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The information in this prospectus supplement and the accompanying prospectus is not complete and may be changed. This prospectus
supplement and the accompanying prospectus are not an offer to sell these securities and we are not soliciting an offer to buy these securities in
any state where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED NOVEMBER 14, 2011
PROSPECTUS SUPPLEMENT

To Prospectus Dated November 14, 2011

3,250,000 Shares

Common Stock

This is an offering of an aggregate of 3,250,000 shares of our common stock. We are offering 3,100,000 shares of our common stock, and the
selling shareholders named in this prospectus supplement are offering 150,000 shares of our common stock. We will not receive any proceeds
from the sale of shares of our common stock made by the selling shareholders.

Our common stock is listed on The NASDAQ Global Market under the symbol HSTM. On November 11, 2011 the closing price of our common
stock as reported on The NASDAQ Global Market was $16.12 per share.

Investing in our common stock involves significant risks. See _Risk Factors beginning on page S-10 of this prospectus supplement and in
the documents incorporated by reference into this prospectus supplement.

Per Share Total
Public offering price $ $
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Underwriting discount $ $
Proceeds to us (before expenses) $ $
Proceeds to the selling shareholders (before expenses) $ $

We have granted the underwriters an option to purchase from us up to an additional 487,500 shares of our common stock at the public offering
price, less the underwriting discount, for 30 days after the date of this prospectus supplement to cover overallotments, if any.

The underwriters expect to deliver the shares of common stock on or about , 2011.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus supplement or the accompanying prospectus is truthful or complete. Any representation to the contrary is
a criminal offense.

William Blair & Company

Avondale Partners Craig-Hallum Capital Group

The date of this prospectus supplementis , 2011.
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ABOUT THIS PROSPECTUS SUPPLEMENT

This document is in two parts. The first part is this prospectus supplement, which describes the terms of this offering of common stock and also
adds to and updates information contained in the accompanying prospectus and the documents incorporated by reference. The second part, the
accompanying prospectus, provides more general information, some of which may not apply to this offering of common stock. To the extent the
information contained in this prospectus supplement differs or varies from the information contained in the accompanying prospectus, the
information in this prospectus supplement shall control.

You should rely only on the information contained in this prospectus supplement, the accompanying prospectus and any related free writing
prospectus that we may authorize to be provided to you. We have not, and the underwriters and selling shareholders have not, authorized any
person to provide you with additional or different information. No dealer, salesperson or other person is authorized to give any information or
represent anything not contained in this prospectus supplement, the accompanying prospectus or any related free writing prospectus that we may
authorize to be provided to you. You must not rely on any unauthorized information or representation. This prospectus supplement, the
accompanying prospectus or any related free writing prospectus do not constitute an offer to sell or the solicitation of an offer to buy any
securities other than the registered securities to which they relate, nor do this prospectus supplement, the accompanying prospectus or any
related free writing prospectus constitute an offer to sell or the solicitation of an offer to buy securities in any jurisdiction to any person to whom
it is unlawful to make such offer or solicitation in such jurisdiction.

You should assume that the information appearing in this prospectus supplement, the accompanying prospectus or any related free writing
prospectus is accurate only as of the respective dates of those documents and that any information we have incorporated by reference is accurate
only as of the date of the document incorporated by reference. Our business, financial condition, results of operations and prospects may have
changed since those dates and neither the delivery of this prospectus supplement and the accompanying prospectus nor any sale hereunder shall,
under any circumstances, create any implication to the contrary.

This prospectus supplement is part of a registration statement that we have filed with the Securities and Exchange Commission (SEC) relating to
the securities offered hereby. This prospectus supplement does not contain all of the information that we have included in the registration
statement and the accompanying exhibits and schedules in accordance with the rules and regulations of the SEC, and we refer you to the omitted
information. It is important for you to read and consider all information contained in this prospectus supplement and the accompanying
prospectus in making your investment decision. You should also read and consider the additional information included in the documents
incorporated by reference in this prospectus supplement and the accompanying prospectus. See  Where You Can Find More Information in this
prospectus supplement.

This prospectus supplement and the accompanying prospectus contain and incorporate by reference market data, industry statistics and other
data that have been obtained from, or compiled from, information made available by third parties. We have not independently verified their data.

This prospectus supplement, the accompanying prospectus and the information incorporated herein by reference include trademarks, service
marks and trade names owned by us or other companies. All trademarks, service marks and trade names included or incorporated by reference
into this prospectus supplement, the accompanying prospectus or any related free writing prospectus are the property of their respective owners.

This prospectus supplement and the accompanying prospectus contain summaries of certain provisions contained in some of the documents
described, but reference is made to the actual documents for complete information. All of the summaries are qualified in their entirety by the
actual documents. Copies of some of the documents referred to herein have been filed, will be filed or will be incorporated by reference as
exhibits to the registration statement of which this prospectus supplement and the accompanying prospectus are a part, and you may obtain
copies of those documents as described below under the section entitled Where You Can Find More Information.

Unless the context indicates otherwise, references in this prospectus supplement to HealthStream, we, wus, our and the Company collectively
to HealthStream, Inc. and all of its subsidiaries.

S-i
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PROSPECTUS SUPPLEMENT SUMMARY

This summary highlights selected information about us, this offering and information appearing elsewhere in this prospectus supplement and the
accompanying prospectus and in the documents we incorporate by reference. This information is not complete and does not contain all of the
information you should consider before investing in our common stock. You should carefully read this entire prospectus supplement and the
entire accompanying prospectus and any related free writing prospectus that we have authorized, including the risks of investing in our
securities discussed under the heading Risk Factors contained in this prospectus supplement and any related free writing prospectus that we
have authorized for use in connection with this offering, and under similar headings in the other documents that are incorporated by reference
herein. You should also carefully read the information incorporated by reference into this prospectus supplement and the accompanying
prospectus, including our financial statements, and the exhibits to the registration statement of which this prospectus supplement and
accompanying prospectus are a part.

Our Company

We provide Internet-based learning and research solutions for healthcare organizations all designed to assess and develop the people that deliver
patient care which, in turn, supports the improvement of business and clinical outcomes. Our learning products are used by healthcare
organizations to meet a broad range of their training, certification, and development needs, while our research products provide our customers
information about patients experiences, workforce engagement, physician relations, and community perceptions of their services. Our customers
include healthcare organizations, pharmaceutical and medical device companies, and other participants in the healthcare industry. Our customer
base across both our learning and research business segments includes over 2,500 healthcare organizations (predominately acute-care facilities)
throughout all 50 states.

Our core learning product is the HealthStream Learning Center (HLC), our proprietary learning platform provided through the Internet via a
software-as-a-service (SaaS) model. As of September 30, 2011, HealthStream had approximately 2.65 million contracted, primarily
hospital-based, subscribers to the HLC platform, which include subscribers already implemented and subscribers in the process of
implementation. We deliver educational activities and training courseware to our customers through the HLC platform. Our research products
and service offerings include quality and satisfaction surveys, data analyses of survey results, and other research-based measurement tools
focused on patients, physicians, employees, and members of the healthcare community. Our core research product is the Patient Insights survey,
which accounts for over half of our research product business based on revenue.

As we place greater emphasis on offering our customers new and innovative ways of assessing and developing their workforces, simulation is
becoming a growing part of our product portfolio. In June 2010, we announced a collaborative arrangement with Laerdal Medical, a leader in
healthcare simulation, to provide a suite of products for distributing training simulations and scenarios directly over the Internet and managing
simulation centers worldwide. SimStore®, which allows simulation customers to sample, license and download scenarios directly to manikins
over the Internet, was launched in the first quarter of 2011. SimManager, a platform for managing simulation centers, will have an interface to
the HLC platform, and is due for commercial launch in early 2012. We have a long-term relationship with Laerdal and have been a distributor of
its HeartCode product line for the last five years. HeartCode uses task based manikins that assist healthcare professionals in studying, training,
and testing for what is commonly known as cardiopulmonary resuscitation (CPR) certification.

S-1
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Our Industry and Market Opportunity

According to the deputy director of the National Health Statistics Group at the Centers for Medicare and Medicaid Services (CMS), spending in
the healthcare industry reached approximately $2.5 trillion in 2009, or 17.6% of the U.S. gross domestic product. Hospital care expenditures
accounted for approximately 30% of the $2.5 trillion industry. Approximately 14.3 million professionals are employed in the healthcare segment
of the domestic economy, with approximately 5.0 million employed in acute-care hospitals, our primary target market for our learning and
research products. As of September 30, 2011, approximately 2.65 million healthcare professionals were subscribers to our Internet-based HLC
platform.

All of the 5.0 million hospital-based healthcare professionals that work in the nation s approximately 5,000 acute-care hospitals are required by
federal mandates and accrediting bodies to complete training in a number of areas. This training includes safety training mandated by both the
Occupational Safety and Health Administration (OSHA) and The Joint Commission (an independent, not-for-profit organization that accredits
and certifies healthcare organizations and programs in the United States), as well as training on patient information confidentiality required
under the Health Insurance Portability and Accountability Act (HIPAA).

In hospitals, staffing issues and personnel shortages have also contributed to the need for facility based workforce development as well as
additional assessment and competency based training. For example, the American Hospital Association s (AHA) report Workforce 2015:
Strategy Trumps Shortage (January 2010) estimates that the shortfall of physicians in 2020 will be approximately 109,000 and the shortage of
registered nurses in 2025 will be the equivalent of 260,000 full-time employees. We believe that offering training and education for hospital
personnel is increasingly being utilized as a retention and recruitment incentive.

Many healthcare professionals use continuing education to keep abreast of the latest developments and meet licensing and certification
requirements. Continuing education is required for nurses, emergency medical services personnel, first responder personnel, radiologic
personnel, and physicians. Pharmaceutical and medical device companies must also provide their medical industry sales representatives with
training mandated for the healthcare industry and training for new products. Such companies also provide support and content for education and
training of audiences that use their products in healthcare organizations.

A large portion of the nation s hospitals utilize research and survey tools to gain insight about patients experiences, to assess workforce
competency and engagement, to determine the status of physician relations, and to measure the perceptions about the hospitals in the
communities they serve. Industry-wide, interest is increasing in research, due, in part, to the CAHPS ©® (Consumer Assessment of Healthcare
Providers and Systems) Hospital Survey launched by CMS in partnership with the Agency for Healthcare Research and Quality (AHRQ).
Hospitals must submit data to CMS for certain required quality measures which for inpatients includes the CAHPS Hospital Survey in order to
receive the full market basket increase to their reimbursement payment rates from CMS. Hospitals that fail to submit this survey data will incur a
reduction of two percentage points in the inpatient market basket update amount for the following federal fiscal year. We are designated as a
certified vendor for and offer CAHPS © Hospital Survey services.

The healthcare education industry is highly fragmented and varies significantly in delivery methods (i.e., written materials, live events, video,
CD-ROM products, manikins, and online products). The sheer volume of healthcare information available to satisfy continuing education needs,
rapid advances in medical developments, and the time constraints that healthcare professionals face make it difficult to quickly and efficiently
access the continuing education content most relevant to an individual s practice or profession. Historically, healthcare professionals have
received continuing education and training through offline publications, such as medical journals and CD-ROMs, and by attending conferences
and seminars. In addition, other healthcare workers and pharmaceutical and medical device manufacturers sales and internal regulatory
personnel usually fulfill their
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education and training needs through instructor-led programs from external vendors or internal training departments. While these approaches
satisty the ongoing education and training requirements, they are typically costly and inconvenient. In addition, live courses are often limited in
the breadth of offerings and do not provide a method for tracking training completion. The results of these traditional methods, both from a
business and compliance standpoint, are difficult to track and measure. While hospitals and health systems occasionally survey their patients,
physicians, and employees using their own internal resources, the practice is limited since they do not typically possess the valuable comparative
benchmarking data that is available from independent survey research vendors.

Finally, the hospital industry continues to operate under intense pressure to reduce costs as a result of reductions in government reimbursement
rates and increased focus on cost containment consistent with participation of patients in managed care programs. In addition, hospitals, as well
as pharmaceutical and medical device companies, continue to experience rising operating costs, coupled with increased pressure to measure and
report on the outcomes of the dollars spent on training. Our products and services are designed to meet these needs by reducing healthcare
organizations costs of training while improving learning outcomes, enhancing reporting capabilities, and supporting customers business
objectives.

Our Solutions

Our solutions are organized into two product segments HealthStream Learning and HealthStream Research which collectively help healthcare
organizations meet their ongoing training, education, assessment, and compliance needs. We provide our learning and research solutions to a
wide range of customers within the healthcare industry. We derive a substantial portion of our revenues from a relatively small number of
customers, although no single customer represented more than 10% of our revenues during the first nine months of 2011, or during 2010, 2009,
or 2008. Our customer base includes HCA, Inc., Tenet Healthcare Corporation, Catholic Health Initiatives, Community Health Systems, Inc.,
Lifepoint Hospitals, Inc., and Ardent Health Services, LLC, among others.

HealthStream Learning Within HealthStream Learning, we bring training, assessment, and education content together with administrative and
management tools through our HLC. We also offer a more streamlined version of the HLC, HealthStream Express , along with HealthStream
Connect™, a content delivery platform that is designed for the singular purpose of allowing access to our extensive content libraries. These
content libraries allow HLC platform customers to subscribe to a wide array of additional courseware. Additionally, through our Hospital
Direct® capability in the HLC, medical device companies can offer online training support for their products directly to healthcare workers.

Our learning management system supports healthcare administrators in configuring training to meet the precise needs of various groups of
employees, modifying training materials, and documenting training completion. As of September 30, 2011, 2.65 million healthcare professionals
had contracted subscriptions for our Internet-based HLC services. Pricing for the HLC is subscription based, with fees based on the number of
subscribers, courseware provided, and other factors. We offer training, implementation, and account management services to facilitate adoption
of our platform. Fees for training are based on the time and efforts of the personnel involved. Implementation fees vary based on the size, scope,
and complexity of the project. Offered via a SaaS model, our Internet-based platform and our courseware are hosted in a central data center that
allows authorized subscribers Internet access to our services, thereby eliminating the need for onsite local implementations of installed learning
management products.

Platform Extensions In addition to the HLC, we offer an array of platform extensions, each serving a unique function for hospitals and health
systems. A platform extension is a SaaS application with its own value proposition and revenue stream.

S-3
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The Authoring Center is a platform extension that provides healthcare organizations the capability to create Internet-based courses by moving
their existing course material online or self-authoring new material and electively sharing these materials with our other customers through a
courseware exchange. We also offer Authoring Pro, an upgraded product which includes a licensed image library, as an additional subscription
to this product. Pricing for these products is subscription based, with fees based on the number of subscribers and level of penetration of services
within the customer organization.

The HealthStream Competency Center (HCC), our SaaS competency management solution for healthcare organizations, provides customers
tools to assess competency and appraise performance. Competency assessment is a requirement of hospitals and healthcare organizations for
maintaining accreditation based on requirements from The Joint Commission to evaluate, document, and report performance competencies. We
believe that the HCC offers an effective means of determining which competencies are associated with each position and evaluating and
documenting competency assessments. During 2010 and the first nine months of 2011, we released a series of enhancements to the HCC,
including features to enable large, multi-facility enterprises to more effectively manage competency and performance initiatives across all of
their facilities.

SimCenter®, our newest platform extension which is a suite of applications was announced in January 2011. We formed a collaborative
arrangement, named SimVentures, with Laerdal Medical A/S in 2010 to offer products and services aimed at accelerating the global adoption of
simulation-based learning by healthcare providers with a focus on improving clinical competencies and patient outcomes. The new venture will
offer healthcare organizations and medical and nursing schools worldwide a range of fully integrated SaaS applications that accelerate
development and distribution of simulation content; enable enterprise-wide management of simulation centers, simulators, and programs; and
support assessment of the effectiveness of simulation training as part of complete curricula. SimStore®, one segment of our collaborative
arrangement with Laerdal, began operations in the first quarter of 2011 and our new simulation management platform, SimManager , is
anticipated to be launched in early 2012.

The HealthStream Improvement Center is a SaaS-based platform extension related to our research offering. This extension is an online system
for hospital leaders to optimize and accelerate the execution of improvement plans, including those based on results from our patient, employee,
physician, and community surveys. The Improvement Center, a licensed technology, is one of a number of solutions from HealthStream
Research that include a comprehensive line of survey products, national benchmarks, HCAHPS Improvement Library, consulting services, and
other support tools.

HealthStream Research HealthStream Research complements HealthStream Learning s product and service offerings by providing

hospital-based customers with Patient Insights , Employee Insights , Physician Insights , and Community Insights surveys, data analyses of survey
results, and other research-based measurement tools. Our services are designed to provide thorough analyses with insightful recommendations

for change; benchmarking capability using our comprehensive databases; and consulting services to identify solutions for our customers based

on their survey results. Clients are able to access and analyze their survey results data through Insights Online , our secure web-based reporting
platform. Our survey and research solutions focus on providing statistically valid data to assist our customers with their decision making related

to their organization s performance improvement objectives. In addition to collecting and reporting data, we provide analysis and consulting to

help customers understand their survey results and the underlying impact on their business. It is with this insight that healthcare organizations

are able to develop plans for improved performance that can be delivered through our learning solutions. Pricing for these services is based on

the survey type, delivery method, size of the survey instrument, sample size, frequency of survey cycles, and other factors.

S-4

Table of Contents 8



Edgar Filing: HEALTHSTREAM INC - Form 424B5

Table of Conten
Our Competitive Strengths

We believe our competitive strengths include the following:

Leading provider of learning solutions for healthcare providers. Since the introduction of online learning in hospitals over a decade
ago, we have been a market leader in subscriber-based learning solutions each year. As of September 30, 2011, we had 2.65 million
subscribers contracted to use our HLC learning platform. Having the largest base of hospital and health system customers in the
marketplace has resulted in a network effect whereby our customers now comprise a large, singularly focused community uniquely
available through HealthStream that delivers additional value to all connected constituents.

Highly scalable subscriber-based solutions offered as a SaaS model. Our solutions are offered to hospitals and health systems
primarily through subscriptions, which are typically contracted in multi-year agreements. Our core platform is provided via a SaaS
model, a more streamlined, efficient service for our customers, which expedites implementation and saves them valuable resources,
both in time and IT personnel. Our SaaS business model generates stable, recurring revenue. Our renewal rate for the first nine
months of 2011, as measured by number of subscribers, was 97.4%, and our average contract length for the HLC is approximately
three years. The stability in our subscriber base and the nature of our multi-year subscription agreements provide us with improved
visibility into future-period revenues.

Comprehensive network of content and simulation partnerships. We have over 50 content partnerships that, collectively, offer over
5,000 online courses to our customers making our set of offerings one of the most comprehensive in the industry. Our content
partners receive a royalty for content when it is consumed by our customers. Concurrently, we manage all aspects of
content/courseware delivery, including the service level agreement, thereby saving customers the administrative burdens associated
with content updates, maintenance schedules, and similar requirements for multiple content providers. One of our key strategic
relationships for training and simulation content is with Laerdal Medical, a global market leader in medical simulation. Our
partnership with Laerdal began in 2005 with the launch of the HeartCode suite of products, which subsequently became one of our
top selling content products. This content partnership is currently under a multi-year agreement. Our most recent collaborative
arrangement with Laerdal, SimVentures, was announced in 2010 and is also operating under a multi-year agreement. Together, we
are launching SimCenter®, an innovative suite of software applications to make simulation-based training for healthcare
organizations worldwide easier and more accessible. In addition to our 50 content partners mentioned above, we also have over 30
simulation content partners through SimVentures.

Vertical focus on healthcare with deep domain expertise. We focus exclusively on healthcare and serving the unique training and
research needs of acute-care hospitals and other healthcare organizations, which we believe gives us a competitive advantage
compared to other talent management software providers. Our platform includes features and capabilities built specifically for
hospitals, including, for example, a continuing education certificate manager, healthcare regulatory required reports, and in-service
training sponsored by medical device/pharmaceutical companies. To support our customers, we employ personnel with clinical
backgrounds and hospital experience, which is particularly helpful in servicing this highly regulated environment requiring a wide
range of clinical and business skills. We also approach our clients with our proven solution-selling approach that supports healthcare
providers urgent patient safety, quality, and risk management initiatives. Hospitals and health systems face challenges to improve the
quality of care, reduce medical errors, and implement critical quality initiatives all while undergoing financial pressures, new
regulations, and workforce shortages. Our approach has consistently been to provide solutions to hospitals that improve outcomes for
their workforce and, in turn, patient care. We focus on understanding our hospital customers challenges and providing meaningful
solutions that deliver positive outcomes.

S-5
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Strong regulatory underpinnings to core solutions. The healthcare industry is highly regulated. The Joint Commission, OSHA, and
CMS are a few of the primary regulatory agencies that require enterprise-wide training for hospital employees. CMS also requires
the solicitation of patients experiences via patient surveys as a result of HCAHPS (Hospital Consumer Assessment of Healthcare
Providers and Systems). The reporting of HCAHPS scores is now mandatory; scores will play a pivotal role in CMS s value-based
purchasing model that impacts reimbursement rates for hospitals. Both our core learning and research solutions are designed to
address and work within this complex regulatory environment.

Experienced and accomplished senior management team. Our senior management team has extensive industry experience. Robert A.
Frist, Jr., our chairman and chief executive officer (CEO), co-founded HealthStream in 1990. Our chief financial officer (CFO),
Gerard M. Hayden, Jr., has extensive financial experience, having served as CFO at four public companies and as a member of our
board of directors. Our chief operating officer (COO), J. Edward Pearson, has extensive healthcare leadership experience, having
served as CEO at three healthcare IT firms and as CFO at a public healthcare company prior to joining us.

Our Growth Strategy

Add subscribers to our platform. A subscription to our core HLC platform includes the learning platform and a library of online
regulatory courseware, which is typically priced at approximately $10 to $20 per subscriber, per year. As of September 30, 2011, our
core platform was used by 2.65 million subscribers in approximately half of the acute-care hospitals in the U.S. Over the last 20
quarters, we have averaged adding over 50,000 new subscribers per quarter. We believe there is an opportunity to expand the number
of hospitals and health systems using our solutions. The migration to online learning and simulation-based training programs by
hospitals is ongoing, with many institutions just beginning the transition.

Sell additional content. We actively work to build relationships with our customers and sell additional content to meet their ongoing
needs in training and developing their workforces. Additional content subscriptions build the value of each subscriber and, in turn,
each account. We partner with healthcare industry leaders, highly regarded professional medical and nursing associations, and other
best-in-class providers to offer healthcare providers a broad range of courseware to meet their regulatory, clinical, and business
learning needs. We offer over 5,000 online courses from over 50 content providers. These content partners include Laerdal Medical,
the American Association of Critical Care Nurses (AACN), Lippincott Williams & Wilkins, and Harvard Business Publishing,
among others.

Offer platform extensions. In addition to our core platform, the HLC, we offer a suite of platform extensions, each serving a key,
unique function for hospitals and health systems. These include: Authoring Center, which is contracted by approximately 80% of our
core platform customers to self-publish on the core platform; Competency Center, which is used to manage competency and
performance management programs; Improvement Center, which is used to optimize and accelerate the execution of improvement
plans; and most recently, SimCenter®, which is a suite of applications to make simulation-based training easier and more accessible.

Evaluate expansion into new related markets. Outside of the approximately 5.0 million healthcare employees working in acute-care
hospitals in the U.S., there are over five million additional healthcare employees working in ancillary healthcare facilities, including
surgery centers, long-term care facilities, renal care facilities, home healthcare organizations, and psychiatric/behavioral health
facilities. Through our recognized leadership in the acute-care space, we have attracted clients from each of these related markets that
require the solutions offered by our products and services.

S-6
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Pursue strategic acquisitions. In addition to organic growth, we consider potential acquisition opportunities as they arise. We look
for strategic fit and consistency with our business principles. We are focused on healthcare, product-based solutions, products that
generate recurring revenues, as well as products and/or assets that leverage our position. Acquisition targets may add subscribers,
grow market share, create new platform extensions, or deliver knowledge assets.

Company Information

Headquartered in Nashville, Tennessee, we were incorporated in 1990 and began providing our Internet-based learning solutions in 1999 and our
survey and research solutions in 2005. Including an additional office in Laurel, Maryland, we had 388 full-time and 81 part-time employees as
of September 30, 2011. We have evolved from a company with an initial focus on technology-based training to a company providing
outcomes-focused learning and research solutions to the nation s healthcare providers.

Our principal executive office is located at 209 10™ Avenue South, Suite 450, Nashville, Tennessee 37203. Our telephone number is
(615) 301-3100 and our website address is www.healthstream.com. Information included or referred to on our website is not a part of this
prospectus.
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The Offering

For a more complete description of the terms of the common stock being offered by this prospectus supplement and the accompanying
prospectus, see the section entitled Description of Common Stock in the accompanying prospectus.

Common stock offered
by us

Common stock offered
by the selling shareholders

Common stock to be outstanding
after this offering

Use of proceeds

Risk factors

NASDAQ Global Market symbol

3,100,000 shares

150,000 shares!

25,372,085 shares

We intend to use the net proceeds from this offering, after deduction of underwriting
discounts and commissions and estimated offering expenses, for working capital and
general corporate purposes and/or to acquire or invest in strategic businesses, products or
technologies. For more information, see the section entitled Use of Proceeds.

We will not receive any proceeds from the sale of our common stock by the selling
shareholders.

See Risk Factors and other information included in this prospectus supplement and the
accompanying prospectus for a discussion of factors you should carefully consider before

deciding whether to invest in shares of our common stock.

HSTM

1 50,000 of these shares will be offered upon the exercise of vested options to purchase shares of our common stock with a weighted average exercise price of
$1.85 by certain of our executive officers and directors who are selling shareholders.

The number of shares of our common stock to be outstanding after this offering is based on 22,222,085 shares of common stock outstanding as

of November 7, 2011. Unless specifically stated otherwise, the information in this prospectus supplement excludes an aggregate of 2,291,500

shares of common stock that are reserved for issuance upon exercise of all options outstanding as of November 7, 2011 under our 2000 Stock

Incentive Plan and our 2010 Stock Incentive Plan, with a weighted average exercise price of $4.05 per share (including 50,000 shares being sold

in this offering).

Unless specifically stated otherwise, information throughout this prospectus supplement assumes no exercise of outstanding options to purchase
shares of our common stock (other than the 50,000 shares being sold in this offering upon the exercise of outstanding options), and no exercise
by the underwriters of their option to purchase up to an aggregate of 487,500 additional shares of our common stock to cover overallotments.
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SUMMARY FINANCIAL DATA

The summary statement of income data presented below for the years ended December 31, 2008, 2009 and 2010 are derived from our audited
consolidated financial statements, which are incorporated by reference herein. The summary statement of income data for the nine months ended
September 30, 2010 and 2011 and the summary balance sheet data as of September 30, 2011 are derived from our unaudited consolidated
financial statements, which are incorporated by reference herein. You should read the following summary financial data in conjunction with our
consolidated financial statements and the notes to those statements and Management s Discussion and Analysis of Financial Condition and
Results of Operations appearing in our most recent quarterly and annual reports, which are incorporated by reference herein. Revenues may be
subject to fluctuations as discussed further in Management s Discussion and Analysis of Financial Condition and Results of Operations located in
our quarterly and annual reports incorporated by reference herein. During 2010, we recorded a tax provision of approximately $2.9 million.
During 2009 and 2008, we recognized portions of our deferred tax assets through the reversal of the valuation allowance, resulting in deferred
income tax benefits of approximately $9.1 million and $375,000, respectively. As a result of these factors, the annual results presented below are
not comparable.

Nine Months
Ended
For The Year Ended September 30,
December 31, (unaudited)
2008 2009 2010 2010 2011

(in thousands, except per share data)

STATEMENT OF INCOME DATA

Revenues, net $51,600 $57,398 $65,754 $48,114 $60,175
Operating costs and expenses:
Cost of revenues (excluding depreciation and amortization) 19,654 21,344 24,191 17,643 22,623
Product development 5,670 6,285 6,989 4,999 5,644
Sales, marketing, general and administrative expenses 18,972 19,508 22,635 16,254 19,683
Depreciation and amortization 4,822 5,139 4,880 3,769 3,868
Total operating costs and expenses 49,118 52,276 58,695 42,665 51,818
Income from operations 2,482 5,122 7,059 5,449 8,357
Other income (expense), net 72 (15) 21 (18) 8
Income before income taxes 2,554 5,107 7,038 5,431 8,365
Income tax provision (benefit) (301) (8,865) 2,884 2,481 3,213
Net income $ 2855 $13972 $ 4,154 $ 2950 $ 5,152
Earnings per share basic $ 013 $ 065 $ 019 $ 014 $ 0.23
Earnings per share  diluted $ 013 $ 064 $ 018 $ 013 $ 022
Weighted average shares outstanding  basic 21,707 21,458 21,767 21,759 22,001
Weighted average shares outstanding  diluted 22,204 21,838 22,488 22,358 23,272
September 30, 2011
As
Actual Adjusted (1)
(unaudited)

BALANCE SHEET DATA (in thousands)
Cash and cash equivalents and investments in marketable securities $ 30,236 $ 77,519
Goodwill and intangible assets 31,068 31,068
Total assets 91,435 138,718
Deferred revenue 20,488 20,488
Long-term debt and capital leases, net of current portion
Shareholders equity 63,565 110,848
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(1) As adjusted to give effect to the sale by us of 3,100,000 shares of common stock in this offering at an assumed public offering price of
$16.12 per share, the last reported sales price of our common stock on The NASDAQ Global Market on November 11, 2011, after
deducting underwriting discounts and commissions and estimated offering expenses.
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RISK FACTORS

An investment in the common stock offered by this prospectus supplement involves substantial risk of loss. In consultation with your own
financial and legal advisers, you should carefully consider, among other matters, the factors set forth below, as well as the risk factors set forth
in Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2010, as amended, and any subsequently filed periodic reports
that are incorporated by reference in this prospectus supplement and the accompanying prospectus before you decide to purchase shares of our
common stock. The risks and uncertainties described below and in such incorporated documents are not the only risks and uncertainties we
face. Additional risks and uncertainties not currently known to us or that we currently deem immaterial also may impair our business
operations. If any of the following risks actually occur, our business, results of operations and financial condition could suffer. In that event, the
trading price of our common stock could decline, and you may lose all or a part of your investment.

Risks Related to Our Business Model

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

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

expenses, delays and difficulties of identifying and developing new products or services and integrating such new products or services into
our existing organization;

inability to leverage our operational and financial systems sufficiently to support our growth;

inability to generate sufficient revenue from new products to offset investment costs;

inability to effectively identify, manage and exploit existing and emerging market opportunities;

inability to maintain our existing customer relationships;

increased competition from new and existing competitors;

lengthy sales cycles, or customers delaying purchasing decisions due to economic conditions;

reduced spending within the training, information and education departments of hospitals within our target market; and

failure of the market for training, information and education in the healthcare industry to grow to a  sufficient size or at a sufficient rate.
If any of these risks are realized, our business, and our competitive position in the industry, could suffer.

We may be unable to effectively identify, complete or integrate the operations of future acquisitions, joint ventures or other growth
investments.

As part of our growth strategy, we actively review possible acquisitions, joint ventures or growth investments that complement or enhance our
business. We may not be able to identify, complete or integrate the operations of future acquisitions, joint ventures or other growth investments.
In addition, if we finance acquisitions, joint ventures or other growth initiatives by issuing equity securities, our existing shareholders may be
diluted which could affect the market price of our stock. As a result, if we fail to properly evaluate and execute acquisitions and investments, our
business prospects may be seriously harmed. Some of the risks that we may encounter in implementing our acquisition, joint venture or growth
investment strategies include:

expenses, delays or difficulties in identifying and integrating acquired companies or joint venture operations or other growth investments into
our organization;
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inability to retain personnel associated with acquisitions, joint ventures, or other growth investments;
diversion of management s attention from other initiatives and/or day-to-day operations to effectively execute our growth strategy; and

inability to generate sufficient revenue, profit, and cash flow from acquisitions, joint ventures, or other growth investments to offset our
investment costs.

Our ability to accurately forecast revenue for certain products and services may be hindered by customer scheduling.

As revenues from our subscription business continue to increase, a larger portion of our revenues will be predictable; however, quarterly
performance may be more subject to fluctuations. Our HealthStream Research products and services are typically contracted by healthcare
organizations for multi-year terms, but the frequency, sample size, and timing of survey cycles can vary from quarter to quarter and year to year.
Also, other project-based products, such as certain content development, and professional services, are subject to the customers involvement in
the provision of the product or service. The timing and magnitude of these project-based product and service contracts may vary widely from
quarter to quarter and year to year, and thus may affect our ability to accurately forecast quarterly and annual financial performance.

Our ability to accurately forecast revenue may be affected by lengthy and widely varying sales cycles.

The period from our initial contact with a potential customer and their first purchase of our solution typically ranges from three to nine months,
and in some cases has extended much further. The range in the sales cycle can be impacted by multiple factors, including an increasing trend
towards more formal request for proposal (RFP) processes and more competition within our industry, as well as formal budget timelines which
impact timing of purchases by target customers. New products tend to have a longer and more unpredictable revenue ramp period. Also, the
contract structure for some Research products gives customers latitude about when to initiate a survey, which can affect quarterly or annual
revenue forecasts. As a result of these factors, we have only limited ability to forecast the timing and type of initial sales. This, in turn, makes it
more difficult to forecast quarterly and annual financial performance.

We may not be able to maintain our competitive position against current and potential competitors, especially those with significantly greater
financial, technical, marketing, or other resources.

Several of our competitors and many potential competitors have longer operating histories and significantly greater financial, technical,
marketing, or other resources than we do. We encounter direct competition from both large and small e-learning companies and other companies
focused on training and talent management in the healthcare industry. We also face competition from larger survey and research companies.
Given the profile and growth of the healthcare industry and the growing need for education, training, simulation, research, and information, it is
likely that additional competitors will emerge. We believe we maintain a competitive advantage against our competitors by offering a
comprehensive array of products and services; however, our lack of market diversification resulting from our concentration on the healthcare
industry may make us susceptible to losing market share to our competitors who also offer a complete e-learning solution to a cross-section of
industries. These companies may be able to respond more quickly than we can to new or changing opportunities, technologies, standards or
customer requirements. Further, most of our customer agreements are for terms ranging from one to four or five years, with no obligation to
renew. The short terms of these agreements enable customers to more easily shift to one of our competitors.

