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2003 Highlights

JACIUARY. - Purchased Crowley County Correctional Facility, a 1,200 bed medium-security facility for $47.5 million. |
This facility is currently undergoing an expansion of 594 beds. -J‘
MAY] Completed public common stock offering of 6.4 million shares at a price of $19.50 per share.
Issued $250 million of 7.5% senior notes due 2011.
Repurchased 3.4 million shares of common stock issued upon the conversion of $40 million convertible
notes carrying a total interest rate of 15.5%, including contingent interest.
Completed a tender offer for our 12% Series B Preferred Stock at $26.00 per share, purchasing 80.2% of
the outstanding shares for an aggregate price of $97.4 million.
i B i 7._‘——1
JJUNE - Completed redemption of 93% of the outstanding 8% Series A Preferred Stock at a redemption price of
{ $25.00 per share plus accrued and unpaid dividends. g
IAUGUS)ig Issued $200 million of 7.5% senior notes due 2011 in a private placement at a price of 101.125% of the
principal amount.
Amended our senior bank credit facility, increasing the total borrowing capacity, reducing the overall
interest rate and providing more flexible operating covenants.
[ SERTEMBER l Announced plans to complete construction of our Stewart County Correctional Facility, located in
~ Georgia, which will create 1,524 new beds.
Signed a new contract with the U.S. Immigration and Customs Enforcement Agency, for up to 905
detainees at our Houston Processing Center and announced plans to expand this facility by 494 beds.
7 : \
NOVEMBER] - Awarded seven contracts from the Texas Department of Criminal Justice to manage 8,276 beds in two
! state correctional facilities and five state jails.
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To Qur Shareholders

As CCA celebrates two decades of business, it’s clear that
the concept of private corrections is here to stay. The
founding of our company more than 20 years ago also
created an industry — one that we have led throughout its
history — and our accomplishments continue to chart the
course for the private corrections sector. Certain core
strengths will always be part of our business model: a
sound base of operations, responsiveness to customer
needs, and an unwavering commitment to quality, safety
and security. However, we believe that our success also lies
in our ability to adapt and change as necessary. On a
strategic level, CCA is continually reinventing itself to meet
the changing needs of the nation’s corrections system. We
offer our customers a seasoned, professional partner
equipped with a broad base of corrections experience,
coupled with an entrepreneurial approach and the ability to
serve the needs of our diverse customer base. For this
reason, we are the provider of choice among local, state and
federal agencies who seek solutions to their corrections

challenges through public/private sector partnerships.

During 2003, we exceeded the objectives that we set for
the company. We continued to make significant strides in
our financial condition, expanded our customer relationships,
made investments in additional bed capacity, commenced
the implementation of new technology applications to

enhance internal efficiency, and added new business

development resources to gather market intelligence and

support our long—term straregic gO&lS.

From a financial standpoint, our first priority is to
maintain CCASs strong financial foundation and to
position the company for future growth. For the year, we
posted significant increases in earnings per share, operating
margins, EBIDTA and free cash flow. In addition, we
completed the rationalization of our capital structure
through the completion of two separate bond financings
and a very successful secondary stock offering. As a result
of these financings, we reduced our after tax interest and
dividend requirements, extended our debt maturities and
fixed the interest rate on over 70% of our outstanding
debt, significantly reducing our exposure to rising

interest rates.

New business over the past year included the expansion of
our business relationship with the State of Colorado
through our acquisition of the Crowley County
Correctional Facility, adding 1,200 beds to our capacity.
During the third quarter we announced plans to expand
this facility by an additional 594 beds in order to meet
growing inmate demand from Colorado. As a result of our
improving business prospects in the Southeast, we made
the decision to complete the 1,524 bed Stewart County
Correctional Facility in Georgia, with an estimated
completion during the third quarter of 2004. We also
announced plans to expand our Houston Processing Center
in Texas to accommodate the growing needs of the Bureau
of Immigration and Customs Enforcement (formetly the

Immigration and Naturalization Service). Our relationship

On a strategic level, CCA is continually
reinventing itself to meet the changing
needs of the nation’s corrections system.
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JOHN D. FERGUSON
President and Chief Executive Officer

Since our inception in 1983, we have grown
from managing a single facility to managing
59 facilities at year-end 2003. Currently, we
manage over 50% of all privatized prison
beds in the United States.

with the Stare of Texas took an historic turn with the fourth
quarter contract award for seven facilities from the Texas
Department of Criminal Justice. This award significantly
expands our managed-only business and will require almost

no capital outlay from the company.

Our momentum continued into the new year. During the
first quarter of 2004, we signed a new contract with the
U.S. Marshals Service for up to 800 inmates at our
Leavenworth Detention Center. To accommodate this
contract we also announced that we plan to expand this
facility by 256 beds. Also in the first quarter of 2004, we
added the S:ates of Vermont and Arizona to our book of
business. These new contracts provide for the management

of up to 1,900 inmates.

In addition to our emphasis on business development, we
continued to improve our operating efficiency. Operating
margins improved significantly over 2002 as a result of strong
expense controls, particularly in the area of food and medical.
Despite our successes to date, we will continue our efforts to
identify new and innovative methods of improving our

business processes.

During 2003, we began the process of reengineering the
various processes in our facilities with the goal of
automating formerly paper intensive processes. The new
inmate management system, referred to as IMS2, is
expected to increase staff efficiency, enhance security at our
facilities and allow our employees to concentrate less on the

administrative aspects of their positions and more on the
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business of corrections. We intend to automate the new
processes and are acquiring the necessary technology to
accomplish these goals. The revolutionary new system is
currently expected to be rolled out over the next three years
and we expect the improved operating efficiencies to result

-in attractive returns on this investment.

We continue to recruit new executive talent to our Board
of Directors. In December 2003, Donna Alvarado joined
our Board as an independent director. Ms. Alvarado, who
currently serves as founder and managing director of Aguila
International, an international business consulting fiem,
brings a rich 30-year career in government and business

leadership to her new role at CCA. In addition to her

business career, she has held numerous senior management
positions in government, including serving as deputy
assistant secretary of defense, U.S. Department of Defense;
counsel for the U.S. Senate Committee on the Judiciary
subcommittee on Immigration and Refugee Policy; and
staff member of the U.S. House of Representatives Select -

Committee on Narcotics Abuse and Control.

Our executive management team continued its proactive
approach to enhance our corporate governance and adjust
procedures as necessary in light of regulatory
promulgations by the SEC and new NYSE guidelines.
Members of CCA’s executive management teamn and our

Board of Directors’ newly-formed Nominating and

Provider of choice for
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We continue to experience increased
demand from our customers. From 2001 to
2003, average occupancy has improved from
88.0% to 92.9% and total revenue has
increased 13.7%, exceeding $1 billion in 2003.

Total Revenue
(in millions)

$200
$400
$600
$800
$1000
$1200

20— — $911.9
2002 _ $937.8
2003 _ $1,036.7

Percent of Management Revenue

BOP - 17%
USMS - 14%
ICE - 7%

TN - 6%

GA - 5%
CO-5%
TX - 5%
FL - 4%

Wl - 4%
OK - 3%
Other - 30%

-
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WILLIAM F. ANDREWS
Chairman of the Board




With our financial foundation firmly in place
providing the flexibility to support our long-term goals,
we plan to continue on a path of controlled growth.

Governance Committee collaborated on modernizing the
company’s Code of Ethics and Business Conduct and
instituted a new company-wide compliance hotline. Board
committees were also reviewed to ensure compliance with
current Board independence requirements. We have met the
deadlines for revised and additional requirements mandated
by the Sarbanes-Oxley legislation and we continue to take a

proactive approach to meet future requirements.

As we enter 2004, the future is bright for CCA.
Corrections industry dynamics are quite favorable for our
company, with local, state and federal agency needs
mounting across the country. Many of our current customers
are expressing the need for increased support from CCA in
managing their inmate populations, and, significantly,
customers who historically have not favored public/private
sector partnerships are indicating their interest in CCA as

a possible sclution to their corrections challenges.

Current coripany business development activity
encompasses five prospective states new to CCA with needs
of approximately 5,500 beds, and ten states in which we
have establithed customers with current or developing bed
needs. The 2002 Bureau of Justice Statistics report
documents -he largest increase in the nation’s prison
population n three years — more than 36,000 inmates —

as well as growing demand in areas predisposed to utilizing
the private sector, which also have no immediate source

of relief for their expanding inmate populations. Our
challenge, as a corrections provider, is to anticipate the
future needs of our customers, formulate solutions to a

myriad of corrections challenges, and support the efforts

of our governmental partners to provide a meaningful

public service.

With our financial foundation firmly in place providing the
flexibility to support our long-term goals, we plan to
continue on a path of controlled growth. We will expand
existing facilities as dictated by customer needs, and pufsue
new development in an appropriate and prudent manner.
As we look toward the next 20 years and consider our
future place in the corrections industry, we plan to build
upon our leadership position by proactively seeking future
opportunities while maintaining a solid base of financial
operations. As the nation’s sixth largest corrections
provider, we have a good vantage point, based on our
experience, to develop and utilize innovative solutions to a
host of corrections challenges. These challenges necessitate
creative solutions, and CCA stands ready to assist our

public sector partners.

We would like to thank you, our shareholders, our
customers, our vendors, our employees and our Board of
Directors for your continued support of our efforts. We look

forward to sharing further successes with you in the future.

e s, gﬂ»—‘gu./u\/\

President and CEQ

Chairman of the Board
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Creating an Industry

The year 2003 marks CCA’s 20th anniversary as well as the
20th anniversary of the private corrections industry. We have
seen our industry undergo numerous changes over the years.
Prison privatization was conceived by our founders, who
recognized a clear need to assist governmental agencies in
providing safe, secure, quality correctional facilities, in a cost-
effective manner. Cwur history is one of being there first with
the industry knowledge and experience to meet the needs of

our governmental partners.

Incorporated in 1983, CCA was founded by three businessmen
with a progressive vision of corrections, a traditionally
government-administered service. In its first year of operation,
the company received its first design, build and management
contract from the U.S. Department of Justice for the
Immigration and Naturalizadion Service in Texas. This contract
led to the opening of CCA’s 350-bed Houston Processing
Center — the world’s first privately designed and constructed
prison. During the nexe five years, the company continued
to be an innovator, receiving additional contracts to manage
facilities, including the Shelby Training Center, the first privately
designed, constructed and managed secure juvenile training
school for the Juvenile Court of Memphis and Shelby County.
On its fifth anniversary, in 1988, the company had grown
from three founders to 697 employees with 11 facilities under
contract and 2,499 beds. As the years progressed, CCA
continued to grow and expand its leadership position in
private corrections. In 1989, CCA was awarded a contract
with the New Mexico Department of Corrections to design,
build and manage the first privately-managed women’s prison

in the United States. In 1990, the company opened Winn

‘wo decades of

L

Correctional Center in Louisiana, the first privately operated
medium-security prison in the United States. In 1992, CCA
designed and constructed the Leavenworth Detention Center,
which the company still operates for the U.S. Marshals
Service — the first privately managed maximum-security
facility under direct contract with a federal agency. By our

tenth anniversary in 1993, we had grown to 21 facilities.

The next decade saw tremendous growth and changes in our
industry. CCA continued to design, construct and manage
facilities while also providing additional services, such as
rehabilitation programs and transportation services. Today, the
company provides management services to over 60,000 inmates
in 64 facilities located in 20 states and the District of Columbia.
Our position as the industry leader is firmly entrenched as CCA
currently manages over 50% of all privately managed prison
beds in the United States. Over the past 20 years, we have
been a part of the development and growth of an industry that
has seen numerous economic cycles. We adapted our business
model to take advantage of opportunities that arose during
this period, and we will continue to change in order to

maintain our industry leadership position.

Despite its rapid growth, the private sector still manages less
than 7% of the overall prison business. However, given the
fiscal challenges facing governments today, we believe this market
penetration will increase. CCA is the nation’s largest owner and
operator of private correctional and detention facilities and the
sixth largest prison operator in the United States. We have
broken new ground over the past 20 years and we will continue

to be the leading provider of quality services in our industry.

|1983 11986 |1988 1989 1990
CCA contracts with the New
Mexico Department of
Corrections to design, build and
manage New Mexico Women's
Correctional Facility - the first
women's prison in the United
States to be privately built and

operated.

CCA opens the 200-bed Shelby
Training Center - the first
privately designed, built and
managed secure juvenile training
school o house male offenders.

CCA is founded and receives the
first design, build and management
contract from the U.S. Department
of Justice for the Immigration and
Naturalization Service in Texas.
Construction commenced on
Houston Processing Center.

CCA has grown lo nearly
700 full-time employees
with 11 facilities and 2,499
beds in operation.

CCA opens Winn
Correctional Center in
Winnfield, Louisiana, the
first privately operated
medium-security prison in
the United States.
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Our history is one of
being there first with
the industry knowledge
and experience to meet
the needs of our

governmental partners.

CCA has grown from a single
customer in 1983, to contracting
with over 50 government
agencies today.

1992

CCA designs and constructs the
Leavenworth Detention Center -
the first privately managed
maximum-security faci ity under

direct contract with a federal agency.

1993 1994

CCA has grown to nearly 2,300 CCA lists its stock on the
full-time employees with 21 New York Stock Exchange.
facilities and 9,331 beds in

operation.

1998 2000
CCA has grown to more than John Ferguson joins CCA
13,000 full-time employees as President and Chief

with 70 facilities and 51,223 Executive Officer.
beds in operation.

2003

CCA conlinues its market
teadership position in
the private corrections
industry, managing
approximalely 50% of all
privatized prison beds in
the United States.
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Poised for Growth

Much has been accomplished over the past two decades.
CCA has grown from a single customer in 1983, to
contracting with over 50 government agencies today.
Our boock of business ranges from 20-year customers to
those relatively new to the concept of private corrections.
We have accomplished this credibility with the help of
CCA’s experienced team of approximately 15,000 highly-
skilled employees, who carry out our company’s mission
and business practices each day. We recruit leaders in
their respective fields from corrections and other related

industries, from the public and private sectors alike.
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CCA’s team of
approximately
15,000 highly-skilled
professionals carry
out our company’s

mission and business
practices each day.

Our employees represent a broad background
of industry expertise. The average CCA
warden has more than 22 years of corrections
experience — public and private — and nearly
eight years with the company.

At the management and field level, our employees
represent a broad background of industry expertise and
other professional disciplines: education, health care,
marketing, public policy, government experience, and
military service, to name a few. Company leadership
represents a broad array of professional talents and
experience as well — our Board of Directors and executive
management team have headed several leading publicly-
traded companies, participated in the formation of policy
on Capitol Hill and in numerous state governments, led

industry think tanks, served in the national media, and




built successful careers in finance, law, real estate, and
marketing, among others. Most important of all are those
responsible for the day-to-day operations of our facilities.
The average CCA warden has more than 22 years of
corrections experience — public and private — and nearly
-eight years with us. Likewise, our field personnel have -
extensive backgrounds in public and private corrections,

health care, training, counseling, and education.

Our experienced team of professionals enters 2004

benefiting irom a favorable business environment. Local,
state and federal corrections agencies continue to struggle
with severe overcrowding, limited budgetary resources, and
continued growth in the nation’s prison population. With

over 46 states in the country facing budget deficits in the

2003-2004 fiscal year, the construction of new prison

beds to ease overcrowding remains difficult at best. In
2002, the nation’s prison population increased 2.6% over
the prior year -- the largest increase in three years. The
2002 Bureau of Justice Statistics report indicates that
approximately 2.17 million individuals were incarcerated
at the end of 2002. Seventeen states reported increases of
at least 5%, while only nine states reported decreases in
their prison population. At year-end 2002, twenty-five
states reported that they were operating at 100% of
capacity, while the federal prison system was operating at
133% of capacity. In response to this environment, our
business development department will focus on enhancing

and expanding our existing customer relationships while

continuing to identify and add new customers. Over the
past two years, several states made first-time decisions to
explore partnerships with the private sector to meet
their corrections needs. We believe this trend will
continue. With approximately 7,000 available beds in
our inventory, the flexibility to customize services-to
individual agency needs, and the ability to expand a
number of our existing facilities, we believe that CCA is
well positioned to capitalize on our position as the

partner of choice for our government customers.

In addition to focusing on new business development, in
2004 we will seek to identify new methods of improving
the efficiency of our operations, focusing on increasing
productivity through the use of technology. Our newest
endeavor in this area is the launch of a new inmate
management system, which we believe will revolutionize
facility operations in our industry. The system — which is
currently expected to be rolled out over the next three
years — will generate time, manpower and cost
efficiencies at all levels of the company. The new
approach will enable facility staff to automate the various
manual tasks currently involved in the operation of our
facilities, as well as enhance our corporate accounting
and human resources functions. We believe the new
system will enhance margins as well as improve the work

environment for our facility-level staff.

In summary, CCA’s future remains bright. While the
private corrections industry has matured and expanded
over the past 20 years, our company — and our industry -
has plenty of room to grow. The private sector represents
less than 7% of the nation’s corrections system. Industry
trends indicate that this percentage will grow, as more
and more states maximize scarce financial resources by
partnering with private corrections providers. We enter
our next 20 years stronger than ever, poised for
controlled growth and prepared to shape the fucure of

the private corrections industry.
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Board of Directors

William E Andrews
Chairman of the Board
Executive Committee

Principal, Kohlberg and Company

John D. Correnti

Director

Charles L. Overby
Director

Audir Committee,
Nominating and Governance
Committee, Chairman
Chairman and CEO,

The Freedom Forum

Officers

John D. Ferguson
President and Chief Executive

Officer
Kenneth A. Bouldin

Executive Vice President and

Chief Development Officer
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John D. Ferguson

Vice Chairman of the Board
Executive Committee, Chairman

John D. Horne

Director

John R. Prann
Director
Compensation Committee

Irving E. Lingo, Jr.
Executive Vice President and

Chief Financial Officer

G.A. Puryear IV
Executive Vice President,
General Counsel and Secretary

Donna M. Alvarado
Director
Audit Committee

President, Aguila International

C. Michael Jacobi

Director

Audir Committee, Chairman

President and CEO, Katy
Industries

Joseph V. Russell
Director

Compensation Committee,
Chairman,

Executive Committee, and

Nominating and Governance

Committee

President and CFO, Elan-Polo, Inc.

James A. Seaton
Executive Vice President and

Chief Operating Officer

David M. Garfinkle

Vice President, Finance

Lucius E. Burch, III
Director

Audit Committee,
Compensation Committee,
and Executive Committee
Chairman and CEQ, Burch
Investment Group

Thurgood Marshall, Jr.
Director

Nominating and
Governance Committee
Partner, Swidler Berlin Shereff
Friedman, LLP

Henri L. Wedell
Director
Audit Commirtee

Todd J. Mullenger

Vice President, Treasurer




CCA Facilities

(as of March 1, 2604)

OWNED AND MANAGED FACILITIES:

Central Arizora Detention Center
Florence, Arizena

Eloy Detention Center
Eloy, Arizona

Florence Corriactional Center
Florence, Arizena

California City Correctional Center
California City, California

San Diego Correctional Facility
San Diego, Cal fornia

Bent County Correctional Facility
Las Animas, Colorado

Crowley County Correctional Facility
Clney Springs, Colorado

Huerfano County Correctional Center
Walsenburg, Colorado

L Kit Carson Correctional Center
i Burlington, Colorado

Coffee Correctional Facility
Nicholls, Georsia

McRae Correctional Facility
McRae, Geord a

Wheeler Correctional Facility
Alamo, Georgia

Leavenworth Detention Center
Leavenwarth, Kansas

Lee Adjustment Center
Beattyville, Kentucky

i Marion Adjustment Center
: SI. Mary, Kentucky

Otter Creek Correctional Center
Wheelwright, Kentucky

Prairie Correctional Facility
Appleton, Minnesata

Tallahatchie County Correctional Facilily
Tutwiler, Miss:ssippi

Crossreads Correctional Center
Shelby, Mantana

Cibola Couniy Corrections Center
Milan, New Mexico

New Mexico Women's Correctional Facility

| Grants, New Mexico

Torrance County Detention Facility
Estancia, New Mexico

Northeast Ohio Correctional Center
Youngstown, Ohio

Cimarron Correctional Facility
Cushing, Oklahoma

Davis Correctional Facility
Holdenville, Oklahoma

Diamondback Correctional Facility
Watonga, Oklahoma

North Fork Correctional Facility
Sayre, Oklahoma

West Tennessee Detention Facility
Mason, Tennessee

Shelby Training Center
Memphis, Tennessee

Whiteville Correctional Facility
Whiteville, Tennessee

Bridgeport Pre-Parole Transfer Facility
Bridgeport, Texas

Eden Detention Center
Eden, Texas

Houston Processing Center
Houston, Texas

Laredo Processing Center
Laredo, Texas

Webb County Detention Center
Laredo, Texas

Mineral Wells Pre-Parole Transfer Facility
Mineral Wells, Texas

T. Don Hutto Correctional Center
Taylor, Texas

D.C. Correctional Treatment Facility
Washington, D.C.

MANAGED ONLY FACILITIES:

Bay Correctional Facility
Panama City, Florida

Bay County Jail and Annex
Panama City, Florida

Citrus County Detention Facility
Lecanto, Florida

Gadsden Correctional Institution
Quincy, Florida

Hernando County Jail
Brooksville, Florida

Lake City Correctional Facility
Lake City, Florida

1daho Correctional Center
Boise, ldaho

Marion County Jail
Indianapolis, Indiana

Winn Correctional Center
Winnfield, Louisiana

wilkinson County Correctional Facility
Woodville, Mississippi

Southern Nevada Women's Correctional
Center |
Las Vegas, Nevada

Elizabeth Detention Center
Elizabeth, New Jersey

David L. Moss Criminal Justice Center
Tulsa, Oklahoma

Silverdale Facilities
Chattanooga, Tennessee

South Central Correctional Center
Clifton, Tennessee |

Tall Trees
Memphis, Tennessee

Metro-Davidson County Detention Facility
Nashvitle, Tennessee

Hardeman County Correctional Facility
Whiteville, Tennessee

Bartlett State Jail
Bartlett, Texas

Dawson State Jail
Dallas, Texas

Diboll Correctional Center
Diboll, Texas

Bradshaw State Jail
Henderson, Texas

Lindsey State }Jail
Jacksboro, Texas

Liberty County Jail/Juvenile Center
Liberty, Texas

B. M. Moore Correctional Center
Overton, Texas

Willacy State Jail
Raymondyville, Texas
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the financial statements and notes thereto appearing elsewhere in this report. This
discussion contains forward-looking statements that involve risks and uncertainties. Ounr actual results may differ materially from those anticipated
in these forward-looking statements as a result of certain factors, including, but not limited to, those described under “Risk Factors” included in
onr annual report on Form 10-K.

OVERVIEW

The Company

As of December 31, 2003, we owned 41 correctional, detention and juvenile facilities, three of which we lease to other
operators, and sne additional facility which is not yet in operation. As of December 31, 2003, we operated 59 facilities, with
a total design capacity of approximately 59,000 beds in 20 states and the District of Columbia. During January 2004, we also
began operating six additional correctional facilities and ceased operating one, all owned by the State of Texas, increasing the
total number of facilities under our operation to 64, with a total design capacity of approximately 65,000 beds. We are the
nation’s largest owner and operator of privatized correctional and detention facilities and one of the largest prison operators
in the United States behind only the federal government and four states. Our size and experience provide us with significant
credibility with our current and prospective customers, and enables us to generate economies of scale in purchasing power
for food services, health care and other supplies and services we offet to our customers.

We are compensated for operating and managing prisons and correctional facilities at an inmate per diem rate based upon
actual or minimum guaranteed occupancy levels. The significant expansion of the prison population in the United States
has led to overcrowding in the state and federal prison systems, providing us with opportunities for growth. However,
recent economic developments have caused federal, state, and local governments to experience unusual budgetary
constraints, putting pressure on governments to control correctional budgets, including per diem rates our customers pay to
us. Nonetheless, while these constraints have and are expected to continue to put pressure on our operating margins, we
believe the outsourcing of prison management services to private operators allows governments to manage increasing
inmate populations while simultaneously controlling correctional costs and improving correctional services. We believe our
customers discover that partnering with private operators to provide residential services to their inmates introduces
competition to their ptison system, resulting in improvements to the quality and cost of corrections services throughout
their correctional system. Further, the use of facilities owned and managed by private operators allows governments to
expand prison capacity without incurring large capital commitments required to increase correctional capacity.

We also believe that having beds immediately available to our customers provides us with a distinct competitive advantage
when bidding on new contracts. While we have been successful in winning contract awards to provide management services
for facilities we: do not own, and will continue to pursue such management contracts, we believe the most significant
opportunities for growth are in providing our government partners with available beds within facilities we currently own or
develop. We also believe that owning the facilities in which we provide management services enables us to more rapidly
replace business lost compared with managed-only facilities, since we can offer the same beds to new and existing customers
and, with customer consent, may have more flexibility in moving our existing inmate populations to facilities with available
capacity. All of our management contracts generally provide our customers with the right to terminate our management
contracts at any time without cause,

We currently have three correctional facilities, our Northeast Ohio Correctional Center, our North Fork Correctional
Facility, and our Tallahatchie County Cotrectional Facility, which are substantially vacant and provide us with approximately
4,500 available beds. We also have an additional facility under construction in Georgia which will create approximately
1,500 additional available beds that is expected to be completed during the third quarter of 2004. During 2003, we also
announced the expansion of four of our facilities that ate expected to result in the development of approximately 1,600 beds
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through the first quarter of 2005. As of December 31, 2003, we also had a total of five facilities that had 200 or more beds
available at each facility, providing further potential for increased revenue and cash flow.

As a result of the completion of our recapitalization and refinancing transactions during 2003 and 2002, we have
significantly reduced our exposure to variable rate debt, lowered our after tax interest and dividend obligations associated
with our outstanding debt and preferred stock, and now have no debt maturities on outstanding indebtedness until 2007.
Also as a result of the completion of these capital transactions, covenants under our senior secured credit facility were
amended to provide greater flexibility for, among other matters, incurring unsecured indebtedness, capital expenditures, and
permitted acquisitions, providing us with the financial flexibility to afford the capital investments to create additional beds
without unduly straining our capital structure.

We are utilizing our financial flexibility and liquidity to make investments in technology. While we have been successful in
reducing our variable expenses mostly in medical and food services primarily by taking advantage of our purchasing power,
we believe the largest opportunity for further reducing our operating expenses depends on our ability to modernize our
facility operations through investments in technology. We believe investments in technology can enable us to operate safe
and secure facilities with more efficient, highly skilled and better-trained staff, and to reduce turnover. Approximately 64%
of our operating expenses consist of salaries and benefits. Containing these costs will continue to be challenging. Further,
the turnover rate for correctional officers for our company, and for the corrections industry in general, remains high, and
medical benefits for our employees continue to increase primarily due to continued rising healthcare costs throughout the
country. Unlike the savings reaped in our vatiable operating expenses, reducing these staffing costs requires a long-term
strategy to control such costs through the deployment of newly developed technologies, many of which are unique and new
to the corrections industry.

Through the combination of our business development initiatives to increase our revenues and our strategies to generate
savings and to contain our operating expenses, we believe we will be able to maintain our competitive advantage and
continue to improve the quality services we provide to our customers at an economical price, thereby producing value to our
stockholders.

CRITICAL ACCOUNTING POLICIES

The consolidated financial statements are prepared in conformity with accounting principles generally accepted in the
United States. As such, we are required to make certain estimates, judgments and assumptions that we believe are
reasonable based upon the information available. These estimates and assumptions affect the reported amounts of assets
and liabilides at the date of the financial statements and the reported amounts of tevenue and expenses during the reporting
period. A summary of our significant accounting policies is described in Note 2 to our audited financial statements. The
significant accounting policies and estimates which we believe are the most critical to aid in fully understanding and
evaluating our reported financial results include the following:

Asset impairments. As of December 31, 2003, we had $1.6 billion in long-lived assets. We evaluate the recoverability of the
carrying values of our long-lived assets, other than goodwill, when events suggest that an impairment may have occurred. In
these circumstances, we utilize estimates of undiscounted cash flows to determine if an impairment exists. If an impairment
exists, it is measured as the amount by which the carrying amount of the asset exceeds the estimated fair value of the asset.

Goodwill impairments. Effective January 1, 2002, we adopted Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets,” or SFAS 142, which established new accounting and reporting requirements for
goodwill and other intangible assets. Under SFAS 142, all goodwill amortization ceased effective January 1, 2002 and
goodwill attributable to each of our reporting units was tested for impairment by comparing the fair value of each reporting
unit with its carrying value. Fair value was determined using a collaboration of various common valuation techniques,
including market multiples, discounted cash flows, and replacement cost methods. These impairment tests are required to
be performed at adoption of SFAS 142 and at least annually thereafter. We perform our impairment tests during the fourth

14 CCA 2003 ANNUAL REPORT



quarter, in connection with our annual budgeting process, and whenever circumstances indicate the carrying value of
goodwill may not be recoverable.

Based on our initial impairment tests, we recognized an impairment of $80.3 million to write-off the carrying value of
goodwill associated with our locations included in the owned and managed reporting segment during the first quarter of
2002. This goodwill was established in connection with the acquisition of a company during 2000. The remaining goodwill,

which is associated with the facilities we manage but do not own, was deemed to be not impaired. This remaining goodwill
was established in connection with the acquisitions of two service companies during 2000, both of which were privately-held
service compaties, that managed certain government-owned adult and juvenile prison and jail facilities. The implied fair
value of goodwill of the locations included in the owned and managed reporting segment did not support the carrying value
of any goodwill, primarily due to the highly leveraged capital structure. No impairment of goodwill allocated to the
locations inclucled in the managed-only reporting segment was deemed necessary, primarily because of the relatively minimal
capital expendiwure requirements, and therefore indebtedness, in connection with obtaining such management contracts.
Under SFAS 142, the impairment recognized at adoption of the new rules was reflected as a cumulative effect of accounting
change in our statement of operations for the first quarter of 2002. Impairment adjustments recognized after adoption, if
any, are required to be tecognized as operating expenses.

Income taxes. Income taxes are accounted for under the provisions of Statement of Financial Accounting Standards No. 109,
“Accounting for Income Taxes” (“SFAS 109”). SFAS 109 generally requires us to record deferred income taxes for the tax
effect of differences between book and tax bases of its assets and liabilities.

Deferred income taxes reflect the available net operating losses and the net tax effect of temporary differences between the
carrying amour.ts of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes.
Realization of the future tax benefits related to deferred tax assets is dependent on many factors, including our past earnings
history, expected future earnings, the character and jurisdiction of such earnings, unsettled circumstances that, if unfavorably
resolved, would adversely affect utilization of our deferred tax assets, carryback and carryforward periods, and tax strategies
that could potentally enhance the likelihood of tealization of a deferred tax asset. During the three years ended December
31, 2003, we provided a valuation allowance to substantially reserve our deferred tax assets in accordance with SFAS 109.
However, at December 31, 2003, we concluded that it was more likely than not that substandally all of our deferred tax
assets would be realized. As a result, in accordance with SFAS 109, the valuation allowance applied to such deferred tax
assets was reve:sed.

Removal of the valuation allowance resulted in a significant non-cash reduction in income tax expense. In addition, because
a portion of the previously recorded valuation allowance was established to reserve certain deferred tax assets upon the
acquisitions of two service companies during 2000, in accordance with SFAS 109, removal of the valuation allowance
resulted in a reduction to the remaining goodwill recorded in connection with such acquisitions to the extent the reversal
related to the valuation allowance applied to deferred tax assets existing at the date the service companies were acquired. In
addition, removal of the valuation allowance resulted in an increase in our additional paid-in capital related to the tax
benefits of exercises of employee stock options and of grants of restricted stock. The reduction to goodwill amounted to
$4.5 million, while additional paid-in capital increased $2.6 million. Future financial statements will reflect a provision for
income taxes at the applicable federal and state tax rates on income before taxes.

Self-funded insurance reserves. As of December 31, 2003 and 2002, we had $32.0 million and $25.6 million, respectively, in
accrued liabilities for employee health, workers’ compensation, and automobile insurance claims. We are significantly self-
insured for employee health, worker’s compensation, and automobile liability insurance claims. As such, our insurance
expense is largely dependent on claims experience and our ability to control our claims. We have consistently accrued the
estimated liability for employee health insurance claims based on our history of claims experience and the time lag between
the incident date and the date the cost is paid by us. We have accrued the estimated liability for workers’ compensation and
automobile insurance claims based on a third-party actuarial valuation of the outstanding liabilities. These estimates could
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change in the future. It is possible that future cash flows and results of operations could be materially affected by changes in
our assumptions, new developments, or by the effectiveness of our strategies.

