

























































































































































































































































































































































































































































































































































































































































































































































































































































































Securus Technologies, Inc. - Page 10 of 104

Table of Contents

Principal Products and Services

We believe that the specialized products and services we offer differentiate us from our competitors. Our products and
services are designed to streamline the operations of corrections facilities and empower administrators with administrative,
investigative and economic capabilities. Our principal specialized products and services inciude;

Call Manager

The flagship product of Securus, this fully integrated inmate calling applications manager offers innovative feature
applications that give facilities extensive administrative and investigative control. The system offers networking functions,
system and application stability, heightened security features, nser auditing, and password-specific utilities. The system’s
innovative investigative tools have proven to be an invaluable resource to its customers pationwide.

SECUREvoice™

Inmate Telecommunications Identification Service, or ITIS, is a powerful method of authentication of a person's identity.
Compared to other techniques, it is quick, non-intrusive and cost-effective. ITIS is based on the fact that each person’s voice
contains a unique signature, which can be accurately validated and cannot be imitated.

Prepaid Calling Programs

Inmate telecommunications systems customarily allow calls to be placed as collect only, without the involvement of a live
operator, Our prepaid calling offerings provide flexibility in the utilization of called party prepaid calling and inmate prepaid
calling. Qur prepaid calling systems offer a paperless, card-free prepaid calling solution for both the called parties and the
inmates. The prepaid account is managed by either the called party’s phone number or the inmate’s PIN. Our prepaid calling
platform allows correctional facilities to offer inmate families an alternative to collect calls and acts as a cash management
tool to help those families budget more effectively for calls. Additionally, because prepayment virtnally eliminates bad debt,
fewer calls are blocked and correctional facilities recognize the financial benefits of higher call volumes.

We also continue to provide paper prepaid calling cards for facilities that desire a fast and simple calling solution for their
inmates, These are sold to the inmates out of the facility’s commissary service. The cards may be used for both domestic and
international calling. Many of our competitors provide similar prepaid services,

Correctional Billing Services (CBS)

We are able to provide on a nationwide basis a custormer care and billing center dedicated to the inmate’s friends and-
family, CBS, a division of Securus, provides dedicated customer service to the called party 24 hours per day, seven days per
week, 365 days per year, CBS also offers multiple payment options including prepayment of charges, remittance directly to
the local phone company, credit card-payments and check by phone.

Intelligent Call and Billing Management Solution (ICBS)

We have developed Intelligent Call and Billing Management Solution, or ICBS, a proprietary call validation and billing
technology that is designed to minimize bad debt expense. Our solutions services include ICBS technology. Specifically,
ICBS allows us to rapidly identify and prevent or block collect calls from being connected to potential non-paying call
recipients through a continuously growing and improving database. As an enhancement to revenues, the blocked call
recipient is notified that an inmate has attempted contact and, upon request, can receive inmate calls through various prepaid
methods. We believe that our technology provides us with generally lower bad debt expense as a percentage of revenues in
the indusiry, while offering the broadest, most sophisticated suite of payment method alternatives in the industry.
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Facility Manager

Qur Facility Manager is comprised of three specific applications — Detention Management System (DMS), Records
Management System (RMS), and Computer-Aided Dispatch (CAD). These applications provide authorized personnel the
tools to track, investigate, record, report, and most importantly, efficiently manage a correctional facility’s day-to-day
activities, The three-tiered focus on program functionality, platform stability and system usability is clearly evident in every
aspect of the Facility Manager application. ’

Intelligent Technologies Architecture

We are developing the Intelligent Technologies Architecture suite of applications, which will provide a wide array of
solutions-based, technologically advanced, integrated applications for the criminal justice community. The Intelligent
Technologies Architecture applications are being designed to provide solutions targeted at the identified needs of the criminal
justice community.

Systems and Equipment

We currently utilize automated operator calling systems that consist of third-party and internally developed sofiware
applications installed on specialized equipment. Our specialized systems limit inmates to collect calls or prepaid calls,
validate and verify the payment history of each number dialed for billing purposes, and confirm that the destination number
has not been blocked. If the number is valid and has not been blocked, the system automatically requests the inmate’s name,
records the inmate’s response, and waits for the called party to answer, When the call is answered the system informs the
called party that there is a collect call, plays back the name of the inmate in the inmate’s voice, and instructs the called party
to accept or reject the call. The system completes calls that have been accepted by the called party.

The system automatically records the details of each call (i.e., the number called and the length of the call) and transmits
the data to a centralized billing center for bill processing and input into our call activity database. Qur database of telephone
numbers and call activity allows us to provide extensive call activity reports to correctional facilities and law enforcement
authorities, in addition to identifying numbers appropriate for blocking, thus helping to teduce the number of uncollectible
calls. These include reports that can further assist law enforcement authorities in connection with ongoing investigations. We
believe this database offers competitive advantages, particularly within states in which we have achieved substantial market
penetration.

Maintenance, Service and Support Infrastructure

We provide and install telephone systems in correctional facilities at no cost to the facility and genetally perform all
maintenance activities. We maintain a geographically dispersed staff of trained field service technicians and independent
contractors, which allows us to respond quickly to service interruptions and perform on-site repairs and maintenance. In
addition, we have the ability to make some repairs remotely through electronic communication with the installed equipment
without the need of an on-site service call. We beligve that system reliability and service quality are particularly important in
the inmate telecommunications industry because of the potential for disruptions among inmates if telephone service remains
unavailable for extended periods.

Billing and Collection

We use LEC direct billing agreements and third-party clearinghouse billing agreements to bill and collect phone charges.
Under both agreements, the LEC includes collect call charges for our services on the local telephone bill sent to the recipient
of the inmate collect call. We generally receive payment from the LEC for such calls 60 days after the end of the month in
which the call is submitted to the LEC for billing. The payment that we receive is net of a service fee and net of write-offs of

. uncollectible accounts for which we previcusly received payment, or net of a reserve for future uncollectible accounts,

Unlike many smaller independent service providers with lower telecommunications traffic, we have been able to enter into
direct billing agreements with LECs in most of our markets because of our high market penetration. During 2003, we billed
approximately 61% of our operating revenues and approximately 85% of our collect call revenues through LEC direct billing
agreements. We believe that
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direct billing agreements with LECs decrease bad debt expense and billing expenses by eliminating an additional third-party
billing entity, while expediting and increasing collectibility. In addition, direct billing agreements help us resolve disputes
with billed parties by facilitating direct communication between us and the called party, thereby reducing the number of
charge-offs, ‘

In the absence of a LEC direct billing arrangement, we bill and collect our fees through third-party billing and collection
clearinghouses that have billing and collection agreements with LECs. When we employ third-party billing and collection
clearinghouses, the account proceeds are forwarded by the various LECs to the clearinghonses, which then forward the
proceeds to us, less a processing fee. With both LEC direct and third-party billing and collection agreements, we reconcile
our cali records with collections and write-offs on a regular basis. The entire billing and collection cycle (including
reconciliation), takes on average, between six to nine months after we submit the call record to the LEC or to third-party
billing and collection clearinghouses.

Our specialized billing and bad debt management system integrates our LEC direct billing arrangements with our call
blocking, validation and customer inquiry procedures.

Research and Product Development

We believe that the timely development of new products and enhancements to existing products is essential to maintain
our competitive position. We conduct ongoing research and development for the development of new products and
enhancement of existing products that are complementary to the existing product line.

Our current research and development efforts are focused on further improvements to our bad debt management systems,
including improved algorithms to monitor and analyze our risk on a real-time basis, enhanced three-way call detection,
advanced call validation systems, voice-over internet protocol and general improvements to our call processing platforms in
order to improve operating efficiency and reduce capital costs of new installations. In addition, we are developing products
and services that willt provide law enforcement officials with greater access to communications capabilities, inmate
information and intelligence on inmate calls within a correctionat facility as well as on inmate calls between cotrectional
facilities and other law enforcement agencies.

Patents and Other Proprietary' Rights

We rely on a combination of patents, copyrights and trade secrets to establish and protect our intellectual property rights,
‘We have been issued 40 paterits. We consider any patents issued or licensed to us to be a significant factor in enabling us to
more effectively compete in the inmate calling industry.

We belicve that our intellectual property portfolio provides our customers leading edge technology recognized as
technologically superior within the inmate telecommunications industry. We believe that we currently hold the broadest
inteliectual property portfolio in the industry, with more than 80 patents and applications. We believe that the duration of
applicable patents is adequate relative to our product and service offerings.

Although we have filed many patent applications and hold several patents relating to our internally developed call
processing and other technology, such technology and intellectual property rights could infringe on other parties’ intellectuat
property rights and could be contested or challenged. Shounld our call processor or any material feature of our call processor
or other proprietary technology be determined to violate applicable patents, we may be required to cease using these features
or to obtain appropriate licenses for the use of that technology and could be subject to material damages if our infringement
were determined to be lengthy or willful,

Regulation

The inmate telecommunications industry is subject to varying degrees of federal, state, and local regulation. Regulatory
actions have-affected, and are likely to continue to affect, our correctional facility customers, our telecommunications service
provider custonters, our competitors and us.

10

http://sec.gov/Archives/edgar/data/1320051/000095014406003085/g00538¢10vk.htm 12/29/2006



Securus Technologies, Inc. Page 13 of 104

Table of Contents

The inmate telecommunications market is regulated at the federal level by the FCC and at the state level by public utilities
commigsions or equivalent agencies (“PUCs”) of the various states. In addition, from time to time, Congress or the various
state legislatures may enact legislation that affects the telecommunications industry generally and the inmate
telecommunications industry specifically. Court decisions interpreting applicable laws and regulations may also have a
significant effect on the inmate telecommunications industry. Changes in existing laws and regulations, as well as the
adoption of new laws and regulations applicable to our activities or other telecommunications businesses, could have a
material adverse effect on us, See “Risk Factors — Regulatory Risks.”

Federal Regulation

Prior to 1996, the federal government’s role in the regulation of the inmate telecommunications industry was relatively
limited, The enactment of the Telecommunications Act of 1996 (the “Telecom Act”), however, marked a significant change
in scope of federal regulation of the inmate telecommunications service. Generally, the Telecom Act (i) opened local
exchange service to competition and preempted states from imposing barriers preventing such competition, (i} imposed new
unbundling and interconnection requirements on incumbent local exchange carrier networks, (iii) removed prohibitions on
inter~-LATA services and manufacturing where certain competitive conditions are met, (iv) transferred any remaining
requirements of the consent decree governing the 1984 Bell System divestiture (including its nondiscrimination provisions)
to the FCC’s jurisdiction, (v) imposed requirements to conduct certain competitive activities only through structurally
separate affiliates, and (vi) eliminated many of the remaining cable and telephone company cross-ownership restrictions.

This legislation and related rulings significantly changed the competitive landscape of the telecommunications industry as
a whole. For example, by allowing the RBOCs to once again provide long-distance service, our RBOC customers have
become direct competitors of AT&T, which in turn could adversely affect our relationships with all such customers.
Furthermore, our current relationship with AT&T may foreclose opportunities to provide long distance services to its current
RBOC customers if and when they enter the long-distance market, Therefore, a loss of long-distance market share by AT&T
could result in a corresponding loss of market share by us.

More specifically for the inmate telecommunications industry, the Telecom Act added Section 276 to the principal U.S.
federal communications statute, the Communications Act of 1934, Section 276 directed the FCC to implement rules to
overhaul the regulation of the provisioning of pay phone service, which Congress defined to include the provisioning of
inmate telecommunications service in correctional institutions.

Before the adoption of the Telecom Act, LECs generally included inmate telecommunications service operations as part of
their regulated local exchange telephone company operations. This allowed the LECs to pool revenue and expenses from
their monopolistic local exchange operations with revenues and expenses from their inmate telecommumications service
operations. This commingling of operations made possible the subsidization of the LECs’ inmate telecommunications sorvice
operations through other regulated revenues. The LECs were also able to shift certain costs from their inmate
telecommunications service operations to their local exchange monoepoly accounts, In particular, the LECs were able to pool
the bad debt from their inmate telecommunications service operations with their other bad debt. Because independent inmate
telecommunications service providers act as their own carrier, they bear the risk of fraudulent calling and uncollectible calls
and other bad debt. Bad debt is substantially higher in the inmate telecommunications industry than in other segments of the
telecommunications industry. The LECs’ practice of pooling bad debt shifted the high costs of bad debt from inmate
telecommunications service operations to the expense accounts of other LEC operations, presenting a vehicle for the cross-
subsidization of the LECs’ inmate operations. This, in turn, allowed the LECs to offer commissions to correctional facilities
that were often significantly higher than those that independent inmate telecommunications service providers can offer.

Section 276 directed the FCC to adopt regulations to end the LECs subsidization of their inmate telecommunications
service operations from regulated revenues. Congress also directed the FCC to ensure that the RBOCs could not discriminate
in favor of their own operations to the competitive detriment of independent inmate telecommunications service providers.
Finally, Congress required the FCC to ensure that all inmate telecommunications service providers were fairly compensated
for “each and every” call made from their telephone.
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To carry out its legislative mandate, the FCC adopted regulations requiring all LECs to transfer their inmate
telecommunications service operations from their regulated accounts to the LECs’ unregulated accounts by no later than
April 15, 1997, The FCC’s rules implementing Section 276 are designed to eliminate cross-subsidization and cost-shifting.
However, since the bad debt from inmate telecommunications services arises from the charges for collect calls, which have
traditionally been regulated carrier activities, the FCC’s rules did not prevent shifting of bad debt from the LECs’ inmate
telecommunications service operations to the LECs’ regulated accounts.

Frn impiementing Section 276, the FCC also addressed the one-time transfer of existing inmate telecommunications service
assets from the LECs’ regulated accounts to the unregulated accounts established for inmate telecommunications service
operations, The FCC ordered the transfer of those assets at their net book value rather than at their fair market value. The
inmate telecommunications industry had argued to the FCC that the transfer should be accomplished at the assets’ fair market
value, including the value of the contracts between the LECs’ inmate telecommunications service operations and correctional
facilities. The net book value of those assets may be lower than their fair market value. In the event that the valuation of the
assets is below market, the LECs’ inmate telecommunications service operations may be able to post nominally higher
returns on their assets than they would otherwise be able to and hence relieve operating pressures for returns on assets. This
could result in a competitive advantage for the LECs with respect to access to capital markets as compared to independent
inmate telecommunications service providers.

To eliminate discrimination, the FCC initially required, among other things, that the LECs’ inmate telecommunications
service operations take any tariffed services from their regulated operations at the tariffed rate for the service. Before the
Telecom Act, the LECs’ inmate telecommunications service operations were able to take these services at some variant of
their underlying costs without regard to the tariffed rate being charged to independent inmate telecommunications service
providers. Under the Telecom Act, the LECs” inmate telecommunications service operations must take tariffed services on an
arm’s length basis, at tariffed rates that are subject to regulatory approval. Further, the rates for the tariffed services offered to
both the LECs’ inmate telecommunications service operations and independent inmate telecommunications service providers
must be developed on a consistent basis. The test that the FCC mandated for the pricing of services {the “new services test”)
to both independent inmate telecommunications providers and LECs’ own inmate operations applied to existing rates and
could potentially cause a rate reduction for services in some instances, while resulting in rate increases in others. However,
the FCC ruled, and the U.S. federal courts have affirmed, that Section 276 clearly mandated that the test be applied only to
the RBOCs. At the same time, the FCC urged state commissions to apply the test to all LECs in their states. In any case, the
requirement for a consistent methodology for developing rates should substantially reduce LEC opportunities for unfavorable
rate discrimination against independent inmate telecommunications service providers like Securus.

To ensure “fair compensation™ for inmate telecommunications service providers, the FCC held that it was not required to
proscribe compensation for collect calls because inmate telecommunications service providers act as their own catriers and
collect the revenue from those calls directly from called parties. We nonetheless have from time to time been required to
defend curselves against complaints to the FCC from certain payphone owners not in the inmate telecommunications
industry, that have unsuccessfully claimed a right to compensation for calls initiated from the inmate telecommunications
service providers. The inmate telecommunications industry argued to the FCC, however, that because of state-mandated
ceilings on the rates for intrastate collect calls, inmate telscommunications providers could not recover adequate revenues for
those calls, and accordingly, had sought an “inmate system compensation charge” in addition to the charges collected for
carrying the call. See “— State Regulation.” However, the FCC only determined that Section 276’s fair compensation
requirenient does not require either preemption of state local collect calling rate caps or imposition of a federally-tariffed
surcharge above state rate caps for local inmate calls. This decision, unless subject to further review, appeal or revision as a
result of further proceedings, leaves intact, from a Federal perspective, the current impact of state-mandated rate ceilings.
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The FCC has also declined to modify the accounting safeguards implemented to guarantee that regulated revenues
properly follow regulated costs, and unregulated revenues foltow unregulated costs. Thus, it remains that only inmate
telecommunications equipment and not the coliect calling service itselfis included in the inmate telecommunications services
that the RBOCs must provide on a non-regulated basis. Consequently, it is possible that the RBOCs will to some extent
continue to be able to subsidize and discriminate in favor of their inmate telecommunications service operations. In
particular, so long as the RBOCs can continue to define their inmate collect calling service as part of their regulated
operations, they may be commingling bad debt associated with that service with bad debt from other services.

Because of the proceedings still pending before the FCC, the ultimate effects of the rule changes mandated by the
Telecom Act are uncertain. For example, the FCC is eurrently considering comments filed in Docket No. 96-128 on the costs
associated with the provision of inmate telecommunications services to explore whether the current regulatory regime
applicable to the provision of inmate telecommunications services is responsive to the needs of corrections facilities, inmate
calling services providers, and inmates, and if not, whether and how unmet needs might be addressed. This inciudes claims
concerning the rates charged for inmate calls, See “Legal Proceedings.” See “Risk Factors — Regulatory Risks.”

Apart from its proceedings to implement the Telecom Act, the FCC also adopted regulations for interstate calls requiring
inmate telecommunications service providers to announce to called parties, before the called party incurs any charges, that
rate quotes may be obtained by dialing no more than two digits or remaining on the line. The FCC subsequently clarified the
rules to require exact, and net maximum, rate quotes on a per minute basis.

