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HOLLIS-EDEN PHARMACEUTICALS, INC.

4435 Eastgate Mall, Suite 400

San Diego, CA 92121

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

TO BE HELD ON JUNE 7, 2007

TO THE STOCKHOLDERS OF HOLLIS-EDEN PHARMACEUTICALS, INC.:

NOTICE IS HEREBY GIVEN that the Annual Meeting of Stockholders of HOLLIS-EDEN PHARMACEUTICALS, INC., a Delaware corporation (the
�Company�), will be held on Thursday, June 7, 2007 at 2:00 p.m. local time at the La Jolla Hilton, 10950 North Torrey Pines Road, La Jolla,
California 92037, for the following purposes:

1. To elect two Class I directors to hold office until the 2010 Annual Meeting of Stockholders.

2. To approve an increase to the total number of shares reserved for issuance under the Company�s 2005 Equity Incentive Plan.

3. To approve an increase to the total number of shares reserved for issuance under the Company�s 2005 Non-Employee Directors� Equity
Incentive Plan.

4. To ratify the selection by the audit committee of the board of directors of BDO Seidman, LLP as the independent registered public
accounting firm of the Company for its fiscal year ending December 31, 2007.

5. To transact such other business as may properly come before the meeting or any adjournment or postponement thereof.
The foregoing items of business are more fully described in the Proxy Statement accompanying this Notice.

The board of directors has fixed the close of business on April 13, 2007, as the record date for the determination of stockholders entitled to
notice of and to vote at this annual meeting and at any adjournment or postponement thereof.

By Order of the Board of Directors

RICHARD B. HOLLIS

Chairman of the Board, President and Chief

Executive Officer

San Diego, California

April 27, 2007

ALL STOCKHOLDERS ARE CORDIALLY INVITED TO ATTEND THE ANNUAL MEETING IN PERSON. WHETHER OR NOT
YOU EXPECT TO ATTEND THE ANNUAL MEETING, PLEASE COMPLETE, DATE, SIGN AND RETURN THE ENCLOSED
PROXY AS PROMPTLY AS POSSIBLE IN ORDER TO ENSURE YOUR REPRESENTATION AT THE ANNUAL MEETING. A
RETURN ENVELOPE (WHICH IS POSTAGE PREPAID IF MAILED IN THE UNITED STATES) IS ENCLOSED FOR THAT
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PURPOSE. EVEN IF YOU HAVE GIVEN YOUR PROXY, YOU MAY STILL VOTE IN PERSON IF YOU ATTEND THE ANNUAL
MEETING. PLEASE NOTE, HOWEVER, THAT IF YOUR SHARES ARE HELD OF RECORD BY A BROKER, BANK OR OTHER
NOMINEE AND YOU WISH TO VOTE AT THE ANNUAL MEETING, YOU MUST OBTAIN FROM THE RECORD HOLDER A
PROXY ISSUED IN YOUR NAME.
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HOLLIS-EDEN PHARMACEUTICALS, INC.

4435 Eastgate Mall, Suite 400

San Diego, CA 92121

PROXY STATEMENT

FOR THE 2007 ANNUAL MEETING OF STOCKHOLDERS

June 7, 2007

QUESTIONS AND ANSWERS ABOUT THIS PROXY MATERIAL AND VOTING

Why am I receiving these materials?

We sent you this proxy statement and the enclosed proxy card because the board of directors of Hollis-Eden Pharmaceuticals, Inc. (sometimes
referred to in this proxy statement as �we�, �us�, the �Company� or �Hollis-Eden�) is soliciting your proxy to vote at the 2007 annual meeting of
stockholders. You are invited to attend the annual meeting to vote on the proposals described in this proxy statement. However, you do not need
to attend the annual meeting to vote your shares. Instead, you may simply complete, sign and return the enclosed proxy card.

We intend to begin mailing this proxy statement and accompanying proxy card on or about May 4, 2007 to all stockholders of record entitled to
vote at the annual meeting.

Who can vote at the annual meeting?

Only stockholders of record at the close of business on April 13, 2007 will be entitled to vote at the annual meeting. On this record date, there
were 28,951,901 shares of our common stock outstanding and entitled to vote.

Stockholder of Record: Shares Registered in Your Name

If on April 13, 2007 your shares were registered directly in your name with our transfer agent, American Stock Transfer & Trust Company, then
you are a stockholder of record. As a stockholder of record, you may vote in person at the annual meeting or vote by proxy. Whether or not you
plan to attend the annual meeting, we urge you to fill out and return the enclosed proxy card to ensure your vote is counted.

Beneficial Owner: Shares Registered in the Name of a Broker or Bank

If on April 13, 2007 your shares were held in an account at a brokerage firm, bank, dealer, or other similar organization, then you are the
beneficial owner of shares held in �street name� and these proxy materials are being forwarded to you by that organization. The organization
holding your account is considered the stockholder of record for purposes of voting at the annual meeting. As a beneficial owner, you have the
right to direct your broker or other agent on how to vote the shares in your account. You are also invited to attend the annual meeting. However,
since you are not the stockholder of record, you may not vote your shares in person at the meeting unless you request and obtain a valid proxy
from your broker or other agent.

What am I voting on?

There are four matters scheduled for a vote:

� Election of two Class I directors to hold office until the 2010 annual meeting of stockholders;

� Approval of an increase to the total number of shares reserved for issuance under our 2005 Equity Incentive Plan;
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� Approval of an increase to the total number of shares reserved for issuance under our 2005 Directors� Equity Incentive Plan; and

� Ratification of the selection of BDO Seidman, LLP as our independent registered public accounting firm for the fiscal year ending
December 31, 2007.

1
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How do I vote?

You may either vote �For� all the nominees to our board of directors or you may �withhold� your vote for any nominee you specify. For each of the
other matters to be voted on, you may vote �For� or �Against� or abstain from voting. The procedures for voting are fairly simple:

Stockholder of Record: Shares Registered in Your Name

If you are a stockholder of record, you may vote in person at the annual meeting or vote by proxy using the enclosed proxy card. Whether or not
you plan to attend the annual meeting, we urge you to vote by proxy to ensure your vote is counted. You may still attend the annual meeting and
vote in person if you have already voted by proxy.

� To vote in person, come to the annual meeting and we will offer you a ballot when you arrive.

� To vote using the proxy card, simply complete, sign and date the enclosed proxy card and return it promptly in the envelope
provided. If you return your signed proxy card to us before the annual meeting, we will vote your shares as you direct.

Beneficial Owner: Shares Registered in the Name of Broker or Bank

If you are a beneficial owner of shares registered in the name of your broker, bank, or other agent, you should have received a proxy card and
voting instructions with these proxy materials from that organization rather than from us. Simply complete and mail the proxy card to ensure that
your vote is counted. To vote in person at the annual meeting, you must obtain a valid proxy from your broker, bank, or other agent. Follow the
instructions from your broker or bank included with these proxy materials, or contact your broker or bank to request a proxy form.

How many votes do I have?

On each matter to be voted upon, you have one vote for each share of common stock you own as of April 13, 2007, the record date for the
determination of stockholders entitled to notice of and to vote at the annual meeting and at any adjournment or postponement thereof.

What if I return a proxy card but do not make specific choices?

If you return a signed and dated proxy card without marking any voting selections, your shares will be voted �For� the election of all nominees for
director, �For� the proposal to increase the total number of shares reserved for issuance under our 2005 Equity Incentive Plan; �For� the proposal to
increase the total number of shares reserved for issuance under our 2005 Non-Employee Directors� Equity Incentive Plan; and �For� the ratification
of the selection of BDO Seidman, LLP as our independent registered public accounting firm for the fiscal year ending December 31, 2007. If
any other matter is properly presented at the annual meeting, your proxy (one of the individuals named on your proxy card) will vote your shares
using his best judgment.

Who is paying for this proxy solicitation?

We will pay for the entire cost of soliciting proxies. In addition to these mailed proxy materials, our directors and employees may also solicit
proxies in person, by telephone, or by other means of communication. Directors and employees will not be paid any additional compensation for
soliciting proxies. We may also reimburse brokerage firms, banks and other agents for the cost of forwarding proxy materials to beneficial
owners.

What does it mean if I receive more than one proxy card?

If you receive more than one proxy card, your shares are registered in more than one name or are registered in different accounts. Please
complete, sign and return each proxy card to ensure that all of your shares are voted.

2

Edgar Filing: HOLLIS EDEN PHARMACEUTICALS INC /DE/ - Form DEF 14A

7



Can I change my vote after submitting my proxy?

Yes. You can revoke your proxy at any time before the final vote at the annual meeting. You may revoke your proxy in any one of three ways:

� You may submit another properly completed proxy card with a later date.

� You may send a written notice that you are revoking your proxy to our Secretary at 4435 Eastgate Mall, Suite 400, San Diego,
California 92121.

� You may attend the annual meeting and vote in person. Simply attending the annual meeting will not, by itself, revoke your proxy.
When are stockholder proposals due for next year�s annual meeting?

To be considered for inclusion in next year�s proxy materials, your proposal must be submitted in writing by January 8, 2008, to our Secretary at
4435 Eastgate Mall, Suite 400, San Diego, California 92121. If you wish to submit a proposal that is not to be included in next year�s proxy
materials, your proposal generally must be submitted in writing to the same address no later than March 9, 2008 but no earlier than February 7,
2008.

How are votes counted?

Votes will be counted by the inspector of election appointed for the annual meeting, who will separately count �For� and �Withhold� votes and, with
respect to proposals other than the election of directors because directors are elected by a plurality of votes cast at the annual meeting, �Against�
votes, abstentions and broker non-votes. A �broker non-vote� occurs when a nominee holding shares for a beneficial owner does not vote on a
particular proposal because the nominee does not have discretionary voting power with respect to that proposal and has not received instructions
with respect to that proposal from the beneficial owner. Abstentions will be counted towards the vote total for each proposal, and will have the
same effect as �Against� votes. Broker non-votes have no effect and will not be counted towards the vote total for any proposal.

If on April 13, 2007 your shares were held in an account at a brokerage firm, bank, dealer, or other similar organization, then you are the
beneficial owner of shares held in �street name� and these proxy materials are being forwarded to you by that organization. The organization
holding your account is considered the stockholder of record for purposes of voting at the annual meeting. As a beneficial owner, you have the
right to direct your broker or other agent on how to vote the shares in your account. You are also invited to attend the annual meeting. However,
since you are not the stockholder of record, you may not vote your shares in person at the meeting unless you request and obtain a valid proxy
from your broker or other agent.

How many votes are needed to approve each proposal?

� For the election of directors, the two nominees receiving the most �For� votes (among votes properly cast in person or by proxy) will
be elected. Abstentions and broker non-votes will have no effect.

� To be approved, Proposal No. 2, approval of an increase to the total number of shares reserved for issuance under our 2005 Equity
Incentive Plan, must receive a �For� vote from the majority of shares present and entitled to vote either in person or by proxy. If you
�Abstain� from voting, it will have the same effect as an �Against� vote.

� To be approved, Proposal No. 3, approval of an increase to the total number of shares reserved for issuance under our 2005
Non-Employee Directors� Equity Incentive Plan, must receive a �For� vote from the majority of shares present and entitled to vote
either in person or by proxy. If you �Abstain� from voting, it will have the same effect as an �Against� vote.
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� To be approved, Proposal No. 4, the ratification of the selection of BDO Seidman, LLP as our independent registered public
accounting firm for the fiscal year ending December 31, 2007, must receive a �For� vote from the majority of shares present and
entitled to vote either in person or by proxy. If you �Abstain� from voting, it will have the same effect as an �Against� vote. Broker
non-votes will have no effect.

What is the quorum requirement?

A quorum of stockholders is necessary to hold a valid annual meeting. A quorum will be present if stockholders holding at least a majority of the
outstanding shares are present at the annual meeting in person or represented by proxy. On the record date of April 13, 2007, there were
28,951,901 shares outstanding and entitled to vote.

Your shares will be counted towards the quorum only if you submit a valid proxy (or one is submitted on your behalf by your broker, bank or
nominee) or if you vote in person at the meeting. Abstentions and broker non-votes will be counted towards the quorum requirement. If there is
no quorum, the holders of a majority of the shares present at the meeting in person or represented by proxy may adjourn the meeting to another
date.

How can I find out the results of the voting at the annual meeting?

Preliminary voting results will be announced at the annual meeting. Final voting results will be published in our quarterly report on Form 10-Q
for the second quarter of 2007.

4
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Proposal 1

ELECTION OF DIRECTORS

Our restated certificate of incorporation and bylaws provide that our board of directors shall be divided into three classes, each class consisting,
as nearly as possible, of one-third of the total number of directors, with each class having a three-year term. Vacancies on our board may be
filled only by persons elected by a majority of the remaining directors. A director elected by our board to fill a vacancy (including a vacancy
created by an increase in the size of our board of directors) shall serve for the remainder of the full term of the class of directors in which the
vacancy occurred and until such director�s successor is elected and qualified. It is our policy to invite nominees for directors to attend the annual
meeting. All of our directors attended last year�s annual meeting.

Our board of directors is presently composed of six members. Paul Bagley, who was a director in the class of directors whose term of office
expires at the upcoming 2007 annual meeting, notified our board of directors of his resignation as a director effective February 28, 2007.
Mr. Bagley�s resignation created a vacancy on our board of directors that will not be filled by vote of our stockholders at the upcoming annual
meeting. There are two other directors in the class whose term of office expires in 2007. The nominees for election to this class, Jerome Hauer
and Marc Sarni, are current members of our board of directors, having been elected by the stockholders. If elected at the annual meeting, each of
the nominees would serve until the 2010 annual meeting and until his successor is elected and has qualified, or until his earlier death, resignation
or removal.

Directors are elected by a plurality of the votes present in person or represented by proxy and entitled to vote at the meeting. Proxies cannot be
voted for a greater number of persons than the number of nominees named. In the event that any nominee should be unavailable for election as a
result of an unexpected occurrence, such shares will be voted for the election of a substitute nominee as our board of directors may propose upon
recommendation from our nominating and corporate governance committee.

Set forth below is biographical information for each person nominated and each person whose term of office as a director will continue after the
annual meeting.

NOMINEES FOR ELECTION FOR A THREE-YEAR TERM EXPIRING AT THE 2010 ANNUAL MEETING

Jerome M. Hauer

Mr. Hauer, age 55, has served as a member of our board of directors since June 2004. Mr. Hauer has served as chief executive officer at The
Hauer Group, a consulting services firm, since March 2006. Mr. Hauer served as senior vice president and co-chair of the homeland security
practice of Fleishman-Hillard Government Relations, a government relations service firm, from January 2005 to March 2006. Prior to joining
Fleishman-Hillard, Mr. Hauer served as the director of Response to Disaster and Emergencies Institute and assistant professor at the George
Washington University School of Public Health from November 2003 to December 2004. Mr. Hauer served as acting assistant secretary for
public health emergency preparedness of the U.S. Department of Health and Human Services, or HHS, from June 2002 to November 2003 and
as director of the office of public health preparedness of HHS from May 2002 to June 2002. He also served as managing director of the crisis
and consequence management group at Kroll Associates, a risk consulting firm, from October 2000 to February 2002. Mr. Hauer served as the
first director of the New York City Mayor�s Office of Emergency Management under Mayor Rudolph Giuliani. He also served as the director of
Emergency Medical Services and Emergency Management as well as director of the Department of Fire and Buildings for the State of Indiana
under Governor Evan Bayh. Mr. Hauer serves on the board of directors of Emergent BioSolutions, Inc., a publicly held pharmaceutical
company. Mr. Hauer previously served as a member of the Health Advisory Board of the Johns Hopkins School of Public Health and as a
member of the National Academy of Science�s Institute of Medicine�s Committee to Evaluate the R&D Needs for Improving Clinical Medical
Response to Chemical or Biological Terrorism Incidents. Mr. Hauer received an M.H.S. in public health from Johns Hopkins University School
of Hygiene and Public Health and a B.A. in Psychology and History from New York University.
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Marc R. Sarni

Mr. Sarni, age 48, has served as a member of our board of directors since June 2004. Mr. Sarni is a Principal at Cornerstone Investment, LLC
and a Managing Director of NEW Holdings, LLC, companies engaged in the investment in, and development, brokerage and property
management of, both residential and commercial real estate. Mr. Sarni worked as an investment banker at A.G. Edwards and Sons, Inc. for 17
years, and from 1997 until 2003, Mr. Sarni was the Managing Director responsible for establishing and managing the Healthcare Industry Group
within the corporate finance department�s Emerging Growth Sector. The Healthcare Industry Group of A.G. Edwards focused primarily on
emerging growth medical technology, biotechnology, specialty pharmaceutical and healthcare services companies. Prior to joining A.G.
Edwards, Mr. Sarni spent three years working as a Certified Public Accountant at PriceWaterhouse (now PricewaterhouseCoopers LLP).
Mr. Sarni currently serves as a member of the Boards of Directors of Microtek Medical Holdings, Inc., a publicly held developer of infection
and fluid control, safety, and other medical products directed at the healthcare industry, Cornerstone Investment, LLC, NEW Holdings, LLC,
Howard Commercial Corp., and Managers for Ascension Health Ventures, the strategic health venture-investing subsidiary of Ascension Health,
the nation�s largest Catholic and not-for-profit healthcare system. Mr. Sarni graduated from the University of Missouri at Columbia with a BSBA
degree in Accounting and from the University of Chicago with an M.B.A. in Finance.

OUR BOARD OF DIRECTORS RECOMMENDS

A VOTE IN FAVOR OF EACH NAMED NOMINEE

DIRECTORS CONTINUING IN OFFICE UNTIL THE 2008 ANNUAL MEETING

Thomas C. Merigan, Jr., M.D.

Dr. Merigan, age 73, became a scientific advisor and director of Hollis-Eden in March 1996. Dr. Merigan was George E. and Lucy Becker
Professor of Medicine at Stanford University School of Medicine from 1980 to 2004. He continues to hold the chair as an active emeritus
professor. Dr. Merigan has also been the Principal Investigator, NIAID Sponsored AIDS Clinical Trials Unit, from 1986 to the present, and has
been Director of Stanford University�s Center For AIDS Research from 1988 to the present. Dr. Merigan is a member of various medical and
honorary societies, has lectured extensively within and outside the United States, and authored numerous books and articles and has chaired and
edited symposia relating to infectious diseases, including anti-viral agents, HIV and other retroviruses, and AIDS. From 1990 to the present,
Dr. Merigan has been Chairman, Editorial Board of HIV: Advances in Research and Therapy. He is also a member of the editorial boards of
Aids Research and Human Retroviruses (since 1983), International Journal of Anti-Microbial Agents (since 1990), and The Aids Reader (since
1991), among others. He is a co-recipient of ten patents, which, among other things, relate to synthetic polynucleotides, modification of hepatitis
B virus infection, treatment of HIV infection, purified cytomegalovirus protein and composition and treatment for herpes simplex. Dr. Merigan
was Chair, Immunology AIDS Advisory Board, Bristol Myers Squibb Corporation from 1989 to 1995 and Chair, Scientific Advisory Board,
Sequel Corp. from 1993 to 1996. In 1994, Stanford University School of Medicine honored him with the establishment of the Annual Thomas C.
Merigan Jr. Endowed Lectureship in Infectious Diseases, and, in 1996, Dr. Merigan was elected Fellow, American Association for the
Advancement of Science. From 1966 to 1992, Dr. Merigan was Head, Division of Infectious Diseases, at Stanford School of Medicine.
Dr. Merigan received his B.A. from the University of California at Berkeley and his M.D. from the University of California at San Francisco.

Brendan R. McDonnell

Mr. McDonnell, age 44, has served as a member of our board of directors since August 1996. In 2003, Mr. McDonnell joined the law firm
Kirkpatrick & Lockhart Preston Gates Ellis LLP as an equity partner and serves as Practice Group Leader. From 1997 to 2003, Mr. McDonnell
was of counsel and then a partner at Tonkon Torp LLP, a Northwest based law firm. Mr. McDonnell specializes in representing both private and
public emerging growth companies, with focus on the high technology industry. Mr. McDonnell is the past Chair
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of the Business Section of the Oregon State Bar and spent two years as an adjunct professor at the Northwestern School of Law of Lewis and
Clark College. Mr. McDonnell holds a B.S. in accounting from Loyola Marymount University and a J.D. from the University of California at
Davis. He is a member of the California, Oregon and Washington State Bar Associations.

DIRECTORS CONTINUING IN OFFICE UNTIL THE 2009 ANNUAL MEETING

Richard B. Hollis

Mr. Hollis, age 54, founded Hollis-Eden in August 1994, and currently serves as our Chairman, President and Chief Executive Officer.
Mr. Hollis has over 29 years experience in the health care industry, has a proven track record of launching and marketing important new medical
products, and a distinguished career of managing the growth and operations of companies in a variety of senior management positions.
Mr. Hollis began his career in product sales with Baxter Travenol (today Baxter International), where he specialized in launching and marketing
parenteral, enteral and intravenous solutions to hospitals and nursing homes. Mr. Hollis next joined Imed Corporation, a world leader in drug
delivery devices in the 1980s, where he rapidly advanced through numerous sales, marketing and managerial positions. When Imed was
acquired by Warner Lambert (today part of Pfizer Inc.), Mr. Hollis was one of two Division Managers at Imed. After leaving Warner Lambert,
Mr. Hollis joined Genentech, Inc. as Western Business Unit Manager as the Bay Area biotechnology revolution was unfolding. At Genentech,
Mr. Hollis was instrumental in the launch of two blockbuster pharmaceutical products�Protropin (human growth hormone) and Activase (tissue
plasiminogen activator). Following those successful product launches, Mr. Hollis joined Instromedix, a manufacturer of cardiac monitoring
devices, as General Manager and Vice President of Marketing and Sales, and subsequently was named Chief Operating Officer of Bioject
Medical, a manufacturer of needleless drug delivery devices. In 1994 he acted on his vision of founding a new pharmaceutical company,
Hollis-Eden, which he initially self-funded and successfully brought public in 1997. Mr. Hollis received his B.A. in Psychology from San
Francisco State University after studying the humanities while attending St. Mary�s College.

Salvatore J. Zizza

Mr. Zizza, age 61, has served as a member of our board of directors since March 1997. Mr. Zizza was elected as Lead Independent Director of
our board of directors in March 2006. He served as Chairman of our board, President and Treasurer of Initial Acquisition Corp., from 1992 until
March 1997, at which time Initial Acquisition Corp. merged with the Company. Mr. Zizza is presently Chairman of Hallmark Electrical Supplies
Corp. Mr. Zizza is also Chairman of Bethlehem Advanced Materials. Mr. Zizza was President and Chief Financial Officer of NICO Construction
Company, Inc. until 1985, when NICO merged with The LVI Group, Inc. Prior to joining The LVI Group, Inc., Mr. Zizza was an independent
financial consultant and had been a lending officer for Chemical Bank. Mr. Zizza�s current and former directorships include: The Gabelli Equity
Trust (NYSE), The Gabelli Asset Fund, The Gabelli Growth Fund, The Gabelli Convertible and Income Securities Fund, The Gabelli Utility
Trust Fund (NYSE), The Gabelli Global Multimedia Trust (NYSE), The Gabelli Equity Series Fund, The Gabelli Dividend and Income Trust,
The Gabelli Gold Fund, the Gabelli International Growth Fund, The Gabelli Global Gold Natural Resources, Westwood Funds, Earl Scheib Inc
(NASDAQ), Bion Environmental Technology Inc. and St. David�s School. Mr. Zizza received a B.S. in Political Science and an M.B.A. from St.
John�s University.

INDEPENDENCE OF THE BOARD OF DIRECTORS

As required under The Nasdaq Global Market (Nasdaq) listing standards, a majority of the members of a listed company�s board of directors
must qualify as �independent,� as affirmatively determined by the company�s board of directors. After review of all relevant transactions and
relationships between each director, or any of his or her family members, and us, our senior management and our independent registered public
accounting firm, our board affirmatively has determined that Messrs. Sarni, Zizza, Merigan, Hauer and McDonnell are independent directors
within the meaning of the Nasdaq listing standards.
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INFORMATION REGARDING OUR BOARD OF DIRECTORS AND ITS COMMITTEES

During 2006, our board of directors held six meetings. Each board member attended at least 75% of the aggregate number of meetings of our
board and of the committees on which he served, held during the period for which he was a director or committee member, respectively, with the
exception of Mr. Bagley who attended five of the eight meetings of our Compensation Committee during 2006.

In April 2004, our board of directors documented our corporate governance practices by adopting a number of corporate governance policies and
procedures, as well as a Nominating Committee Charter and a Business Code of Conduct and Ethics, to assure that our board will have the
necessary authority and practices in place to make decisions that are independent of our management. In June 2005, our board amended the
charter and renamed the committee to be the Nominating and Corporate Governance Committee. These guidelines are also intended to align the
interests of our directors and management with those of our stockholders. These guidelines set forth the practices our board will follow with
respect to board composition and selection, board meetings and the involvement of our senior management and Chief Executive Officer,
performance evaluation, and board committees and compensation. These policies and procedures, together with the Nominating and Corporate
Governance Committee Charter and Business Code of Conduct and Ethics, were adopted by our board to, among other things, reflect changes to
the Nasdaq listing standards and Securities and Exchange Commission rules adopted to implement provisions of the Sarbanes-Oxley Act of
2002. In March 2006, our board of directors selected Mr. Zizza to serve as Lead Independent Director of our board of directors. The Lead
Independent Director�s duties include, to the extent appropriate, leading executive sessions of our board�s independent directors, assisting our
Chief Executive Officer with communications with our stockholders, and facilitating communications between the other members of our board
of directors.

As required under the Nasdaq listing standards, our independent directors meet in regularly scheduled executive sessions at which only
independent directors are present. Mr. Zizza, as the Lead Independent Director, presides over the executive sessions.

Nominating and Corporate Governance Committee

Our board of directors has adopted a Nominating and Corporate Governance Committee Charter, which can be found on our corporate website at
www.holliseden.com. The Nominating and Corporate Governance Committee (Nominating Committee) is composed of three directors who are
independent (as independence is currently defined in Rule 4200(a)(15) of the Nasdaq listing standards): Messrs. Zizza and Hauer and Dr
Merigan. The Nominating Committee is responsible for identifying, reviewing and evaluating candidates to serve as our directors (consistent
with criteria approved by our board), reviewing and evaluating incumbent directors, recommending to our board candidates for election to our
board, assessing the performance of our board, and making recommendations to our board regarding the membership of the committees of our
board. During 2006, the Nominating Committee consisted of: Messrs. Zizza, Hauer and McDonnell and held one meeting.

Our board of directors believes that candidates for director should have certain minimum qualifications, including: personal integrity and ethics;
no interests that would materially impair his or her ability to exercise independent judgment and otherwise discharge his or her fiduciary duties;
ability to represent all stockholders equally; achievement in one or more fields of business, professional, governmental, scientific or educational
endeavor; sound judgment based on management or policy-making experience; general understanding of the major issues facing public
companies of a similar size and operational scope as us; and ability to devote adequate time to our board and its committees. However, the
Nominating Committee retains the right to modify these qualifications from time to time. Candidates for director nominees are reviewed in the
context of the current composition of our board, our operating requirements and the long-term interests of our stockholders. In conducting this
assessment, the Nominating Committee considers such factors as it deems appropriate given our current needs and the current needs of our
board, to maintain a balance of knowledge, experience and capability. In the case of incumbent directors whose terms of office are set to expire,
the Nominating Committee reviews such directors� overall service during their term, including the number of meetings attended, level of
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participation, quality of performance, and any other relationships and transactions that might impair such directors� independence. In the case of
new director candidates, the Nominating Committee will also determine whether the nominee must be independent for Nasdaq purposes, which
determination is based upon applicable Nasdaq listing standards and applicable Securities and Exchange Commission rules and regulations. The
Nominating Committee will then compile a list of potential candidates, using its own network of contacts, as well as recommendations from
other board members and management. The Nominating Committee may also engage, if appropriate under the circumstances, a professional
search firm to assist in identifying qualified candidates. The Nominating Committee will conduct any appropriate or necessary inquiries into the
backgrounds and qualifications of possible candidates after considering the function and needs of our board. The Nominating Committee will
meet to discuss and consider such candidates� qualifications and then select nominees for recommendation to our board by majority vote.

The Nominating Committee will consider director candidates recommended by our stockholders. The Nominating Committee will accept for
consideration only one recommendation from any stockholder or affiliated group of stockholders. The Nominating Committee will also take into
account the size and duration of the recommending stockholder�s ownership interest in the Company and the extent to which such stockholder
intends to maintain its ownership interest in the Company. Our board of directors does not intend for the Nominating Committee to alter the
manner in which it evaluates candidates, including the minimum criteria set forth above, based on whether or not the candidate was
recommended by a stockholder. Stockholders who wish to recommend individuals for consideration by the Nominating Committee to become
nominees for election to our board may do so by delivering a written recommendation to the Nominating Committee at the following address:
4435 Eastgate Mall, Suite 400, San Diego, California 92121, not less than six months prior to any meeting at which directors are to be elected.
Submissions must include the full name of the proposed nominee, a description of the proposed nominee�s business experience for at least the
previous five years, complete biographical information, a description of the proposed nominee�s qualifications as a director, and the written
consent of the proposed nominee to be named as a nominee and to serve as a director if elected. Any such submission must be accompanied by a
representation that the nominating stockholder is a beneficial or record owner of our common stock, including the number of shares and when
the shares were acquired, and the extent to which the nominating stockholder intends to maintain its ownership interest in the Company.

Notwithstanding the responsibilities of the Nominating Committee described above, the recommendations for director nominees made by the
Nominating Committee will be subject to Delaware law, our bylaws and the provisions of an employment agreement, dated November 1, 1996,
between us and Richard B. Hollis. Pursuant to that agreement, Mr. Hollis has the right, under specified circumstances, to require us to nominate
him and two of his designees for election to our board. To date, however, Mr. Hollis has not exercised this right.

Compensation Committee

The Compensation Committee makes recommendations to our board of directors concerning executive salaries and incentive compensation,
administers our 2005 Equity Incentive Plan and 2005 Non-Employee Directors� Equity Incentive Plan and otherwise determines compensation
levels and policies and performs such other functions regarding compensation as our board may delegate. Commencing this year, the
Compensation Committee also began to review with management the Company�s Compensation Discussion and Analysis section of this proxy
statement and to consider whether to recommend that it be included in this proxy statements. The Compensation Committee is currently
composed of three non-employee directors who are independent (as independence is currently defined in Rule 4200 (a)(15) of the Nasdaq listing
standards): Messrs. McDonnell, Sarni and Zizza. During 2006, the Compensation Committee consisted of three non-employee directors who
were independent: Mr. Bagley, a former director, and Messrs. McDonnell and Sarni and held eight meetings. The specific determinations of the
Compensation Committee with respect to executive compensation for fiscal 2006 are described in greater detail in the Compensation Discussion
and Analysis section of this proxy statement.
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Compensation Committee Report

The Compensation Committee has reviewed and discussed with management the Compensation Discussion and Analysis (�CD&A�) contained in
this proxy statement. Based on this review and discussion, the Compensation Committee has recommended to the board of directors that the
CD&A be included in this proxy statement and incorporated into our Annual Report on Form 10-K for the fiscal year ended December 31, 2006.

The information contained in this report shall not be deemed to be �soliciting material� or to be �filed� with the Securities and Exchange
Commission nor shall such information be incorporated by reference into any future filing under the Securities Act of 1933, as amended or the
Securities Exchange Act of 1934, as amended except to the extent that we specifically incorporates it by reference into any such filing.

Respectfully submitted by:

COMPENSATION COMMITTEE

Brendan R. McDonnell, Chairman

Marc R. Sarni

Salvatore J. Zizza

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

No interlocking relationship existed during 2006 or currently exists between any member of the Compensation Committee and any member of
any other company�s board of directors or compensation committee.

Audit Committee

The Audit Committee oversees our corporate accounting and financial reporting process. For this purpose, the Audit Committee performs
several functions. The Audit Committee evaluates the performance and assesses the qualifications of the independent registered public
accounting firm; determines the engagement of the independent registered public accounting firm; determines whether to retain or terminate the
existing independent registered public accounting firm or to appoint and engage a new independent registered public accounting firm; reviews
and approves the retention of the independent registered public accounting firm to perform any proposed non-permissible audit services; and
monitors the rotation of partners of the independent registered public accounting firm on our engagement team as required by law. The Audit
Committee is also responsible for the review, approval and monitoring of transactions involving the company and �related persons� (directors and
executive officers or their immediate family members, or stockholders owning five percent or greater of the company�s outstanding stock) that
meet the minimum threshold for disclosure in the proxy statement under the relevant Securities and Exchange Commission rules and regulations
(generally, transactions involving amounts exceeding $120,000 in which a related person has a direct or indirect material interest) The Audit
Committee meets and reviews with management and the independent registered public accounting firm: the quarterly financial statements and
disclosures prior to the filing of our Quarterly Reports on Form 10-Q; the financial statements and disclosures to be included in our Annual
Report on Form 10-K; our policies with respect to risk assessment and risk management; our internal controls; and the results of the annual
audit. The Audit Committee is composed of three directors and operates under a written charter adopted by our board of directors. Our board of
directors reviews and assesses the adequacy of the Audit Committee�s written charter on an annual basis in light of applicable Nasdaq and
Securities and Exchange Commission rules and regulations. The current members of the Audit Committee are Messrs. McDonnell, Sarni and
Zizza. During 2006, the Audit Committee consisted of three non-employee directors who were independent: Mr. Bagley, a former director, and
Messrs. Sarni and Zizza and held six meetings. Our board of directors also annually reviews the definition of independence under the Nasdaq
listing standards and Securities and Exchange Commission rules and regulations for Audit Committee members and has determined that all
members of our Audit Committee are independent (as independence is currently defined in Rule 4350(d)(2)(A)(i) and (ii) of the Nasdaq listing
standards and
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Section 10A of the Securities Exchange Act of 1934, as amended). Each member of the Audit Committee is financially literate, knowledgeable
and qualified to review financial statements. The �Audit Committee Financial Expert� designated by our board (as that term is defined in the rules
and regulations established by the Securities and Exchange Commission) is Mr. Zizza. Our board of directors made a qualitative assessment of
Mr. Zizza�s level of knowledge and experience based on a number of factors, including his formal education and experience as a chief financial
officer.
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REPORT OF THE AUDIT COMMITTEE OF THE BOARD OF DIRECTORS

Our board of directors maintains an Audit Committee composed of three directors who meet the independence and the financial literacy
requirements of the applicable Securities and Exchange Commission rules and regulations. Our board has determined that Mr. Salvatore Zizza
qualifies as an �Audit Committee Financial Expert� under the applicable Securities and Exchange Commission rules and regulations. Our board
has also adopted a written charter of the Audit Committee.

Management is responsible for our systems of internal controls and the financial reporting process. The independent registered public accounting
firm is responsible for performing an independent audit of our financial statements and to attest to management�s assessment of internal controls
in accordance with generally accepted auditing standards and Section 404 of the Sarbanes Oxley Act of 2002, respectively, and to issue reports
thereon. The Audit Committee�s responsibility is to monitor and oversee these processes on behalf of our board of directors.

Our independent registered public accounting firm discussed with the Audit Committee the matters required to be discussed by Statement on
Auditing Standards No. 61. Our independent registered public accounting firm also provided to the Audit Committee the written disclosures and
the letter required by Independence Standards Board Standard No. 1 (Independence Discussions with Audit Committees), and the Audit
Committee discussed with the independent registered public accounting firm that firm�s independence.

Based on the Audit Committee�s discussion with management and the independent registered public accounting firm as well as the Audit
Committee�s review of the representation of management and the report of the independent registered public accounting firm to the Audit
Committee, the Audit Committee recommended that our board of directors include the audited financial statements in our Annual Report on
Form 10-K for the fiscal year ended December 31, 2006 filed with the Securities and Exchange Commission.

The information contained in this report shall not be deemed to be �soliciting material� or to be �filed� with the Securities and Exchange
Commission nor shall such information be incorporated by reference into any future filing under the Securities Act of 1933, as amended or the
Securities Exchange Act of 1934, as amended, except to the extent that we specifically incorporate it by reference in any such filing.

Respectfully submitted by:

AUDIT COMMITTEE

Marc R. Sarni, Chairman

Brendan McDonnell

Salvatore J. Zizza

STOCKHOLDER COMMUNICATIONS WITH OUR BOARD OF DIRECTORS

Our board of directors has adopted a formal process by which our stockholders may communicate with our board. Persons interested in
communicating with our board their concerns or issues may address correspondence to our board, in care of Hollis-Eden Pharmaceuticals, Inc.,
at 4435 Eastgate Mall, Suite 400, San Diego, California 92121. All such communications will be compiled by our secretary and submitted to our
board on a periodic basis. All communications must be accompanied by the following information:

� A statement as to (i) the number of shares of our common stock that the person holds and (ii) the approximate date on which the
person became a stockholder;

� Any special interest, meaning an interest not in the capacity as one of our stockholders, of the person in the subject matter of the
communication; and

� The address, telephone number and e-mail address, if any, of the person submitting the communication.
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The following types of communications are not appropriate for delivery to directors under these procedures:

� Communications regarding individual grievances or other interests that are personal to the party submitting the communication and
would not reasonably be of concern to stockholders generally;

� Communications that advocate Hollis-Eden engaging in illegal, unethical or otherwise improper activities;

� Communications that contain offensive, vulgar or abusive content; and

� Communications that have no rational relevance to our business or operations.
CODE OF BUSINESS CONDUCT AND ETHICS

We have adopted the Hollis-Eden Pharmaceuticals Code of Business Conduct and Ethics, which applies to all officers, directors and employees.
The Code of Business Conduct and Ethics is available on our website at www.holliseden.com. If we make any substantive amendments to the
Code of Business Conduct and Ethics or grant any waiver from a provision of the Code to any executive officer or director, we will promptly
disclose the nature of the amendment or waiver in a Form 8-K filed with the Securities and Exchange Commission.
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Proposal 2

APPROVAL OF AN INCREASE TO THE NUMBER OF SHARES RESERVED

FOR ISSUANCE UNDER THE 2005 EQUITY INCENTIVE PLAN

On April 27, 2005, our board of directors adopted the Hollis-Eden Pharmaceuticals, Inc. 2005 Equity Incentive Plan (the �2005 Equity Plan�). Our
stockholders approved the 2005 Equity Plan in June 2005. The 2005 Equity Plan is an amendment and restatement of Hollis-Eden
Pharmaceuticals� 1997 Incentive Stock Option Plan (the �1997 Option Plan�). Options granted under the 1997 Option Plan prior to its amendment
and restatement are subject to the terms and conditions as set forth in the agreements evidencing such options and the terms of the 1997 Option
Plan except that our board may elect to extend one or more of the features of the 2005 Equity Plan to stock awards granted under the 1997
Option Plan. The approval of the adoption of the 2005 Equity Plan increased the number of shares of our common stock reserved for issuance
beyond those reserved for issuance under the 1997 Option Plan by 350,000 shares for a total of 5,500,000 reserved shares. In December 2005,
our board amended the 2005 Equity Plan to reserve an additional 100,000 shares to be used only for the grant of stock awards to persons not
previously employed by us, or following a bona fide period of non-employment, as an inducement material to those persons entering into
employment with us within the meaning of Rule 4350(i)(1)(A)(iv) of the Nasdaq Marketplace Rules, and to provide that any such �inducement
awards� must be granted either by a majority of our independent directors or a committee comprised of a majority of independent directors. On
March 18, 2006, our board of directors amended and restated the 2005 Equity Plan to reserve an additional 500,000 shares for issuance under the
2005 Equity Plan which was subsequently approved by our stockholders in June 2006. On April 24, 2007, our board of directors approved the
amendment to the 2005 Equity Plan to reserve an additional 1,500,000 shares for issuance, subject to approval by our stockholders at this annual
meeting.

This Proposal 2 seeks an increase in the number of shares that may be issued under the 2005 Equity Plan by 1,500,000 shares. The additional
1,500,000 shares will increase the total shares of common stock reserved for issuance under the 2005 Equity Plan to an aggregate of 7,600,000.
At March 31, 2007, options (net of cancelled, forfeited and exercised options) covering an aggregate of 5,550,361 shares had been granted under
the 2005 Equity Plan and the 1997 Option Plan, and 366,402 shares (plus any shares that might in the future be returned to the 2005 Equity Plan
and the 1997 Option Plan as a result of cancellations or expiration of options) remained available for future grant under the 2005 Equity Plan.

Approval of the increase of the total number of the shares of common stock reserved for issuance under the 2005 Equity Plan will allow us to
continue to grant stock options and other awards at levels determined appropriate by our board of directors. Since its inception, the Company has
utilized stock options as an important long-term incentive and as a component of total employee compensation.

Due to the significant decline in our stock price since the Fall of 2003 as a result of continued, unexpected governmental delays in the
procurement process for securing a potential contract under Project Bioshield for our product candidate NEUMUNE® and the subsequent
cancellation in March 2007 by the Department of Health and Human Services of its solicitation for medical countermeasures to treat the effects
of acute radiation syndrome, this Proposal 2 is critically important to the Company�s ability to continue to offer stock options to our employees
and officers as an incentive and retention tool.

As a result of this decline in our stock price, all of our employees hold options with exercise prices significantly higher than the current market
price of our common stock. As of March 31, 2007, the weighted average per share exercise price of the Company�s currently outstanding stock
options was $8.91, significantly higher than the closing price of our common stock on March 31, 2007 of $2.53 per share as reported on The
Nasdaq Global Market. In fact, as of March 31, 2007, approximately 97% of the Company�s currently outstanding stock options were
�out-of-the-money�. In addition, a great number of these stock options have been out-of-the-money for an extended period of time. We believe that
these out-of-the-money options are no longer effective as performance and retention incentives, and that to enhance long-term stockholder value
we need to
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maintain competitive employee compensation and incentive programs. An equity stake in the success of the Company is a critical component of
these programs. Our Company�s success depends on the continued service of the Company�s key scientific, technical, sales, marketing and
executive personnel, and our ability to identify, hire and retain qualified personnel. Because of the importance of stock options to the Company�s
continued success, our board of directors strongly supports this Proposal 2. If this Proposal 2 is not approved, the Company may not able to
implement adequate alternative long-term retention and incentive programs and stockholders should understand that the Company may be
unable to retain existing personnel or identify or hire additional personnel which may negatively affect our ability to meet our needs for highly
qualified personnel and materially and adversely affect our corporate goals, business and results of operations.

Our stockholders are requested in this Proposal 2 to approve the proposed increase in the total number of shares reserved for issuance under the
2005 Equity Plan. The affirmative vote of the holders of a majority of the shares present in person or represented by proxy and entitled to vote at
the annual meeting will be required to approve the increase in the share reserve under the 2005 Equity Plan. Abstentions will be counted toward
the tabulation of votes cast on proposals presented to the stockholders and will have the same effect as negative votes. Broker non-votes are
counted towards a quorum, but are not counted for any purpose in determining whether this matter has been approved.

OUR BOARD OF DIRECTORS RECOMMENDS

A VOTE IN FAVOR OF PROPOSAL 2.

The following is a summary of the principal features of the 2005 Equity Plan. This summary is subject to, and qualified in its entirety by, the full
text of the 2005 Equity Plan, a copy of which, as proposed to be amended, is attached as Appendix A to this proxy statement.

General

The 2005 Equity Plan provides for the grant of incentive stock options, nonstatutory stock options, stock appreciation rights, stock purchase
awards, restricted stock awards, restricted stock unit awards, and other forms of equity compensation (collectively, �stock awards�). Incentive
stock options granted under the 2005 Equity Plan are intended to qualify as �incentive stock options� within the meaning of Section 422 of the
Internal Revenue Code of 1986, as amended (the �Code�). Nonstatutory stock options granted under the 2005 Equity Plan are not intended to
qualify as incentive stock options under the Code. See �Federal Income Tax Information� for a discussion of the tax treatment of stock awards.

