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PART I
Item 1. Financial Statements
TIVITY HEALTH, INC.
CONSOLIDATED BALANCE SHEETS
(In thousands)
(Unaudited)
ASSETS
June 30,
2017
Current assets:
Cash and cash equivalents
Accounts receivable, net
Prepaid expenses
Other current assets
Cash convertible notes hedges, current
Income taxes receivable
Total current assets

$

Property and equipment:
Leasehold improvements
Computer equipment and related software
Furniture and office equipment
Capital projects in process
Less accumulated depreciation
Other assets
Cash convertible notes hedges, long-term
Long-term deferred tax asset
Intangible assets, net
Goodwill, net
Total assets

$

See accompanying notes to the Consolidated Financial Statements.
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7,796
54,900
4,225
2,193
160,876
—
229,990

December 31,
2016
$

1,602
50,424
3,409
2,250
—
426
58,111

10,338
25,097
8,153
1,633
45,221
(36,225)
8,996

10,144
23,024
8,670
2,079
43,917
(35,586)
8,331

8,406
—
47,346
29,049
334,680
658,467

6,688
48,361
59,562
29,049
334,680
544,782

$

TIVITY HEALTH, INC.
CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share data)
(Unaudited)
LIABILITIES AND STOCKHOLDERS' EQUITY

June 30,
2017
Current liabilities:
Accounts payable
Accrued salaries and benefits
Accrued liabilities
Other current liabilities
Cash conversion derivative, current
Current portion of long-term debt
Current portion of long-term liabilities
Total current liabilities

$

Long-term debt
Cash conversion derivative, long-term
Other long-term liabilities

December 31,
2016

25,649 $
8,818
35,242
327
160,876
142,979
4,895
378,786

26,029
18,686
33,623
397
—
46,046
7,582
132,363

39,412
—
6,263

164,297
48,361
10,463

—

—

Stockholders' equity:
Preferred stock $.001 par value, 5,000,000 shares authorized, none
outstanding
Common stock $.001 par value, 120,000,000 shares authorized,
39,350,726 and 38,933,580 shares outstanding, respectively
Additional paid-in capital
Accumulated deficit
Treasury stock, at cost, 2,254,953 shares in treasury
Accumulated other comprehensive loss
Total stockholders' equity
Total liabilities and stockholders' equity

See accompanying notes to the Consolidated Financial Statements.
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$

39
346,185
(84,036)
(28,182)
—
234,006
658,467 $

39
341,270
(119,327)
(28,182)
(4,502)
189,298
544,782

TIVITY HEALTH, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except earnings (loss) per share data)
(Unaudited)
Three Months Ended
June 30,
2017
Revenues
$
Cost of services (exclusive of depreciation and
amortization of $648, $1,534, $1,305 and
$3,064, respectively, included below)
Selling, general & administrative expenses
Depreciation and amortization
Restructuring and related charges

Six Months Ended
June 30,

2016

138,914

$

2017

125,003 $

2016

279,884 $

251,016

99,071
8,176
789
(52)

88,879
10,107
1,877
2

201,470
16,538
1,576
685

180,258
19,519
3,749
41

Operating income
Interest expense

30,930
4,130

24,138
4,176

59,615
7,964

47,449
8,281

Income before income taxes
Income tax expense

26,800
9,560

19,962
—

51,651
18,931

39,168
—

Net income from continuing operations
Loss from discontinued operations, net of
income tax
Net income (loss)
Less: net income attributable to non-controlling
interest

17,240

19,962

32,720

39,168

(3,673)
13,567

(195,454)
(175,492)

(3,893)
28,827

(228,557)
(189,389)

—

Net income (loss) attributable to Tivity Health,
Inc.

$

Earnings (loss) per share attributable to
Tivity Health, Inc. - basic:
Continuing operations
Discontinued operations
Net income (loss) (1)

$
$
$

Earnings (loss) per share attributable to
Tivity Health, Inc. - diluted:
Continuing operations
Discontinued operations
Net income (loss) (1)

$
$
$

Comprehensive income (loss)

$

Weighted average common shares
and equivalents:
Basic
Diluted
(1)

13,567

—

416

$

(175,596) $

28,827 $

(189,805)

0.44
(0.09)
0.35

$
$
$

0.55 $
(5.41) $
(4.85) $

0.84 $
(0.10) $
0.74 $

1.08
(6.34)
(5.25)

0.41
(0.09)
0.32

$
$
$

0.54 $
(5.25) $
(4.72) $

0.79 $
(0.09) $
0.70 $

1.06
(6.18)
(5.12)

$

(175,656) $

33,329 $

(188,507)

17,957

39,246
42,369

Figures may not add due to rounding.

See accompanying notes to the Consolidated Financial Statements.
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104

36,172
37,227

39,158
41,456

36,140
37,043

TIVITY HEALTH, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(In thousands)
(Unaudited)

Six Months Ended June 30,
2017
2016
Net income (loss)
Other comprehensive income, net of tax
Net change in fair value of interest rate swaps, net of tax
Foreign currency translation adjustment, net of tax
Release of cumulative translation adjustment to loss from discontinued
operations due to substantial liquidation of foreign entity
Total other comprehensive income, net of tax
Comprehensive income (loss)

See accompanying notes to the Consolidated Financial Statements.
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$

28,827

$

—
1,458
$
$

3,044
4,502
33,329

(189,389)
85
797

$
$

—
882
(188,507)

TIVITY HEALTH, INC.
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
For the Six Months Ended June 30, 2017
(In thousands)
(Unaudited)

Preferred
Stock
Balance,
December 31,
$
2016
Comprehensive
income
Cumulative effect of
a change in
accounting principle
- adoption of ASU
2016-09
Exercise of stock
options
Tax effect of stock
options and
restricted stock units
Share-based
employee
compensation
expense
Balance,
June 30, 2017

$

Common
Stock

Additional
Paid-in
Capital

Accumulated
Deficit

$

Treasury
Stock

39

$ 341,270

—

—

—

28,827

—

4,502

33,329

—

—

74

6,464

—

—

6,538

—

—

2,757

—

—

—

2,757

—

—

(1,278)

—

—

—

(1,278)

—

—

3,362

—

—

—

3,362

— $

39

$ 346,185

See accompanying notes to the Consolidated Financial Statements.
8

(84,036 ) $ (28,182 ) $

(4,502 ) $

Total

— $

$

(119,327 ) $ (28,182 ) $

Accumulated
Other
Comprehensive
Income (Loss)

— $

189,298

234,006

TIVITY HEALTH, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)
Six Months Ended
June 30,
2017
2016
Cash flows from operating activities:
Net income from continuing operations
Net loss from discontinued operations
Adjustments to reconcile net income (loss) to net cash provided by operating
activities, net of business acquisitions:
Depreciation and amortization
Amortization of deferred loan costs
Amortization of debt discount
Share-based employee compensation expense
Loss on impairment of held for sale assets
Loss on sale of TPHS business
Loss on release of cumulative translation adjustment
Equity in income from joint ventures
Deferred income taxes
(Increase) decrease in accounts receivable, net
Decrease in other current assets
Decrease in accounts payable
(Decrease) increase in accrued salaries and benefits
Decrease in other current liabilities
Other
Net cash flows provided by operating activities
Cash flows from investing activities:
Acquisition of property and equipment
Investment in joint ventures
Proceeds from sale of MeYou Health

$

$

$

Other
Net cash flows used in investing activities

$

Cash flows from financing activities:
Proceeds from issuance of long-term debt
Payments of long-term debt
Payments related to tax withholding for share-based compensation
Exercise of stock options
Deferred loan costs
Change in cash overdraft and other
Net cash flows used in financing activities

$

$

32,720
(3,893)
1,589
1,246
3,911
3,362
—
444
3,044
—
18,755
(4,398)
869
(1,480)
(11,953)
(2,268)
(1,888 )
40,060

$

$

(2,244)
—
—
—
(2,244)

$

274,425
(308,496)
(1,066)
2,757
(2,452)
1,558
(33,274 )

$

$

$

39,168
(228,557)
25,324
1,103
3,698
5,323
156,198
4,826
—
(303)
7,835
17,263
3,329
(4,100)
4,989
(737)
(3,124 )
32,235

(10,330)
(865)
5,156
(537 )
(6,576)

242,301
(253,902)
(548)
30
—
(8,726 )
(20,845 )

Effect of exchange rate changes on cash

$

1,652

$

538

Less: net increase in discontinued operations cash and cash equivalents

$

—

$

950

Net increase in cash and cash equivalents

$

6,194

$

4,402

Cash and cash equivalents, beginning of period

$

1,602

$

233

Cash and cash equivalents, end of period

$

7,796

$

4,635

See accompanying notes to the Consolidated Financial Statements.
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TIVITY HEALTH, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1.

Basis of Presentation

Our financial statements and accompanying notes are prepared in accordance with generally accepted accounting principles in the
United States ("U.S. GAAP"). In our opinion, the accompanying consolidated financial statements of Tivity Health, Inc. and its wholly-owned
subsidiaries (collectively, "Tivity Health," the "Company," or such terms as "we," "us," or "our") reflect all adjustments, consisting only of
normal recurring adjustments, necessary for a fair statement. We have reclassified certain items in prior periods to conform to current
classifications.
Our results from continuing operations do not include the results of the total population health services ("TPHS") business, which we
sold effective July 31, 2016. The TPHS business included our partnerships with Blue Zones, LLC and Dr. Dean Ornish (the Blue Zones
Project by Healthways™ and Dr. Dean Ornish's Program for Reversing Heart Disease™, respectively), our joint venture with Gallup, Inc.
("Gallup"), Navvis Healthcare, LLC ("Navvis"), MeYou Health, LLC ("MeYou Health"), and our international operations, including our joint
venture with SulAmérica. While Navvis and MeYou Health were part of our TPHS business, they were sold separately to other buyers in
November 2015 and June 2016, respectively. Results of operations for the TPHS business have been classified as discontinued operations
for all periods presented in the accompanying Consolidated Financial Statements. See Note 3 for further information.
On March 11, 2015, we formed a joint venture with SulAmérica, one of the largest independent insurers in Brazil, to sell total population
health services to the Brazilian market. With its contribution, SulAmérica acquired a 49% interest in the joint venture, Healthways Brasil
Servicos de Consultoria LTDA ("Healthways Brazil"). We determined that our interest in Healthways Brazil represented a controlling financial
interest and, therefore, prior to selling the TPHS business, consolidated the financial statements of Healthways Brazil and presented a noncontrolling interest for the portion owned by SulAmérica. The net assets and results of operations of Healthways Brazil were part of the sale of
the TPHS business and are included within discontinued operations in the accompanying Consolidated Financial Statements.
We have omitted certain financial information that is normally included in financial statements prepared in accordance with U.S. GAAP
but that is not required for interim reporting purposes. You should read the accompanying consolidated financial statements in conjunction with
the financial statements and notes thereto included in our Annual Report on Form 10-K for the year ended December 31, 2016.
2.