Significantly, however, the FCC adopted the rate disclosure option in lieu of the so-called “Billed Party Preference”
proposal that had been pending before the FCC for several years. Under that plan, inmate telecommunications service
providers would have been required to send their interstate inmate collect calls to the called party’s pre-subscribed carrier,
thereby bypassing the opportunity for the inmate telecommunications service provider to receive revenue from the calls. We
believe that the rate quote regulations adopted by the FCC are a preferabie alternative to Billed Party Preference, which
would potentially have had a much more adverse effect on our business. However, the FCC, in Docket No. 96-128, recently
took further comments on a request by inmate groups to require multiple carrier access to certain inmate facilities on
interstate calls. The FCC has also taken comment on other technologies advanced as a method to avoid the single carrier per
facility system that currently prevails in the inmate telecommunications industry.

State Regulation

In many states, inmate telecommunications service providers must obtain prior authorization from, or register with, the
PUC and file tariffs or price lists of their rates. The most significant state involvement in the economic regulation of inmate
telecommunications service is the limit on the maximum rates that can be charged for intrastate collect calls set by most
states, referred to as “rate ceilings,” Since at many facilities, collect calls are the only kind of calls that can be made by
inmates, such state-imposed rate ceilings can have a significant effect on our business.

In many states, the rate ceilings on inmate collect calls within the originating LEC’s service atea are tied to the rate
charged by the LEC and subject to state regulatory approval. Thus, where the LEC chooses not to raise its rates, independent
inmate telecommunications service providers are precluded from raising theirs. Prior to the passage of the Telecom Act, the
LECs had less incentive to raise their rates than independent inmate telecommunications service providers because the LECs
were able to subsidize their inmate telecommunications service operations and discriminate in their favor, as described above.
See “— Federal Regulation.” It is possible that as a result of the FCC’s rules designed to eliminate these subsidies, some
LECs may periodically choose to file with their state commissions to raise their rates for inmate collect calls. If this occurs,
inmate telecommunications service providers could also raise their rates, It is difficult to predict the extent to which the LECs
will raise their rates.
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For intrastate calls going outside the originating LEC’s service area, there may be state rate ceilings tied to the rates of the
IXCs for similar calls. In some cases, these rate ceilings can also make sufficient cost recovery difficuit. In general, the cost
recovery probiems that arise from rate ceilings tied to IXC rates are not as severe as the difficulties created by rate ceilings
tied to LEC rates.

In its rulemaking in implementing the Telecom Act, the FCC declined to address these state rate ceilings. The FCC ruled
that inmate telecommunications providers must first seek relief from the state rate ceilings at the state level. The outcome of
any such proceedings at the state level, if undertaken, is uncertain. Further, despite reserving the right to do so, it is uncertain
whether the FCC would intervene or if so, how, in the event a state failed to provide relief. Moreover, as noted above, the
FCC has declined to preempt state rate caps on local inmate calls or permit an additional surcharge thereon. See “Legal
Proceedings.”

In addition to imposing rate caps, the states may regulate various other aspects of the inmate telecommunications industry.
While the degree of regulatory oversight varies significantly from state to state, state regulations generaliy establish
minimum technical and operating standards to ensure that public interest considerations are met. Among other things, most
states have established rules that govetn the service provider in the form of postings or verbal announcements, and
requirements for rate quotes upon request. See “Legal Proceedings,”

The foregoing discussion does not describe all present and proposed federal, state and local regulations, legislation, and
related judicial or administrative proceedings relating to the telecommunications industry, including inmate
telecommunications services, and thereby affecting our business. The effect of increased competition on our operations will
be influenced by the future actions of regulators and legislators, who are increasingly advocating competition. While we
would attempt to modify our customer relationships and our service offerings to meet the challenges resulting from changes
in the telecommunications competitive environment, there is no assurance we would be able to do so.

Employees

As of December 31, 2005, we employed 582 full-time equivalent employees, of which 274 are salaried and 308 are hourly
employees. None of our employees are represented by a labor union, and we have not experienced any material work
stoppages to date. We believe that our management currently has a good relationship with our employees. In connection with
the consummation of the T-Netix and Evercom acquisitions, we terminated approximately 120 employees through our
consolidation of operations.

FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K and, in particular, the description of our Business set forth in Item 1 and our
Management’s Discnssion and Analysis of Financial Condition and Results of Operations set forth in Item 7 contain or
incorporate a number of forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934, including statements regarding:

*  projected future sales growth;

»  expected future revenues, operations, expeditures and cash needs;

¢ estimates of the potential for our products and services, including the anticipated drivers for future growth,
«  sales and matketing plans;

»  assessment of competitors and potential competitors; and

+  potential mergers or acquisitions,

In addition, any statements contained in or incorporated by reference into this report that are not statements of historical
fact should be considered forward-looking statements. You can identify these forward-looking statement by use of the words
“believes,” “expects,” “anticipates,” “plans,” “may,” “will,” “would,” “intends,” “estimates” and other similar expressions,
whether in the negative or affirmative. We cannot guarantee that we actually will achieve the plans, intentions or expectations
disclosed in the forward looking statements made. There are a number of important risks and uncertaintics that could cause
our actual results to differ materially from those indicated by such forward-looking statements. These risks and uncertainties
include, without limitation, those set forth below under the heading “Risk Factors.” We do not intend to update publicly any
forward-looking statements whether as a result of new information, future events or otherwise.
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ITEM 1A. RISK FACTORS

You should carefully consider the risks described below, together with all of the other information contained in this Form
10-K, before making an investment decision. The risks described below are not the only ones facing our company. Additional
risks and uncertainiies not currently known ro us or that we currently deem to be immaterial may also materially and
adversely affect our financial condition, results of operations or cash flow. Any of the following risks could materially and
adversely affect our financial condition or results of operations. In such case, you may lose all or part of your original
investment.

Risks Related to our Senior Notes
We have a substantial amount of debt outstanding and have significant interest payments

We have a significant amount of debt outstanding. As of December 31, 2005, we had $203.9 million of long-term debt
outstanding before considering $3.1 million of original issue discount on our second-priority senior secured notes and
$2.8 million of fair value attributable fo warrants issued in connection with our senior subordinated debt financing, each of
which are reflected as discounts to our cutstanding long-term debt on our financial statements. As of December 31, 2005, we
had a stockholders® deficit of $31.9 million.

Our substantial debt could have important consequences, For example, it could:

»  require us to dedicate a substantial portion of our cash flow from operations to make payments on our debt, thereby
reducing funds available for operations, future business opportunities and other purposes;

«  limit our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate;
s  make it more difficult for us to satisfy our obligations with respect to the notes and our other debt obligations;

*  limit our ability to borrow additional funds, or to sell assets to raise funds, if needed, for working capital, capital
expenditures, acquisitions or other purposes;

» ' increase our vulnerability to general adverse economic and industry conditions, including changes in interest rates;
+  place us at a competitive disadvantage compared to our competitors which may have less debt; and

*  prevent us from raising the funds necessary to repurchase notes tendered to us if there is a change of control, which
would constitute a default under the indenture governing the notes and our working capital facility.

We cannot assure that we will generate sufficient cash flow to service and repay our debt and have sufficient funds left
over to achieve or sustain profitability in our operations, meet our working capital and capital expenditure needs or compete
successfully in our markets, If we caunot meet our debt service and repayment obligations, we would be in default under the
terms of the agreements governing our debt, which would allow the lenders under our working capital facility to declare all
borrowings outstanding to be due and payable, which would in turn trigger an event of default under the indenture and the
agreements governing the senior subordinated debt. In addition, our lenders could compel us to apply all of our available cash
to repay our borrowings. If the amounts outstanding under our working capital facility or the notes were to be accelerated, we
cannot assure that our assets would be sufficient to repay in full the money owed to the lenders or to our other debt holders.
In addition, we may need t0 refinance our debt, obtain additional financing or sell assets, which we may not be able to do on
commercially reasonable terms or at all. Any failure to do so on commercially reasonable terms could have a material
adverse effect on our business, operations and financial condition.
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We may be able to incur more debt, including secured debt, and some or all of this debt may effectively rank senior fo
the notes and the guarantees

Subject to the restrictions in our working capital facility, the indenture governing the notes and the senior subordinated
debt financing agreements, we may be able to incur additional debt, including secured debt that would effectively rank senior
to the notes. As of December 31, 2005, we would have been able to incur approximately $30.0 miltion of additional secured
debt under our working capital facility. Although the terms of our working capital facility, the indenture and our senior
subordinated debt financing agreements contain restrictions on our ability to incur additional debt, these restrictions are
subject to a number of important exceptions. If we incur additional debt, the risks associated with our substantial leverage,
including our ability to service our debt, would likely increase. The Company recently attempted to gain consent from the
requisite number of holders of the Senior Notes to amend the indenture to allow the Company to borrow additional Senior
debt to fund possible future acquisitions. This consent process expired on March 17, 2006 because the requisite number of
holders did not consent prior to the expiration date, and the Company chose not to extend.

There may not be sufficient coliateral to pay all or any of the notes

Indebtedness under our senior secured credit facility (referred to herein as the “First-Priority Lien Obligations™) is secured
by a first-priority lien on substantially all of our and our subsidiary guarantors’ tangible and intangible assets, except for
certain excluded collateral (such as hedging agreements and, as of the issue date of the notes, any real estate interests). The
notes are secured by a second-priority lien on only a portion of the assets that secure the First-Priority Lien Obligations, In
the event of a bankruptcy, liquidation, dissolution, reorganization or similar proceeding against us or any future domestic
subsidiary, the assets that are pledged as shared collateral securing the First-Priority Lien Obligations and the notes must be
used first to pay the First-Priority Lien Obligations, as well as any other obligation secured by a priority lien on the collateral,
in full before making any payments on the notes.

Although at December 31, 2005, no amounts of senior indebtedness constituting First-Priority Lien Obligations were
outstanding, approximately $30.0 million of First-Priority Lien Obligations could have been borrowed under our working
capital facility.

Certain of our assets, such as our accounts receivable and inventory and any proceeds thereof, are not part of the collateral
securing the notes, but do secure the First-Priority Lien Obligations. With respect to those assets that are not part of the
collateral securing the notes but which secure other obligations, the notes will be effectively junior to these obligations to the
extent of the value of such assets. There is no requirement that the lenders under the First-Priority Lien Obligations first look
to these excluded assets before foreclosing, selling or otherwise acting upon the collateral shared with the notes.

The value of the collateral at any time will depend on market and other economic conditions, including the availability of
suitable buyers for the collateral, By their nature, some or all of the pledged assets may be illiquid and may have no readily
ascertainable market value, The value of the assets pledged as collateral for the notes could be impaired in the future as a
result of changing economic conditions, our failure to implement our business strategy, competition and other future trends.
In the event of a foreclosure, liquidation, bankruptey or similar proceeding, no assurance can be given that the proceeds from
any sale or liquidation of the collateral will be sufficient to pay our obligations under the notes, in full or at all, after first
satisfying our obligations in full under the First-Priority Lien Obligations and any other obligations secured by a priority lien
on the collateral. -

Accordingly, there may not be sufficient collateral to pay all or any of the amounts due on the notes. Any claim for the
difference between the amount, if any, realized by holders of such notes from the sale of the collateral securing the notes and
the obligations under such notes will rank equally in right of payment with all of cur other unsecured unsubordinated
indebtedness and other obligations, including trade payables,
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The indenture and our working capital facility contain covenants that limit the discretion of our management in
operating our business and conld prevent us from capitalizing on business opportunities and taking other corporate
actions.

The indenture, our working capital facility and our senior subordinated debt financing agreements impose significant
operating and financial restrictions on us. These restrictions effectively timit or restrict, among other things, our and most of
our subsidiaries’ ability to:

+  incur additional debt and issue preferred stock;

»  make resiricted payments, including paying dividends on, redeeming, repurchasing or retiring our capital stock;
e make.investments and prepay or redeem debt;

+  enter into agreements restricting our subsidiaries’ ability to pay dividends, make loans or transfer assets to us;
+  create liens;

»  sell or otherwise dispose of assets, including capital stock of subsidiaries;

¢  engage in transactions with affiliates;

s engage in sale and leaseback transactions;

*  make capital expenditures;

*  engage in business other than telecommunications businesses; and

«  consolidate or mergs.

In addition, the indenture governing the notes, our working capital facility and our senior subordinated debt financing
agreements require, and any future credit facilities may require, us to comply with specified financial covenants, including, in
each case, interest coverage ratios and, in the case of our working capital facility, minimum levels of eamnings before interest,
taxes and depreciation, or EBITDA, and capital expenditure limits, Our ability to comply with these covenants may be
affected by events beyond our control. Furthermore, the indenture governing the notes requires us to use a significant portion
of our cash generated from operations, if certain conditions are met in the future to make an offer to purchase notes on a pro
rata basis. For fiscal year 20035, no such offer was required, because the conditions were not met, The restrictions contained in
the indenture, our working capital facility and our senior subordinated debt financing agreements could:

»  limit our ability to plan for or react to market conditions, meet capital needs or otherwise restrict our activities or
business plans; and

+  adversely affect our ability to finance our operations, enter into acquisitions or engage in other business activities
that would be in our interest.

A breach of any of the covenants contained in our working capital facility, or in any future credit facilities, or our inability
to comply with the financial ratios could result in an event of default, which would aliow the lenders to declare all
borrowings outstanding to be due and payable, which would in turn trigger an event of default under the indenture. In
addition, our lenders could compel us to apply all of our available cash to repay our borrowings. If the amounts cutstanding
under our working capital facility or the notes were to be accelerated, we cannot assure you that our agsets would be
sufficient to repay in full the money owed to the lenders or to our other debt holders, including you as a notcholder.

We are a holding company and we may not have access to sufficient cash to make payments on the notes. In addition,
the notes are effectively subordinated to the liabilities of our subsidiaries.

Securus Technologies, Inc., the issuer of the notes, is a holding company with no direct operations. Its principal assets are
the equity interests it hoids, directly and indircctly, in its subsidiaries. Since all of our operations are conducted through our
subsidiaries, our ability to service our indebtedness, including the notes, will be dependent upon the earnings of our
subsidiaries and the distribution of those earnings, or upon leans or other payments of funds, by our subsidiaries to us. Our
subsidiaries are legally distinct from us and have no obligation to pay amounts due on our debt or to make funds available to
us for such payment. The payment of dividends and the making of loans and advances to us by our subsidiaries may be
subject to various restrictions, including restrictions under our working capital facility more fully described
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below. In addition, the ability of our subsidiaries to make such payments or advances to us may be limited by the laws of the
relevant states in which our subsidiaries are organized or located, including, in some instances, by requirements imposed by
state regulatory bodies that oversee the telecommunications industry in such states. In certain circumstances, the prior or
subsequent approval of such payments or advances by our subsidiaries to us is required from such regulatory bodies or other
governmental entities. The notes, therefore, without giving eéffect to any guarantees of the notes, will be effectively
subordinated to creditors (including trade creditors) of our subsidiaries. Although the indenture contains limitations on the
amount of additional indebtedness that we and our restricted subsidiaries may incur, the amounts of such indebtedness could
be substantial and such indebtedness may be First-Priority Lien Obligations. In addition, each of our subsidiaries has other
liabilities, including contingent liabilities (including the gnarantee obligations under our workmg capital facility and the
senior subordmated debt financing) that may be significant.

In addition, our working capital facility restricts all payments from our subsidiaries to us during the continuance of a
payment default and also restricts payments to us for a period of up to 180 days during the contmuance of a non-payment
default.

Our working capital facility is, and future credit facilities may be, guaranteed by our domestic restricted subsidiaries.
Although the indenture contains limitations on the amount of additional indebtedness that we and our restricted subsidiaries
may incur, the amounts of such indebtedness could be substantial and such indebtedness may be secured. As of December 31,
20035, we expect that we would have been able to incur approximately $30.0 million of additional secured debt constituting
First-Priority Lien Obligations under our working capital facility.

U.S. bankruptcy or fraudulent convepance law may interfere with the payment of the notes and the guarantees and the
enforcement of the security interests,

Qur incurrence of debt, such as the notes and the guarantees, as well as the security interests related to the notes and the
guarantees, may be subject to review under U.S. federal bankruptcy law or relevant state fraudulent conveyance laws if a
bankruptey proceeding or lawsuit is commenced by or on behalf of our unpaid creditors. Under these laws, if in such a
proceeding or lawsuit a court were to find that, at the time we incurred debt (including debt represented by the notes and the
guarantees),

»  we incurred such debt with the intent of hindering, delaying or defrauding current or future creditors; or
»  we received less than reasonably equivalent value or fair consideration for incurring such debt and we:
»  were insolvent or were rendered insolvent by reason of any of the transactions;

s  were engaged, or about to engage, in a business or transaction for which our remaining assets constituted
unreasonably small capital to carry on our business;

« intended to incur, or believed that we would incur, debts beyond our ability to pay as these debts matured (as all of
the foregoing terms are defined in or interpreted under the relevant fraudulent transfer or conveyance statutes); or

s were defendants in an action for money damages or had a judgment for money damages entered against vs (if, in
either cage, after final judgment such judgment is unsatisfied),

then that court could avoid or subordinate the amounts owing under the notes to our presently existing and future debt, void
or decline to enforce the security interest and take other actions detrimental to you.

The measure of insolvency for purposes of the foregoing considerations will vary depending upon the law of the
jurisdiction that is being applied in any proceeding. Generally, a company would be considered insolvent if, at the time it
incurred the debt:

+  the sum of its debts (including contingent liabilities) was greater than its assets, at fair valuation;

*  the present fair saleable value of its assets was less than the amount required to pay the probable liability on its total
existing debts and liabilities (including contingent liabilities) as they became absolute and mature; or

+ it could not pay its debts as they became due.

13

http://sec.gov/Archives/edgar/data/1320051/000095014406003085/g00538¢10vk.htm 12/29/2006



Securus Technologies, Inc. Page 22 of 104

Table of Contents

We cannot predict what standards a court would use to determine whether we or cur subsidiary guarantors were solvent at
the relevant time, or whether the notes, the guarantees or the security interests would be avoided or further subordinated on
another of the grounds set forth above. In rendering their opinions in connection with the transactions, our counse! will not
express any opinion as to the applicability of federal or state fraudulent transfer and conveyance laws.

We may be unable to repurchase the notes upon a change of control as required by the indenture.