Legal reserves. As of December 31, 2003 and 2002, we had $20.2 million and $20.7 million, respectively, in accrued liabilities
related to certain legal proceedings in which we are involved. We have accrued our estimate of the probable costs for the
resolution of these claims based on a range of potential outcomes. In addition, we are subject to current and potential
future legal proceedings for which little or no accrual has been reflected because our cutrent assessment of the potential
exposure is nominal. These estimates have been developed in consultation with our General Counsel’s office and, as
appropriate, outside counsel handling these matters, and are based upon an analysis of potential results, assuming a
combination of litigation and settlement strategies. Itis possible that future cash flows and results of operations could be
materially affected by changes in our assumptions, new developments, or by the effectiveness of our strategies.

RESULTS OF OPERATIONS

The following table sets forth for the years ended December 31, 2003, 2002, and 2001, the number of facilities we owned
and managed, the number of facilities we managed but did not own, the number of facilities we leased to other operators,
and the facilities we owned that were not yet in operation.

Owned
and Managed
Managed Only Leased Incomplete Total
Facilities as of December 31, 2001 36 28 4 2 70
Termination of the management contract for
the Southwest Indiana Regional Youth
Village - 1) - - 1)
Termination/expiration of the management
contracts for facilities in Puerto Rico - (3) - - 3
Management contract award by the Federal
Buteau of Prisons for the McRae
Cotrectional Facility 1 - - ) -
Sale of interest in a juvenile facility - - )] - D
Expiration of the management contract for
the Delta Correctional Facility - ) - - M
Facilities as of December 31, 2002 37 23 3 1 64

Purchase of Crowley County Correctional

Facility 1 - - - 1
Expiration of the management contract for

the Okeechobee Juvenile Offender

Correctional Center - M - - 1
Expiration of the management contract for

the Lawrenceville Correctional Facility - 0 - - )

Facilities as of December 31, 2003 38 21 3 1 63

Year Ended December 31, 2003 Compared to the Year Ended December 31, 2002

During the year ended December 31, 2003, we generated net income available to common stockholders of $126.5 million,
or $3.44 per diluted share, compared with a net loss available to common stockholders of $28.9 million, or $0.82 per diluted
share, for the previous year. Contributing to the net income for 2003 compared to the previous year was an increase in
operating income of $39.8 million, from $128.2 million during 2002 to $168.0 million during 2003. The increase was due to
the commencement of operations at our McRae Correctional Facility in December 2002 and the acquisition of the Crowley
County Correctional Facility in January 2003, as well as increased occupancy levels and improved margins. Net income
available to common stockholders during 2003 was favorably impacted by an income tax benefit of $52.4 million primarily
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due to the reversal of the valuation allowance previously established for our deferred tax assets. Weighted average common
shares outstanding for 2003 includes the effect of our issuance of 6.4 million shares in connection with the recapitalization
in May 2003.

Contributing tc the net loss for 2002 was a non-cash charge for the cumulative effect of an accounting change for goodwill
of $80.3 million, or §2.49 per diluted share, related to the adoption of SFAS 142, in addition to expenses associated with
debt refinancingz transactions of $36.7 million, or $1.14 per diluted share, during the second quarter of 2002. The debt
refinancing completed during 2002 also contributed to the reduction in net interest expense, from $87.5 million during 2002
to $74.4 million: during 2003. The cumulative effect of accounting change and the costs of refinancing were partially offset
by an aggregate income tax benefit of $63.3 million, which included a cash income tax benefit of $32.2 million recognized
during the first quarter of 2002 related to a change in tax law that became effective in March 2002, which enabled us to
utilize certain of our net operating losses to offset taxable income generated in 1997 and 1996. In addition, $30.3 million of
the income tax benefit in 2002 was due to the reducton of the tax valuation allowance applied to certain deferred tax assets
atising primarily as a result of 2002 tax deductions based on a cumulative effect of accounting change for tax depreciation
teported on our 2002 federal income tax return.

Facility operations

A key performance indicator we use to measure the revenue and expenses associated with the operation of the facilities we
own or manage is expressed in terms of a compensated man-day, and represents the revenue we generate and expenses we
incur for one inmate for one calendar day. Revenue and expenses per compensated man-day are computed by dividing
facility revenue and expenses by the total number of compensated man-days during the period. A compensated man-day
represents a calendar day for which we are paid for the occupancy of an inmate. We believe the measurement is useful
because we are compensated for operating and managing facilities at an inmate per-diem rate based upon actual or minimum
guaranteed occupancy levels. We also measure our ability to contain costs on a per-compensated man-day basis, which is
largely dependent upon the number of inmates we accommodate. Further, per man-day measurements are also used to
estimate our potential profitability based on certain occupancy levels relative to design capacity. Revenue and expenses per
compensated man-day for all of the facilities we owned or managed, exclusive of those discontinued (see further discussion
below regarding discontinued operations), were as follows for the years ended December 31, 2003 and 2002:

For the Years Ended
December 31,
2003 2002

Revenue per compensated man-day $ 50.94 $ 49.59
Operating expenses per compensated man-day:

Fired expense 28.01 27.82

Variable expense 9.84 10.23

“otal 37.85 38.05

Operating margin per compensated man-day $ 13.09 $ 11.54

Opeyating matgin 25.7% 23.3%

Average compensated occupancy 92.9% 89.1%

Management and other revenue consists of revenue earned from the operation and management of adult and juvenile
correctional and detention facilities we own or manage and from our inmate transportation subsidiary, which, for the years
ended Decemter 31, 2003 and 2002, totaled $1.0 billion and $934.1 million, respectively. Business from our federal
customers, including the Bureau of Prisons, or the BOP, the United States Marshals Service, or the USMS, and the United
States Bureau of Immigraton and Customs Enforcement, or ICE, remains strong, while many of our state customers are
currently experiencing budget difficulties. Our federal customers generated 37% and 33%, respectively, of our total revenue
for the years ended December 31, 2003 and 2002. While the budget difficulties expetienced by our state customers present
challenges with. respect to our per-diem rates resulting in pressure on our management revenue in future quarters, these
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governmental entities are also constrained with respect to funds available for prison construction. As a result, because we
believe inmate populations will continue to rise, we currently expect the lack of new bed supply to lead to higher
occupancies in the long-term.

Additionally, we may experience a slight reduction in our operating margins during 2004 compared with 2003 as a result of
recent contract awards for facilities we manage but do not own, or future contract awards, which may provide operating
margins at lower levels than we generated during 2003. We entered, or may enter, into these contracts knowing our
operating margins may decrease slightly in the future; however, the opportunity to both expand our level of service with
existing customers and provide services to new customers outweighs the effects of possible short-term operating margin
reductions.

Operating expenses totaled $775.3 million and $721.4 million for the years ended December 31, 2003 and 2002, respectively.
Operating expenses consist of those expenses incurred in the operation and management of adult and juvenile correctional
and detention facilities, and for our inmate transportation subsidiary.

Salaries and benefits represent the most significant component of fixed operating expenses. During 2003, salaries and
benefits expense increased $43.1 million from 2002. The increase in salaries and benefits expense was primarily due to the
arrival of inmates at the McRae Correctional Facility beginning in December 2002 and the purchase of the Crowley County
Correctional Facility in January 2003. Salaries and benefits per compensated man-day increased $0.50 per compensated
man-day duting 2003 from 2002. The turnover rate for correctional officers for our company, and for the corrections
industry in general, also remains high. We continue to develop strategies to reduce our turnover rate, and have experienced
moderate success, but we can provide no assurance that these strategies will continue to be successful. In addition, eleven
of our facilities currently have contracts with the federal government requiring that our wage and benefit rates comply with
wage determination rates set forth, and as adjusted from time to time, under the Service Contract Act of the U.S.
Department of Labor. Our contracts generally provide for reimbursement of a portion of the increased costs resulting from
wage determinations in the form of increased per-diems, thereby mitigating the effect of increased salaries and benefits
expenses at those facilities. We may also be subject to adverse claims, or government audits, relating to alleged violations of
wage and hour laws applicable to us, which may result in adjustments to amounts previously paid as wages and, potentially,
interest and/or monetary penalties.

We also experienced a trend of increasing insurance expense duting 2003 compared with 2002. Because we are significantly
self-insured for employee health, workers’ compensation, and automobile liability insurance, our insurance expense is
dependent on claims experience and our ability to control our claims. Our insurance policies contain various deductibles
and stop-loss amounts intended to limit our exposure for individually significant occurrences. However, the natute of our
self-insurance provides little protection for a deterioration in claims experience or increasing employee medical costs in
general.

We continue to incur increasing insurance expense due to adverse claims experience primarily resulting from rising
healthcare costs throughout the country. We continue to develop new strategies to improve the management of our future
loss claims, but can provide no assurance that these strategies will be successful. Additionally, general Lability insurance
costs have risen substantially since the terrorist attacks on September 11, 2001, and other types of insurance, such as
directors and officers liability insurance, have increased due to several high profile business failures and concerns about
corporate governance and accounting in the marketplace. Unanticipated additional insurance expenses resulting from
adverse claims experience or a continued increasing cost environment for general liability and other types of insurance could
result in increasing expense in the future.

The reduction in variable operating expenses per compensated man-day to $9.84 per compensated man-day during 2003

from $10.23 per compensated man-day during 2002 was primarily due to the renegotiation of our contract for food setrvices.
We decided to outsource food services at almost all of the facilities we operate. Outsourcing our food services to one
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vendor for substantially all of the facilides we manage generated opportunities to produce econotmies of scale. We also
achieved reductions in inmate medical expenses primarily due to the renegotiation of our management contract for the
Correctional Treatment Facility located in the District of Columbia, as well as through the negotiation of a national contract
with our pharmaceutical provider and reduced reliance on outsourced nursing.

The operation of the facilities we own carries a higher degree of risk associated with a management contract than the
operation of the facilities we manage but do not own because we incur significant capital expenditures to construct or
acquire facilities we own. Additionally, correctional and detention facilities have a limited or no alternative use. Therefore,
if a management contract is terminated at a facility we own, we continue to incur certain operating expenses, such as real
estate taxes, utilities, and insurance, that we would not incur if a management contract was terminated for a managed-only
facility. As a result, revenue per compensated man-day is typically higher for facilities we own and manage than for
managed-only facilities. Because we incur higher expenses, such as repairs and maintenance, real estate taxes, and insurance,
on the facilities we own and manage, our cost structure for facilities we own and manage is also higher than the cost
structure for the managed-only facilities. The following tables display the revenue and expenses per compensated man-day
for the facilities we own and manage and for the facilities we manage but do not own:

For the Years Ended

December 31,
2003 2002

Owned and Managed Facilities:
Revenue per compensated man-day $ 55.25 $ 54.61
Operating expenses per compensated man-day:

Fited expense 29.34 29.62

Variable expense 10.13 11.34

"Total 39.47 40.96

Operating margin per compensated man-day $ 15.78 $ 13.65
Operating margin 28.6% 25.0%
Average compensated occupancy ) 88.6% 83.4%
Managed Only Facilities:
Revenue per compensated man-day $ 42.34 $ 40.97
Operating expenses per compensated man-day:

Fixed expense 25.35 24.71

Variable expense 9.27 8.34

"Total 34.62 33.05

Operating margin per compensated man-day $ 7.72 3 7.92
Operating margin 18.2% 19.3%
Average compensated occupancy 103.0% 101.1%

The following discussions under “Owned and Managed Facilities” and “Managed-Only Facilities” address significant events
that impacted our results of operations for the respective periods, and events that will affect our results of operations in the
future.

Owned and Managed Facilities. On May 30, 2002, we were awarded a contract by the BOP to house 1,524 federal detainees at
our McRae Correctional Facility located in McRae, Georgia. The three-year contract, awarded as part of the Criminal Alien
Requirement Fhase II Solicitation, or CAR II, also provides for seven one-year renewals. The contract with the BOP
guarantees at least 95% occupancy on a take-or-pay basis, and commenced full operations in December 2002. Total
management aad other revenue at this facility was $35.8 million during the year ended December 31, 2003. This facility did
not reach an average physical occupancy of 95% until October 2003. As a result, during much of 2003, we benefited from a
relatively low level of operating expense resulting from lower physical occupancies while generating revenue at the
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guaranteed 95% occupancy rate. As of December 31, 2003, the physical occupancy was 110.4%. While only $2.7 million of
management and other revenue was generated by this facility during 2002, we incurred $4.6 million of operating expenses
during the year ended December 31, 2002.

Results for 2003 wetre also favorably impacted by the acquisition, on January 17, 2003, of the Crowley County Correctional
Facility, a 1,200-bed medium security adult male prison facility located in Olney Springs, Crowley County, Colorado. The
facility currently houses inmates from the States of Colorado and Wyoming. As part of the transaction, we also assumed a
management contract with the State of Colorado and entered into a new management contract with the State of Wyoming,
and took over management of the facility effective January 18, 2003.

During the third quarter of 2003, we transferred all of the Wisconsin inmates currently housed at our 1,440-bed medium
secutity North Fork Correctional Facility located in Sayre, Oklahoma to our 2,160-bed medium security Diamondback
Correctional Facility located in Watonga, Oklahoma in order to satsfy a contractual provision mandated by the State of
Wisconsin. As a result of the transfer, North Fork Correctional Facility will remain closed for an indefinite period of time.
We are currently pursuing new management contracts and other opportunities to take advantage of the beds that became
available at the North Fork Correctional Facility, but can provide no assurance that we will be successful in doing so. The
operational consolidations did not have a material impact on our 2003 financial statements. However, long-term, the
consolidation will result in certain operational efficiencies.

Addidonally, during the second quarter of 2003, the State of Wisconsin approved legislation to open various prison facilities
owned by the State. The opening of these facilities is currently expected to lead to a reduction in the number of inmates we
house from the State of Wisconsin at our Diamondback Correctional Facility and our Prairie Correctional Facility, totaling
approximately 1,900 inmates at December 31, 2003. However, given the uncertainty regarding the exact timing of the
openings, and the extent of Wisconsin inmate population growth between now and the time of such openings, it is difficult
to estimate the impact on our financial statements.

During March 2004, we entered into an agreement with the State of Atizona to manage 1,200 Arizona inmates. The
contractual agreement represents the first time the State has partnered with us to provide residential services for its inmates.
The contractual terms provide for the out-of-state management of male, medium-security Arizona inmates at our
Diamondback Correctional Facility. The contract includes an initial term ending June 30, 2004 to correspond with the
Arizona fiscal year, and may be renewed by mutual agreement for three consecutive terms of one year each, effective July 1,
2004 through June 30, 2007, subject to availability of appropriated funds. The Arizona Department of Corrections has
informed lawmalkers that the first 200 inmates would be transferred to Diamondback in mid-March, and that the remainder
would follow over the next several months.

During October 2002, we entered into a new agreement with Hardeman County, Tennessee, with respect to the
management of up to 1,536 medium security inmates from the State of Tennessee in the Whiteville Correctional Facility.
Total management revenue increased during the year ended December 31, 2003 from the comparable period in 2002 by $9.2
million at this facility.

Due to a combination of rate increases and/or an increase in population at seven of our facilities, including our 2,304-bed
Central Arizona Detention Center, 1,600-bed Florence Correctional Center, 1,338-bed Praitie Correctional Facility, 1,232-
bed San Diego Correctional Facility, 910-bed Torrance County Detention Facility, 483-bed Leavenworth Detention Center,
and 480-bed Webb County Detention Center, primarily from the BOP, the USMS, the ICE, and the State of Wisconsin in
the case of Prairie Correctional Facility, total management and other revenue increased during 2003 from 2002 by $36.0
million at these facilities.

During June 2003, we announced our first inmate management contract with the State of Alabama to house up to 1,440
medium security inmates in our Tallahatchie County Cortectional Facility, located in Tutwiler, Mississippi, under a
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temporary emergency agreement to provide the State of Alabama immediate relief of its overcrowded prison system. The
facility began receiving inmates in July 2003. Prior to receiving inmates from the State of Alabama, this facility was
substantially idle. During January 2004, we received notice from the Alabama Department of Corrections that it would
withdraw its inmates housed at the facility. The Alabama Department of Corrections took custody of all of the inmates
previously housed at the facility during the first quarter of 2004. Based on the terms of the short-term contract, Alabama
compensated us at a guaranteed rate of 95% occupancy of the facility through March 11, 2004, We are currently pursuing
new management contracts to utilize the available beds at the Tallahatchie County Correctional Facility, but can provide no
assurance that we will be successful.

Fixed expenses per compensated man-day for our owned and managed facilities decreased from $29.62 during 2002 to
$29.34 during 2003. The aforementoned increase in fixed operating expense for salaries and benefits and insurance across
the portfolio of facilities we manage, was partially offset by decreases in property tax expenses of $2.4 million for 2003,
compared with 2002, ot a decrease of $0.35 per compensated man-day. The decrease in property tax expense was primarily
as the result of a successful settlement during the third quarter of 2003 of a property tax dispute at our Northeast Ohio
Correctional Center. Further, as our occupancy levels increase, we ate able to provide the same quality of services without
proportonately increasing our staffing levels, resulting in reductions to our fixed expenses per compensated man-day.

Variable expentes per compensated man-day for our owned and managed facilities decreased from $11.34 during 2002 to
$10.13 for 2003. The aforementioned decrease in variable expenses for reduced food and medical expenses across the
portfolio of faclities we manage was net of an increase in variable expenses for an increase in litigation expenses during
2003 compared with 2002 of $4.9 million, or $0.34 per compensated man-day, at certain of our owned facilities for legal
proceedings in which we are involved. The amount of the increase was also due to the settlement during the first quarter of
2002 of a numter of outstanding legal matters for amounts less than reserves previously established for such matters, which
resulted in a reversal of litigation expenses during the first quarter of 2002 of $1.3 million.

During january 2004, we entered into an agreement with the State of Vermont to manage up to 700 inmates. The
contractual agreement represents the first time the State of Vermont has partnered with the private corrections sector to
provide residental services for its inmates. The contractual terms provide for the out-of-state management of male,
medium-security Vermont inmates primarily in two of our owned-and operated prisons in Kentucky, including Lee
Adjustment Center in Beattyville, and Marion Adjustment Center in St. Mary. We began receiving inmates from the State of
Vermont during the first quarter of 2004, and expect this contract to contribute to increased revenue and operating income
in 2004,

Managed-Only Facilities. During the fourth quarter of 2001, we committed to a plan to terminate a management contract at
the Southwest Indiana Regional Youth Village, a 188-bed juvenile facility located in Vincennes, Indiana. During the first
quarter of 2002, we entered into a mutual agreement with Children and Family Services Corporation, or CFSC, to terminate
our management contract at the facility, effecdve April 1, 2002, priot to the contract’s expiration date in 2004. In
connection with. the mutual agreement to terminate the management contract, CFSC also paid in full an outstanding note
receivable totaling $0.7 million, which was previously considered uncollectible and was fully teserved.

On June 28, 2002, we received notice from the Mississippi Department of Corrections terminating our contract to manage
the 1,016-bed Celta Correctional Facility located in Greenwood, Mississippi, due to the non-appropriation of funds. We
ceased operations of the facility during October 2002. However, the State of Mississippi agreed to expand our management
contract at the Wilkinson County Cotrectional Facility located in Woodville, Mississippi to accommodate an additional 100
inmates. As a result, the results of operations of the Delta Correctional Facility are not reported in discondnued operations.
Total management and other revenue at Delra Correctional Facility was $6.3 million during the year ended December 31,
2002, while we incurred $7.1 million in operating expenses during the same period.
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During July 2002, we renewed our contract with Tulsa County, Oklahoma for the management of inmates at the David L.
Moss Criminal Justice Center. The contract renewal included an increase in the per-diem rate, and also shifted to Tulsa
County the burden of certain utility expenses, resulting in a modest improvement in profitability for the management of this
facility during the year ended December 31, 2003, compared with 2002.

In November 2003, we announced that the Texas Department of Criminal Justice, or TDCJ, awarded us new contracts to
manage a total of 7,314 beds in six state correctional facilities, as patt of a procurement re-bid process. The management
contracts, all of which became effective January 15, 2004, consist of fout jails and two correctional facilities. Based on the
TDC]J recommendation, we also retained our contract to manage the 962-bed Battlett State Jail, but were not awarded the
contract to continue managing the 1,000-bed Sanders Estes Unit located in Venus, Texas, which expired January 15, 2004.
Total management and other revenue at Sanders Estes Unit was $11.8 million and $11.6 million, respectively, during the
years ended December 31, 2003 and 2002, while we incurred $11.0 million and $10.6 million, respectively, in operating
expenses during the same period. While we expect the management of an incremental 6,314 beds at these facilities to
contribute to additional revenues and operating income during 2004, because the pricing of our bid for the management of
these facilities took into consideration the volume of potential business to be generated from such a bid, we currently expect
the operating margins on these facilities to be lower than the existing margins from our managed-only business.

Additionally, we currently house approximately 1,400 adult male inmates for the State of Florida, Cortectional Privatization
Commission, or the CPC, at two of our managed-only facilities in Florida. Our contracts with the CPC expire in June 2004.
Rather than renew the contracts pursuant to their renewal provisions, in September 2003 the CPC issued an Invitation to
Negotiate, or ITN, that covered substantially all inmates housed in three privately operated prisons located in the State of
Florida, including one facility managed by another private prison operator. The CPC recently cancelled the ITN.
Accordingly, we expect to continue to operate the two Flotida facilities pursuant to our contracts with the CPC. However,
the CPC is in discussions with the authorities in the State of Florida to initiate a new competitive procurement process. In
the event the procurement is initiated, we would be competing with other prison operators who respond to the solicitation,
including other private prison operators and, potentially, government opetators. Thus, no assurance can be given that we
would be awarded any contracts by the CPC to house the inmates subject to our existing contracts or any additional
inmates, or that any contracts we obtained would be on terms comparable to our existing contracts. The failure to obtain
contracts from the CPC on terms comparable to our existing contracts could significantly reduce our revenues and
operating income and, accordingly, could have a material adverse effect on our results of operations and cash flows.

On February 20, 2004, we provided notice to the Nevada Department of Corrections that we do not intend to renew our
contract to manage the Southern Nevada Women’s Correctional Center located in Las Vegas, Nevada, upon the expiration
of the conttact in October 2004. Total management and other revenue at the this facility was $7.5 million and $8.3 million,
respectively, during the years ended December 31, 2003 and 2002, while we incurred $8.8 million and $8.7 million,
respectively, in operating expenses during the same period.

General and administrative expense

For the years ended December 31, 2003 and 2002, general and administrative expenses totaled $40.5 million and $36.9
million, respectively. General and administrative expenses consist primarily of corporate management salaries and benefits,
professional fees and other administrative expenses, and increased from 2002 primarily due to an increase in salaries and
benefits, combined with an increase in professional services, during 2003 compared with 2002, These increases were net of
a decrease of $4.0 million incurred in 2002 in connection with the implementation of tax strategies to maximize
opportunities created by a settlement with the IRS with respect to our predecessor’s 1997 federal income tax return
combined with a change in tax law in March 2002.

We have expanded our infrastructure over the past year to implement and support numerous technology initiatives, to

maintain closer relationships with existing and potentially new customers in order to identify their needs, to focus on
reducing facility operating expenses, and to comply with increasing corporate governance tequirements. While this is
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expected to result in an annual increase in general and administrative expense in 2004, we believe our expanded
infrastructure a:ad investments in technology will provide long-term benefits enabling us to provide enhanced quality service
to our customers while creating scalable operating efficiencies.

Interest experse, net

Interest expens: was reported net of interest income for the years ended December 31, 2003 and 2002. Gross interest
expense was $78.0 million and $91.9 million, respectively, for the years ended December 31, 2003 and 2002. Gross interest
expense is based on outstanding indebtedness, net settlements on cerfain derivative instruments, and amortization of loan
costs and unused credit facility fees. The decrease in gross interest expense from the prior year was primarily attributable to
the refinancing of our senior indebtedness completed on May 3, 2002, which resulted in a decrease in the interest rate spread
on our senior bank credit facility and the redemption of a substantial portion of our 12% senior notes. Further, the
recapitalization and refinancing transactions completed during the second and third quarters of 2003 resulted in the
elimination of the regular and contingent interest associated with $40.0 million of convertible subordinated notes, a further
reduction in the interest rate spread on the term portion of our senior bank credit facility, a reduction in the interest rate on
our $30.0 millicn convertible subordinated notes, and the repayment of the remaining balance of our 12% senior notes,
pardally offset by additional borrowings used to repurchase and redeem a substantial pordon of our preferred stock.
Interest expense also decreased due to the termination of an interest rate swap agreement, lower amortization of loan costs,
and a lower interest rate environment,

Gross interest income was $3.6 million and $4.4 million, respectively, for the years ended December 31, 2003 and 2002.
Gross interest income is earned on cash collateral requirements, a direct financing lease, notes receivable and investments of
cash and cash equivalents.

Expenses associated with debt refinancing and recapitalization transactions

For the years ended December 31, 2003 and 2002, expenses associated with debt refinancing and recapitalization
transactions wete $6.7 million and $36.7 million, respectively. Charges during the third quarter of 2003 primarily resulted
from the write-off of existing deferred loan costs associated with the repayment of the term loan portion of our senior bank
credit facility made with proceeds from the issuance of the $200.0 million 7.5% senior notes, premiums paid to defease the
remaining outstanding 12% senior notes, and certain fees paid to amend the term portion of our senior bank credit facility.
Charges duting the second quarter of 2003 included expenses associated with the tender offer for our series B preferred
stock, the rederaption of our series A preferred stock, and the write-off of existing deferred loan costs associated with the
repayment of the term loan portions of our senior bank credit facility made with proceeds from the common stock and note
offerings, a tender premium paid to the holders of the 12% senior notes who tendered their notes to us at a price of 120%
of par, and fees associated with the modifications to the terms of the $30.0 million of convertible subordinated notes.

As a result of the eatly extinguishment of our old senior bank credit facility and the redemption of substantially all of the
12% senior notes in May 2002, we recorded charges of $36.7 million during the second quarter of 2002, which included the
write-off of existing deferred loan costs, certain bank fees paid, premiums paid to tedeem the 12% senior notes, and certain
other costs asscciated with the refinancing.

Change In fair value of derivative instruments

On May 16, 2003, 0.3 million shares of common stock were issued, along with a $2.9 million subordinated promissory note,
in connection with the final settlement of the state court portion of our stockholder litigation settlement. Under the terms
of the promisscty note, the note and accrued interest were extinguished in June 2003 once the average closing price of our
common stock exceeded a “termination price” equal to $16.30 per share for fifteen consecutive trading days following the
note’s issuance. The terms of the note, which allowed the principal balance to fluctuate dependent on the trading price of
our common stock, created a derivative instrument that was valued and accounted for under the provisions of Statement of
Financial Accounting Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities,” or SFAS 133, as
amended. Since we had previously reflected the maximum obligation of the contingency associated with the state portion of
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the stockholder litigation on the balance sheet, the extinguishment of the note in June 2003 resulted in a $2.9 million non-
cash gain duting the second quarter of 2003.

Income tax benefit

During the years ended December 31, 2003 and 2002, our financial statements reflected income tax benefits of $52.4 million
and $63.3 million, respectively. The income tax benefit during the year ended December 31, 2003 was primarily the result of
our reversal of substantially all of the valuation allowance previously established for our deferred tax assets.

Deferred income taxes reflect the available net operating losses and the net tax effects of temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes.
Realization of the future tax benefits related to deferred tax assets is dependent on many factors, including our past earnings
history, expected future earnings, the character and jurisdiction of such earnings, unsettled circumstances that, if unfavorably
tesolved, would adversely affect utilization of our deferred tax assets, carryback and carryforward periods, and tax strategies
that could potentially enhance the likelihood of realization of a deferred tax asset. During the three years ended December
31, 2003, we provided a valuation allowance to substantially reserve our deferred tax assets in accordance with SFAS 109.
As a result, our financial statements did not reflect a provision for income taxes. However, at December 31, 2003, we
concluded that it was more likely than not that substantially all of our deferred tax assets would be realized. As a result, in
accordance with SFAS 109, the valuation allowance applied to such deferred tax assets was reversed.

The removal of the valuation allowance resulted in a significant non-cash reduction in income tax expense during the fourth
quarter of 2003. To the extent no valuation allowance is established for our deferred tax assets, beginning with the first
quarter of 2004, our financial statements will reflect a provision for income taxes at the applicable federal and state tax rates
on income before taxes, currently estimated to be approximately 40%.

The income tax benefit during the year ended December 31, 2002, primarily resulted from the “Job Creation and Worker
Assistance Act of 2002,” which was signed into law on March 9, 2002. Among other changes, the tax law extended the net
operating loss carryback period to five years from two years for net operating losses arising in tax years ending in 2001 and
2002, and allows use of net operating loss carrybacks and catryforwards to offset 100% of the alternative minimum tax. We
experienced net opetating losses during 2001 resulting primarily from the sale of assets at prices below the tax basis of such
assets. Under terms of the new law, we utilized certain of these net operating losses to offset taxable income generated in
1997 and 1996. As a result of this tax law change in 2002, we reported an income tax benefit and claimed a refund of $32.2
million during the first quarter of 2002, which was received in April 2002.

On October 24, 2002, we entered into a definitive settlement with the IRS in connection with the IRS’s audit of our
predecessor’s 1997 federal income tax return. Under the terms of the settlement, in consideration for the IRS’s final
determinations with respect to the 1997 tax vear, in December 2002 we paid $52.2 million in cash to satisfy federal and state
taxes and interest.

Due to the change in tax law in March 2002, the settlement created an opportunity to utilize any 2002 tax losses to claim a
refund of a portion of the taxes paid. We experienced tax losses during 2002 primarily resulting from a cumulative effect of
accounting change in depreciable lives of property and equipment for tax purposes. Under terms of the new law, we utilized
our net operating losses to offset taxable income generated in 1997, which was increased substantially in connection with the
settlement with the IRS. As a result of the tax law change in 2002, combined with the adoption of an accounting change in
the depreciable lives of certain tax assets, as of December 31, 2002 we claimed an income tax refund of $32.1 million, which
was received during the second quarter of 2003.

The cumulative effect of accounting change in tax depreciation resulted in the establishment of a significant deferred tax

liability for the tax effect of the book over tax basis of certain assets in 2002. The creation of such a deferred tax liability,
and the significant improvement in our tax position since the original valuation allowance was established to reserve our

24 CCA 2003 ANNUAL REPORT



deferred tax assets, resulted in the reduction of the valuation allowance, generating an income tax benefit of $30.3 million
during the fourth quarter of 2002, as we determined that substantially all of these deferred tax liabilities would be utilized to
offset the reversal of deferred tax assets during the net operating loss carryforward periods.

Discontinued operations

In late 2001 and early 2002, we were provided notice from the Commonwealth of Puerto Rico of its intention to terminate
the management contracts at the 500-bed multi-secutity Ponce Young Adult Correctional Facility and the 1,000-bed
medium security Ponce Adult Correctional Facility, located in Ponce, Puerto Rico, upon the expiration of the management
contracts in February 2002, Attempts to negotiate continued operation of these facilities were unsuccessful. As a result, the
transition petiod to transfer operation of the facilities to the Commonwealth of Puerto Rico ended May 4, 2002, at which
time operation of the facilities was transferred to the Commonwealth of Puerto Rico. During the year ended December 31,
2002, these facilities generated total revenue of $7.9 million and incurred total operatng expenses of $7.4 million. We
recorded a non-cash charge of $1.8 million during the second quarter of 2002 for the write-off of the carrying value of assets
associated with the terminated management contracts.

During the fou:th quarter of 2001, we obtained an extension of our management contract with the Commonwealth of
Puerto Rico for the operation of the 1,000-bed Guayama Correctional Center located in Guayama, Puerto Rico, through
December 2000. However, on May 7, 2002, we received notice from the Commonwealth of Puerto Rico terminating our
contract to marnage this facility, which occurred on August 6, 2002. During the year ended December 31, 2002, this facility
generated rotal revenue of §12.3 million and incurred total operating expenses of $9.9 million.

On June 28, 2002, we sold our interest in a juvenile facility located in Dallas, Texas for $4.3 million. The facility, which was
designed to accommodate 900 at-risk juveniles, was leased to an independent third party operator pursuant to a lease
expiring in 2008. Net proceeds from the sale were used for working capital purposes. This facility generated rental income
of $0.4 million during the year ended December 31, 2002.