Purpose

Our board adopted the 2005 Equity Plan to provide a means to secure and retain the services of employees (including officers), consultants and
directors eligible to receive stock awards, to provide incentives for such individuals to exert maximum efforts for the success of Hollis-Eden and
its affiliates, and to provide a means by which such eligible individuals may be given an opportunity to benefit from increases in the value of
Hollis-Eden�s common stock through the grant of stock awards.

Administration

Our board administers the 2005 Equity Plan. Subject to the provisions of the 2005 Equity Plan, our board has the authority to construe and
interpret the plan, to determine the persons to whom and the dates on which stock awards will be granted, the number of shares of common stock
to be subject to each stock award, the time or times during the term of each stock award within which all or a portion of the award may be
exercised, the exercise, purchase, or strike price of each stock award, the type of consideration permitted to exercise or purchase each stock
award, and other terms of the stock awards.
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Our board has the authority to delegate some or all of the administration of the 2005 Equity Plan to a committee or committees. In the discretion
of our board, a committee may consist solely of two or more �non-employee directors� within the meaning of Rule 16b-3 of the Securities
Exchange Act of 1934, as amended, or solely of two or more �outside directors� within the meaning of Section 162(m) of the Code. Our board has
delegated administration of the 2005 Equity Plan to the Compensation Committee of our board. If administration is delegated to a committee,
the committee has the authority to delegate certain administrative powers to a subcommittee of one or more members. As used herein with
respect to the 2005 Equity Plan, �our board� refers to any committee our board appoints or, if applicable, any subcommittee, as well as to our
board itself.

Eligibility

Incentive stock options may be granted under the 2005 Equity Plan only to employees (including officers) of Hollis-Eden and its affiliates.
Employees (including officers), consultants and directors of Hollis-Eden and its affiliates are eligible to receive all other types of stock awards
under the 2005 Equity Plan. All employees, consultants and directors of Hollis-Eden and its affiliates are eligible to participate in the 2005
Equity Plan.

No incentive stock option may be granted under the 2005 Equity Plan to any person who, at the time of the grant, owns (or is deemed to own)
stock possessing more than 10% of the total combined voting power of Hollis-Eden or its affiliates, unless the exercise price of such option is at
least 110% of the fair market value of the stock subject to the option on the date of grant and the term of the option does not exceed five years
from the date of grant. In addition, the aggregate fair market value, determined on the date of grant, of the shares of common stock with respect
to which incentive stock options are exercisable for the first time by a participant during any calendar year (under the 2005 Equity Plan and any
other plans of Hollis-Eden and its affiliates) may not exceed $100,000.

Under the 2005 Equity Plan, except with respect to inducement awards (see �Inducement Awards� below), no person may be granted stock awards
whose value is determined by reference to an increase over an exercise or strike price of at least 100% of the fair market value of the common
stock on the date of grant under the 2005 Equity Plan covering more than 250,000 shares of common stock during any calendar year (the �Section
162(m) Limitation�).

Stock Subject to the 2005 Equity Plan

Subject to stockholder approval of this Proposal 2 at the annual meeting, an aggregate of 7,600,000 shares of common stock are reserved for
issuance under the 2005 Equity Plan, which includes 5,150,000 shares of common stock previously reserved for issuance under the 1997 Option
Plan, 350,000 shares approved by our stockholders at the 2005 annual meeting of stockholders, 100,000 shares (�inducement shares�) separately
reserved for issuance as �inducement awards�, 500,000 shares approved by our stockholders at the 2006 annual meeting of stockholders, plus an
additional 1,500,000 shares. If a stock award granted under either the 2005 Equity Plan or the 1997 Option Plan expires or otherwise terminates
without being exercised in full, or if any shares of common stock issued pursuant to a stock award are forfeited to or repurchased by
Hollis-Eden, including, but not limited to, any repurchase or forfeiture caused by the failure to meet a contingency or condition required for the
vesting of such shares, then the shares of common stock not issued under such stock award, or forfeited to or repurchased by Hollis-Eden shall
revert to and again become available for issuance under the 2005 Equity Plan. If any shares subject to a stock award are not delivered to a
participant because such shares are withheld for the payment of taxes or the stock award is exercised through a reduction of shares subject to the
stock award (i.e., �net exercised�), the number of shares that are not delivered shall remain available for issuance under the 2005 Equity Plan. If
the exercise price of any stock award is satisfied by tendering shares of common stock held by the participant, then the number of shares so
tendered shall remain available for issuance under the 2005 Equity Plan. Inducement shares that revert to, or remain available for subsequent
issuance under, the 2005 Equity Plan may only be granted to the persons described below (see �Inducement Awards�). The aggregate maximum
number of shares of common stock that may be issued under the 2005 Equity Plan pursuant
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to the exercise of incentive stock options is 7,500,000 shares plus the amount of any future increase in the number of shares that may be
available for issuance under the 2005 Equity Plan. Inducement shares (see �Inducement Awards� below) may not be used to grant awards of
incentive stock options.

As of April 13, 2007, the closing price of our common stock as reported on The Nasdaq Global Market was $2.87 per share.

Terms of Options

Options may be granted under the 2005 Equity Plan pursuant to stock option agreements. The following is a description of the permissible terms
of options under the 2005 Equity Plan. Individual stock option agreements may be more restrictive as to any or all of the permissible terms
described below.

Exercise Price. The exercise price of incentive stock options may not be less than 100% of the fair market value of the stock subject to the
option on the date of grant and, in some cases (see �Eligibility� above), may not be less than 110% of such fair market value. The exercise price of
nonstatutory stock options may not be less than 100% of the fair market value of the stock on the date of grant.

Consideration. The exercise price of options granted under the 2005 Equity Plan must be paid, to the extent permitted by applicable law and at
the discretion of our board, (i) by cash or check, (ii) pursuant to a broker-assisted cashless exercise, (iii) by delivery of other common stock of
Hollis-Eden, (iv) pursuant to a net exercise arrangement, or (iv) in any other form of legal consideration acceptable to our board.

Vesting. Options granted under the 2005 Equity Plan may become exercisable in cumulative increments, or �vest,� as determined by our board.
Vesting typically will occur during the optionholder�s continued service with Hollis-Eden or an affiliate, whether such service is performed in the
capacity of an employee, consultant or director (collectively, �service�) and regardless of any change in the capacity of the service performed.
Shares covered by different options granted under the 2005 Equity Plan may be subject to different vesting terms. The Board has the authority to
accelerate the time during which an option may vest or be exercised.

Tax Withholding. To the extent provided by the terms of a stock option agreement, Hollis-Eden may cause a participant to satisfy any federal,
state or local tax withholding obligation relating to the exercise of the option by a cash payment upon exercise, by withholding a portion of the
stock otherwise issuable to the participant, by accepting the delivery of already-owned common stock of Hollis-Eden, or by a combination of
these means.

Term. The maximum term of options granted under the 2005 Equity Plan is 10 years, except that in certain cases (see �Eligibility� above) the
maximum term is five years.

Termination of Service. Options granted under the 2005 Equity Plan generally terminate three months after termination of the participant�s
service unless (i) termination is due to the participant�s disability, in which case the option may be exercised (to the extent the option was
exercisable at the time of the termination of service) at any time within 12 months following termination; (ii) the participant dies before the
participant�s service has terminated, or within generally three months after termination of service, in which case the option may be exercised (to
the extent the option was exercisable at the time of the participant�s death) within 18 months following the participant�s death by the person or
persons to whom the rights to such option have passed; or (iii) the option by its terms specifically provides otherwise. Under the 2005 Equity
Plan, the option term may be extended in the event that exercise of the option following termination of service is prohibited by applicable
securities laws.

Restrictions on Transfer. Unless provided otherwise by our board, a participant in the 2005 Equity Plan may not transfer an option other than by
will or by the laws of descent and distribution or pursuant to a domestic relations order and during the lifetime of the participant, only the
participant (or the transferee pursuant to a domestic relations order) may exercise an option. A participant may also designate a beneficiary who
may exercise an option following the participant�s death.
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Terms of Stock Appreciation Rights

Stock appreciation rights may be granted under the 2005 Equity Plan pursuant to stock appreciation rights agreements.

Exercise. Each stock appreciation right is denominated in shares of common stock equivalents. Upon exercise of a stock appreciation right,
Hollis-Eden will pay the participant an amount equal to the excess of (i) the aggregate fair market value of Hollis-Eden�s common stock on the
date of exercise, over (ii) the strike price determined by our board on the date of grant.

Settlement of Awards. The appreciation distribution upon exercise of a stock appreciation right may be paid in cash, shares of Hollis-Eden�s
common stock, or any other form of consideration determined by our board.

Vesting. Stock appreciation rights vest and become exercisable at the rate specified in the stock appreciation right agreement as determined by
our board.

Termination of Service. Upon termination of a participant�s service, the participant generally may exercise any vested stock appreciation right for
three months (or such longer or shorter period specified in the stock appreciation right agreement) after the date such service relationship ends.
In no event may a stock appreciation right be exercised beyond the expiration of its term.

Terms of Stock Purchase Awards and Restricted Stock Awards

Stock purchase awards and restricted stock awards may be granted under the 2005 Equity Plan pursuant to stock purchase award agreements and
restricted stock award agreements, respectively.

Purchase Price. The purchase price for stock purchase awards must be at least the par value of Hollis-Eden�s common stock.

Consideration. The purchase price for stock purchase awards may be payable either (i) in cash or by check, (ii) by past service rendered to
Hollis-Eden, or (iii) in any other form of legal consideration acceptable to our board. Our board may grant restricted stock awards in
consideration for past services rendered to Hollis-Eden or in exchange for any other form of legal consideration acceptable to our board, without
the payment of a purchase price.

Vesting. Shares of stock acquired under a stock purchase or restricted stock award may, but need not, be subject to a repurchase option in favor
of Hollis-Eden or forfeiture to Hollis-Eden in accordance with a vesting schedule as determined by our board. Our board has the authority to
accelerate the vesting of stock acquired pursuant to a stock purchase or restricted stock award.

Termination of Service. Upon termination of a participant�s service, Hollis-Eden may repurchase or otherwise reacquire any forfeited shares of
stock that have not vested as of such termination under the terms of the applicable stock purchase award or restricted stock award agreement.

Restrictions on Transfer. Rights to acquire shares under a stock purchase or restricted stock award may be transferred only upon such terms and
conditions as determined by our board.

Terms of Restricted Stock Unit Awards

Restricted stock unit awards may be granted under the 2005 Equity Plan pursuant to restricted stock unit award agreements.

Consideration. The purchase price, if any, for restricted stock unit awards may be paid in any form of legal consideration acceptable to our
board.
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Settlement of Awards. A restricted stock unit award may be settled by the delivery of shares of Hollis-Eden�s common stock, in cash, or by any
combination of these means as determined by our board.

Vesting. Restricted stock unit awards vest at the rate specified in the restricted stock unit award agreement as determined by our board. However,
at the time of grant, our board may impose additional restrictions or conditions that delay the delivery of stock or cash subject to the restricted
stock unit award after vesting.

Dividend Equivalents. Dividend equivalent rights may be credited with respect to shares covered by a restricted stock unit award. Hollis-Eden
does not anticipate paying cash dividends on its common stock for the foreseeable future, however.

Termination of Service. Except as otherwise provided in the applicable award agreement, restricted stock units that have not vested will be
forfeited upon the participant�s termination of service.

Terms of Other Equity Awards

Our board may grant other equity awards that are valued in whole or in part by reference to Hollis-Eden�s common stock. Subject to the
provisions of the 2005 Equity Plan, our board has the authority to determine the persons to whom and the dates on which such other equity
awards will be granted, the number of shares of common stock (or cash equivalents) to be subject to each award, and other terms and conditions
of such awards.

Performance-Based Stock Awards

Under the 2005 Equity Plan, a stock award may be granted, vest or be exercised based upon certain service conditions or upon the attainment
during a certain period of time of certain performance goals. All employees, consultants and directors of Hollis-Eden and its affiliates are
eligible to receive performance-based stock awards under the 2005 Equity Plan. The length of any performance period, the performance goals to
be achieved during the performance period, and the measure of whether and to what degree such performance goals have been attained shall be
determined by our board. The maximum amount to be received by any individual in any calendar year attributable to such performance-based
stock awards may not exceed 250,000 shares of Hollis-Eden�s common stock.

In granting a performance-based stock award, our board will set a period of time (a �performance period�) over which the attainment of one or
more goals (�performance goals�) will be measured for the purpose of determining whether the award recipient has a vested right in or to such
stock award. Within the time period prescribed by Section 162(m) of the Code (typically before the 90th day of a performance period), our board
will establish the performance goals, based upon one or more pre-established criteria (�performance criteria�) enumerated in the 2005 Equity Plan
and described below. As soon as administratively practicable following the end of the performance period, our board will certify (in writing)
whether the performance goals have been satisfied.

Performance goals under the 2005 Equity Plan shall be determined by our board, based on a service condition or on one or more of the following
performance criteria: (i) earnings per share; (ii) earnings before interest, taxes and depreciation; (iii) earnings before interest, taxes, depreciation
and amortization; (iv) total stockholder return; (v) return on equity; (vi) return on assets, investment, or capital employed; (vii) operating margin;
(viii) gross margin; (ix) operating income; (x) net income (before or after taxes); (xi) net operating income; (xii) net operating income after tax;
(xiii) pre-tax profit; (xiv) operating cash flow; (xv) sales or revenue targets; (xvi) increases in revenue or product revenue; (xvii) expenses and
cost reduction goals; (xviii) improvement in or attainment of working capital levels; (xix) economic value added (or an equivalent metric);
(xx) market share; (xxi) cash flow; (xxii) cash flow per share; (xxiii) share price performance; (xxiv) debt reduction; (xxv) implementation or
completion of projects or processes; (xxvi) customer satisfaction; (xxvii) stockholders� equity; and (xxviii) to the extent that an award is not
intended to comply with Section 162(m) of the Code, other measures of performance selected by our board.
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At the time of the grant of any stock award under the 2005 Equity Plan, our board is authorized to determine whether, when calculating
attainment of performance goals and objectives for a performance period: (a) to exclude restructuring and/or other nonrecurring charges; (b) to
exclude exchange rate effects, as applicable, for non-U.S. dollar denominated net sales and operating earnings; (c) to exclude the effects of
changes to generally accepted accounting standards required by the Financial Accounting Standards Board; (d) to exclude the effects to any
statutory adjustments to corporate tax rates; and (e) to exclude the impact of any �extraordinary items� as determined under generally accepted
accounting principles.

Compensation attributable to performance-based stock awards under the 2005 Equity Plan will generally qualify as performance-based
compensation, provided that: (i) the award is granted by a compensation committee comprised solely of �outside directors,� (ii) the award is
granted (or exercisable) only upon the achievement of an objective performance goal established in writing by the compensation committee
while the outcome is substantially uncertain, (iii) the Compensation Committee certifies in writing prior to the granting (or exercisability) of the
award that the performance goal has been satisfied.

Inducement Awards

Our board may grant stock awards (other than incentive stock options) covering the 100,000 shares reserved under the 2005 Equity Plan as
inducement shares to employees not previously employed by us or directors of Hollis-Eden as inducements material to the individuals� entering
into employment with us within the meaning of Rule 4350(i)(1)(A)(iv) of the Nasdaq Marketplace Rules (�inducement awards�). All such
inducement awards must be granted either by a majority of our independent directors or a committee comprised of a majority of independent
directors.

Changes to Capital Structure

If any change is made to the outstanding shares of Hollis-Eden�s common stock without Hollis-Eden�s receipt of consideration (whether through a
stock split or other specified change in the capital structure of Hollis-Eden), appropriate adjustments will be made to: (i) the maximum number
and/or class of securities issuable under the 2005 Equity Plan, (ii) the maximum number and/or class of securities that may be issued pursuant to
the exercise of incentive stock options, (iii) the maximum number and/or class of securities for which any one person may be granted options
and/or stock appreciation rights or performance-based stock awards per calendar year pursuant to the Section 162(m) Limitation, and (iv) the
number and/or class of securities and the price per share in effect under each outstanding stock award under the 2005 Equity Plan.

Corporate Transactions; Changes in Control

Under the 2005 Equity Plan, unless otherwise provided in a written agreement between Hollis-Eden or any affiliate and the holder of the stock
award, in the event of a corporate transaction (as defined in the 2005 Equity Plan), all outstanding stock awards under the 2005 Equity Plan may
be assumed, continued or substituted for by any surviving or acquiring entity (or its parent company). If the surviving or acquiring entity (or its
parent company) elects not to assume, continue or substitute for such stock awards, then (i) with respect to any such stock awards that are held
by individuals whose continuous service with Hollis-Eden or its affiliates has not terminated prior to the effective date of the corporate
transaction, the vesting and exercisability provisions of such stock awards will be accelerated in full and such awards will terminate if not
exercised prior to the effective date of the corporate transaction, and (ii) with respect to any stock awards that are held by individuals whose
continuous service with Hollis-Eden or its affiliates has terminated prior to the effective date of the corporate transaction, the vesting and
exercisability provisions of such stock awards will not be accelerated and such awards will terminate if not exercised prior to the effective date
of the corporate transaction (except that any reacquisition or repurchase rights held by Hollis-Eden with respect to such stock awards shall not
terminate and may continued to be exercised notwithstanding the corporate transaction). In the event a stock award will
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terminate if not exercised, our board may provide, in its sole discretion, that the holder of such stock award may not exercise such stock award
but will receive a payment equal to the excess of the value of the property the holder would have received upon exercise over any exercise price.

Other stock awards, such as stock purchase awards, may have their repurchase or forfeiture rights assigned to the surviving or acquiring entity
(or its parent company) in the corporate transaction. If such repurchase or forfeiture rights are not assigned, then such stock awards will become
fully vested.

In addition, each stock award under the 2005 Equity Plan will immediately vest as to all of the shares subject to the stock award upon the
occurrence of certain specified change in control transactions (as defined in the 2005 Equity Plan), whether or not such stock award is assumed,
continued, or substituted by a surviving or acquiring entity in the transaction.

Duration, Termination and Amendment

Our board may suspend or terminate the 2005 Equity Plan without stockholder approval or ratification at any time. Unless sooner terminated, the
2005 Equity Plan will terminate on April 26, 2015.

Our board may amend or modify the 2005 Equity Plan at any time. However, no amendment shall be effective unless approved by the
stockholders of Hollis-Eden to the extent stockholder approval is necessary to satisfy applicable law.

Our board also may submit any other amendment to the 2005 Equity Plan intended to satisfy the requirements of Section 162(m) of the Code
regarding the exclusion of performance-based compensation from the limitation on the deductibility of compensation paid to certain employees.

Federal Income Tax Information

The following is a summary of the principal United States federal income taxation consequences to employees and Hollis-Eden with respect to
participation in the 2005 Equity Plan. This summary is not intended to be exhaustive, and does not discuss the income tax laws of any city, state
or foreign jurisdiction in which a participant may reside.

Incentive Stock Options. Incentive stock options granted under the 2005 Equity Plan are intended to be eligible for the favorable federal income
tax treatment accorded �incentive stock options� under the Code. There generally are no federal income tax consequences to the participant or
Hollis-Eden by reason of the grant or exercise of an incentive stock option. However, the exercise of an incentive stock option may increase the
participant�s alternative minimum tax liability, if any.

If a participant holds stock acquired through exercise of an incentive stock option for more than two years from the date on which the option was
granted and more than one year after the date the option was exercised for those shares, any gain or loss on a disposition of those shares (a
�qualifying disposition�) will be a long-term capital gain or loss. Upon such a qualifying disposition, Hollis-Eden will not be entitled to any
income tax deduction.

Generally, if the participant disposes of the stock before the expiration of either of these holding periods (a �disqualifying disposition�), then at the
time of disposition the participant will realize taxable ordinary income equal to the lesser of (i) the excess of the stock�s fair market value on the
date of exercise over the exercise price, or (ii) the participant�s actual gain, if any, on the purchase and sale. The participant�s additional gain or
any loss upon the disqualifying disposition will be a capital gain or loss, which will be long-term or short-term depending on whether the stock
was held for more than one year.
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To the extent the participant recognizes ordinary income by reason of a disqualifying disposition, generally Hollis-Eden will be entitled (subject
to the requirement of reasonableness, the provisions of Section 162(m) of the Code, and the satisfaction of a tax reporting obligation) to a
corresponding income tax deduction in the tax year in which the disqualifying disposition occurs.

Nonstatutory Stock Options. No taxable income is recognized by a participant upon the grant of a nonstatutory stock option. Upon exercise of a
nonstatutory stock option, the participant will recognize ordinary income equal to the excess, if any, of the fair market value of the purchased
shares on the exercise date over the exercise price paid for those shares. Generally, with respect to employees, Hollis-Eden is required to
withhold from the amount received upon exercise of the stock option or from regular wages or supplemental wage payments an amount based on
the ordinary income recognized. Generally, Hollis-Eden will be entitled (subject to the requirement of reasonableness, the provisions of
Section 162(m) of the Code, and the satisfaction of a tax reporting obligation) to a corresponding income tax deduction in the tax year in which
such ordinary income is recognized by the participant.

Upon disposition of the stock, the participant will recognize a capital gain or loss equal to the difference between the selling price and the sum of
the amount paid for such stock plus any amount recognized as ordinary income upon acquisition (or vesting) of the stock. Such gain or loss will
be long-term or short-term depending on whether the stock was held for more than one year.

Stock Appreciation Rights. No taxable income is realized upon the receipt of a stock appreciation right. Upon exercise of the stock appreciation
right, the fair market value of the shares (or cash in lieu of shares) received is recognized as ordinary income to the participant in the year of
such exercise. Generally, with respect to employees, Hollis-Eden is required to withhold from the payment made on exercise of the stock
appreciation right or from regular wages or supplemental wage payments an amount based on the ordinary income recognized. Subject to the
requirement of reasonableness, Section 162(m) of the Code and the satisfaction of a reporting obligation, Hollis-Eden will be entitled to an
income tax deduction equal to the amount of ordinary income recognized by the participant.

Stock Purchase Awards and Restricted Stock Awards. Upon receipt of a stock purchase or restricted stock award, the participant will recognize
ordinary income equal to the excess, if any, of the fair market value of the shares on the date of issuance over the purchase price, if any, paid for
those shares. Hollis-Eden will be entitled (subject to the requirement of reasonableness, the provisions of Section 162(m) of the Code, and the
satisfaction of a tax reporting obligation) to a corresponding income tax deduction in the tax year in which such ordinary income is recognized
by the participant.

However, if the shares issued upon the grant of a stock purchase or restricted stock award are unvested and subject to repurchase by Hollis-Eden
in the event of the participant�s termination of service prior to vesting in those shares, the participant will not recognize any taxable income at the
time of issuance, but will have to report as ordinary income, as and when Hollis-Eden�s repurchase right lapses, an amount equal to the excess of
(i) the fair market value of the shares on the date the repurchase right lapses, over (ii) the purchase price, if any, paid for the shares. The
participant may, however, elect under Section 83(b) of the Code to include as ordinary income in the year of issuance an amount equal to the
excess of (x) the fair market value of the shares on the date of issuance, over (y) the purchase price, if any, paid for such shares. If the
Section 83(b) election is made, the participant will not recognize any additional income as and when the repurchase right lapses.

Upon disposition of the stock acquired upon the receipt of a stock purchase or restricted stock award, the participant will recognize a capital gain
or loss equal to the difference between the selling price and the sum of the amount paid for such stock plus any amount recognized as ordinary
income upon issuance (or vesting) of the stock. Such gain or loss will be long-term or short-term depending on whether the stock was held for
more than one year.
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Restricted Stock Unit Awards. No taxable income is recognized upon receipt of a restricted stock unit award. The participant will recognize
ordinary income in the year in which the shares subject to that unit are actually issued to the participant in an amount equal to the fair market
value of the shares on the date of issuance. The participant and Hollis-Eden will be required to satisfy certain tax withholding requirements
applicable to such income. Subject to the requirement of reasonableness, Section 162(m) of the Code and the satisfaction of a tax reporting
obligation, Hollis-Eden will be entitled to an income tax deduction equal to the amount of ordinary income recognized by the participant at the
time the shares are issued. In general, the deduction will be allowed for the taxable year in which such ordinary income is recognized by the
participant.

Potential Limitation on Company Deductions. Section 162(m) of the Code denies a deduction to any publicly-held corporation for compensation
paid to certain �covered employees� in a taxable year to the extent that compensation to such covered employee exceeds $1 million. It is possible
that compensation attributable to awards, when combined with all other types of compensation received by a covered employee from
Hollis-Eden, may cause this limitation to be exceeded in any particular year.

Certain kinds of compensation, including qualified �performance-based compensation,� are disregarded for purposes of the deduction limitation.
In accordance with Treasury Regulations issued under Section 162(m) of the Code, compensation attributable to stock options and stock
appreciation rights will qualify as performance-based compensation if such awards are granted by a compensation committee comprised solely
of �outside directors� and the plan contains a per-employee limitation on the number of shares for which such awards may be granted during a
specified period, the per-employee limitation is approved by the stockholders, and the exercise or strike price of the award is no less than the fair
market value of the stock on the date of grant.

Compensation attributable to stock options or stock appreciation rights with exercise or strike prices less than fair market value on the date of
grant, stock purchase awards, restricted stock awards, and restricted stock unit awards will qualify as performance-based compensation,
provided that: (i) the award is granted by a compensation committee comprised solely of �outside directors,� (ii) the award is granted (or
exercisable) only upon the achievement of an objective performance goal established in writing by the compensation committee while the
outcome is substantially uncertain, (iii) the Compensation Committee certifies in writing prior to the granting (or exercisability) of the award
that the performance goal has been satisfied, and (iv) prior to the granting (or exercisability) of the award, stockholders have approved the
material terms of the award (including the class of employees eligible for such award, the business criteria on which the performance goal is
based, and the maximum amount, or formula used to calculate the amount, payable upon attainment of the performance goal).

New Plan Benefits

As of the date hereof, no options or other stock awards have been granted on the basis of the share increase for which stockholder approval is
sought under this Proposal 2. Accordingly, future benefits or amounts received are not determinable.
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The following table presents certain information with respect to options granted under the 2005 Equity Plan during the fiscal year ended
December 31, 2006 to (i) our Chief Executive Officer, our Chief Financial Officer and our other three most highly compensated executive
officers in 2006, (ii) all executive officers as a group, (iii) all non-employee directors as a group and (iv) all non-executive officer employees as
a group. This information regarding grants for the fiscal year ended December 31, 2006 is for illustration only and may not be indicative of
grants that are made in the future under the 2005 Equity Plan. The dollar value of these options cannot be determined because they depend upon
the market value of the underlying shares of common stock on the date of exercise.

Name and Position
Number of Shares

Underlying Options
Mr. Richard B. Hollis

Chairman of the Board, President and Chief Executive Officer

232,000

Mr. Daniel D. Burgess

Chief Financial Officer and Chief Operating Officer (1)

77,000

Dr. James M. Frincke

Chief Scientific Officer

87,000

Mr. Eric J. Loumeau

Vice President, Corporate General Counsel

36,250

Dr. Christopher L. Reading

Executive Vice President, Scientific Development

36,250

All Executive Officers as a Group 541,000

All Non-Employee Directors as a Group �  

All Non-Executive Officer Employees as a Group 359,323

(1) Mr. Burgess resigned from the Company effective May 7, 2007.
Equity Compensation Plan Information

The following table provides information as of December 31, 2006 with respect to all of our compensation plans under which we are authorized
to issue our equity securities.

Plan Category

(a)

Number of securities to
be issued upon exercise of

outstanding options,
warrants and rights

(b)

Weighted-average
exercise price

of
outstanding options,

warrants and
rights

(c)

Number of securities
remaining available for

future issuance under equity
compensation plans
(excluding securities

reflected in column (a))
Stock option equity compensation plans
approved by security holders 5,802,514 $ 8.89 323,249

Stock option equity compensation plans
not approved by security holders 1,616,708 $ 7.49 81,000

Warrant equity compensation plans not
approved by security holders 64,000 $ 5.56 �  
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Our equity compensation plans and arrangements adopted without the approval of securities holders that were in effect as of December 31, 2006,
and the material features of such plans and arrangements, are described in Note 9 (�Stock Options�Non-Plan Options�) and Note 10 (�Common
Stock Purchase Warrants�) in the Notes to Financial Statements included in our annual report on Form 10-K for the year ended December 31,
2006.
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Proposal 3

APPROVAL OF AN INCREASE TO THE NUMBER OF SHARES RESERVED

FOR ISSUANCE UNDER THE 2005 NON-EMPLOYEE DIRECTORS� EQUITY INCENTIVE PLAN

On April 27, 2005, our board of directors adopted the Hollis-Eden Pharmaceuticals, Inc. 2005 Non-Employee Directors� Equity Incentive Plan
(the �2005 Directors� Plan�). The 2005 Directors� Plan was approved by our stockholders in June 2005. In December 2005, our board of directors
amended the 2005 Directors� Plan to refine and clarify certain other provisions of the 2005 Directors� Plan to the extent necessary to make the
2005 Directors� Plan fully effective. On March 18, 2006, our board of directors amended and restated the 2005 Directors� Plan to reserve an
additional 150,000 shares for issuance which was subsequently approved by our stockholders in June 2006. On April 24, 2007, our board of
directors approved the amendment to the 2005 Directors� Plan to reserve an additional 150,000 shares for issuance, subject to approval by our
stockholders at this annual meeting.

This Proposal 3 seeks to increase the shares of common stock reserved for issuance under the 2005 Directors� Plan by 150,000 shares for a total
of 450,000 shares reserved for issuance under the 2005 Directors� Plan. At March 31, 2007, options covering an aggregate of 258,000 shares had
been granted under the 2005 Director�s Plan, and 42,000 shares (other than any shares that might in the future be returned to the 2005 Directors�
Plan as a result of cancellations or expirations of options) remained available for future grant under the 2005 Directors� Plan.

The approval of the increase the shares of common stock reserved for issuance under the 2005 Directors� Plan will allow Hollis-Eden to continue
to grant stock options and other awards at levels determined appropriate by our board of directors. Because of the increasing time commitments
and liability exposure resulting from recent Nasdaq and Securities and Exchange Commission rules and regulations, as well as to bring our board
compensation more in line with industry standards, our board believes it is important for us to have the ability to grant a sufficient number of
stock options to attract and retain the most qualified non-employee directors in the industry. Accordingly, the approval of the amendment to the
2005 Directors� Plan will allow us flexibility in attracting and retaining qualified non-employee directors by granting stock options and other
awards to non-employee directors at levels determined appropriate by our board and the Compensation Committee.

Stockholders are requested in this Proposal 3 to approve the proposed increase in the total number of shares reserved for issuance under the 2005
Directors� Plan. The affirmative vote of the holders of a majority of the shares present in person or represented by proxy and entitled to vote at
the annual meeting will be required to approve the increase in the share reserve under the 2005 Directors� Plan. Abstentions will be counted
toward the tabulation of votes cast on proposals presented to the stockholders and will have the same effect as negative votes. Broker non-votes
are counted towards a quorum, but are not counted for any purpose in determining whether this matter has been approved.

OUR BOARD OF DIRECTORS RECOMMENDS

A VOTE IN FAVOR OF PROPOSAL 3.

The following is a summary of the principal features of the 2005 Directors� Plan. This summary is subject to, and qualified in its entirety by, the
full text of the 2005 Directors� Plan, a copy of which, as proposed to be amended, is attached as Appendix B to this proxy statement.

General

The 2005 Directors� Plan provides for the grant of nonstatutory stock options, stock appreciation rights, stock purchase awards, restricted stock
awards, restricted stock unit awards, and other forms of equity compensation (collectively, �stock awards�). Any stock awards granted under the
2005 Directors� Plan will be
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granted in the board�s discretion. Nonstatutory stock options granted under the 2005 Directors� Plan are not intended to qualify as incentive stock
options within the meaning of Section 422 of the Internal Revenue Code of 1986, as amended (the �Code�). See �Federal Income Tax Information�
for a discussion of the tax treatment of stock awards.

Purpose

Our board adopted the 2005 Directors� Plan to provide a means to secure and retain the services of non-employee directors eligible to receive
stock awards, to provide incentives for such individuals to exert maximum efforts for the success of Hollis-Eden and its affiliates, and to provide
a means by which such eligible individuals may be given an opportunity to benefit from increases in the value of Hollis-Eden�s common stock
through the grant of stock awards.

Administration

Our board administers the 2005 Directors� Plan. Subject to the provisions of the 2005 Directors� Plan, our board has the authority to construe and
interpret the 2005 Directors� Plan, to determine the persons to whom and the dates on which stock awards will be granted, the number of shares
of common stock to be subject to each stock award, the time or times during the term of each stock award within which all or a portion of the
award may be exercised, the exercise, purchase, or strike price of each stock award, the type of consideration permitted to exercise or purchase
each stock award, and other terms of the stock awards.

Our board has the authority to delegate some or all of the administration of the 2005 Directors� Plan to a committee or committees. Our board has
delegated such administration to the Compensation Committee of our board. In the discretion of our board, a committee may consist solely of
two or more �non-employee directors� within the meaning of Rule 16b-3 of the Securities Exchange Act of 1934, as amended. If administration is
delegated to a committee, the committee has the authority to delegate certain administrative powers to a subcommittee of one or more members.
As used herein with respect to the 2005 Directors� Plan, �our board� refers to any committee our board appoints or, if applicable, any
subcommittee, as well as to our board itself.

Eligibility

Only non-employee directors of Hollis-Eden are eligible to receive stock awards under the 2005 Directors� Plan.

Stock Subject to the 2005 Directors� Plan

Subject to stockholder approval of this Proposal 3 at the annual meeting, a maximum of 450,000 shares of common stock are available for
issuance under the 2005 Directors� Plan, which includes 300,000 shares, previously reserved for issuance under the 2005 Directors� Plan, plus an
additional 150,000 shares. If a stock award granted under the 2005 Directors� Plan expires or otherwise terminates without being exercised in
full, or if any shares of common stock issued pursuant to a stock award are forfeited to or repurchased by Hollis-Eden, including, but not limited
to, any repurchase or forfeiture caused by the failure to meet a contingency or condition required for the vesting of such shares, then the shares
of common stock not issued under such stock award, or forfeited to or repurchased by Hollis-Eden shall revert to and again become available for
issuance under the 2005 Directors� Plan. If any shares subject to a stock award are not delivered to a participant because such shares are withheld
for the payment of taxes or the stock award is exercised through a reduction of shares subject to the stock award (i.e., �net exercised�), the number
of shares that are not delivered shall remain available for issuance under the 2005 Directors� Plan. If the exercise price of any stock award is
satisfied by tendering shares of common stock held by the participant, then the number of shares so tendered shall remain available for issuance
under the 2005 Directors� Plan.
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As of April 13, 2007, the closing price of our common stock as reported on The Nasdaq Global Market was $2.87 per share.

Terms of Options

Options may be granted under the 2005 Directors� Plan pursuant to stock option agreements. The following is a description of the permissible
terms of options under the 2005 Directors� Plan. Individual stock option agreements may be more restrictive as to any or all of the permissible
terms described below.

Exercise Price. The exercise price of nonstatutory stock options may not be less than 100% of the fair market value of the stock on the date of
grant.

Consideration. The exercise price of options granted under the 2005 Directors� Plan must be paid, to the extent permitted by applicable law and
at the discretion of our board, (i) by cash or check, (ii) pursuant to a broker-assisted cashless exercise, (iii) by delivery of other common stock of
Hollis-Eden, (iv) pursuant to a net exercise arrangement, or (iv) in any other form of legal consideration acceptable to our board.

Vesting. Options granted under the 2005 Directors� Plan may become exercisable in cumulative increments, or �vest,� as determined by our board.
Vesting typically will occur during the optionholder�s continued service with Hollis-Eden or an affiliate, whether such service is performed in the
capacity of an employee, consultant or director (collectively, �service�) and regardless of any change in the capacity of the service performed.
Shares covered by different options granted under the 2005 Directors� Plan may be subject to different vesting terms. The Board has the authority
to accelerate the time during which an option may vest or be exercised.

Tax Withholding. To the extent provided by the terms of a stock option agreement, a participant may satisfy any federal, state or local tax
withholding obligation relating to the exercise of the option by a cash payment upon exercise, by authorizing Hollis-Eden to withhold a portion
of the stock otherwise issuable to the participant, by delivering already-owned common stock of Hollis-Eden, or by a combination of these
means.

Term. The maximum term of options granted under the 2005 Directors� Plan is 10 years.

Termination of Service. Options granted under the 2005 Directors� Plan generally terminate three months after termination of the participant�s
service unless (i) termination is due to the participant�s disability, in which case the option may be exercised (to the extent the option was
exercisable at the time of the termination of service) at any time within 12 months following termination; (ii) the participant dies before the
participant�s service has terminated, or within generally three months after termination of service, in which case the option may be exercised (to
the extent the option was exercisable at the time of the participant�s death) within 18 months following the participant�s death by the person or
persons to whom the rights to such option have passed; or (iii) the option by its terms specifically provides otherwise. Under the 2005 Directors�
Plan, the option term may be extended in the event that exercise of the option following termination of service is prohibited by applicable
securities laws. In no event, however, may an option be exercised beyond the expiration of its term.

Restrictions on Transfer. Unless provided otherwise by our board, a participant in the 2005 Directors� Plan may not transfer an option other than
by will or by the laws of descent and distribution or pursuant to a domestic relations order and during the lifetime of the participant, only the
participant (or the transferee pursuant to a domestic relations order) may exercise an option. A participant may also designate a beneficiary who
may exercise an option following the participant�s death.

Terms of Stock Appreciation Rights

Stock appreciation rights may be granted under the 2005 Directors� Plan pursuant to stock appreciation rights agreements.
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Exercise. Each stock appreciation right is denominated in shares of common stock equivalents. Upon exercise of a stock appreciation right,
Hollis-Eden will pay the participant an amount equal to the excess of (i) the aggregate fair market value of Hollis-Eden�s common stock on the
date of exercise, over (ii) the strike price determined by our board on the date of grant.

Settlement of Awards. The appreciation distribution upon exercise of a stock appreciation right may be paid in cash, shares of Hollis-Eden�s
common stock, or any other form of consideration determined by our board.

Vesting. Stock appreciation rights vest and become exercisable at the rate specified in the stock appreciation right agreement as determined by
our board.

Termination of Service. Upon termination of a participant�s service, the participant generally may exercise any vested stock appreciation right for
three months (or such longer or shorter period specified in the stock appreciation right agreement) after the date such service relationship ends.
In no event may a stock appreciation right be exercised beyond the expiration of its term.

Terms of Stock Purchase Awards and Restricted Stock Awards

Stock purchase awards and restricted stock awards may be granted under the 2005 Directors� Plan pursuant to stock purchase award agreements
and restricted stock award agreements, respectively.

Purchase Price. The purchase price for stock purchase awards must be at least the par value of Hollis-Eden�s common stock.

Consideration. The purchase price for stock purchase awards may be payable either (i) in cash or by check, (ii) by past service rendered to
Hollis-Eden, or (iii) in any other form of legal consideration acceptable to our board. The Board may grant restricted stock awards in
consideration for past services rendered to Hollis-Eden or in exchange for any other form of legal consideration acceptable to our board, without
the payment of a purchase price.

Vesting. Shares of stock acquired under a stock purchase or restricted stock award may, but need not, be subject to a repurchase option in favor
of Hollis-Eden or forfeiture to Hollis-Eden in accordance with a vesting schedule as determined by our board. The Board has the authority to
accelerate the vesting of stock acquired pursuant to a stock purchase or restricted stock award.

Termination of Service. Upon termination of a participant�s service, Hollis-Eden may repurchase or otherwise reacquire any forfeited shares of
stock that have not vested as of such termination under the terms of the applicable stock purchase award or restricted stock award agreement.

Restrictions on Transfer. Rights to acquire shares under a stock purchase or restricted stock award may be transferred only upon such terms and
conditions as determined by our board.

Terms of Restricted Stock Unit Awards

Restricted stock unit awards may be granted under the 2005 Directors� Plan pursuant to restricted stock unit award agreements.

Consideration. The purchase price, if any, for restricted stock unit awards may be paid in any form of legal consideration acceptable to our
board.

Settlement of Awards. A restricted stock unit award may be settled by the delivery of shares of Hollis-Eden�s common stock, in cash, or by any
combination of these means as determined by our board.
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Vesting. Restricted stock unit awards vest at the rate specified in the restricted stock unit award agreement as determined by our board. However,
at the time of grant, our board may impose additional restrictions or conditions that delay the delivery of stock or cash subject to the restricted
stock unit award after vesting.

Dividend Equivalents. Dividend equivalent rights may be credited with respect to shares covered by a restricted stock unit award. Hollis-Eden
does not anticipate paying cash dividends on its common stock for the foreseeable future, however.

Termination of Service. Except as otherwise provided in the applicable award agreement, restricted stock units that have not vested will be
forfeited upon the participant�s termination of service.

Terms of Other Equity Awards

The board may grant other equity awards that are valued in whole or in part by reference to Hollis-Eden�s common stock. Subject to the
provisions of the 2005 Directors� Plan, our board has the authority to determine the persons to whom and the dates on which such other equity
awards will be granted, the number of shares of common stock (or cash equivalents) to be subject to each award, and other terms and conditions
of such awards.

Changes to Capital Structure

If any change is made to the outstanding shares of Hollis-Eden�s common stock without Hollis-Eden�s receipt of consideration (whether through a
stock split or other specified change in the capital structure of Hollis-Eden), appropriate adjustments will be made to: (i) the maximum number
and/or class of securities issuable under the 2005 Directors� Plan, and (ii) the number and/or class of securities and the price per share in effect
under each outstanding stock award under the 2005 Directors� Plan.

Corporate Transactions; Changes in Control

Under the 2005 Directors� Plan, unless otherwise provided in a written agreement between Hollis-Eden or any affiliate and the holder of the stock
award, in the event of a corporate transaction (as defined in the 2005 Directors� Plan), all outstanding stock awards under the 2005 Directors� Plan
may be assumed, continued or substituted for by any surviving or acquiring entity (or its parent company). If the surviving or acquiring entity (or
its parent company) elects not to assume, continue or substitute for such stock awards, then (i) with respect to any such stock awards that are
held by individuals whose continuous service with Hollis-Eden or its affiliates has not terminated prior to the effective date of the corporate
transaction, the vesting and exercisability provisions of such stock awards will be accelerated in full and such awards will terminate if not
exercised prior to the effective date of the corporate transaction, and (ii) with respect to any stock awards that are held by individuals whose
continuous service with Hollis-Eden or its affiliates has terminated prior to the effective date of the corporate transaction, the vesting and
exercisability provisions of such stock awards will not be accelerated and such awards will terminate if not exercised prior to the effective date
of the corporate transaction (except that any reacquisition or repurchase rights held by Hollis-Eden with respect to such stock awards shall not
terminate and may continue to be exercised notwithstanding the corporate transaction). In the event a stock award will terminate if not exercised,
our board may provide, in its sole discretion, that the holder of such stock award may not exercise such stock award but will receive a payment
equal to the excess of the value of the property the holder would have received upon exercise over any exercise price.

Other stock awards, such as stock purchase awards, may have their repurchase or forfeiture rights assigned to the surviving or acquiring entity
(or its parent company) in the corporate transaction. If such repurchase or forfeiture rights are not assigned, then such stock awards will become
fully vested.

