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CCA’S GUIDING PRINCIPLES:

INTEGRITY . Be honest and highly ethical. Always do the right thing, with honorable intentions.

RESPECT  Treat each other and offenders as we want to be treated. Appreciate the authority given to us and always

use it appropriately.
TRUET Be competent and reliable. Build positive relationships.
LOYALTY Dedicate ourselves to our profession, our responsibilities and each other.

SAFETY AND SECURITY Dedicate every action to safe and secure correctional facilities. Through training, skill

and courage, protect our communities, individuals in our cate and each other.
@UALITY  Provide excellent correctional services every day. Offer positive programs to help offenders.
ACCOUNTABILITY  Hold ourselves responsible for every action. Be good stewards of our customers’ interests.

SERVICE-DRIVEN Serve our government partners and communities with pride and dedication. Be flexible. Be

great problem-solvers. Deliver on our promises.
COST EFFECTIVENESS  Provide honest, fair and competitive pricing to our partners. Deliver value to our shareholders.

TEAMWORIK | Share, inspire and help one another daily. Don't let others down, because together we make greater

contributions.
COMMUNICATION  Listen well. Share information. Speak honestly and openly with intent to always improve our efforts.

INN@VATION = Think creatively and boldly. Value resourcefulness. Embrace our heritage as the adult private correc-

tions industry founder and leader.

Our Mission: Our mission is to provide, in partnership with government, a meaningful public service, by operating

the highest quality, full service adult corrections company in the United States.

Who we are: As the nation’s largest owner and operator of privatized correctional and detention facilities, we currently
operate 64 facilities, including 38 company-owned facilities, with a total design capacity of approximately 70,000 beds
in 19 states and the District of Columbia. We specialize in owning, operating and managing prisons and other correc-
tional and detention facilities, and providing inmate residential and prisoner transportation services for governmental
agencies. We also offer a variety of rehabilitation and educational programs intended to help reduce recidivism and to

prepare inmates for their successful re-entry into society.
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HIGHLIGHTS

$1,200

1,000

800

600

400

200

REVENUES °

(in thousands)

]

Commenced operations pursuant to new contracts with the Texas Department of
Criminal Justice to manage 7,314 beds in four jails and two correctional facilities
located in the state of Texas.

Resumed operations at our Northeast Ohio Correctional Center located in
Youngstown, Ohio, pursuant to a contract with the U.S. Marshals Service to
house approximately 300 federal detainees.

Awarded Criminal Alien Requirement Phase 4 contract from the Federal Bureau
of Prisons to manage approximately 1,195 federal inmates at our Northeast Ohio
Correctional Center. We expect to begin receiving inmates late during the second
quarter of 2005.

Awarded a contract from the state of Arizona to manage up to 1,200 Arizona
inmates, representing the first time Arizona has partnered with CCA.

Awarded a contract from the state of Vermont to manage up to 700 medium-
security Vermont inmates, representing the first time Vermont has partnered
with the private corrections sector.

Awarded a contract from the state of Mississippi to resume management of the
1,016-bed Delta Correctional Facility located in Greenwood, Mississippi.

Awarded a contract from the State of Washington to manage an initial population
of approximately 300 Washington inmates, representing the first time
Washington has partnered with CCA.

Awarded contracts from the states of North Dakota and Minnesota to manage an
unspecified number of inmates.

Completed the redemption of the remaining 300,000 shares of our Series A
Preferred Stock at a redemption price of $25.00 per share and the remaining
one million shares of our Series B Preferred Stock at a redemption price of
$24.46 per share, eliminating the Company’s high dividend obligations.
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(On an adjusted and as-taxed basis)* 02 03 04

*GAAP EPS was $(0.82), $3.44 and $1.55 in 2002, 2003 and 2004, respectively. Please refer to the Hllustration of Net Income
Adjusted for Special Items and Assuming a Tax Provision included in the Appendix Section to this Annual Reporr.
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All other private operators

During 2004, we expanded our business at both the state
and federal level, making new inroads with longtime,
existing customers and establishing partnerships with
customers new to the private sector.

EXPERIENCED LEADER

Fellow Shareholders:

Overall, 2004 was another successful year for CCA. Capitalizing on our strengths, we were able to grow our business,
maintain our leadership position in private corrections and effectively overcome a number of challenges. Our company
continued to benefit from an environment characterized by growing prison populations and a restricted supply of new
prison beds resulting from budgetary constraints. As we enter our 22nd year in the business of private corrections, we see
no catalysts that will change this environment in the near term and continue to pursue our strategy of being the provider
of choice to our government partners.

Growth in the nation’s prison population continues to fuel the need for our services among our existing customers
and is motivating additional states to consider the merits of partnering with CCA for outsourced corrections management.
At year-end 2003, private cotrectional facilities were responsible for approximately 6.5% of federal and state inmate
populations, with six states housing at least 25% of their prison population in private facilities. We expect the need for
our services to grow as demographic trends, stricter immigracion enforcement and increased emphasis on outsourcing at

the federal level drive an expanded need for public/private partnerships.

Experienced Leader

During 2004, we expanded our business at both the state and federal level, making new inroads with longtime, existing
customers and establishing partnerships with customers new to the private sector.

The year began with a benchmark award for the management of 7,314 beds in six facilities, from the Texas
Department of Criminal Justice, the largest single award by an individual customer in our company’s history.

We also renewed relationships with the states of Minnesota and North Dakota, and expanded our relationships with
the states of Mississippi, Texas, Hawaii and Alaska. In addition, we added several new customers to our diverse customer

base, including the states of Vermont, Washington and Arizona.




Growth in the nation’s prison
population continues to fuel

the need for our services among
our existing customers and is
motivating additional states to
consider the merits of partnering
with CCA for outsourced cor-
rections management.
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One of the years most gratifying events was the reopening of
CCA’s Northeast Ohio Correctional Center during the second quarter
of 2004 under a contract with the U.S. Marshals Service. We expect
this formerly idle facility to approach full occupancy later in 2005 as a
result of a significant new contract award from the Federal Bureau of
Prisons. The reopening of the Northeast Ohio facility represented a
victory on many fronts, reflecting the confidence of two longtime

customers and validating CCA’s performance record.

Financial Flexibility

CCA ended 2004 on strong financial footing as well. Revenues
for the year were $1.15 billion, representing an 11.6% increase over
2003. Earnings per diluted share in 2004 were $1.55 compared with
$3.44 per diluted share in 2003. However, earnings per diluted share
in 2004 increased 26% from 2003 on an adjusted and as-taxed basis,
from $1.23 to $1.55. Our stock continued to perform well during
2004, up over 40% from 2003, outperforming the S&P 500, Dow
Jones Industrial Average and the NASDAQ Composite Index. We
believe this is a positive reflection of the market’s confidence in CCA,
our business model and the sustained need for the services we provide.

Over the past three years, the Company has worked hard to
strengthen its balance sheet. We have taken advanrage of a favorable

interest rate environment to lock in attractive interest rates, reducing
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Over the past three years, the
Company has worked hard to
strengthen its balance sheet. We
have taken advantage of a favor-
able interest rate environment to
lock in attractive interest rates,
reducing our exposure to floating
rate debt, lowering our cost of
capital and extending our average
debt marturities.

our exposure to floating rate debt, lowering our cost of capital and
extending our average debt maturities. We believe our financial
strength is unparalled in private corrections, enabling us to pursue a
plan of controlled growth that is driven by the needs of our customers.
Our commitment to strengthening the balance sheet was further
demonstrated in early 2005 when we successfully tendered for our
$250 million in aggregate principal amount of outstanding 9.875%
senior notes due 2009 and repaid $110 million in floating rate debr,
using cash on hand and proceeds received from a new issue of $375
million in aggregate principal amount of 6.25% senior notes due 2013.

A key strength of CCA is our ability to accommodate the needs
of our customers in a variety of ways. Our inventory of available beds
provides a “just-in-time” solution to our customers’ corrections needs,
without the requirement of the large capital outlays typically involved
in adding prison capacity. CCA also has the ability to expand existing
facilities to accommodate needs not met by our existing inventory of
beds. Indeed, during 2004 we substantially completed expansions of
six facilities, representing 1,652 new beds, all funded with internal
capital. We also resumed construction of our Stewart County
Correctional Facility in Georgia to meet anticipated demand in that
region of the country. This facility, consisting of 1,524 beds, is antici-
pated to be completed in the second quarter of 2005.

Finally, if a unique customer requirement cannot be met by our

inventory of available beds or the expansion of an existing facility, we

FINANCIAL FLEXIBILITY

TOTAL CAPITALIZATION
as of 12/31/00
Ameut Fele
(fm riltens)
[ Credit Facilities $3825 LIBOR + 4.25% Revolving Credit Facility
$589.8 LIBOR + 4.50% Term Credit Facility ZETﬂ_‘ICZégE%IZIZATmN
§7.6 Prime + 2.25% Revolving Credil Facility (as adjusted for March 2005 financing transactions)
{2 senior Notes $100.0 12.00% Senior Notes
[ Subordinated Notes $41.1 15.50% Convertible Subordinated Notes @ o]
$30.0 8.00% Convertible Subordinated Notes [ cCredit Facilities $160.1 LIBOR + 2.25% Term Credit Facility
Qther Debt $14 Various Other Debt 3 Senior Notes $451.8 7.50% Senior Notes
$375.0 6.25% Senior Notes
[0 Preferred Stock $1075 8.00% Series A Preferred Stock
$80.6 12.00% Series B Preferred Stock Other Debt $03 Various Cther Debt
B Stockholders' Equity | $688.0 8 Stockholders' Equity |  $824.8
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have the ability to develop a new facility to meet such a need. This was the case in late 2004 when we began planning the
new Red Rock Correctional Center in Eloy, Arizona, a new 1,596-bed, medium-security facility adjacent to our Eloy
Detention Center. The new facility, slated for completion during the first quarter of 2006, is intended to accommodate

the needs of existing CCA customers who have indicated interest in additional housing space for their inmate populations.

Quality Operations

Our company experienced several inmate disturbances at a number of our facilities during 2004. While disappointing,
inmate disturbances are an unfortunate part of our business. However, due to our overriding commitment to safety and
security, these incidents led to an intensive reexamination of our organizational structure and business processes.

As a result of this examination, in 2004 our leadership team implemented a number of structural changes and recruited
new leadership to establish a stronger and more stable foundation for our future efforts. Following an evaluation
of CCA’s operational structure, the Chief Operating Officer role was divided into two distinct and separate leadership
functions - Chief Corrections Officer and Chief People Officer. The new roles will support an increased focus on facility
operations and will strengthen our concentration on safety and security while providing greater consistency in operating
systems and services.

Richard P Seiter, an experienced and well-respected leader in our industry, assumed the role of Chief Corrections
Officer on January 1, 2005, to spearhead CCA’s enhanced focus on facility operations. Seiter comes to CCA with more
than 25 years in public sector corrections administration and state and federal correctional management leadership roles.
He has also served as an educator, a consultant and an author on cotrectional adminiseration. As Chief Corrections Officer,
Seiter will oversee facility operations, health services, inmate programs and purchasing departments, as well as TransCor
America, the Company’s inmate transportation subsidiary.

CCA’s Human Resources and Staff Training and Development departments will report to the Chief People Officer,

for which a search is being conducted. The individual chosen for this leadership role will have extensive human resources

experience, as well as the strategic vision necessary to achieve the Company’s desired outcomes.
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ESCAPE RATE COMPARISON* MORTALITY RATE COMPARISON*
(PER 10.000 INMATES) (PER 1,000 INMATES)
Public Sector
Public Sector | Average -
1999-2001 1999-2001
CCA Prisons CCA Average
2002-2004 . 2002-2004

0 0.5 1.0 15 2.0 25 3.0 0 05 1.0 15 2.0 25

* For adulr prison facilities only, public sector data from corrections yearbooks 2000, 2001 and 2002.

Quality operations are a primary focus at CCA, and
we regularly assess our organization, structure, and
strategic business plan to assure that our systems
support this mission.

QUALITY OPERATIONS

In addition to adding the strategic positions of Chief Correctional Officer and Chief People Officer, we examined
several other areas of our organization with an eye toward safety and security. One outcome of this review was a revamping
of our approach to quality assurance, enhancing this effort to include multidisciplinary audit teams, an expanded policies and
procedures department and a new Quality Assurance Analysis arm. The new structure will incorporate skilled and inde-
pendent leadership and will provide enhanced accountability to continually improve our operations.

New technology and physical design concepts are being implemented at the facility level to streamline and improve
our operations, harness efficiencies and set new and higher benchmarks for service. During 2004, we continued our aggressive
reengineering of the Company’s technology-based systems and processes, specifically the development and implementa-
tion of the IMS/2 inmate management system, which was successfully installed at three CCA facilities. The IMS/2
system is revolutionizing our facility operations by providing data management, inmate tracking advantages and the
automation of health care administration. The rollout of this important technology will continue into 2007 and should

result in more efficient and cost effective operations.

2005 Outlook

We believe the outlook for CCA is bright: the national environment is good for our business and the demands for
our service continue to grow. State and federal agencies, elected officials and national leaders are increasingly viewing
privatization as a solution to effectively manage the nation’s growing corrections population.

Our governmental partners seek not only high quality and reliability, but also compelling value and responsiveness to
their needs. We provide the advantages of working with a large and well established provider along with the knowledge of
specific customer requirements and the ability to tailor our services to individual customer needs.

We plan to further develop our business by maintaining our existing customer relationships, filling existing beds within
our facilities, enhancing the terms of our existing contracts, and establishing new relationships with customers who have

either previously not outsourced their corrections management needs or who have utilized other private providers.
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The outlook for CCA is b right: At CCA, growth is not simply measured by the number of facili-

the national environment is gOOd ties or customers, but more importantly, in the quality and level of our

. service. We constantly work to enhance our comprehensive package of
for our business and demands 4 P packag

. . customer services by incorporating new technology, broadening the
fOI' our service continue to grow.

slate of programs and services offered at our facilities, and maximizing
operational efficiencies.

In an industry where the only constant is change, CCA continues

to be the preferred provider among our public sector partners. Our
experience provides our customers the assurance of working with a
large cotrections provider with a broad range of expertise and knowl-
edge of the various issues and challenges they face, yet the flexibility to
customize solutions to their specific needs.

Thank you for your continued interest and support. We look

forward to sharing our success with you in the future.

e s, gwgwa\/\

President and CEO

Chairman of the Board
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CCA Facilities

OWNED AND MANAGED FACILITIES:

Central Arizona Detention Center
Florence, Arizona

Eloy Detention Center
Eloy, Arizona

Florence Correctional Center
Florence, Arizona

California City Correctional Center
California City, California

San Diego Correctional Facility
San Diego, California

Bent County Correctional Facility
Las Animas, Colorado

Crowley County Correctional Facility
Olney Springs, Colorado

Huerfano County Correctional Center
Walsenburg, Colorado

Kit Carson Correctional Center
Burlington, Colorado

Coffee Correctional Facility
Nicholls, Georgia

McRae Correctional Facility
McRae, Georgia

Stewart County Correctional Facility
Lumpkin, Georgia

Wheeler Correctional Facility
Alamo, Georgia

Leavenworth Detention Center
Leavenworth, Kansas

Lee Adjustment Center
Beattyville, Kentucky

Marion Adjustment Center
St. Mary, Kentucky

Otter Creek Correctional Center
Wheelwright, Kentucky

Prairie Correctional Facility
Appleton, Minnesota

Tallahatchie County Correctional Facility
Turwiler, Mississippi

Crossroads Correctional Center
Shelby, Montana

Cibola County 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

2004 ANNUAL REPORT

Gadsden Correctional Institution
Quincy, Florida

Hernando County Jail
Brooksville, Florida

Lake City Correctional Facility
Lake City, Florida

Idaho Correctional Center
Boise, Idaho

Marion County Jail

Indianapolis, Indiana

Winn Correctional Center
Winnfield, Louisiana

Delta Correctional Facility
Greenwood, Mississippi

Wilkinson County Correctional Facility
Woodville, Mississippi

Elizabeth Detention Center
Elizabeth, New Jersey

David L. Moss Criminal Justice Center
Tulsa, Oklahoma

Silverdale Facilities

Chattanooga, Tennessee

South Central Correctional Center
Clifton, Tennessee

Metro-Davidson County Detention Facility
Nashville, Tennessee

Hardeman County Correctional Facility
Whiteville, Tennessee

B. M. Moore Correctional Center
Overton, Texas

Bartlett State Jail
Bartlert, Texas

Bradshaw State Jail
Henderson, Texas

Dawson State Jail
Dallas, Texas

Diboll Correctional Center
Diboll, Texas

Liberty County Jail/Juvenile Center
Liberty, Texas

Lindsey State Jail
Jacksboro, Texas

Willacy State Jail
Raymondville, Texas
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SELECTED FINANCIAL DATA

The following selected financial data for the five years ended December 31, 2004, was detived 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 Operations.” Our audited consolidated financial statements, including the related notes, as of
December 31, 2004 and 2003, and for the years ended December 31, 2004, 2003, and 2002 are included in this annual
report. In accordance with Statement of Financial Accounting Standards No. 144, “Accounting for the Impairment or

Disposal of Long-Lived Assets”, all prior years presented have been reclassified to reflect discontinued operations (in
thousands, except per share data).