Recent Relevant Accounting Standards

In May 2014, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU") No. 2014-09, which
creates Accounting Standards Codification ("ASC") Topic 606, "Revenue from Contracts with Customers" ("ASC Topic 606") and supersedes
ASC Topic 605, "Revenue Recognition." The provisions of ASC Topic 606 provide for a single comprehensive principles-based standard for the
recognition of revenue across all industries and expanded disclosure about the nature, amount, timing and uncertainty of revenue, as well as
certain additional quantitative and qualitative disclosures. The standard is effective for annual periods beginning after December 15, 2017,
including interim periods within those years. The guidance permits the use of either a full retrospective or modified retrospective transition
method. We expect to adopt the standard using the modified retrospective transition method, which would require the cumulative effect of initially
applying the standard to be recognized as an adjustment to beginning retained earnings as of January 1, 2018. We are currently conducting
analysis to quantify the adoption impact of the provisions of the new standard and evaluating our current contracts and revenue streams. We
believe we are following an appropriate timeline to allow for proper recognition, presentation and disclosure upon adoption effective January 1,
2018.
In February 2016, the FASB issued ASU No. 2016-02, "Leases" ("ASU 2016-02"), which requires that lessees recognize assets and
liabilities for leases with lease terms greater than twelve months in the statement of financial position. ASU 2016-02 also requires improved
disclosures to help users of financial statements better understand the amount, timing and uncertainty of cash flows arising from leases. The
update is effective for fiscal years beginning after December 15, 2018, including interim reporting periods within those years. We are currently
evaluating the impact that the adoption of ASU 2016-02 will have on our financial position, results of operations and cash flows.
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In March 2016, the FASB issued ASU No. 2016-09, "Compensation-Stock Compensation (Topic 718): Improvements to Employee ShareBased Payment Accounting" ("ASU 2016-09"), which we adopted on January 1, 2017. ASU 2016-09 requires all income tax effects of sharebased awards to be recognized in the income statement, which were previously presented as a component of shareholders' equity, on a
prospective basis. In addition, any excess tax benefits that were not previously recognized because the related tax deduction had not reduced
current taxes payable are to be recorded on a modified retrospective basis through a cumulative-effect adjustment to retained earnings as of the
beginning of the period of adoption, which resulted in an increase of $6.5 million to our retained earnings as of January 1, 2017. Regarding the
statement of cash flows, the standard requires the presentation of excess tax benefits as an operating activity rather than as a financing activity
and that cash paid by the Company when directly withholding shares for tax withholding purposes be classified as a financing activity on a
retrospective basis. The standard also allows for an accounting policy election to estimate the number of awards that are expected to vest or to
account for forfeitures when they occur. We elected to account for forfeitures as they occur, which did not result in a material cumulative effect
adjustment to our retained earnings as of January 1, 2017. Finally, the standard no longer allows windfall tax benefits to be included in the
assumed proceeds when applying the treasury stock method for computing diluted earnings per share ("EPS"), which results in share-based
awards having a more dilutive effect on EPS.
In August 2016, the FASB issued ASU No. 2016-15, "Statement of Cash Flows" (Topic 230) ("ASU 2016-15"). ASU 2016-15 addresses
how certain cash receipts and cash payments are presented and classified in the statement of cash flows. ASU 2016-15 is effective in the first
quarter of 2018, with early adoption permitted, and is to be applied using a retrospective approach. We are currently evaluating the potential
effects of adopting the provisions of ASU 2016-15.
In January 2017, the FASB issued ASU No. 2017-04, "Intangibles - Goodwill and Other" ("ASU 2017-04"), which simplifies the subsequent
measurement of goodwill by eliminating step two from the goodwill impairment test. ASU 2017-04 is effective for annual and interim impairment
tests in fiscal years beginning after December 15, 2019 and is required to be applied prospectively. Early adoption is allowed for annual goodwill
impairment tests performed on testing dates after January 1, 2017. We do not anticipate that adopting this standard will have an impact on our
consolidated financial statements and related disclosures.
In May 2017, the FASB issued ASU No. 2017-09, "Compensation-Stock Compensation (Topic 718): Scope of Modification Accounting"
("ASU 2017-09"), which provides guidance about which changes to the terms or conditions of a share-based payment award require an entity to
apply modification accounting in ASC Topic 718. The update is effective for fiscal years beginning after December 15, 2017, including interim
reporting periods within those years, with early adoption permitted. We do not anticipate that adopting this standard will have a material impact on
our consolidated financial statements and related disclosures.
3.

Discontinued Operations

On July 27, 2016, we entered into a Membership Interest Purchase Agreement (the "Purchase Agreement") with Sharecare, Inc.
("Sharecare") and Healthways SC, LLC ("Healthways SC"), a newly formed Delaware limited liability company and wholly owned subsidiary of the
Company, pursuant to which Sharecare acquired the TPHS business, which closed effective July 31, 2016 ("Closing").
At Closing, Sharecare delivered to the Company an Adjustable Convertible Equity Right (the "ACER") with an initial face value of $30.0
million, which will be convertible into shares of common stock of Sharecare 24 months after the Closing at an initial conversion price of $249.87
per share, subject to customary adjustment for stock splits, stock dividends and other reorganizations of Sharecare. Additionally, pursuant to the
Purchase Agreement, we paid Sharecare $25.0 million in cash at Closing to fund projected losses of the TPHS business during the year following
Closing (the "Transition Year"). Pursuant to Sharecare's acquisition of the TPHS business, our ownership interest in the joint venture with Gallup
(the "Gallup Joint Venture") was transferred to Sharecare. We agreed with Sharecare to be responsible for two-thirds of the remaining payment
obligations in respect of the purchase price to be paid in connection with Sharecare's acquisition of additional membership interest in the Gallup
Joint Venture. This obligation is currently expected to result in aggregate payments by us of approximately $4.2 million, payable in five equal
quarterly installments that began in the fourth quarter of 2016 and will end in the fourth quarter of 2017. As of June 30, 2017, this obligation totaled
$1.6 million and was included in accrued liabilities.
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The Purchase Agreement provided for post-closing adjustments based on (i) net working capital (which resulted in an increase in the face
amount of the ACER due to a net working capital surplus, as further discussed below), (ii) negative cash flows of the TPHS business during the
Transition Year in excess of $25.0 million (which may result in a reduction in the face amount of the ACER up to a maximum reduction of $20.0
million), and (iii) any successful claims for indemnification by Sharecare (which may result in a reduction in the face amount of the ACER, unless
the Company elects, in its sole discretion, to satisfy any such successful claims with cash payments).
In May 2017, we entered into an agreement with Sharecare regarding the final working capital amount delivered at Closing, which resulted
in a final net working capital surplus of $9.8 million and the ACER having an adjusted face value of $39.8 million (per the terms of the Purchase
Agreement). Of this amount, as of June 30, 2017 we have recorded the non-contingent portion of $19.8 million of face value (net of the
contingent $20.0 million face value maximum negative cash flow adjustment) at its carrying value of $5.3 million, which is classified as an equity
receivable included in other assets. We will record the contingent portion of the ACER ($20.0 million face value) at its estimated fair value as of
the date the contingency is resolved in accordance with the terms of the Purchase Agreement, which we currently expect to occur in the second
half of 2017.
The terms of the Purchase Agreement also impacted other existing contractual commitments, including the elimination of the minimum
fee requirements under our technology services outsourcing agreement with HP Enterprise Services, LLC.
The following table presents financial results of the TPHS business included in "loss from discontinued operations" for the three and six
months ended June 30, 2017 and 2016.
Three Months
Ended
June 30,
2017
2016

(In thousands)
Revenues
Cost of services
Selling, general & administrative expenses
Depreciation and amortization
Restructuring and related charges
Distribution from joint venture
Pretax income (loss) on discontinued operations
Pretax loss on release of cumulative translation adjustment (1)
Pretax loss on sale of TPHS business
Pretax loss on impairment of held for sale asset group
Total pretax loss on discontinued operations
Income tax expense
Loss from discontinued operations, net of income tax
(1)

$

—
38
20
—
—
98
$
40
(3,044)
(134)
—
$ (3,138)
535
$ (3,673)

$ 65,546
71,230
5,055
10,701
2,722
—
$ (24,162)
—
(4,826)
(158,354)
$(187,342)
8,112
$(195,454)

Six Months Ended
June 30,
2017
2016
$

—
258
157
—
—
98
$ (317)
(3,044)
(444)
—
$ (3,805)
88
$ (3,893)

$ 128,751
143,722
12,115
21,575
8,424
—
$ (57,085)
—
(4,826)
(158,354)
$(220,265)
8,292
$(228,557)

During the second quarter of 2017, we substantially liquidated a foreign entity that was part of our TPHS business, resulting in a release of
the cumulative translation adjustment of $3.0 million into loss from discontinued operations.
The depreciation, amortization and significant operating and investing non-cash items of the discontinued operations were as follows:
Six Months Ended
June 30,
2017
2016
(In thousands)
Depreciation and amortization on discontinued operations
$
— $
21,575
Capital expenditures on discontinued operations
—
7,680
Share-based compensation on discontinued operations
—
1,763
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4.