Upon the occurrence of a change of control as specified in “Description of the Exchange Notes,” we will be required to
make an offer to repurchase all iotes. In addition, the agreements governing any of our future senior indebtedness may
contain prohibitions of certain events that would constitute a change of control or require such senior indebtedness to be
repurchased or repaid upon a change of control. Moreover, the exercise by the holders of their right to require us to
repurchase the notes could cause a default under such agreements, even if the change of control itself does not, due to the
financial effect of such repurchase on us. Under any of these circumstances, we cannot assure you that we will have sufficient
funds available to repay all of our senior debt and any other debt that would become payable upon a change: of control and to
repurchase the notes. Our fajlure to purchase the notes would be a default under the indenture, which would in turn trigger a
default under our working capital facility. We would need to refinance our working capital facility or cure the default
thereunder, before making the change of control offer.

The definition of change of control includes a phrase relating to the sale or other transfer of “all or substantialiy ali” of our
assets. There is no precise definition of the phrase under applicable law. Accordingly, in certain circumstances there may be a
degree of uncertainty in ascertaining whether a particular transaction would involve a disposition of “all or substantially all”
of our assets, and therefore it may be unclear as to whether a change of control has occurred and whether the holders of the
notes have the right to require us to repurchase such notes.

Rights of holders of notes in the collateral may be adversely affected by bankruptcy proceedings.

The right of the administrative agent to repossess and dispose of the collateral securing the notes upon acceleration is
likely to be significantly impaired by federal bankruptcy law if bankruptey proceedings are commenced by or against.us or
any of our subsidiaries prior to or possibly even after the administrative agent has repossessed and disposed of the collateral,
Under the U.S. Bankruptcy Code, a secured creditor, such as the administrative agent, is prohibited from repossessing its
security from a debtor in a bankruptcy case, or from disposing of security repossessed from a debtor, without bankruptcy
court approval. Moreover, bankruptcy law permits the debtor to continue to retain and to use collateral, and the proceeds,
products, rents ot profits of the collateral, even though the debtor is in defanit under the applicable debt instruments, provided
that the secured creditor is given “adequate protection.” The meaning of the term “adequate protection” may vary according
to circumstances, but it is intended in general to protect the value of the secured creditor’s interest in the collateral and may
include cash payments or the granting of additional security, if and at such time as the coutt in its discretion determines, for
any diminution in the value of the collateral as a result of the stay of repossession or disposition or any use of the collateral
by the debtor during the pendency of the bankruptcy case. In view of the broad discretionary powers of a bankruptcy court, it
is impossible to predict how long payments under the notes could be delayed following commencement of a bankruptcy case,
whether or when the administrative agent would repossess or dispose of the collateral, or whether or to what extent holders of
the notes would be compensated for any delay in payment or loss of value of the collateral through the requirements of
“adequate protection.” Furthermore, in the event the bankruptey court determines that the value of the collateral is not
sufficient to repay all amounts due on the notes, the holders of the notes would have “unsecured claims” as to the difference.
Federal bankruptey laws do not permit the payment or accrual of interest, costs and attorneys’ fees for “unsecured claims”
during the debtor’s bankruptcy case.

Righis of holders of notes in the collateral may be adversely affected by the failure fo perfect security inferests in certain
collateral acquired in the future,

The security interest in the collateral securing the notes includes assets, both tangible and intangible, whether now owned
or acquired or arising in the future. Applicable law requires that certain property and rights acquired after the grant of a
general security interest can only be perfected at the time such property
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and rights are acquired and identified. There can be no assurance that the trustee or the administrative agent will monitor, or
that we will inform the trustee or the administrative agent of, the future acquisition of property and rights that constitute
collaterai, and that the necessary action will be taken to properly perfect the security interest in such after-acquired collateral.
Such failure may result in the loss of the security interest therein or the priority of the security interest in favor of the notes
against third parties. '

The notes may be deemed to be contingent payment debt instruments.

The notes are subject to a contingency (described in “Description of the Exchange Notes — Excess Cash Flow™) in that a
portion of them may be repaid prior to their stated maturity with excess cash generated by our operations. See “Description of
the Exchange Notes — Excess Cash Flow,” As such, they are likely to be treated as indebtedness subject to special U.S, tax
rules applicable to contingent payment debt obligations, Consequently, original issue discount will be included (as ordinary
interest income) in the gross income of a U.S. holder of notes for U.S. federal income tax purposes in advance of the receipt
of cash payments on the notes, and upon the sale of the notes a U.S. holder may recognize ordinary, rather than capital, gain
or loss. See “Material U.S. Federal Income Tax Considerations.”

Risk Relating to Our Business
Our financial results are dependent on the success of onr billing and bad debt management systems.

The inmate telecommunications business is subject to significant risk of bad debt or uncollectible accounts receivable. In
addition, our solutions business is particularly sensitive to variations in bad debt expense because we typically take full
ownership of bad debt of our customers while in turn eaming a fee for those services equal to a contractual percentage of our
customers’ revenues. Most calls are collect calls paid by the called or billed party. Historically, such billed party’s ability to
pay for collect calls has been tied to the economic conditions, and unemployment rates in particular, that exist in their
community. Our exposure to bad debt risk increases as unemployment rises and the economy worsens. In other cases, the
billed party may still be unable or unwilling to pay for the call.

We principally bill for our direct and solutions services through LECs and, in the case of a small portion of our services,
through billing agpregators, which aggregate our charges with other service providers and bill through the applicable LEC.
Our agreements with the LECs and the billing aggregators specify that the LECs get paid their portion of a bill prior to ours
and we share the remaining risk of nonpayment with other non-LEC service providers. In certain circumstances, LECs are
unable to trace the collect call to a proper billed number and the call is unbillable. We are also subject to the risks that the
LEC decides not to charge for a call on the basis of billing or service error and that we may be unable to retain our current
billing collection agreements with LECs, many of which are terminable at will. In fact, the Company recently disclosed that
one of its largest LEC billing agents, AT&T/SBC had notified the Company of its intent to cancel billing on behalf of the
Company. This notification was subsequently rescinded by AT&T/SBC. Should the Company lose the ability to bill via LEC
billing agents, there is no assurance the Company will be able to maintain historical collection rates and this could materially
impact the Company’s operations.

There is a significant lag time (averaging six to nine months) between the time a call is made and the time we learn that
the billed party has failed to pay for a call and, in the interim period, we typically do not have visibility as to actual coilection
results. During this period, we may continue to extend credit to the billed party priot to terminating service and thus increase
our exposure to bad debt, Additionally, because of the significant lag time, deteriorating trends in colloction rates may not be
immediately visible and bad debt may therefore increase prior to our ability to adjust our algorithims and reduce credit limits.
We seek to minimize our bad debt expense by using multi-variable algorithms to adjust our credit policies and billing. We
cannot be sure that our algorithms are accurate or will remain accurate as circumstances change. Moreover, to the extent we
overcompensate for bad debt exposure by limiting credit to billed parties, our revenues and profitability may decline as fewer
calls are allowed to be made. To the extent our billing and bad debt management systems are less than effective or we are
otherwise adversely affected by the foregoing factors, our financial position, results of operations and ability to make
payments on the notes may be materially adversely affected.
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We are dependent on third party vendors for our information and billing systems.

Sophisticated information and billing systems are vital to our ability to monitor and control costs, bill customers, process
customer orders, provide customer service and achieve operating efficiencies. We currentiy rely on internal systems and third
party vendors to provide all of our information and processing systems. Some of our billing, customer service and
management information systems have been developed by third parties for us and may not perform as anticipated. In
addition, our plans for developing and impltementing our informatien and billing systems rely substantially on the delivery of
products and services by third party vendors. Our right to use these systems is dependent upon license agreements with third
party vendors. Some of these agreements are cancelable by the vendor, and the cancellation or nonrenewabie nature of these
agreements could impair our ability to process orders or bil! our customers. Since we rely on third party vendors to provide
some of these services, any switch in vendors could be costly and could affect operating efficiencies. Currently we bill
13.5%, 18.2% and 19.1% of our annual revenue through cur top three third party vendors. Although, one of these three
vendors recently threatened cancellation, it subsequently rescinded the cancellation notice.

A number of our customers individually account for a large percentage of our revenues, and therefore the loss of one
or more of these cusfomers conld harm our business.

If we lose existing customers and do not replace them with new customers, our revermes will decrease and may not be
sufficient to cover our costs. For the year ended December 31, 2005, AT&T and its successor accounted for approximately
9.8% of our total revenues and our top five customers accounted for approximately 23% of our total revenues. If we lose one
or more of these customers, our revenues will be adversely affected, which could harm our business.

Large industry participants, Verizon and AT&T, have recently departed the inmate telecommunications business. During
2005, Verizon and AT&T, and their successors, were our two largest telecommunications services customers and, AT&T,
and its successor, was our largest solutions customer. These departures continue the recent trend of large dominant
telecommunications carriers exiting the direct inmate telecommunications business. As a resuit of this trend, we anticipate
that the high revenue margins associated with our telecommunications services product line will continue to decline and that
the master agreements we have in place with these RBOCs and IXCs will not be renewed upon expiration. Although we
expect to seek to procure agreements to provide direct call provisioning services to those correctional facilities previously
serviced by these large carriers, there can be no assurances that we will be able to obtain such contracts or that the up-front
costs we may be required to absorb to obtain any such contracts will not be prohibitive. Any failure to obtain direct contracts
with correctional facilities previously serviced by such carriers could have an adverse effect on our results of operations.
During the period from January 12, 2004 to December 31, 2004, we recognized a non-cash impairment charge of
$50.6 million as a result of these announcements and the anticipated continued reduction in our telecommunications services
and solutions businesses. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations -
Industry Trends.”

Our success depends on our ability to protect our proprietary technology and ensure that our systems are not infringing
on the proprietary technology of other companies.

Our success depends to a significant degree on our protection of our proprietary technology, particularly in the areas of
three-way call prevention, automated operators, bad debt management, revenue generation and architecture restructuring. The
unauthorized reproduction or other misappropriation of our proprietary technology could enable third parties to benefit from
our technology without paying us for it. Although we have taken steps to protect our proprietary technology, they may be
inadequate, We rely on a combination of patent and copyright law and contractual restrictions to establish and protect our
proprietary rights in our systems. However, existing trade secret, patent, copyright and trademark laws offer only limited
protection. Despite our efforts to protect our proprietary rights, unauthorized parties may attempt to copy aspects of our
products or obtain and use trade secrets or other information we regard as proprietary. If we resort to legal proceedings to
enforce our intellectual property rights, the proceedings could be burdensome and expensive, involve a high degree of risk,
and adversely affect our relationships with our customers.

We cannot assure you that a third party will not accuse us of infringement on their intellectual property rights, Any claim
of infringement could cause us to incur substantial costs defending against that claim,
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even if the claim is not valid, and could distract our management from our business. A party making a claim also could
secure a judgment that requires us to pay substantial damages. A judgment could also include an injunction or other court
order that could prevent us from selling our products. Any of these events could have a material adverse effect on our
business, operating results and financial condition.

We may not be able to adapt successfully to new technologies, to respond effectively to customer requirements or to
provide new products and services. '

The telecommunications industry, including inmate telecommunications, is subject to rapid and significant changes in
technology, frequent new service introductions and evolving industry standards, Technological developments may reduce the
competitiveness of our services and require unbudgeted upgrades, significant capital expenditures and the procurement of
additional services that could be expensive and time consuming. To be competitive, we must develop and introduce product
enhancements and new products. New products and new technology often render existing information services or technology
infrastructure obsolete, excessively costly, or otherwise unmarketable. As a result, our success depends on our ability to
create and integrate new technologies into our current products and services and to develop new products. If we fail to
respond successfully to technological changes or obsolescence or fail to obtain access to important new technologies, we
could lose customers and be limited in our ability to attract new customers or sell new services to our existing customers. The
failure to adapt to new technologies could have a material adverse effect on our business, financial condition and results of
operations.

The successful development of new services, which is an element of our business strategy, is uncertain and dependent on
many factors, and we may not generate anticipated revenues from such services. In addition, as telecommunications networks
are modernized and evolve from analog-based to digital-based systems, certain features offered by us may diminish in value.
We cannot guarantee that we will have sufficient technical, managerial or financial resources to develop or acquire new
technology or to introduce new services or products that would meet our customers’ needs in a timely manner.

Our business could be adversely affected if our products and services fail to perform or be performed properiy.

Products as complex as ours may contain undetected errors or “bugs,” which could result in product failures or security
breaches. Any failure of our systems could result in a claim for substantial damages against us, regardless of our
responsibility for the failure. Claims could be widespread, as in the case of class actions filed on behalf of inmates or the
called parties of the inmates. Although we maintain general liability insurance, including coverage for errors and omissions,
we cannot assure that our existing coverage will continue to be available on reasonable terms or will be available in amounts
sufficient to cover one or more large claims, or that the insurer will not disclaim coverage as to any future claim. The
occurrence of product failures or security breaches could result in a loss of data to us or our customers, which could cause a

- loss of revenues and other financial risks, failure to achieve acceptance, diversion of development resources, injury to our
reputation, damages to our cfforts to build brand awareness or legal claims being brought against us, any of which could have
a material adverse effect on our market share, operating results or financial condition.

System failures conld cause delays or interruptions of service and security breaches, which could cause us to lose
customers.

To be successful, we will need to continue to provide our customers with reliable service. Some of the events that-could -
adversely affect our ability to deliver reliable service include:

¢ physical damage to our network operations centers;
+  disruptions beyond our control;

+  breaches of our security systems;

*  power surges or outages; and

»  software defects.
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System failures or security breaches may cause interruptions in service or reduced capacity for customers, either of which
could cause us to lose customers and incur unexpected expenses, as well as increase our exposure to claims for damages for
contractual outage payments.

We are dependent on the telecommunications industry, which subjects onr business to risks affecting the
telecommunications industry generally.

Although we focus on the inmate telecommunications industry, our business is directly affected by risks facing the
telecommunications industry in general. The telecommunications industry has been, and we believe it will continue to be,
characterized by several trends, including the following:

e gubstantial regulatory change due to the passage and implementation of the Telecommunications Act, which
included changes designed to stimulate competition for hoth local and long distance telecommunications services;

»  rapid development and introduction of new technologies and services;

*  increased competition within established markets from current and new market entrants that may provide competing
or alternative services;

»  the increase in mergers and strategic alliances that allow one telecommunications provider to offer increased
services or access to wider geographic markets; and

*  continued changes in the laws and regulations affecting rates for collect and prepaid calls.

The market for telecommunications services is highly competitive. Our ability to compete successfully in our markets will
depend on several factors, including the following:

= how well we market our existing services and develop new technologies;
* the quality and reliability of our network and service;

our ability to anticipate and respond to various competitive factors affecting the telecommunications industry,
including a changing regulatory environment that may affect us differently from our competitors, pricing strategies
and the introduction of new competitive services by our competitors, changes in consumer preferences, demographic
trends and economic conditions; and

*  our ability to successfully defend any claims against us.

Competition could intensify as a resuit of new competitors and the development of new technologies, products and
services. Some or all of these risks may cause us to have to spend significantly more in capital expenditures than we currently
anticipate in order to keep existing, and attract new, customers.

Many of our competitors, such as RBQCs, LECs and IXCs such as AT&T/SBC, MCI and Sprint, have brand recognition
and financial, personnel, marketing and other resources that are significantly greater than ours. In addition, due to
consolidation and strategic alliances within the telecommunications indusfry, we cannot predict the number of competitors
that will emerge, especially as a result of existing or new federal and state regulatory or legislative actions, Increased
competition from existing and new entities could lead to higher commissions paid to corrections facilities, loss of customers,
reduced operating margins or loss of market share,

Some of our customers are governmental entities that require us lo adhere to certain policies that may limit our ability
to affract and refain customers.

Our customers inchude U.S. federal, state and local governmental entities responsible for the administration and operation
of correctional facilities. We are subject, therefore, to the administrative policies and procedures employed by, and the
regulations that govern the activities of, these governmental entities, including policies, procedures, and regulations
concerning the procurement and retention of contract rights and the provision of services. Our operations may be adversely
affected by the policies and procedures employed by, or the regulations that govern the activities of, these governmental
entities and we may be limited in our ability to secure additionat customer contracts, renew, retain and enforce existing
customer confracts, and consummate acquisitions as a result of such pelicies, procedures and regulations,
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Our equity investors’ interests may differ from our noteholders’ interests.
q Ly

Circumstances may arise in which the interests of our equity investors could be in conflict with interests of our
noteholders. In particular, our equity investors may have an interest in pursuing certain strategies or transactions that, in their
judgment, enhance the value of their investment in us even though these strategies or transactions may involve risks to the
noteholders. Further, conflicts of interest may arise between our noteholders and our equity investors when we are faced with
decisions that could have different implications for our noteholders and our equity investors, including financial budgets,
potential competition, the issuance and disposition of securities, the payment of distributions by us, regulatory and legal
positions and other matters. Because our equity investors control us, these conflicts may be resolved in a manner adverse to,
or that imposes more risks on our noteholders,

In addition, conflicts of interest may arise between us and one or more of our equity investors when we are faced with
decisions that could have different implications for us and our equity investors. For example, our equity investors and their
affiliates are permitted to compete with us, Because our equity investors control us, conflicts of interest arising due to
competition between us and an equity investor could be resolved in a manner adverse to us. It is possible that there will be
situations where our equity investors’ interests are in conflict with our interests, and our equity investors, acting through the
board of directors or through our executive officers, could resolve these conflicts in @ manner adverse to s,

" Our success depends on our abilily to attract and retain qualified management and other personnel.

We are dependent on the efforts of our officers and other senior management personnel. We believe that it would be
difficult to replace the expertise and experience of our senior management. Accordingly, the loss of the services of one or
more of these individuals could have a material adverse effect on vs and our ability to implement our strategies and to
achieve our goals. In addition, our failure to attract and retain additional management to support our business strategy could
also have a material adverse effect on us. See “Management.”

Our management information, internal controls and financial reporting systems may need further enhancements and
development to comply with the requirements of the Securities Exchange Act of 1934 and the Sarbanes-Oxley Act of
2002 and the costs of compliance may strain our resources.

The Sarbanes-Oxley Act requires, among other things, that we maintain effective disclosure controls and procedures and
internal controls for financial reporting. Section 404 of the Sarbanes-Oxley Act requires that we evaluate and report on our
system of internal controls beginning with our Annual Report on Form 10-K for the year ending December 31, 2007. If we
fail to maintain the adequacy of our internal controls, we could be subject to regulatory scrutiny, and civil or criminal
penalties. Any inability to provide reliable financial reports could harm our business, Section 404 of the Sarbanes-Oxley Act
also requires that our independent registered public accounting firm report on management’s evaluation of our system of
internal controls and to identify material weaknesses in our accounting systems and controls. We are in the process of
documenting and testing our system of internal controls to provide the basis for this report. Any failure to implement required
new or improved controls, or difficulties encountered in the implementation of adequate controls over our financial processes
and reperting in the future, could harm our operating results or cause us to fail to meet our reporting obligations.