For the Years Ended December 31,

STATEMENT OF OPERATIONS: 2004 2003 2002 2001 2000
Revenue:
Management and other $ 1,144,413 $ 1,025,493 $ 925820 $ 898,072 S 231,764
Rental 3,845 3,742 3,701 5,718 40,232
Licensing fees from affiliates - - - - 7,566
Total revenue 1,148,258 1,029,235 929,521 903,790 279,562
Expenses:
Operating 870,572 766,468 712,738 689,793 189,936
General and administrative 48,186 40,467 36,907 34,568 45,463
Depreciation and amortization 54,511 52,930 51,291 52,639 58,812
Fees paid to a company acquired in 2000 - - - - 1,401
Write-off of amounts under lease arrangements - - - - 11,920
Impairment losses - - - - 527,842
Total expenses 973,269 859,865 800,936 777,000 835,374
Operating income (loss) 174,989 169,370 128,585 126,790 (555,812)
Qither (income) expense:
Interest expense, net 69,177 74,446 87,478 126,242 131,545
Expenses associated with debt refinancing and :
recapitalization transactions 101 6,687 36,670 - -
Change in fair value of derivative instruments - (2,900) (2,2006) (14,554 -
Stockholder litdgation settlements - - - - 75,406
Other (income) expense 943 (414) (359) 483 18,419

Income (loss) from continuing operations before

income taxes, minority interest, and cumulative

effect of accounting change 104,768 91,551 7,002 14,619 (781,182)
Income tax (expense) benefit (42,126) 52,352 63,284 3,358 48,738
Income (loss) from continuing operations before

minority interest and cumulative effect of

accounting change 62,642 143,903 70,286 17,977 (732,444)
Minority interest - - - - 254
Income (loss) from continuing operations before

cumulative effect of accounting change 62,642 143,903 70,286 17,977 (732,190)
Income (loss) from discontinued operations, net of taxes (99) (2,120) 2,074 7,717 1,408
Cumulatve effect of accountng change - - (80,276) - -
Net income (Joss) 62,543 141,783 (7,916) 25,694 (730,782)

Distributions to preferred stockholders (1,462) (15,262) (20,959) (20,024) (13,526)
Net income (loss) available to common

stockholders $ 61,081 § 126,521 3 (28,875) g 5,670 $  (744,308)

(Continued)
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SELECTED FINANCIAL DATA
{in thousands, except per share data)
(Continued)
For the Years Ended December 31,
2004 2003 2002 2001 2000
Basic earnings (loss) per share:
Income (loss) from continuing operations before
cumulative effect of accounting change $ 1.74 $ 3.99 $ 1.78 $ 0.08) 3 (56.79)
Income (loss) from discontinued operations, net
of taxes - 0.07) 0.08 0.31 0.11
Cumulative effect of accounting change - - (2.90) - -
Net income (loss) available to common
stockholders $ 1.74 $ 3.92 $ (1.04) 3 023 § (56.68)
Diluted earnings (loss) per share:
Income (loss) from continuing operations before
cumulative effect of accounting change $ 1.55 $ 3.50 $ 1.61 $ .08 % (56.79)
Income (loss) from discontinued operations, net of taxes - (0.06) 0.06 0.31 0.11
Cumulative effect of accounting change - - (2.49) - -
Net income (loss) available to common
stockholders 3 1.55 $ 3.44 3 0.82) $ 023 3 (56.68)
Weighted average common shares outstanding:
Basic 35,059 32,245 27,669 24,380 13,132
Diluted 39,780 38,049 32,208 24,380 13,132
December 31,
BALANCE SHEET DATA: 2004 2003 2002 2001 2000
Total assets $ 2,023,078 ¢ 1,959,028  § 1,874,071 $ 1,971,280 % 2,176,992
Total debt $ 1,002,295 § 1,003,428  § 955,959 $ 963,600 $ 1,152,570
Total liabilities $ 1,207,084 $ 1,183,563  § 1,140,073 3 1,224,119  § 1,488,977
Stockholders’ equity $ 815,994 § 775,465 % 733,998 $ 747,161 3§ 688,015

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. As a REIT, we were dependent on a company, as a lessee, for a
significant ‘source of our 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. Therefore, the 2000 financial statements reflect our operation for a part of the year as an owner and lessor of prisons and
other correctional facilities, and a part of the year as an owner, operator and manager of prisons and other correctional facilides. The financial
statements for 2001 through 2004 reflect our financial condition, results of operations and cash flows for a full year as an owner, operator and
manager of prisons and other correctional facilities.
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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 staterments that involve risks and uncertainties. Our 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” and included in other portions of this report.

OVERVIEW

The Company

As of December 31, 2004, we owned 42 correctional, detendon and juvenile facilities, three of which we lease to other
operators, We currently operate 64 facilities, with a total design capacity of approximately 70,000 beds in 19 states and
the District of Columbia. 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 three
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 offer to our customers.

We are compensated for operating and managing prisons and cotrectional 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 prison 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 ate 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 four correctional facilities, our Northeast Ohio Cotrectional Center, our North Fork Correctional
Facility, our Crowley County Correctional Facility and our Prairie Correctional Facility, which are substantally vacant
and provide us with approximately 5,500 available beds. On December 23, 2004, we wete awarded a new contract from
the BOP to house approximately 1,195 federal inmates at the Northeast Ohio Correctional Center. We expect to begin
receiving inmates pursuant to this contract during the second quarter of 2005. We also have an additional facility located
in Stewart County, Geotgla, which is partially complete. This facility, which is expected to be completed during the
second quarter of 2005, will bring approximately 1,500 additional beds on-line. In addition to these facilities, as of
December 31, 2004, 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 the previous three years, 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
undl 2008. Also as a result of the completion of these capital transactions, covenants under our senior secured credit
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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. Standard and Poor’s currently rates our senior
secured debt as “BB-" and our senior unsecured debt as “B.” Moody’s Investors Service currently rates our senior
secured debt as “Ba3” and our senior unsecured debt as “B1.”

We are utilizing our financial flexibility and liquidity to strategically add bed capacity in a prudent manner. During 2004
we completed the expansion of 1,652 beds at five of our facilities, which we expect to fill with existing customers. In
additdon, during September 2003, we announced our intention to complete construction of our 1,524-bed Stewart
County Correctional Facility located in Stewart County, Georgia, which is expected to be complete during the second
quarter of 2005. During February 2005, we announced the commencement of construction of the Red Rock
Correctional Center, a new 1,596-bed correctional facility located in Eloy, Arizona, which is expected to be complete
during the first quarter of 2006.

We are also utilizing our financial flexibility and liquidity to continue making investments in technology. While we have
been successful in reducing our variable expenses 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 cotrectional officers for our company, and for the cotrections 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 variable 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 cotrections industry.

Through the combination of our business development initiatives to increase our revenues by taking advantage of our
available beds, 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 treported amounts of
assets and liabilities at the date of the financial statements and the reported amounts of revenue 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, 2004, we had $1.7 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 utlize 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 requitements
for goodwill and other intangible assets. Under SFAS 142, all goodwill amortization ceased effectve 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 vatious 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 quarter, in connection with our annual budgeting process, and whenever circumstances indicate
the carrying value of goodwill may not be recoverable.
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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 companies, that managed certain government-owned adult and juvenile ptison 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 structute. No impairment of
goodwill allocated to the locations included in the managed-only reporting segment was deemed necessary, primarily
because of the relatively minimal capital expenditure 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 opetations for the first quarter of 2002.
Impairment adjustments recognized after adoption, if any, are required to be recognized 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 our assets and liabilities.

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
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 potentially enhance the likelihood of realization of a deferred tax
asset. Prior to the year ended December 31, 2003, we provided a valuation allowance to substandally 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 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.

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.

During 2003, the Internal Revenue Service (“the IRS”) completed its field audit of our 2001 federal income tax return.
During the fourth quarter of 2004, the 2001 audit results underwent a review by the Joint Committee on Taxation, a
division of the IRS. Based on that review, the IRS adjusted the carryback claims we filed on our 2001 and 2002 federal
income tax returns, requiring us to repay approximately $16.3 million of refunds we received during 2002 and 2003 as a
result of tax law changes provided by the “Job Creation and Worker Assistance Act of 2002.” A portion of our tax loss
was deemed not to be available for catryback to 1997 and 1996 due to our restructuring that occutred between 1997 and
2001. However, we will carry this tax loss forward to offset future taxable income. While the adjustment did not result
in a loss of deductions claimed, we were obligated to repay the amount of the adjusted refund, plus interest of
approximately $2.9 million, or $1.7 million after taxes, through December 31, 2004. These obligations were accrued in
our consolidated financial statements as of December 31, 2004, and were paid during the first quarter of 2005.

The repayment of the refund adjusted by the IRS resulted in an increase in the amount of deferred tax assets reflected
on our balance sheet for the incremental net operating losses made available to offset taxable income in the future. Prior
to this finding by the IRS, we expected to generate sufficient taxable income during 2005 to utilize our remaining federal
net operating loss carryforwards. Although the increase in our net operating loss cdrryforwards resulting from the
repayment effectively extends the date in which our net operating loss carryforwards are fully utilized, we nonetheless
still expect to generate sufficient taxable income during 2005 to utilize all of our remaining federal net operating loss
carryforwards. As a result, the IRS finding and corresponding payment effectively accelerated to the first quarter of
2005 the cash taxes we expected to pay mote evenly throughout 2005, having no material impact on the total estimated
cash flows for 2005.
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Although we expect to utilize our remaining federal net operating losses in 2005, we have approximately $10.3 million in
net operating losses applicable to various states that we expect to carry forward in future years to offset taxable income
in such states. These net operating losses begin expiring in 2005. Accordingly, we have a valuation allowance of $1.0
million for the estimated amount of the net operating losses that will expire unused, in addition to a $5.5 million
valuation allowance related to state tax credits that are also expected to expire unused. Although our estimate of future
taxable income is based on current assumptions we believe to be reasonable, our assumptions may prove inaccurate and
could change in the future, which could result in the expiration of additional net operating losses or credits. We would
be required to establish a valuation allowance at such time that we no longer expected to utilize these net operating
losses or credits, which could result in a material impact on our results of operations in the future.

Self-funded insurance reserves. As of December 31, 2004 and 2003, we had $34.4 million and $32.0 million, respectively, in
accrued liabilitles for employee health, workers’ compensation, and automobile insurance claims. We are significantly
self-insured for employee health, workers’ 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 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, 2004 and 2003, we had $17.2 million and $20.2 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 current 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. 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.

RESULTS OF OPERATIONS

The following table sets forth for the years ended December 31, 2004, 2003, and 2002, 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, 2002 37 23 3 1 64
Purchase of Crowiey County Correctional Facility 1 - - - 1
Expiration of the management contract for the
Okeechobee Juvenile Offender Correctional
Center - O - - 0))
Expiration of the management contract for
the Lawrenceville Correctional Facility - O] - - (O]
Facilities as of December 31, 2003 38 21 3 1 63
Management contracts awarded by the Texas
Department of ‘Criminal Justice, net - 5 - - 5
Management contract awarded for the Delta
Correctional Facility - 1 - - 1
Expiration of the management contract for
the Tall Trees Facility - [0)] - - &)}
Expiration of the management contract for the
Southern Nevada Women’s Correctional Center - L - i, @

Facilities as of December 31, 2004 38 25 3 1 67
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Year Ended December 31, 2004 Compared to the Year Ended December 31, 2003

During the year ended December 31, 2004, we generated net income available to common stockholders of $61.1 million,
or $1.55 per diluted share, compared with net income available to common stockholders of $126.5 million, or $3.44 per
diluted share, for the previous year. Contributing to the net income for 2004 compared to the previous year was an
increase in operating income of $5.6 million, from $169.4 million during 2003 to $175.0 million during 2004 as a result
of an increase in occupancy levels and new management contracts, partially offset by an increase in general and
administrative expenses. Net income available to common stockholders was negatively impacted during 2004 as
compared to 2003 due to the recognition of an income tax provision in accordance with SFAS 109 during 2004,
amounting to $42.1 million, or $1.06 per diluted share, compared with an income tax benefit of §52.4 million, or $1.38
per diluted share during 2003. The income tax benefit during 2003 was primarily the result of our reversal of
substantially all of the valuation allowance previously established for our deferred tax assets.

Net income available to common stockholders during 2004 was favorably impacted by the refinancing and
recapitalization transactions completed during the second and third quarters of 2003. These transactions included the
issuance of 6.4 million shates of common stock at a price of §19.50 per shate, along with the issuances of an aggregate
$450.0 million principal amount of 7.5% senior notes. The proceeds from these issuances were used to (i) purchase 3.4
million shares of common stock issued upon the conversion of our $40.0 million convertible subordinated notes with a
stated rate of 10.0% plus contingent interest accrued at 5.5% (and to pay accrued interest on the notes through the date
of purchase) at a price of $19.50 per share, (i) purchase 3.7 million shares of our 12% series B preferred stock that were
tendered in a tender offer at a price of $26.00 per share, including all accrued and unpaid dividends on such shares, (iii)
redeem 4.0 million shares of our 8% series A preferred stock at a price of $25.00 per share, plus accrued dividends to the
redemption date, and (iv) pay-down a portion of out senior bank credit facility. In connection with the debt issuance
during the third quarter of 2003, we also obtained an amendment to our senior bank credit facility that, among other
changes, lowered the interest rate applicable to the outstanding balance on the facility. These refinancing and
recapitalization transactions effectively reduced the average interest rates on a significant portion of our outstanding
indebtedness, and substantially reduced the after-tax dividend obligations associated with our outstanding preferred
stock. Partially offsetting the favorable impacts of the refinancing and recapitalization transactions, the Company
recorded a non-cash gain of $2.9 million during 2003 associated with the extinguishment of a promissory note issued in
connection with certain stockholder litigation that was settled during the first quarter of 2001. In addition, financial
results for 2003 included a charge of $6.7 million for expenses associated with the refinancing and recapitalization
transactions completed in the second and third quarters of 2003.

During the first and second quarters of 2004, the Company completed the redemption of the remaining shares of both
series A and series B preferred stock at the stated rates of $25.00 per share and $24.46 per share, respectively, plus
accrued dividends to the redemption date, and obtained an additional amendment to the senior bank credit facility
further lowering the interest rate spread applicable to the term loan portion of the facility.

Our financial results were also favorably impacted by an increase in the amount of interest capitalized, from $0.9 million
during 2003 to $5.8 million during 2004, in accordance with Statement of Financial Accounting Standards No. 34,
“Capitalization of Intetest” associated with the construction and expansion projects during 2004 at six of our facilities.
We funded these construction and expansion projects with cash on hand and with cash generated from operating
activities.

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 incut 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 pet-
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, 2004 and 2003:
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For the Years Ended
December 31,
2004 2003

Revenue per compensated man-day $ 49.18 $ 50.97
Operating expenses per compensated man-day:

Fixed expense 27.69 27.96

Variable expense 9.25 9.75

Total 36.94 37.71

Operating margin per compensated man-day $ 12.24 $ 13.26

Operating margin 24.9% 26.0%

Average compensated occupancy 94.7% 93.0%

Business from our federal customers, including the Bureau of Prisons, or the BOP, the United States Marshals Service,
ot the USMS, and the United States Bureau of Immigration and Customs Enforcement, or ICE, remains strong, while
many of our state customers continue to expetience budget difficulties. Our federal customers generated 37% of our
total revenue for both the years ended December 31, 2004 and 2003. While the budget difficulties experienced by our
state customers present challenges with respect to our per-diem rates resulting in pressure on our management revenue
in future quarters, these governmental entities are also constrained with respect to funds available for prison
construction. We believe the lack of new bed supply combined with state budget difficulties has contributed to the
increase in our occupancy and has led several states, some of which have never utilized the private sector, to outsource
their correctional needs to us. We currently expect these trends to continue.

Additionally, as expected, we expetienced a modest 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, which, as further described hereafter,
provide per diem rates and operating margins at lower levels than our owned and managed business. We entered into
these contracts knowing our overall per diem rates and operating margins would decrease slightly; however, the
opportunity to both expand out level of setvice with existing customers and provide services to new customers with very
little capital requirements outweighed the effects of the operating margin reductions. Our operating margins were also
negatively impacted by the expenses incurred in connection with the resumption of operations and the process of
ramping up occupancy at three of our facilities, the Northeast Ohio Correctional Center located in Youngstown, Ohio
during the second and third quarters of 2004, the Tallahatchie County Correctional Facility located in Tutwiler,
Mississippi during the first and second quarters of 2004, and the managed-only Delta Correctional Facility located in
Greenwood, Mississippi during the second quarter of 2004,

Operating expenses totaled $870.6 million and $766.5 million for the vears ended December 31, 2004 and 2003,
respectively. Opetating expenses consist of those expenses incutred 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. Approximately 64% of our
operating expenses consist of salaries and benefits. During 2004, salaries and benefits expense at our correctional and
detention facilities increased $66.4 million from 2003. The increase in salaries and benefits expense was primarily due to
the commencement of operations during January 2004 at six correctional facilities located in Texas pursuant to
management contracts awarded by the Texas Department of Criminal Justice (“TDC]J”), as well as marginal increases in
staffing levels at numerous facilities across the portfolio to meet rising inmate population needs. However, due to the
increase in occupancy, actual salaries and benefits per compensated man-day declined $0.41 per compensated man-day
during 2004 as compared to the prior year, as we were able to leverage our salaries and benefits over a larger inmate
population. This decrease was partially offset by an increase in utilities expense of $0.08 per compensated man-day due
to rising energy costs across the country.

While we wete successful in containing or reducing most types of variable expenses, the reduction in variable operating
expenses per compensated man-day to $9.25 per compensated man-day during 2004 from $9.75 per compensated man-
day during 2003 was primarily due to a reduction in expenses related to legal proceedings in which we ate involved, and
a decrease in inmate medical expenses. Under the terms of the new Texas management contracts, the TDC] retained
responsibility for all inmate medical requirements.

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
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acquire facilities we own. Additionally, cotrectional 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 a2 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 facilides. 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,
2004 2003

Owned and Managed Facilities:
Revenue per compensated man-day $ 57.02 $ 55.25
Operating expenses per compensated man-day:

Fixed expense 30.81 29.34

Variable expense 9.96 10.13

Total 40.77 39.47

Operating margin per compensated man-day 3 16.25 3 15.78
Operating margin 28.5% 28.6%
Average compensated occupancy 90.3% 88.6%
Managed Only Facilities:
Revenue per compensated man-day $ 37.23 $ 42.22
Operating expenses per compensated man-day:

Fixed expense 22,94 25.14

Variable expense 8.15 8.97

Total 31.09 34.11

Operating margin per compensated man-day $ 6.14 $ 8.11
Operating margin 16.5% 19.2%
Average compensated occupancy 102.4% 103.5%

The following discussions under “Owned and Managed Facilities” and “Managed-Only Facilities” addtess 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

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 residential 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 managed prisons in Kentucky, including Lee
Adjustment Center in Beattyville, and Marion Adjustment Center in St. Mary. The influx of inmates from the state of
Vermont during 2004, contributed $5.5 million in additional revenue.

Due to a combination of rate increases and/or an increase in population at four of our facilitdes, including our 2,304-bed
Central Arizona Detention Center, 1,600-bed Florence Correctional Center, 1,232-bed San Diego Correctional Facility,
and 866-bed D.C. Correctional Treatment Facility, primarily from the USMS, the ICE, and the District of Columbia,
total management revenue increased during 2004 from the comparable period in 2003, by $33.5 million at these facilities.

During July 2004, an inmate disturbance at the Crowley County Correctional Facility located in Olney Springs, Colorado
resulted in damage to the facility, requiring us to immediately transfer approximately 120 inmates to other of our
facilities and approximately 65 inmates to facilities owned by the state of Colorado. As of December 31, 2004, repair of
the facility was substantially complete. Revenues lost as a result of the transfer of inmates to the state of Colorado are
expected to be mitigated by insurance. Itis possible, however, that certain incremental costs resulting from the incident,
and/or a portion of lost revenues, will not be recovered. Further, the timing of insurance recoveries and the further
reduction of Colorado inmate populations since the disturbance has impacted, and management believes will continue to
impact, short-term results.
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During the third quarter of 2003, we transferred all of the Wisconsin inmates currently housed at our 1,440-bed medium
security 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 satisty 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. Accordingly, total management revenue decreased by $12.4 million at this facility during 2004 compared with
2003. 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.

During 2004, as expected, the state of Wisconsin reduced the number of inmates housed at both our Diamondback
Correctional Facility and our Praitie Correctional Facility by opening various facilities owned by the State. As further
discussed below, the available beds at Diamondback Correctional Facility, which resulted from the declining inmate
population from the state of Wisconsin, have been substantially filled with inmates from the state of Arizona. As of
December 31, 2004, the state of Wisconsin housed 68 inmates at the Prairie Correctional Facility, compared with
approximately 1,900 Wisconsin inmates held at various facilities at December 31, 2003.