During the fourth quarter of 2002, we were notified by the State of Florida of its intention to not renew our contract to
manage the 96-bed Okeechobee Juvenile Offender Correctional Center located in Okeechobee, Florida, upon the expiration
of a short-term extension to the existing management contract, which expired in December 2002. Upon expiration, which
occurred March 1, 2003, the operation of the facility was transferred to the State of Florida. During the years ended
December 31, 2003 and 2002, the facility generated total revenue of $0.8 million and $4.8 million, respectively, and incurred
total operating 2xpenses of $0.7 million and $4.0 million, respectively. Additionally, the expiration of the contract resulted in
the impairment of goodwill previously recorded in connection with this facility, which totaled $0.3 million, during the first
quarter of 2003.

On March 18, 2003, we were notified by the Department of Corrections of the Commonwealth of Virginia of its intention
to not renew our contract to manage the 1,500-bed Lawrenceville Correctional Center located in Lawrenceville, Virginia,
upon the expiration of the contract. Accordingly, we terminated our operation of the facility on March 22, 2003 in
connection with the expiration of the contract. During the years ended December 31, 2003 and 2002, the facility generated
total revenue of $4.6 million and $20.3 million, respectively, and incurred total operating expenses of $5.3 million and $18.7
million, respectively. Additionally, the expiration of the contract resulted in the impairment of goodwill previously recorded
in connection with this facility, which totaled $0.3 million, during the first quarter of 2003.

During 2003, depreciation and amortization and income tax benefit totaled $1.1 million and $0.9 million, respectively, for

these facilivies. During 2002, depreciation and amortization, interest income, and income tax expense totaled §3.1 million,
$0.6 million, and 30.6 million, respectvely, for these facilities.
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Distributions to preferred stockholders

For the years ended December 31, 2003 and 2002, distributions to preferred stockholders totaled $15.3 million and $21.0
million, respectively, and decreased as the result of the redemption of a substantial portion of our outstanding series A
preferred stock and tender offer for our series B preferred stock as further described under “Liquidity and Capital
Resources— Capital Transactions Completed During 2003.”

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

We incurred a net loss available to common stockholders of $28.9 million, or $0.82 per diluted share, for the year ended
December 31, 2002, compared with net income available to common stockholders of $5.7 million, or $0.23 per diluted
share, for the year ended December 31, 2001.

The net loss in 2002 resulted from the combined effects of a non-cash charge for the cumulative effect of accounting
change for goodwill of $80.3 million, or $2.49 per diluted share, related to the adoption of SFAS 142 during the first quarter
of 2002 and expenses associated with debt refinancings of $36.7 million, or $1.14 per diluted share, incurred in connection
with the comprehensive refinancing completed during the second quarter of 2002. Offsetting these charges in 2002 was an
aggregate income tax benefit of $63.3 million, which included a cash income tax benefit of $32.2 million recognized during
the first quarter of 2002 related to a change in tax law that became effective in March 2002, which enabled us to utilize
certain of our net operating losses to offset taxable income generated in 1997 and 1996. In addition, $30.3 million of the
income tax benefit in 2002 was due to the reduction of the tax valuation allowance applied to certain deferred tax assets
arising primarily as a result of 2002 tax deductions based on a cumulative effect of accounting change for tax depreciation
reported on our 2002 federal income tax return. Additionally, net interest expense decreased $38.8 million during 2002
compared with 2001 due to the comprehensive refinancing completed in May 2002, as well as the reduction of debt balances
outstanding through the sale of fixed assets and internally generated cash, and lower market interest rates.

The net income available to common stockholders during 2001 included a loss from continuing opetations after preferred
stock distributions of $3.3 million, or $0.14 per diluted share, while income from discontinued operations was $9.0 million,
or $0.37 per diluted share. Contributing to the net income attributable to common stockholders during 2001 was a non-
cash gain of $25.6 million related to the extinguishment of 2 $26.1 million promissory note issued in connection with our
federal stockholder litigation settlement, as further discussed hereafter under the caption “Change in fair value of derivative
instruments.” Results for 2001 also included the non-cash effect of an $11.1 million charge associated with the accounting
for an interest rate swap agreement required under prior terms of the old senior bank credit facility.

Facility operations

Revenue and expenses per compensated man-day for all of the facilities we owned or managed, exclusive of those
discontinued (see further discussion below regarding discontinued operations), wete as follows for the years ended
December 31, 2002 and 2001:

For the Years Ended December 31,

2002 2001
Revenue per compensated man-day $ 49.59 $ 48.37
Operating expenses per compensated man-day:
Fixed expense 27.82 27.36
Variable expense 10.23 9.74
Total 38.05 37.10
Operating margin per compensated man-day $ 11.54 $ 11.27
Operating margin 23.3% 23.3%
Average compensated occupancy 89.1% ‘ 88.0%
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Management and other revenue for the years ended December 31, 2002 and 2001, totaled $934.1 million and $906.2 million,
respectively. Our federal customers generated 33% of our total revenue during 2002, compared with 30% during 2001.

Operating expenses totaled $721.4 million and $698.9 million for the years ended December 31, 2002 and 2001, respectively.
Salaries and berefits represent the most significant component of fixed operating expenses and was the primary cause of the
increase in fixed expenses per compensated man-day. Duting 2002 and 2001, we incurred wage increases due to tight labor
markets for correctional officers and benefit increases due to surging healthcare costs. The increase in salaries and benefits

contributed $0.53 per compensated man-day to the increase in fixed expenses per compensated man-day from $27.36 during
2001 to $27.82 during 2002,

We also experienced a trend of increasing insurance expense during 2002 compared with 2001. Because we are significantly
self-insured for employee health, workers’ compensation, and automobile liability insurance, our insurance expense is
dependent on claims experience and our ability to control our claims. Our insurance policies contain various deductibles
and stop-loss armounts intended to limit our exposure for individually significant occurrences. However, the nature of our
self-insurance provides little protection for a deterioration in claims experience or increasing employee medical costs in
general.

During the first quarter of 2001, we hired a General Counsel to manage our existing legal matters and to develop procedures
to minimize the incidence of litigation in the future. We have been able to settle numerous cases on terms we believe are
favorable. However, variable operating expenses included $4.9 million during 2002, compared with $0.3 million during
2001, for an overall increase in potental exposure for certain legal proceedings, none of which was individually significant.
This increase of $4.6 million contributed $0.25 per compensated man-day to the increase in variable expenses per
compensated man-day from $9.74 during 2001 to $10.23 during 2002.

The following tables display the revenue and expenses pet compensated man-day for the facilities we own and manage and
for the facilities we manage but do not own:

For the Years Ended December 31,

2002 2001
Ownezd and Managed Facilities:
Revenue per compensated man-day $ 54.61 $ 53.63
Operating expenses per compensated man-day:
Fixed expense 29.62 29.16
Variable expense 11.34 11.03
Total 40.96 40.19
Operating margin per compensated man-day $ 13.65 $ 13.44
Operating margin 25.0% 25.1%
Averzge compensated occupancy 83.4% 82.6%
Managed Only Facilities:
Revenue per compensated man-day $ 40.97 $ 39.48
Operating expenses per compensated man-day:
Fixed expense 24.71 24.34
Variable expense 8.34 7.55
Total 33.05 31.89
Operating matgin per compensated man-day 3 7.92 $ 7.59
Operating margin 19.3% 19.2%
Average compensated occupancy 101.1% 98.9%
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The following discussions under “Owned and Managed Facilities” and ‘“Managed-Only Facilities” address significant events
that impacted our results of operations for the respective periods.

Owned and Managed Facilities. On May 30, 2002, we were awarded a contract by the BOP to house 1,524 federal detainees at
our McRae Correctional Facility located in McRae, Georgia. The three-year contract, awarded as part of CAR II, also
provides for seven one-year renewals. The contract with the BOP guarantees at least 95% occupancy on a take-or-pay basis,
and commenced full operations in December 2002, resulting in an increase in management and other revenue upon
commencement. However, start-up expenses were incurred prior to the commencement of the contract, including but not
limited to, salaries, utilities, medical and food supplies and clothing, which resulted in additional operating expenses before
any revenue was generated, resulting in a reduction in net income during the third and fourth quarters of 2002.

During 2001, we provided correctional services for the State of Wisconsin at four of our facilides. During the fourth
quarter of 2001, due to a short-term decline in the State of Wisconsin’s inmate population, the State transferred
approximately 675 inmates out of our 1,536-bed Whiteville Correctional Facility, located in Whiteville, Tennessee, to the
State’s correcdonal system, reducing the population of Wisconsin inmates in our facilities to approximately 3,400. Although
the State of Wisconsin continued transfetring inmates out of our facilities during the first quarter of 2002, our population of
Wisconsin inmates has gradually increased, primarily at our 1,338-bed Prairie Correctional Facility, located in Appleton,
Minnesota, Total management and other revenue at the Whiteville facility decreased $8.9 million, or 39.9%, during 2002
compared with 2001,

During September 2002, we announced a contract award from the State of Wisconsin to house up to a total of 5,500
medium security Wisconsin inmates. The new contract replaced the existing contract with the State of Wisconsin on
December 22, 2002. As of December 31, 2002, we managed approximately 3,500 Wisconsin inmates under the contract.

During October 2002, we entered into a new agreement with Hardeman County, Tennessee, with respect to the
management of up to 1,536 medium security inmates from the State of Tennessee in the Whiteville Correctional Facility.
We began receiving Tennessee inmates at the facility during October 2002.

Due to an increase in population at our 2,304-bed Central Arizona Detention Center, located in Florence, Atizona, and at
our 910-bed Torrance County Detention Facility, located in Estancia, New Mexico, primarily from the USMS and ICE,
management and other revenue increased $8.6 million and $6.8 million, respectively, at these facilities during 2002 compared
with 2001.

During the second quarter of 2001, we were informed that our contract with the District of Columbia to house its inmates
in our Northeast Ohio Correctional Center, which expired September 8, 2001, would not be renewed due to a new law that
mandated that the BOP assume jurisdiction of all District of Columbia offenders by the end of 2001. The Nottheast Ohio
Correctional Center is a 2,016-bed medium security prison. The District of Columbia began transferring inmates out of the
facility duting the second quarter of 2001 and completed the process in July 2001. Total management and other revenue at
this facility was $6.4 million during the year ended December 31, 2001. The related operating expenses at this facility were
$12.6 million during the year ended December 31, 2001. While no revenue was generated from this facility during 2002, we
incurred $2.9 million of operating expenses during the year ended December 31, 2002 for real estate taxes, utilities,
insurance and other necessary expenses associated with owning the facility. Overall, our occupancy decreased by
approximately 1,300 inmates at our facilities as a result of this mandate.

Managed-Only Facilities. During the fourth quarter of 2001, we committed to a plan to terminate our management contract at
the Southwest Indiana Regional Youth Village, a 188-bed juvenile facility located in Vincennes, Indiana. During the first
quarter of 2002, we entered into a mutual agreement with CFSC to terminate our management contract at the facility,
effective April 1, 2002, prior to the contract’s expiration date in 2004. In connection with the mutual agreement to
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terminate the management contract, CFSC also paid in full an outstanding note receivable totaling $0.7 million, which was
previously considered uncollectible and was fully reserved.

On June 28, 2002, we received notice from the Mississippi Department of Corrections terminating our contract to manage
the 1,016-bed Delta Correctional Facility located in Greenwood, Mississippi, due to the non-appropriation of funds. We
ceased operations of the facility in October 2002. However, the State of Mississippi agreed to expand the management
contract at the Wilkinson County Correctional Facility located in Woodville, Mississippi to accommodate an addidonal 100
inmates. As a result, the results of operations of the Delta Correctional Facility are not reported in discontinued operations.

During July 2002, we renewed our contract with Tulsa County, Oklahoma, for the management of inmates at the David L.
Moss Criminal Justice Center. The contract renewal included an increase in the per-diem rate, and also shifted to Tulsa
County, the burden of certain utility expenses, resulting in a modest improvement in profitability for the management of this
facility during 2002, compared with 2001.

Rental revenue

“

Rental revenus was $3.7 million for the year ended December 31, 2002, compared with $5.7 millic:n during the year ended
December 31, 2001. Rental revenue was generated from leasing correctional and detention facilities to governmental
agencies and other private operators. On March 16, 2001, we sold the Mountain View Correctional Facility, and on June 28,
2001, we sold the Pamlico Correctional Facility, two facilities that had been leased to governmental agencies. Therefore, no
further rental revenue was received for these facilities during the year ended December 31, 2002. For the year ended
December 31, 2001, rental revenue for these facilities totaled $2.0 million.

General and administrative expense

For the years ended December 31, 2002 and 2001, general and administrative expenses totaled $36.9 million and $34.6
million, respectively. General and administrative expenses consist ptimarily of corporate management salaries and benefits,
professional fees and other administrative expenses, and increased from 2001 primarily due to an increase in professional
fees incurred in connection with the implementation of tax strategies to maximize opportunities created by a change in tax
law in March 2002 and the aforementoned settlement with the IRS with respect to our predecessor’s 1997 federal income
tax return. This increase was pardally offset by a reduction in salaries and benefits, including incentive compensation.

Depreciatior: and amortization

For the years ended December 31, 2002 and 2001, depreciation and amortization expense totaled $51.3 million and $52.7
million, tespectively. Amortization expense for the year ended December 31, 2001 included $7.6 million for goodwill and
$1.2 million for amortization of workforce values, both of which were established in connection with acquisitions occurring
in 2000. Worzforce values were reclassified into goodwill, and goodwill was no longer subject to amortizadon effective
January 1, 20C2, in accordance with SFAS 142. Amortization expense during the year ended December 31, 2001 was also
net of a reduction to amortization expense of $8.5 million for the amortization of a liability relating to contract values
established in connection with the mergers completed in 2000. Due to certain of these liabilities becoming fully amortized
during 2001, the reduction to amortization expense duting the year ended December 31, 2002 was $2.1 million, resulting in a
net increase ir: depreciation and amortization expense of $6.4 million from 2001 to 2002.

Interest expense, net

Interest experse, net, is reported net of interest income for the years ended December 31, 2002 and 2001. Gross interest
expense was $91.9 million and $133.7 million, respectively, for the years ended December 31, 2002 and 2001. Gross interest
expensc is based on outstanding convertible subordinated notes payable balances, borrowings under the new senior bank
credit facility, the old senior bank credit facility, the 9.875% senior notes, the 12% senior notes, net settlements on an
interest rate swap, and amortization of loan costs and unused facility fees. The decrease in gross interest expense from the
prior year is primarily attributable to lower average outstanding indebtedness, the comprehensive refinancing completed on
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May 3, 2002, which decteased the interest rate spread on the new senior bank credit facility, the termination of the interest
rate swap agreement, lower amortzation of loan costs, and a lower interest rate environment. During 2001, we paid-down
$189.0 million in total debt through a combination of $138.7 million in cash generated from asset sales and internally
generated cash.

Gross interest income was $4.4 million and $7.5 million, respectively, for the years ended December 31, 2002 and 2001.
Gross interest income is earned on cash collateral requirements, direct financing leases, notes receivable and investments of
cash and cash equivalents. On October 3, 2001, we sold our Southern Nevada Women’s Correctional Center, which had
been accounted for as a direct financing lease. Therefore, no interest income was received on this lease duting 2002. For
the year ended December 31, 2001, interest income for this lease totaled $0.9 million.

Expenses associated with debt refinancings

As a result of the eatly extinguishment of the old senior bank credit facility and the redemption of substantially all of our
12% senior notes, we recorded expenses associated with debt refinancings of $36.7 million for the year ended December 31,
2002, which included the write-off of existing deferred loan costs, certain bank fees paid, premiums paid to redeem the 12%
senior notes, and certain other costs associated with the refinancing.

Change in fair value of derivative instruments

In accordance with SFAS 133 we have reflected in earnings the change in the estimated fair value of our interest rate swap
agreement during the years ended December 31, 2002 and 2001. We estimated the fair value of the interest rate swap
agreement using option-pricing models that value the potential for the interest rate swap agreement to become in-the-money
through changes in interest rates during the remaining term of the agreement. A negative fair value represented the
estimated amount we would have to pay to cancel the contract or transfer it to other parties.

Our swap agreement fixed LIBOR at 6.51% (prior to the applicable spread) on outstanding balances of at least $325.0
million through its expiration on December 31, 2002. In accordance with SFAS 133, we recorded a $2.2 million non-cash
gain and an $11.1 million non-cash charge, respectively, for the change in fair value of the swap agreement for the years
ended December 31, 2002 and 2001. These amounts included $2.5 million for amortization of the transition adjustment, or
the cumulative reduction in the fair value of the swap from its inception to the date we adopted SFAS 133 on January 1,
2001, during each year. We were no longer required to maintain the existing interest rate swap agreement due to the early
extinguishment of the old senior bank credit facility. During May 2002, we terminated the swap agreement prior to its
expiration at a price of $8.8 million. In accordance with SFAS 133, we continued to amortize the unamottized portion of
the transition adjustment as a non-cash expense through December 31, 2002.

The new senior bank credit facility required us to hedge at least $192.0 million of the term loan pottions of the facility
within 60 days following the closing of the loan. In May 2002, we enteted into an interest rate cap agreement to fulfill this
requirement, capping LIBOR at 5.0% (prior to the applicable spread) on outstanding balances of $200.0 million through the
expiration of the cap agreement on May 20, 2004, We paid a premium of $1.0 million to enter into the interest rate cap
agreement. We expect to amortize this premium as the estimated fair values assigned to each of the hedged interest
payments expire throughout the term of the cap agreement, amounting to $0.4 million in 2003 and $0.6 million in 2004, We
have met the hedge accounting ctiteria under SFAS 133 and related interpretations in accounting for the interest rate cap
agreement. As a result, the estimated fair value of the intetest rate cap agreement of $36,000 as of December 31, 2002 was
included in other assets in the consolidated balance sheet, and the change in the fair value of the interest rate cap agreement
of $964,000 during the year ended December 31, 2002 was reported through other comprehensive income in the statement
of stockholders’ equity.

On December 31, 2001, we issued 2.8 million shares of common stock, along with a $26.1 million subordinated promissory

note, in conjunction with the final settlement of the federal court portion of our stockholder litigation setlement. Under
the terms of the promissory note, the note and accrued interest became extinguished in January 2002 once the average
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closing price of the common stock exceeded a “termination price” equal to $16.30 per share for fifteen consecutive trading
days following the issuance of such note. The terms of the note, which allowed the principal balance to fluctuate dependent
on the trading price of our common stock, created a derivative instrument that was valued and accounted for under the
provisions of SFAS 133. As a result of the extinguishment, we estimated the fair value of this derivative to approximate the
face amount of the note, resulting in an asset being recorded during the fourth quarter of 2001. Since the estimated fair
value of the dervative asset was equal to the face amount of the note as of December 31, 2001, the extinguishment had no
financial statement impact in 2002.

Income tax benefit

We generated income tax benefits of $63.3 million and $3.4 million for the years ended December 31, 2002 and 2001,
respectively. The increase in the income tax benefit during the year ended December 31, 2002, primarily resulted from the
“Job Creation and Worker Assistance Act of 2002” which was signed into law on March 9, 2002. Among other changes, the
tax law extended the net operating loss carryback period to five years from two years for net operating losses arising in tax
years ending in 2001 and 2002, and allows use of net operating loss carrybacks and carryforwards to offset 100% of the
alternative minimum tax. We experienced net operating losses during 2001 resulting primarily from the sale of assets at
prices below the tax basis of such assets. Under terms of the new law, we utilized certain of our net operating losses to
offset taxable income generated in 1997 and 1996. As a result of this tax law change in 2002, we reported an income tax
benefit and clairned a tefund of $32.2 million during the first quarter of 2002, which was received in April 2002.

On October 24, 2002, we entered into a definitive settlement with the IRS in connection with the IRS’s audit of our
predecessor’s 1997 federal income tax return. Under the terms of the settlement, in consideration for the IRS’s final
determination with respect to the 1997 tax year, in December 2002 we paid $52.2 million in cash to satisfy federal and state
taxes and interest.

Due to the change in tax law in March 2002, the settlement created an opportunity to utlize any 2002 tax losses to claim a
refund of a portion of the taxes paid. We experienced tax losses during 2002 primarily resulting from a cumulative effect of
accounting change in depreciable lives of property and equipment for tax purposes. Under terms of the new law, we utilized
our net operating losses to offset taxable income generated in 1997, which was increased substantially in connection with the
setdement with the IRS. As a result of the tax law change in 2002, combined with the adoption of an accounting change in
the depreciable lives of certain tax assets, as of December 31, 2002 we claimed an income tax refund of $32.1 million, which
was received dusing the second quarter of 2003.

The cumulative effect of accounting change in tax depreciation resulted in the establishment of a significant deferred tax
liability for the tax effect of the book over tax basis of certain assets in 2002. The creation of such a deferred tax liability,
and the significant improvement in our tax position since the original valuadon allowance was established to reserve our
deferred tax assets, resulted in the reduction of the valuation allowance, generating an income tax benefit of $30.3 million
during the fourta quarter of 2002, as we determined that substantially all of these deferred tax liabilities would be utilized to
offset the reversal of deferred tax assets during the net operating loss carryforward periods.

Discontinued operations

During 2002, the three facilities we managed in the Commonwealth of Puerto Rico generated total revenue of $20.2 million
and incurred operating expenses of $17.3 million, respectively, through the dates we transferred operations to the
Commonwealth of Puerto Rico in May 2002 and August 2002. We also recorded a non-cash charge as discontinued
operations of $1.8 million during the second quarter of 2002 for the write-off of the catrying value of assets associated with
these terminatec. management contracts. During 2001, these facilities generated total revenue of $43.7 million and incurred
operating expenses of $32.0 million.

CCA 2003 ANNUAL REPORT 31




On June 28, 2002, we sold our interest in a juvenile facility located in Dallas, Texas for $4.3 million. The facility, which was
designed to accommodate 900 at-risk juveniles, was leased to an independent third party operator pursuant to a lease
expiring in 2008. This facility generated rental income of $0.4 million and $0.7 million during 2002 and 2001, respectively.

During the foutth quarter of 2002, we were informed by the State of Florida of its intention to not renew our contract to
manage the 96-bed Okeechobee Juvenile Offender Cortectional Center located in Okeechobee, Florida, upon the expiration
of a short-term extension to the existing management contract, which expired in December 2002. During 2002, this facility
generated total revenue and operating expenses of $4.8 million and $4.0 million, respectively, compared to total revenue of
$4.8 million and total operating expenses of $4.0 million during 2001.

On March 18, 2003, we were notified by the Department of Corrections of the Commonwealth of Virginia of its intention
to not tenew our contract to manage the 1,500-bed Lawrenceville Correctional Center, located in Lawrenceville, Virginia,
upon the expiraton of the contract. Accordingly, we terminated our operation of the facility on March 22, 2003, in
connection with the expiration of the contract. During 2002, this facility generated total revenue and total operating
expenses of $20.3 million and $18.7 million, respectively, compared to total revenue of §19.7 million and total operating
expenses of $1€.6 million during 2001.

During 2002, depteciation and amortization, interest income, and income tax expense totaled $3.1 million, $0.6 million, and
$0.6 million, respectively, for these facilities. Duting 2001, depreciation and amortization, interest income, and income tax
expense totaled $1.4 million, $0.6 million, and §4.5 million, respectively, for these facilitdes.

LIQUIDITY AND CAPITAL RESOURCES

Our principal capital requirements ate for working capital, capital expenditures and debt service payments. Capital
requirements may also include cash expenditures associated with our outstanding commitments and contingencies, as
further discussed in the notes to the financial statements, Additionally, we may incur capital expenditures to expand the
design capacity of certain of our facilities in order to retain management contracts, and to increase our inmate bed capacity
for anticipated demand from current and future customers. With lender consent, we may acquire additdonal correctional
facilities that we believe have favorable investment returns and increase value to our stockholders. We will also consider
opportunities for growth, including potential acquisitions of businesses within our line of business and those that provide
complementary services, provided we believe such opportunities will broaden our market share and/or increase the services
we can provide to our customers.

On September 10, 2003, we announced our intenton to expand by 594 beds the Crowley County Correctional Facility
located in Olney Springs, Colorado, a facility we acquired in January 2003. The anticipated cost of the expansion is
approximately $22.0 million and is estimated to be completed during the third quarter of 2004. This expansion is being
undertaken in anticipation of increasing demand from the States of Colorado and Wyoming, the current customers at this
facility. We also announced on September 10, 2003, our intention to complete construction of the Stewart County
Correctional Facility located in Stewart County, Georgia. The anticipated cost to complete the Stewart facility is
approximately $22.0 million, with completion also estimated to occur during the third quarter of 2004. Construction on the
1,524-bed Stewart County Correctional Facility began in August 1999 and was suspended in May 2000. Out decision to
complete construction of this facility is based on anticipated demand from several government customers having a need for
inmate bed capacity in the Southeast region of the country. However, we can provide no assurance that we will be
successful in utlizing the increased bed capacity resulting from these projects. Additionally, in October 2003, we announced
the signing of a new contract with ICE for up to 905 detainees at our Houston Processing Center located in Houston,
Texas. We also announced our intention to expand the facility by 494 beds from its current 411 beds to 905 beds. The
anticipated cost of the expansion is approximately $29.0 million and is estimated to be completed during the first quarter of
2005. This expansion is being undertaken in order to accommodate additional detainee populations that are anticipated as a
result of this contract, which contains a guarantee that ICE will utilize 679 beds at such time as the expansion is completed.
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During January 2004, we announced our intention to expand the Florence Correctional Center located in Florence, Arizona
by 224 beds. The anticipated cost of the expansion is approximately $6.2 million and is estimated to be completed during
the first quarter of 2005. Upon completion of the expansion, the Florence Correctional Center will have a total design
capacity of 1,824 beds. The facility currently houses federal inmates as well as inmates from Hawaii and Alaska. The
expansion is being undertaken in anticipation of increasing demand from each of these customers. During January 2004, we
also announced the signing of a new contract with the USMS to manage up to 800 inmates at our Leavenworth Detention
Center located in Leavenworth, Kansas. To fulfill the requirements of this contract, we will expand this facility by 256 beds
from its current design capacity of 483 beds increasing its total beds to 739 beds. The new contract provides a guarantee
that the USMS -will utilize 400 beds. The anticipated cost to expand the facility is approximately $10.4 million, with
completion estimated to occur during the fourth quarter of 2004.

The following table summarizes the aforementioned construction and expansion projects expected to be completed through
the first quarter of 2005:

Estimated cost to

No. of Estimated complete

Facility beds completion date (thousands)
Stewart County Correctional Facility
Stewart County, GA 1,524 Third quarter 2004 $ 22,009
Crowley County Correctional Facility
Olney Springs, CO 594 Third quarter 2004 22,000
Leavensworth Detention Center
Leavenworth, KS 256 Fourth quarter 2004 10,400
Houstoa Processing Center
Houston, TX 494 First quarter 2005 29,000
Florence Correctional Center
Flotence, AZ 224 Fitst quarter 2005 6,200
Total 3,092 $ 89,609

We may also pursue additional expansion opportunities to satisfy the needs of an existing or potential customer or when the
economics of an expansion are compelling.

We have called for redemption the remaining outstanding shares of our series A preferred stock and plan to redeem our
series B preferred stock during 2004. The series A preferred stock is currently redeemable at $25.00 per share plus
dividends accrued and unpaid to the redemption date, while the series B preferred stock is redeemable during the second
quarter of 2004 at $24.46 per share plus dividends accrued and unpaid to the redemption date. As of December 31, 2003,
we had outstanding $7.5 million of series A preferred stock and $23.5 million of series B preferred stock.

Additionally, we believe investments in technology can enable us to operate safe and secute facilities with more efficient,
highly skilled and better-trained staff, and to reduce turnover through the deployment of innovative technologies, many of
which are unigue and new to the corrections industry. These investments in technology are expected to provide long-term
benefits enabling us to provide enhanced quality service to our customers while creating scalable operating efficiencies.
Accordingly, we expect to incur approximately $21.0 million in information technology expenditures during 2004.

We expect to find our capital expenditure requirements including completion of construction of the Stewart County
Correctional Facility and the four aforementioned expansion projects, and the redemption of our preferred stock, as well as
our informatio: technology expenditures, working capital, and debt service requirements, with cash on hand, net cash
provided by operations, and borrowings available under our revolving credit facility.
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During the years ended December 31, 2003, 2002, and 2001, we were not required to pay income taxes, other than primarily
for the alternative minimum tax and certain state taxes, due to the utilization of existing net operating loss carryforwards to
offset our taxable income. During 2004 we expect to generate sufficient taxable income to utilize our remaining federal net
operating loss carryforwards, except for certain annual limitations imposed under the Internal Revenue Code. As a result,
we expect to begin paying federal income taxes during 2004, with an obligation to pay a full year’s taxes beginning in 2005.

As of December 31, 2003, our liquidity was provided by cash on hand of $84.2 million and $97.7 million available under our
$125.0 million revolving credit facility. During the year ended December 31, 2003 and 2002, we generated $202.8 million
and $101.4 million, respectively, in cash through operating activities, and as of December 31, 2003 and 2002, we had net
working capital of $133.6 million and $68.4 million, respectively. We cutrently expect to be able to meet our cash
expenditure requirements for the next year utilizing these resources. In addition, we have an effective “shelf” registration
statement under which we may issue up to $279.6 million in equity or debt securities, preferred stock and warrants. The
“shelf” registration statement provides us with the flexibility to issue additional equity or debt securities, preferred stock, and
warrants from time to time when we determine that market conditions and the opportunity to utilize the proceeds from the
issuance of such securities are favorable.

Operating Activities

Our net cash provided by operating activities for the year ended December 31, 2003 was $202.8 million, compared with
$101.4 million for the same period in the prior year and $92.8 million in 2001. Cash provided by operating activities
represents the year to date net income or loss plus depreciation and amortization, changes in various components of
working capital, and adjustments for various non-cash charges, including primarily the reversal in 2003 of a valuation
allowance applied to deferred tax assets, the cumulative effect of accounting change in 2002, the change in fair value of
derivative instruments each year, and expenses associated with debt refinancing and recapitalization transactions completed
in 2003 and 2002, which are reported as financing activities to the extent such charges result from cash payments.

The increase in cash provided by operating activities for the year ended December 31, 2003 was due to increased occupancy
levels, improved margins, and a reduction in interest expense, primarily resulting from the refinancing transactions
completed in 2003 and May 2002 and lower market interest rates. Additionally, during 2003 we received payment of $13.5
million from the Commonwealth of Puerto Rico as final payment of all outstanding balances, as well as non-recurring
income tax refunds of $33.7 million. These increases were partially offset by the payment of $15.5 million of contingent
interest on the $40.0 million convertible subordinated notes that had accrued but remained unpaid since June 2000 in
accordance with the terms of such notes, and which was paid in May 2003 in connection with the recapitalization.

Investing Activities

Our cash flow used in investing activities was $100.3 million for the year ended December 31, 2003, and was primarily
attributable to capital expenditures during the year of $92.2 million, including $56.6 million for acquisition and development
activities and $35.6 million for other capital expenditures. Capital expenditures for acquisition and development activities of
$56.6 million during 2003 included capital expenditures of §47.5 million in connection with the purchase of the Crowley
County Cortecdonal Facility. Expenditures for other capital improvements included an increase in our investments in
numerous technology initiatives. In addition, during 2003 cash was used to fund restricted cash for a capital improvements,
replacements, and repairs reserve totaling $5.6 million for our San Diego Correctional Facility.

Our cash flow used in investing activities was $9.7 million for the year ended December 31, 2002, and was ptimarily
attributable to capital expenditutes during the period of $17.1 million, net of proceeds received from the sale of our interest
in a juvenile facility located in Dallas, Texas, on June 28, 2002, for $4.3 million. Capital expenditures during 2002 included
$4.8 million for acquisition and development activites, including primatily expenditures for our McRae Correctional Facility
to meet specifications required by the BOP in connection with a new contract award, and $12.3 million for other capital
expenditures incurred for the betterment, renewal or significant repairs that extended the useful life of a correctional facility,
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or for new furniture, fixtures, and equipment. In addition, we received refunds of restricted cash totaling $5.2 million
primarily used as collateral for workers’ compensation self-insured claims. We elected to post letters of credit from the
revolving loan portion of our senior bank credit facility to replace the collateral on such claims.