In addition, each stock award under the 2005 Directors� Plan will immediately vest as to all of the shares subject to the stock award upon the
occurrence of certain specified change in control transactions, whether or not such stock award is assumed, continued, or substituted by a
surviving or acquiring entity in the transaction.
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Duration, Termination and Amendment

Our board may suspend or terminate the 2005 Directors� Plan without stockholder approval or ratification at any time. No stock awards may be
granted under the 2005 Directors� Plan while the 2005 Directors� Plan is suspended or after it is terminated.

Our board may amend or modify the 2005 Directors� Plan at any time. However, no amendment shall be effective unless approved by the
stockholders of Hollis-Eden to the extent stockholder approval is necessary to satisfy applicable law.

Federal Income Tax Information

The following is a summary of the principal United States federal income taxation consequences to employees and Hollis-Eden with respect to
participation in the 2005 Directors� Plan. This summary is not intended to be exhaustive, and does not discuss the income tax laws of any city,
state or foreign jurisdiction in which a participant may reside.

Nonstatutory Stock Options. No taxable income is recognized by a participant upon the grant of a nonstatutory stock option. Upon exercise of a
nonstatutory stock option, the participant will recognize ordinary income equal to the excess, if any, of the fair market value of the purchased
shares on the exercise date over the exercise price paid for those shares. Generally, Hollis-Eden will be entitled (subject to the requirement of
reasonableness and the satisfaction of a tax reporting obligation) to a corresponding income tax deduction in the tax year in which such ordinary
income is recognized by the participant.

Upon disposition of the stock, the participant will recognize a capital gain or loss equal to the difference between the selling price and the sum of
the amount paid for such stock plus any amount recognized as ordinary income upon acquisition (or vesting) of the stock. Such gain or loss will
be long-term or short-term depending on whether the stock was held for more than one year.

Stock Appreciation Rights. No taxable income is realized upon the receipt of a stock appreciation right. Upon exercise of the stock appreciation
right, the fair market value of the shares (or cash in lieu of shares) received is recognized as ordinary income to the participant in the year of
such exercise. Generally, with respect to non-employees, Hollis-Eden is not required to withhold from the payment made on exercise of the
stock appreciation right or from other compensation an amount based on the ordinary income recognized. Subject to the requirement of
reasonableness and the satisfaction of a reporting obligation, Hollis-Eden will be entitled to an income tax deduction equal to the amount of
ordinary income recognized by the participant.

Stock Purchase Awards and Restricted Stock Awards. Upon receipt of a stock purchase or restricted stock award, the participant will recognize
ordinary income equal to the excess, if any, of the fair market value of the shares on the date of issuance over the purchase price, if any, paid for
those shares. Hollis-Eden will be entitled (subject to the requirement of reasonableness and the satisfaction of a tax reporting obligation) to a
corresponding income tax deduction in the tax year in which such ordinary income is recognized by the participant.

However, if the shares issued upon the grant of a stock purchase or restricted stock award are unvested and subject to repurchase by Hollis-Eden
in the event of the participant�s termination of service prior to vesting in those shares, the participant will not recognize any taxable income at the
time of issuance, but will have to report as ordinary income, as and when Hollis-Eden�s repurchase right lapses, an amount equal to the excess of
(i) the fair market value of the shares on the date the repurchase right lapses, over (ii) the purchase price, if any, paid for the shares. The
participant may, however, elect under Section 83(b) of the Code to include as ordinary income in the year of issuance an amount equal to the
excess of (x) the fair market value of the shares on the date of issuance, over (y) the purchase price, if any, paid for such shares. If the
Section 83(b) election is made, the participant will not recognize any additional income as and when the repurchase right lapses.
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Upon disposition of the stock acquired upon the receipt of a stock purchase or restricted stock award, the participant will recognize a capital gain
or loss equal to the difference between the selling price and the sum of the amount paid for such stock plus any amount recognized as ordinary
income upon issuance (or vesting) of the stock. Such gain or loss will be long-term or short-term depending on whether the stock was held for
more than one year.

Restricted Stock Unit Awards. No taxable income is recognized upon receipt of a restricted stock unit award. The participant will recognize
ordinary income in the year in which the shares subject to that unit are actually issued to the participant in an amount equal to the fair market
value of the shares on the date of issuance. Subject to the requirement of reasonableness and the satisfaction of a tax reporting obligation,
Hollis-Eden will be entitled to an income tax deduction equal to the amount of ordinary income recognized by the participant at the time the
shares are issued. In general, the deduction will be allowed for the taxable year in which such ordinary income is recognized by the participant.

New Plan Benefits

As of the date hereof, no options or other stock awards have been granted on the basis of the share increase for which stockholder approval is
sought under this Proposal 3. Accordingly, future benefits or amounts received are not determinable.

The following table presents certain information with respect to options granted under the 2005 Directors� Plan during the year ended
December 31, 2006 to all non-employee directors as a group. The dollar value of these options cannot be determined because they depend on the
market value of the underlying shares of common stock on the date of exercise.

Name and Position

Number of Shares
Underlying Options

Granted
All non-employee directors as a group 253,000
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Proposal 4

RATIFICATION OF SELECTION OF OUR INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee of our board of directors has selected BDO Seidman, LLP as our independent registered public accounting firm for the
fiscal year ending December 31, 2007 and has further directed that management submit the selection of independent registered public accounting
firm for ratification by our stockholders at the annual meeting. BDO Seidman, LLP has audited our financial statements since our inception.
Representatives of BDO Seidman, LLP are expected to be present at the annual meeting, will have an opportunity to make a statement if they so
desire and will be available to respond to appropriate questions.

Stockholder ratification of the selection of BDO Seidman, LLP as our independent registered public accounting firm is not required by our
bylaws or otherwise. However, our board is submitting the selection of BDO Seidman, LLP to the stockholders for ratification as a matter of
good corporate practice. If the stockholders fail to ratify the selection, the Audit Committee and our board will reconsider whether or not to
retain that firm. Even if the selection is ratified, the Audit Committee in its discretion may direct the appointment of a different independent
registered public accounting firm at any time during the year if they determine that such a change would be in the best interests of the Company
and our stockholders.

The affirmative vote of the holders of a majority of the shares present in person or represented by proxy and entitled to vote at the annual
meeting will be required to ratify the selection of BDO Seidman, LLP. Abstentions will be counted toward the tabulation of votes cast on
proposals presented to the stockholders and will have the same effect as negative votes. Broker non-votes are counted towards a quorum, but are
not counted for any purpose in determining whether this matter has been approved.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM FEES

The following table shows the fees incurred for services rendered by BDO Seidman, LLP, our independent registered public accounting firm in
2006 and 2005. All such services were pre-approved by the Audit Committee in accordance with the pre-approval policy described below.

2006 2005
Audit Fees
�   Annual financial statements and reviews of quarterly financial statements $ 222,810(1) $ 243,425(3)

�   Review of other documents filed with the SEC 19,038 12,648
�   Other Fees 24,562(2) 24,947(4)

Subtotal Audit Fees $ 266,410 $ 281,020
Audit Related Fees -0- -0-
Tax Fees 7,081 6,500
Total $ 273,491 $ 287,520

(1) Approximately $75,553 in audit and quarterly review fees and $147,257 in the audit of internal controls over financial reporting paid to
our independent registered public accounting firm.

(2) Comprised of out-of pocket expenses, administrative fees and board and audit committee meeting attendance.

(3) Approximately $66,750 in audit and quarterly review fees and $176,675 in the audit of internal controls over financial reporting paid to
our independent registered public accounting firm. This number does not include $164,782 incurred for consultants related to Sarbanes
Oxley Act Section 404 compliance.

(4) Comprised of out-of pocket expenses, administrative fees and board and audit committee meeting attendance.
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PRE-APPROVAL POLICIES

The Audit Committee pre-approves all audit and permissible non-audit services provided by the independent registered public accounting firm.
These services may include audit services, audit-related services, internal control services, tax services and other services. The Audit Committee
has adopted a policy for the pre-approval of services provided by the independent registered public accounting firm, BDO Seidman, LLP. The
policy generally pre-approves specified services in the defined categories of audit services, audit-related services and tax services up to specified
amounts. Pre-approval may also be given as part of the Audit Committee�s approval of the scope of the engagement of the independent registered
public accounting firm or on an individual explicit case-by-case basis before the independent registered public accounting firm is engaged to
provide each service.

During the year, circumstances may arise when it may become necessary to engage the independent registered public accounting firm for
additional services not contemplated in the original pre-approval. In those instances, the Audit Committee requires specific pre-approval before
engaging the independent registered public accounting firm. The Audit Committee has delegated pre-approval authority to the Chairman of the
Audit Committee for those such instances. The Chairman must report on such approvals at the next scheduled Audit Committee meeting.

The Audit Committee has determined that the rendering of the non-audit services by BDO Seidman, LLP is compatible with maintaining the
auditor�s independence.

All fiscal year 2006 audit and non-audit services provided by the independent registered public accounting firm were pre-approved.

THE BOARD OF DIRECTORS RECOMMENDS

A VOTE IN FAVOR OF PROPOSAL 4.
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EXECUTIVE OFFICERS AND SENIOR MANAGEMENT

The following table sets forth information regarding our Executive Officers and Senior Management.

Name Age Position
Richard B. Hollis 54 Chairman of the Board, President and Chief Executive Officer
Daniel D. Burgess 45 Chief Operating Officer and Chief Financial Officer
James M. Frincke, Ph.D. 56 Chief Scientific Officer
Eric J. Loumeau 44 Vice President, Corporate General Counsel
Robert L. Marsella 54 Senior Vice President, Business Development
Christopher L. Reading, Ph.D. 59 Executive Vice President, Scientific Development
Dwight R. Stickney, M.D. 64 Vice President, Medical Affairs
Robert W. Weber 56 Chief Accounting Officer and Vice President�Controller
Richard B. Hollis founded Hollis-Eden in August 1994, and currently serves as our Chairman, President and Chief Executive Officer. Mr. Hollis
has over 29 years experience in the health care industry, has a proven track record of launching and marketing important new medical products,
and a distinguished career of managing the growth and operations of companies in a variety of senior management positions. Mr. Hollis began
his career in product sales with Baxter Travenol (today Baxter International), where he specialized in launching and marketing parenteral,
enteral and intravenous solutions to hospitals and nursing homes. Mr. Hollis next joined Imed Corporation, a world leader in drug delivery
devices in the 1980s, where he rapidly advanced through numerous sales, marketing and managerial positions. When Imed was acquired by
Warner Lambert (today part of Pfizer Inc.), Mr. Hollis was one of two Division Managers at Imed. After leaving Warner Lambert, Mr. Hollis
joined Genentech, Inc. as Western Business Unit Manager as the Bay Area biotechnology revolution was unfolding. At Genentech, Mr. Hollis
was instrumental in the launch of two blockbuster pharmaceutical products�Protropin (human growth hormone) and Activase (tissue
plasiminogen activator). Following those successful product launches, Mr. Hollis joined Instromedix, a manufacturer of cardiac monitoring
devices, as General Manager and Vice President of Marketing and Sales, and subsequently was named Chief Operating Officer of Bioject
Medical, a manufacturer of needleless drug delivery devices. In 1994 he acted on his vision of founding a new pharmaceutical company,
Hollis-Eden, which he initially self-funded and successfully brought public in 1997. Mr. Hollis received his B.A. in Psychology from San
Francisco State University after studying the humanities while attending St. Mary�s College.

Daniel D. Burgess became Chief Operating Officer and Chief Financial Officer of Hollis-Eden in 1999. Mr. Burgess resigned from the
Company effective May 7, 2007. Mr. Burgess joined Hollis-Eden from Nanogen Inc., where he served as Vice President and Chief Financial
Officer. Prior to joining Nanogen in 1998, Mr. Burgess spent ten years with Gensia Sicor, Inc. (acquired by Teva Pharmaceutical Industries
Limited) and Gensia Automedics, Inc., a partially owned subsidiary of Gensia Sicor. He served as President and a director of Gensia
Automedics, where he was responsible for all functional areas of this medical products company. In addition, he was Vice President and Chief
Financial Officer of Gensia Sicor, where he was responsible for finance, investor relations, business development and other administrative
functions. Prior to joining Gensia, Mr. Burgess held positions at Castle & Cooke, Inc. and Smith Barney, Harris Upham and Company. He
received a degree in Economics from Stanford University and an M.B.A. from Harvard Business School. Mr. Burgess is a member of the Board
of Directors of Santarus, Inc. and Metabasis Therapeutics, Inc.

James M. Frincke, Ph.D., joined Hollis-Eden as Vice President, Research and Development in 1997, was promoted to Executive Vice President
in 1999, and to Chief Scientific Officer in 2001. Dr. Frincke joined Hollis-Eden from Prolinx, Inc., where he served as Vice President,
Therapeutics Research and Development from 1995
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to 1997. During his 24 years in the biotechnology industry, Dr. Frincke has managed major development programs including drugs, biologicals,
and cellular and gene therapy products aimed at the treatment of cancer, infectious diseases and organ transplantation. Since joining the
biotechnology industry, Dr. Frincke has held vice president, research and development positions in top tier biotechnology companies including
Hybritech/Eli Lilly and SyStemix Inc. (acquired by Novartis). In various capacities, he has been responsible for all aspects of pharmaceutical
development including early stage research programs, product evaluation, pharmacology, manufacturing, and the management of regulatory and
clinical matters for lead product opportunities. Dr. Frincke has authored or co-authored more than 100 scientific articles, abstracts and regulatory
filings. Dr. Frincke received his B.S. in Chemistry and his Ph.D. in Chemistry from the University of California, Davis. Dr. Frincke completed
his postdoctoral work at the University of California, San Diego.

Eric J. Loumeau became Vice President, Corporate General Counsel in 1999. Mr. Loumeau joined Hollis-Eden from the law firm of Cooley
Godward LLP, where he had primary responsibility for Hollis-Eden�s account for the previous four years. As a partner at Cooley Godward,
Mr. Loumeau represented a number of private and public companies in corporate and securities law matters. He joined the firm in 1995 from
Skadden, Arps, Slate, Meagher and Flom, where he was an associate for four years. Mr. Loumeau attended Harvard Law School and the
University of California, Berkeley, Boalt Hall School of Law, where he received a J.D. degree. He holds a B.S. degree in Business
Administration with an emphasis in finance from Brigham Young University.

Robert L. Marsella became Vice President of Business Development and Marketing of Hollis-Eden in 1997, and was promoted to Senior Vice
President of Business Development and Marketing in 2004. Mr. Marsella has more than 25 years of medical sales, marketing, and distribution
experience. Prior to joining Hollis-Eden, Mr. Marsella acted as a distributor of various cardiac related hospital products for a number of years. In
addition, he has also served as Regional Manager for Genentech and launched ActivaseTM, t-pa (a biopharmaceutical drug) in the Western
United States. Prior to joining Genentech, Mr. Marsella marketed intravenous infusion pumps for Imed Corporation for four years. Mr. Marsella
began his career as a field sales representative and soon after was promoted to regional sales manager for U.S. Surgical Corporation, Auto
Suture division. Mr. Marsella received his B.A. degree from San Diego State University.

Christopher L. Reading, Ph.D., became Vice President of Scientific Development in 1999 and was promoted to Executive Vice President,
Scientific Development in 2002. Prior to joining Hollis-Eden, Dr. Reading was Vice President of Product and Process Development at Novartis
Inc.-owned SyStemix Inc. During this time, he successfully filed three investigational new drug applications (INDs) in the areas of stem cell
therapy technology and stem cell gene therapy for HIV/AIDS. Prior to joining SyStemix, Dr. Reading served on the faculty of the M.D.
Anderson Cancer Center in Houston for nearly 13 years. His positions there included Associate and Assistant Professor of Medicine in the
Departments of Hematology and Tumor Biology. During his career, Dr. Reading has given more than 25 national and international scientific
presentations, published more
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than 50 peer-reviewed journal articles and 15 invited journal articles as well as written nearly 20 book chapters, and received numerous grants
and contracts which supported his research activities. Dr. Reading has served on the National Science Foundation Advisory Committee for
Small Business Innovative Research Grants (SBIR) as well as on the editorial boards of Journal of Biological Response Modifiers and
Molecular Biotherapy. He holds a number of patents for his work with monoclonal antibodies and devices. Dr. Reading received his Ph.D. in
Biochemistry at the University of California at Berkeley and completed postdoctoral study in tumor biology at The University of California at
Irvine. He earned his B.A. in biology at the University of California at San Diego.

Dwight R. Stickney, M.D., was appointed Vice President, Medical Affairs in 2003. He joined Hollis-Eden as Medical Director, Oncology in
2000. Dr. Stickney joined Hollis-Eden from the Radiation Oncology Division of Radiological Associates of Sacramento Medical Group, Inc., in
Sacramento, California, where he served as an oncologist since 1993. While at Radiological Associates, he served as Chairman of the Radiation
Oncology Division from 1997 to 1999 and was a member of the Radiation Study section of the National Institute of Health�s Division of
Research Grants from 1993 to 1997. He also served as the Director of Radiation Research for Scripps Clinic and Research Foundation in La
Jolla, California. Dr. Stickney has taught in medical academia as Associate Professor of Radiation Medicine at Loma Linda University School of
Medicine and has served as Director of the International Order of Forresters Cancer Research Laboratory and on the board of directors of the
California Division of the American Cancer Society. Earlier in his career, Dr. Stickney held positions with Burroughs Wellcome and the Centers
for Disease Control, and academic teaching appointments at The University of California at Los Angeles and The University of California at
Riverside. He has also served as a consultant for a number of biotechnology companies on the design and conduct of clinical trials. Dr. Stickney
holds a Bachelor of Science in Microbiology, a Masters of Science in Immunology, and a M.D. from Ohio State University. In addition, he is
certified as a Diplomat of the American Board of Internal Medicine and Hematology and a Diplomat of the American Board of Radiology,
Therapeutic Radiology.

Robert W. Weber joined Hollis-Eden in 1996 and currently serves as Chief Accounting Officer and Vice President-Controller. Mr. Weber has
over twenty-five years of experience in financial management. Mr. Weber has been employed at executive levels by multiple start-up companies
and contributed to the success of several turnaround situations. He previously served as Vice President of Finance at Prometheus Products, a
subsidiary of Sierra Semiconductor (now PMC Sierra), from 1994 to 1996, and Vice President Finance and Chief Financial Officer for
Amercom, a personal computer telecommunications software publishing company, from 1993 to 1994. From February 1988 to August 1993,
Mr. Weber served as Vice President Finance and Chief Financial Officer of Instromedix, a company that develops and markets medical devices
and software. Mr. Weber brings a broad and expert knowledge of many aspects of financial management. In various capacities, he has been
responsible for all aspects of finance and accounting including cost accounting, cash management, filings with the Securities and Exchange
Commission, investor relations, private and venture financing, corporate legal matters, acquisitions/divestitures as well as information services
and computer automation. Mr. Weber received a B.S. from GMI Institute of Technology (now Kettering University) and an M.B.A. from the
Stanford Graduate School of Business.
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SECURITY OWNERSHIP OF

CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain information regarding the ownership of our common stock as of March 1, 2007 by: (i) each director and
nominee for director; (ii) each of the executive officers named in the compensation table; (iii) all of our executive officers and directors as a
group; and (iv) all those known to us to be beneficial owners of more than five percent of our common stock. Except as otherwise shown, the
address of each stockholder listed is in care of Hollis-Eden at 4435 Eastgate Mall, Suite 400, San Diego, CA 92121.

Beneficial Ownership(1)

Beneficial Owner

Number
of

Shares Percent of Total
Richard B. Hollis (2) 3,655,766 12.1%

Gruber & McBaine Capital Management, L.L.C.

50 Osgood Place, Penthouse

San Francisco, CA 94133-4611

1,822,900 6.3%

James M. Frincke (3) 627,706 2.1%

Daniel D. Burgess (4) 395,709 1.4%

Thomas Charles Merigan (5) 282,667 1.0%

Christopher L. Reading (6) 217,293 *

Salvatore J. Zizza (7) 213,166 *

Eric J. Loumeau (8) 180,997 *

Brendan R. McDonnell (9) 80,002 *

Jerome M. Hauer (10) 43,611 *

Marc R. Sarni (11) 48,611 *

All executive officers

and directors as a group (12 persons) (12)

6,325,425 19.3%

 * Less than one percent.

(1) This table is based upon information supplied by officers, directors and principal stockholders and Schedules 13D and 13G filed with the
Securities and Exchange Commission. Unless otherwise indicated in the footnotes to this table and subject to community property laws
where applicable, we believe that each of the stockholders named in this table has sole voting and investment power with respect to the
shares indicated as beneficially owned. Applicable percentages are based on 28,918,901 shares outstanding on March 1, 2007, adjusted as
required by rules promulgated by the Securities and Exchange Commission.

(2) Includes 1,365,267 shares subject to options which are presently exercisable or will become exercisable within 60 days of March 1, 2007
and 2,158 shares held under our 401(k) plan.
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Includes 580,766 shares subject to options which are presently exercisable or will become exercisable within 60 days of March 1, 2007
and 5,736 shares held under our 401(k) plan in his name. Also includes 30,564 shares subject to options which are presently exercisable or
will become exercisable within 60 days of March 1, 2007 and 2,765 shares held under our 401(k) plan in his spouse�s name.

(4) Includes 383,500 shares subject to options which are presently exercisable or will become exercisable within 60 days of March 1, 2007
and 5,459 shares held under our 401(k) plan. Mr. Burgess resigned from the Company effective May 7, 2007.

(5) Includes 282,667 shares subject to options which are presently exercisable or will become exercisable within 60 days of March 1, 2007.
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(6) Includes 208,668 shares subject to options which are presently exercisable or will become exercisable within 60 days of March 1, 2007
and 5,812 shares held under our 401(k) plan.

(7) Includes 81,666 shares subject to options which are presently exercisable or will become exercisable within 60 days of March 1, 2007.
Also includes 1,500 shares held in trust in the name of his children, with respect to which Mr. Zizza disclaims beneficial ownership.

(8) Includes 172,188 shares subject to options which are presently exercisable or will become exercisable within 60 days of March 1, 2007
and 5,196 shares held under our 401(k) plan.

(9) Includes 70,002 shares subject to options which are presently exercisable or will become exercisable within 60 days of March 1, 2007.

(10) Includes 43,611 shares subject to options which are presently exercisable or will become exercisable within 60 days of March 1, 2007.

(11) Includes 43,611 shares subject to options which are presently exercisable or will become exercisable within 60 days of March 1, 2007.

(12) Includes 3,793,236 shares subject to options which are presently exercisable or will become exercisable within 60 days of March 1, 2007
and 37,297 shares held under our 401(k) plan.

SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires our directors and executive officers, and persons who own more
than ten percent of a registered class of our equity securities, to file with the Securities and Exchange Commission initial reports of ownership
and reports of changes in ownership of common stock and other of our equity securities. Officers, directors and greater than ten percent
stockholders are required by Securities and Exchange Commission regulation to furnish us wi serif; MARGIN-LEFT: 36pt; FONT-SIZE:
10pt">X

No excise tax gross-ups upon a change in control for employment agreements entered into after February 2013

XNo tax gross-ups on ongoing benefits
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XNo granting of discounted stock options

XNo repricing of stock options or repurchasing of equity awards without stockholder approval

XNo hedging or short sales of Company securities

XNo pledging of Company securities

CEO Pay-for-Performance Alignment

The following chart illustrates the alignment between the CEO's pay and TSR for the three-year period ending December 31, 2013.  Note that
this chart does not reflect the reduction in the CEO's targeted total compensation for 2014.  We have shown both target total pay and realizable
pay.  Realizable pay includes salary, short- and long-term cash incentives earned, and the intrinsic value of equity awards granted during 2011,
2012, and 2013 based upon the Company's closing stock price on December 31, 2013 of $15.35 per share.  The intrinsic value of stock options
equals the difference between the December 31, 2013 price and the exercise price of the awards.

For 2014, based on stockholder feedback, the Committee targeted CEO total compensation at the 2014 Peer Group median, which resulted in a
30% reduction in target total pay opportunity from 2013 to 2014, as shown below.

CEO Target Pay (in $000s)

Description
2013
Target Pay

2014
Target Pay

Percentage
Change

Base salary $712 $712 0%
Short-term incentive $499 $499 0%
Long-term incentive $2,672 $1,500 -44%
   Total $3,883 $2,711 -30%
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The Committee's Processes and Analyses

Role of Compensation Committee

The Compensation Committee sets and administers the policies that govern compensation of our executive officers, including:

·Annually evaluating the performance of the CEO and other executive officers and recommending to the independent directors of the Board the
compensation level, including short- and long-term incentive compensation, for each such person based on this evaluation;

·Reviewing and recommending for approval to the Board any changes in executive officer incentive compensation plans and equity-based
compensation plans; and

·Reviewing and approving all equity-based compensation plans of the Company and granting equity-based awards pursuant to such plans.

The Committee seeks to assure that compensation paid to executive officers is fair, reasonable and competitive, and is linked to increasing
long-term stockholder value. Only independent directors serve on the Committee.  Based on the Compensation Committee Charter, the
Compensation Committee may delegate any of its responsibilities to a subcommittee so long as such subcommittee is solely composed of one or
more members of the Committee.

Compensation Philosophy and Objectives

Healthways is committed to making the world a healthier place, one person at a time.  In pursuit of that mission, we seek to attract, retain and
motivate talented individuals who are committed to the Company's mission and core values.  The Committee is committed to designing an
executive compensation program that is performance-based, competitive, clear in its design and objectives, and that aligns the interests of
management with those of the Company's stockholders by rewarding executive officers when the Company achieves financial success.

The Committee believes that performance-based pay is key to achieving our financial and strategic objectives and meeting stockholder
expectations.  The direct effect of this performance-based philosophy is that a majority of the total target compensation that is set at the
beginning of the year for an NEO is variable (excluding benefits and perquisites).  We consider compensation to be variable if the ultimate value
realized may be less than the intended target compensation.  Variable compensation includes both the annual short-term incentive awards and
the long-term incentive awards that in 2013 consisted of stock options, RSUs, and performance-based cash awards.  For example, for 2013,
approximately 81% of Mr. Leedle's total target compensation was variable, as shown below.  For all other NEOs, approximately 63% of their
total target compensation was variable (using a weighted average).  Target compensation is defined as base earnings, short-term incentives at
target (using the short-term incentive percentages for each NEO on page 37), and long-term incentives at target (using the long-term incentive
percentages for each NEO on page 39).
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Guided by the following principal objectives, the Committee strives to align compensation of its employees with the Company's business needs
without encouraging excessive or unnecessary risk-taking:

·Compensation that reflects both individual and Company performance.

oWe link employee pay to both individual and Company performance.

o

When employees assume greater responsibilities, more of their pay is linked to Company performance and stockholder returns through
increased participation in equity programs and increased linkage of their short-term and long-term incentive targets to overall Company
performance.  Since a significant share of our NEOs' total compensation is based on long-term incentives, their interests are aligned with the
long-term interests of our stockholders and the Company.
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oWe balance pay-for-performance and employee retention.  Even during downturns in Company performance, the compensation program
should continue to motivate successful, high-achieving employees.

·Compensation consistent with job responsibility and the market.

We set base salaries by evaluating market compensation data and internal pay relativity, which means that pay differences among jobs should be
commensurate with differences in job responsibility, geography, and impact.

·Stockholder input.

We consider stockholder input from the most recent say on pay vote.  We also consider other feedback from our stockholders.  We seek to
provide appropriate incentives for executives that are earned only when we achieve our performance goals that increase stockholder value,
thereby aligning stockholder and executive interests.

Annually, or more frequently as needed, the Compensation Committee reviews:

· Its compensation philosophy -- to ensure alignment with the principal objectives for compensation;

·Our executive compensation policies -- in light of our financial performance, the annual budget, and competitive and best practices; and

·The compensation of individual executives -- in light of such executive's performance and the Committee's executive compensation policies for
that year.

As a result of our balance of short- and long-term incentives, our use of different types of equity compensation awards that provide a balance of
incentives, our cap on incentive awards, our recoupment policy, our anti-hedging and anti-pledging policies, and our stock ownership guidelines,
the Committee believes that our compensation programs, including our executive compensation program, do not encourage our management or
colleagues to take risks reasonably likely to have a material adverse effect on our business.

The Committee also believes that our compensation strategies are aligned with our compensation philosophy, long-term performance, and
Company culture, which places significant value on highly-performing individuals, and that those strategies promote individual responsibility
for collective long-term success.

As discussed in further detail throughout the Compensation Discussion and Analysis, and based on Company performance in 2013, the
Committee believes that 2013 executive compensation was reasonable and appropriate.

Setting Compensation

In addition to its annual review of executive compensation, the Committee retains an independent compensation consultant to review the
Company's executive compensation.  The Committee also employs several tools to set executive compensation targets that meet the Company's
objectives.  In January 2012, the Committee selected Total Rewards Strategies to provide independent executive compensation advisory services
during 2012 and in setting executive compensation for 2013.  In September 2013, the Committee engaged Cook & Co. to provide independent
executive compensation advisory services during 2013 and in setting executive compensation for 2014, details of which are discussed under
"Compensation Decisions for 2014".  The independent compensation consultants report directly to the Committee and provide no other services
to the Company.  The Committee uses the following tools to set compensation:
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·Assessment of individual performance.

o

At the beginning of each year, the Committee meets with the CEO to review and approve performance objectives for the upcoming year for the
CEO and the other NEOs.  After the end of the year, the CEO delivers to the Committee individual performance evaluations and compensation
recommendations for each NEO.  The Committee determines compensation adjustments for each NEO based on a variety of factors, such as a
competitive compensation analysis, the CEO's and the Committee's assessment of each NEO's individual performance, the Company's
performance, and the Committee's judgment based on the NEO's interactions with the Board.

o

After the end of the year, the CEO presents to the Committee a self-assessment of his performance for the year based on his established
performance objectives.  The Committee conducts a confidential review of the CEO's performance for the previous year and discusses and
recommends to the independent directors any compensation adjustment for the upcoming year based on the competitive compensation analysis,
its assessment of the CEO's performance in light of the pre-approved performance objectives, the Company's performance, and the level of
CEO compensation relative to the other NEOs.

·Assessment of Company performance.

o
In addition to each NEO's individual performance, the Committee also considers the Company's overall performance in determining
executive compensation.  When evaluating the relationship between the CEO's pay and Company performance, the Committee
considers both reported pay (as reflected in the Summary Compensation Table) and realized pay for the CEO in recent years.

·Compensation benchmarking.

o

The Committee reviews NEO compensation against external references to determine the appropriateness of compensation.  The Committee
does not use particular formulas or specific positions within a range to determine compensation levels reflecting the responsibilities of a
particular officer position but instead uses external comparisons to provide a point of reference.  The external references may include peer
group analysis (see below) and/or commercially available, broad-based, comparative market compensation survey reports developed by
independent professional organizations (collectively, the "Survey Reports").  The Survey Reports cover a significant number of companies
across a broad range of industries.  To support the Committee's review and evaluation, management, and if applicable, an independent
compensation consultant, provides the Committee with information drawn from the Survey Reports.  While the Committee still applies this
approach, for 2014, based on stockholder feedback, the Committee targeted CEO total compensation at the 2014 Peer Group median.

o

The Committee recognizes that we compete locally and nationally for talent with companies much larger than those included in our
compensation peer group.  These larger companies aggressively recruit for the best qualified talent in particularly critical functions.  As a
result, to attract and retain talent, the Committee may from time to time determine that it is in the best interests of our Company and
stockholders to provide compensation packages that deviate from the external benchmark references.
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Executive Compensation for 2013

Overview

Program Elements

The 2013 executive compensation program consisted of:

·Base salaries;

·Short-term cash incentive awards, based on achieving clearly-defined financial targets; and

·
Long-term incentive awards that are based on individual performance and/or the achievement of financial performance and/or business goals. 
To focus our executives on the Company's long-term sustainable performance, a significant share of our executive compensation is weighted
with long-term incentives.

Target Percentages

The Committee generally sets the executive officers' short-term and long-term incentive target percentages based on the targets that correspond
with their internal job grades.  In 2013, we made no changes to the alignments between our internal job grade structure and incentive target
percentages.

2013 Peer Group

During 2012, our prior independent compensation consultant developed a peer group consisting of the following companies (the "2013 Peer
Group"), whose compensation levels were used in setting NEO compensation for 2013.  The consultant applied certain criteria in developing our
peer group such as industry sector, compensation strategy, and financial metrics.  With regard to revenue and market capitalization, the
consultant only evaluated companies with revenue and market capitalization each ranging between $200 million and $2 billion.  The median
revenue for 2011 and market capitalization as of July 31, 2012 for companies in our peer group were $559 million and $764 million,
respectively.  Compared to the 2013 Peer Group, we ranked slightly above median in terms of 2011 revenue and below the 25th percentile on
market capitalization as of July 31, 2012.

Accretive Health Corvel Merge Healthcare
Advisory Board eHealth Metropolitan Health Networks
Allscripts Healthcare Solutions Ensign Group Molina Healthcare
AmSurg Fair Isaac Providence Service Corp
AthenaHealth Hanger Orthopedic Quality Systems
Bio-Reference Labs HealthStream Skilled Healthcare
Capella Healthcare IPC The Hospitalist Company U.S. Physical Therapy
Centene MedAssets Universal American
Computer Programs & Systems Medidata Solutions WebMD Health

Compensation Decisions for 2013

In determining 2013 compensation for our NEOs, the Committee employed the executive compensation structure from 2012 as a reference point
together with an assessment of (i) individual performance, responsibilities, expectations and contributions of each NEO, (ii) the competitiveness
of the Company's executive compensation and (iii) overall Company performance.  Additionally, the Committee considered feedback received
from our stockholders and input from our prior independent compensation consultant and made the following changes to the executive
compensation program for 2013, which the Committee believes better aligned the interests of our executives and our stockholders:
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·Caps on incentive awards equal to two times target;
·Disclosure of forward-looking performance targets for both short- and long-term incentive awards;
·Establishment of a revised peer group to evaluate the executive compensation program;
· Implementation of a recoupment policy;
·Elimination of Section 280G gross-up payments for all new employment agreements; and
·Adoption of an anti-hedging policy.

In general, and based on the methodology described in the "Compensation Benchmarking" section, the Committee believes compensation levels
for NEOs are appropriate.

An analysis of the components of 2013 executive compensation is described in detail below.

Base Salary

In setting base salaries for 2013, the Committee took into account several factors: individual and Company performance, prior year's salary,
responsibilities, salaries paid by comparable companies for comparable positions, CEO recommendations, date of the NEO's previous salary
increase, and internal pay equity within the Company's overall pay scale.  In addition, the Committee also considered the Company's 2013
budget for salary increases, which had been established at 4% based on the Company's 2012 performance and the Company's expected 2013
performance.  The objective of establishing a budget for salary increases is to allow salary increases to retain, motivate, and reward successful
performers while maintaining affordability within the Company's business plan.  Individual pay increases can be higher or lower than budgeted
depending on individual performance and changes in responsibilities, but aggregate increases must stay within the budget for salary increases. 
In accordance with the Committee's belief that current base salaries were competitive based on the results of the compensation benchmarking
process discussed earlier, Mr. Leedle and Mr. Farris did not receive salary increases for 2013; in fact, Mr. Leedle's salary has remained at the
same level since 2008.  Base salary increases for the remaining NEOs were as follows:

Annualized Base Salary ($000s)

Name 2013
Base Salary

2012
Base Salary
(at end of year)

Percentage
Increase

Date of Previous
Increase

Ben R. Leedle, Jr. $712 $712 0% 03/2008
Alfred Lumsdaine $385 $350 10% 02/2012
Peter Choueiri (1) $438 $409 4% 01/2012
Michael Farris $700 $700 0% 08/2011
Glenn Hargreaves $258 $253 2% 07/2012
Mary Flipse $258 $253 2% 07/2012

(1)Mr. Choueiri is paid in Euros.  Estimated salary in dollars is based on the average conversion rate for each year as calculated using the first
and last business days of the year.

Short-term Cash Incentive Awards

We offer short-term cash incentive awards to NEOs to align their annual compensation with the Company's financial objectives for the current
year.  Following are the key components of the short-term (annual) cash incentive program for 2013:
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·Short-Term Cash Incentive Target Percentages

Short-term cash incentive targets (expressed as a percentage of base salary) were set based on target percentages that correspond with each
NEO's internal job grade.  Short-term cash incentive targets did not change between 2012 and 2013 for any NEO who held the same position
during that time except for Mr. Lumsdaine, whose short-term cash incentive target increased in conjunction with an increase in his internal
salary grade based on an evaluation of his role and salary grade relative to other executives within the company.  The Committee believes the
short-term cash incentive targets are market competitive and that they establish the appropriate level of annual pay at risk and drive the
achievement of annual performance goals.  For 2013, the Committee set maximum award amounts for the NEOs for short-term incentive awards
that cap their potential award at 200% of the target award amount.

Short-term Cash Incentive Targets (as a percentage of base salary)

Name 20132012

Ben R. Leedle, Jr. 70% 70%
Alfred Lumsdaine 55% 50%
Peter Choueiri 50% 50%
Michael Farris (1) n/a n/a
Glenn Hargreaves 45% 45%
Mary Flipse 45% 38%(2)

(1)Not eligible to participate in short-term cash incentive
program due to a separate three-year incentive award
described on page 42.
(2)Blended rate.  Short-term cash incentive target was 30%
through February 2012, 35% for March through July 2012,
and 45% thereafter based on increased responsibilities/roles
throughout 2012.

·Short-Term Cash Incentive Performance Measures

For 2013, the Committee changed the performance metric for short-term cash incentive awards to EBITDA, which was used as the metric for
both earning and funding short-term cash incentive awards. EBITDA provides a specific measure of operating performance and is one of the
most prevalent short-term cash incentive metrics used by our 2013 Peer Group (as defined on page 35).

All employees, including the NEOs (except for Mr. Farris), were eligible to begin earning short-term cash incentive awards when the Company
exceeded EBITDA of $85.5 million. For Mr. Choueiri, 50% of his short-term incentive award was based on exceeding the total Company
EBITDA target of $85.5 million, while the remaining 50% of his award was based on exceeding an EBITDA target for the international
business.

Because total company EBITDA for 2013 did not exceed our goal of $85.5 million, the NEOs did not earn any short-term cash incentive awards
for 2013, except for Mr. Choueiri, who earned 50% of his short-term incentive award based on exceeding the EBITDA target for the
international business, which was $0.4 million. The table below illustrates the 2013 short-term cash incentive targets and payouts.
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Short-Term Cash Incentive Payouts for 2013 ($000s)

Name 2013 at Target 2013 Payout

Ben R. Leedle, Jr. $499 $0
Alfred Lumsdaine $208 $0
Peter Choueiri (1) $217 $109
Michael Farris (2) n/a n/a
Glenn Hargreaves $115 $0
Mary Flipse $115 $0

(1)Mr. Choueiri is paid in Euros.  Estimated payout in dollars
for 2013 is based on the average conversion rate for the year
as calculated using the first and last business days of the year.
(2)Not eligible to participate in short-term cash incentive
program due to a separate three-year incentive award
described on page 42.

Long-term Incentive ("LTI") Awards

The Committee believes that our long-term incentive compensation is a key component of our retention strategy and is integral to our ability to
achieve our performance goals.  LTI awards are generally granted annually to eligible employees, including our NEOs.  LTI awards are typically
made during the first quarter after the Committee has had the opportunity to review the previous year's full year results, expected performance
for the current year, and the Company's long-range business plan.  Awards are granted on the date of the Committee's approval. In 2013, the
Committee granted LTI awards on February 28, 2013.

·LTI Mix

As described above, one of our key compensation objectives is to provide long-term incentive compensation to strengthen and align the interests
of our NEOs with our stockholders.  To meet this objective, the Committee determined that in 2013 LTI for our NEOs would include a
combination of stock options, RSUs, and performance-based cash awards as indicated below.  The table below summarizes the incentives, the
objective for using each of the incentives to align the interests of the NEOs and the stockholders, and the incentive mix for both the Company
and our 2013 Peer Group.

Long-Term Incentive Mix

For 2013, the target mix for our LTI grant was 25% stock options, 25% RSUs, and 50% performance cash.  We consider both stock options and
performance-based cash awards to be performance-based awards.  Due to limitations under the 2007 Plan on the number of full-value awards
that could be granted, the actual mix of the grant differed slightly from target, as shown below.  For 2013, 81% of the total LTI awards to our
NEOs were performance-based (consisting of stock options and performance-based cash awards).  We consider stock options to be
performance-based since they provide value only if the Company's stock price increases from the date of grant.
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Incentive Objective Approximate Percentage of LTI
Award Value
Healthways'  Target
Mix

Healthways' 
2013 Awards

Stock options Encourage executive retention and promote share price appreciation 25% 31%

Restricted stock units Encourage executive retention, promote share price appreciation, and
minimize stockholder dilution 25% 19%

Performance-based cash
awards

Encourage executive retention and align executives with the Company's
financial goals 50% 50%

·LTI Target Percentages

LTI targets for 2013 (expressed as a percentage of base salary) were set based on target percentages that correspond with each NEO's internal
job grade.  The LTI targets did not change between 2012 and 2013 for any NEO who held the same position during that time, except for Mr.
Lumsdaine, whose LTI target increased in conjunction with an increase in his internal salary grade.  For 2014, rather than setting LTI award
values as a multiple of each NEO's salary, the Committee approved a fixed pool of shares to be granted in 2014 based on competitive burn rate
levels among the peer group.  See "Compensation Decisions for 2014".  Mr. Farris currently is not eligible to participate in our standard LTI
program due to a separate three-year incentive that began in 2012, as discussed on page 42.

LTI Targets (as a percentage of base salary; at time of annual award in February)

Name 2013 2012

Ben R. Leedle, Jr. 375%375%(1)

Alfred Lumsdaine 200%180%
Peter Choueiri 200%200%(2)

Michael Farris (3) n/a n/a
Glenn Hargreaves 120%90%(4)

Mary Flipse 120%50%(4)

(1)Does not include the Performance Award described on page 56.
(2)During 2012, Mr. Choueiri's LTI target was 200%, which
was granted in the form of a performance-based cash award.
In addition, he received a promotional equity grant in January
2012 in connection with his promotion to President, Healthways
International, which was not part of his 200% target.
(3)Not eligible to participate in standard LTI program due to
a separate three-year incentive award described on page 42.
(4)Ms. Flipse and Mr. Hargreaves received promotional equity
grants in July 2012 that were in addition to their regular LTI targets.

·Stock Options and Restricted Stock Units

On February 28, 2013, the Committee granted the NEOs stock options and RSUs, each pursuant to the 2007 Plan.  The stock options and RSUs
vest 25% per year on each of the first four anniversaries of the grant date.
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The exercise price or value of stock options and RSUs, as applicable, was equal to the fair market value of our common stock at the time of the
grant, as determined based on the closing stock price on the grant date.

The Committee may also approve additional equity-based awards in certain special circumstances, such as upon an officer's initial employment
with the Company, the promotion of an officer to a new position or in recognition of special contributions made by an officer.

2013 Equity Awards

The following table sets forth equity awards made to the NEOs in 2013:

Name
Stock
Options

Exercise
Price RSUs

Ben R. Leedle, Jr. 117,307$12.85 39,501
Alfred Lumsdaine 33,811 $12.85 11,385
Peter Choueiri 37,008 $12.85 12,462
Michael Farris (1) n/a n/a n/a
Glenn Hargreaves 13,568 $12.85 4,569
Mary Flipse 13,568 $12.85 4,569

(1)As previously noted, Mr. Farris currently is not eligible for LTI grants due to a separate three-year incentive award described on page 42.