Regulatory Risks

The FCC is currently reviewing challenges and alremalwes to the exclusive-provider system that, if implemented, could
have an adverse effect on our business.

Most correctional facilities grant exclusive contracts to-a single provider of inmate telecommunications services, The FCC
has opened several rulemaking proceedings that put into guestion whether the current regulatory regime applicable to the
provision of inmate telecommunications services js responsive to the needs of correctional facilities, inmate
telecommunications service providers, the inmates and their families. Parties participating in these proceedings generally
include prison inmates and their families, parties receiving calls from inmates, several national inmate advocacy
organizations such as Citizens United for the Rehabilitation of Errants and providers of inmate telecommunications services.
In general, the position of those challenging the current regulatory regime is that inmate telecommunications service rates are
excessive due to lack of competitive market forces and that the FCC should make the exclusive service arrangements
unlawful, pertit open access by multiple inmate telecommunications
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service providers, establish rate caps, prohibit commissions to correctional facilities and mandate the offering by inmate
telecommunications service providers of debit (prepaid) card alternatives to collect calling. Such a regime would require a
new and complex set of federal regulations that, if adopted, could immediately reduce our revenues derived from existing
contracts and could lead to increased costs associated with regulatory compliance. Moreover, if implementation of these
regulations leads to technological or structural changes in the industry, it could render our technology obsolete, diminish the
value of our intellectual property and our customer relationships and lead to a reduction of volume and profitability of calls
originating from correctional facilities. ' :

We operate in a highly regulated industry, and are subject to restrictions in the manner in which we conduct our
business and a variety of claims relating to such regulation.

Our operations are subject to federal regulation, and we must comply with the Communications Act of 1934, as amended,
and FCC regulations promulgated thereunder. We are also subjoect to the applicable laws and regulations of various states and
other state agencies, including regulation by public utility commissions. Federal laws and FCC regulations generally apply to
interstate telecommunications (including international telscommunications that originate or terminate in the United States),
while state regulatory authorities generally have jurisdiction over telecommunications that originate and terminate within the
same state, Generally, we must obtain and maintain prior authorization from, or register with, regulatory bodies in most states
where we offer intrastate services and must obtain or submit prior regulatory approval of rates, terms and conditions for our
intrastate services in most of these jurisdictions. We are also in some cases required, along with other telecommunications
providers, to contribute to federal and state funds established for universal service, number portability, payphone
compensation and related purposes. Laws and regulations in this industry such as those identified above, and others including
those regulating call recording and call rate announcements, and billing, collection and solicitation practices, are all highly
complex and burdensome, making it difficult to always be in complete compliance. The degree of difficulty is sometimes
exacerbated by technology issues. Although we actively seck to comply with all laws and regulations and to remedy all areas
in which we become aware of our non-compliance, we have not always been, and are not currently, in full compliance with
ali regulations applicable to us. Once our non-compliance is remedied, we may not always remain in compliance with all
applicable réquirements in the future, Failure to comply with these requirements can result in potentially significant fines,
penalties, regulatory sanctions and claims for substantial damages. Claims may be widespread, as in the case of class actions
commenced on behalf of inmates or the called parties of inmates. Significant fines, penalties, regulatory sanctions and
damage claims could be material to our business, operating results and financial condition. Additionally, regulation of the
telecommunications industry is changing rapidly, and the regulatory environment varies substantially from state to state,
Future regulatory, judicial or legislative activities may have an adverse effect on our operations or financial condition, and
domestic or international regulators or third parties may raise materjal issues with regard to our compliance or non-
compliance with applicable regulations.

ITEM 1B, UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Our principal executive office is located in, and a portion of our operations are conducted from, leased premises located at
14651 Dallas Parkway, Suite 600, Dallas, Texas 75254-8815. We also lease additional regional facilities from which we
conduct our operations located in Selma, Alabama; Bedford, Massachusetts; Raleigh, North Carolina; Irving and San
Antonio, Texas; Foxboro, Massachusetts; Hammonton, New Jersey; and Camp Hill, Pennsylvania, We believe that our
facilities are suitable and the space contained by them adequate for their respective operations.

25

http://sec.gov/Archives/edgar/data/1320051/000095014406003085/g00538e10vk.him 12/29/2006



Securus Technologies, Inc. Page 29 of 104

Tahle of Contents

ITEM 3. LEGAL PROCEEDINGS

From time to time we have been, and expect to continue to be, subject to various legal and administrative proceedings or
various claims in the normal course of our business. We believe the ultimate disposition of these matters will not have a
material affect on our financial condition, liquidity, or results of operations.

From time to time, inmate telecommaunications providers, including our company, are parties to judicial and regulatory
complaints and proceedings initiated by inmates, consumer protection advocates or individual called parties alleging, among
" other things, that excessive rates are being charged with respect to inmate collect calls, commissions paid by inmate
telephone service providers to the correctional facilities are too high, that a call was wrongfully disconnected, that security
notices played during the call disrupt the call, that the billed party did not accept the cotlect calls for which they were billed
or that rate disclosure was not provided or was inadequate. The plaintiffs in such judicial proceedings, including the Condes
litigation described -below, often seck class action certification on behalf of inmates and those who receive inmate calls
against all named inmate telecommunications providers. We are also on occasion the subject of regulatory complaints
regarding our compliance with various matters including tariffing, access charges and payphone compensation requirements
and rate disclosure issues. Curtently, T-Netix and Evercom await final dismissal from a lawsuit in the Superior Court for the
State of California in and for the County of Alameda, captioned Condes v. Evercom Systems, Inc., and T-Netix awaits
affirmance of the entry of summary judgment in our favor in a Washington case captioned Sandra Judd, et al. v. AT&T, et
al., initiatly brought in King County Superior Court in Seattle. In Condes, T-Netix and Evercom, along with other inmate
telecommunications providers, were named in this suit, in which the plaintiffs have alleged that they were incorrectly charged
for collect calls from a number of correctional facilities as a result of systematic defects in the inmate calling platforms of all
the telecommunications provider defendants. Although class certification was denied in the Condes litigation in March 2005,
the plaintiffs obtained the right to bring another class certification motion as to Evercom. Evercom and T-Netix have since
executed a settlement agreement of this case with plaintiffs that would require us to pay $525,000 in cash to reimburse the
costs of publishing Class Notice and plaintiffs’ attorneys fees, and free inmate call minutes totaling up to $400,000 in retail
value will be provided to members of the class. The Court has granted preliminary approval of this settlement; the parties
await final approval Neither Evercom nor T-Netix have admitted any wrongdoing and have vigorously denied each and-
every allegation in the case. During 2005, Securus paid an aggregate of $0.9 million of legal fees and related expenses
associated with the Condes litigation, In Judd T-Netix and several other telecommunication companies were sued on
allegations of failure to comply with the audible, pre-connect disclosure of inmate call rates as required by Washington
statutes and regutations. T-Netix and AT&T, the remaining defendants, obtained summary judgment in their favor in
September, 2005, and plaintiffs have appealed. We cannot predict the outcome of this appeal at this time,

Finally, Evercom was recently named in a putative class action in Florida federal court captioned Kirsfen Salb v. Evercom
Systems, Inc., et al. Evercom and its wholly owned billing agent are alleged to have violated the Florida Deceptive and Unfair
Trade Practices Act and other commeon law duties because of the alleged incorrect termination of inmate telephone calls.
Plaintiff seeks statutory damagoes, as well as compensatory damages and attorneys’ fees and costs, and may later seek
certification of a class of persons who receive inmate calls from Miami-Dade County. Evercom has moved for complete
dismissal of all claims, and we await the Court’s decision. This case is in its catly stages and we cannot predict the scope of
liability or the outcome of the case at this time.

Evercom, Inc., Evercom Systems, Inc., Evercom Holdings, Inc., T-NETIX, Inc., T-NETIX Telecommunications Service,
Inc,, and TZ Holdings, Inc, (referred to collectively as “Bvercom’™) are named parties in the lawsuit captioned TIP Systems,
LLC and TIP Systems Holding Co., Inc. v. Phillips & Brooks/Gladwin, Inc., ef al., which was filed in the United States
District Court for the Southemn District of Texas (Houston Division). In TIP Systems, Bvercom, along with other inmate -
telecommunications providers, are alleged to have infringed on patents concerning “cord-free” or “hands-free” inmate phone
technology. Evercom has denied any wrongdoing and has vigorously denied each and every allegation in the case.
Additionally, the TIP Systems entities have filed a lawsuit captioned TIP Systems, LLC and TIP Systems Holding Co., Inc. v.
SBC Operations, Inc., et. al., which was also filed in the Southern District of Texas. Securus Technologies, Inc. is a named
party to the suit, which alleges substantially similar allegations concerning patent infringement claims for “cord-free” or
“hands-free” inmate phone technology. Securus Technologies denies any wrongdoing and will vigorously defend each and
every allegation in the case.

ITEM 4, SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of our security holders during the fourth quarter of the year ended December 31,
2005.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

{a) Market Information. Our common stock is not registered and there is currently no established public trading market for
our issued and outstanding equity securities.

(b) Holders of Record. As of March 1, 2006, the Company had 10 holders of its Common stock and 10 holders of its Class B
Common stock,

(¢) Dividends. We have never declared or paid any cash dividends on our common stock, We currently intend to retain
earnings, if any, to support our business strategy and do not anticipate paying cash dividends in the foreseeable future.
Payment of future dividends, if any, will be at the sole discretion of our board of directors after taking into account
various factors, including restrictions on our ability to pay dividends (see “Management’s Discussion and Analysis of
Financial Conditions and Results of Operations—Debt and Other Obligations”), our financial condition, operating
results, capital requiretnents and any plans for expansion. The credit agreement governing our second-priority senior
secured notes and the note purchase agreement governing our senior subordinated notes contain certain negative
covenants that restrict ovr ability to declare dividends.

(d) Securities Authorized for Issuance Under Equity Compensation Plans. The following table provides information about
the securities authorized for issuance under our equity compensation plans as of December 31, 2005:

Equity Compensation Plan Information

(n} )] {€)
Number of Securities
Number of remaining available
securities for Tuture issuance
to be issued Weighted-average under equity
upon exercise exercise price compensation plans
of onistanding of outstanding (excluding securities
options, warrants optiens, warrants reflected in
Plan category and rights (1}(2) and rights column (2))(3)
Equity compensation
plans approved by
security holders. 53,497 3 0.01 11,338
Equity compensation
plans not approved
by security holders
o — — —
Total 53,497 $ 0,01 11,338

(1) Our only equity compensation plan is our 2004 restricted stock plan which has been approved by shareholders. There
are 64,835 shares authorized under the plan.

(2) Includes 53,497 shares of restricted stock issued under the 2004 restricted stock plan.
(3} Includes 11,338 shares of stock issuable under the 2004 restricted stock plan.
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(e) Unregistered Sales of Equity Securities. During the vear ended December 31, 2005, the Company sold 36,640 restricted
shares of Class B Common stock (“restricted stock) at a purchase price of $0.01 per share pursuant to the 2004
Restricted Stock Plan to certain members of management. The shares are subject to certain contractual limitations,
including provisions regarding forfeiture and disposition, as provided in management’s respective Restricted Stock
Purchase Agreements and the 2004 Restricted Stock Plan. The resiricted period ends upon the occurrence of certain
events or the lapse of time. The sale of the restricted stock was made pursuant to the exemption set forth in Section 4(2)
of the Securities Act of 1933 for transactions not involving a public offering, and regulations promulgated thereunder.

ITEM 6. SELECTED FINANCIAL INFORMATION AND OTHER DATA

The following selected consolidated historical financial and other data should be read in conjunction with “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and the consolidated financial statements and the
related notes thereto appearing elsewhere in this Form 10-K. Our predecessor company for the period from January 1, 2001
to March 2, 2004 was T-Netix (the “Predecessor”). We completed the acquisition of Evercom Holdings, Inc. (“Evercom™),
the issuance of our second-priority senior secured notes and the closing of our working capital facility, our senior
subordinated debt and warrant financing (the “Transactions™) as of September 9, 2004, and as a result of adjustments to the
carrying value of assets and liabilities resulting from the Transactions, the financial position and results of operations for the
period subsequent to the Transactions may not be comparable to those of the Predecessor, The selected historical financial
and other data set forth below for, and as of the end of, the fiscal years ended December 31, 2001, December 31, 2002 and
December 31, 2003 have been derived from the audited consolidated financial statements of the Predecessor. The selected
historical consolidated financial and other data presented below for, and as of, the periods January 1, 2004 to March 2, 2004
and January 12, 2004 through December 31, 2004 and for, and as of the fiscal year ended December 31, 2005 have been
derived from our audited consolidated financial statements for the year ended December 31, 2004, and for, and as of the
fiscal year ended December 31, 2005.
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Consolidated Statements of
Operations Data:
Operating revenues
Cost of services
Selling, general and
administrative
Depreciation and amottization
Non-cash impairment of assets
Other operating expenses(3)
Income {loss) from operations
Other Income (Expense):
Patent litigation settlement, net
of expenses(4)
Transaction expenses and other
charges(5)

Interest and other expenses, net
Income (loss} from continuing
operations before income

' taxes
Income tax expense (benefit)
Net income (loss) from
continuing operations

Loss from discontinued
operations

(Impairment)/gain on sale of
assets of discontinued
operations

Accretion of discount on
redeemable convertible
preferred stock

Net income (loss) applicable to
commeon stockholders

Other Financial Data:
Total direct call provisioning
revenues
Total telecommunications
services revenues
Total solutions services revenues
Total equipment sales and other
revenues
Other Data:
Ratio of earnings to fixed
charges
Deficiency of earnings to fixed
charges
Consolidated Cash Flow Data:
Cash flows from operating
activities
Cash flows from investing
activities

Page 32 of 104

Predecessor Successor
Period from
 Period from January 12,
For the Year Ended December 31, January 1, (Inception) For the
2004 to 2004 to Year Ended
March 2, December 31, December 31,
2001 2002 2003 2004(1) 2004(2) 2008
(in millions)
$117.8 $119.8 $117.2 3 17.4 $ 173.4 $ 3772
66.9 727 75.7 114 130.9 289.0
28.8 264 26.3 3.6 27.5 483
13.0- 12.1 11.9 1.6 13.2 239
2.7 1.1 0.7 0.3 50.6 —
— — (0.4) 53 56 0.7
6.4 75 3.0 “4.8) (54.4) 153
(0.5) 2.1) 9.9 — — —
— — — (5.4) (1.0) —
2.7) (.8) (3.7) (2.2) {14.0) (26.6)
3.2 2.6 9.2 (12.4) (69.4) (11.3)
0.7 0.2 2.7 (2.6) (12.7) (2.2)
$ 2.5 $ 24 $ 65 § 9.8 | $ (56.1 § (9.1)
2.3) (0.6) — -— — —_
(1.1 0.3 — — — —
(L.1) e —_ — . —
$ 200 $ 2t $ 65 $ 988 66D $ (9.1)
$ 269 $ 48.8 $ 567 $ 9.6 $ 120.9 $ 303.2
62.4 57.5 50.6 7.6 30.3 253
— - — — 18,5 474
28.5 13.5 9.9 0.2 3.7 1.3
$ 1.7 5 1e $ 29 3 — |8 — b3 —_
— — — 9.8 567 9.1
§ 194 $ 135 $ 26.8 hY (81 % (1.8) b 29.8
(7.4) (6.4) (6.8) (0.6) (213.1) (26.3)
12/29/2006
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Cash flows from financing

activities ©.3 (1.6) 3.7 0.9 216.7 (2.8)
Capital expenditures 5.2 5.9 6.5 0.6 12.4 26,3

Balance Sheet Data (end of

period):
Cash and cash equivalents and

restricted cash $ 1.0 5 6.6 $ 229 $ 176 | § 32 3 4.0
Total current assets 21.0 313 40.0 457 78.1 80.7
Net property and equipment 302 253 215 20.0 36.2 43.9
Total assets 63.2 66.7 68.9 74.7 2721 266.9
Total long-term debt (including

current pertion) 224 22.8 19.2 18.3 186.9 198.0
Stockholders’ equity (deficit) ©24.5 27.1 352 254 (22.8) (319

(1) This column presents the data for T-Netix (Predecessor) for the 62- -day period from Janualy 1, 2004 to March 2, 2004,
prior to our acquisition of T-Netix on March 3, 2004,

(2) Does not include information for T-Netix (Predecessor) for the period from January 1, 2004 to March 2, 2004, prior to
our acquisition of T-Netix on March 3, 2004, or information for Evercom for the period from January 1, 2004 to
September 8, 2004, prior to our acquisition of Evercom on September 9, 2004,

(3) Gain on sale of assets, compensation expense on employee options, severance payments and loss on debt
extinguishment.
(4) Reflects income from a one-time litigation settlement, net of legal expenses.

(5) Represents one-time transaction expenses related to Securns’ purchase of T-Netix on March 3, 2004, and Securus’
purchase of Evercom on September 9, 2004,
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following information should be read in conjunction with our historical consolidated financial statements and related
notes, our andited consolidated financial data and related notes and other financial information included elsewhere in this
Form 10-K.

Overview

We are the largest independent provider of inmate telecommunications services to correctional facilities operated by city,
county, state and federal authorities and other types of confinement facilities such as juvenile detention centers, private jails
and halfway houses in the United States and Canada. As of December 31, 2005, we provided service to approximately 3,100
correctional facilities,

Our business consists of installing, operating, servicing and maintaining sophisticated call processing systems in
correctional facilities and providing related services. We typically enter into multi-year agreements (generaily three to five
years) directly with the correctional facilities in which we serve as the exclusive provider of telecommunications services to
inmates. In exchange for the exclusive service rights, we pay a negotiated commission to the correctional facility based upon
revenues generated by actnal inmate telephone use. In addition, on larger contracts we typically have partnered with regional
bell operating companies, or RBOCs, local exchange carriers, or LECs, and interexchange carriers, or IXCs, for which we
provided our equipment and, as needed, back office support, including validation, billing and collections services, and
charged a fee for such services. Based on the particular needs of the corrections industry and the requirements of the
individual correctional facility, we also sell piatforms and specialized equipment and services such as law enforcement
management systems, call activity reporting and call blocking,

Our business is conducted primarily throngh our two principal subsidiaries; T-Netix, which we acquired in March 2004,
arid Evercom, which we acquired in September 2004 in connection with the Transactions.

