™ and the Hierarchy of Gengratcepted Accounting Principles
(the “Codification”). The Codification became thagle official source of authoritative, nongoverrmited US GAAP. The Codification did not
change US GAAP but reorganizes the literature. Cbdification is effective for interim and annuakipels ending after September 15, 2009,
and we adopted the Codification during the quagteted September 30, 2009. The adoption of the go@did not have an effect on the
Company'’s financial position, results of operatiomscash flows.

In September 2009, the FASB issued revised guidandhe accounting for revenue arrangements withipieideliverables. The revised
guidance changes when individual deliverablesrimu#tiple element arrangement can be treated asaepanits of accounting, and also
changes the manner in which the transaction coratida is allocated across the separately idedtifieliverables. The revised guidance will be
effective for the first annual reporting period @anafter June 15, 2010, and may be applied retotisedy for all periods presented or
prospectively to arrangements entered into or risdiemodified after the adoption date. Early adoptis permitted provided that the revised
guidance is retroactively applied to the beginrohthe year of adoption. We are currently assessiagotential impact of adopting the revit
guidance on our financial position and resultsdrations.
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Item 7A. Quantitative and Qualitative Disclosures about MakRisk

We are exposed to market risk from changes inésteiates. We do not have any foreign currencyaxgh rate risk or commodity price risk.
As of December 31, 2009, our outstanding indebtssiimecluded a promissory note of approximately $307 and approximately $13,000 of
capital lease obligations. We may become subjeicitévest rate market risk associated with anyreuhorrowings under our revolving credit
facility. The interest rate under the revolvingditdacility is based on 30 Day LIBOR plus a margireither 190 or 220 basis points
determined in accordance with a pricing grid, bag B minimum interest rate of not less than thezegmt. We are also exposed to market risk
with respect to our cash balances. At DecembeP@19, the Company had cash and cash equivalentsekaied interest receivable totaling
approximately $12.3 million. Current investmenesabf return approximate 0.10%. Assuming a 0.1Q&afhreturn on $12.3 million, a
hypothetical 10% decrease in interest rates woettlehse interest income and decrease net incorae annualized basis by approximately
$1,200.

The above market risk discussion and the estimatealints presented are forwdomdking statements of market risk assuming the oecge o
certain adverse market conditions. Actual resualthé future may differ materially from those piigd as a result of actual developments ii
market.
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Item 8. Financial Statements and Supplementary Data
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
HealthStream, Inc.

We have audited the accompanying consolidated balgineets of HealthStream, Inc. as of Decembe2(®19 and 2008, and the related
consolidated statements of income, shareholdetstye@nd cash flows for each of the three yeathéperiod ended December 31, 2009.
These financial statements are the responsibititie@ Company’s management. Our responsibilitp isXpress an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamigUnited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether the finatataiments are free of material
misstatement. We were not engaged to perform ait @futhe Company’s internal control over finanaiaporting. Our audits included
consideration of internal control over financigboeting as a basis for designing audit procedurasdre appropriate in the circumstances, but
not for the purpose of expressing an opinion oreffectiveness of the Company’s internal contrarofinancial reporting. Accordingly, we
express no such opinion. An audit also includesréxiag, on a test basis, evidence supporting theusms and disclosures in the financial
statements, assessing the accounting principlesarsg significant estimates made by managementeaaidating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referre@love present fairly, in all material respedts,¢donsolidated financial position of
HealthStream, Inc. at December 31, 2009 and 20@Bthee consolidated results of its operations &éddsh flows for each of the three years in
the period ended December 31, 2009, in conformitly W.S. generally accepted accounting principles.

/sl Ernst & Young LLP

Nashville, Tennesse
March 25, 2010
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HEALTHSTREAM, INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
Current asset:
Cash and cash equivalel
Restricted cas
Accounts receivable, net of allowance for doubdittounts of $140,559 and $106,542 at Decembe
2009 and 2008, respective
Accounts receivabl— unbilled
Deferred tax assets, curre
Prepaid royalties, net of amortizati
Prepaid development fees, net of amortiza
Other prepaid expenses and other current a
Total current asse
Property and equipmer
Equipment
Leasehold improvemen
Furniture and fixture

Less accumulated depreciation and amortize

Capitalized software feature enhancements, net@fraulated amortization of $3,993,689 and $2,500
at December 31, 2009 and 2008, respecti

Goodwill

Intangible assets, net of accumulated amortizaifdi,096,196 and $6,149,321 at December 31, 200!
2008, respectivel

Deferred tax assets, noncurr:

Other asset

Total asset

LIABILITIES AND SHAREHOLDERS ' EQUITY

Current liabilities:

Accounts payabl

Accrued liabilities

Accrued compensation and related expe

Commercial support liabilitie

Deferred revenu

Current portion of long term de

Current portion of capital lease obligatic

Total current liabilities

Long term debt, less current porti
Capital lease obligations, less current por
Commitments and contingenci

Shareholder equity:
Common stock, no par value, 75,000,000 shares ardialp 21,623,350 and 21,382,055 shares is
and outstanding at December 31, 2009 and 2008sctegply
Accumulated defici

Total shareholde’ equity
Total liabilities and sharehold¢ equity

See accompanying notes to the consolidated finbsteitements.

34

December 31,

December 31,

2009 2008
$12,287,05 $ 4,106,61.
65,85¢ 17,12¢
9,577,40! 8,303,21.
1,638,321 1,669,35!
2,830,47 356,98"
2,084,15. 995,49
419,18 375,86t
988,39 1,038,111
29,890,85 16,862,77
14,121,14 12,651,22
2,004,82; 1,990,53;
1,689,35( 1,579,59;
17,815,31 16,221,35
(14,881,42)  (12,746,48)
2,933,88! 3,474,86.
4,181,85! 4,392,78
21,146,86 21,146,86
3,790,941 4,737,82,
8,626,40! 2,008,34:
431,46 173,44
$71,002,28 $52,796,88
$ 1,552,100 $ 1,386,77.
3,322,79. 2,556,10:
1,401,60- 477,27
350,79: 347,23
12,233,87 10,202,30
306,94 724,00
8,90¢ 20,59:
19,177,01 15,714,38
— 306,94
4,36: 12,77¢
96,406,76 95,320,88
(44,585,86)  (58,558,10)
51,820,90 _ 36,762,78
$71,002,28 $52,796,88
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Revenues, ne

Operating costs and expens

HEALTHSTREAM, INC.

CONSOLIDATED STATEMENTS OF INCOME

Cost of revenues (excluding depreciation and ametitin)

Product developmel
Sales and marketir

Other general and administrative exper

Depreciation and amortizatic

Total operating costs and expen

Income from operation
Other income (expense
Interest and other incon
Interest and other expen
Total other income (expense), |
Income before income tax
Income tax (benefit

Net income

Net income per shar

Basic
Diluted

Weighted average shares of common stock outstan

Basic
Diluted

For the Year Ended December 31,

2009 2008 2007

$57,398,23  $51,59954  $43,949,26
21,343,45 19,653,45  16,162,50
6,285,30! 5,669,95. 4,307,731
10,930,23 10,820,06 9,212,40!
8,577,48; 8,152,29 7,848,05:
5,139,47! 4,822,26: 4,503,18
52,275,95 49,118,02 42,033,88
5,122,27; 2,481,511 1,915,37:
25,47 139,80: 286,93(
(40,69%) (67,619 (60,59¢)
(15,229 72,18¢ 226,33
5,107,05. 2,553,70! 2,141,71;
(8,865,19) (301,089  (1,945,49)
$13,972,24  $ 2,854,79°  $ 4,087,20"
$ 065 $ 01 $ 0.1¢
$ 0.6/ $ 01 $ 0.1¢
21,457,51 21,707,36  21,998,84
21,838,04 2220431  22,700,99

See accompanying notes to the consolidated finbstaitements.
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HEALTHSTREAM, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Common Stock

Accumulated

Total
Shareholders’

Shares Amount Deficit Equity
Balance at December 31, 2C 21,928,68 $95,134,55  $(65,500,11) $29,634,43
Net income — — 4,087,20! 4,087,20!
Stock based compensati — 742,34 — 742,34
Exercise of stock optior 123,69 248,51 — 248,51
Issuance of common stock to Employee Stock Purchist 37,68" 121,72: — 121,72:
Issuance of common stock in connection with actjais 252,61t 960,17( — 960,17(
Repurchase of common sta (27,200 (80,789 — (80,789
Balance at December 31, 2C 22,315,48 97,126,52 (61,412,90) 35,713,61
Net income — — 2,854,79! 2,854,79!
Stock based compensati — 771,56( — 771,56(
Exercise of stock optior 106,16: 210,92¢ — 210,92¢
Issuance of common stock to Employee Stock Purchkst 53,10¢ 130,91 — 130,91
Repurchase of common sto (1,092,700 (2,919,030 — (2,919,030
Balance at December 31, 2C 21,382,05 95,320,88 (58,558,10) 36,762,78
Net income — — 13,972,24 13,972,24
Stock based compensati — 660,52: — 660,52:
Exercise of stock optior 241,29! 425,35: — 425,35:
Balance at December 31, 2C 21,623,35 $96,406,76 $(44,585,86) $51,820,90

See accompanying notes to the consolidated finbstaitements.
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HEALTHSTREAM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cashigeal by operating activitie:
Depreciation and amortizatic
Income tax benefit from recognition of deferred ¢esset:
Stock based compensation expe
Provision for doubtful accoun
Realized loss on disposal of property and equipr
Changes in operating assets and liabilities, exetudffects of acquisitior
Restricted cas
Accounts and unbilled receivabl
Prepaid royaltie
Prepaid development fe
Other prepaid expenses and other current a
Other asset
Accounts payabl
Accrued liabilities and accrued compensation atated expense
Commercial support liabilitie
Deferred revenu