Financing Activities

Our cash flow used in financing activities was $83.7 million for the year ended December 31, 2003. During January 2003,
we financed the purchase of the Crowley County Correctional Facility through $30.0 million in borrowings under our senior
bank credit fzcility pursuant to an expansion of the term loan portion of the facility. During May 2003, we completed the
recapitalizaticn transactions, which included the sale and issuance of $250.0 million of 7.5% senior notes and 6.4 million
shares of common stock for $124.8 million. The proceeds received from the sale and issuance of the senior notes and the
common stock were largely offset by the redemption of $192.0 million of our series A preferred stock and our series B
prefetred stock; the prepayment of $132.0 million on the term loan portions of the senior bank credit facility with proceeds
from the recapitalization, cash on hand, and an income tax refund; the prepayment of $7.6 million aggregate principal of our
12% senior notes; the repurchase and subsequent retirement of 3.4 million shates of common stock for $65.6 million; and
the payment of $10.8 million in costs primarily associated with the recapitalization transactions and prepayment of the 12%
senjor notes. During August 2003, we completed the sale and issuance of $200.0 million of 7.5% senior notes at a price of
101.125% of the principal amount of the notes, resulting in a premium of $2.25 million. The proceeds received from the
sale and issuance of the senior notes were offset by the prepayment of $240.3 million on the term loan portion of the seniot
bank credit fzcility with proceeds from the sale and issuance of the senior notes and with cash on hand. We paid $7.7
million in costs primarily associated with the debt refinancing transactions during the third quarter of 2003. We also paid
$7.4 million i1 scheduled principal repayments during 2003, and cash dividends of $12.7 million on our preferred stock,
including a tender premium of $5.8 million in connection with the completion of the tender offer for our series B preferred
stock.

Our cash flow used in financing actvities was $72.6 million for the year ended December 31, 2002. Proceeds from the
issuance on May 3, 2002 of the $250.0 million 9.875% senior notes and the new senior bank credit facility were largely offset
by the repayment of the old senior bank credit facility and the redemption of substantially all of the 12% senior notes.
However, we also paid debt issuance costs of $37.5 million in connection with the refinancing, and an additional $8.8 million
to terminate an interest rate swap agreement. Further, during the first quarter of 2002, we paid cash dividends of $12.9
million on our series A preferred stock for the fourth quarter of 2001 and for all five quarters in arrears, as permitted under
the terms of an amendment to our old senior bank credit facility obtained in December 2001. Additonally, we paid $2.2
million in cash dividends on our seties A preferred stock during each of the second, third, and fourth quarters of 2002,

Contractual Obligations

The following schedule summarizes our contractual obligations by the indicated petiod as of December 31, 2003 (in
thousands):

Payments Due By Year Ended December 31,

2004 2005 2006 2007 2008 Thereafter Total

Long-term debt $ 856 § 2934 $ 2884 § 229,203 § 065422 $ 700,000 $§ 1,001,299
Houston Processing

Center expansion 24144 140 - - - - 24,284
Leavenworth Detention

Center expansion 9,172 - - - - - 9,172
Operating leaszs 638 91 - . . _ 729
Total Contractual Cash

Obligations $ 34810 § 3,165 $ 2,884 § 229203 § 65422 § 700,000 § 1,035484

CCA 2003 ANNUAL REPORT 35




The cash obligations in the table above do not include future cash obligations for interest associated with our outstanding
indebtedness. During 2003, we paid $80.0 million in interest, including capitalized interest. We had $27.3 million letters of
credit outstanding at December 31, 2003 primarily to support our requirement to repay fees and claims under our workers’
compensation plan in the event we do not repay the fees and claims due in accordance with the terms of the plan. The
letters of credit are renewable annually. We did not have any draws under any outstanding letters of credit during 2003,
2002, or 2001.

Capital Transactions Completed During 2003
Recapitalization

On April 2, 2003, we initiated a series of transactions as described below intended to enhance our capital structure and to
provide us with additional financing flexibility that we believe enables us to more effectively execute our business objectives.

Common Stock Offering. On May 7, 2003, we completed the sale and issuance of 6.4 million shares of common stock at a price
of $19.50 per share, resulting in net proceeds of $117.0 million after the payment of estimated costs associated with the

issuance.

Note Offerzng. Concurrenty with the common stock offering, we also completed the sale and issuance of $250.0 million
aggregate principal amount of senior notes. The senior notes pay interest semi-annually at the rate of 7.5% per annum and
are scheduled to mature on May 1, 2011. The notes are senior unsecured obligations and are guaranteed by our domestic
subsidiaries. At any time on or before May 1, 2006, we may redeem up to 35% of the notes with the net proceeds from
certain equity offerings, as long as 65% of the aggregate principal amount of the notes remains outstanding after the
redemption. We may redeem all or a portion of the senior notes on or after May 1, 2007. Redemption prices are set forth
in the indenture governing the senior notes.

As described below, proceeds from the common stock and note offerings were used to purchase shares of common stock
issued upon the conversion of our §40.0 million 10% convertible subordinated notes (and to pay accrued interest on the
notes through the date of purchase), to purchase shares of our series B preferred stock that were tendered in the tender
offer described below, to redeem shares of our series A preferred stock and to pay-down a portion of our senior bank credit

facility.

Purchase of Shares of Common Stock Issnable Upon Conversion of the MDP Notes. Pursuant to the terms of an agreement with MDP,
the holder of our $40.0 million aggregate principal amount of convertible subordinated notes due 2008 with a stated rate of
10.0% plus contingent interest accrued at 5.5%, immediately following the completion of the common stock and notes
offerings, MDP converted the notes into 3,362,899 shares of our common stock and subsequently sold such shares to us.
The aggregate purchase price of the shares, inclusive of accrued interest of $15.5 million, was $81.1 million. The shares
purchased from MDP have been cancelled under the terms of our charter and Maryland law and now constitute authorized
but unissued shares of common stock.

Tender Offer for Series B Preferred Stock. Following the completion of the common stock and notes offerings in May 2003, we
purchased 3.7 million shares of our series B preferred stock for $97.4 million pursuant to the terms of a cash tender offer.
The tender offer price for the seties B prefetred stock (inclusive of all accrued and unpaid dividends) was $26.00 per share.
The payment of the difference between the tender price ($26.00) and the liquidation preference ($24.46) for the shares
tendered was reported as a preferred stock distribution in the second quarter of 2003. As the result of the repayment of the
balance of the remaining outstanding 12% senior notes, as further described below, the remaining shares of series B
preferred stock are redeemable during the second quarter of 2004 at a price of $24.46 per share plus dividends accrued and
unpaid at the redemption date. We currently intend to redeem the remaining outstanding shares of series B preferred stock
during 2004.
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Redemption of Series A Preferred Stock. Immediately following consummation of the common stock and notes offerings, we
gave notice to tae holders of our outstanding series A preferred stock that we would redeem 4.0 million shares of the 4.3
million shares of series A preferred stock outstanding at a redemption price equal to $25.00 per share, plus accrued and
unpaid dividends to the redemption date. The redemption was completed in June 2003.

The remaining outstanding shares of our series A preferred stock are currently redeemable at $25.00 per share plus
dividends accruzd and unpaid at the redemption date. On February 19, 2004, we announced that we would redeem the
remaining 300,00 outstanding shates of seties A preferred stock on or about March 19, 2004. We expect to fund the
aggregate redemption price of $7.5 million plus accrued and unpaid dividends to the redemption date of $0.1 million, with
cash on hand.

Payments on and .Amendments ta our Senior Bank Credit Facility. We used the estimated remaining net proceeds of the common
stock and notes offerings after application as described above, combined with $25.3 million of cash on hand, to pay-down
$100.0 million cutstanding under the term loan portions of our senior bank credit facility. Further, during May 2003, we
used cash received from a federal income tax refund to pay-down an additional $32.0 million outstanding under the term
loan portion of the senior bank credit facility. In connection with the common stock and notes offerings, the requisite
lenders under tke senior bank credit facility consented to the issuance of the $250.0 million 7.5% senior notes described
below and the use of all proceeds from the common stock and note offerings to purchase the shares of common stock
issuable upon conversion of the $40.0 million convertible subordinated notes by MDP, redeem the series A prefetred stock
and purchase shares of series B preferred stock pursuant to the tender offer.

In connection with the consent, we also obtained modification to certain provisions of the senior bank credit facility to
generally provide us with additional borrowing capacity and operational flexibility, including, but not limited to, (i) providing
for a future increase in the revolving credit portion of the facility from $75.0 million to up to $110.0 million at our request
(subject to the receipt of lender commitments at the time of the inctease), (i) increasing our ability to incur certain
indebtedness, (iii) increasing our permitted annual capital expendimres, and (iv) increasing our ability to assume
indebtedness in connection with, and otherwise complete, acquisitions, These terms were further amended in August 2003
as desctibed hercafter.

On April 3, 2003, Standard & Poor’s upgraded its rating of our senior secured debt to “BB-" from “B+” and our senior
unsecured debt to “B” from “B-”” On May 14, 2003, Moody’s Investors Service upgraded its rating of our senior secured
debt to “Ba3” from “B1,” our senior unsecured debt to “B1” from “B2,” and our preferred stock to “B3” from “Caal.”

Repayment of remaining 12% senior notes

In June 2003, pursuant to an offer to purchase the balance of the remaining $100.0 million 12% senior notes due 2006
($10.8 million), holdets of $7.6 million principal amount of the notes tendered their notes at a ptice of 120% of par. During
July 2003, holders of an additional $0.1 million principal amount of the notes tendered their notes at a price of 120% of pat
pursuant to the offer to purchase, reducing the remaining amount of 12% senior notes outstanding to $3.1 million.

During August 2003, pursuant to the indenture relating to the 12% senior notes, we legally defeased the remaining
outstanding 12% senior notes by depositing with a trustee an amount sufficient to pay the principal and interest on such
notes through the maturity date in June 2006, and by meeting certain other conditions required under the indenture. Under
the terms of the indenture, the 12% senior notes were deemed to have been repaid in full.

Issuance of new 7.5% senior notes

During the third quarter of 2003, we took advantage of a favorable interest rate environment and fixed the intetest rate on a
substantial portion of our remaining outstanding variable rate debt and extended our debt maturities. On August 8, 2003,
we completed the sale and issuance of $200.0 million aggregate principal amount of senior notes in a private placement to
qualified institutional buyers pursuant to Rule 144A under the Securities Act. The notes pay interest semi-annually at the

CCA 2003 ANNUAL REPORT 37




rate of 7.5% per annum and are scheduled to mature May 1, 2011. The notes were issued at a price of 101.125% of the
principal amount of the notes, resulting in a premium of $2.25 million, which will be amortized as a reduction to interest
expense over the term of the notes. The notes are senior unsecured obligations and are guaranteed by our domestic
subsidiaries. At any time on or before May 1, 2006, we may redeem up to 35% of the notes with net proceeds from certain
equity offerings, as long as 65% of the aggregate principal amount of the notes remains outstanding after the redemption.
We may redeem all or a portion of the senior notes on or after May 1, 2007. Redemption prices are set forth in the
indenture governing the senior notes. Proceeds from the note offering, along with cash on hand, were used to pay-down
$240.3 million of the term loan portion of our senior bank credit facility.

We have agreed to offer to exchange the notes for a new issue of identical debt securities registered under the Securities Act
as evidence of the same underlying obligation of indebtedness. The exchange offer registration statement must be filed with
the SEC on or prior to May 15, 2004, and we must use commercially reasonable efforts to have the registration statement
declared effective by the SEC on or prior to August 7, 2004. We have also agreed to provide a shelf registration statement
to cover resales of the notes under certain circumstances. If we fail to satisfy these obligations, or if the registration
statement is not declared effective by the SEC on or prior to August 7, 2004, we have agreed to pay liquidated damages to
holders of the notes under specified circumstances.

Amendment to senior bank credit facility

In connection with the prepayment in August 2003 of the term loan portion of our senior bank credit facility with proceeds
from the issuance of the $200.0 million 7.5% senior notes and with cash on hand, we obtained an amendment to our senior
bank credit facility. The amendment to the senior bank credit facility provided: (i) an increase in the capacity of the
revolving portion of the facility to $125.0 million, which includes a $75.0 million subfacility for letters of credit (increased
trom $50.0 million) that expires on March 31, 20006, and (if) a2 $275.0 million term loan expiring March 31, 2008, which
replaced the existing term loan porton of the facility. The amended senior bank credit facility is secured by liens on a
substantial portion of the net book value of our fixed assets (inclusive of our domestic subsidiaries), and pledges of all of the
capital stock of our domestic subsidiaties. The loans and other obligations under the facility are guaranteed by each of our
domestic subsidiaries and secured by a pledge of up to 65% of the capital stock of our foreign subsidiaries. In addition, the
amendment provided for a reduction in interest rates on the term portion of the facility to a base rate plus 1.75% or LIBOR
plus 2.75%, at our option, from a base rate plus 2.5% or LIBOR plus 3.5% and, with respect to covenants, provides greater
flexibility for, among other matters, incurring unsecured indebtedness, capital expenditures, and permitted acquisitions. The
interest rates and commitment fee on the revolving portion of the facility were unchanged under terms of the amendment.
The amendment also eliminated certain mandatory prepayment provisions.

The credit agreement governing the senior bank credit facility requires us to meet cettain financial covenants, including,
without limitation, a minimum fixed charge coverage ratio, leverage ratios and a minimum interest coverage ratio. In
addition, the senior bank credit facility contains certain covenants which, among other things, limit the incurrence of
additional indebtedness, investments, payment of dividends, transactions with affiliates, asset sales, acquisitions, capital
expenditures, mergers and consolidations, prepayments and modifications of other indebtedness, liens and encumbrances
and other matters customarily restricted in such agreements. In addition, the senior bank credit facility contains cross-
default provisions with our other indebtedness.

As a result of the completion of our recapitalization and refinancing transactions during 2003, we have significantly reduced
our exposure to variable rate debt and now have no debt maturities on outstanding indebtedness until 2007. At December
31, 2003, our total weighted average effective interest rate was 7.74% and our total weighted average debt maturity was 5.9
yeats. We have historically been able to refinance debt when it has become due on terms which we believe to be
commercially reasonable. While we currently expect to fund long-term liquidity requirements primarily through a
combination of cash generated from continuing operations and with borrowings under the bank line of credit, there can be
no assurance that we will be able to repay or refinance our indebtedness when due on commercially reasonable or any other
terms.
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RECENT ACCOUNTING PRONOUNCEMENTS

On December 31, 2002, the Financial Accounting Standards Board, or FASB, issued Statement of Financial Accounting
Standards No. 148, “Accounting for Stock-Based Compensaton — Transition and Disclosure,” or SFAS 148. SFAS 148
amends Staternent of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation,” or SFAS 123,
to provide alternative methods of transition to SFAS 123s fair value method of accounting for stock-based employee
compensation. SFAS 148 also amends the disclosure provisions of SFAS 123 and APB Opinion No. 28, “Interim Financial
Reporting,” to require disclosure in the summary of significant accounting policies of the effects of an entity’s accounting
policy with respect to stock-based employee compensation on reported net income and earnings per shate in annual and
interim financial statements, While SFAS 148 does not amend SFAS 123 to require companies to account for employee
stock options using the fair value method, the disclosure provisions of SFAS 148 are applicable to all companies with stock-
based employce compensation, regardless of whether they account for that compensation using the fair value method of
SFAS 123 or the intrinsic value method of APB Opinion No. 25, “Accounting for Stock Issued to Employees.”

In January 2003, the FASB issued Interpretation No. 46, “Consolidation of Vatiable Interest Entities, an Interpretation of
Accounting Research Bulletin No. 51,” or FIN 46. FIN 46 clarifies the application of Accounting Research Bulletin No. 51,
“Consolidated Financial Statements” to certain entities in which equity investors do not have the characteristics of a
controlling financial interest or in which equity investors do not bear the residual economic risks. FIN 46 is effective for all
entities other than special purpose entities no later than the end of the first period that ends after March 15, 2004. The
Company has no investments in special purpose entities.

We have determined that our joint venture, Agecroft Prison Management, Ltd., or APM, is a variable interest entity (“VIE”),
of which we are not the primary beneficiary. APM has a management contract for a correctional facility located in Salford,
England. All gains and losses under the joint venture are accounted for using the equity method of accounting. During
2000, we exterded a working capital loan to APM, which totaled $5.6 million, including accrued interest, as of December 31,
2003. The outstanding working capital loan represents our maximum exposure to loss in connection with APM. APM has
not been, and in accordance with FIN 46 is not expected to be, consolidated with our financial statements.

In April 2003, the FASB issued Statement of Financial Accounting Standards No. 149, “Amendment of SFAS No. 133 on
Derivative Instruments and Hedging Activides,” or SFAS 149, SFAS 149 amends and clarifies the accounting for derivative
instruments, including certain derivative instruments embedded in other contracts, and for hedging activities under SFAS
133. SFAS 149 is effective for contracts entered into or modified after June 30, 2003 and for hedging relationships
designated after June 30, 2003, and should be applied prospectively. The provisions of SFAS 149 that relate to SFAS 133
implementation issues that have been effective for fiscal quarters that began prior to June 15, 2003 should continue to be
applied in accordance with their respective effective dates. The adoption of SFAS 149 did not have a material impact on our
financial statements.

In May 2003, the FASB issued Statement of Financial Accounting Standards No. 150, “Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity,” or SFAS 150. SFAS 150 establishes standards for
classifying and measuring as liabilities cerrain financial instruments that embody obligations of the issuer and have
characteristics of both labilities and equity. Instruments that are indexed to and potentially settled in an issuer’s own shares
that are not within the scope of SFAS 150 remain subject to existing guidance. SFAS 150 is effective for all freestanding
financia] instruments of public companies entered into or modified after May 31, 2003, SFAS 150 became effective July 1,
2003. The adonton of SFAS 150 did not have a material impact on our financial statements.

INFLATION

We do not belicve that inflation has had or will have a direct adverse effect on our operations. Many of our management
contracts includle provisions for inflationary indexing, which mitigates an adverse impact of inflation on net income.
However, a substantial increase in personnel costs, workers’ compensation ot food and medical expenses could have an
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adverse impact on our results of operations in the future to the extent that these expenses increase at a faster pace than the
per diem or fixed rates we receive for our management services.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our primary market risk exposures are to changes in U.S. interest rates and fluctuations in foreign currency exchange rates
between the U.S. dollar and the British pound. We are exposed to market risk related to our senior bank credit facility. The
interest on our senior bank credit facility is subject to fluctuations in the market. We were also exposed to market risk
related to our old senior bank credit facility prior to its refinancing in May 2002, If the interest rate for our outstanding
indebtedness under the old senior bank credit facility and the new senior bank credit facility was 100 basis points higher ot
lower during the years ended December 31, 2003, 2002, and 2001, our interest expense, net of amounts capitalized, would
have been increased or decreased by approximately $4.8 million, $5.9 million and $5.5 million, respectively.

As of December 31, 2003, we had outstanding $250.0 million of senior notes with a fixed interest rate of 9.875%, $450.0
million of seniot notes with a fixed rate of 7.5%, $30.0 million of convertible subordinated notes with a fixed interest rate of
4.0%, $7.5 million of series A preferred stock with a fixed dividend rate of 8.0%, which was called for redemption on
February 19, 2004, to be effective on March 19, 2004, and $23.5 million of series B preferred stock with a fixed dividend
rate of 12.0%. Because the interest and dividend rates with respect to these instruments are fixed, a hypothetical 100 basis
point increase or decrease in market interest rates would not have a material impact on our financial statements.

In order to satisfy a requirement of the new senior bank credit facility we purchased an interest rate cap agreement, capping
LIBOR at 5.0% (prior to the applicable spread) on outstanding balances of $200.0 million through the expiration of the cap
agreement on May 20, 2004, for a price of $1.0 million.

We may, from time to time, invest our cash in a variety of short-term financial instruments. These instruments generally
consist of highly liquid investments with original maturities at the date of purchase of three months or less. While these
investments are subject to interest rate risk and will decline in value if market interest rates increase, a hypothetical 100 basis
point increase or decrease in market interest rates would not materially affect the value of these instruments.

Our exposure to foreign currency exchange rate risk relates to our construction, development and leasing of our Agecroft
facility located in Salford, England, which was sold in April 2001. We extended a working capital loan to the operator of
this facility, of which we own 50% through a wholly-owned subsidiary. Such payments to us are denominated in British
pounds rather than the U.S. dollar. As a result, we bear the risk of fluctuations in the relative exchange rate between the
British pound and the U.S. dollar. At December 31, 2003, the receivables due us and denominated in British pounds totaled
3.2 million British pounds. A hypothetical 10% increase in the relative exchange rate would have resulted in an increase of
$0.6 million in the value of these receivables and a corresponding unrealized foreign currency transaction gain, and a
hypothetical 10% decrease in the relative exchange rate would have resulted in a decrease of $0.6 million in the value of
these receivables and a corresponding unrealized foreign currency transaction loss.

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS
ON ACCOUNTING AND FINANCIAL DISCLOSURE

On May 14, 2002, we dismissed our independent public accountant, Arthur Andersen LLP, and engaged the services of
Ernst & Young LLP, as our new independent auditors for our fiscal year ending December 31, 2002. The Audit Committee
of our Board of Directors and our Board of Directors authorized the dismissal of Arthur Andersen and the immediate
engagement of Ernst & Young.

Arthur Andersen’s reports on our consolidated financial statements for each of the years ended December 31, 2001 and

2000 did not contain an adverse opinion or disclaimer of opinion, nor were they qualified or modified as to uncertainty,
audit scope or accounting principles, except to the extent that Arthur Andersen’s report for each of the years ended
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December 31, 2001 and 2000 contained explanatory statements regarding our pending debt maturities under the terms of
our then existiag seniot bank credit facility. )

-

During the years ended December 31, 2001 and 2000, and the subsequent interim period through the date of Arthur
Andersen’s dismissal, there were no disagreements with Arthur Andersen on any matters of accounting principles or
practices, financial statement disclosure, or auditing scope or procedure which disagreement, if not resolved to Arthur
Andersen’s satisfaction, would have caused it to make reference to the subject matter of the disagreement in connection

with its report on our consolidated financial statements for such years; and there were no reportable events as defined in
Item 304(a)(1)¥) of Regulation S-K.

We provided Arthur Andersen with a copy of the foregoing disclosures, and requested that Arthur Andersen furnish us with
a letter addressed to the Securities and Exchange Commission stating whether or not Arthur Andersen agreed with such
statements. Arthur Andersen’s letter, dated May 15, 2002, which was filed on our Form 8-K dated May 15, 2002 or is
incorporated in our Form 10-K filed March 12, 2004, by reference to Exhibit 16.1 to our Form 8-K dated May 15, 2002,
affirmed its agreement with such statements.

During the fiscal years ended December 31, 2001 and 2000 and the subsequent interim period through May 13, 2002, we did
not consult with Ernst & Young regarding any of the matters or events set forth in Item 304(2)(2)(1) and (i) of Regulation S-
K. Notwithstanding the foregoing, during the fiscal year ended December 31, 2000 and during the first quarter of 2001,
Ernst & Young and/or an affiliate thereof provided us with certain management consulting services as required under the
terms of our then existing senior bank credit facility. In addition, during the fourth quarter of 2001 and to May 13, 2002, an
affiliate of Ernst & Young provided a subsidiaty of ours with certain management consulting services.
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SELECTED FINANCIAL DATA

The following selected financial data for the five years ended December 31, 2003, was derived from our consolidated
financial statements and the related notes thereto. This data should be read in conjunction with our audited consolidated
financial statements, including the related notes, and “Management’s Discussion and Analysis of Financial Condition and
Results of Opetations.” Our audited consolidated financial statements, including the related notes, as of December 31, 2003
and 2002, and for the years ended December 31, 2003, 2002, and 2001 are included in this annual report. (in thousands,
expect per share data)

For the Years Ended December 31,

STATEMENT OF OPERATIONS: 2003 2002 2001 2000 1999
Revenue:

Management and other $ 1,032,995 $ 934,050 $ 906,177 $ 240473 $ -

Rental 3,742 3,701 5,718 40,232 269,486

Licensing fees from affiliates - - - 7,566 8,699
Total revenue 1,036,737 937,751 911,895 288,271 278,185
Expenses:

Operating 775,311 721,352 698,941 199,683 -

General and administrative 40,467 36,907 34,568 45,463 24,125

Depreciation and amortization 52,937 51,292 52,729 59,341 43,970

Fees paid to a company acquired in 2000 - - - 1,401 -

Write-off of amounts under lease arrangements - - - 11,920 65,677

Impairment losses - - - 527,919 76,433
Total expenses 868,715 809,551 786,238 845,727 210,205
Opetating income (loss) 168,022 128,200 125,657 (557,456) 67,980
Other (income) expense:

Equity (earnings) loss and amortization of deferred

gain, net (119) 153 358 11,638 (3,608)
Interest expense, net 74,446 87,478 126,242 131,545 45,036
Expenses associated with debt refinancing and
recapitalization transactions 6,687 36,670 - - 14,567

Other (income) expense - - - (3,099 -

Change in fair value of detivative instruments (2,900) (2,206 (14,554 - -

Loss on disposal of assets 261 110 74 1,733 1,995

Unrealized foreign currency transaction (gain) loss (556) (622) 219 8,147 -

Stockholder litigation settlements - - - 75,406 -
Income (loss) from continuing operations before income

taxes, minority interest, and cumulative effect of

accounting change 90,203 6,617 13,318 (782,8206) 9,990
Income tax (expense) benefit 52,352 63,284 3,358 48,738 (83,200)
Income (loss) from continuing operations before minority

interest and cumulative effect of accounting change 142,555 69,901 16,676 (734,088) (73,210)
Minority interest - - - 254 -
Income (loss) from continuing operations before

cumulative effect of accounting change 142,555 69,901 16,676 (733,834) (73,210)
Income (loss) from discontinued operations, net of taxes (772) 2,459 9,018 3,052 556
Cumulative effect of accounting change - (80,276) - - -
Net income (loss) 141,783 (7,916) 25,694 (730,782) (72,654)

Distributions to preferted stockholders (15,262) (20,959) (20,024) (13,526) (8,600)
Net income (Joss) available to common stockholders $ 126,521 $ (28875 % 5,670 $  (744,308) $ (81,254)

(continued)
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SELECTED FINANCIAL DATA, continued

(in thousands, except per share data)

Basic earnings (loss) per share:

Income (loss) frem continuing operations before
cumulative effsct of accounting change

Income (loss) frcm discontinued operations, net
of taxes

Cumulative effect of accounting change

Net income (loss) available to common
stockholders

Diluted earnings (loss) per share:

Income (loss) from continuing operations before
cumulative effzct of accounting change

Income (loss) from discontinued operations, net
of taxes

Cumulative effect of accounting change

Net income (loss) available to common
stockholders

Weighted average common shares outstanding:
Basic
Dituted

BALANCE SHEET DATA:

Total assets

Total debt

Total liabilities exchuding deferred gains
Stockholders’ equity

For the Years Ended December 31,

2003 2002 2001 2000 1999
$ 395 % 1.77 $ 014 % (5691) % (7.11)
(0.03) 0.09 0.37 0.23 0.05
- (2.90) - - -
$ 392 8 104 8 023 % (56.68) $§ (7.06)
$ 346 § 1.59 $ 014y $ (56.91) § (7.11)
(0.02) 0.08 0.37 0.23 0.05
- (2.49) - - -
$ 344 § 082 § 023 § (56.68) 8 (7.06)
32,245 27,669 24,380 13,132 11,510
38,049 32,208 24,380 13,132 11,510
December 31,
2003 2002 2001 2000 1999
$ 1,959,028 § 1,874,071 $ 1971280 § 2,176,992 § 2,716,644
$ 1,003,428 % 955,959 § 963,600 § 1,152570 § 1,098,991
$ 1,183,563 $§ 1,140,073 § 1224119 § 1488977 § 1,209,528
$ 775,465 § 733,998 § 747,161 § 688,015 ¢ 1,401,071

In connection with a merger completed in 1999, we elected to change our tax status from a taxable corporation to a real estate investment
trust, or REIT, effective with the filing of our 1999 federal income tax return. Therefore, the 1999 financial statements reflect the results
of our operations as a REIT. As a REIT, we were dependent on a company, as a lessee, for a significant source of out income. In

connection with a restructuring in 2000, we acquired the company on October 1, 2000 and two additional service companies on
December 1, 2000, and amended our charter to remove provisions requiring us to elect to qualify and be taxed as a REIT. The 2001,
2002, and 2003 finuncial statements reflect our financial condition, results of operations and cash flows for a full year as an owner,

operator and manager of prisons and other cortrectional facilities.
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REPORT OF INDEPENDENT AUDITORS

Board of Directors and Stockholders of
Corrections Corporation of America

We have audited the accompanying consolidated balance sheets of Corrections Corporation of America and Subsidiaries as
of December 31, 2003 and 2002 and the related consolidated statements of operations, stockholders’ equity and cash flows
for each of the three years in the period ended December 31, 2003. These financial statements are the responsibility of
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards
tequire that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material msstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall consolidated financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Corrections Corporation of America and Subsidiaries at December 31, 2003 and 2002, and
the consolidated results of their operations and their cash flows for each of the three years in the period ended December
31, 2003, in conformity with accounting principles generally accepted in the United States.

As discussed in Notes 2, 3, 13, and 14 to the consolidated financial statements, the Company changed its methods of
accounting for goodwill and other intangibles and for the disposal of long lived assets in 2002 and changed its method of

accounting for derivative instruments in 2001.
M 4 MLL?