·Vesting

The stock options and RSUs are subject to the terms of the 2007 Plan and the individual award agreements.  The Committee believes that the
equity grants reflect the Company's long-term strategy and market practices.  Stock options vest 25% per year on each of the first four
anniversaries of the grant date and expire ten years from the date of grant.  RSUs vest 25% per year on each of the first four anniversaries of the
grant date.

Generally, all equity awards granted to NEOs fully vest in the event of a change in control, death, or disability (each as defined in the 2007
Plan).  In addition, as provided in our employment agreements with the NEOs, in the event the NEO's employment is terminated without cause
or if the NEO resigns for good reason (as defined in his/her employment agreement), the equity awards would accelerate and fully vest.  For a
detailed discussion of potential severance and change of control benefits, see "Potential Payments Upon Termination or Change in Control of the
Company," beginning on page 59.

·Performance-Based Cash Awards - Domestic

For all NEOs except Mr. Choueiri, performance-based cash awards for 2013 were cash-based grants with three forward-looking one-year
performance periods.  Each one-year period provides the NEO with the opportunity to earn up to one-third of the total amount granted, as
illustrated below, provided that we achieve certain performance metrics approved annually by the Committee at the beginning of the year.  If
performance metrics are not achieved in a given one-year performance period, the portion of the award attributable to that performance period is
forfeited and cannot be realized in a later performance period.  If the Company exceeds its performance metrics, the NEOs could receive awards
in excess of such amounts, up to two times their target.  As part of the Company's retention strategy, awards earned do not vest and are not paid
until the third anniversary of the grant date.
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The table below illustrates that the 2013 performance period includes year three of the 2011 grant (for which the target was based on EPS), year
two of the 2012 grant (for which the target was based on EPS), and year one of the 2013 grant (for which the target was based on revenue
growth).

Domestic Performance-Based Cash Awards

Portion of Grant to be Measured in Each
Year

Year of Grant 2011 2012 2013 2014 2015

2011 331/3% 331/3% 331/3%
2012 331/3% 331/3% 331/3%
2013 331/3% 331/3% 331/3%

For the 2013 performance-based cash grant (year one of the 2013 grant), the performance metric was total Company revenue growth in 2013
compared to 2012, as illustrated in the table below.  Revenue was one of the most prevalent long-term incentive metrics used by our 2013 Peer
Group and provides alignment with our long-term strategy and financial objectives of returning to growth.

Performance-Based Cash Award Targets for 2013 Grant

Revenue
Growth %
(2013 vs. 2012)

2013, Yr 1 Percentage Earned

0-5% 0%
5% 25% Threshold
9% 50%
11% 75%
13% 100% Target
22% 200% Maximum

After achieving the threshold revenue growth of 5%, revenue growth percentages would be prorated between award levels to determine the
specific percentage earned (e.g. 10% revenue growth would yield a 62.5% payout).

For year three of the 2011 grant and year two of the 2012 grant, the target was based on EPS, which is consistent with the type of target for these
grants during the prior performance periods.  Specifically, any EPS in excess of $0.37 per share for 2013 would fund the 2011 and 2012
performance-based cash awards up to a maximum payout of 200%.

Based on 2013 revenue and EPS, the domestic NEOs did not earn any performance-based cash awards in 2013.

·Performance-Based Cash Awards - International

Mr. Choueiri's performance-based cash award for 2013 had a one-year measurement period and was based on revenue growth targets for the
international business.  Revenue growth in 2013 for the international business did not exceed the target, and a result, Mr. Choueiri did not earn
any performance-based cash award for 2013.  Beginning in 2014, Mr. Choueiri's long-term incentive awards are structured in the same way as
the other NEOs' awards.
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Performance-Based Cash Earned for 2013 Performance Period ($000s)

Consistent with our pay for performance philosophy, the NEOs earned no performance-based cash awards for the 2013 performance period, as
illustrated in the table below.

Name
2011, Yr 3
Amount Earned

2012, Yr 2
Amount Earned

2013, Yr 1
Amount Earned

Ben R. Leedle, Jr. $0 $0 $0
Alfred Lumsdaine $0 $0 $0
Peter Choueiri (1) n/a n/a $0
Michael Farris (2) n/a n/a n/a
Glenn Hargreaves $0 $0 $0
Mary Flipse $0 $0 $0

(1)Mr. Choueiri's performance-based cash grants for 2011, 2012, and 2013 had a one-year measurement period.

(2)Mr. Farris became an employee of the Company in August 2011 and currently is not eligible for the long-term incentive grants due to a
separate three-year incentive award described below.

· Incentive Award for Mr. Farris

Mr. Farris became an employee in August 2011 in connection with the Company's acquisition of Navvis & Company.  Under the terms of his
employment agreement, he is eligible to earn incentive compensation up to $500,000 per year in each of 2012, 2013, and 2014 based on
achieving annual targets for these years.  Any incentive compensation that is earned will be paid in January 2015. Mr. Farris earned the full
target amount of $500,000 for 2012, which was based on the Company entering into a specific new, long-term contract with a health system, but
did not achieve his annual target for 2013, which was based on meeting or exceeding the Company's 2013 budget for domestic revenue and EPS.

Stock Retention Guidelines

Our stock retention guidelines require NEOs to maintain a minimum ownership in the Company's stock calculated as a multiple of their base
salary aligned with their job responsibility (at least 3.75 times base salary for Mr. Leedle, 2 times base salary for Mr. Lumsdaine, Mr. Choueiri,
and Mr. Farris, and 1.2 times base salary for Mr. Hargreaves and Ms. Flipse).  NEOs must retain 75% of the net number of shares acquired (after
payment of exercise price, if any, and taxes) upon the exercise of all stock options and upon the vesting of all RSUs granted until they achieve
the required multiple of base salary.  All NEOs are currently in compliance with the guidelines.  NEOs who do not comply with the guidelines
may not be eligible for future equity awards.

Retirement Plans

·401(k) Plan

The Committee believes that an important aspect of attracting and retaining qualified individuals to serve as NEOs involves providing a means
to save for retirement.  As part of the Retirement Savings Plan (the "401(k) Plan"), which is based on a calendar year, the Company matches 52
cents of each dollar of a participant's voluntary salary contributions (up to a maximum of 6% of base salary).  The annual maximum participant
voluntary salary contribution, which is established by the Internal Revenue Service, was $16,500 for 2011, $17,000 for 2012, and $17,500 for
2013 plus a $5,500 "catch-up" contribution limit for those over 50 years old.  Approximately 29% of the Company's matching contribution is in
the form of shares of the Company's common stock.  Employees are credited with 20% vesting in Company contributions each year during their
first five years of service such that after five years of service, employees are fully vested in all prior and future Company matching contributions
to the 401(k) Plan.  These matching contributions are payable pursuant to the provisions of the 401(k) Plan.  All of the NEOs are eligible to
participate in the 401(k) Plan except for Mr. Choueiri.
42

Edgar Filing: HOLLIS EDEN PHARMACEUTICALS INC /DE/ - Form DEF 14A

59



·Capital Accumulation Plan ("CAP")

The CAP is a nonqualified deferred compensation plan in which certain domestic employees and all of the NEOs are eligible to participate
(except for Mr. Choueiri and Mr. Farris).  On behalf of CAP participants, the Company contributes (1) a mandatory contribution, which is a
percentage of the participant's voluntary salary deferrals into the CAP, and (2) a discretionary contribution, which is earned if the Company
achieves pre-established performance targets for the year.

For 2013, each CAP participant was eligible to voluntarily defer up to 10% of base salary.  The Company's mandatory contribution was 52 cents
for each dollar of the participant's voluntary salary contributions up to 6% of base salary; provided, however, that the aggregate of the
Company's mandatory contribution under the CAP and the Company's matching contributions under the 401(k) Plan cannot exceed 52% of 6%
of the participant's base salary for the year.

The Company's discretionary contribution may range between 0% and 10% of a participant's base earnings for 2013, depending on the
Company's performance against pre-established performance targets.  For 2013, the Company's discretionary contribution began at domestic
EPS of $0.31.  The Company did not meet the target for 2013 and thus made no discretionary contribution to the CAP for 2013.

The Company's contributions to the CAP vest equally over four years from the effective date of the contribution, and vested amounts are paid
out upon the earliest of (1) one year following termination of employment, (2) one year following normal or early retirement, as defined in the
2007 Plan, (3) 90 days following death or disability, or (4) a date selected prior to the beginning of each CAP year by the employee, but in no
event will this selected date be earlier than four years from the beginning of the CAP year.  In certain instances, payments upon termination of
service may be delayed six months pursuant to Section 409A of the Internal Revenue Code of 1986, as amended.  For 2013, CAP account
balances earned interest at 4.25%.  The CAP is not funded and is carried as an unsecured obligation of the Company.

Severance and Change in Control Benefits

The Committee believes that reasonable severance and change in control benefits are necessary in order to recruit and retain effective senior
managers.  These severance benefits reflect the fact that it may be difficult for such executives to find comparable employment within a short
period of time and are a product of a generally competitive recruiting environment within our industry.  The Committee also believes that a
change in control arrangement provides an appropriate level of security to an executive that will likely reduce the reluctance of that executive to
pursue a change in control transaction that could be in the best interests of our stockholders.  Although the Committee independently reviewed
the potential severance and change in control payments in light of their reasonableness as part of negotiating the employment agreements with
our NEOs, the Committee typically does not consider the value of potential severance and change in control payments when assessing annual
compensation because severance payments as a result of a change of control are contingent in nature and have primary purposes unrelated to
ordinary compensation.  In connection with NEO employment agreements, the Committee assessed the reasonableness of potential severance
and change in control payments.  For a detailed discussion of potential severance and change in control benefits as well as an estimate of the
amounts that would have been payable had they been triggered as of the end of 2013, see "Potential Payments Upon Termination or Change in
Control of the Company," beginning on page 59.
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Perquisites and Other Benefits

The Company may pay relocation expenses as needed, either in the form of reimbursement or a lump sum payment, to NEOs who relocate to the
Nashville, Tennessee area in order to assume their positions with the Company and may make tax gross up payments to such officers to cover
the associated income taxes.  No such payments were made to NEOs during 2013.  NEOs (except for Mr. Choueiri) are also eligible for benefits
generally available to and on the same terms as the Company's employees who are categorized as exempt for purposes of the Fair Labor
Standards Act.  Those benefits include health, disability, dental and life insurance.

Tax Deductibility of Compensation

Section 162(m) of the Internal Revenue Code limits the Company's ability to deduct on its tax return compensation over $1.0 million to the
NEOs, other than the CFO, serving at the end of the year unless, in general, the compensation is paid pursuant to a plan that is
performance-related, non-discretionary, and approved by the Company's stockholders. The Committee considered the impact of Section 162(m)
in setting compensation for 2013 with the goal of providing for compensation that was deductible to the extent permitted, while also providing
compensation consistent with the Company's compensation philosophy and objectives.  The Committee intends to structure performance-based
compensation awarded in the future to NEOs who may be subject to Section 162(m) in a manner that satisfies the relevant requirements. The
Committee, however, reserves the authority to award non-deductible compensation as deemed appropriate. Further, because of ambiguities and
uncertainties as to the application and interpretation of Section 162(m) and related regulations, the Company cannot assure that compensation
intended to satisfy the requirements for deductibility under Section 162(m) will in fact do so.

Compensation Decisions for 2014

We have listened to and considered the feedback from our stockholders, proxy advisors and governance experts on our executive compensation
program.  The Committee has considered the impact of potential program changes on our business and Company culture.  We implemented
certain changes in 2013 and have implemented further significant changes in 2014 with input from Cook & Co., the Committee's independent
compensation consultant.  The Committee will continue to evaluate the executive compensation program each year in light of market
competitiveness and new facts and circumstances to ensure that our executive compensation strategies are aligned with our compensation
philosophy and the Company's business objectives.

At the end of 2013, Cook & Co. reevaluated our competitive benchmarks and conducted a thorough review of our peer group, which resulted in
a number of revisions to the companies comprising our peer group.  Our revised peer group consists of the following companies (the "2014 Peer
Group"), whose compensation levels were used as competitive comparisons when reviewing our NEO compensation for 2014.  Cook & Co.
applied certain criteria in developing our peer group such as industry sector, revenues, and market capitalization.  With regard to revenue and
market capitalization, the consultant only evaluated companies with revenues ranging from $300 million to $1.4 billion and market capitalization
between $200 million and $2 billion.  The median revenue for the latest four quarters and the median market capitalization as of December 31,
2013 for companies in our 2014 Peer Group were $715 million and $980 million, respectively.  Cook & Co. also considered in its analysis
companies that comprised the 2013 Peer Group and companies included in the Company's peer group by certain proxy advisory firms.
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Accretive Health Bio-Reference Laboratories IPC The Hospitalist Company
Advisory Board BioScrip LHC Group
Air Methods CorVel MedAssets
Alliance Healthcare Services Ensign Group Omnicell
Amedisys ExamWorks Group Providence Service Corp
AMN Healthcare Services Fair Isaac Quality Systems
AmSurg Hanger Orthopedic WebMD Health

Following is a summary of compensation decisions with respect to the NEOs for 2014:

·Base Salaries

In establishing base salaries for 2014, the Committee considered the 2014 Company budget for salary increases as well as each NEO's
performance and responsibilities, CEO recommendations, internal pay equity, pay relative to the market, and date of last salary increase.  The
Committee determined that there would be no base salary increases for the NEOs for 2014, except for an adjustment to Ms. Flipse's salary to
align it more closely with competitive comparisons and reflect her increased experience in the role.

Annualized Base Salary ($000s)

Name 2014
Base Salary

2013
Base Salary
(at end of year)

Percentage
Change

Date of Last
Increase

Ben R. Leedle, Jr. $712 $712 0% 03/2008
Alfred Lumsdaine $385 $385 0% 02/2013
Peter Choueiri (1) $437 $437 0% 02/2013
Michael Farris $700 $700 0% 08/2011
Glenn Hargreaves $258 $258 0% 02/2013
Mary Flipse $283 $258 10% 02/2013

(1)Mr. Choueiri is paid in Euros.  Estimated salary in dollars for 2013 is based on the average conversion rate for the year as calculated using the
first and last business days of the year.  Estimated salary for 2014 is equal to a 0% increase over 2013.

·Short-term Incentive Award Targets

There were no changes to any of the NEOs' individual short-term incentive targets from the levels established at the end of 2013.  The NEOs'
potential award payouts are capped at 200% of the target award amount.
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Short-term Incentive Targets for 2014 (as a percentage of base salary)

Name Short-term Incentive

Ben R. Leedle, Jr. 70%
Alfred Lumsdaine 55%
Peter Choueiri 50%
Michael Farris (1) n/a
Glenn Hargreaves 45%
Mary Flipse 45%

(1)Not eligible to participate in short-term incentive program
due to a separate three-year incentive described on page 42.

·Short-term Cash Incentive Performance Measure

For 2014, the performance metric for short-term cash incentive awards is adjusted EBITDA (earnings before interest, taxes, depreciation, and
amortization excluding certain pre-defined costs, losses, and expenses, including but not limited to restructuring charges, impairment losses, and
litigation settlements), which will be used as the metric for both earning and funding short-term cash incentive awards.  Adjusted EBITDA
provides a specific measure of operating performance and aligns our executives with our short-term business goals for EBITDA growth.

For 2014, the short-term cash incentive pool will begin funding when the Company exceeds adjusted EBITDA of $76.5 million.  A portion of
each dollar of adjusted EBITDA over $76.5 million will be paid into the pool of short-term incentive cash awards.  The short-term incentive
award has a maximum payout of 200% of target for NEOs.

·Long-term Incentive Grants

For 2014, rather than setting LTI award values as a defined multiple of each NEO's salary, the Committee revised its approach to setting LTI
opportunities for our NEOs.  The Committee expects to approve a fixed pool of shares to be granted in 2014 based on competitive equity plan
share usage levels among the 2014 Peer Group and the number of shares available under the 2007 Plan or the new 2014 Stock Incentive Plan, if
approved by stockholders (see Proposal No. 4).  For 2014, the committee targeted CEO total compensation at the 2014 Peer Group median and
has approved a target LTI award value of $1.5 million for the CEO.  The Committee expects each of the other NEOs will be allocated a portion
of the remaining share pool based on internal salary grades, individual roles, and competitive considerations.  Also for 2014, in order to align
with competitive and best practices, the Committee determined that LTI for NEOs should be in the form of equity-based awards (to the extent
we have a sufficient number of shares available under the 2007 Plan or the new 2014 Stock Incentive Plan, if approved by stockholders). 
Subject to approval of Proposal No. 4 to approve a new 2014 Stock Incentive Plan, anticipated equity awards would consist of 50% time-based
RSUs and 50% performance-based shares, with above-target payouts available only upon superior TSR performance.  Due to not having
sufficient shares available under the 2007 Plan, the Committee postponed the 2014 LTI grant until the date of the 2014 Annual Meeting of
Stockholders.  If Proposal No. 4 is not approved by our stockholders, the Committee will make a determination at that time as to the LTI award
levels and types.

·Long-term Incentive Performance Measure

The 2014 LTI grant is designed to focus NEOs on multi-year performance as well as long-term stockholder value.  As noted above, subject to
approval of Proposal No. 4 to adopt a new 2014 Stock Incentive Plan, 50% of the NEOs' LTI grant for 2014 will be in the form of
performance-based shares that have a multi-year performance period and vest four years from the grant date.  The Committee initially sought to
set a two-year performance period covering fiscal years 2014 and 2015.  However, due to the grants being delayed subject to approval of
Proposal No. 4, the Committee had to postpone the start date of the related performance period from January 1, 2014 to April 1, 2014 in order to
structure this performance-based compensation to NEOs in a manner that satisfies the relevant requirements of Section 162(m).  The
performance measure will be cumulative revenues for the 21-month period ending December 31, 2015, subject to a minimum adjusted EBITDA
threshold over the same period.  Revenue provides alignment with our long-term strategy and financial objectives of returning to growth.  In
addition, if annualized TSR for this same period exceeds 25%, the NEOs can earn additional shares equal to 25% of the actual shares earned at
the end of the performance period.  The annualized TSR goal of 25% exceeds the 75th percentile TSR of the 2014 Peer Group over the three-year
period ending March 31, 2014.
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The following table illustrates potential payouts for the 2014 performance-based LTI grant.  Adjusted EBITDA (EBITDA excluding certain
pre-defined costs, losses, and expenses, including but not limited to restructuring charges, impairment losses, and litigation settlements) must
exceed $150.5 million for the 21-month period ending December 31, 2015 in order for NEOs to earn any of the payouts shown below.

Cumulative Revenue ($ in millions)
 For the 21-Month Period
 Ended 12/31/15

Percentage
Payout

Less than $1,310 0%
$1,310 50% Threshold
$1,331 75%
$1,353 100% Target

·Performance-Based Cash Grants from 2013 and 2012

The performance-based cash grants for 2013 and 2012 have three forward-looking one-year performance periods.  Each one-year period
provides the NEO with the opportunity to earn up to one-third of the total amount granted provided that certain performance metrics
pre-approved by the Committee are achieved.  If performance metrics are not achieved in a given one-year performance period, the portion of
the award attributable to that performance period will be forfeited and cannot be realized in a later performance period.  For the 2013 and 2012
grants (year two of the 2013 grant and year three of the 2012 grant), the performance metric in 2014 will be EPS.  The 2013 and 2012 grants will
begin funding when EPS exceeds $0.20.  These awards have a maximum payout of 200% of target for NEOs.

· Incentive Awards for Mr. Farris

As described on page 42, Mr. Farris is eligible to earn incentive compensation of up to $500,000 per year in each of 2012, 2013, and 2014 based
on achieving annual targets for these years.  Mr. Farris' annual target for 2014 is to meet or exceed the Company's 2014 budget for domestic
revenue and adjusted EBITDA (as such term is defined above under "Short-term Cash Incentive Performance Measure").

In July 2013, we entered into an exclusive partnership with Dean Ornish, M.D., to operate and license his Lifestyle Management Programs.  We
believe that key factors in achieving our long-term strategy are the successful market launch and sales of these programs in 2014 under Mike
Farris' leadership.  As a result, for 2014 Mr. Farris is eligible to earn a short-term incentive equal to a percentage of revenues expected to be
recognized under generally accepted accounting principles in the United States ("U.S. GAAP") from the Dr. Dean Ornish Lifestyle Management
Programs based on contracts signed in 2014 ("Ornish revenues").
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The maximum performance award that Mr. Farris can earn in 2014 from these two incentives is $1 million in the aggregate.  Mr. Farris does not
participate in any other incentive programs for 2014.

·Anti-Pledging Policy

The Committee formalized an anti-pledging policy that prohibits our directors and executive officers from pledging shares of Company stock as
security for a loan.

·Double-Trigger Vesting Upon a Change In Control

In February 2014, the Committee adopted a policy whereby future equity awards to executive officers will be subject to "double trigger" vesting
requirements in connection with a change in control.  Under this policy, equity awards may not accelerate vesting unless the participant is
terminated without cause within a defined protection period following the change in control, the participant voluntarily terminates for good
reason during the protection period, or the awards are not assumed upon change in control by the surviving corporation.

Compensation Committee Report

The following Report of the Compensation Committee does not constitute soliciting material and should not be deemed filed for any purpose,
including for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the liabilities of that Section,
or incorporated by reference into any other Company filing under the Securities Act of 1933, as amended, or the Securities Exchange Act of
1934, as amended, except to the extent the Company specifically incorporates this Report by reference therein.

The Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis with management and, based on such
review and discussions, recommended to the Board that the Compensation Discussion and Analysis be included in this Proxy Statement and the
Company's Annual Report on Form 10-K for its fiscal year ended December 31, 2013.

Respectfully submitted,

William D. Novelli, Chairman
Alison Taunton-Rigby, Ph.D.
Mary Jane England, M.D.
Donato J. Tramuto
Kevin G. Wills

Compensation Committee Interlocks and Insider Participation

During 2013, the Compensation Committee of the Board was composed of Messrs. Novelli and Drs. Taunton-Rigby and England for the entire
year, and Messrs. O'Neil (until May 2013), Tramuto (beginning in May 2013), and Wills (beginning in February 2013).  None of these persons
has at any time been an officer or employee of the Company or any of the Company's subsidiaries.  In addition, there are no relationships among
the Company's executive officers, members of the Compensation Committee or entities whose executives serve on the Board or the
Compensation Committee that require disclosure under applicable Commission regulations.
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Summary Compensation Table

The following table provides information regarding compensation to our NEOs. The NEOs were not entitled to receive payments that would be
characterized as "Bonus" payments for 2013, 2012, or 2011.  As described under "Compensation Discussion and Analysis," there was a
short-term cash incentive award payment that would be characterized as "Non-Equity Incentive Plan Compensation" earned by Mr. Choueiri in
2013.  There were no such payments made to the NEOs in 2011 or 2012.

Based on the grant date fair value of equity incentive awards and the base salary of the NEOs, for 2013, 2012, and 2011, salary accounted for
approximately 50%, 35%, and 36%, respectively, of the total compensation of the NEOs; equity-based incentive compensation accounted for
45%, 37%, and 43%, respectively; and other compensation accounted for 5%, 28%, and 21%, respectively.

Name and Principal
Position Year Salary

($)

Stock
Awards
($)

Stock Option
Awards
($)

Non-Equity Incentive
Plan Compensation
($)

Change in Pension Value and
Nonqualified Deferred
Compensation Earnings

All Other
Compensation ($) Total ($)

(1) (2) (3) (4) (5)
Ben R. Leedle, Jr.
President and Chief
Executive Officer

2013
2012
2011

$712,400
$712,400
$712,400

$507,588
$560,250
$667,878

$828,163
$1,113,982
$1,905,223

$--
$--
$--

$7,983
$--
$--

$27,467 (6)
$27,082
$39,157

$2,083,601
$2,413,714
$3,324,658

Alfred Lumsdaine
Executive Vice
President and Chief
Financial Officer

2013
2012
2011

$378,269
$345,193
$323,353

$146,297
$146,248
$--

$238,699
$146,251
$--

$--
$--
$--

$878
$--
$--

$13,802
$12,791
$11,947

$777,945
$650,483
$335,300

Michael Farris
EVP, Chief
Commercial Officer

2013
2012

$700,000
$700,000

$--
$--

$--
$--

$--
$500,000 (7)

$--
$--

$10,810
$17,205

$710,810
$1,217,205

Peter Choueiri (8)
President, International

2013
2012

$434,901
$409,453

$160,137
$181,750

$261,269
$102,907

$108,725 (9)
$818,906 (9)

$--
$--

$61,307 (10)
$58,142

$1,026,339
$1,571,158

Glenn Hargreaves
Chief Accounting
Officer

2013$256,538$58,712 $95,787 $-- $927 $9,360 $421,324

Mary Flipse
Senior Vice President
and General Counsel

2013
2012

$256,538
$230,769$58,712

$92,900
$95,787
$50,946

$--
$--

$423
$--

$9,360
$46,518

$420,820
$421,133
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(1)Reflects the aggregate grant date fair value of stock awards granted during the respective period calculated in accordance with FASB ASC
Topic 718.

(2)

Reflects the aggregate grant date fair value of stock option awards granted during the respective period calculated in accordance with FASB
ASC Topic 718.  For additional detail regarding the assumptions used in the calculation of these fair value amounts, see Note 13 to our
audited financial statements for the fiscal year ended December 31, 2013, included in our Annual Report on Form 10-K filed with the
Commission on March 14, 2014.

Includes Performance Awards granted to Mr. Leedle in November 2011 and February 2012 with grant date fair values of approximately $1.2
million and $0.5 million, respectively, as described on page 56, which were not part of the 2011 or 2012 compensation decisions.

(3)

For all NEOs except Mr. Farris (see footnote 7 below) and Mr. Choueiri (see footnote 9 below), non-equity incentive plan compensation
includes short-term cash incentive awards and performance-based cash awards; however, neither the short-term cash incentive awards nor the
performance-based cash awards were earned for 2013, 2012, or 2011 due to the Company not meeting or exceeding established targets.  See
Compensation Discussion & Analysis for further detail regarding 2013 targets.

(4)

The amounts in this column represent the above-market portion of the NEOs' earnings in the CAP.  CAP account balances earned daily
compound interest of 4.25% per annum during 2013, and such rate was set by the Committee in November 2012.  The amounts shown in the
table are equal to the excess of actual interest earned in the CAP by the NEO during 2013 over the interest that would have been earned using
120% of the applicable federal long-term rate with monthly compounding as of November 2012.

(5)
The amounts in this column reflect Company contributions to the 401(k) Plan and the CAP (see below), reimbursement for spousal travel,
insurance premiums we paid with respect to life insurance for the benefit of the NEO, and a car allowance and Company contributions to
German support funds for Mr. Choueiri (see footnote 10).

With regard to the CAP, it includes Company mandatory matching contributions earned by the NEO during the fiscal year on his or her deferrals
to the CAP during that time, as well as discretionary contributions made to the CAP by the Company on behalf of the NEO for that fiscal year's
financial performance.  Based on Domestic EPS for 2013, 2012 and 2011, the NEOs did not earn any discretionary contributions under the CAP
due to the Company not meeting or exceeding established targets.

The table does not include medical benefits coverage and disability insurance that are offered through programs available to substantially all of
our salaried employees.

(6) Includes Company mandatory matching contributions of $14,271 earned by Mr. Leedle during 2013 on his deferrals to the CAP during that
time.

(7)

Mr. Farris became an employee of the Company in August 2011 in connection with the Company's acquisition of Navvis & Company. 
Under the terms of his employment agreement, he is eligible to receive incentive compensation based on achieving annual targets for each of
2012, 2013, and 2014.  If he achieves the annual targets, he is entitled to receive a one-time incentive payment of up to $1.5 million in
January 2015.  Mr. Farris fully achieved his annual target for 2012, which was based on the Company entering into a specific new, long-term
contract with a health system, but did not achieve his annual target for 2013, which was based on meeting or exceeding the Company's 2013
budget for domestic revenue and EPS.
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(8)Mr. Choueiri is paid in Euros.  Estimated cash compensation in U.S. dollars is based on the average exchange rate for 2013 using the first and
last business days of the year.

(9)Non-equity incentive plan compensation for Mr. Choueiri includes a short-term incentive award for 2013 and a performance-based cash
award for 2012.

Mr. Choueiri's short-term incentive award for 2013 was based 50% on exceeding a total Company EBITDA target of $85.5 million and 50% on
exceeding an EBITDA target for the international business. While total company EBITDA for 2013 did not exceed our goal of $85.5 million,
Mr. Choueiri earned 50% of his short-term incentive award based on exceeding the EBITDA target for the international business.

Mr. Choueiri's performance-based cash award for 2013 had a one-year measurement period and was based on revenue growth targets for the
international business.  Based on international revenue growth for 2013, Mr. Choueiri did not earn a performance-based cash award for 2013. 
Mr. Choueiri's performance-based cash award for 2012 had a one-year measurement period and was based on achieving international EPS of
$0.00 for 2012.  Based on actual 2012 international EPS of $0.01, Mr. Choueiri earned 100% (approximately $819,000) of his
performance-based cash award.

(10) Includes a car allowance as well as Company contributions of $45,120 in German support funds.  In addition to the standard benefit
available to our German  management team, the Company contributes an additional 5% in lieu of Mr. Choueiri's participation in the CAP.
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Grants of Plan-Based Awards in 2013

The following table sets forth the plan-based awards granted to the Company's NEOs during 2013.

Name

Grant
Type
(1)

Grant
Date

Estimated Future Payouts Under
Non-Equity Incentive Plan
Awards
(2)

All Other Stock
Awards: Number of
Shares of Stock or
Units
(#)

All Other Option
Awards: Number of
Securities Underlying
Options
(#)

Exercise or Base
Price of Option
Awards ($/Sh)

Grant Date Fair
Value of Stock
and Option
Awards
($)

Threshold
($)

Target
($)

Maximum
($)

(3) (3) (4)
Ben R.
Leedle, Jr. STC $-- $498,680 $997,360

Ben R.
Leedle, Jr. PC $333,938 $1,335,750$2,671,500

Ben R.
Leedle, Jr. RSU 2/28/13 39,501 $507,588

Ben R.
Leedle, Jr. SO 2/28/13 117,307 $12.85 $828,163

Alfred
Lumsdaine STC $-- $208,048 $416,096

Alfred
Lumsdaine PC $96,250 $385,000 $770,000

Alfred
Lumsdaine RSU 2/28/13 11,385 $146,297

Alfred
Lumsdaine SO 2/28/13 33,811 $12.85 $238,699

Peter
Choueiri STC $-- $217,451 $434,902

Peter
Choueiri IPC $105,351 $421,403 $842,806

Peter
Choueiri RSU 2/28/13 12,462 $160,137

Peter
Choueiri SO 2/28/13 37,008 $12.85 $261,269

Michael
Farris -- -- -- -- -- -- -- -- --

Glenn
Hargreaves STC $-- $115,442 $230,884

Glenn
Hargreaves PC $38,625 $154,500 $309,000

Glenn
Hargreaves RSU 2/28/13 4,569 $58,712

Glenn
Hargreaves SO 2/28/13 13,568 $12.85 $95,787

Mary Flipse STC $-- $115,442 $230,884
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Name

Grant
Type
(1)

Grant
Date

Estimated Future Payouts
Under Non-Equity Incentive
Plan Awards
(2)

All Other Stock
Awards: Number of
Shares of Stock or
Units
(#)

All Other Option Awards:
Number of Securities
Underlying Options
(#)

Exercise or Base
Price of Option
Awards ($/Sh)

Grant Date Fair
Value of Stock and
Option Awards
($)Threshold

($)
Target
($)

Maximum
($)

(3) (3) (4)
Mary
Flipse PC $38,625 $154,500$309,000

Mary
Flipse RSU 2/28/13 4,569 $58,712

Mary
Flipse SO 2/28/13 13,568 $12.85 $95,787

(1)STC: Represents cash awards under the short-term cash incentive program discussed in footnote (5) below.
PC:   Represents cash awards under the performance-based cash plan discussed in footnote (6) below.
RSU: Represents RSUs granted under the 2007 Plan.
SO:   Represents stock options granted under the 2007 Plan.
IPC:   Represents Mr. Choueiri's performance-based cash award discussed in footnote (7) below.

(2)

Non-equity incentive plan awards include short-term cash incentive awards and performance-based cash awards (for all NEOs
except Mr. Farris).  These columns set forth the threshold, target, and maximum payouts for performance under these awards.  As
described in the section titled "Short-term Cash Incentives" in the "Compensation Discussion and Analysis", bonus payouts range
from 0% to 200% of target.  The short-term cash incentive award payment for 2013 performance was 50% of target for Mr.
Choueiri (included in the Summary Compensation Table in the column titled "Non-Equity Incentive Plan Compensation) and 0%
of target for the other NEOs.  The NEOs did not earn any performance-based cash awards in 2013.

(3)Awards were granted under the 2007 Plan.

(4)These amounts represent the aggregate grant date fair value of these awards calculated in accordance with FASB ASC Topic 718. These
amounts are reflected in the Summary Compensation Table in the "Stock Awards" and "Stock Option Awards" columns.

(5)

Under the 2013 short-term cash incentive program, Mr. Leedle was eligible to receive an award up to 70% of his base salary, Mr. Lumsdaine
was eligible to receive an award up to 55% of his base salary, Mr. Choueiri was eligible to receive an award up to 50% of his base salary, and
Mr. Hargreaves and Ms. Flipse were eligible to receive an award up to 45% of their base salaries.  For 2013, these short-term cash incentive
awards were based upon a comparison of our actual EBITDA to our targeted EBITDA of $85.5 million, as such targeted EBITDA was set by
the Compensation Committee at the beginning of the fiscal year. In the case of Mr. Choueiri, 50% of his short-term incentive award was
based on exceeding the total Company EBITDA target of $85.5 million, while the remaining 50% of his award was based on exceeding an
EBITDA target for the international business.  Had our performance exceeded our targeted EBITDA, awards to NEOs could have exceeded
the percentages set forth above, with the maximum award amounts for the NEOs capped at 200% of their targeted award amount.  Because
total Company EBITDA for 2013 did not exceed our goal of $85.5 million, the NEOs did not earn any bonuses for 2013, except for Mr.
Choueiri, who earned 50% of his short-term incentive award based on exceeding the EBITDA target for the international business.
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(6)

As more fully explained in the "Compensation Discussion and Analysis" section of this Proxy Statement, the performance-based
cash awards were cash-based grants with three forward-looking one-year performance periods.  Each one-year period provides the
recipient with the opportunity to earn up to one-third of the total amount granted for that plan year, provided that performance
metrics pre-approved by the Committee are achieved.  If performance metrics are not achieved in a given one-year performance
period, the portion of the award attributable to that performance period is forfeited and cannot be realized in a later performance
period.  If the Company exceeds its performance metrics, the NEOs could receive awards in excess of such amounts, up to two
times their target.  For the 2013 grant, funding began upon achieving the low end of target performance metrics until 100% funding
was achieved.  Upon achieving the high end of target performance metrics, additional funding would occur.  The amounts shown in
the "Target" column above represent the aggregate amount that could be earned during the three one-year performance periods
(2013, 2014, and 2015).  No amounts were earned by the NEOs during 2013 and thus are not included in the Summary
Compensation Table.

(7)

Non-equity incentive plan compensation for Mr. Choueiri includes performance-based cash awards.  Mr. Choueiri's performance-based cash
award is described more fully on page 41.  Mr. Choueiri's performance-based cash award for 2013 had a one-year measurement period and
was based on the achievement of revenue growth targets for the international business.  Based on international revenue growth for 2013, Mr.
Choueiri did not earn a performance-based cash award for 2013.

Compensation Programs for Fiscal 2013

                As reflected in the above Summary Compensation Table and Grants of Plan-Based Awards Table, the primary components of our
2013 compensation programs were base salary, short-term cash incentive compensation, equity awards, performance-based cash awards and
awards under retirement plans.  For a detailed discussion of each of these components, see "Compensation Discussion and Analysis" beginning
on page 27.
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Outstanding Equity Awards at Fiscal Year-End

The following tables provide information with respect to outstanding stock options and RSUs held by the NEOs as of December 31, 2013.

STOCK OPTION AWARDS

Name Option Grant
Date

Number
of
Securities Underlying
Unexercised Options
(#)
Exercisable

Number of Securities Underlying
Unexercised Options
(#)
Unexercisable

Option Exercise
Price
($)

Option Expiration
Date

Ben R. Leedle,
Jr.

8/24/04
10/8/07
2/12/09
2/24/10
2/28/11
11/3/11
2/21/12
2/21/12
2/28/13

300,000
42,721
108,424
77,509
42,218
109,500
--
37,500
--

--
--
--
25,837 (1)
42,218 (1)
255,500 (2)
135,000 (2)
112,500 (1)
117,307 (1)

$  26.33
  55.01
11.57
 15.44
13.97
9.96
9.96
7.47
12.85

8/24/14
10/8/14
2/12/19
2/24/20
2/28/21
11/3/21
2/21/22
2/21/22
2/28/23

Alfred
Lumsdaine

8/24/04
2/12/09
2/24/10
12/2/10
2/21/12
2/28/13

10,000
21,012
9,825
22,500
8,925
--

--
--
3,275 (1)
52,500 (3)
26,776 (1)
33,811 (1)

 $  26.33
11.57
15.44
9.96
7.47
12.85

8/24/14
2/12/19
2/24/20
12/2/20
2/21/22
2/28/23

Michael Farris -- -- -- -- --

Peter Choueiri
6/01/11
1/18/12
2/28/13

25,000
6,250
--

25,000 (1)
18,750 (1)
37,008 (1)

$15.83
7.27
12.85

6/1/21
1/18/22
2/28/23

Glenn
Hargreaves

2/12/09
2/24/10
12/2/10
2/21/12
7/19/12
2/28/13

6,621
2,444
11,250
3,089
1,250
--

--
815 (1)
26,250 (3)
9,269 (1)
3,750 (1)
13,568(1)

$11.57
15.44
9.96
7.47
9.29
12.85

2/12/19
2/24/20
12/2/20
2/21/22
7/19/22
2/28/23

Mary Flipse 7/19/12
2/28/13

2,500
--

7,500 (1)
 13,568 (1)

 $9.29
12.85

7/19/22
2/28/23

(1)Award vests 25% per year on each of the first four anniversaries of the grant date.

(2)Performance Award granted to Mr. Leedle as described more fully below.  Award vests 30% on the second anniversary of the grant date,
30% on the fourth anniversary of the grant date, and 40% on the sixth anniversary of the grant date.

(3)Award vests 30% on the second anniversary of the grant date, 30% on the fourth anniversary of the grant date, and 40% on the sixth
anniversary of the grant date.

55

Edgar Filing: HOLLIS EDEN PHARMACEUTICALS INC /DE/ - Form DEF 14A

72



Performance Equity Awards to Mr. Leedle

In late 2011, the Committee considered the Company's business strategy and the management team it believed was best able to execute that
strategy and create long-term value for the Company's stockholders.  The Committee determined that it was critical to provide additional
performance and retention incentives to Mr. Leedle given the Committee's belief that Mr. Leedle is uniquely positioned to lead the Company
through the current transformational period in the healthcare industry that is largely due to the changes resulting from healthcare reform.  As a
result of its consideration of this issue, the Committee determined to grant Mr. Leedle performance awards in the form of options to purchase an
aggregate of 500,000 shares of Common Stock which consisted of a performance award granting Mr. Leedle the right to purchase 365,000
shares granted in November 2011 and a performance award granting Mr. Leedle the right to purchase 135,000 shares granted in February 2012
(the "Performance Awards").

Stock options granted as part of the Company's long-term incentive program have an exercise price equal to the fair market value of the
Company's Common Stock on the date of grant and vest 25% per year on each of the first four anniversaries of the grant date.  The Performance
Awards, however, were structured to require a significant increase in the Company's Common Stock price from the grant date value before they
would provide any value to Mr. Leedle as a performance incentive and to provide for a longer-term retention incentive through a longer vesting
period.  Accordingly, each Performance Award is a premium-priced option that vests every two years following the grant date over a total period
of six years (30%, 30%, and 40%, respectively), and has an exercise price of $9.96, which represented a 42% premium above the closing price
per share of the Common Stock on November 3, 2011 and a 33% premium above the closing price per share of the Common Stock on February
21, 2012.   The exercise price was consistent with the exercise price of a retention-based discretionary award granted to key employees in
December 2010, in which Mr. Leedle did not participate.  The Committee believes that the Performance Awards align the long-term interests of
Mr. Leedle with the long-term interests of the Company's stockholders.

STOCK AWARDS

Name Stock Award Grant
Date

Number of Shares or Units of Stock That Have
Not Vested
(#)

Market Value of Shares or Units of Stock That Have
Not Vested
($)
(5)

Ben R. Leedle,
Jr.

2/24/10
2/28/11
2/21/12
2/28/13

3,448 (4)
23,904 (4)
56,250 (4)
39,501 (4)

$52,927
366,926
863,438
606,340

Alfred
Lumsdaine

2/24/10
12/2/10
2/21/12
2/28/13

437 (4)
25,000 (6)
14,684 (4)
11,385 (4)

$6,708
383,750
225,399
174,760

Michael Farris -- -- --

Peter Choueiri
6/1/11
1/18/12
2/28/13

12,500 (4)
18,750 (4)
12,462 (4)

$191,875
287,813
191,292

Glenn
Hargreaves

2/24/10
12/2/10
2/21/12
7/19/12
2/28/13

109 (4)
12,500 (6)
5,083 (4)
3,750 (4)
4,569 (4)

$1,673
191,875
78,024
57,563
70,134

Mary Flipse 7/19/12
2/28/13

7,500 (4)
4,569 (4)

$115,125
70,134
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(4)Award vests 25% per year on each of the first four anniversaries of the grant date.

(5)Market value was calculated by multiplying the number of RSUs in the previous column that have not vested as of December 31, 2013 times
the closing stock price on December 31, 2013.

(6)Award vests on the sixth anniversary of the date of grant.

Option Exercises and Stock Vested in 2013

The following table provides information regarding the vesting of RSUs and stock options exercised by our NEOs during 2013.

Option Awards Stock Awards

Name

Number of
Shares
Acquired
on Exercise
(#)

Value Realized
on Exercise
($)

Number of
Shares
Acquired
on Vesting
(#)

Value Realized
on Vesting
($)

Ben R. Leedle, Jr. 300,000 $352,926 47,580 (1) $552,477
Alfred Lumsdaine 9,750 11,310 7,946 (2) 89,084
Michael Farris -- -- -- --
Peter Choueiri -- -- 12,500 155,813
Glenn Hargreaves -- -- 3,877 50,327
Mary Flipse -- -- 2,500 41,725

(1)All of the cash proceeds from the exercise of these options were used to pay the aggregate exercise price of the options reported in this table
as well as the related withholding tax expenses. The 6,016 shares remaining after the exercise of these options were retained by Mr. Leedle.

(2)
All of the cash proceeds from the exercise of these options were used to pay the aggregate exercise price of the options reported in this table
as well as the related withholding tax expenses. The 325 shares remaining after the exercise of these options were retained by Mr.
Lumsdaine.

Nonqualified Deferred Compensation in 2013

Our CAP is a nonqualified deferred compensation plan in which certain domestic employees and all of the NEOs are eligible to participate
(except for Mr. Choueiri and Mr. Farris) and are eligible to defer up to 10% of their base salary.  For a further discussion of the CAP, please see
page 43.
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The following table shows the activity in the CAP for each NEO for 2013 as well as the ending balance as of December 31, 2013.