The failure to maintain and strengthen our relationships with strategic partners or significant changes in the terms of the agreements we
have with them may have an adverse impact on our ability to successfully market our products and services.

We have entered into contracts with other companies, including content, technology, and retail channel vendors. Our ability to increase the sales
of our products and services depends in part upon maintaining and
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strengthening relationships with these current and future strategic partners. Most of these contracts are on a non-exclusive basis. Certain strategic
partners may offer products and services from multiple distinct companies, including, in some instances, products or services which may
compete with our products and services. Moreover, under contracts with some of our strategic partners, we may be bound by provisions that
restrict our ability to market and sell our products and services to certain potential customers. The success of these contractual arrangements will
depend in part upon the strategic partners own competitive, marketing, and strategic considerations, including the relative advantages of using
alternative products being developed and marketed by them or our competitors.

We cannot guarantee that we will be able to maintain and strengthen our relationships with strategic partners, that we will be successful in
effectively integrating such partners products and technology into our own, or that such relationships will be successful in generating additional
revenue. If any of these strategic partners are unsuccessful in their involvement with our products and services, or seek to amend the financial or
other terms of the contracts we have with them, we will need to broaden our efforts to increase focus on the types of services and solutions they
sell and alter our development, integration, and/or distribution strategies, which may divert our planned efforts and resources from other
projects.

Lastly, we could be subject to claims and liability, as a result of the activities, products, or services of these strategic partners. Even if these
claims do not result in liability to us, investigating and defending these claims could be expensive, time-consuming and result in suspension of
certain offerings to our clients and/or adverse publicity that could harm our business.

We may not be able to retain proper distribution rights from our content partners, and this could affect projected growth in courseware
subscription revenue.

Most of our agreements with content providers are for initial terms of two to three years. The content partners may choose not to renew their
agreements with us or may terminate the agreements early if we do not fulfill our contractual obligations. If a significant number of our content
providers terminate or fail to renew their agreements with us on acceptable terms, it could result in a reduction in the number of courses we are
able to distribute, causing decreased revenues. Most of our agreements with our content partners are non-exclusive, and our competitors offer, or
could offer, training and continuing education content that is similar to or the same as ours. If publishers and authors, including our current
content partners, offer information to users or our competitors on more favorable terms than those offered to us, or increase our license fees, our
competitive position and our profit margins and prospects could be harmed. In addition, the failure by our content partners to deliver
high-quality content and to revise their content in response to user demand and evolving healthcare advances and trends could result in customer
dissatisfaction and inhibit our ability to attract and retain subscribers of our courseware offerings.

We may not be able to develop new products and services, or enhancements to our existing products and services, or be able to achieve
widespread acceptance of new products, services or features, or keep pace with technological developments.

Our growth strategy depends in part on our ability to generate revenue growth through sales to new customers as well as increasing sales of
additional courseware subscriptions and other products and services to existing customers. Our identification of additional features, content,
products and services may not result in timely development of complementary products. In addition, the success of certain new products and
services may be dependent on continued growth in our base of Internet-based customers and we are not able to accurately predict the volume or
speed with which old and new customers will adopt such new methodology. Because healthcare training continues to change and evolve, we
may be unable to accurately predict and develop new products, features, content and other products to address the needs of the healthcare
industry. Further, the new products, services and enhancements we develop may introduce significant defects into or otherwise negatively
impact our core software platforms. While all new products and services are subject to testing and quality control, all software and
software-based services are subject to errors and malfunctions. If we release new products, services and/or enhancements with bugs, defects or
errors or that cause bugs, defects or errors in
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existing products, it could result in lost revenues, reduced ability to meet contractual obligations and would be detrimental to our business and
reputation. If new products, features, or content are not accepted or integrated by new or existing customers, we may not be able to recover the
cost of this development and our financial performance will be harmed. Continued growth of our Internet-based customer population is
dependent on our ability to continue to provide relevant products and services in a timely manner. The success of our business will depend on
our ability to continue providing our products and services as well as enhancing our courseware, product and service offerings that address the
needs of healthcare organizations.

We may be unable to continue to license our third party software, on which a portion of our product and service offerings rely, or we may
experience errors in this software, which could increase our costs and decrease our revenue.

We use licensed third party technology components in some of our products. Future licenses to these technologies may not be available to us on
commercially reasonable terms, or at all. The loss of or inability to obtain or maintain any of these licenses could result in delays in the
introduction of new products and services or could force us to discontinue offering portions of our learning management or survey and research
solutions until equivalent technology, if available, is identified, licensed and integrated. The operation of our products would be impaired if
errors occur in third party technology or content that we incorporate, and we may incur additional costs to repair or replace the defective
technology or content. It may be difficult for us to correct any errors in third party products because the products are not within our control.
Accordingly, our revenue could decrease and our costs could increase in the event of any errors in this technology. Furthermore, we may
become subject to legal claims related to licensed technology based on product liability, infringement of intellectual property or other legal
theories.

Financial Risks
A significant portion of our revenue is generated from a relatively small number of customers.

We derive a substantial portion of our revenues from a relatively small number of customers. A termination of our agreements with any of our
significant customers or a failure of these customers to renew their contracts on favorable terms, or at all, would have a material adverse effect
on our business.

A significant portion of our business is subject to renewal each year. Therefore, renewals have a significant impact on our revenue and
operating results.

For the nine months ended September 30, 2011, approximately 67% of our net revenue was derived from our Internet-based subscription
products. Our Internet-based HLC customers have no obligation to renew their subscriptions for our products or services after the expiration of
the subscription agreement, and in fact, some customers have elected not to renew their subscription. In addition, our customers may renew at a
lower pricing or activity level. During the year ended December 31, 2010, we renewed 101% of the annual HLC contract value up for renewal
and 100% of the subscribers which were up for renewal. During the nine months ended September 30, 2011, we renewed 104% of the annual
HLC contract value up for renewal and 97% of the subscribers which were up for renewal. Because a significant portion of our customer
contracts have only renewed three or fewer times, we do not have sufficient historical data to accurately predict future customer renewal rates.
Our customers renewal rates may decline or fluctuate as a result of a number of factors, including but not limited to their dissatisfaction with our
service, pricing or competitive product offerings. If we are unable to renew a substantial portion of the contracts that are up for renewal or
maintain our pricing, our revenue could be adversely affected, which would have a material adverse affect on our results of operations and
financial position. HealthStream Research product and service contracts typically range from one to three years in length, and customers are not
obligated to renew their contract with us after their contract expires. Because many of our Research customers have only renewed three or fewer
times we do not have sufficient historical data to accurately predict customer renewal rates. If our customers do not renew their arrangements for
our services, or if their activity levels decline, our revenue may decline and our business will suffer.
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We may be unable to accurately predict the timing of revenue recognition from sales activity as it is often dependent on achieving certain
events or performance milestones, and this inability could impact our operating results.

Our ability to recognize revenue is dependent upon several factors including the transfer of customer-specific information such as unique
subscriber IDs, which are required for us to implement customers on our Internet-based learning platform. Accordingly, if customers do not
provide us with the specified information in a timely manner, our ability to recognize revenue will be delayed, which could adversely impact our
operating results. In addition, completion and acceptance by our customers of developed content and courseware must be achieved, survey
responses must be received and tabulated, and utilization of courseware is required in connection with subscription Internet-based learning
products for us to recognize revenue.

Because we recognize revenue from subscriptions for our products and services over the term of the subscription period, downturns or
upturns in sales may not be immediately reflected in our operating results.

We recognize approximately 67% of our revenue from customers monthly over the terms of their subscription agreements, which have initial
contract terms ranging from one to three years, although terms can range from less than one to up to five years. As a result, much of the revenue
we report in each quarter is related to subscription agreements entered into during previous quarters. Consequently, a decline in new or renewed
subscription agreements in any one quarter will not necessarily be fully reflected in the revenue in that quarter and will negatively affect our
revenue in future quarters. In addition, we may be unable to adjust our cost structure to reflect this reduced revenue. Accordingly, the effect of
significant downturns in sales and market acceptance of our products and services may not be fully reflected in our results of operations until
future periods. Additionally, our subscription model also makes it difficult for us to rapidly increase our revenue through additional sales in any
period, as revenue from new customers must be recognized over the applicable subscription term. Finally, the majority of costs associated with
sales are incurred up front, and therefore unexpected successes in platform and courseware sales may increase our costs in the near term
negatively affecting our financial performance.

We may not be able to meet our strategic business objectives unless we obtain additional financing, which may not be available to us on
favorable terms, or at all.

We expect our current cash reserves, revolving credit facility, and cash flows from operations to be sufficient to meet our cash requirements
through at least 2012. However, we may need to raise additional funds in order to:

develop new, or enhance existing, services or products;

respond to competitive pressures;

finance working capital requirements;

acquire complementary businesses, technology, content or products; or

otherwise effectively execute our growth strategy.
At September 30, 2011, we had approximately $30.2 million in unrestricted cash, cash equivalents, investments in marketable securities and
related interest receivable. We also have up to $20.0 million of availability under a revolving credit facility, subject to certain covenants, which
expires in July 2012. We expect to incur approximately $10.0 million of capital expenditures, software feature enhancements and content
purchases during 2011, which includes the $3.5 million investment in the AVS product made during the first quarter. We continue to actively
review possible business acquisitions that would complement or enhance our products and services. We may not have adequate cash and
investments or availability under our revolving credit facility to consummate one or more of these acquisitions. The capital markets have been
experiencing extreme volatility and disruption, and we cannot assure you that if we need additional financing that it will be available on terms
favorable to us, or at all. If adequate funds are not available or are not available on acceptable terms, our ability to fund expansion, take
advantage of available opportunities, develop or enhance services or products or
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otherwise respond to competitive pressures would be significantly limited. If we raise additional funds by issuing equity or convertible debt
securities, the percentage ownership of our existing shareholders may be reduced.

We have significant goodwill and identifiable intangible assets recorded on our balance sheet that may be subject to impairment losses that
would reduce our reported assets and earnings.

As of September 30, 2011, our balance sheet included goodwill of $21.1 million and identifiable intangible assets of $2.2 million. There are
inherent uncertainties in the estimates, judgments and assumptions used in assessing recoverability of goodwill and intangible assets. Economic,
legal, regulatory, competitive, reputational, contractual, and other factors could result in future declines in the operating results of our business
units or market value declines that do not support the carrying value of goodwill and identifiable intangible assets. If the value of our goodwill
and/or intangible assets is impaired, accounting rules require us to reduce their carrying value and report an impairment charge, which would
reduce our reported assets and earnings for the period in which an impairment is recognized.

The current uncertain economic environment may have a negative impact on our customers and us which could have a significant impact on
our revenue, operating results and financial condition.

It is difficult to predict the full magnitude and duration of the current uncertain economic environment and its related impact on our customers,
suppliers and our company. For example, our customers may experience fluctuations or declines in their business and as a consequence, some
customers may choose to invest less in information technology assets for their business which, in turn, could have an impact on us. The potential
negative effects on us include, but are not limited to, reductions in our renewal and revenue growth rates, shorter contract terms, pricing
pressures, and delays in payments from customers that increase our accounts receivable resulting in a deterioration of our cash flow and working
capital position. We continue to monitor general economic conditions, however, and depending on the severity and/or duration of any economic
downturn, these circumstances could have a material adverse effect on our revenue, results from operations and financial condition.

We may not be able to demonstrate compliance with Sarbanes-Oxley Section 404 in a timely manner, and the correction of any deficiencies
identified during upcoming annual audits may be costly and could harm our business.

Sarbanes-Oxley Section 404 requires our management to report on, and requires our independent public accounting firm to attest to, the
effectiveness of our internal controls over financial reporting. Because our public float currently exceeds the $75 million threshold for becoming
an accelerated filer as of the June 30, 2011 measurement date we will be required to comply with the reporting requirements under
Sarbanes-Oxley Section 404(b) in the 2011 calendar year. The rules governing the standards to be met are complex and will require significant
process review, documentation and testing, as well as possible remediation efforts for any identified deficiencies. This process of review,
documentation, testing and remediation will result in increased expenses and require significant attention from management and other internal
and external resources. Any material weaknesses identified during this process may preclude us from asserting the effectiveness of our internal
controls. This may negatively affect our stock price if we cannot effectively remediate the issues identified in a timely manner.

Changes in generally accepted accounting principles (GAAP) and other accounting regulations and interpretations could require us to delay
recognition of revenue and/or accelerate the recognition of expenses, resulting in lower earnings.

While we believe we correctly account for and recognize revenue and expenses, any changes in GAAP or other accounting regulations and
interpretations concerning revenue and expense recognition could decrease our revenue or increase our expenses. Changes to regulations
concerning revenue recognition could require us to alter our current revenue accounting practices and cause us to either defer revenue into a
future period, or to
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recognize lower revenue in a current period. Likewise, changes to regulations concerning expense recognition could require us to alter our
current expense accounting practices and cause us to defer recognition of expense into a future period, or to recognize increased expenses in a
current period. Changes to either revenue recognition or expense recognition accounting practices could affect our financial performance.

Risks Related to Sales, Marketing and Competition

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

Over the past few years we have implemented several changes, and we continue to make changes, in our pricing and our product and service
offerings to increase revenue and to meet the needs of our customers. We cannot predict whether our current pricing and products and services,
or any ongoing refinements we make will be accepted by our existing customer base or by prospective customers. If our customers and potential
customers decide not to accept our current or future pricing or product and service offerings, it could have a material adverse effect on our
business.

Risks Related to Operations

We may be unable to adequately develop our systems, processes and support in a manner that will enable us to meet the demand for our
services.

We have provided our online products and services since 1999 and continue to develop our ability to provide our courseware, learning
management systems, and research systems on both a subscription and transactional basis over the Internet. Our future success will depend on
our ability to effectively develop and maintain the infrastructure, including procurement of additional hardware and software, and implement the
services, including customer support, necessary to meet the demand for our products and services. Our inability from time to time to successfully
develop the necessary systems and implement the necessary services on a timely basis has resulted in our customers experiencing some delays,
interruptions and/or errors in their service. Such delays or interruptions may cause customers to become dissatisfied with our service and move
to competing providers of traditional and online training and education services. If this happens, our revenue and reputation could be adversely
affected, which would have a material adverse effect on our financial condition.

Our business operations could be significantly disrupted if we lose members of, or fail to integrate, our management team.

Our future performance is substantially dependent on the continued services of our management team and our ability to retain and motivate
them. The loss of the services of any of our officers or senior managers could harm our business, as we may not be able to find suitable
replacements. We do not have employment agreements with any of our key personnel, other than our chief executive officer, and we do not
maintain any key person life insurance policies.

We may not be able to hire and retain a sufficient number of qualified employees and, as a result, we may not be able to effectively execute
our growth strategy or maintain the quality of our services.

Our future success will depend on our ability to attract, train, motivate, and retain other highly skilled technical, managerial, marketing,
customer support, and survey personnel. Competition for certain personnel is intense, especially for developers, web designers and sales
personnel, and we may be unable to successfully attract sufficiently qualified personnel. We have experienced difficulty in the past hiring
qualified personnel in a timely manner for these positions. The pool of qualified technical personnel, in particular, is limited in Nashville,
Tennessee, where our headquarters are located. Our interviewing center is located in Laurel, Maryland, and we may experience difficulty in
maintaining and recruiting qualified individuals to perform these services. We will also need to maintain or increase the size of our staff to
support our anticipated growth, without compromising the quality of our offerings or customer service. Our inability to locate, hire, integrate and
retain qualified

personnel in sufficient numbers may reduce the quality of our services and impair our ability to grow.
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We may not be able to upgrade our hardware and software technology infrastructure quickly enough to effectively meet demand for our
services.

We must continue to obtain reasonably priced, commercially available hardware and operating software as well as continue to enhance our
software to accommodate the increased use of our platform and increased courseware in our library. Decisions about hardware and software
enhancements are based in part on estimated forecasts of the growth in demand for our services. This growth in demand for our services is
difficult to forecast and the potential audience for our services is widespread and dynamic. If we are unable to increase the data storage and
processing capacity of our systems at least as fast as the growth in demand, our customers may encounter delays or disruptions in their service.
Unscheduled downtime could harm our business and also could discourage current and potential customers from using or continuing to use our
services and reduce future revenue.

Our network infrastructure and computer systems and software may fail.

An unexpected event including but not limited to a telecommunications failure, fire, earthquake, or other catastrophic loss at our Internet service
providers facilities or at our on-site data facility could cause the loss of critical data and prevent us from offering our products and services for
an unknown period of time. System downtime could negatively affect our reputation and ability to sell our products and services and may
expose us to significant third-party claims. Our business interruption insurance may not adequately compensate us for losses that may occur. In
addition, we rely on third parties to securely store our archived data, house our web server and network systems and connect us to the Internet.
While our service providers have planned for certain contingencies, the failure by any of these third parties to provide these services
satisfactorily and our inability to find suitable replacements would impair our ability to access archives and operate our systems and software.

We may lose users and lose revenue if our security measures fail.

If the security measures that we use to protect customer or personal information are ineffective, we may lose users of our services, which could
reduce our revenue, tarnish our reputation, and subject us to significant liability. We rely on security and authentication technology licensed
from third parties. With this technology, we perform real-time credit card authorization and verification, as well as the encryption of other
selected secure customer data. We cannot predict whether these security measures could be circumvented by new technological developments.
Further, the audit processes and controls used within our production platforms may not be sufficient to identify and prevent errors or deliberate
misuse. In addition, our software, databases and servers may be vulnerable to computer viruses, physical or electronic attacks and similar
disruptions. We may need to spend significant resources to protect against security breaches or to alleviate problems caused by any breaches.
We cannot assure that we can prevent all security breaches.

We may experience errors in our software products that administer and report on hospital performance, and these errors could result in
action taken against us that could harm our business.

Certain survey data collected and reported by us, such as the survey data included as part of our CAHPS ® Hospital survey is used by the Centers
for Medicare and Medicaid Services (CMS) to determine, in part, the amount of reimbursement payments to hospitals, and any errors in data
collection, survey sampling, or statistical reporting could result in reduced reimbursements to our hospital customers if we are unable to correct
these errors, and this could, in turn, result in litigation against us. Further, this survey data reported to CMS is then published by CMS to the
general public, and any errors we experience which result in incorrect scoring on our hospital customer may result in damage to that hospital s
reputation, and the hospital may in turn bring litigation against us. We may be required to indemnify against such claims, and defending against
any such claims could be costly and time consuming and could negatively affect our business.
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Government regulation may subject us to liability or require us to change the way we do business.

The laws and regulations that govern our business change rapidly. Evolving areas of law that are relevant to our business include privacy and
security laws, proposed encryption laws, content regulation, information security accountability regulation, and sales and use tax laws and
regulations and attempts to regulate activities on the Internet. Because of this rapidly evolving and uncertain regulatory environment, we cannot
predict how these laws and regulations might affect our business. These uncertainties make it difficult to ensure compliance with the laws and
regulations governing or impacting our business. These laws and regulations could harm us by subjecting us to liability or forcing us to change
how we do business. In addition, certain laws mandate that our customers contractually require us to protect the privacy and security of certain
personal and health related information. If we fail to abide by these required contractual provisions, our customers may terminate their contracts
with us. In addition, the American Recovery and Reinvestment Act of 2009 (ARRA) expanded the application of certain of the Health Insurance
Portability and Accountability Act of 1996 (HIPAA) privacy and security regulations to apply directly to business associates including us.
Violations of HIPAA privacy and security regulations may result in civil and criminal penalties. Further, ARRA has increased these penalties
and strengthened other enforcement provisions of HIPAA, which may result in increased enforcement activity.

We may not be able to maintain our certification to conduct CMS mandated surveys, and this could adversely affect our business.

Our survey product offerings include providing survey services to assist customers in their compliance with CMS regulations. We are currently
designated by CMS as a certified vendor to offer CAHPS ® Hospital Surveys and CAHPS ® Home Health Care Surveys, including data
collection and submission services. If we are unable to maintain these certifications, or secure certifications for future CMS mandated surveys,
we would not be able to administer these survey instruments for our customers and our business may suffer.

Any reduction or change in the regulation of continuing education and training in the healthcare industry may adversely affect our
business.

Our business model is dependent in part on required training and continuing education for healthcare professionals and other healthcare workers
resulting from regulations of state and Federal agencies, state licensing boards and professional organizations. Any change in these regulations
that reduce the requirements for continuing education and training for the healthcare industry could harm our business. In addition, a portion of
our business with pharmaceutical and medical device manufacturers and hospitals is predicated on our ability to maintain accreditation status
with organizations such as the ACCME, ANCC, and ACPE. The failure to maintain status as an accredited provider could have a detrimental
effect on our business.

Changes to government and industry standards and regulations regarding pharmaceutical and medical device customers could negatively
affect our business in these areas.

In April 2003, the Office of Inspector General (OIG) issued OIG Compliance Program Guidance for Pharmaceutical Manufacturers. In July
1999, the OIG issued Compliance Program Guidance for the Durable Medical Equipment, Prosthetics, Orthotics and Supply Industry. These
guidelines collectively identify three areas of risks for pharmaceutical and medical device companies and recommend certain best practices to be
included in a compliance plan designed to avoid the risk of federal healthcare program abuse. The guidance highlighted a number of
arrangements that have the potential to trigger fraud and abuse violations, including educational grants. In April 2007, the U.S. Senate Finance
Committee released a report critical of practices related to the funding of educational programs by pharmaceutical manufacturers. In

March 2010, the Patient Protection and Affordable Care Act, as amended by the Health Care and Education Reconciliation Act (ACA) became
law. As enacted, ACA will change how health care services are covered, delivered, and reimbursed. ACA includes a requirement that
manufacturers of drugs and medical devices annually report to the
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United States Department of Health and Human Services anything of value, including educational programs given by such manufacturers to
physicians, beginning March 31, 2013. It is unclear how this requirement may change the behavior of our pharmaceutical and medical device
customers, but should our customers choose to discontinue providing such education programs to physicians, our business may be negatively
impacted. ACA is currently subject to a number of court challenges and appeals and efforts to repeal or revise the law. It is unclear how these
will be resolved. Further, Congress is considering bills that would repeal or revise ACA.

We follow the rules and guidelines provided by the ACCME, ANCC and other continuing education accrediting bodies to ensure that our
continuing education programming is free from commercial bias and consistent with the OIG guidance. The 2009 changes to the codes of ethics
of the pharmaceutical and medical device trade associations place further restrictions on interactions between pharmaceutical and medical device
manufacturers and health care professionals. The majority of our accredited continuing education programming is funded by educational grants
from our pharmaceutical and medical device customers. There is no assurance that our pharmaceutical and medical device customers will
continue to provide educational grants consistent with past practices. In fact, we have experienced a reduction in live event activities we provide
that are supported by pharmaceutical and medical device companies. To the extent that our customers continue to curtail or restructure their
business practices, our business with this customer base may suffer.

We may be liable to third parties for content that is available from our online library.

We may be liable to third parties for the content in our online library if the text, graphics, software or other content in our library violates
copyright, trademark, or other intellectual property rights, our content partners violate their contractual obligations to others by providing
content to our library, or the content does not conform to accepted standards of care in the healthcare profession. We attempt to minimize these
types of liabilities by requiring representations and warranties relating to our content partners ownership of the rights to distribute as well as the
accuracy of their content. We also take necessary measures to review this content ourselves. Although our agreements with our content partners
in most instances contain provisions providing for indemnification by the content providers in the event of inaccurate content, our content
partners may not have the financial resources to meet this obligation. Alleged liability could harm our business by damaging our reputation,
requiring us to incur legal costs in defense, exposing us to awards of damages and costs, and diverting management s attention away from our
business.

Protection of certain intellectual property may be difficult and costly.

Despite our efforts to protect our intellectual proprietary rights, a third party could, without authorization, copy or otherwise misappropriate our
content, information from our databases, or other intellectual property. Our agreements with employees, consultants and others who participate
in development activities could be breached and result in our trade secrets becoming known, or our trade secrets and other intellectual property
could be independently developed by competitors. We may not have adequate remedies for such breaches or protections against such competitor
developments. In addition, the laws of some foreign countries do not protect our proprietary rights to the same extent as the laws of the United
States, and effective intellectual property protection may not be available in those jurisdictions. We currently own several applications and
registrations for trademarks and domain names in the United States and other countries as well as certain common law trademarks and service
marks. The current system for registering, allocating and managing domain names has been the subject of litigation and proposed regulatory
reform. Additionally, legislative proposals have been made by the federal government that would afford broad protection to owners of databases
of information, such as stock quotes. This protection of databases already exists in the European Union. There has been substantial litigation in
the computer and online industries regarding intellectual property assets, particularly patents. Third parties may claim infringement by us with
respect to current and future products, trademarks or other proprietary rights, and we may counterclaim against such third parties in such actions.
Any such claims or counterclaims could be time-consuming, result in costly litigation, divert management s attention, cause product release
delays, require us to redesign our products or require us to enter into royalty or licensing agreements, any of which could have a
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material adverse effect upon our business, financial condition and operating results. Such royalty and licensing agreements may not be available
on terms acceptable to us, if at all.

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

Our business could be harmed if unauthorized parties infringe upon or misappropriate our intellectual property, proprietary systems, content,
platform, services or other information. Our efforts to protect our intellectual property through copyright, trademarks and other controls may not
be adequate. For instance, we may not be able to secure trademark or service mark registrations for marks in the United States or in foreign
countries or to secure patents for our proprietary products and services, and even if we are successful in obtaining patent and/or trademark
registrations, these registrations may be opposed or invalidated by a third party. Our competitors may develop similar intellectual property,
duplicate our products and/or services, or design around any patents or other intellectual property rights we hold. In the future, litigation may be
necessary to enforce our intellectual property rights or to determine the validity and scope of the patents, intellectual property or other
proprietary rights of third parties, which could be time consuming and costly and have an adverse effect on our business and financial condition.
Intellectual property infringement claims could be made against us, especially as the number of our competitors grows. These claims, even if not
meritorious, could be expensive and divert our attention from operating our company and result in a temporary inability to use the intellectual
property subject to such claim. In addition, if we and/or our affiliates and customers become liable to third parties for infringing their intellectual
property rights, we could be required to pay a substantial damage award and develop comparable non-infringing intellectual property, to obtain a
license, or to cease providing the content or services that contain the infringing intellectual property. We may be unable to develop
non-infringing intellectual property or obtain a license on commercially reasonable terms, if at all.

Risks Related to this Offering and the Ownership of Our Common Stock

The market price of our common stock has been, and may continue to be, volatile, and our shareholders may be unable to resell their shares
at a profit.

The market price of our common stock has been subject to significant fluctuations and may continue to fluctuate or decline. From January 2009
through November 11, 2011, our common stock has been particularly volatile as the price of our common stock has ranged from a high of
$16.81 to a low of $1.58. Additionally, as a result of the global credit crisis and the concurrent economic downturn in the U.S. and globally,
there have been significant declines in the values of equity securities generally in the U.S. and abroad. Factors that could cause fluctuations in
the trading price of our common stock include the following:

price and volume fluctuations in the overall stock market from time to time;

actual or anticipated changes in our earnings or fluctuations in our operating results;

general political or economic conditions and trends, such as a recession or war or terrorist attacks or interest rate or currency rate
fluctuations;

new products or services offered by us or our competitors;

operating results that vary from the expectations of securities analysts and investors;

changes in estimates by securities analysts of our future performance; or

departures of key personnel.
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Moreover, our stock is thinly traded, and we have a relatively small public float. These factors may adversely affect the market price of our
common stock. In addition, the market prices for stocks of many Internet related and technology companies have historically experienced
significant price fluctuations that in some cases appear to bear no relationship to the operating performance of these companies.
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If securities or industry analysts do not publish research or reports about our business, or publish negative reports about our business, our
stock price and trading volume could decline.

The trading market for our common stock depends on the research and reports that securities or industry analysts publish about us or our
business. We do not have any control over these analysts. If one or more of the analysts who cover us downgrade their valuation of our stock or
otherwise form and publish more negative opinions, our stock price would likely decline. If one or more of these analysts cease coverage of our
company or fail to regularly publish reports on us, we could lose visibility in the financial markets, which could cause our stock price or trading
volume to decline.

We have broad discretion in the use of the proceeds of this offering, which could result in our utilization of the proceeds in ways that may
not yield a return to shareholders.

Our management will have broad discretion over the use and investment of the net proceeds from this offering, and accordingly, investors in this
offering will need to rely upon the judgment of our management with respect to the use of proceeds. Our management may utilize a portion or
all of the net proceeds from this offering in ways that our shareholders may not agree with or that may not yield a favorable return, if any. You
will not have the opportunity to influence our decision on how the net proceeds from this offering are used. The failure of our management to
apply the net proceeds from this offering effectively could harm our business, financial condition and results of operations.

We will continue to incur significant increased costs as a result of operating as a public company.

As a public company, we will continue to incur significant legal, accounting and other expenses to comply with the laws and regulations
affecting public companies, including the provisions of the Sarbanes-Oxley Act of 2002, The Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act), and rules adopted by the SEC and by the NASDAQ Stock Market. For example, we must use certain required
internal controls and disclosure controls and procedures, as required by Section 404 of the Sarbanes-Oxley Act of 2002. Our testing, or the
subsequent testing by our independent registered public accounting firm, may reveal deficiencies in our internal controls over financial reporting
that are deemed to be material weaknesses. Our compliance with Section 404 requires that we incur substantial accounting expense and expend
significant management efforts. In addition, we continue to bear all of the internal and external costs of preparing and distributing periodic
public reports in compliance with our obligations under the securities laws.

The Dodd-Frank Act requires publicly traded companies to give shareholders a non-binding vote on executive compensation and so-called

golden parachute payments, and authorizes the SEC to promulgate rules that would allow shareholders to nominate their own candidates using a
company s proxy materials. It also provides that the listing standards of the national securities exchanges shall require listed companies to
implement and disclose clawback policies mandating the recovery of incentive compensation paid to executive officers in connection with
accounting restatements.

New and amended laws, regulations and standards relating to corporate governance and public disclosure, including the Sarbanes-Oxley Act of
2002, the Dodd-Frank Act, and related regulations implemented by the SEC and the NASDAQ Stock Market, are creating uncertainty for public
companies, increasing legal and financial compliance costs and making some activities more time consuming. These laws, regulations and
standards are subject to varying interpretations, in many cases due to their lack of specificity, and, as a result, their application in practice may
evolve over time as new guidance is provided by regulatory and governing bodies. This could result in continuing uncertainty regarding
compliance matters and higher costs necessitated by ongoing revisions to disclosure and governance practices. We will continue to invest
resources to comply with laws, regulations and standards, and this investment may result in increased general and administrative expenses and a
diversion of management s time and attention from potentially revenue-generating activities to compliance activities. If our efforts to comply
with new and amended laws, regulations and standards differ from the activities intended by
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regulatory or governing bodies due to ambiguities related to practice, regulatory authorities may initiate legal proceedings against us and our
business may be harmed.

Future sales or issuances of our common stock may cause the market price of our common stock to decline.

The sale of substantial amounts of our common stock, whether directly by us or in the secondary market, the perception that such sales could
occur or the availability for future sale of shares of our common stock or securities convertible into or exchangeable or exercisable for our
common stock could, in turn, materially and adversely affect the market price of our common stock and our ability to raise capital through future
offerings of equity or equity-related securities. In addition, we may issue in the future capital stock or other equity securities that have rights or
preferences that are senior to those of our common stock which could cause the value of our common stock to decline.

We have never paid dividends on our common stock, and because we do not anticipate paying any such cash dividends in the foreseeable
future, capital appreciation, if any, of our common stock will be your sole source of gain on an investment in our stock.

We have never paid cash dividends on our common stock and we currently intend to retain our cash and future earnings, if any, to fund the
development and growth of our business. We do not anticipate paying any cash dividends on our common stock in the foreseeable future. As a
result, capital appreciation, if any, of our common stock will be your sole source of gain for the foreseeable future.

Provisions in our organizational documents and under Tennessee law could delay or prevent a change in control of our company, which
could adversely affect the price of our common stock.

Our charter, bylaws and Tennessee law contain provisions that could make it more difficult for a third party to obtain control of us. For example,
our charter provides for a staggered board of directors, restricts the ability of shareholders to call a special meeting and prohibits shareholder
action by written consent. Our bylaws allow the board to expand its size and fill any vacancies without shareholder approval. In addition, the
Tennessee Business Corporation Act contains the Tennessee Business Combination Act and the Tennessee Greenmail Act, which impose
restrictions on shareholder actions.
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FORWARD-LOOKING STATEMENTS

The statements in this prospectus supplement, the accompanying prospectus, the documents incorporated by reference and in any free writing
prospectus that we have authorized for use in connection with this offering, contain or incorporate by reference certain forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933, as amended (the Securities Act), and Section 21E of the Securities
Exchange Act of 1934, as amended (the Exchange Act), that are subject to risks and uncertainties. All statements other than statements of
historical facts contained herein, including statements regarding our financial condition, operations, plans, objectives, goals, business strategies,
future events, capital expenditures, future results, our competitive strengths and the trends in our industry are forward-looking statements. The
words believe, may, could, estimate, continue, anticipate, intend, should, plan, expect, appear, future, likely,
and similar expressions, as they relate to us, are intended to identify forward-looking statements.