During May 2004, we announced the completion of new agreements with the states of Minnesota and North Dakota to
house portions of those states’ inmates at the 1,550-bed Prairie Correctional Facility. Under the Minnesota agreement,
we are managing an unspecified number of medium-security, male inmates at the Prairie facility. The population will
fluctuate based on the State’s needs and the space available at the Prairie facility. The terms of the contract include an
initial one-year period through June 30, 2005, with two one-year renewal options. The North Dakota agreement, which
became effective in March 2004, had an initial term through February 2005 with an indefinite number of annual renewal
options. The state of North Dakota has not yet exercised its option to renew the contract. However, we continue to
house inmates under the contract and expect to receive notification of the renewal in the short term. This contract,
similar to the Minnesota agreement, does not indicate a specific inmate population to be managed by us and is also
expected to vary based on the State’s needs and space availability. While inmates received pursuant to these contracts
will partially offset the reduction in inmate populations from Wisconsin, in the near term we do not expect these inmate
populations to reach the levels previously housed at this facility from Wisconsin. At December 31, 2004, we housed 147
Minnesota and 35 North Dakota inmates. We also housed 110 inmates from the state of Washington at this facility
pursuant to a contract awarded mid-2004, as further described below.

During March 2004, we entered into an agreement with the state of Arizona to initially manage 1,200 Arizona inmates.
The contractual terms provide for the out-of-state management of male, medium-security Arizona inmates at our
Diamondback Correctional Facility. The initial contract term ended June 30, 2004, corresponding with Arizona’s fiscal
year, and was renewed for one year on July 1, 2004. The contract allows for two more one year extension options. As
of December 31, 2004, we housed 805 inmates from the state of Arizona at this facility.

During April 2004, we resumed operations at our 2,016-bed Northeast Ohio Correctional Center located in
Youngstown, Ohio. We are managing federal prisoners from United States federal court districts that are experiencing a
lack of detenton space and/or high detention costs. As of December 31, 2004, we housed 287 federal prisoners at this
facility. The operating revenues for 2004 wete $3.4 million while the operating expenses were $8.5 million and $0.3
million for 2004 and 2003, respectively, at our Northeast Ohio Correctional Center. We believed that re-opening this
facility put us in a competitive position to win contract awards for the utilization of the facility.

On December 23, 2004, we received a contract award from the BOP to house approximately 1,195 federal inmates at

our Northeast Ohio Correctional Center. The contract, awarded as part of the Criminal Alien Requirement Phase 4
Solicitation ("CAR 4"}, provides for an inidal four-year term with three two-year renewal options. The terms of the
contract provide for a 50% guaranteed rate of occupancy for 90 days following a Notice to Proceed, and a 90%
guaranteed rate of occupancy thereafter. We expect to begin receiving BOP inmates at this facility in the second quarter
of 2005.

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 Correctional Facility, located in Tutwiler, Mississippi, under a
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. Although the Alabama Department of Corrections withdrew all of their
inmates from this facility by mid-March 2004, staffing levels were not teduced significantly at the facility due to
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negotiations with several potential customers to utilize the beds that became available at this facility. The facility
incurred operating losses during 2004 and 2003 (including depreciation and amortzation of $2.6 million and $2.5
million, respectively) of §3.6 million and $3.5 million, respectively.

During May 2004, we announced the completion of a contractual agreement to house inmates from the state of Hawaii
at the Tallahatchie County Correctional Facility. The new agreement expires on June 30, 2006. In addition, during July
2004 we extended our current contracts to house Hawaiian inmates in our owned and operated Diamondback
Correctional Facility, and our Florence Cotrectional Facility, located in Florence, Arizona for two additional years.
Effective August 15,2004, the combined contracts guarantee a minimum monthly average of 1,500 inmates to be
housed at these three facilities. As of December 31, 2004, we housed 1,543 Hawaiian inmates at these three facilities,
including 710 inmates at the Tallahatchie County Correctional Facility.

In addition, during June 2004, we announced the completion of a contractual agreement to house up to 128 maximum
security inmates from the state of Colorado at the Tallahatchie County Correctional Facility. The terms of the contract
include a one-year agreement effective through June 30, 2005, with four one-year renewal options. As of December 31,
2004, we housed 121 inmates from the state of Colorado at the Tallahatchie County Correctional Facility.

In addition, during October 2004, we announced the completion of a contractual agreement with the Mississippi
Department of Cotrections. We expect to manage an initial population of 128 of the State’s maximum security inmates
at the Tallahatchie facility. The terms of the contract include an initial period which concludes on June 30, 2006, and
includes three one-year renewal options. As of December 31, 2004, we housed 127 Mississippi inmates at the
Tallahatchie County Cotrectional Facility.

During July 2004, we announced the completion of a contractual agreement with the state of Washington Department
of Corrections. We expect to continue managing male, medium-security inmates at our Prairie Correctional Facility and
our Florence Correctional Facility pursuant to this contract. The terms of the contract include an initial one-year period
through June 30, 2005, with an unspecified number of renewal options. As of December 31, 2004, we housed 301
Washington inmates at two of our facilities.

We have been notified by the state of Indiana that during the second quarter of 2005 it will remove all of its inmates
from our 656-bed Otter Creek Cotrectional Facility located in Wheelwright, Kentucky to utilize available capacity within
the State’s correctional system. As of December 31, 2004, we housed 642 Indiana inmates at the Otter Creek
Correctional Facility. We are currently negotiating with existing customers, as well as new customers, to take advantage
of the beds that will become available at this facility, but can provide no assurance that we will be successful in replacing
the inmates that will be removed from this facility or that the per diem from any such customers will yield as much cash
flow as we generated from the state of Indiana.

During the second quarter of 2005, we expect to complete construction on our Stewart County Correctional Facility.
Although we currently do not have a contract to house inmates at the 1,524-bed facility, our decision to complete
construction was 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 utilizing the increased bed capacity. Once construction is complete we will incur depreciation expense on the new
facility and will cease capitalizing interest on this project, which will have a negative affect on our results of operations.
During 2004, we capitalized $4.3 million in interest costs incurred on this facility. We estimate the book value of the
facility to be approximately $70.0 million upon completion of construction. We also expect our occupancy percentage
to decline slightly as a result of the additional vacant beds available at the Stewart facility, if we are unable to utilize the
beds when they are ready for use.

Fixed expenses per compensated man-day for our owned and managed facilities increased from $29.34 during 2003 to
$30.81 during 2004 due primarily to an increase in fixed operating expense for salaries and benefits and utilities across
the portfolio of facilities we manage.

Variable expenses per compensated man-day for our owned and managed facilides decreased from $10.13 during 2003
to $9.96 for 2004 due to the aforementioned decrease in litigation expenses across the portfolio of facilities we manage.
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Managed-Ondy Facilities

In November 2003, we announced that the TDCJ awarded us new contracts to manage six state correctional facilities, as
part of a procurement re-bid process. The management contracts, all of which became effective January 15, 2004,
consist of four jails and two cotrectional facilities. Based on the TDC] recommendation, we also retained our contract
to manage the Bartlett 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 revenue increased $45.2 million
during 2004 compared with 2003, due to the operation of these facilities, net of a reduction in revenue for the
management contract not renewed.

Total revenue per compensated man-day and total variable expenses per compensated man-day decreased for our
managed-only facilities primarily because we did not assume responsibility for medical services for inmates provided
under terms of our new contracts with the TDC]J. Eliminating this responsibility results in a lower per-diem rate;
however, it also reduces the risk that our profitability will be eroded in the future by increasing medical costs. The new
Texas contracts accounted for approximately 18% of the total revenue generated from the facilities we managed but did
not own during 2004,

On March 23, 2004, we announced the completion of a contractual agreement with Mississippi's Delta Correctional
Authority to tesume operations of the state-owned 1,016-bed Delta Correctional Facility located in Greenwood,
Mississippl. We managed the medium security correctional facility for the Delta Correctional Authority from its opening
in 1996 until the State closed the facility in 2002, due to excess capacity in the State's cotrections system. The March
2004 contract is for one year, with one two-year extension option. We began receiving inmates from the state of
Mississippi at the facility on April 1, 2004. In addition, after completing the contractual agreement with the Delta
Correctional Authority, we entered into an additional contract to manage inmates from Leflore County, Mississippi.

This one-year contract provides for housing for up to 160 male inmates and up to 60 female inmates, and is renewable
annually. As of December 31, 2004, we housed 955 and 127 inmates from the state of Mississippi and Leflore County,
respectively.

Effective August 9, 2004, we elected to terminate our contract to manage the 63-bed Tall Trees juvenile facility owned
by Shelby County and located in Memphis, TN. The operating revenues for this facility for during 2004 were $0.5
million, while the operating expenses were §0.9 million.

Our contract for the 1,440-bed David L. Moss Criminal Justice Center expires June 2005. Rather than renew the
contract pursuant to its renewal provisions, Tulsa County, Oklahoma, the owner of the facility, decided to solicit a
Request for Proposal, or RFP, for the management of the facility. We have provided a response to the RFP, but can
provide no assurance that we will be selected for the continued management of this facility, or that a new contract would
yield as much cash flow as our existing contract. This facility contributed $21.9 million in total revenue duting 2004,

General and administrative expense

For the years ended December 31, 2004 and 2003, general and administrative expenses totaled $48.2 million and $40.5
million, respectively. General and administrative expenses consist primarily of corporate management salaries and
benefits, professional fees and other administrative expenses, and increased from 2003 primarily due to an increase in
salaries and benefits, combined with an increase in professional services duting 2004 compared with 2003.

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, and to focus on
reducing facility operating expenses. While this has resulted in an annual increase in general and administrative expense,
we believe our expanded infrastructure and investments in technology will provide long-term benefits enabling us to
provide enhanced quality service to our customers while creating scalable operating efficiencies.

During 2004, we also incurred increasing expenses associated with (a) the implementation of certain tax strategies, which
contributed to a reduction in income tax expense during 2004, and (b) tax planning initiatives that we believe will lower
our overall future effective tax rate. See “income tax expense” hereafter for additional information. We have also
experienced increasing expenses over the prior year in complying with increasing corporate governance requirements, a
significant portion of which was incurred to comply with section 404 of the Sarbanes-Oxley Act of 2002. We also
continue to evaluate the potential need to expand our corporate office infrastructure to help ensure the quality and
effectiveness of our facility operations. These initiatives could also lead to higher general and administrative expenses in
the future.
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Interest expense, net

Interest expense was reported net of interest income and capitalized interest for the years ended December 31, 2004 and
2003. Gross interest expense, net of capitalized interest, was $73.2 million and $78.0 million, respectively, for the yeats
ended December 31, 2004 and 2003. Gross interest expense is based on outstanding borrowings under our senior bank
credit facility, 9.875% senior notes, 7.5% senior notes, convertible subordinated notes payable balances, 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 aforementioned recapitalization and refinancing transacdons completed during the second
and third quarters of 2003, which also resulted in a reduction to our preferred stock distributions from the prior year.

Gross interest income was $4.0 million and $3.6 million, respectively, for the years ended December 31, 2004 and 2003.
Gross interest income is earned on cash collateral requirements, a direct financing lease, notes receivable and
investments of cash and cash equivalents,

Capitalized interest was $5.8 million and $0.9 million during 2004 and 2003, respectively, and was associated with vatious
construction and expansion projects and the installation of a new inmate management system.

Expenses associated with debt refinancing and recapitalization transactions

For the years ended December 31, 2004 and 2003, expenses associated with debt refinancing and recapitalization
transactions were $0.1 million and $6.7 million, respectively. The charges in 2004 were associated with the redemption
of the remaining series A preferred stock in the first quarter of 2004 and the redemption of the remaining series B
preferred stock in the second quarter of 2004, as well as third party fees associated with the amendment to our senior
bank credit facility obtained during the second quarter of 2004.

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 (which repayment was 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 during the
second quarter of 2003 included expenses associated with the tender offer for our series B preferred stock, the
redemption 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.

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 lidgation settlement reached
during the first quatter of 2001. Under the terms of the promissory 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 the stockholder
litigation on the balance sheet, the extinguishment of the note in June 2003 resulted in a $2.9 million non-cash gain
during the second quarter of 2003.

Incorne tax benefit (expense)

During the years ended December 31, 2004 and 2003, our financial statements reflected an income tax provision of
$42.1 million and an income tax benefit of $52.4 million, respectively. The income tax benefit during the year ended
December 31, 2003 was primatily 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 catrying 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
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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, catryback and
carryforward periods, and tax strategies that could potentially enhance the likelihood of realization of a deferred tax
asset. As further discussed under “Critical Accounting Policies — Income Taxes,” prior to December 31, 2003, we had
not consistently demonstrated an ability to utilize our tax net operating losses within the carryforward period and
therefore applied a valuation allowance to reserve substantially all of our net deferred tax assets in accordance with SFAS
109. As a result, our financial statements did not reflect a provision for income taxes, other than for certain state 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, substantially all of the valuation allowance applied to
such deferred tax assets was reversed on December 31, 2003. Accordingly, in the first quarter of 2004 we began
providing 2 provision for income taxes at a rate on income before taxes equal to the combined federal and state effective
tax rates using current tax rates,

During 2003, the Internal Revenue Service completed its field audit of our 2001 federal income tax return. During the
fourth quarter of 2004, the 2001 audit results underwent a review by the Joint Committee on Taxation, a division of the
IRS. Based on that review, the IRS adjusted the carryback claims we filed on our 2001 and 2002 federal income tax
returns, requiting us to repay approximately $16.3 million of refunds we received during 2002 and 2003 as a result of tax
law changes provided by the “Job Creation and Worker Assistance Act of 2002.” A portion of our tax loss was deemed
not to be available for carryback to 1997 and 1996 due to our restructuring that occurred between 1997 and 2001.
However, we will carty this tax loss forward to offset future taxable income. While the adjustment did not resultin a
loss of deductions claimed, we were obligated to repay the amount of the adjusted refund, plus interest of approximately
$2.9 million, or $1.7 million after taxes, through December 31, 2004. These obligations were accrued in

our consolidated financial statements as of December 31, 2004, and were paid during the first quarter of 2005.

The repayment of the refund adjusted by the IRS resulted in an increase in the amount of deferred tax assets reflected
on our balance sheet for the incremental net operating losses made available to offset taxable income in the future. Prior
to this finding by the IRS, we expected to generate sufficient taxable income during 2005 to utilize our remaining federal
net operating loss carryforwards., Although the increase in our net operating loss carryforwards resulting from the
repayment effectively extends the date in which our net operating loss carryforwards are fully utilized, we nonetheless
still expect to generate sufficient taxable income during 2005 to utilize all of our temaining federal net operating loss
carryforwards. As a result, the IRS finding and cotresponding payment effectively accelerated to the first quarter of
2005 the cash taxes we expected to pay more evenly throughout 2005, having no material impact on the total estimated
cash flows for 2005.

During the fourth quarter of 2004, we realized a net income tax benefit of §0.5 million resulting from the
implementation of tax planning strategies that are also expected to reduce our future effective tax rate. Additionally, we
recorded an income tax benefit of $1.4 million in the third quarter of 2004 which primarily resulted from a change in
estimated income taxes associated with certain financing transactions completed during 2003, partially offset by changes
in our valuation allowance applied to certain deferred tax assets.

Discontinued operations

During the fourth quarter of 2002, we were notified by the state of Florida of its intention to not renew out contract to
manage the 96-bed Okeechobee Juvenile Offendet 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, operation of the facility was transferred to the
state of Florida. During 2003, the facility generated total revenue of $0.8 miltion, and incurred total operating expenses
of $0.7 million. Additionally, the expiration of the contract resulted in the impairment of all goodwill previously
recorded in connection with this facility, which totaled $0.3 million, during the first quarter of 2003. These results are
reported as discontinued operations.

On March 18, 2003, we were notified by the Department of Cortections 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, which occurred on March 22, 2003. During 2003, the facility
generated total revenue of $4.6 million, and incurred total operating expenses of §$5.3 million. Additionally, the
expiration of the contract resulted in the impairment of all goodwill previously recorded in connection with this facility,
which totaled $0.3 million, during the first quarter of 2003. Results for 2004 include residual activity from the operation
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of this facility, including primarily proceeds received from the sale of fully depreciated equipment. These results are
reported as discontinued operations.

During the first quarter of 2004, we received $0.6 million in proceeds from the Commonwealth of Puerto Rico as a
settlement for repairs we previously made to a facility we formerly operated in Ponce, Puerto Rico. These proceeds, net
of taxes, are presented as discontinued operations for year ended December 31, 2004.

Due to operating losses incurred at the Southern Nevada Women’s Correctional Center, we elected to not renew our
contract to manage the facility upon the expiration of the contract. Accordingly, we transferred operation of the facility
to the Nevada Department of Corrections on October 1, 2004, During 2004 and 2003, the facility generated total
revenue of $6.1 million and $7.5 million, respectively, and incurred total operating expenses of $7.0 and $8.8 million,
respectively.

Distributions to preferred stockholders

For the years ended December 31, 2004 and 2003, distributions to preferred stockholders totaled $1.5 million and $15.3
million. Following the completion of the common stock and notes offering in May 2003, we purchased approximately
3.7 million shares of series B preferred stock for approximately $97.4 million pursuant to the terms of a cash tender
offer. The tender offer price for the series B preferred stock (inclusive of all accrued and unpaid dividends) was $26.00
per share. The tender premium 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.
During the second quarter of 2004, we redeemed the remaining 1.0 million outstanding shares of our series B preferred
stock at a price of $24.46 per share, plus accrued dividends to the redemption date.

Also during the second quarter of 2003, we redeemed 4.0 million, or approximately 93%, of our 4.3 million shares of
outstanding series A preferred stock at a price of $25.00 per share plus accrued dividends to the redemption date as part
of the recapitalization. During the first quarter of 2004, we redeemed the remaining 0.3 million outstanding shares of
our series A preferred stock at a price of $25.00 per share, plus accrued dividends to the redemption date.

Year Ended December 31, 2003 Compared to 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 $40.8 million, from $128.6 million during 2002 to $169.4 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 Januaty 2003, as well as incteased occupancy levels and
improved margins. Net income available to common stockholders duting 2003 was favorably impacted by an income
tax benefit of $52.4 million primarily 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 to 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 refinancing 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 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.

Facility Operations

Revenue and expenses per compensated man-day for all of the facilides 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:
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For the Years Ended
December 31,
2003 2002

Revenue per compensated man-day 3 50.97 $ 49.63
Operating expenses per compensated man-day:

Fixed expense 27.96 27.78

Variable expense 9.75 10.18

Total 37711 37.96

Operating margin per compensated man-day $ 13.26 8 11.67

Operating margin 26.0% 23.5%

Average compensated occupancy 93.0% 89.1%

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 Immigration and Customs Enforcement, ot ICE, remains strong, while
many of our state customers have expetienced budget difficulties. Our federal customers generated 37% and 33%,
respectively, of our total revenue for the yeats ended December 31, 2003 and 2002.

Operating expenses totaled $766.5 million and §712.7 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.

Salaties and benefits represent the most significant component of fixed operating expenses. During 2003, salaries and
benefits expense increased $43.4 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 during 2003 from 2002.