Name
Executive Contributions in
Last Fiscal Year
($)

Registrant Contributions in
Last Fiscal Year
($)

Aggregate Earnings in Last
Fiscal Year ($)

Aggregate
Withdrawals/
Distributions in Last
Fiscal Year
($)

Aggregate
Balance
at Last
Fiscal
Year-End ($)

(1) (2) (3)
Ben R. Leedle,
Jr. $71,240 $14,271 $23,896 $205,206 $627,490 (4)

Alfred
Lumsdaine $7,565 $3,846 $2,634 $51,023 $71,516 (5)

Michael Farris
(6) $-- $-- $-- $-- $--

Peter Choueiri
(6) $-- $-- $-- $-- $--

Glenn
Hargreaves $20,232 $631 $2,772 $55,163 $77,128

Mary Flipse $25,654 $800 $1,260 $-- $44,192 (5)

(1)These amounts are included in the Summary Compensation Table in the "Salary" column for 2013.

(2)
These amounts were contributed to the CAP in 2014 but are attributable to 2013.  Such amounts are included in the Summary Compensation
Table in the "All Other Compensation" column for 2013.  The Company's contributions to the CAP vest equally over four years from the
effective date of the contribution.

(3)Amounts represent the NEO's earnings during the period on balances in the CAP.  The above-market portion of these earnings during 2013 is
included in the Summary Compensation Table in the "Nonqualified Deferred Compensation Earnings" column.

(4)Excluding $93,494 reported in the Summary Compensation Table for 2013, the majority of this amount includes amounts previously reported
in summary compensation tables contained in the Company's prior proxy statements as compensation to Mr. Leedle.

(5) Includes amounts previously reported in summary compensation tables contained in the Company's prior proxy statements as compensation
to Mr. Lumsdaine ($18,817); and Ms. Flipse ($16,266).

(6)As noted above, Messrs. Farris and Choueiri are not eligible to participate in the CAP.

Employment Agreements

Messrs. Leedle and Lumsdaine executed amended and restated employment agreements with the Company on December 21, 2012 and
November 30, 2012, respectively.  Messrs. Farris and Choueiri executed employment agreements with the Company on August 31, 2011
(subsequently amended on December 1, 2012), and January 1, 2012, respectively.  Mr. Hargreaves and Ms. Flipse executed employment
agreements with the Company on July 29, 2012.  Collectively, these agreements are referred to as the "NEO Employment Agreements".  The
employment agreements of each of Messrs. Leedle, Lumsdaine, and Hargreaves and Ms. Flipse have a continuous term of two years.  Mr. Farris'
employment agreement has an initial term which expires on December 31, 2014.  Mr. Choueiri's agreement has a continuous, indefinite term in
accordance with German law.
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Each NEO Employment Agreement provides for an annual base salary as well as participation in all benefit plans maintained by the Company
for officers, except that Mr. Choueiri and Mr. Farris do not participate in the CAP.  Base salary payable under the employment agreements of
each of Messrs. Leedle, Lumsdaine, Choueiri, and Hargreaves and Ms. Flipse is subject to annual review and may be increased by the Board, or
a committee thereof, as it may deem advisable.  Under Mr. Farris' employment agreement, his base salary may be reduced by the CEO if certain
annual performance targets are not met.  Under the NEO Employment Agreements, short-term and long-term incentive awards, if any, will be
determined by the Board, or a committee thereof comprised solely of independent directors.   The NEO Employment Agreements also provide
for potential severance and change of control benefits, which are discussed in detail under "Potential Payments Upon Termination or Change in
Control of the Company" below.

Under the terms of his employment agreement, Mr. Farris is eligible to receive incentive compensation based on achieving annual targets for
each of 2012, 2013, and 2014.  If he achieves the annual targets, he is entitled to receive a one-time incentive payment of up to $1.5 million in
January 2015.  Due to this three-year incentive award, Mr. Farris is currently not eligible to participate in the short-term cash incentive award
program, the standard LTI program, or the CAP.  However, as noted on page 47, Mr. Farris is eligible to earn a short-term incentive award for
2014 based on Ornish revenues.

In addition to the executive benefit plans common to all NEOs, Mr. Choueiri receives a car allowance.  He also receives payments in the amount
of 80% of his monthly private health insurance contributions and a payment in the amount of 5% of his monthly gross salary to a German
support fund.  This 5% contribution is in addition to the approximate 5% standard benefit available to our German management team and is in
lieu of Mr. Choueiri's participation in the CAP.

Potential Payments Upon Termination or Change in Control of the Company

All of the NEO Employment Agreements contain restrictive provisions relating to the use of confidential information, competing against the
Company and soliciting any customers or employees of the Company during the term of employment and for a period up to 24 months (up to 12
months in the case of Mr. Choueiri) thereafter.  The agreements provide that employment may be terminated at any time by the mutual written
agreement of the Company and the executive.  The NEOs' employment can also be terminated under the following circumstances:

1) Involuntary without Cause – the Company may terminate each NEO's employment without cause at any time (and, in the case of Messrs. Farris
and Choueiri, upon the recommendation of the Company's CEO) by delivery of a written notice of termination to the executive.

2)Voluntary for Good Reason – the NEO may resign by delivery of a written notice of resignation to the Company within 60 days of the
occurrence of any of the following events:

a.
for NEOs other than Mr. Choueiri, a material reduction in the NEO's base salary unless such reduction is part of an across the board reduction
affecting all Company executives with a comparable title, or, in the case of Mr. Farris, if such reduction occurs pursuant to the terms of his
employment agreement;

b.a requirement by the Company to relocate the NEO to a location that is more than 25 miles from the location of the NEO's current office;

c. in connection with a Change in Control (as defined below), the failure by the successor or the Company's Board to honor the NEO's
employment agreement or offer such NEO an employment agreement containing substantially similar or otherwise satisfactory terms;

d.a material reduction in the NEO's title, or a material and adverse change in NEO's status and responsibilities, or the assignment to executive of
duties or responsibilities which are materially inconsistent with the NEO's status and responsibilities;
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e. for Mr. Choueiri, in connection with a Change of Control, his reporting relationship is changed from the CEO of the Company;
or

f. for Mr. Choueiri, a reason for cause as per German
law.

Upon receipt of an NEO's written notice that one or more of the above-identified events has occurred, the Company shall have a 60 day period to
cure the good reason event. If such event is cured, the NEO shall no longer have the right to resign for good reason.

3) Involuntary for Cause – the Company may, at any time, terminate the employment of a NEO, other than Mr. Choueiri, by delivery of a written
notice of termination to the executive specifying the event(s) relied upon for such termination upon the occurrence of any of the following:

a.continued failure of the executive to substantially perform his or her duties after written notice and failure to cure within 60 days;

b. conviction of a felony or engaging in misconduct which is materially injurious to the Company, monetarily or to its reputation or
otherwise, or which would damage the executive's ability to effectively perform his or her duties;

c. theft or dishonesty by the executive;
d. intoxication while on duty; or
e.willful violation of Company policies and procedures after written notice and failure to cure within 30 days.

The Company may terminate Mr. Choueiri's employment immediately for cause in accordance with German law.

4)
Voluntary without Good Reason – each NEO may terminate his or her employment at any time by delivery of a written notice of resignation to
the Company no less than 60 days and no more than 90 days prior to the effective date of such executive's resignation, except that Mr.
Choueiri's notice period is six months to the end of a calendar month.

5)Change in Control - "Change in Control" is defined in each of the NEOs' employment agreements as any of the following events:

(i)

when any person or entity, including a "group" as defined in Section 13(d)(3) of the Securities Exchange Act of 1934, as amended, other than
the Company or a wholly owned subsidiary thereof or any employee benefit plan of the Company or any of its subsidiaries, becomes the
beneficial owner of the Company's securities having 35% or more of the combined voting power of the then outstanding securities of the
Company that may be cast for the election of directors of the Company (other than as a result of an issuance of securities initiated by the
Company in the ordinary course of business),

(ii)

as the result of, or in connection with, any cash tender or exchange offer, merger or other business combination, sales of assets or contested
election, or any combination of the foregoing transactions, less than a majority of the combined voting power of the then outstanding
securities of the Company or any successor corporation or entity entitled to vote generally in the election of the directors of the Company or
such other corporation or entity after such transaction is held in the aggregate by the holders of the Company's securities entitled to vote
generally in the election of the directors of the Company immediately prior to such transaction, or

(iii)

during any period of two consecutive years, individuals who at the beginning of any such period constitute the Board cease for any reason to
constitute at least a majority thereof, unless the election, or the nomination for election by the Company's stockholders, of each director of
the Company first elected during such period was approved by a vote of at least two-thirds of the directors of the Company then still in
office who were directors of the Company at the beginning of any such period.
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6)
Involuntary without Cause or Voluntary for Good Reason within 12 Months of a Change in Control – a NEO may terminate his or her
employment within 12 months of a Change in Control for good reason or the Company may terminate such NEO's employment within 12
months of a Change in Control without cause.

7)Disability – each NEO's employment, other than Mr. Choueiri, may be terminated by either the NEO or the Company upon written notice to the
other party when:

a. the NEO suffers a physical or mental disability entitling the NEO to long-term disability benefits under the Company's long-term disability
plan, if any, or

b.

in the absence of a Company long-term disability plan, the NEO is unable, as determined by the Board (or any designated Committee of the
Board), to perform the essential functions of the NEO's regular duties and responsibilities, with or without reasonable accommodation, due to
a medically determinable physical or mental illness which has lasted (or can reasonably be expected to last) for a period of six consecutive
months.

Although Mr. Choueiri's employment agreement does not provide for the termination of his employment as a result of disability, his
employment agreement provides for certain payments by the Company in the event of his disability as set forth below.

8)Death – each NEO's employment terminates upon his or her death.

9)

Retirement – under the CAP and the 2007 Plan, "normal retirement" occurs upon a "separation from service" (in the case of the CAP) or the
retirement from active service (in the case of the 2007 Plan) of the NEO on or after the date upon which the NEO reaches the age of 65. Under
the CAP and the 2007 Plan, "early retirement" occurs where (i) the sum of the NEO's age plus years of employment at the Company as of the
proposed retirement date is equal to or greater than 70, (ii) the NEO has given written notice to the Company at least one year prior to the
proposed early retirement date of his or her intent to retire and (iii) the CEO has approved in writing such early retirement request prior to the
proposed early retirement date, provided that in the event the CEO does not approve the request for early retirement or the CEO is the NEO
giving notice of his intent to retire, then in both cases, the Compensation Committee (in the case of the CAP) or the Board (in the case of the
2007 Plan) shall make the determination of whether to approve or disapprove such request. Under the CAP, a "separation from service" means
any one of the following events: (i) the NEO is discharged by the Company, (ii) the NEO voluntarily terminates employment (including a
normal or early retirement) with the Company, (iii) the NEO terminates employment due to disability, or (iv) the NEO dies while employed
by the Company.

With the exception of Mr. Leedle, none of the NEOs was eligible for normal or early retirement at December 31, 2013, based on the terms of the
2007 Plan, the equity award agreements and the CAP. Consequently, no information is provided with respect to any of the NEOs other than Mr.
Leedle for amounts payable in connection with a normal or early retirement.

Following are the potential payments to be made by the Company to each of the NEOs upon termination or a change in control of the Company. 
These benefits are in excess of those usually provided to salaried employees.  The payment amounts assume an effective change in control date
or termination date of December 31, 2013 or the NEO's actual termination date, if earlier.  These amounts include earnings through the effective
change in control date or termination date and are estimates of compensation that would be paid to the NEOs at the time of change in control or
termination.  The exact amounts of compensation can only be determined on the actual date that each NEO separates from the Company or that
there is a change in control of the Company.

 In addition to the Company compensation outlined in the tables below, third party insurance companies will provide life insurance and disability
benefits if the NEOs separate for reasons of death or disability.  The Company maintains travel accident insurance for Mr. Choueiri that provides
for a lump sum payout of $1,000,000 upon his death while traveling.  If Mr. Choueiri's employment had terminated as of December 31, 2013
due to his death for any other reason, his beneficiaries would have received a lump sum payout of approximately $185,000.  If another NEO's
employment had terminated as of December 31, 2013 due to death as a result of natural causes, such NEO's beneficiaries would have received a
lump sum payout from a third-party insurance provider.  The beneficiaries of Messrs. Leedle, Lumsdaine, Farris, and Hargreaves and Ms. Flipse
would have received $1,463,000, $750,000, $750,000, $515,000, and $1,515,000 respectively.  In the event of an accidental death, the
beneficiaries for Messrs. Leedle, Lumsdaine, Farris, and Hargreaves and Ms. Flipse would have received an additional $1,750,000, $1,750,000,
$750,000, $515,000, and $1,515,000, respectively, in a lump sum payout from a third party insurance provider.
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If the NEOs' employment had terminated as of December 31, 2013 due to disability, each of the NEOs (other than Mr. Choueiri) would have
been entitled to receive a monthly benefit of $12,000 until approximately age 67 from a third party.  This benefit could be offset by other sources
of income, such as Social Security or other disability benefits.  If Mr. Choueiri's employment had terminated because of permanent disability as
of December 31, 2013, he would have received a lump sum payment upon separation of approximately $185,000 from a third party support
fund.  In addition, if in connection with a change in control of the Company compensation to or for the benefit of the executives from the
Company constitutes an "excess parachute payment" under section 280G of the Internal Revenue Code ("IRC") (or, in the case of Mr. Choueiri,
the German equivalent of an "excess parachute payment"), the Company will pay the NEOs a cash sum equal to the amount of excise tax due
under section 4999 of the IRC (or, in the case of Mr. Choueiri, the German equivalent of section 4999 of the IRC).

Ben R. Leedle, Jr., President and Chief Executive Officer

The following table shows the potential payments upon termination or a change in control of the Company for Mr. Leedle.

Involuntary Without Voluntary
Cause or Voluntary Involuntary Without Good Early
For Good Reason For Cause Reason Retirement
on 12/31/13 on 12/31/13 on 12/31/13 on 12/31/13

  Cash Severance  $                        1,424,800  (1)  $                -  $           27,400  (2)  $                -
 Group Medical Benefits                                  33,978  (3)                     -                      653  (2)                     -
 Annual Incentive Award                                            - (4)                     -                          -                     -
 Performance Cash                                            -  (5)                     -                          -                     -  (5)
 Stock Options                             1,238,028 (6)                     -                          -                     - (11)
 Restricted Stock Units                              1,889,631 (6)                     -                          -                     - (11)
 Performance Award                             2,104,795 (6) - -                     - (11)
 Capital Accumulation Plan                                 613,524 (7)                     -                          -          613,524 (7)
 Additional Severance                                356,200 (8)         356,200 (8)                          -                     -
Total  $                       7,660,956  $    356,200  $           28,053  $     613,524
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Involuntary Without
 Cause or Voluntary For
Good Reason
Within 12 Months of a

Change in Control Change in Control Disability Death
on 12/31/13 on 12/31/13 on 12/31/13 on 12/31/13

  Cash Severance  $                       -  $                   1,424,800  (1)  $ 1,424,800  (9)(1)  $                  -
 Group Medical Benefits                           -                             33,978  (3)          33,978  (3)                      -
 Annual Incentive Award                           -                                      -  (4)                    - (4)                      - (4)
 Performance Cash              1,223,112  (10)                         1,223,112  (10)                    -  (5)                      -  (5)
 Stock Options            1,238,028 (6)                       1,238,028 (6)     1,238,028 (6)       1,238,028 (6)
 Restricted Stock Units             1,889,631 (6)                        1,889,631 (6)      1,889,631(6)        1,889,631 (6)
 Performance Award             2,104,795 (6)                        2,104,795 (6)      2,104,795(6)        2,104,795 (6)
 Capital Accumulation Plan                613,524 (7)                           613,524 (7)         613,524(7)           613,524 (7)
 Additional Severance                           -                          356,200 (8)        356,200 (8)                      -
Total  $        7,069,090  $                  8,884,068  $ 7,660,956  $   5,845,978

(1)Represents 24 months of NEO's base salary to be paid at regular payroll dates following the NEO's termination.  Following a change in
control, the payments would be paid in a lump sum no later than 60 days following the date of termination.

(2)For termination by the NEO without good reason, the NEO is entitled to base salary and benefits through the next payroll date following
termination.

(3)Represents the Company's portion of premiums for group medical benefits to be paid for 24 months following the NEO's termination.

(4)

Following a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months of a change in control,
or (d) because of disability or death, the NEO is entitled to receive a pro-rata portion of any bonus to which the NEO is otherwise entitled as
of the date of termination.  Based on Company performance for 2013, the NEO was not entitled to a bonus as of December 31, 2013.  No
additional incentive amounts would be paid during the severance period.

(5)

Following a termination (a) without cause, (b) for good reason, (c) in connection with a normal or early retirement, or (d) because of
disability or death, the NEO is entitled to receive any amounts previously earned by the NEO under the Company's performance-based cash
incentive plan, which would include the earned amount for year one of the 2013 award, years one and two of the 2012 award, and years one
through three of the 2011 award.  Based on Company performance, no amounts were earned by the NEO for these performance periods. 
With the exception of the accelerated vesting due to the termination events described in the table, the performance-based cash award vests on
the third anniversary of the grant date.

(6)

Following a change in control or a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months
of a change in control, or (d) because of disability or death, unvested equity awards will vest and remain exercisable in accordance with the
terms of the applicable award agreements.  The values in the table are based upon the difference between the Company's closing stock price
on December 31, 2013 of $15.35 per share and the exercise price of the awards, including only those awards whose exercise price was below
the market price on December 31, 2013.  RSUs have an exercise price of zero.

(7)

Following a change in control or a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months
of a change in control, (d) because of disability or death, or (e) in connection with a normal or early retirement, all amounts contributed by
the Company to the CAP for the benefit of the NEO will vest.  The amount in the table above reflects the NEO's aggregate CAP balance as of
December 31, 2013, of which $585,709 was vested, and excludes Company contributions attributable to fiscal 2013, as they were not made
until fiscal 2014.  The remaining portion was unvested at December 31, 2013 but would vest upon termination of the NEO for the reasons
listed in clauses (a) through (e) above.
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(8)Assumes execution of full release of claims in favor of the Company.  Represents six months of the NEO's base salary to be paid at regular
payroll dates following the NEO's termination.

(9)
Although not reflected in this table, this amount would be reduced by any disability insurance payments paid by the insurance company to the
NEO as a result of the NEO's disability.  In the event of disability, the NEO would receive $12,000 per each month of disability from the
insurance company until reaching age 67.

(10)Following a change in control, all amounts granted under the Company's performance-based cash incentive plan would vest (to the extent
not previously forfeited). 

(11)Following a termination in connection with normal or early retirement, unvested equity awards will not be forfeited but will continue
vesting in accordance with the applicable award agreements.

Alfred Lumsdaine, Executive Vice President and Chief Financial Officer

The following table shows the potential payments upon termination or a change in control of the Company for Mr. Lumsdaine.

Involuntary Without Voluntary
Cause or Voluntary Involuntary Without Good
For Good Reason For Cause Reason
on 12/31/13 on 12/31/13 on 12/31/13

  Cash Severance  $                            577,500  (1)  $                -  $            14,808  (2)
 Group Medical Benefits                                     25,311  (3)                     -                      649  (2)
 Annual Incentive Award                                             -  (4)                     -                          -
 Performance Cash                                             -  (5)                     -                          -
 Stock Options                                 578,497 (6)                     -                          -
 Restricted Stock Units                                  790,617 (6)                     -                          -
 Capital Accumulation Plan                                   67,706 (7)                     -                          -
 Additional Severance                                  192,500 (8)          192,500 (8)                          -
Total  $                          2,232,131  $     192,500  $            15,457
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Involuntary Without
 Cause or Voluntary For
Good Reason
Within 12 Months of a

Change in Control Change in Control Disability Death
on 12/31/13 on 12/31/13 on 12/31/13 on 12/31/13

  Cash Severance  $                          -  $                       577,500  (1)  $      577,500  (9)(1)  $                -
 Group Medical Benefits                             -                              25,311  (3)           33,749  (3)                    -
 Annual Incentive Award                             -                                      -  (4)                    -  (4)                    -  (4)
 Performance Cash                  321,667  (10)                           321,667  (10)                    -  (5)                    -  (5)
 Stock Options                  578,497 (6)                           578,497 (6)         578,497 (6)         578,497 (6)
 Restricted Stock Units                  790,617 (6)                           790,617 (6)          790,617 (6)          790,617 (6)
 Capital Accumulation Plan                    67,706 (7)                             67,706 (7)           67,706 (7)           67,706 (7)
 Additional Severance                             -                           192,500 (8)         192,500  (8)                    -
Total  $           1,758,487  $                   2,553,798  $ 2,240,569  $ 1,436,820

(1)Represents 18 months of NEO's base salary to be paid at regular payroll dates following the NEO's termination.  Following a change in
control, the payments would be paid in a lump sum no later than 60 days following the date of termination.

(2)For termination by the NEO without good reason, the NEO is entitled to base salary and benefits through the next payroll date following
termination.

(3)
Represents the Company's portion of premiums for group medical benefits to be paid for 18 months following the NEO's termination.  For
termination due to disability, represents the Company's portion of premiums for group medical benefits to be paid for 24 months following
the NEO's termination.

(4)

Following a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months of a change in control,
or (d) because of disability or death, the NEO is entitled to receive a pro-rata portion of any bonus to which the NEO is otherwise entitled as
of the date of termination.  Based on Company performance for 2013, the NEO was not entitled to a bonus as of December 31, 2013.  No
additional incentive amounts would be paid during the severance period.

(5)

Following a termination (a) without cause, (b) for good reason, (c) in connection with a normal or early retirement, or (d) because of
disability or death, the NEO is entitled to receive any amounts previously earned by the NEO under the Company's performance-based cash
incentive plan, which would include the earned amount for year one of the 2013 award, years one and two of the 2012 award, and years one
through three of the 2011 award.  Based on Company performance, no amounts were earned by the NEO for these performance periods. 
With the exception of the accelerated vesting due to the termination events described in the table, the performance-based cash award vests on
the third anniversary of the grant date.

(6)

Following a change in control or a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months
of a change in control, or (d) because of disability or death, unvested equity awards will vest and remain exercisable in accordance with the
terms of the applicable award agreements.  The values in the table are based upon the difference between the Company's closing stock price
on December 31, 2013 of $15.35 per share and the exercise price of the awards, including only those awards whose exercise price was below
the market price on December 31, 2013.  RSUs have an exercise price of zero.

(7)

Following a change in control or a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months
of a change in control, (d) because of disability or death, or (e) in connection with a normal or early retirement, all amounts contributed by
the Company to the CAP for the benefit of the NEO will vest.  The amount in the table above reflects the NEO's aggregate CAP balance as of
December 31, 2013, of which $58,310 was vested, and excludes Company contributions attributable to 2013, as they were not made until
fiscal 2014.  The remaining portion was unvested at December 31, 2013, but would vest upon termination of the NEO for the reasons listed in
clauses (a) through (e) above.
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(8)Assumes execution of full release of claims in favor of the Company.  Represents six months of the NEO's base salary to be paid at regular
payroll dates following the NEO's termination.

(9)
Although not reflected in this table, this amount would be reduced by any disability insurance payments paid by the insurance company to the
NEO as a result of the NEO's disability.  In the event of disability, the NEO would receive $12,000 per each month of disability from the
insurance company until reaching age 67.

(10)Following a change in control, all amounts granted under the Company's performance-based cash incentive plan would vest (to the extent
not previously forfeited). 

Peter Choueiri, President, Healthways International

The following table shows the potential payments upon termination or a change in control of the Company for Mr. Choueiri.  Mr. Choueiri is
paid in Euros.  Estimated amounts in dollars are based on the average conversion rate for 2013 as calculated using the first and last business days
of the year.

Voluntary Involuntary Without
Involuntary Without Good Cause or Voluntary
Without Cause Reason or for Good Reason
or Voluntary Involuntary Within 12 Months of a
for Good Reason For Cause Change in Control
on 12/31/13 on 12/31/13 on 12/31/13

 Cash Severance  $          656,561  (1)  $                    -  $                       656,561  (1)
 Medical Benefits                     11,121  (2)                         -                                  11,121  (2)
 Annual Incentive Award               108,725  (3)                         -                            108,725  (3)
 Car Allowance                  24,281  (4)                         -                               24,281  (4)
 Performance Cash                               -  (5)                         -                             561,163  (9)
 Stock Options              244,020  (6)                         -                           244,020  (6)
 Restricted Stock Units              670,980  (6)                         -                           670,980  (6)
 Long-Term Performance Award                               - (7)                         -                              40,338 (9)
 Non-compete Consideration               516,990 (8)           516,990 (8)                            516,990 (8)
 Total  $     2,232,678  $      516,990  $                   2,834,179

Change in Control Disability Death
on 12/31/13 on 12/31/13 on 12/31/13

 Cash Severance  $                              -  $         656,561  (1)(10)  $                  -
 Medical Benefits                                  -                  11,121(2)                      -
 Annual Incentive Award                                  -                          -            108,725 (3)
 Car Allowance                                  -                          -                        -
 Performance Cash                        561,163  (9)              561,163  (9)            561,163  (9)
 Stock Options                      244,020  (6)           244,020  (6)          244,020  (6)
 Restricted Stock Units                      670,980  (6)            670,980  (6)          670,980  (6)
 Long-Term Performance Award                        40,338 (9)              40,338  (9)            40,338  (9)
 Non-compete Consideration                                    -                          -                        -
 Total  $                1,516,501  $      2,184,183  $    1,625,226
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(1)Represents 18 months of NEO's base salary to be paid monthly following the NEO's termination or disability.

(2)Represents the Company's portion of the NEO's private health insurance contributions to be paid for 18 months following the NEO's
termination or disability.

(3)

Following a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months of a change in control,
or (d) because of death, the NEO is entitled to receive a pro-rata portion of any bonus to which the NEO is otherwise entitled as of the date of
termination.  Based on the Company's international group performance for 2013, the NEO was entitled to a bonus as of December 31, 2013. 
No additional incentive amounts would be paid during the severance period.

(4)
The NEO is entitled to lease a company car with a monthly leasing rate of 1,000 Euros, or receive the equivalent value in cash.  Following a
termination (a) without cause, (b) for good reason, or (c) without cause or for good reason within 12 months of a change in control, the NEO
is entitled to a company car for a period of 18 months following the NEO's termination.

(5)
Mr. Choueiri's performance-based cash award for 2013 had a one-year measurement period and was not earned for 2013.  With the exception
of accelerated vesting due to certain termination events described in footnote 9 below, Mr. Choueiri's performance-based cash award would
be forfeited upon Mr. Choueiri's separation from service.

(6)

Following a change in control or a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months
of a change in control, or (d) because of disability or death, unvested equity awards will vest and remain exercisable in accordance with the
terms of the applicable award agreements.  The values in the table are based upon the difference between the Company's closing stock price
on December 31, 2013 of $15.35 per share and the exercise price of the awards, including only those awards whose exercise price was below
the market price on December 31, 2013.  RSUs have an exercise price of zero.

(7)

During 2011, Mr. Choueiri was granted a long-term performance award in which he earned a fixed percentage of revenue growth in the
international business for 2011.  Based on 2011 revenue growth in the international business, Mr. Choueiri earned an award of approximately
$117,000.  This award vests and is paid ratably over three years on each anniversary of the grant date (one-third of the award vests on each of
January 1, 2012, 2013, and 2014).  With the exception of accelerated vesting due to certain termination events described in footnote 9 below,
the award would be forfeited upon Mr. Choueiri's separation from service.

(8)

As consideration for the 12-month non-competition and non-solicitation period following Mr. Choueiri's termination of employment, he is
entitled to receive 50% of his most recent remuneration related to certain compensation elements.  The amount in the table equals 50% of his
earnings in 2013 related to the following specified compensation elements: base salary, medical benefits, annual incentive award,
performance-based cash award, car allowance, and pension fund contributions.

(9)

Mr. Choueiri's performance-based cash award for 2013 and 2012 and his long-term performance award for 2011 would fully vest upon a
change in control or upon Mr. Choueiri's death or disability (to the extent not previously forfeited).  The amount in the table equals one-third
of his 2011 long-term performance award (which was fully earned in 2011 but vests in three equal annual installments beginning in January
2012); and two-thirds of his 2012 performance-based cash award (which was fully earned in and reported in the Summary Compensation
Table for 2012 but vests in three equal annual installments beginning in January 2013).  Mr. Choueiri's performance-based cash award for
2013 had a one-year measurement period and was not earned.

(10)
Although not reflected in this table, if Mr. Choueiri's disability were work-related, the Company would be reimbursed for approximately
15% of this amount by public and private insurance.  In addition to the amount reflected in this table, in the event of disability, the NEO
would receive a lump sum of approximately $185,000 from a third party support fund.
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Michael Farris, Executive Vice President and Chief Commercial Officer

The following table shows the potential payments upon termination or a change in control of the Company for Mr. Farris.

Involuntary Without Voluntary
Cause or Voluntary Involuntary Without Good
For Good Reason For Cause Reason
on 12/31/13 on 12/31/13 on 12/31/13

  Cash Severance  $                         1,050,000  (1)  $                -  $           26,923  (2)
 Group Medical Benefits                                   25,483  (3)                     -                      653  (2)
 Long-term Incentive Award                                 500,000  (4)                     -                          -
 Additional Severance                                 350,000  (5)         350,000  (5)                          -
Total  $                         1,925,483  $    350,000  $           27,576

Involuntary Without
 Cause or Voluntary For
Good Reason
Within 12 Months of a

Change in Control Change in Control Disability Death
on 12/31/13 on 12/31/13 on 12/31/13 on 12/31/13

  Cash Severance  $                      -  $                   1,050,000  (1)  $1,050,000  (6)(1)  $                 -
 Group Medical Benefits                          -                            25,483  (3)         33,978  (3)                     -
 Long-term Incentive Award                          -                          500,000  (4)                   -                     -
 Additional Severance                          -                          350,000 (5)       350,000 (5)                     -
Total  $                      -  $                   1,925,483  $1,433,978  $                 -

(1)Represents 18 months of NEO's base salary to be paid at regular payroll dates following the NEO's termination.  Following a change in
control, the payments would be paid in a lump sum no later than 60 days following the date of termination.

(2)For termination by the NEO without good reason, the NEO is entitled to base salary and benefits through the next payroll date following
termination.

(3)
Represents the Company's portion of premiums for group medical benefits to be paid for 18 months following the NEO's termination.  For
termination due to disability, represents the Company's portion of premiums for group medical benefits to be paid for 24 months following
the NEO's termination.

(4)

Mr. Farris was granted incentive compensation based on achieving annual targets for each of 2012, 2013, and 2014.  Following a termination
(a) without cause, (b) for good reason, or (c) without cause or for good reason within 12 months of a change in control, Mr. Farris is eligible
to receive a pro-rata portion of this incentive compensation as determined by the Company. The value in the table represents the portion of
the incentive compensation that was earned but not vested as of December 31, 2013.

(5)Assumes execution of full release of claims in favor of the Company.  Represents six months of the NEO's base salary to be paid at regular
payroll dates following the NEO's termination.
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(6)
Although not reflected in this table, this amount would be reduced by any disability insurance payments paid by the insurance company to the
NEO as a result of the NEO's disability.  In the event of disability, the NEO would receive $12,000 per each month of disability from the
insurance company until the approximate age of 67.

Glenn Hargreaves, Senior Vice President and Chief Accounting Officer

The following table shows the potential payments upon termination or a change in control of the Company for Mr. Hargreaves.

Involuntary Without Voluntary
Cause or Voluntary Involuntary Without Good
For Good Reason For Cause Reason
on 12/31/13 on 12/31/13 on 12/31/13

  Cash Severance  $                             386,250  (1)  $                -  $             9,904  (2)
 Group Medical Benefits                                    25,431  (3)                     -                      652  (2)
 Annual Incentive Award                                             -  (4)                     -                          -
 Performance Cash                                             -  (5)                     -                          -
 Stock Options                                   271,172 (6)                     -                          -
 Restricted Stock Units                                 399,269 (6)                     -                          -
 Capital Accumulation Plan                                   76,868 (7)                     -                          -
 Additional Severance                                  128,750 (8)          128,750 (8)                          -
Total  $                         1,287,740  $     128,750  $            10,556

Involuntary Without
 Cause or Voluntary For
Good Reason
Within 12 Months of a

Change in Control Change in Control Disability Death
on 12/31/13 on 12/31/13 on 12/31/13 on 12/31/13

  Cash Severance  $                      -  $                      386,250  (1)  $   386,250  (9)(1)  $                 -
 Group Medical Benefits                          -                             25,431  (3)         33,908  (3)                     -
 Annual Incentive Award                          -                                      -  (4)                   -  (4)                     -  (4)
 Performance Cash                125,500  (10)                           125,500  (10)                   -  (5)                     -  (5)
 Stock Options                 271,172 (6)                            271,172 (6)         271,172(6)            271,172 (6)
 Restricted Stock Units              399,269 (6)                         399,269 (6)      399,269 (6)         399,269 (6)
 Capital Accumulation Plan                 76,868 (7)                            76,868 (7)         76,868 (7)            76,868 (7)
 Additional Severance                          -                           128,750 (8)        128,750  (8)                     -
Total  $          872,809  $                    1,413,240  $ 1,296,217  $      747,309

(1)Represents 18 months of NEO's base salary to be paid at regular payroll dates following the NEO's termination.  Following a change in
control, the payments would be paid in a lump sum no later than 60 days following the date of termination.

(2)For termination by the NEO without good reason, the NEO is entitled to base salary and benefits through the next payroll date following
termination.
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(3)
Represents the Company's portion of premiums for group medical benefits to be paid for 18 months following the NEO's termination.  For
termination due to disability, represents the Company's portion of premiums for group medical benefits to be paid for 24 months following
the NEO's termination.

(4)

Following a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months of a change in control,
or (d) because of disability or death, the NEO is entitled to receive a pro-rata portion of any bonus to which the NEO is otherwise entitled as
of the date of termination.  Based on Company performance for 2013, the NEO was not entitled to a bonus as of December 31, 2013.  No
additional incentive amounts would be paid during the severance period.

(5)

Following a termination (a) without cause, (b) for good reason, (c) in connection with a normal or early retirement, or (d) because of
disability or death, the NEO is entitled to receive any amounts previously earned by the NEO under the Company's performance-based cash
incentive plan, which would include the earned amount for year one of the 2013 award, years one and two of the 2012 award, and years one
through three of the 2011 award.  Based on Company performance, no amounts were earned by the NEO for these performance periods. 
With the exception of the accelerated vesting due to the termination events described in the table, the performance-based cash award vests on
the third anniversary of the grant date.

(6)

Following a change in control or a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months
of a change in control, or (d) because of disability or death, unvested equity awards will vest and remain exercisable in accordance with the
terms of the applicable award agreements.  The values in the table are based upon the difference between the Company's closing stock price
on December 31, 2013 of $15.35 per share and the exercise price of the awards, including only those awards whose exercise price was below
the market price on December 31, 2013.  RSUs have an exercise price of zero.

(7)

Following a change in control or a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months
of a change in control, (d) because of disability or death, or (e) in connection with a normal or early retirement, all amounts contributed by
the Company to the CAP for the benefit of the NEO will vest.  The amount in the table above reflects the NEO's aggregate CAP balance as of
December 31, 2013, $71,734 of which was vested, and excludes Company contributions attributable to 2013 as they were not made until
fiscal 2014.  The remaining portion was unvested at December 31, 2013, but would vest upon termination of the NEO for the reasons listed in
clauses (a) through (e) above.

(8)Assumes execution of full release of claims in favor of the Company.  Represents six months of the NEO's base salary to be paid at regular
payroll dates following the NEO's termination.

(9)
Although not reflected in this table, this amount would be reduced by any disability insurance payments paid by the insurance company to the
NEO as a result of the NEO's disability.  In the event of disability, the NEO would receive $12,000 per each month of disability from the
insurance company until reaching age 67.

(10)  Following a change in control, all amounts granted under the Company's performance-based cash incentive plan would vest (to the extent
not previously forfeited). 
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Mary Flipse, Senior Vice President and General Counsel

The following table shows the potential payments upon termination or a change in control of the Company for Ms. Flipse.

Involuntary Without Voluntary
Cause or Voluntary Involuntary Without Good
For Good Reason For Cause Reason
on 12/31/13 on 12/31/13 on 12/31/13

  Cash Severance  $                            386,250  (1)  $                -  $             9,904  (2)
 Group Medical Benefits                                    25,431  (3)                     -                      652  (2)
 Annual Incentive Award                                             -  (4)                     -                          -
 Performance Cash                                             -  (5)                     -                          -
 Stock Options                                   79,370 (6)                     -                          -
 Restricted Stock Units                                  185,259 (6)                     -                          -
 Capital Accumulation Plan                                    43,391 (7)                     -                          -
 Additional Severance                                  128,750 (8)          128,750 (8)                          -
Total  $                             848,451  $     128,750  $            10,556

Involuntary Without
 Cause or Voluntary For
Good Reason
Within 12 Months of a

Change in Control Change in Control Disability Death
on 12/31/13 on 12/31/13 on 12/31/13 on 12/31/13

  Cash Severance  $                      -  $                     386,250  (1)  $  386,250  (9)(1)  $                 -
 Group Medical Benefits                          -                            25,431  (3)        33,908  (3)                     -
 Annual Incentive Award                          -                                     -  (4)                  -  (4)                     -  (4)
 Performance Cash              108,000  (10)                         108,000  (10)                  -  (5)                     -  (5)
 Stock Options                 79,370 (6)                            79,370 (6)         79,370 (6)            79,370 (6)
 Restricted Stock Units               185,259 (6)                          185,259 (6)        185,259(6)           185,259 (6)
 Capital Accumulation Plan                 43,391 (7)                            43,391 (7)         43,391 (7)            43,391 (7)
 Additional Severance                          -                          128,750 (8)        128,750  (8)                     -
Total  $          416,020  $                   956,451  $ 856,928  $     308,020

(1)Represents 18 months of NEO's base salary to be paid at regular payroll dates following the NEO's termination.  Following a change in
control, the payments would be paid in a lump sum no later than 60 days following the date of termination.

(2)For termination by the NEO without good reason, the NEO is entitled to base salary and benefits through the next payroll date following
termination.

(3)
Represents the Company's portion of premiums for group medical benefits to be paid for 18 months following the NEO's termination.  For
termination due to disability, represents the Company's portion of premiums for group medical benefits to be paid for 24 months following
the NEO's termination.

(4)

Following a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months of a change in control,
or (d) because of disability or death, the NEO is entitled to receive a pro-rata portion of any bonus to which the NEO is otherwise entitled as
of the date of termination.  Based on Company performance for 2013, the NEO was not entitled to a bonus as of December 31, 2013.  No
additional incentive amounts would be paid during the severance period.
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(5)

Following a termination (a) without cause, (b) for good reason, (c) in connection with a normal or early retirement, or (d) because of
disability or death, the NEO is entitled to receive any amounts previously earned by the NEO under the Company's performance-based cash
incentive plan, which would include the earned amount for year one of the 2013 award, years one and two of the 2012 award, and years one
through three of the 2011 award.  Based on Company performance, no amounts were earned by the NEO for these performance periods. 
With the exception of the accelerated vesting due to the termination events described in the table, the performance-based cash award vests on
the third anniversary of the grant date.

(6)

Following a change in control or a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months
of a change in control, or (d) because of disability or death, unvested equity awards will vest and remain exercisable in accordance with the
terms of the applicable award agreements.  The values in the table are based upon the difference between the Company's closing stock price
on December 31, 2013 of $15.35 per share and the exercise price of the awards, including only those awards whose exercise price was below
the market price on December 31, 2013.  RSUs have an exercise price of zero.

(7)

Following a change in control or a termination (a) without cause, (b) for good reason, (c) without cause or for good reason within 12 months
of a change in control, (d) because of disability or death, or (e) in connection with a normal or early retirement, all amounts contributed by
the Company to the CAP for the benefit of the NEO will vest.  The amount in the table above reflects the NEO's aggregate CAP balance as of
December 31, 2013, $43,263 of which was vested, and excludes Company contributions attributable to 2013 as they were not made until
fiscal 2014.  The remaining portion was unvested at December 31, 2013, but would vest upon termination of the NEO for the reasons listed in
clauses (a) through (e) above.

(8)Assumes execution of full release of claims in favor of the Company.  Represents six months of the NEO's base salary to be paid at regular
payroll dates following the NEO's termination.

(9)
Although not reflected in this table, this amount would be reduced by any disability insurance payments paid by the insurance company to the
NEO as a result of the NEO's disability.  In the event of disability, the NEO would receive $12,000 per each month of disability from the
insurance company until reaching age 67.

(10)  Following a change in control, all amounts granted under the Company's performance-based cash incentive plan would vest (to the extent
not previously forfeited). 

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires our officers and directors, and persons who own more than 10% of a
registered class of our equity securities, to file reports of ownership and changes in ownership with the Commission.  Officers, directors and
greater than 10% stockholders are required by regulation of the Commission to furnish us with copies of all Section 16(a) forms they file.

Based solely on a review of the Forms 3, 4 and 5 and amendments thereto and certain written representations furnished to us, we believe that
during 2013, all filing requirements applicable to our officers, directors and greater than 10% beneficial owners were complied with, except for
one late Form 4 filing made by Dr. England in April 2014 relating to one transaction in November 2013. 

72

Edgar Filing: HOLLIS EDEN PHARMACEUTICALS INC /DE/ - Form DEF 14A

89



PROPOSAL NO. 2

ADVISORY VOTE TO APPROVE EXECUTIVE COMPENSATION

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010, or the Dodd-Frank Act, enables our stockholders to vote to approve,
on an advisory basis, the compensation of our NEOs as disclosed in this Proxy Statement in accordance with the Commission's rules.
The vote on this resolution is not intended to address any specific element of compensation; rather, the vote relates to the compensation of our
NEOs, as described in this Proxy Statement in accordance with the compensation disclosure rules of the Commission.  The vote is advisory,
which means that the vote is not binding on the Company, our Board, or the Compensation Committee.  Although the vote is non-binding, the
Compensation Committee and the Board value your opinions and will review the voting results in connection with their ongoing evaluation of
our compensation philosophy and compensation decisions.

As described more fully under the "Compensation Discussion and Analysis" section beginning on page 27, the Compensation Committee sets
and administers the policies that govern compensation of our executive officers, including:

·Annually evaluating the performance of the CEO and other executive officers and recommending to the independent directors of the Board the
compensation level, including short- and long-term incentive compensation, for each such person based on this evaluation;

·Reviewing and recommending for approval to the Board any changes in executive officer incentive compensation plans and equity-based
compensation plans; and

·Reviewing and approving all equity-based compensation plans of the Company and granting equity-based awards pursuant to such plans.

The Compensation Committee seeks to assure that compensation paid to the executive officers is fair, reasonable and competitive, and is linked
to increasing long-term stockholder value.  Only independent directors serve on the Compensation Committee.
The Compensation Committee believes that our compensation strategies are aligned with our compensation philosophy and Company culture,
which places significant value on highly-performing individuals, and that those strategies are effective in promoting individual responsibility for
collective long-term success. The Compensation Committee further believes that the design of our compensation strategy aligns employee
behavior with our stockholders' interests.  Please see "Compensation Discussion and Analysis" beginning on page 27 for additional details about
our executive compensation programs, including information about the 2013 and 2014 compensation of our NEOs.
We are asking our stockholders to vote on the following resolution:
RESOLVED, that the Company's stockholders approve, on an advisory basis, the compensation of the NEOs, as disclosed in the Company's
Proxy Statement for the 2014 Annual Meeting of Stockholders pursuant to the compensation disclosure rules of the Securities and Exchange
Commission, including the Compensation Discussion and Analysis, the 2013 Summary Compensation Table and the other related tables and
disclosures.