Share-Based Compensation

We currently have three types of share-based awards outstanding to our employees and directors: stock options, restricted stock units,
and market stock units. We believe that our share-based awards align the interests of our employees and directors with those of our
stockholders.
We recognize share-based compensation expense for the market stock units if the requisite service period is rendered, even if the
market condition is never satisfied. For the three and six months ended June 30, 2017, we recognized share-based compensation costs of
$1.9 million and $3.4 million, respectively. For the three and six months ended June 30, 2016, we recognized share-based compensation costs of
$2.9 million and $5.3 million, respectively, of which $1.0 million and $1.8 million, respectively, is in discontinued operations. Beginning in January
2017 with the adoption of ASU 2016-09, we account for forfeitures as they occur.
A summary of our stock options as of June 30, 2017 and the changes during the six months then ended is presented below:
Weighted
Average Weighted
Exercise
Average
Aggregate
Shares
Price
Remaining
Intrinsic
(In
Per
Contractual Value (In
thousands)
Share
Term
thousands)
Options
Outstanding at January 1, 2017
1,024 $ 14.02
Granted
—
—
Exercised
(222)
12.69
Forfeited
—
—
(45)
45.36
Expired
757 $ 12.54
4.4 $
20,661
Outstanding at June 30, 2017
732
$
12.40
4.3
$
20,083
Exercisable at June 30, 2017
The following table shows a summary of our restricted stock and restricted stock units as of June 30, 2017, as well as activity during the
six months then ended:
Restricted Stock and
Restricted Stock Units
WeightedAverage
Shares
Grant Date
(In thousands)
Fair Value
939 $
13.11
113
30.56
(230)
11.99
(44)
11.64
778 $
16.07

Nonvested at January 1, 2017
Granted
Vested
Forfeited
Nonvested at June 30, 2017

The following table shows a summary of our market stock units as of June 30, 2017, as well as activity during the six months then
ended:
Market Stock Units
WeightedAverage
Shares
Grant Date
(In thousands)
Fair Value
406 $
8.75
—
—
(8)
5.46
(25)
5.95
373 $
9.01

Nonvested at January 1, 2017
Granted
Vested
Forfeited
Nonvested at June 30, 2017
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5.

Income Taxes

For the three and six months ended June 30, 2017, we had an effective income tax rate from continuing operations of 35.7% and
36.7%, respectively, each of which was favorably impacted by the tax benefits of share-based awards following the adoption of ASU 2016-09
on January 1, 2017. For the three and six months ended June 30, 2016, we did not record income tax expense because we followed the intraperiod tax allocation guidance in ASC 740-20 and the example in ASC 740-20-55-14, which requires that the amount of tax attributable to the
current year income from continuing operations be determined by a computation that does not consider the tax effects of items that are
excluded from income from continuing operations (e.g. discontinued operations). We had net operating loss carryforwards from 2015 subject to
a valuation allowance at December 31, 2015, which, upon reversal of the valuation allowance in the first six months of 2016, we utilized to
offset income from continuing operations for the three and six months ended June 30, 2016.
At June 30, 2017, we had approximately $134.8 million of federal loss carryforwards and approximately $166.5 million of state loss
carryforwards.
We file income tax returns in the U.S. Federal jurisdiction and in various state and foreign jurisdictions. Our 2014 federal income tax
return is currently under IRS examination. Tax years remaining subject to examination in the U.S. Federal jurisdiction include 2013 to present.
6.

Long-Term Debt
The Company's long-term debt, net of unamortized deferred loan costs, consisted of the following at June 30, 2017 and December 31,

2016:
(In thousands)
Cash Convertible Notes, net of unamortized
discount
Prior Credit Agreement:
Term Loan
Revolver
Credit Agreement:
Term Loan
Capital lease obligations and other

June 30,
2017
$

December 31,
2016

141,771 $
—
—

Less: deferred loan costs
Less: current portion
$

40,000
2,113
183,884
(1,493)
182,391
(142,979)
39,412 $

137,859
60,000
13,500
—
1,270
212,629
(2,286)
210,343
(46,046)
164,297

Credit Facility
On June 8, 2012, we entered into the Fifth Amended and Restated Revolving Credit and Term Loan Agreement (as amended, the "Prior
Credit Agreement"). For further description of the Prior Credit Agreement, please see footnote 10 in our Annual Report on Form 10-K for the fiscal
year ended December 31, 2016.
On April 21, 2017, we entered into a new Revolving Credit and Term Loan Agreement (the "Credit Agreement") with a group of lenders,
which replaced the Prior Credit Agreement. The Credit Agreement provides us with (1) a $100 million revolving credit facility that includes a $25
million sublimit for swingline loans and a $75 million sublimit for letters of credit, (2) a $70 million term loan A facility, (3) a $150 million delayed
draw term loan facility, and (4) an uncommitted incremental accordion facility of $100 million.
We used the proceeds of the term loan A and cash on hand to repay all of the outstanding indebtedness under the Prior Credit Agreement
and to pay transaction costs and expenses. Proceeds of revolving loans and delayed draw term loans may be used to repay outstanding
indebtedness (including amounts payable upon or in respect of any conversion of the Cash Convertible Notes discussed below and the repayment
of any revolving loans borrowed for such purposes), to finance working capital needs, to finance acquisitions, to finance the repurchase of our
common stock, to finance capital expenditures and for other general corporate purposes of the Company and its subsidiaries. Delayed draw term
loans may not be borrowed after July 2, 2018.
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We are required to repay the term loan A and any outstanding revolving loans in full on April 21, 2022. We are required to repay the
delayed draw term loans in quarterly principal installments calculated as follows: (1) for each of the first twelve quarters following the closing,
1.250% of the aggregate principal amount of the delayed draw term loans funded as of the last day of the immediately preceding quarter; and (2)
for each of the remaining quarters prior to maturity on April 21, 2022, 1.875% of the aggregate principal amount of the delayed draw term loans
funded as of the last day of the immediately preceding quarter. At maturity on April 21, 2022, the entire unpaid principal balances of the term loan
A and the delayed draw term loans are due and payable. As of June 30, 2017, we had not borrowed any amounts under the delayed draw term
loan, and availability under the revolving credit facility totaled $92.5 million.
Borrowings under the Credit Agreement generally bear interest at variable rates based on a margin or spread in excess of either (1) the
one-month, two-month, three-month or six-month LIBOR rate (or with the approval of affected lenders, the twelve-month LIBOR rate), which may
not be less than zero, or (2) the greatest of (a) the SunTrust Bank prime lending rate, (b) the federal funds rate plus 0.50%, and (c) one-month
LIBOR plus 1.00% (the "Base Rate"), as selected by the Company. The LIBOR margin varies between 1.50% and 2.75%, and the Base Rate
margin varies between 0.50% and 1.75%, depending on our net leverage ratio. The Credit Agreement also provides for annual fees ranging
between 0.20% and 0.50% of the unused commitments under the revolving credit facility and the delayed draw term loan facility. Extensions of
credit under the Credit Agreement are secured by guarantees from all of the Company's active material subsidiaries and by security interests in
substantially all of the Company's and such subsidiaries' assets.
The Credit Agreement contains financial covenants that require us to maintain, as defined, specified ratios or levels of (1) funded debt to
EBITDA and (2) fixed charge coverage. The Credit Agreement also contains various other affirmative and negative covenants that are typical for
financings of this type. Among other things, they limit repurchases of our common stock and the amount of dividends that we can pay to holders
of our common stock.
1.50% Cash Convertible Senior Notes Due 2018
On July 16, 2013, we completed the issuance of $150.0 million aggregate principal amount of cash convertible senior notes due 2018 (the
"Cash Convertible Notes"), which bear interest at a rate of 1.50% per year, payable semiannually in arrears on January 1 and July 1 of each year,
beginning on January 1, 2014. The Cash Convertible Notes will mature on July 1, 2018, unless earlier repurchased or converted into cash in
accordance with their terms prior to such date. At the option of the holders, the Cash Convertible Notes are convertible into cash based on the
conversion rate set forth below only upon occurrence of certain triggering events as defined in the indenture dated as of July 8, 2013 by and
between the Company and U.S. Bank National Association, none of which had occurred as of December 31, 2016 and one of which had occurred
as of June 30, 2017, as further detailed below. Accordingly, we have classified the Cash Convertible Notes as long-term debt at December 31,
2016 and as a current liability at June 30, 2017.
The Cash Convertible Notes become convertible into cash during any calendar quarter (and only during such calendar quarter), if the last
reported sale price of the Company's common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive
trading days ending on the last trading day of the immediately preceding calendar quarter is greater than or equal to approximately $25.30 per
share ("Trading Price Condition"). The Trading Price Condition was satisfied on June 16, 2017 for the calendar quarter ending June 30, 2017, and
accordingly, the Cash Convertible Notes are convertible at any time at the option of the holders during the period from July 1, 2017 through
September 30, 2017. The initial cash conversion rate is 51.3769 shares of the Company's common stock per $1,000 principal amount of the Cash
Convertible Notes (equivalent to an initial conversion price of $19.4640 per share of common stock). The settlement on any Cash Convertible
Notes surrendered for conversion during this period will occur on the third business day following the end of the applicable "Observation Period"
with respect to such conversion (i.e., the period that begins on the date that a holder surrendered the Cash Convertible Notes for conversion in
accordance with the requirements of the indenture and ends on the 80th consecutive trading day following such date). The indenture requires the
Company to satisfy the entire settlement amount for any conversions (determined in accordance with the provisions of the indenture) in cash, and
the notes are not convertible into the Company's common stock or any other securities under any circumstances. Even if holders do not elect to
convert their Cash Convertible Notes, we are required under applicable accounting rules to classify the Cash Convertible Notes that are convertible
as a current rather than long-term liability. Accordingly, the Cash Convertible Notes, net of the unamortized discount, and related deferred loan
costs are classified as a current liability at June 30, 2017.
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The Cash Convertible Notes are our senior unsecured obligations and rank senior in right of payment to any of our indebtedness that is
expressly subordinated in right of payment to the Cash Convertible Notes. As a result of this transaction, we recognized deferred loan costs of
approximately $3.9 million, which are being amortized over the term of the Cash Convertible Notes using the effective interest method.
The cash conversion feature of the Cash Convertible Notes is a derivative liability (the "Cash Conversion Derivative") that requires
bifurcation from the Cash Convertible Notes in accordance with FASB ASC Topic 815, "Derivatives and Hedging" ("ASC Topic 815"), and is
carried at fair value. At December 31, 2016, because the Cash Convertible Notes were classified as long-term debt, the Cash Conversion
Derivative was classified as a long-term liability. Due to the satisfaction of the Trading Price Condition in June 2017 and the resulting
classification of the Cash Convertible Notes as a current liability at June 30, 2017, the Cash Conversion Derivative is recorded in current liabilities
at June 30, 2017. The fair value of the Cash Conversion Derivative at the time of issuance of the Cash Convertible Notes was $36.8 million, which
was recorded as a debt discount for purposes of accounting for the debt component of the Cash Convertible Notes. The debt discount is being
amortized over the term of the Cash Convertible Notes using the effective interest method. For the three and six months ended June 30, 2017, we
recorded $2.0 million and $3.9 million, respectively, of interest expense related to the amortization of the debt discount based upon an effective
interest rate of 5.7%. The net carrying amount of the Cash Convertible Notes at June 30, 2017 and December 31, 2016 was $141.8 million and
$137.9 million, respectively, net of the unamortized discount of $8.2 million and $12.1 million, respectively.
In connection with the issuance of the Cash Convertible Notes, we entered into privately negotiated convertible note hedge transactions
(the "Cash Convertible Notes Hedges"), which are cash-settled and are intended to reduce our exposure to potential cash payments that we would
be required to make if holders elect to convert the Cash Convertible Notes at a time when our stock price exceeds the conversion price. The initial
cost of the Cash Convertible Notes Hedges was $36.8 million. At December 31, 2016, because the Cash Convertible Notes were classified as
long-term debt, the Cash Convertible Notes Hedges were classified as long-term assets. Due to the satisfaction of the Trading Price Condition in
June 2017 and the resulting classification of the Cash Convertible Notes as a current liability at June 30, 2017, the Cash Convertible Notes
Hedges are classified in current assets at June 30, 2017. The Cash Convertible Notes Hedges are recorded as a derivative asset under ASC
Topic 815 and are carried at fair value. See Note 9 for additional information regarding the Cash Convertible Notes Hedges and the Cash
Conversion Derivative and their fair values.
In July 2013, we also sold separate privately negotiated warrants (the "Warrants") initially relating, in the aggregate, to a notional number
of shares of our common stock underlying the Cash Convertible Notes Hedges. The Warrants have an initial strike price of approximately $25.95
per share, which effectively increased the conversion price of the Cash Convertible Notes to a 60% premium to our stock price on July 1, 2013.
The Warrants will be net share settled by issuing a number of shares of our common stock per Warrant corresponding to the excess of the market
price per share of our common stock (as measured on each warrant exercise date under the terms of the Warrants) over the applicable strike price
of the Warrants. The Warrants meet the definition of derivatives under the guidance in ASC Topic 815; however, because these instruments have
been determined to be indexed to our own stock and meet the criteria for equity classification under ASC Topic 815, the Warrants have been
accounted for as an adjustment to our additional paid-in-capital.
When the market value per share of our common stock exceeds the strike price of the Warrants, the Warrants have a dilutive effect on net
income per share, and the "treasury stock" method is used in calculating the dilutive effect on earnings per share. See Note 10 for additional
information on such dilutive effect.
7.