Net cash provided by operating activit

INVESTING ACTIVITIES:

Acquisitions, net of cash acquir

Proceeds from maturities and sale of investmentsarketable securitie
Purchases of investments in marketable secu

Payments associated with capitalized software feanohancemen
Purchases of property and equipm

Net cash used in investing activiti

FINANCING ACTIVITIES:

Issuance of common stock to Employee Stock PurchEst
Proceeds from exercise of stock opti

Repurchase of common sta

Payments on capital lease obligatis

Payments on lor-term debi

Borrowings under revolving credit facili

Payments under revolving credit facil

Net cash used in financing activiti

Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of pe

Cash and cash equivalents at end of pe

SUPPLEMENTAL CASH FLOW INFORMATION
Interest paic

Income taxes pai

NON-CASH INVESTING AND FINANCING ACTIVITIES:
Acquisition of content rights in exchange for fudigervice:

Issuance of common stock in connection with actjoiss
Purchase of property and equipment through issuahicag term deb

For the Year Ended December 31,

2009 2008 2007
$13,972,24  $2,854,79° $ 4,087,20!
5,139,47' 4,822,26 4,503,18!
(9,091,54) (375,46) (1,989,86)
660,52 771,56( 742,34
150,00( 130,00 30,00(
3,97¢ 15,93: 844
(48,72) (3,62¢) 251,21
(1,393,16) (383,27) (110,66
(1,088,66) (677,93 (101,11¢)
(196,28() (88,59:) (642,29)
49,72¢ (361,45() (82,267)
129,89 186,77: 371,56
165,33( (428,90) 125,81
1,081,43  (1,211,00) (253,82)
3,55¢ 82,18« (50,16()
2,031,56 709,33 223,31
11,569,33 6,042,59: 7,105,291
— (9,199  (11,814,27)
— — 2,500,001
— — (800,00()
(1,282,75)) (980,43 (2,566,43)
(1,787,29)  (1,138,59) (1,264,56)
(3,070,04)  (2,128,22)  (13,945,27)
— 130,91 121,72
425,35 210,92 248,51
—  (2,919,03) (80,789
(20,102) (123,219 (171,67}
(724,09) (706,69 (404,229
— — (1,500,001)
— — 1,500,001
(318,84)  (3,407,10) (286,44)
8,180,44 507,26t (7,126,43)
4,106,61; 3,599,34 10,725,78
$12,287,05 $4,106,61 $ 3,599,34
$ 4368 $ 6023 $ 59,39
$ 14583 $ 46,86( $  43,00(
$ 665000 $ — $ 191,66
$ — % — $  960,17(
$ — % — $ 2,141,96:

See accompanying notes to the consolidated finbstaitements.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Reporting Entity and Segments

HealthStream, Inc. (the “Company”) was incorpordteti990 as a Tennessee corporation and is headgegin Nashville, Tennessee. We
operate our business in two segments: 1) HealthStteearning and 2) HealthStream Research. Our &a#tam Learning products consist of
Internet-based services and solutions to meetrigeing training, information, and education neefihe healthcare community. These
solutions provide, deliver and track computer basshatation for our customers in the United Statesugh our application service provider
(ASP) products. HealthStream Research products léfalthcare organizations a wide range of quality satisfaction surveys, analyses of
survey results, and other research-based services.

Recognition of Revenue

Revenues are derived from providing services thnoug Internet-based learning products, provisibsuovey and research services,
courseware subscriptions, professional servicaggob maintenance, live event development, custmmseware development and other
education and training services.

We recognize revenue when it is realized or reblezand earned. We consider revenue realized brabke and earned when we have
persuasive evidence of an arrangement, pricesxa@ ér determinable, services and products areighed to the customer and collectability is
probable or reasonably assured.

Revenue recognized from software and other arraagemnis allocated to each element of the arrangebzesed on the relative fair values of

the elements. While elements include software prtedand post contract customer support, the fdirevaf each element is based on objective
evidence specific to the vendor. If fair value cainme determined for each element of the arrangeratmevenue from the arrangement is
deferred until fair value can be determined orlwaitielements of the arrangement are deliveredcstbmer acceptance has occurred. Sales o
our Internet-based learning products include custaupport, implementation services, and trainihgrefore all revenues are deferred until
the Internet-based learning product is implemerdaédhich time revenues are recognized ratably theesubscription service period. In the
event that circumstances occur, which give risentcertainty regarding the collectibility of conttad amounts, revenue recognition is
suspended until such uncertainty is resolved. Febese services are billed on either a montiarterly, or annual basis.

Revenues derived from the delivery of servicesughoour Internebased learning products and courseware subscrpgirecognized ratal
over the term of the subscription service agreen@titer training revenues are generally recognigezh the completion of training.

Revenues recognized from our survey and researcitsg are determined using both the proportioeaiggmance method and the completed
contract method. Revenues are generally earnedtloeerstimated survey cycle, which typically ranfyjem less than one month to up to five
months. The survey cycle is generally initiateddabsn the receipt of the first survey responserand through provision of related survey
reports to the customer. If survey results areanvatlable to the customer during the survey figdigcle, revenues are recognized at time of
report delivery. All other revenues are recogniaedhe related services are performed or produetdeivered. Fees for these services are
billed upon initiation of the survey cycle, withggress billings made throughout the survey cycle.

Revenues derived from live event development sesvice recognized using the proportional performanethod based on the completion of
performance milestones. Revenues from professamralces, content maintenance, and custom coursaedeaelopment services are
recognized using a percentage of completion mettased on labor hours, which correspond to the cstiopl of performance milestones and
deliverables. All other revenues are recognizethaselated services are performed or productd@ieered. Fees for these services are
generally billed at project initiation and upon quation of various milestones.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)
Principles of Consolidation
The consolidated financial statements include tlo®ants of the Company and its subsidiaries, all@th are wholly-owned. All inter-
company accounts and transactions have been etediimaconsolidation.
Use of Estimates

The preparation of the consolidated financial stetiets in conformity with accounting principles geally accepted in the United States
requires management to make estimates and assus it affect the amounts reported in the findrst&@ements and accompanying notes.
Actual results could differ from those estimated anch differences could be material to the codatdid financial statements.

Cash and Cash Equivalents
The Company considers cash and cash equivalebtsdarestricted, highly liquid investments withtiali maturities of less than three months.

Restricted Cash

Cash received for registration fees is classifedestricted cash on the accompanying consolidzhce sheets. The use of this cash is
restricted because it is held on behalf of the cenaial supporter until services have been rendextedhich time the registration fees are used
to pay certain expenses and fees for conductingetBervices. Excess registration funds are typicaihitted to the commercial supporter or
applied to other projects. Any deficiency in regatibn funds is billed to the commercial supporter.

Accounts Receivable-Unbilled and Deferred Revenue

Accounts receivable-unbilled represents the foligyil) revenue earned and recognized on contractaiated for using the proportional
performance method for which invoices have not lgererated or contractual billing dates have nehlyeached; and 2) the difference
between billings for contracts containing escalgading over the term of the agreement and thegeition of revenue ratably over the
subscription period. Deferred revenue representawiats, which have been billed or collected, butysitrecognized in revenue.

Allowance for Doubtful Accounts

The Company estimates its allowance for doubtfabaats using a specific identification method. Mgeraent determines the allowance for
doubtful accounts on a case-by-case basis, bastgkdacts and circumstances surrounding each fatgruncollectible receivable. An
allowance is also maintained for accounts thahatespecifically identified that may become uncdiilele in the future. Uncollectible
receivables are writteoff in the period management believes it has exiealusvery opportunity to collect payment from thistomer. Bad del
expense is recorded when events or circumstandesate an additional allowance is required basedwrspecific identification approach.

Changes in the allowance for doubtful accountstaecdamounts charged to bad debt expense werelasdol

Allowance Balance at Charged to Costs and Allowance Balance at
Beginning of Period Expenses Write-offs End of Period
Year ended December &
2009 $106,54: $150,00( $115,98: $140,55¢
2008 $ 72,89¢ $130,00( $ 96,35 $106,54.
2007 $112,23¢ $ 30,00( $ 69,33¢ $ 72,89t
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)
Capitalized Software Feature Enhancements

Capitalized software feature enhancements aredstait¢he basis of cost, and are presented netcahadated amortization. The Company
capitalizes costs incurred during the software gment phase for projects when such costs arerimafEhese assets are amortized using the
straight-line method, generally over one to fousrnge The Company capitalized approximately $1.8oniland $1.0 million during 2009 and
2008, respectively. Maintenance and operating @stexpensed as incurred. As of December 31, @002008, there were no capitalized
internal development costs for computer softwarestigped for resale.

Property and Equipment

Property and equipment are stated on the basigstf Depreciation and amortization are providedhenstraight-line method over the
following estimated useful lives, except for assetder capital leases and leasehold improvemetiishvare amortized over the shorter of the
estimated useful life or their respective leasmtddepreciation and amortization of property andigopent totaled $2,324,297 and $2,104,746
for the years ended December 31, 2009 and 200 ctgely.

Years
Furniture and fixture 5-1C
Equipment 35

Goodwill and Intangible Assets

Goodwill represents the excess of purchase priee fair value of net tangible assets acquired. Company measures goodwill for impairrr
at the reporting unit level using both income aratkeat based models to determine the fair valud®féporting units. The Company will
perform its goodwill impairment test whenever egemt changes in facts or circumstances indicateit@airment may exist, or at least
annually during the fourth quarter each year.