The Board recommends a vote FOR advisory approval of the resolution set forth above.
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PROPOSAL NO. 3

RATIFICATION OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Under the Sarbanes-Oxley Act of 2002 and the rules and regulations thereunder, including Rule 10A-3(b)(2) under the Securities Exchange Act
of 1934, as amended, and Rule 5605(c)(3) of the NASDAQ listing standards, and our Audit Committee Charter, as amended, the Audit
Committee has the sole responsibility and authority to appoint our independent auditors.  The Audit Committee, comprised of independent
members of the Board, appointed Ernst & Young LLP, an independent registered public accounting firm, to be our independent auditors for the
fiscal year ending December 31, 2014.  Although ratification by stockholders is not a prerequisite to the Audit Committee's appointment of Ernst
& Young LLP, the Board considers the appointment of the independent auditor to be an important matter of stockholder concern and therefore,
as a matter of good corporate governance, requests stockholder ratification of this action.  In taking this action, the Audit Committee considered
the qualifications of Ernst & Young LLP, the past performance of Ernst & Young LLP since its retention in 2002, its independence with respect
to the services to be performed and its qualifications and general adherence to professional auditing standards.  We have been informed that
representatives of Ernst & Young LLP plan to attend the Annual Meeting.  Such representatives will have the opportunity to make a statement if
they desire to do so and will be available to respond to questions by the stockholders.

If the stockholders do not ratify the appointment of Ernst & Young LLP, the Audit Committee is not obligated to appoint other independent
public accountants, but will reconsider the appointment.  However, even if the appointment of Ernst & Young LLP is ratified, the Audit
Committee, in its discretion, may select a different independent public accountant at any time during fiscal 2014 if it determines that such a
change would be in the best interests of us and our stockholders.

Each of the Audit Committee and the Board recommends a vote FOR ratification of the appointment of Ernst & Young LLP as our independent
registered public accounting firm.

Principal Accounting Fees and Services

The aggregate fees billed for each of the last two fiscal years for professional services rendered to us by our principal accountant are shown in
the table below.

Type of Service
Fiscal Year Ended
December 31, 2013

Fiscal Year Ended
December 31, 2012

Audit Fees $1,104,978 $957,757
Audit-Related Fees (1) 1,995 1,995
Tax Fees (2) 116,650 73,240
All Other Fees (3) -- --
Total $1,223,623 $1,032,992

(1)Audit-Related Fees included subscription fees to an online research tool.

(2)For the year ended December 31, 2013 and 2012, tax fees included federal and state tax return compliance and tax advisory services.

(3)All Other Fees consist of fees for services other than services reported above. For the years ended December 31, 2013 and 2012, no services
other than those discussed above were provided by Ernst & Young LLP.
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The Audit Committee has considered and concluded that the provision of the non-audit services is compatible with maintaining auditor
independence.

The Audit Committee has adopted policies and procedures for pre-approving all audit and permissible non-audit services performed by Ernst &
Young LLP, our independent registered public accounting firm.  The Audit Committee may delegate its responsibility to pre-approve services to
be performed by our independent registered public accounting firm to one or more of its members, but the Audit Committee may not delegate its
pre-approval authority to management.

Under these policies, the Audit Committee pre-approves the use of audit and audit-related services following approval of the independent
registered public accounting firm's engagement.  Tax and other non-audit services that are not prohibited services, provided that those services
are routine and recurring services and would not impair the independence of the independent registered public accounting firm, may also be
performed by the independent registered public accounting firm if those services are pre-approved by the Audit Committee.  Pre-approval fee
levels for all services to be provided by the independent registered public accounting firm will be established periodically by the Audit
Committee.  The independent registered public accounting firm must provide detailed back-up documentation to the Audit Committee for each
proposed service.  The Audit Committee has pre-approved all audit and non-audit services provided by Ernst & Young LLP.

The following Report of the Audit Committee does not constitute soliciting material and should not be deemed filed for any purpose, including
for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the liabilities of that Section, or
incorporated by reference into any other Company filing under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934,
as amended, except to the extent the Company specifically incorporates this Report by reference therein.

Audit Committee Report

The Audit Committee of the Board is composed of five directors who are independent directors as defined under applicable law and the
NASDAQ corporate governance listing standards.  The Board has determined that Mr. Wills qualifies as an "audit committee financial expert",
as defined by the regulations of the Commission.  During fiscal 2013, the Audit Committee met twelve times.  In accordance with its written
charter adopted by the Board, the Audit Committee assists the Board in fulfilling its responsibility for oversight of the quality and integrity of
our accounting, auditing and financial reporting processes and our systems of internal control.  Management has primary responsibility for our
financial statements and financial reporting process, including assessing the effectiveness of our internal control over financial reporting.  Our
independent registered public accounting firm is responsible for planning and carrying out annual audits and quarterly reviews of our financial
statements in accordance with standards established by the Public Company Accounting Oversight Board, expressing an opinion on the
conformity of our audited financial statements with U.S. generally accepted accounting principles and auditing and reporting on the
effectiveness of our internal control over financial reporting.
In discharging its oversight responsibility as to the audit process, the Audit Committee received the written disclosures and the letter from the
independent registered public accounting firm required by the applicable requirements of the Public Company Accounting Oversight Board
regarding the independent registered public accounting firm's communications with the Audit Committee concerning independence, and has
discussed with the independent registered public accounting firm such firm's independence. The Audit Committee meets with the independent
registered public accounting firm with and without management present to discuss our internal control assessment process, management's
assessment with respect thereto, the independent registered public accounting firm's evaluation of our system of internal control over financial
reporting and the overall quality of our financial reporting.  The Audit Committee reviewed with the independent registered public accounting
firm their fees, audit plans, audit scope, and identification of audit risks.
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The Audit Committee discussed and reviewed with the independent registered public accounting firm all communications required by generally
accepted auditing standards, including those described in Public Company Accounting Oversight Board Auditing Standard No. 16,
"Communications With Audit Committees", and discussed and reviewed the results of the independent registered public accounting firm's
examination of the financial statements.
The Audit Committee reviewed and discussed our audited financial statements as of and for the fiscal year ended December 31, 2013 with
management and the independent registered public accounting firm. The Audit Committee also reviewed and discussed the interim financial
information contained in each quarterly earnings announcement and Quarterly Report on Form 10-Q with our Chief Financial Officer and our
independent registered public accounting firm prior to public release of that information.  On several occasions during fiscal 2013, the Audit
Committee reviewed with our independent registered public accounting firm and our internal audit department, management's processes to
assess the adequacy of our internal control over financial reporting, the framework used to make the assessment, and management's conclusions
on the effectiveness of our internal control over financial reporting.
Based on the above-mentioned review and discussions with management and the independent registered public accounting firm, the Audit
Committee recommended to the Board that our audited financial statements be included in our Annual Report on Form 10-K for the fiscal year
ended December 31, 2013, for filing with the Commission.
The Board has adopted a Charter of the Audit Committee, which is available on our website at www.healthways.com.  The Audit Committee
reviews and reassesses the adequacy of the Charter annually.

Respectfully submitted,
C. Warren Neel, Chairman

Jay C. Bisgard, M.D.

Alison Taunton-Rigby

John A. Wickens

Kevin G. Wills
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PROPOSAL NO. 4

APPROVAL OF THE COMPANY'S 2014 STOCK INCENTIVE PLAN

Overview

The Board has adopted the 2014 Plan, effective as of June 24, 2014, subject to the approval of the stockholders at the 2014 Annual Meeting of
Stockholders. The summary of the key provisions and principal features of the 2014 Plan set forth below is qualified in its entirety by reference
to the full text of the 2014 Plan, which is attached to this proxy statement as Appendix B. As described below, the terms of the 2014 Plan are
substantially similar to the 2007 Plan, and the proposal to approve the 2014 Plan does not imply that either the Company or the Compensation
Committee has any present intentions to materially alter the Company's compensation practices, although, as is the case under the 2007 Plan, the
Company or the Compensation Committee maintain the ability to do so. The key revisions to the 2007 Plan as reflected in the 2014 Plan are as
follows:
·Shares authorized for grant is 800,000, as compared to 4,036,953 shares originally authorized for grant under the 2007 Plan;

·Provide for "substitute awards" or awards that are issued under the 2014 Plan to replace awards held by employees of an acquired company
which awards do not count towards the maximum number of shares available for issuance under the 2014 Plan;

·
Eliminate the separate individual limits on stock options, stock appreciation rights, restricted stock and restricted stock units – all grants of stock
options, stock appreciation rights and performance awards are subject to an aggregate individual limit of 450,000 shares during any 12-month
period;

·
Expressly permit an award agreement to provide for an automatic extension of the term of a non-qualified option or stock appreciation right for
a limited period of time in the event that a participant is restricted from exercising such award due to restrictions imposed by securities laws
(such extension is not expressly permitted under the 2007 Plan);

·Expressly provide that any option that fails to qualify as an incentive stock option will be treated as a valid non-qualified option;

·
Limit the value of equity awards that may be granted to "outside directors" (which are any members of the Board who are not an officer or
employee of the Company or any subsidiary or affiliate of the Company) in any calendar year, which limit may not be increased without
stockholder approval (there is no such limit under the 2007 Plan);

·

List specific provisions related to change in control that may, but are not required to, be made in award agreements, including (1) the purchase
of outstanding awards at the change in control price, including the cancellation of underwater awards; (2) the assumption of outstanding awards
by the surviving company in a change in control; and (3) acceleration of vesting or waiver of any other conditions to which awards are subject
in the event of a change in control; and

·Update certain provisions to facilitate compliance with Section 409A of the Code.
The 2014 Plan provides the Company with the ability to offer equity-based compensation to its employees, consultants and outside directors in
the form of stock options, stock appreciation rights, restricted stock, RSUs, other stock-based awards and performance awards. These awards are
designed to achieve long-term objectives of the Company that we believe will benefit stockholders through the additional incentives inherent in
awards granted under the 2014 Plan.
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            The following table sets forth information relating to grants of stock options and RSUs by the Company in fiscal years 2011, 2012 and
2013:

(In thousands) 2011 2012 2013
Stock options 771 854 1,085
RSUs 270 573 186
Total 1,0411,4271,271

Share Usage Rate
Share usage rate is a metric that our Compensation Committee monitors to ensure that the shares awarded under our equity compensation plans
are not excessively dilutive to our shareholders. Share usage rate is defined as the number of shares granted under our stock incentive plans
divided by the basic weighted average shares of Common Stock outstanding for each of the last three fiscal years. Over the past three fiscal
years, our annual share usage rate has averaged 3.67%. The Compensation Committee confirmed that this share usage rate has been consistent
with the rates among the 2014 Peer Group and believes it to be reasonable from a competitive standpoint.
In the past several years, the Compensation Committee made equity awards as part of the Company's annual compensation program during the
first quarter of the applicable fiscal year.  For 2014, in order to align with competitive and best practices, the Compensation Committee
determined that long-term incentive awards for NEOs should consist of equity-based awards.  Due to not having sufficient shares available
under the 2007 Plan, the Compensation Committee postponed the 2014 long-term incentive grant until the date of the 2014 Annual Meeting of
Stockholders.  If this proposal to approve the 2014 Plan is approved by our stockholders, anticipated equity awards under the 2014 Plan would
consist of 50% time-based RSUs and 50% performance shares, as more fully described under "—New Plan Benefits" below.  We do not currently
anticipate any additional awards to be made under the 2014 Plan during the remainder of this fiscal year, other than (i) annual awards to outside
directors (described under "Director Compensation" above); (ii) awards in connection with promotions or new hires; and (iii) discretionary
awards to non-executive employees in the ordinary course of business.
The following sets forth certain information as of March 25, 2014, unless otherwise noted, with respect to the Company's existing equity
compensation plans:
·Stock options outstanding: 4,271,787
·Weighted average exercise price of outstanding stock options: $15.06
·Weighted average remaining contractual term of outstanding stock options: 6.2 years
·RSUs outstanding: 704,858 (704,858 unvested and 0 vested and deferred)
·Total shares of Common Stock outstanding as of March 25, 2014: 35,211,303

·Shares remaining available for future grants under the 2007 Plan: 269,231 (such shares will no longer be available for grant if the 2014 Plan is
approved)

Background for Request to Submit the 2014 Plan for Approval by Stockholders
In determining to adopt the 2014 Plan and recommend the 2014 Plan for stockholder approval, the Board and the Compensation Committee
considered various factors, including the following:
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· If the 2014 Plan is not approved, the Company would not be able to grant the full amount of the intended equity awards to our NEOs in 2014
and may need to grant LTI awards to the NEOs consisting partially or entirely of performance-based cash awards.

·
As of March 25, 2014, 269,231 shares remained available for grant under the 2007 Plan. Based on the anticipated equity grants to NEOs for
2014, and noting that future circumstances may require the Company to make changes to its expected practices, this number of shares would
not allow the Company to make the intended equity grants to its NEOs for 2014.

·

As of March 25, 2014, the proposed 800,000 share reserve would have resulted in fully-diluted overhang attributable to the Company's equity
plans of 14.1%. This percentage represents the quotient of (x) the number of shares subject to outstanding awards as of March 25, 2014
(4,271,787 stock options and 704,858 RSUs), plus the maximum number of shares available for future grant under the Company's equity plans
following stockholder approval of the 2014 Plan (800,000) (collectively, the "Dilutive Share Number") and (y) the Dilutive Share Number, plus
the number of shares of Common Stock outstanding as of March 25, 2014.

·

In determining the number of additional shares to be made available for grant under the 2014 Plan, the Board and the Compensation Committee
also considered (in addition to the factors referenced above), the recent changes in the long-term incentive compensation program described
under "Executive Compensation—Compensation Discussion and Analysis—Compensation Decisions for 2014," as well as proxy advisory firm
guidelines.

Important Provisions
            The 2014 Plan contains a number of provisions that the Company believes are consistent with the interests of the Company's
stockholders and sound corporate governance practices, including:

·

Shares Available Under the 2014 Plan. If the 2014 Plan is approved, no more than 800,000 shares of Common Stock will be authorized for
issuance under the 2014 Plan (reduced by the number of shares subject to awards granted, and increased by the number of shares subject to
awards either cancelled or otherwise settled without the issuance of shares, under the Prior Plans (as defined on page 80) after March 25, 2014).
Stockholder approval will be required before any additional shares can be authorized for issuance under the 2014 Plan.

·

No repricing of stock options or stock appreciation rights. The 2014 Plan prohibits the repricing of stock options or stock appreciation
rights without stockholder approval. This restriction applies to both direct repricing (lowering the exercise price of a stock option), and
indirect repricing (canceling an outstanding stock option in exchange for cash or another award) other than in connection with a change
in control or a substitute award.

·No discounted stock options or stock appreciation rights. All stock options (other than substitute awards) and stock appreciation rights must
have an exercise price or base price equal to or greater than the fair market value of the underlying Common Stock on the date of grant.

·Limit on awards to outside directors. The 2014 Plan imposes a maximum value of equity awards ($600,000) that may be granted to any outside
director during any 12-month period.

·
Definition of change in control. The 2014 Plan defines "change in control" in a manner such that a change in control would not be deemed to
occur until the actual consummation of the event that results in the change in control, and similarly provides that no award agreement will
define a change in control in such a manner.
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Summary of the 2014 Plan
Purpose of the 2014 Plan:  The 2014 Plan allows the Company to attract, retain and reward key employees of and consultants to the Company
and its subsidiaries and affiliates, and directors who are not also employees of the Company, and strengthen the mutuality of interests between
such key employees, consultants and directors by awarding such key employees, consultants and directors performance-based stock incentives
and/or other equity interests or equity-based incentives in the Company, as well as performance-based incentives payable in cash.
Key Provisions:  The 2014 Plan is designed to reflect prevailing corporate governance and executive compensation best practices. The following
is a brief summary highlighting the key provisions, followed by a more extensive summary of the 2014 Plan.
·Plan Termination Date:  10 years

·
Eligible Participants: (i) Officers and other key employees of and consultants to the Company and its subsidiaries and affiliates, who are
responsible for or contribute to the management, growth and/or profitability of the business of the Company and/or its subsidiaries and affiliates
and (ii) outside directors

·

Shares Authorized: 800,000 (reduced by the number of shares subject to awards granted under the 2007 Plan, the Company's Amended and
Restated 2001 Stock Option Plan and the Company's 1996 Stock Incentive Plan (collectively, the "Prior Plans") after March 25, 2014), plus the
number of shares with respect to which awards were granted under the Prior Plans as of March 25, 2014, but which terminate, expire
unexercised, settle for cash, are withheld or tendered for payment of an option exercise price or taxes, or are forfeited or cancelled without
delivery of shares after March 25, 2014.

·Award Types:
·Stock options
·Stock appreciation rights
·Restricted stock awards and RSUs
·Other stock-based awards
·Performance awards
·Award Limits Per Person Per 12-Month Period:

·

Performance awards, stock options, and stock appreciation rights:  With respect to any covered officer, the aggregate maximum number of
shares of Common Stock in respect of which all performance awards, options and stock appreciation rights may be granted under the 2014 Plan
in any 12-month period of a performance period is 450,000, and the maximum amount of the aggregate performance awards denominated in
cash is $1,000,000 (measured by the fair value of the maximum award at the time of grant) in any 12-month period of a performance period.

·

Outside director awards:  The maximum number of shares subject to awards granted during any 12-month period to any outside director may
not exceed $600,000 in total value (calculating the value of such awards based on the grant date fair value of such awards for financial reporting
purposes and excluding, for this purpose, the value of any dividends or dividend equivalents paid in accordance with the 2014 Plan on certain
awards).
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·
Vesting:  Determined by the Committee; provided that full-value awards (restricted stock and RSUs), other than awards made to outside
directors, may not fully vest sooner than 3 years after the date of grant, and stock options and performance awards may not become exercisable
or vest, respectively, sooner than one year after the date of grant, except in the limited circumstances described in the 2014 Plan.

·Not Permitted:  Repricing of stock options or stock appreciation rights (subject to the adjustment provisions described under "Adjustments"
below), discount stock options or option reloads.

Eligibility and Administration:  Officers and other key employees of, and consultants to, the Company and its subsidiaries and affiliates and
outside directors are eligible to be granted awards under the 2014 Plan. As of March 25, 2014, approximately 20 officers, 2,500 key employees,
10 outside directors and 75 consultants were eligible to participate in the 2014 Plan.

The 2014 Plan will be administered by a committee of outside directors appointed by the Board to administer the 2014 Plan, or (a) to the extent
of any delegation by the committee to a subcommittee pursuant to the terms of the 2014 Plan, such subcommittee (collectively, for purposes of
this Proposal No. 4, the "Committee"), and (b) with respect to awards granted to outside directors pursuant to the terms of the 2014 Plan, the
Nominating and Corporate Governance Committee, provided that in the absence of the Committee or to the extent determined by the Board, any
action that could be taken by the Committee may be taken by the outside directors. The functions of the Committee specified in the 2014 Plan
may be exercised by the Compensation Committee, provided that the full Board will have the final authority with respect to administration of the
2014 Plan.
The Committee will have the full power and authority to grant, pursuant to the terms of the 2014 Plan, awards to participants eligible under the
2014 Plan. In addition to those matters provided elsewhere in the 2014 Plan, the Committee will have the authority, consistent with the terms of
the 2014 Plan: (a) to select the officers and other key employees of and consultants to the Company and its subsidiaries and affiliates to whom
awards may from time to time be granted under the 2014 Plan; (b) to determine whether and to what extent awards are to be granted under the
2014 Plan to one or more eligible employees; (c) to determine the number of shares to be covered by each such award granted under the 2014
Plan; (d) to determine the terms and conditions, not inconsistent with the terms of the 2014 Plan, of any award granted under the 2014 Plan
(including the share price and any restriction or limitation, or any vesting acceleration or waiver of forfeiture restrictions regarding any award
and/or the shares of Common Stock relating thereto, based in each case on such factors as the Committee will determine, in its sole discretion);
and to amend or waive any such terms and conditions to the extent permitted by the terms of the 2014 Plan; (e) to determine whether and under
what circumstances a stock option may be settled in cash or restricted stock instead of Common Stock; (f) to determine whether, to what extent
and under what circumstances option grants and/or other awards under the 2014 Plan are to be made, and operate, on a tandem basis vis-a-vis
other awards under the 2014 Plan and/or awards made outside of the 2014 Plan; (g) to determine whether, to what extent and under what
circumstances Common Stock and other amounts payable with respect to an award under the 2014 Plan will be deferred either automatically or
at the election of the participant (including providing for and determining the amount (if any) of any deemed earnings on any deferred amount
during any deferral period); and (h) to determine whether to require payment withholding requirements in shares of Common Stock. The
Committee will have the authority to adopt, alter and repeal such rules, guidelines and practices governing the 2014 Plan as it will, from time to
time, deem advisable; to interpret the terms and provisions of the 2014 Plan and any award issued under the 2014 Plan (and any agreements
relating thereto); and to otherwise supervise the administration of the 2014 Plan.
Shares Available for Awards Under the 2014 Plan:  Under the 2014 Plan, awards may be made in Common Stock. Subject to the adjustment
provisions described under "Adjustments" below, the maximum number of shares of Common Stock reserved and available for distribution
under the 2014 Plan may not exceed 800,000 shares (reduced by the number of shares subject to awards granted under the Prior Plans after
March 25, 2014).  The maximum number of shares with respect to which awards may be granted under the 2014 Plan will be increased by the
number of shares with respect to which awards were granted under the Prior Plans as of March 25, 2014, but which terminate, expire
unexercised, settle for cash, are withheld or tendered for payment of an option exercise price or taxes, or are forfeited or cancelled without the
delivery of shares after March 25, 2014.
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If, after the effective date of the 2014 Plan, any shares of Common Stock covered by an award granted under the 2014 Plan, or to which such an
award relates, are forfeited, or if such an award otherwise terminates, settles for cash, is withheld or tendered for payment of an option exercise
price or taxes, expires unexercised or is cancelled without the delivery of shares (including those shares subject to a stock appreciation right that
are not issued upon the settlement thereof), then the shares covered by such award, or to which such award relates, or the number of shares of
stock otherwise counted against the aggregate number of shares with respect to which awards may be granted, to the extent of any such
forfeiture, termination, settlement, withholding, tendering, expiration or cancellation, will again become Common Stock with respect to which
awards may be granted. After the effective date of the 2014 Plan, no awards may be granted under any Prior Plan.
In addition, the 2014 Plan imposes individual limitations on the amount of certain awards in order to comply with Section 162(m) of the Internal
Revenue Code of 1986, as amended (the "Code").
Adjustments. In the event of any merger, reorganization, consolidation, recapitalization, extraordinary cash dividend, stock dividend, stock split
or other change in corporate structure affecting the Common Stock, an equitable and proportionate substitution or adjustment will be made in the
aggregate number of shares reserved for issuance under the 2014 Plan, in the number and exercise price of shares subject to outstanding options
or stock appreciation rights granted under the 2014 Plan and in the number of shares subject to other outstanding awards granted under the 2014
Plan as determined to be appropriate by the Committee, in its sole discretion, provided that the number of shares subject to any award will
always be a whole number.
Substitute Awards. Substitute awards will not reduce the shares authorized for grant under the 2014 Plan or the applicable limitations for grant to
a participant under the 2014 Plan, nor will shares subject to a substitute award again be available for awards under the 2014 Plan to the extent of
any forfeiture, expiration or cash settlement. Additionally, in the event that a company acquired by the Company or any subsidiary or with which
the Company or any subsidiary combines has shares available under a pre-existing plan approved by stockholders and not adopted in
contemplation of such acquisition or combination, the shares available for grant pursuant to the terms of such pre-existing plan (as adjusted, to
the extent appropriate, using the exchange ratio or other adjustment or valuation ratio or formula used in such acquisition or combination to
determine the consideration payable to the holders of common stock of the entities party to such acquisition or combination) may be used for
awards under the 2014 Plan and will not reduce the shares authorized for grant under the 2014 Plan; provided, that awards using such available
shares will not be made after the date awards or grants could have been made under the terms of the pre-existing plan, absent the acquisition or
combination, and will only be made to individuals who were not eligible participants of the 2014 Plan prior to such acquisition or combination.
Stock Options and Stock Appreciation Rights:  The Committee is authorized to grant stock options, including both incentive stock options,
which can result in potentially favorable tax treatment to the participant, and non-qualified stock options. The Committee may specify the terms
of such grants subject to the terms of the 2014 Plan. The Committee is also authorized to grant stock appreciation rights, either alone or in
conjunction with all or part of any stock option granted under the 2014 Plan. The exercise price per share subject to an option is determined by
the Committee at the time of the grant, but may not be less than 100% of the fair market value of a share of Common Stock on the date of the
grant (or, in the case of any employee who owns stock possessing more than 10% of the total combined voting power of all classes of stock of
the Company or of any of its subsidiaries, not less than 110% of the fair market value of the stock at grant in the case of incentive stock option),
except in the case of substitute awards, taking into account the appropriate adjustments thereto. The maximum term of each option or stock
appreciation right, the times at which each option or stock appreciation right will be exercisable and the provisions requiring forfeiture of
unexercised options at or following termination of employment generally are fixed by the Committee, except that no option or stock appreciation
right relating to an option may have a term exceeding ten years (or, in the case of an employee who owns stock possessing more than 10% of the
total combined voting power of all classes of stock of the Company or any of its subsidiaries, a term exceeding five years after the date the
option is granted in case of incentive stock options), unless otherwise provided in an award agreement.  The exercise price per share specified in
a stock appreciation right may not be less than the fair market value of a share of Common Stock on the grant date.
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Except in connection with the events described under the heading "Adjustments" above, the Committee may not, without the approval of the
Company's stockholders, (a) lower the option price per share of an option or the grant price of a stock appreciation right after the date of the
grant, (b) cancel an option or stock appreciation right when the option price per share of the option or grant price of the stock appreciation right
exceeds the fair market value of the underlying shares in exchange for cash or another award (other than in connection with a Change in Control
or a substitute award), or (c) take any other action with respect to an option or stock appreciation right that would be treated as a repricing under
the rules and regulations of the principal securities exchange on which the Common Stock traded.
A stock option or stock appreciation right may be exercised in whole or in part at any time, with respect to whole shares only, within the period
permitted thereunder for the exercise thereof. Stock options and stock appreciation rights will be exercised by written notice of intent to exercise
the stock option or stock appreciation rights and, with respect to options, payment in full to the Company of the amount of the option price for
the number of shares with respect to which the option is then being exercised.
The exercise price of a stock option award may be paid in cash, personal check (subject to collection), bank draft or such other method as the
Committee may determine from time to time. The exercise price may also be paid by the tender, by either actual delivery or attestation, of stock
acceptable to the Committee and valued at its fair market value on the date of exercise or through a combination of stock and cash.  Without
limiting the foregoing, to the extent permitted by applicable law: the Committee may, on such terms and conditions as it may determine, permit a
participant to elect to pay the exercise price by authorizing a third party, pursuant to a brokerage or similar arrangement approved in advance by
the Committee, to simultaneously sell all (or a sufficient portion) of the Common Stock acquired upon exercise of such option and to remit to the
Company a sufficient portion of the proceeds from such sale to pay the entire exercise price of such option and any required tax withholding
resulting therefrom. Subject to the adjustment provisions discussed under "Adjustments" above, a participant will generally have the rights to
dividends or other rights of a stockholder with respect to shares subject to the option only when the participant has given written notice of
exercise, has paid in full for such shares and, if requested, has given the requisite representation set forth in the 2014 Plan.
Restricted Stock and RSUs:  The Committee is authorized to grant restricted shares of Common Stock and RSUs. Restricted shares are shares of
Common Stock subject to transfer restrictions as well as forfeiture upon certain terminations of employment prior to the end of a restricted
period or other conditions specified by the Committee in the award agreement. Except as provided in the 2014 Plan, a participant will have, with
respect to the shares of restricted stock, all of the rights of a stockholder of the Company with respect to the restricted shares, including the right
to vote the shares and the right to receive any cash dividends.  During the restriction period, the participant will not be permitted to sell, transfer,
pledge, assign or otherwise encumber shares of restricted stock or until after fulfillment of the restrictive conditions.
 Each RSU will have a value equal to the fair market value of a share of Common Stock on the date of grant. RSUs will be paid in cash, shares,
other securities or other property, as determined in the sole discretion of the Committee, upon the lapse of restrictions applicable thereto, or
otherwise in accordance with the applicable award agreement or other procedures approved by the Committee. The Committee determines, in its
sole discretion, the restrictions applicable to the RSUs. Unless otherwise provided in the applicable award agreement, a participant will be
credited with dividend equivalents on any RSUs credited to the participant's account at the time of any payment of dividends to the stockholders
on shares of Common Stock. Except as determined otherwise by the Committee at or after the grant, and subject to the "retirement" exceptions
set forth in the 2014 Plan, RSUs may not be sold, assigned, transferred, pledged, hypothecated or otherwise encumbered or disposed of, and all
RSUs and all rights of the participant to such RSUs will terminate, without further obligation on the part of the Company, unless the participant
remains in continuous employment of the Company for the entire restricted period in relation to which such RSUs were granted and unless any
other restrictive conditions relating to the RSU award are met.
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Other Stock-Based Awards:  The Committee is authorized to grant any other type of awards that are denominated or payable in, valued in whole
or in part by reference to, or otherwise based on or related to, shares of Common Stock. Subject to the terms of the 2014 Plan and any applicable
award agreement, the Committee will determine the terms and conditions of such awards.
Performance Awards:  A performance award consists of a right that is denominated in cash or shares of Common Stock (including restricted
stock, RSUs and other-stock based awards), valued, as determined by the Committee, in accordance with the achievement of such performance
goals during such performance periods as established by the Committee, and payable at such time and in such form as the Committee will
determine.
Performance awards are subject to certain specific terms and conditions under the 2014 Plan. Performance goals for any "covered officer"
(which is generally defined to mean to any individual who, with respect to the previous taxable year of the Company, was a "covered employee"
within the meaning of Section 162(m) of the Code) will be limited to one or more of the following financial performance measures relating to
the Company or any of its subsidiaries, operating units or divisions: (a) earnings before interest, taxes, depreciation and/or amortization; (b)
operating income or profit; (c) operating efficiencies; (d) return on equity, assets, capital, capital employed or investment; (e) after-tax operating
income; (f) net income; (g) earnings or book value per share; (h) cash flow(s); (i) total sales or revenues or sales or revenues per employee; (j)
production; (k) stock price or total stockholder return; (l) dividends; (m) strategic business objectives, consisting of one or more objectives based
on meeting specified cost targets, business expansion goals, and goals relating to acquisitions or divestitures; or (n) any combination thereof.
Each goal may be expressed on an absolute and/or relative basis, may be based on or otherwise employ comparisons based on internal targets,
the past performance of the Company or any subsidiary, operating unit or division of the Company and/or the past or current performance of
other companies, and in the case of earnings-based measures, may use or employ comparisons relating to capital, stockholders' equity and/or
shares of Common Stock outstanding, or to assets or net assets. The Committee may exclude charges related to an event or occurrence which the
Committee determines should appropriately be excluded, including (a) restructurings, discontinued operations, extraordinary items, and other
unusual or non-recurring charges, (b) an event either not directly related to the operations of the Company or not within the reasonable control of
the Company's management, or (c) the cumulative effects of tax or accounting changes in accordance with U.S. generally accepted accounting
principles. Any such modifications to be applied to such performance goals will be set by the Committee within the time period prescribed by,
and must otherwise comply with the requirements of, Section 162(m) of the Code, and the regulations thereunder.
 To the extent necessary to comply with Section 162(m) of the Code, with respect to grants of performance awards to covered officers, no later
than 90 days following the commencement of each performance period (or such other time as may be required or permitted by Section 162(m)),
the Committee will, in writing, (a) select the performance goal or goals applicable to the performance period, (b) establish the various targets
and bonus amounts which may be earned for such performance period, and (c) specify the relationship between performance goals and targets
and the amounts to be earned by each covered officer for such performance period. Following the completion of each performance period, the
Committee will certify in writing whether the applicable performance targets have been achieved and the amounts, if any, payable to covered
officers for such performance period. In determining the amount earned by a covered officer for a given performance period, subject to any
applicable performance award agreement, the Committee will have the right to reduce (but not increase) the amount payable at a given level of
performance to take into account additional factors that the Committee may deem relevant to the assessment of individual or corporate
performance for the performance period. With respect to any covered officer, the aggregate maximum number of shares of Common Stock in
respect of which all performance awards, options, and stock appreciation rights may be granted under the 2014 Plan in any 12-month period of a
performance period is 450,000 and the maximum amount of the aggregate performance awards denominated in cash is $1,000,000 (measured by
the fair market value of the maximum award at the time of grant) in any 12-month period of a performance period.
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Outside Director Awards:  The Nominating and Corporate Governance Committee (provided such committee is comprised solely of outside
directors) may provide that all or a portion of an outside director's annual retainer, meeting fees and/or other awards or compensation as
determined by the Board, be payable (either automatically or at the election of the outside director) in the form of non-qualified stock options,
restricted shares, RSUs and/or other stock-based awards, including unrestricted shares of Common Stock. The Nominating and Corporate
Governance Committee (provided such committee is comprised solely of outside directors) will determine the terms and conditions of any such
awards, including those that apply upon the termination of outside director's service as a member of the Board, and will have full power and
authority in its discretion to administer such awards, subject to the terms of the 2014 Plan and applicable law.
The maximum number of shares subject to awards granted during any 12-month period to any outside director may not exceed $600,000 in total
value (calculating the value of any such awards based on the grant date fair value of such awards for financial reporting purposes and excluding,
for this purpose, the value of any dividends or dividend equivalents paid in accordance with the 2014 Plan on certain awards) (the "director
limit").  The Board may not, without the approval of the stockholders, increase the director limit.
Termination of Employment:  The Committee will determine the terms and conditions that apply to any award upon the termination of
employment with the Company and affiliates, and provide such terms in the applicable award agreement or in its rules or regulations.
Change in Control:  The Committee may, in its discretion, at the time an award is made under the 2014 Plan or at any time prior to, coincident
with or after the time of a Change in Control (as defined in the 2014 Plan), provide for any or all of the following: (a) the purchase of such
awards, upon the participant's consent, for an amount of cash equal to the amount which could have been obtained upon the exercise or
realization of such rights had such awards been currently exercisable or payable, provided that the participant's consents will not be required if
the Committee takes such action in connection with the consummation of a Change in Control, and provided further that options and stock
appreciation rights outstanding as of the date of the Change in Control may be cancelled and terminated without payment if the fair market value
of one share as of the date of the Change in Control is less than the per share exercise price of such option or stock appreciation right; (b) the
awards then outstanding to be assumed, or new rights substituted therefore, by the surviving corporation in such Change in Control; provided
that an award agreement may provide that if a participant's employment with such successor company (or the Company) or a subsidiary thereof
terminates within 12 months following such Change in Control (or such other period set forth in the award agreement, including prior thereto if
applicable) for any reason other than termination for "Cause" (as defined in the 2014 Plan) or for "good reason" (as may be defined in the
applicable award agreement): (i) options and stock appreciation rights outstanding as of the date of such termination of employment will
immediately vest, become fully exercisable, and may thereafter be exercised for 12 months (or the period of time set forth in the award
agreement), (ii) restrictions, limitations and other conditions applicable to restricted stock and RSUs outstanding as of the date of such
termination of employment will lapse and the restricted stock and RSUs will become free of all restrictions, limitations and conditions and
become fully vested, and (iii) the restrictions, limitations and other conditions applicable to any other stock-based awards will lapse, and such
other stock-based awards will become free of all restrictions, limitations and conditions and become fully vested and transferable to the full
extent of the original grant; (c) the acceleration of any time periods, or the waiver of any other conditions, relating to the vesting, exercise,
payment or distribution of an award; and/or (d) such adjustment to the awards then outstanding as the Committee deems appropriate to reflect
such transaction or change. Additionally, the Committee may, in its discretion, include such further provisions and limitations in any award
document as it may deem equitable and in the best interests of the Company.
Amendment and Termination:  The Board may amend, alter or discontinue the 2014 Plan, but no amendment, alteration or discontinuation may
be made which would impair the rights of a participant under an award, without the participant's consent or which, without the approval of the
Company's stockholders, would: (a) except as expressly provided in the 2014 Plan, increase the total number of shares reserved for the purposes
of the 2014 Plan, (b) materially increase the benefits accruing to participants under the 2014 Plan, (c) materially modify the requirements as to
eligibility for participation in the 2014 Plan, (d) be inconsistent with the repricing provisions of the 2014 Plan or (e) materially modify the 2014
Plan within the meaning of the NASDAQ listing standards. The Committee may amend the terms of any award, prospectively or retroactively,
but, subject to the limited exceptions set forth in the 2014 Plan, no such amendment may impair the rights of any holder without the holder's
consent.
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Withholding:  The Company may take action, including the withholding of amounts from any award made under the 2014 Plan, to satisfy
withholding and other tax obligations.
Nontransferability of Awards: Except as provided below, awards granted under the 2014 Plan, and shares that have been issued or as to which
any applicable restriction, performance or deferral period has not lapsed, may be sold, assigned, transferred, pledged or otherwise encumbered,
other than by will or the laws of descent and distribution, and such award may be exercised during the life of the participant only by the
participant or the participant's guardian or legal representative.  To the extent (if any) and under such terms and conditions as determined by the
Committee or set forth in any award agreement, a participant may assign or transfer an award (each transferee thereof, a "permitted assignee") (i)
to the participant's spouse, children or grandchildren (including any adopted and step children or grandchildren), parents, grandparents or
siblings; (ii) to a trust for the benefit of one or more of the participant or the persons referred to in clause (i); (iii) to a partnership, limited
liability company or corporation in which the participant or the persons referred to in clause (i) or clause (ii) are the only partners, members or
stockholders; or (iv) for charitable donations; provided that such permitted assignee must be bound by and subject to all of the terms and
conditions of the 2014 Plan and the award agreement relating to the transferred award and must execute an agreement satisfactory to the
Company evidencing such obligations; and provided further that such participant must remain bound by the terms and conditions of the 2014
Plan and any award agreement.
Deferral; Dividend Equivalents: The 2014 Plan authorizes the Committee to establish procedures pursuant to which the payment of any award
may be deferred. Subject to the provisions of the 2014 Plan and any award agreement, the recipient of an award other than a stock option or
stock appreciation right may, if so determined by the Committee, be entitled to receive, currently or on a deferred basis, amounts equivalent to
cash, stock, or other property dividends on shares of Common Stock ("dividend equivalents") with respect to the number of shares covered by
the award, as determined by the Committee, in its discretion. The Committee may provide that the dividend equivalents (if any) will be deemed
to have been reinvested in additional shares of Common Stock or otherwise reinvested and may provide that the dividend equivalents are subject
to the same vesting or performance conditions as the underlying award. Notwithstanding the foregoing, dividend equivalents credited in
connection with a performance award (i.e., an award that vests based on achievement of performance goals) will be subject to restrictions and
risk of forfeiture to the same extent as the award with respect to which such dividend equivalents have been credited.
Effective Date:  No new awards may be granted under the 2014 Plan after the tenth anniversary of the effective date of such plan.
Certain Federal Income Tax Consequences
The following discussion summarizes certain federal income tax considerations of awards under the 2014 Plan. However, it does not purport to
be complete and does not describe the federal employment, Medicare, state, local or foreign tax considerations or the consequences for any
particular individual.
Stock Options: A participant does not recognize ordinary income on the grant of a stock option. Upon exercise of a non-qualified stock option,
the participant will recognize ordinary income equal to the excess of the fair market value of the shares of Common Stock over the option
exercise price of those shares. The adjusted tax basis of the shares acquired upon the exercise of a non-qualified stock option is their fair market
value at the time of exercise. Upon exercise of an incentive stock option, the excess of the fair market value of the shares of Common Stock
acquired over the option exercise price will be an item of tax preference to the participant, which may be subject to an alternative minimum tax
for the year of exercise. If no disposition of the shares is made within two years from the date of grant of the incentive stock option or within one
year after the transfer of the shares to the participant, the participant does not otherwise recognize taxable income as a result of exercising the
incentive stock option; the adjusted tax basis of the shares received is the option exercise price, and any gain or loss realized on the sale of the
shares will be long-term capital gain or loss. If the participant disposes of the shares within the two-year or one-year periods referred to above,
the participant will recognize ordinary income at that time in an amount equal to the excess of the fair market value of the shares at the time of
exercise (or the net proceeds of disposition, if less) over the option exercise price.
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Stock Appreciation Rights: No income will be recognized by a participant in connection with the grant of a stock appreciation right. When the
stock appreciation right is exercised, the participant will realize ordinary income in an amount equal to the sum of the amount of any cash
received and the fair market value of the shares of Common Stock or other property received upon the exercise.
Restricted Stock, Performance and RSU Awards: The participant will not recognize ordinary income on the grant of a restricted stock award (or
a performance award if the shares of Common Stock are issued on grant), but will recognize ordinary income when the shares subject to the
award become vested in an amount equal to the excess of (i) the fair market value of the shares on the vesting date over (ii) the purchase price, if
any, paid for the shares. The participant may, however, elect under Section 83(b) of the Code to include as ordinary income in the year the
shares are granted an amount equal to the excess of (i) the fair market value of the shares on the date of issuance, over (ii) the purchase price, if
any, paid for the shares. If the Section 83(b) election is made, the participant will not recognize any additional taxable income when the shares
become vested, but may not recognize a loss if the shares fail to vest.
The participant will not recognize income on the grant of a RSU award, (or a performance award under which shares of Common Stock are not
issued on grant), but will recognize ordinary income when the shares subject to the award are issued to the participant after they become vested.
The amount of ordinary income will be equal to the excess of (i) the fair market value of the shares on the date they are issued over (ii) the
purchase price, if any, paid for the award. A Section 83(b) election may not be made with respect to RSUs.
Upon disposition of shares of Common Stock acquired under a restricted stock award, performance award or RSU award, the participant will
recognize a capital gain or loss equal to the difference between the selling price and the sum of the amount paid for the shares plus any amount
recognized as ordinary income upon grant (or vesting) of the shares.
Company Tax Deduction: The Company generally will be entitled to a tax deduction in connection with an award under the 2014 Plan, subject
to the provisions of Section 162(m) of the Code, in an amount equal to the ordinary income recognized by a participant and at the time the
participant recognizes such income (for example, on the exercise of a nonqualified stock option). Section 162(m) of the Code may limit the
deductibility of compensation paid to the Company's Chief Executive Officer and to each of the next three most highly compensated executive
officers other than the Chief Financial Officer. Under Section 162(m), the annual compensation paid to any of these executives will be
deductible to the extent that it does not exceed $1,000,000 or if the compensation is "performance-based compensation" under Section 162(m) of
the Code. Compensation attributable to stock options and stock appreciation rights under the 2014 Plan should qualify as performance-based
compensation if the awards are made by the Committee and the exercise price of the award is no less than the fair market value of the Common
Stock on the date of grant. Compensation attributable to restricted stock awards, RSU awards and performance awards should qualify as
performance-based compensation if (i) the compensation is approved by the Committee, (ii) the compensation is paid only upon the achievement
of an objective performance goal established in writing by the Committee while the outcome is substantially uncertain, and (iii) the Committee
certifies in writing prior to the payment of the compensation that the performance goal has been satisfied.
 The foregoing discussion is general in nature and is not intended to be a complete description of the Federal income tax consequences of the
2014 Plan. This discussion does not address the effects of other Federal taxes or taxes imposed under state, local or foreign tax laws. Participants
in the 2014 Plan are urged to consult a tax advisor as to the tax consequences of participation.
The 2014 Plan is not intended to be a "qualified plan" under Section 401(a) of the Code. Notwithstanding any other provisions of the 2014 Plan
or any award agreements thereunder, it is intended that the provisions of the 2014 Plan and such award agreements comply with Section 409A of
the Code, and that no award will be granted, deferred, accelerated, extended, paid out or modified under the 2014 Plan, or any award agreement
interpreted, in a manner that would result in the imposition of an additional tax under Section 409A of the Code upon a participant.
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New Plan Benefits
For 2014, rather than setting LTI award values as a defined multiple of each NEO's salary, the Compensation Committee revised its approach to
setting LTI opportunities for our NEOs.  The Compensation Committee expects to approve a fixed pool of shares to be granted in 2014 based on
competitive equity plan share usage levels among the 2014 Peer Group and the number of shares available under the 2007 Plan or the 2014
Plan.  For 2014, the Compensation Committee targeted CEO total compensation at the 2014 Peer Group median and has approved a target LTI
award value of $1.5 million for the CEO.  The Compensation Committee expects each of the other NEOs will be allocated a portion of the
remaining share pool based on internal salary grades, individual roles, and competitive considerations.  The performance measure applicable to
performance shares and/or performance-based cash awards will be cumulative revenues for the 21-month period ending December 31, 2015,
subject to a minimum EBITDA threshold over the same period.  Additionally, annual awards to the Company's Outside Directors will be made
under the 2014 Plan on the date of the 2014 Annual Meeting of Stockholders.  See "Director Compensation" on page 24 for additional details. 
The table below describes these awards.  Except for the awards disclosed in the table below, we cannot currently determine the awards that may
be granted under the 2014 Plan in the future, as such awards will be granted at the discretion of the Committee.