Nashville, Tennessee

February 6, 2004 (except with respect to the matters
discussed in the eleventh paragraph of Note 15
and the second paragraph of Note 17, as to which
the dae is February 19, 2004)
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CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

December 31,

ASSETS 2003 2002

Cash and cash equivalents $ 84,231 $ 65,406
Restricted cash 12,823 7,363
Accounts receivable, net of allowance of $1,999 and $1,344, respectively 136,465 119,197
Deferred tax assets 50,473 .
Income tax receivable - 32,499
Prepaid expenses and other current assets 8,028 12,299
Current assets of discontinued operations 1,158 17,583

Total current assets 293,178 254,347
Property and equipment, net 1,586,979 1,551,781
Investment in direct financing lease 17,751 18,346
Goodwill 15,563 20,902
Deferred tax assets ] 6,739 -
Other assets 38,818 28,211
Non-current assets of discontinued operations - 484

Total assets $ 1,959,028 $ 1,874,071

LIABILITIES AND STOCKHOLDERS’ EQUITY

Accounts payable and accrued expenses $ 156,656 3 151,516
Income tax payable 913 3,685
Distributions payable 150 5,330
Cutrent portion of long-term debt 1,146 23,054
Current liabilities of discontinued operations 761 2,381

Total current liabilities 159,626 185,966
Long-term debt, net of current portion 1,002,282 932,905
Other liabilities 21,655 21,202

Total liabilities 1,183,563 1,140,073

Commitments and contingencies

Preferred stock - $0.01 par value; 50,000 shares authorized:
Seties A - 300 and 4,300 shares issued and outstanding at December 31, 2003 and 2002,

respectively; stated at liquidation preference of $25.00 per share 7,500 107,500
Series B - 962 and 4,408 shares issued and outstanding at December 31, 2003 and 2002,
respectively; stated at liquidation preference of $24.46 per share 23,528 107,831
Common stock - $§0.01 par value; 80,000 shares authorized; 35,020 and 27,986 shares 1ssued
and outstanding at December 31, 2003 and 2002, respectively 350 280
Additional paid-in capital 1,441,742 1,343,066
Deferred compensation (1,479) (1,604
Retained deficit (695,590) (822,111)
Accumulated other comprehensive loss (586) 964)
Total stockholders’ equity 775,465 733,998
Total liabilities and stockholders’ equity $ 1,959,028 $ 1,874,071

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share amounts)

REVENUE:
Managemens: and other
Rental

EXPENSES:
Operating
General and administrative
Depreciation and amortization

OPERATING INCOME

OTHER (INCOME) EXPENSE:
Equity in (eztnings) loss of joint venture
Interest expense, net
Expenses associated with debt refinancing and recapitalization
transactions
Change in fzir value of derivative instruments
Loss on disposals of assets
Unrealized foreign currency transaction (gain) loss

INCOME FROM CONTINUING OPERATIONS
BEFORE INCOME TAXES AND CUMULATIVE
EFFECT OF ACCOUNTING CHANGE

Income tax benefit

INCOME FROM CONTINUING OPERATIONS
BEFORE CUMULATIVE EFFECT OF
ACCOUNTING CHANGE

Income (loss) from discontinued operations, net of taxes
Cumulative effect of accounting change

NET INCOME (LOSS)

Distributions to preferred stockholders

NET INCOME (LOSS) AVAILABLE TO COMMON
STOCKHOLDERS

BASIC EARNINGS (LOSS) PER SHARE:
Income (loss) from continuing operations before cumulative effect
of accounting change
Income (loss) from discontinued operations, net of taxes
Cumulative effect of accounting change
Net income (loss) available to common stockholders

DILUTED EARNINGS (LOSS) PER SHARE:
Income (loss) from continuing operations before cumulative effect
of accounting change
Income (loss) from discontinued operations, net of taxes
Cumulative effect of accounting change
Net incoime (loss) available to common stockholders

For the Years Ended December 31,

2003 2002 2001

$ 1,032,995 934,050 906,177
3,742 3,701 5,718

1,036,737 937,751 911,895
775,311 721,352 698,941

40,467 36,907 34,568

52,937 51,292 52,729

868,715 809,551 786,238

168,022 128,200 125,657

(119) 153 358

74,446 87,478 126,242

6,687 36,670 .
(2,900) (2,206) (14,554)

261 110 74

(556) (622) 219

77,819 121,583 112,339

90,203 6,617 13,318

52,352 63,284 3,358

142,555 69,901 16,676

(772) 2,459 9,018

- (80,276) -

141,783 (7,916) 25,694
(15,262) (20,959) (20,024)

$ 126,521 (28,875) 5,670
$ 3.95 1.77 (0.14)
(0.03) 0.09 0.37

- (2.90) -

$ 3.92 (1.04) 0.23
$ 3.46 1,59 0.14)
(0.02) 0.08 0.37

- (2.49) -

$ 3.44 0.82) 0.23

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
{in thousands)

For the Years Ended December 31,

2003 2002 2001

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ 141,783 $ (7,916) $ 25,694
Adjustments to reconcile net income (loss) to net cash
provided by operating activities:

Depreciation and amortization 54,011 54,388 54,135
Amortization of debt issuance costs and other non-cash interest 7,505 11,816 22,652
Cumulative effect of accounting change - 80,276 -
Expenses associated with debt refinancing and recapitalization
transactions 6,687 36,670 -
Deferred and other non-cash income taxes (50,082) 646 (3,531)
Equity in (earnings) loss of joint venture 119) 153 358
Unrealized foreign currency transaction (gain) loss (556) (622) 219
Other non-cash items 2,259 2,455 2,579
Loss on disposals of assets 266 130 74
Change in fair value of derivative instruments (2,900) (2,200) (14,554)
Changes in assets and liabilities, net:
Accounts receivable, prepaid expenses and other assets 2,892 7,706 (6,657)
Income tax receivable 32,499 (32,141) 32,207
Accounts payable, accrued expenses and other liabilities 12,294 5,405 (22,002)
Income tax payable (3,692) (55,371) 1,587
Net cash provided by operating activities 202,847 101,389 92,761
CASH FLOWS FROM INVESTING ACTIVITIES:
Expenditures for acquisitions and development (56,673) (4,843) -
Expenditures for other capital improvements (35,522) (12,254) (6,435)
(Increase) decrease in restricted cash (5,460) 5,174 (3,328)
Proceeds from sale of assets 487 4,595 140,277
Increase in other assets (4,099) (3,199 (1,443)
Purchase of business - (321) -
Payments received on ditect financing leases and notes receivable 986 1,175 1,861
Net cash provided by (used in) investing activities (100,281) (9,673 130,932
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of debt 482,250 890,000 -
Borrowings from revolving lines of credit - - 39,000
Scheduled principal repayments (7,399) (17,764 (7,667)
Other principal repayments (387,266) (878,938) (220,303)
Payment of debt issuance and other refinancing and related costs (18,579) (37,478 (7,012
Proceeds from issuance of common stock 124,800 - -
Payment of stock issuance costs (7,674) 1) (20)
Proceeds from exercise of stock options and warrants 1,276 433 -
Purchase and retirement of common stock (66,464) - -
Purchase and redemption of preferred stock (191,984) (354) -
Payment of dividends (12,706) (19,648) (2,182)
Cash paid for fractional shares - - 91)
Payment to terminate interest rate swap agreement - (8,847 -
Net cash used in financing activities (83,741) (72,617) (198,275
NET INCREASE IN CASH AND CASH EQUIVALENTS 18,825 19,099 25418
CASH AND CASH EQUIVALENTS, beginning of year 65,406 46,307 20,889
CASH AND CASH EQUIVALENTS, end of year $ 84,231 $ 65,406 $ 46,307

(Continued)
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CONSOLIDATED STATEMENTS OF CASH FLOWS, continued

(in thousands)

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION:
Cash paid during the period for:
Interest (net of amounts capitalized of $900 in 2003)

Income taxes

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING

AND FINANCING ACTIVITIES:

Convertible subordinated notes were converted to common stock:

Long-rerm debt
Commion stock
Additional paid-in capital
Other assets

The Company acquired a business for debt and cash:
Accounts receivable
Prepaid expenses and other current assets
Prope:ty and equipment, net
Other assets
Accounts payable and accrued expenses

Debt

~ The Company issued shares of common stock and a promissory note

payable in satisfaction of stockholder litigation:
Accounts payable and accrued expenses
Long--erm debt
Common stock
Additional paid-in capital
Other assets

The Company issued Series B Preferred Stock in lieu of cash

distributions to the holders of shares of Series B Preferred Stock

on the applicable record date:
Distributions payable
Preferred stock — Series B

For the Years Ended December 31,

2003 2002 2001
$ 79,068 $ 73,067 $ 104,438
$ 2,183 $ 56,396 $ 3,014
$ (40,000) $ (1,114) $ -

34 1 -

39,512 1,113 -

454 - -

$ - 3 - $ -
$ - $ a7 $ -
- (21) -

- (2()) -

- (578) -

- 300 -

- 175 -

$ - $ (321) $ -
$ (5,998) $ - $ (69,408)
2,900 - 25,606

3 - 187

3,051 - 43,615

44 - -

$ - $ - -

$ (7,736) $ (11,834) $ (11,070)

7,736 11,834 11,070
$ - $ - 3 -

The accompanying notes are an integral part of these consolidated financial statements.
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BALANCE, December 31, 2000
Comprehensive income (oss):

Net income

Cumulative effect of accounting change

Amortization of transition adjustment
Total comptehensive income

Distributions to preferred stockholders

Issuance of comrmon stock under terms of stockholder
[itigation

Amortization of deferred compensation

Restricted stock issuances, net of forfeitutes

Reverse stock split

Other

BALANCE, December 31, 2001

Comprehensive income (Joss):
Net loss
Change in fair value of interest rate cap
Amortization of transition adjustment

Total comprehensive loss

Distributions to preferted stockholders

Conversion of subordinated notes

Amortization of deferred compensation, net of forfeitures

Stock issuance costs

Stock options exercised

Redrement of treasury stock

Retirement of series B preferred stock

BATANCE, December 31, 2002
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

(in thousands)
Accurnulated
SeriesA  Series B Additional Retained Other Total
Preferred  Preferred  Common  Paid-In Deferred Earnings  Treasury Comprehensive  Stockholders’
Stock Stock Stock Capital  Compensation  (Deficit)  Stock  Income (Loss) Equity
$ 107500 § 80642 § 234 §1299%0 § @723 § (198%00) § (242 ¥ § 688015
25,694 25,694
(5,023) (,023)
2512 2512
25,694 251 23183
11,070 {20,024) (8954)
187 43615 43802
3 B 1,305 1,305
4904 311 (1,735) {10)
(2,209) 240 (25)
{30) (105) {155)
107,500 99,566 9 1341958 G153 (193236) (242) 2519 41,161
{1916) (1916
(964) (964)
251 251
a6 1,547 (6,369)
11,334 (20939) (9,125
1 1113 1,114
(167) {223 1,549 1,159
o) o)
433 43
(242) - - 242
(402) 48 (354)
§ 107500 § 107830 § W0 §1343066 § (1604 § 22111 ¢ Ood) § 73998

(Continued)




CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2003, 2002, AND 2001, continued

(in thousands)
Accumulated
SeriesA  Seties B Additional Retained Other Total
Prefered  Preferred  Common  Paid-In Deferted Eamings  Treaswry  Comprehensive  Stockholders’
Stock Stock Stock Capital  Compensation ~ (Deficit)y  Stock  Income (Loss) Equity
BALANCE, December 31, 2007 § 07500 § 078§ /0 §1343066 § (604 § g1y § - 06 § 7398
Comprehensive income:
Net income - - - - - 141,783 - - 141783
Change in fair value of interest rate cap - - - : - - - 378 378
Total comprehensive income - - - - - 141,783 - 378 142,161
Distributions to preferred stockholders - 1,736 - - - (15,262) - - (7,526)
Issuance of common stock, net - . 64 117,103 - - - . 117,167
Retirement of common stock - - - (842) - - - - (842)
Deferred tax valuation allowance teversal - 2,643 - - - - 2,643
Retirernent of seies B preferred stock - (347 - . - . - . {347
Redemption of preferred stock (100,000 0,637 - - - - - . {191,637)
Convession of subordinated notzg . - ¥ WM - . - . 39,546
Repurchase of common stock . - {34 (65,588) - - - - (65,022)
Warrants exercised - - 1 - - - - - 1
State stockholder ligation setdement 3 3051 - - - - 3054
Amortization of deferred compensation, net of forfeitures - (33) - m 1,720 . - - 1,594
Restricted stock grant - - 1 1,594 (1,595)
Stock options exercised : : ! 1214 - - - : 1273
BALANCE, December 31, 203 $ 7500 5 BS® § B0 sS4 (1479 § (695590 5 - % (586) § 715468

'The accompanying notes are an integral part of these consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2003, 2002 AND 2001

ORGANIZATION AND OPERATIONS

Corrections Cotporation of America (together with its subsidiaries, the “Company”) is the nation’s largest owner and
operator of privatized correctional and detention facilities and one of the largest prison operators in the United States,
behind only the federal government and four states. As of December 31, 2003, the Company owned 41 correctional,
detention and juvenile facilities, three of which the Company leases to other operators, and one additional facility
which is not yet in operation. At December 31, 2003, the Company operated 59 facilities, including 38 facilities that it
owned, with a total design capacity of approximately 59,000 beds in 20 states and the District of Columbia.

The Company specializes in owning, operating and managing prisons and other correctional facilities and providing
inmate residential and prisoner transportation services for governmental agencies. In addition to providing the
fundamental residential services relating to inmates, the Company’s facilities offer a variety of rehabilitation and
educational programs, including basic education, religious services, life skills and employment training and substance
abuse treatment. These services are intended to help reduce recidivism and to prepare inmates for their successful
reentry into society upon their release. The Company also provides health care (including medical, dental and
psychiatric services), food services and work and recreational programs.

The Company’s website address is www.correctionscorp.com. The Company makes its Form 10-K, Form 10-Q, Form
8-K, and Section 16 reports under the Securities Exchange Act of 1934, as amended (the “Exchange Act”) available on
its website, free of charge, as soon as reasonably practicable after these reports are filed with or furnished to the
Securities and Exchange Commission (the “SEC”).

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The consolidated financial statements include the accounts of the Company on a consolidated basis with its wholly-
owned subsidiaries. All intercompany balances and transactions have been eliminated.

Cash and Cash Equivalents

The Company considers all liquid debt instruments with a maturity of three months or less at the time of purchase to
be cash equivalents.

Restricted Cash

Restricted cash at December 31, 2003 was $12.8 million, of which $7.1 million represents cash collateral for a guarantee
agreement as further described in Note 17 and $5.7 million represents cash for a capital improvements, replacements,
and repairs reserve. Restricted cash at December 31, 2002 was $7.4 million, of which $7.1 million represents cash
collateral for the guarantee agreement and $0.3 million represents cash collateral for outstanding letters of credit.

Accounts Receivable and Allowance for Doubtful Accounts

At December 31, 2003 and 2002, accounts receivable of $136.5 million and $119.2 million were net of allowances for
doubtful accounts totaling $2.0 million and $1.3 million, respectively. Accounts receivable consist primarily of amounts
due from federal, state, and local government agencies for operating and managing prisons and other correctional
facilides and providing inmate residential and prisoner transportation services.
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Accounts receivable are stated at estimated net realizable value. The Company recognizes allowances for doubtful
accounts to ensure receivables are not overstated due to uncollectibility. Bad debt resetves are maintained for
customers in the aggregate based on a variety of factors, including the length of time receivables are past due,
significant one-time events and historical experience. If circumstances related to customers change, estimates of the
recoverability of receivables would be further adjusted.

Property and Equipment

Property and equipment is carried at cost. Assets acquired by the Company in conjunction with acquisitions are
recorded at estimated fair market value in accordance with the purchase method of accounting. Betterments, renewals
and significant repairs that extend the life of an asset are capitalized; other repair and maintenance costs are expensed.
Interest is capitalized to the asset to which it relates in connection with the construction or expansion of facilities. The
cost and accumulated depreciation applicable to assets retired are removed from the accounts and the gain or loss on
disposition is recognized in income. Depreciation is computed over the estimated useful lives of depreciable assets
using the straight-line method. Useful lives for property and equipment are as follows:

Land improvements 5 — 20 years
Buildings and improvements 5 - 50 years
Equipment 3 -5 years
Office furniture and fixtures 5 yeats

The useful life used to depreciate certain assets may exceed the term of a management contract, including renewal
options, for a facility the Company manages but does not own due to the Company’s expectation that it will be able to
maintain the contract beyond the current term, including renewal options.

Intangible Assets Other Than Goodwill

Intangib e assets other than goodwill include value of workforce, contract acquisition costs, a customer list and
contract values established in connection with certain business combinations. Contract acquisition costs (included in
other non-current assets in the accompanying consolidated balance sheets) and contract values (included in other non-
current liabilities in the accompanying consolidated balance sheets) represent the estimated fair values of the
identifiable intangibles acquired in connection with mergers and acquisitions completed during 2000. Prior to January
1, 2002, value of workforce was amortized into amortization expense over estimated useful lives ranging from 23 to 38
months using the straight-line method. Contract acquisition costs and contract values ate generally amortized into
amortization expense using the interest method over the lives of the related management contracts acquired, which
range from three months to approximately 19 years. The customer list (included in other non-current assets in the
accompeznying consolidated balance sheets), which was acquired in connection with the acquisition of a prisoner
extradition company on December 31, 2002, is being amortized over seven years, which is the expected life of the
customer list.

Accounting for the Impairment of Long-Lived Assets Other Than Goodwill

Long-lived assets other than goodwill are reviewed for impairment when circumstances indicate the catrying value of
an asset may not be tecoverable. For assets that are to be held and used, an impairment is recognized when the
estimated undiscounted cash flows associated with the asset or group of assets is less than their carrying value. If an
impairment exists, an adjustment is made to write the asset down to its fair value, and a loss is recorded as the
difference between the carrying value and fair value. Fair values are determined based on quoted market values,
discounted cash flows or internal and external appraisals, as applicable.
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Goodwill

Goodwill represents the cost in excess of the net assets of businesses acquired. Prior to January 1, 2002, goodwill was
amortized into amortization expense over 15 years using the straight-line method. However, as further discussed in
Note 3, beginning January 1, 2002, goodwill is no longer subject to amortization, but is tested for impairment at least
annually using a fair-value based approach.

Investment in Direct Financing Lease

Investment in direct financing lease reptesents the portion of the Company’s management contract with a
governmental agency that represents capitalized lease payments on buildings and equipment. The lease is accounted
for using the financing method and, accordingly, the minimum lease payments to be received over the term of the lease
less unearned income are capitalized as the Company’s investment in the lease. Unearned income is recognized as
income over the term of the lease using the interest method.

Investment in Affiliates

Investments in affiliates that are equal to or less than 50%-owned over which the Company can exercise significant
influence are accounted for using the equity method of accounting.

Debt Issuance Costs

Generally, debt issuance costs, which are included in other assets in the consolidated balance sheets, are capitalized and
amortized into interest expense on a straight-line basis, which is not materially different than the intetest method, over
the term of the related debt. However, certain debt issuance costs incurred in connection with debt refinancings are
charged to expense in accordance with Emerging Issues Task Force Issue No. 96-19, “Debtor’s Accounting for a
Modification or Exchange of Debt Instruments.”

Management and Other Revenue

The Company maintains contracts with certain governmental entities to manage their facilities for fixed per diem rates.
The Company also maintains contracts with various federal, state and local governmental entities for the housing of
inmates in company-owned facilities at fixed per diem rates or monthly fixed rates. These contracts usually contain
expiration dates with renewal options ranging from annual to multi-year renewals. Most of these contracts have
current terms that require renewal every two to five years. Additionally, most facility management contracts contain
clauses that allow the government agency to terminate a contract without cause, and are generally subject to legislative
appropriations. The Company generally expects to renew these contracts for periods consistent with the remaining
renewal options allowed by the contracts or other reasonable extensions; however, no assurance can be given that such
renewals will be obtained. Fixed monthly rate revenue is recorded in the month earned and fixed per diem revenue is
recorded based on the per diem rate multiplied by the number of inmates housed during the respective period. The
Company recognizes any additional management service revenues when earned. Certain of the government agencies
also have the authority to audit and investigate the Company’s contracts with them. For contracts that actually or
effectively provide for certain reimbursement of expenses, if the agency determines that the Company has improperly
allocated costs to a specific contract, the Company may not be reimbursed for those costs and could be required to
refund the amount of any such costs that have been reimbursed.

Other revenue consists primarily of revenues generated from prisoner transportation services for governmental

agencies,

Rental Revenue

Rental revenue 1s recognized based on the terms of the Company’s leases.
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Self-Funded Insurance Reserves

The Corapany is significantly self-insured for employee health, workers’ compensation, and automobile liability
insurance claims. As such, the Company’s insurance expense is largely dependent on claims experience and the
Company’s ability to control its claims expetience. The Company has consistently accrued the estimated liability for
employee health insurance based on its history of claims experience and time lag between the incident date and the date
the cost is paid by the Company. The Company has accrued the estimated liability for workers’ compensation and
automobile insurance based on a third-party actuarial valuation of the outstanding liabilities. These estimates could
change ia the future.

Income Taxes

Income -axes are accounted for under the provisions of Statement of Financial Accounting Standards No. 109,
“Accourting for Income Taxes” (“SFAS 109”), SFAS 109 generally requires the Company to tecord deferred income
taxes for the tax effect of differences between book and tax bases of its assets and liabilides.

Deferred income taxes reflect the available net operating losses and the net tax effect of temporary differences between
the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax
purposes. Realization of the future tax benefits related to deferred tax assets is dependent on many factors, including
the Company’s past earnings history, expected future earnings, the character and jurisdiction of such earnings, unsettled
circumstances that, if unfavorably resolved, would adversely affect utilization of its deferred tax assets, carryback and
carryforward periods, and tax strategies that could potentially enhance the likelthood of realization of a deferred tax
asset. During the three years ended December 31, 2003, the Company provided a valnation allowance to substantally
reserve irs deferred tax assets in accordance with SFAS 109. However, at December 31, 2003, the Company concluded
that it was more likely than not that substantially all of its deferred tax assets would be realized. As a result, in
accordance with SFAS 109, the valuation allowance applied to such deferred tax assets was reversed.

Removal of the valuation allowance resulted in a significant non-cash reduction in income tax expense. In addition,
because a portion of the previously recorded valuation allowance was established to reserve certain deferred tax assets
upon the acquisitions of two service companies during 2000, in accordance with SFAS 109, removal of the valuation
allowancz resulted in a reduction to the remaining goodwill recorded in connection with such acquisitions to the extent
the reversal related to the valuation allowance applied to deferred tax assets existing at the date the service companies
were acquired. In addition, removal of the valuation allowance resulted in an increase in the Company’s additional
paid-in capital related to the tax benefits of exercises of employee stock options and of grants of restricted stock. The
reduction to goodwill amounted to §4.5 million, while additional paid-in capital increased $2.6 million. Future financial
statements will reflect a provision for income taxes at the applicable federal and state tax rates on income before taxes.

Foreign Currency Transactions

The Company has extended a working capital loan to Agecroft Prison Management, Ltd. (“APM”), the operator of a
correctional facility previously owned by the Company in Salford, England. The working capital loan is denominated
in British pounds; consequently, the Company adjusts these receivables to the current exchange rate at each balance
sheet datz and recognizes the unrealized currency gain or loss in current period earnings. See Note 6 for further
discussion of the Company’s relationship with APM.

Fair Value of Derivative and Financial Instruments

Derivative Instruments

The Cormr.pany may enter into derivative financial instrument transactions from time to time in order to mitigate its
interest rate risk on a related financial instrument. The Company accounts for these derivative financial instruments in
accordance with Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments and
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Hedging Activities” (“SFAS 133”), which became effective January 1, 2001. SFAS 133, as amended, requires that
changes in a derivative’s fair value be recognized currently in earnings unless specific hedge accounting criteria are met.
The Compary estimates the fair value of its derivative instruments using third-party valuation specialists and option-
pricing models that value the potential for the derivative instruments to become in-the-money through changes in
interest rates during the remaining term of the agreements. A negative fair value represents the estimated amount the
Company would have to pay to cancel the contract or transfer it to other parties,

See Note 13 for a further description of derivative instruments outstanding during the three year period ended
December 31, 2003,

Financial Instruments

To meet the reporting requirements of Statement of Financial Accounting Standards No. 107, “Disclosures About Fair
Value of Financial Instruments,” the Company calculates the estimated fair value of financial instruments using quoted
market prices of similar instruments or discounted cash flow techniques. At December 31, 2003 and 2002, there were
no material differences between the carrying amounts and the estimated fair values of the Company’s financial

instruments, other than as follows (in thousands):

December 31,
2003 2002
Carrying Carrying
Amount Fair Value Amount Fair Value
Investment in direct financing lease $ 18,346 3 23,919 $ 18,873 $ 26,057
Note receivable from APM $ 5,610 $ 9,323 $ 5,061 $ 9,099
Debt $ (1,003,428) $ (1,051,629) $ (955,959) $ (993,335)

Use of Estimates in Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilitdes, at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates.

Concentration of Credit Risks

The Company’s credit risks relate primarily to cash and cash equivalents, restricted cash, accounts receivable and an
investment in a direct financing lease. Cash and cash equivalents and restricted cash are primarily held in bank
accounts and overnight investments. The Company’s accounts receivable and investment in direct financing lease
represent amounts due primarily from governmental agencies. The Company’s financial instruments are subject to the
possibility of loss in catrying value as a result of either the failure of other parties to perform according to their
contractual obligations or changes in market prices that make the instruments less valuable.

The Company derives its revenues primarily from amounts earned under federal, state, and local government
management contracts. For the years ended December 31, 2003, 2002, and 2001, federal correctional and detention
authorities represented 37%, 33%, and 30%, respectively, of the Company’s total revenue. Federal correctional and
detention authorities consist of the Federal Bureau of Prisons, or BOP, the United States Marshals Service, or USMS,
and the Bureau of Immigration and Customs Enforcement, or ICE (formerly the Immigration and Naturalization
Service, ot INS). The BOP accounted for 16%, 14%, and 13%, respectively, of total revenue for 2003, 2002, and 2001.
The USMS accounted for 14%, 12%, and 9%, respectively, of total revenue for 2003, 2002, and 2001. Both the BOP
and USMS have management contracts at facilities the Company owns and at facilities the Company manages but does
not own. No other customer generated more than 10% of total revenue during 2003, 2002, or 2001.
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Comprehensive Income

Statement of Financial Accounting Standards No. 130, “Reporting Comprehensive Income” establishes standards for
teporting and displaying comprehensive income and its components in a full set of general purpose financial
statemer:ts. Comprehensive income encompasses all changes in stockholders’ equity except those arising from
transactions with stockholders.

The Company reports comprehensive income in the consolidated statements of stockholders’ equity.

Accounting for Stock-Based Compensation

Restricted Stock

The Company amortizes the fair market value of restricted stock awards over the vesting period using the straight-line
method.

Other Stock-Based Compensation

On December 31, 2002, the FASB issued Statement of Financial Accounting Standards No. 148, “Accounting for
Stock-Based Compensation — Transition and Disclosure” (“SFAS 148”). SFAS 148 amends Statement of Financial
Accountng Standards No. 123 “Accounting for Stock-Based Compensation” (“SFAS 123”) to provide alternative
methods of transition to SFAS 123’ fair value method of accounting for stock-based employee compensation. SFAS
148 also amends the disclosure provisions of SFAS 123 and Accounting Principles Board (“APB”) Opinion No. 28,
“Interim Financial Reporting”, to require disclosure in the summary of significant accounting policies of the effects of
an entity’s accounting policy with respect to stock-based employee compensation on reported net income and earnings
per share in annual and interim financial statements. While SFAS 148 does not amend SFAS 123 to require companies
to account for employee stock options using the fair value method, the disclosute provisions of SFAS 148 are
applicable to all companies with stock-based employee compensation, regardless of whether they account for the
compensation using the fair value method of SFAS 123 or the intrinsic value method of APB Opinion No. 25,
“Accounting for Stock Issued to Employees” (“APB 257). - -

At December 31, 2003, the Company had equity incentive plans, which are described more fully in Note 15. The
Company accounts for those plans under the recognition and measurement principles of APB 25. No employee
compensation cost for the Company’s stock options is reflected in net income, as all options granted under those plans
had an exercise price equal to the market value of the underlying common stock on the date of grant. The following

~ table illustrates the effect on net income and earnings per share for the years ended December 31, 2003, 2002, and

" 2001 if the Company had applied the fair value recognition provisions of SFAS 123 to stock-based employee
compensation (in thousands, except per share data).
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For the Years Ended December 31,

2003 2002 2001
As Reported:
Income (loss) from continuing operations and after
preferred stock distributions $ 127,293 $ 48,942 $ (3,348)
Income (loss) from discontinued operations, net of taxes (772) 2,459 9,018
Cumulative effect of accounting change - (80,276) -
Net income (loss) available to common stockholders $ 126,521 $ (28,875) % 5,670
Pro Forma:
Income (loss) from continuing operations and after
preferred stock distributions $ 120,885 $ 43,781 $ (7,584)
Income (loss) from discontinued operations, net of taxes 772) 2,459 9,018
Cumulative effect of accounting change - (80,276) -
Net income (loss) available to common stockholders $ 120,113 $ (34,036) $ 1,434
As Reported:
Basic earnings (loss) per share:
Income (loss) from continuing operations $ 3.95 $ 1.77 $ 0.14
Income (loss) from discontinued operations, net of taxes (0.03) 0.09 0.37
Cumulative effect of accounting change - (2.90) -
Net income (loss) available to common stockholders $ 3.92 $ (104 8 0.23
As Reported:
Diluted earnings (loss) per share:
Income (loss) from continuing operations $ 3.46 $ 1.59 $ 0.14)
Income (loss) from discontinued operations, net of taxes (0.02) 0.08 0.37
Cumulative effect of accounting change - (2.49) -
Net income (loss) available to common stockholders $ 3.44 $ 0.82) 3 0.23
Pro Forma:
Basic earnings (loss) per share:
Income (loss) from continuing operations $ 3.76 $ 1.58 $ (0.31)
Income (loss) from discontinued operations, net of taxes (0.03) 0.09 0.37
Cumulative effect of accounting change - (2.90) -
Net income (loss) available to common stockholders $ 3.73 $ (1.23) % 0.06
Pro Forma:
Diluted earnings (loss) pet share:
Income (loss) from continuing operations $ 3.29 $ 143 $ 0.31)
Income (loss) from discontinued operations, net of taxes (0.02) 0.08 0.37
Cumulative effect of accounting change - (2.49) -
Net income (loss) available to common stockholders $ 3.27 g 098) $ 0.06

The effect of applying SFAS 123 for disclosing compensation costs under such pronouncement may not be
representative of the effects on reported net income (loss) available to common stockholders for future years.

Recent Accounting Pronouncements

In January 2003, the Financial Accounting Standards Board (“FASB”) issued Interpretation No. 46, “Consolidadon of
Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 517 (“FIN 46”). FIN 46 clarifies the
application of Accounting Research Bulletin No. 51, “Consolidated Financial Statements” to certain entities in which
equity investors do not have the characteristics of a controlling financial interest or in which equity investors do not
bear the residual economic risks. FIN 46 is effective for all endtes other than special purpose entities no later than the
end of the first period that ends after March 15, 2004. The Company has no investments in special purpose entities.

The Company has determined that its joint venture in APM as discussed in Note 6 is a variable interest entity (“VIE”),
of which the Company is not the primary beneficiary. APM has a management contract for a correctional facility
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located in Salford, England. All gains and losses under the joint venture are accounted for using the equity method of
accounting, During 2000, the Company extended a working capital loan to APM, which totaled $5.6 million, including
accrued interest, as of December 31, 2003. The outstanding working capital loan represents the Company’s maximum
exposure to loss in connection with APM. APM has not been, and in accordance with FIN 46 is not expected to be,
consolidated with the Company’s financial statements.

In April 2003, the FASB issued Statement of Financial Accounting Standards No. 149, “Amendment of SFAS No. 133
on Derivative Instruments and Hedging Activities” (“SFAS 149”). SFAS 149 amends and clarifies the accounting for
derivative instruments, including certain derivative instruments embedded in other contracts, and for hedging activities
under SFAS 133. SFAS 149 is effective for contracts entered into or modified after June 30, 2003 and for hedging
reladonships designated after June 30, 2003, and should be applied prospectively. The provisions of SFAS 149 that
relate to SFAS 133 implementation issues that have been effective for fiscal quarters that began prior to June 15, 2003
should continue to be applied in accordance with their respective effective dates. The adoption of SFAS 149 did not
have a material impact on the Company’s financial statements.

In May 2003, the FASB issued Statement of Financial Accounting Standards No. 150, “Accounting for Certain
Financial Instruments with Characteristics of both Liabilities and Equity” (“SFAS 150”). SFAS 150 establishes
standards for classifying and measuring as liabilities certain financial instruments that embody obligations of the issuer
and have characteristics of both liabilities and equity. Instruments that are indexed to and potendally setted in an
issuer’s own shares that are not within the scope of SFAS 150 remain subject to existing guidance. SFAS 150 is
effective for all freestanding financial instruments of public companies entered into or modified after May 31, 2003.
SFAS 150 became effective on July 1, 2003. The adoption of SFAS 150 did not have a material impact on the
Company’s financial statements,

GOODWILL AND INTANGIBLES

Effective January 1, 2002 the Company adopted Statement of Financial Accounting Standards No. 142, “Goodwill and
Other Intangible Assets” (“SFAS 142”), which established new accounting and reporting requirements for goodwill
and other intangible assets. Under SFAS 142, all goodwill amortization ceased effective January 1, 2002 and goodwill
attributable: to each of the Company’s reporting units was tested for impairment by comparing the fair value of each
reporting unit with its carrying value. Fair value was determined using a collaboration of various common valuation
techniques, including market multiples, discounted cash flows, and replacement cost methods. These impairment tests
are required to be performed at adoption of SFAS 142 and at least annually thereafter. The Company performs its
impairment tests during the fourth quarter, in connectdon with the Company’s annual budgeting process, and whenever
circumnstances indicate the carrying value of goodwill may not be recoverable.

Based on the Company’s initial impairment tests, the Company recognized an impairment of $80.3 million to write-off
the carrying value of goodwill associated with the Company’s locations included in the owned and managed reporting
segment during the first quarter of 2002, This goodwill was established in connection with the acquisition of a
company during 2000. The remaining goodwill, which is associated with the facilities the Company manages but does
not own, was deemed to be not impaired. This remaining goodwill was established in connection with the acquisidons
of two service companies during 2000. The implied fair value of goodwill of the locations included in the owned and
managed reporring segment did not support the carrying value of any goodwill, primarily due to its highly leveraged
capital strucrure. No impairment of goodwill allocated to the locations included in the managed-only reporting
segment was deemed necessary, primatily because of the relatively minimal capital expenditure requirements, and
therefore indebtedness, in connection with obtaining such management contracts. Under SFAS 142, the impairment
recognized .t adoption of the new rules was reflected as a cumulative effect of accounting change in the Company’s
statement of operations for the first quarter of 2002. Impairment adjustments recognized after adoption, if any, are
required to be recognized as operating expenses.
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As a result of the expiration duting the first quarter of 2003 of the Company’s contracts to manage the Okeechobee
Juvenile Offender Correctional Center and the Lawrenceville Correctional Center, as further described in Note 14, the
Company recognized goodwill impairment charges of $268,000 and $340,000, respectively. These charges are included
in loss from discontinued operations, net of taxes, in the accompanying statement of operations for the year ended
December 31, 2003.