Forward-looking statements reflect only our current expectations. In any forward-looking statement where we express an expectation or belief as
to future results or events, such expectation or belief is expressed in good faith as of the date of such statement and believed to have a reasonable
basis, but there can be no assurance that the statement of expectation or belief will be achieved or accomplished. Our actual results, performance
or achievements could differ materially from the forward-looking statements due to a number of uncertainties, many of which are unforeseen.
Forward-looking statements include, but are not limited to, statements regarding:

our ability to effectively execute our growth strategy;

our ability to effectively identify, complete and integrate any future acquisitions;

our ability to accurately forecast revenue;

our ability to maintain our competitive position against current and potential competitors;

our ability to maintain and strengthen our relationships with strategic partners;

our ability to develop new products and services, or make enhancements to our existing products and services;

our ability to achieve widespread acceptance of new products, services or features, or keep pace with technological developments;

our ability to hire and retain a sufficient number of qualified employees;

our ability to maintain our certification to conduct CMS mandated surveys;

the current uncertain economic environment;

our ability to obtain and maintain intellectual property protection for our products;
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the outcome of our research and product development efforts;

loss of key management personnel; and

regulatory developments in the U.S.
You should read this prospectus supplement, the accompanying prospectus and the documents that we reference herein and therein, as well as
the exhibits filed with, or incorporated by reference in, the registration statement of which this prospectus supplement and the accompanying
prospectus form a part, completely and with the understanding that our actual future results may be materially different from what we expect. In
addition, you should refer to the section of this prospectus supplement entitled Risk Factors and the risks set forth under Item 1A. Risk Factors
included in our most recent Annual Report on Form 10-K, as amended, which is incorporated by reference. Due to these or other factors, the
forward-looking statements in this prospectus supplement may not prove to be accurate. Furthermore, if our forward-looking statements prove to
be inaccurate, the inaccuracy may be material. In light of the significant uncertainties in these forward-looking statements, you should not regard
these statements as a representation or warranty by us or any other person that we will achieve our objectives and plans in any specified time
frame, if at all. Accordingly, you should not place undue reliance on these forward-looking statements.
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USE OF PROCEEDS

We estimate that our net proceeds from the sale of the common stock offered pursuant to this prospectus supplement will be approximately
$47.3 million (or approximately $54.7 million if the underwriters exercise their overallotment option in full), based upon an assumed public
offering price of $16.12 per share, the last reported sales price of our common stock on the NASDAQ Global Market on November 11, 2011,
and after deducting the underwriting discounts and commissions and estimated offering expenses that are payable by us. We will not receive any
proceeds from sales made by the selling shareholders. Each $1.00 increase or decrease in the assumed public offering price of $16.12 per share
would increase or decrease, respectively, the estimated net proceeds from this offering by approximately $2.9 million (or approximately $3.4
million if the underwriters exercise their overallotment option in full).

We intend to use the net proceeds from the sale of our common stock for working capital and general corporate purposes and/or to acquire or
invest in strategic businesses, products or technologies. We have not yet determined all of our anticipated expenditures and cannot estimate the
amounts to be used for each of the purposes discussed above. The amounts and timing of any expenditure will vary depending on the amount of
cash generated by our operations, competitive and technological developments and the rate of growth, if any, of our business. Accordingly, our
management will have broad discretion in applying the net proceeds from this offering.

Pending the uses described above, we intend to invest the net proceeds of this offering in short-term, interest-bearing, investment-grade
securities. We cannot predict whether the proceeds invested will yield a favorable return.

PRICE RANGE OF COMMON STOCK

Our common stock is listed on the NASDAQ Global Market under the symbol HSTM. The following table sets forth, for the time period
indicated, the high and low sales prices of our common stock as reported on the NASDAQ Global Market.

High Low

2011

Fourth Quarter (through November 11, 2011) $16.81 $11.25
Third Quarter $14.85  $10.00
Second Quarter $13.58 $7.43
First Quarter $8.62 $6.50
2010

Fourth Quarter $8.69 $4.84
Third Quarter $5.49 $4.36
Second Quarter $4.99 $1.98
First Quarter $4.35 $3.37
2009

Fourth Quarter $4.74 $3.61
Third Quarter $5.53 $2.52
Second Quarter $2.92 $1.93
First Quarter $2.44 $1.58

As of November 11, 2011, there were approximately 108 holders of record of our common stock. On November 11, 2011, the last sale price
reported on the NASDAQ Global Market for our common stock was $16.12 per share.
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We have not declared or paid any cash dividends on our common stock since our inception. We intend to retain future earnings, if any, to
finance the operation and expansion of our business and do not anticipate paying any cash dividends in the foreseeable future. Consequently,
shareholders will need to sell shares of our common stock to realize a return on their investment, if any.

CAPITALIZATION

The following table sets forth our cash, cash equivalents and investments and capitalization as of September 30, 2011:

on an actual basis; and

on an as adjusted basis to reflect (i) the sale of by us of 3,100,000 shares of common stock in this offering at an assumed public offering
price of $16.12 per share, after deducting underwriting discounts and commissions and estimated offering expenses and (ii) the issuance
by us of 50,000 shares of common stock currently subject to options held by certain of the selling shareholders.
This table should be read with the section titled Management s Discussion and Analysis of Financial Condition and Results of Operations and our
financial statements and the related notes thereto appearing in our most recent quarterly and annual reports, which are incorporated by reference
into the registration statement of which this prospectus supplement and the accompanying prospectus are a part. Each $1.00 increase or decrease
in the assumed public offering price of $16.12 per share would increase or decrease, respectively, the estimated net proceeds from this offering
by approximately $2.9 million (or approximately $3.4 million if the underwriters exercise their overallotment option in full).

As of September 30,
2011
Actual As Adjusted
(Unaudited)

(in thousands)
Cash, cash equivalents and investments in marketable securities $30,236 $77,519
Outstanding Indebtedness
Shareholders equity:
Common stock, no par value, 75,000,000 shares authorized, 22,211,085 shares issued and outstanding, actual,

25,372,085 shares issued and outstanding, as adjusted 98,844 146,127

Accumulated deficit (35,279) (35,279)

Total shareholders equity 63,565 110,848

Total capitalization $63,565 $110,848
S-25
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PRINCIPAL AND SELLING SHAREHOLDERS

The following table sets forth information regarding the beneficial ownership of our common stock as of November 7, 2011 (unless otherwise
noted), for:

each person who is known by us to beneficially own more than 5% of the outstanding shares of our common stock;

each of our directors;

each of our named executive officers; and

all of our directors and executive officers as a group.
The percentages of shares outstanding provided in the table are based on 22,222,085 shares outstanding as of November 7, 2011. Beneficial
ownership is determined in accordance with the rules of the SEC and generally includes voting or investment power with respect to securities.
Unless otherwise indicated, each person or entity named in the table has sole voting and investment power, or shares voting and investment
power with his or her spouse, with respect to all shares of stock listed as owned by that person. The number of shares shown does not include the
interest of certain persons in shares held by family members in their own right. Shares issuable upon exercise of options that are exercisable
within 60 days of November 7, 2011 are considered outstanding for the purpose of calculating the percentage of outstanding shares of our
common stock held by the individual, but not for the purpose of calculating the percentage of outstanding shares held by any other individual.
The address of each of our directors and executive officers listed below is c/o HealthStream, Inc., 209 10" Avenue South, Suite 450, Nashville,
Tennessee 37203.

Number of

Shares Beneficially Owned Shares Shares Beneficially Owned

Name of Beneficial Owner Prior to this Offering Offered After this Offering
Shares % Shares %

Robert A. Frist, Jr. (1) 5,945,340 26.8 5,945,340 23.3
T. Rowe Price Associates, Inc. (2) 1,562,700 7.0 1,562,700 6.1
Arthur E. Newman (3) 344,700 1.6 50,000 294,700 1.2
Frank Gordon (4) 297,886 1.3 297,886 1.2
J. Edward Pearson (5) 220,600 1.0 25,000 195,600 i
Michael Shmerling (6) 150,637 * 150,637 *
Jeffrey L. McLaren (7) 144,467 2 30,000 114,467 i
Michael Sousa (8) 93,925 * 35,000 58,925 *
Thompson S. Dent (9) 91,394 * 91,394 *
Linda Rebrovick (10) 77,000 * 10,000 67,000 *
Gerard M. Hayden, Jr. (11) 65,250 2 65,250 i
William W. Stead (12) 65,700 * 65,700 *
Jeffrey S. Doster (13) 51,500 2 51,500 i
Dale Polley (14) 36,750 * 36,750 *
C. Martin Harris, M.D. (15) 3,750 2 3,750 i
Deborah Taylor Tate (16) 3,750 * 3,750 *
All directors and executive officers as a group
(15 persons) 7,592,649 342 150,000 7,442,649 29.3
* Less than one percent

(1)  Includes 106,000 shares issuable upon exercise of options.

(2) 100 East Pratt Street, Baltimore, Maryland 21202-1009. Based upon information set forth in Form N-CSR filed with the SEC on August 8, 2011 jointly by
T. Rowe Price Associates, Inc. ( Price Associates ) and T. Rowe Price New Horizons Fund, Inc. ( New Horizons ), these shares are held by various individual
and institutional investors for which Price Associates and New Horizons serve as investment advisor with power to direct investments and/or sole power to
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vote the shares. Price Associates and New Horizons disclaim beneficial ownership of these shares except to the extent of their pecuniary interest in those
shares.
(3) Includes 169,200 shares issuable upon exercise of options.
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136,000 of these shares are held by Crofton Capital. Mr. Gordon disclaims beneficial ownership of these shares except to the extent of his pecuniary interest
in those shares. 11,386 of these shares are held by The Joel Company. Mr. Gordon disclaims beneficial ownership of these shares except to the extent of his

pecuniary interest in those shares. Also includes 57,000 shares issuable upon exercise of options.
Includes 186,200 shares issuable upon exercise of options.
Includes 27,000 shares issuable upon exercise of options.

Includes 57,000 shares issuable upon exercise of options prior to this offering and 52,000 shares issuable upon exercise of options after this offering.

5,000 of the shares to be sold in this offering consist of shares underlying currently exercisable options.

Includes 91,200 shares issuable upon exercise of options prior to this offering and 56,200 shares issuable upon exercise of options after this offering.

All shares to be sold in this offering consist of shares underlying currently exercisable options.
Includes 37,000 shares issuable upon exercise of options.

Includes 57,000 shares issuable upon exercise of options prior to this offering and 47,000 shares issuable upon exercise of options after this offering.

All shares to be sold in this offering consist of shares underlying currently exercisable options.
Includes 61,250 shares issuable upon exercise of options.

Includes 57,000 shares issuable upon exercise of options.

Includes 51,500 shares issuable upon exercise of options.

Includes 30,750 shares issuable upon exercise of options.

Includes 3,750 shares issuable upon exercise of options.

Includes 3,750 shares issuable upon exercise of options.
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MANAGEMENT AND DIRECTORS

The following table sets forth certain information regarding our executive officers and directors:

Name Age Position

Robert A. Frist, Jr. 44 Chief Executive Officer, President and Chairman of the Board of Directors
Jeffrey S. Doster 47 Senior Vice President and Chief Technology Officer
Gerard M. Hayden, Jr. 57 Senior Vice President and Chief Financial Officer
Arthur E. Newman 63 Executive Vice President

J. Edward Pearson 49 Senior Vice President and Chief Operating Officer
Michael J. Sousa 43 Senior Vice President

Thompson S. Dent 61 Director

Frank E. Gordon 49 Director

C. Martin Harris, M.D. 55 Director

Jeftrey L. McLaren 44 Director

Dale W. Polley 62 Director

Linda E. Rebrovick 55 Director

Michael D. Shmerling 56 Director

William W. Stead, M.D. 63 Director

Deborah Taylor Tate 55 Director

Robert A. Frist, Jr., one of our co-founders, has served as our chief executive officer and chairman of the board of directors since 1990 and
president since 2001. Mr. Frist is our chief operating decision maker, and has primary responsibility and oversight of HealthStream Learning. He
graduated with a Bachelor of Science in business with concentrations in finance, economics and marketing from Trinity University.

Jeffrey S. Doster joined us in May 2008 as senior vice president and chief technology officer. From November 2006 to May 2008, he served as
principal at The Altus Group LLC, a business consulting company. From March 2005 to October 2006, he served as senior vice president and
chief technology officer at The Shop at Home Network, LL.C, a television shopping company. From October 2000 to April 2004, he served as
senior vice president of information technology at New Roads, Inc., a provider of fulfillment and other services to retailers. He earned
undergraduate degrees in both Economics and Business Administration from Towson University, as well as a Master of Business Administration
from Loyola College, in Maryland.

Gerard M. Hayden, Jr. joined us as senior vice president and chief financial officer in May 2008. From April 2007 to May 2008, he served as
executive vice president and chief financial officer of MedAvant Healthcare Solutions, a healthcare transaction processing company. From
January 2005 to April 2007, he was a consultant for various healthcare, technology and other business ventures. From November 2001 to
January 2005, he served as chief financial officer for Private Business, Inc., a company offering marketing and software solutions to regional
and community banks in the United States. He earned a Bachelor of Arts from the University of Notre Dame and a Master of Science from
Northeastern University. Mr. Hayden served on our Board of Directors and was a member of the Audit Committee from September 2006 to
May 2008.

Arthur E. Newman joined us in January 2000, and is currently our Executive Vice President. Previously he served as our chief financial officer
and senior vice president from January 2000 to March 2006. He holds a Bachelor of Science in chemistry from the University of Miami and a
Master of Business Administration from Rutgers University.
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J. Edward Pearson joined us in June 2006 as senior vice president, responsible for our survey and research business and was named president of
HealthStream Research during 2007 and Chief Operating Officer in 2011. From June 2003 to June 2006, he served as president and chief
executive officer of DigiScript, an Internet-based training and communication solutions provider for the life sciences industry. He earned a
Bachelor of Business Administration in accounting from Middle Tennessee State University.

Michael J. Sousa joined us in October 2004, and was promoted to senior vice president in January 2010. He previously served as vice president
for the Company, with responsibilities for our strategic accounts program within HealthStream Learning. He earned a Bachelor of Science
degree from Boston College and a Master of Business Administration from Boston University.

Thompson S. Dent is the co-founder and Executive Chairman of Re:Cognition Health, Ltd., London, England, a Centre of excellence with
expertise in all neurological problems and with specific expertise in all causes of memory problems and cognitive impairment including stress
and anxiety, neurodegenerative conditions such as Alzheimer s and Parkinson s disease, in addition to traumatic brain injury, MS, epilepsy,
stroke, and affective disorders. He served as president and chief executive officer of MedTel International Corporation, an international
diagnostic imaging company based in Nashville, TN, from June 2004 to January 2009. He was co-founder of PhyCor, Inc., a physician practice
and IPA management company. He served as chairman of the board and chief executive officer of PhyCor from June 2000 to February 2002 at
which time he transitioned out of the company and continued as its chairman until August 2002. He holds a Masters in Healthcare
Administration from The George Washington University and a Bachelors degree in Business from Mississippi State University.

Frank E. Gordon has served as managing partner of Crofton Capital LLP, a private equity fund since January 2004. He serves on the board of
directors of Sy.Med Development, Inc. a healthcare provider credentialing application and data management company. He earned a Bachelor of
Science from the University of Texas in Austin and a Masters in Business Administration from Georgia State University.

C. Martin Harris, M.D. is the Chief Information Officer and Chairman of the Information Technology Division of Cleveland Clinic Foundation
in Cleveland, Ohio and also serves as a staff physician for Cleveland Clinic Hospital. Since 2000, he has been the Executive Director of
e-Cleveland Clinic, a series of e-health clinical programs offered over the Internet. He is currently the Chairman of the Healthcare Information
and Management Systems Society (HIMSS), a well-known, highly regarded not-for-profit organization focused on providing global leadership
in the optimal use of information technology and management systems for the betterment of healthcare. He received his undergraduate and
medical degrees from the University of Pennsylvania. He also holds a Master s degree in Business Administration in Healthcare Management
from The Wharton School of the University of Pennsylvania. He is a Director for Invacare Corporation (NYSE: IVC), a global leader of home
and long-term care medical products, and previously served as a Director for Sentillion, Inc., a company specializing in software for the
healthcare industry recently acquired by Microsoft Corporation.

Jeftrey L. McLaren is the chief executive officer of Medaxion, LLC, a provider of peri-operative information systems and services. From 2003
to 2007, he served as chief executive officer of Safer Sleep LLC, a provider of anesthesia information systems. One of our co-founders, he
served as our president from 1990 to 2000 and as our chief product officer from 1999 to 2000. He graduated from Trinity University with a
Bachelor of Arts in both business and philosophy.
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Dale W. Polley retired as a vice chairman and member of the board of directors of First American Corporation and First American National

Bank in 2000. In the nine years preceding these positions, he served in various executive management positions at First American, which

included serving as its president from 1997 to 1999. He serves on the board of directors of O Charley s Inc., a publicly traded restaurant company,
and CapStar Bank, a privately held financial institution, both headquartered in Nashville, Tennessee, as well as several non-profit organizations.

He served as a director for the Federal Reserve Bank of Atlanta, Nashville branch, from 1995 to 2001 and as a founder and director Pinnacle
Financial Partners, Inc., a financial institution headquartered in Nashville, Tennessee from 2000 to 2011. He earned a Bachelor of Business
Administration in accounting from Memphis State University.

Linda E. Rebrovick is chief executive officer of Consensus Point, a prediction market software and services company. She previously served as
a principal and officer at NMG Advisers, Inc., a management consulting company from August 2007 to December 2008. From May 2005 to
August 2007, she served as vice president of healthcare sales for Dell Inc., a global systems and services company. She was CMO, BearingPoint,
Inc., and Executive Vice President, Healthcare, KPMG Consulting from 1995 to 2005 and served as Chair, Governance committee, KPMG LLP
Board. From June 2001 to August 2005, she served on the board of directors and audit committee of Pinnacle Financial Partners, Inc., a financial
institution. She received a Bachelor of Science in marketing from Auburn University.

Michael D. Shmerling is Chairman of the Choice Food Group, a manufacturer and distributor of food products throughout the United States. He
has also served as a senior advisor to Kroll s Background Screening Group, a Marsh & McLennan Company since August 2005. He serves on the
board of directors of Renasant Bank, a financial institution, as well as several non-profit organizations. He received a Bachelor of Accountancy
from the University of Oklahoma.

William W. Stead, M.D. has served as associate vice chancellor for health affairs and chief information officer of Vanderbilt University since
1991, and he is currently Chief Strategy and Information Officer at the University s Medical Center. He is a founding fellow of the American
College of Medical Informatics and the American Institute for Engineering in Biology and Medicine and a member of the Institute of Medicine
of the National Academies. He served as a presidential appointee to the Systemic Interoperability Commission. He is past Chairman, Board of
Regents, National Library of Medicine, and Past President of the American College of Medical Informatics. He earned a Bachelor of Arts in
chemistry and an M.D. from Duke University.

Deborah Taylor Tate was nominated to the Federal Communications Commission (FCC) by President George W. Bush and unanimously
confirmed by the U.S. Senate in 2005. She served as Commissioner of the FCC from 2006 to 2009, serving as Chair of two Federal Joint Boards
regarding advanced telecommunications services. At the time of her presidential appointment, she was serving as the Chairman and Director of
the Tennessee Regulatory Authority. Her previous state positions also include serving as Executive Director of the Health Facilities Commission
and as senior staff for then-Governor, Senator Lamar Alexander. In addition, she was Director of the State and Local Policy Center at Vanderbilt
University Institute for Public Policy Studies. She served as Chairman of the board of directors for Centerstone, Inc., the largest not-for-profit
community mental health provider in the U.S., and presently serves on the national board of directors for the Centerstone Research Institute. She
received both her undergraduate degree and Juris Doctorate (J.D.) from the University of Tennessee and also attended Vanderbilt University
Law School. A licensed attorney and Rule 31 mediator, she presently serves as Distinguished Adjunct Senior Fellow at the Free State
Foundation, Assistant Professor at Vanderbilt School of Nursing, and Executive-in-Residence at Lipscomb University.
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MATERIAL U.S. FEDERAL TAX CONSIDERATIONS
FOR NON-U.S. HOLDERS OF COMMON STOCK

The following discussion is a summary of the material U.S. federal income tax and estate tax considerations applicable to non-U.S. holders (as
defined below) arising from and relating to the purchase, ownership and disposition of our common stock purchased in this offering, but it does
not purport to be a complete analysis of all the potential tax considerations relating thereto. This summary is based upon the provisions of the
Internal Revenue Code of 1986, as amended (the Code ), Treasury regulations promulgated thereunder, administrative rulings and judicial
decisions, all as in effect on the date hereof and all of which are subject to change (possibly on a retroactive basis) and to different
interpretations. We have not sought any ruling from the U.S. Internal Revenue Service (the IRS ) with respect to the statements made and the
conclusions reached in the following summary, and there can be no assurance that the IRS would not assert, or that a court would not sustain, a
position contrary to such statements and conclusions.

This summary does not address any aspect of taxation other than U.S. federal income and estate taxation. In addition, this discussion does not
address all aspects of U.S. federal income and estate taxation that may be relevant to a non-U.S. holder s particular circumstances or to non-U.S.
holders that may be subject to special tax rules, including, without limitation, persons that do not hold our common stock as a capital asset

(within the meaning of Section 1221 of the Code), certain former citizens or permanent residents of the United States, an integral part or

controlled entity of a foreign sovereign, partnerships and other pass-through entities, real estate investment trusts, regulated investment

companies, controlled foreign corporations,  passive foreign investment companies, banks, financial institutions, insurance companies, brokers,
dealers or traders in securities, commodities or currencies, tax-exempt organizations, tax-qualified retirement plans, persons subject to the
alternative minimum tax, persons that own or have owned more than 5% of our common stock, persons who hold or receive our common stock
pursuant to the exercise of any employee stock option or otherwise as compensation, or persons that hold our common stock as part of a hedge,
straddle or other risk reduction strategy or as part of a conversion transaction.

If a partnership or entity classified as a partnership for U.S. federal income tax purposes holds our common stock, the tax treatment of a partner
in such partnership generally will depend on the status of the partner and upon the activities of the partnership. Accordingly, partnerships that
hold our common stock, and partners in such partnerships, should consult their tax advisors.

The actual tax consequences of investing in our common stock will vary depending on each prospective purchaser s circumstances.
Prospective purchasers are urged to consult their own tax advisors concerning the particular U.S. federal tax consequences to them of
the purchase, ownership and disposition of our common stock, as well as the consequences to them arising under the laws of any other
taxing jurisdiction.

For purposes of the U.S. federal income tax discussion below, a non-U.S. holder is any beneficial owner of our common stock that is nota U.S.
person or a partnership (or entity treated as a partnership) for U.S. federal income tax purposes. A U.S. person is any of the following:

a citizen or resident of the United States for U.S. federal income tax purposes;

a corporation, or other entity taxable as a corporation for U.S. federal income tax purposes, that was created or organized in or under the
laws of the United States or any state thereof or the District of Columbia;

an estate the income of which is subject to U.S. federal income tax regardless of its source; or

a trust if (a) a court within the United States is able to exercise primary supervision over its administration and one or more U.S. persons
have the authority to control all substantial decisions of the trust, or (b) the trust has a valid election in effect to be treated as a U.S.
person.
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Distributions on Common Stock

As discussed under Dividend Policy above, we do not anticipate paying any cash distributions in the foreseeable future. If, however, we do make
distributions of cash or property on our common stock, such distributions will constitute dividends for U.S. federal income tax purposes to the
extent paid from our current or accumulated earnings and profits, as determined under U.S. federal income tax principles. Amounts not treated

as dividends for U.S. federal income tax purposes will constitute a return of capital and first be applied against and reduce a non-U.S. holder s
adjusted tax basis in its common stock, but not below zero. Any excess will be treated as capital gain and will be treated as described under the
section titled ~ Gain on Sale or Disposition of Common Stock below.

Distributions paid to a non-U.S. holder of our common stock that are treated as dividends for U.S. federal income tax purposes and that are not
effectively connected with a U.S. trade or business conducted by such holder generally will be subject to withholding tax at a rate of 30% of the
gross amount of such distributions or such reduced rate specified by an applicable income tax treaty. In order to obtain the benefit of a reduced
treaty rate, a non-U.S. holder must provide a properly executed IRS Form W-8BEN (or other applicable form) certifying its entitlement to
benefits under an applicable treaty. This certification must be provided to us or our paying agent prior to the payment of dividends and must be
updated periodically.

If a non-U.S. holder is engaged in a trade or business in the United States, and distributions paid by us to the non-U.S. holder are treated as
dividends for U.S. federal income tax purposes and are effectively connected with the conduct of that trade or business, the non-U.S. holder will
generally be taxed on a net income basis in the same manner as a U.S. person, subject to an applicable income tax treaty providing otherwise.
The withholding tax discussed in the preceding paragraph does not apply to any distributions paid to a non-U.S. holder that provides a properly
executed IRS Form W-8ECI (or other applicable form), certifying that the distributions are effectively connected with the non-U.S. holder s
conduct of a trade or business within the United States. A non-U.S. corporation receiving effectively connected distributions that are treated as
dividends for U.S. federal income tax purposes may also be subject to an additional branch profits tax imposed at a rate of 30% (or such lower
rate specified by an applicable tax treaty).

Gain on Sale or Disposition of Common Stock

Subject to the discussion below concerning backup withholding and certain additional withholding on payments to certain foreign entities, a
non-U.S. holder generally will not be subject to U.S. federal income tax on gain realized on a sale or other disposition of our common stock,
unless:

the gain is effectively connected with a trade or business of the non-U.S. holder in the United States (and, if required by an applicable
income tax treaty, attributable to a permanent establishment maintained by the non-U.S. holder in the United States);

the non-U.S. holder is a nonresident alien individual present in the United States for 183 days or more during the taxable year of the sale
or disposition and certain other requirements are met; or

we are or have been a U.S. real property holding corporation ( USRPHC ) as defined in the Code, at any time within the five-year period
preceding the disposition or the non-U.S. holder s holding period, whichever period is shorter.
Unless an applicable tax treaty provides otherwise, the gain described in the first bullet point above generally will be subject to U.S. federal
income tax on a net income basis in the same manner as if such holder were a U.S. person. A non-U.S. holder that is a corporation also may be
subject to a branch profits tax at a rate of 30% (or such lower rate specified by an applicable tax treaty).
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Gain described in the second bullet point above generally will be subject to U.S. federal income tax at a flat 30% rate (or such lower rate
specified by an applicable income tax treaty), but may be offset by U.S. source capital losses of the non-U.S. holder.

With respect to the third bullet point above, although there can be no assurance, we believe that we are not, and we do not anticipate becoming, a
USRPHC.

Federal Estate Tax

Common stock owned or treated as owned by an individual who is a non-U.S. holder (as specially defined for U.S. federal estate tax purposes) at
the time of death will be included in the individual s gross estate for U.S. federal estate tax purposes, unless an applicable estate tax or other
treaty provides otherwise and, therefore, may be subject to U.S. federal estate tax.

Information Reporting Requirements and Backup Withholding

Information returns will be filed with the IRS in connection with payments of dividends on our common stock and the proceeds from a sale or
other disposition of our common stock. Copies of information returns may be made available to the tax authorities of the country in which a
non-U.S. holder resides or is incorporated under the provisions of a specific treaty or agreement. A non-U.S. holder may have to comply with
certification procedures to establish that it is not a U.S. person in order to avoid information reporting and backup withholding tax requirements.
The certification procedures required to claim a reduced rate of withholding under an income tax treaty will satisfy the certification requirements
necessary to avoid backup withholding as well. The amount of any backup withholding from a payment to a non-U.S. holder may be allowed as
a credit against such holder s U.S. federal income tax liability and may entitle such non-U.S. holder to a refund, provided that the required
information is timely furnished to the IRS.

Additional Withholding on Certain Foreign Entities

The Foreign Account Tax Compliance Act will impose a U.S. federal withholding tax of 30% on certain payments to foreign financial
institutions, investment funds and other non-U.S. persons that fail to comply with information reporting requirements in respect of their direct
and indirect U.S. shareholders and/or U.S. accountholders. Such payments would include our dividends and the gross proceeds from the sale or
other disposition of our common stock. IRS guidance indicates that, under future regulations, this withholding will apply to payments of
dividends on our common stock made on or after January 1, 2014 and to payments of gross proceeds from a sale or other disposition of our
common stock made on or after January 1, 2015. Under certain circumstances, a non-U.S. holder might be eligible for refunds or credits of such
taxes. Prospective investors are encouraged to consult with their own tax advisors regarding the possible implications of this legislation on their
investment in our common stock.
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UNDERWRITING

The underwriters named below have severally agreed, subject to the terms and conditions set forth in the underwriting agreement by and among
William Blair & Company, L.L.C., as representative of the underwriters, us and the selling shareholders, to purchase from us and the selling
shareholders the respective number of shares of common stock set forth opposite each underwriter s name in the table below. William Blair &
Company, L.L.C. is acting as Sole Bookrunning Manager and Avondale Partners, LLC and Craig-Hallum Capital Group LLC are acting as
Co-Managers for this offering.

Number of
Underwriter Shares
William Blair & Company, L.L.C.
Avondale Partners, LLC.
Craig-Hallum Capital Group LLC
Total 3,250,000

This offering will be underwritten on a firm commitment basis. In the underwriting agreement, the underwriters have agreed, subject to the terms
and conditions set forth therein, to purchase the shares of our common stock being sold pursuant to this prospectus supplement at a price per
share equal to the public offering price less the underwriting discount specified on the cover page of this prospectus supplement. According to
the terms of the underwriting agreement, the underwriters either will purchase all of the shares of our common stock being sold pursuant to this
prospectus supplement or none of them. In the event of default by any underwriter, in certain circumstances, the purchase commitments of the
non-defaulting underwriters may be increased or the underwriting agreement may be terminated.

The representative of the underwriters has advised us that the underwriters propose to offer our common stock to the public initially at the public
offering price set forth on the cover page of this prospectus supplement and to selected dealers at such price less a concession of not more than

$ per share. The underwriters may allow, and such dealers may re-allow, a concession not in excess of $ per share to certain other
dealers. The underwriters will offer the shares of our common stock subject to prior sale and subject to receipt and acceptance of the shares by
the underwriters. The underwriters may reject any order to purchase shares of our common stock in whole or in part. The underwriters expect
that we and the selling shareholders will deliver the shares to the underwriters through the facilities of The Depository Trust Company in New
York, New York on or about , 2011. At that time, the underwriters will pay us and the selling shareholders for the shares in
immediately available funds. After commencement of the public offering, the representative may change the public offering price and other
selling terms.

We have granted the underwriters an option, exercisable within 30 days after the date of this prospectus supplement, to purchase up to an
aggregate of 487,500 additional shares of common stock at the same price per share to be paid by the underwriters for the other shares offered
hereby solely for the purpose of covering overallotments, if any. If the underwriters purchase any such additional shares pursuant to this option,
each of the underwriters will be committed to purchase such additional shares in approximately the same proportion as set forth in the table
above. The underwriters may exercise the option only for the purpose of covering excess sales, if any, made in connection with the distribution
of the shares of our common stock offered hereby. The underwriters will offer any additional shares of our common stock that they purchase on
the terms described in the preceding paragraph.
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The following table summarizes the compensation to be paid to the underwriters by us and the selling shareholders. This information assumes
either no exercise or full exercise by the underwriters of their overallotment option:

Per Share Total
Without With Without With
Over- Over- Over- Over-
Allotment Allotment Allotment Allotment
Underwriting discount paid by us $ $ $ $
Underwriting discount paid by selling shareholders $ $ $ $

We estimate that our total expenses for this offering, excluding the underwriting discount, will be approximately $190,000.

We, the selling shareholders and each of our other directors and executive officers have agreed to not sell or transfer any shares of our common
stock or securities convertible into or exchangeable or exercisable for shares of our common stock for a period of 90 days after the date of this
prospectus supplement without obtaining the prior written consent of William Blair & Company, L.L.C. Specifically, we and these other persons
have agreed, with certain limited exceptions described below, not to directly or indirectly:

offer, sell (including short selling), assign, transfer, encumber, pledge, contract to sell, grant an option to purchase, establish an open
put equivalent position within the meaning of Rule 16a-1(h) under the Exchange Act, or otherwise dispose of any shares of common

stock or securities convertible into or exchangeable or exercisable for, common stock held of record or beneficially owned (within

the meaning of Rule 13d-3 under the Exchange Act); or

enter into any swap or other arrangement that transfers all or a portion of the economic consequences associated with the ownership
of any of our common stock.
The 90-day lock-up period will be extended if (1) we release earnings results or material news or a material event relating to us occurs during the
last 17 days of the lock-up period, or (2) prior to the expiration of the lock-up period, we announce that we will release earnings results during
the 16-day period beginning on the last day of the lock-up period. In either case, the lock-up period will be extended for 18 days after the date of
the release of the earnings results or the occurrence of the material news or material event, unless William Blair & Company, L.L.C. waives, in
writing, such extension.

The lock-up agreements entered into by the selling shareholders and our other directors and executive officers do not extend to transfers or
dispositions (i) by gift, (ii) by will or intestate succession to the transferor s executors, administrators, legatees or beneficiaries or (iii) to any trust
for the direct or indirect exclusive benefit of the transferor or his or her immediate family or to a corporation, partnership, limited partnership or
limited liability company the stockholders, partners and members of which are the transferor or the immediate family of the transferor, or to a
not-for-profit entity or organization for estate planning purposes, provided in each case that the recipient of those shares agrees to be bound by

the foregoing restrictions for the duration of the lock-up period. We may grant options and issue common stock under our existing 2010 Stock
Incentive Plan and issue shares in connection with any outstanding options during the lock-up period. We may also issue shares as consideration
in any acquisition, provided the recipient of such shares agrees to be bound by the foregoing restrictions for the duration of the lock-up period.

We and the selling shareholders have agreed to indemnify the underwriters and their controlling persons against certain liabilities for
misstatements in the registration statement of which this prospectus supplement forms a part, including liabilities under the Securities Act, or to
contribute to payments the underwriters may be required to make in respect thereof.
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The representative has informed us that the underwriters will not confirm, without client authorization, sales to their client accounts as to which
they have discretionary authority. The representative has also informed us that the underwriters intend to deliver all copies of this prospectus
supplement via electronic means, via hand delivery or through mail or courier services.