Name and Position Dollar Value
($)

Number of Units
(#)

Ben R. Leedle, Jr.
President and Chief Executive Officer $1,500,000 Not Yet Determinable

Alfred Lumsdaine
Executive Vice President and Chief Financial Officer Not Yet Determined Not Yet Determined

Michael Farris
EVP, Chief Commercial Officer Not Yet Determined Not Yet Determined

Peter Choueiri
President, International Not Yet Determined Not Yet Determined

Glenn Hargreaves
Chief Accounting Officer Not Yet Determined Not Yet Determined

Mary Flipse
Senior Vice President and General Counsel Not Yet Determined Not Yet Determined

All current executive officers as a group Not Yet Determined Not Yet Determined
All current directors who are not executive officers as a group $900,000 Not Yet Determinable
All employees who are not executive officers as a group Not Yet Determined Not Yet Determined
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Equity Compensation Plan Information
The following table summarizes information concerning the Prior Plans at December 31, 2013, which are the only Company compensation plans
under which equity securities of the Company are currently authorized for issuance.

Plan Category

Number of Shares to be
Issued Upon Exercise of
Outstanding Options, Warrants
and Rights,
in thousands(1)

Weighted-Average
Exercise Price of
Outstanding Options, Warrants and
Rights(2)

Number of Shares
Remaining Available for
Future Issuance Under
Equity Compensation
Plans
(Excluding Shares
Reflected
in First Column),
in thousands(3)

Equity compensation plans approved by
stockholders 5,166 $            15.09 218

Equity compensation plans not approved by
stockholders — — —

Total 5,166 $           15.09 218

(1)Represents 4,325,000 stock options and 841,000 restricted stock and RSUs granted under the Prior Plans.

(2)The weighted average exercise price does not take into account the shares issuable upon vesting of outstanding unvested RSUs, which have
no exercise price. The weighted average remaining contractual  term of the outstanding stock options is 6.4 years.

(3)
The number of shares remaining available for future issuance in this column will no longer be available after June 24, 2014 for future grants
if the 2014 Plan is approved by stockholders. Any grants occurring after March 25, 2014 under the Prior Plans will reduce the number of
shares of Common Stock available for issuance under the 2014 Plan.

The Board recommends a vote FOR approval of the 2014 Plan.
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PROPOSAL NO. 5

AMENDMENT TO BYLAWS TO IMPLEMENT MAJORITY VOTING FOR
UNCONTESTED ELECTIONS OF DIRECTORS

Section 2.8 of the Bylaws currently provides that directors shall be elected by the holders of a plurality of the votes cast at any election of
directors at which a quorum is present. Under a plurality vote, a director nominee who receives the highest number of affirmative votes cast is
elected, whether or not such votes constitute a majority and without regard to the number of "withheld" votes.
Our Board believes that active stockholder participation in the election of directors is important to the Company and to effective corporate
governance. As part of its review of corporate governance matters, the Board is aware of the increasing concern within the stockholder
community that a plurality voting standard for uncontested director elections is inconsistent with principles of good corporate governance. In
addition, the Board has also considered the views of some stockholders, who believe that a majority voting standard would give stockholders a
more meaningful role in the director election process. Accordingly, both the Board and the Nominating and Corporate Committee have
concluded that it is in the best interests of the Company's stockholders to implement a majority voting standard for uncontested director
elections.
Under a majority voting standard, each vote is specifically counted "for" or "against" the director's election. An affirmative majority of the total
number of votes cast "for" a director nominee will be required for election. Abstentions and broker non-votes will have no effect in determining
whether the required affirmative majority vote has been obtained. Director nominees in contested elections would continue to be elected by
plurality vote. A contested election is one in which the number of director nominees exceeds the number of directors to be elected.
The proposed amendments to the Bylaws are reflected in Appendix C attached hereto, with deletions indicated by strike-outs and additions
indicated by underlining.
If this proposal is approved by the requisite percentage of stockholders, the Bylaws will be amended to reflect these changes.
Upon approval of this proposal by the stockholders, the Board will adopt a director resignation policy providing that an incumbent director
whose re-election was not approved by a majority of votes cast in an uncontested election must promptly tender his or her resignation to the
Board, subject to acceptance by the Board. The Nominating and Corporate Governance Committee will consider any such resignation and make
a recommendation to the Board whether to accept or reject the resignation, or whether other action should be taken. The Board, excluding the
director in question, will act on the Nominating and Corporate Governance Committee's recommendation and publicly disclose its decision and
the rationale supporting it within 90 days following the date of the certification of the election results.
The affirmative vote of a majority of the Common Stock represented at the 2014 Annual Meeting of Stockholders is required for approval of the
amendment to our Bylaws.
The Board recommends a vote FOR approval of the proposed amendment to the Bylaws that implements a majority voting standard for
uncontested director elections.
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Deadline for Submission of Stockholder Proposals to be Presented at the 2015 Annual Meeting of Stockholders

The 2015 Annual Meeting of Stockholders is expected to be held in May 2015, although this date may be subject to change. Stockholders'
proposals will be eligible for consideration for inclusion in the Proxy Statement for the 2015 Annual Meeting pursuant to Rule 14a-8 under the
Securities Exchange Act of 1934, as amended, if such proposals are received by the Company at 701 Cool Springs Blvd., Franklin, Tennessee,
37067, addressed to the Secretary before the close of business on [                ], 2015.  Notices of stockholders' proposals (including nominations)
submitted outside the processes of Rule 14a-8 will generally be considered timely (but not considered for inclusion in our proxy statement),
pursuant to the advance notice requirement set forth in our bylaws, if such notices are filed with our Secretary not less than 90 days nor more
than 120 days prior to the first anniversary of this year's Annual Meeting of Stockholders (i.e., not earlier than February 24, 2015 and not later
than March 26, 2015); provided, however, that in the event that the date of the annual meeting is advanced by more than 30 days or delayed by
more than 60 days from such anniversary date, notice by the stockholder to be timely must be so delivered not earlier than the 120th day prior to
such annual meeting and not later than the close of business on the later of the 90th day prior to such annual meeting or the 10th day following the
day on which public announcement of the date of such meeting is first made. For proposals that are timely filed, the named proxies will retain
discretion to vote proxies that we receive provided: (1) we include in our Proxy Statement advice on the nature of the proposal and how the
named proxies intend to exercise their voting discretion and (2) the proponent does not issue a Proxy Statement. In order to curtail any
controversy as to the date on which we received a proposal, we suggest that stockholders submit their proposals by certified mail, return receipt
requested. Nothing in this paragraph shall be deemed to require us to include any stockholder proposal that does not meet all of the requirements
for such inclusion established by the Commission at the time in effect.

Delivery of Annual Report and Proxy Statement to Stockholders Sharing an Address

The Commission has adopted rules that permit companies and intermediaries such as brokers to satisfy delivery requirements for proxy
statements with respect to two or more stockholders sharing the same address by delivering a single Proxy Statement addressed to those
stockholders. This process, which is commonly referred to as "householding," potentially provides extra convenience for stockholders and cost
savings for companies.  We and some brokers "household" proxy materials, delivering a single Proxy Statement to multiple stockholders sharing
an address unless contrary instructions have been received from the affected stockholders. Once you have received notice from your broker or us
that they or we will be householding materials to your address, householding will continue until you are notified otherwise or until you revoke
your consent. If at any time you no longer wish to participate in householding and would prefer to receive a separate Proxy Statement, or if you
are receiving multiple copies of the Proxy Statement and wish to receive only one, please notify your broker if your shares are held in a
brokerage account or us, or our transfer agent, if you hold registered shares. You can notify us by sending a written request to Alfred Lumsdaine,
Secretary, Healthways, Inc., 701 Cool Springs Boulevard, Franklin, Tennessee 37067, or by calling Mr. Lumsdaine at the Company at (615)
614-4929.

Since North Tide has proceeded with its previously announced alternative director nominations and commenced a proxy contest, we will likely
conduct multiple mailings prior to the date of the 2014 Annual Meeting of Stockholders to ensure stockholders have our latest proxy information
and materials to vote. We will send you a new WHITE proxy card with each mailing, regardless of whether you have previously voted. The
latest date proxy you submit will be counted, and, IF YOU WISH TO VOTE AS RECOMMENDED BY THE BOARD OF DIRECTORS then
you should only submit WHITE proxy cards.

Miscellaneous

It is important that proxies be returned promptly to avoid unnecessary expense.  Therefore, stockholders who do not expect to attend in person
are urged, regardless of the number of shares of stock owned, to date, sign and return the proxy promptly.
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A COPY OF OUR ANNUAL REPORT ON FORM 10-K FOR THE YEAR ENDED DECEMBER 31, 2013 MAY BE OBTAINED,
WITHOUT CHARGE, BY ANY STOCKHOLDER TO WHOM THIS PROXY STATEMENT IS SENT, UPON WRITTEN REQUEST TO
ALFRED LUMSDAINE, SECRETARY, HEALTHWAYS, INC., 701 COOL SPRINGS BOULEVARD, FRANKLIN, TENNESSEE 37067. 
COPIES OF EXHIBITS FILED WITH THE FORM 10-K ALSO WILL BE AVAILABLE UPON WRITTEN REQUEST ON PAYMENT OF
CHARGES APPROXIMATING THE COMPANY'S COST.

Date:[                ], 2014.
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APPENDIX A

INFORMATION CONCERNING PARTICIPANTS
IN THE COMPANY'S SOLICITATION OF PROXIES

The following tables ("Directors and Director Nominees" and "Officers") set forth the name and business address of our directors and director
nominees, and the name, present principal occupation and business address of our officers who, under the rules of the Commission, are
considered to be "participants" in our solicitation of proxies from our stockholders in connection with the 2014 Annual Meeting of Stockholders.

Directors and Nominees

The principal occupations of our director and director nominees who are considered "participants" in our solicitation are set forth under the
section above titled "PROPOSAL 1: ELECTION OF DIRECTORS" of the Proxy Statement. The name and business addresses, and address of
the organization of employment, of our directors and director nominees are as follows:

Name Business Address

John W. Ballantine

c/o Healthways, Inc.
701 Cool Springs Blvd
Franklin, TN 37067

Jay C. Bisgard, M.D.

c/o Healthways, Inc.
701 Cool Springs Blvd
Franklin, TN 37067

Mary Jane England, M.D.

Boston University School of Public Health, Medical Campus
715 Albany Street Talbot 530 W
Boston, MA 02118-2605

Daniel J. Englander

Ursula Capital Partners
135 Crossways Park Drive, Suite 402
Woodbury, NY  11771

Ben R. Leedle, Jr.

Healthways, Inc.
701 Cool Springs Blvd
Franklin, TN 37067

C. Warren Neel, Ph.D.

c/o Healthways, Inc.
701 Cool Springs Blvd
Franklin, TN 37067

William D. Novelli

McDonough School of Business
Georgetown University
421 Hariri Building
Washington, D. C. 20057-0001

Alison Taunton-Rigby, Ph.D.

Healthcare, Life Sciences and Financial Services
8 Farrar Road
Lincoln, MA 01773

Donato Tramuto

Physicians Interactive
55 Walkers Brook Drive, Ste. 500
Reading, MA  01867

John A. Wickens

c/o Healthways, Inc.
701 Cool Springs Blvd
Franklin, TN 37067
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Kevin G. Wills

AlixPartners
40 West 57th Street
New York, NY  10019

Officers

The principal occupations of our officers who are considered "participants" in our solicitation of proxies are set forth below, except for Mr.
Leedle, whose occupation is set forth under the section above titled "PROPOSAL 1: ELECTION OF DIRECTORS" of the Proxy Statement. The
principal occupation refers to such person's position with the Company, and the business address for each person is Healthways, Inc., 701 Cool
Springs Boulevard, Franklin, Tennessee 37067.

Name Principal Occupation
Mary Flipse General Counsel
Alfred Lumsdaine Chief Financial Officer

Information Regarding Ownership of Company Securities by Participants

The number of shares of our common stock held by our directors, director nominees and officers as of April 10, 2014 is set forth under the
"Stock Ownership of Certain Beneficial Owners and Management" section of the Proxy Statement.

Shares of our Common Stock owned of record by each of our directors, director nominees and officers are beneficially owned by such person.

Information Regarding Transactions in Company Securities by Participants

The following table sets forth information regarding purchases and sales of our securities by each of the participants listed above under
"Directors and Nominees" and "Officers" during the past two years. Unless otherwise indicated, all transactions were in the public market or
pursuant to our equity compensation plans and none of the purchase price or market value of those shares is represented by funds borrowed or
otherwise obtained for the purpose of acquiring or holding such securities.

Shares of Common Stock Purchased or Sold (4/10/12 – 4/10/14)

Name Date # of Shares Transaction Description

John W. Ballantine

05/31/2012
05/31/2012
05/09/2013
05/09/2013

7,634
13,920
30,000
27,400

Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition—Exercise of stock options
Disposition—Sale of shares for estimated taxes and payment of exercise price

05/30/2013
05/30/2013

3,587
6,529

Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
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Jay C. Bisgard, M.D.

05/31/2012
05/31/2012
05/10/2013
05/10/2013
05/10/2013
05/10/2013
05/10/2013
05/10/2013
05/17/2013
05/17/2013
05/30/2013
05/30/2013
06/03/2013
06/03/2013
06/03/2013

7,634
13,920
1,482
1,482
1,291
 1,291
15,570
15,570
2,039
2,039
3,587
6,529
4,869
4,869
4,749

Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition— Exercise of stock options
Disposition— Sale of shares for estimated taxes and payment of exercise price
Acquisition— Exercise of stock options
Disposition— Sale of shares for estimated taxes and payment of exercise price
Acquisition— Exercise of stock options
Disposition— Sale of shares for estimated taxes and payment of exercise price
Acquisition—Award of non-qualified stock options
Disposition— Sale of shares for estimated taxes and payment of exercise price
Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition—Award of non-qualified stock options
Disposition— Sale of shares for estimated taxes and payment of exercise price
Acquisition—Award of non-qualified stock options

Mary Jane England, M.D.

05/31/2012
05/31/2012
05/30/2013
05/30/2013
11/07/2013
11/07/2013
11/07/2013
11/07/2013
11/07/2013
11/07/2013
11/07/2013
11/07/2013
11/07/2013

7,634
13,920
3,587
6,529
400
300
200
200
200
125
100
100
100

Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition – Purchase of common stock
Acquisition – Purchase of common stock
Acquisition – Purchase of common stock
Acquisition – Purchase of common stock
Acquisition – Purchase of common stock
Acquisition – Purchase of common stock
Acquisition – Purchase of common stock
Acquisition – Purchase of common stock
Acquisition – Purchase of common stock

Daniel J. Englander 03/17/2014 15,000 Acquisition—Award of non-qualified stock options

Mary Flipse

07/19/2012
07/19/2012
02/28/2013
02/28/2013

10,000
10,000
4,569
13,568

Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options

Ben R. Leedle, Jr.

08/23/2012
08/23/2012
08/23/2012
08/24/2012
08/24/2012
08/27/2012
02/28/2013
02/28/2013
08/14/2013
08/14/2013
11/07/2013

132,095
131,326
769
23,674
23,674
44,231
39,501
117,307
300,000
293,984
20,000

Acquisition – Exercise of stock options
Disposition— Sale of shares for tax withholding and payment of exercise price
Disposition— Sale of shares for tax withholding and payment of exercise price
Acquisition – Exercise of stock options
Disposition— Sale of shares for tax withholding and payment of exercise price
Acquisition – Exercise of stock options
Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition – Exercise of stock options
Disposition— Sale of shares for tax withholding and payment of exercise price
Acquisition – Purchase of common stock

Alfred Lumsdaine

02/28/2013
02/28/2013
08/14/2013
08/14/2013
10/29/2013
11/07/2013

11,385
33,811
9,750
9,425
5,000
4,000

Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition – Exercise of stock options
Disposition— Sale of shares for tax withholding and payment of exercise price
Acquisition – Purchase of common stock
Acquisition – Purchase of common stock
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C. Warren Neel, Ph.D.

05/31/2012
05/31/2012
05/30/2013
05/30/2013

7,634
13,920
3,587
6,529

Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options

William D. Novelli

05/31/2012
05/31/2012
05/30/2013
05/30/2013

7,634
13,920
3,587
6,529

Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options

Alison Taunton-Rigby, Ph.D.

05/31/2012
05/31/2012
05/30/2013
05/30/2013

7,634
13,920
3,587
6,529

Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options

11/07/2013 4,100 Acquisition – Purchase of common stock

Donato Tramuto 05/30/2013
11/07/2013

15,000
4,200

Acquisition—Award of non-qualified stock options
Acquisition – Purchase of common stock

John A. Wickens

05/31/2012
05/31/2012
05/30/2013
05/30/2013

7,634
13,920
3,587
6,529

Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options
Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options

Kevin G. Wills
05/31/2012
05/30/2013
05/30/2013

15,000
3,587
6,529

Acquisition—Award of non-qualified stock options
Acquisition—Award of restricted stock units
Acquisition—Award of non-qualified stock options

Miscellaneous Information Concerning Market Participants

Other than as set forth in this Appendix A or this Proxy Statement, none of the participants or their associates (i) beneficially owns, directly or
indirectly, any shares or other securities of the Company or any of our subsidiaries or (ii) has any substantial interest, direct or indirect, by
security holdings or otherwise, in any matter to be acted upon at the 2014 Annual Meeting of Stockholders. In addition, neither we nor any of the
participants listed above has been within the past year a party to any contract, arrangement or understanding with any person with respect to any
of our securities, including, but not limited to, joint ventures, loan or option arrangements, puts or calls, guarantees against loss or guarantees of
profit, division of losses or profits or the giving or withholding of proxies. Other than as set forth in this Appendix A or the Proxy Statement,
neither we nor any of the participants or any of their associates has any arrangements or understandings with any person with respect to any
future employment by us or our affiliates or with respect to any future transactions to which we or any of our affiliates will or may be a party.
During the past 10 years, none of the participants has been convicted in a criminal proceeding (excluding traffic violations or similar
misdemeanors).

Other than as set forth in this Appendix A or the Proxy Statement, neither we nor any of the participants listed above or any of their associates
have or will have (i) any arrangements or understandings with any person with respect to any future employment by us or our affiliates or with
respect to any future transactions to which we or any of our affiliates will or may be a party or (ii) a direct or indirect material interest in any
transaction or series of similar transactions since the beginning of our last fiscal year or any currently proposed transactions, or series of similar
transactions, to which we or any of our subsidiaries was or is to be a party in which the amount involved exceeds $120,000.
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APPENDIX B

HEALTHWAYS, INC.
2014 STOCK INCENTIVE PLAN

Section 1.                          Purpose; Definitions.

The purpose of the Healthways, Inc. 2014 Stock Incentive Plan (the "Plan") is to enable Healthways, Inc. (the "Corporation") to attract, retain
and reward key employees of and consultants to the Corporation and its Subsidiaries and Affiliates, and directors who are not also employees of
the Corporation, and strengthen the mutuality of interests between such key employees, consultants and directors by awarding such key
employees, consultants and directors performance-based stock incentives and/or other equity interests or equity-based incentives in the
Corporation, as well as performance-based incentives payable in cash. The creation of the Plan shall not diminish or prejudice other
compensation programs approved from time to time by the Board or the Committee.

For purposes of the Plan, the following terms shall be defined as set forth below:

(a)            "Affiliate" means any entity other than the Corporation and its Subsidiaries that is designated by the Board or the Committee as a
participating employer under the Plan, provided that the Corporation directly or indirectly owns at least 20% of the combined voting power of all
classes of stock of such entity or at least 20% of the ownership interests in such entity.

(b)            "Award" shall mean any Option, Stock Appreciation Right, Restricted Share Award, Restricted Share Unit, Performance Award,
Other Stock-Based Award or other award granted under the Plan, whether singly, in combination or in tandem, to a Participant by the
Committee pursuant to such terms, conditions, restrictions and/or limitations, if any, as the Committee may establish.

(c)            "Award Agreement" shall mean any written agreement, contract or other instrument or document evidencing any Award, which may,
but need not, be executed or acknowledged by a Participant.  For avoidance of doubt, Award Agreements include (i) any employment agreement
or Change in Control agreement (the applicable provisions of which shall supersede conflicting provisions in other Award Agreements
governing the same Award) between the Corporation and any Participant that refers to Awards and (ii) any letter or electronic mail notifying a
Participant that he or she has received an Award.

(d)            "Board" means the Board of Directors of the Corporation.

(e)            "Cause" means (i) a felony conviction of a Participant or the failure of a Participant to contest prosecution for a felony, or (ii) a
Participant's willful misconduct or dishonesty, which is directly and materially harmful to the business or reputation of the Corporation or any
Subsidiary or Affiliate.

(f)            "Change in Control" means the happening of any of the following:

(i)

any person or entity, including a "group" as defined in Section 13(d)(3) of the Exchange Act, other than the Corporation or a wholly-owned
subsidiary thereof or any employee benefit plan of the Corporation or any of its Subsidiaries, becomes the beneficial owner of the
Corporation's securities having 35% or more of the combined voting power of the then outstanding securities of the Corporation that may be
cast for the election of directors of the Corporation (other than as a result of an issuance of securities initiated by the Corporation in the
ordinary course of business); or

(ii)

as the result of, or in connection with, any cash tender or exchange offer, merger or other business combination, sales of assets or contested
election, or any combination of the foregoing transactions, less than a majority of the combined voting power of the then outstanding
securities of the Corporation or any successor corporation or entity entitled to vote generally in the election of the directors of the
Corporation or such other corporation or entity after such transaction are held in the aggregate by the holders of the Corporation's securities
entitled to vote generally in the election of directors of the Corporation immediately prior to such transaction, in substantially the same
proportions as their ownership, immediately prior to such transaction or transactions; or
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(iii)

during any period of two consecutive years, individuals who at the beginning of any such period constitute the Board cease for any reason to
constitute at least a majority thereof, unless the election, or the nomination for election by the Corporation's stockholders, of each director of
the Corporation first elected during such period was approved by a vote of at least two-thirds of the directors of the Corporation then still in
office who were directors of the Corporation at the beginning of any such period (other than an election or nomination of an individual
whose initial assumption of office is in connection with an actual or threatened election contest relating to the election of individual
members of the Board.

Notwithstanding the foregoing, (i) unless otherwise provided in an applicable Award Agreement, with respect to Awards constituting a "deferral
of compensation" subject to Section 409A of the Code, a Change in Control shall mean a "change in the ownership of the Corporation," a
"change in the effective control of the Corporation," or a "change in the ownership of a substantial portion of the assets of the Corporation" as
such terms are defined in Section 1.409A-3(i)(5) of the U.S. Treasury Regulations, and (ii) no Award Agreement shall define a Change in
Control in such a manner that a Change in Control would be deemed to occur prior to the actual consummation of the event or transaction that
results in a Change in Control of the Corporation (e.g., upon the announcement, commencement, or stockholder approval of any event or
transaction that, if completed, would result in a change in control of the Corporation).

(g)            "Common Stock" or "Stock" means the Corporation's Common Stock, par value $.001 per share.

(h)            "Code" means the Internal Revenue Code of 1986, as amended from time to time, and any successor thereto.

(i)            "Committee" means the committee of Outside Directors appointed by the Board to administer the Plan or (a) to the extent of any
delegation by the Committee to a subcommittee pursuant to this Section 1(i), such subcommittee, and (b) with respect to Awards granted to
Outside Directors pursuant to Section 9, the Nominating and Corporate Governance Committee of the Board. To the extent that compensation
realized in respect of Awards is intended to be "performance based" under Section 162(m) of the Code and the Committee is not comprised
solely of individuals who are "outside directors" within the meaning of Section 162(m) of the Code, or that any member of the Committee is not
a "non-employee director" within the meaning of Rule 16b-3 under the Exchange Act, the Committee may from time to time delegate some or
all of its functions under the Plan to a subcommittee composed of members that meet the relevant requirements. The term "Committee" includes
such subcommittee, to the extent of the Committee's delegation.

(j)            "Corporation" means Healthways, Inc., a corporation organized under the laws of the State of Delaware or any successor corporation.

(k)            "Covered Officer" shall mean at any date (i) any individual who, with respect to the previous taxable year of the Corporation, was a
"covered employee" of the Corporation within the meaning of Section 162(m) of the Code; provided, however, that the term "Covered Officer"
shall not include any such individual who is designated by the Committee, in its discretion, at the time of any Award under the Plan or at any
subsequent time, as reasonably expected not to be such a "covered employee" with respect to the taxable year of the Corporation in which the
compensation attributable to any applicable Award would be deductible and (ii) any individual who is designated by the Committee, in its
discretion, at the time of any Award or at any subsequent time, as reasonably expected to be such a "covered employee" with respect to the
current taxable year of the Corporation or with respect to the taxable year of the Corporation in which the compensation attributable to any
applicable Award hereunder would be deductible.
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(l)            "Disability" means, unless otherwise provided in an Award Agreement, either of the following: (i) the Participant is unable to engage
in any substantial gainful activity by reason of any medically determinable physical or mental impairment that can be expected to result in death
or can be expected to last for a continuous period of not less than 12 months, or (ii) the Participant is, by reason of any medically determinable
physical or mental impairment that can be expected to result in death or can be expected to last for a continuous period of not less than 12
months, receiving income replacement benefits for a period of not less than 3 months under an accident and health plan covering employees of
the Participant's employer.

(m)            "Early Retirement" for purposes of the Plan, shall be deemed to have occurred if  (i) the sum of the participant's age plus years of
employment at the Corporation as of the proposed early retirement date is equal to or greater than 70, (ii) the participant has given  written notice
to the Corporation at least one year prior to the proposed early retirement date of his or her intent to retire and  (iii) the Chief Executive Officer
shall have approved in writing such early retirement request prior to the proposed early retirement date, provided that in the event the Chief
Executive Officer does not approve the request for early retirement or the Chief Executive Officer is the participant giving notice of his or her
intent to retire, then in both cases, the Committee shall make the determination of whether to approve or disapprove such request.

(n)            "Exchange Act" means the Securities Exchange Act of 1934, as amended from time to time, and any successor thereto.

(o)            "Fair Market Value" means with respect to the Stock, as of any given date or dates, unless otherwise determined by the Committee in
good faith, the reported closing price of a share of such class of Stock on the Nasdaq Stock Market ("Nasdaq") or such other exchange or market
as is the principal trading market for such class of Stock, or, if no such sale of a share of such class of Stock is reported on the Nasdaq or other
exchange or principal trading market on such date, the fair market value of a share of such class of Stock as determined by the Committee in
good faith.

(p)            "Incentive Stock Option" means any Stock Option intended to be and designated in an Award Agreement as an "Incentive Stock
Option" within the meaning of Section 422 of the Code.  Under no circumstances shall a Stock Option that is not specifically designated as an
Incentive Stock Option be considered an Incentive Stock Option.

(q)            "Non-Qualified Stock Option" means any Stock Option that is not an Incentive Stock Option.

(r)            "Normal Retirement" means retirement from active employment with the Corporation and any Subsidiary or Affiliate on or after age
65.

(s)            "Other Stock-Based Award" means an award under Section 8.1 below that is valued in whole or in part by reference to, or is otherwise
based on, Stock.

(t)            "Outside Director" means a member of the Board who is not an officer or employee of the Corporation or any Subsidiary or Affiliate
of the Corporation.

(u)            "Participant" shall mean any person who is eligible under Section 4 of the Plan and who receives an Award under the Plan.

(v)            "Performance Award" shall mean any Award granted under Section 8.2 of the Plan.

(w)            "Plan" means this Healthways, Inc. 2014 Stock Incentive Plan, as amended from time to time.

(x)            "Prior Plans" mean the Corporation's 2007 Stock Incentive Plan, the Corporation's Amended and Restated 2001 Stock Option Plan,
and the Corporation's 1996 Stock Incentive Plan.

(y)            "Restricted Stock" means an award of shares of Stock that is subject to restrictions under Section 7 below.

(z)            "Restricted Stock Unit" shall mean any unit granted under Section 7.5 of the Plan.
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(aa)            "Restriction Period" shall have the meaning provided in Section 7.3.

(bb)            "Retirement" means Normal or Early Retirement.

(cc)            "Share" means a share of Common Stock.

(dd)            "Stock Appreciation Right" means an award described in Section 6 of the Plan.

(ee)            "Stock Option" or "Option" means any option to purchase shares of Stock (including Restricted Stock, if the Committee so
determines) granted pursuant to Section 5 or Section 9 below.

(ff)            "Subsidiary" means a corporation, company or other entity (i) more than 50% of whose outstanding shares or securities (representing
the right to vote for the election of directors or other managing authority) are, now or hereafter, owned or controlled, directly or indirectly, by the
Corporation, or (ii) which does not have outstanding shares or securities (as may be the case in a partnership, joint venture or unincorporated
association), but more than 50% of whose ownership interest representing the right generally to make decisions for such other entity is, now or
hereafter, owned or controlled, directly or indirectly, by the Corporation.

(gg)            "Substitute Awards" means Awards granted or Shares issued by the Company in assumption of, or in substitution or exchange for,
awards previously granted, or the right or obligation to make future awards, in each case by a company acquired by the Company or any
Subsidiary or with which the Company or any Subsidiary combines.

Section 2.                          Administration.

The Plan shall be administered by the Committee, provided that, in the absence of the Committee or to the extent determined by the Board, any
action that could be taken by the Committee may be taken by the Outside Directors.  The functions of the Committee specified in the Plan may
be exercised by the Compensation Committee of the Board, provided that the full Board shall have the final authority with respect to the
administration of the Plan.  The Committee shall have the full power and authority to grant, pursuant to the terms of the Plan, Awards to persons
eligible under Section 4.  In addition to those matters provided elsewhere in the Plan, the Committee shall have the authority, consistent with the
terms of the Plan:

(a)            to select the officers and other key employees of and consultants to the Corporation and its Subsidiaries and Affiliates to whom
Awards may from time to time be granted hereunder;

(b)            to determine whether and to what extent Awards are to be granted hereunder to one or more eligible employees;

(c)            to determine the number of shares to be covered by each such Award granted hereunder;

(d)            to determine the terms and conditions, not inconsistent with the terms of the Plan, of any Award granted hereunder (including the
share price and any restriction or limitation, or any vesting acceleration or waiver of forfeiture restrictions regarding any Award and/or the
shares of Stock relating thereto, based in each case on such factors as the Committee shall determine, in its sole discretion); and to amend or
waive any such terms and conditions to the extent permitted by Section 11 hereof;

(e)            to determine whether and under what circumstances a Stock Option may be settled in cash or Restricted Stock instead of Stock;

(f)            to determine whether, to what extent and under what circumstances Option grants and/or other Awards under the Plan are to be made,
and operate, on a tandem basis vis-a-vis other Awards under the Plan and/or awards made outside of the Plan;

(g)            to determine whether, to what extent and under what circumstances Stock and other amounts payable with respect to an Award under
the Plan shall be deferred either automatically or at the election of the Participant (including providing for and determining the amount (if any)
of any deemed earnings on any deferred amount during any deferral period); and
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(h)            to determine whether to require payment withholding requirements in shares of Stock.

The Committee shall have the authority to adopt, alter and repeal such rules, guidelines and practices governing the Plan as it shall, from time to
time, deem advisable; to interpret the terms and provisions of the Plan and any Award issued under the Plan (and any agreements relating
thereto); and to otherwise supervise the administration of the Plan.

All decisions made by the Committee pursuant to the provisions of the Plan shall be made in the Committee's sole discretion and shall be final
and binding on all persons, including the Corporation and Participants. Subject to the terms of the Plan and applicable law, the Committee may
delegate to one or more officers or managers of the Corporation or of any Subsidiary or Affiliate, or to a committee of such officers or managers,
the authority, subject to such terms and limitations as the Committee shall determine, to grant Awards under the Plan to, or to cancel, modify or
waive rights with respect to, or to alter, discontinue, suspend, or terminate such Awards held by Participants who are not officers or directors of
the Corporation for purposes of Section 16 of the Exchange Act or who are otherwise not subject to such provision of law.

Section 3.                          Shares of Stock Subject to Plan.

3.1            Shares Available.  The aggregate number of shares of Stock reserved and available for distribution under the Plan shall not exceed
800,000 shares, reduced by the number of Shares subject to awards granted under the Prior Plans after March 25, 2014. Notwithstanding the
foregoing and subject to adjustment as provided in Section 3.2, the maximum number of shares of Stock with respect to which Awards may be
granted under the Plan shall be increased by the number of shares with respect to which Awards were granted under the Prior Plans as of March
25, 2014, but which terminate, expire unexercised, settle for cash, are withheld or tendered for payment of an option exercise price or taxes, or
are forfeited or cancelled without the delivery of shares after March 25, 2014.  If, after the effective date of the Plan, any shares of Stock covered
by an Award granted under the Plan, or to which such an Award relates, are forfeited, or if such an Award otherwise terminates, settles for cash,
are withheld or tendered for payment of an option exercise price or taxes, expires unexercised or is canceled without the delivery of Shares
(including those Shares subject to a Stock Appreciation Right that are not issued upon the settlement thereof), then the shares covered by such
Award, or to which such Award relates, or the number of shares of Stock otherwise counted against the aggregate number of shares with respect
to which Awards may be granted, to the extent of any such forfeiture, termination, settlement, withholding, tendering expiration or cancellation,
shall again become Stock with respect to which Awards may be granted. After the effective date of the Plan, no awards may be granted under
any Prior Plan.

3.2            Adjustments.  In the event of any merger, reorganization, consolidation, recapitalization, extraordinary cash dividend, Stock dividend,
Stock split or other change in corporate structure affecting the Stock, an equitable and proportionate substitution or adjustment shall be made in
the aggregate number of Shares reserved for issuance under the Plan, in the number and exercise price of Shares subject to outstanding Options
or Stock Appreciation Rights granted under the Plan and in the number of Shares subject to other outstanding Awards granted under the Plan as
determined to be appropriate by the Committee, in its sole discretion, provided that the number of Shares subject to any Award shall always be a
whole number.  The maximum number of Shares that may be awarded to any Participant under Section 8.2(b) of the Plan will be adjusted in the
same manner as the number of Shares subject to outstanding Awards.

3.3            Substitute Awards. Substitute Awards shall not reduce the Shares authorized for grant under the Plan or the applicable limitations for
grant to a Participant under Section 8.2(b), nor shall Shares subject to a Substitute Award again be available for Awards under the Plan to the
extent of any forfeiture, expiration or cash settlement as provided in Section 3.1 above. Additionally, in the event that a company acquired by the
Company or any Subsidiary or with which the Company or any Subsidiary combines has shares available under a pre-existing plan approved by
stockholders and not adopted in contemplation of such acquisition or combination, the shares available for grant pursuant to the terms of such
pre-existing plan (as adjusted, to the extent appropriate, using the exchange ratio or other adjustment or valuation ratio or formula used in such
acquisition or combination to determine the consideration payable to the holders of common stock of the entities party to such acquisition or
combination) may be used for Awards under the Plan and shall not reduce the Shares authorized for grant under the Plan; provided that Awards
using such available shares shall not be made after the date awards or grants could have been made under the terms of the pre-existing plan,
absent the acquisition or combination, and shall only be made to individuals who were not eligible Participants prior to such acquisition or
combination.
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Section 4.                          Eligibility.

(a) Officers and other key employees of and consultants to the Corporation and its Subsidiaries and Affiliates (but excluding members of the
Committee and any person who serves only as a director, except as otherwise provided in Section 9) who are responsible for or contribute to the
management, growth and/or profitability of the business of the Corporation and/or its Subsidiaries and Affiliates, and (b) Outside Directors (in
accordance with Section 9) are eligible to be granted Awards. 
Section 5.                          Stock Options.

5.1            Grant.  Stock Options may be granted alone, in addition to or in tandem with other Awards granted under the Plan and/or cash awards
made outside of the Plan. Any Stock Option granted under the Plan shall be in such form as the Committee may from time to time approve. 
Stock Options granted under the Plan may be of two types: (i) Incentive Stock Options and (ii) Non-Qualified Stock Options. Incentive Stock
Options may be granted only to individuals who are employees of the Corporation or any Subsidiary of the Corporation.  Options granted under
the Plan shall be subject to the terms and conditions set forth in this Section 5 and shall contain such additional terms and conditions, not
inconsistent with the terms of the Plan, as the Committee shall deem desirable.  Options may be settled in cash or Stock.

5.2            Option Price.  The option price per share of Stock purchasable under a Stock Option shall be determined by the Committee at the time
of grant but shall be not less than 100% of the Fair Market Value of the Stock at grant (or, in the case of any employee who owns stock
possessing more than 10% of the total combined voting power of all classes of stock of the Corporation or of any of its Subsidiaries, not less
than 110% of the Fair Market Value of the Stock at grant in the case of Incentive Stock Options), except in the case of Substitute Awards, taking
into account the appropriate adjustments thereto. Other than pursuant to Section 3.2, the Committee shall not, without the approval of the
Corporation's stockholders, (a) lower the option price per share of an Option after it is granted, (b) cancel an Option when the option price per
share exceeds the Fair Market Value of the underlying shares in exchange for cash or another Award (other than in connection with a Change in
Control or a Substitute Award), or (c) take any other action with respect to an Option that would be treated as a repricing under the rules and
regulations of the principal securities exchange on which the Stock is traded.

5.3            Option Term.  The term of each Stock Option shall be fixed by the Committee, but no Option shall be exercisable more than ten years
after the date the Option is granted (or, in the case of an employee who owns stock possessing more than 10% of the total combined voting
power of all classes of stock of the Corporation or any of its Subsidiaries, more than five years after the date the Option is granted in the case of
Incentive Stock Options). Notwithstanding the foregoing, an Award Agreement may provide, or be amended to provide, that the period of time
over which an Option, other than an Incentive Stock Option, may be exercised shall be automatically extended if on the scheduled expiration of
such Award, the Participant's exercise of such Award would violate applicable securities law; provided, that during the extended exercise period,
the Option may be exercised only to the extent such Award was exercisable in accordance with its terms immediately prior to such scheduled
expiration date, and such extended exercise period shall end not later than 30 days after the exercise of such Option first would no longer violate
such laws.

5.4            Exercise.  Stock Options shall be exercisable at such time or times and subject to such terms and conditions as shall be determined by
the Committee at or after grant; provided, however, that except as otherwise provided herein or by the Committee at or after grant, no Stock
Option shall be exercisable prior to the first anniversary date of the granting of the Option.  The Committee may provide that a Stock Option
shall vest over a period of future service at a rate specified at the time of grant, or that the Stock Option is exercisable only in installments.  If the
Committee provides that any Stock Option is exercisable only in installments, the Committee may waive such installment exercise provisions at
any time at or after grant in whole or in part, based on such factors as the Committee shall determine, in its sole discretion. The Committee may
establish performance conditions or other conditions to the exercise of any Stock Options, which conditions may be waived by the Committee in
its sole discretion.
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5.5            Method of Exercise.  (a) The exercise price of a Stock Option Award may be paid in cash, personal check (subject to collection), bank
draft or such other method as the Committee may determine from time to time. The exercise price may also be paid by the tender, by either
actual delivery or attestation, of Stock acceptable to the Committee and valued at its Fair Market Value on the date of exercise or through a
combination of Stock and cash.  Without limiting the foregoing, to the extent permitted by applicable law: the Committee may, on such terms
and conditions as it may determine, permit a Participant to elect to pay the exercise price by authorizing a third party, pursuant to a brokerage or
similar arrangement approved in advance by the Committee, to simultaneously sell all (or a sufficient portion) of the Stock acquired upon
exercise of such Option and to remit to the Corporation a sufficient portion of the proceeds from such sale to pay the entire exercise price of such
Option and any required tax withholding resulting therefrom.  Subject to Section 3.2, a Participant shall generally have the rights to dividends or
other rights of a stockholder with respect to Shares subject to the Option only when the Participant has given written notice of exercise and has
paid in full for such Shares.

(b)            Notwithstanding the foregoing, an Award Agreement may provide, or be amended to provide, that if on the last day of the term of an
Option the Fair Market Value of one Share exceeds the option price per Share by an amount as may be determined by the Committee, the
Participant has not exercised the Option and the Option has not expired, the Option shall be deemed to have been exercised by the Participant on
such day with payment made by withholding Shares otherwise issuable in connection with the exercise of the Option.  In such event, the
Corporation shall deliver to the Participant the number of Shares for which the Option was deemed exercised, less the number of Shares required
to be withheld for the payment of the total purchase price and required withholding taxes, and any fractional Share shall be settled in cash.

5.6            Termination by Death.  Unless otherwise provided by the Committee at or after grant, if a Participant's employment by the
Corporation and any Subsidiary or Affiliate terminates by reason of death, any Stock Option held by such Participant may thereafter be
exercised, to the extent such option was exercisable at the time of death or on such accelerated basis as the Committee may determine at or after
grant (or as may be determined in accordance with procedures established by the Committee) by the legal representative of the estate or by the
legatee of the Participant under the will of the Participant, for a period of one year (or such other period as the Committee may specify at or after
grant) from the date of such death or until the expiration of the stated term of such Stock Option, whichever period is the shorter.

5.7            Termination by Reason of Disability.  Unless otherwise provided by the Committee at or after grant, if a Participant's employment by
the Corporation or any Subsidiary or Affiliate terminates by reason of Disability, any Stock Option held by such Participant may thereafter be
exercised by the Participant, to the extent it was exercisable at the time of termination or on such accelerated basis as the Committee may
determine at or after grant (or as may be determined in accordance with procedures established by the Committee), for a period of (i) three years
from the date of such termination of employment or until the expiration of the stated term of such Stock Option, whichever period is the shorter,
in the case of a Non-Qualified Stock Option and (ii) one year from the date of termination of employment or until the expiration of the stated
term of such Stock Option, whichever period is shorter, in the case of an Incentive Stock Option; provided, however, that if the Participant dies
within the period specified in clause (i) above, any unexercised Non-Qualified Stock Option held by such Participant shall thereafter be
exercisable to the extent to which it was exercisable at the time of death for a period of 12 months from the date of such death or until the
expiration of the stated term of such Stock Option, whichever period is shorter.
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5.8            Termination by Reason of Retirement.  Unless otherwise provided by the Committee at or after grant, if a Participant's employment
by the Corporation and any Subsidiary or Affiliate terminates by reason of Normal or Early Retirement, any Stock Option held by such
Participant may thereafter be exercised by the Participant, to the extent it was exercisable at the time of such Retirement or on such accelerated
basis as the Committee may determine at or after grant (or, as may be determined in accordance with procedures established by the Committee),
for a period of three years from the date of such termination of employment or the expiration of the stated term of such Stock Option, whichever
period is the shorter; provided, however, that if the Participant dies within the period specified above, any unexercised Option held by such
Participant shall thereafter be exercisable to the extent to which it was exercisable at the time of death for a period of 12 months from the date of
such death or until the expiration of the stated term of such Option, whichever period is shorter.