Revenues

We derived approximately 80% of our 2005 revenues from our direct operation of inmate telecommunication systems
located in correctional facilities in 48 states and the provision of related services. We enter into multi-year agreements
(generally three to five years) with the correctional facilities, pursyant to which we serve as the exclusive provider of
telecommunications services to inmates within each facility. In exchange for the exclusive service rights, we pay a

‘commission to the correctional facility based upon inmate telephone use. Qur commission rates averaged approximately 43%
of direct revenues for 2005. We install and generally retain ownership of the telephones and the associated equipment and
provide additional services tailored to the specialized needs of the corrections industry and to the requirements of each
individual correctional facility, such as call activity recording and vall blocking. In our direct call provisioning business, we
earn the full retail value of the call and pay corresponding line charges and commissions, As a result, our direct call
provisioning business gross profit dollars are higher, but our gross profit margins are lower as compared to our
telecommunications services and solutions business.
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We derived approximately 7% of our 2005 revenues by providing telecommunications services to RBOCs, LECs, IXCs,
and others, our service partners, typically through subcontracts in connection with their separate contracts with larger
correctional institutions. In such instances, we provide equipment, security enhanced call processing, call validation, and
service and support through the telecommunications provider, rather than directly to the facility. Although our revenues for
services to telecommunications service providers are lower than in our direct call provisioning business, where we provide
the service to the facility directly and receive the retail value of the call, we do not incur all the additional capital costs refated
to these larger contracts that typically require up-front or guaranteed commission payments. Our gross margin percentage for
providing telecommunications services is higher than the margin for our direct call provisioning business because we do not
incur commissions, transport costs or risk of collection.

‘We also offer our solutions services to RBOCs, LECs, IXCs, and others as customers to support their telecommunications
contracts with correctional facilities. We derived approximately 13% of our 2005 revenues from our solutions business. The
solutions business consists of providing validation, uncollectible account management and billing services. In this business,
accounts receivable generated from calls placed by inmates in correctional facilities are typicaily purchased from the third
party inmate telecommunications provider and we accept responsibility for call validation, uncollectible accounts, and billing
and collections costs, with no recourse to the respective customer. However, all purchased receivables must be processed and
validated through our risk management system prior to allowing the call to be completed and also must be billed through cur
proprietary billing systems. Revenues from our solutions service equal the difference between the face value of the
receivables purchased and the amount we pay the RBOC, LEC or IXC customer for the discounted accounts receivable,
Because revenues agsociated with our solutions business represent only a percentage of the face value of the receivables
purchased, the associated billing and collection fees and uncollectible account expense represent a much higher percentage of
revenues as compared to our direct call provisioning business. In the solutions business, we do not bear any of the costs of
facility commissions, equipment, line charges or direct sales charges, but bear the risk of unbillable and uncollectible
accounts receivable.

We also sell equipment, typically consisting of our inmate calling system and digital recording systems, to a limited .
number of telecommunications services providers and some direct facilities.

In our direct call provisioning business, we accumulate call activity data from our various installations and bill our
revenues related to this call activity primarily through direct billing agreements, or in some cases through billing aggregators.
In each case, we accrue the related telecommunications costs for validating, transmitting, billing and collection, bad debt, and
line and long-distance charges, along with commissions payable to the facilities. In our telecommunications services
business, our service partner bills the called party and we either share the revenues with our service partner or receive a
prescribed fee for each call completed. We also charge fees for additional services such as customer support and advanced
validation.

Cost of Services

Our cost of services for our direct call provisioning business consists of telecommunication costs such as telephone line
access, long distance and other charges, commissions paid to correctional facilities, which are typically expressed as a
percentage of either gross or net direct revenues and are typically fixed for the term of the agreements with the facilities; bad
debt expense, consisting of unbillable and uncoilectible accounts and billing charges; field operations and maintenance costs,
which consist primarily of field service on our installed base of inmate telephones; and selling, general, and administrative
costs. We pay monthly line and usage charges to RBOCs and other LLECs for interconnection to the local network for local
calls, which are computed on a flat monthly charge plus, for certain L. ECs, a per message or per minute usage rate based on
the time and duration of the call. We also pay fees to RBOCs and other LECs and long distance carriers based on usage for
long distance calls. Third-party billing charges consist of payments to LECs and other billing service providers for billing and
collecting revenues from called parties. Customer service costs represent either in-house or contracted customer service
representatives who handle questions and concerns and take payments from billed parties.
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Costs of telecommunications services consist primarily of service administration costs for correctional facilities, including
salaries and related personnsl expenses, communication costs and inmate calling systems repair and maintenance expenses.
Operating costs of telecommunications services also include costs associated with call validation procedures (primarily
network expenses and database access charges).

Cost of services associated with the solutions business generally inclnde the costs of billing and collection and the risk of
unbillable and uncollectible accounts receivable.

Facility Commissions. In our direct call provisioning business, we pay a facility commission typically based on a
percentage of our billed revenues from such facility. Commissions are set at the beginning of each facility contract,
Commission rates are one of the primary bases of compstition for obtaining and retaining facility contracts.

Bad Debt, We account for bad debt as a cost of providing telecommunications in our direct call provisioning and solutions
business lines. We accrue the related telecommunications cost charges along with an allowance for unbillable and
uncollectible calls based on historical experience. Charges for inmate telephone calls on a collect basis are considered
unbillable in cases when therg is no billing address for the telephone number called, or uncollectible when the billed party is
unable or unwilling to pay for the call, We use a proprietary, specialized billing and bad-debt management system to
integrate our billing with our call blocking, validation, and customer inquiry procedures. We seek to manage our higher risk
revenues by proactively requiring certain billed parties to prepay collect calls or be directly billed by us. This system utilizes
multi-variable algorithms to minimize bad debt expense by adjusting our credit policies and biiling. For example, when
unemployment rates are high, we may decrease credit to less creditworthy-billed parties or require them to purchase prepaid

- calling time in order to receive inmate calls, Bad debt tends to rise as the economy worsens, and is subject to numerous
factors, some of which may not be known. To the extent our bad debt management system overcompensates for bad debt
exposure by limiting credit to billed parties, our revenues and profitability may decline as fewer calls are permitted to be
made.

Field Operations and Maintenance Costs. Field operations and maintenance costs consist of service administration costs
for correctional facilities, including salaried and related personnel expenses, and inmate calling systems (including related
equipment}, repair atd maintenance. The costs of providing services primarily consist of service administration costs for
correctional facilities, including salaries and related personnel expenses, communication costs, and inmate calling systems
repair and maintenance expenses.

SG&A. SG&A cxpenses consist of corporate overhead and selling expenses, including marketing, legal, regulatory and
research and development costs.

Purchase Accounting. We acquired T-Netix on March 3, 2004 and Evercom on September 9, 2004 in each case utilizing
the purchase method of accounting. As a result, our financial statements do not include the operations of these two companies
for periods prior to their respective dates of acquisition and period to pertod comparisons of resuits of operations may not be
meaningful,

Infegration Costs. We commenced integrating the operations of Evercom and T-Netix shortly following our acquisition of
Evercom in September 2004. The integration has involved consolidating the personnel, systems and facilities of the two
companies which is designed to improve our long term operating efficiences. As of December 31, 2005, the integration was
substantially complete,

Industry Trends

In the first quarter of 2005, large industry participants, Verizon and AT&T, communicated plans to exit the inmate
telecommunications sector. During 2004, Verizon and AT&T were our two largest telecommunications services customers,
and AT&T was our largest solutions customer. These communications by Verizon and AT&T continued a recent trend of
large dominant telecommunications carriers exiting the direct inmate telecommunications business. Both Verizon and AT&T
subsequently sold their inmate telecommunications buginesses to Securus’ competitors in 2005. As a result of this trend and
the Verizon and AT&T sales, we anticipate that our revenue and profits associated with these product lines will continue to
decline.
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MNotwithstanding the foregoing developments and the anticipated declining revenue stream associated with our highly
profitable telecomtmunications services product line, we believe that the departure of large industry participants such as
Verizon and AT&T from the direct call provisioning business may present significant opportunities for us and other
independent providers in the future. Specifically, we expect to be well positioned to procure agreemerits to provide direct call
provisioning services to those corrections facilities previously serviced by the large carriers because we already provide some
inmate capabilities to those facilities on a sub-contractor basis. Moreover, if we seek to secure inmate telecommunications
contracts with larger county and state departments of corrections, we may be required to provide multi-million dollar up front
payments, surety bonds or guaranteed commissions, as well as incur the cost of equipment and similar costs. Although we
have typicaliy incurred equipment and similar costs in connection with providing telecommunications and solutions services,
we have not incurred the high capital costs related to these larger contracts which have historically been absorbed by our
RBOC and IXC partners. Given the large up-front costs associated with the procurement of larger county and state
departments of corrections inmate telecommunications contracts, we will be required on a case-by-case basis to weigh the
benefits of bidding on such contracts given the large up-front payment requirements and the anticipated lower gross margins
we will generate on such agreements,

The following table sets forth, for the years ended December 31, 2002, 2003, 2004 and 2005, respectively, the results of
operations of T-Netix (Predecessor) and Securus (in thousands).

Predecessor Successor
2002 2003 2004 (1) 2005
Revenues
Direct call
provisioning $ 48,798 41% § 56,735 48%18120,868 70%  $303,174 80%
Telecommunications
services 57,514 48 50,645 43 30,341 17 25,313 7
Solutions services — 0 - 0 18,466 11 47,398 13
Equipment sales and
other 13,498 11 9,864 9 3,701 2 1,321 ]
Total revenues 119,810 100 117,244 100 173,376 100 377,206 100
Expenses
Cost of services 72,721 61 75,722 65 130,883 75 288,985 77
Selling, general and
administrative 26,412 22 26,269 22 27,515 15 48,329 13
Compensation expense
on employee
options and
restricted stock 30 ¢ — 0 — 0 125 0
Non-cash impairment
of
telecommunication
assets 1,119 1 653 1 50,585 29 — 0
(Gain on sale of assets (36) 0 (290) 0 274) 0 (4) 0
Employee severance — 0 —_ 0 3,127 2 633 0
Loss on debt
extinguishment e 0 — 0 2,802 2 — 0
Depreciation and
amortization 12,101 10 11,892 10 13,157 8 23,856 6
Operating income
(loss) 7,463 6 2,998 3 (54419 (3D 15,282 4
Patent litigation
settlement, net of
exXpenses 2,085 2 (5,935) (8) — 0 — 0
Interest and other
expense, net 2,825 2 3,761 3 14,001 8 26,608 7
Transaction fees and
expenses — 0 — 0 987 1 —— 0
Income (loss) from
continuing
operations before
income taxes 2,553 2 9,172 8 (69,407) (40) (11,326) 3
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Income tax expense
(benefit) 180 0
Net income

(losg) from
continuing
operations

Net loss from
discontinued
operations (616) 4))] — 0 — 0 — 0

Gain on sale of
discontinued
operations
Net income

(toss) applicable
to common .
stockholders $ 2,065 2% § 6,496 6% | $(56,748) (33)% $ (9,152) (2)%
(1) This column presents the data for Securus for the 355-day period from January 12, 2004 (inception) to December 31,
2004, Does not include information for T-Netix (Predecessor) for the period January 1, 2004 to March 2, 2004, prior to
our acquisition of T-Netix on March 3, 2004 or information for Evercom for the period January 1, 2004 to September 8,

2004, prior to our acquisition of Evercom on September 9, 2004,

2,676 2 | (12,659 Q) (2,174) I

2,373 2 6,496 6 (56,748) (33) 9,152) (2)

308 0 — 0
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Results of Operations for the Year Ended December 31, 2005 Compared to December 31, 2004

Tolal Revenues. Total revenues for the year ended December 31, 2005 increased by $203.8 million, or 117.5%, to
$377.2 million from $173.4 million for the year ended December 31, 2004, Our revenuss for the year ended December 31,
2003 represent the consolidated operations of T-Netix and Evercom for such period while revenues for the period from
Tanuary 12, 2004 to December 31, 2004 represent only those of Securus following our acquisition of T-Netix on March 3,
2004 and Evercom on September 9, 2004, The revenues for the period ended December 31, 2004 do not include revenues of
$17.5 miltion and $173.4 million that were generated by T-Netix and Evercom, in the periods, prior to the date of their
acquisition. The remaining increase of $12.9 million consisted of an increase in direct call provisioning revenues of
$20.1 miltion and an increase in solutions services revenues of $9.6 million. These increases were offset by a decrease in
telecommunications services revenues of $12.6 million and a decrease in equipment sales of $4.2 million,

Direct call provisioning revenues for 2005 increased by $182.3 million, or 150.8%, to $303.2 million from $120.9 million
in 2004. Direct call provisioning revenues for the period from January 12, 2004 to December 31, 2004 do not include
$9.7 mitlion and $152.5 million that were generated by T-Netix and Evercom, respectively, prior {o their acquisitions. The
remaining increase of $20,1 million was the result of $31.2 million of revenue growth offset by the conversion of our direct
provisioning contract with the State of North Carolina to solutions services during the last half of 2004, which represented an
$11.1 million decrease. The $31.2 million increase consisted of growth in the number of inmates and accounts served and
revenues from new fees charged to end users to recoup billing costs.

Telecommunications services revenues for 2005 decreaséd by 16.5%, to $25.3 million from $30.3 million in 2004.
Telecommunications services revenues for the period from January 12, 2004 to December 31, 2004 do not include
telecommunications services revenues of $7.6 million generated by T-Netix prior to our acquisition of T-Netix. Evercom did
not historically provide telecommunications services revenues prior to its acquisition. The offsetting decline of $12.6 million
was primarily attributable to accounts that we did not retain upon contract renewal or accounts that converted to direct
provisioning revenue, We have not retained a significant amount of our telecommunications services contracts upon renewal
as a result of our sirategy to focus on growing our direct provisioning business. The departures of AT&T and Verizon from
the inmate telecommunications market and resulting sale of those business to Securus competitors contributed to the decline.
‘We expeot the significant declining trend in telecommunications services revenue to continue.

Solutions services revenues for 2005 were $47.4 million, as compared to $18.5 million in 2004, Solutions services
revenues for the period from January 12, 2004 to December 31, 2004 do not include $19.3 million generated by Evercom
prior to its acquisition. The remaining increase of $2.6 million resulted from new business awarded to us by AT&T and the
impact of the conversion of a contract with the State of North Carolina from direct provisioning to solutions services in late
2004. As a result of AT&T selling its inmate telecommunications business in 2005 to a Securus competitor and subsequent
communications with that competitor, it is reasonable to expect that solutions services revenue will decline significantly over
the next several years. 74% of our solutions services revenue in 2005 was generated from AT&T and its successor.

Equipment sales and other revenues for 2005 decreased by $2.4 million, or 64.9%, to $1.3 million from $3.7 million in
2004, Equipment sales and other revenues for the period from January 12, 2004 to December 31, 2004 do not include
equipment sales and other revenuss of $0.2 million and $1.6 million that were generated by T-Netix and Evercom,
respectively, prior to their acquisition. Equipment sales and other revenues decreased by $4.2 million primarily due to our
strategy to convert accounts from telecommunications services to direct call provisioning revenue. As a result of this strategy,
our telecommunications services customers, who also are typically our equipment sales customers, purchased less equipment
from us in 2005. Additionally, the departure of AT&T from the inmate telecommunications market, contributed to the decline
as AT&T had historically been a significant telecommunications services customer, We believe that equipment sales and
other revenue will be a very small compotient of our revenues in the future.

Cost of Services. Total cost of service for 2005 increased by $158.1 million, or 120.8%, to $289.0 million from
$130.9 million in 2004. Cost of service for the period from January 12, 2004 to December 31, 2004 do not include costs of
$11.4 million and $135.5 million that were generated by T-Netix and Evercom, respectively, prior to their acquisitions. The
remaining increase of $11.2 million was primarily due to the change in mix of our operating revenues. Qur direct call
provisioning and solutions services revenues increased while our telecommunications services and equipment sales and other
revenues decreased. Operating costs are a substantially higher component of revenues in the direct call provisioning and
solutions services businesses than in the telecommunications services and equipment sales businesses.
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SGd&A SG&A expenses in 2005 were $48.3 million as compared to $27.5 million in 2004, an increase of $20.8 million, or
75.6%. SG&A. expenses for the period from January 12, 2004 to December 31, 2004 do not include expenses of $3.6 million
and $18.3 million of T-Netix and Evercom, respectively, which were generated prior to their acquisitions. This was offset by
cost savings of $1.1 million primarily from the consolidation of our subsidiaries’ operations.

Impairment. We recognized a $50.6 million non-cash impairment charge in December 2004 as a result of Verizon’s and
AT&T’s decision to exit the inmate telecommunications business and an overall decline in our telecommunications services
revenues, The impairment consisted of (i) a $3.9 million write-down of property and equipment, (ii) 2 $26.3 million write-
down of intangible assets and (iii) a $20.4 million write-down of goodwill. These write-downs represented the impairment of
assets used to support the telecommunications and selutions services we provided to Verizen and AT&T. We anticipate that
the loss of the higher margin telecommunications services provided to Verizon and AT&T will continue to have an adverse
effect on our near term margins and profitability as the Securus competitors who purchased these business are likely to
centinue to eliminate our services as contracts come up for renewal over the next several years.

Employee Severance. We incurred $0.6 million and $3.1 million of employee severance expenses in 2005 and 2004,
respectively; associated with the consolidation and integration of T-Netix and Evercom.

Loss on Debt Extinguishment. We recognized a $2.8 million loss on debt extinguishment in 2004 as a result of our
refinancing activities in connection with the Transactions.

Depreciation and Amortization Expenses. Depreciation and amortization expenses were $23.9 million in 2005 and
$13.2 million in 2004, a net increase of $10.7 million, or approximately 81.1%. This increase was due to depreciation and
amortization related to our acquisitions of T-Netix and Evercom and 2005 additions to property and equipment and intangibie
assets.

Transaction Fees and Expenses. In connection with our acquisitions of T-Netix and Evercom in 2004, we incurred
transaction expenses of $1.0 million. Consisting primarily of professional service fees and bonuses paid.