We also experienced a trend of increasing insurance expense during 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 expetience and our ability to control our claims. Our insurance policies contain vatious
deductibles and stop-loss amounts intended to limit our exposure for individually significant occurrences. However, the
nature of our self-insurance provides little protection for a deterioration in claims expetience 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 liability
insurance costs have risen substantally 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.

The reduction in variable operating expenses per compensated man-day to $9.75 per compensated man-day during 2003
from $10.18 per compensated man-day during 2002 was primarily due to the renegotiation of our contract for food
services. We decided to outsource food services at almost all of the facilities we operate. Outsourcing our food services
to one vendor for substantially all of the facilities we manage generated opportunities to produce economies 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 following tables display the revenue and expenses per compensated man-day for the facilides we own and manage
and for the facilities we manage but do not own:
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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:

Fixed 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 $ 42.22 $ 40.83
Operating expenses per compensated man-day:

Fixed expense 25.14 24.51

Variable expense 8.97 8.13

Total 3411 32.64

Operating margin per compensated man-day $ 8.11 $ 8.19
Opetating margin 19.2% 20.1%
Average compensated occupancy 103.5% 101.2%

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 Phase 11
Solicitation, or CAR 11, 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 and 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 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 wete also favorably impacted by the acquisition, on January 17, 2003, of the Crowley County
Correctional Factlity, a 1,200-bed medium security adult male prison facility located in Olney Springs, Crowley County,
Colorado. 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 housed at our 1,440-bed medium security
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.

Additionally, 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 led 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.
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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/of an increase in population at seven of our facilities, including our 2,304-
bed Central Atizona Detention Center, 1,600-bed Florence Correctional Center, 1,338-bed Prairie 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 Correctional Facility, located in Tutwiler, Mississippi, under a
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,

Fixed expenses per compensated man-day for our owned and managed facilities decreased from $29.62 during 2002 to
$29.34 during 2003. The aforementioned increase in fixed operating expense for salaties 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, or 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 are able to provide the same quality
of services without proportionately increasing our staffing levels, resulting in reductions to our fixed expenses per
compensation man-day.

Variable expenses 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 facilities 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 number 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.

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. Duting the first quarter of
2002, we entered into a mutual agreement with Children and Family Services Corporation, ot 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 tegminate 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 during October 2002. Howevet, the state of Mississippi agreed to expand
our management contract at the Wilkinson County Correctonal 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 discontinued operations. Total management and other revenue at Delta 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.

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
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Tulsa County the burden of certain utility expenses, resulting in 2 modest improvement in profitability for the
management of this facility during the year ended December 31, 2003, compared with 2002.

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.

Interest expense, net

Interest expense 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 certain 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 million convertible subordinated notes, and the repayment of
the remaining balance of our 12% senior notes, partially offset by additional borrowings used to repurchase and redeem
a substantial portion 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 were $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% seniot notes, and certain fees paid to amend the term portion of our senior
bank credit facility. Charges during the second quarter of 2003 included expenses associated with the tender offer for
our series B prefetred stock, the redemption 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 early extinguishment of our old senior bank credit facility and the redemption of substandally all of the
12% senior notes in May 2002, we recorded chasges 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.

Change in fair value of derivative instruments

On May 16, 2003, 0.3 million shares of common stock wete 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 promissory 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
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provisions of SFAS 133. Since we had previously reflected the maximum obligation of the contingency associated with
the state portion of the stockholder litigation on the balance sheet, the extinguishment of the note in June 2003 resulted
in a $2.9 million non-cash gain during 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 catrying 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 resolved, 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. Dutring the years ended December 31, 2003 and 2002, 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 other than for certain state 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. Accordingly, beginning with the first quarter of 2004, our financial statements reflect a provision
for income taxes at the applicable federal and state tax rates on income before taxes.

The income tax benefit during the year ended December 31, 2002, primatily 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 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 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 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 genetated 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 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 eatly 2002, we were provided notice from the Commonwealth of Puerto Rico of its intention to
terminate the management contracts at the 500-bed multi-security Ponce Young Adult Cotrectional Facility and the
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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 period to transfer operation of the facilities to the Commonwealth of Puerto
Rico ended May 4, 2002, at which ime 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
operating 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 fourth 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 2006. However, on May 7, 2002, we received notice from the Commonwealth of Puerto Rico terminating
our contract to manage this facility, which occurred on August 6, 2002. During the year ended December 31, 2002, this
facility generated total 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 expenses 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 Cotrections 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 $18.8 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.

Due to operating losses incurred at the Southern Nevada Women’s Correctional Center, we elected to not renew our
contract to manage the facility upon the expiration of the contract. Accordingly, we transferred operation of the facility
to the Nevada Department of Corrections on October 1, 2004, During 2003 and 2002, the facility generated total
revenue of §7.5 million and $8.3 million, respectively, and incurred total operating expenses of $8.8 and $8.7 million,
respectively.

During 2003, additional depreciation and amortization and income tax benefit totaled $0.5 million and $0.9 million,

respectively, for these facilides. During 2002, additional depreciation and amortization, interest income, and income tax
expense totaled $1.3 million, $0.6 million, and $0.6 million, respectively, for these facilities.

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 cutstanding
series A preferred stock and tender offer for our series B preferred stock.

LIQUIDITY AND CAPITAL RESOURCES

Our principal capital requirements are 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 our 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
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capacity for anticipated demand from current and future customers. We may acquire additional 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 an expansion of 594 beds at the Crowley County Correctional Facility located in
Olney Springs, Colorado, a facility we acquired in January 2003. The cost of the expansion was approximately $23.3
million and was completed duting the fourth quarter of 2004. This expansion was undertaken in anticipation of
increasing demand from the states of Colorado and Wyoming. 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 $26.5 million, with completion estimated to occur
during the second quarter of 2005. During the fourth quarter of 2004, we have approximately 273 beds available for use
at the Stewart County Correctional Facility. Construction on the 1,524-bed Stewart County Correctional Facility began
in August 1999 and was suspended in May 2000. Our 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 $27.1 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.

During January 2004, we announced the expansion of the Florence Correctional Center located in Florence, Arizona by
224 beds. The cost of the expansion was approximately $7.0 million and was completed during the fourth quarter of
2004. The Florence Correctional Center now has a total design capacity of 1,824 beds. The facility currently houses
federal inmates as well as inmates from various state and local agencies. The expansion was undertaken in anticipation
of increasing demand from federal customers. During January 2004, we also announced 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 expanded this facility by 284 beds from a design capacity of 483 beds to 767 beds. The
new contract provides a guarantee that the USMS will utilize 400 beds. The cost to expand the facility was
approximately $11.1 million and was completed in the fourth quarter of 2004.

On February 1, 2005, we commenced construction of the Red Rock Cotrectional Center, a new 1,596-bed correctional
facility located in Eloy, Arizona. The facility is expected to cost approximately $75 million, and is slated for completion
during the first quarter of 2006. The capacity at the new facility is intended primarily for our existing customers.

The following table summarizes the aforementioned construction and expansion projects expected to be completed
through the first quarter of 2006:

Estimated cost to

No. of Estimated complete

Facility beds completion date (thousands)
Stewart County Correctional Facility
Stewart County, GA 1,524 Second quarter 2005 $ 3,653
Houston Processing Center
Houston, TX 494 First quarter 2005 $ 3,672
Red Rock Correctional Center
Eloy, AZ 1,596 First quarter 2006 $ 75,000
Total 3,614 3 82,325

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,

Additionally, 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 through the deployment of innovatve technologies, many

ﬁ
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of which are unique and new to the corrections industry. These investments in technology are expected to provide long-
term benefits enabling us to provide enhanced quality setvice to out customers while creating scalable operating

efficiencies. Accordingly, we expect to incur approximately $21.0 million in information technology expenditures during
200s.

We expect to fund our capital expenditure requirements including completion of construction of the Stewart County
Cottectional Facility, the construcdon of the Red Rock Cortectional Centet, and the aforementioned Houston
expansion project, as well as our information 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.

During the years ended December 31, 2004, 2003, and 2002, 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 2003, the Internal Revenue Service completed its field audit of our 2001 federal income tax return. During the
fourth quarter of 2004, the 2001 audit results underwent a review by the Joint Committee on Taxation, a division of the
IRS. Based on that review, the IRS adjusted the carryback claims we filed on our 2001 and 2002 federal income tax
returns, requiring us to repay approximately $16.3 million of refunds we received during 2002 and 2003 as a result of tax
law changes provided by the “Job Creation and Worker Assistance Act of 2002.” A portion of our tax loss was deemed
not to be available for carryback to 1997 and 1996 due to our restructuring that occurred between 1997 and 2001.
However, we will catry this tax loss forward to offset future taxable income. While the adjustment did not resultin a
loss of deductions claimed, we were obligated to repay the amount of the adjusted refund, plus interest of approximately
$2.9 million, or $1.7 million after taxes through December 31, 2004. These obligations were accrued in our consolidated
financial statements as of December 31, 2004, and wete paid during the first quarter of 2005.

The repayment of the refund adjusted by the IRS resulted in an increase in the amount of deferred tax assets reflected
on our balance sheet for the incremental net operating losses made available to offset taxable income in the future. Prior
to this finding by the IRS, we expected to generate sufficient taxable income during 2005 to utilize our remaining federal
net operating loss catryforwards. Although the increase in our net operating loss carryforwards resulting from the
repayment effectively extends the date in which our net operating loss carryforwards are fully utilized, we nonetheless
still expect to generate sufficient taxable income during 2005 to utilize all of our remaining federal net operating loss
carryforwards. As a result, the IRS finding and corresponding payment effectively accelerated to the first quarter of
2005 the cash taxes we expected to pay more evenly throughout 2005, having no material impact on the total estimated
cash flows for 2005.

As of December 31, 2004, our liquidity was provided by cash on hand of $50.9 million, investments of $8.7 million, and
$88.3 million available under our $125.0 million revolving credit facility. During the year ended December 31, 2004 and
2003, we generated $126.0 million and $202.8 million, respectively, in cash through operating actvities, and as of
December 31, 2004 and 2003, we had net working capital of $130.0 million and $133.6 million, respectively. We
currently 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 approximately $280.0
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 secutities, 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, 2004 was $126.0 million, compared with
$202.8 million for the same period in the prior year and $101.4 million in 2002. 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 deferred income taxes.

The decrease in cash provided by operating activities for the year ended December 31, 2004 was due to the receipt of
income tax refunds totaling $33.7 million during 2003 as well as the refinancing of our outstanding preferred stock with
long-term debt. Distributions on preferred stock are included in financing activities while interest on outstanding
indebtedness is included in operating activides on the statement of cash flows. Negative fluctuadons in working capital
during 2004 compared with 2003 also contributed to the decrease in cash provided by operating activities. Cash paid of
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$15.5 million in connection with the recapitalization during May 2003 for 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, was offset by the collection during 2003, of $13.5 million from the Commonwealth of Puerto Rico as final
payment for all outstanding balances owed from three facilities we formetly managed.

Investing Activities

Our cash flow used in investing activities was $116.2 million for the year ended December 31, 2004, and was primarily
attributable to capital expenditures during the year of $128.0 million, including $80.5 million for acquisition and
development activities and $47.5 million for other capital expenditures. Capital expenditures for acquisition and
development activities of $80.5 million during 2004 included various facility expansion projects previously discussed
herein. Our cash flow used in investing activities was $93.5 million for the year ended December 31, 2003, and was
primarily attributable to capital expenditures during the year of $92.2 million, including $56.7 million for acquisition and
development activities and $35.5 million for other capital expenditures. Capital expenditures for acquisition and
development activities of $56.7 million during 2003 included capital expenditures of §47.5 million in connection with the
purchase of the Crowley County Correctional 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.

Financing Activities

Our cash flow used in financing activities was $29.5 million for 2004 and was primarily attributable to the redemption of
the remaining 0.3 million shares of series A prefetred stock during March 2004, which totaled $7.5 million, and the
redemption of the remaining 1.0 million shares of series B preferred stock during the second quarter of 2004, which
totaled $23.5 million.

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 facility pursuant to an expansion of a then-existing term portion of the credit facility. During May
2003, we completed the recapitalization 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 preferred 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 shares 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% senior notes. During August 2003, we completed the sale
and issuance of $200.0 million of 7.5% seniot notes at a price of 101.125% of the ptincipal 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 senior bank credit facility. 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 in 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.

Contractual Obligations

The following schedule summarizes our contractual obligations by the indicated period as of December 31, 2004 (in
thousands):

Payments Due By Year Ended December 31,

2005 2006 2007 2008 2009 Thereafter Total
Long-term debt s 2,890 $ 2,847 $ 228,708 $ 66,011 $ 250,000 $ 450,000 $ 1,000,456
Houston Processing
Center expansion 3,672 - - - - - 3,672
Operating leases 267 - - - - - 267
Total Contractual Cash
Obligations $ 6,829 $ 2,847 $ 228,708 $ 66,011 $ 250,000 $ 450,000 $ 1,004,395
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The cash obligations in the table above do not include future cash obligations for interest associated with our
outstanding indebtedness. During 2004, we paid $71.4 million in interest, including capitalized interest. We had §36.7
million of letters of credit outstanding at December 31, 2004 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 2004, 2003, or 2002.

Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46, “Consolidation of Variable 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 tesidual 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. We have no investments in special purpose entities. We adopted FIN 46 effective January 1, 2004.

We have determined that our joint venture, Agecroft Prison Management, Ltd., or APM, is a variable interest entity
(“VIE”), of which we ate 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 extended a working capital loan to APM, which totaled $6.5 million, including accrued
interest, as of December 31, 2004. 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 will not be, consolidated with our financial
statements.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123R, “Share-Based Payment,”
or SFAS 123R, which is a revision of SFAS 123, “Accounting for Stock-Based Compensation.” SFAS 123R supersedes
APB Opinion No. 25 and amends Statement of Financial Accounting Standards No. 95, “Statement of Cash Flows.”
Generally, the approach in SFAS 123R is similar to the approach described in SFAS 123. However, SFAS 123R requires
all share-based payments to employees, including grants of employee stock optons, to be recognized in the income
statement based on their fair values. Pro forma disclosure is no longer an alternative.

SFAS 123R must be adopted no later than July 1, 2005. Early adoption will be permitted in periods in which financial
statements have not yet been issued. We expect to adopt SFAS 123R on July 1, 2005.

SFAS 123R permits public companies to adopt its requirements using one of two methods:

1. A “modified prospective” method in which compensation cost is recognized beginning with the effective
date (a) based on the requirements of SFAS 123R for all share-based payments granted after the effective
date and (b) based on the requirements of SFAS 123 for all awards granted to employees prior to the
effective date of SFAS 123R that remain unvested on the effective date.

2. A “modified retrospective” method which includes the requitements of the modified prospective method
described above, but also permits entities to restate based on the amounts previously recognized under
SFAS 123 for purposes of pro forma disclosures either for (a) all prior periods presented or (b) prior
interim periods of the year of adoption.

We have not yet determined the method we plan to adopt.

As permitted by SFAS 123, we currently account for share-based payments to employees using APB 25’s intrinsic value
method and, as such, recognize no compensation cost for employee stock options. Accordingly, the adoption of SFAS
123R’s fair value method will have a significant impact on our results of operations, although it will have no impact on
our overall financial positton. The impact of adoption of SFAS 123R cannot be predicted at this time because it will
depend on levels of share-based payments granted in the future. However, had we adopted SFAS 123R in prior periods,
the impact of that standard would have approximated the impact of SFAS 123 as desctibed in the disclosure of pro
forma net income and earnings per shate in the footnote, “Accounting for Stock-Based Compensation”, in our Notes to
Consolidated Financial Statements. SFAS 123R also requires the benefits of tax deductions in excess of recognized
compensation cost to be reported as a financing cash flow, rather than as an operating cash flow as required under
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current literature. This requirement will reduce net operating cash flows and increase net financing cash flows in periods
after adoption.

Inflation

We do not believe that inflation has had or will have a direct adverse effect on our operations. Many of out
management contracts include provisions for inflationary indexing, which mitigates an adverse impact of inflation on net
income. However, a substantial increase in personnel costs, workers’ compensation or food and medical expenses could
have an 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 exposure is to changes in U.S. interest rates. We are exposed to market risk related to our
senior bank credit facility, which had an outstanding balance of $270.1 million as of December 31, 2004. The interest on
out senior bank credit facility is subject to fluctuations in the market. If the interest rate for our outstanding
indebtedness under the senior bank credit facility was 100 basis points higher or lower during the years ended December
31, 2004, 2003, and 2002, our interest expense, net of amounts capitalized, would have been increased or decreased by
approximately $2.8 million, $4.8 million and $5.9 million, respectively.

As of December 31, 2004, we had outstanding $250.0 million of senior notes with a fixed interest rate of 9.875%, $450.0
million of senior notes with a fixed rate of 7.5%, and $30.0 million of convertible subordinated notes with a fixed
interest rate of 4,.0%. Because the interest 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 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 do not currently intend to enter into any additional
interest rate protection agreements in the short term.

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 matutities 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.

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

None.
CONTROLS AND PROCEDURES

Management’s Evaluation of Disclosure Controls and Procedures

An evaluation was performed under the supervision and with the participation of our senior management, including our
Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operaton of our disclosure
controls and procedures pursuant to Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934 as of the end
of the period covered by this annual report. Based on that evaluation, our senior management, including our Chief
Executive Officer and Chief Financial Officer, concluded that as of the end of the petiod covered by this annual report
our disclosure controls and procedures are effective in causing material information relating to us (including our
consolidated subsidiaries) to be recorded, processed, summarized and reported by management on a timely basis and to
ensure that the quality and timeliness of our public disclosures complies with SEC disclosure obligations.

Management’s Report on Internal Control Over Financial Reporting

Management of Corrections Corporation of America (the “Company”) is responsible for establishing and maintaining
adequate internal control over financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Securities
Exchange Act of 1934. The Company’s internal control over financial reporting is designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes
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in accordance with generally accepted accounting principles. The Company’s internal control over financial reporting
includes those policies and procedutes that:

@ pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the Company;

i) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the Company are being made only in accordance with authorizations of management
and directors of the Company; and

(i) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use
or disposition of the Company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements,
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Management assessed the effectiveness of the Company’s internal control over financial reporting as of December 31,
2004. In making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO) in Internal Control-Integrated Framework.

Based on management’s assessment and those criteria, management believes that, as of December 31, 2004, the
Company's internal control over financial reporting was effective.

The Company’s independent auditors, Emst & Young LLP, have issued an attestation report on management’s
assessment of the Company’s internal control over financial reporting. That report begins on page 38.

Changes in Internal Control over Financial Reporting

There have been no changes in our internal control over financial reporting that occurred during the period covered by
this report that have materially affected, or are likely to materially affect, our internal control over financial reporting,




(38]

2004 ANNUAL REPORT

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors and Stockholdets of Corrections Corporation of America

We have audited management’s assessment, included in the accompanying Management’s Report on Internal Control
Over Financial Reporting, that Corrections Corporaton of America and Subsidiaries (“the Company”’) maintained
effective internal control over financial reporting as of December 31, 2004, based on criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(the COSO criteria). The Company’s management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to
express an opinion on management’s assessment and an opinion on the effectiveness of the company’s internal control
over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining
an understanding of internal control over financial reporting, evaluating management’s assessment, testing and
evaluating the design and operating effectiveness of internal control, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedutes may
deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over financial
reporting as of December 31, 2004, is fairly stated, in all material respects, based on the COSO ctiteria. Also, in our
opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2004, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of the Company as of December 31, 2004 and 2003, and the related consolidated
statements of operations, stockholders’ equity, and cash flows for each of the three years in the period ended December
31, 2004 of Corrections Corporation of America and our report dated March 4, 2005 expressed an unqualified opinion
thereon.

