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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

☒QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended September 30, 2017

or

☐TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from             to            

Commission file number 001-33170
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NETLIST, INC.

(Exact name of registrant as specified in its charter)

Delaware 95-4812784
State or other jurisdiction of incorporation or organization (I.R.S. Employer Identification No.)

175 Technology Drive, Suite 150

Irvine, CA 92618

(Address of principal executive offices) (Zip Code)

(949) 435-0025

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes ☒    No ☐

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (section
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files). Yes ☒    No ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ☐Accelerated filer ☐Non-accelerated filer ☐ Smaller reporting company ☒
(Do not check if a
smaller reporting company)

Emerging growth company ☐
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If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).  Yes ☐   No ☒

The number of shares outstanding of the registrant’s common stock as of the latest practicable date:

Common Stock, par value $0.001 per share

70,419,646 shares outstanding at November 6, 2017
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

NETLIST, INC. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets

(in thousands, except par value)

September 30, December 31,
2017 2016
(unaudited) (audited)

ASSETS
Current Assets:
Cash and cash equivalents $ 8,583 $ 9,476
Restricted cash 2,400 3,100
Accounts receivable, net of reserves of $47 (2017) and $151 (2016) 3,080 1,751
Inventories 4,386 3,160
Prepaid expenses and other current assets 1,703 1,766
Total current assets 20,152 19,253

Property and equipment, net 509 645
Other assets 82 70
Total assets $ 20,743 $ 19,968

LIABILITIES AND STOCKHOLDERS' DEFICIT
Current Liabilities:
Accounts payable $ 7,766 $ 4,028
Revolving line of credit 2,570 676
Accrued payroll and related liabilities 650 1,085
Accrued expenses and other current liabilities 306 270
Notes payable and capital lease obligation, current 23 151
Total current liabilities 11,315 6,210
Convertible promissory note, net of debt discount, and accrued interest 14,638 14,251
Long-term warranty liability 53 36
Total liabilities 26,006 20,497
Commitments and contingencies
Stockholders' deficit:
Preferred stock, $0.001 par value - 10,000 shares authorized; no shares issued
and outstanding  -  -
Common stock, $0.001 par value - 150,000 shares authorized; 70,420 (2017) and
61,653 (2016) shares issued and outstanding 70 62
Additional paid-in capital 149,580 144,035
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Accumulated deficit (154,913) (144,626)
Total stockholders' deficit (5,263) (529)
Total liabilities and stockholders' deficit $ 20,743 $ 19,968

See accompanying notes.
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NETLIST, INC. AND SUBSIDIARIES

Unaudited Condensed Consolidated Statements of Operations

(in thousands, except per share amounts)

Three Months Ended Nine Months Ended
September 30, October 1, September 30, October 1,
2017 2016 2017 2016

Net product revenues $ 9,010 $ 2,589 $ 29,840 $ 7,260
Non-recurring engineering revenues  -  -  - 6,857
Total net revenues 9,010 2,589 29,840 14,117
Cost of sales(1) 8,285 2,580 27,791 6,996
Gross profit 725  9 2,049 7,121
Operating expenses:
Research and development(1) 1,159 1,463 4,142 4,940
Intellectual property legal fees 749 409 2,129 2,255
Selling, general and administrative(1) 1,780 2,398 5,645 6,822
Total operating expenses 3,688 4,270 11,916 14,017
Operating loss (2,963) (4,261) (9,867) (6,896)
Other expense, net:
Interest expense, net (135) (159) (421) (428)
Other income, net  - 19  2 17
Total other expense, net (135) (140) (419) (411)
Loss before provision for income taxes (3,098) (4,401) (10,286) (7,307)
Provision for income taxes  -  -  1  1
Net loss $ (3,098) $ (4,401) $ (10,287) $ (7,308)

Net loss per common share:
Basic and diluted $ (0.05) $ (0.08) $ (0.16) $ (0.14)
Weighted-average common shares outstanding:
Basic and diluted 65,644 52,454 63,056 51,301

(1) Amounts include stock-based compensation expense as follows:

Cost of sales $  4 $ 14 $ 33 $ 42
Research and development 78 73 258 263
Selling, general and administrative 213 246 649 789
Total stock-based compensation $ 295 $ 333 $ 940 $ 1,094

See accompanying notes.
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NETLIST, INC. AND SUBSIDIARIES

Unaudited Condensed Consolidated Statements of Cash Flows

(in thousands)

Nine Months Ended
September 30, October 1,
2017 2016

Cash flows from operating activities:
Net loss $ (10,287) $ (7,308)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 214 210
Interest accrued on convertible promissory note 225  -
Amortization of debt discount 162 163
Stock-based compensation 940 1,094
Changes in operating assets and liabilities:
Restricted cash 700 (700)
Accounts receivable (1,329) (403)
Inventories (1,226) (1,334)
Prepaid expenses and other assets 271 157
Accounts payable 3,738 902
Accrued payroll and related liabilities (435) (349)
Accrued expenses and other liabilities 53 181
Deferred revenue  - (6,857)
Net cash used in operating activities (6,974) (14,244)
Cash flows from investing activities:
Acquisition of property and equipment (78) (317)
Net cash used in investing activities (78) (317)
Cash flows from financing activities:
Net borrowings under line of credit 1,894  -
Payments on debt (348) (250)
Proceeds from issuance of common stock, net 4,431 10,334
Proceeds from exercise of stock options 182 187
Net cash provided by financing activities 6,159 10,271
Net change in cash and cash equivalents (893) (4,290)
Cash and cash equivalents at beginning of period 9,476 19,684
Cash and cash equivalents at end of period $ 8,583 $ 15,394

See accompanying notes.
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NETLIST, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2017

Note 1—Description of Business

Netlist, Inc. together with its wholly owned subsidiaries (hereinafter collectively referred to as the “Company” or
“Netlist,” unless the context or the use of the term indicates otherwise) is a leading provider of high-performance
modular memory subsystems serving customers in diverse industries that require superior memory performance to
empower critical business decisions. The Company has a long history of introducing disruptive new products, such as
one of the first load-reduced dual in-line memory modules (“LRDIMM”) based on its distributed buffer architecture,
which has been adopted by the industry for DDR4 LRDIMM.  The Company was also one of the first to bring NAND
flash memory (“NAND flash”) to the memory channel with its NVvault® non-volatile dual in-line memory modules
(“NVDIMM”) using software-intensive controllers and merging dynamic random access memory integrated circuits
(“DRAM ICs” or “DRAM”) and NAND flash to solve data bottleneck and data retention challenges encountered in
high-performance computing environments. The Company recently introduced a new generation of storage class
memory products called HybriDIMM™ to address the growing need for real-time analytics in Big Data applications and
in‑memory databases.

Due to the ground-breaking product development of its engineering teams, Netlist has built a robust portfolio of over
100 issued and pending U.S. and foreign patents, many seminal, in the areas of hybrid memory, storage class memory,
rank multiplication and load reduction. Since its inception, the Company has dedicated substantial resources to the
development and protection of technology innovations essential to its business. The Company’s early pioneering work
in these areas has been broadly adopted in industry-standard LRDIMM and in NVDIMM. Netlist’s objective is to
continue to innovate in its field and invest further in its intellectual property portfolio, with the goal of monetizing its
intellectual property through a combination of product revenues and licensing, royalty or other revenue-producing
arrangements, which may result from joint development or similar partnerships or defense of our patents through
enforcement actions against parties we believe are infringing them.

Netlist was incorporated in June 2000 and is headquartered in Irvine, California.  In 2007, the Company established a
manufacturing facility in the People’s Republic of China (the “PRC”), which became operational in July 2007 upon the
successful qualification of certain key customers. 

Liquidity
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The Company incurred net losses of $3.1 million and $10.3 million for the three and nine months ended September
30, 2017, respectively, and $11.2 million and $20.5 million for the fiscal years ended December 31, 2016 and
January 2, 2016, respectively. The Company has historically financed its operations primarily through issuances of
equity and debt securities and revenues generated from operations, including product revenues and a non-recurring
engineering (“NRE”) fee from its Joint Development and License Agreement (“JDLA”) with Samsung Electronics
Co., Ltd. (“Samsung”), discussed below. The Company has also funded its operations with a revolving line of credit and
term loans under a bank credit facility, a funding arrangement for costs associated with certain of its legal proceedings
and, to a lesser extent, equipment leasing arrangements (see Notes 4, 5 and 7).

On November 12, 2015, the Company entered into the JDLA with Samsung, pursuant to which the Company and
Samsung have agreed to work together to jointly develop new storage class memory technologies including a
standardized product interface for NVDIMM-P memory modules in order to facilitate broad industry adoption of this
new technology. The JDLA also includes comprehensive cross-licenses to the Company’s and Samsung’s patent
portfolios for the purpose of developing this product interface, grants Samsung a right of first refusal to acquire the
Company’s HybriDIMM technology before it offers the technology to a third party, and grants the Company access to
competitively priced DRAM and NAND flash raw materials. The Company believes Samsung represents an important
strategic partner with a high level of technical capability in memory that can facilitate bringing its HybriDIMM
technology to market. In connection with the JDLA, the Company received an $8.0 million NRE fee from Samsung
for the joint development and received gross proceeds of $15.0 million for its issuance of a Senior Secured
Convertible Note

6
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(“SVIC Note”) and Stock Purchase Warrant (“SVIC Warrant”) to SVIC No. 28 New Technology Business Investment
L.L.P., an affiliate of Samsung Venture Investment Co. (“SVIC”) (see Note 5).

On September 23, 2016, the Company completed an underwritten registered public offering (the “2016 Offering”),
pursuant to which it sold 9,200,000 shares of its common stock at a price to the public of $1.25 per share.  The net
proceeds to the Company from the 2016 Offering were $10.3 million, after deducting underwriting discounts and
commissions and offering expenses paid by the Company.

On August 22, 2017, the Company completed an underwritten registered public offering (the “2017 Offering”), pursuant
to which it sold 8,500,000 shares of its common stock at a price to the public of $0.60 per share.  The net proceeds to
the Company from the 2017 Offering were $4.4 million, after deducting underwriting discounts and commissions and
offering expenses paid by the Company.

Inadequate working capital would have a material adverse effect on the Company’s business and operations and could
cause the Company to fail to execute its business plan, fail to take advantage of future opportunities or fail to respond
to competitive pressures or customer requirements. A lack of sufficient funding may also require the Company to
significantly modify its business model and/or reduce or cease its operations, which could include implementing
cost-cutting measures or delaying, scaling back or eliminating some or all of its ongoing and planned investments in
corporate infrastructure, research and development projects, business development initiatives and sales and marketing
activities, among other activities.  While the Company’s estimates of its operating revenues and expenses and working
capital requirements could be incorrect and the Company may use its cash resources faster than it anticipates,
management believes the Company’s existing cash balance, together with cash provided by the Company’s operations
and borrowing availability under a bank credit facility (see Note 4) and taking into account cash expected to be used
in operations and the funding to be received for certain litigation expenses (see Note 7), will be sufficient to meet the
Company’s anticipated cash needs for at least the next 12 months.

Note 2—Summary of Significant Accounting Policies

Significant Accounting Policies

Basis of Presentation

The accompanying interim unaudited condensed consolidated financial statements have been prepared in accordance
with accounting principles generally accepted in the United States of America (“U.S. GAAP”) for interim financial
information and the instructions to the Securities and Exchange Commission’s (“SEC”) Form 10-Q and Article 8 of the
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SEC’s Regulation S-X. These condensed consolidated financial statements do not include all of the information and
footnotes required by U.S. GAAP for complete financial statements. Therefore, these unaudited condensed
consolidated financial statements should be read in conjunction with the Company’s audited consolidated financial
statements and notes thereto as of and for the year ended December 31, 2016, included in the Company’s Annual
Report on Form 10-K filed with the SEC on March 31, 2017.

The accompanying condensed consolidated financial statements as of and for the three and nine months ended
September 30, 2017 are unaudited; however, they contain all normal recurring accruals and adjustments that, in the
opinion of the Company’s management, are necessary to present fairly the condensed consolidated financial position of
the Company and its wholly-owned subsidiaries as of September 30, 2017 and the condensed consolidated statements
of operations and statements of cash flows for the nine months ended September 30, 2017 and October 1, 2016.  The
results of operations for the three and nine months ended September 30, 2017 are not necessarily indicative of the
results to be expected for any full year or any other interim period.

Principles of Consolidation

The accompanying condensed consolidated financial statements include the accounts of Netlist, Inc. and its
wholly-owned subsidiaries. All intercompany balances and transactions have been eliminated in consolidation.

7

Edgar Filing: NETLIST INC - Form 10-Q

13



Table of Contents

Fiscal Year

The Company operates under a 52 or 53-week fiscal year ending on the Saturday closest to December 31.  For 2017,
the Company’s fiscal year is scheduled to end on December 30, 2017 and will consist of 52 weeks, and each of the
Company’s quarters within such fiscal year will be comprised of 13 weeks.

Use of Estimates

The preparation of the accompanying condensed consolidated financial statements in conformity with U.S. GAAP
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the condensed consolidated financial statements, and the
reported amounts of net revenues and expenses during the reporting period. By their nature, these estimates and
assumptions are subject to an inherent degree of uncertainty.  Significant estimates made by management include,
among others, provisions for uncollectible receivables and sales returns, warranty liabilities, valuation of inventories,
fair value of financial instruments, recoverability of long-lived assets, valuation of stock-based transactions, estimates
for completion of NRE revenue milestones, and realization of deferred tax assets. The Company bases its estimates on
its historical experience, knowledge of current conditions and the Company’s belief of what could occur in the future
considering available information.  The Company reviews its estimates on an on-going basis. Actual results may differ
materially from these estimates which may result in material adverse effects on the Company’s consolidated operating
results and financial position.

The Company believes the following critical accounting policies involve its more significant assumptions and
estimates used in the preparation of the accompanying condensed consolidated financial statements: provisions for
uncollectible receivables and sales returns; warranty liabilities; valuation of inventories; fair value of financial
instruments; recoverability of long-lived assets; valuation of stock-based transactions; estimates for completion of
NRE and other revenue milestones; and realization of deferred tax assets.

Revenue Recognition

The Company generates revenue from sales of products and performance of engineering services.

Net Product Revenues
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Net product revenues primarily consist of sales of high-performance modular memory subsystems to original
equipment manufacturers (“OEMs”), Hyperscale data center operators and storage vendors.

The Company recognizes revenues in accordance with Financial Accounting Standards Board (“FASB”) Accounting
Standards Codification (“ASC”) Topic 605. Accordingly, the Company recognizes revenues when there is persuasive
evidence that an arrangement exists, product delivery and acceptance have occurred, the sales price is fixed or
determinable, and collectability of the resulting receivable is reasonably assured.

The Company generally uses customer purchase orders and/or contracts as evidence of an arrangement. Delivery
occurs when goods are shipped for customers with shipping point terms and upon receipt for customers with
destination terms, at which time title and risk of loss transfer to the customer. Shipping documents are used to verify
delivery and customer acceptance. The Company assesses whether the sales price is fixed or determinable based on
the payment terms associated with the transaction and whether the sales price is subject to refund. Customers are
generally allowed limited rights of return for up to 30 days, except for sales of excess component inventories, which
contain no right-of-return privileges. Estimated returns are provided for at the time of sale based on historical
experience or specific identification of an event necessitating a reserve. The Company offers a standard product
warranty to its customers and has no other post-shipment obligations. The Company assesses collectability based on
the creditworthiness of the customer as determined by credit checks and evaluations, as well as the customer’s payment
history.

8
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All amounts billed to customers related to shipping and handling are classified as net product revenues, while all costs
incurred by the Company for shipping and handling are classified as cost of sales.

Engineering Services

The Company provides engineering services to its customers. The Company recognizes revenue from these services
when all of the following conditions are met: (1) evidence existed of an arrangement with the customer, typically
consisting of a purchase order or contract; (2) the Company’s services were performed and risk of loss passed to the
customer; (3) the Company completed all of the necessary terms of the contract; (4) the amount of revenue to which
the Company was entitled was fixed or determinable; and (5) the Company believed it was probable that it would be
able to collect the amount due from the customer. To the extent that one or more of these conditions has not been
satisfied, the Company defers recognition of revenue.

Deferred Revenue

From time-to-time the Company receives pre-payments from its customers related to future services. Engineering
development fee revenues, including NRE fees, are deferred and recognized ratably over the period the engineering
work is completed.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash and short-term investments with original maturities of three months or less.

Restricted Cash

Restricted cash consists of cash to secure standby letters of credit. Restricted cash was $2.4 million as of September
30, 2017 and related to three standby letters of credit.  Restricted cash was $3.1 million as of December 31, 2016 and
related to two standby letters of credit.

Fair Value of Financial Instruments
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The Company’s financial instruments consist principally of cash and cash equivalents, restricted cash, accounts
receivable, accounts payable, accrued expenses and debt instruments. The fair value of the Company’s cash equivalents
is determined based on quoted prices in active markets for identical assets or Level 1 inputs.  The Company
recognizes transfers between Levels 1 through 3 of the fair value hierarchy at the beginning of the reporting
period.  The Company believes that the carrying values of all other financial instruments approximate their current fair
values due to their nature and respective durations.

Allowance for Doubtful Accounts

The Company performs credit evaluations of our customers’ financial condition and limits the amount of credit
extended to its customers as deemed necessary, but generally requires no collateral. The Company evaluates the
collectability of accounts receivable based on a combination of factors. In cases where the Company is aware of
circumstances that may impair a specific customer’s ability to meet its financial obligations subsequent to the original
sale, the Company will record an allowance against amounts due, and thereby reduce the net recognized receivable to
the amount the Company reasonably believes will be collected. For all other customers, the Company records
allowances for doubtful accounts based primarily on the length of time the receivables are past due based on the terms
of the originating transaction, the current business environment, and its historical experience. Uncollectible accounts
are charged against the allowance for doubtful accounts when all cost-effective commercial means of collection have
been exhausted.  Generally, the Company’s credit losses have been within expectations and the provisions established.
However, the Company cannot guarantee that it will continue to experience credit loss rates similar to those
experienced in the past.

9
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The Company’s accounts receivable are highly concentrated among a small number of customers, and a significant
change in the liquidity or financial position of one of these customers could have a material adverse effect on the
collectability of the Company’s accounts receivable, liquidity and future operating results.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to significant concentrations of credit risk consist
principally of cash and cash equivalents, and accounts receivable.

The Company invests its cash equivalents primarily in money market mutual funds.  Cash equivalents are maintained
with high quality institutions, the composition and maturities of which are regularly monitored by management. At
times, deposits held with financial institutions may exceed the amount of insurance provided by the Federal Deposit
Insurance Corporation and the Securities Investor Protection Corporation.

The Company’s trade accounts receivable are primarily derived from sales to OEMs in the server, high-performance
computing and communications markets, as well as from sales to storage customers, appliance customers, system
builders and cloud and datacenter customers. The Company performs credit evaluations of its customers’ financial
condition and limits the amount of credit extended when deemed necessary, but generally requires no collateral. The
Company believes that the concentration of credit risk in its trade receivables is moderated by its credit evaluation
process, relatively short collection terms, a high level of credit worthiness of its customers (see Note 3), foreign credit
insurance, and letters of credit issued in its favor.  Reserves are maintained for potential credit losses, and such losses
historically have not been significant and have been within management’s expectations.

Inventories

Inventories are valued at the lower of actual cost to purchase or manufacture the inventory or the net realizable value
of the inventory. Cost is determined on an average cost basis which approximates actual cost on a first-in, first-out
basis and includes raw materials, labor and manufacturing overhead. Net realizable value is the estimated selling
prices in the ordinary course of business, less reasonably predictable costs of completion, disposal, and transportation.
At each balance sheet date, the Company evaluates its ending inventory quantities on hand and on order and records a
provision for excess quantities and obsolescence. Among other factors, the Company considers historical demand and
forecasted demand in relation to the inventory on hand, competitiveness of product offerings, market conditions and
product life cycles when determining obsolescence and net realizable value. In addition, the Company considers
changes in the market value of components in determining the net realizable value of its inventory. Once established,
lower of cost or market write-downs are considered permanent adjustments to the cost basis of the excess or obsolete
inventories.
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Property and Equipment

Property and equipment are recorded at cost and depreciated on a straight-line basis over their estimated useful lives,
which generally range from three to seven years. Leasehold improvements are recorded at cost and amortized on a
straight-line basis over the shorter of their estimated useful lives or the remaining lease term.  Expenditures for repairs
and maintenance are expensed as incurred.  Upon retirement or sale, the cost and related accumulated depreciation and
amortization of disposed assets are removed from the accounts and any resulting gain or loss is included in other
expense, net.

Deferred Financing Costs, Debt Discount and Detachable Debt-Related Warrants

Costs incurred to issue debt are deferred and recorded as a reduction to the debt balance in the accompanying
condensed consolidated balance sheets. The Company amortizes debt issuance costs over the expected term of the
related debt using the effective interest method. Debt discounts relate to the relative fair value of warrants issued in
conjunction with the debt and are also recorded as a reduction to the debt balance and accreted over the expected term
of the debt to interest expense using the effective interest method.

10
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Impairment of Long-Lived Assets

The Company evaluates the recoverability of the carrying value of long-lived assets held and used by the Company in
its operations for impairment on at least an annual basis or whenever events or changes in circumstances indicate that
their carrying value may not be recoverable. When such factors and circumstances exist, the Company compares the
projected undiscounted future net cash flows associated with the related asset or group of assets over their estimated
useful lives against their respective carrying amount. These projected future cash flows may vary significantly over
time as a result of increased competition, changes in technology, fluctuations in demand, consolidation of the
Company’s customers and reductions in average selling prices. If the carrying value is determined not to be
recoverable from future operating cash flows, the asset is deemed impaired and an impairment loss is recognized to
the extent the carrying value exceeds the estimated fair value of the asset. The fair value of the asset or asset group is
based on market value when available, or when unavailable, on discounted expected cash flows. The Company’s
management believes there is no impairment of long-lived assets as of September 30, 2017. However, market
conditions could change or demand for the Company’s products could decrease, which could result in future
impairment of long-lived assets.

Warranty Liability

The Company offers product warranties generally ranging from one to three years, depending on the product and
negotiated terms of any purchase agreements with its customers. Such warranties require the Company to repair or
replace defective product returned to the Company during the warranty period at no cost to the customer. Warranties
are not offered on sales of excess component inventory. The Company records an estimate for warranty related costs
at the time of sale based on its historical and estimated future product return rates and expected repair or replacement
costs (see Note 3).  While such costs have historically been within management’s expectations and the provisions
established, unexpected changes in failure rates could have a material adverse impact on the Company, requiring
additional warranty reserves and could adversely affect the Company’s gross profit and gross margins.