Intangible assets acquired through acquisitionsaneprised of content, contract rights, customkti@nships, non-competition agreements
and favorable lease rights. As of December 31, 20@®gible assets with remaining unamortized badarinclude contract rights, customer
relationships and non-competition agreements recbitl connection with the acquisitions of The Jack®rganization, Research Consultants,
Inc. (TJO) and Data Management and Research,DMR(. Intangible assets are considered to haveniefuseful lives and are being
amortized on a straight line basis over the explepéziods to be benefited, generally three to yiears for content, two to eight years for
contract rights, customer lists and customer i@tatiips, six months to four years for non-compmtifigreements, and over the lease term for
favorable lease rights. The weighted average apatitn period for definite lived intangible assassof December 31, 2009 is 7.7 years.
Intangible assets are reviewed for impairment whenevents or changes in facts or circumstancesdtelthat the carrying amount of the
assets may not be recoverable. There were no impats identified or recorded for the years endeceber 31, 2009, 2008, or 2007.

Long-Lived Assets

Long-lived assets to be held for use are reviewe@¥ents or changes in facts and circumstancés,itwernally and externally, which may
indicate that an impairment of lodiged assets held for use are present. The Compeagures any impairment using observable markeés
or discounted future cash flows from the relatetjkived assets. The cash flow estimates and digaaes incorporate management’s best
estimates, using appropriate and customary assonspéind projections at the date of evaluation. ldameent periodically evaluates the
carrying value of long-lived assets, including pedp and equipment, capitalized software featutfeanements, other assets and intangible
assets. There were no impairments identified asrdEd for the years ended December 31, 2009, 2008)07.

Other Assets
Other assets are comprised of the long-term podia@ontent development fees and other asset$onfgaterm nature.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)
Income Taxes

Income taxes are accounted for using the assdtadnility method, whereby deferred tax assets édatillties are determined based on the
temporary differences between the financial statérard tax bases of assets and liabilities measaitrek rates that will be in effect for the
year in which the differences are expected to atéeable income. Management evaluates all availabidence, both positive and negative
determine whether, based on the weight of thateswid, a valuation allowance is needed. Futurezedan of the tax benefit of an existing
deductible temporary difference or carryforwardmittely depends on the existence of sufficientléx@acome of the appropriate character
within the carryback or carryforward period avaiabnder the tax law. There are four possible sesiof taxable income that may be available
under the tax law to realize a tax benefit for dditle temporary differences and carryforwardsfutire reversals of existing taxable
temporary differences, 2) future taxable incomduesiee of reversing temporary differences and darwards, 3) taxable income in prior
carryback year(s) if carryback is permitted undhertax law, and 4) tax-planning strategies thatldiafinecessary, be implemented to realize
deductible temporary differences or carryforwardero their expiration. Management reviews thalimbility of its deferred tax assets each
reporting period to identify whether any signifit@hanges in circumstances or assumptions haverecctnat could materially affect the
realizability of deferred tax assets. As of Decengig 2009, the Company has established a valuatiowance of $1.1 million for the portion
of its net deferred tax assets that are not mkedylthan not expected to be realized.

The Company accounts for income tax uncertaint@sgua more-likely-than-not recognition thresho&tséd on the technical merits of the tax
position taken. Tax positions that meet the mdteli-than-not recognition threshold are measureafiter to determine the tax benefit to be
recognized in the financial statements. The Comgaipenses any penalties or interest associatedaxtbbligations as general and
administrative expenses and interest expense,isgy.

Commercial Support Liabilities

Commercial support liabilities represent grant fineceived from entities supporting educationavdigs, in which we are the accredited
provider. The funds are unrestricted, and are piiynased to pay for expenses associated with cotiruly the activities.

Accrual for Service Credits

The Company maintains an accrual for service et may occur from our Internet-based learniglpcts. The accrual is estimated using
management’s judgment and analysis of potentiklaidoss associated with downtime, system perforweaor other contractual obligations
associated with our hosted applications. At DecerBlie2009, and 2008, the accrual for service tsdmilance was approximately $318,000
and $345,000, respectively, and is included orattdmpanying consolidated balance sheets undeafit®n “accrued liabilities.”

Advertising

The Company expenses the costs of advertisingcasréd. Advertising expense for the years endecebéer 31, 2009, 2008, and 2007 was
approximately $137,000, $284,000, and $226,00pes/ely.

Shipping and Handling Costs

Shipping and handling costs that are associatddaut products and services are included in costwdnues.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)
Product Development Costs

Product development costs include internal andreateosts to develop and convert content for aterhet-based learning products. We
capitalize the cost of content developed by thadips where the life expectancy is greater thanyaar and the anticipated cash flows from
such content is expected to exceed its cost. Thep@ay capitalized approximately $84,000 and $75dfGfbntent development costs during
2009 and 2008, respectively. Capitalized contemeldgment costs are included in the accompanyimgalaated balance sheets under the
captions “prepaid development fees” and “othertass@/e amortize content development over its etgebtife, which is generally one to three
years. Content development costs that have beétalizgd are subject to a periodic impairment rewvie accordance with our policy. Tl
Company did not capitalize any internal web siteefi@oment costs during 2009 or 2008, since thesdastrred were related to planning or
operation of such products and sites.

Net Income Per Share

Basic net income per share is computed by divittiegnet income available to common shareholderth®period by the weighted average
number of common shares outstanding during thegebiluted net income per share is computed bidatig the net income for the period by
the weighted average number of common and commoiragnt shares outstanding during the period. Comequivalent shares, composed
of incremental common shares issuable upon theciseeof stock options and warrants, escrowed dricesd shares, and shares subject to
vesting are included in diluted net income per sharthe extent these shares are dilutive. Commuivalent shares that have an anti-dilutive
effect on diluted net income per share have beeluéad from the calculation of diluted weighted lagge shares outstanding for the years
ended December 31, 2009, 2008, and 2007.

Concentrations of Credit Risk and Significant Custaners

The Company places its temporary excess cash meess in high quality, short-term money marketrinstents. At times, such investments
may be in excess of the FDIC insurance limits.

The Company sells its products and services t@uarcompanies in the healthcare industry thatcaatéd in the United States. We perform
ongoing credit evaluations of our customers’ firiahcondition and generally require no collaterahfi customers. The Company did not have
any single customer representing over 10% of netmees during 2009, 2008, or 2007.

Stock Based Compensation

As of December 31, 2009, the Company maintainedstoek based compensation plan, which is desciibdibte 10. The Company accounts
for its stock based compensation plan using thevidue based method for costs related to shareebaayments, including stock options. The
Company uses the Black Scholes option pricing mfmtedalculating the fair value of awards issuedemits stock based compensation plan.
Stock based compensation cost is measured atahedpte, based on the fair value of the awardishaltimately expected to vest, and is
recognized as an expense over the requisite sgreroed.

Fair Value of Financial Instruments

The following methods and assumptions were usedtimating fair value for financial instruments:

Cash, cash equivalents and restricted calde carrying amounts approximate the fair valueahse of the short-term maturity or short-term
nature of such instruments.

Accounts receivable, accounts receivi-unbilled, interest receivable, accounts payablgraed liabilities and deferred revenuhe carrying
amounts, net of any allowance for doubtful accousproximate the fair value because of the skewmnature of such instruments.

Promissory noteThe carrying amount approximates fair value basedusrent market rates for similar arrangementdlae to the Compan
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)
Newly Issued Accounting Standards

In December 2007, the Financial Accounting Stansl&aard (“FASB”) issued authoritative guidanceliow an acquirer recognizes and
measures in its financial statements the identdialssets acquired, the liabilities assumed, coahcontingencies, any noncontrolling inte
in the acquiree and the goodwill acquired. Thiglgace changes the accounting for acquisition-relegstructuring cost accruals and the
recognition of changes in the acquirer’s incomevalation allowance, and no longer permits thatalipation of certain acquisition costs. In
addition, this guidance establishes disclosureirements to enable the evaluation of the naturefimadicial effects of the business
combination. The guidance is effective prospecyivekcept for certain retrospective adjustmentsifferred tax balances. The Company’s
consolidated financial statements will be impadigdhis accounting guidance in relation to busiressbination activities subsequent to
January 1, 2009.

In April 2008, the FASB issued authoritative guidaron the accounting requirements for goodwill atiéér intangible assets. This guidance
amends the factors that should be considered ieldewg renewal or extension assumptions usedtermae the useful life of a recognized
intangible asset. The Company adopted the guidetfieetive January 1, 2009. The adoption of the guie did not have a material effect on
the Company’s financial position, results of opierad, or cash flows.

In May 2009, the FASB issued guidance which esthbli standards for accounting and disclosure aftevhat occur after the balance sheet
date, but before financial statements are issulkid. uidance was effective for interim and annwalqals ending after June 15, 2009. The
FASB amended this guidance in February 2010. Adoptf this guidance did not have a material impaxcour consolidated financial
statements. We evaluated subsequent events oggthrisugh the date our financial statements wesgeid.

In June 2009, the FASB issued the FASB Accountitag@ards Codification™ and the Hierarchy of Gergratcepted Accounting Principles
(the “Codification”). The Codification became thiagle official source of authoritative, nongovermted US GAAP. The Codification did not
change US GAAP but reorganizes the literature. Cbdification is effective for interim and annuakipels ending after September 15, 2009,
and we adopted the Codification during the quaeteted September 30, 2009. The adoption of the goéddid not have an effect on the
Company'’s financial position, results of operatiomscash flows.