St + MLLP

Nashville, Tennessee
Mazch 4, 2005
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MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES
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.” On March 1,
2005, the last reported sale price of our common stock was $37.53 per share and there were approximately 6,100
registered holders and approximately 31,000 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.

Common Stock

SALES PRICE
HIGH Low

FISCAL YEAR 2004

First Quarter $ 35.78 $ 27.66

Second Quarter $ 39.89 $ 33.50

Third Quarter g 41.15 $ 32.54

Fourth Quarter 3 40.81 $ 33.53
FISCAL YEAR 2003

First Quarter $ 18.35 $ 16.42

Second Quarter $ 25.74 8 17.48

Third Quarter $ 27.36 $ 21.00

Fourth Quarter % 29.48 $ 24.40

Dividend Policy

During the years ended December 31, 2004 and 2003, we did not pay any dividends on our common stock. 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. Motreover, even if such restriction is ultimately removed, we currently do not
intend to pay dividends with respect to shates of our common stock.

Recent Issuances of Unregistered Securities

The following description sets forth our issuances of unregistered equity securities duting the year ended December 31,
2004 that have not been previously reported in a quarterly report on Form 10-Q or a current report on Form 8-K.
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.

Issuances to Directors. During the year ended December 31, 2004, we issued 1,680 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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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders of
Corrections Corporation of America

We have audited the accompanying consolidated balance sheets of Cotrections Corporation of America and Subsidiaries
as of December 31, 2004 and 2003 and the related consolidated statements of operations, stockholders’ equity and cash
flows for each of the three years in the period ended December 31, 2004. 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 the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. 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 financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the 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, 2004 and 2003, and the
consolidated results of their operations and their cash flows for each of the three years in the period ended December
31, 2004, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 3 to the consolidated financial statements, the Company changed its method of accounting for
goodwill and other intangibles in 2002.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the effectiveness of Corrections Corporation of America’s internal control over financial reporting as of
December 31, 2004, based on criteria established in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated March 4, 2005 expressed an unqualified
opinion thereon.

St ¥ MLLP

Nashville, Tennessee
March 4, 2005

[41]
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CONSOLIDATED BALANCE SHEETS
{in thousands, except per share data)

December 31,
ASSETS 2004 2003
Cash and cash equivalents 3 50,938 g 70,705
Restricted cash 12,965 12,823
Investments 8,686 13,526
Accounts receivable, net of allowance of $1,380 and $1,999, respectively 155,926 135,185
Deferred tax assets 56,410 50,473
Prepaid expenses and other current assets 16,636 8,028
Current assets of discontinued operations 727 2,438
Total current assets 302,288 293,178
Property and equipment, net 1,660,010 1,586,914
Investment in direct financing lease 17,073 17,751
Goodwill 15,563 15,563
Deferted tax assets - 6,739
Other assets 28,144 38,818
Non-cutrent assets of discontinued operations - 65
Total assets $ 2,023,078 $ 1,959,028
LIABILITIES AND STOCKHOLDERS’ EQUITY
Accounts payable and accrued expenses $ 146,751 3 155,877
Income taxes payable 22,207 913
Distributions payable - 150
Current portion of long-term debt 3,182 1,146
Current liabilities of discontinued operations 125 1,540
Total current liabilities 172,265 159,626
Long-term debt, net of current portion 999,113 1,002,282
Deferred tax liabilities 14,132 -
Other liabilities 21,574 21,655
Total liabilities 1,207,084 1,183,563
Commitments and contingencies
Preferred stock - $0.01 par value; 50,000 shares authorized:
Series A - 300 shares issued and outstanding at December 31, 2003 stated at
liquidation preference of $25.00 per share - 7,500
Series B - 962 shares issued and outstanding at December 31, 2003 stated at
liquidation preference of $24.46 per share - 23,528
Common stock - $0.01 par value; 80,000 shares authorized; 35,415 and 35,020 shares issued
and outstanding at December 31, 2004 and 2003, respectively 354 350
Additional paid-in capital 1,451,885 1,441,742
Deferred compensation (1,736) (1,479)
Retained deficit (634,509) (695,590)
Accumulated other comprehensive Joss - (586)
Total stockholders’ equity 815,994 775,465
Total liabilities and stockholders’ equity $ 2,023,078 g 1,959,028

The accompanying notes are an integral part of these consolidated financial statements.




2004 ANNUAL REPORT [43])

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

For the Years Ended December 31,

2004 2003 2002
REVENUE:
Management and other : $ 1,144,413 $ 1,025,493 $ 925,820
Rental 3,845 3,742 3,701
1,148,258 1,029,235 929,521
EXPENSES:
Operating 870,572 766,468 712,738
General and administrative 48,186 40,467 36,907
Depreciation and amortization 54,511 52,930 51,291
973,269 859,865 800,936
OPERATING INCOME 174,989 169,370 128,585
OTHER (INCOME) EXPENSE:
Interest expense, net 69,177 74,446 37,478
Expenses associated with debt refinancing and recapitalization
transactions 101 6,687 36,670
Change in fair value of derivative instruments - (2,900) (2,2006)
Other (income) expense ' 943 (414) (359)
70,221 77,819 121,583
INCOME FROM CONTINUING OPERATIONS
BEFORE INCOME TAXES AND CUMULATIVE
EFFECT OF ACCOUNTING CHANGE 104,768 91,551 7,002
Income tax (expense) benefit (42,126) 52,352 63,284
INCOME FROM CONTINUING OPERATIONS
BEFORE CUMULATIVE EFFECT OF
ACCOUNTING CHANGE 62,642 143,903 70,286
Income (loss) from discontinued operations, net of taxes 99) (2,120 2,074
Cumulative effect of accounting change - - (80,276)
NET INCOME (LOSS) 62,543 141,783 (7,916)
Distributions to preferred stockholders (1,462) (15,262) (20,959)
NET INCOME (LOSS) AVAILABLE TO COMMON
STOCKHOLDERS $ 61,081 $ 126,521 $ (28,875)
BASIC EARNINGS (LOSS) PER SHARE:
Income from continuing operations before cumulative effect
of accounting change $ 174 8 3.99 $ 1.78
Income (loss) from discontinued operations, net of taxes - ©.07) 0.08
Cumulative effect of accounting change - - (2.90)
Net income (loss) available to common stockholders $ 1.74 g 3.92 $ (1.04)
DILUTED EARNINGS (LOSS) PER SHARE:
Income from continuing operations before cumulative effect
of accounting change $ 1.55 $ 3.50 3 1.61
Income (loss) from discontinued operations, net of taxes - (0.06) 0.06
Cumulative effect of accounting change - - (249
Net income (loss) available to common stockholders $ 1.55 $ 344 $ 0.82)

‘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,

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $
Adjustments to reconcile net income (loss) to net cash
provided by operating activities:

Depreciation and amortization

Amortization of debt issuance costs and other non-cash interest

Cumulative effect of accounting change

Expenses associated with debt refinancing and recapitalization
transactions

Deferred income taxes

Other (income) expense

Other non-cash jtems

Income tax benefit of equity compensation

(Gain) loss on disposals of assets

Change in fair value of detivative instruments

Changes in assets and liabilities, net:
Accounts receivable, prepaid expenses and other assets
Income taxes receivable
Accounts payable, accrued expenses and other liabilities
Income tazes payable

|

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Expenditures for acquisitions and development
Expenditures for other capital improvements
Proceeds from sale of investments
Purchases of investments
(Increase) decrease in restricted cash
Proceeds from sale of assets
{(Increase) decrease in other assets
Purchase of business
Payments received on direct financing leases and notes receivable

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of debt
Scheduled principal repayments
Other principal repayments
Payment of debt issuance and other refinancing and related costs
Proceeds from issuance of common stock
Payment of stock issuance costs
Proceeds from exercise of stock options and warrants
Purchase and retirement of common stock
Purchase and redemption of preferred stock
Payment of dividends
Payment to terminate interest rate swap agreement

Net cash used in financing activites

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year $

2004 2003 2002
62,543 $ 141,783 $ (7,916)
54,574 54,011 54,388

6,750 7,505 11,816
. - 80,276
101 6,687 36,670
14,934 (52,725) 646
807 (675) (469)
2,369 2,259 2,455
3,683 2,643 .
24 266 130
- (2,900) (2,206)
(28,654) 2,892 7,706
- 32,499 (32,141)
(12,396) 12,204 5,405
21,294 (3,692) (55,371)
125,981 202,847 101,389
(80,548) (56,673) (4,843)
(47,480) (35,522) (12,254)
5,000 7,000 -
(160) (230) (20,296)
(66) (5,460) 5174
179 487 4,595
6,257 (4,099) (3,199)
. ; (321)
601 986 1,175
(116,217) (93,511 (29,969)
- 482,250 890,000
(843) (7,394) (17,764)
- (387,266) (878,938)
(993) (18,579) (37,478)
. 124,800 -
- (7,674) @1
4,945 1,276 433
- (66,464) -
(31,028) (191,984) (354)
(1,612) (12,706) (19,648)
- - (8,847)
—(29,531) (83,741) (72,617)
(19,767) 25,595 (1,197
70,705 45,110 46,307
50,938 $ 70,705 3 45,110

(Continued)
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(Continued)

For the Years Ended December 31,

[45]

2004 2003

2002

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION:
Cash paid during the petiod for:
Interest (net of amounts capitalized of $5,839 and $900 in 2004
and 2003, respectively)

s

65,592 $ 79,068 $

73,067

E-.

Income taxes 3,511 $ 2,183 3

56,396

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING AND
FINANCING ACTIVITIES: .
Convertible subordinated notes were converted to common stock:
Long-term debt $ - $ (40,000) $
Common stock - 34
Additional paid-in capital - 39,512
Other assets - 454

(1,114
1
1,113

$ - 3 - 3

The Company acquired a business for debt and cash:
Accounts receivable $ - $ - 8
Prepaid expenses and other current assets - -
Property and equipment, net - -
Other assets - -
Accounts payable and accrued expenses - -
Debt - -

a7
@y
20)

(578)
300
175

(321)

The Company issued shares of common stock and a promissory note
payable in satisfaction of stockholder litigation:
Accounts payable and accrued expenses $ - $ (5,998) $
Long-term debt - 2,900
Common stock - 3
Additional paid-in capital - 3,051
Other assets - 44

$ - $ - 3

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 $ - $ (7,736) $
Preferred stock — Series B - 7,736

(11,834)
11,834

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2004, 2003 AND 2002
(in thousands)

Accumulated
Series A 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
BALANCE, December 31,2001 § 107,500  § 96,566 § 279 §1,341958  § (3,153) $(793236) $ (242) % (2,511) $ 747,161

Comprehensive income (loss):
Net loss - - - - - (7.916) - - (7,916)

Change in fair value of

interest rate cap, net of
tax - - - - - - - 964) (964

Amortization of transition

adjustment, net of tax - - - - - - - 2,511 2,511
Total comprehensive loss - - - - - (7.916) - 1,547 (6,369)
Distributions to preferred
stockholders - 11,834 - - - (20,959 - - (9,125)
Conversion of subordinated
notes - - 1 1,113 - - - - 1,114
Amortization of deferred
compensation, net of
forfeitures - (167) - (223) 1,549 - - - 1,159
Stock issuance costs - - - 21) - - - - (21)
Stock options exercised - - - 433 - - - - 433
Retirement of treasury stock - - - (242) - - 242 - -
Retirement of series B preferred
stock - (402) - 48 - - - - (354
BALANCE, December 31,2002  $ 107,500  $107,831 $ 280  $1,343,066 $ (1,604) 3 (822,111) 8 - $ (964) § 733998
Comprehensive income:
Net income - - - - - 141,783 - - 141,783
Change in fair value of
interest rate cap, net of
tax - - - - - - - 378 378
Total comprehensive income - - - - - 141,783 - 378 142,161
Distributions to preferred
stockholders - 7,736 - - - (15,262) - - (7,526)
Issuance of common stock, net - - 64 117,103 - - - - 117,167
Retirement of common stock - - - (842) - - - - (842)
Deferred tax valuation allowance
reversal - - - 2,643 - - - - 2,643
Retirement of series B preferred ’
stock - (347) - - B, . - - (347)
Redemption of preferred stock (100,000) (91,637) - - - - - - (191,637)
Conversion of subordinated
notes - - 34 39,512 - - - - 39,546
Repurchase of common stock - - (34 (65,588) - - - - (65,622)
Warrants exercised - - 1 - - - - - 1

State stockholder litigation
settlement - - 3 3,051 - - - - 3,054

Amortization of deferred
compensation, net of

forfeitures - (55) - @ 1,720 - - - 1,594
Restricted stock grant - - 1 1,594 (1,595) - - - -
Stock options exercised - - 1 1,274 - - - - 1,275
BALANCE, December 31,2003 $ 7,500 § 23,528 § 350  $1,441,742 % (1,479)  $(695590) % - $ (586) $ 775,465

(Continued)




BALANCE, December 31, 2003
Comprehensive income:
Net income

Change in fair value of
interest rate cap, net of
tax

Total comprehensive income

Distributions to preferred
stockholders

Income tax benefit of equity
compensaton

Redempdon of preferred stock
Issuance of common stock

Amortization of deferred
compensation, net of
forfeitures

Restricted stock grant
Stock options exercised

BALANCE, December 31, 2004
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2004, 2003 AND 2002
(in thousands)

(Continued)
Accumulated
Series A Series B Additional Retained Other Total
Preferred  Preferred  Commeon Paid-In Deferred Eamings  Treasury Comprehensive  Stockholders’
Stock Stock Stock Capital Compensation {Deficit) Stock Income (Loss) Equity
§ 7,500 § 23528 % 350  §1,441,742 % (1,479 $(695590) % - $ (586) $ 775,465
- - - - - 62,543 - - 62,543
- - - - - - - 586 586
- - - - - 62,543 - 586 63,129
. N _ - - (1,462) - - (1,462)
- - - 3,683 - - - - 3,683
(7,500) (23,528) - - - - - - (31,028)
- - - 50 - - - - 50
- - - {106) 1,318 - - - 1,212
- - 1 1,574 (1,575) - - - -
- - 3 4,942 - - - - 4,945
4 -3 - 8 354 §1451885 § (1,736)  $ (634509 § -8 - § 815994

The accompanying notes are an integral part of these consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2004, 2003 AND 2002

ORGANIZATION AND OPERATIONS

Corrections Corporation 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 three states. As of December 31, 2004, the Company
owned 42 correctional, detention and juvenile facilities, three of which the Company leases to other operators. At
December 31, 2004, the Company operated 64 facilities, including 39 facilities that it owned, located in 19 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 setvices 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 setvices 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 Securides 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, 2004 was $13.0 million, of which $7.2 million represents cash collateral for a
guarantee agreement as further described in Note 17 and $5.8 million represents cash for a capital improvements,
replacements, and repairs reserve. Restricted cash at December 31, 2003 was $12.8 million, of which $7.1 million
represents cash collateral for the guarantee agreement and $5.7 million represents cash for a capital
improvements, replacements, and repairs reserve.

Accounts Receivable and Allowance for Doubtful Accounts

At December 31, 2004 and 2003, accounts receivable of $155.9 million and $135.2 million were net of allowances
for doubtful accounts totaling $1.4 million and $2.0 million, respectively. Accounts receivable consist primatily of
amounts due from federal, state, and local government agencies for operating and managing prisons and other
correctional facilities and providing inmate residential and prisoner transportation services.

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 reserves 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.
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Investments

Investments consist of cash invested in auction rate securities held by a large financial institution. Auction rate
securities have legal maturities that typically are at least twenty years, but have their interest rates reset
approximately every 28-35 days under an auction system. Because liquidity in these instruments is provided from
third parties (the buyers and sellers in the auction) and not the issuer, auctions may fail. In those cases, the
auction rate securities remain outstanding, with their interest rate set at the maximum rate which is established in
the securities. Despite the fact that auctions rarely fail, the only time the issuer must redeem an auction rate
security for cash is at its maturity. Because auction rate securities are frequently re-priced, they trade in the
market like short-term investments. These investments are carried at fair value, and are classified as current assets
because they are available for sale and are generally available to support the Company’s current operations.
Auction rate securities of $13.5 million were reclassified from cash in the prior year financial statements to
conform to the current year presentation.

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 years

Intangible Assets Other Than Goodwill

Intangible assets other than goodwill include 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. 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 accompanying 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 carrying
value of an asset may not be recoverable. 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.

Goodwill

Goodwill represents the cost in excess of the net assets of businesses acquired. As further discussed in Note 3,
goodwill is tested for impairment at least annually using a fair-value based approach.

Investment in Direct Financing Lease

Investment in direct financing lease represents the portion of the Company’s management contract with a
governmental agency that represents capitalized lease payments on buildings and equipment. The lease is
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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 ot 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
interest 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 pet 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 cutrent 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 impropetrly 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 is recognized based on the terms of the Company’s leases.

Self-Funded Insurance Reserves

The Company 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 experience. 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 in the future.

Income Taxes

Income taxes are accounted for under the provisions of Statement of Financial Accounting Standards No. 109,
“Accounting for Income Taxes” (“SFAS 1097). SFAS 109 generally requires the Company 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 amounts of assets and liabilities for financial reporting purposes and the amounts used for
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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 jurisdicton of
such earnings, unsettled circumstances that, if unfavorably resolved, would adversely affect utilization of its
deferred tax assets, catryback and carryforward periods, and tax strategies that could potentially enhance the
likelihood of realization of a deferred tax asset. Prior to the year 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.

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,
temoval 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 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. The 2004 financial statements reflected, and future financial
statements are expected to continue to 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 date 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 Company 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 Hedging Activities” (“SFAS 133”). 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
Company 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, 2004.

Financeal 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
instraments using quoted market prices of similar instruments or discounted cash flow techniques. At December
31, 2004 and 2003, there were no matetial differences between the carrying amounts and the estimated fair values
of the Company’s financial instruments, other than as follows (in thousands):



[52]

2004 ANNUAL REPORT

December 31,
2004 2003
Carrying Carrying
Amount Fair Value Amount Fair Value
Investment in direct financing lease $ 17,744 $ 22,623 $ 18,346 3 23,919
Note receivable from APM $ 6,078 $ 9,875 $ 5,610 $ 9,323
Debt $ (1,002,295) § (1,061,566) § (1,003,428) 8 (1,051,629)

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 Habilities, 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 carrying 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, 2004, 2003, and 2002, federal correctional and
detention authorities represented 37%, 37%, and 33%, 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 Immigradon and Customs Enforcement, or ICE (formerly the
Immigration and Naturalization Service, or INS). The BOP accounted for 15%, 16%, and 14%, respectively, of
total revenue for 2004, 2003, and 2002. The USMS accounted for 14%, 14%, and 12%, respectively, of total
revenue for 2004, 2003, and 2002. 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 2004, 2003, or 2002.