Stock-Based Compensation

The Company accounts for equity issuances to non-employees in accordance with FASB ASC Topic 505.  All
transactions in which goods or services are the consideration received for the issuance of equity instruments are
accounted for based on the fair value of the consideration received or the fair value of the equity instrument issued,
whichever is more reliably measurable. The measurement date used to determine the estimated fair value of the equity
instrument issued is the earlier of the date on which the third-party performance is complete or the date on which it is
probable that performance will occur.
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In accordance with FASB ASC Topic 718, employee and director stock-based compensation expense recognized
during the period is based on the value of the portion of stock-based payment awards that is ultimately expected to
vest during the period.  Given that stock-based compensation expense recognized in the accompanying condensed
consolidated statements of operations is based on awards ultimately expected to vest, it has been reduced for estimated
forfeitures. The Company estimates its forfeitures at the time of grant and revises such estimates, if necessary, in
subsequent periods if actual forfeitures differ from those estimates. The Company’s estimated average forfeiture rates
are based on historical forfeiture experience and estimated future forfeitures.

The estimated fair value of common stock option awards to employees and directors is calculated using the
Black-Scholes option pricing model. The Black-Scholes model requires subjective assumptions regarding future stock
price volatility and expected time to exercise, along with assumptions about the risk-free interest rate and expected
dividends, all of which affect the estimated fair values of the Company’s common stock option awards.  The expected
term of options granted is calculated as the weighted-average of the vesting period and the contractual expiration date
of the option.  This calculation is in accordance with FASB ASC Topic 718, as amended by certain SEC guidance
providing for a safe harbor method in instances where the vesting and exercise terms of options granted meet certain
conditions and where limited historical exercise data is available.  The expected volatility is based on the historical
volatility of the Company’s common stock.  The risk-free rate selected to value any particular grant is based on the
U.S. Treasury rate that corresponds to the expected term of the grant effective as of the date of the grant. The expected
dividend assumption is based on the Company’s history and management’s expectation regarding dividend payouts.
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Compensation expense for common stock option awards with graded vesting schedules is recognized on a straight-line
basis over the requisite service period for the last separately vesting portion of the award, provided that the
accumulated cost recognized as of any date at least equals the value of the vested portion of the award.

The Company recognizes the fair value of restricted stock awards issued to employees and outside directors as
stock-based compensation expense on a straight-line basis over the vesting period for the last separately vesting
portion of the awards.  Fair value is determined as the difference between the closing price of the Company’s common
stock on the grant date and the purchase price of the restricted stock award, if any, reduced by expected forfeitures.

If there are any modifications or cancellations of the underlying vested or unvested stock-based awards, the Company
may be required to accelerate, increase or cancel any remaining unearned stock-based compensation expense, or
record additional expense for vested stock-based awards. Future stock-based compensation expense and unearned
stock-based compensation may increase to the extent that the Company grants additional common stock options or
other stock-based awards.

Income Taxes

Deferred tax assets and liabilities are recognized to reflect the estimated future tax effects, calculated at currently
effective tax rates, of future deductible or taxable amounts attributable to events that have been recognized on a
cumulative basis in the accompanying condensed consolidated financial statements. A valuation allowance related to a
net deferred tax asset is recorded when it is more likely than not that some portion of the deferred tax asset will not be
realized. Deferred tax liabilities, deferred tax assets and valuation allowances are classified as non-current in the
accompanying condensed consolidated balance sheets.

ASC Topic 740 prescribes a recognition threshold and measurement requirement for the financial statement
recognition of a tax position that has been taken or is expected to be taken on a tax return and also provides guidance
on de-recognition, classification, interest and penalties, accounting in interim periods, disclosure, and transition.
Under ASC Topic 740 the Company may only recognize or continue to recognize tax positions that meet a “more likely
than not” threshold.

The application of tax laws and regulations is subject to legal and factual interpretation, judgment and uncertainty.
Tax laws and regulations may change as a result of changes in fiscal policy, changes in legislation, the evolution of
regulations and court rulings. Therefore, the actual liability for U.S. or foreign taxes may be materially different from
the Company’s estimates, which could require the Company to record additional tax liabilities or to reduce previously
recorded tax liabilities, as applicable.
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Research and Development Expenses

Research and development expenditures are expensed in the period incurred.

Interest Expense

Interest expense consists primarily of interest associated with our debt instruments, including fees related to the term
loans, accretion of debt discounts and amortization of debt issuance costs.  The Company recognizes the accretion of
debt discounts and the amortization of interest costs using the effective interest method.

Risks and Uncertainties

The Company is subject to a number of risks and uncertainties, including its ability to achieve profitable operations
due to the Company’s history of losses and accumulated deficits, the Company’s dependence on a small number of
customers for a substantial portion of its net product revenues, risks related to intellectual property matters, market
acceptance of and demand for the Company’s products, and the risks described below.  These risks could have a
material adverse effect on the Company’s condensed consolidated financial position, results of operations and cash
flows.

12
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The Company has dedicated substantial resources to the development and protection of technology innovations
essential to its business, and the Company expects these activities to continue for the foreseeable future. The Company
also intends to aggressively pursue monetization avenues for its intellectual property portfolio, potentially including
licensing, royalty or other revenue-producing arrangements. However, the Company’s revenues are currently generated
by its product revenues, and it may never be successful in generating a revenue stream from its intellectual property,
in which case the Company’s investments of time, capital and other resources into its intellectual property portfolio
may not provide adequate, or any, returns.

The Company also dedicates substantial resources to protecting its intellectual property, including its pending patent
infringement litigation and U.S. International Trade Commission (“ITC”) proceedings against SK hynix Inc., a South
Korean memory semiconductor supplier (“SK hynix”), and its efforts to defend its patents against challenges made by
way of reexamination and review proceedings at the U.S. Patent and Trademark Office (“USPTO”) and Patent Trial and
Appeal Board (“PTAB”) (see Note 7). The Company expects these activities to continue for the foreseeable future,
without any guarantee that any ongoing or future patent protection or litigation activities will be successful. The
Company is also subject to litigation based on claims that it has infringed the intellectual property rights of others,
against which the Company intends to defend itself vigorously. Moreover, any litigation, regardless of its outcome,
would involve a significant dedication of resources, including time and costs, would divert management’s time and
attention and could negatively impact the Company’s results of operations. As a result, any current or future
infringement claims by or against third parties could materially adversely affect the Company’s business, financial
condition or results of operations.

The Company has also invested significant research and development time and costs into the design of
application-specific integrated circuit (“ASIC”) and hybrid devices, including its NVvault family of products and most
recently its next-generation HybriDIMM memory subsystem. The Company believes that market acceptance of these
products or derivative products that incorporate its core memory subsystem technology is critical to its success.
However, these products are subject to increased risks as compared to the Company’s legacy products. For example,
the Company is dependent on a limited number of suppliers for the DRAM and ASIC devices that are essential to the
functionality of these products and in the past it has experienced supply chain disruptions and shortages of DRAM and
NAND flash required to create its NVvault family of products, and the Company’s products are generally subject to a
product approval and qualification process with customers before purchases are made and the Company has
experienced a longer qualification cycle than anticipated with some of these products, including its HyperCloud
memory subsystems. These and other risks attendant to the production of the Company’s memory subsystem products
could impair its ability to obtain customer or market acceptance of these products or obtain such acceptance in a
timely manner, which would reduce the Company’s achievable revenues from these products and limit the Company’s
ability to recoup its investments in the products.

The Company’s manufacturing operations in the PRC are subject to various political, geographic and economic risks
and uncertainties inherent to conducting business in the PRC. These include, among others, (i) volatility and other
potential changes in economic conditions in the region, (ii) managing a local workforce and overcoming other
practical barriers, such as language and cultural differences, that may subject the Company to uncertainties or
unfamiliar practices or regulatory policies, (iii) risks imposed by the geographic distance between the Company’s

Edgar Filing: NETLIST INC - Form 10-Q

24



headquarters and its PRC operations, including difficulties maintaining the desired amount of control over production
capacity and timing, inventory levels, product quality, delivery schedules, manufacturing yields and costs, (iv) the
Company’s limited experience creating and overseeing foreign operations generally, (v) changes in the laws and
policies of the Chinese government that affect business practices generally or restrict local operations by foreign
companies, and (vi) changes in the laws and policies of the U.S. government regarding the conduct of business in
foreign countries generally or in the PRC in particular, which may be more uncertain following the results of the 2016
U.S. presidential election. Additionally, the Chinese government controls the procedures by which its local currency,
the Chinese Renminbi (“RMB”), is converted into other currencies, which generally requires government consent, and
imposes legal and regulatory restrictions on the movement of funds outside of the PRC. As a result, RMB may not be
freely convertible into other currencies at all times and the Company may need to comply with regulatory procedures
to repatriate funds from its Chinese operations. Any changes to currency conversion requirements or any failure by the
Company to comply with repatriation procedures and regulations could adversely affect its operating results, liquidity
and financial condition.
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In addition, fluctuations in the exchange rate between RMB and U.S. dollars may adversely affect the Company’s
expenses and results of operations, the value of its assets and liabilities and the comparability of its period-to-period
results. The liabilities of the Company’s subsidiary in the PRC exceeded its assets as of September 30, 2017 and
October 1, 2016.

Foreign Currency Remeasurement

The functional currency of the Company’s foreign subsidiaries is the U.S. dollar. Local currency financial statements
are remeasured into U.S. dollars at the exchange rate in effect as of the balance sheet date for monetary assets and
liabilities and the historical exchange rate for nonmonetary assets and liabilities. Expenses are remeasured using the
average exchange rate for the period, except items related to nonmonetary assets and liabilities, which are remeasured
using historical exchange rates. All remeasurement gains and losses are included in determining net loss.  Transaction
gains and losses were not significant during the three and nine months ended September 30, 2017 and October 1,
2016.

Net Loss Per Share

Basic net loss per share is calculated by dividing net loss by the weighted-average common shares outstanding during
the period, excluding unvested shares issued pursuant to restricted share awards under the Company’s share-based
compensation plans.  Diluted net loss per share is calculated by dividing the net loss by the weighted-average shares
and dilutive potential common shares outstanding during the period. Dilutive potential shares consist of dilutive shares
issuable upon the exercise or vesting of outstanding stock options, warrants and restricted stock awards, respectively,
computed using the treasury stock method and shares issuable upon conversion of the SVIC Note (see Note 5).  In
periods of losses, basic and diluted loss per share are the same, as the effect of stock options and unvested restricted
share awards on loss per share is anti-dilutive.

Going Concern

In accordance with ASC Subtopic 205-40, Presentation of Financial Statements-Going Concern, management
evaluates whether relevant conditions and events, when considered in the aggregate, indicate that it is probable the
Company will be unable to meet its obligations as they become due within one year after the date that the financial
statements are issued.  When relevant conditions or events, considered in the aggregate, initially indicate that it is
probable  that the Company will be unable to meet its obligations as they become due within one year after the date
that the financial statements are issued  (and therefore they raise substantial doubt about the Company’s ability to
continue as a going concern), management evaluates whether its plans that are intended to mitigate those conditions
and events, when implemented, will alleviate substantial doubt about the Company’s ability to continue as a going
concern. Management’s plans are considered only to the extent that (1) it is probable that the plans will be effectively
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implemented and (2) it is probable that the plans will mitigate the conditions or events that raise substantial doubt
about the Company’s ability to continue as a going concern.  See the discussion under “Liquidity” in Note 1 for
information about the Company’s liquidity position.

Recently Adopted Accounting Standards

In July 2015, the FASB issued Accounting Standards Update (“ASU”) No. 2015-11, Simplifying the Measurement of
Inventory (“ASU 2015-11”), which requires entities to measure inventory at the lower of cost or net realizable value.
Current guidance requires inventory to be measured at the lower of cost or market, with market defined as
replacement cost, net realizable value, or net realizable value less a normal profit margin. This ASU simplifies the
subsequent measurement of inventory by replacing the lower of cost or market test with a lower of cost or net
realizable value test. The Company adopted this guidance in the first quarter of 2017 and there was no material impact
on its consolidated financial statements.

In March 2016, the FASB issued ASU No. 2016-09, Compensation-Stock Compensation (Topic 718) Improvements
to Employee Share-Based Payment Accounting (“ASU 2016-09”), which is intended to simplify several aspects of the
accounting for share-based payment award transactions. ASU 2016-09 is effective for fiscal years beginning after
December 15, 2016, including interim periods. The Company adopted this guidance in the first quarter of 2017 and
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elected to continue to estimate forfeitures expected to occur to determine the amount of compensation cost to be
recognized in each period; as a result there was no material impact on its consolidated financial statements.

Recent Accounting Pronouncements 

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (“ASU 2014-09”), which
was subsequently amended by ASUs 2015-14, 2016-08, 2016-10, 2016-12, and 2016-20. ASU 2014-09, as amended,
supersedes the revenue recognition requirements in ASC Topic 605, Revenue Recognition, and creates a new ASC
Topic 606 (“ASC 606”). ASU 2014-9, as amended, implements a five-step process for customer contract revenue
recognition that focuses on transfer of control, as opposed to transfer of risk and rewards. The amendment also
requires enhanced disclosures regarding the nature, amount, timing and uncertainty of revenues and cash flows from
contracts with customers. Other major provisions include the capitalization and amortization of certain contract costs,
ensuring the time value of money is considered in the transaction price, and allowing estimates of variable
consideration to be recognized before contingencies are resolved in certain circumstances. Entities can transition to the
standard either retrospectively or as a cumulative-effect adjustment as of the date of adoption.   ASC 606 is effective
for public entities for annual periods beginning after December 15, 2017 (fiscal year 2018 for the Company), and
interim periods within the year of adoption.  The Company has not yet selected a transition method but does not
anticipate the adoption of ASC 606 will have a material impact on its consolidated financial statements and
disclosures.

In February 2016, the FASB issued ASU No. 2016-02, Leases (“ASU 2016-02”).  Under ASU 2016-02, lessees will be
required to recognize the following for all leases (with the exception of short-term leases) at the commencement date:
a lease liability, which is a lessee’s obligation to make lease payments arising from a lease, measured on a discounted
basis; and a right-of-use asset, which is an asset that represents the lessee’s right to use, or control the use of, a
specified asset for the lease term.  ASU 2016-02 is effective for fiscal years beginning after December 15, 2018 (fiscal
year 2019 for the Company), including interim periods within those fiscal years.  Early application is
permitted.  Lessees must apply a modified retrospective transition approach for leases existing at, or entered into after,
the beginning of the earliest comparative period presented in the financial statements.  The modified retrospective
approach would not require any transition accounting for leases that expired before the earliest comparative period
presented.  Lessees may not apply a full retrospective transition approach.  The Company is currently evaluating the
impact of adopting ASU 2016-02 on its consolidated financial statements and disclosures.

In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain
Cash Receipts and Cash Payments (“ASU 2016-15”), which is intended to reduce the existing diversity in practice in
how certain cash receipts and cash payments are classified in the statement of cash flows. ASU 2016-15 is effective
for fiscal years beginning after December 15, 2017 (fiscal year 2018 for the Company), including interim periods
within those fiscal years with early adoption permitted, provided that all of the amendments are adopted in the same
period. The Company is currently evaluating the impact of adopting ASU 2016-15 on its consolidated financial
statements and disclosures.
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In October 2016, the FASB issued ASU No. 2016-16, Income Taxes (Topic 740), Intra-Entity Transfers of Assets
Other Than Inventory (“ASU 2016-16”), which requires entities to recognize the income tax consequences of an
intra-entity transfer of an asset other than inventory when the transfer occurs. This amends current U.S. GAAP which
prohibits recognition of current and deferred income taxes for all types of intra-entity asset transfers until the asset has
been sold to an outside party. ASU 2016-16 is effective for fiscal years beginning after December 15, 2017 (fiscal
year 2018 for the Company), including interim periods therein with early application permitted. Upon adoption, the
Company must apply a modified retrospective transition approach through a cumulative-effect adjustment to retained
earnings as of the beginning of the period of adoption. The Company is currently evaluating the impact of this new
standard on its consolidated financial statements and disclosures, as well as its planned adoption date.

In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230), Restricted Cash (“ASU
2016-18”), which enhances and clarifies the guidance on the classification and presentation of restricted cash in the
statement of cash flows.  ASU 2016-18 is effective for fiscal periods beginning after December 15, 2018 (fiscal year
2019 for the Company), including interim periods therein with early application permitted.  The Company is currently
evaluating the impact of this standard on its consolidated financial statements and disclosures.

15

Edgar Filing: NETLIST INC - Form 10-Q

29



Table of Contents

Note 3—Supplemental Financial Information

Inventories

Inventories consisted of the following as of the dates presented:

September 30,December 31,
2017 2016
(in thousands)

Raw materials $ 1,217 $ 884
Work in process 276 47
Finished goods 2,893 2,229

$ 4,386 $ 3,160

Warranty Liabilities

The following table summarizes activity related to warranty liabilities in the periods presented:

Nine Months Ended
September 30, October 1,
2017 2016
(in thousands)

Beginning
balance $ 89 $ 122
Estimated
cost of
warranty
claims
charged to
cost of
sales 162 33
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LEGAL MATTERS

Certain legal matters relating to the validity of the notes and guarantees thereof and in
connection with Delaware, California and Tennessee law will be passed upon for us by
Bass, Berry & Sims PLC, Nashville, Tennessee. Certain legal matters in connection
with Maryland law will be passed upon for us by Miles & Stockbridge P.C., Baltimore,
Maryland. Certain legal matters in connection with Colorado and Nevada law will be
passed upon for us by Brownstein Hyatt Farber Schreck, LLP. Certain legal matters in
connection with Oklahoma law will be passed upon for us by McAfee & Taft, A
Professional Corporation, Oklahoma City, Oklahoma. Certain legal matters in
connection with Texas law will be passed upon for us by Lietchy, McGinnis,
Berryman & Bowen, LLP, Dallas, Texas. Certain legal matters relating to United States
federal income taxation will be passed upon for us by Latham & Watkins LLP, Costa
Mesa, California. Certain legal matters relating to the notes will be passed upon for the
underwriters by Alston & Bird LLP.

EXPERTS

The consolidated financial statements of CoreCivic and Subsidiaries appearing in
CoreCivic�s Annual Report on Form 10-K for the year ended December 31, 2016,
including the schedule appearing therein and the effectiveness of CoreCivic and
Subsidiaries� internal control over financial reporting as of December 31, 2016 have
been audited by Ernst & Young LLP, independent registered public accounting firm, as
set forth in their reports thereon, included therein, and incorporated herein by
reference. Such consolidated financial statements are incorporated herein in reliance
upon the reports of Ernst & Young LLP pertaining to such consolidated financial
statements and the effectiveness of our internal control over financial reporting as of
the respective dates (to the extent covered by consents filed with the Securities and
Exchange Commission) given on the authority of such firm as experts in accounting
and auditing.
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PROSPECTUS

CORRECTIONS CORPORATION OF AMERICA

Common Stock

Preferred Stock

Debt Securities

Guarantees of Debt Securities

Warrants

Units

We may offer and sell the securities identified above from time to time in one or more
offerings. This prospectus provides you with a general description of the securities.

Each time we offer and sell securities, we will provide a supplement to this prospectus
that contains specific information about the offering and the amounts, prices and terms
of the securities. The supplement may also add, update or change information
contained in this prospectus with respect to that offering. You should carefully read this
prospectus and the applicable prospectus supplement before you invest in any of our
securities.

We may offer and sell the securities described in this prospectus and any prospectus
supplement to or through one or more underwriters, dealers and agents, or directly to
purchasers, or through a combination of these methods. If any underwriters, dealers or
agents are involved in the sale of any of the securities, their names and any applicable
purchase price, fee, commission or discount arrangement between or among them will
be set forth, or will be calculable from the information set forth, in the applicable
prospectus supplement. See the sections of this prospectus entitled �About this
Prospectus� and �Plan of Distribution� for more information. No securities may be sold
without delivery of this prospectus and the applicable prospectus supplement
describing the method and terms of the offering of such securities.
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INVESTING IN OUR SECURITIES INVOLVES RISKS. SEE THE �RISK
FACTORS� ON PAGE 5 OF THIS PROSPECTUS AND ANY SIMILAR
SECTION CONTAINED IN THE APPLICABLE PROSPECTUS
SUPPLEMENT CONCERNING FACTORS YOU SHOULD CONSIDER
BEFORE INVESTING IN OUR SECURITIES.

Our common stock is listed on the New York Stock Exchange under the symbol
�CXW.� On May 14, 2015, the last reported sale price of our common stock on the
New York Stock Exchange was $35.04 per share.

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved of these securities or passed upon the
adequacy or accuracy of this prospectus. Any representation to the contrary is a
criminal offense.

The date of this prospectus is May 15, 2015.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the U.S. Securities
and Exchange Commission, or the SEC, as a �well-known seasoned issuer� as defined in
Rule 405 under the Securities Act of 1933, as amended, using a �shelf� registration
process. By using a shelf registration statement, we may sell securities from time to
time and in one or more offerings as described in this prospectus. Each time that we
offer and sell securities, we will provide a prospectus supplement to this prospectus
that contains specific information about the securities being offered and sold and the
specific terms of that offering. The prospectus supplement may also add, update or
change information contained in this prospectus with respect to that offering. If there is
any inconsistency between the information in this prospectus and the applicable
prospectus supplement, you should rely on the prospectus supplement. Before
purchasing any securities, you should carefully read both this prospectus and the
applicable prospectus supplement, together with the additional information described
under the heading �Where You Can Find More Information; Incorporation by
Reference.�

We have not authorized any other person to provide you with different information. If
anyone provides you with different or inconsistent information, you should not rely on
it. We will not make an offer to sell these securities in any jurisdiction where the offer
or sale is not permitted. You should assume that the information appearing in this
prospectus and the applicable prospectus supplement to this prospectus is accurate as of
the date on its respective cover, and that any information incorporated by reference is
accurate only as of the date of the document incorporated by reference, unless we
indicate otherwise. Our business, financial condition, results of operations and
prospects may have changed since those dates.

When we refer to �CCA,� �we,� �our,� �us� and the �Company� in this prospectus, we mean
Corrections Corporation of America and its consolidated subsidiaries unless otherwise
specified. When we refer to �you,� we mean the holders of the applicable series of
securities.

1
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WHERE YOU CAN FIND MORE INFORMATION; INCORPORATION BY
REFERENCE

Available Information

We file reports, proxy statements and other information with the SEC. Information
filed with the SEC by us can be inspected and copied at the Public Reference Room
maintained by the SEC at 100 F Street, N.E., Washington, D.C. 20549. You may also
obtain copies of this information by mail from the Public Reference Room of the SEC
at prescribed rates. Further information on the operation of the SEC�s Public Reference
Room in Washington, D.C. can be obtained by calling the SEC at 1-800-SEC-0330.
The SEC also maintains a web site that contains reports, proxy and information
statements and other information about issuers, such as us, who file electronically with
the SEC. The address of that website is http://www.sec.gov.

Our web site address is www.cca.com. The information on our web site, however, is
not, and should not be deemed to be, a part of this prospectus.