In September 2009, the FASB issued revised guidandbe accounting for revenue arrangements withipteideliverables. The revised
guidance changes when individual deliverablesrimu#tiple element arrangement can be treated asaepanits of accounting, and also
changes the manner in which the transaction coratida is allocated across the separately idedtifieliverables. The revised guidance will be
effective for the first annual reporting period @nafter June 15, 2010, and may be applied retobisiedy for all periods presented or
prospectively to arrangements entered into or riiemodified after the adoption date. Early adoptis permitted provided that the revised
guidance is retroactively applied to the beginrohthe year of adoption. We are currently assesiagpotential impact of adopting the revit
guidance on our financial position and resultspdrations.

2. BUSINESS COMBINATION

On March 12, 2007, the Company acquired all ofstioek of The Jackson Organization, Research Cargsltinc. (TJO). Consideration paid
to the seller of TJO included approximately $11ifiom in cash and 252,616 shares of our commonkstdhe Company also incurred direct,
incremental expenses associated with the acquisifiapproximately $690,000, which are includethia table below in “purchase price in
excess of net tangible assets acquired” and “cagh”plotal cash paid of $12.2 million includes legmid for TJO and direct expenses
associated with the acquisition. The allocatiopuafchase price was as follows:

Estimated fair value of tangible assets acqu $ 2,856,48!
Estimated fair value of liabilities assum (4,410,21)
Purchase price in excess of net tangible assetsradi 14,704,47
Less fair value of stock issu (960,170
Cash paic 12,190,56
Less cash acquire (97,099
Net cash paid for acquisition, including exper $12,093,47
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2. BUSINESS COMBINATION (continued)

The purchase price in excess of the net tangilsletasicquired was allocated as follows:

Goodwill $10,829,47
Customer related intangibles (estimated life oheigears’ 3,575,001
Non-compete agreement (estimated life of four ye 300,00(

The results of operations for TJO have been indudehe Company’s statement of income beginningdd 3, 2007.

The following unaudited combined results of openadifor the year ended December 31, 2007 givetdfiebe operations of TJO as if the
acquisition had occurred as of January 1, 2007s& l@audited combined results of operations inchedin adjustments arising from the
acquisition such as adjustments for TIO sharehali®mpensation, amortization of intangible asséitsiimation of acquisition costs incurred
TJO, and the elimination of interest income asgediavith cash paid for TJO by the Company. Thefprma combined results of operations
not purport to represent what the Company’s residltperations would have been had such transactiofact occurred at the beginning of the
period presented or to project the Company’s regifloperations in any future period.

Revenues, ne $46,499,40
Net income $ 4,366,94
Net income per shar

Basic $ 0.2C
Diluted $ 0.1¢

3. SHAREHOLDERS' EQUITY
Common Stock

The Company is authorized to issue up to 75 milfibares of common stock. The number of common shssaed and outstanding as of
December 31, 2009 and 2008 was 21,623,350 and 2058 respectively. During September 2007, our@oé Directors authorized the
Company to purchase up to $3.0 million of its comrstock over a one year period. During 2008, weptetad the stock repurchase plan
resulting in a cumulative total of 1,119,900 shareschased at an average price of $2.68 per share.

Preferred Stock

The Company is authorized to issue up to 10 milfibares of preferred stock in one or more serggng the relative voting powers,
designations, preferences, rights and qualificatitimitations or restrictions, and other termshesBoard of Directors may fix in providing for
the issuance of such series, without any vote tioraof the shareholders. During 2000, all outstagdhares of preferred stock were converted
into common stock in connection with our initialighic offering (IPO). There have been no sharesrefgured stock outstanding since our IPO.

Warrants

In connection with a distribution agreement we esdento during 1999, we provided a business paktith a warrant to purchase 245,032
shares of our common stock at $4.06 per sharewBheant expired in June 2009, and no portion ofstieek warrant was exercised.
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4. NET INCOME PER SHARE

The following table sets forth the computation asie and diluted net income per share:

Year Ended December 31,

2009 2008 2007
Numerator:

Net income $13,972,24 $ 2,854,79 $ 4,087,20
Denominator

Weightec-average shares outstandi

Basic 21,457,41 21,707,36. 21,998,84

Employee stock options and escrowed sh 380,621 496,95( 702,15

Diluted 21,838,04 22,204,31 22,700,99
Net income per shar

Basic $ 0.6f $ 0.1: $ 0.1¢

Diluted $ 0.64 $ 0.12 $ 0.1¢

For the years ended December 31, 2009, 2008, &0 #te calculation of weighted average and egeitahares excluded options and
warrants that were anti-dilutive. The equivalentoaon shares related to such options and warrams 478,664 in 2009, 1,913,082 in 2008,
and 1,915,641 in 2007.

5. GOODWILL

Goodwill is tested for impairment at least annualéyng a fair value method. The Company tests gdbfiwimpairment using both income
and market based models. The technique used tordeeethe fair value of our reporting units is géme to estimates and assumptions
associated with cash flow from operations andritsvth, discount rates, and reporting unit termiredles. If these estimates or their related
assumptions change in the future, we may be redjtireecord additional impairment charges, whichld@dversely impact our operating
results for the period in which such a determimattomade. The Company performs its annual impaitreealuation of goodwill during the
fourth quarter of each year and as changes in éxtsircumstances indicate impairment exists. myute annual impairment evaluation in
fourth quarter of 2009 and 2008, the results ofgnaodwill impairment analysis indicated the faitueof our reporting units exceeded their
carrying values. Therefore no impairment existeDetember 31, 2009 and 2008.

Goodwill for HealthStream Learning totaled $3,3@& &t December 31, 2009 and 2008, and goodwilHEalthStream Research totaled
$17,840,176 at December 31, 2009 and 2008. There meechanges in the carrying amount of goodwitirduthe years ended December 31,
2009 and 2008. On January 1, 2002, upon the adoptiBASB guidance for goodwill and other intangilblssets, we recorded a $5.0 million
goodwill impairment charge for HealthStream Leagnin
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6. INTANGIBLE ASSETS

All intangible assets are considered to have fingeful lives. Customer related intangible assetlide contract rights, customer lists, and
customer relationships associated with our acgoisitof DMR and TJO. Other intangible assets inelndneompetition agreements associt
with the same acquired entities. The intangiblesbaing amortized over their estimated useful |ivasging from one to eight years.
Amortization of intangible assets was approximad47,000, $967,000, and $926,000, for the yeadsaddecember 31, 2009, 2008 and
2007, respectively.

Identifiable intangible assets are comprised offttlewing:

As of December 31, 2009 As of December 31, 2008
Accumulated Accumulated
Gross Amount Amortization Net Gross Amount Amortization Net
Customer relate $ 9,915,00! $(6,213,97) $3,701,021 $ 9,915,00! $(5,342,09) $4,572,90.
Other 972,14 (882,22) 89,92( 972,14 (807,227 164,92(
Total $10,887,14 $(7,096,19) $3,790,941 $10,887,14 $(6,149,32) $4,737,82.

Estimated amortization expense for the years endegember 31, is as follows:

2010 $ 946,87!
2011 886,79
2012 871,87!
2013 549,63:
2014 446,87"
Thereaftel 88,89¢

Total $3,790,941

7. CONTENT RIGHTS AND DEFERRED SERVICE CREDITS

During 2009, the Company entered into a renewaegent with a customer in which we were providedtiooed rights to distribute and res
courseware owned by them. In exchange for thepeogian exclusive license to distribute and rededl courseware, the Company provided
the customer with service credits that can be engda for future purchases of our products and sesviThe value assigned to the content
rights and the deferred service credits was $6@5 @bich represented the estimated fair value efa$sets relinquished. The content rights are
classified within prepaid development fees and o#issets, and the deferred service credits arsifidabwithin accrued liabilities on our
condensed consolidated balance sheet as of Dec&hp2009.

These exchangeable service credits will be issnadally through December 31, 2011, and will expiventy-four months after issuance. Any
unused credits will be forfeited upon expirationuridg the year ended December 31, 2009, we issxedthageable service credits of $465,000
in accordance with this agreement, and are oblijatéssue remaining service credits of $100,000ypar in both 2010 and 2011. The content
rights are being amortized on a straight-line basisugh December 31, 2012. Revenues for productsreices provided in exchange for these
service credits will be recognized in accordandd wur revenue recognition policies.
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8. BUSINESS SEGMENTS

The Company provides services to healthcare orgtairs, pharmaceutical and medical device compaaiesother members within the
healthcare industry. These services are primavitysed on the delivery of education and trainirgdpcts and services (HealthStream
Learning), as well as survey and research seryitealthStream Research). HealthStream Learningustedind services include our Internet-
based HealthStream Learning Cerfteauthoring tools, courseware subscriptions, onliaming and content development, online salesitig
courses, live events, HospitalDirécand other products focused on education and tiimirserve professionals that work within healtbcar
organizations.

The following is our business segment informatieroband for the years ended December 31, 2008 @06 2007. The Company measures
segment performance based on operating income fedsre income taxes and prior to the allocatiboestain corporate overhead expenses,
interest income, interest expense, and depreciakioa Unallocated component below includes corgdiatctions, such as accounting, human
resources, legal, investor relations, administeatand executive personnel, as well as deprecjaiportion of amortization, and certain other
expenses, which are not currently allocated in omé@g segment performance.