Commitments and Contingencies
Summary

We are subject to contractual disputes, claims and legal proceedings that arise from time to time in the ordinary course of our business.
While we are unable to estimate a range of potential losses, we do not believe that any of the legal proceedings pending against us as of the
date of this Report, some of which are expected to be covered by insurance policies, will have a material adverse effect on our financial
statements. As these matters are subject to inherent uncertainties, our view of these matters may change in the future.
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Contractual Commitments
In October 2012, we entered into the Gallup Joint Venture that required us to make payments over a five-year period beginning January
2013. Pursuant to Sharecare's acquisition of the TPHS business, our ownership interest in the Gallup Joint Venture was transferred to Sharecare.
We agreed with Sharecare to be responsible for two-thirds of the remaining payment obligations in respect of the purchase price to be paid in
connection with Sharecare's acquisition of additional membership interest in the Gallup Joint Venture. This obligation is currently expected to result
in aggregate payments by us of approximately $4.2 million, payable in five equal quarterly installments that began in the fourth quarter of the 2016
calendar year and will end in the fourth quarter of 2017. As of June 30, 2017, this obligation totaled $1.6 million and was included in accrued
liabilities. The financial impact of the strategic relationship with Gallup and the Gallup Joint Venture are reflected in discontinued operations for all
periods presented as each of these were a part of the TPHS business.
8.

Fair Value Measurements

We account for certain assets and liabilities at fair value. Fair value is defined as the price that would be received upon sale of an
asset or paid upon transfer of a liability in an orderly transaction between market participants at the measurement date, assuming the
transaction occurs in the principal or most advantageous market for that asset or liability.
Fair Value Hierarchy
The hierarchy below lists three levels of fair value based on the extent to which inputs used in measuring fair value are observable in
the market. We categorize each of our fair value measurements in one of these three levels based on the lowest level input that is significant to
the fair value measurement in its entirety. These levels are:
Level 1: Quoted prices in active markets for identical assets or liabilities;
Level 2: Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in markets that are not
active; and model-based valuation techniques in which all significant assumptions are observable in the market or can be
corroborated by observable market data for substantially the full term of the assets or liabilities; and
Level 3: Unobservable inputs that are supported by little or no market activity and typically reflect management's estimates of
assumptions that market participants would use in pricing the asset or liability.
Assets and Liabilities Measured at Fair Value on a Recurring Basis
The following table presents our assets and liabilities measured at fair value on a recurring basis at June 30, 2017 and December 31,
2016:
June 30,
2017

(In thousands)
Level 3:
Assets:
Cash Convertible Notes Hedges
Liabilities:
Cash Conversion Derivative

December 31,
2016

$

160,876

$

48,361

$

160,876

$

48,361

The fair values of the Cash Convertible Notes Hedges and the Cash Conversion Derivative are measured using Level 3 inputs because
these instruments are not actively traded. They are valued using an option pricing model that uses observable and unobservable market data for
inputs, such as expected time to maturity of the derivative instruments, the risk-free interest rate, the expected volatility of our common stock,
and other factors. The Cash Convertible Notes Hedges and the Cash Conversion Derivative were designed such that changes in their fair values
would offset one another, with minimal impact to the consolidated statements of operations. Therefore, the sensitivity of changes in the
unobservable inputs to the option pricing model for such instruments is mitigated.
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The following table presents our financial instruments measured at fair value on a recurring basis using unobservable inputs (Level 3):

(In thousands)
Cash Convertible Notes
Hedges
Cash Conversion Derivative

Balance at
December 31,
2016
$

Purchases of
Level 3
Instruments

48,361 $
(48,361)

Settlements of
Level 3
Instruments

— $
—

— $
—

Gains
(Losses)
Included in
Earnings

Balance at
June 30, 2017

112,515 $
(112,515)

160,876
(160,876)

The gains and losses included in earnings noted above represent the change in the fair value of these financial instruments and are
recorded each period in the consolidated statements of operations. The gains and losses on the Cash Convertible Notes Hedges and Cash
Conversion Derivative are recorded as selling, general and administrative expenses.
Fair Value of Other Financial Instruments
In addition to the Cash Convertible Notes Hedges and the Cash Conversion Derivative, the estimated fair values of which are disclosed
above, the estimated fair value of each class of financial instruments at June 30, 2017 was as follows:
Cash and cash equivalents – The carrying amount of $7.8 million approximates fair value because of the short maturity of those
instruments (less than three months).
Long-term debt – The estimated fair value of outstanding borrowings under the Credit Agreement, which includes a revolving credit
facility and a term loan facility (see Note 6), and the Cash Convertible Notes are determined based on the fair value hierarchy as discussed
above.
The revolving credit facility and the term loan facility are not actively traded and therefore are classified as Level 2 valuations based on
the market for similar instruments. The estimated fair value is based on the average of the prices set by the issuing bank given current market
conditions and is not necessarily indicative of the amount we could realize in a current market exchange. The estimated fair value and carrying
amount of outstanding borrowings under the Credit Agreement at June 30, 2017 were each $40.0 million.
The Cash Convertible Notes are actively traded and therefore are classified as Level 1 valuations. The estimated fair value at June 30,
2017 was $298.2 million, which is based on the most recent trading price of the Cash Convertible Notes as of June 30, 2017, and the par value
was $150.0 million. The carrying amount of the Cash Convertible Notes at June 30, 2017 was $141.8 million, which is net of the debt discount
discussed in Note 6.
9.

Derivative Instruments and Hedging Activities

We use derivative instruments to manage risks related to interest (through December 30, 2016), the Cash Convertible Notes, and, prior to
the sale of the TPHS business, foreign currencies. We account for derivatives in accordance with ASC Topic 815, which establishes accounting
and reporting standards requiring that certain derivative instruments be recorded on the balance sheet as either an asset or liability measured at
fair value. Additionally, changes in the derivative's fair value will be recognized currently in earnings unless specific hedge accounting criteria are
met. As permitted under our master netting arrangements, the fair value amounts of our prior interest rate swaps and foreign currency options
and/or forward contracts are presented on a net basis by counterparty in the consolidated balance sheets.
Derivative Instruments Designated as Hedging Instruments
Cash Flow Hedges
Derivative instruments that are designated and qualify as cash flow hedges are recorded at estimated fair value in the consolidated
balance sheets, with the effective portion of the gains and losses being reported in accumulated other comprehensive income or loss
("accumulated OCI"). We did not maintain any cash flow hedges during the three or six months ended June 30, 2017. Cash flow hedges for
the three and six months
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ended June 30, 2016 consisted solely of an interest rate swap agreement, which effectively modified our exposure to interest rate risk by
converting a portion of our floating rate debt to a fixed rate obligation, thus reducing the impact of interest rate changes on future interest expense.
Under this agreement, which terminated on December 30, 2016, we received a variable rate of interest based on LIBOR (as defined in Note 6), and
we paid a fixed rate of interest with an interest rate of 1.480% plus a spread. Gains and losses on this interest rate swap agreement were
reclassified to interest expense in the same period during which the hedged transaction affected earnings or the period in which all or a portion of
the hedge became ineffective.
The following table shows the effect of our cash flow hedges on the consolidated balance sheets during the three and six months
ended June 30, 2017 and 2016:

(In thousands)
Derivatives in Cash Flow Hedging Relationships
Loss related to effective portion of derivatives recognized in
accumulated OCI, gross of tax effect
Loss related to effective portion of derivatives reclassified from
accumulated OCI to interest expense, gross of tax effect