This prospectus and any prospectus supplement are part of a registration statement that
we filed with the SEC and do not contain all of the information in the registration
statement. The full registration statement may be obtained from the SEC or us, as
provided below. Forms of the indenture and other documents establishing the terms of
the offered securities are or may be filed as exhibits to the registration statement.
Statements in this prospectus or any prospectus supplement about these documents are
summaries and each statement is qualified in all respects by reference to the document
to which it refers. You should refer to the actual documents for a more complete
description of the relevant matters. You may inspect a copy of the registration
statement at the SEC�s Public Reference Room in Washington, D.C. or through the
SEC�s website, as provided above.

Incorporation by Reference

The SEC�s rules allow us to �incorporate by reference� information into this prospectus,
which means that we can disclose important information to you by referring you to
another document filed separately with the SEC. The information incorporated by
reference is deemed to be part of this prospectus, and subsequent information that we
file with the SEC will automatically update and supersede that information. Any
statement contained in a previously filed document incorporated by reference will be
deemed to be modified or superseded for purposes of this prospectus to the extent that
a statement contained in this prospectus modifies or replaces that statement.

We incorporate by reference our documents listed below and any future filings made
by us with the SEC under Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange
Act of 1934, as amended, which we refer to as the �Exchange Act� in this prospectus,
between the date of this prospectus and the termination of the offering of the securities
described in this prospectus. We are not, however, incorporating by reference any
documents or portions thereof, whether specifically listed below or filed in the future,
that are not deemed �filed� with the SEC, including our Compensation Committee report
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and performance graph or any information furnished pursuant to Items 2.02 or 7.01 of
Form 8-K or related exhibits furnished pursuant to Item 9.01 of Form 8-K.

This prospectus and any accompanying prospectus supplement incorporate by
reference the documents set forth below that have previously been filed with the SEC:

� Our Annual Report on Form 10-K for the year ended December 31, 2014, filed
with the SEC on February 25, 2015 (including the portions of the Company�s
proxy statement on Schedule 14A for the Company�s 2015 Annual Meeting of
Stockholders filed with the SEC on April 2, 2015 that are incorporated by
reference therein).

� Our Quarterly Report on Form 10-Q for the quarter ended March 31, 2015, filed
with the SEC on May 7, 2015

� Our Current Reports on Form 8-K filed with the SEC on January 5, 2015,
February 25, 2015 and May 15, 2015.

2

Edgar Filing: NETLIST INC - Form 10-Q

Table of Contents 37



Table of Contents

All reports and other documents we subsequently file pursuant to Section 13(a), 13(c),
14 or 15(d) of the Exchange Act prior to the termination of this offering but excluding
any information furnished to, rather than filed with, the SEC, will also be incorporated
by reference into this prospectus and deemed to be part of this prospectus from the date
of the filing of such reports and documents.

You may request a free copy of any of the documents incorporated by reference in this
prospectus (other than exhibits, unless they are specifically incorporated by reference
in the documents) by writing or telephoning us at the following address:

Corrections Corporation of America

10 Burton Hills Boulevard, Nashville, Tennessee 37215

Attention: Investor Relations

(615) 263-3000

Exhibits to the filings will not be sent, however, unless those exhibits have specifically
been incorporated by reference in this prospectus and any accompanying prospectus
supplement.

3
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THE COMPANY

We are the nation�s largest owner of privatized correctional and detention facilities and
one of the largest prison operators in the United States. We currently own or control 50
correctional and detention facilities and manage an additional 12 facilities owned by
our government partners, with a total design capacity of approximately 83,500 beds in
19 states and the District of Columbia.

We are a Real Estate Investment Trust, or REIT, specializing in owning, operating, and
managing prisons and other correctional facilities and providing residential, community
re-entry, and prisoner transportation services for governmental agencies. In addition to
providing fundamental residential services, our facilities offer a variety of
rehabilitation and educational programs, including basic education, faith-based
services, life skills and employment training, and substance abuse treatment. These
services are intended to reduce recidivism and to prepare offenders for their successful
re-entry into society upon their release. We also provide or make available to offenders
certain health care (including medical, dental, and mental health services), food
services, and work and recreational programs.

We are a Maryland corporation formed in 1983. Our principal executive offices are
located at 10 Burton Hills Boulevard, Nashville, Tennessee, 37215, and our telephone
number at that location is (615) 263-3000.

4
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RISK FACTORS

Investment in any securities offered pursuant to this prospectus and the applicable
prospectus supplement involves risks. You should carefully consider the risk factors
incorporated by reference to our most recent Annual Report on Form 10-K and any
subsequent Quarterly Reports on Form 10-Q or Current Reports on Form 8-K we file
after the date of this prospectus, and all other information contained or incorporated by
reference into this prospectus, as updated by our subsequent filings under the Exchange
Act, and the risk factors and other information contained in the applicable prospectus
supplement before acquiring any of such securities. The occurrence of any of these
risks might cause you to lose all or part of your investment in the offered securities.

5
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FORWARD-LOOKING STATEMENTS

This prospectus and the documents incorporated by reference herein contain, and any
related prospectus supplements, other offering materials and documents deemed to be
incorporated by reference herein or therein may contain, statements as to our beliefs
and expectations of the outcome of future events that are forward-looking statements as
defined within the meaning of the Private Securities Litigation Reform Act of 1995. All
statements other than statements of current or historical fact contained herein, including
statements regarding our future financial position, business strategy, budgets, projected
costs and plans, and objectives of management for future operations, are
forward-looking statements. The words �anticipate,� �believe,� �continue,� �estimate,� �expect,�
�intend,� �could,� �may,� �plan,� �projects,� �will,� and similar expressions, as they relate to us, are
intended to identify forward-looking statements. These forward-looking statements are
subject to risks and uncertainties that could cause actual results to differ materially
from the statements made. These include, but are not limited to, the risks and
uncertainties associated with:

� general economic and market conditions, including the impact
governmental budgets can have on our per diem rates and occupancy;

� fluctuations in operating results because of, among other things, changes in
occupancy levels, competition, increases in costs of operations, fluctuations in
interest rates, and risks of operations;

� changes in the privatization of the corrections and detention industry and the
public acceptance of our services;

� our ability to obtain and maintain correctional facility management contracts,
including, but not limited to, sufficient governmental appropriations, contract
compliance, effects of inmate disturbances, and the timing of the opening of
new facilities and the commencement of new management contracts as well as
our ability to utilize current available beds and new capacity as development
and expansion projects are completed;

� increases in costs to develop or expand correctional facilities that exceed
original estimates, or the inability to complete such projects on schedule as a
result of various factors, many of which are beyond our control, such as
weather, labor conditions, and material shortages, resulting in increased
construction costs;

�
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changes in government policy and in legislation and regulation of the
corrections and detention industry that affect our business, including, but not
limited to, California�s utilization of out-of-state private correctional capacity,
and the impact of any changes to immigration reform and sentencing laws (Our
policy prohibits us from engaging in lobbying or advocacy efforts that would
influence enforcement efforts, parole standards, criminal laws, and sentencing
policies.);

� our ability to meet and maintain qualification for taxation as a real estate
investment trust, or REIT; and

� the availability of debt and equity financing on terms that are favorable to us.
Any or all of our forward-looking statements contained or incorporated by reference in
this prospectus may turn out to be inaccurate. We have based these forward-looking
statements largely on our current expectations and projections about future events and
financial trends that we believe may affect our financial condition, results of
operations, business strategy, and financial needs. Our statements can be affected by
inaccurate assumptions we might make or by known or unknown risks, uncertainties
and assumptions, including the risks, uncertainties, and assumptions described in �Risk
Factors� in our most recent Annual Report on Form 10-K and in any other reports we
file with the SEC from time to time and in any other information discussed in other
documents that are incorporated or deemed to be incorporated by reference in this
prospectus.

Readers are cautioned not to place undue reliance on these forward-looking statements
contained or incorporated by reference in this prospectus, which speak only as of the
date of this prospectus or the date of the incorporated document, as the case may be.
We undertake no obligation to publicly revise these forward-looking statements to
reflect events or circumstances occurring after the date of this prospectus or to reflect
the occurrence of unanticipated events.

6
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USE OF PROCEEDS

We intend to use the net proceeds from the sale of the securities as set forth in the
applicable prospectus supplement.

7
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RATIO OF EARNINGS TO FIXED CHARGES AND PREFERRED SHARE
DIVIDENDS

The following table sets forth the historical ratios of earnings to fixed charges for CCA
and its consolidated subsidiaries for the periods indicated.

Year Ended
December 31,

Three Months Ended
March 31,

2010 2011 2012 2013 2014 2014 2015
Ratio of earnings to fixed
charges (1) 4.2x 4.3x 4.9x 4.5x 5.4x 5.7x 6.0x

(1) For the purpose of computing the ratio of earnings to fixed charges, earnings consist
of income (loss) from continuing operations before income taxes plus fixed charges,
excluding capitalized interest, and fixed charges consist of interest, whether
expensed or capitalized, and amortization of loan costs.

For the periods indicated above, we have no outstanding shares of preferred stock with
required dividend payments. Therefore, the ratios of earnings to combined fixed
charges and preferred stock dividends are identical to the ratios presented in the tables
above.

8
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DESCRIPTION OF CAPITAL STOCK

The following description of our capital stock is not complete and may not contain all
the information you should consider before investing in our capital stock. This
description is summarized from, and qualified in its entirety by reference to, our
certificate of incorporation, which has been publicly filed with the SEC. See �Where
You Can Find More Information; Incorporation by Reference.�

Our authorized capital stock consists of:

� 300,000,000 shares of common stock, $0.01 par value (the �Common Stock�); and

� 50,000,000 shares of preferred stock, $0.01 par value (the �Preferred Stock�).
Description of Common Stock

Voting Rights. Subject to provisions in our charter that impose restrictions on
ownership and transfer of our capital stock, each holder of our Common Stock is
entitled to one vote per share of Common Stock on all matters to be voting on by our
stockholders. Notwithstanding the foregoing, holders of Common Stock shall not be
entitled to vote on any proposal to amend provisions of our Charter setting forth the
preferences, conversion or other rights, voting powers, restrictions, limitations as to
dividends, qualification, or terms or conditions of redemption of a class or series of
Preferred Stock if the proposed amendment would not alter the contract rights of the
Common Stock.

Under the Maryland General Corporation Law, or the MGCL, a Maryland corporation
generally cannot dissolve, amend its charter, merge, sell all or substantially all its
assets, or engage in a share exchange, unless the transaction is declared advisable by
the board of directors and approved by the affirmative vote of stockholders entitled to
cast at least two-thirds of the votes entitled to be cast on the matter. A Maryland
corporation, however, may provide in its charter for approval of such matters by a
lesser percentage, but not less than a majority of the votes entitled to be cast on the
matter. Our charter provides for approval of such matters by the affirmative vote of a
majority of the votes entitled to be cast.

Special Meetings. Special meetings of stockholders may be called by our president,
chairman of the board or a majority of our board of directors and must be called by our
secretary on a written request of stockholders entitled to cast a majority of the votes
entitled to be cast at the meeting.

Dividends and Rights Upon Liquidation. After the provisions with respect to
preferential dividends of any class or series of Preferred Stock, if any, shall have been
satisfied, then, and not otherwise, all Common Stock will participate equally in
dividends payable to holders of shares of Common Stock when and as declared by the
Board of Directors at their discretion out of funds legally available therefor. In the
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event of voluntary or involuntary dissolution or liquidation of the Company, after
distribution in full of the preferential amounts, if any, to be distributed to the holders of
Preferred Stock, the holders of Common Stock shall, subject to the additional rights, if
any, of the holders of Preferred Stock, be entitled to receive all of the remaining assets
of the Company, tangible and intangible, of whatever kind available for distribution to
stockholders them respectively.

No Preemptive Rights. Holders of our Common Stock will not have preemptive rights
or any similar rights to purchase any new shares that we issue, or any preference,
conversion, exchange or redemption rights.

Maryland Business Combination Law

Under the MGCL, certain �business combinations� (including certain issuances of equity
securities) between a Maryland corporation and any person who beneficially owns ten
percent or more of the voting power of the corporation�s outstanding voting stock, or an
affiliate or associate of the corporation who beneficially owned ten percent or more of
the voting power at any time within the preceding two years, in each case referred

9
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to as an �interested stockholder,� or an affiliate thereof, are prohibited for five years after
the most recent date on which the interested stockholder becomes an interested
stockholder. These business combinations include a merger, consolidation, share
exchange and, in circumstances specified in the MGCL, an asset transfer or issuance or
reclassification of equity securities. After the five-year moratorium, any such business
combination must be approved by 80% of the votes entitled to be cast by holders of
outstanding shares of voting stock of the corporation and by two-thirds of the votes
entitled to be cast by holders of voting stock of the corporation other than shares held
by the interested stockholder within or with whose affiliate business combination is to
be effected or held by an affiliate or associate of the interested stockholder. The
super-majority vote requirements do not apply if, among other conditions, the
Company�s common stockholders receive a minimum price (as defined in the MGCL)
for their shares and the consideration is received in cash or in the same form as
previously paid by the interested stockholder for its shares of common stock. The
business combination provisions of the MGCL do not apply to business combinations
that are approved or exempted by the board of directors prior to the time that the
interested stockholder becomes an interested stockholder. These provisions of the
MGCL may delay, defer or prevent a transaction or a change in control of us that might
involve a premium price for the Common Stock or otherwise be in the best interests of
the stockholders.

Maryland Control Share Acquisitions Law

The MGCL provides that holders of �control shares� of a Maryland corporation acquired
in a �control share acquisition� have no voting rights except to the extent approved by a
vote of two-thirds of the votes entitled to be cast on the matter, excluding shares of
stock owned by the acquiror, by officers of the Company or by employees who are
directors of the corporation. �Control shares� are voting shares of stock which, if
aggregated with all other such shares of stock previously acquired by the acquiror or in
respect of which the acquiror is able to exercise or direct the exercise of voting power
(except solely by virtue of a revocable proxy), would entitle the acquiror to exercise
voting power in electing directors within one of the following ranges of voting power;
(1) one-tenth or more but less than one-third, (2) one-third or more but less than a
majority, or (3) a majority or more of all voting power. Control shares do not include
shares the acquiring person is then entitled to vote as a result of having previously
obtained stockholder approval. A �control share acquisition� means the acquisition of
control shares, subject to certain exceptions.

A person who has made or proposes to make a control share acquisition, upon
satisfaction of certain conditions (including an undertaking to pay expenses), may
compel the board of directors of the Company to call a special meeting of stockholders
to be held within 50 days of demand to consider the voting rights of the shares. If no
request for a meeting is made, the Company may itself present the question at any
stockholders meeting. If voting rights are not approved at the meeting or if the
acquiring person does not deliver an acquiring person statement as required by the
statute, then, subject to certain conditions and limitations, the Company may redeem
any and all of the control shares (except those for which voting rights have previously
been approved) for fair value determined, without regard to the absence of voting rights
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for the control shares, as of the date of the last control share acquisition by the acquiror
or of any meeting of stockholders at which the voting rights of such shares are
considered and not approved. If voting rights for control shares are approved at a
stockholders meeting and the acquiror becomes entitled to vote a majority of the shares
entitled to vote, all other stockholders may exercise appraisal rights, meaning that they
may require us to repurchase their shares for their appraised value as determined
pursuant to the MGCL. The fair value of the shares as determined for purposes of such
appraisal rights may not be less than the highest price per share paid by the acquiror in
the control share acquisition.

�Control share acquisition� does not include (1) shares acquired in a merger,
consolidation or share exchange if the Company is a party to the transaction, or
(2) acquisitions exempted by the charter or bylaws of the Company, adopted at any
time before the acquisition of the shares.

As permitted by the MGCL, our bylaws contain a provision exempting us from the
control share acquisition statute. That bylaw provision states that the control share
statute shall not apply to any acquisition by any person of shares of our stock. Our
board of directors may, without the consent of any of our stockholders, amend or

10
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eliminate this bylaw provision at any time, which means that we would then become
subject to the Maryland control share acquisition statute. If we become subject to the
Maryland control share acquisition statute, these provisions of the MGCL may delay,
defer or prevent a transaction or a change in control of us that might involve a premium
price for the Common Stock or otherwise be in the best interests of the stockholders
and there can be no assurance that such provision will not be amended or eliminated by
our board of directors at any time in the future.

Subtitle 8

Subtitle 8 of Title 3 of the MGCL permits a Maryland corporation with a class of
equity securities registered under the Exchange Act and at least three independent
directors to elect to be subject, by provision in its charter or bylaws or by a resolution
of its board of directors and notwithstanding any contrary provision in its charter or
bylaws, to any or all of five provisions:

� a classified board,

� a two-thirds vote requirement for removing a director,

� a requirement that the number of directors be fixed only by vote of the directors,

� a requirement that a vacancy on the board be filled only by affirmative vote of a
majority of the remaining directors in office and for the remainder of the full
term of the class of directors in which the vacancy occurred, and

� a majority requirement for the calling of a special meeting of stockholders.
Through a provision in our bylaws unrelated to Subtitle 8, we already provide that a
special meeting of stockholders will be called on the request of stockholders entitled to
cast a majority of votes entitled to be cast. Our charter provides that the number of our
directors shall be determined by resolution of the board of directors.

A Maryland corporation may by its charter or by a resolution of its board of directors
be prohibited from electing to be subject to the provisions of Subtitle 8. We are not
subject to that prohibition. If we were to elect into any or all of these provisions of
Subtitle 8 of the MGCL, it could delay, defer or prevent a transaction or a change in
control of us that might involve a premium price for the Common Stock or otherwise
be in the best interest of the stockholders.

Restrictions on Ownership
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For us to qualify as a real estate investment trust, or REIT, under the Internal Revenue
Code of 1986, as amended, or the Code, not more than 50% in value of our outstanding
stock may be owned, actually or constructively, by or for five or fewer individuals
(defined in the Code to include certain entities) during the last half of a taxable year.
To assist us in meeting this requirement and certain other requirements relating to our
tax status as a REIT, we may take certain actions to limit the actual, beneficial or
constructive ownership by a single person or entity of our outstanding common stock.
See �Restrictions on Ownership and Transfers of Stock� below.

Transfer Agent

The transfer agent and registrar for our common stock is American Stock Transfer and
Trust Company.

Dividends

In order to qualify as a REIT, we are required each year to distribute to our
stockholders at least 90% of our REIT taxable income (determined without regard to
the dividends paid deduction and excluding net capital gains) and we will be subject to
tax to the extent our net taxable income (including net capital gains) is not fully
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distributed. While we intend to continue paying regular quarterly cash dividends at
levels expected to fully distribute our annual REIT taxable income, future dividends
will be paid at the discretion of our Board of Directors and will depend on our future
earnings, our capital requirements, our financial condition, alternative uses of capital,
the annual distribution requirements under the REIT provisions of the Code and on
such other factors as our Board of Directors may consider relevant.

During 2013 and 2014, CCA�s Board of Directors declared the following quarterly
dividends on its common stock:

Declaration Date Record Date Payable Date Per Share
February 22, 2013 April 3, 2013 April 15, 2013 $ 0.53

May 16, 2013 July 3, 2013 July 15, 2013 $ 0.48
August 16, 2013 October 2, 2013 October 15, 2013 $ 0.48

December 12, 2013 January 2, 2014 January 15, 2014 $ 0.48
February 20, 2014 April 2, 2014 April 15, 2014 $ 0.51

May 15, 2014 July 2, 2014 July 15, 2014 $ 0.51
August 14, 2014 October 2, 2014 October 15, 2014 $ 0.51

December 11, 2014 January 2, 2015 January 15, 2015 $ 0.51
In addition, on April 8, 2013, CCA�s Board of Directors declared a special dividend to
stockholders of $675.0 million, or approximately $6.66 per share of common stock, in
connection with CCA�s previously announced plan to qualify and convert to a REIT for
federal income tax purposes effective as of January 1, 2013. The special dividend was
paid in satisfaction of requirements that CCA distribute its previously undistributed
accumulated earnings and profits attributable to tax periods ending prior to January 1,
2013. CCA paid the special dividend on May 20, 2013 to stockholders of record as of
April 19, 2013.

Each CCA stockholder could elect to receive payment of the special dividend either in
all cash, all shares of CCA common stock or a combination of cash and CCA common
stock, with the total amount of cash payable to stockholders limited to a maximum of
20% of the total value of the special dividend, or $135.0 million. The total amount of
cash elected by stockholders exceeded 20% of the total value of the special dividend.
As a result, the cash payment was prorated among those stockholders who elected to
receive cash, and the remaining portion of the special dividend was paid in shares of
CCA common stock. The total number of shares of CCA common stock distributed
pursuant to the special dividend was 13.9 million and was determined based on
stockholder elections and the average closing price per share of CCA common stock on
the New York Stock Exchange for the three trading days after May 9, 2013, or $38.90
per share.

Description of Preferred Stock

We are authorized to issue 50,000,000 shares of preferred stock, $0.01 par value per
share.
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Our charter authorizes our board of directors, without stockholder action, to authorize
the issuance of one or more series of Preferred Stock with such references, conversion
or other rights, voting powers, restrictions, limitations as to dividends, qualifications or
other provisions as may be fixed by the board of directors.

Voting Rights. The holders of Preferred Stock shall have no voting rights and shall
have no rights to receive notice of any meetings, except as required by law, as
expressly provided for in our charter.
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DESCRIPTION OF DEBT SECURITIES

The following description, together with the additional information we include in any
applicable prospectus supplement, summarizes certain general terms and provisions of
the debt securities that we may offer under this prospectus. When we offer to sell a
particular series of debt securities, we will describe the specific terms of the series in a
supplement to this prospectus. We will also indicate in the supplement to what extent
the general terms and provisions described in this prospectus apply to a particular
series of debt securities.

We may issue debt securities either separately, or together with, or upon the conversion
or exercise of or in exchange for, other securities described in this prospectus. Debt
securities may be our senior, senior subordinated or subordinated obligations and,
unless otherwise specified in a supplement to this prospectus, the debt securities will be
our direct, unsecured obligations and may be issued in one or more series.

The debt securities will be issued under an indenture between us and U.S. Bank
National Association, as trustee. We have summarized select portions of the indenture
below. The summary is not complete. The form of the indenture has been filed as an
exhibit to the registration statement and you should read the indenture for provisions
that may be important to you. In the summary below, we have included references to
the section numbers of the indenture so that you can easily locate these provisions.
Capitalized terms used in the summary and not defined herein have the meanings
specified in the indenture.

As used in this section only, �Corrections Corporation,� �CCA,� �we,� �our� or �us� refer to
Corrections Corporation of America excluding our subsidiaries, unless expressly stated
or the context otherwise requires.