In connection with this offering, the underwriters and other persons participating in this offering may engage in transactions which affect the
market price of the common stock. These may include stabilizing and over-allotment transactions and purchases to cover syndicate short
positions. Stabilizing transactions consist of bids or purchases for the purpose of pegging, fixing or maintaining the price of the common stock.
An over-allotment involves selling more shares of our common stock in this offering than are specified on the cover page of this prospectus
supplement, which results in a syndicate short position. The underwriters may cover this short position by purchasing common stock in the open
market or by exercising all or part of their over-allotment option. In addition, the representative may impose a penalty bid. This allows the
representative to reclaim the selling concession allowed to an underwriter or selling group member if shares of our common stock sold by such
underwriter or selling group member in this offering are repurchased by the representative in stabilizing or syndicate short covering transactions.
These transactions, which may be effected on The NASDAQ Global Market or otherwise, may stabilize, maintain or otherwise affect the market
price of our common stock and could cause the price to be higher than it would be without these transactions. The underwriters and other
participants in this offering are not required to engage in any of these activities and may discontinue any of these activities at any time without
notice. We and the underwriters make no representation or prediction as to whether the underwriters will engage in such transactions or choose
to discontinue any transactions engaged in or as to the direction or magnitude of any effect that these transactions may have on the price of our
common stock.

One or more of the underwriters currently act as a market maker for our common stock and may engage in passive market making in such
securities on The NASDAQ Global Market in accordance with Rule 103 of Regulation M under the Securities Exchange Act. Rule 103 permits,
upon the satisfaction of certain conditions, underwriters participating in a distribution that are also NASDAQ market makers in the security
being distributed to engage in limited market making transactions during the period when Regulation M would otherwise prohibit such activity.
Rule 103 prohibits underwriters engaged in passive market making generally from entering a bid or effecting a purchase price that exceeds the
highest bid for those securities displayed on The NASDAQ Global Market by a market maker that is not participating in the distribution. Under
Rule 103, each underwriter engaged in passive market making is subject to a daily net purchase limitation equal to the greater of (i) 30% of such
entity s average daily trading volume during the two full calendar months immediately preceding, or any 60 consecutive calendar days ending
within the ten calendar days preceding, the date of the filing of the registration statement under the Securities Act pertaining to the security to be
distributed or (ii) 200 shares of common stock.

Our common stock is currently listed on The NASDAQ Global Market under the symbol HSTM.

In the ordinary course of business, some of the underwriters and their affiliates have provided, and may in the future provide, investment
banking, commercial banking and other services to us for which they may receive customary fees or other compensation.
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LEGAL MATTERS

The validity of the common shares offered hereby, as well as certain legal matters relating to us, will be passed upon for us by Bass, Berry &
Sims PLC, Nashville, Tennessee. Certain legal matters related to the offering will be passed upon for the underwriters by Sidley Austin LLP,
Chicago, Illinois.

EXPERTS

The consolidated financial statements of HealthStream, Inc. as of December 31, 2009 and 2010 and for each of the three years in the period
ended December 31, 2010 appearing in HealthStream, Inc. s Annual Report (Form 10-K) for the year ended December 31, 2010, have been
audited by Ernst & Young LLP, independent registered public accounting firm, as set forth in their report thereon included therein, and

incorporated herein by reference. Such financial statements are, and audited financial statements to be included in subsequently filed documents
will be, incorporated herein in reliance upon the report of Ernst & Young LLP pertaining to such financial statements as of the respective dates

(to the extent covered by consents filed with the Securities and Exchange Commission) given on the authority of such firm as experts in
accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

This prospectus supplement and the accompanying prospectus are part of the registration statement that we filed with the SEC under the

Securities Act. This prospectus supplement does not contain all of the information set forth in the registration statement. For more information

about us and our securities, you should read the registration statement and its exhibits and schedules. Copies of the registration statement,

including its exhibits, may be inspected without charge at the offices of the SEC or obtained at prescribed rates from the Public Reference Room

of the SEC at 100 F Street NE, Washington, D.C. 20549. Copies of the registration statement may be obtained without charge at the SEC s
website.
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INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The SEC allows us to incorporate by reference certain information that we file with the SEC into this prospectus supplement and the
accompanying prospectus. By incorporating by reference, we can disclose important information to you by referring you to another document
we have filed separately with the SEC. The information incorporated by reference is deemed to be part of this prospectus supplement and the
accompanying prospectus, except for information incorporated by reference that is superseded by information contained in this prospectus
supplement or the accompanying prospectus or any document we subsequently file with the SEC that is incorporated or deemed to be
incorporated by reference into this prospectus supplement and the accompanying prospectus. Likewise, any statement in this prospectus
supplement or the accompanying prospectus or any document which is incorporated or deemed to be incorporated by reference herein or therein
will be deemed to have been modified or superseded to the extent that any statement contained in any document that we subsequently file with
the SEC that is incorporated or deemed to be incorporated by reference herein or therein modifies or supersedes that statement. This prospectus
supplement and the accompanying prospectus incorporate by reference the documents listed below and any future filings we make with the SEC
under Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934, after the date of the initial registration statement and prior to the
effectiveness of the registration statement and after the date of this prospectus supplement and prior to the sale of all the securities covered
hereby.

Our Annual Report on Form 10-K for the fiscal year ended December 31, 2010, as amended on August 10, 2011;

Our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2011, June 30, 2011 and September 30, 2011; and

Our Current Reports on Form 8-K filed with the SEC on March 31, 2011, June 1, 2011 and August 25, 2011.
Notwithstanding the foregoing, information furnished under Items 2.02 and 7.01 of any Current Report on Form 8-K, including the related
exhibits, is not incorporated by reference in this prospectus supplement, the accompanying prospectus, or the registration statement of which this
prospectus supplement is a part.

You can request a copy of these filings, at no cost, by writing or telephoning us at the following address or telephone number:
HealthStream, Inc.
209 10" Avenue South, Suite 450
Nashville, TN 37203
Attention: Investor Relations

Telephone: (615) 301-3237
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PROSPECTUS

$75,000,000

HEALTHSTREAM, INC.

Common Stock

HealthStream, Inc. may offer, issue and sell from time to time, together or separately, in one or more offerings common stock ,no par value per
share, up to a maximum aggregate offering price of $75,000,000.

We may offer and sell common stock in amounts, at prices and on terms determined at the time of the offering. In addition, selling security
holders to be named in a prospectus supplement may offer and sell these securities from time to time in such amounts and with such discounts
and commissions as set forth in a prospectus supplement. Unless otherwise set forth in the applicable prospectus supplement, we will not receive
any proceeds from the sale of securities by any selling security holders.

We will provide the specific terms of these securities in supplements to this prospectus. You should read this prospectus and the accompanying

prospectus supplement, as well as the documents incorporated or deemed incorporated by reference in this prospectus, carefully before you

make your investment decision. Our common stock is listed on the NASDAQ Global Market and trades on that exchange under the symbol
HSTM. On November 7, 2011, the closing price of our common stock on the NASDAQ Global Market was $16.02 per share. You are urged to

obtain current market quotations of the common stock.

This prospectus may not be used to sell securities unless accompanied by a prospectus supplement.

We may offer to sell these securities on a continuous or delayed basis, through agents, dealers or underwriters, or directly to purchasers. The
prospectus supplement for each offering of securities will describe in detail the plan of distribution for that offering. If our agents or any dealers
or underwriters are involved in the sale of the securities, the applicable prospectus supplement will set forth the names of the agents, dealers or
underwriters and any applicable commissions or discounts. Our net proceeds from the sale of securities will also be set forth in the applicable
prospectus supplement. For general information about the distribution of securities offered, please see Plan of Distribution in this prospectus.

Investing in our securities involves risks. You should carefully consider the risk factors referred to on page 2 of this prospectus and set
forth in the documents incorporated or deemed incorporated by reference herein before making any decision to invest in our securities.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The date of this prospectus is November 14, 2011.
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ABOUT THIS PROSPECTUS

This prospectus is a part of a registration statement that we filed with the Securities and Exchange Commission, or the SEC, utilizing a shelf
registration process. Under this shelf registration process, we, and certain holders of our securities, may, from time to time, sell the securities
described in this prospectus in one or more offerings.

The registration statement containing this prospectus, including the exhibits to the registration statement, provides additional information about
us and the securities offered under this prospectus. The registration statement, including the exhibits and the documents incorporated or deemed
incorporated herein by reference, can be read on the SEC website or at the SEC offices mentioned under the heading Where You Can Find More
Information.

Each time we, or a selling security holder, sell securities pursuant to this prospectus, we will provide a prospectus supplement containing
specific information about the terms of a particular offering by us. The prospectus supplement may add, update or change information in this
prospectus. If the information in the prospectus is inconsistent with a prospectus supplement, you should rely on the information in that
prospectus supplement. You should read both this prospectus and, if applicable, any prospectus supplement. See Where You Can Find More
Information for more information.

We have not authorized any dealer, salesman or other person to give any information or to make any representation other than those contained or
incorporated by reference in this prospectus or any prospectus supplement. You must not rely upon any information or representation not
contained or incorporated by reference in this prospectus or any prospectus supplement. This prospectus and any prospectus supplement do not
constitute an offer to sell or the solicitation of an offer to buy any securities other than the registered securities to which they relate, nor do this
prospectus and any prospectus supplement constitute an offer to sell or the solicitation of an offer to buy securities in any jurisdiction to any
person to whom it is unlawful to make such offer or solicitation in such jurisdiction. You should not assume that the information contained in
this prospectus or any prospectus supplement is accurate on any date subsequent to the date set forth on the front of such document or that any
information we have incorporated by reference is correct on any date subsequent to the date of the document incorporated by reference, even
though this prospectus and any prospectus supplement is delivered or securities are sold on a later date.

Unless this prospectus indicates otherwise or the context otherwise requires, the terms we,  our, us, HealthStream orthe Company
as used in this prospectus refer to HealthStream, Inc.

HEALTHSTREAM, INC.

HealthStream provides Internet-based learning and research solutions for healthcare organizations all designed to assess and develop the people
that deliver patient care which, in turn, supports the improvement of business and clinical outcomes. Our learning products are used by
healthcare organizations to meet a broad range of their training, certification, and development needs, while our research products provide our
customers information about patients experiences, workforce engagement, physician relations, and community perceptions of their services.
HealthStream s customers include healthcare organizations, pharmaceutical and medical device companies, and other participants in the
healthcare industry. Our customer base across both our learning and research business units includes over 2,500 healthcare organizations
(predominately acute-care facilities) throughout all 50 states of the United States.

The Company s core learning product is the HealthStream Learning Center (HLC), our proprietary learning platform provided through the
Internet via software-as-a-service. At September 30, 2011, HealthStream had approximately 2.6 million contracted, primarily hospital-based
subscribers, to the HLC. We deliver educational activities and training courseware to our customers through the HLC platform. Our research
products and service offerings include quality and satisfaction surveys, data analyses of survey results, and other research-based measurement
tools focused on patients, physicians, employees, and members of the community. The Company s core research product is the Patient Insights
survey, which accounts for approximately half of our research product business.
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Headquartered in Nashville, Tennessee, the Company was incorporated in 1990 and began providing its Internet-based solutions in 1999 and its
survey and research solutions in 2005. Including an additional office in Laurel, Maryland, HealthStream had 388 fulltime and 81 part-time
employees as of September 30, 2011. HealthStream has evolved from a company with an initial focus on technology-based training to a
company providing outcomes-focused learning and research solutions to the nation s healthcare providers.

Our principal executive offices are located at 209 10th Avenue South, Suite 450, Nashville, Tennessee, 37203 and our telephone number at these
offices is (615) 301-3100. Our internet address is www.healthstream.com. Please note that our website is provided as an inactive textual
reference and the information on our website is not incorporated by reference in this prospectus.

RISK FACTORS

An investment in our securities involves significant risks. You should read and carefully consider the risks and uncertainties and the risk factors
set forth in our Annual Report on Form 10-K for the year ended December 31, 2010, which is incorporated by reference in this prospectus, and
in the documents and reports we file with the SEC after the date of this prospectus which are incorporated by reference into this prospectus, as
well as any risks described in any applicable prospectus supplement, before you make an investment decision regarding the securities.
Additional risks and uncertainties not presently known to us or that we currently deem immaterial may also affect our business operations.

FORWARD-LOOKING STATEMENTS

This prospectus (including the documents incorporated by reference) contains, and any accompanying prospectus supplement may contain,
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of

1934. All statements other than statements of historical fact are forward-looking statements for purposes of federal and state securities laws.

Forward-looking statements include discussions regarding the Company s operating strategy, strategic plan, industry and economic conditions,

financial condition, liquidity and capital resources, and results of operations. You can identify these statements by forward-looking words such

as expects, anticipates, intends, believes, may, will, should, continue and similar language or the negative of such terms or other co

terminology. Although we believe that the plans, objectives, expectations and prospects reflected in or suggested by our forward-looking

statements are reasonable, those statements involve uncertainties and risks, and we cannot assure you that our plans, objectives, expectations and

prospects will be achieved. Our actual results could differ materially from the results anticipated by the forward-looking statements as a result of

many known and unknown factors, including, but not limited to, those contained in Risk Factors and elsewhere in this prospectus and any

accompanying prospectus supplement. All written or oral forward-looking statements attributable to us are expressly qualified in their entirety

by these cautionary statements. The Company does not undertake any obligation to update or to release publicly any revisions to

forward-looking statements contained in this prospectus or any accompanying prospectus supplement to reflect events or circumstances

occurring after the date of this prospectus or any accompanying prospectus supplement or to reflect the occurrence of unanticipated events.

USE OF PROCEEDS

Unless otherwise provided in the applicable prospectus supplement to this prospectus used to offer specific securities, we expect to use the net
proceeds from any offering of securities by us for general corporate purposes, which may include potential acquisitions, capital expenditures and
investments. Pending the application of the net proceeds, we expect to invest the proceeds in short-term, interest-bearing instruments or other
investment-grade securities. The Company will not have access to any net proceeds attributable to selling security holders.
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WHERE YOU CAN FIND MORE INFORMATION

We have filed with the SEC a registration statement on Form S-3 under the Securities Act of 1933 for the securities being offered under this
prospectus. This prospectus, which is part of the registration statement, does not contain all of the information set forth in the registration
statement and accompanying exhibits. This prospectus contains descriptions of certain agreements or documents that are exhibits to the
registration statement. The statements as to the contents of such exhibits, however, are brief descriptions and are not necessarily complete, and
each statement is qualified in all respects by reference to such agreement or document. In addition, we file annual, quarterly and other reports,
proxy statements and other information with the SEC. Our current SEC filings and the registration statement and accompanying exhibits may be
inspected without charge at the public reference facilities of the SEC located at 100 F Street, N. E., Washington, D.C. 20549. You may obtain
copies of this information at prescribed rates. The SEC also maintains a website that contains reports, proxy statements, registration statements
and other information, including our filings with the SEC. The SEC website address is www.sec.gov. You may call the SEC at 1-800-SEC-0330
to obtain further information on the operations of the public reference room. We make available free of charge through our web site our Annual
Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, Proxy Statement on Schedule 14A and all amendments
to those reports as soon as reasonably practicable after such material is electronically filed with or furnished to the SEC. Our website address is
www.healthstream.com. Please note that our website address is provided as an inactive textual reference only. Information contained on or
accessible through our website is not part of this prospectus or any accompanying prospectus supplement, and is therefore not incorporated by
reference unless such information is otherwise specifically referenced elsewhere in this prospectus or any accompanying prospectus supplement.

INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The SEC allows us to incorporate by reference certain information that we file with the SEC into this prospectus. By incorporating by reference,
we can disclose important information to you by referring you to another document we have filed separately with the SEC. The information
incorporated by reference is deemed to be part of this prospectus, except for information incorporated by reference that is superseded by
information contained in this prospectus or any document we subsequently file with the SEC that is incorporated or deemed to be incorporated
by reference into this prospectus. Likewise, any statement in this prospectus or any document which is incorporated or deemed to be
incorporated by reference herein will be deemed to have been modified or superseded to the extent that any statement contained in any document
that we subsequently file with the SEC that is incorporated or deemed to be incorporated by reference herein modifies or supersedes that
statement. This prospectus incorporates by reference the documents listed below and any future filings we make with the SEC under

Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934, after the date of the initial registration statement and prior to the
effectiveness of the registration statement and after the date of this prospectus and prior to the sale of all the securities covered by this
prospectus.

Our Annual Report on Form 10-K for the fiscal year ended December 31, 2010.

Our Quarterly Report on Form 10-Q for the quarter ended March 31, 2011, June 30, 2011 and September 30, 2011.

Our Current Reports on Form 8-K filed with the SEC on March 31, 2011 and June 1, 2011 and August 25, 2011.

The description of our common stock, no par value per share, contained in our Registration Statement on Form S-1 filed with the SEC
on October 13, 1999, including all amendments and reports filed for purposes of updating such description.
Notwithstanding the foregoing, information furnished under Items 2.02 and 7.01 of any Current Report on Form 8-K, including the related
exhibits, is not incorporated by reference in this prospectus, the registration statement of which this prospectus is a part, or any prospectus
supplement.
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You may request a copy of these documents, which will be provided to you at no cost, by writing or telephoning us using the following contact
information:

HealthStream, Inc.

209 10th Avenue South, Suite 450
Nashville, Tennessee 37203
Attention: Investor Relations
Telephone: (615) 301-3237

DESCRIPTION OF COMMON STOCK

The following is a description of our common stock and certain provisions of our Fourth Amended and Restated Charter and Amended and
Restated Bylaws and certain provisions of applicable law. The following is only a summary and is qualified by applicable law and by the
provisions of our Fourth Amended and Restated Charter and Amended and Restated Bylaws, copies of which have been filed with the SEC and
are also available upon request from us. You should read the prospectus supplement, which will contain additional information and which may
update or change some of the information below.

General

The authorized capital stock of HealthStream consists of 75 million shares of common stock, no par value. As of October 27, 2011, 22,211,085
shares of HealthStream common stock were outstanding. The Company is authorized to issue up to 10 million shares of preferred stock, no par
value, in one or more series, having the relative voting powers, designations, preferences, rights and qualifications, limitations or restrictions,
and other terms as the Board of Directors may fix in providing for the issuance of such series, without any vote or action of the shareholders. As
of October 27, 2011, 2,302,100 shares of HealthStream common stock were reserved for issuance upon the exercise of outstanding stock options
under various employee stock option plans.

The outstanding shares of HealthStream common stock are fully paid and nonassessable. Holders of HealthStream common stock are entitled to
one vote for each share held of record on all matters submitted to a vote of the shareholders. Holders of HealthStream common stock do not have
pre-emptive rights and are not entitled to cumulative voting rights with respect to the election of directors. HealthStream common stock is
neither redeemable nor convertible into other securities, and there are no sinking fund provisions with respect to the common stock. Holders of
HealthStream common stock are entitled to, in the event of liquidation, share ratably in all assets remaining after payment of liabilities.

Election of Directors

The Company s Fourth Amended and Restated Charter and Amended and Restated Bylaws provide that the Company s Board of Directors is to
be divided into three classes as nearly equal in number as possible. Directors are elected by classes to three-year terms, so that approximately
one-third of the directors of HealthStream are elected at each annual meeting of the shareholders. In addition, HealthStream s Amended and
Restated Bylaws provide that the power to increase or decrease the number of directors and to fill vacancies is vested in the HealthStream Board
of Directors. The overall effect of these provisions may be to prevent a person or entity from seeking to acquire control of HealthStream through
an increase in the number of directors on the HealthStream Board of Directors and the election of designated nominees to fill newly created
vacancies.

Dividends

Holders of HealthStream s common stock are entitled to receive dividends when, as and if declared by HealthStream s Board of Directors out of
funds legally available for dividends. HealthStream has never declared or paid any dividends on its common stock.
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Supermajority Vote

HealthStream s Fourth Amended and Restated Charter provides that the affirmative vote of at least two-thirds of the voting power of the
outstanding shares of our capital stock outstanding and entitled to vote is required to amend or repeal, or to adopt any provision inconsistent
with, certain provisions of the Company s Fourth Amended and Restated Charter.

Anti-Takeover Statutes
Tennessee Business Combination Act

The Tennessee Business Combination Act provides that an interested shareholder (defined as a person owning, either directly or indirectly, 10%
or more of the voting securities in a Tennessee corporation) cannot engage in a business combination with that corporation unless the transaction
takes place at least five years after the interested shareholder first becomes an interested shareholder, and unless either the transaction (a) is
approved by at least two-thirds of the shares of the corporation not beneficially owned by an interested shareholder or (b) satisfies certain
fairness conditions specified in the Tennessee Business Combination Act relating to the price to be paid to the non-interested shareholders in
such transactions.

These provisions apply to Tennessee corporations unless one of two events occurs. A business combination with an entity can proceed without
the five-year moratorium if the business combination or transaction resulting in the shareholder becoming an interested shareholder is approved
by the target corporation s board of directors before that entity becomes an interested shareholder. Alternatively, the corporation may enact an
amendment to its charter or bylaws to remove itself entirely from the Tennessee Business Combination Act. This amendment must be approved
by a majority of the shareholders who have held shares for more than one year prior to the vote and may not take effect for at least two years
after the vote.

Tennessee Control Share Acquisition Act

The Tennessee Control Share Acquisition Act takes away the voting rights of a purchaser s shares any time an acquisition of shares in a
Tennessee corporation brings the purchaser s voting power to 20%, 33-1/3%, or more than 50% of all voting power in such corporation. The
purchaser s voting rights can be maintained or re-established only by a majority vote of all the shares entitled to vote generally with respect to the
election of directors other than those shares owned by the acquirer and the officers and inside directors of the corporation.

The Tennessee Control Share Acquisition Act applies only to a corporation that has adopted a provision in its charter or bylaws declaring that
the Tennessee Control Share Acquisition Act will apply.

Our Fourth Amended and Restated Charter has not adopted such a provision, and, therefore, we are not subject to such act.
Tennessee Greenmail Act

The Tennessee Greenmail Act prohibits a Tennessee corporation whose stock is registered or traded on a national securities exchange or
registered with the SEC, from purchasing, directly or indirectly, any of its shares at a price above the market value of the shares from any person
who holds more than 3% of the class of securities to be purchased if such person has held the shares for less than two years, unless the purchase
has been approved by the affirmative vote of a majority of the outstanding shares of each class of voting stock issued by the corporation or the
corporation makes an offer, of at least equal value per share, to all holders of shares of the class. Under the Tennessee Greenmail Act, the market
value of the shares is defined as the average of the highest and lowest closing market price for the shares during the 30 trading days preceding
the purchase and sale or preceding the commencement or announcement of a tender offer if the seller of the shares has commenced a tender offer
or announced an intention to seek control of the corporation.

Our common stock is traded on the Nasdaq Global Market and, therefore, is subject to such act.
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Indemnification

The Company s Fourth Amended and Restated Charter provides that, to the fullest extent permitted by the Tennessee Business Corporation Act,
or TBCA, a director will not be liable to the Company or its shareholders for monetary damages for breach of his or her fiduciary duty as a
director. Under the TBCA, directors have a fiduciary duty which is not eliminated by this provision in the Company s Fourth Amended and
Restated Charter. In some circumstances, equitable remedies such as injunctive or other forms of nonmonetary relief will remain available. In
addition, each director will continue to be subject to liability under the TBCA for:

breach of the director s duty of loyalty;

acts or omissions which are found by a court of competent jurisdiction to be not in good faith or knowing violations of law;

actions leading to improper personal benefit to the director; and

payment of dividends that are prohibited by the TBCA.
The Company s Fourth Amended and Restated Charter provision does not affect the directors responsibilities under any other laws, such as the
Federal securities laws or state or Federal environmental laws.

The TBCA provides that a corporation may indemnify any director or officer against liability incurred in connection with a proceeding if the
director or officer acted in good faith or reasonably believed, in the case of conduct in his or her official capacity with the corporation, that the
conduct was in the corporation s best interests. In all other civil cases, a corporation must indemnify a director or officer who reasonably believed
that his or her conduct was not opposed to the best interests of the corporation. In connection with any criminal proceedings, a corporation may
indemnify any director or officer who had no reasonable cause to believe that his or her conduct was unlawful.

In actions brought by or in the right of the corporation, however, the TBCA does not allow indemnification if the director or officer is adjudged
to be liable to the corporation. Similarly, the TBCA prohibits indemnification of a director or officer if the director or officer is adjudged liable
in a proceeding because a personal benefit was improperly received.

In cases when the director or officer is wholly successful, on the merits or otherwise, in the defense of any proceeding brought because of his or
her status as a director or officer of a corporation, the corporation must indemnify the director or officer against reasonable expenses incurred in
the proceeding. Also, the TBCA provides that a court may order a corporation to indemnify a director or officer for reasonable expense if, in
consideration of all relevant circumstances, the court determines that the individual is fairly and reasonably entitled to indemnification, whether
or not the individual acted in good faith or reasonably believed his or her conduct was in the corporation s best interest.

The Company s Amended and Restated Bylaws provide that it shall indemnify and advance expenses to its directors and officers to the fullest
extent permitted by the TBCA. The Company also maintains insurance to protect any director against any liability and has entered into
indemnification agreements with its directors to create a contractual obligation to indemnify its directors. These agreements, among other things,
indemnify the Registrant s directors for some expenses, judgments and fines and amounts paid in settlement, actually and reasonably incurred by
any of these persons in any action, suit or proceeding arising out of the person s services as the Registrant s director.

Transfer Agent

ComputerShare serves as the registrar and transfer agent for our common stock.
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SELLING SECURITY HOLDERS

The securities covered by this prospectus include securities that may be offered or sold by certain holders other than us. In such a case, we will
provide you with a prospectus supplement naming the selling security holders, the amount of securities of the class owned by such holder before
and after the offering, the amount of securities to be registered and sold and any other terms of the securities being sold by each selling security
holder. The securities that may be offered or sold by certain selling shareholders were obtained (i) in private placements of our common stock
which were completed prior to our initial public offering of our common stock in April 2000, (ii) through grants of equity based awards pursuant
to our compensatory plans and (iii) in connection with open market purchases. A selling security holder may resell all, a portion or none of such
holder s securities at any time and from time to time in an offering covered by this prospectus and the accompanying prospectus supplement.
Selling security holders may also sell, transfer or otherwise dispose of some or all of their securities in transactions exempt from the registration
requirements of the Securities Act. We may pay all expenses incurred with respect to the registration of the securities owned by the selling
security holders, other than underwriting fees, discounts or commissions, which will be borne by the selling security holders.

PLAN OF DISTRIBUTION

We and any selling shareholders may sell the securities from time to time in one or more transactions, including block transactions and
transactions on the NASDAQ Global Market or on a delayed or continuous basis, in each case, through agents, underwriters or dealers, directly
to one or more purchasers, through a combination of any of these methods of sale, or in any other manner, as provided in the applicable
prospectus supplement. The securities may be sold at a fixed price or prices, which may be changed, or at market prices prevailing at the time of
sale, at prices relating to the prevailing market prices or at negotiated prices. The consideration may be cash or another form negotiated by the
parties. Agents, underwriters or broker-dealers may be paid compensation for offering and selling the securities. That compensation may be in
the form of discounts, concessions or commissions to be received from us, any selling shareholders or from the purchasers of the securities. We
will identify the specific plan, including any underwriters, dealers, agents or direct purchasers and their compensation, in the applicable
prospectus supplement. Underwriters, dealers and agents participating in the distribution of the securities may be deemed to be underwriters, and
any discounts and commissions received by them from us, any selling shareholders or from purchasers of the securities and any profit realized
by them on resale of the securities may be deemed to be underwriting discounts and commissions under the Securities Act. If such dealers or
agents were deemed to be underwriters, they may be subject to statutory liabilities under the Securities Act. Underwriters, dealers and agents
may be entitled, under agreements entered into with us and any selling shareholders, to indemnification against and contribution toward certain
civil liabilities, including liabilities under the Securities Act.

Offers to purchase the securities may be solicited by agents designated by us or any selling shareholders from time to time. Any such agent
involved in the offer or sale of the securities will be named, and any commissions payable by the Company or any selling shareholders to such
agent will be set forth in the prospectus supplement. Unless otherwise indicated in the prospectus supplement, any such agent will be acting on a
best efforts basis for the period of its appointment. Any such agent may be deemed to be an underwriter, as that term is defined in the Securities
Act, of the securities so offered and sold.

If an underwriter or underwriters are utilized in the sale of securities, we and any selling shareholders will execute an underwriting agreement
with such underwriter or underwriters at the time an agreement for such sale is reached, and the names of the specific managing underwriter or
underwriters, as well as any other underwriters, and the terms of the transactions, including compensation of the underwriters and dealers, if any,
will be set forth in the prospectus supplement, which will be used by the underwriters to resell the securities.

If a dealer is utilized in the sale of the securities, we and any selling shareholders will sell such securities to the dealer, as principal. The dealer
may then resell such securities to the public at varying prices to be determined
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by such dealer at the time of resale. The name of the dealer and the terms of the transactions will be set forth in the prospectus supplement
relating thereto.

Offers to purchase the securities may be solicited directly by us or any selling shareholders and sales thereof may be made by us directly to
institutional investors or others. The terms of any such sales, including the terms of any bidding or auction prices, if utilized, will be described in
the prospectus supplement relating thereto.

Agents, underwriters and dealers may be entitled under agreements that may be entered into with us and any selling shareholders to
indemnification by us and any selling shareholders against certain liabilities, including liabilities under the Securities Act, and any such agents,
underwriters or dealers, or their affiliates may be customers of, engage in transactions with or perform services for us or any selling shareholders
in the ordinary course of business.

The securities may also be resold by security holders in the manner provided in the applicable prospectus supplement.
EXPERTS

The consolidated financial statements of HealthStream, Inc. appearing in HealthStream, Inc. s Annual Report (Form 10-K) for the year ended
December 31, 2010, have been audited by Ernst & Young LLP, independent registered public accounting firm, as set forth in their report thereon
included therein, and incorporated herein by reference. Such financial statements are, and audited financial statements to be included in
subsequently filed documents will be, incorporated herein in reliance upon the report of Ernst & Young LLP pertaining to such financial
statements as of the respective dates (to the extent covered by consents filed with the Securities and Exchange Commission) given on the
authority of such firm as experts in accounting and auditing.

LEGAL MATTERS

Unless otherwise indicated in the applicable prospectus supplement, the validity of the securities offered hereby will be passed upon for us by
Bass, Berry & Sims PLC, Nashville, Tennessee. If the validity of the securities offered hereby in connection with offerings made pursuant to this
prospectus are passed upon by counsel for the underwriters, dealers or agents, if any, such counsel will be named in the prospectus supplement
relating to such offering.
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Net realized investment gains

$
7.3

$
23.9

Accounts payable on unsettled investment purchases as of March 31, 2014 and December 31, 2013 were $25.6 million

and $11.6 million, respectively, and accounts receivable on unsettled investment sales were $6.7 million and $3.3
million, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 5. Investment Securities

The net changes in fair value for the three months ended March 31, 2014, and 2013 are as follows:
Three months ended March 31, 2014

Fixed maturity investments

Common equity securities

Convertible fixed maturity investments
Other investments

Net change in fair value

Fixed maturity investments

Common equity securities

Convertible fixed maturity investments
Other investments

Net change in fair value

Changes in
net
unrealized
investment
gains()

($ in millions)
$4.7
3.1
0.7
3.1
$11.6

Changes in
net
unrealized
investment
gains (D

($ in millions)
$4.4
7.9
(0.9
1.9

Changes in Total net

net changes

i?li;gnré in fair value
.y reflected

translation in

gains )

(losses)(D revenues

$— $4.7

— 3.1

— 0.7

— 3.1

$— $11.6

Three months ended March 31, 2013

Changes in Total net

net

foreign changes

currenc in fair value
.y reflected

translation in

gains 0

(losses)(D revenues

) $— $(4.4 )
— 7.9
) — 0.9 )
— 1.9
$— $4.5

$4.5

Includes pre-tax changes in net deferred gains and losses on sales of investments between OneBeacon and entities
(hunder White Mountains' common control of $(0.1) million for the three months ended March 31, 2013, with none

recorded in the 2014 period.

The components of OneBeacon's ending net unrealized investment gains and losses, excluding the impact of net
unrealized foreign currency translation gains and losses, on its investment portfolio as of March 31, 2014 and

December 31, 2013 were as follows:

Investment securities:

Gross unrealized investment gains

Gross unrealized investment losses

Total net unrealized investment gains, pre-tax
Income taxes

Total net unrealized investment gains, after tax
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March 31,
2014
($ in millions)

$142.7

6.7 )
136.0

(37.3 )
$98.7

December 31,
2013

$133.7

9.3 )
124.4

(33.8 )
$90.6
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
NOTE 5. Investment Securities

The cost or amortized cost, gross unrealized pre-tax investment gains and losses, net foreign currency losses and
carrying values of fixed maturity investments as of March 31, 2014 and December 31, 2013 were as follows:
March 31, 2014

Cost or Gross Gross Net foreign .

. . . Carrying

amortized unrealized unrealized currency

. value

cost gains losses losses

($ in millions)
US Gpvemment and agency $209.9 $0.2 §— $_ $210.1
obligations
Debt securities issued by corporations 741.2 14.8 (0.3 ) — 755.7
Municipal obligations 32.1 0.2 0.2 ) — 32.1
Mortggge—backed and asset-backed 381 8 17 22 )y — 3813
securities
Foreign government obligations 2.0 0.3 — — 2.3
Preferred stocks 78.3 6.0 — — 84.3
Total fixed maturity investments $1,945.3 $23.2 $.7 ) $— $1,965.8

December 31, 2013

Cost or Gross Gross Net foreign .

. . . Carrying
amortized unrealized unrealized currency value
cost gains losses gains
($ in millions)

US Gf)vemment and agency $131.0 $0.2 $(0.1 ) $— $131.1
obligations

Debt securities issued by corporations 741.7 14.1 (1.3 ) — 754.5
Municipal obligations 16.9 — 0.4 ) — 16.5
Mortga}ge—backed and asset-backed 9515 12 32 ) — 949 5
securities

Foreign government obligations 2.0 0.3 — — 2.3
Preferred stocks 78.3 5.0 — — 83.3
Total fixed maturity investments $1,921.4 $20.8 $(5.0 ) $— $1,937.2

Includes carrying value of $222.2 million and $236.3 million of fixed maturity investments reclassified to assets
(Oheld for sale in the consolidated balance sheets as part of the Runoff Transaction as of March 31, 2014 and
December 31, 2013, respectively.