Year ended December 31, 2009

Learning Research Unallocated Consolidated

Revenues, ne $38,153,92 $19,244,30 $ — $57,398,23
Cost of revenues (excluding depreciation and awaditin) 11,945,93 9,397,52 — 21,343,45
Product developmel 5,231,41l 1,053,89! — 6,285,30!
Sales and marketir 7,318,20! 3,324,58! 287,43¢ 10,930,23
Other general and administrati 1,784,12. 1,862,43 4,930,93 8,577,48
Depreciation and amortizatic 1,832,54. 982,63t 2,324,29 5,139,47!
Segment income (loss) from operatic $10,041,71 $ 2,623,23 $(7,542,67) $ 5,122,27
*Segment asse $18,185,46 $26,209,87 $26,606,94 $71,002,28
Purchases of property and equipm $ 1,131,64. $ 168,05 $ 487,60( $ 1,787,29
Payments associated with capitalized software fea&nohancemen $ 783,78t $ 498,96: $ — $ 1,282,75I

Year ended December 31, 2008

Learning Research Unallocated Consolidated

Revenues, ne $32,831,64 $18,767,90 $ — $51,599,54
Cost of revenues (excluding depreciation and ametitin) 10,616,57 9,036,87 — 19,653,45
Product developmel 4,634,66. 1,035,29I — 5,669,95.
Sales and marketir 7,087,09. 3,522,92 210,04( 10,820,06
Other general and administrati 1,617,43. 1,889,97. 4,644,88! 8,152,29.
Depreciation and amortizatic 1,714,11! 1,002,52' 2,105,62. 4,822,26!
Segment income (loss) from operati $ 7,161,75 $ 2,280,31 $(6,960,56) $ 2,481,51
*Segment asse $16,027,45 $27,018,00 $9,751,43 $52,796,88
Purchases of property and equipm $ 594,81t $ 118,32¢ $ 425,45 $ 1,138,59
Payments associated with capitalized software featohancemen $ 513,54 $ 466,89 $ — $ 980,43
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8. BUSINESS SEGMENTS (continued)

Year ended December 31, 2007

Learning Research Unallocated Consolidated

Revenues, n¢ $27,461,50 $16,487,75 $ — $43,949,26
Cost of revenues (excluding depreciation and awaditin) 9,272,55! 6,889,94 — 16,162,50
Product developmel 3,668,65. 515,60! 123,48: 4,307,73!
Sales and marketir 6,362,10! 2,735,56! 114,73: 9,212,40!
Other general and administrati 1,095,21 2,364,93 4,387,90. 7,848,05!
Depreciation and amortizatic 1,627,56. 926,39: 1,949,22. 4,503,18!
Segment income (loss) from operatic $ 5,435,40 $ 3,055,31. $(6,575,34) $ 1,915,37
*Segment asse $17,270,54 $26,284,09 $ 9,806,82 $53,361,45
Purchases of property and equipm $ 807,45( $ 46,70 $ 410,41 $ 1,264,56!
Payments associated with capitalized software fea&nohancemen $ 2,460,25. $ 106,18 $ — $ 2,566,43

* Segment assets include restricted cash, accouthtsramilled receivables, prepaid and other curreséss, other assets, capitali.
software feature enhancements, certain propertyegogment, and intangible assets. Cash and castaéents are not allocated to
individual segments, and are included within Urzdked. A significant portion of property and equ@rhassets are included within
Unallocated

9. INCOME TAXES

The (benefit) provision for income taxes is comgdi®f:

Year Ended December 31,

2009 2008 2007
Current federa $ 116,40: $ 19,45( $ 44,36¢
Current statt 109,95! 54,92¢ —
Deferred federe (8,134,54) (335,94 (1,780,40)
Deferred stat: (957,009 (39,529 (209,459
(Benefit) provision for income taxe $(8,865,19) $(301,08Y) $(1,945,49))

The (benefit) provision for income taxes differsrfr the amounts computed by applying the federaltste rate of 34% to the income before
income taxes as follows:

Year Ended December 31,

2009 2008 2007
Federal tax provision at the statutory r $ 1,736,25 $ 868,36( $ 728,17t
State income tax provision, net of federal ber 202,22: 135,88: 113,08:
Difference related to warran — — 943,01¢
Other 229,48: 335,64 197,98¢
Decrease in valuation allowan (11,033,15) (1,640,97) (3,927,760
(Benefit) provision for income taxt $ (8,865,19) $ (301,08)  $(1,945,49)

As of December 31, 2009, the Company concludedstitastantially all of its deferred tax assets wautare likely than not be realized. The
recognition of these assets was recorded in otersents of income as a deferred income tax beok$9,091,548, $375,467, and $1,989,862
for the years ended December 31, 2009, 2008, adid, 28spectively. At December 31, 2009, a valuagitmwance of $1,093,699 exists for the
remaining portion of deferred tax assets, whichcaraprised of the portion of our net operating loasyforwards attributable to the exercises
of stock options. Any future reductions of the \alan allowance associated with this deferred ssetwould be recognized as an increase to
common stock.
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9. INCOME TAXES (continued)

As of December 31, 2009, the Company had fededhktate net operating loss carryforwards of $32886and $25,997,138, respectively.
These loss carryforwards will expire in years 2€irdugh 2024. As of December 31, 2009, $2,878,¥3beonet operating loss carryforwards

is attributable to the exercise of stock optioms] d realized, the tax benefit will be recordedaasincrease to common stock. The net operating
loss carryforwards are subject to annual limitagiander Internal Revenue Code Section 382. Theahtimitations could result in the

expiration of a portion of our net operating lossl gax credit carryforwards before they are fulljized.

The Company has research and development tax cegdyforwards of $285,787 that expire in varyimyaants through 2024. As of Decem

31, 2009, the Company has alternative minimum tegitcarryforwards of $215,057 that are availdbleffset future regular tax liabilities al
they do not expire. Federal income tax paymen£96{000, $5,300, and $43,000, were made duringehes ended December 31, 2009, 2008,
and 2007, respectively. State income tax paymes®835, $41,560, and $-0- were made during gas/ended December 31, 2009, 2008,
and 2007, respectively.

As of December 31, 2009 and 2008, the Company’saaated balance sheets did not reflect a lighiiit uncertain tax positions, nor any
accrued penalties or interest associated with irctax uncertainties. The Company is subject toriretaxation at the federal and various state
levels. The Company is subject to U.S. federakteaminations for tax years through 2009, subjethécstatute of limitations. The Company
has no income tax examinations in process.

Deferred federal and state income taxes reflechétiéax effects of temporary differences betwéenciarrying amounts of assets and liabilities
for financial reporting purposes and the amounésider income tax purposes. Significant componehtieferred tax assets are as follows:

December 31
2009 2008

Current deferred tax asse
Allowance for doubtful accoun $ 53,41 $ 40,48¢

Accrued liabilities 707,05( 388,33

Net operating loss carryforwar 2,320,19. 1,171,08

3,080,65! 1,599,90!

Less: Valuation allowanc (250,179 (1,242,91)

Net Current deferred tax ass $ 2,830,47 $ 356,98
Noncurrent deferred tax asse

Depreciatior $ 301,38 % 30,38

Deductible goodwil — 72,431

Difference related to warran — 284,37(

Research and development cre 285,78’ 285,78

Stock based compensati 154,43( 158,92:

Alternative minimum tax credit 215,05 104,14

Net operating loss carryforwar 9,721,83. 13,071,55

10,678,49 14,007,60

Less: Valuation allowanc (843,52() (10,883,93)

Net Noncurrent deferred tax ass $ 9,834,97! $ 3,123,66!
Noncurrent deferred tax liabilitie

Deductible goodwil $ 291,568 $ —

Nondeductible intangible ass¢ 917,01( 1,115,32.

Total Noncurrent deferred tax liabiliti $ 1,208,57! $ 1,115,32

Net Noncurrent deferred tax as $ 8,626,40! $ 2,008,34.
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10. STOCK BASED COMPENSATION

Total stock based compensation expense recordedefgrears ended December 31, 2009, 2008, and 200Gh is recorded in our statements
of income, is as follows:

Years Ended December 31,

2009 2008 2007
Cost of revenues (excluding depreciation and amatitin) $ 22,72 $ 45,47¢ $ 48,50
Product developmel 113,32 157,96¢ 150,19:
Sales and marketir 199,52¢ 199,83 171,40(
Other general and administrati 324,94° 368,28 372,25(
Total stock based compensation expe $660,52: $771,56( $742,34«

Stock Option Plan

The Company’s 2000 Stock Incentive Plan (the Pédaforizes the grant of options or other formstoé€ls based compensation to employees,
officers, directors and others, and such grants tmispproved by the Compensation Committee oBtiead of Directors. Options granted
under the Plan have terms of no more than ten ye@tscertain restrictions. The Plan allows ther@ensation Committee of the Board of
Directors to determine the vesting period of eaeiny The vesting period of the options grantedjesrfrom immediate vesting (generally
associated with our board of directoogtions) to annual vesting over four years, begigrine year after the grant date (generally forleyge
and officer options). As of December 31, 2009, 2,387 shares of unissued common stock remainedvegséor future grants under the Plan,
although the Plan expires in April 2010. The Compisrsubmitting a new Stock Incentive Plan to shalgers as part of its 2010 proxy
solicitation. The Company issues new shares of comstock when options are exercised.

The weighted average fair value of options gramtad estimated using the Black-Scholes method. &hges of assumptions used for these
estimates include:

2009 2008 2007
Risk-free interest rat 1.73—3.22% 2.63— 3.5¢% 4.45— 4.8(%
Expected dividend yiel 0.C% 0.C% 0.C%
Expected life (in years 5t0 7 5to ¢ 5to ¢
Expected forfeiture rat 0-20% 0-20% 0-30%
Volatility 60% 65% 75%

Risk-free interest rates based on the U.S. Treasury rate in effect atithe of the option grant having a term equivaterthe expected life of
the option.