General

The terms of each series of debt securities will be established by or pursuant to a
resolution of our board of directors and set forth or determined in the manner provided
in a resolution of our board of directors, in an officer�s certificate or by a supplemental
indenture. (Section 2.2) The particular terms of each series of debt securities will be
described in a prospectus supplement relating to such series (including any pricing
supplement or term sheet).

We can issue an unlimited amount of debt securities under the indenture that may be in
one or more series with the same or various maturities, at par, at a premium, or at a
discount. (Section 2.1) We will set forth in a prospectus supplement (including any
pricing supplement or term sheet) relating to any series of debt securities being offered,
the aggregate principal amount and the following terms of the debt securities, if
applicable:

�
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the title and ranking of the debt securities (including the terms of any
subordination provisions);

� the price or prices (expressed as a percentage of the principal amount) at which
we will sell the debt securities;

� any limit on the aggregate principal amount of the debt securities;

� the date or dates on which the principal of the securities of the series is payable;

� the rate or rates (which may be fixed or variable) per annum or the method used
to determine the rate or rates (including any commodity, commodity index,
stock exchange index or financial index) at which the debt securities will bear
interest, the date or dates from which interest will accrue, the date or dates on
which interest will commence and be payable and any regular record date for
the interest payable on any interest payment date;

� the place or places where principal of, and interest, if any, on the debt securities
will be payable (and the method of such payment), where the securities of such
series may be surrendered for registration of transfer or exchange, and where
notices and demands to us in respect of the debt securities may be delivered;

13
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� the period or periods within which, the price or prices at which and the terms
and conditions upon which we may redeem the debt securities;

� any obligation we have to redeem or purchase the debt securities
pursuant to any sinking fund or analogous provisions or at the option of
a holder of debt securities and the period or periods within which, the
price or prices at which and in the terms and conditions upon which
securities of the series shall be redeemed or purchased, in whole or in
part, pursuant to such obligation;

� the dates on which and the price or prices at which we will repurchase debt
securities at the option of the holders of debt securities and other detailed terms
and provisions of these repurchase obligations;

� the denominations in which the debt securities will be issued, if other than
denominations of $1,000 and any integral multiple thereof;

� whether the debt securities will be issued in the form of certificated debt
securities or global debt securities;

� the portion of principal amount of the debt securities payable upon declaration
of acceleration of the maturity date, if other than the principal amount;

� the currency of denomination of the debt securities, which may be United States
Dollars or any foreign currency, and if such currency of denomination is a
composite currency, the agency or organization, if any, responsible for
overseeing such composite currency;

� the designation of the currency, currencies or currency units in which
payment of principal of, premium and interest on the debt securities
will be made;

� if payments of principal of, premium or interest on the debt securities will be
made in one or more currencies or currency units other than that or those in
which the debt securities are denominated, the manner in which the exchange
rate with respect to these payments will be determined;

� the manner in which the amounts of payment of principal of, premium, if any, or
interest on the debt securities will be determined, if these amounts may be
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determined by reference to an index based on a currency or currencies or by
reference to a commodity, commodity index, stock exchange index or financial
index;

� any provisions relating to any security provided for the debt securities;

� any addition to, deletion of or change in the Events of Default described in this
prospectus or in the indenture with respect to the debt securities and any change
in the acceleration provisions described in this prospectus or in the indenture
with respect to the debt securities;

� any addition to, deletion of or change in the covenants described in this
prospectus or in the indenture with respect to the debt securities;

� any depositaries, interest rate calculation agents, exchange rate calculation
agents or other agents with respect to the debt securities;

� the provisions, if any, relating to conversion or exchange of any debt securities
of such series, including if applicable, the conversion or exchange price and
period, provisions as to whether conversion or exchange will be mandatory, the
events requiring an adjustment of the conversion or exchange price and
provisions affecting conversion or exchange;

� any other terms of the debt securities, which may supplement, modify
or delete any provision of the indenture as it applies to that series,
including any terms that may be required under applicable law or
regulations or advisable in connection with the marketing of the
securities; and

� whether any of our direct or indirect subsidiaries will guarantee the debt
securities of that series, including the terms of subordination, if any, of such
guarantees. (Section 2.2)

14
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We may issue debt securities that provide for an amount less than their stated principal
amount to be due and payable upon declaration of acceleration of their maturity
pursuant to the terms of the indenture. We will provide you with information on the
federal income tax considerations and other special considerations applicable to any of
these debt securities in the applicable prospectus supplement.

If we denominate the purchase price of any of the debt securities in a foreign currency
or currencies or a foreign currency unit or units, or if the principal of and any premium
and interest on any series of debt securities is payable in a foreign currency or
currencies or a foreign currency unit or units, we will provide you with information on
the restrictions, elections, general tax considerations, specific terms and other
information with respect to that issue of debt securities and such foreign currency or
currencies or foreign currency unit or units in the applicable prospectus supplement.

Transfer and Exchange

Each debt security will be represented by either one or more global securities registered
in the name of The Depository Trust Company, or the Depositary, or a nominee of the
Depositary (we will refer to any debt security represented by a global debt security as a
�book-entry debt security�), or a certificate issued in definitive registered form (we will
refer to any debt security represented by a certificated security as a �certificated debt
security�) as set forth in the applicable prospectus supplement. Except as set forth under
the heading �Global Debt Securities and Book-Entry System� below, book-entry debt
securities will not be issuable in certificated form.

Certificated Debt Securities. You may transfer or exchange certificated debt securities
at any office we maintain for this purpose in accordance with the terms of the
indenture. (Section 2.4) No service charge will be made for any transfer or exchange of
certificated debt securities, but we may require payment of a sum sufficient to cover
any tax or other governmental charge payable in connection with a transfer or
exchange. (Section 2.7)

You may effect the transfer of certificated debt securities and the right to receive the
principal of, premium and interest on certificated debt securities only by surrendering
the certificate representing those certificated debt securities and either reissuance by us
or the trustee of the certificate to the new holder or the issuance by us or the trustee of a
new certificate to the new holder.

Global Debt Securities and Book-Entry System. Each global debt security representing
book-entry debt securities will be deposited with, or on behalf of, the Depositary, and
registered in the name of the Depositary or a nominee of the Depositary. Please see
�Global Securities.�

Covenants

We will set forth in the applicable prospectus supplement any restrictive covenants
applicable to any issue of debt securities. (Article IV)
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No Protection in the Event of a Change of Control

Unless we state otherwise in the applicable prospectus supplement, the debt securities
will not contain any provisions which may afford holders of the debt securities
protection in the event we have a change in control or in the event of a highly
leveraged transaction (whether or not such transaction results in a change in control)
which could adversely affect holders of debt securities.
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Consolidation, Merger and Sale of Assets

We may not consolidate with or merge with or into, or convey, transfer or lease all or
substantially all of our properties and assets to any person (a �successor person�) unless:

� we are the surviving corporation or the successor person (if other than CCA) is a
corporation organized and validly existing under the laws of any U.S. domestic
jurisdiction and expressly assumes our obligations on the debt securities and
under the indenture; and

� immediately after giving effect to the transaction, no Default or Event of
Default, shall have occurred and be continuing.

Notwithstanding the above, any of our subsidiaries may consolidate with, merge into or
transfer all or part of its properties to us. (Section 5.1)

Events of Default

�Event of Default� means with respect to any series of debt securities, any of the
following:

� default in the payment of any interest upon any debt security of that series when
it becomes due and payable, and continuance of such default for a period of 30
days (unless the entire amount of the payment is deposited by us with the trustee
or with a paying agent prior to the expiration of the 30-day period);

� default in the payment of principal of any security of that series at its maturity;

� default in the performance or breach of any other covenant or warranty by us in
the indenture (other than a covenant or warranty that has been included in the
indenture solely for the benefit of a series of debt securities other than that
series), which default continues uncured for a period of 60 days after we receive
written notice from the trustee or CCA and the trustee receive written notice
from the holders of not less than 25% in principal amount of the outstanding
debt securities of that series as provided in the indenture;

� certain voluntary or involuntary events of bankruptcy, insolvency or
reorganization of CCA;

�
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any other Event of Default provided with respect to debt securities of
that series that is described in the applicable prospectus supplement.
(Section 6.1)

No Event of Default with respect to a particular series of debt securities (except as to
certain events of bankruptcy, insolvency or reorganization) necessarily constitutes an
Event of Default with respect to any other series of debt securities. (Section 6.1) The
occurrence of certain Events of Default or an acceleration under the indenture may
constitute an event of default under certain indebtedness of ours or our subsidiaries
outstanding from time to time.

We will provide the trustee written notice of any Default or Event of Default within 30
days of becoming aware of the occurrence of such Default or Event of Default, which
notice will describe in reasonable detail the status of such Default or Event of Default
and what action we are taking or propose to take in respect thereof. (Section 6.1)

If an Event of Default with respect to debt securities of any series at the time
outstanding occurs and is continuing, then the trustee or the holders of not less than
25% in principal amount of the outstanding debt securities of that series may, by a
notice in writing to us (and to the trustee if given by the holders), declare to be due and
payable immediately the principal of (or, if the debt securities of that series are
discount securities, that portion of the principal amount as may be specified in the
terms of that series) and accrued and unpaid interest, if any, on all debt securities of
that series. In the case of an Event of Default resulting from certain events of
bankruptcy, insolvency or reorganization, the principal (or such specified amount) of
and accrued and unpaid
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interest, if any, on all outstanding debt securities will become and be immediately due
and payable without any declaration or other act on the part of the trustee or any holder
of outstanding debt securities. At any time after a declaration of acceleration with
respect to debt securities of any series has been made, but before a judgment or decree
for payment of the money due has been obtained by the trustee, the holders of a
majority in principal amount of the outstanding debt securities of that series may
rescind and annul the acceleration if all Events of Default, other than the non-payment
of accelerated principal and interest, if any, with respect to debt securities of that series,
have been cured or waived as provided in the indenture. (Section 6.2) We refer you to
the prospectus supplement relating to any series of debt securities that are discount
securities for the particular provisions relating to acceleration of a portion of the
principal amount of such discount securities upon the occurrence of an Event of
Default.

The indenture provides that the trustee may refuse to perform any duty or exercise any
of its rights or powers under the indenture unless the trustee receives indemnity
satisfactory to it against any cost, liability or expense which might be incurred by it in
performing such duty or exercising such right or power. (Section 7.1(e)) Subject to
certain rights of the trustee, the holders of a majority in principal amount of the
outstanding debt securities of any series will have the right to direct the time, method
and place of conducting any proceeding for any remedy available to the trustee or
exercising any trust or power conferred on the trustee with respect to the debt securities
of that series. (Section 6.12)

No holder of any debt security of any series will have any right to institute any
proceeding, judicial or otherwise, with respect to the indenture or for the appointment
of a receiver or trustee, or for any remedy under the indenture, unless:

� that holder has previously given to the trustee written notice of a continuing
Event of Default with respect to debt securities of that series; and

� the holders of not less than 25% in principal amount of the outstanding debt
securities of that series have made written request, and offered indemnity or
security satisfactory to the trustee, to the trustee to institute the proceeding as
trustee, and the trustee has not received from the holders of not less than a
majority in principal amount of the outstanding debt securities of that series a
direction inconsistent with that request and has failed to institute the proceeding
within 60 days. (Section 6.7)

Notwithstanding any other provision in the indenture, the holder of any debt security
will have an absolute and unconditional right to receive payment of the principal of,
premium and any interest on that debt security on or after the due dates expressed in
that debt security and to institute suit for the enforcement of payment. (Section 6.8)

The indenture requires us, within 120 days after the end of our fiscal year, to furnish to
the trustee a statement as to compliance with the indenture. (Section 4.3) If a Default or
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Event of Default occurs and is continuing with respect to the securities of any series
and if it is known to a responsible officer of the trustee, the trustee shall mail to each
Securityholder of the securities of that series notice of a Default or Event of Default
within 90 days after it occurs or, if later, after a responsible officer of the trustee has
knowledge of such Default or Event of Default. The indenture provides that the trustee
may withhold notice to the holders of debt securities of any series of any Default or
Event of Default (except in payment on any debt securities of that series) with respect
to debt securities of that series if the trustee determines in good faith that withholding
notice is in the interest of the holders of those debt securities. (Section 7.5)

Modification and Waiver

We, the guarantors and the trustee may modify, amend or supplement the indenture or
the debt securities of any series without the consent of any holder of any debt security:

� to cure any ambiguity, defect or inconsistency;

� to comply with covenants in the indenture described above under the heading
�Consolidation, Merger and Sale of Assets�;
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� to provide for uncertificated securities in addition to or in place of certificated
securities;

� to add guarantees with respect to debt securities of any series or secure
debt securities of any series;

� to release any guarantor from any of its obligations under its guarantee of the
indenture (to the extent permitted by the indenture);

� to surrender any of our rights or powers under the indenture;

� to add covenants or events of default for the benefit of the holders of
debt securities of any series;

� to comply with the applicable procedures of the applicable depositary;

� to make any change that does not adversely affect the rights of any holder of
debt securities;

� to provide for the issuance of and establish the form and terms and conditions of
debt securities of any series as permitted by the indenture;

� to allow any guarantor to execute a supplemental indenture or guarantee with
respect to the applicable securities;

� to effect the appointment of a successor trustee with respect to the debt
securities of any series and to add to or change any of the provisions of the
indenture to provide for or facilitate administration by more than one trustee; or

� to comply with requirements of the SEC in order to effect or maintain the
qualification of the indenture under the Trust Indenture Act. (Section 9.1)

We may also modify and amend the indenture with the consent of the holders of at
least a majority in principal amount of the outstanding debt securities of each series
affected by the modifications or amendments. We may not make any modification or
amendment without the consent of the holders of each affected debt security then
outstanding if that amendment will:
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� reduce the amount of debt securities whose holders must consent to an
amendment, supplement or waiver;

� reduce the rate of or extend the time for payment of interest (including
default interest) on any debt security;

� reduce the principal of or premium on or change the fixed maturity of any debt
security or reduce the amount of, or postpone the date fixed for, the payment of
any sinking fund or analogous obligation with respect to any series of debt
securities;

� reduce the principal amount of discount securities payable upon acceleration of
maturity;

� waive a default in the payment of the principal of, premium or interest on any
debt security (except a rescission of acceleration of the debt securities of any
series by the holders of at least a majority in aggregate principal amount of the
then outstanding debt securities of that series and a waiver of the payment
default that resulted from such acceleration);

� make the principal of or premium or interest on any debt security payable in
currency other than that stated in the debt security;

� release any guarantor from any of its obligations under its guarantee or the
indenture, except as permitted by the indenture

� make any change to certain provisions of the indenture relating to, among other
things, the right of holders of debt securities to receive payment of the principal
of, premium and interest on those debt securities and to institute suit for the
enforcement of any such payment and to waivers or amendments; or

� waive a redemption payment with respect to any debt security. (Section 9.3)
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Except for certain specified provisions, the holders of at least a majority in principal
amount of the outstanding debt securities of any series may on behalf of the holders of
all debt securities of that series waive compliance by us or any guarantor of debt
securities of that series with provisions of the indenture. (Section 9.2) The holders of a
majority in principal amount of the outstanding debt securities of any series may on
behalf of the holders of all the debt securities of such series waive any past default
under the indenture with respect to that series and its consequences, except a default in
the payment of the principal of, premium or any interest on any debt security of that
series; provided, however, that the holders of a majority in principal amount of the
outstanding debt securities of any series may rescind an acceleration and its
consequences, including any related payment default that resulted from the
acceleration. (Section 6.13)

Defeasance of Debt Securities and Certain Covenants in Certain Circumstances

Legal Defeasance. The indenture provides that, unless otherwise provided by the terms
of the applicable series of debt securities, we or the guarantors may be discharged from
any and all obligations in respect of the debt securities of any series (subject to certain
exceptions). We will be so discharged upon the deposit with the trustee, in trust, of
money and/or U.S. government obligations or, in the case of debt securities
denominated in a single currency other than U.S. Dollars, government obligations of
the government that issued or caused to be issued such currency, that, through the
payment of interest and principal in accordance with their terms, will provide money or
U.S. government obligations in an amount sufficient in the opinion of a nationally
recognized firm of independent public accountants or investment bank to pay and
discharge each installment of principal, premium and interest on and any mandatory
sinking fund payments in respect of the debt securities of that series on the stated
maturity of those payments in accordance with the terms of the indenture and those
debt securities.

This discharge may occur only if, among other things, we have delivered to the trustee
an opinion of counsel stating that we have received from, or there has been published
by, the United States Internal Revenue Service, or IRS, a ruling or, since the date of
execution of the indenture, there has been a change in the applicable United States
federal income tax law, in either case to the effect that, and based thereon such opinion
shall confirm that, the holders of the debt securities of that series will not recognize
income, gain or loss for United States federal income tax purposes as a result of the
deposit, defeasance and discharge and will be subject to United States federal income
tax on the same amounts and in the same manner and at the same times as would have
been the case if the deposit, defeasance and discharge had not occurred. (Section 8.3)

Defeasance of Certain Covenants. The indenture provides that, unless otherwise
provided by the terms of the applicable series of debt securities, upon compliance with
certain conditions:

�

Edgar Filing: NETLIST INC - Form 10-Q

Table of Contents 65



we and the guarantors may omit to comply with the covenant described under
the heading �Consolidation, Merger and Sale of Assets� and certain other
covenants set forth in the indenture, as well as any additional covenants which
may be set forth in the applicable prospectus supplement; and

� any omission to comply with those covenants will not constitute a Default or an
Event of Default with respect to the debt securities of that series (�covenant
defeasance�).

The conditions include:

� we or the guarantor must deposit with the trustee money and/or U.S.
government obligations or, in the case of debt securities denominated in a single
currency other than U.S. Dollars, government obligations of the government that
issued or caused to be issued such currency, that, through the payment of
interest and principal in accordance with their terms, will provide money in an
amount sufficient in the opinion of a nationally recognized firm of independent
public accountants or investment bank to pay and discharge each installment of
principal of, premium and interest on and any mandatory sinking fund payments
in respect of the debt securities of that series on the stated maturity of those
payments in accordance with the terms of the indenture and those debt
securities; and

� we or the guarantors must deliver to the trustee an opinion of counsel to the
effect that the holders of the debt securities of that series will not recognize
income, gain or loss for United States federal
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income tax purposes as a result of the deposit and related covenant defeasance
and will be subject to United States federal income tax on the same amounts and
in the same manner and at the same times as would have been the case if the
deposit and related covenant defeasance had not occurred. (Section 8.4)

No Personal Liability of Directors, Officers, Employees or Stockholders

None of our past, present or future directors, officers, employees or stockholders, as
such, will have any liability for any of our obligations under the debt securities or the
indenture or for any claim based on, or in respect or by reason of, such obligations or
their creation. By accepting a debt security, each holder waives and releases all such
liability. This waiver and release is part of the consideration for the issue of the debt
securities. However, this waiver and release may not be effective to waive liabilities
under U.S. federal securities laws, and it is the view of the SEC that such a waiver is
against public policy.

Governing Law

The indenture and the debt securities, including any claim or controversy arising out of
or relating to the indenture or the securities, will be governed by the laws of the State
of New York. (Section 10.10)
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DESCRIPTION OF GUARANTEES

To the extent provided in the applicable supplement to this prospectus, the debt
securities offered and sold pursuant to this prospectus may be guaranteed by one or
more guarantors. Each guarantee will be issued under a supplement to the applicable
indenture. The prospectus supplement relating to a particular issue of guarantees will
describe the terms of those guarantees, including the following, to the extent
applicable:

� the series of debt securities to which the guarantees apply;

� whether the guarantees are secured or unsecured;

� whether the guarantees are senior, senior subordinated or subordinated;

� the terms under which the guarantees may be amended, modified, waived,
released or otherwise terminated, if different from the provisions applicable to
the guaranteed debt securities; and

� any additional terms of the guarantees.

21

Edgar Filing: NETLIST INC - Form 10-Q

Table of Contents 68



Table of Contents

DESCRIPTION OF OTHER SECURITIES

We will set forth in the applicable prospectus supplement a description of any warrants
or units issued by us that may be offered and sold pursuant to this prospectus.
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GLOBAL SECURITIES

Book-Entry, Delivery and Form

Unless we indicate differently in a prospectus supplement, the securities initially will
be issued in book-entry form and represented by one or more global notes or global
securities, or, collectively, global securities. The global securities will be deposited
with, or on behalf of, The Depository Trust Company, New York, New York, as
depositary, or DTC, and registered in the name of Cede & Co., the nominee of DTC.
Unless and until it is exchanged for individual certificates evidencing securities under
the limited circumstances described below, a global security may not be transferred
except as a whole by the depositary to its nominee or by the nominee to the depositary,
or by the depositary or its nominee to a successor depositary or to a nominee of the
successor depositary.

DTC has advised us that it is:

� a limited-purpose trust company organized under the New York Banking Law;

� a �banking organization� within the meaning of the New York Banking Law;

� a member of the Federal Reserve System;

� a �clearing corporation� within the meaning of the New York Uniform
Commercial Code; and

� a �clearing agency� registered pursuant to the provisions of Section 17A
of the Exchange Act.

DTC holds securities that its participants deposit with DTC. DTC also facilitates the
settlement among its participants of securities transactions, such as transfers and
pledges, in deposited securities through electronic computerized book-entry changes in
participants� accounts, thereby eliminating the need for physical movement of securities
certificates. �Direct participants� in DTC include securities brokers and dealers, including
underwriters, banks, trust companies, clearing corporations and other organizations.
DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation, or
DTCC. DTCC is the holding company for DTC, National Securities Clearing
Corporation and Fixed Income Clearing Corporation, all of which are registered
clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to
the DTC system is also available to others, which we sometimes refer to as indirect
participants, that clear through or maintain a custodial relationship with a direct
participant, either directly or indirectly. The rules applicable to DTC and its
participants are on file with the SEC.
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Purchases of securities under the DTC system must be made by or through direct
participants, which will receive a credit for the securities on DTC�s records. The
ownership interest of the actual purchaser of a security, which we sometimes refer to as
a beneficial owner, is in turn recorded on the direct and indirect participants� records.
Beneficial owners of securities will not receive written confirmation from DTC of their
purchases. However, beneficial owners are expected to receive written confirmations
providing details of their transactions, as well as periodic statements of their holdings,
from the direct or indirect participants through which they purchased securities.
Transfers of ownership interests in global securities are to be accomplished by entries
made on the books of participants acting on behalf of beneficial owners. Beneficial
owners will not receive certificates representing their ownership interests in the global
securities, except under the limited circumstances described below.

To facilitate subsequent transfers, all global securities deposited by direct participants
with DTC will be registered in the name of DTC�s partnership nominee, Cede & Co., or
such other name as may be requested by an authorized representative of DTC. The
deposit of securities with DTC and their registration in the name of Cede & Co. or such
other nominee will not change the beneficial ownership of the securities. DTC has no
knowledge of the actual beneficial owners of the securities. DTC�s records reflect only
the identity of the direct participants to whose accounts the securities are credited,
which may or may not be the beneficial owners. The participants are responsible for
keeping account of their holdings on behalf of their customers.
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So long as the securities are in book-entry form, you will receive payments and may
transfer securities only through the facilities of the depositary and its direct and indirect
participants. We will maintain an office or agency in the location specified in the
prospectus supplement for the applicable securities, where notices and demands in
respect of the securities and the indenture may be delivered to us and where certificated
securities may be surrendered for payment, registration of transfer or exchange.