Comprehensive Income

Statement of Financial Accounting Standards No. 130, “Reporting Comprehensive Income” establishes standards
for reporting and displaying comprehensive income and its components in a full set of general purpose financial
statements. 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 Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure”
(“SFAS 1487). SFAS 148 amends Statement of Financial Accounting Standards No. 123 “Accounting for Stock-
Based Compensation” (“SFAS 123”) to provide alternative methods of transition to SFAS 123’s 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 eatnings per share in annual and
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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 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 25”). See “Recent Accounting Pronouncements’ hereafter for a description
of a change in future accounting and reporting requirements for all share-based payments, including stock
options.

At December 31, 2004, the Company had equity incentive plans, which are desctibed 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, 2004,
2003, and 2002 if the Company had applied the fair value recognition provisions of SFAS 123 to stock-based
employee compensation (in thousands, except per share data).

For the Years Ended December 31,

2004 2003 2002
As Reported:
Income from continuing operations and after
preferred stock distributions $ 61,180 $ 128,041 $ 49,327
Income (loss) from discontinued operations, net of taxes 99 (2,120) 2,074
Cumulative effect of accounting change - - (80,276)
Net income (loss) available to common stockholders $ 61,081 $ 126,521 $ (28,875)
Pro Forma:
Income from continuing operations and after
preferred stock distributions $ 57,168 $ 122,233 $ 44,166
Income (loss) from discontinued operatons, net of taxes (99) (2,120) 2,074
Cumulative effect of accounting change - - (80,276)
Net income (loss) available to common stockholders $ 57,069 $ 120,113 $ (34,036)
As Reported:
Basic earnings (loss) per share:
Income from continuing operations $ 1.74 $ 3.99 $ 1.78
Income (loss) from discontinued operations, net of taxes - 0.07) 0.08
Cumulative effect of accounting change - - (2.90)
Net income (loss) available to common stockholders $ 1.74 $ 392 8 (1.04)
As Reported:
Diluted earnings (loss) per share:
Income from continuing operations $ 1.55 % 3.50 3 1.61
Income (loss) from discontinued operations, net of taxes - 0.06) 0.06
Cumulative effect of accounting change - - 249
Net income (Joss) available to common stockholders $ 1.55 $ 3.44 8 (0.82)
Pro Forma:
Basic earnings (loss) per share:
Income from continuing operations $ 1.63 $ 3.80 $ 1.59
Income (loss) from discontinued operations, net of taxes - ©.07) 0.08
Cumulative effect of accounting change - - (2.90)
Net income (loss) available to common stockholders $ 1.63 $ 3.73 $ (1.23)
Pro Forma:
Diluted earnings (loss) per share:
Income from continuing operations $ 1.45 $ 3.33 $ 1.45
Income (loss) from discontinued operations, net of taxes - 0.06) 0.06
Cumulative effect of accounting change - - (2.49)
Net income (Joss) available to common stockholders $ 1.45 $ 3.27 $ (0.98)

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.
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Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46, “Consolidation of Variable Interest Entities, an
Interpretation of Accounting Research Bulletin No. 51 (“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. The Company adopted FIN 46 effective January 1, 2004.

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 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 $6.5 million, including accrued interest, as of December 31, 2004. The outstanding working capital
loan represents the Company’s maximum exposute to loss in connection with APM. APM has not been, and in
accordance with FIN 46 will not be, consolidated with the Company’s financial statements.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123R, “Share-Based
Payment” (“SFAS 123R”), which is a revision of SFAS 123. SFAS 123R supersedes APB Opinion No. 25 and
amends Statement of Financial Accounting Standards No. 95, “Statement of Cash Flows.” Generally, the
approach in SFAS 123R is similar to the approach described in SFAS 123, However, SFAS 123R requites all
share-based payments to employees, including grants of employee stock options, to be recognized in the income
statement based on their fair values. Pro forma disclosure is no longer an alternative.

SFAS 123R must be adopted no later than July 1, 2005. Early adoption will be permitted in periods in which
financial statements have not yet been issued. The Company expects to adopt SFAS 123R on July 1, 2005.

SFAS 123R permits public companies to adopt its requirements using one of two methods:

1. A “modified prospective” method in which compensation cost is recognized beginning with the effective
date (a) based on the requirements of SFAS 123R for all share-based payments granted after the effective
date and (b) based on the requirements of SFAS 123 for all awards granted to employees prior to the
effective date of SFAS 123R that remain unvested on the effective date.

2. A “modified retrospective” method which includes the requirements of the modified prospective method
described above, but also permits entities to restate based on the amounts previously recognized under
SFAS 123 for purposes of pro forma disclosures either for (a) all prior periods presented or (b) ptior
interim periods of the year of adoption.

The Company has not yet determined the method it plans to adopt.

As permitted by SFAS 123, the Company currently accounts for share-based payments to employees using APB
25’s intrinsic value method and, as such, recognizes no compensation cost for employee stock options.
Accordingly, the adoption of SFAS 123R’s fair value method will have a significant impact on the Company’s
results of operations, although it will have no impact on the Company’s overall financial position. The impact of
adoption of SFAS 123R cannot be predicted at this time because it will depend on levels of share-based payments
granted in the future. However, had the Company adopted SFAS 123R in prior periods, the impact of that
standard would have approximated the impact of SFAS 123 as described in the disclosure of pro forma net
income and earnings per share in the preceding caption, “Accounting for Stock-Based Compensation.” SFAS
123R also requires the benefits of tax deductions in excess of recognized compensation cost to be reported as a
financing cash flow, rather than as an operating cash flow as requited under current literature. This requirement
will reduce net operating cash flows and increase net financing cash flows in periods after adoption.

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
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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
connection with the Company’s annual budgeting process, and whenever circumstances indicate the catrying
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 impaited. This remaining goodwill was established
in connection with the acquisitions of two service companies during 2000. 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 its highly leveraged capital structure. No impairment of goodwill allocated to the
locations included in the managed-only reporting segment was deemed necessary, primarily because of the
relatively minimal capital expenditure 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 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.

As a result of the expiration during the first quarter of 2003 of the Company’s contracts to manage the
Okeechobee Juvenile Offender Correctional Center and the Lawrenceville Correctional Centet, 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 Ctiminal Justice’s (“TDCJ”) decision in November 2003 to not
renew the contract for the continued management of the Sanders 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 lhiabilities are as follows (in thousands):

December 31, 2004 December 31, 2003
Gross Carrying Accumulated Gross Carrying Accumulated
Amount Amortization Amount Amortization
Contract acquisition costs $ 873 $ 839 3 873 $ (820)
Customer list 765 (219) 765 (110)
Contract values (35,688) 16,759 (35,688) 15,336
Total $ (34,050) $ 15,701 $ (34,050) $ 14,406

Contract acquisition costs and the customer list are included in other non-cutrent assets, and contract values are
included in other non-current liabilities in the accompanying consolidated balance sheets. Amortization income,
net of amortization expense, for intangible assets and liabilities during the years ended December 31, 2004, 2003,
and 2002 was $3.4 million, $3.4 million and $1.8 million, respectively. Estimated amortization income, net of
amortization expense, for the five succeeding fiscal years is as follows (in thousands):

2005 $ 4,223
2006 4,552
2007 4,552
2008 4,552

2009 3,095
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4. PROPERTY AND EQUIPMENT

At December 31, 2004, the Company owned 44 real estate properties, including 42 cotrectional, detention and
juvenile facilities, three of which the Company leases to other operators, and two corporate office buildings. At
December 31, 2004, the Company also managed 25 correctional and detenton facilities owned by government
agencies.

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

December 31,
2004 2003

Land and improvements $ 36,165 $ 34,277
Buildings and improvements 1,734,872 1,649,063
Equipment 94,590 66,167
Office furniture and fixtures 23,370 22,225
Construction in progress 68,033 56,675
1,957,030 1,828,407
Less: Accumulated depreciation (297,020) (241,493)
$ 1,660,010 $ 1,586,914

Construction in progress primarily consists of correctional facilities under construction or expansion 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 progress in accordance with Statement of Financial Accounting Standards No. 34, “Capitalization
of Interest Cost” and amounted to $5.8 million and $0.9 million in 2004 and 2003, respectively. No interest was
capitalized during 2002.

Depreciation expense was $57.9 million, $56.3 million and $53.1 million for the years ended December 31, 2004,
2003, and 2002, respectively.

As of December 31, 2004, 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 shorter of the term of
the applicable ground lease or the estimated useful life of the property.

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 Cotrectional Facility will remain closed for an indefinite petiod 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
$0.

During the second quarter of 2004, the Company resumed operations at its Northeast Ohio Correctional Center
located in Youngstown, Chio. Throughout the remainder of 2004, the Company managed 100-300 federal
prisoners from United States federal court districts that experienced a lack of detention space and/or high
detention costs. On December 23, 2004, the Company announced that it received a contract award from the
BOP to house approximately 1,195 federal inmates at this facility. The contract, awarded as part of the Criminal
Alien Requirement Phase 4 Solicitation ("CAR 4"), provides for an initial four-year term with three two-year
renewal options. The terms of the contract provide for a 50% guaranteed rate of occupancy for 90 days following
a Notice to Proceed, and a 90% guaranteed rate of occupancy thereafter. The Company expects to receive a
Notice to Proceed within 180 days of the contract award.

During the third quarter of 2003, the Company announced its intention to complete construction of the Stewart
County Correctional Facility located in Stewart County, Georgia. Construction on the 1,524-bed Stewart County
Correctional Facility began in August 1999 and was suspended in May 2000. The decision to complete
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construction of this facility, which is expected to cost $26.5 million, is based on anticipated demand from several
government customers having a need for inmate bed capacity in the Southeast region of the country. During the
fourth quarter of 2004, 273 beds were completed and available for use. Construction on the remaining portion of
the facility is expected to be complete in the second quarter of 2005. The Company is currently pursuing new
management contracts and other opportunities to take advantage of the capacity at the Stewart County
Correctional Facility, but can provide no assurance that it will be successful in doing so.

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

FACILITY ACQUISITIONS, DISPOSITIONS AND EXPANSIONS

On January 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 transaction, the Company also assumed a management contract with the state of Colorado and
subsequently 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 Senior Bank Credit Facility, as defined in Note 11, pursuant to an expansion of the then outstanding Term
Loan B Facility, as defined in Note 11, with the balance of the purchase price satisfied with cash on hand. On
September 10, 2003, in anticipation of increasing demand from the states of Colorado and Wyoming, the
Company announced its intention to expand by 594 beds the Crowley County Correctional Facility. On July 1,
2004, the Company announced the completion of a contractual agreement with the state of Washington
Department of Corrections. The Company currently houses inmates from the state of Washington pursuant to
this contract at the Crowley County Correctional Facility as well as at its Praitie Correctional Facility, located in
Appleton, Minnesota and its Florence Correctional Center located in Florence, Arizona. The cost of the
expansion was approximately $23.3 million and was completed during the fourth quarter of 2004.

In October 2003, the Company announced a new contract with the ICE for up to 905 detainees at its Houston
Processing 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 $27.1
million and is estimated to be completed during the first quarter of 2005.

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 expanded the Leavenworth Detention Center. The new contract provides a
guarantee that the USMS will utilize 400 beds. The cost to expand the facility was approximately $11.1 million
and was completed during the fourth quarter of 2004.

During January 2004, the Company also announced its intention to expand the Florence Cotrectional Center.
The expansion was completed during the fourth quarter of 2004 at a cost of approximately $7.0 million. The
facility currently houses federal inmates as well as inmates from vatious state and local agencies.

On February 1, 2005, the Company announced the commencement of construction on the Red Rock
Correctional Center, 2 new 1,596-bed correctional facility located in Eloy, Atizona. The facility will be owned
and managed by the Company, and is expected to cost approximately $75 million. The project is slated for
completion during the first quarter of 2006. The capacity at the new facility is intended primarily for the
Company’s existing customers.

INVESTMENT IN AFFILIATE

For the years ended December 31, 2004 and 2002, equity in loss of joint venture was $0.6 million and $0.2
million, respectively, while the Company’s equity in earnings of joint venture was $0.1 million for the year ended
December 31, 2003, which is included in other {(income) expense in the consolidated statements of operations.
The earnings and losses resulted from the Company’s 50% ownership interest in APM, an entity holding the
management contract for a correctional facility under a 25-year prison management contract with an agency of
the United Kingdom government. 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 discussed in Note 2,
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the Company has extended a working capital loan to APM, which totaled $6.5 million, including accrued interest,
as of December 31, 2004. Because the Company’s investment in APM has no cartying value, equity in losses of
APM are applied as a reduction to the net carrying value of the note receivable balance, which is included in other
assets in the accompanying consolidated balance sheets.

7. INVESTMENT IN DIRECT FINANCING LEASE

At December 31, 2004, 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. Correctional
Treatment Facility.

A schedule of future minimum rentals to be received under the direct financing lease in future years is as follows
(in thousands):

2005 $ 2,793
2006 2,793
2007 2,793
2008 2,793
2009 2,793
Thereafter 20,243 i
Total minimum obligation 34,208
Less unearned interest income (16,464)
Less current portion of direct financing lease (671)
Investment in direct financing lease $ 17,073

During the years ended December 31, 2004, 2003, and 2002, the Company recorded interest income of $2.2
million, $2.3 million, and $2.3 million, respectively, under this direct financing lease.

8. OTHER ASSETS

Other assets consist of the following (in thousands):

December 31,
2004 2003
Debt issuance costs, less accumulated amortization
of $9,773 and $5,417, respectively $ 18,827 8 22,298
Notes receivable, net 4,921 6,102
Contract acquisition costs, less accumulated amortization
of $839 and $820, respectively 34 53
Deposits 2,326 8,629
Customer list, less accumulated amortization of $219 and $110, respectively 546 655
Other 1,490 1,081
$ 28,144 3 38,818
9. ACCOUNTS PAYABLE AND ACCRUED EXPENSES
Accounts payable and accrued expenses consist of the following (in thousands):
December 31,
2004 2003
Trade accounts payable $ 13,219 $ 16,283
Accrued salaries and wages 16,947 25,573
Accrued workers’ compensation and auto liability 27,168 24,168
Accrued litigation 17,248 20,214
Accrued employee medical insurance 7,212 7,796
Accrued property taxes 12,538 12,142
Accrued interest 11,745 10,893
Other 40,674 38,808

$ 146,751 $ 155,877
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DISTRIBUTIONS TO STOCKHOLDERS

Series A Preferred Stock

On December 7, 2001, the Company completed an amendment and restatement of the then outstanding senior
bank credit facility, whereby certain financial and non-financial covenants were amended, including the removal
of prior restrictions on the Company’s ability to pay cash dividends on shares of its series A preferred stock.
Under the terms of the amendment and restatement, the Company was permitted to pay quarterly dividends,
when declared by the board of directors, on the shares of its series A preferred stock, including all dividends in
arrears. 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 that had been 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 declared and paid a cash dividend each
quarter thereafter at a rate of 8% per annum of the stock’s stated value through the date the series A preferred
stock was redeemed. See Note 15 for further discussion of redemptions of the Company’s series A preferred
stock during 2003 and 2004.

Quarterly distributions and the resulting tax classification for the series A preferred stock distributions are as
follows for the years ended December 31, 2004, 2003, and 2002:

Record Payment Distribution Per Return of
Declaration Date Date Date Share Ordinary Income Capital
12/31/01 12/31/01 01/15/02 $ 300 100.0% 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 $ 050 100.0% 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 $ 050 100.0% 0.0%
09/05/03 09/30/03 10/15/03 $ 050 100.0% 0.0%
12/08/03 12/31/03 01/15/04 $ 050 100.0% 0.0%
02/19/04 03/19/04 03/19/04 $ 036 100.0% 0.0%

Series B Preferred Stock

On December 13, 2000, the Company’s board of ditectors declared a paid-in-kind dividend on the shares of
series B preferred stock for the petiod 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 shates 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 and the redemption of the remaining shares of
series B preferred stock during 2004,

The fair market value per share (tax basis) assigned to the shates 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, 2004, 2003, and 2002:

(39]




[60] 2004 ANNUAL REPORT

Fair Market Cash

Declaration Record Payment Value Per Distributions Ordinary Return of

Date Date Date Share Per Share Income Capital
12/11/01 12/21/01 01/02/02 $ 19.55 - 100.0% 0.0%
03/13/02 03/22/02 04/01/02 $ 19.30 - 100.0% 0.0%
06/11/02 06/21/02 07/01/02 $ 23.55 - 100.0% 0.0%
09/11/02 09/20/02 10/01/02 $ 23.15 - 100.0% 0.0%
12/11/02 12/20/02 01/02/03 $ 24.73 - 100.0% 0.0%
03/11/03 03/17/03 03/31/03 $ 24.83 - 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 $ 25.37 - 100.0% 0.0%
12/08/03 12/17/03 12/31/03 $ - $0.7338 100.0% 0.0%
03/16/04 03/23/04 03/31/04 $ - $0.7338 100.0% 0.0%
05/14/04 06/28/04 06/28/04 $ - $0.7175 100.0% 0.0%

Common Stock
No quarterly distributions for common stock were made for the years ended December 31, 2004, 2003, and 2002.
The Senior Bank Credit Facility restricts the Company from declaring or paying cash dividends on its common

stock. Moreover, even if such restriction is ultimately removed, the Company does not curtently intend to pay
dividends on its common stock in the future.

11. DEBT

Debt consists of the following (in thousands):

December 31,
2004 2003
Senior Bank Credit Facility, with quarterly principal payments of varying amounts with
unpaid balance due in March 2008; interest payable periodically at variable interest
rates. The interest rate was 4.4% and 3.9% at December 31, 2004 and 2003,
respectively. 3 270,135 $ 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% Senior Notes, principal due at maturity in May 2011; interest payable semi-
annually in May and November at 7.5%. 250,000 250,000
7.5% Senior Notes, principal due at maturity in May 2011; interest payable semi-
annually in May and November at 7.5%. These notes were issued with a $2.3
million premium, of which $1.8 million and $2.1 million was unamortized at
December 31, 2004 and 2003, respectively. 201,839 202,129
4.0% Convertible Subordinated Notes, principal due at maturity in February 2007
with call provisions beginning in March 2005; interest payable quartetly at 4.0%
(decreased from 8.0% in May 2003, as further described below). 30,000 30,000
Other 321 486
1,002,295 1,003,428
Less: Current portion of long-term debt (3,182) (1,146)
$ 999,113 $ 1,002,282

Senior Indebtedness

Senzor Bank Credit Facility. In May 2002, the Company obtained a $715.0 million senior secured bank credit facility
(the “Senior Bank Credit Facility””). Lehman Commercial Paper Inc. served as administrative agent under the
facility, which was comprised of a $75.0 million revolving 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 term of approximately six years (the “Term Loan B Facility”).
The Term Loan A Facility was repaid during May 2003, with proceeds from the common stock and notes
offerings desctibed 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 putchase of the Crowley County
Correctional Facility. All borrowings under the Senior Bank Credit Facility accrued interest at a base rate plus
2.5%, or the London Interbank Offered Rate (“LIBOR”) plus 3.5%, at the Company’s option. The applicable
margin for the Revolving Loan was subject to adjustment based on the Company’s leverage ratio. The Company
was also required to pay a commitment fee on the difference between committed amounts and amounts actually
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utilized under the Revolving Loan equal to 0.50% per year subject to adjustment based on the Company’s
leverage ratio.