Expected dividend yiel® zero because the Company has not made any divjgyments in its history and does not plan togiaiglends in
the foreseeable future.

Expected lifeis the period of time the option is expected toadgnoutstanding, and is based on historical expeeeThe contractual option life
ranges from eight to ten years. We estimate thecetrp life of options granted to members of manageno be five years and seven to eight
years for directors

Expected forfeiture ratis the estimated percentage of options grantedatieahot expected to become fully vested. Thisreg# is based on
historical experience, and will be adjusted as seag to match the actual forfeiture experience.

Volatility is the measure of the amount by which the priepsected to fluctuate. We estimate volatility bagedhe actual historical volatility
of our common stock, and we believe future volgtiiill be similar to our historical volatility exgrience based on our measurements.

We amortize the fair value of all stock based awaneét of estimated forfeitures, on a straight-tiasis over the requisite service period, which
generally is the vesting period.
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10. STOCK BASED COMPENSATION (continued)

A progression of activity and various other infotiog relative to stock options for the year endest@mber 31, 2009 is presented in the table
below.

Weighted-
Common Average Aggregate

Shares Exercise Price Intrinsic Value
Outstandinc— beginning of perioc 2,426,79! $ 2.8t
Granted 289,00( 215
Exercisec (241,29Y) 1.7¢
Expired (3,750 1.24
Forfeited (5,000 2.8E
Outstandinc— end of perioc 2,465,75! $ 2.87 $ 6,735,14.
Exercisable at end of peric 1,558,07! $ 2.9C $ 4,178,88

The aggregate intrinsic value in the table abopeasents the total difference between the Comgaeigsing stock price on December 31, 2
(the last trading day of the year) of $3.95 anddpigon exercise price, multiplied by the numbemathe-money options as of December 31,
2009. As of December 31, 2009, total unrecognizedpensation expense related to non-vested stoadngpias $913,492, net of estimated
forfeitures, with a weighted average expense reitiogmperiod of 1.95 years. The weighted averageaiaing contractual term of options
outstanding at December 31, 2009 was 4.5 yearso@pexercisable at December 31, 2009 have a veglghterage remaining contractual t
of 3.5 years.

Other information relative to option activity dugithe years ended December 31, 2009, 2008, andi2@@7ollows:

Year Ended December 31

2009 2008 2007
Weighted average grant date fair value of stociooptgrantec $ 1.17 $ 1.6¢ $ 2.4¢€
Total fair value of stock options vest $531,10:¢ $629,52¢ $682,08:¢
Total intrinsic value of stock options exercis $547,62¢ $ 61,617 $144,82¢
Cash proceeds from exercise of stock opt $425,35¢ $210,92¢ $248,51

Employee Stock Purchase Plan

On February 9, 2009, the Company terminated thel&map Stock Purchase Plan (Purchase Plan) andiskeregl the unsold and unissued
shares remaining in the Purchase Plan. No shanmespmechased under the plan during 2009. During288,108 shares were purchased under
the plan at $2.46 per share. The Company recograizeduction of stock based compensation expen$&7@#f50 during the year ended
December 31, 2009 associated with the terminatidtheoPurchase Plan. During the year ended Dece&he2008, the Company recognized
$24,855 of stock based compensation expense fdtutehase Plan.

11. EMPLOYEE BENEFIT PLAN
401(k) Plan

The Company has a definedntribution employee benefit plan (401(k) Plargarporating provisions of Section 401(k) of theshmial Revent
Code. Employees must have attained the age of @have completed thirty days of service to be kl@to participate in the 401(k) Plan.
Under the provisions of the 401(k) Plan, a plan femmay make contributions, on a tax-deferred basisto exceed 20% of compensation,
subject to IRS limitations. The Company has novjgted matching contributions through December DR
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12. DEBT
At December 31, 2009 and 2008, the Company hatbtlesving debt outstanding:

December 31,

2009 2008
Promissory Nott $ 306,94: $1,031,03
Less current portio (306,94.) (724,09))
Long-term debt (net of current portio $ -0- $ 306,94:

Promissory Note

During 2007, the Company financed the purchas@pfaimately $2.1 million in multi-year softwaredinses. As a result of this transaction,
the Company entered into a promissory note loaeeagent which is scheduled to be repaid in 36 paysrdre on a monthly basis beginning
July 1, 2007. The promissory note bears intereahatnnual rate of 2.32%, and is unsecured. Thep@oynmay not prepay the loan without
consent from the lender, and if a prepayment reqaeganted by the lender, a prepayment fee magsbessed. As of December 31, 2009, the
amount outstanding under this loan agreement waé,$32.

Principal payments for the remaining debt outstagdis of December 31, 2009 are scheduled to bedpaiiag 2010.

Revolving Credit Facility

The Company maintains a Loan Agreement (the “ReénglCredit Facility”) with SunTrust Bank (“SunTrusin the aggregate principal
amount of $15.0 million, which matures on July 2@11. The obligations under the revolving crediilfty are guaranteed by each of the
Company’s subsidiaries. The Company’s borrowingseuithe revolving credit facility bear interestla 30Day LIBOR Rate plus a margin
either 190 or 220 basis points determined in a@wrd with a pricing grid, but has a minimum intéerage of not less than three percent.
Principal is payable in full on the maturity datdhe Company is required to pay a commitment fe2sdhasis points per annum of the average
daily unused portion of the revolving credit fatgili

The purpose of the revolving credit facility is fpeneral working capital needs, permitted acqoisgi(as defined in the Loan Agreement), and
for stock repurchase and/or redemption transactiwaitsthe Company may authorize.

The revolving credit facility contains certain coagts that, among other things, restrict additiaméébtedness, liens and encumbrances,
changes to the character of the Company’s busiaegsisitions, asset dispositions, mergers andatioiasions, sale or discount of receivables,
creation or acquisitions of additional subsidigreasd other matters customarily restricted in sagteements.

In addition, the revolving credit facility requirése Company to meet certain financial tests, iiclg, without limitation:

« amaximum total leverage ratio (consolidated debiolidated EBITDA) of 2.0 to 1.(

« funded debt to total capitalization may not excéeo; anc

e tangible net worth may not be less than $:
As of December 31, 2009, the Company believes stiwaompliance with all covenants. There were alafices outstanding on the revolving
credit facility as of December 31, 2009.
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13. LEASES

As of December 31, 2009, the Company leased officéities in Nashville, TN, Laurel, MD, and Frakl TN, under agreements that expire
before or during June 2012. Some lease agreememtigiic provisions for escalating rent payments tierinitial terms of the lease. The
Company accounts for these leases by recognizimtges@ense on a straight-line basis and adjustiagleferred rent expense liability for the
difference between the straigiitte rent expense and the amount of rent paid.dd¢rapany also leases certain office equipment uogerating
leases. Total rent expense under all operating$eass approximately $1,467,000, $1,502,000, aptil$1000, for the years ended
December 31, 2009, 2008, and 2007, respectively.dampany also leases office equipment from théndigs which are accounted for as
capital leases.

Future rental payment commitments at December @19 2nder capital and non-cancelable operatingteasith initial terms of one year or
more, are as follows:

Capital Lease! Operating Lease:
2010 $ 9,632 % 882,18!
2011 4,49¢ 582,72:
2012 — 124,27
2013 — —
2014 — —
Total minimum lease paymer 14,12¢ $ 1,589,18
Less amounts representing intel (867)
Present value of minimum lease payments (inclu@®@O05 classified as curret $ 13,26]

The carrying value of assets under capital leagkigh are included with owned assets in the accaryipg consolidated balance sheets, was
$7,500 and $24,250 at December 31, 2009 and 268pectively. Amortization of the assets under #jgtal leases is included in depreciation
expense on the accompanying consolidated staterokimsome.

14. LITIGATION

In the ordinary course of business, the Compaffipia time to time involved in various pending legations. The litigation process is
inherently uncertain and it is possible that theohation of such matters might have a material esbseffect upon the financial condition and /
or results of operations of the Company. Howevethe opinion of the Company’s management, mattenently pending or threatened
against the Company are not expected to have aiala@dverse effect on the financial position asults of operations of the Company.

15. SUBSEQUENT EVENTS

On February 23, 2010, our Board of Directors auttear us to purchase up to $4,000,000 of our comshaek over a one year period.
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Item 9. Changes in and Disagreements with Accountants orcéunting and Financial Disclosure

None.

Item 9A(T). Controls and Procedures
Evaluation of Disclosure Controls and Procedures

HealthStream'’s chief executive officer and printijy@ancial officer have reviewed and evaluated ¢ffectiveness of the Compamsydisclosur
controls and procedures (as defined in Rules 18a}Hnd 15d-15(e) promulgated under the Secuitiehange Act of 1934 (the “Exchange
Act”)) as of December 31, 2009. Based on that etadn, the chief executive officer and principaldcial officer have concluded that
HealthStream'’s disclosure controls and procedurse wifective to ensure that the information reegito be disclosed by the Company in the
reports the Company files or submits under the BRgk Act is recorded, processed, summarized amdteelwithin the time periods specified
in the Securities and Exchange Commission’s rutelsfarms, and the information required to be disetbin the reports the Company files or
submits under the Exchange Act was accumulate¢aminunicated to the Company’s management, incluigéngrincipal executive and
principal financial officer, or persons performisignilar functions, as appropriate to allow timebctsions regarding required disclosure.