Also, as a result of the Texas Department of Criminal Justice’s (“TDCJ”) decision in November 2003 to not tenew the
contract for the continued management of the Sandets Estes Unit upon its expiration on January 15, 2004, the
Company recognized a goodwill impairment charge of $244,000. This charge was included in depreciation and
amortization in the accompanying statement of operations for the year ended December 31, 2003.

In connection with the adoption of SFAS 142, the Company also reassessed the useful lives and the classification of its
identifiable intangible assets and liabilities and determined that they continue to be appropriate. The components of
the Company’s intangible assets and liabilities are as follows (in thousands):

December 31, 2003 December 31, 2002
Gross Carrying Accumulated Gross Carrying Accumulated
Amount Amortization Amount Amortization
Contract acquisition costs $ 873 $ 820) 3 1,149 $ (1,020
Customer list 765 (110) 561 -
Contract values (35,688) 15,336 (38,049 16,281
Total $ (34,050) $ 14,406  § (36,339) § 15,261

Contract acquisition costs and the customer list are included in other non-current assets, and contract values are
included in other non-current liabilities in the accompanying balance sheets. Amortization income, net of amortization
expense, for intangible assets and liabilities duting the years ended December 31, 2003, 2002, and 2001 was $3.6
million, $1.8 million and $6.2 million, respectvely. Estimated amortization income, net of amortization expense, for
the five succeeding fiscal years is as follows (in thousands):

2004 $  (3,385)
2005 (4,223)
2006 (4,552)
2007 (4,552)
2008 (4,552)
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Pro forma results of operations for the year ended December 31, 2001 had the Company applied the non-amortization
provisions of SFAS 142 in that year are as follows (in thousands, except per share amounts):

For the Year Ended

December 31, 2001
Reported net income available to common stockholders $ 5,670
Add: Goodwill and workforce value amortization 8,844
Pro forma net income available to common stockholders $ 14,514

Basic earnings per share:

Reported net income available to common stockholders $ 0.23
Goodwill and workforce value amortization 0.37
Pro forma net income available to common stockholders $ 0.60

Diluted earnings per share:

Reported net income available to common stockholders 8 0.23
Goodwill and workforce value amortization 0.28
Pro forma net income available to common stockholders $ 0.51

PROPEETY AND EQUIPMENT

At December 31, 2003, the Company owned 44 real estate properties, including 41 correctional, detention and juvenile
facilities, three of which the Company leases to other operatots, two corporate office buildings, and one correctional
facility under construction. At December 31, 2003, the Company also managed 21 correctional and detention facilities
owned by government agencies. In January 2004 the Company also began management of six additional correctional
facilities cwned by the State of Texas, and ceased management of another correctional facility owned by the State of
Texas.

Property and equipment, at cost, consists of the following (in thousands):

December 31,
2003 2002
Latd and improvements $ 34,277 $ 33,756
Buildings and improvements 1,649,079 1,599,167
Equipment 66,219 38,930
Ofiice furniture and fixtures 22,227 21,315
Coastruction in progress 56,680 44,116
1,828,482 1,737,284
Less: Accumulated depreciation (241,503) (185,503)
$ 1,586,979 $ 1,551,781

Construction in progress primarily consists of a cotrectional facility under construction in Stewart County, Georgia,
and software under development for internal use capitalized in accordance with Statement of Position 98-1,
“Accounting for the Costs of Computer Software Developed or Obtained for Internal Use.” Interest is capitalized on
construction in progtess in accordance with Statement of Financial Accounting Standards No. 34, “Capitalization of
Interest Cost” and amounted to $0.9 million in 2003. No interest was capitalized during 2002 or 2001.

Depreciation expense was $56.3 million, $53.1 million and $51.4 million for the years ended December 2003, 2002, and
2001, respectively.
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As of December 31, 2003, ten of the facilities owned by the Company are subject to options that allow various
governmental agencies to purchase those facilities. In addition, three facilities, including two that are also subject to
purchase options, are constructed on land that the Company leases from governmental agencies under ground leases.
Under the terms of those ground leases, the facilities become the property of the governmental agencies upon
expiration of the ground leases. The Company depreciates these properties over the shortet of the term of the
applicable ground lease or the estimated useful life of the property.

In June 2003, the Company secured a management contract with the State of Alabama to house up to 1,440 medium
security inmates in its Tallahatchie County Cotrectional Facility, located in Tutwiler, Mississippi, under a temporary
emergency agreement to provide the State of Alabama immediate relief to its overcrowded prison system. The facility
began receiving inmates in july 2003, Prior to receiving inmates from the State of Alabama, this facility was
substantially idle. During January 2004, the Company received notice from the Alabama Department of Cotrections
that it would withdraw its inmates housed at the facility. Based on the terms of the short-term contract, the Company
expects the Alabama Department of Corrections to compensate the Company at a guaranteed rate of 95% occupancy
of the facility through March 11, 2004. The Company is currendy pursuing new management contracts to udlize the
available beds at the Tallahatchie County Correctional Facility but can provide no assurance that it will be successful.

During the third quarter of 2003, the Company transferred all of the Wisconsin inmates housed at its North Fork
Correctional Facility located in Sayre, Oklahoma to its Diamondback Correctional Facility located in Watonga,
Oklahoma in order to satisfy a contractual provision mandated by the State of Wisconsin. As a result of the transfer,
North Fork Correctional Facility will remain closed for an indefinite period of time. The Company is currently
pursuing new management contracts and other opportunities to take advantage of the beds that became available at the
North Fork Correctional Facility but can provide no assurance that it will be successful in doing so.

During 2001, District of Columbia offenders under the custody of the BOP residing in the Company’s Northeast Ohio
Cotrectional Facility located in Youngstown, Ohio, were transfetred out of the facility due to a new law that mandated
that the BOP assume jurisdiction of all such offenders by the end of 2001. The facility remains substandally idle. The
Company is currently pursuing new management contracts to utilize the available beds at this facility but can provide
no assurance that it will be successful.

A substantial portion of the Company’s property and equipment are pledged as collateral on the Company’s New
Senior Bank Credit Facility, as defined in Note 11.

FACILITY ACQUISITIONS, DISPOSITIONS AND EXPANSIONS

In March 2001, the Company sold the Mountain View Correctional Facility, located in Spruce Pine, North Carolina,
for a net sales price of $24.9 million. On June 28, 2001, the Company sold the Pamlico Correctional Facility, located in
Bayboro, North Carolina, for a net sales price of $24.0 million. The net proceeds from both of these sales were used
to pay-down a like portion of amounts outstanding under the Company’s Old Seniot Bank Credit Facility, as defined in
Note 11.

On April 10, 2001, the Company sold its interest in the Agecroft facility, located in Salford, England, for a net sales
price of $65.7 million through the sale of all the issued and outstanding capital stock of Agecroft Properties, Inc., a

wholly-owned subsidiary of the Company. The net proceeds from the sale were used to pay-down a like portion of
amounts outstanding under the Old Senior Bank Credit Facility.

On October 3, 2001, the Company sold its Southern Nevada Women’s Correctional Center, a facility located in Las
Vegas, Nevada, for a net sales price of $24.1 million. The net proceeds were used to pay-down a like portion of
amounts outstanding under the Old Senior Bank Credit Facility. Subsequent to the sale, the Company continues to
manage the facility pursuant to a contract with the State of Nevada.
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On Jamaary 17, 2003, the Company purchased the Crowley County Correctional Facility, a medium security adult male
prison facility located in Olney Springs, Crowley County, Colorado, for a purchase price of $§47.5 million. As part of
the trarsaction, the Company also assumed a management contract with the State of Colorado and entered into a new
contract with the State of Wyoming, and took over management of the facility effective January 18, 2003, The
Company financed the purchase price through $30.0 million in borrowings under its New Senior Bank Credit Facility,
as deficed in Note 11, pursuant to an expansion of the Term Loan B Facility, as defined in Note 11, with the balance
of the purchase price satisfied with cash on hand. The Company expects to expand this facility during 2004.

In September 2003, the Company announced its intention to complete construction of the Stewart County
Correctional Facility located in Stewart County, Georgia. The anticipated cost to complete construction of the facility
is approximately $22.0 million with completion estimated to occur duting the third quarter of 2004. Construction on
the Stewart County Correctional Facility began in August 1999 and was suspended in May 2000. The Company’s
decision to complete the project is based on anticipated demand from several government customets having a need for
intmate bed capacity in the Southeast region of the country. However, there can be no assurances that the Company
will be successful in securing a management contract to utilize this facility.

In October 2003, the Company also announced a new contract with the ICE for up to 905 detainees at its Houston
Procesting Center located in Houston, Texas. In addition, the Company announced its intention to expand the facility
to accommodate detainees under the new contract which contains a guarantee that ICE will utilize 679 beds at such
time as the expansion is completed. The anticipated cost of the expansion is approximately $29.0 million and is
estimatzd to be completed during the first quarter of 2005,

During January 2004, the Company announced its intention to expand the Florence Correctional Center located in
Florence, Arizona. The anticipated cost of the expansion is approximately $6.2 million and is estimated to be
completed during the first quarter of 2005. The facility currently houses federal inmates as well as inmates from
Hawaii and Alaska. The expansion is being undertaken in anticipation of increasing demand from each of these
customers.

During January 2004, the Company also announced the signing of a new contract with the USMS to manage up to 800
inmates at its Leavenworth Detention Center located in Leavenworth, Kansas. To fulfill the requirements of this
contract, the Company will expand the Leavenworth Detention Center. The new contract provides a guarantee that
the USMS will utilize 400 beds. The anticipated cost to expand the facility is approximately $10.4 million, with
completion estimated to occur during the fourth quarter of 2004.

INVESTMENT IN AFFILIATE

For the year ended December 31, 2003, equity in earnings of joint venture was $0.1 million, while the Company’s
equity in loss of joint venture was $0.2 million, and $0.4 million, respectively, for the years ended December 31, 2002
and 2001. The losses resulted from the Company’s 50% ownership interest in APM, an entity holding the management
contract for the Agecroft facility under a 25-year prison management contract with an agency of the United Kingdom
governiment. The Agecroft facility, located in Salford, England, was previously constructed and owned by a wholly-
owned subsidiary of the Company, which was sold in April 2001, as further discussed in Note 5. As discussed in Note
2, the Company has extended a working capital loan to APM, which totaled $5.6 mullion, including accrued interest, as
of December 31, 2003.

INVESTMENT IN DIRECT FINANCING LEASE

At December 31, 2003, the Company’s investment in a direct financing lease represents net receivables under a
building and equipment lease between the Company and the District of Columbia for the D.C. Cortectional Treatment
Facility.
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A schedule of future minimum rentals to be received under the direct financing lease in future years is as follows (in

thousands):

2004 $ 2,793
2005 2,793
2006 2,793
2007 2,793
2008 2,793
Thereafter 23,035

Total minimum obligation 37,000
Less unearned interest income (18,654)
Less current portion of direct financing lease (595)
Investument in direct financing lease $ 17,751

During the years ended December 31, 2003, 2002, and 2001, the Company recorded interest income of $2.3 million,
$2.3 million, and $4.3 million, respectively, under its direct financing leases at the D.C. Correctional Treatment Facility
and two other facilities that were sold during 2001, as further discussed in Note 5.

8. OTHER ASSETS

Other assets consist of the following (in thousands):

December 31,
2003 2002

Debt issuance costs, less accumulated amortization

of $5,417 and $2,487, respectively $ 22,298 $ 15,961
Notes receivable 6,102 5,892
Conttact acquisition costs, less accumulated amortization

of $820 and $1,020, respectively 53 129
Deposits 8,629 4,714
Customer list, less accumulated amortization of $110

at December 31, 2003 655 561
Other 1,081 954

$ 38,818 $ 28,211
9. ACCOUNTS PAYABLE AND ACCRUED EXPENSES
Accounts payable and accrued expenses consist of the following (in thousands):
December 31,
2003 2002
Trade accounts payable $ 16,356 $ 10,603
Accrued salaries and wages 25,733 19,672
Accrued workers’ compensation and auto liability 24,168 18,807
Accrued litigation 20,234 14,652
Accrued employee medical insurance 7,796 6,756
Accrued property taxes 12,142 13,881
Accrued interest 10,893 19,419
Stockholder litigation settlements - 5,998
Other 39,334 41,728
$ 156,656 $ 151,516
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10.

DISTRIBUTIONS TO STOCKHOLDERS

Series A Preferred Stock

In connection with the June 2000 Waiver and Amendment, as defined in Note 11, the Company was prohibited from
declaring or paying any further dividends with respect to its outstanding series A preferred stock until such time as the
Company raised at least $100.0 million in equity. The Company had last declared and paid a quarterly dividend on its
shares of series A preferred stock through the first quarter of 2000. Dividends with respect to the series A preferred
stock continued to accrue under the terms of the Company’s charter until such time as payment of such dividends was
permittad under the terms of the Old Senior Bank Credit Facility. Under the terms of the Company’s charter, in the
event dividends are unpaid and in arrears for six or more quarterly periods, the holders of the series A preferred stock
have the right to vote for the election of two additional directors to the board of directors. During the third quarter of
2001, the Company received a consent and waiver from its lenders under the Old Senior Bank Credit Facility, which
allowed the Company’s board of directors to declare a cash dividend with respect to the third quarter of 2001 on
September 28, 2001. As a result of the board’s declaration, the holders of the Company’s series A preferred stock
received $0.50 on October 15, 2001 for every share of the series A preferred stock they held on the record date. The
Company paid $2.2 million on October 15, 2001, as a result of this dividend.

As further discussed in Note 11, on December 7, 2001, the Company completed an amendment and restatement of the
Old Senior Bank Credit Facility. As a result of the December 2001 Amendment and Restatement, as defined in Note
11, certain financial and non-financial covenants were amended, including the removal of prior restrictions on the
Compaay’s ability to pay cash dividends on shares of its series A preferred stock. Under the terms of the December
2001 A:mendment and Restatement, the Company was permitted to pay quarterly dividepds, when declared by the
board of directors, on the shares of its series A preferred stock, including all dividends in arrears. Following the
December 2001 Amendment and Restatement, on December 13, 2001, the Company’s board of directors declared a
cash dividend on the series A preferred stock for the fourth quarter of 2001 and for the five quarters in arrears, payable
on January 15, 2002. As a result of the board’s declaration, the holders of the Company’s series A preferred stock
received $3.00 for every share of series A preferred stock they held on the record date. The dividend was based on a
dividend rate of 8% per annum of the stock’s stated value of $25.00 per share. The Company paid $12.9 million on
January 15, 2002, as a result of this dividend. The Company has since declared and paid a cash dividend each quarter
thereafier at a rate of 8% per annum of the stock’s stated value. See Note 15 for further discussion of redemptions of
the Comnpany’s series A preferred stock during 2003 and 2004.

Quartesrly distributions and the resulting tax classification for the series A preferred stock distributions are as follows
for the years ended December 31, 2003, 2002, and 2001:

Record Payment Distribution Per Return of
Declaration Date Date Date Share Otrdinary Income Capital
09/28/01 10/05/01 10/15/01 $ 0.50 0.0% 100.0%
12/31/01 12/31/01 01/15/02 $ 3.00 100.0% 0.0%
03/19/02 03/28/02 04/15/02 $ 050 100.0% 0.0%
06/13/02 06/28/02 07/15/02 $ 050 100.0% 0.0%
09/18/02 09/30/02 10/15/02 $ 050 100.0% 0.0%
12/11/02 12/31/02 01/15/03 § 0.50 100.0% 0.0%
03/11/03 03/31/03 04/15/03 $ 050 100.0% 0.0%
06/20/03 06/30/03 07/15/03 $ 0.50 100.0% 0.0%
09/05/03 09/30/03 10/15/03 $ 0.50 100.0% 0.0%
12/08/03 12/31/03 01/15/04 $ 0.50 A) A)

(A) — Will be determined based on the extent the Company has current or accumulated earnings and profits in 2004.
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Series B Preferred Stock

On December 13, 2000, the Company’s board of directors declared a paid-in-kind dividend on the shares of series B
preferred stock for the period from September 22, 2000 (the original date of issuance) through December 31, 2000,
payable on January 2, 2001, to the holders of record of the Company’s series B preferred stock on December 22, 2000.
As a result of the board’s declaration, the holders of the Company’s series B preferred stock were entitled to receive 3.3
shares of series B preferred stock for every 100 shares of series B preferred stock they held on the record date. The
number of shares to be issued as the dividend was based on a dividend rate of 12% per annum of the stock’s stated
value of $24.46 per share. Thereafter, the Company declared and paid a paid-in-kind dividend each quarter through
the third quarter of 2003 at a rate of 12% per annum of the stock’s stated value. Beginning in the fourth quarter of
2003, pursuant to the terms of the series B preferred stock, the Company declared and paid a cash dividend on the
outstanding shares of series B preferred stock, at a rate of 12% per annum of the stock’s stated value. See Note 15 for
further discussion of the tender offer for the Company’s series B preferred stock during 2003.

The fair market value per share (tax basis) assigned to the shares issued as paid-in-kind, as well as cash dividends for
the quarterly distributions and the resulting tax classification for the series B preferred stock distributions are as follows
for the years ended December 31, 2003, 2002, and 2001:

Fair Market Cash

Declaration Record Payment Value Per Distributions Ordinary Return of
Date Date Date Share Per Share Income Capital
12/13/00 12/22/00 01/02/01 $ 685 - 0.0% 100.0%
03/13/01 03/19/01 04/02/01 $ 920 - 0.0% 100.0%
06/11/01 06/19/01 07/02/01 $ 14.00 - 0.0% 100.0%
09/07/01 09/17/01 10/01/01 $§ 1483 - 0.0% 100.0%
12/11/01 12/21/01 01/02/02 §  19.55 - 100.0% 0.0%
03/13/02 03/22/02 04/01/02 $ 1930 - 100.0% 0.0%
06/11/02 06/21/02 07/01/02 § 2355 - 100.0% 0.0%
09/11/02 09/20/02 10/01/02 $ 2315 - 100.0% 0.0%
12/11/02 12/20/02 01/02/03 § 2473 - 100.0% 0.0%
03/11/03 03/17/03 03/31/03 $ 2483 - 100.0% 0.0%
06/09/03 06/16/03 06/30/03 § 2545 - 100.0% 0.0%
09/05/03 09/16/03 09/30/03 § 2537 - 100.0% 0.0%
12/08/03 12/17/03 12/31/03 - $0.7338 100.0% 0.0%

Common Stock

No quarterly distributions for common stock were made for the years ended December 31, 2003, 2002, and 2001. The
New Senior Bank Credit Facility restricts the Company from declating or paying cash dividends on its common stock.
Moreover, even if such restriction is ultimately removed, the Company does not currently intend to pay dividends on
its common stock in the future.
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11. DEBT

Debt consists of the following (in thousands):

December 31,

2003 2002

New Senior Bank Credit Facility:

Term Loan A Facility, with quarterly principal payments of varying amounts

with unpaid balance originally due March 31, 2006; prior to repayment in

May 2003 in connection with the recapitalization described below, interest

payable periodically at variable interest rates. $ - $ 63,750
Term Loan B Facility, with quarterly principal payments of varying amounts

with unpaid balance originally due March 31, 2008; interest payable

petiodically at variable interest rates. Pursuant to an amendment in

August 2003, this facility was replaced by the Term Loan C Facility. - 560,763
Term Loan C Facility, with quarterly principal payments of varying amounts

wit unpaid balance due March 31, 2008; interest payable periodically at

var.able interest rates, The interest rate was 3.9% at December 31, 2003. 270,813 -

9.875% Senior Notes, principal due at maturity in May 2009; interest payable
semi-annually in May and November at 9.875%. 250,000 250,000

7.5% Serior Notes, principal due at maturity in May 2011; interest payable
semi-annually in May and November at 7.5%. 250,000 -

7.5% Serior Notes, principal due at maturity in May 2011; interest payable
semi-annually in May and November at 7.5%. The notes wete issued with
2 $2.3 million premium with a $2.1 million unamortized premium at
December 31, 2003. 202,129 -

12.0% Senior Notes, principal due at maturity in June 2006; interest payable
semi-annually in June and December at 12.0%. These notes were repaid at
various times in 2003 and 2002, as further discussed below. - 10,795

10.0% Convertible Subordinated Notes, principal originally due at maturity in
December 2008; interest payable semi-annually in June and December at
10.0%. In addition, contingent interest accrued at 5.5% and was payable
upon cach of December 31, 2003 and repayment of the notes. These notes
were converted into shares of the Company’s common stock and the
contingent interest was paid in connection with the recapitalization further

described below. - 40,000

4.0% Convertible Subordinated Notes, principal due at maturity in February
2007 with call provisions beginning in March 2005; interest payable quarterly

at 4.0% (decreased from 8.0% in May 2003, as further described below). 30,000 30,000
Other 486 651
1,003,428 955,959

Less: Current portion of long-term debt (1,146) (23,054
$ 1,002,282 § 932,905

Senior Indebtedness

Old Senior Bank Credit Facifity. During 1999, in an attempt to address its liquidity constraints at that time, the Company
obtained an amendment to its senior secured bank credit facility (the “Old Senior Bank Credit Facility”) to increase the
capacity from $650.0 million to $1.0 billion. The Old Senior Bank Credit Facility consisted of up to $600.0 million of
term loans with a maturity of December 31, 2002, and up to $400.0 million of revolving loans with a maturity of
January 1, 2002.

During June 2000, the Company obtained a waiver and amendment to the Old Senior Bank Credit Facility that waived
or addresscd all then existing events of default under the provisions of the Old Senior Bank Credit Facility (the “June
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2000 Waiver and Amendment”). Pursuant to the terms of the June 2000 Waiver and Amendment, the range of the
spread for the revolving loans became 1.0% to 2.75% for base rate loans and 2.5% to 4.25% for the London Interbank
Offered Rate (“LIBOR”) rate loans. The resulting range of the spread for the term loans became 2.75% to 3.0% for
base rate loans and 4.25 % to 4.5% for LIBOR rate loans. Based on the Company’s credit rating at that time, the
spread for revolving loans was 2.75% for base rate loans and 4.25% for LIBOR rate loans, while the spread for term
loans was 3.0% for base rate loans and 4.5% for LIBOR rate loans.

During the third and fourth quarters of 2000, the Company was not in compliance with certain applicable financial
covenants contained in the Company’s Old Senior Bank Credit Facility, including: (i) debt service coverage ratio; (i)
interest coverage ratio; (iif) leverage ratio; and (iv) net worth. In November 2000, the Company obtained the consent
of the requisite percentage for the senior lenders (the “November 2000 Consent and Amendment”) to replace
previously existing financial covenants with amended financial covenants.

As a tesult of the November 2000 Consent and Amendment, the interest rate applicable to the Old Senior Bank Credit
Facility remained unchanged from the rate stipulated in the june 2000 Waiver and Amendment. This applicable rate,
however, was subject to (i) an increase of 25 basis points (0.25%) on July 1, 2001 if the Company had not prepaid
$100.0 million of the outstanding loans under the Old Senior Bank Credit Facility, and (i) an increase of 50 basis
points (0.50%) on October 1, 2001 if the Company had not prepaid an aggregate of $200.0 million of the loans under
the Old Senior Bank Credit Facility.

The Company satisfied the condition to prepay, prior to July 1, 2001, $100.0 million of outstanding loans under the
Old Senior Bank Credit Facility through the application of proceeds from the sales duting the first and second quarters
of 2001 of the Mountain View Cotrrectional Facility for $24.9 million and the Pamlico Correctional Facility for $24.0
million, through the sale of all of the outstanding capital stock of Agecroft Properties, Inc., a wholly-owned subsidiary
of the Company, for $65.7 million, and through the lump sum pay-down of $35.0 million of cutstanding loans under
the Old Senior Bank Credit Facility with cash on hand. Although the Company applied additional proceeds of $24.1
million from the sale of the Southern Nevada Women’s Correctional Center to further pay-down the Old Senior Bank
Credit Facility, the Company did not satisfy the condition to prepay, prior to October 1, 2001, $200.0 million of
outstanding loans under the Old Senior Bank Credit Facility. As a result, the interest rates under the Old Senior Bank
Credit Facility were increased by 0.50% until December 2001, when the Company completed an amendment and
restatement of the Old Senior Bank Credit Facility (the “December 2001 Amendment and Restatement™). As part of
the December 2001 Amendment and Restatement, the existing $269.4 million revolving portion of the Old Senior
Bank Credit Facility, which was to mature on January 1, 2002, was replaced with a term loan of the same amount
maturing on December 31, 2002, to coincide with the maturity of the other $524.7 million of term loans under the Old
Senior Bank Credit Facility.

Pursuant to terms of the December 2001 Amendment and Restatement, interest on all loans under the Old Senior
Bank Credit Facility was payable at a variable rate of 5.5% over LIBOR, or 4.5% over the base rate, at the Company’s
option. As a result of the December 2001 Amendment and Restatement, certain financial and non-financial covenants
were amended, including the removal of prior restrictions on the Company’s ability to pay cash dividends on its series
A preferred stock, including all dividends in arrears. During the first quarter of 2002, the Company paid §12.9 million
to shareholders of series A preferred stock. See Note 10 for further discussion of distributions to stockholders.

New Senior Bank Credit Facility. 1n May 2002, the Company obtained a new $715.0 million senior secured bank credit
facility (the “New Senior Bank Credit Facility”’), which replaced the Old Senior Bank Credit Facility. Lehman
Commercial Paper Inc. serves as administrative agent under the facility, which was comptised of a §75.0 million
tevolving loan with a term of approximately four years (the “Revolving Loan”), a $75.0 million term loan with a term
of approximately four years (the “Term Loan A Facility”), and a $565.0 million term loan with a tetm of approximately
six years (the “Term Loan B Facility”). The Term Loan A Facility was repaid during May 2003, with proceeds from the
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common stock and notes offerings described below, as well as with cash on hand. As described in Note 5, the Term
Loan B Facility was expanded by $30.0 million during January 2003 in connection with the purchase of the Crowley
County Correctional Facility. All borrowings under the New Senior Bank Credit Facility accrued interest at a base rate
plus 2.5%, or LIBOR plus 3.5%, at the Company’s option. The applicable margin for the Revolving Loan is subject to
adjustment based on the Company’s leverage ratio. The Company is also required to pay a commitment fee on the
difference between committed amounts and amounts actually utilized under the Revolving Loan equal to 0.50% per
year sukject to adjustment based on the Company’s leverage ratio.

In connection with a substantal prepayment in August 2003 with net proceeds from the issuance of the $200 Million
7.5% Senior Notes (as hereafter defined) along with cash on hand, the Company amended the New Senior Bank Credit
Facility to provide: (i) an increase in the capacity of the Revolving Loan to $125.0 million, which includes a $75.0
million subfacility for letters of credit (increased from $50.0 million) that expires on March 31, 2006, and (ii) a $275.0
million “erm loan expiring March 31, 2008 (the “Term Loan C Facility”), which replaced the Term Loan B Facility.
The Term Loan C Facility bears interest at a base tate plus 1.75%, or LIBOR plus 2.75%, at the Company’s option.
The interest rates and commitment fee on the Revolving Loan were unchanged under terms of the amendment. The
amended New Senior Bank Credit Facility is secured by liens on a substantial portion of the net book value of the
Company’s fixed assets (inclusive of its domestic subsidiaries), and pledges of all of the capital stock of the Company’s
domestic subsidiaries. The loans and other obligatons under the facility are guaranteed by each of the Company’s
domestic subsidiaries and secured by a pledge of up to 65% of the capital stock of the Company’s foreign subsidiaries.
Covenants under the amended facility provide greater flexibility for, among other matters, incurring unsecured
indebtedness, capital expenditures, and permitted acquisitions, that were further restricted prior to the amendment. In
additior, certain mandatory prepayment provisions were eliminated under the terms of the amendment. Prepayments
of loans outstanding under the New Senior Bank Credit Facility are permitted at any time without premium or penalty,
upon the giving of proper notice.

The credit agreement governing the New Senior Bank Credit Facility requires the Company to meet certain financial
covenaruts, including, without limitation, a minimum fixed charge coverage ratio, leverage ratios and a minimum
interest coverage ratio. In addition, the New Senior Bank Credit Facility contains certain covenants which, among
other things, limit the incurrence of additional indebtedness, investments, payment of dividends, transactions with
affiliates, asset sales, acquisitions, capital expenditures, mergers and consolidations, prepayments and modifications of
other indebtedness, liens and encumbrances and other matters customarily restricted in such agreements. In addition,
the Nevws Senior Bank Credit Facility is subject to certain cross-default provisions with terms of the Company’s other
indebtedness.

The amendment to the New Senior Bank Credit Facility and related pay-downs with net proceeds from the issuance of
the $200 Million 7.5% Senior Notes resulted in a charge to expenses associated with refinancing transactions during the
third quarter of 2003 of $1.9 million representing the pro-rata write-off of existing deferred loan costs and certain fees
paid.

$250 Million 9.875% Senior Notes. In May 2002, the Company completed the sale and issuance of $250.0 million
aggtregate principal amount of its 9.875% unsecured senior notes (the “9.875% Senior Notes™). The proceeds of the
offering of the 9.875% Senior Notes were used to repay a portion of amounts outstanding under the Old Senior Bank
Credit Facility, to redeem $89.2 million of the Company’s existing §100.0 million 12% Senior Notes due 2006 (the
“12% Seniot Notes”) pursuant to a tender offer and consent solicitation more fully described hereafter, and to pay
related fees and expenses.

Interest on the 9.875% Senior Notes accrues at the stated rate and is payable semi-annually on May 1 and November 1

of each year. The 9.875% Senior Notes are scheduled to mature on May 1, 2009. At any time on or before May 1,
2005, the Company may redeem up to 35% of the notes with the net proceeds of certain equity offerings, as long as
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65% of the aggregate principal amount of the notes remains outstanding after the redemption. The Company may
redeem all or a portion of the 9.875% Senior Notes on ot after May 1, 2006. Redemption prices are set forth in the
indenture governing the 9.875% Senior Notes. The 9.875% Senior Notes are guaranteed on an unsecured basis by all
of the Company’s domestic subsidiaties.

12% Senior Notes. Pursuant to the terms of a tender offer and consent solicitation which expired on May 16, 2002, in
connection with the refinancing of the Company’s Old Senior Bank Credit Facility and the issuance of the 9.875%
Senior Notes, in May 2002, the Company redeemed $89.2 million in aggregate principal amount of its then outstanding
12% Senior Notes with proceeds from the issuance of the 9.875% Senior Notes. The notes were redeemed at a price
of 110% of par, which included a 3% consent payment, plus accrued and unpaid interest to the payment date. In
connection with the tender offer and consent solicitation, the Company received sufficient consents and amended the
indenture governing the 12% Senior Notes to delete substantially all of the restrictive covenants and events of default
contained therein.

As a result of the early extinguishment of the Old Senior Bank Credit Facility and the redemption of all but $10.8
million of the Company’s 12% Senior Notes, the Company recorded an extraordinary loss of $36.7 million during the
second quarter of 2002, which included the write-off of existing deferred loan costs, certain bank fees paid, premiums
paid to redeem the 12% Senior Notes, and certain other costs associated with the refinancing,

In June 2003, pursuant to an offer to purchase the balance of the remaining 12% Senior Notes, holders of $7.6 million
principal amount of the notes tendered their notes to the Company at a price of 120% of par, resulting in a charge of
$1.5 million during the second quarter of 2003. During July 2003, holders of an additional §0.1 million principal
amount of the notes tendered their notes at a price of 120% of par pursuant to the offer of purchase, reducing the
remaining amount of 12% Senior Notes outstanding to $3.1 million. In connection with the tender offer for the notes,
the Company received sufficient consents and further amended the indenture governing the 12% Senior Notes to
remove certain restrictions related to the legal defeasance of the notes and the solicitation of consents to waive or
amend the terms of the indenture.

During August 2003, pursuant to the indenture relating to the 12% Senior Notes, the Company legally defeased the
remaining outstanding 12% Senior Notes by depositing with a trustee an amount sufficient to pay the principal and
interest on such notes through the maturity date in June 2006, and by meeting certain other conditions required under
the indenture. Under the terms of the indenture, the 12% Senior Notes were deemed to have been repaid in full. Asa
result, the Company reported a charge of $0.9 million during the third quarter of 2003 associated with the relief of its
obligation.