12
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The cost or amortized cost, gross unrealized pre-tax investment gains and losses, net foreign currency gains and
carrying values of common equity securities, convertible fixed maturity investments and other investments as of
March 31, 2014 and December 31, 2013 were as follows:

March 31, 2014

Cost or Gross Gross Net foreign Carrvin
amortized unrealized unrealized currency V;I;lrz &
cost gains losses gains
($ in millions)
Common equity securities $274.4 $73.5 $(1.0 ) $0.2 $347.1
Convertible fixed maturity investments  24.3 5.2 0.2 ) — 29.3
Other investments 105.0 40.8 2.8 ) — 143.0
Total common equity securities,
convertible fixed maturity investments ~ $403.7 $119.5 $4.0 ) $0.2 $519.4
and other investments
December 31, 2013
Cost or Gross Gross Net foreign Carrvin
amortized unrealized unrealized currency V;I;lrz &
cost gains losses gains
($ in millions)
Common equity securities $267.2 $70.4 $(0.9 ) $0.2 $336.9
Convertible fixed maturity investments  26.3 4.5 0.3 ) — 30.5
Other investments 104.7 38.0 (3.1 ) — 139.6
Total common equity securities,
convertible fixed maturity investments ~ $398.2 $112.9 $4.3 ) $0.2 $507.0

and other investments

As of March 31, 2014 and December 31, 2013, the Company held unrestricted collateral from its customers, which is
included in cash and invested assets, relating to its surety business of $64.3 million and $63.3 million, respectively.
The obligation to return these funds is included in other liabilities in the consolidated balance sheets.

Fair value measurements

As of both March 31, 2014 and December 31, 2013, approximately 92% of the investment portfolio recorded at fair
value was priced based upon observable inputs.

The fair values of OneBeacon's investments in hedge funds and private equity funds have been classified as Level 3
under the fair value hierarchy since the fund managers do not provide sufficient information to independently evaluate
the pricing inputs and methods for each underlying investment, and therefore the inputs are considered to be
unobservable. At March 31, 2014 and December 31, 2013, OneBeacon did not record a liquidity adjustment to the net
asset value related to its investments in hedge funds or private equity funds.

As of both March 31, 2014 and December 31, 2013, other investments reported at fair value represented
approximately 5% of the investment portfolio recorded at fair value. Other investments accounted for at fair value as
of March 31, 2014 and December 31, 2013 were comprised of $51.9 million and $49.4 million, respectively, in hedge
funds, $57.2 million and $56.1 million, respectively, in private equity funds, and $14.4 million for both periods in an
investment in a community reinvestment vehicle. Additionally, other investments accounted for at fair value as of
March 31, 2014 included $0.2 million in trust certificates issued upon dissolution of a private equity fund, with no
such investments held as of December 31, 2013. As of March 31, 2014 and December 31, 2013, OneBeacon held
investments in 9 and 8 hedge funds, respectively, and 18 and 19 private equity funds, respectively. The largest
investment in a single fund was $15.1 million and $14.9 million at March 31, 2014 and December 31, 2013,
respectively. As of March 31, 2014 and December 31, 2013, other investments also included $19.3 million and $19.7
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accounted for using the equity method.
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The following tables summarize the Company's fair value measurements for investments at March 31, 2014 and
December 31, 2013 by level:
Fair value at

March 31, 2014® Level 1 Level 2 Level 3
($ in millions)
Fixed maturity investments:
US Gpvemment and agency $210.1 $210.1 $— $—
obligations
Debt securities issued by
corporations:
Consumer 220.9 — 220.9 —
Financial 147.1 — 147.1 —
Communications 100.0 — 100.0 —
Industrial 97.4 — 97.4 —
Energy 62.6 — 62.6 —
Basic materials 55.6 — 55.6 —
Utilities 43.1 — 43.1 —
Technology 29.0 — 29.0 —
Debt sec‘urltles issued by 7557 o 755 7 o
corporations
Mortga}ge—backed and asset-backed 3813 . 362.9 18.4
securities
Preferred stocks 84.3 — 13.0 71.3
Municipal obligations 32.1 — 32.1 —
Foreign government obligations 2.3 1.6 0.7 —
Fixed maturity investments 1,965.8 211.7 1,664.4 89.7
Short-term investments 152.7 152.7 — —
Common equity securities:
Consumer 123.3 123.3 — —
Financials 83.0 82.9 — 0.1
Energy 359 359 — —
Basic Materials 20.9 20.9 — —
Utilities 9.6 9.6 — —
Other 74.4 74.4 — —
Common equity securities 347.1 347.0 — 0.1
Convertlble fixed maturity 9.3 o 9.3 o
investments
Other investments) 123.7 — — 123.7
Total) $2,618.6 $711.4 $1,693.7 $213.5

Excludes the carrying value of $19.3 million associated with a tax advantaged federal affordable housing

development fund accounted for using the equity method as of March 31, 2014.

(2)Fair value includes $222.2 million of fixed maturity investments reclassified to assets held for sale in the March 31,
2014 consolidated balance sheets as part of the Runoff Transaction.

14
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Fair value at
December 31, Level 1 Level 2 Level 3
2013@
($ in millions)
Fixed maturity investments:
U.S. Government and agency

. $131.1 $131.1 $— $—
obligations
Debt securities issued by
corporations:
Consumer 239.6 — 239.6 —
Financial 145.5 — 145.5 —
Industrial 106.0 — 106.0 —
Communications 91.5 — 91.5 —
Basic materials 64.4 — 64.4 —
Energy 40.5 — 40.5 —
Utilities 38.0 — 38.0 —
Technology 29.0 — 29.0 —
Debt sec‘urltles issued by 754.5 o 754 5 o
corporations
Mortga}ge—backed and asset-backed 949 5 . 938.6 10.9
securities
Preferred stocks 83.3 — 12.3 71.0
Municipal obligations 16.5 — 16.5 —
Foreign government obligations 2.3 1.6 0.7 —
Fixed maturity investments 1,937.2 132.7 1,722.6 81.9
Short-term investments 157.0 155.9 1.1 —
Common equity securities:
Consumer 122.6 122.6 — —
Financials 83.3 83.2 — 0.1
Energy 34.7 34.7 — —
Basic Materials 20.3 20.3 — —
Utilities 8.3 8.3 — —
Other 67.7 67.7 — —
Common equity securities 336.9 336.8 — 0.1
Convertlble fixed maturity 30.5 o 30.5 o
investments
Other investments) 119.9 — — 119.9
Total) $2,581.5 $625.4 $1,754.2 $201.9

Excludes the carrying value of $19.7 million associated with a tax advantaged federal affordable housing
development fund accounted for using the equity method as of December 31, 2013.

Fair value includes $236.3 million of fixed maturity investments reclassified to assets held for sale in the
December 31, 2013 consolidated balance sheets as part of the Runoff Transaction.

At both March 31, 2014 and December 31, 2013, OneBeacon held one private preferred stock that represented
approximately 85% of its preferred stock portfolio. OneBeacon calculated its fair value using projected discounted
cash flows based on a discount yield. The discounted yield was determined with inputs from quoted market yields for

(¢))
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similar securities and adjusted for liquidity based on management’s best estimate of market conditions; this security is
classified as a Level 3 measurement.
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The following table summarizes the ratings of OneBeacon's corporate debt securities as of March 31, 2014 and
December 31, 2013:
March 31, December 31,

2014 2013

($ in millions)
AA $47.1 $51.2
A 352.2 357.9
BBB 355.6 3454
BB — —
Other 0.8 —
Debt securities issued by corporations()) $755.7 $754.5

() Credit ratings are assigned based on the following hierarchy: 1) Standard and Poor’s Financial Services LLC
(“Standard and Poor’s”’) and 2) Moody’s Investor Service (“Moody’s”).

Rollforwards of Fair Value Measurements by Level

The changes in Level 1 fair value measurements for the three months ended March 31, 2014 are as follows:

. Convertible
Fixed Common .
) . fixed Other
maturity equity . . Total™®
. " maturity mvestments
investments securities )
investments
($ in millions)
Balance at January 1, 2014 $132.7 $336.8 $— $— $469.5
Amortization/accretion — — — — —
Net realized and unrealized gains (losses) 0.1 8.5 — — 8.6
Purchases 114.6 26.0 — — 140.6
Sales (35.7 ) (24.3 ) — — (60.0 )
Transfers in — — — — —
Transfers out — — — — —
Balance at March 31, 2014 $211.7 $347.0 $— $— $558.7

(HExcludes short-term investments which are deemed to have a Level 1 designation.
The changes in Level 2 fair value measurements for the three months ended March 31, 2014 are as follows:

. Convertible
Fixed Common .
. . fixed Other
maturity equity . . Total
. " maturity vestments
investments securities .
investments
($ in millions)
Balance at January 1, 2014 $1,722.6 $— $30.5 $— $1,753.1
Amortization/accretion (2.6 ) — (0.1 ) — 2.7 )
Net realized and unrealized gains (losses) 5.0 — 1.9 — 6.9
Purchases 344.0 — 3.8 — 347.8
Sales (404.6 ) — (6.8 ) — 411.4 )
Transfers in — — — — —
Transfer out — — — — —
Balance at March 31, 2014 $1,664.4 $— $29.3 $— $1,693.7
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The changes in Level 3 fair value measurements for the three months ended March 31, 2014 and 2013 are as follows:

. Convertible
Fixed Common .
) . fixed Other !
maturity equity . . ,, Total®
. . maturity investments(!)
investments securities .
investments
($ in millions)
Balance at January 1, 2014 $81.9 $0.1 $— $119.9 $201.9
Amortization/accretion — — — — —
Net realized and unrealized gains (losses) 0.3 — — 3.1 34
Purchases 7.5 — — 2.3 9.8
Sales — — — (1.6 ) (1.6 )
Transfers in — — — — —
Transfers out — — — — —
Balance at March 31, 2014 $89.7 $0.1 $— $123.7 $213.5
Fixed Common Convertlble
. . fixed Other |
maturity equity . . ,, Total®
) . maturity investments(!)
investments securities .
investments
($ in millions)
Balance at January 1, 2013 $76.1 $0.1 $— $122.7 $198.9
Amortization/accretion — — — — —
Net realized and unrealized gains (losses) 0.1 — — 3.7 3.8
Purchases 1.8 — — 1.8 3.6
Sales — — — 4.5 ) 4.5 )
Transfers in — — — — —
Transfers out — — — — —
Balance at March 31, 2013 $78.0 $0.1 $— $123.7 $201.8

| Excludes the carrying value of $19.3 million and $20.6 million associated with a tax advantaged federal affordable
housing development fund accounted for using the equity method as of March 31, 2014 and 2013, respectively.

There were no “Transfers in” to Level 3 or "Transfers out" of Level 3 for the three months ended March 31, 2014 and

2013.

Significant Unobservable Inputs

As previously described, in certain circumstances, OneBeacon estimates the fair value of investments using industry

standard pricing models and both observable and unobservable inputs.
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The following summarizes significant unobservable inputs used in estimating the fair value of investment securities
classified within Level 3, other than hedge funds and private equity funds, at March 31, 2014. The fair value of
investments in hedge funds and private equity funds, which are classified within Level 3, are estimated using the net
asset value of the funds.

Description!) Fair Value Rating® Valuation Technique Unobservable Inputs Range
Non-agency commercial Prepayment/Default Rate
mortgage-backed $6.4 AAA Broker indication Discount Spread over 8 SC(I;Y/O CDR
securities Swap e
Non-agency commercial

mortgage-backed $1.1 BBB- Broker pricing Broker quote N/A

securities

Other. a.lsset—backed $10.9 AA+ Broker pricing Broker quote N/A

securities

Preferred stock $71.3 N/R Discounted cash flow Discount yield 6.9%

() As of March 31, 2014, each asset type consists of one security.
(@) Credit ratings are assigned based on the following hierarchy: 1) Standard & Poor's and 2) Moody's
The assumed prepayment rate is a significant unobservable input used to estimate the fair value of investments in
agency commercial mortgage-backed securities. Generally for bonds priced at a premium, increases in prepayment
speeds will result in a lower fair value, while decreases in prepayment speed may result in a higher fair value, with the
inverse for bonds priced at a discount.
The following table summarizes the change in net unrealized gains or losses for assets designated as Level 3 for the
three months ended March 31, 2014 and 2013:

Three months ended

March 31,
2014 2013
($ in millions)

Fixed maturity investments $0.3 $0.1
Short-term investments — —
Common equity securities — —
Convertible fixed maturity investments — —
Other investments 3.1 1.9
Total $3.4 $2.0

Mortgage-backed Securities

OneBeacon purchases commercial mortgage-backed securities ("CMBS") and residential mortgage-backed securities
("RMBS") to maximize its risk adjusted returns in the context of a diversified portfolio. OneBeacon's non-agency
CMBS are generally short tenor and structurally senior, with approximately 30 points of subordination on average for
fixed rate and floating rate CMBS as of March 31, 2014. In general, subordination represents the percentage of
principal loss on the underlying collateral that would have to occur before the security incurs a loss. These collateral
losses, instead, are first absorbed by other securities lower in the capital structure. OneBeacon believes this structural
protection mitigates the risk of loss tied to refinancing challenges facing the commercial real estate market. As of
March 31, 2014, on average less than 1% of the underlying loans were reported as non-performing for both agency
and non-agency CMBS held by OneBeacon. OneBeacon is not an originator of residential mortgage loans.
OneBeacon did not hold any RMBS categorized as sub-prime as of March 31, 2014. OneBeacon's investments in
hedge funds and private equity funds contain negligible amounts of sub-prime mortgage-backed securities as of
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March 31, 2014. OneBeacon considers sub-prime mortgage-backed securities to be those that have underlying loan
pools that exhibit weak credit characteristics or are issued from dedicated sub-prime shelves or dedicated second-lien
shelf registrations (i.e., OneBeacon considers investments backed primarily by second-liens to be sub-prime risks
regardless of credit scores or other metrics).

There are also mortgage-backed securities that OneBeacon categorizes as "non-prime" (also called "Alt A" or "A-")
that are backed by collateral that has overall credit quality between prime and sub-prime, as determined based on
OneBeacon's review of the characteristics of their underlying mortgage loan pools, such as credit scores and financial
ratios. As of March 31, 2014, OneBeacon held one mortgage-backed security with a market value of $6.4 million that
was classified as non-prime.
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OneBeacon's non-agency residential mortgage-backed portfolio is generally of moderate average life, fixed rate and
structurally senior. OneBeacon does not own any collateralized debt obligations, including residential
mortgage-backed collateralized debt obligations.
The following table summarizes the carrying value of OneBeacon's mortgage-backed and asset-backed securities as of
March 31, 2014 and December 31, 2013:

March 31, 2014 December 31, 2013

Fair Value Level 2 Level 3 Fair Value Level 2 Level 3

($ in millions)
Mortgage-backed

securities:

Agency:

GNMA $305.9 $305.9 $— $321.8 $321.8 $—
FNMA 64.8 64.8 — 36.5 36.5 —
FHLMC 23.0 23.0 — 24.3 24.3 —
Total agency() 393.7 393.7 — 382.6 382.6 —
Non-agency:

Residential 54.0 54.0 — 51.5 51.5 —
Commercial 169.2 161.7 7.5 155.0 155.0 —
Total Non-agency 223.2 215.7 7.5 206.5 206.5 —
Total mortgage-backed ¢, ¢ o 609.4 7.5 589.1 589.1 —
securities

Other asset-backed

securities:

Credit card receivables 101.8 90.9 10.9 124.2 113.3 10.9
Vehicle receivables 115.8 115.8 — 189.3 189.3 —
Other 46.8 46.8 — 46.9 46.9 —
Total other asset-backed ¢, | 253.5 10.9 360.4 349.5 10.9
securities

Total mortgage-backed

and asset-backed $881.3 $862.9 $18.4 $949.5 $938.6 $10.9
securities

" Represents publicly traded mortgage-backed securities which carry the full faith and credit guaranty of the U.S.
government (i.e., GNMA) or are guaranteed by a government sponsored entity (i.e., FNMA, FHLMC).
Non-agency Mortgage-backed Securities
The security issuance years of OneBeacon's investments in non-agency RMBS and non-agency CMBS securities as of
March 31, 2014 are as follows:
Fair Security Issuance Year
Value 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
($ in millions)
Total
non-agency $540 $65 $57 $55 $— $65 $— $64 $— $— $174 $6.0
RMBS
Total
non-agency 169.2 — — — 1.3 150 — 7.2 13.1 863 388 75
CMBS
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$6.5

$5.7

$5.5

$1.3

$21.5 $—

$13.6 $13.1

$86.3 $56.2 $13.5
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Non-agency Residential Mortgage-backed Securities
The classification of the underlying collateral quality and the tranche levels of OneBeacon's non-agency RMBS
securities are as follows as of March 31, 2014:

Super

Fair Value ) Senior(® Subordinate®
Senior(D
($ in millions)
Prime $47.6 $24.9 $22.7 $—
Non-prime 6.4 — 6.4 —
Total non-agency RMBS $54.0 $24.9 $29.1 $—

At issuance, Super Senior, or in the case of resecuritization, the underlying securities, were rated AAA by

(hStandard & Poor's, Aaa by Moody's, or AAA by Fitch Ratings ("Fitch") and were senior to other AAA or Aaa
bonds.
At issuance, Senior, or in the case of resecuritization, the underlying securities, were rated AAA by Standard &
Poor's, Aaa by Moody's, or AAA by Fitch and were senior to non-AAA or non-Aaa bonds.

3 At issuance, Subordinate were not rated AAA by Standard & Poor's, Aaa by Moody's, or AAA by Fitch and were
junior to other bonds.

Non-agency Commercial Mortgage-backed Securities

The amount of fixed and floating rate securities and their tranche levels are as follows as of March 31, 2014:

Fair Value Sup.er Senior(® Subordinate®
Senior()
($ in millions)
Fixed rate CMBS $127.9 $86.4 $32.6 $8.9
Floating rate CMBS 41.3 1.3 15.0 25.0
Total non-agency CMBS $169.2 $87.7 $47.6 $33.9

At issuance, Super Senior, or in the case of resecuritization, the underlying securities, were rated AAA by
Standard & Poor's, Aaa by Moody's or AAA by Fitch and were senior to other AAA or Aaa bonds.
At issuance, Senior, or in the case of resecuritization, the underlying securities, were rated AAA by Standard &
Poor's, Aaa by Moody's, or AAA by Fitch and were senior to non-AAA or non-Aaa bonds.

3 At issuance, Subordinate were not rated AAA by Standard & Poor's, Aaa by Moody's, or AAA by Fitch and were
junior to other bonds.
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Other Investments

OneBeacon holds investments in hedge funds and private equity funds which are included in other investments. The
fair value of these investments has been estimated using the net asset value of the funds. The following table
summarizes investments in hedge funds and private equity funds at March 31, 2014 and December 31, 2013:

March 31, 2014 December 31, 2013
Fair Unfunded Fair Unfunded
Value Commitments Value Commitments
($ in millions)
Hedge funds
Long/short equity $41.3 $— $39.1 $—
Long/short credit and distressed 8.3 — 8.1 —
Long/short equity activist 2.2 — 2.1 —
Long bank loan 0.1 — 0.1 —
Total hedge funds 51.9 — 494 —
Private equity funds
Energy infrastructure and services 26.3 5.7 26.0 5.9
Multi-sector 14.9 2.5 14.5 2.5
Private equity secondaries 6.2 2.1 6.4 2.1
Healthcare 39 1.4 2.8 1.4
Real estate 35 0.1 3.9 0.1
Insurance 24 0.1 2.3 0.1
Distressed residential real estate — — 0.2 —
Total private equity funds 57.2 11.9 56.1 12.1
Total hedge funds and private equity funds®) $109.1 $11.9 $105.5 $12.1

Excluded from the above table as of March 31, 2014 and December 31, 2013 are other investments, which include
an investment in a community reinvestment vehicle of $14.4 million for both periods and an investment in a tax
(hadvantaged federal affordable housing development fund of $19.3 million and $19.7 million, respectively.
Additionally, other investments includes trust certificates issued upon dissolution of a private equity fund of $0.2
million as of March 31, 2014, with no such investment held as of December 31, 2013.
Redemptions of investments in certain funds are subject to restrictions including "lock-up" periods where no
redemptions or withdrawals are allowed, restrictions on redemption frequency and advance notice periods for
redemptions. Amounts requested for redemptions remain subject to market fluctuations until the redemption effective
date, which generally falls at the end of the defined redemption period. The following summarizes the March 31, 2014
fair value of hedge funds subject to restrictions on redemption frequency and advance notice period requirements for
investments in active hedge funds:
Hedge Funds—Active Funds
30-59days 60-89days 90-119days 120+ days

. . . . Total

notice notice notice notice

($ in millions)
Redemption frequency
Monthly $2.0 $— $— $5.5 $7.5
Quarterly 27.5 8.3 6.4 — 42.2
Annual — — 2.1 0.1 22
Total hedge funds $29.5 $8.3 $8.5 $5.6 $51.9
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Certain hedge fund investments are no longer active and are in the process of disposing of their underlying
investments. Distributions from such funds are remitted to investors as the fund's underlying investments are
liquidated. At March 31, 2014, $0.9 million of hedge funds were in liquidation. The actual amount of the final
distribution is subject to market fluctuations. The date at which such distributions will be received is not determinable
at March 31, 2014.
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OneBeacon has also submitted redemption requests for certain of its investments in active hedge funds. At March 31,
2014, redemptions of $2.2 million were outstanding. The date at which all these redemptions will be received is not
determinable at March 31, 2014. Redemptions are recorded as receivables when the investment is no longer subject to
market fluctuations.
Investments in private equity funds are generally subject to lock-up periods during which investors may not request a
redemption. Distributions prior to the expected termination date of the fund may be limited to dividends or proceeds
arising from the liquidation of the fund's underlying investment. In addition, certain private equity funds provide an
option to extend the lock-up period at either the sole discretion of the fund manager or upon agreement between the
fund and the investors. At March 31, 2014, investments in private equity funds were subject to lock-up periods as
follows:

1 - 3 years 3 -5 years 5-10years >10 years Total

($ in millions)
Private Equity Funds—expected lock-up $2.4
period remaining '
NOTE 6. Debt
OneBeacon's debt outstanding as of March 31, 2014 and December 31, 2013 consisted of the following:

March 31, December 31,

$19.3 $35.5 $— $57.2

2014 2013

($ in millions)
Senior unsecured notes, at face value $275.0 $275.0
Unamortized original issue discount (0.3 ) (0.3 )
Senior unsecured notes, carrying value $274.7 $274.7

2012 Senior Notes

In November 2012, OneBeacon U.S. Holdings, Inc. ("OBH") issued $275.0 million face value of senior unsecured
notes ("2012 Senior Notes") through a public offering, at an issue price of 99.9% and received $272.9 million of
proceeds. The 2012 Senior Notes bear an annual interest rate of 4.6% payable semi-annually in arrears on May 9 and
November 9, until maturity on November 9, 2022, and are fully and unconditionally guaranteed as to the payment of
principal and interest by the Company. OBH incurred $2.8 million in expenses related to the issuance of the 2012
Senior Notes (including the $1.8 million underwriting discount), which were deferred and are being recognized into
interest expense over the life of the 2012 Senior Notes. Taking into effect the amortization of the original issue
discount and all underwriting and issuance expenses, the 2012 Senior Notes have an effective yield to maturity of
approximately 4.7% per annum.

Debt Covenants

At March 31, 2014, OneBeacon was in compliance with all of the covenants under the 2012 Senior Notes.

NOTE 7. Segment Information

The Company has fourteen underwriting operating segments, including two that were exited in 2013, which are
managed by the chief operating decision maker and are aggregated into two underwriting reportable segments. The
two underwriting reportable segments were determined based on the nature of products or services, the production
process, the method of distribution and the nature of the regulatory environment. The principal difference between the
reportable segments is the type or class of customer.

The Specialty Products segment is comprised of eight operating segments, including a new Crop underwriting
operating segment, as well as the Collector Cars and Boats underwriting operating segment that was exited in the first
quarter of 2013 (see Note 2—"Acquisitions and Dispositions"), representing an aggregation based on those that offer
distinct products and tailored coverages and services to a broad customer base across the United States. In addition to
Crop and Collector Cars and Boats, the Specialty Products segment includes the Professional Insurance, Specialty
Property, Environmental, Tuition Reimbursement, Programs, and Surety underwriting operating segments. During
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2013, the Company received approval to provide multiple peril crop insurance through the federal crop insurance
program administered by the U.S. Department of Agriculture's Risk Management Agency. The Company has entered
into an exclusive agreement with a managing general
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agency, The Climate Corporation, to provide coverages through the federal program and other supplemental
coverages, including crop-hail. The Company began writing crop business in the fourth quarter of 2013.

The Specialty Industries segment is comprised of six underwriting operating segments, including the Energy
underwriting operating segment that was exited in the first quarter of 2013, representing an aggregation based on
those that focus on solving the unique needs of a particular customer or industry group. The Specialty Industries
segment includes the International Marine Underwriters, Technology, Accident, Government Risks, and
Entertainment underwriting operating segments.

The Investing, Financing and Corporate segment includes the investing and financing activities for OneBeacon on a
consolidated basis, and certain other activities conducted through the Company and its intermediate subsidiaries.
Invested assets are not allocated to the Specialty Products and Specialty Industries segments since OneBeacon does
not manage them by segment. Invested assets, net investment income and net realized and change in unrealized
investment gains related to OneBeacon's Specialty Products and Specialty Industries segments are included in the
Investing, Financing and Corporate segment since these assets are available for payment of losses and expenses for all
segments. Debt and the related interest expense on debt also are not allocated to or managed by segment and are also
included in the Investing, Financing and Corporate segment.

Substantially all of the Company's revenue is generated from customers located in the United States.

Financial information for OneBeacon's reportable segments is as follows:

Insurance Operations Investing,
. . Financin
Specialty Spemal.t Y and ¢ Consolidated
Products Industries
Corporate

($ in millions)
Three months ended March 31, 2014
Earned premiums $135.4 $141.1 $— $276.5
Loss and loss adjustment expense (78.0 ) (714 ) — (1494 )
Policy acquisition expenses 21.4 ) (25.3 ) — 46.7 )
Other underwriting expenses (22.2 ) (27.2 ) — (49.4 )
Total underwriting income 13.8 17.2 — 31.0
Net investment income — — 10.0 10.0
Net realized and change in unrealized investment gains — — 18.9 18.9
Net other revenues 0.1 0.1 0.8 1.0
General and administrative expenses 0.1 (0.5 ) (29 ) (3.3 )
Interest expense — — (3.2 ) (3.2 )
Pre-tax income from continuing operations $14.0 $16.8 $23.6 $54.4
Three months ended March 31, 2013
Earned premiums $153.7 $132.8 $— $286.5
Loss and loss adjustment expense (78.6 ) (70.3 ) — (148.9 )
Policy acquisition expenses (30.4 ) (244 ) — (54.8 )
Other underwriting expenses (24.3 ) (25.0 ) — (49.3 )
Total underwriting income 204 13.1 — 33.5
Net investment income — — 94 94
Net realized and change in unrealized investment gains — — 28.4 28.4
Net other revenues 0.3 0.2 23.5 24.0
General and administrative expenses — 0.6 ) (34 ) 4.0 )
Interest expense — — (3.2 ) (3.2 )
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Pre-tax income from continuing operations $20.7 $12.7
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March 31, 2014

Total investment securities

Reinsurance recoverables

Deferred acquisition costs

Unpaid loss and loss adjustment expense reserves
Unearned premiums

Debt

December 31, 2013

Total investment securities

Reinsurance recoverables

Deferred acquisition costs

Unpaid loss and loss adjustment expense reserves
Unearned premiums

Debt

Insurance Operations

Specialty Specialty
Products Industries
($ in millions)

$— $—

56.2 26.9

55.4 50.5
617.6 452.2
303.8 278.4
$— $—

60.2 29.7

53.6 50.1
607.8 446.5
275.4 269.5

Investing,
Financing
and
Corporate(D)

$2,415.7

$2,364.9

274.7

Consolidated

$2,415.7
83.1
105.9
1,069.8
582.2
274.7

$2,364.9
89.9
103.7
1,054.3
544.9
274.7

(DAs described in Note 2, balances related to the the Runoff Business are presented as held for sale. Total investment
securities excludes $222.2 million and $236.3 million of fixed maturity investments reclassified to assets held for sale
as of March 31, 2014 and December 31, 2013, respectively.
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The following tables provide net written premiums, earned premiums and underwriting ratios for OneBeacon's
insurance operations by reportable segment and in total, for the three months ended March 31, 2014, and 2013:
Insurance Operations

. . Specialt Specialt .
($ in millions) Prpo ductsy Irfdustrigs Consolidated
Three months ended March 31, 2014
Net written premiums $160.8 $150.3 $311.1
Earned premiums 1354 141.1 276.5
Underwriting ratios:(1
Loss and LAE 57.6 % 50.6 % 54.0 %
Expense 322 37.2 34.8
Total combined ratio 89.8 % 87.8 % 88.8 %
Three months ended March 31, 2013
Net written premiums $123.9 $141.2 $265.1
Earned premiums 153.7 132.8 286.5
Underwriting ratios:(1
Loss and LAE 51.2 % 52.9 % 52.0 %
Expense 35.5 37.2 36.3
Total combined ratio 86.7 % 90.1 % 88.3 %

Underwriting ratios are used to measure the components of underwriting profitability and include: The loss and
. LAE ratio, calculated by dividing loss and LAE by earned premiums; the expense ratio, calculated by dividing
policy acquisition and other underwriting expenses by earned premiums; and the combined ratio, the sum of the loss
and LAE ratio and the expense ratio.
NOTE 8. Retirement Plans
OneBeacon sponsors qualified and non-qualified, non-contributory, defined benefit pension plans covering
substantially all employees who were employed as of December 31, 2001 and former employees who had met the
eligibility requirements, as well as retirees. Current plans include the OneBeacon qualified pension plan (the
"Qualified Plan") and the OneBeacon non-qualified pension plan (the "Non-qualified Plan") (collectively the "Plans").
OneBeacon's Plans were frozen and curtailed in 2002 and, as a result, the projected benefit obligation is equal to the
accumulated benefit obligation.
The benefits for the Plans are based primarily on years of service and employees’ compensation through December 31,
2002. OneBeacon’s funding policy is consistent with the funding requirements of U.S. federal laws and regulations.
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The components of net periodic benefit cost for the three months ended March 31, 2014 and 2013 were as follows:
Three months ended

March 31,
2014 2013
($ in millions)

Service cost $0.1 $0.2
Interest cost 1.2 1.1
Expected return on plan assets (2.1 ) (1.8
Amortization of unrecognized loss 0.1 0.2
Net periodic pension income before special termination benefits 0.7 ) (0.3
Special termination benefits expense(!) 0.3 0.2
Total net periodic benefit income $0.4 ) $(0.1

| Special termination benefits represent additional payments made from the Qualified Plan to certain vested

participants when their employment was terminated due to a reduction in force.
OneBeacon does not expect to make a contribution to its Qualified Plan in 2014. OneBeacon anticipates contributing
$2.2 million to the Non-qualified Plan in 2014, for which OneBeacon has assets held in a rabbi trust. During the three
months ended March 31, 2014, the Company contributed $0.5 million to the Non-qualified Plan.
NOTE 9. Employee Share-Based Incentive Compensation Plans
OneBeacon's share-based compensation plans include performance shares and restricted shares, which are designed to
maximize shareholder value over long periods of time by aligning the financial interests of its management with those
of its owners. Performance shares are payable only upon achievement of pre-defined business goals and are valued
based on the market value of OneBeacon's common shares at the time awards are earned. Performance shares are
typically paid in cash, though, in some instances, they may be paid in common shares or may be deferred in
accordance with the terms of OneBeacon's deferred compensation plan. OneBeacon expenses the full cost of all its
share-based compensation over the requisite service period. For the three months ended March 31, 2014 and 2013, the
Company recognized expense of $1.4 million and $1.2 million, respectively, related to its share-based compensation
plans.
Performance Shares
The following summarizes performance share activity for OB Performance Shares for the three months ended
March 31, 2014 and 2013:

Three months ended March 31,

2014 2013
Target OB Target OB
Performance Accrued Performance Accrued
Shares expense Shares expense
outstanding outstanding
($ in millions)
Beginning of period 493,421 $4.0 563,190 $1.2
Payments and deferrals() (142,138 ) (1.0 ) (238,658 ) —
New awards 165,800 — 179,000 —
Forfeitures and net change in assumed forfeitures (4,145 ) — (13,665 ) —
Expense recognized — 0.6 — 0.4
End of period 512,938 $3.6 489,867 $1.6

€]
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Performance share payments in 2014 for the 2011-2013 performance cycle were based upon a performance factor
of 37.1%. No payments were made in 2013 for the 2010-2012 performance cycle as the performance factor was
zero.
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The following summarizes performance shares outstanding and accrued performance share expense at March 31, 2014
for each performance cycle:

Target OB
Performance Accrued
Shares expense
outstanding

($ in millions)
Performance cycle:

2012 - 2014 181,290 $2.3

2013 - 2015 179,000 1.2

2014 - 2016 165,800 0.2

Subtotal 526,090 3.7

Assumed forfeitures (13,152 ) (0.1 )
Total at March 31, 2014 512,938 $3.6

If 100% of the outstanding performance shares had been vested on March 31, 2014, the total additional compensation
cost to be recognized would have been $4.7 million, based on current accrual factors (common share price,
accumulated dividends and payout assumptions) at March 31, 2014.
All performance shares earned and paid were settled in cash or by deferral into OneBeacon's deferred compensation
plan.
Restricted Shares
On March 1, 2012, OneBeacon issued shares of restricted stock to certain employees, of which 142,500 shares vested
on February 28, 2014, with the remaining 140,000 shares outstanding as of March 31, 2014 scheduled to vest on
February 28, 2015. On May 25, 2011, OneBeacon issued 630,000 shares of restricted stock to its CEO, of which
157,500 shares vested on February 22, 2014, with the remaining 472,500 shares scheduled to vest in equal
installments on February 22, 2015, 2016 and 2017. The restricted shares contain dividend participation features and
therefore are considered participating securities.
The following summarizes restricted shares activity for the three months ended March 31, 2014 and 2013:

Three months ended March 31,

2014 2013
Restricted Unamortized Restricted Unamortized
Shares Isspe Date Shares Isspe Date
Fair Value Fair Value
($ in millions)
Beginning of period 915,000 $6.5 927,000 $9.6
New awards — — — —
Forfeitures (2,500 ) — — —
Vested (300,000 ) — (9,000 ) —
Expense recognized — (0.8 ) — (0.8 )
End of period 612,500 $5.7 918,000 $8.8

Restricted shares that vested during the three months ended March 31, 2014 and 2013 had a grant date fair value of
$4.3 million and $0.1 million, respectively. As of March 31, 2014, unrecognized compensation expense of $5.7
million related to restricted stock awards is expected to be recognized over a weighted-average period of 2.5 years.
NOTE 10. Income Taxes

OneBeacon and its Bermuda-domiciled subsidiaries are not subject to Bermuda income tax under current Bermuda
law. In the event that there is a change in the current law such that taxes are imposed, OneBeacon and its
Bermuda-domiciled subsidiaries would be exempt from such tax until March 31, 2035, pursuant to the Bermuda
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Exempted Undertakings Tax Protection Act of 1966. OneBeacon also has subsidiaries that operate in Gibraltar,
Luxembourg and the United States. U.S.
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operations are financed with a combination of debt and equity and the financing income currently accounts for the
majority of non-U.S. earnings.