Conveyance of notices and other communications by DTC to direct participants, by
direct participants to indirect participants and by direct participants and indirect
participants to beneficial owners will be governed by arrangements among them,
subject to any legal requirements in effect from time to time.

Redemption notices will be sent to DTC. If less than all of the securities of a particular
series are being redeemed, DTC�s practice is to determine by lot the amount of the
interest of each direct participant in the securities of such series to be redeemed.

Neither DTC nor Cede & Co. (or such other DTC nominee) will consent or vote with
respect to the securities. Under its usual procedures, DTC will mail an omnibus proxy
to us as soon as possible after the record date. The omnibus proxy assigns the
consenting or voting rights of Cede & Co. to those direct participants to whose
accounts the securities of such series are credited on the record date, identified in a
listing attached to the omnibus proxy.

So long as securities are in book-entry form, we will make payments on those
securities to the depositary or its nominee, as the registered owner of such securities, by
wire transfer of immediately available funds. If securities are issued in definitive
certificated form under the limited circumstances described below, we will have the
option of making payments by check mailed to the addresses of the persons entitled to
payment or by wire transfer to bank accounts in the United States designated in writing
to the applicable trustee or other designated party at least 15 days before the applicable
payment date by the persons entitled to payment, unless a shorter period is satisfactory
to the applicable trustee or other designated party.

Redemption proceeds, distributions and dividend payments on the securities will be
made to Cede & Co., or such other nominee as may be requested by an authorized
representative of DTC. DTC�s practice is to credit direct participants� accounts upon
DTC�s receipt of funds and corresponding detail information from us on the payment
date in accordance with their respective holdings shown on DTC records. Payments by
participants to beneficial owners will be governed by standing instructions and
customary practices, as is the case with securities held for the account of customers in
bearer form or registered in �street name.� Those payments will be the responsibility of
participants and not of DTC or us, subject to any statutory or regulatory requirements
in effect from time to time. Payment of redemption proceeds, distributions and
dividend payments to Cede & Co., or such other nominee as may be requested by an
authorized representative of DTC, is our responsibility, disbursement of payments to
direct participants is the responsibility of DTC, and disbursement of payments to the
beneficial owners is the responsibility of direct and indirect participants.
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Except under the limited circumstances described below, purchasers of securities will
not be entitled to have securities registered in their names and will not receive physical
delivery of securities. Accordingly, each beneficial owner must rely on the procedures
of DTC and its participants to exercise any rights under the securities and the
indenture.

The laws of some jurisdictions may require that some purchasers of securities take
physical delivery of securities in definitive form. Those laws may impair the ability to
transfer or pledge beneficial interests in securities.

DTC may discontinue providing its services as securities depositary with respect to the
securities at any time by giving reasonable notice to us. Under such circumstances, in
the event that a successor depositary is not obtained, securities certificates are required
to be printed and delivered.
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As noted above, beneficial owners of a particular series of securities generally will not
receive certificates representing their ownership interests in those securities. However,
if:

� DTC notifies us that it is unwilling or unable to continue as a depositary for the
global security or securities representing such series of securities or if DTC
ceases to be a clearing agency registered under the Exchange Act at a time when
it is required to be registered and a successor depositary is not appointed within
90 days of the notification to us or of our becoming aware of DTC�s ceasing to
be so registered, as the case may be;

� we determine, in our sole discretion, not to have such securities represented by
one or more global securities; or

� an Event of Default has occurred and is continuing with respect to such series of
securities,

we will prepare and deliver certificates for such securities in exchange for beneficial
interests in the global securities. Any beneficial interest in a global security that is
exchangeable under the circumstances described in the preceding sentence will be
exchangeable for securities in definitive certificated form registered in the names that
the depositary directs. It is expected that these directions will be based upon directions
received by the depositary from its participants with respect to ownership of beneficial
interests in the global securities.

We have obtained the information in this section and elsewhere in this prospectus
concerning DTC and DTC�s book-entry system from sources that are believed to be
reliable, but we take no responsibility for the accuracy of this information.
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RESTRICTIONS ON OWNERSHIP AND TRANSFERS OF STOCK

Internal Revenue Code Requirements

To maintain our REIT status under the Code, no more than 50% in value of our
outstanding shares of stock may be owned, actually or constructively, by or for five or
fewer individuals (as defined in the Code to include certain entities) during the last half
of a taxable year.

Transfer Restrictions in Charter

Because we expect to continue to qualify as a REIT, our charter contains restrictions on
the ownership and transfer of our common stock which, among other purposes, are
intended to assist us in complying with applicable Code requirements. Our charter
provides that, subject to certain specified exceptions, no person or entity may own, or
be deemed to own by virtue of the applicable constructive ownership provisions of the
Code, more than 9.8% (by number or value, whichever is more restrictive) of our
outstanding shares of common stock. We refer to these restrictions as the �ownership
limit.� The constructive ownership rules of the Code are complex, and may cause shares
of common stock owned actually or constructively by a group of related individuals
and/or entities to be constructively owned by one individual or entity. As a result, the
acquisition of less than 9.8% of the shares of common stock (or the acquisition of an
interest in an entity that owns, actually or constructively, common stock) by an
individual or entity, could nevertheless cause that individual or entity, or another
individual or entity, to constructively own more than 9.8% of our outstanding common
stock and thus violate the ownership limit, or any other limit as provided in our charter
or as otherwise permitted by our board of directors. Our board of directors may, but in
no event is required to, exempt from the ownership limit a particular stockholder if it
determines that such ownership will not jeopardize our status as a REIT. As a condition
of such exemption, the board of directors may require a ruling from the IRS or an
opinion of counsel satisfactory to it and/or undertakings or representations from the
applicant with respect to preserving our REIT status.

Our charter further prohibits (1) any person from actually or constructively owning
shares of our common stock that would result in our being �closely held� under
Section 856(h) of the Code or otherwise cause us to fail to qualify as a REIT, and
(2) any person from transferring shares of our common stock if such transfer would
result in shares of our capital stock being beneficially owned by fewer than 100 persons
(determined without reference to any rules of attribution).

Any person who acquires or attempts to acquire actual or constructive ownership of
shares of our common stock that would violate any of the foregoing restrictions on
transferability and ownership is required to give notice to us immediately and provide
us with such other information as we may request in order to determine the effect of
such transfer on our status as a REIT. The foregoing restrictions on transferability and
ownership will not apply if our board of directors determines that it is no longer in our
best interest to attempt to qualify, or to continue to qualify, as a REIT. Except as
otherwise described above, any change in the ownership limit would require an
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amendment to the charter.

Our outstanding preferred stock is subject to transfer restrictions similar to those
described under this caption �Restrictions on Ownership and Transfers of Stock,� and we
anticipate that any class or series of preferred stock that we issue in the future will also
be subject to similar restrictions. The restrictions on transfer applicable to any class or
series of preferred stock we issue will be described in the applicable prospectus
supplement or other offering materials.

Effect of Violation of Transfer Provisions

According to our charter, if any purported transfer of common stock or any other event
would result in any person violating the ownership limit or such other limit as provided
in the charter, or as otherwise permitted by our board of directors, or result in our being
�closely held� under Section 856(h) of the Code, or otherwise cause
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us to fail to qualify as a REIT, then the number of shares that would otherwise cause
such violation or result (rounded up to the nearest whole share) will be transferred
automatically to a trust, the beneficiary of which will be a qualified charitable
organization selected by us. Such automatic transfer shall be deemed to be effective as
of the close of business on the business day prior to the date of such violative transfer.

Within 20 days of receiving notice from us of the transfer of shares to the trust, the
trustee of the trust (who shall be designated by us and be unaffiliated with us and any
prohibited transferee or prohibited owner) will be required to sell such shares to a
person or entity who could own the shares without violating the ownership limit, or any
other limit as provided in our charter, and distribute to the prohibited transferee or
prohibited owner, as applicable, an amount equal to the lesser of the price paid by the
prohibited transferee or prohibited owner for such shares or the net sales proceeds
received by the trust for such shares. In the case of any event other than a transfer, or in
the case of a transfer for no consideration (such as a gift), the trustee will be required to
sell such shares to a qualified person or entity and distribute to the prohibited owner an
amount equal to the lesser of the market price (described in our charter) of such shares
as of the date of the event resulting in the transfer or the net sales proceeds received by
the trust for such shares. In either case, any proceeds in excess of the amount
distributable to the prohibited transferee or prohibited owner, as applicable, will be
distributed to the beneficiary. Prior to a sale of any such shares by the trust, the trustee
will be entitled to receive, in trust for the beneficiary, all dividends and other
distributions paid by us with respect to such shares, and also will be entitled to exercise
all voting rights with respect to such shares.

Subject to Maryland law, effective as of the date that such shares have been transferred
to the trust, the trustee shall have the authority (at the trustee�s sole discretion) (1) to
rescind as void any vote cast by a prohibited transferee or prohibited owner, as
applicable, prior to the discovery by us that such shares have been transferred to the
trust and (2) to recast such vote in accordance with the desires of the trustee acting for
the benefit of the beneficiary. However, if we have already taken irreversible corporate
action, then the trustee shall not have the authority to rescind and recast that vote. Any
dividend or other distribution paid to the prohibited transferee or prohibited owner
(prior to the discovery by us that such shares had been automatically transferred to a
trust as described above) will be required to be repaid to the trustee upon demand for
distribution to the beneficiary. In the event that the transfer to the trust as described
above is not automatically effective (for any reason) to prevent violation of the
ownership limit or any other limit as provided in our charter or as otherwise permitted
by our board of directors, then our charter provides that the transfer of such shares will
be void.

In addition, shares of our common stock held in the trust shall be deemed to have been
offered for sale to us, or our designee, at a price per share equal to the lesser of (1) the
price per share in the transaction that resulted in such transfer to the trust (or, in the
case of a devise or gift, the market price at the time of such devise or gift) and (2) the
market price on the date we accept, or our designee accepts, such offer. We shall have
the right to accept such offer until the trustee has sold the shares of common stock held
in the trust. Upon such a sale to us, the interest of the beneficiary in the shares sold
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shall terminate and the trustee shall distribute the net proceeds of the sale to the
prohibited transferee or prohibited owner.

If any purported transfer of shares of common stock would cause us to be beneficially
owned by fewer than 100 persons, such transfer will be null and void in its entirety and
the intended transferee will acquire no rights to the stock.

All certificates representing shares of our common stock will bear a legend referring to
the restrictions described above. The foregoing ownership limitations could delay,
defer or prevent a transaction or a change in control of Corrections Corporation that
might involve a premium price for the common stock or otherwise be in the best
interest of stockholders.

As set forth in the Treasury Regulations, every owner of a specified percentage (or
more) of the outstanding shares of our stock (including both common stock and
preferred stock) must file a completed questionnaire with us containing information
regarding their ownership of such shares. Under current Treasury Regulations, the
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percentage will be set between 0.5% and 5.0%, depending upon the number of record
holders of our shares of stock. Under our charter, each common stockholder shall upon
demand be required to disclose to us in writing such information as we may request in
order to determine the effect, if any, of such common stockholder�s actual and
constructive ownership of common stock on our status as a REIT and to ensure
compliance with the ownership limit, or any other limit as provided in our charter or as
otherwise permitted by our board of directors.
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UNITED STATES FEDERAL INCOME TAX CONSIDERATIONS

The following is a general summary of certain material U.S. federal income tax
considerations regarding our company�s election to be taxed as a REIT and the
acquisition, ownership or disposition of our capital stock or debt securities.
Supplemental U.S. federal income tax considerations relevant to holders of the
securities offered by this prospectus may be provided in the prospectus supplement that
relates to those securities. For purposes of this discussion, references to �we,� �our� and �us�
mean only Corrections Corporation of America and do not include any of its
subsidiaries, except as otherwise indicated. This summary is for general information
only and is not tax advice. The information in this summary is based on:

� the Code;

� current, temporary and proposed Treasury Regulations promulgated under the
Code;

� the legislative history of the Code;

� administrative interpretations and practices of the IRS; and

� court decisions;
in each case, as of the date of this prospectus. In addition, the administrative
interpretations and practices of the IRS include its practices and policies as expressed
in private letter rulings that are not binding on the IRS except with respect to the
particular taxpayers who requested and received those rulings. Future legislation,
Treasury Regulations, administrative interpretations and practices and/or court
decisions may adversely affect the tax considerations contained in this discussion. Any
such change could apply retroactively to transactions preceding the date of the change.
We have received a private letter ruling from the IRS with respect to certain issues
relevant to our qualification as a REIT. Although we may generally rely upon the
ruling, no assurance can be given that the IRS will not challenge our qualification as a
REIT on the basis of other issues or facts outside the scope of the ruling, and the
statements in this prospectus are not binding on the IRS or any court. Thus, we can
provide no assurance that the tax considerations contained in this discussion will not be
challenged by the IRS or will be sustained by a court if challenged by the IRS. This
summary does not discuss any state, local or non-U.S. tax consequences, or any tax
consequences arising under any federal tax laws other than federal income tax laws,
associated with the acquisition, ownership or disposition of our capital stock or debt
securities, or our election to be taxed as a REIT.
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You are urged to consult your tax advisor regarding the tax consequences to you
of:

� the acquisition, ownership or disposition of our capital stock or debt
securities, including the federal, state, local, non-U.S. and other tax
consequences;

� our election to be taxed as a REIT for federal income tax purposes; and

� potential changes in applicable tax laws.
Taxation of Our Company

General. We have elected to be taxed as a REIT under Sections 856 through 860 of the
Code, commencing with our taxable year ended December 31, 2013. We believe that
we have been organized and have operated in a manner that has allowed us to qualify
for taxation as a REIT under the Code commencing with our taxable year ended
December 31, 2013, and we intend to continue to be organized and operate in this
manner. However, qualification and taxation as a REIT depend upon our ability to
meet the various qualification tests imposed under the Code, including through actual
annual operating results, asset composition, distribution levels and diversity of stock
ownership. Accordingly, no assurance can be given that we have been organized and
have operated, or will continue to be organized and operate, in a manner so as to
qualify or remain qualified as a REIT. See ��Failure to Qualify� for any potential tax
consequences if we fail to qualify as a REIT.
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The sections of the Code and the corresponding Treasury Regulations that relate to
qualification and taxation as a REIT are highly technical and complex. The following
discussion sets forth certain material aspects of the sections of the Code that govern the
federal income tax treatment of a REIT and the holders of certain of its securities. This
summary is qualified in its entirety by the applicable Code provisions, Treasury
Regulations promulgated under the Code, and administrative and judicial
interpretations thereof.

Latham & Watkins LLP has acted as our tax counsel in connection with this prospectus
and our election to be taxed as a REIT. Latham & Watkins LLP has rendered an
opinion to us to the effect that, commencing with our taxable year ending
December 31, 2013, we have been organized and have operated in conformity with the
requirements for qualification and taxation as a REIT under the Code, and our
proposed method of operation will enable us to continue to meet the requirements for
qualification and taxation as a REIT under the Code. It must be emphasized that this
opinion was based on various assumptions and representations as to factual matters,
including representations made by us in a factual certificate provided by one of our
officers. In addition, this opinion was based upon our factual representations set forth
in this prospectus. Moreover, our qualification and taxation as a REIT depend upon our
ability to meet the various qualification tests imposed under the Code, which are
discussed below, including through actual annual operating results, asset composition,
distribution levels and diversity of stock ownership, the results of which have not been
and will not be reviewed by Latham & Watkins LLP. Accordingly, no assurance can be
given that our actual results of operation for any particular taxable year have satisfied
or will satisfy those requirements. Further, the anticipated federal income tax treatment
described herein may be changed, perhaps retroactively, by legislative, administrative
or judicial action at any time. Latham & Watkins LLP has no obligation to update its
opinion subsequent to the date of such opinion.

Provided we qualify for taxation as a REIT, we generally will not be required to pay
federal corporate income taxes on our REIT taxable income that is currently distributed
to our stockholders. This treatment substantially eliminates the �double taxation� that
ordinarily results from investment in a C corporation. A C corporation is a corporation
that generally is required to pay tax at the corporate level. Double taxation means
taxation once at the corporate level when income is earned and once again at the
stockholder level when the income is distributed. We will, however, be required to pay
federal income tax as follows:

� First, we will be required to pay tax at regular corporate rates on any
undistributed REIT taxable income, including undistributed net capital gains.

� Second, we may be required to pay the �alternative minimum tax� on our items of
tax preference under some circumstances.
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� Third, if we have (1) net income from the sale or other disposition of
�foreclosure property� held primarily for sale to customers in the
ordinary course of business or (2) other nonqualifying income from
foreclosure property, we will be required to pay tax at the highest
corporate rate on this income. To the extent that income from
foreclosure property is otherwise qualifying income for purposes of
the 75% gross income test, this tax is not applicable. Subject to
certain other requirements, foreclosure property generally is defined
as property we acquired through foreclosure or after a default on a
loan secured by the property or a lease of the property.

� Fourth, we will be required to pay a 100% tax on any net income from
prohibited transactions. Prohibited transactions are, in general, sales or other
taxable dispositions of property, other than foreclosure property, held as
inventory or primarily for sale to customers in the ordinary course of business.

� Fifth, if we fail to satisfy the 75% gross income test or the 95% gross income
test, as described below, but have otherwise maintained our qualification as a
REIT because certain other requirements are met, we will be required to pay a
tax equal to (1) the greater of (A) the amount by which we fail to satisfy the
75% gross income test and (B) the amount by which we fail to satisfy the 95%
gross income test, multiplied by (2) a fraction intended to reflect our
profitability.

� Sixth, if we fail to satisfy any of the asset tests (other than a de minimis failure
of the 5% or 10% asset test), as described below, due to reasonable cause and
not due to willful neglect, and we nonetheless
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maintain our REIT qualification because of specified cure provisions, we
will be required to pay a tax equal to the greater of $50,000 or the
highest corporate tax rate multiplied by the net income generated by the
nonqualifying assets that caused us to fail such test.

� Seventh, if we fail to satisfy any provision of the Code that would result in our
failure to qualify as a REIT (other than a violation of the gross income tests or
certain violations of the asset tests, as described below) and the violation is due
to reasonable cause and not due to willful neglect, we may retain our REIT
qualification but we will be required to pay a penalty of $50,000 for each such
failure.

� Eighth, we will be required to pay a 4% excise tax to the extent we fail to
distribute during each calendar year at least the sum of (1) 85% of our ordinary
income for the year, (2) 95% of our capital gain net income for the year, and
(3) any undistributed taxable income from prior periods.

� Ninth, if we acquire any asset from a corporation that is or has been a C
corporation in a transaction in which our basis in the asset is less than the fair
market value of the asset, in each case determined as of the date on which we
acquired the asset, and we subsequently recognize gain on the disposition of the
asset during the ten-year period beginning on the date on which we acquired the
asset, then we generally will be required to pay tax at the highest regular
corporate tax rate on this gain to the extent of the excess of (1) the fair market
value of the asset over (2) our adjusted basis in the asset, in each case
determined as of the date on which we acquired the asset. The results described
in this paragraph with respect to the recognition of gain assume that the C
corporation will refrain from making an election to receive different treatment
under applicable Treasury Regulations on its tax return for the year in which we
acquire the asset from the C corporation. Under applicable Treasury
Regulations, any gain from the sale of property we acquired in an exchange
under Section 1031 (a like-kind exchange) or 1033 (an involuntary conversion)
of the Code generally are excluded from the application of this built-in gains
tax.

� Tenth, our subsidiaries that are C corporations, including our �taxable
REIT subsidiaries� described below, generally will be required to pay
federal corporate income tax on their earnings.

� Eleventh, we will be required to pay a 100% tax on any �redetermined rents,�
�redetermined deductions� or �excess interest,� as described below under ��Penalty
Tax.� In general, redetermined rents are rents from real property that are
overstated as a result of services furnished to any of our tenants by a taxable
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REIT subsidiary of ours. Redetermined deductions and excess interest generally
represent amounts that are deducted by a taxable REIT subsidiary of ours for
amounts paid to us that are in excess of the amounts that would have been
deducted based on arm�s length negotiations.

� Twelfth, we may elect to retain and pay income tax on our net capital gain. In
that case, a stockholder would include its proportionate share of our
undistributed net capital gain (to the extent we make a timely designation of
such gain to the stockholder) in its income, would be deemed to have paid the
tax that we paid on such gain, and would be allowed a credit for its
proportionate share of the tax deemed to have been paid, and an adjustment
would be made to increase the basis of the stockholder in our capital stock.

� Thirteenth, if we fail to comply with the requirement to send annual letters to
our stockholders requesting information regarding the actual ownership of our
stock, and the failure is not due to reasonable cause or due to willful neglect, we
will be subject to a $25,000 penalty, or if the failure is intentional, a $50,000
penalty.

Other countries may impose taxes on our operations within their jurisdictions. To the
extent possible, we will structure our activities to minimize our non-U.S. tax liability.
However, there can be no assurance that we will be able to eliminate our non-U.S. tax
liability or reduce it to a specified level. Furthermore, as a REIT, both we and our
stockholders will derive little or no benefit from foreign tax credits arising from those
non-U.S. taxes.
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Requirements for Qualification as a REIT. The Code defines a REIT as a corporation,
trust or association:

(1) that is managed by one or more trustees or directors;

(2) that issues transferable shares or transferable certificates to evidence its
beneficial ownership;

(3) that would be taxable as a domestic corporation, but for Sections 856 through
860 of the Code;\

(4) that is not a financial institution or an insurance company within the meaning of
certain provisions of the Code;

(5) that is beneficially owned by 100 or more persons;

(6) not more than 50% in value of the outstanding stock of which is owned, actually
or constructively, by five or fewer individuals, including certain specified
entities, during the last half of each taxable year; and

(7) that meets other tests, described below, regarding the nature of its income and
assets and the amount of its distributions.

The Code provides that conditions (1) to (4), inclusive, must be met during the entire
taxable year and that condition (5) must be met during at least 335 days of a taxable
year of 12 months, or during a proportionate part of a taxable year of less than 12
months. Conditions (5) and (6) do not apply until after the first taxable year for which
an election is made to be taxed as a REIT. For purposes of condition (6), the term
�individual� includes a supplemental unemployment compensation benefit plan, a private
foundation or a portion of a trust permanently set aside or used exclusively for
charitable purposes, but generally does not include a qualified pension plan or profit
sharing trust.