In connection with a substantial 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 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 term loan expiring March 31, 2008 (the “Term Loan C Facility”), which replaced
the Term Loan B Facility. The Term Loan C Facility accrued intetest at a base rate 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. 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 addition, certain mandatory prepayment provisions were eliminated
under the terms of the amendment.

On June 4, 2004, the Company executed an amendment to the Senior Bank Credit Facility that allowed the
Company to reduce the applicable interest rate spread on the term loan portion of the facility by 50 basis points
(0.50%), and to increase the Company’s capital expenditure capacity. The Term Loan C Facility, now referred to
as the Term Loan D Facility, bears interest at a base rate plus 1.25%, or LIBOR plus 2.25%, at the Company’s
option. The Revolving Loan bears interest at a base rate plus 2.5%, or LIBOR plus 3.5%, at the Company’s
option. The Company did not draw from the Revolving Loan in 2004, 2003, or 2002.

The amended Senior Bank Credit Facility is secured by liens on a substantial portion of the Company’s assets
(inclusive of its domestic subsidiaties), and pledges of all of the capital stock of the Company’s domestic
subsidiaries. The loans and other obligations 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. Prepayments of loans outstanding under the Senior Bank Credit Facility are permitted at any time
without premium or penalty, upon the giving of proper notice.

The credit agreement governing the Senior Bank Credit Facility requires the Company to meet certain financial
covenants, including, without limitation, a minimum fixed charge coverage ratio, leverage ratios and a minimum
interest coverage ratio. As of December 31, 2004, the Company was in compliance with all such covenants. 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 is subject to certain cross-default provisions with terms of the Company’s other
indebtedness.

The amendment to the 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. Interest on the $250.0 million aggregate principal amount of the Company’s
9.875% unsecured senior notes (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 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 or
after May 1, 2006. Redemption prices ate 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 subsidiaries.

8250 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




[62)

2004 ANNUAL REPORT

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 Senior Bank Credit Facility outstanding at that time (the “Old 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 indenture governing the $250 Million 7.5% Senior Notes. The $250 Million 7.5%
Senior Notes atre 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
securities, 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 Old Senior Bank Credit Facility made with proceeds from the common stock and note offerings.

$200 Milfion 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 Senior Bank Credit Facility.

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.

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 substantally 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 a charge 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.

During June and July 2003, pursuant to an offer to purchase the balance of the remaining 12% Senior Notes,
holders of $7.7 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. 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
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conditions required under the indenture. Under the terms of the indenture, the 12% Senior Notes were deemed
to have been repaid in full. As a result, the Company reported a charge of $0.9 million during the third quarter of
2003 associated with the relief of its obligation.

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
Old Senior Bank Credit Facility, the Company transferred the real property and related assets of the Company (as
the parent corporation) to certain of its subsidiaries 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 5-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 parent corporation to satisfy the obligations under the 9.875% Senior Notes, the
$250 Million 7.5% Senior Notes, ot 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 Regulation S-X).

As of December 31, 2004, 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 subsidiaries by dividend or loan ot to
transfer assets from such subsidiaties.

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 ot 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
repurchased 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 Million Convertible Subordinated Notes™). The conversion price for the notes, which were
convertible into shares of the Company’s common stock, was 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 3.4 million shares of common stock. In connection with
the recapitalization transactions described in Note 15, during May 2003, Income Opportunity Fund I, LLC,
Millennium Holdings II LLC, and Millennium Holdings III LL.C, which are collectively referred to as MDP, the
holderts 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, 2004, 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 wete scheduled to mature February 28, 2005, subject to extension of such maturity
until February 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
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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 defetred loan costs associated with the notes. The conversion price
for the notes was 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 during 2001 and 2003 in connection with the settlement
during the first quarter of 2001 of the 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 are 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 market price of the Company’s common stock meets or exceeds 150% of the notes’
convetsion price for 45 consecutive trading days. The Company may not prepay the indebtedness evidenced by
the notes at any 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 indebtedness, however, would prevent such a prepayment.

On February 10, 2005, the Company provided notice to the holders of the $30.0 Million Convertible
Subordinated Notes that the Company would require the holders to convert all of the notes into shates of the
Company’s common stock on March 1, 2005. The convession of the $30.0 Million Convertible Subordinated
Notes resulted in the issuance of 3.4 million shares of the Company’s common stock. Although net income and
cash flow will no longer reflect interest incurred and paid on such notes, the conversion of the notes into
common stock will have no impact on diluted earnings per share because, as further described in Note 16, net
income for diluted earnings per share purposes is already adjusted to eliminate interest expense incurred on
convertible notes, and the number of shares of common stock used in the calculation of diluted earnings per
share reflects the incremental shares assuming conversion.

Other Debt Transactions

At December 31, 2004 and 2003, the Company had $36.7 million and $27.3 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, 2004 are provided by a sub-facility under the Senior Bank Credit Facility with a maximum capacity of up to
$125.0 million, thereby reducing the available capacity under the Revolving Loan to $88.3 million.

Debt Maturities

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

2005 $ 2,890
2006 2,847
2007 228,708
2008 66,011
2009 250,000
Thereafter 450,000
Total principal payments 1,000,456
Unamortized bond premium 1,839
Total debt $ 1,002,295

Cross-Default Provisions

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

If the Company were to be in default under the Senior Bank Credit Facility, and if the lenders under the Senior
Bank Credit Facility elected to exercise their rights to accelerate the Company’s obligations under the Senior Bank
Credit Facility, such events could result in the acceleration of all or a portion of the Company’s 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.

INCOME TAXES

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

For the Years Ended December 31,

2004 2003 2002
Current provision (benefit)
Federal $ 21,120 $ 4,603y $ (64,365)
State 2,286 1,492 435
23,406 (3,111) (63,930)
Deferred provision (benefit)
Federal 16,666 (44,191} 580
State 2,054 (5,050 66
18,720 (49,241) 646
Income tax provision (benefit) $ 42,126 $ (52,352) § (63,284)

The curtent income tax provision for 2004 and benefit for 2003 are net of $28.5 million and $39.5 million,
respectively, of tax benefits of operating loss carryforwards. The defetred 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 defetred 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 valuation allowance, was credited directly
to addidonal paid-in capital.

Significant components of the Company’s deferred tax assets and liabilities as of December 31, 2004 and 2003,
are as follows (in thousands):

2004 2003
Current deferred tax assets:
Asset teserves and labilities not yet deductble for tax $ 21,565 $ 21,638
Net operating loss and tax credit carryforwards 34,845 28,835
Net total current deferred tax assets $ 56,410 $ 50,473
Noncurrent deferred tax assets:
Asset reserves and Habilities not yet deducdble for tax 3 1,572 $ 904
Net operating loss and tax credit carryforwards 23,740 20,119
Other 9,136 12,283
Total noncurrent deferred tax assets 34,448 33,306
Less valuation allowance (6,457) (4,241)
Net noncurrent deferred tax assets 27,991 29,065
Noncurrent deferred tax liabilities:
Book over tax basis of certain assets (41,718) (21,330)
Other (405) 996)
Total noncurrent deferred tax liabilides (42,123) (22,326)

Net total noncurrent deferred tax assets (liabilities) $ (14,132) $ 6,739

[65]
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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 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 asset. Prior to the year 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, 2004, 2003, and 2002 is as follows:

2004 2003 2002
Statutory federal rate 35.0% 35.0% 35.0%
State taxes, net of federal tax benefit 4.0 4.0 4.0
Permanent differences 31 4.7 1.7
Change in valuation allowance 21 97.6) 947.9)
Other items, net (4.0) (3.3) 3.4
40.2% (57.2)% (903.8)%

On March 9, 2002, the “Job Creation and Worket 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 years 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 cumulative effect of accounting change in depreciable lives of property and
equipment for tax purposes, and the Company expetienced 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 in April 2002, and
received an income tax refund of $32.1 million relating to the 2002 tax year in May 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 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 liabilities 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.

During 2003, the Internal Revenue Service (“IRS”) completed its field audit of the Company's 2001 federal
income tax return. During the fourth quarter of 2004, the 2001 audit results underwent a review by the Joint
Committee on Taxation, a division of the IRS. Based on that review, the IRS adjusted the Company’s carryback
claim by approximately $16.3 million of the aforementioned refunds previously claimed and received by the
Company during 2002 and 2003. A portion of the Company’s tax loss was deemed not to be available for
carryback to 1997 and 1996 due to the Company’s restructuring that occurred between 1997 and 2001. However,
the Company will carry this tax loss forward to offset future taxable income. While the adjustment did not result
in a loss of deductions claimed, the Company was obligated to repay the amount of the adjusted refund, plus
interest of approximately §2.9 million, or $1.7 million after taxes, through December 31, 2004, These

obligations were accrued in the accompanying consolidated financial statements as of December 31, 2004, and
were paid during the first quarter of 2005.
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During the fourth quarter of 2004, the Company realized a net income tax benefit of 30.5 million resulting from
the implementation of tax planning strategies that are also expected to reduce the Company’s future effective tax
rate. Additionally, the Company recorded an income tax benefit of $1.4 million in the third quarter of 2004
which primarily resulted from a change in estimated income taxes associated with certain financing transactions
completed during 2003, partially offset by changes in the Company’s valuation allowance applied to certain
deferred tax assets.

While the Company believes it will utilize the remainder of its federal net operating losses in 2005, the state net
operating losses, which will be used to offset future state taxable income, begin expiring in 2005. Accordingly,
the Company has a valuation allowance of $1.0 million for the estimated amount of the net operating losses that
will expite unused in addition to a $5.5 million valuation allowance related to state tax credits that are expected to
expire unused. Because the realization of the remaining net operating losses is dependent on many factors, as
previously described, the Company’s estimate of realizable benefits could change in the furure.

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 fais 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 early 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 Senior Bank Credit Facility obtained in May 2002 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 continued to amortize this premium as the estimated fair values assigned to each of the hedged interest
payments expired throughout the term of the cap agreement, amounting to $0.6 million in 2004 and $0.4 million
in 2003. The Company 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 was marked to market
each reporting period, and the change in the fair value of the interest rate cap agreement of $0.6 million and $0.4
million during the years ended December 31, 2004 and 2003, respectively, was reported through other
comprehensive income in the statements of stockholders’ equity.

On May 16, 2003, 0.3 million shares of the Company’s common stock were issued, along with a $2.9 million
subordinated promissoty note, in connection with the final settlernent of the state court portion of the
stockholder litigation settlement reached duting the first quarter of 2001, 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 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 the Company’s common stock, created a derivative instrument that
was valued and accounted for under the provisions of SFAS 133. The extinguishment of the note in June 2003
resulted in a $2.9 million non-cash gain during 2003.
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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 discontinued 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
opetration, 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 four 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, 2004, 2003, and 2002.

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 Cotrectional 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 facilites 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 first quarter of 2004, the Company received $0.6 million in
proceeds from the Commonwealth of Puerto Rico as a settlement for repairs the Company previously made to
the Ponce Adult Correctional Facility. These proceeds, net of taxes, ate included in 2004 as discontinued
opetations.

Duting 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 Cortectional 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 Cotrectional 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,
operation of the facility was transferred to the state of Florida.

On March 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 Cotrectional Center
located in Lawrenceville, Virginia, upon the expiration of the contract, which occurted on March 22, 2003.

Due to operating losses incurred at the Southern Nevada Women’s Cotrectional Center, the Company elected to
not renew its contract to manage the facility upon the expiration of the contract. Accordingly, the Company
transferred operation of the facility to the Nevada Department of Corrections on October 1, 2004.

The following table summarizes the results of operations for these facilities for the years ended December 31,
2004, 2003, and 2002 (in thousands):
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For the Years Ended December 31,

2004 2003 2002
REVENUE:
Managed-only $ 6,707 $ 12,868 $ 53,495
Rental - - 360
6,707 12,868 53,855
EXPENSES:
Managed-only 6,973 14,822 48,639
Depreciation and amortization 63 1,081 3,096
v 7,036 15,903 51,735
OPERATING INCOME (LOSS) (329) (3,035) 2,120
OTHER INCOME (EXPENSE):
Interest income - - 575
Other income (expense) 160 5 2D
160 (5 554
INCOME (LOSS) BEFORE INCOME TAXES (169) (3,040 2,674
Income tax benefit (expense) 70 920 (600)
INCOME (LOSS) FROM DISCONTINUED
OPERATIONS, NET OF TAXES 3 99) 3 (2,120 3 2,074

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

December 31,
ASSETS 2004 2003
Accounts receivable $ 727 $ 2,438
Total current assets 727 2,438
Property and equipment, net - 65
Total assets $ 727 $ 2,503
LIABILITIES
Accounts payable and accrued expenses $ 125 $ 1,540
Total current liabilities $ 125 3 1,540
STOCKHOLDERS’ EQUITY

Common Stock

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 Old
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 underwriters exercised an over-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 and declared effective on April 30, 2003 to register $700.0 million of debt securities, guarantees of debt
securities, preferred stock, common stock and watrants that the Company may issue from time to time. As a
result of the common stock offering and issuance of the $250 Million 7.5% Senior Notes using the universal shelf
registration, the Company has approximately $280.0 million available under which it may issue secutrities from
time to time when the Company determines that market conditions and the opportunity to utilize the proceeds
from the issuance of such securities are favorable.
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Purchase 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 3.4 million 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 purchased were 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.

Restricted shares. Duting 2004 and 2003, the Company issued 52,600 shares and 94,500 shares of restricted
common stock, respectively, to certain of the Company’s wardens, which were each valued at $1.6 million on the
respective dates of the awards. All of the shares granted during 2003 vest during 2006, while all of the shares
granted during 2004 vest during 2007, unless fotfeited by the recipients. During 2004 and 2003, the Company
expensed $0.9 million and $0.4 million, net of forfeitures, relating to the restricted common stock. As of
December 31, 2004, 139,600 of these shares of restricted stock remained subject to vesting.

Series A Preferred Stock

The Company had originally authorized 20.0 million shates of $0.01 par value non-voting preferred stock, of
which 4.3 million shares are designated as seties A preferred stock. The Company issued 4.3 million shares of its
seties A prefetred stock on January 1, 1999 in connection with a merger completed during 1999. The shares of
the Company’s series A preferred stock were 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 had no stated maturity, sinking fund provision or mandatory redemption and were not
convertible into any other secutities of the Company. Dividends on shares of the Company’s series A preferred
stock were cumulative from the date of original issue of such shares and were payable quartetly in arrears on the
fifteenth day of January, April, July and October of each year, to sharcholders of record on the last day of March,
June, September and December of each year, respectively, at a fixed annual rate of 8.0%.

Redemption of Series A Preferred Stock in 2003. Immediately following consummation of the offering of common
stock and the $250 Million 7.5% Seniot Notes, the Company gave notice to the holders of its outstanding seties
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 Preferred Stock in 2004. During the first quarter of 2004, the Company completed the
redemption of the remaining 0.3 million shares of series A preferred stock at a redemption price equal to $25.00
per share, plus accrued and unpaid dividends through the redemption date.

Series B Preferred Stock

In order to satisfy the real 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 preferred stock as non-voting series B preferred stock and
subsequently issued 7.5 million shares to holdets of the Company’s common stock as a stock dividend.

The shares of series B preferred stock issued by the Company provided for cumulative dividends payable at a rate
of 12% per year of the stock’s stated value of $24.46. The dividends were payable quarterly in arrears, in
additional shares of seties B preferred stock through the third quarter of 2003, and in cash thereafter, provided
that all accrued and unpaid cash dividends were made on the Company’s series A preferred stock. The shares of
the series B preferred stock were 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 (i) the 915 day following the redemption of the Company’s 12% Senior Notes.

Approximately 4.2 million shares of series B preferred stock were converted into 9.5 million shares of common
stock during two conversion periods in 2000. The remaining shares of series B preferred stock, as well as
additional shares issued as dividends, were not convertible into shares of the Company’s common stock.
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During 2003 and 2002, the Company issued 0.3 million and 0.5 million shares, respectively, of seties B preferred
stock 1n satisfaction of the regular quarterly distributions. See Note 10 for further information about
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 employees and wardens. Under the terms of the Series B Restricted Stock Plans, the shates in the
key employee plan vested in equal intervals over a three-year period expiring in May 2004, while the shares in the
warden plan vested all at one time in May 2004. During the years ended December 31, 2004, 2003, and 2002, the
Company expensed $0.3 million, $0.6 million, and $0.5 million, net of forfeitures, respectively, relating to the
Series B Restricted Stock Plans.

Tender Offer 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 shares 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 (824.46) for the shares tendered was reported as
a preferred stock distribution in the second quarter of 2003.

Redemption of Series B Preferred Stock. During the second quarter of 2004, the Company completed the redemption
of the remaining 1.0 million shares of its 12.0% series B preferred stock at the stated rate of $24.46 per share plus
accrued dividends through the redemption date.

Stock Warrants

In connection with a merger completed during 2000, the Company issued stock purchase warrants for the
purchase of 213,000 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 approximately 75,000 shates 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 board 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 option transactions relating to the Company’s incentive 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, 2001 2,432 $ 25.30
Granted 926 $ 17.04
Cancelled (207 $ 58.86
Exercised 49) $ 8.77
Outstanding at December 31, 2002 3,102 8 20.86
Granted 774 3 17.29
Cancelled 84 $ 19.74
Exercised (122) $ 10.43
Outstanding at December 31, 2003 3,670 $ 20.48
Granted 696 $ 30.53
Cancelled (220) $ 25.03
Exercised (346) $ 14.28
Outstanding at December 31, 2004 3,800 $ 22,63

The weighted average fair value of options granted during 2004, 2003, and 2002 was $12.07, $7.39, and $8.10 per
option, respectively, based on the estimated fair value using the Black-Scholes option-pricing model.

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

2004 2003 2002
Expected dividend yield 0.0% 0.0% 0.0%
Expected stock price volatility 36.6% 42.0% 45.8%
Risk-free interest rate 3.6% 2.8% 4.0%
Expected life of options 6 years 6 years 6 years

Stock options outstanding at December 31, 2004, are summarized below:

Options Weighted average Options Weighted
outstanding at remaining exercisable at average exercise
December 31, 2004 contractual life December 31, 2004 price of options
Exercise Price (in thousands) (in years) __(in thousands) exercisable
$ 875-1991 2,747 6.81 1,914 $ 11.83
$  2111-27.38 77 8.07 50 $ 22.12
$  29.87-39.97 762 '8.55 169 $ 31.46
$  66.57 ~159.31 214 246 214 $ 118.74
3,800 6.94 2,347 $ 23.21

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, 2004, the Company had 1,533,530 shates available for issuance under the 2000
Stock Incentive Plan and another existing plan, and 71,856 shares available for issuance under the Non-Employee
Directors’ Compensation Plan.