For the Three
Months
Ended
June 30,
June 30,
2017
2016

For the Six Months
Ended
June 30,
June 30,
2017
2016

—

$

31

—

$

123

—

$

(131)

—

$

(264)

Gains and losses representing either hedge ineffectiveness or hedge components excluded from the assessment of effectiveness are
recognized in current earnings. During the three and six months ended June 30, 2017 and 2016, there were no gains or losses on cash flow
hedges recognized in our consolidated statements of operations resulting from hedge ineffectiveness.
Derivative Instruments Not Designated as Hedging Instruments
Our Cash Conversion Derivative, Cash Convertible Notes Hedges and, prior to July 31, 2016, foreign currency options and/or forward
contracts, do not qualify for hedge accounting treatment under U.S. GAAP and are measured at fair value, with gains and losses recognized
immediately in the consolidated statements of operations. These derivative instruments not designated as hedging instruments did not have a
material impact on our consolidated statements of operations for the three and six months ended June 30, 2017 and 2016.
The Cash Conversion Derivative is accounted for as a derivative liability and carried at fair value. In order to offset the risk associated with
the Cash Conversion Derivative, we entered into Cash Convertible Notes Hedges, which are cash-settled and are intended to reduce our exposure
to potential cash payments that we would be required to make if holders elect to convert the Cash Convertible Notes at a time when our stock
price exceeds the conversion price. The Cash Convertible Notes Hedges are accounted for as a derivative asset and carried at fair value.
The gains and losses resulting from a change in fair values of the Cash Conversion Derivative and the Cash Convertible Notes Hedges are
reported in the consolidated statements of operations.
For the Three
Months Ended
June
June 30,
30,
2017
2016

(In thousands)

For the Six
Months Ended
June
June 30,
30,
2017
2016

Statements of Operations
Classification

Cash Convertible Notes Hedges:
Net unrealized gain (loss)
Cash Conversion Derivative:

$

78,431 $

Net unrealized (loss) gain

$

(78,431) $

$

Selling, general and
(6,162) administrative expenses

(1,441) $ (112,515) $

Selling, general and
6,162 administrative expenses

1,441 $ 112,515

Prior to the sale of the TPHS business, we also entered into foreign currency options and/or forward contracts in order to minimize our
earnings exposure to fluctuations in foreign currency exchange rates. Our foreign currency exchange contracts required current period mark-tomarket accounting, with any change in fair value being recorded each period in the consolidated statements of operations in selling, general and
administrative expenses. We do not execute transactions or hold derivative financial instruments for trading or other purposes.
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Financial Instruments
The estimated fair values of derivative instruments at June 30, 2017 and December 31, 2016 were as follows:
(In thousands)
Assets:
Derivatives not designated as hedging
instruments:
Cash convertible notes hedges, current
Cash convertible notes hedges, long-term
Liabilities:
Derivatives not designated as hedging
instruments:
Cash conversion derivative, current
Cash conversion derivative, long-term
See Note 8 for more information on fair value measurements.
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June 30,
2017

$

160,876
—

$

160,876
—

December 31,
2016

$

$

—
48,361

—
48,361

10.

Earnings (Loss) Per Share

The following is a reconciliation of the numerator and denominator of basic and diluted earnings (loss) per share for the three and six
months ended June 30, 2017 and 2016:
Three Months Ended
June 30,
2017
2016

(In thousands except per share data)
Numerator:
Net income from continuing operations attributable to Tivity
Health, Inc. - numerator for earnings per share
Net loss from discontinued operations attributable to Tivity
Health, Inc. - numerator for loss per share
Net income (loss) attributable to Tivity Health, Inc. numerator for earnings (loss) per share
Denominator:
Shares used for basic income (loss) per share
Effect of dilutive stock options and restricted stock units
outstanding:
Non-qualified stock options
Restricted stock units
Market stock units
Warrants related to Cash Convertible Notes
CareFirst Warrants
Shares used for diluted income (loss) per share

$ 17,240

$

(3,673)
$ 13,567

19,962

Six Months Ended
June 30,
2017
2016
$

(195,558)
$ (175,596)

$

32,720 $

39,168

(3,893)

(228,973)

28,827 $

(189,805)

39,246

36,172

39,158

36,140

481
602
312
1,728
—
42,369

235
586
231
—
3
37,227

462
606
303
927
—
41,456

177
524
202
—
—
37,043

Earnings (loss) per share attributable to Tivity Health, Inc. basic:
Continuing operations
$ 0.44 $
Discontinued operations
$ (0.09) $
Net income (loss) (1)
$ 0.35 $

0.55
(5.41)
(4.85)

$
$
$

0.84 $
(0.10) $
0.74 $

1.08
(6.34)
(5.25)

Earnings (loss) per share attributable to Tivity Health, Inc. diluted:
Continuing operations
$ 0.41 $
Discontinued operations
$ (0.09) $
Net income (loss) (1)
$ 0.32 $

0.54
(5.25)
(4.72)

$
$
$

0.79 $
(0.09) $
0.70 $

1.06
(6.18)
(5.12)

Dilutive securities outstanding not included in the
computation of earnings (loss) per share because their
effect is anti-dilutive:
Non-qualified stock options
Restricted stock units
Warrants related to Cash Convertible Notes
CareFirst Convertible Note
CareFirst Warrants

1,198
579
7,707
892
472

8
10
—
—
—

1,486
679
7,707
892
591

(1)

—
3
—
—
—

Figures may not add due to rounding.
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11.

Accumulated OCI
The following tables summarize the changes in accumulated OCI, net of tax, for the six months ended June 30, 2017 and 2016:

(In thousands)
Accumulated OCI, net of tax, as of January 1, 2017
Other comprehensive income before reclassifications, net of tax of
$225
Amounts reclassified from accumulated OCI, net of tax of $0
Accumulated OCI, net of tax, as of June 30, 2017

Foreign
Currency
Translation
Adjustments
$
(4,502)

$

1,458
3,044
—

Net
Change
in Fair
Value of
Foreign
Interest
Currency
Rate
Translation
Swaps Adjustments Total
(In thousands)
Accumulated OCI, net of tax, as of January 1, 2016 $
(239) $
(4,000) $ (4,239)
Other comprehensive income (loss) before
reclassifications, net of tax benefit of $49 and $0,
respectively
(74)
797
723
Amounts reclassified from accumulated OCI, net of
159
—
159
tax
Net increase in other comprehensive income (loss),
85
797
882
net of tax
(154) $
(3,203) $ (3,357)
Accumulated OCI, net of tax, as of June 30, 2016 $
The following table provides details about reclassifications out of accumulated OCI for the six months ended June 30, 2017 and 2016:

(In thousands)
Interest rate swaps

Six Months Ended
June 30,
2017
2016
$
— $
264
—
(105)
$
— $
159

Statement of Operations
Classification
Interest expense
Income tax benefit
Net of tax

See Note 9 for further discussion of our interest rate swaps.
12.

Restructuring and Related Charges

In the third quarter of 2015, we began developing our reorganization and cost rationalization plan (the "2015 Restructuring Plan") that
commenced in October 2015, which was intended to improve efficiency and deliver greater value to our customers and stakeholders. Completion
of the 2015 Restructuring Plan occurred with the completion of the sale of the TPHS business in July 2016. We incurred a total of approximately
$24 million in restructuring charges related to the 2015 Restructuring Plan, substantially all of which resulted in or will result in cash expenditures.
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The following table shows the activity in accrued restructuring and related charges for the six months ended June 30, 2017 related to our
2015 Restructuring Plan:

(In thousands)
Accrued restructuring and related charges liability as of
January 1, 2017
$
Restructuring charges
Payments
Accrued restructuring and related charges liability as of
$
June 30, 2017

Severance and
Other
EmployeeRelated Costs

Other
Costs

4,242 $
—
(1,062)
3,180 $

Total
63 $
—
(6)
57

4,305
—
(1,068 )

$

3,237

In the third quarter of 2016, we began the reorganization of our corporate support infrastructure (the "2016 Restructuring Plan"), which was
intended to deliver greater value to our customers and stakeholders. Completion of the 2016 Restructuring Plan occurred during the first quarter of
2017. We incurred a total of approximately $5.6 million in restructuring charges related to the 2016 Restructuring Plan, substantially all of which
resulted in or will result in cash expenditures.
The following table shows the activity in accrued restructuring and related charges for the six months ended June 30, 2017 related to our
2016 Restructuring Plan:

(In thousands)
Accrued restructuring and related charges liability as of
January 1, 2017
$
Restructuring charges
Payments
Adjustments (2)
Accrued restructuring and related charges liability as of
$
June 30, 2017