Management’s Report On Internal Control Over Finandal Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@gorting as defined in Rules 13a-15(f)
and 15d-15(f) under the Exchange Act, and for aiisgshe effectiveness of internal control oveafinial reporting. The Company’s internal
control over financial reporting is designed topde reasonable assurance regarding the reliabilifynancial reporting and the preparation of
financial statements for external purposes in ataece with GAAP. The Company'’s internal control ofieancial reporting includes those
policies and procedures that: (1) pertain to thenteaance of records that, in reasonable detaiyrately and fairly reflect the transactions and
dispositions of the assets of the Company; (2) ideweasonable assurance that transactions aneleecas necessary to permit preparation of
financial statements in accordance with GAAP, drad teceipts and expenditures of the Company ang lmeade only in accordance with
authorizations of management and directors of ti@any; and (3) provide reasonable assurance iieggptevention or timely detection of
unauthorized acquisition, use, or disposition ef @ompany’s assets that could have a materialteffethe financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of any
evaluation of effectiveness to future periods agjext to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pdates may deteriorate.

Management assessed the effectiveness of the Cgtapaternal control over financial reporting asl@écember 31, 2009. In making this
assessment, management used the criteria sebfpttie Committee of Sponsoring Organizations offtteadway Commission (COSO) in
Internal Control-Integrated Framework. Managemeassessment included an evaluation of the desigarahternal control over financial
reporting and testing of the operational effectegnof our internal control over financial repagtiManagement believes that, as of
December 31, 2009, the Company’s internal contvel dinancial reporting was effective based on ¢hosteria.

This annual report does not include an attestagiport of the Company’s registered public accounfirm regarding internal control over
financial reporting. Management’s report was ndjsct to attestation by the Company’s registerdadipwaccounting firm pursuant to
temporary rules of the Securities and Exchange Cigsion that permit the Company to provide only nggmaents report in this annual repc
Changes in Internal Control Over Financial Reporting

There were no changes in HealthStream’s internatrabover financial reporting that occurred durihg fourth quarter of 2009 that have
materially affected, or that are reasonably likelynaterially affect, HealthStream’s internal cohtiver financial reporting.

Item 9B. Other Information

None.
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PART Il

Item 10. Directors, Executive Officers and Corporate Governze

Information as to directors of the Company and ctafe governance is incorporated by reference framnformation contained in our proxy
statement for the 2010 Annual Meeting of Sharehsltlgat we will file with the Securities and ExclganCommission within 120 days of the

end of the fiscal year to which this report relatesrsuant to General Instruction G(3), certainimfation concerning executive officers of the
Company is included in Part | of this Form 10-Kdenthe caption “Executive Officers of the Registra

Item 11. Executive Compensation

Incorporated by reference from the information e@med in our proxy statement for the 2010 AnnuakMwey of Shareholders that we will file
with the Securities and Exchange Commission witf#f days of the end of the fiscal year to whick teport relates.

Item 12. Security Ownership of Certain Beneficial Owners ahnagement and Related Stockholder Matters

Incorporated by reference from the information e@me¢d in our proxy statement for the 2010 AnnuakMey of Shareholders that we will file
with the Securities and Exchange Commission witt#ifi days of the end of the fiscal year to whick teport relates.

Item 13. Certain Relationships and Related Transactions, abitector Independence

Incorporated by reference from the information e@me¢d in our proxy statement for the 2010 AnnuakMey of Shareholders that we will file
with the Securities and Exchange Commission witt#ifi days of the end of the fiscal year to whick teport relates.

Item 14. Principal Accounting Fees and Services

Incorporated by reference from the information e@med in our proxy statement for the 2010 AnnuakMey of Shareholders that we will file

with the Securities and Exchange Commission witf#@ days of the end of the fiscal year to whick teport relates.
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PART IV

Item 15. Exhibits, Financial Statement Schedules
(a2)(1) Financial Statemen
Reference is made to the financial statementsdeclun Item 8 to this Report on Form-K.
(a)(2) Financial Statement Schedu

All schedules are omitted because they are notagtydé or the required information is shown in @ensolidated Financial Statements
the notes theret

(a)(3) Exhibits

Number Description

21 Stock Purchase Agreement, dated as of March 28, 230and among HealthStream, Inc., Mel B. Thompswh Data
Management & Research, Ir

220 Stock Purchase Agreement, dated as of March 1Z,280and among HealthStream, Inc., The Jacksoartizgtion, Researc
Consultants, Inc., David Jackson and the Jacksamit@hle Remainder Tru

*3.1 Form of Fourth Amended and Restated Charter oftH8akam, Inc

*3.2 Form of Amended and Restated Bylaws of HealthStréam

*4.1 Form of certificate representing the common stockpar value per share, of HealthStream,

4.2 Reference is made to Exhibits 3.1 and

*4.3 Warrant to purchase common stock of HealthStream, Hated June 14, 1999, held by GE Medical Syst

*4.4 Common Stock Purchase Agreement between Healtm$ttea. and Healtheon/WebMD Corporati

*10.17 1994 Employee Stock Option Plan, effective as ofil4b, 1994

*10.2° 2000 Stock Incentive Plan, effective as of Apri| 2000

*10.3" Form of Indemnification Agreeme

*10.4" 3 Executive Employment Agreement, dated July 21, 208Bveen HealthStream, Inc. and Robert A. Fris

*10.5 Lease dated March 27, 1995, as amended June 6 ah@9September 22, 1998, between Cummins Stati@) bk landlord, and
NewOrder Media, Inc., as tene

*+10.6 Development and Distribution Agreement between th&iteam, Inc. and GE Medical Syste

*+10.7 Education Services Provider Agreement dated Octbp2001 between HealthStream, Inc. and HCA Infdionalechnology &
Services, Inc., as amend

~10.8@ Form of Director Stock Option Agreeme

~10.9@ Form of Employee and Executive Officer Stock Optigreemen

10.100) Loan Agreement dated July 21, 2006 between Hea#hBt, Inc. and SunTrust Ba

10.116 First Amendment to Loan Agreement dated Februarn2@67 between HealthStream, Inc. and SunTrust |

10.120 Second Amendment to Loan Agreement dated July @37 Between HealthStream, Inc. and SunTrust |

10.13®) Third Amendment to Loan Agreement dated July 1D920etween HealthStream, Inc. and SunTrust E

710.14 Summary of Director and Executive Officer Compeiuse

211 Subsidiaries of HealthStream, Ir

23.1 Consent of Independent Registered Public Accouriing

31.1 Certification of the Chief Executive Officer Purstido Section 302 of the Sarba-Oxley Act of 200z

31.2 Certification of the Chief Financial Officer Pursuido Section 302 of the Sarba-Oxley Act of 2002

32.1 Certification Pursuant to 18 U.S.C. Section 13%0Adopted Pursuant to Section 906 of the Sarl-Oxley Act of 200z
32.2 Certification Pursuant to 18 U.S.C. Section 13%0Adopted Pursuant to Section 906 of the Sarl-Oxley Act of 200z

+ Confidential treatment was received, with respeasdrtain portions of this document. Such portimese omitted and filed separatt



@)
@)
©)
4)
©)
(6)
@)
®)

with the Securities and Exchange Commiss

Incorporated by reference to Regist’s Registration Statement on For-1, as amended (Reg. No. -88939).
Management contract or compensatory plan or arraaget

Incorporated by reference from exhibit filed on @urrent Report on Formr-K, dated March 29, 200!
Incorporated by reference from exhibit filed on @urrent Report on Formr-K, dated March 12, 200
Incorporated by reference from exhibit filed on @urrent Report on Form-K, dated July 25, 200!
Incorporated by reference from exhibit filed on dumual Report on Form -K, dated March 30, 200
Incorporated by reference from exhibit filed on @urrent Report on Form-K, dated July 25, 200t
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SIGNATURES
Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the Regidthas duly caused this report to be
signed on its behalf by the undersigned, thereduolp authorized on this 25th day of March, 2010.
HEALTHSTREAM, INC.

By: /s/ ROBERTA. FRIST, \R.
Robert A. Frist, Jr.
Chief Executive Office

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bydtowing persons on behalf of the
registrant and in the capacities and on the datisated:

Signature Title(s) Date
/s/ ROBERT A. FRIST, (R. President, Chief Executive Officer a March 25, 201(
Robert A. Frist, Jr Chairman (Principal Executive Office

/s/ GERARD M. HAYDEN, (R. Chief Financial Officer and Senior Vice Presid  March 25, 201(
Gerard M. Hayden, J (Principal Financial and Accounting Officer)

/s/ JaMES DANIELL Director March 25, 201(
James Danie

/s/ THoMPSONDENT Director March 25, 2010

Thompson Den

/s/ FRANK GORDON Director March 25, 201(
Frank Gordor

/s/ EFFREY L. MCLAREN Director March 25, 2010
Jeffrey L. McLarer

/s/ DALE PoLLEY Director March 25, 201(
Dale Polley

/s/ LINDA REBROVICK Director March 25, 2010

Linda Rebrovick

/s/ MICHAEL SHMERLING Director March 25, 201(
Michael Shmerlinc

/s/WILLIAM STEAD Director March 25, 201(
William Stead
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21@ Stock Purchase Agreement, dated as of March 2&,280and among HealthStream, Inc., Mel B. Thompemwh Data
Management & Research, Ir

2.2 Stock Purchase Agreement, dated as of March 17, 280and among HealthStream, Inc., The Jacksoar@zgtion, Researc
Consultants, Inc., David Jackson and the Jacksamit@hle Remainder Tru