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 earnings 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 2004, 2003, and 2002, consistent with the
provisions of SFAS 123, are disclosed in Note 2.
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EARNINGS (LOSS) PER SHARE

In accordance with Statement of Financial Accounting Standards No. 128, “Earnings Per Share” (“SFAS 1287),
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 dilution that could occur if securities ot 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 Company, 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
numerator 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,

2004 2003 2002
NUMERATOR
Basic:
Income from continuing operations before cumuladve effect of
accounting change and after preferred stock distributions $ 61,180 $ 128,641 $ 49,327
Income (loss) from discontinued operations, net of taxes 99) 2,120) 2,074
Cumulative effect of accounting change - - (80,2706)
Net income (loss) available to common stockholders $ 61,081 $ 126,521 $ (28,875)
Diluted:
Income from continuing operations before cumulative effect of
accounting change and after preferred stock distributions $ 61,180 $ 128,641 $ 49,327
Interest expense applicable to convertible notes, net of taxes 720 4,496 2,400
Diluted income from continuing operations before cumulative effect
of accounting change and after preferred stock distributions 61,900 133,137 51,727
Income (loss) from discontinued operations, net of taxes 99) (2,120 2,074
Cumulative effect of accounting change - - (80,276)
Diluted net income (loss) available to common stockholders $ 61,801 3 131,017 $ (26,475)
DENOMINATOR
Basic:
Weighted average common shares outstanding 35,059 32,245 27,669
Diluted:
Weighted average common shares outstanding 35,059 32,245 27,669
Effect of dilutive securities:
Stock options and warrants 1,301 917 621
Stockholder lidgaton - 115 310
Convertible notes 3,362 4,523 3,370
Restricted stock-based compensation 58 249 238
Weighted average shares and assumed conversions 39,780 38,049 32,208
BASIC EARNINGS (LOSS) PER SHARE:
Income from continuing operations before cumulative effect of
accounting change and after preferred stock distributions $ 1.74 $ 399 $ 1.78
Income (loss) from discontinued operations, net of taxes - 0.07) 0.08
Cumulative effect of accounting change - - (2.90)
Net income (loss) available to common stockholders $ 1.74 § 3.92 $. (1.04)
DILUTED EARNINGS (LOSS) PER SHARE:
Income from continuing operations before cumulative effect
of accounting change and after preferred stock distributions $ 1.55 $ 3.50 $ 1.61
Income (loss) from discontinued operations, net of taxes - 0.06) 0.06
Cumulative effect of accounting change - - (249
Net income (loss) available to common stockholders $ 1.55 $ 3.4 $ 0.82)

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 shares
were excluded from the computation of diluted earnings per share for the year ended December 31, 2002, as the
effect of their inclusion was ant-dilutive.
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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. The Company maintains insurance to cover many
of these claims which may mitigate the risk that any single claim would have a material effect on the Company’s
consolidated financial position, results of operations, or cash flows, provided the claim is one for which coverage
is available. The combination of self-insured retentions and deductible amounts means that, in the aggregate, the
Company is subject to substantial self-insurance risk. In the opinion of management, other than those described
below, 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 ate, 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.

The USCC ESOP 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 pardcipants in USCC’s Employee Stock Ownership Plan (“ESOP”). As a result of the setdement, the
Company made a cash payment of §575,000 to the plaintiffs in the action. As desctibed below, the Company is
currently in litigation with USCC’s insurer seeking to recover all or a portion of this settlement amount.

The USCC ESOP litigation, entitled Horn ». M¢Qseen, continued to proceed, howevet, against two other
defendants, Milton Thompson and Robert McQueen, both of whom were stockholders and executive officers of
USCC and trustees of the ESOP prior to the Company’s acquisition of USCC. In the Horn litigation, the ESOP
participants alleged 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. On July 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 and had acted to benefit themselves to the detriment of the ESOP
participants. In January 2005, the Court determined that the plaintiffs were entitled to recover approximately $21
million in damages, including pre-judgment interest, from McQueen and Thompson.

In or about the second quarter of 2001, Northfield Insurance Co. (“Northfield”), the issuer of the liability
insurance policy to USCC 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 Homn
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 lidgation against
the Company in which they asserted the Company was obligated to indemnify them for any liability arising out of
the Hor litigation, which could now total more than $21 million. Among other claims, McQueen and Thompson
assert that, as the result of the Company’s alleged failure to timely notify the insutance 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 Hom litigation if there were no insurance available to cover the loss.

On September 30, 2002, the Court in the Northfreld litigation found that Northfield was not obligated to cover
McQueen and Thompson or the Company. Though it did not then 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 carrier because of the Company’s alleged failure to provide timely notice to the cartier. On
March 31, 2004 the United States District Court granted the Company’s summary judgment motion with respect
to most of the contentions made by McQueen and Thompson in their effort to seek indemnification. In January
2005, the Company filed an additional motion for summary judgment on the remaining theory of liability asserted
by McQueen and Thompson in the federal lawsuit. McQueen and Thompson have also 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. In addition, the
Company has asserted claims against McQueen and Thompson for indemnification for the $575,000 and
attorneys’ fees incurred by the Company in connection with the Horw litigation.
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The Company cannot predict whether it will be successful in recovering all or 2 portion of the amount it has paid
in settlement of the Hom litigation. With respect to the cross-claim and the state court claims made by McQueen
and Thompson, the Company believes that such 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; however, no assurance can be given that the Company will prevail in either the federal proceedings or
the state proceedings. If the Company were ordered to indemnify McQueen and Thompson in whole or in part,
such an outcome could have a material adverse affect on the Company’s consolidated financial position, results of
operations or cash flows.

Correstions Facilities Development, LLC Litigation. During the first quarter of 2005, the Company settled a lawsuit it
filed against Corrections Facilities Development, LLC (“CFD”) seeking a declaratory judgment regarding the
Company’s obligations pursuant to a consulting agreement, as amended, with CFD and the validity of that
agreement under applicable law. CFD had filed certain counterclaims against the Company. The settlement of
that lawsuit resulted in the dismissal of all claims and did not have a material adverse affect on the Company’s
consolidated financial position, results of operations or cash flows.

Insurance Contingencies

Each of the Company’s management contracts and the statutes of certain states require the maintenance of
insurance. The Company maintains vatious 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.

Income Tax Contingencies

The Internal Revenue Service is currently auditing the Company’s federal income tax return for the taxable year
ended December 31, 2002. The IRS has not completed the audit and therefore, results of the audit have not been
determined. However, the Company does not believe the outcome of such audit will have a material impact on
its consolidated financial position, results of operations, or cash flows.

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.

Duting 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,
construction, development, marketing and operation of the correctional facility.

HCCEFC 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 $57.1 million at
December 31, 2004 plus future interest payments), if there is any default. In addition, in the event the state of
Tennessee, which is currently utilizing the facility to house certain inmates, exercises its option to purchase the
correctonal 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, 2004, the
outstanding principal balance of the bonds exceeded the purchase price option by $12.8 million. The Company
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also maintains a restricted cash account of $7.2 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 Corrections Corporation of America 401(k)
Savings and Retirement Plan (the “Plan”) upon reaching age 18 and completing one year of qualified service,
Eligible employees may contribute up to 20% of their eligible compensation. For the years ended December 31,
2004, 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 eligible compensation to employees with at least one
thousand hours of employment in the plan year, and who were employed by the Company on the last day of the
plan year. 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, 2004, 2003, and 2002, the Company’s discretionary contributions to the
Plan, net of forfeitures, were $6.0 million, §4.7 million, and §4.3 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 putpose of providing the Company’s directors 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 2
pre-tax basis up to 100% of their director retainer and meeting fees. The Company matches 100% of employee
contributions 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.
Vesting provisions of the Plan were amended effective January 1, 2005 to conform with the vesting provisions of
the Company’s 401 (k) Plan for all matching contributions beginning in 2005. Distributions are generally payable
no earlier than five years subsequent to the date an individual becomes a participant in the Plan, or upon
termination of employment (or the date a 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 2004, 2003 and 2002, the Company provided a fixed return of 7.7%, 8.2% and 8.6%, respectively, to
participants in the Deferred Compensation Plans. The Company has purchased life insurance policies on the
lives of certain employees of the Company, which are 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 bankruptcy.
During 2004, 2003 and 2002, the Company recorded $162,000, $184,000 and $45,000, respectively, of matching
contributions as general and administrative expense associated with the Deferred Compensation Plans. As of
December 31, 2004 and 2003, the Company’s liability related to the Deferred Compensation Plans was $1.6
million and $0.8 million, respectively, which was reflected in accounts payable, accrued expenses and other
liabilities in the accompanying balance sheets.

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.
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SEGMENT REPORTING

As of December 31, 2004, the Company owned and managed 39 correctional and detention facilities, and
managed 25 correctional and detention facilities it does not own. Management views the Company’s operating
results in two reportable segments: owned and managed correctional and detention facilities 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. Managed-only facilities 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 differentiation, 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 services to governmental agencies, and operate under a similar

set of operating 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 is as follows for the three years ended December 31, 2004, 2003, and 2002 (in thousands):

For the Years Ended December 31,

2004 2003 2002

Revenue:

Owned and managed $ 787,397 $ 732,465 $ 639,104

Managed-only 337,504 274,022 270,687
Total management revenue 1,124,901 1,006,487 909,791
Operating expenses:

Owned and managed 563,058 523,202 479,336

Managed-only 281,815 221,374 216,407
Total operating expenses 844,873 744,576 (695,743
Facility contribution:

Owned and managed 224,339 209,263 159,768

Managed-only 55,689 52,648 54,280
Total facility contribution 280,028 261,911 214,048
Other revenue (expense): R

Rental and other revenue 23,357 22,748 19,730

Other operating expense (25,699) (21,892) (16,995)

General and administrative expense (48,186) (40,467) (36,907)

Depreciation and amortization (54,511) (52,930) (51,291)
Operating income $ 174,989 $ 169,370 $ 128,585

The following table summarizes capital expenditures for the reportable segments for the years ended December
31, 2004, 2003, and 2002 (in thousands):

For the Years Ended December 31,

2004 2003 2002
Capital expenditures:
Owned and managed $ 84,691 $ 60,523 $ 10,110
Managed-only 5,178 2,825 1,419
Corporate and other 40,899 28,843 5,411
Discondnued operations 3 4 157
Total capital expenditures $ 130,771 $ 92,195 3 17,097

The assets for the reportable segments are as follows (in thousands):

December 31,
2004 2003
Assets:
Owned and managed $ 1,672,463 % 1,606,675
Managed-only 82,228 72,806
Corporate and other 267,660 277,044
Discontnued operadons 727 2,503

Total assets $ 2,023,078 $ 1,959,028
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SUBSEQUENT EVENTS
During February 2005, the Company announced that it received notification from the Indiana Department of
Corrections of its intent to return to Indiana approximately 620 male Indiana inmates currently housed at the
Company's Otter Creek Correctional Center in Wheelwright, Kentucky. The Company is working with Indiana
corrections officials on plans to return the inmates to the Indiana corrections system by the end of May 2005.
The Company is pursuing opportunities with a number of potential customers, including the Kentucky
Department of Corrections, to fill the vacant space. Howevet, if the Company is unable to obtain a new
agreement it intends to implement a phased closure of the Otter Creek facility that will coincide with the return
of Indiana inmates.
During February 2005, the Company issued 182,966 shares of restricted common stock to the Company’s
employees, with an aggregate value of $7.2 million. Unless earlier vested under the terms of the restricted stock,
93,890 shares issued to officers and executive officers are subject to vesting over a three year petiod based upon
satisfaction of certain performance criteria for the fiscal years ending December 31, 2005, 2006 and 2007. No
more than one third of such shares may vest in the first performance period; however, the performance criteria
are cumulative for the three year period. Unless earlier vested under the terms of the restricted stock, the
remaining 89,076 shares of restricted stock issued to certain other employees of the Company vest during 2008.
SELECTED QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
Selected quarterly financial information for each of the quarters in the years ended December 31, 2004 and 2003
is as follows (in thousands, except per share data):
March 31, June 30, September 30, December 31,
2004 2004 2004 2004
Revenue $ 276,811  § 287,384  § 290,276 $ 293,787
Operating income 42,649 44,046 43,252 45,042
Income tax expense 9,975) (10,931) (9,038) (1) (12,182) (2)
Income from continuing operations 14,962 15,493 17,144 15,043
Income (loss) from discontinued operations, net of taxes 222 69) (136) (1106)
Net income available to common stockholders 14,370 14,776 17,008 14,927
Basic earnings per share:
Income from continuing opetations 0.40 0.42 0.49 0.42
Income from discontinued operations, net of taxes 0.01 - - -
Net income available to common stockholders $ 0.41 3 0.42 $ 0.49 $ 0.42
Diluted earnings per share:
Income from continuing opetations $ 0.36 $ 0.38 $ 0.43 $ 0.38
Income from discontinued operations, net of taxes 0.01 - - -
Net income available to common stockholders $ 0.37 $ 038 5 043 $ 0.38
March 31, June 30, September 30, December 31,
2003 2003 2003 2003
Revenue 3 248485 8 252312 § 261,515 $ 266,923
Operating income 42,508 40,941 41,204 44,717
Income tax benefit (expense) 170 - (277) 52,459 (3)
Income from continuing operations 24,755 20,369 19,440 79,339
Income (loss) from discontinued operations, net of taxes (1,853) (139) (403) 275
Net income available to common stockholders 17,422 12,140 18,201 78,758
Basic earnings (loss) per share:
Income from continuing operations 0.70 0.38 0.54 2.26
Income (loss) from discontinued operations, net
of taxes 0.07) - 0.01) 0.01
Net income available to common stockholders $ 0.63 $ 0.38 $ 0.53 $ 2.27
Diluted earnings (loss) per share:
Income from continuing operations $ 0.61 $ 0.34 $ 0.48 % 2.00
Income (loss) from discontinued operations, net
of taxes (0.05) - 0.01) 0.01
Net income available to common stockholders § 0.56 § 0.34 § 047 $ 201
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(1) Financial results for the third quarter of 2004 included income tax benefits netting $0.03 per diluted share primarily

resulting from a change in estimated income taxes associated with certain financing transacdons completed during
2003.

{2) Financial results for the fourth quarter of 2004 included income tax charges netting $0.03 per diluted share related to
an assessment by the Internal Revenue Service of taxes associated with prior refunds received by the Company during
2002 and 2003, partially offset by a net income tax benefit for the implementation of tax planning strategies that are
expected to reduce the Company's future effective tax rate.

(3) See Note 12 for a further explanaton of the income tax benefits recognized during the fourth quarter of 2003.
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Appendix to 2004 Annual Report

Reconciliation of Non-GAAP Disclosures

ILLUSTRATION OF 2003 AND 2002 RESULTS
ADJUSTED FOR SPECIAL ITEMS AND ASSUMING A TAX PROVISION

2003 2002

Pre-tax net income, as reported $ 89,431 $ 9,076
Income tax expense (benefit) for discontinued operations 920) 600
Special items:

Expenses associated with debt refinancing and recapitalization transacdons 6,687 36,670

Change in fair value of derivative instruments (2,900 (2,206)
Pre-tax income after discondnued operations, adjusted for special items 92,298 44,140
Income tax adjustment (36,919 (17,656)
Net income, as adjusted for special items and assuming a tax provision 55,379 26,484
Preferred stock distributions (15,262) (20,959)
Special item: Excess distributions to series B preferred stockholders 4,472 -
Net income available to common stockholders, assuming a tax provision

as adjusted for special items $ 44 589 % 5,525
Per diluted share ) $ 1.23 $ 0.19

During 2002 and 2003, the Company did not recognize an income tax provision because it had not consistently demonstrated an
ability to utilize its tax net operating losses within the carryforward period and therefore, applied a valuation allowance to reserve
substantially all of its net deferred tax assets. However, at December 31, 2003, the Company concluded that it was more likely than
not that substandally all of its deferred tax assets would be realized. As a result, substantially all of the valuadon allowance applied to
such deferred tax assets was reversed on December 31, 2003, and beginning with the first quarter of 2004, the Company began
providing for an income tax provision at a rate on income before taxes equal to the combined federal and state effective tax rates.

Net income available to common stockholders and earnings per diluted share for the years ended December 31, 2003 and 2002,
adjusted for special items and a tax provision, are disclosures that are not presented in accordance with generally accepted accounting
principles (GAAP). These disclosures have been presented for illustrative purposes because the Company believes such amounts are
important measures that supplement discussion and analysis of the Company’s results of operations, particularly when comparing
results of operations during 2003 and 2002 to results of operations in 2004, because the results of operations in 2004 include an
income tax provision and the results of operations for 2003 and 2002 did not. The income tax adjustment was computed by applying
a 40% effective tax rate, which was consistent with the historical effective tax rate actually experienced in 2004, to pre-tax net income,
as adjusted for special items detailed in the foregoing table. The income tax adjustment is not intended to represent the adjustment to
the historical income taxes that would have resulted using the effective tax rate the Company acmally experienced during the periods
presented. Effective tax rates are dependent on many factors, some of which are beyond the Company’s control.

The Company has also excluded certain income and expenses that it considers non-recurring, infrequent, or unusual, even though a
portion of such items required cash settlement, because such items do not reflect a necessary component of the ongoing operations of
the Company. Other companies may not consider these items to be special items and therefore comparability may be limited. These
measures are not measures of performance under GAAP, and should not be considered as an alternative to cash flows from operating
activities or a measure of liquidity or an alternative to net income as indicators of the Company’s operating performance or any other
measure of performance detived in accordance with GAAP. This data should be read in conjunction with the Company’s
consolidated financial statements and related notes included in its filings with the Securities and Exchange Commission.
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Information for Our Investors

Corporate Office

Corrections Corporation of America
10 Burton Hills Boulevard
Nashville, TN 37215

(615) 263-3000

Website: www.correctionscorp.com

Stock Information

Our Common Stock is listed on the
New York Stock Exchange, under the
symbol CXW.

Stock Transfer Agent and Registrar
American Stock Transfer and

Trust Company
59 Maiden Lane
New York, NY 10038
800-937-5449

Inquiries regarding stock transfers, lost
certificates or address changes should
be directed to the registrar and trans-

fer agent at the address above.

Form 10-K and NYSE
Certifications

Upon written request, we will provide
without charge a copy of our Form
10-K for the fiscal year ended
December 31, 2004. Requests should

be directed to:

Investor Relations

Corrections Corporation of America
10 Burton Hills Boulevard
Nashville, TN 37215

OQur Form 10-K is also available on our

website at www.correctionscorp.com.

The Company has submitted an
unqualified Section 12(a) CEO
Certification to the NYSE in 2004,
pursuant to Section 303A.12 of the
NYSE Listed Company Manual. The
Company filed with the SEC the
CEQ/CFO Certifications required

under Section 302 of the Sarbanes-

Oxley Act of 2002 as an exhibit to the

Company’s Annual Report on Form
10-K for 2004.

Annual Meeting of Stockholders
Our Annual Meeting will be held on
Tuesday, May 10, 2005 at 10:00 a.m.,
Central Daylight Savings Time at our
corporate headquarters, 10 Burton
Hills Boulevard, Nashville, Tennessee.
Detailed information about the meet-
ing is contained in our Notice of
Annual Meeting of Stockholders and

Proxy Statement.
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