Severance and
Other
EmployeeRelated Costs
3,851 $
794
(2,822)
(125)
1,698 $

Consulting and
Other Costs (1)
48 $
16
(64)
—
—

Total
3,899
810
(2,886)
(125)
1,698

(1) Consulting and other costs consist of third-party consulting charges incurred in connection with the 2016 Restructuring Plan.
(2) Adjustments consist primarily of actual employee tax and benefit amounts differing from previous estimates.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations
Overview
Tivity Health, Inc. was founded and incorporated in Delaware in 1981. Through our three programs, SilverSneakers® senior fitness,
Prime® fitness and WholeHealth LivingTM, we are focused on targeted population health for those aged 50 and older. The SilverSneakers
senior fitness program is offered to members of Medicare Advantage, Medicare Supplement, and Group Retiree plans. We also offer Prime
fitness, a fitness facility access program, through commercial health plans, employers and insurance exchanges. Our national network of
fitness centers delivers both SilverSneakers and Prime fitness. Our fitness networks encompass approximately 16,000 participating locations
and more than 1,000 alternative locations that provide classes outside of traditional fitness centers. We sell access to our WholeHealth Living
network primarily to commercial health plans. Our WholeHealth Living network includes over 80,000 complementary, alternative, and physical
medicine practitioners to serve individuals through health plans and employers who seek health services such as physical therapy,
occupational therapy, speech therapy, chiropractic care, acupuncture, and more.
Effective July 31, 2016, we sold our total population health services ("TPHS") business to Sharecare, Inc. ("Sharecare"). The TPHS
business took a systematic approach to keeping healthy people healthy, eliminating or reducing lifestyle risks and optimizing care for
persistent or chronic conditions. The TPHS business included our partnerships with Blue Zones, LLC, and Dr. Dean Ornish (the Blue Zones
Project by Healthways™ and Dr. Dean Ornish's Program for Reversing Heart Disease™, respectively), our joint venture with Gallup, Inc.
("Gallup"), Navvis Healthcare, LLC ("Navvis"), MeYou Health, LLC ("MeYou Health"), and our international operations. While Navvis and
MeYou Health were part of our TPHS business, they were sold separately to other buyers in November 2015 and June 2016, respectively.
Results of operations for the TPHS business have been classified as discontinued operations for all periods presented in the Consolidated
Financial Statements.
In January 2017, we rebranded and changed the name of the Company from Healthways, Inc. to Tivity Health, Inc. to better align with
our portfolio of fitness and health improvement programs. The Company is headquartered at 701 Cool Springs Boulevard, Franklin, Tennessee
37067.
Forward-Looking Statements
This report contains forward-looking statements, which are based upon current knowledge, assumptions, beliefs, estimates and
expectations, involve a number of risks and uncertainties, and are subject to the "safe harbor" provisions of the Private Securities Litigation
Reform Act of 1995. Forward-looking statements include all statements that are not historical statements of fact and those regarding the intent,
belief, or expectations of the Company, including, without limitation, all statements regarding the Company's future earnings, revenues, and
results of operations, and can be identified by the use of words like "may," "believe," "will," "can," "expect," "project," "estimate," "anticipate,"
"plan," or "continue" and similar expressions. Readers are cautioned that any such forward-looking statements are not guarantees of future
performance and involve significant risks and uncertainties, and that actual results may vary from those in the forward-looking statements as a
result of various factors, including, but not limited to:
·

our ability to develop and implement effective strategies;

·

the effectiveness of the reorganization of our business and our ability to realize the anticipated benefits;

·

the risks associated with recent changes to our senior management team;

·

our ability to sign and implement new contracts for our solutions;

·

our ability to accurately forecast the costs required to successfully implement new contracts;

·

our ability to renew and/or maintain contracts with our customers under existing terms or restructure these contracts on terms that would
not have a material negative impact on our results of operations;
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·

our ability to effectively compete against other entities, whose financial, research, staff, and marketing resources may exceed our
resources;

·

our ability to accurately forecast our revenues, margins, earnings and net income, as well as any potential charges that we may incur as
a result of changes in our business and leadership;

·

the impact of the Patient Protection and Affordable Care Act, as amended by the Health Care and Education Reconciliation Act of 2010
(the "ACA"), on our operations and/or the demand for our services;

·

our ability to anticipate change and respond to emerging trends for healthcare and the impact of the same on demand for our services;

·

the risks associated with deriving a significant concentration of our revenues from a limited number of customers;

·

our ability and/or the ability of our customers to enroll participants and to accurately forecast their level of enrollment and participation in
our programs in a manner and within the timeframe anticipated by us;

·

the ability of our customers to maintain the number of covered lives enrolled in the plans during the terms of our agreements;

·

our ability to service our debt, make principal and interest payments as those payments become due, and remain in compliance with our
debt covenants;

·

the risks associated with changes in macroeconomic conditions, which may reduce the demand and/or the timing of purchases for our
services from customers or potential customers, reduce the number of covered lives of our existing customers, or restrict our ability to
obtain additional financing;

·

counterparty risk associated with the Cash Convertible Notes Hedges;

·

the risks associated with valuation of the Cash Convertible Notes Hedges and the Cash Conversion Derivative, which may result in
volatility to our consolidated statements of operations if these transactions do not completely offset one another;

·

our ability to integrate new or acquired businesses, services, or technologies into our business and to accurately forecast the related
costs;

·

our ability to anticipate and respond to strategic changes, opportunities, and emerging trends in our industry and/or business and to
accurately forecast the related impact on our revenues and earnings;

·

the impact of any impairment of our goodwill, intangible assets, or other long-term assets;

·

our ability to develop new products;

·

our ability to obtain adequate financing to provide the capital that may be necessary to support our operations;

·

the risks associated with data privacy or security breaches, computer hacking, network penetration and other illegal intrusions of our
information systems or those of third-party vendors or other service providers, which may result in unauthorized access by third parties to
customer, employee or our information or patient health information and lead to enforcement actions, fines and other litigation against us;

·

the impact of any new or proposed legislation, regulations and interpretations relating to Medicare or Medicare Advantage;

·

the impact of future state and federal legislation and regulations applicable to our business, including the ACA, on our ability to deliver our
services and on the financial health of our customers and their willingness to purchase our services;
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·

current geopolitical turmoil, the continuing threat of domestic or international terrorism, and the potential emergence of a health pandemic
or infectious disease outbreak;

·

the impact of legal proceedings involving us and/or our subsidiaries; and

·

other risks detailed in our Annual Report on Form 10-K for the fiscal year ended December 31, 2016 and our other filings with the
Securities and Exchange Commission.
We undertake no obligation to update or revise any such forward-looking statements.

Customer Contracts
Our customer contracts generally have initial terms of approximately three years. Some of our contracts allow the customer to
terminate early.
Business Strategy
Our "A-B-C-D" strategy is designed to (A) add new members in our three existing networks - SilverSneakers, Prime fitness and
WholeHealth Living, (B) build engagement and participation among our current eligible members, (C) collaborate with partners to add new products
and services that will leverage the value of our brand, and (D) deepen relationships with our partners and their instructors within our national
network. In addition to the A-B-C-D strategy, we are focused on supporting the ability of our health plan customers to meet the needs of their
members as well as providing a valuable service to improve the health and well-being of the consumers we serve through our networks and with
our products.
We engage and support our members based on the needs and preferences of our customers. Within our fitness networks, we
have approximately 16,000 participating locations and more than 1,000 alternative locations that provide classes outside of traditional fitness
centers. More than 13,000 of these participating locations within the national network deliver our proprietary SilverSneakers fitness program, and
more than 10,000 of these locations offer Prime fitness.
Critical Accounting Policies
We describe our significant accounting policies in Note 1 to the Consolidated Financial Statements in our Annual Report on Form 10-K
for the fiscal year ended December 31, 2016. We prepare the Consolidated Financial Statements in conformity with U.S. GAAP, which requires
us to make estimates and judgments that affect the reported amounts of assets and liabilities and related disclosures at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results may differ from those
estimates.
Following the sale of the TPHS business, we believe the following accounting policies are the most critical in understanding the
estimates and judgments that are involved in preparing our financial statements and the uncertainties that could impact our results of
operations, financial condition and cash flows.
Revenue Recognition
We recognize revenue as services are performed when persuasive evidence of an arrangement exists, collectability is reasonably
assured, and amounts are fixed or determinable.
Our fees are generally billed per member per month ("PMPM"), upon member participation, or a combination of both. For PMPM fees,
we generally determine our contract fees by multiplying the contractually negotiated PMPM rate by the number of members eligible for or
receiving our services during the month. We generally bill our customers each month for the entire amount of the fees contractually due for the
prior month's enrollment. Fees for participation are typically billed in the month after the services are provided.
We recognize PMPM fees and fees for participation as revenue during the period we perform our services.
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We are currently evaluating the impact that the adoption of ASU No. 2014-09, (as discussed under "Recent Relevant Accounting
Standards" below) will have on our revenue recognition policies and procedures, financial position, results of operations, cash flows, financial
disclosures and control framework.
Impairment of Intangible Assets and Goodwill
We review goodwill for impairment at the reporting unit level (operating segment or one level below an operating segment) on an annual
basis (during the fourth quarter of our fiscal year) or more frequently whenever events or circumstances indicate that the carrying value may
not be recoverable. Following the sale of the TPHS business, a single reporting unit remains.
We may elect to perform a qualitative assessment to determine whether it is more likely than not that the fair value of a reporting unit is
less than its carrying value. If we conclude during the qualitative assessment that this is the case or if we elect not to perform a qualitative
assessment, we perform a quantitative review as described below.
During a quantitative review of goodwill, we estimate the fair value of a reporting unit using a combination of a discounted cash flow model
and a market-based approach, and in the event we have multiple reporting units, we reconcile the aggregate fair value of our reporting units to our
consolidated market capitalization. Estimating fair value requires significant judgments, including management's estimate of future cash flows,
which is dependent on internal forecasts, estimation of the long-term growth rate for our business, the useful life over which cash flows will occur,
and determination of our weighted average cost of capital, as well as relevant comparable company earnings multiples for the market-based
approach. Changes in these estimates and assumptions could materially affect the estimate of fair value and potential goodwill impairment for
each reporting unit.
If we determine that the carrying value of goodwill is impaired based upon an impairment review, we calculate any impairment using a fairvalue-based goodwill impairment test as required by U.S. GAAP. The fair value of a reporting unit is the price that would be received upon a sale
of the unit as a whole in an orderly transaction between market participants at the measurement date.
Except for a tradename that has an indefinite life and is not subject to amortization, we amortize identifiable intangible assets over their
estimated useful lives using the straight-line method. We assess the potential impairment of intangible assets subject to amortization whenever
events or changes in circumstances indicate that the carrying values may not be recoverable. If we determine that the carrying value of other
identifiable intangible assets may not be recoverable, we calculate any impairment using an estimate of the asset's fair value based on the
estimated price that would be received to sell the asset in an orderly transaction between market participants. We estimated the fair value of
our indefinite-lived intangible asset, a tradename, using a present value technique, which requires management's estimate of future revenues
attributable to this tradename, estimation of the long-term growth rate and royalty rate for this revenue, and determination of our weighted
average cost of capital. Changes in these estimates and assumptions could materially affect the estimate of fair value for the tradename.
Income Taxes
The objectives of accounting for income taxes are to recognize the amount of taxes payable or refundable for the current year and
deferred tax liabilities and assets for the future tax consequences of events that have been recognized in an entity's financial statements or tax
returns. Accounting for income taxes requires significant judgment in evaluating tax positions and in determining income tax provisions,
including determination of deferred tax assets, deferred tax liabilities, and any valuation allowances that might be required against deferred tax
assets.
Valuation allowances are established when necessary to reduce deferred tax assets to the amounts that are expected to be realized.
When we determine that it is more likely than not that we will be able to realize our deferred tax assets in the future, an adjustment to the
deferred tax asset is made and reflected in income. This determination will be made by considering various factors, including the reversal and
timing of existing temporary differences, tax planning strategies, and estimates of future taxable income exclusive of the reversal of temporary
differences.
We recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be sustained on
examination by the taxing authorities, based on the technical merits of the position.
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The tax benefits recognized in the financial statements from such a position should be measured based on the largest benefit that has a greater
than 50% likelihood of being realized upon ultimate settlement. U.S. GAAP also provides guidance on derecognition of income tax assets and
liabilities, classification of current and deferred income tax assets and liabilities, accounting for interest and penalties associated with tax
positions, and income tax disclosures. Judgment is required in assessing the future tax consequences of events that have been recognized in our
financial statements or tax returns. Variations in the actual outcome of these future tax consequences could materially impact our consolidated
financial position, results of operations, and cash flows.
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Executive Overview of Results
The key financial results for the three and six months ended June 30, 2017 are:
·

Revenues from continuing operations of:
o $138.9 million for the three months ended June 30, 2017, up 11.1% from $125.0 million for the same period in 2016; and
o $279.9 million for the six months ended June 30, 2017, up 11.5% from $251.0 million for the same period in 2016.