*3.1 Form of Fourth Amended and Restated Charter oftH8akam, Inc

*3.2 Form of Amended and Restated Bylaws of HealthStréam

*4.1 Form of certificate representing the common stackpar value per share, of HealthStream,

4.2 Reference is made to Exhibits 3.1 and

*4.3 Warrant to purchase common stock of HealthStream, tdated June 14, 1999, held by GE Medical Syst

*4.4 Common Stock Purchase Agreement between Healtm$ttea. and Healtheon/WebMD Corporati

*10.17 1994 Employee Stock Option Plan, effective as ofil&®b, 1994

*10.2" 2000 Stock Incentive Plan, effective as of Apri|] 2000

*10.3" Form of Indemnification Agreeme

*10.47 () Executive Employment Agreement, dated July 21, 26@Bveen HealthStream, Inc. and Robert A. Fris

*10.5 Lease dated March 27, 1995, as amended June 6ab@9Geptember 22, 1998, between Cummins Stati@) bk landlord, and
NewOrder Media, Inc., as tene

*+10.6 Development and Distribution Agreement between th&iteam, Inc. and GE Medical Syste

*+10.7 Education Services Provider Agreement dated Octbp2®01 between HealthStream, Inc. and HCA Infeionalechnology &
Systems, Inc., as amend

£10.8@ Form of Director Stock Option Agreeme
210.9@ Form of Employee and Executive Officer Stock Optikgreemen
10.10) Loan Agreement dated July 21, 2006 between Hea#hBt, Inc. and SunTrust Ba

10.116 First Amendment to Loan Agreement dated Februar®@67 between HealthStream, Inc. and SunTrust |

10.12M Second Amendment to Loan Agreement dated July 37 Between HealthStream, Inc. and SunTrust |

10.13® Third Amendment to Loan Agreement dated July 1D92etween HealthStream, Inc. and SunTrust E

710.14 Summary of Director and Executive Officer Compeiuse

211 Subsidiaries of HealthStream, Ir

23.1 Consent of Independent Registered Public Accouriing

311 Certification of the Chief Executive Officer Purstiao Section 302 of the Sarba-Oxley Act of 2002

31.2 Certification of the Chief Financial Officer Pursudo Section 302 of the Sarba-Oxley Act of 200z

32.1 Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarl-Oxley Act of 200z

32.2 Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarl-Oxley Act of 200z

+ Confidential treatment was received with respedeidain portions of this document. Such portioeseromitted and filed separatt
with the Securities and Exchange Commiss

* Incorporated by reference to Regist’s Registration Statement on For-1, as amended (Reg. No. -88939).

A Management contract or compensatory plan or arraagt

Q) Incorporated by reference from exhibit filed on @urrent Report on Formr-K, dated March 29, 200!
(2) Incorporated by reference from exhibit filed on @urrent Report on Formr-K, dated March 12, 200°
3) Incorporated by reference from exhibit filed on @urrent Report on Form-K, dated July 25, 200!

4) Incorporated by reference from exhibit filed on dumual Report on Form -K, dated March 30, 200°
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(8)

Incorporated by reference from exhibit filed on @urrent Report on Forn-K, dated July 25, 200t
Incorporated by reference from exhibit filed on @urrent Report on Forn-K, dated February 20, 200
Incorporated by reference from exhibit filed on @urrent Report on Form-K, dated July 24, 200°
Incorporated by reference from exhibit filed on @urrent Report on Form-K, dated July 17, 200!



EXHIBIT 10.14

HealthStream, Inc. (the “Company”)
Summary of Director and Executive Officer Compensdbn

I. Director Compensation. Directors who are employees of the Company daetstive additional compensation for serving asatars of the
Company. The following table sets forth currenésadf cash compensation for the Company’s non-eyapldirectors.

Retainers and Fee: 2010

Annual Retainer fe $ 2,00(
Board meeting fe $ 1,00(
Committee chair meeting f $ 1,00(
Committee member meeting f $ 50C

In addition to the cash compensation set fabtbve, each non-employee director receives a sordionary annual grant of a non-qualified
option for the purchase of 10,000 shares of the gzmy's common stock. The option is granted in catioe with our Annual Meeting of
Shareholders, vests over a two year period, andmasercise price equal to the fair market vafui@® stock on the grant date.

Il. Executive Officer Compensation. The following table sets forth the current baslarses and the fiscal 2009 performance bonusesded
to our executive officers, including the individsalho the Company expects to be its Named ExecQtfieers for 2010.

Executive Officer Current Salary Fiscal 2009 Bonus Amour
Robert A. Frist, Jr $ 210,00( $ 73,50(
Arthur E. Newmar $ 210,00( $ 73,50(
J. Edward Pearsc $ 215,00( $ 75,25(
Kevin P. C'Hara $ 200,000 $ 70,00(
Gerard M. Hayden, J $ 205,00( $ 71,75(
Jeffrey S. Doste $ 205,00( $ 71,75(
Michael Sous: $ 185,00( $ -0-

[ll. Additional Information . The foregoing information is summary in naturedfional information regarding Director and Nant&xkcutive
Officer compensation will be contained in our prestgtement for the 2010 Annual Meeting of Sharedaidhat we will file with the Securities
and Exchange Commission within 120 days of theadrile fiscal year to which this report relates.



EXHIBIT 21.1

SUBSIDIARIES OF HEALTHSTREAM, INC.

State or Other Jurisdiction
Incorporation ol

Names Under Which We Do Busine Organizatior
Education Design, Inc Tennesse
Data Management & Research, | Tennesse
The Jackson Organization, Research Consultants Maryland
HealthStream Acquisition I, Ini Tennesse

HealthStream Acquisition 11, Inc Tennesse



EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference inRbgistration Statement (Form S-8 No. 333-3744@&ppeng to the (1) HealthStream, Inc.
1994 Employee Stock Option Plan; and (2) Healtl#®tdnc. 2000 Stock Incentive Plan; of our repated March 25, 2010, with respect to
the consolidated financial statements of Healtl#trenc. included in this Annual Report (Form 10f&) the year ended December 31, 2009.

/s/ Ernst & Young LLI

Nashville, Tennesse
March 25, 2010



EXHIBIT 31.1

CERTIFICATION

I, Robert A. Frist, Jr., certify that:
1. | have reviewed this annual report on Forn-K of HealthStream, Inc

2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or omététe a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statement$,odimer financial information included in this repdairly present in all materi:
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrant’s other certifying officer ahare responsible for establishing and maintaimisglosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateinal control over financial reporting (as defihin Exchange Act Rules 13a-15(f)
and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over financiglaiting, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargagdeang the reliability of financial reporting atfite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c¢) Evaluated the effectiveness of the registradisslosure controls and procedures and presentidsineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such evaluation;
and

d) Disclosed in this report any change in the teg’s internal control over financial reportirgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repog) tias materially affected, or is
reasonably likely to materially affect, the redgisit's internal control over financial reporting;dan

5. The registrar's other certifying officer and | have disclosedsdrhion our most recent evaluation of internal @miver financial reporting
to the registrar's auditors and the audit committee of the regit's board of directors (or persons performing theéwedent functions)

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

Date: March 25, 201( /s/ ROBERTA. FRIST, (R.
Robert A. Frist, Jr.
Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION

I, Gerard M. Hayden, Jr., certify that:
1. | have reviewed this annual report on Forr-K of HealthStream, Inc

2. Based on my knowledge, this report does niotado any untrue statement of a material fact oit torstate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ adimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrant’s other certifying officer andre responsible for establishing and maintaimisglosure controls and procedures (as definec
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f)
and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over financiglaming, or caused such internal control over foiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentidsineport our conclusions about
the effectiveness of the disclosure controls andguaures, as of the end of the period coveredibyéport based on such evaluation;
and

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regasti’'s internal control over financial reporting;dan

5. The registrang’ other certifying officer and | have disclosedsdxhon our most recent evaluation of internal @miver financial reporting
to the registrar’s auditors and the audit committee of the regit' s board of directors (or persons performing thewedent functions)

a) All significant deficiencies and material weagses in the design or operation of internal cortvel financial reporting which are
reasonably likely to adversely affect the regidtsaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

Date: March 25, 2010 /s/ GERARD M. HAYDEN, <(R.
Gerard M. Hayden, Jr
Chief Financial Officer




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of HealthStrednc. (the “Company”) on Form 10-K for the yeadeng December 31, 2009, as filed
with the Securities and Exchange Commission ortéte hereof (the “Report”), Robert A. Frist, Jhi€ Executive Officer of the Company
certifies, pursuant to 18 U.S.C. 81350, as adopteduant to 8906 of the Sarbanes-Oxley Act of 20,

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof1934; anc

(2) The information contained in the Report fairly gnets, in all material respects, the financial ctodiand results of operations of 1
Company.

/s/ ROBERT A. FRIST, (R.
Robert A. Frist, Jr.
Chief Executive Officer
March 25, 2010




EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of HealthStrednc. (the “Company”) on Form 10-K for the yeadeng December 31, 2009, as filed
with the Securities and Exchange Commission ort#te hereof (the “Report"fzerard M. Hayden, Jr., Chief Financial Officer lo& tCompan
certifies, pursuant to 18 U.S.C. § 1350, as adopteduant to 8906 of the Sarbanes-Oxley Act of 20t&:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof1934; anc

(2) The information contained in the Report fairly gnets, in all material respects, the financial ctodiand results of operations of 1
Company.

/s GERARD M. HAYDEN, <R.
Gerard M. Hayden, Ji
Chief Financial Officer
March 25, 2010