Interest and Other Expenses, Net. Interest and other expenses were $26.6 million in 2005 and $14.0 million in 2004. The
increase is primarily due to the incremental borrowings on our debt facilities to fund the T-Netix and Evercom acquisitions,

Income Tax Expense (Benefit). We reported an income tax benefit of $2.2 million in 2005, compared to an income tax
benefit of $12.7 million for the period Janupary 12, 2004 (inception) through December 31, 2004, The income tax benefits
reported for 2005 and 2004 were due to operating losses incurred.

Results of Operations for the Year Ended December 31, 2004 (Securus) Compared fo December 31, 2003
(Predecessor)

Total Revenues. Total revenues for the year ended December 31, 2004 increased by $56.2 million, or 48.0%, to
$173.4 million from $117.2 million for the year ended December 31, 2003. This increase was attributable to revenues of
$77.8 million generated by Evercom following our acquisition of Evercom on September 9, 2004, offset by a net decline of
$4.2 million consisting of declines of $12.8 million and $7.8 million, respectively, in our telecommunications services and
equipment sales and other revenues, offset by increases of $8.8 million and $7.6 million, respectively, of solutions and direct
call provisioning revenues. The total revenues for the year ended December 31, 2004 do not include $17.4 million of T-
Netix’s revenues for the 2004 period prior to our acquisition of T-Netix on March 3, 2004, Had such revenunes been included,
our 2004 revenues would have increased by $73.6 million, as compared to the year ended December 31, 2003, In 2004 we
principally pursued a sirategy whereby on a selective basis we attempted to convert accounts from telecommunications
services revenue to direct call provisioning as accounts came up for renewal in order to obtain a greater share of the revenue
from each contract. As a result, telecommunications services and equipment sales declined, while direct call provisioning
revenues increased. Additionally, we were awarded substantial new solutions business from AT&T, our largest
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customer. This newly awarded business represented approximately $8.8 million of additional revenues. Total revenues were
negatively impacted by a non-cash adjustment of $1.2 million that resulted from a writedown of certain deferred revenue to
fair value in conjunction with purchase accounting rules relative to the T-Netix and Evercom acquisitions.

Direct call provisioning revenues for 2004 increased by $64.2 million, or 113.2%, to $120.9 million from $56.7 million in
2003. Of this increase approximately $66.2 million was attributable to our acquisition of Evercom and $7.6 million was the
result of the growth in the number of inmates and accounts served, offset by $9.6 million of revenue for T-Netix for the
period January 1, 2004 through March 2, 2004 prior to our acquisition of T-Netix on March 3, 2004,

Telecommunications services revenues for 2004 decreased by 40.1%, to $30.3 million from $50.6 million in 2003.
Approximately $12.8 million of this decline was principally the result of conversions of accounts as they came up for renewal
to direct call provisioning and conversion of revenue to our new solutions services as a result of a new contract with our
largest customer, offset by accounts that we did not retain upon contract renewal. Evercom did not historically provide
telecommunications services prior to its acquisition by us in September 2004, Telecommunications services revenues for the
year ended December 31, 2004 do not include $7.5 million of T-Netix’s revenues for the 62-day period from January 1, 2004
to March 2, 2004, prior to our acquisition of T-Netix on March 3, 2004,

Solutions services revenues for 2004 were $18.5 million, as compared to zero in 2003, Of this increase, $9.7 million was
attributable to Bvercom following our acquisition of Evercom on September 9, 2004 and the remaining increase of
$8.8 million was the result of substantial new solutions business we were awarded by our largest customer.

Equipment sales and other revenues for 2004 decreased by $6.2 million, or 62.6%, to $3.7 million from $9.9 million in
2003. Approximately $7.8 million of this decline is primarily due to the strategy we pursued in 2004 whereby on a selective
basis we attempted to convert accounts from telecommunications services revenue to direct call provisioning revenue. As a
result of this strategy, our telecommunications services customers, who are also typically our equipment custometrs,
purchased less equipment from us in 2004, The decline was also due to our equipment customers winning less new business
in 2004, resulting in their buying less equipment from us. The decline included $1.8 million of equipment sales revenue
generated by Evercom following our acquisition, but excluded $0.2 million of equipment sales revenue generated by T-Netix
during the period January 1, 2004 through March 2, 2004, ' '

Cost of Services. Total cost of service increased for 2004 by $55.2 million, or 72.9%, to $130.9 million from $75.7 million
in 2003. This increase was atiributable to costs of $60.9 million generated by Evercom following our acquisition of Evercom,
offset by $11.4 million of operating costs incurred by T-Netix prior to our acquisition of T-Netix on March 3, 2004, The
remaining increase of $5.7 million was primarily the result of higher operating costs associated with the change in mix of our
operating revenues. In 2004, our direct call provisioning and solutions services revenues increased while our
telecommunications services and equipment sales revenues decreased. Cost of services is a substantially higher component of
revenues in the direct call provistoning and solutions services business than in the telecommunications services and
equipment sales businesses. Additionally, we incurred $1.0 million of bad debt expense in December 2004 as a result of the
decision to eliminate billing clearinghouse transactions by migrating T-Netix billing functions to Evercom’s direct billing
agreements with LECs. This migration is expected to yield cost savings in 2005 and thereafter. We also incurred $1.9 million
of expenses in December 2004 associated with disputes with several of our customers.

SG&A. SG&A expenses were $27.5 million in 2004 as compared to $26.3 million in 2003, an increase of $1.2 million, or
4.6%, Of this increase, $9.5 million was atiributable to our acquisition of Evercom offset by $4.6 million of expenses
resulting from cost cutting measures undertaken in 2004, including reductions in personnel fotlowing our acquisition of
Evercom, and $3.7 million attributable to T-Netix for the 62-day period from January 1, 2004 to March 2, 2004, prior to our
acquisition of T-Netix on March 3, 2004,
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Impairment. We recognized a $50.6 million non-cash impairment charge in December 2004 as a result of VeriZon’s and
AT&T’s decision te exit the inmate telecommunications business and an overall decline in our telecommunications services
revenues. The impairment consisted of (i) a $3.9 million write-down of-property and equipment, (it} a $26.3 million write-
down of intangible assets and (iii} a $20.4 million write-down of goodwill. These write-downs represent the impairment of
assets used to support the telecommunications and solutions services we provide to Verizon and AT&T. We do not presently
expect to record any future impairment charges relating to Verizon’s and AT&T’s decision to exit the inmate
teleconinmnications business, but anticipate that the loss of the higher margin telecommunications services provided to
Verizon and AT&T will have an adverse effect on our near term margins and profitability, In 2003, we wrote off the
remaining $0.3 million of a terminated prepaid contract for call validation query services that had besn classified as an “Asset
Held for Sale.” See “Risk Factors — Risks Relating to Our Business — A number of our customers individually account for
a large percentage of our revenues, and therefore the loss of one or more of these customers could harm our business.”

Employee Severance. We incurred $3.1 million of employee severance expenses in 2004 ag a result of the termination of
empioyees in conjunction with the downsizing and consolidation of our T-Netix and Evercom subsidiaries, resulting in the
termination of 147 individuals. No comparable events occurred in 2003,

Loss on Debt Extinguishment, We recognized a $2.8 million loss on debt extingnishment in 2004 as a result of our
refinancing activities. There was no comparable loss on debt extinguishment in 2003,

Depreciation and Amortization Expenses. Depreciation and amortization expenses were $13.2 million in 2004 and
$11.9 million in 2003, a net increase of $1.3 million, or approximately 10.9%. Of this increase, approximately $4.9 million
was due to our acquisition of Evercom coupled with the impact of purchase accounting adjustments to the book values of
both T-Netix and Evercom assets that were made upon their respective acquisition dates, offset by $1.6 million of
depreciation and amortization expense incurred by T-Netix for the 62-day period from January 1, 2004 to March 2, 2004
prior to our acquisition of T-Netix on March 3, 2004.

Transaction Expenses, Tn connection with our acquisitions of T-Netix and Evercom, we incurred transaction expenses of
$1.0 million in 2004, These transaction expenses consisted primarily of professional service fees and bonuses paid in
connection with the acquisitions of T-Netix and Evercom. There were no comparable transaction expenses in 2003,

Interest and Other Expenses, Net. Interest and other expenses were $14.0 million in 2004 and $3.8 million in 2003, The
increase is primarily due to the incremental borrowings on our debt facilities, including the old notes and the senior
subordinated notes, to fund the T-Netix and Evercom acquisitions.

Income Tax Expense (Benefif). We reported an income tax benefit of $12,7 million for the period January 12, 2004
(inception) through December 31, 2004, compared to an income tax cxpense of $2.7 million for the year ended December 31,
2003. The income tax benefit reported for 2004 was due to operating losses incurred during such period.

Liquidity and Capital Resources
General

QOur principal liquidity requirements are to service and repay our debt and meet our capital expenditure and operating
needs. We are significantly leveraged. As of December 31, 2005, we had $203.9 million in total debt outstanding before
considering $3.1 million of original issue discount on our second-priority senior secured notes and $2.8 mitlion of fair value
attributable to warrants issued in connection with our senior subordinated debt financing, both of which are reflected as
discounts to our outstanding long-term debt on our financial statements. As of December 31, 2005, we had unused capacity
of $30.0 million under our working capital credit facility and total stockholders® deficit of $31.9 million.
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Cash Flows

The following table provides our cash flow data for the year ended December 31, 2005 for the period from January 12,
2004 (inception) to December 31, 2004 and for the year ended December 31, 2003 (Predecessor) (in thousands):

Predecessor Securus

Period from

January 12,

Year Ended | 2004 (inception) Year Ended
December 31, | to December 31, December 31,

) 2003 2004 2005
Net cash provided by (used in) operating activities from
 continuing operations % 26,809 {$ (1,758) § 29,832
Net cash used in investing activities $  (6,79))% (213,066) $ (26,327)
Net cash provided by (used in) financing activities $ (G690 )% 216703 §  (2,754)

Net cash provided by operating activity was $29.8 million for the year ended December 31, 2005. Net cash used in
operating activities was $1.8 million for the period January 12, 2004 (inception) to December 31, 2004, as compared to
$26.8 million for the year ended December 31, 2003. Net cash provided by operating activities consisted primarily of net
income before considering non-cash expenses, such as $23.9 million of depreciation and amortization and $7.6 mitlion of
non-cash interest expense coupled with approximately $7.5 miilion of additional working capital generated by very short-
term timing of certain payments to solutions services customers and other as of December 31, 2005. Net cash from operating
activities for T-Netix was unusually high in 2003 as a result of a $9.9 million settlement of patent litigation net of litigation
costs.

Cash used in investing activities was $26.3 million for the year ended December 31, 2005, Cash used in investing
activities was $213.1 million for the period January 12, 2004 (inception) to December 31, 2004, consisting primarily of
$201.0 million of costs to acquire T-Netix and Evercom and $12.1 million of investments in equipment to maintain and grow
the direct call provisioning business, as compared to $6.8 million for the year ended December 31, 2003. The $26.3 million
of capital expenditures for the year ended December 31, 2005 consisted primarily of equipment and contract acquisition costs
associated with new and renewal activity in the direct call provisioning business.

Cash used in financing activities was $2.8 million for the year ended December 31, 2005. Cash provided by financing
activities was $216.7 miliion for the period January 12, 2004 (inception} to December 31, 2004, consisting primarily of new
borrowings to fund the Evercom and T-Netix acquisitions and to repay outstanding debt, as compared to $3.7 million used in
financing activities for the year ended December 31, 2003.

Our ability to make payments on and to refinance our indebtedness, and to fund planned capital expenditures will depend
on our ability to generate cash in the future, which, to a certain extent, is subject to general economic, financial, competitive,
legislative, regulatory and other factors that are beyond our control. Based on our current and expected level of operations,
we believe our cash flow from operations, available cash and available borrowings under our $30.0 miilion working capital
facility will be adequate to mest our liquidity needs for our operations for the foreseeable future. In the event we wish to
make additional acquisitions, we may need to borrow additional debt. We cannot assure you, however, that our business will
generate sufficient cash flow from operations or that future borrowings will be available to us under our working capital
facility in an amount sufficient to enable us to service our indebtedness or to fund our other liquidity needs. In the event that
cash in excess of the amounts generated from on-going business operations and available under our working capital facility is
required to fund our operations, we may be required to reduce or eliminate discretionary capital expenditures, further reduce
or eliminate discretionary selling, general and administrative costs, and sell or close certain of our operations.
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Debt and other Obligations

Second-priority Senior Secured Notes. On September 9, 2004, we completed an offering of $154.0 million 11% second-
priority setior secured notes. The second-priority senior secured notes were issued at a discount to face value of $3.6 million,
Proceeds obtained from the issuance of the second-priority senior secured notes were used to finance the acquisition of
Evercom and to repay outstanding long-term debt obligations. Interest is payable on March 1 and September 1 of each year,
The second-priotity senior secured notes are secured by second-priority security interests in substantially all of our assets
including but not limited to the capital stock of each our subsidiaries and all of our and our subsidiaries’ tangible and
intangible non-real estate properties and assets,

Working Capital Facility. We have a working capital facility which provides for up to $30.0 million in revolving
availability, with a sublimit for letters of credit. As of December 31, 2005, no amounts were drawn under our working capital
facility although we have outstanding approximately $6.8 million of letters of credit issued under the facility. On October 12,
2005, we entered into a first amendment (the “First Amendment”} to the Working Capital Facility which added a $10.0
million letter of credit facility, in addition to the existing $12.5 million letter of credit facility. Letters of credit issued under
the new $10.0 million letter of credit facility will not directly reduce revolver borrowing availability under the working
capital facility as does the existing $12.5 million letter of credit facility. The First Amendment also (i) reduced certain
borrowing costs, including the applicable interest rate margin on the Company’s Eurodollar loans from 2.5% to 2.0% and
(ii) increased the Company’s maximum permitted annual capital expenditures from $22.0 million to $30.0 million for the
years ended December 31, 2005 and 2006, We believe the First Amendment provides greater flexibility to capitalize on
market opportunities as of March 28, 2006, we had $18.6 million of unrestricted borrowing availability on our Revolver,

The obligations under our working capital facility are guaranteed on a secured, first priority basis by us and our
subsidiaries. The loans are secured by a first priority lien on substantially all of our assets including, but not limited to the
capital stock of each of our subsidiaries and all of our and our subsidiaries’ tangible and intangible non-real estate properties
and assets.

The working capital facility contains a number of customary affirmative and negative covenants that are subject to
significant exceptions. Subject to certain exceptions, the negative covenants restrict our ability and the ability of our
subsidiaries to, among other things, incur additional indebtedness, create and incur liens on assets, repay other indebtedness,
sell assets, engage in transactions with affiliates, make loans, investments, guarantees or acquisitions, declare dividends,
redeem or repurchase equity interests or make other restricted payments, and engage in mergers, acquisitions, asset sales and
sale-leaseback transactions. The working capital facility also includes specified financial covenants, including maintaining a
minimum inferest coverage ratio and capital expenditure limits.

Senior Subordinated Notes. We have outstanding $49.7 million of senior subordinated notes. The senior subordinated
notes are unsecured and subordinated to the second-priority senior secured notes and amounts owed under our working
capital facility. Our obligations under the senior subordinated notes are irrevocably and unconditionally guaranteed on a
sentor subordinated basis by our subsidiaries, The senior subordinated notes bear interest at a fixed annual rate of 17%.
Interest is payable at the end of each calendar quarter, or, as resiricted by the working capital facility, is paid in-kind by
adding accrued interest to the principal balance of the senior subordinated notes.

The note purchase agreement governing the senior subordinated notes contains a number of customary affirmative and
negative covenants. Subject to certain exceptions, these covenants restrict our ability and the ability of cur siibsidiaries to,
among other things, incur additional indebtedness, create and incur liens on assets, repay pari passu our subordinated
indebtedness, sell assets, engage in transactions with affiliates, make loans, investments, guarantees or acquisitions, declare
dividends, redeem or repurchase equity interests or make other restricted payments, and engage in mergers, acquisitions,
asset sales and sale-leaseback transactions. The senior subordinated notes also include specified financial covenants
consistent with those contained in the indenture governing the notes.
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Capital Requirements

As of December 31, 2003, our contractual obligations and commitments on an aggregate basis are as follows:

Payments Due by Period
2006 2007 2008 2009 2010 Thereafter
{in thousands)
Long-term debt (1) 5 —* 5 —* $8 —F 5 5 —x* $203,745*
Operating leases 2,063 1,517 1,103 926 949 4,262
Capital leases 108 — — — — —
Total contractual obligations and
commitments $2,171 $1,517 $.1,103 $ 926 $ 949 $208,007

*  Assumes no repurchases of second-priority senior secured notes or senior subordinated notes during such periods. Also
does not give effect to mandatory purchases of second-priority senior secured notes, if any, with excess cash flow.

(1) Does not include any amounts that may be drawn under our working capital facility, which expires on September 9,
2009, or accrued interest under our long-term debt. ,

Surety Bonds

In the ordinary course of business, we obtain for the benefit of our customers surety, performance and similar bonds. As of
December 31, 2005, we had outstanding approximately $6.8 million of these bonds which are backed by letters of credit
issued under our working capital facility.

Critical Accounting Policies

A “critical accounting policy™ is one that is both important to the portrayal of a company’s financiat condition and results
and requires management’s most difficult, subjective or complex judgments, often as a result of the need to make estimates
about the effect of matters that are inherently uncertain, Our financial statements prepared in accordance with generally
accepted accounting principles in the United States, or GAAP. The process of preparing financial statements in conformity
with GAAP requires us to use estimates and assumptions to determine certain of our assets, liabilities, revenues and
expenses. We base these determinations upon the best information available to us during the period in which we are
accounting for our results. Qur estimates and assumptions could change materially as conditions within and beyond our
control change or as further information becomes available. Further, these estimates and assumptions are affected by
management’s application of accounting policies. Changes in our estimates are recorded in the period the change occurs. Our
critical accounting policies include, among others: ‘

+  revenue recognition and bad debt reserve estimates;
»  goodwill and other intangible assets;

» accounting for income taxes; and

*  acquisition-related assets and liabilities.

The following is a discussion of our critical accounting policies and the related management estimates and assumptions
necessary for determining the value of related assets or liabilities.

Revenue Recognition

Revenues related to collect and prepaid calling services generated by the direct call provisioning segment are recognized
during the period in which the calls are made. In addition, during the same period, the Company accrues the related
telecommunication costs for validating, transmitting, billing and collection, and line and long distance charges, along with
commissions payable to the facilities and allowances for unbitlable and uncollectible calls, based on historical experience.