·

Pre-tax income from continuing operations of:
o $26.8 million for the three months ended June 30, 2017, up 34.3% from $20.0 million for the same period in 2016; and
o $51.7 million for the six months ended June 30, 2017, up 31.9% from $39.2 million for the same period in 2016.

·

Income tax expense from continuing operations of $9.6 million and $18.9 million for the three and six months ended June 30, 2017,
respectively, compared to $0 for the same periods in 2016;

·

Restructuring charges of $0.7 million for the six months ended June 30, 2017; and

·

Loss from discontinued operations, net of income tax expense, of $3.7 million and $3.9 million for the three and six months ended June
30, 2017, respectively, compared to $195.6 million and $229.0 million for the same periods in 2016.

Results of Operations
The following table sets forth the components of the consolidated statements of operations for the three and six months ended June
30, 2017 and 2016 expressed as a percentage of revenues for continuing operations.
Three Months Ended
June 30,
2017
2016
Revenues
Cost of services (exclusive of depreciation and amortization
included below)
Selling, general and administrative expenses
Depreciation and amortization
Restructuring and related charges
Operating income (1)

Six Months Ended
June 30,
2017
2016

100.0%

100.0%

100.0%

100.0%

71.3%
5.9%
0.6%
0.0%
22.3%

71.1%
8.1%
1.5%
—%
19.3%

72.0%
5.9%
0.6%
0.2%
21.3%

71.8%
7.8%
1.5%
—%
18.9%

Interest expense
Income before income taxes
Income tax expense

3.0%
19.3%
6.9%

3.3%
16.0%
—%

2.8%
18.5%
6.8%

3.3%
15.6%
—%

Net income from continuing operations

12.4%

16.0%

11.7%

15.6%

(2.6)%
9.8%
0.0%
9.8%

(156.4)%
(140.4)%
0.1%
(140.5)%

(1.4)%
10.3%
0.0%
10.3%

(91.1)%
(75.4)%
0.2%
(75.6)%

Loss from discontinued operations, net of income tax benefit
Net income (loss) (1)
Net loss attributable to non-controlling interest
Net income (loss) attributable to Tivity Health, Inc.
(1) Figures may not add due to rounding.
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Revenues
Revenues from continuing operations for the three months ended June 30, 2017 increased $13.9 million, or 11.1%, over the three months
ended June 30, 2016, primarily as a result of the following: an increase of $17.3 million due to both a net increase in the number of members
eligible to participate in our fitness solutions as well as a net increase in the average participation per member in such solutions, an increase of
$1.4 million due to contracts with new customers or expanded contracts with existing customers, and a decrease of $4.8 million due to contract
terminations.
Revenues from continuing operations for the six months ended June 30, 2017 increased $28.9 million, or 11.5%, over the six months
ended June 30, 2016, primarily as a result of the following: an increase of $33.0 million due to both a net increase in the number of members
eligible to participate in our fitness solutions as well as a net increase in the average participation per member in such solutions, an increase of
$5.6 million due to contracts with new customers or expanded contracts with existing customers, and a decrease of $9.7 million due to contract
terminations.
Cost of Services
Cost of services from continuing operations (excluding depreciation and amortization) as a percentage of revenues did not materially
change from the three months ended June 30, 2016 (71.1%) to the three months ended June 30, 2017 (71.3%) or from the six months ended
June 30, 2016 (71.8%) to the six months ended June 30, 2017 (72.0%). Overall, these slight increases are primarily attributable to expenses
associated with strategic business initiatives during 2017 intended to drive growth beginning in 2018, mostly offset by various decreases, none of
which were individually material.
Selling, General and Administrative Expenses
Selling, general and administrative expenses from continuing operations as a percentage of revenues decreased from 8.1% and 7.8% for
the three and six months ended June 30, 2016, respectively, to 5.9% for each of the three and six months ended June 30, 2017. Overall, these
decreases are primarily attributable to cost savings from the reorganization of our corporate support infrastructure that we began implementing
in the third quarter of 2016 and completed in the first quarter of 2017 (the "2016 Restructuring Plan").
Depreciation and Amortization
Depreciation and amortization expense from continuing operations decreased $1.1 million and $2.2 million from the three and six
months ended June 30, 2016, respectively, compared to the same periods in 2017, primarily due to a decrease in the amount of depreciable
assets as well as an out-of-period adjustment recorded in the fourth quarter of 2016 to decrease depreciation expense included in continuing
operations (with a corresponding increase to depreciation expense included in discontinued operations). This adjustment was recorded after
having completed our asset separation analysis and related to the correction of our previous allocation of 2016 depreciation expense between
continuing and discontinued operations. While interim periods in 2016 were not materially misstated, a portion of the decrease in depreciation
expense from continuing operations for the three and six months ended June 30, 2017 is attributable to this adjustment.
Restructuring and Related Charges
During the six months ended June 30, 2017, we incurred restructuring charges from continuing operations of $0.7 million, which
consisted primarily of severance and other employee-related costs, in connection with the 2016 Restructuring Plan. We incurred a total of
approximately $5.6 million in restructuring charges related to the 2016 Restructuring Plan. The 2016 Restructuring Plan is expected to create
cost savings beginning in 2017, with total annualized savings of approximately $15.0 million to $16.0 million, approximately half of which we
expect to be reinvested into the business, primarily related to initiatives during 2017 intended to drive growth beginning in 2018.
Income Tax Expense
For the three and six months ended June 30, 2017, we had an effective income tax rate from continuing operations of 35.7% and
36.7%, respectively, each of which was favorably impacted by the tax benefits of share-based awards following the adoption of ASU 2016-09
on January 1, 2017. For the three and
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six months ended June 30, 2016, we did not record income tax expense because we followed the intra-period tax allocation guidance in ASC 74020 and the example in ASC 740-20-55-14, which requires that the amount of tax attributable to the current year income from continuing operations
be determined by a computation that does not consider the tax effects of items that are excluded from income from continuing operations (e.g.
discontinued operations). We had net operating loss carryforwards from 2015 subject to a valuation allowance at December 31, 2015, which, upon
reversal of the valuation allowance in the first six months of 2016, we utilized to offset income from continuing operations for the three and six
months ended June 30, 2016.
Liquidity and Capital Resources
Overview
As of June 30, 2017, we had a working capital deficit of $148.8 million, including the classification of the Cash Convertible Notes, net of
unamortized discount, of $141.8 million as a current liability at June 30, 2017 (as discussed in Note 6 of the Notes to Consolidated Financial
Statements in this Report). As of August 1, 2017, the holders of the Cash Convertible Notes have not elected to convert their Cash Convertible
Notes.
On April 21, 2017, we entered into the Credit Agreement, which replaced the Prior Credit Agreement. The Credit Agreement provides us
with (1) a $100 million revolving credit facility that includes a $25 million sublimit for swingline loans and a $75 million sublimit for letters of credit,
(2) a $70 million term loan A facility, (3) a $150 million delayed draw term loan facility, and (4) an uncommitted incremental accordion facility of
$100 million.
We used the proceeds of the term loan A and cash on hand to repay all of the outstanding indebtedness under the Prior Credit Agreement
and to pay transaction costs and expenses. As of June 30, 2017, our availability under the Credit Agreement included $92.5 million under the
revolving credit facility and $150 million under the delayed draw term facility (which can be borrowed at our option until July 2, 2018). Proceeds of
revolving loans and delayed draw term loans may be used to repay outstanding indebtedness (including amounts payable upon or in respect of any
conversion of the Cash Convertible Notes discussed below and the repayment of any revolving loans borrowed for such purposes), to finance
working capital needs, to finance acquisitions, to finance the repurchase of our common stock, to finance capital expenditures and for other
general corporate purposes of the Company and its subsidiaries. Delayed draw term loans may not be borrowed after July 2, 2018.
We are required to repay the term loan A and any outstanding revolving loans in full on April 21, 2022. We are required to repay the
delayed draw term loans in quarterly principal installments calculated as follows: (1) for each of the first twelve quarters following the closing,
1.250% of the aggregate principal amount of the delayed draw term loans funded as of the last day of the immediately preceding quarter; and (2)
for each of the remaining quarters prior to maturity on April 21, 2022, 1.875% of the aggregate principal amount of the delayed draw term loans
funded as of the last day of the immediately preceding quarter. At maturity on April 21, 2022, the entire unpaid principal balances of the term loan
A and the delayed draw term loans are due and payable.
We believe our cash on hand, cash flows from operations, and available borrowings are sufficient to fund our operations, debt payments,
and capital expenditures for the next twelve months and the foreseeable future.
Cash Flows Provided by Operating Activities
Operating activities during the six months ended June 30, 2017 provided cash of $40.1 million compared to $32.2 million during the six
months ended June 30, 2016. The increase in operating cash flow resulted primarily from the following:
·
·

an improvement in days' sales outstanding, in part related to the composition of our customer base following the sale of the TPHS
business; and
a fixed royalty payment in the first quarter of 2016 that did not recur in the first quarter of 2017.