We believe that we have been organized and have operated in a manner that has
allowed us, and will continue to allow us, to satisfy conditions (1) through
(7) inclusive, during the relevant time periods. In addition, our charter provides for
restrictions regarding ownership and transfer of our shares that are intended to assist us
in continuing to satisfy the share ownership requirements described in (5) and
(6) above. A description of the share ownership and transfer restrictions relating to our
capital stock is contained in the discussion under the heading �Restrictions on
Ownership and Transfer.� These restrictions, however, do not ensure that we have
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previously satisfied, and may not ensure that we will, in all cases, be able to continue to
satisfy, the share ownership requirements described in conditions (5) and (6) above. If
we fail to satisfy these share ownership requirements, except as provided in the next
sentence, our status as a REIT will terminate. If, however, we comply with the rules
contained in applicable Treasury Regulations that require us to ascertain the actual
ownership of our shares and we do not know, or would not have known through the
exercise of reasonable diligence, that we failed to meet the requirement described in
condition (6) above, we will be treated as having met this requirement. See ��Failure to
Qualify.�

In addition, we may not maintain our status as a REIT unless our taxable year is the
calendar year. We have and will continue to have a calendar taxable year.

Ownership of Interests in Partnerships, Limited Liability Companies and Qualified
REIT Subsidiaries. In the case of a REIT that is a partner in a partnership or a member
in a limited liability company treated as a partnership for federal income tax purposes,
Treasury Regulations provide that the REIT will be deemed to own its proportionate
share of the assets of the partnership or limited liability company, as the case may be,
based on its interest in partnership capital, subject to special rules relating to the 10%
asset test described below. Also, the REIT will be deemed to be entitled to its
proportionate share of the income of that entity. The assets and gross income of the
partnership or limited liability company retain the same character in the hands of the
REIT for purposes of Section 856 of the Code, including satisfying the gross income
tests and the asset tests. Thus, our pro rata share of the assets and items of income of
any partnership or limited liability company treated as a partnership or disregarded
entity for federal income tax purposes in which we directly or indirectly own an
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interest is treated as our assets and items of income for purposes of applying the
requirements described in this discussion, including the gross income and asset tests
described below. A brief summary of the rules governing the federal income taxation
of partnerships and limited liability companies is set forth below in ��Tax Aspects of the
Subsidiary Partnerships and the Limited Liability Companies.�

We generally have control of our subsidiary partnerships and limited liability
companies and intend to operate them in a manner consistent with the requirements for
our qualification as a REIT. We may from time to time be a limited partner or
non-managing member in some of our partnerships and limited liability companies. If a
partnership or limited liability company in which we own an interest takes or expects to
take actions that could jeopardize our status as a REIT or require us to pay tax, we may
be forced to dispose of our interest in such entity. In addition, it is possible that a
partnership or limited liability company could take an action which could cause us to
fail a gross income or asset test, and that we would not become aware of such action in
time to dispose of our interest in the partnership or limited liability company or take
other corrective action on a timely basis. In that case, we could fail to qualify as a
REIT unless we were entitled to relief, as described below.

We may from time to time own and operate certain properties through wholly-owned
subsidiaries that we intend to be treated as �qualified REIT subsidiaries� under the Code.
A corporation will qualify as our qualified REIT subsidiary if we own 100% of the
corporation�s outstanding stock and do not elect with the subsidiary to treat it as a
�taxable REIT subsidiary,� as described below. A qualified REIT subsidiary is not treated
as a separate corporation, and all assets, liabilities and items of income, gain, loss,
deduction and credit of a qualified REIT subsidiary are treated as assets, liabilities and
items of income, gain, loss, deduction and credit of the parent REIT for all purposes
under the Code, including all REIT qualification tests. Thus, in applying the federal tax
requirements described in this discussion, any qualified REIT subsidiaries we own are
ignored, and all assets, liabilities and items of income, gain, loss, deduction and credit
of such corporations are treated as our assets, liabilities and items of income, gain, loss,
deduction and credit. A qualified REIT subsidiary is not subject to federal income tax,
and our ownership of the stock of a qualified REIT subsidiary will not violate the
restrictions on ownership of securities, as described below under ��Asset Tests.�

Ownership of Interests in Taxable REIT Subsidiaries. We currently own an interest in
a number of taxable REIT subsidiaries and may acquire securities in additional taxable
REIT subsidiaries in the future. A taxable REIT subsidiary is a corporation other than a
REIT in which a REIT directly or indirectly holds stock, and that has made a joint
election with such REIT to be treated as a taxable REIT subsidiary. If a taxable REIT
subsidiary owns more than 35% of the total voting power or value of the outstanding
securities of another corporation, such other corporation will also be treated as a
taxable REIT subsidiary. Other than some activities relating to lodging and health care
facilities, a taxable REIT subsidiary may generally engage in any business, including
the provision of customary or non-customary services to tenants of its parent REIT. We
believe that the prisons and other correctional facilities we operate and will continue to
operate are not and will not be treated as lodging or health care facilities for this
purpose. A taxable REIT subsidiary is subject to federal income tax as a regular C
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corporation. In addition, a taxable REIT subsidiary may be prevented from deducting
interest on debt funded directly or indirectly by its parent REIT if certain tests
regarding the taxable REIT subsidiary�s debt to equity ratio and interest expense are not
satisfied. A REIT�s ownership of securities of a taxable REIT subsidiary is not subject
to the 5% or 10% asset test described below. See ��Asset Tests.�

Income Tests. We must satisfy two gross income requirements annually to maintain
our qualification as a REIT. First, in each taxable year we must derive directly or
indirectly at least 75% of our gross income (excluding gross income from prohibited
transactions, certain hedging transactions and certain foreign currency gains) from
investments relating to real property or mortgages on real property, including �rents
from real property,� dividends from other REITs and, in certain circumstances, interest,
or certain types of temporary investments. Second, in each taxable year we must derive
at least 95% of our gross income (excluding gross income from prohibited transactions,
certain hedging transactions, and certain foreign currency gains) from the real property
investments described above or dividends, interest and gain from the sale or disposition
of stock or securities, or from any combination of the foregoing. For these purposes,
the term �interest� generally does not
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include any amount received or accrued, directly or indirectly, if the determination of
all or some of the amount depends in any way on the income or profits of any person.
However, an amount received or accrued generally will not be excluded from the term
�interest� solely by reason of being based on a fixed percentage or percentages of receipts
or sales.

Rents we receive from a tenant, including payments we receive from governmental
agencies for use of our facilities, will qualify as �rents from real property� for the purpose
of satisfying the gross income requirements for a REIT described above only if all of
the following conditions are met:

� The amount of rent is not based in any way on the income or profits of any
person. However, an amount we receive or accrue generally will not be
excluded from the term �rents from real property� solely because it is based on a
fixed percentage or percentages of receipts or sales;

� Neither we nor an actual or constructive owner of 10% or more of our capital
stock actually or constructively owns 10% or more of the interests in the assets
or net profits of a non-corporate tenant, or, if the tenant is a corporation, 10% or
more of the voting power or value of all classes of stock of the tenant. Rents we
receive from such a tenant that is a taxable REIT subsidiary of ours, however,
will not be excluded from the definition of �rents from real property� as a result of
this condition if at least 90% of the space at the property to which the rents
relate is leased to third parties, and the rents paid by the taxable REIT subsidiary
are substantially comparable to rents paid by our other tenants for comparable
space. Whether rents paid by a taxable REIT subsidiary are substantially
comparable to rents paid by other tenants is determined at the time the lease
with the taxable REIT subsidiary is entered into, extended, and modified, if such
modification increases the rents due under such lease. Notwithstanding the
foregoing, however, if a lease with a �controlled taxable REIT subsidiary� is
modified and such modification results in an increase in the rents payable by
such taxable REIT subsidiary, any such increase will not qualify as �rents from
real property.� For purposes of this rule, a �controlled taxable REIT subsidiary� is a
taxable REIT subsidiary in which the parent REIT owns stock possessing more
than 50% of the voting power or more than 50% of the total value of the
outstanding stock of such taxable REIT subsidiary;

� Rent attributable to personal property, leased in connection with a lease of real
property, is not greater than 15% of the total rent received under the lease. If this
condition is not met, then the portion of the rent attributable to personal property
will not qualify as �rents from real property.� To the extent that rent attributable to
personal property, leased in connection with a lease of real property, exceeds
15% of the total rent received under the lease, we may transfer a portion of such
personal property to a taxable REIT subsidiary; and
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� We generally do not operate or manage the property or furnish or
render services to our tenants, subject to a 1% de minimis exception
and except as provided below. We may, however, perform services
that are �usually or customarily rendered� in connection with the
rental of space for occupancy only and are not otherwise considered
�rendered to the occupant� of the property. Examples of these services
include the provision of light, heat, or other utilities, trash removal
and general maintenance of common areas. In addition, we may
employ an independent contractor from whom we derive no revenue
to provide customary services, or a taxable REIT subsidiary (which
may be wholly or partially owned by us) to provide both customary
and non-customary services to our tenants without causing the rent
we receive from those tenants to fail to qualify as �rents from real
property.� We presently contract with CCA of Tennessee, LLC, our
wholly-owned taxable REIT subsidiary, to provide substantially all
of the services we are obligated to provide to the governmental
agencies that use our prisons and other correctional facilities, and
expect to continue to do so in the future. Amounts we receive from
our taxable REIT subsidiaries with respect their provision of
services are expected to be treated as dividends or interest, which
would qualify for the 95% gross income test, but not the 75% gross
income test.

We generally do not intend to take actions we believe will cause us to fail to satisfy the
rental conditions described above. However, we may intentionally fail to satisfy some
of these conditions to the extent we
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determine, based on the advice of our tax counsel, that the failure will not jeopardize
our tax status as a REIT. In addition, with respect to the limitation on the rental of
personal property, we generally have not obtained appraisals of the real property and
personal property leased to tenants. Accordingly, there can be no assurance that the
IRS will not disagree with our determinations of value.

From time to time, we may enter into hedging transactions with respect to one or more
of our assets or liabilities. Our hedging activities may include entering into interest rate
swaps, caps, and floors, options to purchase these items, and futures and forward
contracts. Income from a hedging transaction, including gain from the sale or
disposition of such a transaction, that is clearly identified as a hedging transaction as
specified in the Code will not constitute gross income and thus will be exempt from the
75% and 95% gross income tests. The term �hedging transaction,� as used above,
generally means any transaction we enter into in the normal course of our business
primarily to manage risk of (1) interest rate changes or fluctuations with respect to
borrowings made or to be made by us to acquire or carry real estate assets, or
(2) currency fluctuations with respect to an item of qualifying income under the 75% or
95% gross income test. To the extent that we do not properly identify such transactions
as hedges or we hedge with other types of financial instruments, the income from those
transactions is not likely to be treated as qualifying income for purposes of the gross
income tests. We intend to structure any hedging transactions in a manner that does not
jeopardize our status as a REIT.

We have an investment in an entity located outside the United States and in the future
we may invest in additional entities or properties located outside the United States. In
addition, from time to time we may acquire additional properties outside of the United
States, through a taxable REIT subsidiary or otherwise. These acquisitions could cause
us to incur foreign currency gains or losses. Any foreign currency gains, to the extent
attributable to specified items of qualifying income or gain, or specified qualifying
assets, however, generally will not constitute gross income for purposes of the 75% and
95% gross income tests, and therefore will be excluded from these tests.

To the extent our taxable REIT subsidiaries pay dividends, we generally will derive our
allocable share of such dividend income. Such dividend income will qualify under the
95%, but not the 75%, gross income test.

We will monitor the amount of the dividend and other income from our taxable REIT
subsidiaries and will take actions intended to keep this income, and any other
nonqualifying income, within the limitations of the gross income tests. Although we
expect these actions will be sufficient to prevent a violation of the gross income tests,
we cannot guarantee that such actions will in all cases prevent such a violation.

If we fail to satisfy one or both of the 75% or 95% gross income tests for any taxable
year, we may nevertheless qualify as a REIT for the year if we are entitled to relief
under certain provisions of the Code. We generally may make use of the relief
provisions if:
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� following our identification of the failure to meet the 75% or 95% gross income
tests for any taxable year, we file a schedule with the IRS setting forth each item
of our gross income for purposes of the 75% or 95% gross income tests for such
taxable year in accordance with Treasury Regulations to be issued; and

� our failure to meet these tests was due to reasonable cause and not due
to willful neglect.

It is not possible, however, to state whether in all circumstances we would be entitled
to the benefit of these relief provisions. For example, if we fail to satisfy the gross
income tests because nonqualifying income that we intentionally accrue or receive
exceeds the limits on nonqualifying income, the IRS could conclude that our failure to
satisfy the tests was not due to reasonable cause. If these relief provisions do not apply
to a particular set of circumstances, we will not qualify as a REIT. As discussed above
in ��Taxation of Our Company�General,� even if these relief provisions apply, and we
retain our status as a REIT, a tax would be imposed with respect to our nonqualifying
income. We may not always be able to comply with the gross income tests for REIT
qualification despite periodic monitoring of our income.
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Prohibited Transaction Income. Any gain that we realize on the sale of property held
as inventory or otherwise held primarily for sale to customers in the ordinary course of
business will be treated as income from a prohibited transaction that is subject to a
100% penalty tax, unless certain safe harbor exceptions apply. Our gain would include
any gain realized by our qualified REIT subsidiaries and our share of any gain realized
by any of the partnerships or limited liability companies in which we own an interest.
This prohibited transaction income may also adversely affect our ability to satisfy the
gross income tests for qualification as a REIT. Under existing law, whether property is
held as inventory or primarily for sale to customers in the ordinary course of a trade or
business is a question of fact that depends on all the facts and circumstances
surrounding the particular transaction. We intend to hold our properties for investment
with a view to long-term appreciation, to engage in the business of acquiring,
developing and owning our properties and to make occasional sales of the properties as
are consistent with our investment objectives. We do not intend to enter into any sales
that are prohibited transactions. However, the IRS may successfully contend that some
or all of the sales made by us or our subsidiary partnerships or limited liability
companies are prohibited transactions. We would be required to pay the 100% penalty
tax on our allocable share of the gains resulting from any such sales.

Penalty Tax. Any redetermined rents, redetermined deductions or excess interest we
generate will be subject to a 100% penalty tax. In general, redetermined rents are rents
from real property that are overstated as a result of any services furnished to any of our
tenants by a taxable REIT subsidiary of ours, and redetermined deductions and excess
interest represent any amounts that are deducted by a taxable REIT subsidiary of ours
for amounts paid to us that are in excess of the amounts that would have been deducted
based on arm�s length negotiations. Rents we receive will not constitute redetermined
rents if they qualify for certain safe harbor provisions contained in the Code.

Our taxable REIT subsidiaries provide material services to the governmental agencies
that use our prisons and other correctional facilities. We believe we have set, and we
intend to set in the future, any fees paid to our taxable REIT subsidiaries for such
services at arm�s length rates, although the fees paid may not satisfy the safe-harbor
provisions described above. These determinations are inherently factual, and the IRS
has broad discretion to assert that amounts paid between related parties should be
reallocated to clearly reflect their respective incomes. If the IRS successfully made
such an assertion, we would be required to pay a 100% penalty tax on the excess of an
arm�s length fee for tenant services over the amount actually paid.

Asset Tests. At the close of each calendar quarter of our taxable year, we must also
satisfy certain tests relating to the nature and diversification of our assets. First, at least
75% of the value of our total assets must be represented by real estate assets, cash, cash
items and U.S. government securities. For purposes of this test, the term �real estate
assets� generally means real property (including interests in real property and interests
in mortgages on real property) and shares (or transferable certificates of beneficial
interest) in other REITs, as well as any stock or debt instrument attributable to the
investment of the proceeds of a stock offering or a public offering of debt with a term
of at least five years, but only for the one-year period beginning on the date the REIT
receives such proceeds.
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Second, not more than 25% of the value of our total assets may be represented by
securities (including securities of taxable REIT subsidiaries), other than those securities
includable in the 75% asset test.

Third, of the investments included in the 25% asset class, and except for investments in
other REITs, our qualified REIT subsidiaries and taxable REIT subsidiaries, the value
of any one issuer�s securities may not exceed 5% of the value of our total assets, and we
may not own more than 10% of the total vote or value of the outstanding securities of
any one issuer except, in the case of the 10% value test, securities satisfying the
�straight debt� safe-harbor or securities issued by a partnership that itself would satisfy
the 75% income test if it were a REIT. Certain types of securities we may own are
disregarded as securities solely for purposes of the 10% value test, including, but not
limited to, any loan to an individual or an estate, any obligation to pay rents from real
property and any security issued by a REIT. In addition, solely for purposes of the 10%
value test, the determination of our interest in the assets of a partnership or limited
liability company in which we own an
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interest will be based on our proportionate interest in any securities issued by the
partnership or limited liability company, excluding for this purpose certain securities
described in the Code. From time to time we may own securities (including debt
securities) of issuers that do not qualify as a REIT, a qualified REIT subsidiary or a
taxable REIT subsidiary. We intend that our ownership of any such securities will be
structured in a manner that allows us to comply with the asset tests described above.

Fourth, not more than 25% of the value of our total assets may be represented by the
securities of one or more taxable REIT subsidiaries. We currently own 100% of the
stock of certain corporations that have elected, together with us, to be treated as our
taxable REIT subsidiaries. So long as each of these companies qualifies as a taxable
REIT subsidiary, we will not be subject to the 5% asset test, the 10% voting securities
limitation or the 10% value limitation with respect to our ownership of their stock. We
may acquire securities in other taxable REIT subsidiaries in the future. We believe that
the aggregate value of our taxable REIT subsidiaries has not exceeded, and in the
future will not exceed, 25% of the aggregate value of our gross assets. We generally do
not obtain independent appraisals to support these conclusions. In addition, there can
be no assurance that the IRS will not disagree with our determinations of value.

The asset tests must be satisfied at the close of each calendar quarter of our taxable
year in which we (directly or through our qualified REIT subsidiaries, partnerships or
limited liability companies) acquire securities in the applicable issuer, and also at the
close of each calendar quarter in which we increase our ownership of securities of such
issuer (including as a result of increasing our interest in a partnership or limited
liability company that owns such securities, or acquiring other assets). For example,
our indirect ownership of securities of each issuer may increase as a result of our
capital contributions to, or the redemption of other partners� or members� interests in, a
partnership or limited liability company in which we have an ownership interest.
However, after initially meeting the asset tests at the close of any quarter, we will not
lose our status as a REIT for failure to satisfy the asset tests at the end of a later quarter
solely by reason of changes in asset values. If we fail to satisfy an asset test because we
acquire securities or other property during a quarter (including as a result of an increase
in our interests in a partnership or limited liability company), we may cure this failure
by disposing of sufficient nonqualifying assets within 30 days after the close of that
quarter. We believe that we have maintained, and we intend to maintain, adequate
records of the value of our assets to ensure compliance with the asset tests. If we fail to
cure any noncompliance with the asset tests within the 30-day cure period, we would
cease to qualify as a REIT unless we are eligible for certain relief provisions discussed
below.

Certain relief provisions may be available to us if we discover a failure to satisfy the
asset tests described above after the 30-day cure period. Under these provisions, we
will be deemed to have met the 5% and 10% asset tests if the value of our
nonqualifying assets (i) does not exceed the lesser of (a) 1% of the total value of our
assets at the end of the applicable quarter or (b) $10,000,000, and (ii) we dispose of the
nonqualifying assets or otherwise satisfy such tests within (a) six months after the last
day of the quarter in which the failure to satisfy the asset tests is discovered or (b) the
period of time prescribed by Treasury Regulations to be issued. For violations of any of
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the asset tests due to reasonable cause and not due to willful neglect and that are, in the
case of the 5% and 10% asset tests, in excess of the de minimis exception described
above, we may avoid disqualification as a REIT after the 30-day cure period by taking
steps including (i) the disposition of sufficient nonqualifying assets, or the taking of
other actions, which allow us to meet the asset tests within (a) six months after the last
day of the quarter in which the failure to satisfy the asset tests is discovered or (b) the
period of time prescribed by Treasury Regulations to be issued, (ii) paying a tax equal
to the greater of (a) $50,000 or (b) the highest corporate tax rate multiplied by the net
income generated by the nonqualifying assets, and (iii) disclosing certain information
to the IRS.

Although we believe we have satisfied the asset tests described above and plan to take
steps to ensure that we satisfy such tests for any quarter with respect to which retesting
is to occur, there can be no assurance that we will always be successful, or will not
require a reduction in our overall interest in an issuer (including in a taxable REIT
subsidiary). If we fail to cure any noncompliance with the asset tests in a timely
manner, and the relief provisions described above are not available, we would cease to
qualify as a REIT.
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Annual Distribution Requirements. To maintain our qualification as a REIT, we are
required to distribute dividends, other than capital gain dividends, to our stockholders
in an amount at least equal to the sum of:

� 90% of our �REIT taxable income�; and

� 90% of our after-tax net income, if any, from foreclosure property; minus

� the excess of the sum of certain items of non-cash income over 5% of our �REIT
taxable income.�

For these purposes, our �REIT taxable income� is computed without regard to the
dividends paid deduction and our net capital gain. In addition, for purposes of this test,
non-cash income generally means income attributable to leveled stepped rents, original
issue discount on purchase money debt, cancellation of indebtedness, or a like-kind
exchange that is later determined to be taxable.

In addition, our �REIT taxable income� will be reduced by any taxes we are required to
pay on any gain we recognize from the disposition of any asset we acquired from a
corporation that is or has been a C corporation in a transaction in which our basis in the
asset is less than the fair market value of the asset, in each case determined as of the
date on which we acquired the asset, within the ten-year period following our
acquisition of such asset, as described above under ��General.�

We generally must pay, or be treated as paying, the distributions described above in the
taxable year to which they relate. At our election, a distribution will be treated as paid
in a taxable year if it is declared before we timely file our tax return for such year and
paid on or before the first regular dividend payment after such declaration, provided
such payment is made during the 12-month period following the close of such year.
These distributions are treated as received by our stockholders in the year in which they
are paid. This is so even though these distributions relate to the prior year for purposes
of the 90% distribution requirement. In order to be taken into account for purposes of
our distribution requirement, the amount distributed must not be preferential�i.e., every
stockholder of the class of stock to which a distribution is made must be treated the
same as every other stockholder of that class, and no class of stock may be treated
other than according to its dividend rights as a class. To the extent that we do not
distribute all of our net capital gain, or distribute at least 90%, but less than 100%, of
our �REIT taxable income,� as adjusted, we will be required to pay tax on the
undistributed amount at regular corporate tax rates. We believe that we have made, and
we intend to continue to make, timely distributions sufficient to satisfy these annual
distribution requirements and to minimize our corporate tax obligations.