Revenues related to the telecommunication services and solutions services segments are recognized in the period in which
the calls are processed through the billing system, or when equipment and software is sold. During the same period, the
Company accrues the related telecommunications costs for validating, transmitting, and billing and collection costs, along
with atlowances for unbillable and uncollectible calls, as applicable, based on historical experience.

The Company applies Emerging Issues Task Force (“EITF”) Issue No. 99-19, Reporting Revenue Gross as a Principal
versus net as an Agent. Based on this consensus, all revenues related to the Telecommunications Services and Solutions
Services segments are presented in the statement of operations at the net amount. "This is the amount charged to the end user
customer less the amount paid to the inmate telecommunication provider.
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In evaluating the collectibility of our trade receivables, we assess a number of factors including our historical cash
resources held by our LEC billing agents and collection rates with our billing agents and a specific customer’s ability to meet
the financial obligations to us, as well as general factors, such as the length of time the receivables are past due and historical
collection experience. Based on these assessments, we record reserves for uncollectibles to reduce the related receivables to
the amount we
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ultimately expect to collect from our customers. If circumstances related to specific customers change or economic
conditions worsen such that our past collection experience is no longer relevant, our estimate of the recoverability of our
trade receivables could be further reduced or increased from the levels provided for in our financial statements. Because the
majority of our receivables are collected through our LEC billing agents and such agents typically do not provide us with
visibility as to collection results for on average a six to nine month period, our bad debt reserves are estimated and may be
subject to substantial variation.

Goodwill and Other Intangible Assets

The calculation of amortization expense is based on the cost and estimated economic useful lives of the underlying
intangible assets, intellectual property assets and capitalized computer software, and patent license rights. Goodwitl
represents the excess of costs over fair value of assets of businesses acquired. Goodwill and intangible assets acquired in a
purchase business combination and determined to have an indefinite useful life are not amortized, but instead tested for
impairment at least annually in accordance with the provisions of FASB Statement No. 142, Goodwill and Other Intangible
Assets. Intangible assets with estimable useful lives are amortized over their respective estimated useful lives to their
estimated residual values, and reviewed for impairment in accordance with FASB Statement No. 144, dccounting for
Impairment or Disposal of Long-Lived Assets. We review our unamortized intangible assets whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable or the estimated useful life has been reduced. We
estimate the future cash flows expected to result from operations, and if the sum of the expected undiscounted future cash
flows is less than the carrying amount of the intangible asset, we recognize an impairment loss by reducing the unamortized
cost of the long-lived asset to its estimated fair value.

Accounting for Income Taxes

We recognize deferred tax assets and liabilities for the expected future tax consequences of transactions and events. Under
this method, deferred tax assets and liabilities are determined based on the difference between the financial statement and tax
bases of assets and liabilities using enacted tax rates in effect for the year in which the differences are expected to reverse. If
necessary, deferred tax assets are reduced by a valuation aliowance to an amount that is determined to be more likely than not
recoverable. We must make significant estimates and assumptions about future taxable income and future tax consequences
when determining the amount of the valuation allowance,

Acquisition Related Assets and Liabilities

Accounting for the acquisition of a business as a purchase transaction requires an allocation of the purchase price to the
assets acquired and the liabilities assumed in the transaction at their respective estimated fair values. The most difficult
estimations of individual fair values are those involving long-lived assets, such as properties, plant and equipment and
intangible assets. We use all available information to make these fair value determinations and, for major business
acquisitions, engage an independent valuation specialist to assist in the fair value determination of the acquired long-lived
assets. Due to inherent subjectivity in determining the estimated fair value of long-lived assets and the significance of the
business acquisitions that we have completed, we believe that the recording of acquired assets and liabilities is a critical
accounting policy.
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Recent Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 123R (revised 2004), Share-Based Payment, which addresses the
accounting for transactions in which an entity exchanges its equity instruments for goods or services, with a primary focus on
transactions in which an entity obtains employee services in share-based payment transactions. This Statement is a revision to
Statement No. 123 and supersedes APB Opinion No. 25, Accounting for Stock Issued to Employees, and its related
itplementation guidance. For nonpublic companies, this Statement will require measurement of the cost of employee
services received in exchange for stock compensation based on the grant-date fair value of the employee stock options.
Incremental compensation costs arising from subsequent modifications of awards after the grant date must be recognized.

“This Statement will be applicable to us as of January 1, 2006. We do not expect that the adoption of this Statement will have
a material impact on our consolidated financial statements.

In December 2004, the FSAB issued SFAS No. 153, Exchange of Nonmonetary Assets, which eliminates an exception in
APB No. 29 for nonmonetary exchanges of similar productive assets and replaces it with a general exception for exchanges
on nonmonetary assets that do not have commercial substance. This Statement will be applicable to us for nonmonetary asset
exchanges occurring on or after Jannary 1, 2006. We do not expect that the-adoption of this Statement will have a material
impact on our consolidated financial statements.

In March 2005, the FASB issued Interpretation No. 47 (FIN 47), Accounting for Conditional Asset Retirement Obligations
~— an interpretation of SFAS No. 143, which clarifies the term “conditional asset retirement obligation” used in SFAS
No. 143, Accounting for Asset Retirement Obligations, and specifically when an entity would have sufficient information to
reasonably estimate the fair value of an asset retirement obligation, FIN 47 was required to be adopted no later than
September 30, 2005, The adoption of FIN 47 did not have a material impact on our consolidated financial statements,

In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections, which is effective for
voluntary changes in accounting principles made in fiscal years beginning after December 15, 2005. SFAS 154 replaces APB
Opinion No. 20 Accounting Changes (APB 20) and SFAS No. 3 Reporting Accounting Changes in Interim Financial
Statements. SFAS 154 requires that voluntary changes in accounting principle be applied on a retrospective basis to prior
period financial statements and eliminates the provisions of APB 20 that cumulative effects of voluntary changes in
accounting principles be recognized in net income in the period of change. The Company does not expect the adoption of this
statement to have a material impact on the consolidated financial statements.

In November 2005, the FASB issued FASB Staff Position No. FIN 45-3 (FSP FIN 45-3) dpplication of FASB
Interpretation No. 45 to Minimum Revenue Guarantees Granted 10 a Business or Its Owners, which is effective for new
minimuim revenue guarantees issued or modified on or after the beginning of the first fiscal quarter following the date FSP
FIN 45-3 was issued. FSP FIN 45-3 amends FASB Interpretation No. 45, Guarantor's Accounting and Disclosure
Reguirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others to include guarantees grantedto a
business that the revenue of the business for a specified petiod of time will be at least a specified minimum amount under its
recognition, measurement and disclosure provisions, This interpretation will be effective for the Company on January 1, 2006
at which time the Company will adopt the standard. The Company does not expect the adoption of this statement to have a
material impact on the consolidated financial statements,
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

We are exposed to the impact of interest rate changes. Our exposure to market rate risk for changes in interest rates relates
to our fixed rate debt and to our revolving line of credit.

Our fixed rate debt of approximately $240.0 million represents two debt instruments, our Senior Subordinated Notes of .
approximately $50.0 million which bear an annual interest rate of 17%, and our Second-priority Senior Secured Notes of
$154.0 million which bear an annual interest rate of 11%. Interest expense on our fixed rate debt can be adversely affected
due to a decline in interest rates, while interest expense on our floating rate debt will increase more than expected if interest
rates rise. The effect of a 10% fluctuation in the interest rate of our fixed rate debt would have had an adverse effect of
approximately $2.5 miltion for 2005, Cur $30.0 million revolving line of credit bears an interest rate equal to one of the
following, at our option: (i) the Prime Rate or (ii) a rate equal to the Eurodollar Rate as adjusted by the Eurodoliar Reserve
Percentage plus 2% and is calculated on amounts borrowed under the facility. The effect of a 10% fluctuation in the interest
rate on our revolving line of credit would have had an effect of about $0.1 million on our interest expense for 2005,
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Report of the Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
T-NETIX, Inc.: .

We have audited the accompanying consolidated statements of operations, stockholders’ equity, and cash flows of T-
NETIX, Inc. and subsidiaries for the year ended December 31, 2003 and for the 62 day period from Janvary 1, 2004 to
March 2, 2004. These consolidated financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the results of
operations and cash flows of T-NETIX, Inc. and subsidiaries for the year ended Decembetr 31, 2003 and the 62 day period
from January 1, 2004 to March 2, 2004, in conformity with U.S. generally accepted accounting principles.

KPMG LLP

Dallas, Texas
May 12, 2005
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Report of the Independent Registered Public Aceounting Firm

The Board of Directors and Stockholders
Securus Technologies, Inc.:

‘We have audited the accompanying consolidated balance sheets of Securus Technologies, Inc. and subsidiaries as of
December 31, 2005 and 2004, and the related consolidated statements of operations, stockholders’ deficit, and cash flows for
the year ended December 31, 2005 and the 355 day period from January 12, 2004 (inception) to December 31, 2004. These
consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion. :

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Securus Technologies, Inc. and subsidiaries as of December 31, 2005 and 2004, and the results of its operations
and its cash flows for the year ended December 31, 2005 and the 355 day period from January 12, 2004 (inception) to
December 31, 2004, in conformity with 11.S. generally accepted accounting principles.

KPMG LLP

Dallas, Texas
March 30, 2006
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS

SECURUS TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share and per share amounts)

Year Ended December 31,
2004 2005
ASSETS
Cash and cash equivalents $ 1,879 $ 2,630
Restricted cash 1,347 1,396
Accounts receivable, net 67,498 63,180
Prepaid expenses 3,932 5,659
Refundable income taxes ‘ 634 —
Current deferred income tax 2,806 7,785
Total current assets 78,096 30,650
Property and equipment, net 36,170 . 43,862
Intangibles and other assets, net ' 107,657 104,482
Goodwill 50,213 37,936
Total assets $272.136 $266,930
LIABILITIES AND STOCKHOLDERS’ DEFICIT
Accounts payable $ 49,157 $ 46,502
Accrued liabilities 32,792 37,756
Deferred revenue and customer advances 4,791 5,051
Current portion of long-term debt 117 108
Total current liabilities 86,857 89,417
Deferred income taxes 18,300 9,769
Long-term debt, net of current portion 189,820 197,847
Other long-term Habilities — 1,765
Total liabilities 294,977 208,798
Commitments and contingencies
Stockholders’ deficit
Common stock, $0.01 stated value; 1,000,000 shatres
authorized; 560,717 shares issued and outstanding at
December 31, 2004; 597,356 shares issued and
outstanding at December 31, 2005 5 5
Additional paid-in capital 33,902 34,027
Accumulated deficit (56,748} _ (65,500}
Total stockholders’ deficit (22,841) (31,868)
Total liabilities and stockholders’ deficit _ $272,136 $266,930

See accompanying notes to consolidated financial statements.
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SECURUS TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
Year Ended December 31, 2003, for the 62 Day Period from
January 1, 2004 to March 2, 2004 (Predecessor) and for the 355 Day Period
from January 12, 2004 (Inception) to December 31, 2004 (Successor)
and the Year Ended December 31, 2005 (Successor)
{Amounts in thousands)

Page 53 of 104

Predecessor Successor
¥or the 62 Day | For the 355 Day
Period From | Period From
For the January 1, January 12, For the
Year Ended 2004 to 2004 (inception) Year Ended
December 31, March 2, fo December 31, December 31,
2003 2004 2004 2005
Revenue: '
Telecommunication services $ 50645 § 7,552 |$ 30,341 3 25313
Direct call provisioning 56,735 9,651 120,868 303,174
Solutions services — — 18,466 47,398
Equipment sales and other 9,864 232 3,701 1,321
Total revenue 117,244 17,435 173,376 377,206
Cost of service (exclusive of depreciation and amortization
shown separately below):
Telecommunication services 20,093 3,126 13,215 11,489
Direct call provisioning, exclusive of bad debt expense 39,439 6,536 82,823 200,483
Direct call provisioning bad debt expense 11,993 1,594 16,819 38,878
Solutions expense e e 16,000 37,816
Cost of equipment sold and ofher 4,197 131 2,026 319
Total cost of service 75,722 11,387 130,883 288,985
Selling, general and administrative 26,269 3,639 27,515 48,329
Compensation expense on employee stock options and
restricted stock — 4,069 — 125
Impairment of telecommunication assets 633 285 50,585 —
Gain on sales of assets (290) — 2714 4
Emiployee severance — — 3,127 633
Loss on debt extinguishment — 1,239 2,802 —
Depreciation and amortization 11,892 1,649 13,157 23,856
Total operating costs and expenses 114,246 22,268 227,795 361,924
Operating income (loss) 2,998 (4,833) (54,419) 15,282
Patent litigation settlement, net of expenses (9,935) — — —
Transaction fees and expenses - 5,365 987 ——
Interest and other expenses, net 3,761 2,191 14,001 26,608
Income (loss) before income taxes 9,172 (12,389) (69,407)  (11,326)
Income tax expense (benefit) 2,676 (2,575) (12,659) (2,174)
Net income (loss) 3 6,496 § (9,814)§% (56,748) 3 (9,152)
See accompanying notes to consolidated financial statements,
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SECURUS TECHNOLOGIES, INC, AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS® EQUITY (DEFICIT)
Year Ended December 31, 2003, for the 62 Day Period from
January 1, 2004 to March 2, 2004 (Predecessor) and for the 355 Day Period
from January 12, 2004 (Inception) to December 31, 2004 {Successor)

and the Year Ended December 31, 2005 (Successor)
(Amounts in thousands)

Accumulated

Page 54 of 104

Additional Other Total
Comrnon Paid-In Accumulated Comprehensive Stockholders’
Shares Amount _ Capital Deficit Loss Equi eficit
Predecessor Balances at
January 1, 2003: 15,052 $ 150 § 42,334 § (15424 % — $ 27,060
Taxes related to stock options — — 1,653 — — 1,653
Other comprehensive loss e — — — (56) (56)
Net income — — — 6,496 — 6,496
Comprehensive income 6,440
Predecessor Balances at
December 31, 2003 15,052 150 43,987 (8,928) (56} 35,153
Recognition of hedge liability on
termination — N — — 56 56
Net loss (January 1 to March 2,
2004) - — = (9,814 — (9,814)
Predecessor Balance March 2,
l2004 15,052 § 150 § 43,987 $§ (18,742) % — 3 25,395
Capital contributed by TZ
Holdings, Inc. 1 $ — % 20,000 3 — 3 — % 20,000
Issuance of common stock 560 5 10,995 — — - 11,000
Warrants issued in conjunction
with subordinated debt _— — 2,907 — — 2,907
Net loss (Januvary 12 to December
31, 2004) B — — {56,748) — {56,748)
Sticcessor Balance at December
31,2004 561 5 33,902 (56,748) — (22,841)
Issuance of common stock 36 — — — — —_
Stock based compensation — — 125 — o 125
Net loss — — — (9,152) — (9,152)
Balance at December 31, 2005 597 3 5§ 34,027 § (65900) % — $  (31,868)
See accompanying notes to consolidated financial statements.
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SECURUS TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
Year Ended December 31, 2003, for the 62 Day Period from
January 1, 2004 to March 2, 2004 (Predecessor) and for the 355 Day Period
from January 12, 2004 (Inception) to December 31, 2004 (Successor)
and the Year Ended December 31, 2005
(Amounts in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES FROM
CONTINUING OPERATIONS
Net income (loss) from continuing operations

Adjustments to reconcile net income (loss) to net cash provided
by (used in) operating activities from continuing operations:

Depreciation and amortization

Impairment of telecommunication assets

Deferred income taxes

Conversion of interest paid “in kind” to secured
subordinated notes

Gain on sale of fixed assets

Equity {income) loss from unconsolidated affiliates

Transaction costs

Accretion of discount on subordinated notes payabie

Stock based compensation

Loss on debt extinguishment

-Amortization of deferred financing costs and debt discounts

Changes in operating assets and liabilities, net of effects of
acquisitions:
Restricted cash
Accounts receivable
Prepaid expenses and other current assets
Inventories
Other assets
Accounts payable
Accrued liabilities

Net cash provided by (used in) operating activities from

continuing operations

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of propetty and equipment including cost of
intangibles
Proceeds from sale of assets
Investment in unconsolidated affiliate

Purchase of T-Netix stock and repayment of T-Netix debt in

connection with merger, net of cash acquired

Purchase of Evercom stock and repayment of Evercom debt

in connection with merger, net of cash acquired
Net cash used in investing activities

Page 55 of 104
Predecessor Successor
For the 62 Day [ For the 355 Day
Period From Period From
For the January 1, January 12, For the
Year Ended 2004 to 2004 (inception)  Year Ended
December 31, March 2, to December 31, December 31,
2003 2004 2004 2005
(Revised-Note 1)
$ 6496 § (9818 (56748) 8 (5,152)
11,892 - 1,649 13,157 23,856
653 285 50,585 —
2,526 (2,575) (12,659) (2,368)
— — 3,035 7,629
(290) — (274) (4)
297 27 (83) (231)
— 5,365 (5,525) —
83 384 — —
— — — 125
—_— 1,239 2,802 —
665 — 848 1,340
—— e (1,347) (49}
5,549 (3,298) (9,754) 4,318
400 (3,650) 2,954 (1,093)
840 -— — —
22 (3,302) 1,466 62
(756) 915 10,945 (865)
(1,568) 8,970 (1,160) 6,264
$ 26809 § (3,805 |% (1,758) $ 29,832
$ (6512) § (562)[8 (12,356 $ (26,327)
532 _— 274 —
(812) —_ — —
— - (70,238) —
— — (130,746) —
$ (6792 $ 56D18 (213,066) §  (26,327)

See accompanying notes to consolidated financial statements,
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SECURUS TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS — (Continued)
Year Ended December 31, 2003, for the 62 Day Period from
January 1, 2004 to March 2, 2004 (Predecessor) and for the 355 Day Period
from January 12, 2084 (Inception) to December 31, 2004 (Successor),
and the Year Ended December 31, 2005
{(Amounts in thousands)

Predecessor Suceessor
For the 62 Day | For the 355 Day
Period From Period From

For the January 1, January 12, For the
Year Ended 2004 to 2004 (inception) Year Ended
December 31, March 2, to December 31, December 31,
2003 2004 2004 2005
(Revised-Note 1)
CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from second-priority senior secured notes $ — $ -— 1% 150,383 % —
Proceeds from senior subordinated notes — — 40,000 —
Cash overdraft - — — 8,326 (1,598)
Advances on revolving credit facility — — 5,126 _—
Payments on T-Netix senior secured term note (old) (3,500} {875)