OneBeacon's income tax expense related to pre-tax income from continuing operations for the three months ended
March 31, 2014 and 2013, represented net effective tax rates of 11.9% and 22.5% respectively. The effective tax rate
for the three months ended March 31, 2014, was lower than the U.S. statutory rate of 35% due to income generated in
jurisdictions other than the United States, principally representing interest income taxed in a jurisdiction with a lower
effective tax rate and the settlement of the 2005-2006 IRS exam. The effective tax rate for the three months ended
March 31, 2013, was lower than the U.S. statutory rate of 35% due to income generated in jurisdictions other than the
United States, principally representing interest income taxed in a jurisdiction with a lower effective tax rate. For the
three months ended March 31, 2014 and 2013, the effective tax rate on non-U.S. income was 1.3% and (0.1)%,
respectively, and the effective tax rate on U.S. income was 16.0% and 29.4%, respectively.

In arriving at the effective tax rate for the three months months ended March 31, 2014 and 2013, OneBeacon
forecasted all income and expense items including the realized and change in unrealized investment gains for the years
ending December 31, 2014 and 2013, and included these gains in the effective tax rate calculation.

OneBeacon classifies all interest and penalties on unrecognized tax benefits as part of income tax expense. With few
exceptions, OneBeacon is no longer subject to U.S. federal, state or non-U.S. income tax examinations by tax
authorities for years before 2005. On February 14, 2014, OneBeacon received Form 870-AD (Offer to Waive
Restrictions on Assessment and Collection Tax Deficiency and to Accept Over assessment) from the IRS Appeals
Office relating to the examination of tax years 2005 and 2006. All disputed items have now been agreed and resolved
with the Joint Committee. OneBeacon recorded a tax benefit of $5.0 million in the first quarter of 2014 relating to the
settlement of the IRS examination for tax years 2005 and 2006.

On July 28, 2011, the IRS commenced an examination of OneBeacon's U.S. income tax returns for 2007, 2008 and
2009. On July 17, 2013, OneBeacon received a revised Form 4549-A (Income Tax Discrepancy Adjustments) from
the IRS relating to the examination of tax years 2007, 2008 and 2009. The estimated total assessment, including
interest, utilization of alternative minimum and foreign tax credit carryovers and capital loss carrybacks, is $69.3
million. However, $60.2 million of the proposed adjustments relate to items for which the expense deduction has been
disallowed in a year being examined, but ultimate deductibility is highly certain to occur in a later period. Because of
the impact of deferred tax accounting, other than interest and penalties, the disallowance of the deduction in the exam
period would not affect the effective tax rate but would accelerate the payment of cash to the taxing authority.
OneBeacon disagrees with the adjustments proposed by the IRS and is defending its position. Although the timing of
the resolution of these issues is uncertain, it is reasonably possible that the resolution could occur within the next
twelve months. An estimate of the range of potential outcomes cannot be made at this time. OneBeacon does not
expect the resolution of this examination to result in a material change to its financial position.

On September 2, 2013, the IRS commenced an examination of OneBeacon's U.S. income tax returns for 2010, 2011
and 2012. OneBeacon does not expect the resolution of this examination to result in a material change to its financial
position.

NOTE 11. Fair Value of Financial Instruments

OneBeacon carries its financial instruments on its balance sheet at fair value with the exception of its equity method
investments and fixed-rate, long-term indebtedness. For certain financial instruments where quoted market prices are
not available, other independent valuation techniques and assumptions are used. Because considerable judgment is
used, these estimates are not necessarily indicative of amounts that could be realized in a current market exchange.
Certain financial instruments are excluded from disclosure, including insurance contracts, other than financial
guarantees, and investment contracts.

At March 31, 2014 and December 31, 2013, the fair value of OneBeacon's 2012 Senior Notes (its fixed-rate,
long-term indebtedness) was $275.1 million and $269.8 million, respectively, which compared to a carrying value of
$274.7 million as of both March 31, 2014 and December 31, 2013. The fair value measurement of the Senior Notes is
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classified as Level 2 in the valuation hierarchy.

NOTE 12. Legal Contingencies

OneBeacon, and the insurance and reinsurance industry in general, is routinely subject to claims related litigation and
arbitration in the normal course of business, as well as litigation and arbitration that do not arise from, or directly

relate to, claims activity. OneBeacon's estimates of the costs of settling matters routinely encountered in claims

activity are reflected in the reserves for unpaid loss and LAE. See Note 3—"Unpaid Loss and Loss Adjustment Expense
(LAE) Reserves."
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OneBeacon evaluates its exposure to non-claims related litigation and arbitration and establishes accruals for litigation
and arbitration if it is probable that a loss has been incurred and it can be reasonably estimated. Disclosure of litigation
and arbitration is made if it is probable that a loss has been incurred or if there is a reasonable possibility that a loss
may have been incurred. Although the ultimate outcome of claims and non-claims related litigation and arbitration,
and the amount or range of potential loss at any particular time, is often inherently uncertain, management does not
believe that the ultimate outcome of such claims and non-claims related litigation and arbitration will have a material
adverse effect on OneBeacon's financial condition, full year results of operations, or cash flows.

The following summarizes significant ongoing non-claims related litigation or arbitration as of March 31, 2014:
Deutsche Bank Litigation

In June 2011, Deutsche Bank Trust Company Americas, Law Debenture Company of New York and Wilmington
Trust Company (collectively referred to as “Plaintiffs”), in their capacity as trustees for certain senior notes issued by the
Tribune Company (“Tribune”), filed lawsuits in various jurisdictions (the “Noteholder Actions”) against numerous
defendants including OneBeacon, OneBeacon-sponsored benefit plans and other affiliates of White Mountains in their
capacity as former shareholders of Tribune seeking recovery of the proceeds from the sale of common stock of
Tribune in connection with Tribune's leveraged buyout in 2007 (the “LBO”). Tribune filed for bankruptcy in 2008 in the
Delaware bankruptcy court (the “Bankruptcy Court”). The Bankruptcy Court granted Plaintiffs permission to commence
these LBO-related actions, and in 2011, the Judicial Panel on Multidistrict Litigation granted a motion to consolidate
the actions for pretrial matters and transferred all such proceedings to the United States District Court for the Southern
District of New York. Plaintiffs seek recovery of the proceeds received by the former Tribune shareholders on a
theory of constructive fraudulent transfer asserting that Tribune purchased or repurchased its common shares without
receiving fair consideration at a time when it was, or as a result of the purchases of shares, was rendered, insolvent.
OneBeacon has entered into a joint defense agreement with other affiliates of White Mountains that are defendants in
the action. OneBeacon and OneBeacon-sponsored benefit plans received approximately $32 million for Tribune
common stock tendered in connection with the LBO.

The Court granted an omnibus motion to dismiss the Noteholder Actions in September 2013 and Plaintiffs have filed a
notice of appeal.

In addition, OneBeacon, OneBeacon-sponsored benefit plans and other affiliates of White Mountains in their capacity
as former shareholders of Tribune, along with thousands of former Tribune shareholders, have been named as
defendants in an adversary proceeding brought by the Official Committee of Unsecured Creditors of the Tribune
Company (the “Committee”), on behalf of the Tribune Company, which seeks to avoid the repurchase of shares by
Tribune in the LBO on a theory of intentional fraudulent transfer (the “Committee Action”). Tribune emerged from
bankruptcy in 2012, and a litigation trustee replaced the Committee as plaintiff in the Committee Action. This matter
was consolidated for pretrial matters with the Noteholder Actions in the United States District Court for the Southern
District of New York and was stayed pending the motion to dismiss in the Noteholder Action. The Committee Action
will proceed upon the lifting of the stay and a scheduling order.
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NOTE 13. Earnings per Share

Basic and diluted earnings per share amounts are based on the weighted average number of common shares

outstanding, including unvested restricted shares that are considered participating securities. Diluted earnings per

share amounts are based on the weighted average number of common shares including unvested restricted shares and

the net effect of potentially dilutive common shares outstanding.

The following table outlines the Company's computation of earnings per share for net income from continuing

operations attributable to OneBeacon's common shareholders for the three months ended March 31, 2014 and 2013:
Three months ended

March 31,

2014 2013
Earnings attributable to OneBeacon's common shareholders—basic and diluted (in
millions):
Net income from continuing operations attributable to OneBeacon's common
shareholders $47.5 $67.9
Allocation of income for participating unvested restricted common shares 0.4 ) (0.7 )
Dividends paid on participating restricted common shares 0.1 ) (0.2 )
Total allocation to restricted common shares (0.5 ) (0.9 )
Net income from continuing operations attributable to OneBeacon's common $47.0 $67.0
shareholders, net of restricted common share amounts ) )
Undistributed net earnings (in millions):
Net income from continuing operations attributable to OneBeacon's common $47.0 $67.0
shareholders, net of restricted common share amounts ) )
Dividends paid, net of restricted common share amounts (19.9 ) (19.8 )
Total undistributed net earnings, net of restricted common share amounts $27.1 $47.2
Earnings per share denominator—basic and diluted (in millions):
Total weighted average common shares outstanding 95.4 95.4
Weighted average unvested restricted common shares) (0.8 ) (0.9 )
Basic and diluted earnings per share denominator 94.6 94.5
Earnings per share attributable to OneBeacon's common shareholders—basic and diluted
(in dollars):
Net income from continuing operations attributable to OneBeacon's common $0.50 $0.71
shareholders ’ ’
Dividends declared and paid (0.21 ) (0.21 )
Undistributed earnings $0.29 $0.50

(1) Restricted shares outstanding vest in equal installments upon a stated date or upon the occurrence of a specified
event.

Basic and diluted income (loss) per share amounts for discontinued operations are included in Note 15—"Discontinued
Operations."
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NOTE 14. Common Shareholders' Equity

Common Shares Repurchased and Retired

On August 22, 2007, the Company's Board authorized the repurchase of up to $200.0 million of its Class A common
shares from time to time, subject to market conditions. Shares may be repurchased on the open market or through
privately negotiated transactions. This authorization does not have a stated expiration date. During the three months
ended March 31, 2014 and 2013, no shares were repurchased under the share repurchase authorization. The amount of
authorization remaining is $87.7 million as of March 31, 2014.

During the three months ended March 31, 2014 and 2013, the Company repurchased 106,366 and 3,300 common
shares, respectively, to satisfy employee income tax withholding, pursuant to employee benefit plans. Shares
repurchased pursuant to employee benefit plans do not fall under the board authorization referred to above.
Dividends on Common Shares

During the three months ended March 31, 2014 and 2013, the Company declared and paid cash dividends totaling
$20.0 million, or $0.21 per common share, for each period.

Accumulated Other Comprehensive Income

For the three months ended March 31, 2014 and 2013, OneBeacon recorded pre-tax changes to accumulated other
comprehensive income for net increases in net benefit plan assets and obligations of $0.1 million (no after tax change)
and $0.2 million ($0.1 million after tax change), respectively.

NOTE 15. Discontinued Operations

Runoff Business

As described in Note 1 and Note 2, in October 2012, OneBeacon entered into the Stock Purchase Agreement with
respect to the sale of its Runoff Business to Armour. Pursuant to the terms of the Stock Purchase Agreement, at
closing, OneBeacon will transfer to Armour all of the issued and outstanding shares of common stock of certain legal
entities that will contain the assets, liabilities (including gross and ceded loss reserves) and capital supporting the
business as well as certain elements of the Runoff Business infrastructure, including staff and office space.
Additionally, as part of the Runoff Transaction, OneBeacon may provide, under certain scenarios, financing in the
form of surplus notes.

In anticipation of the Runoff Transaction, OneBeacon received regulatory approval as required from various state
departments of insurance effective October 1, 2012 to terminate the then-existing pooling agreement and
intercompany 100% quota share reinsurance agreements and to enter into new 100% quota share reinsurance
agreements. The result is that the Runoff Business is assumed and retained by OBIC, one of the legal entities that will
be transferred to Armour at closing, and that the ongoing specialty business is assumed and retained by Atlantic
Specialty Insurance Company ("ASIC"), one of the entities that OneBeacon will continue to own post-closing.

The Pennsylvania Insurance Department is currently conducting a required examination of the Runoff Business as part
of its regulatory review of the Runoff Transaction. The Company expects the Runoff Transaction to close in the
second half of 2014.
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Summary of Reclassified Balances and Related Items
As of March 31, 2014 and December 31, 2013, the Runoff Transaction met the criteria for held for sale accounting. As
a result, the assets and liabilities associated with the businesses being sold, after effecting the various steps
contemplated by the Stock Purchase Agreement, are presented separately as single line items in the asset and liability
sections of the consolidated balance sheets as of March 31, 2014 and December 31, 2013, respectively. The following
summarizes the major categories of assets and liabilities associated with the business classified as held for sale:

March 31, December 31,

2014 2013

($ in millions)

Assets:

Investments $222.2 $236.3
Premiums receivable 12.8 9.1
Reinsurance recoverable on unpaid losses) 1,540.0 1,604.7
Reinsurance recoverable on paid losses 9.5 10.7

Net deferred tax asset 3.2 33
Other assets 15.4 16.0
Total assets held for sale $1,803.1 $1,880.1
Liabilities:

Unpaid loss and loss adjustment expense reserves(! $1,717.3 $1,793.1
Unearned premiums 0.2 0.2
Ceded reinsurance payable 12.1 12.3
Other liabilities® 73.5 74.5
Total liabilities held for sale $1,803.1 $1,880.1

The March 31, 2014 and December 31, 2013 balances include the remaining purchase accounting fair value
adjustments of $133.6 million and $136.9 million, respectively, relating to the OneBeacon Acquisition. As of
(HMarch 31, 2014 and December 31, 2013, reinsurance recoverable on unpaid losses, gross of purchase accounting
adjustments, were $1,673.6 million and $1,741.6 million, respectively, and unpaid loss and LAE reserves, gross of
purchase accounting adjustments, were $1,850.9 million and $1,930.0 million for each period.
@ Other liabilities as of March 31, 2014 and December 31, 2013 include the accrual related to the pre-tax loss on sale
of the Runoff Business of $69.0 million for both periods.
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As described in Note 1 and Note 2, the results of operations for the Runoff Business have been classified as

discontinued operations and are presented as such, net of related income taxes, in the statements of operations and

comprehensive income and cash flows for all periods. Investing and financing activities for OneBeacon are managed
on a consolidated basis reported within the Investing, Financing and Corporate segment. Therefore, no investment or

financing activity is included in discontinued operations.
The following summarizes the results of operations, including related income taxes associated with the business

classified as discontinued operations:

Net written premiums

Revenues

Earned premiums

Total revenues

Expenses

Loss and loss adjustment expenses
Policy acquisition expenses

Other underwriting expenses
Total expenses

Pre-tax income (loss)

Income tax benefit (expense)
Income (loss) from discontinued operations, net of tax

33

Three months ended

March 31,
2014

($ in millions)
$(0.1 )
$(0.1 )
0.1 )
0.7
0.7
(0.8 )
0.3
$(0.5 )

2013
$0.8

$0.9
0.9

0.1
0.1
0.2
0.7
0.2
$0.5

)
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Income (Loss) per Share Related to Discontinued Operations
Basic income (loss) per share amounts are based on the weighted average number of common shares outstanding
including unvested restricted shares that are considered participating securities. Diluted earnings per share amounts
are based on the weighted average number of common shares including unvested restricted shares and the net effect of
potentially dilutive common shares outstanding.
The following table outlines the computation of income (loss) per share for discontinued operations attributable to
OneBeacon's common shareholders for the three months ended March 31, 2014 and 2013:

Three months ended

March 31,

2014 2013
Income (loss) attributable to OneBeacon's common shareholders—basic and diluted (in
millions):
Net income (loss) from discontinued operations attributable to OneBeacon's common

$(0.5 ) $0.5
shareholders

Allocation of loss for participating unvested restricted common shares — —
Net income (loss) from discontinued operations attributable to OneBeacon's common

: $(0.5 ) $0.5
shareholders, net of restricted common share amounts

Income (loss) per share denominator—basic and diluted (in millions):

Total weighted average common shares outstanding 95.4 95.4
Weighted average unvested restricted common shares) (0.8 ) (0.9 )
Basic and diluted income (loss) per share denominator 94.6 94.5

Income (loss) per share attributable to OneBeacon's common shareholders—basic and
diluted (in dollars):

Net income (loss) from discontinued operations attributable to OneBeacon's common
shareholders per share

$(0.01 ) $—

(1) Restricted shares outstanding vest in equal installments upon a stated date or upon the occurrence of a specified
event.

Additional Disclosures

Due to the relative significance of the transactions described above, OneBeacon has expanded the disclosures herein

to provide additional insight into the balances and related activity reclassified to held for sale and discontinued

operations.

Results of Discontinued Operations

The loss from discontinued operations, net of tax, was $0.5 million for the three months ended March 31, 2014,

compared to income of $0.5 million for the three months ended March 31, 2013. The loss for the three months ended

March 31, 2014 was substantially a result of non-claims expenses related to the Runoff Business, including dedicated

staff. The income for the three months ended March 31, 2013 primarily related to earned premiums from involuntary

pools in our Runoff Business.

For the three months ended March 31, 2014 and 2013, the Company recorded no incurred loss and LAE for the

Runoff Business. As of March 31, 2014, the recorded net unpaid loss and LAE reserves associated with the Runoff

Business totaled $177.3 million. Management believes that the recorded net loss and LAE reserves reflect a

reasonable provision for expected future loss and LAE payments and represent management’s best estimate within a

range of reasonable estimates.

Fair Value Adjustment
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In connection with purchase accounting for the OneBeacon Acquisition, the Company was required to adjust to fair
value the loss and LAE reserves and the related reinsurance recoverables. Loss and LAE reserves and the related
reinsurance recoverable presented in the summary of reclassified balances within assets and liabilities held for sale as
of March 31, 2014 and December 31, 2013, are net of $133.6 million and $136.9 million, respectively, related to the
outstanding pre-tax unaccreted adjustment.
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NOTE 15. Discontinued Operations

Reinsurance

As described in Note 4—"Reinsurance," in the normal course of business, OneBeacon's insurance subsidiaries seek to
limit losses that may arise from catastrophes or other events by reinsuring with third-party reinsurers. OneBeacon
remains liable for risks reinsured even if the reinsurer does not honor its obligations under reinsurance contracts.

In connection with the OneBeacon Acquisition, Aviva caused OneBeacon to purchase two reinsurance contracts from
subsidiaries of Berkshire Hathaway Inc.: a reinsurance contract with National Indemnity Company (“NICO”) for up to
$2.5 billion in old asbestos and environmental ("A&E") claims and certain other exposures (the “NICO Cover”) and an
adverse loss reserve development cover from General Reinsurance Corporation (“GRC”) for up to $570.0 million,
comprised of $400.0 million of adverse loss reserve development occurring in years 2000 and prior (the “GRC Cover”)
in addition to $170.0 million of reserves ceded as of the date of the OneBeacon Acquisition. The NICO Cover and
GRC Cover, which were contingent on and occurred contemporaneously with the OneBeacon Acquisition, were put in
place in lieu of a seller guarantee of loss and LAE reserves and are therefore accounted for under GAAP as a seller
guarantee.

NICO Cover

Under the terms of the NICO Cover, NICO receives the economic benefit of reinsurance recoverables from certain of
OneBeacon’s third party reinsurers (‘“Third Party Reinsurers”) in existence at the time the NICO Cover was executed
(“Third Party Recoverables”). As a result, the underlying Third Party Recoverables serve to protect the $2.5 billion limit
of NICO coverage for the benefit of OneBeacon. OneBeacon estimates that on an incurred basis it has used
approximately $2.3 billion of the coverage provided by NICO at March 31, 2014. Net losses paid totaled
approximately $1.7 billion as of March 31, 2014. To the extent that actual experience differs from OneBeacon’s
estimate of ultimate A&E losses and Third-Party Recoverables, future losses could exceed the $198.3 million of
protection remaining under the NICO Cover at March 31, 2014.

GRC Cover

Pursuant to the GRC Cover, OneBeacon is not entitled to recover losses to the full contract limit if such losses are
reimbursed by GRC more quickly than anticipated at the time the contract was signed. OneBeacon intends to seek
reimbursement from GRC only for claims which result in payment patterns similar to those supporting its
recoverables recorded pursuant to the GRC Cover. The economic cost of not submitting certain other eligible claims
to GRC is primarily the investment spread between the rate credited by GRC and the rate achieved by OneBeacon on
its own investments. This cost, if any, is expected to be nominal. As of March 31, 2014, OneBeacon has ceded
estimated incurred losses of $562.0 million to GRC under the GRC Cover. As of March 31, 2014, OneBeacon has
$359.7 million of reinsurance recoverable on unpaid losses outstanding under the GRC Cover.
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NOTE 15. Discontinued Operations

At March 31, 2014, OneBeacon had $9.5 million of reinsurance recoverable on paid losses and $1,673.6 million
(gross of $133.6 million in purchase accounting adjustments, as described above) that will become recoverable if
claims are paid in accordance with current reserve estimates, related to the Runoff Business that have been reclassified
to assets held for sale. Reinsurance contracts do not relieve OneBeacon of its obligations. Therefore, collectibility of
balances due from reinsurers is critical to OneBeacon's financial strength. The following table provides a listing of the
top reinsurers related to the Runoff Business reported in assets held for sale, excluding industry pools and
associations, based on reinsurance recoverable amounts on paid and unpaid losses, the percentage of the total reported
as held for sale (gross of the $133.6 million in purchase accounting adjustment), and the reinsurers' A.M. Best ratings.

($ in millions) f/la;f:lfz ft So1s % of total ﬁiﬁ;gﬁ“
National .Indemnity Company ("NICO") and General Reinsurance $1.188.8 7 % At
Corporation®

Hanover Insurance Company 38.7 2 % A

Tokio Marine and Nichido Fire® 26.1 2 % A++
Munich Reinsurance America 14.1 1 % A+
Tower Insurance Company 9.9 1 % B®W

A.M. Best ratings as detailed above are: “A++" (Superior, which is the highest of sixteen financial strength ratings),
“A+” (Superior, which is the second highest of sixteen financial strength ratings), “A” (Excellent, which is the third
highest of sixteen financial strength ratings) and “B” (Fair, which is the seventh highest of sixteen financial strength
ratings).

5 Includes $198.3 million of Third Party Recoverables, which NICO would pay under the terms of the NICO Cover if
they are unable to collect from third party reinsurers.
Excludes $21.4 million of reinsurance recoverables from the various reinsurers that are guaranteed by Tokio Marine
and Nichido Fire.

4 Under review with developing implications.
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NOTE 16. Consolidating Financial Information

The Company has fully and unconditionally guaranteed the 2012 Senior Notes issued by its 100% owned subsidiary,
OBH. The following tables present OneBeacon's consolidating balance sheets as of March 31, 2014 and December 31,
2013 and statements of operations and comprehensive income and cash flows for the three months ended March 31,
2014 and 2013. These financial statements reflect the Company's ("guarantor") financial position, results of operations
and cash flows on a stand-alone basis, that of OBH ("the issuer") and of the Company's other entities ("non-guarantor
subsidiaries") as well as the necessary consolidating adjustments to eliminate intercompany balances and transactions.

Non-guarant@BH

Consolidating Balance Sheet

as of March 31, 2014

Assets

Investment Securities:

Fixed maturity investments, at fair value
Short-term investments, at amortized cost (which
approximates fair value)

Common equity securities, at fair value
Convertible fixed maturity investments, at fair
value

Other investments

Total investment securities

Cash

Reinsurance recoverables

Premiums receivable

Deferred acquisition costs

Net deferred tax asset

Investment income accrued

Accounts receivable on unsettled investment sales
Investments in subsidiaries

Other assets

Assets held for sale

Total assets

Liabilities

Unpaid loss and loss adjustment expense reserves
Unearned premiums

Debt

Accounts payable on unsettled investment
purchases

Other liabilities

Liabilities held for sale

Total liabilities

OneBeacon's common shareholders' equity and
noncontrolling interests

Total OneBeacon's common shareholders' equity
Total noncontrolling interests

Table of Contents

The
Company
(guarantor)

1,130.5
2.3 )

$1,130.2

subsidiaries

(in millions)

$1,765.7
143.3
347.1
29.3

143.0
2,428.4
138.6
83.1
249.2
105.9
82.1
9.6

6.7
289.5
1,803.1
$5,196.2

$1,069.8
582.2

25.6

285.9
1,803.1
3,766.6

1,426.8
2.8
1,429.6

(issuer)

$2.9
7.4

1,071.0
2.7

$1,081.6

774.6

774.6

Consolidating Consolidated

adjustments
$(25.0 )
(25.0 )
0.1

0.5 )
(2,201.5 )
$(2,2269 )
$—

(25.0 )
0.5 )
(255 )
(2,2014 )
(2,2014 )

$1,743.6
152.7
347.1
29.3

143.0
2,415.7
138.6
83.1
249.2
105.9
79.8
9.1

6.7
289.9
1,803.1
$5,181.1

$1,069.8
582.2
274.7

25.6

292.6
1,803.1
4,048.0

1,130.3
2.8
1,133.1
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Total OneBeacon's common shareholders' equity
and noncontrolling interests
Total liabilities, OneBeacon's common

shareholders' equity and noncontrolling interests $1,130.2  $5,1962  $1081.6 $(2,2269 ) $5,181.1
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NOTE 16. Consolidating Financial Information

Consolidating Balance Sheet

as of December 31, 2013

Assets

Investment Securities:

Fixed maturity investments, at fair value
Short-term investments, at amortized cost (which
approximates fair value)

Common equity securities, at fair value
Convertible fixed maturity investments, at fair
value

Other investments

Total investment securities

Cash

Reinsurance recoverables

Premiums receivable

Deferred acquisition costs

Net deferred tax asset

Investment income accrued

Accounts receivable on unsettled investment sales
Investments in subsidiaries

Other assets

Assets held for sale

Total assets

Liabilities

Unpaid loss and loss adjustment expense reserves
Unearned premiums

Debt

Accounts payable on unsettled investment
purchases

Other liabilities

Liabilities held for sale

Total liabilities

OneBeacon's common shareholders' equity and
noncontrolling interests

Total OneBeacon's common shareholders' equity
Total noncontrolling interests

Total OneBeacon's common shareholders' equity
and noncontrolling interests

Total liabilities, OneBeacon's common
shareholders' equity and noncontrolling interests

Table of Contents

The
Company
(guarantor)

1,092.0
0.8 )

$1,104.2
$—

0.1 )

0.1 )

1,104.3

1,104.3

$1,104.2

Non-guarant@BH
subsidiaries (issuer)

(in millions)

$1,725.4
140.0
336.9
30.5

139.6
2,372.4
166.6
89.9
228.2
103.7
93.1
10.3
33
272.4
1,880.1
$5,220.0

$1,054.3
544.9

11.6

335.0
1,880.1
3,825.9

1,391.0
3.1

1,394.1

$5,220.0

1,034.9
1.1

$1,039.1

303.6

735.5

735.5

$1,039.1

Consolidating Consolidated

adjustments
$(24.5 )
(24.5 )
0.1 )
0.2 )
(2,126.9 )
$2,151.7 )
$—

(25.0 )
0.2 )
(25.2 )
(2,126.5 )
(2,126.5 )
$(2,151.7 )

$1,700.9
157.0
336.9
30.5

139.6
2,364.9
168.1
89.9
228.2
103.7
90.6
10.1
33
2727
1,880.1
$5,211.6

$1,054.3
544.9
274.7

11.6

338.6
1,880.1
4,104.2

1,104.3
3.1

1,107.4

$5,211.6
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NOTE 16. Consolidating Financial Information

Consolidating Statement of Operations and
Comprehensive Income

Three months ended March 31, 2014

Revenues

Earned premiums

Net investment income

Net realized and change in unrealized investment
gains

Net other revenues

Total revenues

Expenses

Loss and loss adjustment expenses

Policy acquisition expenses

Other underwriting expenses

General and administrative expenses

Interest expense

Total expenses

Pre-tax (loss) income from continuing operations
Income tax (expense) benefit

Net (loss) income from continuing operations
Loss from discontinued operations, net of tax
(Loss) income before equity in earnings of
unconsolidated affiliates

Equity in earnings of subsidiaries, net of tax

Net income including noncontrolling interests
Less: Net income attributable to noncontrolling
interests

Net income attributable to OneBeacon's common
shareholders

Other comprehensive income, net of tax

Comprehensive income attributable to OneBeacon's

common shareholders

39

The

Company
(guarantor)

Non-guarantor OBH

subsidiaries

(in millions)

$—

1.6

1.6
(1.6

(1.6

(1.6

48.6
47.0

47.0

$47.0

$ 276.5
10.3

19.4

1.0
307.2

1494
46.7
494
1.6

247.1
60.1
8.3
51.8
0.5

51.3

51.3
0.4

50.9

$ 509

(issuer)

$—

0.1
35
3.6

(?;.6 )

1.6

(i.O )

2.0 )

41.1
39.1

39.1

$39.1

Consolidating Consolidated

adjustments
$—

0.3 )
0.5 )
0.8 )
0.3 )
0.3 )
0.5 )
0.2

0.3 )
0.3 )
(89.7 )
(90.0 )
(90.0 )
$(90.0 )

$276.5
10.0

18.9

1.0
306.4

149.4

46.7

494

33

3.2

252.0

54.4

(6.5 )
47.9

0.5 )

474

47.4
0.4 )

47.0

$47.0
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NOTE 16. Consolidating Financial Information

Consolidating Statement of Operations and The Non-guarantor OBH Consolidating .