§250 Million 7.5% Senior Notes. Concurrently with the common stock offering further described in Note 15, on May 7,
2003, the Company completed the sale and issuance of $250.0 million aggregate principal amount of its 7.5%
unsecured senior notes (the “$250 Million 7.5% Senior Notes”). As further described in Note 15, proceeds from the
common stock and note offerings were used to purchase shares of common stock issued upon the conversion of the
Company’s $40.0 Million Convertible Subordinated Notes (as hereafter defined) (and to pay accrued interest on the
notes through the date of purchase), to purchase shares of the Company’s series B preferred stock that were tendered
in a tender offer, to redeem shares of the Company’s series A preferred stock and to pay-down a portion of the New
Senior Bank Credit Facility.

Interest on the $250 Million 7.5% Senior Notes accrues at the stated rate and is payable semi-annually on May 1 and
November 1 of each year. The $250 Million 7.5% Senior Notes are scheduled to mature on May 1, 2011. At any time
on or before May 1, 2006, the Company may redeem up to 35% of the notes with the net proceeds of certain equity
offerings, as long as 65% of the aggregate principal amount of the notes remains outstanding after the redemption.

The Company may redeem all or a portion of the notes on or after May 1, 2007. Redemption prices are set forth in the
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indenture governing the $250 Million 7.5% Senior Notes. The $250 Million 7.5% Senior Notes are guaranteed on an
unsecured basis by all of the Company’s domestic subsidiaries.

The sales were completed pursuant to a prospectus supplement to a universal shelf registration that was filed with the
SEC and declared effective on April 30, 2003 to register $700.0 million of debt securities, guarantees of debt secutities,
preferred stock, common stock and warrants that the Company may issue from time to time.

The Company reported expenses associated with the May 2003 debt refinancing and recapitalization transactions of
$2.3 million in connection with the tender offer for the series B preferred stock, the redemption of the series A
preferred stock, and the write-off of existing deferred loan costs associated with the repayment of the term loan
portions of the New Senior Bank Credit Facility made with proceeds from the common stock and note offerings.

$200 Mitlion 7.5% Senior Notes. As previously described herein, on August 8, 2003, the Company completed the sale
and issuance of $200.0 million aggregate principal amount of its 7.5% unsecured senior notes (the “$200 Million 7.5%
Senior Notes”) in a private placement to qualified institutional buyers pursuant to Rule 144A under the Securities Act
of 1933, as amended. Proceeds from the note offering, along with cash on hand, were used to pay-down $240.3
million of the Term Loan B Facility portion of the New Senior Bank Credit Facility. The Company is required to file a
registration statement with the SEC on or prior to May 15, 2004 to exchange the $200 Million 7.5% Senior Notes for a
new issuance of identical debt securities registered under the Securities Act of 1933, as amended. The Company must
use commercially reasonable efforts to have the registration statement declared effective by the SEC on or prior to
August 7, 2004. If the registration statement is not declared effective by the SEC on or prior to August 7, 2004, the
Company will be required to pay liquidated damages to the holders of the notes under specified circumstances.

Interest on the $200 Million 7.5% Senior Notes accrues at the stated rate and is payable on May 1 and November 1 of
each year. However, the notes were issued at a price of 101.125% of the principal amount of the notes, resulting in a
premium of $2.25 million, which is amortized as a reduction to interest expense over the term of the notes. The $§200

Million 7.5% Senior Notes were issued under the existing indenture and supplemental indenture governing the $250
Million 7.5% Senior Notes.

Guarantees and Covenants. In connection with the registration with the SEC of the 9.875% Senior Notes pursuant to the
terms and conditions of a Registration Rights Agreement, after obtaining consent of the lenders under the New Senior
Bank Credit Facility, the Company transferred the real property and related assets of the Company (as the parent
corporadon) to certain of its subsidiaties effective December 27, 2002. Accordingly, the Company (as the parent
corporation to its subsidiaries) has no independent assets or operations (as defined under Rule 3-10(f) of Regulation S-
X). As a result of this transfer, assets with an aggregate net book value of $1.6 billion are no longer directly available to
the parer.t corporation to satisfy the obligations under the 9.875% Senior Notes, the $250 Million 7.5% Senior Notes,
or the $200 Million 7.5% Senior Notes (collectively, “the Senior Notes”). Instead, the parent corporation must rely on
distributions of the subsidiaries to satisfy its obligations under the Senior Notes. All of the parent corporation’s
domestic subsidiaries, including the subsidiaries to which the assets were transferred, have provided full and
unconditional guarantees of the Senior Notes. Each of the Company’s subsidiaries guaranteeing the Senior Notes are
wholly-owned subsidiaries of the Company; the subsidiary guarantees are full and unconditional and are joint and
several obligations of the guarantors; and all non-guarantor subsidiaries are minor (as defined in Rule 3-10(h)(6) of
Regulaticn §-X).

As of December 31, 2003, neither the Company nor any of its subsidiary guarantors had any material or significant

restrictions on the Company’s ability to obtain funds from its subsidiaties by dividend or loan or to transfer assets from
such subsidiaries.
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The indentures governing the Senior Notes contain certain customary covenants that, subject to certain exceptions and
qualifications, restrict the Company’s ability to, among other things; make restricted payments; incur additional debt or
issue certain types of preferred stock; create or permit to exist certain liens; consolidate, merge or transfer all or
substantially all of the Company’s assets; and enter into transactions with affiliates. In addition, if the Company sells
certain assets (and generally does not use the proceeds of such sales for certain specified purposes) or experiences
specific kinds of changes in control, the Company must offer to repurchase all or a portion of the Senior Notes. The
offer price for the Senior Notes in connection with an asset sale would be equal to 100% of the aggregate principal
amount of the notes repurchased plus accrued and unpaid interest and liquidated damages, if any, on the notes
repurchased to the date of purchase. The offer price for the Senior Notes in connection with a change in control
would be 101% of the aggregate principal amount of the notes reputrchased plus accrued and unpaid interest and
liquidated damages, if any, on the notes repurchased to the date of purchase. The Senior Notes are also subject to
certain cross-default provisions with the terms of the Company’s other indebtedness, as more fully described hereafter.

$40 Million Convertible Subordinated Notes

Prior to their conversion into shares of the Company’s common stock, as further described in Note 15, an aggregate of
$40.0 million of 10% convertible subordinated notes of the Company were due December 31, 2008 (the “$40.0 Mitlion
Convertible Subordinated Notes™). The conversion price for the notes, which were convertible into shares of the
Company’s common stock, had been established at $11.90, subject to adjustment in the future upon the occurrence of
certain events. At an adjusted conversion price of $11.90, the $40.0 Million Convertible Subordinated Notes were
convertible into 3,362,899 shares of common stock. In connecton with the recapitalization transactions described in
Note 15, during May 2003, Income Opportunity Fund I, LLC, Millennium Holdings IT LLC, and Millennium Holdings
III LLC, which are collectively referred to as MDP, the holders of the notes, converted the entire amount of the notes
into shares of the Company’s common stock and subsequently sold such shares to the Company. In addition, the
company paid the outstanding contingent interest balance, which totaled §15.5 million.

$30 Million Convertible Subordinated Notes

As of December 31, 2003, the Company had outstanding an aggregate of $30.0 million of convertible subordinated
notes due February 28, 2007 (the “$30.0 Million Convertible Subordinated Notes”). Prior to the closing of the
Company’s notes and common stock offerings completed in May 2003, these notes accrued interest at 8% per year and
were scheduled to mature February 28, 2005, subject to extension of such maturity until Februaty 28, 2006 or February
28, 2007 by the holder. Effective contemporaneously with the May 2003 closing of the Company’s notes and common
stock offerings, the Company and the holder amended the terms of the notes, reducing the interest rate to 4% per year
and extending the maturity date to February 28, 2007. The amendment also extended the date on which the Company
could generally require the holder to convert all or a portion of the notes into common stock to any time after
February 28, 2005 from any time after February 28, 2004. As a result of these modifications, the Company reported a
charge of $0.1 million during the second quarter of 2003 for the write-off of existing deferred loan costs associated
with the notes. The conversion price for the notes has been established at $10.68, subject to adjustment in the future
upon the occurrence of certain events, including the payment of dividends and the issuance of stock at below market
prices by the Company. The distribution of shares of the Company’s common stock in connection with the settlement
of all outstanding stockholder litigation against the Company caused an adjustment to the conversion price of the
notes. As a result of the stockholder litigation adjustment, which was finalized on May 16, 2003, the $30.0 Million
Convertible Subordinated Notes will be convertible into 3.4 million shares of the Company’s common stock, subject to
further adjustment in the future upon the occurrence of certain events, which translates into a current conversion price

of $8.92.
At any time after February 28, 2005, the Company may generally require the holder to convert all or a portion of the

notes if the average matket price of the Company’s common stock meets or exceeds 150% of the notes’ conversion
price for 45 consecutive trading days. The Company may not prepay the indebtedness evidenced by the notes at any
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time prior to their maturity; provided, however, that in the event of a change of control or other similar event, the
notes are subject to mandatory prepayment in full at the option of the holder. The current terms of the Company’s
senior incebtedness, however, would prevent such a prepayment.

Other Debt Transactions

At December 31, 2003 and 2002, the Company had $27.3 million and $17.3 million, respectively, in outstanding letters
of credit. The letters of credit were issued to secure the Company’s workers’ compensation and general liability
insurance policies, performance bonds and utility deposits. The letters of credit outstanding at December 31, 2003 are
provided by a sub-facility under the New Senior Bank Credit Facility with a maximum capacity of up to $125.0 million,
thereby reducing the available capacity under the Revolving Loan to $97.7 million.

Debt Maturities

Scheduled principal payments for the next five years and thereafter are as follows (in thousands):

2004 $ 856
2005 2,934
2906 2,884
2907 229,203
2008 65,422
Thereafter 700,000
Total principal payments 1,001,299
Unamortized bond premium 2,129
Total debt $ 1,003,428

Cross-Default Provisions

The provisions of the Company’s debt agreements relating to the New Senior Bank Credit Facility, the $30.0 Million
Convertible Subordinated Notes, and the Senior Notes, contain certain cross-default provisions, Any events of default
under the New Senior Bank Credit Facility that results in the lenders’ actual acceleration of amounts outstanding
thereunder also result in an event of default under the Company’s $30.0 Million Convertible Subordinated Notes and
the Senior: Notes. Additionally, any events of default under the $30.0 Million Convertible Subordinated Notes or the
Senior Notes which give rise to the ability of the holders of such indebtedness to exercise their acceleration rights also
result in an event of default under the New Senior Bank Credit Facility.

If the Cornpany were to be in default under the New Senior Bank Credit Facility, and if the lenders under the New
Senior Bank Credit Facility elected to exercise their rights to accelerate the Company’s obligations under the New
Senior Bank Credit Facility, such events could result in the acceleration of all or a pottion of the Company’s $30.0
Million Convertible Subordinated Notes and the Senior Notes, which would have a material adverse effect on the
Company’s liquidity and financial position. The Company does not have sufficient working capital to satisfy its debt
obligations in the event of an acceleration of all or a substantial portion of the Company’s outstanding indebtedness.
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12. INCOME TAXES

The income tax benefit is comprised of the following components (in thousands):

For the Years Ended December 31,

2003 2002 2001
Current provision (benefit)

Federal $ (4,603) § (64,365) § -
State 1,492 435 173
(3,111) (63,930) 173

Deferred provision (benefit)
Federal (44,191) 580 (3,169)
State (5,050) 66 (362)
(49,241) 646 (3,531)
Income tax benefit $  (52,352) % (63,284  § (3,358)

The current income tax benefit for 2003 is net of $39.5 million of tax benefits of operating loss catryforwards. The
deferred income tax benefit for 2003 is net of approximately $105.5 million of tax benefits related to the reversal of the
January 1, 2003 valuation allowance. Additionally, the deferred income tax benefit for 2003 includes $4.5 million that,
upon reversal of the valuation allowance, reduced goodwill, and $2.6 million that, upon reversal of the valuaton
allowance, was credited directly to additional paid-in capital.

Significant components of the Company’s deferred tax assets and liabilities as of December 31, 2003 and 2002, are as
follows (in thousands):

2003 2002
Current deferred tax assets:
Asset reserves and liabilities not yet deductible for tax $ 21,638 § 19,612
Net operating loss and tax credit carryforwards 28,835 -
Less valuation allowance - (19,612)
Net total current deferred tax assets $ 50,473 % -
Noncurrent deferred tax assets:
Asset reserves and liabilities not yet deductible for tax $ 904 3 5,651
Tax over book basis of certain assets - 6,767
Net operating loss and tax credit carryforwards 20,119 56,609
Othet 12,283 18,296
Total noncurrent deferred tax assets 33,306 87,323
Less valuation allowance (4,241) (85,881)
Net noncurrent deferred tax assets ’ 29,065 1,442
Noncurrent deferred tax liabilities:
Book over tax basis of certain assets 21,330 -
Other 996 1,442
Total noncurrent deferred tax liabilities 22,326 1,442
Net total noncurrent deferred tax assets $ 6,739 $ -

Deferred income taxes reflect the available net operating losses and the net tax effects of temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for
income tax purposes. Realization of the future tax benefits related to deferred tax assets is dependent on many factors,
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includir.g the Company’s past earnings history, expected future earnings, the character and jurisdiction of such
earnings, unsettled circumstances that, if unfavorably resolved, would adversely affect utilization of its deferred tax
assets, carryback and carryforward periods, and tax strategies that could potentially enhance the likelihood of
realization of a deferred tax asser. During the three years ended December 31, 2003, the Company provided a
valuation allowance to substantially reserve its deferred tax assets in accordance with SFAS 109. However, at
December 31, 2003, the Company concluded that it was more likely than not that substantially all of its deferred tax
assets would be realized. As a result, in accordance with SFAS 109, the valuation allowance applied to such deferred
tax assets was reversed.

A reconciliation of the income tax provision (benefit) at the statutory income tax rate and the effective tax rate as a
percentage of income from continuing operations before income taxes and cumulative effect of accounting change for
the years ended December 31, 2003, 2002, and 2001 is as follows:

2003 2002 2001

Statutory federal rate 35.0% 35.0% 35.0%
State taxes, net of federal tax benefit 4.0 4.0 40
Permanent differences (primarily related to

stockholder litigation and sale of a subsidiary

in 2001) 4.8 1.8 (103.9)
Change in valuation allowance (98.4) (1,000.8) 38.4
Ocher items, net 3.4) 3.6 1.3

(58.0)% (956.4)% (25.2)%

On March 9, 2002, the “Job Creation and Worker Assistance Act of 2002” was signed into law. Among other changes,
the law extended the net operating loss carryback period to five years from two years for net operating losses arising in
tax yeats ending in 2001 and 2002, and allowed use of net operating loss carrybacks and carryforwards to offset 100%
of the alternative minimum taxable income. The Company experienced tax losses during 2002 primarily resulting from
a cumulatdve effect of accounting change in depreciable lives of property and equipment for tax purposes, and the
Company experienced tax losses during 2001 resulting primarily from the sale of assets at prices below the tax basis of
such assets. Under terms of the new law, the Company utilized its net operating losses to offset taxable income
generated in 1997 and 1996. As a result of this tax law change in 2002, the Company received an income tax refund of
$32.2 million relating to the 2001 tax year, and received an income tax refund of $32.1 million relating to the 2002 tax
year.

The cunulative effect of accounting change in tax depreciation resulted in the establishment of a significant deferred
tax Hability for the tax effect of the book over tax basis of certain assets in 2002. The creation of such a deferred tax
liability, and the significant improvement in tax position of the Company since the original valuation allowance was
established, resulted in the reduction of the valuation allowance, generating an income tax benefit of $30.3 million
during the fourth quarter of 2002, as the Company determined that substantially all of these deferred tax liabilides
would be utilized to offset the reversal of deferred tax assets during the net operating loss carryforward periods. The
receipt in April 2002 of an additional refund of $32.2 million relating to the 2001 tax year also reduced the valuation
allowance and was reflected as an income tax benefit during the first quarter of 2002.

The Company’s net operating loss carryforwards, which will be used to offset future taxable income, begin expiting in
2009.

The Company continues to evaluate additional tax strategies to maximize the opportunities created by the new law,
which cculd result in additional income tax refunds and income tax benefits, although no assurance can be provided
that any such tax strategies will come to fruition.
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DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

In accordance with the terms of the Old Senior Bank Credit Facility, the Company entered into an interest rate swap
agreement in order to hedge the variable interest rate associated with portions of the debt. The swap agreement fixed
LIBOR at 6.51% (prior to the applicable spread) on outstanding balances of at least $325.0 million through its
expiration on December 31, 2002. The difference between the floating rate and the swap rate was recognized in
interest expense. Upon adoption of SFAS 133, the Company reported a transition adjustment of $5.0 million for the
reduction in the fair value of the interest rate swap agreement from its inception through the adoption of SFAS 133 on
January 1, 2001, reflected in other comprehensive income (loss) effective January 1, 2001.

The Company did not meet the hedge accounting criteria for the interest rate swap agreement under SFAS 133, as
amended, and thus reflected in earnings the change in the estimated fair value of the interest rate swap agreement each
reporting period. In accordance with SFAS 133, as amended, the Company recorded a non-cash gain of $2.2 million
for the change in fair value of the interest rate swap agreement for the year ended December 31, 2002, which is net of
$2.5 million for amortization of the transition adjustment. The Company was no longer required to maintain the
existing interest rate swap agreement due to the eatly extinguishment of the Old Senior Bank Credit Facility. During
May 2002, the Company terminated the swap agreement prior to its expiration at a price of $8.8 million. In accordance
with SFAS 133, the Company continued to amortize the unamortized portion of the transition adjustment as a non-
cash expense through December 31, 2002, at which time the transition adjustment became fully amortized.

The New Senior Bank Credit Facility required the Company to hedge at least $192.0 million of the term loan portions
of the facility within 60 days following the closing of the loan. In May 2002, the Company entered into an interest rate
cap agreement to fulfill this requirement, capping LIBOR at 5.0% (prior to the applicable spread) on outstanding
balances of $200.0 million through the expiration of the cap agreement on May 20, 2004. The Company paid a
premium of $1.0 million to enter into the interest rate cap agreement. The Company has and expects to continue to
amortize this premium as the estimated fair values assigned to each of the hedged interest payments expire throughout
the term of the cap agreement, amounting to $0.4 million in 2003 and $0.6 million in 2004. The Company has met the
hedge accounting criteria under SFAS 133 and related interpretations in accounting for the interest rate cap agreement.
As a result, the interest rate cap agreement is marked to market each reporting period, and the change in the fair value
of the interest rate cap agreement of $0.4 million during the year ended December 31, 2003 was reported through other
comprehensive income in the statement of stockholders’ equity. The cap agreement was estimated to have no value at
December 31, 2003. There can be no assurance that the interest rate cap agreement will be effective in mitigating the
Company’s exposure to interest rate risk in the future, or that the Company will be able to continue to meet the hedge
accounting ctiteria under SFAS 133.

On December 31, 2001, 2.8 million shares of the Company’s common stock were issued, along with a $26.1 million
subordinated promissory note, in conjunction with the final settlement of the federal court portion of the stockholder
litigation settlement. Under the terms of the promissory note, the note and accrued interest became extinguished in
January 2002 once the average closing price of the common stock exceeded a “termination price” equal to $16.30 per
share for fifteen consecutive trading days following the issuance of such note. The terms of the note, which allowed
the principal balance to fluctuate dependent on the trading price of the Company’s common stock, created a derivative
instrument that was valued and accounted for under the provisions of SFAS 133. As a result of the extinguishment of
the note in January 2002, management estimated the fair value of this derivative to approximate the face amount of the
note, resulting in an asset being recorded in the fourth quarter of 2001. Since the estimated fair value of the detivative
asset was equal to the face amount of the note as of December 31, 2001, the extinguishment had no financial statement
impact in 2002,

The change in fair value of derivate instruments during 2001 consisted of the increase in the estimated fair value of the

written option embedded in the $26.1 million subordinated promissory note, net of a decrease in the estimated fair
value of the interest rate swap agreement during the year.
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On May 16, 2003, 0.3 million shares of the Company’s common stock were issued, along with a $2.9 million
subordinated promissory note, in connection with the final settlement of the state court portion of the stockholder
litigation settlement. Under the terms of the promissory note, the note and accrued interest were extinguished in June
2003 once the average closing price of the Company’s common stock exceeded a “termination price” equal to $16.30
pet share for fifteen consecutive trading days following the note’s issuance. The extinguishment of the note in June
2003 resulted in a $2.9 million non-cash gain during 2003.

DISCONTINUED OPERATIONS

Effective January 1, 2002, the Company adopted Statement of Financial Accounting Standards No. 144, “Accounting
for the Impairment or Disposal of Long-Lived Assets” (“SFAS 144”), which broadened the scope of defining
discontnued operations. Under the provisions of SFAS 144, the identification and classification of a facility as held for
sale, or the termination of any of the Company’s management contracts by expiration or otherwise, may result in the
classification of the operating results of such facility, net of taxes, as a discontinued operation, so long as the financial
results can be clearly identified, and so long as the Company does not have any significant continuing involvement in
the operations of the component after the disposal or termination transaction.

The results of operations, net of taxes, and the assets and liabilities of three correctional facilities and three juvenile
facilities, one of which was owned by the Company and operated by an independent third party, each as further
described below, have been reflected in the accompanying consolidated financial statements as discontinued operations
in accordance with SFAS 144 for the years ended December 31, 2003, 2002, and 2001.

In late 2001 and early 2002, the Company was provided notice from the Commonwealth of Puerto Rico of its intention
to terminate the management contracts at the Ponce Young Adult Correctional Facility and the Ponce Adult
Correctional Facility, upon the expiration of the management contracts in February 2002. Attempts to negotiate
continued operation of these facilities were unsuccessful. As a result, the transition period to transfer operation of the

facilities to the Commonwealth of Puerto Rico ended May 4, 2002, at which time operation of the facilities was

transferred to the Commonwealth of Puerto Rico. The Company recorded a non-cash charge of $1.8 million during
the second quarter of 2002 for the write-off of the carrying value of assets associated with the terminated management
contracts.

During the fourth quarter of 2001, the Company obtained an extension of its management contract with the
Commonwealth of Puerto Rico for the operation of the Guayama Correctional Center located in Guayama, Puerto
Rico, through December 2006. However, on May 7, 2002, the Company received notice from the Commonwealth of
Puerto Rico terminating the Company’s contract to manage this facility. As a result of the termination of the
management contract for the Guayama Correctional Center, which occurred on August 6, 2002, operation of the
facility ‘was transferred to the Commonwealth of Puerto Rico.

On June 28, 2002, the Company sold its interest in a juvenile facility located in Dallas, Texas for $4.3 million, The
facility ‘was leased to a third party pursuant to a lease expiring in 2008. Net proceeds from the sale were used for
working capital purposes.

During the fourth quarter of 2002, the Company was notified by the State of Florida of its intention to not renew the
Company’s contract to manage the Okeechobee Juvenile Offender Correctional Center located in Okeechobee,
Florida, upon the expiration of a short-term extension to the existing management contract, which expired in
December 2002. Upon expiration of the short-term extension, which occurred March 1, 2003, the operation of the
facility ‘was transferred to the State of Florida.

On Ma:ch 18, 2003, the Company was notified by the Department of Corrections of the Commonwealth of Virginia of

its intention to not renew the Company’s contract to manage the Lawrenceville Correctional Center located in
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Lawrenceville, Virginia, upon the expiration of the contract. The Company terminated its operation of the facility on
March 22, 2003 in connection with the expiration of the contract.

The following table summarizes the results of operations for these facilities for the years ended December 31, 2003,
2002, and 2001 (in thousands):

For the Years Ended December 31,

2003 2002 2001
REVENUE:
Managed-only $ 5,366 8§ 45265 $ 68,183
Rental - 360 713
5,366 45,625 68,896
EXPENSES:
Managed-only 5,979 40,025 54,580
Depreciation and amortization 1,074 3,095 1,406
7,053 43,120 55,986
OPERATING INCOME (LOSS) (1,687) 2,505 12,910
OTHER INCOME (EXPENSE):
Interest income - 575 602
Loss on disposals of assets (5) (21) -
(5) 554 602
INCOME (LOSS) BEFORE INCOME TAXES (1,692) 3,059 13,512
Income tax benefit (expense) 920 (600) (4,494)
INCOME (LOSS) FROM DISCONTINUED
OPERATIONS, NET OF TAXES $ (772) $ 2,459 3 9,018

The assets and liabilities of the discontinued operations presented in the accompanying consolidated balance sheets are
as follows (in thousands):

December 31,
ASSETS 2003 2002
Accounts receivable $ 1,158 $ 17,447
Prepaid expenses and other current assets - 136
Toral cutrent assets 1,158 17,583
Property and equipment, net - 484
Toral assets $ 1,158 $ 18,067
LIABILITIES
Accounts payable and accrued expenses $ 761 $ 1,461
Income tax payable - 920
Toral current liabilities $ 761 $ 2,381

15. STOCKHOLDERS’ EQUITY

Common Stock

As a result of a one-for-ten reverse stock split effective May 18, 2001, every ten shares of the Company’s common
stock issued and outstanding immediately prior to the reverse stock split has been reclassified and changed into one
fully paid and nonassessable share of the Company’s common stock. The Company paid its registered common
stockholders cash in lieu of issuing fractional shares in the reverse stock split at a post reverse-split rate of $8.60 per
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share, totaling approximately $15,000. The number of common shares and per share amounts have been retroactively
restated in the accompanying financial statements and these notes to the financial statements to reflect the reduction in
common shares and corresponding increase in the per share amounts resulting from the reverse stock split. In
conjunct.on with the reverse stock split, during the second quarter of 2001, the Company amended its charter to
reduce the number of shares of common stock which the Company was authorized to issue to 80.0 million shares (on a
post-reverse stock split basis) from 400.0 million shares (on a pre-reverse stock split basis). As of December 31, 2003,
the Company had 35.0 million shares of common stock issued and outstanding.

Common Stock Offering. Concurrently with the sale and issuance of the $250 Million 7.5% Senior Notes further described
in Note 11, on May 7, 2003, the Company completed the sale and issuance of 6.4 million shares of common stock at a
price of $19.50 per share, resulting in net proceeds to the Company of $117.0 million after the payment of estimated
costs associated with the issuance. Proceeds from the common stock and notes offerings were used to purchase shares
of common stock issued upon conversion of the Company’s $40.0 Million Convertible Subordinated Notes (and to pay
accrued interest on the notes to the date of purchase), to purchase shares of the Company’s series B preferred stock
that were tendered in a tender offer, to redeem shares of the Company’s series A preferred stock, each as further
described hereafter, and to pay-down a portion of the New Senior Bank Credit Facility, as further described in Note

11. A stockholder of the Company also sold 1.2 million shares of common stock in the same offering. In addition, the
underwr:ters exercised an ovet-allotment option to purchase an additional 1.1 million shares from the selling
stockholder. The Company did not receive any proceeds from the sale of shares from the selling stockholder.

The sales were completed pursuant to a prospectus supplement to a universal shelf registration that was filed with the
SEC anc. declared effective on April 30, 2003 to register $700.0 million of debt secutities, guarantees of debt securities,
preferred stock, common stock and warrants that the Company may issue from time to time.

Paurchase of Shares of Common Stock Issuable Upon Conversion of the $40.0 Million Convertible Subordinated Notes. Pursuant to the
terms of an agreement by and among the Company and MDP, immediately following the completion of the offering of
common stock and the $250 Million 7.5% Senior Notes, MDP converted the $40.0 Million Convertible Subordinated
Notes into 3,362,899 shares of the Company’s common stock and subsequently sold such shares to the Company. The
aggregate purchase price of the shares, inclusive of accrued interest of $15.5 million, was §81.1 million. The shares
putchased have been cancelled under the terms of the Company’s charter and Maryland law and now constitute
authorized but unissued shares of the Company’s common stock.

Restrictea shares. During the fourth quarter of 2000, the Company issued 404,500 shares of restricted common stock to
certain of the Company’s wardens, which were valued at $2.9 million on the date of the awards. During the years
ended December 31, 2003, 2002, and 2001, the Company expensed $0.6 million, $0.4 million, and $0.7 million, net of
forfeitures, respectively, relating to the restricted common stock. On December 31, 2003, the remaining unvested
shares, totaling approximately 277,000 shares, became fully vested.

During 2003, the Company issued 94,500 shares of restricted common stock to certain of the Company’s wardens,
which were valued at $1.6 million on the date of the awards. All of the shares vest during 2006 unless forfeited by the
recipients. During 2003, the Company expensed $0.4 million, net of forfeitures, relating to the restricted common
stock. As of December 31, 2003, 92,500 of these shates of restricted stock remained subject to vesting.

Series A Preferred Stock

The Company has authorized 20.0 million shares of $0.01 par value non-voting preferred stock, of which 4.3 million
shares are designated as series A preferred stock. The Company issued 4.3 million shares of its series A preferred stock
on January 1, 1999 in connection with a merger completed during 1999. The shares of the Company’s series A
preferred stock are redeemable at any time by the Company on or after January 30, 2003 at $25.00 per share, plus
dividends accrued and unpaid to the redemption date. Shares of the Company’s series A preferred stock have no

CCA 2003 ANNUAL REPORT 78




80

stated maturity, sinking fund provision or mandatory redemption and are not convertible into any other securities of
the Company. Dividends on shares of the Company’s series A preferred stock are cumulative from the date of original
issue of such shares and are payable quarterly in arrears on the fifteenth day of January, April, July and October of each
year, to shareholders of record on the last day of March, June, September and December of each year, respectively, at a
fixed annual rate of 8.0%.

In connection with the June 2000 Waiver and Amendment, the Company was prohibited from declating or paying any
dividends with respect to the series A preferred stock until such time as the Company had raised at least $100.0 million
in equity. As a result, at that time the Company had not declared or paid any dividends on its shares of series A
preferred stack since the first quarter of 2000. Dividends continued to accrue under the terms of the Company’s
charter untll the Company received a consent and waiver from its lenders under the Old Senior Bank Credit Facility in
September 2001, which allowed the Company’s board of directors to declare a one-time quarterly dividend on the
issued and outstanding series A preferred stock, which was paid on October 15, 2001.

In connection with the December 2001 Amendment and Restatement of the Old Senior Bank Credit Facility, certain
financial and non-financial covenants were amended, including the removal of ptior restrictions on the Company’s
ability to pay cash dividends on shares of its issued and outstanding series A preferred stock. Under the terms of the
December 2001 Amendment and Restatement, the Company was permitted to pay quarterly dividends on the shares of
its issued and outstanding series A preferred stock, including all dividends in atrears. See Note 10 for further
information on distributions on the Company’s shares of series A preferred stock.

Redemption of Series A Preferred Stock in 2003, Immediately following consummation of the offering of common stock
and the $250 Million 7.5% Senior Notes, the Company gave notice to the holders of its outstanding series A preferred
stock that it would redeem 4.0 million shares of the 4.3 million shares of series A preferred stock outstanding at a
redemption price equal to $25.00 per share, plus accrued and unpaid dividends to the redemption date. The
redemption was completed in June 2003.

Redemption of Series A Preferved Stock in 2004. On February 19, 2004, the Company announced that it would redeem the
remaining 300,000 outstanding shares of series A preferred stock on or about March 19, 2004 at a redemption price
equal to $25.00 per share, plus accrued and unpaid dividends to the redemption date.

Series B Preferred Stock

In order to satisfy the teal estate investment trust (“REIT”) distribution requirements with respect to its 1999 taxable
year, during 2000 the Company authorized an additional 30.0 million shares of $0.01 par value preferred stock,
designated 12.0 million shares of such prefetred stock as non-voting series B preferred stock and subsequently issued
7.5 million shares to holders of the Company’s common stock as a stock dividend.

The shares of series B preferred stock issued by the Company provide for cumulative dividends payable at a rate of
12% per year of the stock’s stated value of $24.46. The dividends are payable quarterly in arrears, in additional shares
of series B preferred stock through the third quarter of 2003, and in cash thereafter, provided that all accrued and
unpaid cash dividends have been made on the Company’s series B preferred stock. The shares of the series B
preferred stock are callable by the Company, at a price per share equal to the stated value of $24.46, plus any accrued
dividends, at any time after six months following the later of (i) three years following the date of issuance or (ii) the 91
day following the redemption of the Company’s 12% Senior Notes.