5.9            Other Termination.  Unless otherwise provided by the Committee at or after grant, if a Participant's employment by the Corporation
and any Subsidiary or Affiliate is involuntarily terminated for any reason other than death or Disability, the Stock Option shall thereupon
terminate, except that such Stock Option may be exercised, to the extent otherwise then exercisable, for the lesser of three months or the balance
of such Stock Option's term if the involuntary termination is without Cause.  If a Participant voluntarily terminates employment with the
Corporation and any Subsidiary or Affiliate (except for Disability or Normal or Early Retirement), the Stock Option shall thereupon terminate;
provided, however, that the Committee at grant may extend the exercise period in this situation for the lesser of three months or the balance of
such Stock Option's term.

5.10            Incentive Stock Options.  Anything in the Plan to the contrary notwithstanding, no term of the Plan relating to Incentive Stock
Options shall be interpreted, amended or altered, nor shall any discretion or authority granted under the Plan be so exercised, so as to disqualify
the Plan under Section 422 of the Code, or, without the consent of the optionee(s) affected, to disqualify any Incentive Stock Option under such
Section 422.  No Incentive Stock Option shall be granted to any Participant under the Plan if such grant would cause the aggregate Fair Market
Value (as of the date the Incentive Stock Option is granted) of the Stock with respect to which all Incentive Stock Options are exercisable for the
first time by such Participant during any calendar year (under all such plans of the Corporation and any Subsidiary) to exceed $100,000.  To the
extent permitted under Section 422 of the Code or the applicable regulations thereunder or any applicable Internal Revenue Service
pronouncement, if an Incentive Stock Option (in whole or in part) fails to qualify as such for any reason, such Option (or portion thereof) shall
be treated as a Non-Qualified Stock Option.

Section 6.                          Stock Appreciation Rights.

6.1            Grant and Exercise.  A Stock Appreciation Right is a right to receive an amount payable entirely in cash, entirely in Stock or partly in
cash and partly in Stock and exercisable at such time or times and subject to such conditions as the Committee may determine in its sole
discretion subject to the Plan, including the achievement of specific performance goals.  Stock Appreciation Rights may be granted alone or in
conjunction with all or part of any Stock Option granted under the Plan.

(a)            A Stock Appreciation Right may be exercised by a Participant, subject to Section 6.2, in accordance with the procedures established
by the Committee for such purpose. Upon such exercise, the Participant shall be entitled to receive an amount determined in the manner
prescribed in Section 6.2. Stock Options relating to exercised Stock Appreciation Rights shall no longer be exercisable to the extent that the
related Stock Appreciation Rights have been exercised.

(b)            In the case of a Non-Qualified Stock Option, tandem Stock Appreciation Rights may be granted either at or after the time of the grant
of such Stock Option. In the case of an Incentive Stock Option, such rights may be granted only at the time of the grant of such Stock Option. A
Stock Appreciation Right or applicable portion thereof granted with respect to a given Stock Option shall terminate and no longer be exercisable
upon the termination or exercise of the related Stock Option, subject to such provisions as the Committee may specify at grant where a Stock
Appreciation Right is granted with respect to less than the full number of Shares covered by a related Stock Option.

6.2            Terms and Conditions. Stock Appreciation Rights shall be subject to such terms and conditions, not inconsistent with the provisions
of the Plan, as shall be determined from time to time by the Committee, including the following:
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(a)            Stock Appreciation Rights granted in tandem with an Option shall be exercisable only at such time or times and to the extent that the
Options to which they relate shall be exercisable in accordance with the provisions of Section 5 and this Section 6.

(b)            Upon the exercise of a Stock Appreciation Right, a Participant shall be entitled to receive an amount in cash and/or shares of Stock
equal in value to the excess of the Fair Market Value of a share over the exercise price per Share specified in the Stock Appreciation Right
multiplied by the number of Shares in respect of which the Stock Appreciation Right shall have been exercised, with the Committee having the
right to determine the form of payment. The exercise price per Share specified in the Stock Appreciation Right shall not be less than 100% of the
Fair Market Value of a Share on the grant date.

(c)            The term of each Stock Appreciation Right shall be fixed by the Committee, but no Stock Appreciation Right shall be exercisable
more than ten years after the date the Stock Appreciation Right is granted. Notwithstanding the foregoing, an Award Agreement may provide, or
be amended to provide, that the period of time over which a Stock Appreciation Right (other than one issued in tandem with an Incentive Stock
Option) may be exercised shall be automatically extended if on the scheduled expiration of such Award, the Participant's exercise of such Award
would violate applicable securities law; provided, that during the extended exercise period, the Stock Appreciation Right may be exercised only
to the extent such Award was exercisable in accordance with its terms immediately prior to such scheduled expiration date, and such extended
exercise period shall end not later than 30 days after the exercise of such Stock Appreciation Right first would no longer violate such laws.

(d)            An Award Agreement with respect to any Stock Appreciation Right may provide or be amended to provide that if on the last day of
the term of a Stock Appreciation Right the Fair Market Value of one Share exceeds the grant price per Share of the Stock Appreciation Right,
the Participant has not exercised the Stock Appreciation Right or the tandem Option (if applicable), and neither the Stock Appreciation Right nor
the Option has expired, the Stock Appreciation Right shall be deemed to have been exercised by the Participant on such day.  In such event, the
Corporation shall make payment to the Participant in accordance with this Section 6.2, reduced by the number of Shares (or cash) required for
withholding taxes; any fractional Share shall be settled in cash.

(e)            Without the approval of the Corporation's stockholders, other than pursuant to Section 3.2, the Committee shall not (i) reduce the grant
price of any Stock Appreciation Right after the date of grant, (ii) cancel any Stock Appreciation Right when the grant price per Share exceeds
the Fair Market Value of the underlying Shares in exchange for cash or another Award (other than in connection with a Change in Control or a
Substitute Award), or (iii) take any other action with respect to a Stock Appreciation Right that would be treated as a repricing under the rules
and regulations of the principal securities exchange on which the Stock is traded.

(f)            Upon the exercise of a Stock Appreciation Right issued in conjunction with an Option, the Option or part thereof to which such Stock
Appreciation Right is related shall be deemed to have been exercised for the purpose of the limitation set forth in Section 3 of the Plan on the
number of shares of Stock to be issued under the Plan.

Section 7.                          Restricted Stock and Restricted Stock Units.

7.1            Administration. Shares of Restricted Stock may be issued either alone, in addition to or in tandem with other Awards granted under
the Plan and/or cash awards made outside the Plan. The Committee shall determine the other terms, restrictions and conditions of the Awards in
addition to those set forth in this Section 7.  The Committee may condition the grant of Restricted Stock upon the attainment of specified
performance goals or such other factors as the Committee may determine, in its sole discretion.  The provisions of Restricted Stock Awards need
not be the same with respect to each Participant.
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7.2            Awards and Certificates. A Participant shall not have any rights with respect to a Restricted Stock Award unless and until such
Participant has executed (including by electronic acceptance) an agreement evidencing the Award and has delivered a fully executed copy
thereof to the Corporation, and has otherwise complied with the applicable terms and conditions of such Award.

(a)            The purchase price for shares of Restricted Stock shall be established by the Committee and may be zero.

(b)            Awards of Restricted Stock must be accepted within a period of 60 days (or such shorter period as the Committee may specify at
grant) after the award date, by executing a Restricted Stock Award Agreement (including by electronic acceptance) and paying whatever price
(if any) is required under Section 7.2(a).

(c)            Any Restricted Stock granted under the Plan may be evidenced in such manner as the Board may deem appropriate, including
book-entry registration or issuance of a stock certificate or certificates.  Any such certificate or certificates shall be registered in the name of the
Participant and shall bear an appropriate legend referring to the restrictions applicable to such Restricted Stock.  The Committee shall require
that any stock certificates evidencing such Restricted Stock be held in custody by the Corporation until the restrictions thereon shall have lapsed,
and that, as a condition of any Restricted Stock Award, the Participant shall have delivered a stock power, endorsed in blank, relating to the
Stock covered by such Award.

7.3            Restrictions and Conditions. The shares of Restricted Stock awarded pursuant to this Section 7 shall be subject to the following
restrictions and conditions:

(a)            In accordance with the provisions of the Plan and the Award Agreement, during a period set by the Committee commencing with the
date of such Award (the "Restriction Period"), the Participant shall not be permitted to sell, transfer, pledge, assign or otherwise encumber shares
of Restricted Stock awarded under the Plan.  Subject to Section 10 of the Plan, an Award of Restricted Stock, other than an Award to an Outside
Director, shall be subject to a Restriction Period of not less than three (3) years; provided, that the Committee, in its sole discretion, may (i)
provide for the lapse of such restrictions in installments over the Restriction Period and (ii) accelerate or waive such restrictions in whole or in
part in the event of a Change in Control, death, Disability, Normal or Early Retirement of the Participant or in the event the Participant's
employment with the Corporation is terminated without cause by the Corporation or for good reason by the Participant (whether actually or
constructively). The Award Agreement may, in the discretion of the Committee, set forth performance or other conditions that will subject the
Restricted Stock to forfeiture and transfer restrictions.

(b)            Except as provided in this Section 7.3, the Participant shall have, with respect to the shares of Restricted Stock, all of the rights of a
stockholder of the Corporation, including the right to vote the shares, and the right to receive any cash dividends. The Committee, in its sole
discretion, as determined at the time of Award, may permit or require the payment of cash dividends to be deferred and, if the Committee so
determines, reinvested, subject to Section 13.2, in additional Restricted Stock to the extent shares are available under Section 3. Stock dividends
or other property (other than cash, if so provided by the Committee consistent with Section 13.2) distributed with respect to Restricted Stock
shall be subject to the same restrictions and other terms and conditions that apply to the Shares with respect to which such dividends are issued.
If the Committee so determines, the Award Agreement may also impose restrictions on the right to vote and the right to receive dividends.

(c)            Subject to the applicable provisions of the Award Agreement, Section 10 of the Plan and this Section 7, upon termination of a
Participant's employment with the Corporation and any Subsidiary or Affiliate for any reason other than death, Disability or Retirement during
the Restriction Period, all Shares still subject to restriction will be forfeited, in accordance with the terms and conditions established by the
Committee at or after grant. Upon termination of a Participant's employment with the Corporation and any Subsidiary or Affiliate for by reason
of death, Disability or Retirement during the Restriction Period, all Shares still subject to restriction will vest, or be forfeited, in accordance with
the terms and conditions established by the Committee at or after grant.
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(d)            If and when the Restriction Period expires without a prior forfeiture of the Restricted Stock subject to such Restriction Period,
certificates for an appropriate number of unrestricted Shares shall be delivered to the Participant promptly, or an appropriate book-entry shall be
made.

7.4            Minimum Value Provisions. In order to better ensure that Award payments actually reflect the performance of the Corporation and
service of the Participant, the Committee may provide, in its sole discretion, for a tandem performance-based or other Award designed to
guarantee a minimum value, payable in cash or Stock to the recipient of a Restricted Stock Award, subject to such performance, future service,
deferral and other terms and conditions as may be specified by the Committee.

7.5            Restricted Stock Units. Subject to the provisions of the Plan, the Committee shall have sole and complete authority to determine the
Participants to whom Restricted Stock Units shall be granted, the number of Restricted Stock Units to be granted to each Participant, the
duration of the period during which, and the conditions under which, the Restricted Stock Units may be forfeited to the Corporation, and the
other terms and conditions of such awards. The Restricted Stock Unit awards shall be evidenced by Award Agreements in such form as the
Committee shall from time to time approve, which agreements shall comply with and be subject to the terms and conditions provided hereunder
and any additional terms and conditions determined by the Committee that are consistent with the terms of the Plan.

(a)            Each Restricted Stock Unit Award made under the Plan shall be for such number of Shares as shall be determined by the Committee
and set forth in the Award Agreement containing the terms of such Restricted Stock Unit Award.  The Award Agreement shall set forth a period
of time during which the Participant must remain in the continuous employment of the Corporation in order for the forfeiture and transfer
restrictions to lapse, which period shall not be less than three years (except for Awards granted to Outside Directors); provided, that the
Committee, in its sole discretion, may (i) provide for the lapse of such restrictions in installments over the Restriction Period and (ii) accelerate
or waive such restrictions in whole or in part in the event of a Change in Control, death, Disability, Normal or Early Retirement of the
Participant or in the event the Participant's employment with the Corporation is terminated without cause by the Corporation or for good reason
by the Participant. The Award Agreement may, in the discretion of the Committee, set forth performance or other conditions that will subject the
Restricted Stock Units to forfeiture and transfer restrictions.

(b)            Each Restricted Stock Unit shall have a value equal to the Fair Market Value of a Share. Restricted Stock Units shall be paid in cash,
Shares, other securities or other property, as determined in the sole discretion of the Committee, upon the lapse of the restrictions applicable
thereto, or otherwise in accordance with the applicable Award Agreement or other procedures approved by the Committee.  Unless otherwise
provided in the applicable Award Agreement, a Participant shall be credited with dividend equivalents on any Restricted Stock Units credited to
the Participant's account at the time of any payment of dividends to stockholders on Shares. The amount of any such dividend equivalents shall
equal the amount that would have been payable to the Participant as a stockholder in respect of a number of Shares equal to the number of
Restricted Stock Units then credited to the Participant. Unless otherwise provided by the Committee consistent with Section 13.2, any such
dividend equivalents shall be credited to the Participant's account as of the date on which such dividend would have been payable and shall be
converted into additional Restricted Stock Units (which shall be, or shall become, vested on the same terms as the applicable Restricted Stock
Unit) based upon the Fair Market Value of a Share on the date of such crediting.  Except as otherwise determined by the Committee at or after
grant, and subject to the "retirement" exceptions, Restricted Stock Units may not be sold, assigned, transferred, pledged, hypothecated or
otherwise encumbered or disposed of, and all Restricted Stock Units and all rights of the Participant to such Restricted Stock Units shall
terminate, without further obligation on the part of the Corporation, unless the Participant remains in continuous employment of the Corporation
for the entire restricted period in relation to which such Restricted Stock Units were granted and unless any other restrictive conditions relating
to the Restricted Stock Unit Award are met.
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Section 8.                          Other Stock-Based Awards and Performance Awards.

8.1            Other Stock-Based Awards.  The Committee shall have the authority to determine the Participants who shall receive an Other
Stock-Based Award, which shall consist of any right that is (i) not an Award described in Sections 6 and 7 above and (ii) an Award of Stock or
an Award denominated or payable in, valued in whole or in part by reference to, or otherwise based on or related to, Stock (including securities
convertible into Stock), as deemed by the Committee to be consistent with the purposes of the Plan.  Subject to the terms of the Plan and any
applicable Award Agreement, the Committee shall determine the terms and conditions of any such Other Stock-Based Award.

8.2            Performance Awards. The Committee shall have sole and complete authority to determine the Participants who shall receive a
Performance Award, which shall consist of a right that is (i) denominated in cash or Shares (including Restricted Stock, Restricted Stock Units
and Other Stock-Based Awards), (ii) valued, as determined by the Committee, in accordance with the achievement of such performance goals
during such performance periods as the Committee shall establish, and (iii) payable at such time and in such form as the Committee shall
determine. Subject to Section 10, Performance Awards shall vest no sooner than one year after grant and shall otherwise be subject to the terms
and provisions of this Section 8.2.

(a)            Unless the Committee otherwise specifies at grant that a Performance Award shall not be subject to this Section 8.2, the Committee
shall grant Performance Awards to Covered Officers based solely upon the attainment of performance targets related to one or more
performance goals selected by the Committee from among the goals specified below. For the purposes of this Section 8.2, performance goals
shall be limited to one or more of the following Corporation, Subsidiary, operating unit or division financial performance measures:

(i)            earnings before interest, taxes, depreciation and/or amortization;

(ii)            operating income or profit;

(iii)            operating efficiencies;

(iv)            return on equity, assets, capital, capital employed, or investment;

(v)            after tax operating income;

(vi)            net income;

(vii)            earnings or book value per share;

(viii)            cash flow(s);

(ix)            total sales or revenues or sales or revenues per employee;

(x)            production;

(xi)            stock price or total stockholder return;

(xii)            dividends;

(xiii) strategic business objectives, consisting of one or more objectives based on meeting specified cost targets, business expansion goals, and
goals relating to acquisitions or divestitures;

or any combination thereof. Each goal may be expressed on an absolute and/or relative basis, may be based on or otherwise employ comparisons
based on internal targets, the past performance of the Corporation or any Subsidiary, operating unit or division of the Corporation and/or the past
or current performance of other companies, and in the case of earnings-based measures, may use or employ comparisons relating to capital,
stockholders' equity and/or Shares outstanding, or to assets or net assets. The Committee may exclude charges related to an event or occurrence
which the Committee determines should appropriately be excluded, including (A) restructurings, discontinued operations, extraordinary items,
and other unusual or non-recurring charges, (B) an event either not directly related to the operations of the Corporation or not within the
reasonable control of the Corporation's management, or (C) the cumulative effects of tax or accounting changes in accordance with U.S.
generally accepted accounting principles.  Any such modifications to be applied to the performance goals of a Performance Award subject to this
Section 8.2 shall be set by the Committee within the time period prescribed by, and shall otherwise comply with the requirements of, Section
162(m) of the Code, and the regulations thereunder.
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(b)            With respect to any Covered Officer, the aggregate maximum number of shares of Stock in respect of which all Performance Awards,
Options and Stock Appreciation Rights may be granted under Section 5, Section 6, and this Section 8.2 in any 12-month period of a performance
period is 450,000, and the maximum amount of the aggregate Performance Awards denominated in cash is $1,000,000 (measured by the Fair
Market Value of the maximum Award at the time of grant) in any 12-month period of a performance period.

(c)            To the extent necessary to comply with Section 162(m) of the Code, with respect to grants of Performance Awards to Covered
Officers, no later than 90 days following the commencement of each performance period (or such other time as may be required or permitted by
Section 162(m) of the Code), the Committee shall, in writing, (1) select the performance goal or goals applicable to the performance period, (2)
establish the various targets and bonus amounts which may be earned for such performance period, and (3) specify the relationship between
performance goals and targets and the amounts to be earned by each Covered Officer for such performance period. Following the completion of
each performance period, the Committee shall certify in writing whether the applicable performance targets have been achieved and the
amounts, if any, payable to Covered Officers for such performance period. In determining the amount earned by a Covered Officer for a given
performance period, subject to any applicable Performance Award agreement, the Committee shall have the right to reduce the amount payable
at a given level of performance to take into account additional factors that the Committee may deem relevant to the assessment of individual or
corporate performance for the performance period.

Section 9.                          Awards to Outside Directors.

9.1            Outside Director Awards.  The Nominating and Corporate Governance Committee of the Board (provided such committee is
comprised solely of Outside Directors) may provide that all or a portion of an Outside Director's annual retainer, meeting fees and/or other
awards or compensation as determined by the Board, be payable (either automatically or at the election of the Outside Director) in the form of
Non-Qualified Stock Options, Restricted Shares, Restricted Share Units and/or Other Stock-Based Awards, including unrestricted Shares.  The
Nominating and Corporate Governance Committee of the Board (provided such committee is comprised solely of Outside Directors) shall
determine the terms and conditions of any such Awards, including the terms and conditions which shall apply upon a termination of the Outside
Director's service as a member of the Board, and shall have full power and authority in its discretion to administer such Awards, subject to the
terms of the Plan and applicable law.

9.2            Equity Limits to Directors. Notwithstanding anything in the Plan to the contrary, the maximum number of Shares subject to Awards
granted during any 12-month period to any Outside Director shall not exceed $600,000 in total value (calculating the value of any such Awards
based on the grant date fair value of such Awards for financial reporting purposes and excluding, for this purpose, the value of any dividends or
dividend equivalents paid in accordance with the Plan on certain Awards) (the "Director Limit").  The Board may not, without the approval of
the stockholders, increase the Director Limit.

Section 10.                          Change in Control Provisions.

The Committee may, in its discretion, at the time an Award is made hereunder or at any time prior to, coincident with or after the time of a
Change in Control, provide for any or all of the following:

(a)            the purchase of such Awards, upon the Participant's consent, for an amount of cash equal to the amount which could have been
obtained upon the exercise or realization of such rights had such Awards been currently exercisable or payable, provided that the Participant's
consent shall not be required if the Committee takes such action in connection with the consummation of a Change in Control, and provided
further that Options and Stock Appreciation Rights outstanding as of the date of the Change in Control may be cancelled and terminated without
payment if the Fair Market Value of one Share as of the date of the Change in Control is less than the per Share exercise price of such Option or
Stock Appreciation Right;
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(b)            the Awards then outstanding to be assumed, or new rights substituted therefore, by the surviving corporation in such Change in
Control; provided, that an Award Agreement may provide that if a Participant's employment with such successor company (or the Corporation)
or a subsidiary thereof terminates within 12 months following such Change in Control (or such other period set forth in the Award Agreement,
including prior thereto if applicable) for any reason other than termination for Cause or by the Participant for "good reason" (as may be defined
in the applicable Award Agreement): (i) Options and Stock Appreciation Rights outstanding as of the date of such termination of employment
will immediately vest, become fully exercisable, and may thereafter be exercised for 12 months (or the period of time set forth in the Award
Agreement), (ii) restrictions, limitations and other conditions applicable to Restricted Stock and Restricted Stock Units outstanding as of the date
of such termination of employment will lapse and the Restricted Stock and Restricted Stock Units will become free of all restrictions, limitations
and conditions and become fully vested, and (iii) the restrictions, limitations and other conditions applicable to any Other Stock-Based Awards
will lapse, and such Other Stock-Based Awards will become free of all restrictions, limitations and conditions and become fully vested and
transferable to the full extent of the original grant;

(c)            the acceleration of any time periods, or the waiver of any other conditions, relating to the vesting, exercise, payment or distribution of
an Award; and/or

(d)            such adjustment to the Awards then outstanding as the Committee deems appropriate to reflect such transaction or change.

The Committee may, in its discretion, include such further provisions and limitations in any Award document as it may deem equitable and in
the best interests of the Corporation.

Section 11.                          Amendments and Termination.

        The Board may amend, alter, or discontinue the Plan, but no amendment, alteration, or discontinuation shall be made which would impair
the rights of a Participant under an Award theretofore granted, without the Participant's consent or which, without the approval of the
Corporation's stockholders, would:

(a)       except as expressly provided in the Plan, increase the total number of shares reserved for the purpose of the Plan;

(b)       materially increase the benefits accruing to Participants under the Plan;

(c)          materially modify the requirements as to eligibility for participation in the Plan;

(d)          be inconsistent with the repricing provisions of Sections 5.2 or 6.2(e); or

(e)          materially modify the Plan within the meaning of the Nasdaq listing standards.

        The Committee may amend the terms of any Award theretofore granted, prospectively or retroactively, but, subject to Section 3 above, no
such amendment shall impair the rights of any holder without the holder's consent. Subject to the above provisions, the Board shall have broad
authority to amend the Plan to take into account changes in applicable securities and tax laws and accounting rules, as well as other
developments.

Section 12.                          Unfunded Status of the Plan.

        The Plan is intended to constitute an "unfunded" plan for incentive and deferred compensation. With respect to any payments not yet made
to a Participant by the Corporation, nothing contained herein shall give any such Participant any rights that are greater than those of a general
creditor of the Corporation. In its sole discretion, the Committee may authorize the creation of trusts or other arrangements to meet the
obligations created under the Plan to deliver Stock or payments in lieu of or with respect to Awards hereunder; provided, however, that, unless
the Committee otherwise determines with the consent of the affected Participant, the existence of such trusts or other arrangements is consistent
with the "unfunded" status of the Plan.
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Section 13.                          General Provisions.

13.1            Transferability of Awards.  Except as provided below, no Award and no Shares that have not been issued or as to which any
applicable restriction, performance or deferral period has not lapsed, may be sold, assigned, transferred, pledged or otherwise encumbered, other
than by will or the laws of descent and distribution, and such Award may be exercised during the life of the Participant only by the Participant or
the Participant's guardian or legal representative.  To the extent (if any) and under such terms and conditions as determined by the Committee or
set forth in any Award Agreement, a Participant may assign or transfer an Award (each transferee thereof, a "Permitted Assignee") (i) to the
Participant's spouse, children or grandchildren (including any adopted and step children or grandchildren), parents, grandparents or siblings; (ii)
to a trust for the benefit of one or more of the Participant or the persons referred to in clause (i); (iii) to a partnership, limited liability company
or corporation in which the Participant or the persons referred to in clause (i) or (ii) are the only partners, members or stockholders; or (iv) for
charitable donations; provided that such Permitted Assignee shall be bound by and subject to all of the terms and conditions of the Plan and the
Award Agreement relating to the transferred Award and shall execute an agreement satisfactory to the Corporation evidencing such obligations;
and provided further that such Participant shall remain bound by the terms and conditions of the Plan and any Award Agreement.  The
Corporation shall cooperate with any Permitted Assignee and the Corporation's transfer agent in effectuating any transfer permitted under this
Section 13.1.

13.2            Deferral; Dividend Equivalents.  The Committee shall be authorized to establish procedures pursuant to which the payment of any
Award may be deferred.  Subject to the provisions of the Plan and any Award Agreement, the recipient of an Award other than an Option or
Stock Appreciation Right may, if so determined by the Committee, be entitled to receive, currently or on a deferred basis, amounts equivalent to
cash, stock or other property dividends on Shares ("Dividend Equivalents") with respect to the number of Shares covered by the Award, as
determined by the Committee, in its discretion.  The Committee may provide that the Dividend Equivalents (if any) shall be deemed to have
been reinvested in additional Shares or otherwise reinvested and may provide that the Dividend Equivalents are subject to the same vesting or
performance conditions as the underlying Award.  Notwithstanding the foregoing, Dividend Equivalents credited in connection with a
Performance Award (i.e., an Award that vests based on the achievement of performance goals) shall be subject to restrictions and risk of
forfeiture to the same extent as the Award with respect to which such Dividend Equivalents have been credited.

13.3            Tax Withholding.  The Corporation shall have the right to make all payments or distributions pursuant to the Plan to a Participant (or
a Permitted Assignee thereof) (any such person, a "Payee") net of any applicable federal, state and local taxes required to be paid or withheld as
a result of (a) the grant of any Award, (b) the exercise of an Option or Stock Appreciation Right, (c) the delivery of Shares or cash, (d) the lapse
of any restrictions in connection with any Award or (e) any other event occurring pursuant to the Plan.  The Corporation or any Subsidiary shall
have the right to withhold from wages or other amounts otherwise payable to such Participant such withholding taxes as may be required by law,
or to otherwise require the Participant to pay such withholding taxes.  If the Participant shall fail to make such tax payments as are required, the
Corporation or its Subsidiaries shall, to the extent permitted by law, have the right to deduct any such taxes from any payment of any kind
otherwise due to such Participant or to take such other action as may be necessary to satisfy such withholding obligations.  The Committee shall
be authorized to establish procedures for election by Participants to satisfy such obligation for the payment of such taxes by tendering previously
acquired Shares (either actually or by attestation, valued at their then Fair Market Value), or by directing the Corporation to retain Shares (up to
the Participant's minimum required tax withholding rate or such other rate that will not cause an adverse accounting consequence or cost)
otherwise deliverable in connection with the Award.
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13.4            Right of Discharge Reserved; Claims to Awards.  Nothing in the Plan nor the grant of an Award hereunder shall confer upon any
Participant the right to continue in the employment or service of the Corporation or any Subsidiary or affect any right that the Corporation or any
Subsidiary may have to terminate the employment or service of (or to demote or to exclude from future Awards under the Plan) any such
Participant at any time for any reason.  Except as specifically provided by the Committee, the Corporation shall not be liable for the loss of
existing or potential profit from an Award granted in the event of termination of an employment or other relationship.  No Participant shall have
any claim to be granted any Award under the Plan, and there is no obligation for uniformity of treatment of Participants under the Plan.

13.5            Substitute Awards.  Notwithstanding any other provision of the Plan, the terms of Substitute Awards may vary from the terms set
forth in the Plan to the extent the Committee deems appropriate to conform, in whole or in part, to the provisions of the awards in substitution
for which they are granted.

13.6            Cancellation of Award; Forfeiture of Gain.  Notwithstanding anything to the contrary contained herein, an Award Agreement may
provide that the Award shall be cancelled if the Participant, without the consent of the Corporation, while employed by or providing services to
the Corporation or any Subsidiary or after termination of such employment or service, violates a non-competition, non-solicitation,
non-disclosure or similar covenant or agreement (including any such covenant in an Award Agreement) or otherwise engages in activity that is
in conflict with or adverse to the interest of the Corporation or any Subsidiary (including conduct contributing to any financial restatements or
financial irregularities), as determined by the Committee in its discretion.  The Committee may provide in an Award Agreement that if within
the time period specified in the Agreement the Participant engages in an activity referred to or prohibited in the preceding sentence, the
Participant will forfeit all or any portion of any gain realized on the vesting or exercise of the Award and must repay such gain to the
Corporation.

13.7            Stop Transfer Orders.  All certificates for Shares delivered under the Plan pursuant to any Award shall be subject to such
stop-transfer orders and other restrictions as the Committee may deem advisable under the rules, regulations and other requirements of the
Securities and Exchange Commission, any stock exchange upon which the Shares are then listed, and any applicable federal or state securities
law, and the Committee may cause a legend or legends to be put on any such certificates to make appropriate reference to such restrictions.

13.8            Nature of Payments.  All Awards made pursuant to the Plan are in consideration of services performed or to be performed for the
Corporation or any Subsidiary, or any division or business unit of the Corporation or any Subsidiary.  Any income or gain realized pursuant to
Awards under the Plan constitutes a special incentive payment to the Participant and shall not be taken into account, to the extent permissible
under applicable law, as compensation for purposes of any of the employee benefit plans of the Corporation or any Subsidiary except as may be
determined by the Committee or by the Board or board of directors (or other governing body) of the applicable Subsidiary.

13.9            Other Plans.  Nothing contained in the Plan shall prevent the Board from adopting other or additional compensation arrangements,
subject to stockholder approval if such approval is required; and such arrangements may be either generally applicable or applicable only in
specific cases.

13.10            Severability.  If any provision of the Plan shall be held unlawful or otherwise invalid or unenforceable in whole or in part by a court
of competent jurisdiction, such provision shall (a) be deemed limited to the extent that such court of competent jurisdiction deems it lawful, valid
and/or enforceable and as so limited shall remain in full force and effect, and (b) not affect any other provision of the Plan or part thereof, each
of which shall remain in full force and effect.  If the making of any payment or the provision of any other benefit required under the Plan shall
be held unlawful or otherwise invalid or unenforceable by a court of competent jurisdiction or any governmental regulatory agency, or
impermissible under the rules of any securities exchange on which the Shares are listed, such unlawfulness, invalidity, unenforceability or
impermissibility shall not prevent any other payment or benefit from being made or provided under the Plan, and if the making of any payment
in full or the provision of any other benefit required under the Plan in full would be unlawful or otherwise invalid or impermissible, then such
unlawfulness, invalidity or impermissibility shall not prevent such payment or benefit from being made or provided in part, to the extent that it
would not be unlawful, invalid or unenforceable, and the maximum payment or benefit that would not be unlawful, invalid or impermissible
shall be made or provided under the Plan.
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13.11    Construction.  As used in the Plan, the words "include" and "including," and variations thereof, shall not be deemed to be terms of
limitation, but rather shall be deemed to be followed by the words "without limitation."

13.12            No Liability. The members of the Committee and the Board shall not be liable to any employee or other person with respect to any
determination made hereunder in a manner that is not inconsistent with their legal obligations as members of the Board. In addition to such other
rights of indemnification as they may have as directors or as members of the Committee, the members of the Committee shall be indemnified by
the Corporation against the reasonable expenses, including attorneys' fees actually and necessarily incurred in connection with the defense of
any action, suit or proceeding, or in connection with any appeal therein, to which they or any of them may be a party by reason of any action
taken or failure to act under or in connection with the Plan or any option granted thereunder, and against all amounts paid by them in settlement
thereof (provided such settlement is approved by independent legal counsel selected by the Corporation) or paid by them in satisfaction of a
judgment in any such action, suit or proceeding, except in relation to matters as to which it shall be adjudged in such action, suit or proceeding
that such Committee member is liable for negligence or misconduct in the performance of his duties; provided that within 60 days after
institution of any such action, suit or proceeding, the Committee member shall in writing offer the Corporation the opportunity, at its own
expense, to handle and defend the same.

13.13            Governing Law.  The Plan and all determinations made and actions taken thereunder, to the extent not otherwise governed by the
Code or the laws of the United States, shall be governed by the laws of the State of Delaware, without reference to principles of conflict of laws,
and construed accordingly.

13.14            Foreign Employees.  Awards may be granted to Participants who are foreign nationals or employed outside the United States, or
both, on such terms and conditions different from those applicable to Awards to Employees or Consultants providing services in the United
States as may, in the judgment of the Committee, be necessary or desirable in order to recognize differences in local law or tax policy.  The
Committee also may impose conditions on the exercise or vesting of Awards in order to minimize the Corporation's obligation with respect to
tax equalization for Employees or Consultants on assignments outside their home country.

Section 14.                          Compliance with Section 409A of the Code.

Notwithstanding any other provisions of the Plan or any Award Agreements thereunder, it is intended that the provisions of the Plan and such
Award Agreements comply with Section 409A of the Code, and that no Award shall be granted, deferred, accelerated, extended, paid out or
modified under the Plan, or any Award Agreement interpreted, in a manner that would result in the imposition of an additional tax under Section
409A of the Code upon a Participant. Any provision of the Plan that would cause the grant of an Award or the payment, settlement or deferral
thereof to fail to satisfy Section 409A of the Code shall be amended to comply with Section 409A of the Code on a timely basis, which may be
made on a retroactive basis, in accordance with regulations and other guidance issued under Section 409A of the Code. In the event that it is
reasonably determined by the Board or Committee that, as a result of Section 409A of the Code, payments in respect of any Award under the
Plan may not be made at the time contemplated by the terms of the Plan or the relevant Award agreement, as the case may be, without causing
the Participant holding such Award to be subject to taxation under Section 409A of the Code, the Corporation will make such payment on the
first day that would not result in the Participant incurring any tax liability under Section 409A of the Code; which, if the Participant is a
"specified employee" within the meaning of the Section 409A, shall be the first day following the six-month period beginning on the date of
Participant's termination of employment. Unless otherwise provided in an Award Agreement or other document governing the issuance of such
Award, payment of any Performance Award intended to qualify as a "short term deferral" within the meaning of Section 1.409A-1(b)(4)(i) of the
U.S. Treasury Regulations shall be made between the first day following the close of the applicable Performance Period and the last day of the
"applicable 2 ½ month period" as defined therein. Notwithstanding the foregoing, each Participant is solely responsible and liable for the
satisfaction of all taxes and penalties that may be imposed on him or her, or in respect of any payment or benefit delivered in connection with the
Plan (including any taxes and penalties under Section 409A of the Code), and the Corporation shall not have any obligation to indemnify or
otherwise hold any Participant harmless from any or all such taxes or penalties.
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Section 15.                          Effective Date of Plan.

The Plan shall be effective as of June 24, 2014, subject to the approval of the Plan by the holders of the shares entitled to vote at a duly
constituted meeting of the stockholders of the Corporation.  The Plan shall be null and void and of no effect if the foregoing condition is not
fulfilled and in such event each Award shall, notwithstanding any of the preceding provisions of the Plan, be null and void and of no effect.

Section 16.                          Term of Plan.

Awards may be granted under the Plan at any time and from time to time on or prior to the tenth anniversary of the effective date of the Plan, on
which date the Plan will expire except as to Awards then outstanding under the Plan; provided, however, in no event may an Incentive Stock
Option be granted more than ten years after the earlier of (a) the date of the adoption of the Plan by the Board or (b) the effective date of the Plan
as provided in the first sentence of Section 15.  Such outstanding Awards shall remain in effect until they have been exercised or terminated, or
have expired.
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APPENDIX C
HEALTHWAYS, INC.

PROPOSED AMENDMENT NO. 3 TO
AMENDED AND RESTATED BYLAWS
(marked to show changes)

1.            Article II, Section 2.8 of the Amended and Restated Bylaws is hereby deleted in its entirety and the following Article II, Section 2.8 is
hereby inserted in lieu thereof:
2.8Voting Groups; Quorum; Adjournment.

The holders of a majority of the stock issued and outstanding and entitled to vote thereat, present in person or represented by proxy, shall
constitute a quorum at all meetings of the stockholders for the transaction of business except as otherwise provided by statute or by the
Certificate of Incorporation. If, however, such quorum shall not be present or represented at any meeting of the stockholders, the stockholders
entitled to vote thereat, present in person or represented by proxy, shall have power to adjourn the meeting from time to time, without notice
other than announcement at the meeting, until a quorum shall be present or represented. At such adjourned meeting at which a quorum shall be
present or represented any business may be transacted which might have been transacted at the meeting as originally noticed. If the adjournment
is for more than thirty (30) days, or if after the adjournment a new record date is fixed for the adjourned meeting, a notice of the adjourned
meeting shall be given to each stockholder of record entitled to vote at the meeting.
When a quorum is present at any meeting, the vote of the holders of a majority of the stock having voting power present in person or represented
by proxy shall decide any question (except the election of directors) brought before such meeting, unless the question is one upon which by
express provision of law or of the Certificate of Incorporation, a different vote is required in which case such express provision shall govern and
control the decision of such question, and directors shall be elected by a plurality of the votes of such stock. At any election of directors at a
meeting of stockholders at which a quorum is present, each director shall be elected if the number of votes cast "for" the director exceeds the
number of votes cast "against" the director, with "abstentions" and "broker non-votes" not counted as either "for" or "against" the director's
election; provided, however, that if the number of nominees exceeds the number of directors to be elected, then the directors shall be elected by
a plurality of the votes cast by the shares entitled to vote in the election of directors.

2.            Except as otherwise set forth in this Amendment No. 3 to the Amended and Restated Bylaws, all other terms and provisions of the
Amended and Restated Bylaws, as amended, shall remain in full force and effect.−
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Healthways, Inc.
c/o MacKenzie Partners
105 Madison Avenue
New York, NY 10016

VOTE BY INTERNET WWW.CESVOTE.COM

Use the Internet to transmit your voting
instructions until 11:59 p.m. Eastern Time on June
23, 2014. Have your proxy card available when
you access the web site www.cesvote.com and
follow the simple instructions to record your vote.

VOTE BY TELEPHONE 1-888-693-8683

Use any touch-tone telephone to transmit
your voting instructions until 11:59 p.m.
Eastern Time on June 23, 2014. Have your
proxy card available when you call the
Toll-Free number 1-888-693-8683 and
follow the simple instructions to record
your vote.

VOTE BY MAIL

Mark, sign and date
your proxy card and
return it using the
postage-paid
envelope provided
or return your proxy
card to:
Healthways, Inc.,
c/o MacKenzie
Partners, 105
Madison Avenue,
New York, NY
10016 to ensure
your proxy is
received prior to the
Annual Meeting.

Vote by Internet
Access the Website and submit
your vote:
www.cesvote.com:

Vote by Telephone
Call Toll-Free using a
touch-tone telephone:
1-888-693-8683

Vote by Mail
Mark, sign, date and return
your proxy in the postage-paid
envelope provided

Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting:
The Annual Report, Notice & Proxy Statement is/are available at www.ViewOurMaterial.com/HWAY

Control Number è

ê DETACH BELOW AND RETURN USING THE ENVELOPE PROVIDED ONLY IF YOU ARE VOTING BY MAIL ê

HEALTHWAYS, INC.  
PROXY CARD
This proxy is solicited on behalf of the Board of Directors for
the Annual Meeting of Stockholders on June 24, 2014
The undersigned hereby appoints John W. Ballantine and Alfred Lumsdaine, and either of them, as proxies, with full power of substitution, to
vote all shares of the undersigned as shown on the reverse side of this proxy at the Annual Meeting of Stockholders of Healthways, Inc. to be
held at the Franklin Marriott Cool Springs, 700 Cool Springs Boulevard, Franklin, Tennessee 37067, on June 24, 2014 at 9:30 a.m., Central
time, and any adjournments thereof.
_____________________________________________________________________________
Stockholder Signature
_____________________________________________________________________________
Stockholder Signature (Joint Owner)
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Date:      _____________________________________________________________________________                   

Please sign exactly as your name appears on this proxy. Joint owners should each sign. If signing on behalf of a corporation or as attorney,
executor, administrator, trustee or guardian, please give full title as such. If signing on behalf of a partnership, please sign in partnership name by
authorized person.
Please sign and date this proxy where indicated above before mailing.
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IF YOU HAVE NOT VOTED VIA THE INTERNET OR TELEPHONE, DETACH ALONG THE PERFORATION,
ê MARK, SIGN, DATE AND RETURN THE BOTTOM PORTION USING THE ENCLOSED ENVELOPE. ê

HEALTHWAYS, INC.  PROXY CARD
THIS PROXY WILL BE VOTED AS DIRECTED HEREIN.  IF NO DIRECTION IS INDICATED, THIS PROXY WILL BE VOTED FOR
ALL NOMINEES LISTED IN PROPOSAL 1 AND FOR PROPOSALS 2, 3, 4 AND 5. IF ANY OTHER BUSINESS PROPERLY COMES
BEFORE THE MEETING, THE PERSONS NAMED AS PROXIES ON THE REVERSE SIDE OF THIS PROXY ARE AUTHORIZED TO
VOTE IN THEIR DISCRETION ON SUCH BUSINESS.
The Board of Directors recommends you vote FOR the following:
1.Election of Directors.
Nominees:
(1)  John W. Ballantine      (2) Daniel J. Englander        (3) C. Warren Neel, Ph.D.        (4) Kevin G. Wills
  q    FOR ALL      qWITHHOLD ALL      qFOR ALL EXCEPT*
* To withhold authority to vote for any individual nominee(s), mark "For All Except" and write the number(s) of the nominee(s) on the line
below.

The Board of Directors recommends you vote FOR proposals 2, 3, 4 and 5.

2.To consider and act upon a non-binding, advisory vote to approve compensation of the Company's named executive officers as disclosed in
the Proxy Statement.

  q    FOR      qAGAINST      qABSTAIN
3.To ratify the appointment of Ernst & Young LLP as the Company's independent registered public accounting firm for fiscal 2014.
  q    FOR      qAGAINST      qABSTAIN
4.    To consider and act upon a proposal to approve a new 2014 Stock Incentive Plan.
  q    FOR      qAGAINST      qABSTAIN
5.   To consider and act upon a proposal to approve an amendment to the Company's Amended and Restated Bylaws, as amended, to implement
majority voting for uncontested elections of directors.
  q    FOR      qAGAINST      qABSTAIN
6.    To transact such other business as may properly come before the meeting, or any adjournment or postponement thereof.
(CONTINUED AND TO BE SIGNED ON THE REVERSE SIDE)
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