Comprehensive Income Company subsidiaries ~ (issuer) adjustments Consolidated
(guarantor)

Three months ended March 31, 2013 (in millions)

Revenues

Earned premiums $— $ 286.5 $— $— $286.5

Net investment income — 10.3 0.6 ) (0.3 ) 94

Ne} realized and change in unrealized investment 8.7 01 (0.4 ) 284

gains

Net other revenues — 24.0 — — 24.0

Total revenues — 349.5 0.5 ) (0.7 ) 348.3

Expenses

Loss and loss adjustment expenses — 148.9 — — 148.9

Policy acquisition expenses — 54.8 — — 54.8

Other underwriting expenses — 49.3 — — 49.3

General and administrative expenses 1.0 3.2 0.2 ) — 4.0

Interest expense — — 3.5 (0.3 ) 3.2

Total expenses 1.0 256.2 33 (0.3 ) 260.2

Pre-tax (loss) income from continuing operations (1.0 ) 933 (3.8 ) (0.4 ) 88.1

Income tax (expense) benefit 0.1 (22.9 ) 2.8 0.2 (19.8 )

Net (loss) income from continuing operations (0.9 ) 70.4 (1.0 ) (0.2 ) 68.3

Income from discontinued operations, net of tax — 0.5 — — 0.5

Net (loss) income before equity in earnings of

unconsolidated affiliates ©.5 ) 709 (1.0 ) 02 ) 688

Equity in earnings of subsidiaries, net of tax 69.3 — 58.5 (127.8 ) —

Net income including noncontrolling interests 68.4 70.9 57.5 (128.0 ) 68.8

Less: Net income attributable to noncontrolling o (0.4 ) — o (0.4 )

interests

Net income attributable to OneBeacon's common 63.4 70.5 575 (128.0 ) 684

shareholders

Other comprehensive income, net of tax 0.1 — 0.1 (0.1 ) 0.1

Comprehensive income attributable to OneBeacon's $68.5 $ 70.5 $57.6 $(128.1 ) $68.5

common shareholders

40
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NOTE 16. Consolidating Financial Information

The L
Consolidating Statement of Cash Flows Company Nonjg}lar.antor QBH Copsohdatmg Consolidated
subsidiaries  (issuer) adjustments
(guarantor)

Three months ended March 31, 2014 ($ in millions)
Cash flows from operations:
Net income including noncontrolling interests $47.0 $ 51.3 $39.1 $(90.0 ) $47.4
Charges (credits) to reconcile net income to cash
flows provided from (used for) operations:
Undistributed earnings from subsidiaries (48.6 ) — 41.1 ) 89.7 —
Net loss from discontinued operations — 0.5 — — 0.5
Nét realized and change in unrealized investment (194 ) — 05 (18.9 )
gains
Deferred income tax expense — 11.1 — (0.2 ) 10.9
Dividends received from subsidiaries 10.0 — 5.0 (15.0 ) —
Other operating items:
Net change in loss and LAE reserves — 15.5 — — 15.5
Net change in unearned premiums — 37.3 — — 37.3
Net change in premiums receivable — (21.0 ) — — (21.0 )
Net change in reinsurance recoverable on paid and

. — 6.8 — — 6.8
unpaid losses
Net change in other assets and liabilities 2.4 (63.7 ) 1.8 — (59.5 )
Net ca§h provided from operations—continuing 108 18.4 48 (15.0 ) 19.0
operations
Net ca§h used for operations—discontinued L (14.6 ) — . (14.6 )
operations
Net cash provided from operations 10.8 3.8 4.8 (15.0 ) 44
Cash flows from investing activities:
Net maturities, purchases and sales of short-term 1.0 33 ) (34 )y — 43
investments
Maturities of fixed maturity investments — 115.7 — — 115.7
Sales of fixed maturity investments — 324.5 0.1 — 324.6
Sales of common equity securities — 24.3 — — 24.3
Sales of convertible fixed maturity investments — 9.8 3.0 ) — 6.8
Return of capital and distributions of other o 16 o o 16
investments ' ’
Purchases of fixed maturity investments — (466.0 ) — — (466.0 )
Purchases of common equity securities — (26.0 ) — — (26.0 )
Purchases of convertible fixed maturity o (3.8 ) — o 3.8 )
investments
Contributions for other investments — (2.3 ) — — 2.3 )
Net change in unsettled investment purchases and 10.6 L . 106
sales
Net acquisitions of property and equipment — 0.6 ) — — 0.6 )
Net cash provided from (used for) investing 110 (15.5 ) (63 )y — (10.8 )

activities—continuing operations
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Net cash provided from investing
activities—discontinued operations

Net cash provided from (used for) investing

activities 11.0 (15.5 ) (6.3
Cash flows from financing activities:

Cash dividends paid to common shareholders (20.0 ) — —
Cash dividends paid to parent — (15.0 ) —
Repurchases and retirements of common stock (1.8 ) — —
Payments on capital lease obligation — (1.3 ) —

Net cash used for financing activities—continuing

(21.8 ) (16.3 ) —

operations

Net cash used for financing activities—discontinued

operations o o o
Net cash used for financing activities (21.8 ) (16.3 ) —
Net decrease in cash during period — (28.0 ) (1.5
Cash balance at beginning of period — 166.6 1.5

Cash balance at end of period

41

$— $ 138.6 $—

(10.8

(20.0

(1.8
1.3

(23.1

(23.1
(29.5
168.1
$138.6
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NOTE 16. Consolidating Financial Information

The L
Consolidating Statement of Cash Flows Company Nonjg}lar.antor QBH ansolldatlng Consolidated
subsidiaries  (issuer) adjustments
(guarantor)
Three months ended March 31, 2013 ($ in millions)
Cash flows from operations:
Net income including noncontrolling interests $68.4 $ 70.9 $57.5 $(128.0 ) $68.8
Charges (credits) to reconcile net income to cash
flows provided from (used for) operations:
Undistributed earnings from subsidiaries (69.3 ) — (58.5 ) 127.8 —
Net income from discontinued operations — 0.5 ) — — (0.5 )
gaeitn Zealized and change in unrealized investment (28.7 ) .1 ) 04 (284 )
Net realized gain on sale of business — (23.0 ) — — (23.0 )
Deferred income tax expense — 22.4 0.2 (0.2 ) 224
Dividends received from subsidiaries 22.0 — 23.0 (45.0 ) —
Other operating items:
Net change in loss and LAE reserves — 10.3 — — 10.3
Net change in unearned premiums — (22.8 ) — — (22.8 )
Net change in premiums receivable — (1.8 ) — — (1.8 )
Net change in reinsurance recoverable on paid and
i — 2.4 — — 2.4
unpaid losses
Net change in other assets and liabilities 1.1 (17.1 ) 5.0 — (11.0 )
Net ca§h provided from operations—continuing 229 121 271 (45.0 ) 164
operations
Net ca§h used for operations—discontinued o (40.7 ) — . (40.7 )
operations
Net cash provided from (used for) operations 22.2 (28.6 ) 27.1 (45.0 ) (24.3 )
Cash flows from investing activities:
Net maturities, purchases and sales of short-term 22 ) (17.8 ) 348 o 148
investments
Maturities of fixed maturity investments — 103.1 0.6 — 103.7
Sales of fixed maturity investments — 567.0 101.4 (35.7 ) 632.7
Sales of common equity securities — 89.7 — — 89.7
Sales of convertible fixed maturity investments — 29.6 — — 29.6
Return of capital and distributions of other o 186 . o 18.6
investments
Purchases of fixed maturity investments — (576.1 ) (133.8 ) 35.7 (674.2 )
Purchases of common equity securities — (102.3 ) — — (102.3 )
Purchases of convertible fixed maturity o 5.0 ) — o 5.0 )
investments
Contributions for other investments — (16.0 ) — — (16.0 )
Proceeds from sale of business — 31.3 — — 31.3
18\213; schange in unsettled investment purchases and o (18.3 ) — o (18.3 )
Net acquisitions of property and equipment — 3.0 ) — — (3.0 )
— 30.0 — (30.0 ) —
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Return of capital to OneBeacon U.S. Enterprises

Holdings, Inc.

Net cash (used for) provided from investing
activities—continuing operations

22 ) 130.8 3.0

Net cash provided from investing
activities—discontinued operations

Net cash (used for) provided from investing

activities

22 ) 130.8 3.0

Cash flows from financing activities:
Cash dividends paid to common shareholders (20.0 ) — —

Cash dividends paid to parent

Return of capital to OneBeacon U.S. Enterprises

Holdings, Inc.

— (45.0 ) —
— (30.0

Payments on capital lease obligation — (1.8 ) —

Net cash used for financing activities—continuing

operations

(20.0 ) (46.8 ) (30.0

Net cash used for financing activities—discontinued

operations

Net cash used for financing activities (20.0 ) (46.8 ) (30.0
Net increase in cash during period — 55.4 0.1
Cash balance at beginning of period — 439 —

Cash balance at end of period

42

$— $ 99.3 $0.1

(30.0

(30.0

45.0
) 30.0

) 75.0

) 101.6

) 101.6

(20.0

(1.8
(21.8

(21.8
55.5
43.9
$99.4
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ITEM MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
2. OPERATIONS

The following discussion contains "forward-looking statements." Statements that are not historical in nature are
forward-looking statements. OneBeacon cannot promise that its expectations in such forward-looking statements will
turn out to be correct. OneBeacon's actual results could be materially different from and worse than its expectations.
See "Forward-Looking Statements" on page 59 for specific important factors that could cause actual results to differ
materially from those contained in forward-looking statements.
Book Value Per Share
The following table presents our book value per share:

March 31, ?lecember March 31,
2014 2013 2013
(in millions except per share
amounts)
Numerator
OneBeacon's common shareholders' equity $1,130.3 $1,104.3 $1,063.8
Denominator
Common shares outstanding(!) 95.3 95.4 95.4
Book value per share $11.86 $11.58 $11.15
Dividends paid per share $0.21 $0.84 $0.21

()Common shares outstanding includes unvested restricted shares.

We ended the first quarter of 2014 with a book value per share of $11.86, reflecting an increase of 4.2%, including
quarterly dividends of $0.21 per share, for the three months ended March 31, 2014. The growth in book value per
share was driven by $47.9 million of net income from continuing operations, which included pre-tax underwriting
results of $31.0 million, reflecting a combined ratio of 88.8%, and pre-tax net investment results of $28.9 million,
reflecting a 1.2% total return on average invested assets, as well as a $5.0 million tax benefit resulting from the
settlement of an IRS examination for tax years 2005 and 2006.

For the quarter ended March 31, 2014, we reported comprehensive income attributable to OneBeacon’s common
shareholders of $47.0 million, compared to comprehensive income for the same period in 2013 of $68.5 million,
which included a $23.0 million pre-tax gain ($15.0 million after tax) from the sale of Essentia Insurance Company
(Essentia).

Significant Transactions

Dispositions

Runoff Business

As described in Note 1—"Nature of Operations and Summary of Significant Accounting Policies"” and Note
2—"Acquisitions and Dispositions" of the accompanying consolidated financial statements, in October 2012, we entered
into the Stock Purchase Agreement with respect to the sale of our Runoff Business to Armour. Pursuant to the terms
of the Stock Purchase Agreement, at closing, we will transfer to Armour all of the issued and outstanding shares of
common stock of certain legal entities that will contain the assets, liabilities (including gross and ceded loss reserves)
and capital supporting the business as well as certain elements of the Runoff Business infrastructure, including staff
and office space. Additionally, as part of the Runoff Transaction, we may provide, under certain scenarios, financing
in the form of surplus notes.

The Runoff Transaction is subject to various closing conditions, primarily the receipt of regulatory approvals. The
regulatory review process has included a third party actuarial review of the Runoff Business loss and LAE reserves,
completed in September of 2013; in addition, an independent stochastic modeling of the future cash flows of the
Runoff Business was subsequently required. At closing, Armour and/or OneBeacon Insurance Company (OBIC) and
certain legal entities within the ongoing OneBeacon structure will enter into various ancillary agreements, including
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the amendment of existing reinsurance agreements and administrative services agreements, to support the separation
of the Runoff Business and subsequent transfer to Armour. Also as part of the Runoff Transaction, at closing,
OneBeacon and Armour will enter into a Transition Services Agreement (TSA), pursuant to which we will provide
certain transition services to Armour during the term of the TSA, which has an initial term of one year. We have
concluded that continuing involvement after the closing of the transaction is insignificant relative to the business
being sold.
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The Pennsylvania Insurance Department is currently conducting a required examination of the Runoff Business as part

of its regulatory review of the Runoff Transaction. We expect the Runoff Transaction to close in the second half of

2014.

Essentia

Effective January 1, 2013, OneBeacon completed the sale of Essentia, an indirect wholly-owned subsidiary which

wrote the Collector Cars and Boats business, to Markel Corporation. Concurrently, OneBeacon and Hagerty Insurance

Agency (Hagerty) terminated their underwriting arrangement with respect to the Collector Cars and Boats business,

and we recognized a pre-tax gain on sale of $23.0 million ($15.0 million after tax) in 2013. We had negligible earned

premiums for the three months ended March 31, 2014 and earned premiums of $40.6 million for the three months

ended March 31, 2013 related to the Collector Cars and Boats underwriting operating segment.

Results of Operations

Review of Consolidated Results

A summary of our consolidated financial results for the three months ended March 31, 2014 and 2013, is as follows:
Three months ended

March 31,
2014 2013
($ in millions)

Net written premiums $311.1 $265.1
Revenues
Earned premiums $276.5 $286.5
Net investment income 10.0 94
Net realized and change in unrealized investment gains 18.9 28.4
Net other revenues 1.0 24.0
Total revenues 306.4 348.3
Expenses
Loss and loss adjustment expense 149.4 148.9
Policy acquisition expenses 46.7 54.8
Other underwriting expenses 49.4 49.3
General and administrative expenses 33 4.0
Interest expense 3.2 3.2
Total expenses 252.0 260.2
Pre-tax income from continuing operations 54.4 88.1
Income tax expense (6.5 ) (19.8 )
Net income from continuing operations 479 68.3
Income (loss) from discontinued operations, net of tax 0.5 ) 0.5
Net income including noncontrolling interests 474 68.8
Less: Net income attributable to noncontrolling interests 0.4 ) (0.4 )
Net income attributable to OneBeacon's common shareholders 47.0 68.4
Other comprehensive income, net of tax — 0.1
Comprehensive income attributable to OneBeacon's common shareholders $47.0 $68.5
44
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The following table provides our consolidated underwriting ratios for the three months ended March 31, 2014 and
2013:
Three months ended

March 31,

2014 2013
Underwriting ratios:
Loss and loss adjustment expense (LAE) 54.0 % 52.0 %
Expense 34.8 36.3
Total combined ratio 88.8 % 88.3 %
The impact of certain items to our underwriting ratios was as follows:

(Favorable)

unfavorable impact
Three months ended

March 31,

2014 2013
Point impact on loss and LAE ratio and combined ratio:
Catastrophe losses, net of reinsurance 1.0 pts 1.1 pts
Prior year loss reserve development (0.6) pts  (1.0) pts

Consolidated Results—Three months ended March 31, 2014 versus three months ended March 31, 2013

Our comprehensive income attributable to OneBeacon's common shareholders was $47.0 million for the three months
ended March 31, 2014, compared to comprehensive income of $68.5 million for the three months ended March 31,
2013. Net income attributable to OneBeacon's common shareholders was $47.0 million for the three months ended
March 31, 2014, compared to net income of $68.4 million for the same period in 2013. The decrease in net income
compared to the prior year period was primarily due to a $23.0 million pre-tax ($15.0 million after tax) gain from the
sale of Essentia in the three months ended March 31, 2013, as well as an $8.9 million decrease in net investment
results for the three months ended March 31, 2014, compared to the same period in 2013, driven by lower net realized
and change in unrealized gains in our common equities securities portfolio resulting from lower equity market
performance in the current year period compared to the prior year period. These decreases in pre-tax income were
offset in part by lower tax expense which included a $5.0 million favorable settlement of an IRS examination during
the three months ended March 31, 2014.

Consolidated net written premiums increased to $311.1 million in the three months ended March 31, 2014, compared
to $265.1 million for the three months ended March 31, 2013, resulting primarily from increases in net written
premiums from our newer businesses, particularly Programs, Crop, and Surety, as well as the Technology
underwriting operating segment.

Our total revenues of $306.4 million for the three months ended March 31, 2014 decreased $41.9 million compared to
$348.3 million for the prior year period, due primarily to the gain from the sale of Essentia in 2013 and the decrease in
net investment results. Additionally, earned premiums decreased $10.0 million for the three months ended March 31,
2014, compared to the same period in 2013, as our exit from the Collector Cars and Boats business more than offset
increased earned premium in our other underwriting operating segments. Net investment income increased slightly to
$10.0 million for the three months ended March 31, 2014, compared to $9.4 million for the three months ended March
31, 2013, primarily due to increased dividend income and higher yields on new fixed maturity purchases. Net realized
and change in unrealized investment gains decreased to $18.9 million, compared to $28.4 million in the three months
ended March 31, 2013, driven by modest results in the equity market compared to large gains in 2013. Net other
revenues declined to $1.0 million in the three months ended March 31, 2014, compared to $24.0 million of other
revenues in the three months ended March 31, 2013, due to the $23.0 million pre-tax ($15.0 million after tax) gain
from the sale of Essentia.

Total expenses decreased to $252.0 million for the three months ended March 31, 2014, compared to $260.2 million
for the three months ended March 31, 2013, resulting primarily from decreased policy acquisition expenses. Net loss
and LAE increased slightly to $149.4 million for the three months ended March 31, 2014, compared to $148.9 million
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for the same period in 2013. Policy acquisition expenses were $46.7 million for the three months ended March 31,
2014, representing a decrease of $8.1 million from the prior year period, driven primarily by our exited Collector Cars
and Boats underwriting operating segment in 2013, which carried a high acquisition expense. Other underwriting
expenses were $49.4 million for the three months ended March 31, 2014, compared to $49.3 million for the three
months ended March 31, 2013, due primarily to increased incentive compensation and fringe expenses that were
mostly offset by decreased expenses for non-claims litigation and costs related to our migration of certain corporate
functions to Minnesota incurred in the prior year period. Interest expense was unchanged at $3.2 million for the each
of the three month periods ended March 31, 2014 and 2013.
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Our income tax expense related to pre-tax income from continuing operations for the three months ended March 31,
2014 and 2013 represented net effective tax rates of 11.9% and 22.5%, respectively. The effective tax rate for the
three months ended March 31, 2014, was lower than the U.S. statutory rate of 35% due to income generated in
jurisdictions other than the United States, principally representing interest income taxed in a jurisdiction with a lower
effective tax rate and the settlement of the 2005-2006 IRS exam. The effective tax rate for the three months ended
March 31, 2013, was lower than the U.S. statutory rate of 35% due to income generated in jurisdictions other than the
United States, principally representing interest income taxed in a jurisdiction with a lower effective tax rate. The
effective tax rate on non-U.S. income for the three months ended March 31, 2014 and 2013 was 1.3% and (0.1)%,
respectively, and the effective tax rate on U.S. income was 16.0% and 29.4%, respectively.

Our combined ratio for the three months ended March 31, 2014 was 88.8%, reflecting a 54.0% loss and LAE ratio and
a 34.8% expense ratio, which compared to a combined ratio reported for the three months ended March 31, 2013 of
88.3%, consisting of a 52.0% loss and LAE ratio and a 36.3% expense ratio. The 2.0 point increase in the loss and
LAE ratio was due to a 1.7 point increase in current accident year non-catastrophe losses and a 0.4 point decrease in
favorable prior year loss reserve development, offset in part by a 0.1 point decrease in catastrophe losses. Catastrophe
losses were $2.8 million, or 1.0 point, for the three months ended March 31, 2014, primarily resulting from ice and
snow storms in the midwestern and northeastern United States, as well as storms in Oklahoma, compared to $3.0
million, or 1.1 points, for the same period in 2013. Net favorable loss reserve development was $1.4 million, or 0.6
points, for the three months ended March 31, 2014, driven by favorable development in Technology and International
Marine Underwriters (IMU). This compared to favorable loss reserve development of $2.9 million, or 1.0 point, for
the three months ended March 31, 2013, primarily driven by our medical facilities and managed care errors and
omissions lines in our healthcare business, which is included in Professional Insurance. The expense ratio improved
1.5 points to 34.8% for the three months ended March 31, 2014, due primarily to a 2.2 point decrease in policy
acquisition expenses for the three months ended March 31, 2014, compared to the same period in 2013, driven by our
exit of the Collector Cars and Boats business, which carried a high acquisition expense ratio. Other underwriting
expense increased 0.7 points due to increased incentive compensation and fringe expenses that were partially reduced
by decreased expenses for non-claims litigation and costs related to our migration of certain corporate functions to
Minnesota.

Reinsurance protection. We purchase reinsurance in order to minimize loss from large risks or catastrophic events. We
also purchase individual property reinsurance coverage for certain risks to reduce large loss volatility through
property-per-risk excess of loss reinsurance programs and individual risk facultative reinsurance. We also maintain
excess of loss casualty reinsurance programs that provide protection for individual risk or catastrophe losses involving
workers compensation, general liability, automobile liability, professional liability or umbrella liability. The
availability and cost of reinsurance protection is subject to market conditions, which are outside of our control.
Limiting our risk of loss through reinsurance arrangements serves to mitigate the impact of large losses; however, the
cost of this protection in an individual period may exceed the benefit.

For the three months ended March 31, 2014 and 2013, our net combined ratio was higher than our gross combined
ratio by 4.0 point and 0.6 points as a result of the cost of the reinsurance programs more than offsetting the benefits
from ceded losses.

Summary of Operations By Segment

Our reportable segments are Specialty Products, Specialty Industries, and Investing, Financing and Corporate.

The Specialty Products segment is comprised of eight operating segments, including the Collector Cars and Boats
underwriting operating segment that was exited in the first quarter of 2013 (see Note 2—"Acquisitions and Dispositions"
of the accompanying consolidated financial statements), representing an aggregation based on those that offer distinct
products and tailored coverages and services to a broad customer base across the United States. In addition to
Collector Cars and Boats, the Specialty Products segment includes the Professional Insurance, Specialty Property,
Environmental, Tuition Reimbursement, Programs, Surety, and Crop underwriting operating segments.

The Specialty Industries segment is comprised of six underwriting operating segments, representing an aggregation
based on those that focus on solving the unique needs of a particular customer or industry group. The Specialty
Industries segment includes the IMU, Technology, Accident, Government Risks, Entertainment, and Energy (which
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has been exited) underwriting operating segments.
The Investing, Financing and Corporate segment includes the investing and financing activities for OneBeacon on a
consolidated basis, and certain other activities conducted through the Company and our intermediate subsidiaries.
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Specialty Products
Financial results for our Specialty Products reportable segment for the three months ended March 31, 2014 and 2013
were as follows:

Three months ended

March 31,
2014 2013
($ in millions)

Net written premiums $160.8 $123.9
Earned premiums $135.4 $153.7
Loss and LAE (78.0 ) (78.6 )
Policy acquisition expenses 21.4 ) (30.4 )
Other underwriting expenses (22.2 ) (24.3 )
Total underwriting income 13.8 204
Net other revenues 0.1 0.3
General and administrative expenses 0.1 —
Pre-tax income from continuing operations $14.0 $20.7

The following table provides underwriting ratios for Specialty Products for the three months ended March 31, 2014
and 2013:
Three months ended

March 31,

2014 2013
Underwriting ratios:
Loss and LAE 57.6 % 51.2 %
Expense 322 35.5
Total combined ratio 89.8 % 86.7 %
The impact of certain items to our underwriting ratios was as follows:

(Favorable)

unfavorable impact
Three months ended

March 31,

2014 2013
Point impact on loss and LAE ratio and combined ratio:
Catastrophe losses, net of reinsurance 0.8 pts 1.0 pts
Prior year loss reserve development 0.5 pts (0.3) pts

Specialty Products—Three months ended March 31, 2014 versus three months ended March 31, 2013

Net written premiums for Specialty Products increased to $160.8 million for the three months ended March 31, 2014
from $123.9 million for the three months ended March 31, 2013. The increase was primarily due to increases in net
written premiums of $12.7 million from Programs and $5.2 million from Surety, two of our newer underwriting
operating segments. Also driving the increase was $11.3 million of net written premiums from our new Crop business,
estimated based on spring planting applications that were processed during the quarter, with the balance of the spring
planting applications to be processed, and associated estimated written premiums to be recorded, in the second quarter
of 2014.

The Specialty Products combined ratio for the three months ended March 31, 2014 increased to 89.8% from 86.7% for
the three months ended March 31, 2013. The loss and LAE ratio increased by 6.4 points to 57.6% and the expense
ratio decreased by 3.3 points to 32.2%. The increase in the loss and LAE ratio was due to a 5.8 point increase in
current accident year non-catastrophe losses, driven in part by the current year period no longer benefiting from the
low loss and LAE ratio experienced in the Collector Cars and Boats business, which had a significant runoff of earned
premium in the prior year period. In addition, there was a 0.8 point unfavorable change in prior year loss reserve
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development, offset in part by a 0.2 point decrease in catastrophe losses. The three months ended March 31, 2014
included 0.5 points of net unfavorable loss
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reserve development, primarily related to our Tuition Reimbursement underwriting operating segment. This compared
to 0.3 points of favorable loss reserve development in the three months ended March 31, 2013, primarily related to
Professional Insurance, offset in part by unfavorable loss reserve development for Specialty Property and Collector
Cars and Boats. The three months ended March 31, 2014 included 0.8 points of catastrophe losses, primarily related to
ice and snow storms in the midwestern and northeastern United States impacting the financial services business within
Professional Insurance, compared with 1.0 point of catastrophe losses in the three months ended March 31, 2013,
primarily related to storms impacting Specialty Property. The decrease in the expense ratio for the three months ended
March 31, 2014, compared to the three months ended March 31, 2013, was primarily driven by a 4.0 point decrease in
policy acquisition expenses, due significantly to our exited Collector Cars and Boats underwriting operating segment
in 2013, which carried a high acquisition expense. This decrease in policy acquisition expense was partially offset by
a 0.7 point increase in other underwriting expense due to increased incentive compensation and fringe expenses that
were partially reduced by decreased expenses for non-claims litigation and costs related to our migration of certain
corporate functions to Minnesota.
Specialty Industries
Financial results for our Specialty Industries reportable segment for the three months ended March 31, 2014 and 2013
were as follows:

Three months ended

March 31,
2014 2013
($ in millions)

Net written premiums $150.3 $141.2
Earned premiums $141.1 $132.8
Loss and LAE (71.4 ) (70.3 )
Policy acquisition expenses (25.3 ) (24.4 )
Other underwriting expenses (27.2 ) (25.0 )
Total underwriting income 17.2 13.1
Net other revenues 0.1 0.2
General and administrative expenses 0.5 ) (0.6 )
Pre-tax income from continuing operations $16.8 $12.7

The following table provides underwriting ratios for Specialty Industries for the three months ended March 31, 2014
and 2013:
Three months ended

March 31,

2014 2013
Underwriting ratios:
Loss and LAE 50.6 % 52.9 %
Expense 37.2 37.2
Total combined ratio 87.8 % 90.1 %
The impact of certain items to our underwriting ratios was as follows:

(Favorable)

unfavorable impact
Three months ended

March 31,

2014 2013
Point impact on loss and LAE ratio and combined ratio:
Catastrophe losses, net of reinsurance 1.2 pts 1.2 pts
Prior year loss reserve development (1.6) pts  (1.8) pts

Specialty Industries—Three months ended March 31, 2014 versus three months ended March 31, 2013
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Net written premiums for Specialty Industries increased to $150.3 million for the three months ended March 31, 2014
from $141.2 million in the three months ended March 31, 2013. The increase in the three months ended March 31,
2014 was
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primarily due to increases in net written premiums of $5.8 million from our Technology underwriting operating
segment, $3.2 million from IMU, and $2.3 million from Entertainment, which were primarily due to rate increases and
new business, offset in part by a decrease of $2.9 million from Government Risks.
The Specialty Industries combined ratio for the three months ended March 31, 2014 decreased to 87.8% from 90.1%
for the three months ended March 31, 2013, as the loss and LAE ratio decreased by 2.3 points to 50.6% and the
expense ratio remained flat at 37.2%. The 2.3 point decrease in the loss and LAE ratio for the three months ended
March 31, 2014, compared to the same period in 2013, was primarily driven by a 2.5 point decrease in current
accident year non-catastrophe losses, offset by a 0.2 point decrease in favorable loss reserve development, while
catastrophe losses were unchanged. The three months ended March 31, 2014 included 1.6 points of favorable loss
reserve development primarily related to Technology and IMU, compared to 1.8 points of favorable loss reserve
development in the three months ended March 31, 2013 primarily related to Technology. The three months ended
March 31, 2014 included 1.2 points of catastrophe losses, primarily related to ice and snow storms in the midwestern
United States, as well as Oklahoma storms, impacting Technology, IMU and Government Risks. This compared to 1.2
points of catastrophe losses in the three months ended March 31, 2013, primarily related to storms impacting IMU and
Government Risks. The change in the expense ratio included a 0.4 point increase in other underwriting expenses in
2014, compared to the same period in 2013, which was offset by a 0.4 point decrease in policy acquisition expenses,
driven by lower premium taxes. The increase in other underwriting expense was due to increased incentive
compensation and fringe expenses that were partially reduced by decreased expenses related to our migration of
certain corporate functions to Minnesota.
Crop Insurance
Beginning in 2013, we received approval to provide multiple peril crop insurance (MPCI) through the federal crop
insurance program administered by the Risk Management Agency (RMA), which is a division of the U.S. Department
of Agriculture. We entered into an exclusive agreement with a managing general agency, The Climate Corporation, to
provide coverages through the federal program and other supplemental coverages, including crop-hail (a separate,
non-federally subsidized product that is regulated by each state). In the federal crop insurance program, the RMA sets
the policy terms and conditions, rates and forms, and is also responsible for setting compliance standards. As a
participating company, we report all details of underwritten policies to the RMA and are party to a Standard
Reinsurance Agreement (SRA). The SRA defines the relationship between participating companies and the Federal
Crop Insurance Corporation.
MPCI net written premiums are estimated based on processed applications, which are typically received around the
sales closing date, with necessary adjustments made as we receive acreage reports from the policyholders. Premiums
written are recognized as revenues and are earned ratably over the period of risk commencing with the sales closing
date, which approximates the inception of the planting season, and ending with the estimated crop harvest date. All of
the written premium in our Crop business was related to the MPCI program.
Investing, Financing and Corporate
A summary of results from our Investing, Financing and Corporate reportable segment for the three months ended
March 31, 2014 and 2013 is as follows:

Three months ended

March 31,

2014 2013

($ in millions)
Net investment income $10.0 $9.4
Net realized and change in unrealized investment gains 18.9 28.4
Pre-tax investment results 28.9 37.8
Net other revenues 0.8 23.5
General and administrative expenses (2.9 ) 34 )
Interest expense (3.2 ) (3.2 )
Pre-tax income from continuing operations $23.6 $54.7

Investing, Financing and Corporate—Three months ended March 31, 2014 versus three months ended March 31, 2013
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Investing, Financing and Corporate reported pre-tax income from continuing operations of $23.6 million for the three
months ended March 31, 2014, compared to $54.7 million for the three months ended March 31, 2013. The decrease
was primarily related to a $23.0 million pre-tax ($15.0 million after tax) gain from the sale of Essentia in 2013 and a
decrease in investment returns. As described in greater detail in "Summary of Investment Results" below, net
investment income increased
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to $10.0 million for the three months ended March 31, 2014, compared to $9.4 million for the same period in 2013
and net realized and change in unrealized investment gains decreased to $18.9 million for the three months ended
March 31, 2014, compared to $28.4 million for the three months ended March 31, 2013. Interest expense was
unchanged at $3.2 million for the three months ended March 31, 2014, compared to the same period in 2013.
Discontinued Operations
The following summarizes the results of operations, including related income taxes associated with the business
classified as discontinued operations:

Three months ended

March 31,

2014 2013

($ in millions)
Net written premiums $(0.1 ) $0.8
Revenues
Earned premiums $(0.1 ) $0.9
Total revenues (0.1 ) 0.9
Expenses
Loss and loss adjustment expenses — —
Policy acquisition expenses — 0.1
Other underwriting expenses 0.7 0.1
Total expenses 0.7 0.2
Pre-tax income (loss) (0.8 ) 0.7
Income tax benefit (expense) 0.3 0.2
Income (loss) from discontinued operations, net of tax $(0.5 ) $0.5

Discontinued Operations Results—Three months ended March 31, 2014 versus three months ended March 31, 201
Our loss from discontinued operations, net of tax, was $0.5 million for the three months ended March 31, 2014,

>

)

3

compared to income of $0.5 million for the three months ended March 31, 2013. The loss for the three months ended
March 31, 2014 was substantially a result of non-claims expenses related to the Runoff Business, including dedicated
staff. The income for the three months ended March 31, 2013 primarily related to earned premiums from involuntary

pools in our Runoff Business.

For the three months ended March 31, 2014 and 2013, we recorded no incurred loss and LAE for the Runoff Business.

As of March 31, 2014, the recorded net unpaid loss and LAE reserves associated with the Runoff Business totaled

$177.3 million. Management believes that the recorded net loss and LAE reserves reflect a reasonable provision for

expected future loss and LAE payments and represent management’s best estimate within a range of reasonable
estimates.
Loss and LAE reserve fair value adjustment

In connection with purchase accounting for the OneBeacon Acquisition, we were required to adjust to fair value our
loss and LAE reserves and the related reinsurance recoverables. Loss and LAE reserves and the related reinsurance
recoverable presented in the summary of reclassified balances within assets and liabilities held for sale as March 31,

2014 and December 31, 2013 are net of $133.6 million and $136.9 million, respectively, related to the outstanding
pre-tax unaccreted adjustment.
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Summary of Investment Results
Investment Returns
A summary of our consolidated pre-tax investment results for the three months ended March 31, 2014 and 2013 is as
follows:
Three months ended

March 31,
Components of Investment Results 2014 2013

($ in millions)
Net investment income $10.0 $9.4
Net realized investment gains 7.3 23.9
Change in net unrealized investment gains 11.6 4.5
Total pre-tax investment results $28.9 $37.8

Gross investment returns versus typical benchmarks for the three months ended March 31, 2014 and 2013 are as

follows:
Three months ended
March 31,(D

2014 2013
Fixed maturity investments 0.8 % 0.5 %
Short-term investments: — % — %
Total fixed income 0.7 % 0.4 %
Barclays U.S. Intermediate Aggregate Index 1.2 % 0.2 %
Common equity securities 3.0 % 9.3 %
Convertible fixed maturity investments 6.0 % 2.0 %
Total common equity securities and convertible fixed maturity investments 32 % 8.2 %
Other investments 2.0 % 2.4 %
Total common equity securities, convertible fixed maturity and other investments 29 % 6.4 %
S&P 500 Index 1.8 % 10.6 %
Total consolidated portfolio 1.2 % 1.5 %

(1) Gross investment returns exclude investment expenses of $1.7 million and $1.9 million for the three months ended
March 31, 2014 and 2013, respectively.

Investment Returns—Three months ended March 31, 2014 versus three months ended March 31, 2013

Overview

Our total pre-tax investment results were $28.9 million, a return on average invested assets of 1.2% for the three

months ended March 31, 2014, compared to $37.8 million, a return of 1.5% for the three months ended March 31,

2013. Net investment income for the three months ended March 31, 2014 was $10.0 million, an increase of

$0.6 million, compared to $9.4 million for the three months ended March 31, 2013. Net realized investment gains

were $7.3 million for the three months ended March 31, 2014, a decrease of $16.6 million compared to $23.9 million

for the three months ended March 31, 2013. The change in net unrealized investment gains was an increase of $11.6

million for the three months ended March 31, 2014, compared to an increase in change in net unrealized investment

gains of $4.5 million for the three months ended March 31, 2013.
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Fixed income

Our fixed income portfolio, which includes fixed maturity and short-term investments, returned 0.7% for the three
months ended March 31, 2014, compared to 0.4% for the three months ended March 31, 2013, and underperformed
the longer-duration Barclays U.S. Intermediate Aggregate Index benchmark by 50 basis points for the three months
ended March 31, 2014 as a result of higher yields on a longer duration portfolio. We maintained a high quality fixed
maturity portfolio with a relatively short duration of approximately 2.5 years excluding short-term investments and
approximately 2.3 years including short-term investments at March 31, 2014.