Approximately 4.2 million shares of seties B preferred stock were converted into 9.5 million shares of common stock
during two conversion petiods in 2000, The remaining shares of seties B preferred stock, as well as any currently
outstanding and additional shares issued as dividends, are not and will not be convertible into shares of the Company’s
common stock.
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During 2003, 2002, and 2001, the Company issued 0.3 million, 0.5 million, and 0.5 million shares of seties B preferred
stock, respectively, in satisfaction of the regular quarterly distributions. See Note 10 for further information on
distributions on the Company’s shares of series B preferred stock.

Series B Restricted Stock. During 2001, the Company issued 0.2 million shares of series B preferred stock under two
series B preferred stock restricted stock plans (the “Series B Restricted Stock Plans”), which were valued at $2.0 million
on the date of the award. The restricted shares of series B preferred stock were granted to certain of the Company’s
key emrloyees and wardens. Under the terms of the Series B Restricted Stock Plans, the shares in the key employee
plan vest in equal intervals over a three-year period expiring in May 2004, while the shares in the warden plan vest all at
one time in May 2004. During the years ended December 31, 2003, 2002, and 2001, the Company expensed $0.6
million, $0.5 million, and $0.4 million, net of forfeitures, respectively, relating to the Series B Restricted Stock Plans.

Tender Cffer for Series B Preferred Stock. Following the completion of the offering of common stock and the $250 Million
7.5% Senior Notes in May 2003, the Company purchased 3.7 million shates of its series B preferred stock for §97.4
million pursuant to the terms of a cash tender offer. The tender offer price of the series B preferred stock (inclusive of
all accrued and unpaid dividends) was $26.00 per share. The payment of the difference between the tender price
($26.00) and the liquidation preference ($24.46) for the shares tendered was reported as a prefetred stock distribution
in the second quarter of 2003.

As of December 31, 2003, the Company had 1.0 million shares of series B preferred stock outstanding.

Stock Warrants

In connection with a merger completed during 2000, the Company issued stock purchase warrants for the purchase of
0.2 million shares of the Company’s common stock as partial consideration to acquire the voting common stock of the
acquired entity. The warrants issued allow the holder to purchase approximately 142,000 shares of the Company’s
common stock at an exercise price of $0.01 per share and approximately 71,000 shares of the Company’s common
stock at an exercise price of $14.10 per share. These warrants expire September 29, 2005. On May 27, 2003, the
holder of the warrants purchased approximately 142,000 shares of common stock pursuant to the warrants at an
exercise price of $0.01 per share. Also in connection with the merger completed during 2000, the Company assumed
the obligation to issue warrants for up to approximately 75,000 shares of its common stock, at a price of $33.30 per
share, through the expiration date of such warrants on December 31, 2008.

Stock Option Plans

The Company has equity incentive plans under which, among other things, incentive and non-qualified stock options
are granted to certain employees and non-employee directors of the Company by the compensation committee of the
Company’s boatd of directors. The options are generally granted with exercise prices equal to the market value at the
date of grant. Vesting periods for options granted to employees generally range from one to four years. Options
granted to non-employee directors vest at the date of grant. The term of such options is ten years from the date of
grant.

Stock cption transactions relating to the Company’s incentve and non-qualified stock option plans are summarized
below (in thousands, except exercise prices):
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Weighted

Number of average exercise

options price per option
Outstanding at December 31, 2000 979 $ 54.54
Granted 1,613 $ 8.84
Cancelled (160) $ 37.05
Outstanding at December 31, 2001 2,432 $ 25.30
Granted 926 $ 17.04
Cancelled 207) $ 58.86
Exercised (49) $ 877
Outstanding at December 31, 2002 3,102 $ 20.86
Granted 774 $ 17.29
Cancelled @4 $ 19.74
Exercised (122) $ 10.43
Outstanding at December 31, 2003 3,670 $ 20.48

The weighted average fair value of options granted during 2003, 2002, and 2001 was §7.39, $8.10, and $7.05 per option,
respectively, based on the estimated fair value using the Black-Scholes option-pricing model.

The fair value of each opton grant is estimated on the date of grant using the Black-Scholes option-pricing model with
the following weighted average assumptions:

2003 2002 2001
Expected dividend yield 0.0% 0.0% 0.0%
Expected stock price volatility 42.0% 45.8% 89.4%
Risk-free interest rate 2.8% 4.0% 4.8%
Expected life of options 6 years 6 years 7 years

Stock options outstanding at December 31, 2003, are summarized below:

Weighted Weighted
Options average Options average

outstanding at remaining exercisable at exercise price
December 31, 2003 contractual life December 31, 2003 of options
Exercise Price (in thousands) in years (in thousands) exercisable
$ 875-1991 3,236 7.83 1,433 $ 1164
$ 21.11-2589 80 9.07 41 § 2185
$ 27.38-39.97 131 6.49 131 $ 3013
$ 66.57-159.31 223 3.46 223 § 11943
3,670 7.55 1,828 $ 2633

At the Company’s 2003 annual meeting of stockholders held in May 2003, the Company’s stockholders approved an
increase in the number of shares of common stock available for issuance under the 2000 Stock Incentive Plan by 1.5
million shares raising the total to 4.0 million shares. In addition, the stockholders approved the adoption of the
Company’s Non-Employee Directors’ Compensation Plan, authorizing the Company to issue up to 75,000 shares of
common stock pursuant to the plan. These changes were made in order to provide the Company with adequate means
to retain and attract quality directors, officers and key employees through the granting of equity incentives, As of
December 31, 2003, the Company had 2.1 million shares available for issuance under the 2000 Stock Incentive Plan
and another existing plan, and 0.1 million shares available for issuance under the Non-Employee Directors’ .
Compensation Plan.
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The Company has adopted the disclosure-only provisions of SFAS 123 and accounts for stock-based compensation
using the intrinsic value method as prescribed in APB 25. As a result, no compensation cost has been recognized for
the Company’s stock option plans under the criteria established by SFAS 123. The pro forma effects on net income
and eatnings per share as if compensation cost for the stock option plans had been determined based on the fair value
of the options at the grant date for 2003, 2002, and 2001, consistent with the provisions of SFAS 123, are disclosed in
Note 2.

EARNINGS (LOSS) PER SHARE

In accordance with Statement of Financial Accounting Standards No. 128, “Earnings Per Share” (“SFAS 128”), basic
earnings per share is computed by dividing net income (loss) available to common stockholders by the weighted
average number of common shares outstanding during the year. Diluted earnings per share reflects the potential
ddution that could occur if securities or other contracts to issue common stock were exercised or converted into
common stock or resulted in the issuance of common stock that then shared in the earnings of the entity. For the
Compary, diluted earnings per share is computed by dividing net income (loss), as adjusted, by the weighted average
number of common shares after considering the additional dilution related to convertible subordinated notes, shares
issued under the settlement terms of the Company’s stockholder litigation, restricted common stock plans, and stock
options and warrants,

A reconciliation of the numerator and denominator of the basic earnings (loss) per share computation to the
numera-or and denominator of the diluted earnings (loss) per share computation is as follows (in thousands, except per
share data):

For the years ended December 31,

2003 2002 2001
NUMERATOR
Basic:
Income (loss) from continuing operations before cumulative effect of
accounting change and after preferred stock distributions $ 127,293  § 48,942  § (3,348)
Income (loss) from discontinued operations, net of taxes (772) 2,459 9,018
Cumulative effect of accounting change - (80,276) -
Net income (Joss) available to common stockholders $ 126,521 & (28,875) % 5,670
Diluted:
Income (Joss) from contnuing operations before cumulative effect of
accounting change and after preferred stock distributions $ 127,293 § 48942 3% (3,348)
Interest expense applicable to convertible notes 4,496 2,400 -
Diluted income (loss) from continuing operations before cumulative
effect of accounting change and after preferred stock distributions 131,789 51,342 (3,348)
Income (loss) from discontinued operations, net of taxes (772) 2,459 9,018
Cumulative effect of accounting change - (80,276) -
Diluted net income (loss) available to common stockholders $ 13,017 § (26,475) $ 5,670
DENOMINATOR
Basic:
Weighted average common shares outstanding 32,245 27,669 24,380
Diluted:
Weighted average common shares outstanding 32,245 27,669 24,380
Effect of dilutive securities:
Stock options and warrants 917 621 -
Stockholder litigation 115 310 -
Convertible notes 4,523 3,370 -
Restricted stock-based compensation 249 238 -
Weighted average shares and assumed conversions 38,049 32,208 24,380
CCA 2003 ANNUAL REPORT 83




17.

84

For the years ended December 31,

2003 2002 2001
BASIC EARNINGS (LOSS) PER SHARE:
Income (loss) from continuing operations before cumulative effect of
accounting change and after preferred stock distributions $ 396 § 177§ 0.14)
Income (loss) from discontinued operations, net of taxes (0.03) 0.09 0.37
Cumulative effect of accounting change - (2.90) -
Net income (loss) available to common stockholders $ 392 % 104 § 0.23
DILUTED EARNINGS (LOSS) PER SHARE:
Income (loss) from continuing operations before cumulatve effect of
accounting change and after preferred stock distributions $ 3.46 3 1.59 % 0.14)
Income (loss) from discontinued operations, net of taxes (0.02) 0.08 0.37
Cumulative effect of accounting change - (249 -
Net income (loss) available to common stockholders $ 34 3 (082 % 0.23

For the year ended December 31, 2002, the Company’s $40.0 Million Convertible Subordinated Notes were convertible
into 3.4 million shares of common stock, using the if-converted method. These incremental shates were excluded
from the computation of diluted earnings per share for the year ended December 31, 2002, as the effect of their

inclusion was anti-dilutive,

For the year ended December 31, 2001, all of the Company’s convertble subordinated notes wete convertible into 6.8
million shares of common stock, using the if-converted method. The Company’s restricted stock, stock options, and
warrants were convertible into 0.6 million shares for the year ended December 31, 2001, using the treasury stock
method. These incremental shares were excluded from the computation of diluted earnings per share for the year
ended December 31, 2001, as the effect of their inclusion was and-dilutive.

For the year ended December 31, 2001, 3.4 million shares of common stock were contingently issuable under terms of
the settlemenr agreement of all formerly existing stockholder litigation against the Company and certain of its existing
and former directors and executive officers completed during the first quarter of 2001. These contingently issuable
shares were excluded from the computation of diluted earnings per share for the year ended December 31, 2001, as the
effect of their inclusion was anti-dilutive. All of these shares, with the exception of 0.3 million shares, were issued
during 2001. The remaining 0.3 million shares were issued during 2003.

COMMITMENTS AND CONTINGENCIES

Legal Proceedings

General. 'The nature of the Company’s business results in claims and litigation alleging that it is liable for damages
arising from the conduct of its employees, inmates or others. In the opinion of management, other than those
described belcw, there are no pending legal proceedings that would have a material effect on the Company’s
consolidated financial position, results of operations or cash flows. Adversarial proceedings and litigation are, however,
subject to inherent uncertainties, and unfavorable decisions and rulings could occur which could have a material
adverse impact on the Company’s consolidated financial position, results of operations or cash flows for a period in
which such decisions or rulings occur, or future periods.

Litigation

During the second quarter of 2002, the Company completed the settlement of certain claims made against it as the
successor to U.S. Corrections Corporation (“USCC”), a privately-held owner and operator of correctional and
detention facilities which was acquired by a predecessor of the Company in April 1998, by participants in USCC’s
Employee Stock Ownership Plan (“ESOP”). As a result of the settlement, the Company made a cash payment of
$575,000 to the plaintiffs in the action. As described below, the Company is currently in litigation with USCC’s insurer
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seeking to recover all or a portion of this settlement amount. The USCC ESOP litigation entitled Horw ». MQueern,
continued to proceed, however, against two other defendants, Milton Thompson and Robert McQueen, both of whom
wete stockholders and executive officers of USCC and trustees of the ESOP prior to the Company’s acquisition of
USCC. In the Hosm litigation, the ESOP participants allege numerous violations of the Employee Retirement Income
Security Act, including breaches of fiduciary duties to the ESOP by causing the ESOP to overpay for employer
securities. The plaintiffs in the action are seeking damages in excess of $30.0 million plus prejudgment interest and
attorneys’ fees, although expert testimony in the litigation has indicated actual damages of a significantly less amount.
On )uly 29, 2002, the United States District Court of the Western District of Kentucky found that McQueen and
Thompson had breached their fiduciary duties to the ESOP, but made no determination as to the amount of any
damages. A report of a special master has fixed damages at approximately $10.0 million (exclusive of interest, which
could more than double the damages). The court has not yet acted on this report.

In or abouat the second quarter of 2001, Northfield Insurance Co. (“Northfield”), the issuer of the liability insurance
policy to IJSCC and its directors and officers, filed suit against McQueen, Thompson and the Company seeking a
declaration that it did not owe coverage under the policy for any liabilities arising from the Hor litigation. Among
other things, Northfield claimed that it did not receive timely notice of the litigation under the terms of the policy.
McQueen and Thompson subsequently filed a cross-claim in the Nor#hfie/d litigation against the Company, claiming
that, as the result of the Company’s alleged failure to timely notify the insurance carrier of the Hom case on their
behalf, they were entitled to indemnification or contribution from the Company for any loss incurred by them as a
result of the Horm litigation if there were no insurance available to cover the loss, if any. On September 30, 2002, the
Court in the Norshfield litigation found that Northfield was not obligated to cover McQueen and Thompson or the
Company. Though it did not resolve the cross-claim, the Court did note that there was no basis for excusing McQueen
and Thompson from their independent obligation to provide timely notice to the cartier because of the Company’s
alleged failure to provide timely notice to the carrier. McQueen and Thompson have since filed a state court action
essentially duplicating their cross-claim in the federal case, and the Company has initiated claims against the lawyer who
jointly represented the Company, McQueen and Thompson in the Hom litigation. Upon the entry of a final order by
the Court, the Company intends to appeal the Court’s decision that Northfield is not obligated to provide coverage,
and the Company intends to continue to assert its position that coverage is required.

The Company cannot currently predict whether it will be successful in recovering all or a pordon of the amount it has
paid in settlement of the Hos lirigation, With respect to the cross-claim and the state court claims made by McQueen
and Thompson, the Company believes that such cross-claim claims are without merit and that the Company will be
able to defend itself successfully against such claims and/or any additional claims of such nature that may be brought in
the future. No assurance can be given, however, that the Company will prevail.

On April 21, 2003, a putative class action lawsuit was filed in the Superior Court of California for the County of San
Diego against the Company styled Sanchez v. Corrections Corporation of America. The lawsuit was brought by a former
employee on his own behalf and on behalf of other former and currently similarly-situated employees. Plaintff alleged
that the Company did not comply with certain wage and hour laws and regulations primarily concerning meal periods
and other specified breaks, which laws and regulations are imposed by the State of California pursuant to the California
Labor Code¢ and Business and Professions Code. Plaintiff was seeking damages on his behalf and the alleged class for
such violations as well as certain penalties allegedly due and owing as a consequence of such alleged violations.
Following service of the complaint and during the third quarter of 2003, the Company undertook certain investigations
in response to the allegations and an answer to the complaint was filed. The Company has entered into 2 settlement
agreement with the plaintiff, which is subject to class certification and court approval, that is not expected to have a
material impact on the financial position, results of operations or cash flows of the Company.
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Insurance Contingencies

Each of the Company’s management contracts and the statutes of certain states require the maintenance of insurance.
The Company maintains various insurance policies including employee health, workers’ compensation, automobile

liability and general liability insurance. These policies are fixed premium policies with various deductible amounts that
are self-funded by the Company. Reserves are provided for estimated incurred claims within the deductible amounts.

Guarantees

Hardeman County Correctional Facilities Corporation (“HCCFC”) is a nonprofit, mutual benefit corporation
organized under the Tennessee Nonprofit Corporation Act on November 17, 1995 to purchase, construct, improve,
equip, finance, own and manage a detention facility located in Hardeman County, Tennessee. HCCFC was created as
an instrumentality of Hardeman County to implement the County’s incarceration agreement with the State of
Tennessee to house certain inmates.

During 1997, HCCFC issued $72.7 million of revenue bonds, which were primarily used for the construction of a
2,016-bed medium security correctional facility. In addition, HCCFC entered into a construction and management
agreement with the Company in order to assure the timely and coordinated acquisition, constructon, development,
marketing and operation of the correctional facility.

HCCFC leases the correctional facility to Hardeman County in exchange for all revenue from the operation of the
facility. HCCFC has, in turn, entered into a management agreement with the Company for the correctional facility.

In connection with the issuance of the revenue bonds, the Company is obligated, under a debt service deficit

agreement, to pay the trustee of the bond’s trust indenture (the “Trustee”) amounts necessary to pay any debt service
deficits consisting of principal and interest requirements (outstanding principal balance of $59.6 million at December
31, 2003 plus future interest payments). In the event the State of Tennessee, which is currently utilizing the facility to

house certain inmates, exercises its option to purchase the correctional facility, the Company is also obligated to pay

the difference between principal and interest owed on the bonds on the date set for the redemption of the bonds and !
amounts paid by the State of Tennessee for the facility plus all other funds on deposit with the Trustee and available

for redemption of the bonds. Ownership of the facility reverts to the State of Tennessee in 2017 at no cost.

Therefore, the Company does not currently believe the State of Tennessee will exercise its option to purchase the

facility. At December 31, 2003, the outstanding principal balance of the bonds exceeded the purchase price option by

$13.0 million. The Company also maintains a restricted cash account of $7.1 million as collateral against a guarantee it

has provided for a forward purchase agreement related to the bond issuance.

Retirement Plan

All employees of the Company are eligible to participate in the Cotrectons Corporation of America 401(k) Savings and
Retirement Plan (the “Plan”) upon reaching age 18 and completing one year of qualified service. Prior to January 1,
2002, employees could elect to defer from 1% to 15% of their compensation. The provisions of the Plan provide for
discretionary employer basic and matching contributions to those participants credited with at least one thousand
hours of employment in a plan year, and who are employed by the Company on the last day of the plan year. During
the year ended December 31, 2001, the Company provided a discretionary basic contribution to each eligible employee
equal to 2% of the employee’s compensation for the first year of eligibility, and 1% of the employee’s compensation
for each year of eligibility following. In addition, the Company provided a discretionary matching contribution equal to
100% of the employee’s contributions up to 4% of the employee’s compensation. The Company’s contributions and
investment earnings or losses thereon become 40% vested after four years of service and 100% vested after five years
of service.
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Effective January 1, 2002, the maximum compensation deferral was increased to 20% of the employee’s compensation,
and for the years ended December 31, 2003 and 2002, the Company provided a discretionary matching contribution
equal to 100% of the employee’s contributions up to 5% of the employee’s compensation. Further, effective January 1,
2002, the Company amended the vesting schedule so that employer contributions and investment earnings or losses
thereon become vested 20% after two years of service, 40% after three years of service, 80% after four years of service,
and 100% after five or more years of service. '

During the years ended December 31, 2003, 2002, and 2001, the Company’s discretionary contributions to the Plan,
net of forfeitures, were $4.7 million, $4.3 million, and $5.7 million, respectively.

Deferred Compensation Plans

During 2002, the compensation committee of the board of directors approved the Company’s adoption of two non-
qualified deferred compensation plans (the “Deferred Compensation Plans”) for non-employee directors and for
certain senior executives that elect not to participate in the Company’s 401(k) Plan. The Deferred Compensation Plans
are unfunded plans maintained for the purpose of providing the Company’s directots and certain of its senior
executives the opportunity to defer a portion of their compensation. Under the terms of the Deferred Compensation
Plans, certain senior executives may elect to contribute on a pre-tax basis up to 50% of their base salary and up to
100% of their cash bonus, and non-employee directors may elect to contribute on a pre-tax basis up to 100% of their
director retainer and meeting fees. The Company matches 100% of employee contribudons up to 5% of total cash
compensation. The Company also contributes a fixed rate of return on balances in the Deferred Compensation Plans,
determined at the beginning of each plan year. Matching contributions and investment earnings thereon vest over a
three-year period from the date of each contribution. Distributons are generally payable no eatlier than five years
subsequert to the date an individual becomes a participant in the Plan, or upon termination of employment (or the
date 2 director ceases to serve as a director of the Company), at the election of the participant, but not later than the
fifteenth day of the month following the month the individual attains age 65.

During 2033 and 2002, the Company provided 2 fixed return of 8.2% and 8.6%, respectively, to participants in the
Deferred Compensation Plan. The Company has purchased life insurance policies on the lives of certain employees of
the Company, which ate intended to fund distributions from the Deferred Compensation Plans. The Company is the
sole beneficiary of such policies. At the inception of the Deferred Compensation Plans, the Company established an
irrevocable Rabbi Trust to secure the plans’ obligations. However, assets in the Deferred Compensation Plans are
subject to creditor claims in the event of bankruptey. During 2003 and 2002, the Company recorded $184,000 and
$45,000, respectively, of matching contributions as general and administrative expense associated with the Deferred
Compensaion Plans. As of December 31, 2003 and 2002, the Company’s liability related to the Deferred
Compensarion Plans was $0.8 million and $0.2 million, respectively, which was reflected in accounts payable, accrued
expenses and other liabilities in the accompanying balance sheet.

Employment and Severance Agreements

The Company currently has employment agreements with several of its executive officers which provide for the
payment of certain severance amounts upon an event of termination or change of control, as further defined in the
agreements.

SEGMENT REPORTING

As of December 31, 2003, the Company owned and managed 38 correctional and detenton facilities, and managed 21
cotrectional and detention facilities it does not own. Management views the Company’s operating results in two
reportable segments: owned and managed correctional and detention facilides and managed-only correctional and
detention facilities. The accounting policies of the reportable segments are the same as those described in Note 2.
Owned and managed facilities include the operating results of those facilities owned and managed by the Company.
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Managed-only facilides include the operating results of those facilities owned by a third party and managed by the
Company. The Company measures the operating performance of each facility within the above two reportable
segments, without differentation, based on facility contribution. The Company defines facility contribution as a
facility’s operating income or loss from operations before interest, taxes, depreciation and amortization. Since each of
the Company’s facilities within the two reportable segments exhibit similar economic characteristics, provide similar
setvices to governmental agencies, and operate under a similar set of opetating procedures and regulatory guidelines,
the facilities within the identified segments have been aggregated and reported as one reportable segment.

The revenue and facility contribution for the reportable segments and a reconciliation to the Company’s operating
income (loss) is as follows for the three years ended December 31, 2003, 2002, and 2001 (in thousands):

For the Years Ended December 31,

2003 2002 2001

Revenue:

Owned and managed $ 732,465 $ 639,104 ) 619,652

Managed-only 281,524 278,917 269,766
Total management revenue 1,013,989 918,021 889,418
Operating expenses:

Owned and managed 523,202 479,336 464,392

Managed-only 230,217 225,021 217,886
Total operating expenses 753,419 704,357 682,278
Facility contribution:

Owned and managed 209,263 159,768 155,260

Managed-only 51,307 53,896 51,880
Total facility contribution 260,570 213,664 207,140
Other revenue {expense):

Rental and other revenue 22,748 19,730 22,475

Other operating expense (21,892) (16,995) (16,661)

General and administrative expense (40,467) (36,907) (34,568)

Depreciation and amortization (52,937 (51,292 (52,729
Operating income 3 168,022 3 128,200 $ 125,657

The following table summarizes capital expenditures for the reportable segments for the years ended December 31,
2003 and 2002 (in thousands):

For the Years Ended December 31,

2003 2002
Capital expenditures:
Owned and managed $ 60,523 $ 10,110
Managed-only 2,827 1,439
Corporate and other 28,843 5,411
Discontinued operations 2 137
Total capital expenditures $ 92,195 $ 17,097
The assets for the reportable segments ate as follows (in thousands):
December 31,
2003 2002
Assets:
Owned and managed $ 1,606,675 $ 1,558,491
Managed-only 74,154 84,743
Corporate and other 277,041 212,770
Discontinued operations 1,158 18,067
Total assets $ 1,959,028 § 1,874,071
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SELECTED QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Selected quarterly financial information for each of the quarters in the years ended December 31, 2003 and 2002 is as

follows (in thousands, except per share data):

Revenue

Operating income

Income tax benefit (expense)

Income from continuing operations

Income (loss) from discontinued operations, net of
taxes

Net income available to common stockholders

Basic earnings (loss) per share:
Incotne from continuing operations
Income (loss) from discontinued operations, net
of taxes

Net income available to common stockholders

Diluted earnings (loss) per share:
Income from continuing operations
Incorne (loss) from discontinued operations, net
of taxes

Net income available to common stockholders

Revenus

Operating income

Expenses associated with debt refinancings

Income tax benefit

Income (loss) from continuing operations

Income (loss) from discontinued operations, net of
taxes

Cumulative effect of accounting change

Net income (loss) available to common
stockholders

Basic earnings (loss) per share:
Income (loss) from continuing operations
Income (loss) from discontinued operations, net
of taxes
Cumulative effect of accounting change
Net income (loss) available to common
stockholders

Diluted earnings (loss) per share:
Income (loss) from continuing operations
Income (loss) from discontinued operations, net
of taxes
Cumulative effect of accounting change
Net :ncome (loss) available to common
stockholders

Match 31, June 30, September 30, December 31,
2003 2003 2003 2003
$ 250,304 $ 254,142 $ 263,431 $ - 268,860
$ 42,347 $ 40,802 $ 40,801 $ 44,072
3 170 $ - $ (277 % 52,459 @
$ 24,594 $ 20,230 $ 19,037 $ 78,694
$ (1,692)  § - $ -8 920
$ 17,422 $ 12,140 $ 18,201 $ 78,758
$ 0.69 $ 0.38 $ 0.53 $ 2.24
(0.06) - - 0.03
$ 0.63 $ 0.38 $ 0.53 $ 2.27
$ 0.61 $ 0.34 $ 0.47 $ 1.99
(0.05) - - 0.02
$ 0.56 $ 0.34 $ 0.47 $ 2.01
March 31, June 30, September 30, December 31,
2002 2002 2002 2002
$ 224,427 $ 231,857 $ 239,442 $ 242,025
$ 29,746 $ 32,388 $ 34,696 $ 31,370
$ - 8 (36,670) @ $ - $ -
$ 32,769 O § 119 $ 375 $ 30,021 M
$ 37,065 $ (26,366) $ 16,503 $ 42,699
$ 1,959 $ 176 $ (238 3 562
$ (80,276) ® % - $ - $ -
3 (46,329) $ (31,395) $ 10,973 $ 37,876
$ 1.16 $ (1.15) $ 0.41 $ 1.35
0.07 0.01 0.01) 0.02
(2.91) - - -
$ (1.68) $ (1.14) $ 0.40 3 1.37
$ 0.96 $ (1.15) $ 0.37 $ 1.12
0.06 0.01 (0.01) 0.02
(2.25) - - .
$ (1.23) $ (1.14) $ 0.36 $ 1.14

(1) See MNote 12 for a further explanation of the income tax benefits recognized during the fourth quarter of 2003 and during the

first and fourth quarters of 2002.

(2) See Wote 11 for a further explanation of the expenses associated with debt refinancings during the second quarter of 2002.

(3) See Note 3 for a further explanation of the cumulative effect of accounting change during the first quarter of 2002.
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MARKET FOR OUR CAPITAL STOCK AND RELATED STOCKHOLDER MATTERS

Market Price of and Distributions on Capital Stock

Our common stock is traded on the New York Stock Exchange, or NYSE, under the symbol “CXW,” our series A preferred
stock is traded on the NYSE under the symbol “CXW PrA,” and our series B prefetred stock is traded on the NYSE under
the symbol “CXW PrB.” On March 1, 2004, the last reported sale price of our common stock was $33.84 per share and there
were approximately 6,400 registered holders and approximately 30,000 beneficial holders, respectively, of our common stock.

The following table sets forth, for the fiscal quarters indicated, the range of high and low sales prices of the common stock,
the series A preferred stock, and the series B preferred stock on the NYSE, and the amount of cash distributions or dividends

paid per share.
Common Stock
SALES PRICE PER SHARE CASH
HIGH LOW DISTRIBUTION
FISCAL YEAR 2003
First Quartet $ 18.35 $ 16.42 $ 0.00
Second Quarter $ 25.74 $ 17.48 $ 0.00
Third Quarter $ 27.36 $ 21.00 $ 0.00
Fourth Quarter $ 29.48 8 24.40 $ 0.00
FISCAL YEAR 2002
First Quarter % 19.25 $ 1215 8 0.00
Second Quarter $ 18.63 $ 12.80 $ 0.00
Third Quarter $ 17.22 $ 11.69 $ 0.00
Fourth Quarter $ 18.30 $ 13.95 $ 0.00
Series A Preferred Stock
SALES PRICE PER SHARE CASH
HIGH LOW DISTRIBUTION
FISCAL YEAR 2003
First Quarter $ 23.35 $ 21.25 g 0.50
Second Quarter % 26.00 $ 22.45 $ 0.50
Thitrd Quarter $ 25.80 $ 24.95 $ 0.50
Fourth Quarter $ 25.85 $ 25.05 $ 0.50
FISCAL YEAR 2002
First Quarter 3 18.61 $ 16.70 $ 0.50
Second Quarter $ 21.00 $ 17.17 $ 0.50
Third Quarter $ 21.00 $ 18.50 $ 0.50
Fourth Quarter $ 22.40 ) 19.25 3 0.50
Series B Preferred Stock
SALES PRICE PER SHARE CASH
HIGH LOW DISTRIBUTION
FISCAL YEAR 2003
First Quarter $ 25.10 % 24.35 $ 0.00
Second Quatter $ 26.40 $ 24,90 $ 0.00
Third Quarter $ 25.80 $ 25.10 $ 0.00
Fourth Quarter $ 26.02 $ 25.10 $ 0.7338
FISCAL YEAR 2002
First Quarter $ 20.64 $ 19.11 $ 0.00
Second Quarter $ 24.35 $ 19.00 8 0.00
Third Quarter $ 24.10 $ 21.50 $ 0.00
Fourth Quarter $ 25.00 $ 22.90 $ 0.00
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Dividend Policy

Pursuant to the terms of our senior secured credit facility, we are restricted from declaring or paying cash dividends with
respect to outstanding shares of our common stock. Moreover, even if such restriction is ultimately removed, we currently do
not intend to pay dividends with respect to shares of our common stock in the future.

Our series A preferred stock provides for quarterly cash dividends at a rate of 8.0% per yeat, based on a liquidation price of
$25.00 per share. We are permitted to pay these dividends under the terms of our senior secured credit facility and our other
indebtedness.

Our shares of series B preferred stock provide for quarterly dividends at a rate of 12.0% per year, based on a stated value of
$24.46 per share. The dividends are payable quarterly in arrears, in additional shares of series B preferred stock through the
third quarter of 2003, and in cash thereafter, provided that all accrued and unpaid cash dividends have been made on our
series A preferred stock. We began paying cash dividends during the fourth quarter of 2003.

Recent Issuances of Unregistered Securities

The following description sets forth our issuances of unregistered equity securities during the year ended December 31, 2003.
Unless otherwise indicated, all equity securities were issued and sold in private placements pursuant to the exemption from the
registration requirements of the Securities Act of 1933, as amended (the “Securities Act™), contained in Section 4(2) of the
Securities Act and no underwriters were engaged in connection with the issuances of such equity securities.

MDP Convertible Subordinated Notes. Pursuant to the terms of a note purchase agreement, dated as of December 31,
1998, with Income Opportunity Fund I, LLC, Millennium Holdings II LLC, and Millennium Holdings III LLC, which are
collectively referred to herein as MDP, we issued the $40.0 Million Convertible Subordinated Notes. In May 2003, pursuant
to the terms of an agreement with MDP, MDP converted the $40.0 Million Convertible Subordinated Notes into 3,362,899
shates of our common stock and subsequently sold such shares to us. The aggregate purchase price of the shares, inclusive of
accrued interest of $15.5 million, was $81.1 million. The shares purchased have been cancelled under the terms of our charter
and Maryland law and now constitute authorized but unissued shares of our common stock.

Issuance of Series B Preferred Stock. During 2003, we issued 316,253 shares of seties B preferred stock in satisfaction of
the regular quarterly paid-in-kind dividends on the series B preferred stock.

Issuances to Directors. During the year ended December 31, 2003, we issued 1,464 shares of common stock to certain

members of our board of directors who have elected to receive a portion of their compensation in shares of our common
stock rather than in cash pursuant to our Non-Employee Directors’ Compensation Plan.
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