These increases were somewhat offset by higher net payments in 2017 related to employee compensation.
Cash Flows Used in Investing Activities
Investing activities during the six months ended June 30, 2017 used $2.2 million in cash, as compared to $6.6 million during the six
months ended June 30, 2016, which was primarily due to decreased capital
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expenditures in 2017, somewhat offset by proceeds from the sale of the MeYou Health business in 2016 that did not recur in 2017. Capital
expenditures in 2016 were primarily associated with our technology platform, while capital expenditures in 2017 were primarily related to computer
hardware and product enhancements.
Cash Flows Provided By/Used in Financing Activities
Financing activities during the six months ended June 30, 2017 used $33.3 million in cash, while financing activities during the six
months ended June 30, 2016 used $20.8 million in cash. This increase is primarily due to higher net payments on long-term debt related to a
paydown of our term loan A facility, partially offset by an increase in the change in cash overdraft.
Credit Facility
For a detailed description of the Credit Agreement, refer to Note 6 of the Notes to Consolidated Financial Statements in this Report. The
Credit Agreement contains financial covenants that require us to maintain specified ratios or levels at June 30, 2017 of (1) a maximum total
funded debt to EBITDA of 4.00 and (2) a minimum total fixed charge coverage of 1.50. We were in compliance with all of the financial covenant
requirements of the Credit Agreement as of June 30, 2017.
Cash Convertible Senior Notes
For a detailed description of the Cash Convertible Notes, Cash Convertible Notes Hedges, Cash Conversion Derivative, and Warrants (as
such terms are defined in Note 6 of the Notes to Consolidated Financial Statements) entered into in July 2013, refer to Note 6 of the Notes to
Consolidated Financial Statements included in this Report. Aside from the initial premium paid, we will not be required to make any cash
payments under the Cash Convertible Notes Hedges and could be entitled to receive an amount of cash from the option counterparties generally
equal to the amount by which the market price per share of common stock exceeds the strike price of the Cash Convertible Note Hedges during
the relevant valuation period. The strike price under the Cash Convertible Notes Hedges is initially equal to the conversion price of the Cash
Convertible Notes.
The Cash Convertible Notes become convertible into cash during any calendar quarter (and only during such calendar quarter) if the last
reported sale price of our common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive trading days
ending on the last trading day of the immediately preceding calendar quarter is greater than or equal to approximately $25.30 per share. This
condition was satisfied on June 16, 2017 for the calendar quarter ending June 30, 2017, and accordingly, the Cash Convertible Notes are
convertible at any time at the option of the holders during the period from July 1, 2017 through September 30, 2017. We will continue to evaluate
whether the Trading Price Condition has been satisfied in each future calendar quarter prior to the maturity date of July 1, 2018. The initial cash
conversion rate is 51.3769 shares of our common stock per $1,000 principal amount of the Cash Convertible Notes (equivalent to an initial
conversion price of $19.4640 per share of common stock). The settlement on any Cash Convertible Notes surrendered for conversion during this
period will occur on the third business day following the end of the applicable "Observation Period" with respect to such conversion (i.e., the
period that begins on the date that a holder surrendered the Cash Convertible Notes for conversion in accordance with the requirements of the
indenture and ends on the 80th consecutive trading day following such date). The indenture requires the Company to satisfy the entire settlement
amount for any conversions (determined in accordance with the provisions of the indenture) in cash, and the notes are not convertible into the
Company's common stock or any other securities under any circumstances.
The estimated fair value based on the last traded price of the Cash Convertible Note at June 30, 2017 was $298.2 million (as discussed in
Note 8 of the Notes to Consolidated Financial Statements included in this Report). Additionally, if the market price per share of our common
stock exceeds the strike price of the Warrants on any warrant exercise date, we will be obligated to issue to the option counterparties a number
of shares based on the amount by which the then-current market price per share of our common stock exceeds the then-effective strike price of
each Warrant. We will not receive any additional proceeds if the Warrants are exercised.
General
We believe that cash flows from operating activities, our available cash, and our anticipated available credit under the Credit
Agreement will continue to enable us to meet our contractual obligations and fund our current operations and debt payments for at least the
next 12 months. We cannot assure you that we would always be
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able to secure additional financing if needed and, if such funds were available, whether the terms or conditions would be acceptable to us.
If contract development accelerates or acquisition opportunities arise, we may need to issue additional debt or equity securities to provide
the funding for these increased growth opportunities. We may also issue debt or equity securities in connection with future acquisitions or
strategic alliances. We cannot assure you that we would be able to issue additional debt or equity securities on terms that would be acceptable
to us.
Recent Relevant Accounting Standards
See Note 2 of the Notes to Consolidated Financial Statements included in this Report for discussion of recent relevant accounting
standards.
Item 3. Quantitative and Qualitative Disclosures About Market Risk
We are subject to market risk related to interest rate changes, primarily as a result of the Credit Agreement. Borrowings under the Credit
Agreement generally bear interest at variable rates based on a margin or spread in excess of either (1) the one-month, two-month, three-month or
six-month LIBOR rate (or with the approval of affected lenders, the twelve-month LIBOR rate), which may not be less than zero, or (2) the
greatest of (a) the SunTrust Bank prime lending rate, (b) the federal funds rate plus 0.50%, and (c) one-month LIBOR plus 1.00% (the "Base
Rate"), as selected by the Company. The LIBOR margin varies between 1.50% and 2.75%, and the Base Rate margin varies between 0.50%
and 1.75%, depending on our net leverage ratio.
We estimate that a one-point interest rate change in our floating rate debt would have resulted in a change in interest expense of
approximately $0.5 million for the six months ended June 30, 2017.
Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
The Company's principal executive officer and principal financial officer have reviewed and evaluated the effectiveness of the
Company's disclosure controls and procedures (as defined in Rule 13a-15(e) and 15d-15(e) promulgated under the Exchange Act) as of June
30, 2017. Based on that evaluation, the principal executive officer and principal financial officer have concluded that the Company's disclosure
controls and procedures are effective. They are designed to ensure that information required to be disclosed by the Company in the reports
that it files or submits under the Exchange Act is recorded, processed, summarized, and reported within the time periods specified in the U.S.
Securities and Exchange Commission's rules and forms and to ensure that information required to be disclosed by the Company in the reports
that it files or submits under the Exchange Act is accumulated and communicated to the Company's management, including the principal
executive officer and principal financial officer, to allow timely decisions regarding required disclosure.
Changes in Internal Control Over Financial Reporting
There have been no changes in the Company's internal controls over financial reporting during the three months ended June 30, 2017
that have materially affected, or are reasonably likely to materially affect, the Company's internal control over financial reporting.
Part II Other Information
Item 1. Legal Proceedings
We are subject to contractual disputes, claims and legal proceedings that arise from time to time in the ordinary course of our business.
While we are unable to estimate a range of potential losses, we do not believe that any of the legal proceedings pending against us as of the
date of this Report, some of which are expected to be covered by insurance policies, will have a material adverse effect on our financial
statements. As these matters are subject to inherent uncertainties, our view of these matters may change in the future.
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Item 1A. Risk Factors
In addition to the other information set forth in this Report, you should carefully consider the risks and uncertainties previously reported
under the caption "Part I — Item 1A. Risk Factors" in our Annual Report on Form 10-K for the fiscal year ended December 31, 2016, the
occurrence of which could materially and adversely affect our business, prospects, financial condition and operating results. The risks previously
reported and described in our Annual Report on Form 10-K for the fiscal year ended December 31, 2016 and in this Report are not the only risks
facing our business. Additional risks and uncertainties not currently known to us or those we currently deem to be immaterial may also materially
and adversely affect our business operations.
There have been no material changes to our risk factors previously disclosed in our Annual Report on Form 10-K for the fiscal year ended
December 31, 2016.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Not Applicable.
Item 3. Defaults Upon Senior Securities
Not Applicable.
Item 4. Mine Safety Disclosures
Not Applicable.
Item 5. Other Information
Not Applicable.
Item 6. Exhibits
(a) Exhibits
10.1

Revolving Credit and Term Loan Agreement, dated April 21, 2017 [incorporated by reference to Exhibit 10.1 to the Company's
Current Report on Form 8-K dated April 27, 2017, File No. 000-19364]

10.2

Employment Agreement between Tivity Health, Inc. and Adam C. Holland, dated May 22, 2017 [incorporated by reference to
Exhibit 10.1 to the Company's Current Report on Form 8-K dated May 25, 2017, File No. 000-19364]

31.1

Certification pursuant to section 302 of the Sarbanes-Oxley Act of 2002 made by Donato Tramuto, Chief Executive Officer

31.2

Certification pursuant to section 302 of the Sarbanes-Oxley Act of 2002 made by Adam Holland, Chief Financial Officer
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Certification Pursuant to 18 U.S.C section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 made
by Donato Tramuto, Chief Executive Officer, and Adam Holland, Chief Financial Officer

101.INS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema

101.CAL

XBRL Taxonomy Extension Calculation Linkbase

101.DEF

XBRL Taxonomy Extension Definition Linkbase

101.LAB

XBRL Taxonomy Extension Label Linkbase

101.PRE

XBRL Taxonomy Extension Presentation Linkbase
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.
Tivity Health, Inc.
(Registrant)
Date:

August 4, 2017

By

/s/ Adam Holland
Chief Financial Officer
(Principal Financial Officer)
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Exhibit 31.1
CERTIFICATION
I, Donato Tramuto, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Tivity Health, Inc.;

2.
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;
3.
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4.
The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting; and
5.
The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.
Date:

August 4, 2017
/s/ Donato Tramuto
Donato Tramuto
Chief Executive Officer

Exhibit 31.2
CERTIFICATION
I, Adam Holland, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Tivity Health, Inc.;

2.
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;
3.
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4.
The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting; and
5.
The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.
Date:

August 4, 2017
/s/ Adam Holland
Adam Holland
Chief Financial Officer

Exhibit 32

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Tivity Health, Inc. (the "Company") on Form 10-Q for the quarter ended June 30, 2017, as filed with the
Securities and Exchange Commission on the date hereof (the "Report"), we, Donato Tramuto, Chief Executive Officer of the Company, and Adam
Holland, Chief Financial Officer of the Company, each certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:
(1)
(2)
Company.

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the

/s/ Donato Tramuto
Donato Tramuto
Chief Executive Officer
August 4, 2017

/s/ Adam Holland
Adam Holland
Chief Financial Officer
August 4, 2017