We expect that our REIT taxable income will be less than our cash flow because of
depreciation and other non-cash charges included in computing REIT taxable income.
Accordingly, we anticipate that we generally will have sufficient cash or liquid assets
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to enable us to satisfy the distribution requirements described above. However, from
time to time, we may not have sufficient cash or other liquid assets to meet these
distribution requirements due to timing differences between the actual receipt of
income and actual payment of deductible expenses, and the inclusion of income and
deduction of expenses in determining our taxable income. In addition, we may decide
to retain our cash, rather than distribute it, in order to repay debt or for other reasons. If
these timing differences occur, we may borrow funds to pay dividends or pay dividends
in the form of taxable stock dividends in order to meet the distribution requirements,
while preserving our cash.

Under some circumstances, we may be able to rectify an inadvertent failure to meet the
90% distribution requirement for a year by paying �deficiency dividends� to our
stockholders in a later year, which may be included in our deduction for dividends paid
for the earlier year. Thus, we may be able to avoid being taxed on amounts distributed
as deficiency dividends, subject to the 4% excise tax described below. However, we
will be required to pay interest to the IRS based upon the amount of any deduction
claimed for deficiency dividends.

Furthermore, we will be required to pay a 4% excise tax to the extent we fail to
distribute during each calendar year at least the sum of 85% of our ordinary income for
such year, 95% of our capital gain net income
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for the year and any undistributed taxable income from prior periods. Any ordinary
income and net capital gain on which this excise tax is imposed for any year is treated
as an amount distributed during that year for purposes of calculating such tax.

For purposes of the 90% distribution requirement and excise tax described above,
dividends declared during the last three months of the taxable year, payable to
stockholders of record on a specified date during such period and paid during January
of the following year, will be treated as paid by us and received by our stockholders on
December 31 of the year in which they are declared.

Like-Kind Exchanges. We may dispose of properties in transactions intended to
qualify as like-kind exchanges under the Code. Such like-kind exchanges are intended
to result in the deferral of gain for federal income tax purposes. The failure of any such
transaction to qualify as a like-kind exchange could require us to pay federal income
tax, possibly including the 100% prohibited transaction tax, depending on the facts and
circumstances surrounding the particular transaction.

Failure to Qualify. If we discover a violation of a provision of the Code that would
result in our failure to qualify as a REIT, certain specified cure provisions may be
available to us. Except with respect to violations of the gross income tests and asset
tests (for which the cure provisions are described above), and provided the violation is
due to reasonable cause and not due to willful neglect, these cure provisions generally
impose a $50,000 penalty for each violation in lieu of a loss of REIT status. If we fail
to satisfy the requirements for taxation as a REIT in any taxable year, and the relief
provisions do not apply, we will be required to pay tax, including any applicable
alternative minimum tax, on our taxable income at regular corporate rates.
Distributions to stockholders in any year in which we fail to qualify as a REIT will not
be deductible by us, and we will not be required to distribute any amounts to our
stockholders. As a result, we anticipate that our failure to qualify as a REIT would
reduce the cash available for distribution by us to our stockholders. In addition, if we
fail to qualify as a REIT, all distributions to stockholders will be taxable as regular
corporate dividends to the extent of our current and accumulated earnings and profits.
In such event, corporate distributees may be eligible for the dividends-received
deduction. In addition, non-corporate stockholders, including individuals, may be
eligible for the preferential tax rates on qualified dividend income. Unless entitled to
relief under specific statutory provisions, we would also be ineligible to elect to be
treated as a REIT for the four taxable years following the year for which we lose our
qualification. It is not possible to state whether in all circumstances we would be
entitled to this statutory relief.

Tax Aspects of the Subsidiary Partnerships and the Limited Liability Companies

General. From time to time, we may own, directly or indirectly, interests in various
partnerships and limited liability companies. We expect these will be treated as
partnerships or disregarded entities for federal income tax purposes. In general, entities
that are treated as partnerships or disregarded entities for federal income tax purposes
are �pass-through� entities which are not required to pay federal income tax. Rather,
partners or members of such entities are allocated their shares of the items of income,
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gain, loss, deduction and credit of the partnership or limited liability company, and are
potentially required to pay tax on this income, without regard to whether they receive a
distribution from the partnership or limited liability company. We will include in our
income our share of these partnership and limited liability company items for purposes
of the various gross income tests, the computation of our REIT taxable income, and the
REIT distribution requirements. Moreover, for purposes of the asset tests, we will
include our pro rata share of assets held by these partnerships and limited liability
companies, based on our capital interests in each such entity. See ��Taxation of Our
Company.�

Entity Classification. Our interests in the subsidiary partnerships and limited liability
companies involve special tax considerations, including the possibility that the IRS
might challenge the status of these entities as partnerships (or disregarded entities). For
example, an entity that would otherwise be treated as a partnership for federal income
tax purposes may nonetheless be taxable as a corporation if it is a �publicly traded
partnership� and certain other requirements are met. A partnership or limited liability
company would be treated as a publicly traded partnership if its interests are traded on
an established securities market or are readily tradable on a
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secondary market or a substantial equivalent thereof, within the meaning of applicable
Treasury Regulations. We do not anticipate that any subsidiary partnership or limited
liability company will be treated as a publicly traded partnership that is taxable as a
corporation. However, if any such entity were treated as a corporation, it would be
required to pay an entity-level tax on its income. In this situation, the character of our
assets and items of gross income would change and could prevent us from satisfying
the REIT asset tests and possibly the REIT income tests. See ��Taxation of Our
Company�Asset Tests� and ��Income Tests.� This, in turn, could prevent us from qualifying
as a REIT. See ��Failure to Qualify� for a discussion of the effect of our failure to meet
these tests. In addition, a change in the tax status of one or more of the partnerships or
limited liability companies might be treated as a taxable event. If so, we might incur a
tax liability without any related cash payment. We believe that each of our partnerships
and limited liability companies have been and will continue to be treated as
partnerships or disregarded entities for federal income tax purposes.

Allocations of Income, Gain, Loss and Deduction. A partnership or limited liability
company agreement will generally determine the allocation of income and losses
among partners or members, provided such allocations comply with the provisions of
Section 704(b) of the Code and the related Treasury Regulations. If an allocation of
partnership income or loss does not comply with the requirements of Section 704(b) of
the Code and the Treasury Regulations thereunder, the item subject to the allocation
will be reallocated in accordance with the partners� or members� interests in the
partnership or limited liability company, as the case may be. This reallocation will be
determined by taking into account all of the facts and circumstances relating to the
economic arrangement of the partners or members with respect to such item. We intend
that the allocations of taxable income and loss in each of the partnerships and limited
liability companies in which we own an interest from time to time comply with the
requirements of Section 704(b) of the Code and the Treasury Regulations thereunder.

Tax Allocations With Respect to the Properties. Under Section 704(c) of the Code,
income, gain, loss and deduction attributable to appreciated or depreciated property
that is contributed to a partnership or limited liability company in exchange for an
interest in the partnership or limited liability company must be allocated in a manner so
that the contributing partner or member is charged with the unrealized gain or benefits
from the unrealized loss associated with the property at the time of the contribution.
The amount of the unrealized gain or unrealized loss generally is equal to the
difference between the fair market value or book value and the adjusted tax basis of the
contributed property at the time of contribution, as adjusted from time to time. These
allocations are solely for federal income tax purposes and do not affect the book capital
accounts or other economic or legal arrangements among the partners or members. If a
partnership and/or limited liability company in which we own an interest is formed by
way of or otherwise receives contributions of appreciated property, we expect that the
relevant partnership or limited liability company agreement will require that that
allocations be made in a manner consistent with Section 704(c) of the Code. Under
Section 704(c) of the Code we could be allocated less depreciation or more gain on sale
with respect to a contributed property than the amounts that would have been allocated
to us if we had instead acquired the contributed property with an initial tax basis equal
to its fair market value.
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Any property acquired by a subsidiary partnership or limited liability company in a
taxable transaction will initially have a tax basis equal to its fair market value, and
Section 704(c) of the Code generally will not apply.

Federal Income Tax Considerations for Holders of Our Capital Stock and Debt
Securities

The following summary describes the material U.S. federal income tax consequences
to you of acquiring, owning and disposing of our capital stock or debt securities. This
summary assumes you hold shares of our capital stock or debt securities as �capital
assets� (generally, property held for investment within the meaning of Section 1221 of
the Code). It does not address all U.S. federal income tax consequences that may be
relevant to you in light of your particular circumstances. In addition, except where
specifically noted, this discussion does not address the tax consequences relevant to
persons subject to special rules, including, without limitation:

� banks, insurance companies, and other financial institutions;

� tax-exempt organizations or governmental organizations;
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� S corporations, partnerships or other entities or arrangements treated as
partnerships for U.S. federal income tax purposes (and investors therein);

� persons who hold or receive our capital stock pursuant to the exercise of any
employee stock option or otherwise as compensation;

� persons subject to the alternative minimum tax;

� regulated investment companies and REITs;

� �controlled foreign corporations,� �passive foreign investment
companies,� and corporations that accumulate earnings to avoid U.S.
federal income tax;

� broker, dealers or traders in securities;

� U.S. expatriates and former citizens or long-term residents of the United States;

� persons holding our capital stock or debt securities as part of a hedge, straddle
or other risk reduction strategy or as part of a conversion transaction or other
integrated investment;

� persons deemed to sell our capital stock or debt securities under the constructive
sale provisions of the Code; or

� United States persons whose functional currency is not the U.S. dollar.
If you are considering acquiring our capital stock or debt securities, you should consult
your tax advisor concerning the application of U.S. federal income tax laws to your
particular situation as well as any consequences of the acquisition, ownership and
disposition of our capital stock or debt securities arising under the laws of any state,
local or non-U.S. taxing jurisdiction or under any applicable tax treaty.

When we use the term �U.S. holder,� we mean a holder of shares of our capital stock or
debt securities who, for U.S. federal income tax purposes, is:

� an individual who is a citizen or resident of the United States;
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� a corporation, including an entity treated as a corporation for U.S. federal
income tax purposes, created or organized in or under the laws of the United
States or of any state thereof or in the District of Columbia;

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

� a trust that (1) is subject to the primary supervision of a United States court and
the control of one or more United States persons or (2) has a valid election in
effect under applicable Treasury Regulations to be treated as a United States
person.

If you are an individual, corporation, estate or trust that holds shares of our capital
stock or debt securities and you are not a U.S. holder, you are a �non-U.S. holder.�

If an entity treated as a partnership for U.S. federal income tax purposes holds shares of
our capital stock or debt securities, the tax treatment of a partner in the partnership
generally will depend on the status of the partner, the activities of the partnership and
certain determinations made at the partner level. Accordingly, partnerships holding
shares of our capital stock or debt securities and the partners in such partnerships
should consult their tax advisors regarding the U.S. federal income tax consequences to
them.

Taxation of Taxable U.S. Holders of Our Capital Stock

Distributions Generally. Distributions out of our current or accumulated earnings and
profits will be treated as dividends and, other than with respect to capital gain
dividends and certain amounts which have previously been subject to corporate level
tax, as discussed below, will be taxable to our taxable U.S. holders as ordinary
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income when actually or constructively received. See ��Tax Rates� below. As long as we
qualify as a REIT, these distributions will not be eligible for the dividends-received
deduction in the case of U.S. holders that are corporations or, except to the extent
described in ��Tax Rates� below, the preferential rates on qualified dividend income
applicable to non-corporate U.S. holders, including individuals. For purposes of
determining whether distributions to holders of our capital stock are out of our current
or accumulated earnings and profits, our earnings and profits will be allocated first to
our outstanding preferred stock, if any, and then to our outstanding common stock.

To the extent that we make distributions on our capital stock in excess of our current
and accumulated earnings and profits allocable to such stock, these distributions will be
treated first as a tax-free return of capital to a U.S. holder. This treatment will reduce
the U.S. holder�s adjusted tax basis in such shares of stock by the amount of the
distribution, but not below zero. Distributions in excess of our current and accumulated
earnings and profits and in excess of a U.S. holder�s adjusted tax basis in its shares will
be taxable as capital gain. Such gain will be taxable as long-term capital gain if the
shares have been held for more than one year. Dividends we declare in October,
November, or December of any year and which are payable to a holder of record on a
specified date in any of these months will be treated as both paid by us and received by
the holder on December 31 of that year, provided we actually pay the dividend on or
before January 31 of the following year. U.S. holders may not include in their own
income tax returns any of our net operating losses or capital losses.

U.S. holders that receive taxable stock dividends, including dividends partially payable
in our capital stock and partially payable in cash, would be required to include the full
amount of the dividend (i.e., the cash and the stock portion) as ordinary income
(subject to limited exceptions) to the extent of our current and accumulated earnings
and profits for U.S. federal income tax purposes, as described above. The amount of
any dividend payable in our capital stock generally is equal to the amount of cash that
could have been received instead of the capital stock. Depending on the circumstances
of a U.S. holder, the tax on the distribution may exceed the amount of the distribution
received in cash, in which case such U.S. holder would have to pay the tax using cash
from other sources. If a U.S. holder sells the capital stock it received in connection with
a taxable stock dividend in order to pay this tax and the proceeds of such sale are less
than the amount required to be included in income with respect to the stock portion of
the dividend, such U.S. holder could have a capital loss with respect to the stock sale
that could not be used to offset such dividend income. A U.S. holder that receives
capital stock pursuant to a distribution generally has a tax basis in such capital stock
equal to the amount of cash that could have been received instead of such capital stock
as described above, and has a holding period in such capital stock that begins on the
day immediately following the payment date for the distribution.

Capital Gain Dividends. Dividends that we properly designate as capital gain
dividends will be taxable to our taxable U.S. holders as a gain from the sale or
disposition of a capital asset held for more than one year, to the extent that such gain
does not exceed our actual net capital gain for the taxable year. U.S. holders that are
corporations may, however, be required to treat up to 20% of certain capital gain
dividends as ordinary income. If we properly designate any portion of a dividend as a
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capital gain dividend then, except as otherwise required by law, we presently intend to
allocate a portion of the total capital gain dividends paid or made available to holders
of all classes of our capital stock for the year to the holders of each class of our capital
stock in proportion to the amount that our total dividends, as determined for U.S.
federal income tax purposes, paid or made available to the holders of each such class of
our capital stock for the year bears to the total dividends, as determined for U.S. federal
income tax purposes, paid or made available to holders of all classes of our capital
stock for the year. In addition, except as otherwise required by law, we will make a
similar allocation with respect to any undistributed long term capital gains which are to
be included in our stockholders� long term capital gains, based on the allocation of the
capital gain amount which would have resulted if those undistributed long term capital
gains had been distributed as �capital gain dividends� by us to our stockholders.
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Retention of Net Capital Gains. We may elect to retain, rather than distribute as a
capital gain dividend, all or a portion of our net capital gains. If we make this election,
we would pay tax on our retained net capital gains. In addition, to the extent we so
elect, our earnings and profits (determined for federal income tax purposes) would be
adjusted accordingly, and a U.S. holder generally would:

� include its pro rata share of our undistributed net capital gains in computing its
long-term capital gains in its return for its taxable year in which the last day of
our taxable year falls, subject to certain limitations as to the amount that is
includable;

� be deemed to have paid its share of the capital gains tax imposed on us on the
designated amounts included in the U.S. holder�s income as long-term capital
gain;

� receive a credit or refund for the amount of tax deemed paid by it;

� increase the adjusted basis of its capital stock by the difference between the
amount of includable gains and the tax deemed to have been paid by it; and

� in the case of a U.S. holder that is a corporation, appropriately adjust its
earnings and profits for the retained capital gains in accordance with Treasury
Regulations to be promulgated by the IRS.

Passive Activity Losses and Investment Interest Limitations. Distributions we make
and gain arising from the sale or exchange by a U.S. holder of our capital stock will not
be treated as passive activity income. As a result, U.S. holders generally will not be
able to apply any �passive losses� against this income or gain. A U.S. holder may elect to
treat capital gain dividends, capital gains from the disposition of our capital stock and
income designated as qualified dividend income, as described in ��Tax Rates� below, as
investment income for purposes of computing the investment interest limitation, but in
such case, the holder will be taxed at ordinary income rates on such amount. Other
distributions made by us, to the extent they do not constitute a return of capital,
generally will be treated as investment income for purposes of computing the
investment interest limitation.

Dispositions of Our Capital Stock. Except as described below under �Redemption or
Repurchase by Us,� if a U.S. holder sells or disposes of shares of our capital stock, it
will recognize gain or loss for federal income tax purposes in an amount equal to the
difference between the amount of cash and the fair market value of any property
received on the sale or other disposition and the holder�s adjusted basis in the shares of
our capital stock for tax purposes. This gain or loss, except as provided below, will be
long-term capital gain or loss if the holder has held such capital stock for more than
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one year. However, if a U.S. holder recognizes a loss upon the sale or other disposition
of capital stock that it has held for six months or less, after applying certain holding
period rules, the loss recognized will be treated as a long-term capital loss to the extent
the U.S. holder received distributions from us which were required to be treated as
long-term capital gains.

Redemption or Repurchase by Us. A redemption or repurchase of shares of our capital
stock will be treated under Section 302 of the Code as a distribution (and taxable as a
dividend to the extent of our current and accumulated earnings and profits as described
above under ��Distributions Generally�) unless the redemption or repurchase satisfies one
of the tests set forth in Section 302(b) of the Code and is therefore treated as a sale or
exchange of the redeemed or repurchased shares. The redemption or repurchase
generally will be treated as a sale or exchange if it:

� is �substantially disproportionate� with respect to the U.S. holder;

� results in a �complete termination� of the U.S. holder�s stock interest in us; or

� is �not essentially equivalent to a dividend� with respect to the U.S. holder,
all within the meaning of Section 302(b) of the Code.

In determining whether any of these tests has been met, shares of our capital stock,
including common stock and other equity interests in us, considered to be owned by the
U.S. holder by reason of certain constructive
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ownership rules set forth in the Code, as well as shares of our capital stock actually
owned by the U.S. holder, must generally be taken into account. Because the
determination as to whether any of the alternative tests of Section 302(b) of the Code
will be satisfied with respect to the U.S. holder depends upon the facts and
circumstances at the time that the determination must be made, U.S. holders are
advised to consult their tax advisors to determine such tax treatment.

If a redemption or repurchase of shares of our capital stock is treated as a distribution
taxable as a dividend, the amount of the distribution will be measured by the amount of
cash and the fair market value of any property received. See ��Distributions Generally.� A
U.S. holder�s adjusted basis in the redeemed or repurchased shares of the stock for tax
purposes generally will be transferred to its remaining shares of our capital stock, if
any. If a U.S. holder owns no other shares of our capital stock, under certain
circumstances, such basis may be transferred to a related person or it may be lost
entirely. Proposed Treasury Regulations issued in 2009, if enacted in their current
form, would affect the basis recovery rules described above. It is not clear whether
these proposed regulations will be enacted in their current form or at all. Prospective
investors should consult their tax advisors regarding the federal income tax
consequences of a redemption or repurchase of our capital stock.

If a redemption or repurchase of shares of our capital stock is not treated as a
distribution taxable as a dividend, it will be treated as a taxable sale or exchange in the
manner described under ��Dispositions of Our Capital Stock.�

Tax Rates. The maximum tax rate for non-corporate taxpayers for (1) long-term capital
gains, including certain �capital gain dividends,� is generally 20% (although depending
on the characteristics of the assets which produced these gains and on designations
which we may make, certain capital gain dividends may be taxed at a 25% rate) and
(2) �qualified dividend income� is generally 20%. In general, dividends payable by
REITs are not eligible for the reduced tax rate on qualified dividend income, except to
the extent that certain holding period requirements have been met and the REIT�s
dividends are attributable to dividends received from taxable corporations (such as its
taxable REIT subsidiaries) or to income that was subject to tax at the corporate/REIT
level (for example, if the REIT distributed taxable income that it retained and paid tax
on in the prior taxable year). In addition, U.S. holders that are corporations may be
required to treat up to 20% of some capital gain dividends as ordinary income.

Taxation of Tax-Exempt Holders of Our Capital Stock

Dividend income from us and gain arising upon a sale of shares of our capital stock
generally should not be unrelated business taxable income, or UBTI, to a tax-exempt
holder, except as described below. This income or gain generally will be UBTI,
however, if a tax-exempt holder holds its shares as �debt-financed property� within the
meaning of the Code. Generally, �debt-financed property� is property the acquisition or
holding of which was financed through a borrowing by the tax-exempt holder.

For tax-exempt holders that are social clubs, voluntary employee benefit associations,
supplemental unemployment benefit trusts, or qualified group legal services plans
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exempt from federal income taxation under Sections 501(c)(7), (c)(9), (c)(17) or
(c)(20) of the Code, respectively, income from an investment in our shares will
constitute UBTI unless the organization is able to properly claim a deduction for
amounts set aside or placed in reserve for specific purposes so as to offset the income
generated by its investment in our shares. These prospective investors should consult
their tax advisors concerning these �set aside� and reserve requirements.

Notwithstanding the above, however, a portion of the dividends paid by a �pension-held
REIT� may be treated as unrelated business taxable income as to certain trusts that hold
more than 10%, by value, of the interests in the REIT. A REIT will not be a
�pension-held REIT� if it is able to satisfy the �not closely held� requirement without
relying on the �look-through� exception with respect to certain trusts or if such REIT is
not �predominantly held� by �qualified trusts.� As a result of restrictions on ownership and
transfer of our stock
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contained in our charter, we do not expect to be classified as a �pension-held REIT,� and
as a result, the tax treatment described above should be inapplicable to our holders.
However, because our stock is publicly traded, we cannot guarantee that this will
always be the case.

Taxation of Non-U.S. Holders of Our Capital Stock

The following discussion addresses the rules governing U.S. federal income taxation of
the acquisition, ownership and disposition of our capital stock by non-U.S. holders.
These rules are complex, and no attempt is made herein to provide more than a brief
summary of such rules. Accordingly, the discussion does not address all aspects of U.S.
federal income taxation and does not address state, local or non-U.S. tax consequences
that may be relevant to a non-U.S. holder in light of its particular circumstances. We
urge non-U.S. holders to consult their tax advisors to determine the impact of federal,
state, local and non-U.S. income tax laws and any applicable tax treaty on the
acquisition, ownership and disposition of shares of our capital stock, including any
reporting requirements.

Distributions Generally. Distributions (including any taxable stock dividends) that are
neither attributable to gains from sales or exchanges by us of United States real
property interests, or USRPIs, nor designated by us as capital gain dividends (except as
described below) will be treated as dividends of ordinary income to the extent that they
are made out of our current or accumulated earnings and profits. Such distributions
ordinarily will be subject to withholding of U.S. federal income tax at a 30% rate or
such lower rate as may be specified by an applicable income tax treaty, unless the
distributions are treated as effectively connected with the conduct by the non-U.S.
holder of a trade or business within the United States (and, if required by an applicable
income tax treaty, the non-U.S. holder maintains a permanent establishment in the
United States to which such dividends are attributable). Under certain treaties,
however, lower withholding rates generally applicable to dividends do not apply to
dividends from a REIT. Certain certification and disclosure requirements must be
satisfied for a non-U.S. holder to be exempt from withholding under the effectively
connected income exemption. Dividends that are treated as effectively connected with
a U.S. trade or business generally will not be subject to withholding but will be subject
to U.S. federal income tax on a net basis at the regular graduated rates, in the same
manner as dividends paid to U.S. holders are subject to federal income tax. Any such
dividends received by a non-U.S. holder that is a corporation may also be subject to an
additional branch profits tax at a 30% rate (applicable after deducting U.S. federal
income taxes paid on such effectively connected income) or such lower rate as may be
specified by an applicable income tax treaty.