Common equity securities, convertible fixed maturity and other investments

Our total common equity securities, convertible fixed maturity and other investments portfolio returned 2.9% for the
three months ended March 31, 2014, compared to 6.4% for the three months ended March 31, 2013. Our total
common equity securities portfolio returned 3.0% and 9.3% for the three months ended March 31, 2014 and 2013,
respectively, or outperformed by 120 basis points and underperformed by 130 basis points, respectively, the S&P 500
Index benchmark. Our total common equity securities portfolio has overweight exposure to financial, energy,
materials and consumer staples sectors and underweight exposure to information technology, industrials and consumer
discretionary sectors compared to the S&P 500 Index. Our convertible fixed maturity investments portfolio, which
returns typically lag in a strong equity market, returned 6.0% and 2.0% for the three months ended March 31, 2014
and 2013, respectively. Other investments, which are composed principally of hedge funds and private equities,
returned 2.0% and 2.4% for the three months ended March 31, 2014 and 2013, respectively.

Fair Value Measurements

We measure certain assets at estimated fair value in our consolidated financial statements, with changes therein
recognized in current period earnings. In addition, we disclose estimated fair value for certain assets and liabilities
measured at historical or amortized cost. Fair value is defined as the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants (an exit price). Fair value
measurements are categorized into a hierarchy that distinguishes between inputs based on market data from
independent sources (observable inputs) and a reporting entity's internal assumptions based upon the best information
available when external market data is limited or unavailable (unobservable inputs). Quoted prices in active markets
for identical assets or liabilities have the highest priority (Level 1), followed by observable inputs other than quoted
prices, including prices for similar but not identical assets or liabilities (Level 2) and unobservable inputs, including
the reporting entity's estimates of the assumptions that market participants would use, having the lowest priority
(Level 3).

Assets carried at fair value include fixed maturity investments, common equity securities, convertible fixed maturity
investments and interests in hedge funds and private equity funds. Valuation of assets measured at fair value requires
us to make estimates and apply judgment to matters that may carry a significant degree of uncertainty. In determining
our estimates of fair value, we use a variety of valuation approaches and inputs. Whenever possible, we estimate fair
value using valuation methods that maximize the use of observable prices and other inputs.

For investments in active markets, we use quoted market prices to determine fair value. In circumstances where
quoted market prices are unavailable, we utilize fair value estimates based upon reference to other observable inputs
other than quoted prices, including matrix pricing, benchmark interest rates, market comparables, broker quotes and
other relevant observable inputs. Where observable inputs are not available, the estimated fair value is based upon
internal pricing models using assumptions that include inputs that may not be observable in the marketplace but which
reflect our best judgment given the circumstances and consistent with what other market participants would use when
pricing such instruments.

As of both March 31, 2014 and December 31, 2013, approximately 92% of the investment portfolio recorded at fair
value was priced based upon quoted market prices or other observable inputs. Investments valued using Level 1 inputs
include fixed maturity investments, primarily investments in U.S. Treasuries, common equities and short-term
investments, which include U.S. Treasury Bills. Investments valued using Level 2 inputs comprise fixed maturity
investments including corporate debt, state and other governmental debt, convertible fixed maturity investments and
mortgage-backed and asset-backed securities. Fair value estimates for investments that trade infrequently and have
few or no observable market prices are classified as Level 3 measurements. Level 3 fair value estimates based upon
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unobservable inputs include our investments in hedge funds and private equity funds, as well as certain investments in
debt and equity securities, including mortgage-backed and asset-backed securities, where quoted market prices are
unavailable. We determine when transfers between levels have occurred as of the beginning of the period.

We use brokers and outside pricing services to assist in determining fair values. The outside pricing services we use
have indicated that they will only provide prices where observable inputs are available. If no observable inputs are
available for a security, the pricing services will not provide a price. In those circumstances, we estimate the fair value
using industry standard
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pricing models and observable inputs such as benchmark interest rates, matrix pricing, market comparables, broker
quotes, issuer spreads, bids, offers, credit rating prepayment speeds and other relevant inputs.

Our process to assess the reasonableness of the market prices obtained from the outside pricing sources covers
substantially all of our fixed maturity investments and includes, but is not limited to, evaluation of model pricing
methodologies, review of the pricing services' quality control processes and procedures on at least an annual basis,
comparison of market prices to prices obtained from different independent pricing vendors on at least an annual basis,
monthly analytical reviews of certain prices and review of assumptions utilized by the pricing service for selected
measurements on an ad hoc basis throughout the year. We also perform back-testing of selected purchases and sales
activity to determine whether there are any significant differences between the market price used to value the security
prior to purchase or sale and the actual purchase or sale price on at least an annual basis. Prices provided by the
pricing services that vary by more than 5% and $1.0 million from the expected price based on the procedures are
considered outliers. In circumstances where the results of our review process does not appear to support the market
price provided by the pricing services, we challenge the price. If we cannot gain satisfactory evidence to support the
challenged price, we rely upon our own pricing methodologies to estimate the fair value of the security in question.
Other investments, which are primarily comprised of hedge funds and private equity funds for which the fair value
option has been elected, are carried at fair value based upon our proportionate interest in the underlying fund's net
asset value, which is deemed to approximate fair value. The fair value of our investments in hedge funds and private
equity funds has been estimated using net asset value because it reflects the fair value of the funds' underlying
investments. We employ a number of procedures to assess the reasonableness of the fair value measurements,
including obtaining and reviewing each fund's audited financial statements and discussing each fund's pricing with the
fund's manager. The fair values of our investments in hedge funds and private equity funds have been classified as
Level 3 under the fair value hierarchy since the fund managers do not provide sufficient information to independently
evaluate the pricing inputs and methods for each underlying investment, and therefore the inputs are considered to be
unobservable.

In circumstances where the underlying investments are publicly traded, such as the investments made by hedge funds,
the fair value of the underlying investments is determined using current market prices. In circumstances where the
underlying investments are not publicly traded, such as the investments made by private equity funds, the private
equity fund managers have considered the need for a liquidity discount on each of the underlying investments when
determining the fund's net asset value. In circumstances where our portion of a fund's net asset value is deemed to
differ from fair value due to illiquidity or other factors associated with our investment in the fund, including
counterparty credit risk, the net asset value is adjusted accordingly. At March 31, 2014 and December 31, 2013, we
did not record a liquidity adjustment to the net asset value related to our investments in hedge funds or private equity
funds.

As of both March 31, 2014 and December 31, 2013, other investments reported at fair value represented
approximately 5% of the investment portfolio recorded at fair value. Other investments accounted for at fair value as
of March 31, 2014 and December 31, 2013 were comprised of $51.9 million and $49.4 million, respectively, in hedge
funds, $57.2 million and $56.1 million, respectively, in private equity funds, and $14.4 million for both periods in an
investment in a community reinvestment vehicle. Additionally, other investments accounted for at fair value as of
March 31, 2014 included $0.2 million in trust certificates issued upon dissolution of a private equity fund, with no
such investments held as of December 31, 2013. As of March 31, 2014 and December 31, 2013, OneBeacon held
investments in 9 and 8 hedge funds, respectively, and 18 and 19 private equity funds, respectively. The largest
investment in a single fund was $15.1 million and $14.9 million at March 31, 2014 and December 31, 2013,
respectively. As of March 31, 2014 and December 31, 2013, other investments also included $19.3 million and $19.7
million, respectively, of an investment in a tax advantaged federal affordable housing development fund which is
accounted for using the equity method.
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The fair values at March 31, 2014 and December 31, 2013 for assets measured using Level 3 inputs are as follows:
Fair value at

March 31, ]{/ZYE:: ’ ;zzce;nia
20140 &
($ in millions)

Fixed maturity investments:

U.S. Government and agency obligations $210.1 $— — %

Debt securities issued by corporations 755.7 — —

Municipal obligations 32.1 — —

Mortgage-backed and asset-backed securities 881.3 18.4 2.1

Foreign government obligations 2.3 — —

Preferred stocks 84.3 71.3 84.6

Fixed maturity investments 1,965.8 89.7 4.6

Short-term investments 152.7 — —

Common equity securities 347.1 0.1 —

Convertible fixed maturity investments 29.3 — —

Other investments® 123.7 123.7 100.0

Total investments® $2.618.6 $213.5 8.2 %
Fair value at Level 3 Level 3
December 31, Value Percentage
2013M
($ in millions)

Fixed maturity investments:

U.S. Government and agency obligations $131.1 $— — %

Debt securities issued by corporations 754.5 — —

Municipal obligations 16.5 — —

Mortgage-backed and asset-backed securities 949.5 10.9 1.1

Foreign government obligations 2.3 — —

Preferred stocks 83.3 71.0 85.2

Fixed maturity investments 1,937.2 81.9 4.2

Short-term investments 157.0 — —

Common equity securities 336.9 0.1 —

Convertible fixed maturity investments 30.5 — —

Other investments® 119.9 119.9 100.0

Total investments® $2,581.5 $201.9 7.8 %

Includes $222.2 million and $236.3 million of fixed maturity investments reclassified to assets held for sale in the
(HMarch 31, 2014 and December 31, 2013 consolidated balance sheets, respectively, as part of the Runoff
Transaction.
Excludes the carrying value of $19.3 million and $19.7 million as of March 31, 2014 and December 31, 2013,
(@ respectively, associated with a tax advantaged federal affordable housing development fund accounted for using the
equity method.
At March 31, 2014 and December 31, 2013, we held one private preferred stock that represented approximately 85%
of our preferred stock portfolio for both periods. We used quoted market prices for similar securities that were
adjusted to reflect management's best estimate of fair value; this security is classified as a Level 3 measurement.
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The changes in Level 3 fair value measurements for the three months ended March 31, 2014 are as follows:

. Convertible
Fixed Common .

. . fixed Other ]
maturity equity : . ;y Total™
. - maturity investments)
investments  securities :

investments

($ in millions)
Balance at January 1, 2014 $81.9 $0.1 $— $119.9 $201.9
Amortization/accretion — — — — —
Net realized and unrealized gains

03 — — 3.1 3.4

(losses)
Purchases 7.5 — — 2.3 9.8
Sales — — — (1.6 ) (1.6 )
Transfers in — — — — —
Transfers out — — — — —
Balance at March 31, 2014 $89.7 $0.1 $— $123.7 $213.5

Fixed Common Convertlble

) ) fixed Other |

maturity equity . ) ,, Total( )

) . maturity investments(!)

investments securities .

investments

($ in millions)
Balance at January 1, 2013 $76.1 $0.1 $— $122.7 $198.9
Amortization/accretion — — — — —
Net realized and unrealized gains (losses) 0.1 — — 3.7 3.8
Purchases 1.8 — — 1.8 3.6
Sales — — — 4.5 ) (4.5 )
Transfers in — — — — —
Transfers out — — — — —
Balance at March 31, 2013 $78.0 $0.1 $— $123.7 $201.8

(1) Excludes the carrying value of $19.3 million and $20.6 million associated with a tax advantaged federal affordable
housing development fund accounted for using the equity method as of March 31, 2014 and 2013, respectively.
Liquidity and Capital Resources
Operating cash and short-term investments
Our sources and uses of cash are as follows:
Holding company level. The primary sources of cash for OneBeacon Insurance Group, Ltd. (OneBeacon Ltd.) and
certain of our intermediate holding companies are expected to be distributions and tax sharing payments received from
our insurance operating subsidiaries, capital raising activities, net investment income, and proceeds from sales and
maturities of holding company investments. The primary uses of cash are expected to be interest payments on our debt
obligations, repurchases and retirements of our debt obligations, dividend payments on our common shares, common
share repurchases, purchases of investments, payments made to tax authorities, contributions to our operating
subsidiaries, and holding company operating expenses.
Operating subsidiary level. The primary sources of cash for our operating subsidiaries are expected to be premium
collections, net investment income, capital raising activities, contributions from our holding companies, and proceeds
from sales and maturities of investments. The primary uses of cash are expected to be claim payments, policy
acquisition and other underwriting expenses, interest payments on internal debt obligations, repurchases and
retirements of debt obligations, purchases of investments, and distributions and tax sharing payments made to parent
holding companies.
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Insurance companies typically collect premiums on policies that they write prior to paying claims made under those
policies. During periods of premium growth, insurance companies typically experience positive cash flow from
operations, as premium receipts typically exceed claim payments. When this happens, positive cash flow from
operations is usually offset by negative cash flow from investing activities, as the positive operating cash flow is used
to purchase investments. Conversely, during periods of premium decline, insurance companies typically experience
negative cash flow from operations, even during
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periods in which they report net income, as the claims that they pay exceed the premiums that they collect. When this
happens, negative cash flow from operations is typically offset by positive cash flow from investing activities, as
invested assets are sold to fund current claim payments. For businesses that are in run-off, cash flow should be neutral
as held investments are sold to pay claims, loss adjusting, and other operating expenses.

Both internal and external forces influence our financial condition, results of operations and cash flows. Claim
settlements, premium levels and investment returns may be impacted by changing rates of inflation and other
economic conditions. In many cases, significant periods of time, ranging up to several years or more, may lapse
between the occurrence of an insured loss, the reporting of the loss to us and the settlement of the liability for that
loss. The exact timing of the payment of claims and benefits cannot be predicted with certainty. Our operating
subsidiaries maintain portfolios of invested assets with varying maturities and a substantial amount of cash and
short-term investments to provide adequate liquidity for the payment of claims.

Management believes that our cash balances, cash flows from operations and cash flows from investments are
adequate to meet expected cash requirements for the foreseeable future on both a holding company and operating
subsidiary level.

Dividend Capacity

Under the insurance laws of the jurisdictions under which our insurance operating subsidiaries are domiciled, an
insurer is restricted with respect to the timing or the amount of dividends it may pay without prior approval by
regulatory authorities. Accordingly, there can be no assurance regarding the amount of such dividends that may be
paid by such subsidiaries in the future.

Generally, our top tier regulated U.S. insurance operating subsidiaries have the ability to pay dividends during any
12-month period without the prior approval of regulatory authorities in an amount set by formula based on the greater
of prior year statutory net income or 10% of prior year end statutory surplus, subject to the availability of unassigned
funds. Based on prior year end statutory surplus, OBIC, our primary top tier regulated insurance operating subsidiary,
has the ability to pay $86.6 million of dividends during 2014 without prior approval of regulatory authorities, subject
to the availability of unassigned funds. The amount of dividends available to be paid by OBIC in any given year is
also subject to cash flow and earnings generated by OBIC's business, which now only comprises the Runoff Business,
as well as to dividends received from its subsidiaries, including ASIC, the lead U.S. insurance operating subsidiary for
the ongoing specialty business. At December 31, 2013, OBIC had $0.6 billion of unassigned funds and $0.9 billion of
statutory surplus.

As disclosed in Note 2—"Acquisitions and Dispositions" of the accompanying consolidated financial statements, during
the fourth quarter of 2012, we executed various intercompany reinsurance agreements which, along with other internal
capital transactions among our regulated U.S. insurance operating subsidiaries, resulted in ASIC becoming the lead
insurance company for the ongoing specialty business and OBIC becoming the lead insurance company for the Runoff
Business. Notwithstanding these restructuring transactions, we continue to manage our statutory capital on a
combined basis. Although OBIC remains the primary top tier regulated U.S. insurance operating subsidiary and
maintains sufficient statutory capital to support the Runoff Business, the majority of the group's statutory capital is
now included in ASIC, which is currently a subsidiary of OBIC, to support the ongoing specialty business. Prior to the
closing of the Runoff Transaction, and subject to regulatory approval, OBIC will distribute its investment in ASIC to
its immediate parent, OneBeacon Insurance Group, LLC.

ASIC has the ability to pay dividends during any 12-month period without the prior approval of regulatory authorities
in an amount set by formula based on the lesser of net investment income, as defined by statute, or 10% of statutory
surplus, in both cases as most recently reported to regulatory authorities, subject to the availability of earned surplus,
and subject to dividends paid in prior periods. Based on net investment income, as defined by statute, ASIC has the
ability to pay $23.9 million of dividends during 2014 without prior approval of regulatory authorities, subject to the
availability of earned surplus. Given the changes in structure noted above, and in order for ASIC to pay dividends
consistent with being the lead insurance company for our ongoing specialty business, ASIC may require prior
approval by regulatory authorities in order to make additional distributions until it builds up a historical net investment
income stream and earned surplus balance under its new structure. At December 31, 2013, ASIC had $94.6 million of
earned surplus and $0.7 billion of statutory surplus.

Table of Contents 132



Edgar Filing: HEALTHSTREAM INC - Form 424B5

Split Rock has the ability to declare or pay dividends during any 12-month period without the prior approval of
Bermuda regulatory authorities on condition that any such declaration or payment of such dividend does not cause a
breach of any of its regulatory solvency and liquidity requirements. During 2014, Split Rock has the ability to make
capital distributions without the prior approval of regulatory authorities, subject to meeting all appropriate liquidity
and solvency requirements, of $20.3 million, which is equal to 15% of its December 31, 2013 statutory capital,
excluding earned surplus. During the first quarter of 2014, Split Rock paid no dividends or distributions to its
immediate parent.

During the three months ended March 31, 2014, there were no distributions from our top tier regulated U.S. insurance
operating subsidiaries to their immediate parent. During the three months ended March 31, 2013, our top tier regulated
U.S. insurance operating subsidiaries distributed $9.8 million to their immediate parent.
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During the three months ended March 31, 2014 and 2013, our unregulated insurance operating subsidiaries paid $4.1
million and $4.2 million, respectively, of dividends to their immediate parent. At March 31, 2014, our unregulated
insurance operating subsidiaries had $70.9 million of net unrestricted cash, short-term investments and fixed maturity
investments.

As described in Note 14—"Common Shareholders' Equity" of the accompanying consolidated financial statements,
during both the three months ended March 31, 2014 and 2013, we declared and paid regular dividends totaling $20.0
million to our common shareholders.

At March 31, 2014, OneBeacon Ltd. and its intermediate holding companies held $198.8 million of net unrestricted
cash, short-term investments and fixed maturity investments and $94.4 million of common equity securities,
convertible fixed maturity and other long-term investments outside of its regulated and unregulated insurance
operating subsidiaries.

Insurance Float

Insurance float is an important aspect of our insurance operations. Insurance float represents funds that an insurance
company holds for a limited time. In an insurance operation, float arises because premiums are collected before losses
are paid. This interval can extend over many years. During that time, the insurer invests the funds. When the
premiums that an insurer collects do not cover the losses and expenses it eventually must pay, the result is an
underwriting loss, which is considered to be the cost of insurance float. One manner in which we calculate our
insurance float is by taking our net invested assets and subtracting our total capital. Although insurance float can be
calculated using numbers determined under GAAP, insurance float is not a GAAP concept and, therefore, there is no
comparable GAAP measure.

Insurance float can increase in a number of ways, including through acquisitions of insurance operations, organic
growth in existing insurance operations and recognition of losses that do not cause a corresponding reduction in
investment assets. Conversely, insurance float can decrease in a number of other ways, including sales of insurance
operations, shrinking or run-off of existing insurance operations, the acquisition of operations that do not have
substantial investment assets (e.g., an agency) and the recognition of gains that do not cause a corresponding increase
in investment assets. We have historically obtained our insurance float through both acquisitions and organic growth.
We intend to generate low-cost float over time through a combination of acquisitions and organic growth in our
ongoing insurance operations. However, we will seek to increase our insurance float organically only when market
conditions allow for an expectation of generating underwriting profits.

Certain operational leverage metrics can be measured with ratios that are calculated using insurance float. There are
many activities that do not change the amount of insurance float at an insurance company but can have a significant
impact on the company's operational leverage metrics. For example, investment gains and losses, debt issuances and
repurchases/repayments, common share issuances and repurchases and dividends paid to shareholders are all activities
that do not change insurance float but that can meaningfully impact operational leverage metrics.

The following table illustrates our consolidated insurance float position and four operational leverage ratios based on
insurance float and net invested assets at March 31, 2014 and December 31, 2013, and include invested assets that are
included in assets held for sale of $222.2 million and $236.3 million, respectively.

March 31, 2014 December 31,

2013
($ in millions)

Total investment securities $2,415.7 $2,364.9
Cash 138.6 168.1
Cash and investments classified within assets held for sale 222.2 236.3
Accounts receivable on unsettled investment sales 6.7 33
Accounts payable on unsettled investment purchases (25.6 ) (11.6 )
Invested assets, including unsettled transactions $2,757.6 $2,761.0
OneBeacon's common shareholders' equity $1,130.3 $1,104.3
Debt 274.7 274.7
Total capital $1,405.0 $1,379.0
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Insurance float

Insurance float as a multiple of total capital

Invested assets as a multiple of total capital

Insurance float as a multiple of OneBeacon's common shareholders’ equity
Invested assets as a multiple of OneBeacon's common shareholders’ equity
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Based on March 31, 2014 balances, insurance float is expected to decrease by approximately $222.2 million as a result
of the sale of the Runoff business.

Financing
Debt
The following table summarizes our debt to capital ratio at March 31, 2014 and December 31, 2013:
December 31,
March 31, 2014 2013
($ in millions)
Senior Notes, carrying value $274.7 $274.7
OneBeacon's common shareholders' equity 1,130.3 1,104.3
Total capital $1,405.0 $1,379.0
Ratio of debt to total capital 19.6 % 19.9 %

We believe that we have the flexibility and capacity to obtain funds externally as needed through debt or equity
financing on both a short-term and long-term basis. However, we can provide no assurance that, if needed, we would
be able to obtain additional debt or equity financing on satisfactory terms, if at all.

In November 2012, OneBeacon U.S. Holdings, Inc. (OBH) issued $275.0 million face value of senior unsecured notes
(2012 Senior Notes) through a public offering, at an issue price of 99.9% and received $272.9 million of proceeds.
The 2012 Senior Notes bear an annual interest rate of 4.6% payable semi-annually in arrears on May 9 and November
9, until maturity on November 9, 2022, and are fully and unconditionally guaranteed as to the payment of principal
and interest by OneBeacon Insurance Group Ltd. OBH incurred $2.8 million in expenses related to the issuance of the
2012 Senior Notes (including the $1.8 million underwriting discount), which have been deferred and are being
recognized into interest expense over the life of the 2012 Senior Notes. Taking into effect the amortization of the
original issue discount and all underwriting and issuance expenses, the 2012 Senior Notes have an effective yield to
maturity of approximately 4.7% per annum.

The 2012 Senior Notes were issued under indentures that contain restrictive covenants which, among other things,
limit the ability of OneBeacon Ltd., OBH and their respective subsidiaries to consolidate, merge or transfer their
properties and assets. The indentures do not contain any financial ratios or specified levels of net worth or liquidity to
which OneBeacon Ltd. or OBH must adhere. At March 31, 2014, OneBeacon Ltd. and OBH were in compliance with
all of the covenants under the 2012 Senior Notes and anticipate they will continue to remain in compliance with these
covenants for the foreseeable future. In addition, a failure by OneBeacon Ltd. subsidiaries to pay principal and interest
on covered debt, where such failure results in the acceleration of at least $75 million of the principal amount of
covered debt, could trigger the acceleration of the 2012 Senior Notes.

No interest was paid or scheduled to be paid on the 2012 Senior Notes during the three months ended March 31, 2014
or 2013.

Capital Lease

In December 2011, we sold the majority of our fixed assets and capitalized software. We entered into lease financing
arrangements with US Bancorp and Fifth Third whereby we sold furniture and equipment and capitalized software,
respectively, at a cost equal to net book value. We then leased the fixed assets back from US Bancorp for a lease term
of five years and leased the capitalized software back from Fifth Third for a lease term of four years. We received cash
proceeds of $23.1 million as a result of entering into the sale-leaseback transactions. At the end of the lease terms, we
will have the obligation to purchase the leased assets for a nominal fee, after which all rights, title and interest would
transfer back to us. As of March 31, 2014 and December 31, 2013, we had a capital lease obligation of $11.1 million
and $12.5 million, respectively, included within other liabilities and a capital lease asset of $9.9 million and $10.9
million, respectively, included within other assets.

Share Repurchase Authorization

On August 22, 2007, our Board authorized us to repurchase up to $200.0 million of OneBeacon's Class A common
shares from time to time, subject to market conditions. Shares may be repurchased on the open market or through
privately negotiated transactions. This authorization does not have a stated expiration date. Since the inception of this
authorization, the Company has repurchased and retired 5.6 million of its Class A common shares. During the three
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amount of authorization remaining as of March 31, 2014 is $87.7 million.
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Cash Flows
Detailed information concerning our cash flows during the three months ended March 31, 2014 and 2013 follows:
Cash flows from operations for the three months ended March 31, 2014 and 2013
For the three months ended March 31, 2014, net cash flows provided from operations were $4.4 million, consisting of
$19.0 million provided from continuing operations and $14.6 million used for discontinued operations. For the three
months ended March 31, 2013, net cash flows used for operations was $24.3 million, consisting of $16.4 million
provided from continuing operations and $40.7 million used for discontinued operations. Net cash flows for
operations for the three months ended March 31, 2014 and 2013 were reduced by the run-off of reserves related to the
Runoff Business. Net cash flows relating to continuing operations in 2014 increased primarily due to net cash flows
driven by new business.
Other Liquidity and Capital Resource Activities
During the three months ended March 31, 2014 and 2013, we repurchased 106,366 and 3,300 common shares,
respectively, to satisfy employee income tax withholding, pursuant to employee benefit plans. Shares repurchased
pursuant to employee benefit plans do not fall under the board authorizations referred to above.
During the three months ended March 31, 2014, we made payments with respect to our long-term incentive
compensation plans totaling $10.8 million, in cash or by deferral into certain of our non-qualified compensation plans.
These payments were made primarily with respect to 142,138 performance shares, 106,225 performance units, and
2,757,500 long-term cash awards for the 2011-2013 performance cycle.
During the three months ended March 31, 2013, we made payments with respect to our long-term incentive
compensation plans totaling $3.9 million, in cash or by deferral into certain of our non-qualified compensation plans.
These payments were made primarily with respect to 158,890 performance units for the 2010-2012 performance
cycle.
Cash flows from investing and financing activities for the three months ended March 31, 2014 and 2013
Financing and Other Capital Activities
During the three months ended March 31, 2014 and 2013, we declared and paid $20.0 million of regular quarterly
cash dividends to holders of OneBeacon's common shares.
Acquisitions and Dispositions
During the three months ended March 31, 2013, we completed the sale of Essentia Insurance Company and received
$31.3 million as consideration.
Critical Accounting Estimates
Refer to the Company's 2013 Annual Report on Form 10-K for a complete discussion regarding our critical
accounting estimates. As of March 31, 2014, there were no material changes to our critical accounting estimates.
FORWARD-LOOKING STATEMENTS
The information contained in this report may contain "forward-looking statements" within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. All statements,
other than statements of historical facts, included or referenced in this report that address activities, events or
developments which we expect will or may occur in the future are forward-looking statements. The words "will,"

"M expect," "anticipate,”" "project,”" "estimate," "predict,” “anticipate” and similar expressions are also

non nn nn nan nn " o<

"believe," "intend,
intended to identify forward-looking statements. These forward-looking statements include, among others, statements
with respect to our:

change in book value per share or return on equity;

business strategy;

financial and operating targets or plans;

incurred loss and loss adjustment expenses and the adequacy of our loss and loss adjustment expense reserves and
related reinsurance;

projections of revenues, income (or loss), earnings (or loss) per share, dividends, market share or other financial
forecasts;

expansion and growth of our business and operations;

future capital expenditures; and
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These statements are based on certain assumptions and analyses made by us in light of our experience and judgments
about historical trends, current conditions and expected future developments, as well as other factors believed to be
appropriate in the circumstances. However, whether actual results and developments will conform to our expectations
is subject to a number of risks, uncertainties or other factors which are described in more detail beginning on page 19
of the Company's 2013 Annual Report on Form 10-K, that could cause actual results to differ materially from
expectations, including:

claims arising from catastrophic events, such as hurricanes, windstorms, earthquakes, floods or terrorist attacks;
recorded loss and loss adjustment expense reserves subsequently proving to have been inadequate;

exposure to asbestos or environmental claims;

changes in interest rates, debt or equity markets or other market volatility that negatively impact our investment
portfolio;

competitive forces and the cyclicality of the property and casualty insurance industry;

actions taken by rating agencies from time to time with respect to us, such as financial strength or credit rating
downgrades or placing our ratings on negative watch;

the continued availability of capital and financing;

the outcome of litigation and other legal or regulatory proceedings;

our ability to retain key personnel;

our ability to continue meeting our debt and related service obligations or to pay dividends;

the continued availability and cost of reinsurance coverage and our ability to collect reinsurance recoverables;

the ability of our technology resources to prevent a data breach and the ability of our internal controls to ensure
compliance with legal and regulatory policies;

our ability to successfully develop new specialty businesses;

changes in laws or regulations, or their interpretations, which are applicable to us, our competitors, our agents or our
customers;

participation in guaranty funds and mandatory market mechanisms;

the impact of new theories of liability;

changes to current shareholder dividend practice and regulatory restrictions on dividends;

our status as a subsidiary of White Mountains, including potential conflicts of interest;

svhether the Runoff Transaction closes; and

other factors, most of which are beyond our control.

Consequently, all of the forward-looking statements made in this report are qualified by these cautionary statements,
and there can be no assurance that the anticipated results or developments will be realized or, even if substantially
realized, that they will have the expected consequences. We assume no obligation to update publicly any such
forward-looking statements, whether as a result of new information, future events or otherwise.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Refer to our 2013 Annual Report on Form 10-K and in particular Item 7A — "Quantitative and Qualitative Disclosures
About Market Risk." As of March 31, 2014, there were no material changes to the market risks described in our most
recent Annual Report on Form 10-K.

ITEM 4. CONTROLS AND PROCEDURES

Management’s Quarterly Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed
in the reports that we file or submit under the Securities Exchange Act of 1934 is recorded, processed, summarized
and reported within the time periods specified in the SEC's rules and forms, and that such information is accumulated
and communicated to our management, including our Chief Executive Officer (CEO) and Chief Financial Officer
(CFO), as appropriate, to allow timely decisions regarding required financial disclosure.

The CEO and CFO of OneBeacon (the principal executive officer and principal financial officer, respectively) have
evaluated the effectiveness of our disclosure controls and procedures (as defined in Rule 13a-15(e) of the Securities
Exchange Act of 1934, as amended) as of the end of the period covered by this Quarterly Report on Form 10-Q. Based
on this evaluation, the CEO and CFO have concluded that as of March 31, 2014, our disclosure controls and
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processed, summarized and reported within the time periods specified in rules and forms. During the quarter ended
March 31, 2014, there were no changes with respect to our internal control over financial reporting that materially
affected, or are reasonably likely to materially affect, internal control over financial reporting.
PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
OneBeacon, and the insurance and reinsurance industry in general, is routinely subject to claims-related litigation and
arbitration in the normal course of business, as well as litigation and arbitration that do not arise from, or directly
relate to, claims activity. We believe that the outcome of these proceedings, even if determined adversely, would not
have a material adverse effect on our business, financial condition and results of operations. As of March 31, 2014,
there were no material changes in the legal proceedings as described in Item 3 - “Legal Proceedings” of our 2013
Annual Report on Form 10-K.
ITEM 1A. RISK FACTORS
Our business is subject to a number of risks, including those identified in Item 1A — “Risk Factors” of our 2013 Annual
Report on Form 10-K, that could have a material effect on our business, results of operations, financial condition
and/or liquidity and that could cause our operating results to vary significantly from period to period. As of March 31,
2014, there have been no material changes to the risk factors disclosed in our most recent Annual Report on Form
10-K. We may disclose changes to any risk factors presented or disclose additional factors from time to time in our
future filings with the Securities and Exchange Commission.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
On August 22, 2007, the Company's Board authorized the repurchase of up to $200.0 million of its Class A common
shares from time to time, subject to market conditions. Shares may be repurchased on the open market or through
privately negotiated transactions. This authorization does not have a stated expiration date. During the three months
ended March 31, 2014, no shares were repurchased under the share repurchase authorization. As of March 31, 2014,
an aggregate of 5.6 million Class A common shares were repurchased for $112.3 million under this authorization and
retired.
Total Number  Approximate Dollar
of Shares Value of Shares that

Zfo tsgillalj;mber Average Price  Purchased as May Yet Be
Paid per Share  Part of Publicly Purchased Under
Purchased®
Announced the Plan
Plan (in millions)®
January 1-31, 2014 — $— — $87.7
February 1-28, 2014 106,366 $15.93 — $87.7
March 1-31, 2014 — $— — $87.7
Total 106,366 $15.93 — $87.7

Amounts shown represent Class A common shares repurchased to satisfy employee income tax withholding

() obligations pursuant to OneBeacon’s employee benefit plans. These repurchases do not fall under the 2007 share
repurchase authorization.

(2) Represents the amount available under the 2007 share repurchase authorization.
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ITEM 6.

EXHIBITS

(a) Exhibits

31.1%
31.2%

32.1%%*

32.2%%

101.1%*

ek
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Certification of T. Michael Miller pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Paul H. McDonough pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of T. Michael Miller pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906
of the Sarbanes-Oxley Act of 2002.

Certification of Paul H. McDonough pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section
906 of the Sarbanes-Oxley Act of 2002.

The following financial information from OneBeacon Insurance Group, Ltd.'s Quarterly Report on Form
10-Q for the quarter ended March 31, 2014 formatted in XBRL: (i) Consolidated Balance Sheets, March
31, 2014 and December 31, 2013; (ii) Consolidated Statements of Operations and Comprehensive Income,
Three Months Ended March 31, 2014 and 2013; (iii) Consolidated Statements of Common Shareholders'
Equity, Three Months Ended March 31, 2014 and 2013; (iv) Consolidated Statements of Cash Flows, Three
Months Ended March 31, 2014 and 2013; and (v) Notes to Consolidated Financial Statements.

Filed Herewith
Furnished Herewith
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SIGNATURES
Pursuant to the requirements of the Securities Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned, thereto duly authorized.
OneBeacon Insurance Group, Ltd.
By: /s/ JOHN C. TREACY
John C. Treacy
Chief Accounting Officer*
Date: April 28, 2014

*Executing as both the Chief Accounting Officer and a duly authorized officer of the Company
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