Except as otherwise provided below, we expect to withhold U.S. federal income tax at
the rate of 30% on any distributions made to a non-U.S. holder unless:

(1) a lower treaty rate applies and the non-U.S. holder files with us an IRS Form
W-8BEN or W-8BEN-E (or applicable successor form) evidencing eligibility
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for that reduced treaty rate; or

(2) the non-U.S. holder files an IRS Form W-8ECI (or applicable successor form)
with us claiming that the distribution is income effectively connected with the
non-U.S. holder�s trade or business.

Distributions in excess of our current and accumulated earnings and profits will not be
taxable to a non-U.S. holder to the extent that such distributions do not exceed the
adjusted basis of the holder�s capital stock, but rather will reduce the adjusted basis of
such stock. To the extent that such distributions exceed the non-U.S. holder�s adjusted
basis in such capital stock, they will give rise to gain from the sale or exchange of such
stock, the tax treatment of which is described below. For withholding purposes, we
expect to treat all distributions as made out of our current or accumulated earnings and
profits. However, amounts withheld may be refundable if it is subsequently determined
that the distribution was, in fact, in excess of our current and accumulated earnings and
profits, provided that certain conditions are met.
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Capital Gain Dividends and Distributions Attributable to a Sale or Exchange of
United States Real Property Interests. Distributions to a non-U.S. holder that we
properly designate as capital gain dividends, other than those arising from the
disposition of a USRPI, generally should not be subject to U.S. federal income
taxation, unless:

(1) the investment in our capital stock is treated as effectively connected with the
conduct by the non-U.S. holder of a trade or business within the United States
(and, if required by an applicable income tax treaty, the non-U.S. holder
maintains a permanent establishment in the United States to which such
dividends are attributable), in which case the non-U.S. holder will be subject to
the same treatment as U.S. holders with respect to such gain, except that a
non-U.S. holder that is a non-U.S. corporation may also be subject to a branch
profits tax of up to 30%, as discussed above; or

(2) the non-U.S. holder is a nonresident alien individual who is present in the
United States for 183 days or more during the taxable year and certain other
conditions are met, in which case the non-U.S. holder will be subject to U.S.
federal income tax at a rate of 30% on the non-U.S. holder�s capital gains (or
such lower rate specified by an applicable income tax treaty), which may be
offset by U.S. source capital losses of such non-U.S. holder (even though the
individual is not considered a resident of the United States), provided the
non-U.S. holder has timely filed U.S. federal income tax returns with respect to
such losses.

Pursuant to the Foreign Investment in Real Property Tax Act, which is referred to as
�FIRPTA,� distributions to a non-U.S. holder that are attributable to gain from sales or
exchanges by us of USRPIs, whether or not designated as capital gain dividends, will
cause the non-U.S. holder to be treated as recognizing such gain as income effectively
connected with a U.S. trade or business. Non-U.S. holders would generally be taxed at
the regular graduated rates applicable to U.S. holders, subject to any applicable
alternative minimum tax. We also will be required to withhold and to remit to the IRS
35% (or 20% to the extent provided in applicable Treasury Regulations) of any
distribution to non-U.S. holders attributable to gain from sales or exchanges by us of
USRPIs. Distributions subject to FIRPTA may also be subject to a 30% branch profits
tax in the hands of a non-U.S. holder that is a corporation. The amount withheld is
creditable against the non-U.S. holder�s U.S. federal income tax liability. However, any
distribution with respect to any class of stock that is �regularly traded� on an established
securities market located in the United States is not subject to FIRPTA, and therefore,
not subject to the 35% U.S. withholding tax described above, if the non-U.S. holder did
not own more than 5% of such class of stock at any time during the one-year period
ending on the date of the distribution. Instead, such distributions generally will be
treated as ordinary dividend distributions and subject to withholding in the manner
described above with respect to ordinary dividends.
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Retention of Net Capital Gains. Although the law is not clear on the matter, it appears
that amounts we designate as retained net capital gains in respect of the capital stock
held by U.S. holders generally should be treated with respect to non-U.S. holders in the
same manner as actual distributions of capital gain dividends. Under this approach, the
non-U.S. holders would be able to offset as a credit against their U.S. federal income
tax liability their proportionate share of the tax paid by us on such retained net capital
gains and to receive from the IRS a refund to the extent their proportionate share of
such tax paid by us exceeds their actual U.S. federal income tax liability. If we were to
designate any portion of our net capital gain as retained net capital gain, non-U.S.
holders should consult their tax advisors regarding the taxation of such retained net
capital gain.

Sale of Our Capital Stock. Except as described below under ��Redemption or
Repurchase by Us,� gain realized by a non-U.S. holder upon the sale, exchange or other
taxable disposition of our capital stock generally will not be subject to U.S. federal
income tax unless such stock constitutes a USRPI. In general, stock of a domestic
corporation that constitutes a �U.S. real property holding corporation,� or USRPHC, will
constitute a USRPI. We believe that we are a USRPHC. Our capital stock will not,
however, constitute a USRPI so long as we are a �domestically controlled qualified
investment entity.� A �domestically controlled qualified investment entity� includes a
REIT in which at all times during a specified testing period less than 50% in value of
its stock is held directly or indirectly by non-U.S. persons. We believe, but cannot
guarantee, that we are a �domestically
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controlled qualified investment entity.� Because our stock is (and, we anticipate, will
continue to be) publicly traded, no assurance can be given that we will continue to be a
�domestically controlled qualified investment entity.�

Even if we do not qualify as a �domestically controlled qualified investment entity� at the
time a non-U.S. holder sells our capital stock, gain realized from the sale or other
taxable disposition by a non-U.S. holder of such capital stock would not be subject to
U.S. federal income tax under FIRPTA as a sale of a USRPI if:

(1) such class of capital stock is �regularly traded,� as defined by applicable Treasury
Regulations, on an established securities market such as the New York Stock
Exchange; and

(2) such non-U.S. holder owned, actually and constructively, 5% or less of such
class of capital stock throughout the shorter of the five-year period ending on
the date of the sale or other taxable disposition or the non-U.S. holder�s holding
period.

Notwithstanding the foregoing, gain from the sale, exchange or other taxable
disposition of our capital stock not otherwise subject to FIRPTA will be taxable to a
non-U.S. holder if either (a) the investment in our capital stock is treated as effectively
connected with the conduct by the non-U.S. holder of a trade or business within the
United States (and, if required by an applicable income tax treaty, the non-U.S. holder
maintains a permanent establishment in the United States to which such gain is
attributable), in which case the non-U.S. holder will be subject to the same treatment as
U.S. holders with respect to such gain, except that a non-U.S. holder that is a foreign
corporation may also be subject to the 30% branch profits tax (or such lower rate as
may be specified by an applicable income tax treaty) on such gain, as adjusted for
certain items, or (b) the non-U.S. holder is a nonresident alien individual who is present
in the United States for 183 days or more during the taxable year and certain other
conditions are met, in which case the non-U.S. holder will be subject to a 30% tax on
the non-U.S. holder�s capital gains (or such lower rate specified by an applicable
income tax treaty), which may be offset by U.S. source capital losses of the non-U.S.
holder (even though the individual is not considered a resident of the United States),
provided the non-U.S. holder has timely filed U.S. federal income tax returns with
respect to such losses. In addition, even if we are a domestically controlled qualified
investment entity, upon disposition of our capital stock, a non-U.S. holder may be
treated as having gain from the sale or other taxable disposition of a USRPI if the
non-U.S. holder (1) disposes of our capital stock within a 30-day period preceding the
ex-dividend date of a distribution, any portion of which, but for the disposition, would
have been treated as gain from the sale or exchange of a USRPI and (2) acquires, or
enters into a contract or option to acquire, or is deemed to acquire, other shares of that
stock during the 61-day period beginning with the first day of the 30-day period
described in clause (1), unless such stock is �regularly traded� and the non-U.S. holder
did not own more than 5% of the stock at any time during the one-year period ending
on the date of the distribution described in clause (1).
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If gain on the sale, exchange or other taxable disposition of our capital stock were
subject to taxation under FIRPTA, the non-U.S. holder would be required to file a U.S.
federal income tax return and would be subject to regular U.S. federal income tax with
respect to such gain in the same manner as a taxable U.S. holder (subject to any
applicable alternative minimum tax and a special alternative minimum tax in the case
of nonresident alien individuals). In addition, if the sale, exchange or other taxable
disposition of our capital stock were subject to taxation under FIRPTA, and if shares of
the applicable class of our capital stock were not �regularly traded� on an established
securities market, the purchaser of such capital stock generally would be required to
withhold and remit to the IRS 10% of the purchase price.

Redemption or Repurchase by Us. A redemption or repurchase of shares of our capital
stock will be treated under Section 302 of the Code as a distribution (and taxable as a
dividend to the extent of our current and accumulated earnings and profits) unless the
redemption or repurchase satisfies one of the tests set forth in Section 302(b) of the
Code and is therefore treated as a sale or exchange of the redeemed or repurchased
shares. See ��Taxation of Taxable U.S. Holders of Our Capital Stock�Redemption or
Repurchase by Us.� If the redemption or repurchase of shares is treated as a distribution,
the amount of the distribution will be measured by the amount of cash and the fair
market value of any property received. See ��Taxation of Non-U.S. Holders of
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Our Capital Stock�Distributions Generally.� If the redemption or repurchase of shares is
not treated as a distribution, it will be treated as a taxable sale or exchange in the
manner described under ��Taxation of Non-U.S. Holders of Our Capital Stock�Sale of
Our Capital Stock.�

Taxation of Holders of Our Debt Securities

The following summary describes the material U.S. federal income tax consequences
of acquiring, owning and disposing of our debt securities. This discussion assumes the
debt securities will be issued with less than a statutory de minimis amount of original
issue discount for U.S. federal income tax purposes. In addition, this discussion is
limited to persons purchasing the debt securities for cash at original issue and at their
original �issue price� within the meaning of Section 1273 of the Code (i.e., the first price
at which a substantial amount of the debt securities is sold to the public for cash).

U.S. Holders

Payments of Interest. Interest on a debt security generally will be taxable to a U.S.
holder as ordinary income at the time such interest is received or accrued, in
accordance with such U.S. holder�s method of accounting for U.S. federal income tax
purposes.

Sale or Other Taxable Disposition. A U.S. holder will recognize gain or loss on the
sale, exchange, redemption, retirement or other taxable disposition of a debt security.
The amount of such gain or loss generally will be equal to the difference between the
amount received for the debt security in cash or other property valued at fair market
value (less amounts attributable to any accrued but unpaid interest, which will be
taxable as interest to the extent not previously included in income) and the U.S. holder�s
adjusted tax basis in the debt security. A U.S. holder�s adjusted tax basis in a debt
security generally will be equal to the amount the U.S. holder paid for the debt security.
Any gain or loss generally will be capital gain or loss, and will be long-term capital
gain or loss if the U.S. holder has held the debt security for more than one year at the
time of such sale or other taxable disposition. Otherwise, such gain or loss will be
short-term capital gain or loss. Long-term capital gains recognized by certain
non-corporate U.S. holders, including individuals, generally will be taxable at reduced
rates. The deductibility of capital losses is subject to limitations.

Non-U.S. Holders

Payments of Interest. Interest paid on a debt security to a non-U.S. holder that is not
effectively connected with the non-U.S. holder�s conduct of a trade or business within
the United States generally will not be subject to U.S. federal income tax or
withholding, provided that:

� the non-U.S. holder does not own, actually or constructively, 10% or more of
the total combined voting power of all classes of our voting stock;
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� the non-U.S. holder is not a controlled foreign corporation related to us through
actual or constructive stock ownership; and

� either (1) the non-U.S. holder certifies in a statement provided to the
applicable withholding agent under penalties of perjury that it is not a
United States person and provides its name and address; (2) a
securities clearing organization, bank or other financial institution
that holds customers� securities in the ordinary course of its trade or
business and holds the debt security on behalf of the non-U.S. holder
certifies to the applicable withholding agent under penalties of
perjury that it, or the financial institution between it and the non-U.S.
holder, has received from the non-U.S. holder a statement under
penalties of perjury that such holder is not a United States person and
provides the applicable withholding agent with a copy of such
statement; or (3) the non-U.S. holder holds its debt security directly
through a �qualified intermediary� (within the meaning of the
applicable Treasury Regulations) and certain conditions are satisfied.
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If a non-U.S. holder does not satisfy the requirements above, such non-U.S. holder will
be subject to withholding tax of 30%, subject to a reduction in or an exemption from
withholding on such interest as a result of an applicable tax treaty. To claim such
entitlement, the non-U.S. holder must provide the applicable withholding agent with a
properly executed IRS Form W-8BEN or W-8BEN-E (or other applicable
documentation) claiming a reduction in or exemption from withholding tax under the
benefit of an income tax treaty between the United States and the country in which the
non-U.S. holder resides or is established.

If interest paid to a non-U.S. holder is effectively connected with the non-U.S. holder�s
conduct of a trade or business within the United States (and, if required by an
applicable income tax treaty, the non-U.S. holder maintains a permanent establishment
in the United States to which such interest is attributable), the non-U.S. holder will be
exempt from the U.S. federal withholding tax described above. To claim the
exemption, the non-U.S. holder must furnish to the applicable withholding agent a
valid IRS Form W-8ECI, certifying that interest paid on a debt security is not subject to
withholding tax because it is effectively connected with the conduct by the non-U.S.
holder of a trade or business within the United States.

Any such effectively connected interest generally will be subject to U.S. federal
income tax at the regular graduated rates. A non-U.S. holder that is a corporation may
also be subject to a branch profits tax at a rate of 30% (or such lower rate specified by
an applicable income tax treaty) on such effectively connected interest, as adjusted for
certain items.

The certifications described above must be provided to the applicable withholding
agent prior to the payment of interest and must be updated periodically. Non-U.S.
holders that do not timely provide the applicable withholding agent with the required
certification, but that qualify for a reduced rate under an applicable income tax treaty,
may obtain a refund of any excess amounts withheld by timely filing an appropriate
claim for refund with the IRS. Non-U.S. holders should consult their tax advisors
regarding their entitlement to benefits under any applicable income tax treaty.

Sale or Other Taxable Disposition. A non-U.S. holder will not be subject to U.S.
federal income tax on any gain realized upon the sale, exchange, redemption,
retirement or other taxable disposition of a debt security (such amount excludes any
amount allocable to accrued and unpaid interest, which generally will be treated as
interest and may be subject to the rules discussed above in ��Taxation of Holders of Our
Debt Securities�Non-U.S. Holders�Payments of Interest�) unless:

� the gain is effectively connected with the non-U.S. holder�s conduct of a trade or
business within the United States (and, if required by an applicable income tax
treaty, the non-U.S. holder maintains a permanent establishment in the United
States to which such gain is attributable); or
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� the non-U.S. holder is a nonresident alien individual present in the United States
for 183 days or more during the taxable year of the disposition and certain other
requirements are met.

Gain described in the first bullet point above generally will be subject to U.S. federal
income tax on a net income basis at the regular graduated rates. A non-U.S. holder that
is a foreign corporation also may be subject to a branch profits tax at a rate of 30% (or
such lower rate specified by an applicable income tax treaty) on such effectively
connected gain, as adjusted for certain items.

Gain described in the second bullet point above will be subject to U.S. federal income
tax at a rate of 30% (or such lower rate specified by an applicable income tax treaty),
which may be offset by U.S. source capital losses of the non-U.S. holder (even though
the individual is not considered a resident of the United States), provided the non-U.S.
holder has timely filed U.S. federal income tax returns with respect to such losses.

Non-U.S. holders should consult their tax advisors regarding any applicable income tax
treaties that may provide for different rules.
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Information Reporting and Backup Withholding

U.S. Holders. A U.S. holder may be subject to information reporting and backup
withholding when such holder receives payments on our capital stock or debt securities
or proceeds from the sale or other taxable disposition of such stock or debt securities
(including a redemption or retirement of a debt security). Certain U.S. holders are
exempt from backup withholding, including corporations and certain tax-exempt
organizations. A U.S. holder will be subject to backup withholding if such holder is not
otherwise exempt and such holder:

� fails to furnish the holder�s taxpayer identification number, which for an
individual is ordinarily his or her social security number;

� furnishes an incorrect taxpayer identification number;

� is notified by the IRS that the holder previously failed to properly report
payments of interest or dividends; or

� fails to certify under penalties of perjury that the holder has furnished a correct
taxpayer identification number and that the IRS has not notified the holder that
the holder is subject to backup withholding.

Backup withholding is not an additional tax. Any amounts withheld under the backup
withholding rules may be allowed as a refund or a credit against a U.S. holder�s U.S.
federal income tax liability, provided the required information is timely furnished to
the IRS. U.S. holders should consult their tax advisors regarding their qualification for
an exemption from backup withholding and the procedures for obtaining such an
exemption.

Non-U.S. Holders. Payments of dividends on our capital stock or interest on our debt
securities generally will not be subject to backup withholding, provided the applicable
withholding agent does not have actual knowledge or reason to know the holder is a
United States person and the holder either certifies its non-U.S. status, such as by
furnishing a valid IRS Form W-8BEN, W-8BEN-E or W-8ECI, or otherwise
establishes an exemption. However, information returns are required to be filed with
the IRS in connection with any dividends on our capital stock or interest on our debt
securities paid to the non-U.S. holder, regardless of whether any tax was actually
withheld. In addition, proceeds of the sale or other taxable disposition of such stock or
debt securities (including a retirement or redemption of a debt security) within the
United States or conducted through certain U.S.-related brokers generally will not be
subject to backup withholding or information reporting, if the applicable withholding
agent receives the certification described above and does not have actual knowledge or
reason to know that such holder is a U.S. person, or the holder otherwise establishes an
exemption. Proceeds of a disposition of such stock or debt securities conducted through
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a non-U.S. office of a non-U.S. broker generally will not be subject to backup
withholding or information reporting.

Copies of information returns that are filed with the IRS may also be made available
under the provisions of an applicable treaty or agreement to the tax authorities of the
country in which the non-U.S. holder resides or is established.

Backup withholding is not an additional tax. Any amounts withheld under the backup
withholding rules may be allowed as a refund or a credit against a non-U.S. holder�s
U.S. federal income tax liability, provided the required information is timely furnished
to the IRS.

Medicare Contribution Tax on Unearned Income

Certain U.S. holders that are individuals, estates or trusts are required to pay an
additional 3.8% tax on, among other things, dividends on stock, interest on debt
obligations, and capital gains from the sale or other disposition of stock or debt
obligations. U.S. holders should consult their tax advisors regarding the effect, if any,
of these rules on their ownership and disposition of our capital stock or debt securities.

Additional Withholding Tax on Payments Made to Foreign Accounts

Withholding taxes may be imposed under Sections 1471 to 1474 of the Code (such
sections commonly referred to as the Foreign Account Tax Compliance Act, or
FATCA) on certain types of payments made to
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non-U.S. financial institutions and certain other non-U.S. entities. Specifically, a 30%
withholding tax may be imposed on dividends on our capital stock, interest on our debt
securities, or gross proceeds from the sale or other disposition of our capital stock or
debt securities, in each case paid to a �foreign financial institution� or a �non-financial
foreign entity� (each as defined in the Code), unless (1) the foreign financial institution
undertakes certain diligence and reporting obligations, (2) the non-financial foreign
entity either certifies it does not have any �substantial United States owners� (as defined
in the Code) or furnishes identifying information regarding each substantial United
States owner, or (3) the foreign financial institution or non-financial foreign entity
otherwise qualifies for an exemption from these rules. If the payee is a foreign financial
institution and is subject to the diligence and reporting requirements in clause
(1) above, it must enter into an agreement with the U.S. Department of the Treasury
under which it undertakes, among other things, to identify accounts held by certain
�specified United States persons� or �United States-owned foreign entities� (each as
defined in the Code), annually report certain information about such accounts, and
withhold 30% on certain payments to non-compliant foreign financial institutions and
certain other account holders. Foreign financial institutions located in jurisdictions that
have an intergovernmental agreement with the United States governing FATCA may
be subject to different rules.

Under the applicable Treasury Regulations, withholding under FATCA generally
applies to payments of dividends on our capital stock or interest on our debt securities,
and will apply to payments of gross proceeds from the sale or other disposition of such
stock or debt securities on or after January 1, 2017.

Prospective investors should consult their tax advisors regarding the potential
application of withholding under FATCA to their investment in our capital stock or
debt securities.

Other Tax Consequences

State, local and non-U.S. income tax laws may differ substantially from the
corresponding federal income tax laws, and this discussion does not purport to describe
any aspect of the tax laws of any state, local or non-U.S. jurisdiction, or any federal tax
other than the income tax. You should consult your tax advisor regarding the effect of
state, local and non-U.S. tax laws with respect to our tax treatment as a REIT and on an
investment in our capital stock or debt securities.
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PLAN OF DISTRIBUTION

We may sell the offered securities from time to time:

� through underwriters or dealers;

� through agents;

� directly to one or more purchasers; or

� through a combination of any of these methods of sale.
We will identify the specific plan of distribution, including any underwriters, dealers,
agents or direct purchasers and their compensation in the applicable prospectus
supplement.
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LEGAL MATTERS

Latham & Watkins LLP and Miles & Stockbridge P.C. will pass upon certain legal
matters relating to the issuance and sale of the securities offered hereby on behalf of
Corrections Corporation of America and the subsidiary guarantors. Bass, Berry & Sims
PLC will pass upon certain legal matters in connection with Tennessee law. Additional
legal matters may be passed upon for us or any underwriters, dealers or agents, by
counsel that we will name in the applicable prospectus supplement.

EXPERTS

The consolidated financial statements of Corrections Corporation of America
appearing in Corrections Corporation of America�s Annual Report on Form 10-K for
the year ended December 31, 2014 including the schedule appearing therein, and the
effectiveness of Corrections Corporation of America�s internal control over financial
reporting as of December 31, 2014, have been audited by Ernst & Young LLP,
independent registered public accounting firm, as set forth in their reports thereon
included therein, and incorporated herein by reference. Such consolidated financial
statements are, and audited consolidated financial statements to be included in
subsequently filed documents will be, incorporated herein in reliance upon the reports
of Ernst & Young LLP pertaining to such consolidated financial statements and the
effectiveness of our internal control over financial reporting as of the respective dates
(to the extent covered by consents filed with the Securities and Exchange Commission)
given on the authority of such firm as experts in accounting and auditing.
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