(1 1,0;33) (1,05;)

Debt issuance costs

Redemption warrants in connection with merger — — (941) —
Payments on other debt (196) (5) (68) (117)
Proceeds from issuance of T-Netix senior secured notes, net
of payments — — 35,353 ——
Proceeds from issuance of T-Netix secured subordinated .
notes — — 26,000 —
Proceeds from issuance of common stock . — _— 31,000 —
Payment of long-term debt in connection with merger — o (67,396) ‘ —
Net cash provided by (used in) financing activities 3 (3,696) § (880) 1% 216,703 §  (2.754)
Increase (decrease) in cash and equivalents $ 16321 3 (5,2471% 1,879 § 751
Cash and cash equivalents at beginning of period 6,554 22,875 — 1,879
Cash and cash equivalents at end of period $ 22875 % 17,628 |3 1,879 § 2,630
SUPPLEMENTAL DISCLOSURES:
Cash paid during the period for: .
Interest b 2337 § 643 | § 9,008 $ 17,240
Income taxes 3 433 % 43 1% 213 § —
NONCASH FINANCING AND INVESTING
ACTIVITIES:
Detachable stock purchase warrants issued $ — 3 — | § 2,907 $ —
Accrued acquisition costs § — § — |3 2,500 3 —
Leasehold improvements b - § — |$ — § 1,800

See accompanying notes to consolidated financial statements,
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SECURUS TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Securus Technologies, Inc, and subsidiaries (the “Company”) provides inmate telecommunications services to
correctional facilities operated by city, county, state and federal authorities and other types of confinement facilities in 48
states, The Company was incorpotated in Delaware on January 12, 2004, and effective March 3, 2004 and September 9,
2004, the Company acquired, as further explained in Note 2, all of the ouistanding equity interests of T-Netix, Inc. (“T-
Netix™) and Evercom Holdings, Inc. (“Evercom”), respectively. For accounting purposes, T-Netix has been deemed the
predecessor to the Company. Therefere, the results disclosed herein for comparative purposes marked predecessor are those
of T-Netix,

(a) Basis of Presentafion

As a result of the acquisitions of T-Netix and Evercom, the consolidated statement of operations, cash flows, and
stockholders’ equity for 2003 and for the period January 1, 2004 to March 2, 2004 are those of the predecessor, T-Netix. The
consolidated balance sheet for 2004 and the statement of operations, cash flows, and stockholders’ equity (deficit) for the
period Januvary 12, 2004 to December 31, 2004 represent the results of the Company subsequent to the acquisitions of T-
Netix on March 3, 2004 and Evercom on September 9, 2004,

During the periods presented, the Company had four reportable segments: Direct Call Provisioning, Solutions Services,
Telecommunications Sexvices, and Equipment Sales.

In the Direct Call Provisioning segment, the Company accumulates call activity from its various installations and bills
revenue related to this call activity through major local exchange carriers (“LECs”) or through third-party billing services for
smaller volume LECs, all of which are granted credit in the normal course of business with payment terms between 30 to
60 days. The Company performs ongoing customer credit evaluations and maintains allowances for unbillable and
uncollectible amounts based on historical experiencs.

In the Solutions Services segment, the Company provides validation, fraud and bad debt management, and billing services
to other telecommunications service providers such as Global Tel*Link and Sprint. In providing solutions services, the
Company typically assumes all risk of bad debt associated with its customers’ inmate telecommunications revenues and all
costs of billing and collection. In return, the Company earns a fee generally based on a percentage of the providers’ gross

customer revenues generated from their inmate telecommunications businesses.

- In the Telecommunications Services segment, the Company provides inmate telecommunication software and equipment
for correctional facilities, including security-enhanced call processors and call validation and bill processing systems for
inmate calling. Depending upon the contractual relationship at the site and the type of customer, the Company provides these
products and services through service agreements with other telecommunications services providers, such as Global
Tel*Link, Public Communications Services, AT&T/SBC and Sprint. Under these agreements, the Company generates
revenue over a specified contract term, In addition, the Company sells inmate call processing systems to cettain
telecommunication providers and in these cases records Equipment Sales revenue and related cost of goods sold when
revenue is eamed.

(8) Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries, T-Netix, Inc. and Evercom Holdings, Tnc. All significant intercompany accounts and transactions have been
eliminated in conselidation. The accompanying consolidated balance sheet as of December 31, 2004 and the results of
operations and cash flows for the 355 day period from January 12 through December 31, 2004 are for the Company and
represent the stepped up successor basis of accounting (“New T-Netix” and “New Evercom”). The accompanying
consolidated statement of operations and cash flows for the year ended December 31, 2003 and for the 62 day period from
January 1, 2004 to March 2, 2004 are for T-Netix and its subsidiaries and represent the predecessor basis of accounting (“Old
T-Netix™).
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(c) Liguidity

Management believes that borrowings available through the revolving credit facility and cash expected to be generated
from operations will be adequate to meet the Company’s financing needs for the foreseeable future. In the event that cash in
excess of the amounts generated from operations and available under the revolving credit facility is required to fund the
Company’s operations, management will be required to reduce or eliminate discretionary capital éxpenditures, further reduce
or eliminate discretionary selling, general, and administrative cost, or to sell or close certain operations.

(d) Accounting Estimaftes

The preparation of financial statements in conformity with accounting principles generally accepted in the United States
of America requires management to make estimates and assumptions that affect the reported amounts of assets and habilities
and disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounis of revenue
and expenses during the reporting period. Significant items subject to such estimates include the valuation allowances for
receivables, the carrying amount for property and equipment, goodwill, intangible and other assets, and deferred income
taxes, Actual results could differ from those estimates.

(e) Risks and Uncertainties

The Company generated 9.7% of its revenue from its largest customer for the year ended December 31, 2005, The loss of
this major customer could adversely affect operating results of the Company. Sixteen percent (16%) of the Company’s
telecommunications segment revenue was generated from this customer for the year ended December 31, 2005, 74% of the
Company’s solutions segment revenue was generated from this customer for the year ended December 31, 2005. In 2004, the
Company became aware of the intentions by its largest customer to exit the inmate telecommunications market, The
Company also became aware that a second customer, which was its largest customer in its telecommunications services
reporting segment, also intended to exit the inmate telecommunications market. As a result, the Company recorded a non-
cash impairment charge in 2004 as further explained in Note 3. These two customers did exit the inmate telecommunications
market in 2005 by selling their businesses to Securus competitors. As a result, and through communication with these
competitors, the Company believes it is likely that they will eliminate Securus’ services as the underlying contracts come up
for renewal over the next several years. The Company had no customers that provided over 10% of its revenue during the
year ended December 31, 2005.

(P Revisions to Cash Flow Statement

The Company has revised its 2004 cash flow statement to classify the net change in cash overdrafts within financing
activities. Previously, such amounts were reported as cash flows used in operating activities. The effects of the above revision
to the 2004 cash flow statement is summarized as follows:

For the 355 Day Period from January 12, 2004 to December 31, 2004
Net Cash Provided (Used In)

Operating Investing Finanecing
Activities Activities Activities
Previously reported 3 6,568 $ (213,066) $ 208,377
Net change in cash
overdrafts (8,326) — 8,326

As revised $__(1,758) $ (213,066 $ 216,703
(g} Cash and Cash Equivalents and Restricted Cash

Cash equivalents consist of highly liquid investments, such as certificates of deposit and money market funds, with
criginal maturities of 90 days or less. Additionally, restricted cash accounts represent amounts established for the benefit of
certain customers in the event the Company does not perform under the provisions of the respective underlying contract with
these customers. Restricted cash was $1.3 million at December 31, 2004 and $1.4 million at December 31, 2005,

(W) Trade Accounts Receivable

Trade accounts receivable are recorded at the invoice amount and de not bear interest. Trade accounts receivable represent
amounts billed or that will be billed for calls placed through the Compariy’s telephone systems. The majority of these
receivables are billed using various LECs or third-party billing services and are reported net of an allowance for unbiltable
and uncollectible calls for estimated chargebacks to be made by the LECs and clearinghouses, The Company maintains
allowance for doubtful accounts for estimated losses resulting from a customer’s inability to make payments on accounts.
The Company analyzes the collectibility of a majority of its accounts receivable based on a 12-month average of historical
collections, The allowance for doubtful accounts is the Company’s best estimate of the amount of probable credit losses in
the Company’s existing accounts receivable. The Company’s policy is to write-off accounts after 180 days, or after all
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The following table includes the activity related to the Company’s allowance for doubtful accounts (in thousands):

Predecessor Successor
For the 355
period from
For the January 12, For the

Year Ended | (inception) to  Year Ended
December 31, { December 31, December 31,

2003 2004 2005
Balance at Beginning of Period $§ 4,483 |$ — § 13,232
Opening Balance of Acquited
Business. — 12,107 -
Additions Charged to Expense 12,020 25,859 56,657
Accounts Written-off (13,004) (24,734 __ (50,656)
Balance at End of Period 3 3,499 15 13,232 § 19,233

(i) Fair Value of Financial Instruments

SFAS No. 107, Disclosure about Fair Value of Financial Instruments, requires certain disclosures regarding the fair value
of financial instrucments. Cash and cash equivalents, receivables, accounts payable, and accrued liabilities, approximate fair
value due to their short maturities, Carrying amounts and estimated fair value of debt are presented in Note 6.

() Concentrations of Credit Risk

Financial instruments, which potentially expose the Company to concentrations of credit risk, consist primarily of cash
and cash equivalents and accounts receivable. The Company’s revenue is primarily concentrated in the United States in the
telecommunications industry. The Company had trade accounts receivable that comprised 54% (three telecommunication
service providers) of trade accounts receivable at December 31, 2005, The Company does not require collateral on accounts
receivable balances and provides allowances for potential credit losses. An allowance for doubtful accounts has been
established based on historical experience and management’s evaluation of collectibility of outstanding accounts receivable

at the end of the accounting period.
(k) Property and Equipment

Property and equipment is stated at cost and includes costs necessary to place such property and equipment in service.
Major renewals and improvements that extend an assot’s useful life are capitatized, while repairs and maintenance are
charged to operations as incurred, Construction in progress represents the cost of material purchases and construction costs
for telecommunications hardware systems in various stages of completion.

Depreciation is computed on a straight-line basis using estimated useful lives of 3 to 5 years for telecommunications
equipment and office equipment, Mo depreciation is recorded on construction in progress until the asset is placed in service,

(D) Goodwill and Intangible and Other Assels

Goodwill represents the excess of the purchase price over the fair value of identifizble net assets acquired in business
combinations accounted for as purchases. Intangible and other assets include acquired operating contracts and customer
agreements, capitalized computer software, patents and license rights, patent application costs, trademarks, trade names and
other intellectual property, capitalized loan costs, deposits and long-term prepayments and other intangible assets, The
Company capitalizes contract acquisition costs representing up-front payments required by customers as part of the
competitive process to award a contract. These capitalized costs are included in operating contracts and customer agreements
and are commonly referred to as signing bonuses in the industry.

The Compeany performs an annual impairment test of goodwill and other intangible assets with indefinite useful lives as of
the last day of each fiscal year in accordance with the provisions of SFAS No. 142, Goodwill and Other Intangible Assets.
This test is a two-step process and requires goodwill to be allocated to the Company’s reporting units, The Company defines
its reporting units to be the same as the
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reportable segments (see Note 7). In the first step, the fair value of the reporting unit is compared with the carrying vaine of
the reporting unit. If the fair value of the reporting unit is less than the carrying value, a goodwill impairment may exist and
the second step of the test is performed. In the second step, the implied fair value of the goodwill is compared with the
carrying value of the goodwill. An impairment loss is recognized to the extent that the carrying value of the goodwill exceeds
the implied fair value of the goodwill. The Company recognizes an impairment loss by reducing the carrying value of the
asset to its estimated fair valie.

The Company also reviews its intangible assets and other long-lived assets for impairment in accordance with SFAS
No. 144, Accounting for Impairment or Disposal of Long-Lived Assets, whenever events or changes in circumstances indicate
that the carrying value of these assots may not be recoverable. In reviewing for impairment, the Company compares the
carrying value of such assets to the estimated undiscounted future cash flows expecied from the use of the assets and their
eventual disposition. When the estimated undiscounted fitture cash flows are less than their carrying amount, an impairment
loss is recognized equal to the difference between the assets’ fair value and the respective carrying values,

As a result of the Company’s annual impairment testing, and in light of two of its largest customers exiting the inmate
telecommunications business, the Company recorded an impairment loss as of December 31, 2004 as further explained in
Note 3,

Amortization is computed on the straight-line basis over 3 to 12 years for operating confracts and customer agreements
and patents and license rights. The weighted average amortization period for all of the Company’s intangible assets as of the
year ended December 31, 2005 subject to amortization is 10 years. Ameortization expense was $0.9 million, $0.1 million, $5.1
millien, and $13.1 million for the year ended December 31, 2003, for the 62 day period from Janvary 1, 2004 to March 2,
2004, for the 355 day peried from January 12, 2004 to December 31, 2004, and for the year ended December 31, 2005,
respectively.

The acquisitions of T-Netix and Evercom have been accounted for using the purchase method of accounting pursunant to
Statement of Financial Accounting Standards No. 141 (“SFAS No. 141”), Accounting for Business Combinations. As a
result, the Company’s costs of acquiring T-Netix and Evercom have been allocated to the assets acquired and liabilities
assumed based upon estimated fair values (see Note 2). The purchase price allocations resulted in the initial recording of
$70.6 million of goodwill (See Note 5). None of the goodwill is currently deductible for income tax purposes. Under
applicable accounting principles generally accepted in the United States of America, the new basis of accounting for the
Company is “pushed down™ to the subsidiary companies, T-Netix and Evercom. Therefore, T-Netix’s and Evercom’s
financial position and operating results subsequent to March 2, 2004 and September 8, 2004, respectively, reflect a new basis
of accounting and are not comparable to prior periods. In addition, the tax bases are carried over from both T-Netix and
Evercom as a result of the acquisitions.

(m) Impairment of Long-Lived Assets

In accordance with SFAS No. 144, long-lived assets, such as property, plant, and equipment and purchased intangibles
subject to amortization, are reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of assets to be held and used is measured by a comparison of the
carrying amount of an asset to estimated undiscounted future cash flows expected to be generated by the asset. If the carrying
amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized by the amount by which the
carrying amount of the asset exceeds the fair value of the asset. Assets to be disposed of would be separately presented in the
balance sheet and reporied at the lower of the carrying amount or fair value less costs to sell, and are no longer depreciated.
The assets and liabilities of a disposal group classified as heid for sale would be presented separately in the appropriate asset
and liability sections of the balance sheet.

(1) Investments in Affilinted Companies

Investments in the common stock of an affiliated company is accounted for by the equity method, The excess of cost of
the stock of those affiliates over the Company’s share of their net assets at the acquisition date was recognized as goodwill
and, beginning with the adoption of SFAS No. 142, is not being
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amortized. The Company would recognize a loss when there is a loss in value in the equity method investment, which is
other than a temporary decline.

(0} 401(k} Plan

The Company sponsors 401(k) savings plans for the benefit of eligible full-time employees. These plans are qualified
benefit plans in accordance with the Employee Retirement Income Security Act (“ERISA”). Employees participating in the
plan can generally make contributions to the plan of up to 15% of their compensation. The plans provide for discretionary
matching contributions by the Company of up to 50% of an eligible employee’s contribution for the first 6%. Matching
contributions and plan expenses were $0.4 million, $0.1 million, $0.5 million and $0.5 million for the year ended
December 31, 2003, for the 62 day period from January 1, 2004 to March 2, 2004, for the 355 day period from January 12,
2004 to December 31, 2004 and for the year ended December 31, 2005, respectively.

(p) Income Taxes

The Company accounts for incomes taxes under the provisions of SFAS No. 109, Accounting for Income Taxes. Under
SFAS 109, deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and operating
loss and tax credit carryforwards. Deferred tax assets and liabilitics are measured using enacted income tax rates expected to
apply to taxable income in the years in which those differences are expected to be recovered or settled. The effect on deferred
tax assets and liabilities of a change in income tax rates is recognized in the results of operations in the period that includes
the enactment date. ‘

(q) Stock-Based Compensation

The Company utilizes the intrinsic-value method as provided by Accounting Principles Board Opinion (*APB”) No. 25 in
accounting for its stock options and restricted stock plans and provides pro forma disclosure of the compensation expense
determined under the fair value provisions of SFAS No. [23, Accounting for Stock-Based Compensation (“SFAS No. 123”),
as amended by SFAS No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure,

Old T-Netix utilized the intrinsic-value method as provided by APB Opinion No. 25, Accounting for Stock Issued to
Employees in accounting for its stock option plans and provides pro forma disclosure of the compensation expense
determined under the fair value provisions of SFAS No. 123, as amended by SFAS No. 148, Accounting for Stock-Based
Compensation-Transition and Disclosure. Accordingly, Old T-Netix did not recognize compensation expense upon the
issuance of its stock options because the option terms were fixed and the exercise price equaled the market price of Old T-
Netix’s common stock on the date of grant.

The foliowing table displays the effect on net earnings had the fair vatue method been applied during each period
presented (in thousands):

Predecessor Successor
For the 62 Day | For the 355 Day
For the Perfod from Period from
Year Ended January 1,2004 | January 12,2004
December 31, to March 2, to December 31,
2003 2004 2004
Net income (loss) applicable
to common stockholders,
as reported: $ 6,496 $ (9,814 185 (56,748)
Less: Stock-based
compensation excluded
from reported net
earnings, net of tax 1,213 98 6
Pro forma net income’(loss)  § 5,283 § (3,912)| $ (56,754)
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The per share weighted-average fair value of stock options issned by Old T-Netix during 2003 was $1.09 on the grant date
using the Black-Scholes option-pricing model. The following weighted-average assumptions were used to determine the fair
value of stock options granted:

Predecessor Successor
For the 62 Day | For the 355 Day
For the Period from Period from

Year Ended Januaryl, 2004

January 12, 2004

December 31, to March 2, to December 31,
2003 2004 2004
Dividend yield —— — —
Expected volatility 101.4%  37.8% 20%
Average expected option life 4.8 years 5.4 years 1 year
Risk free interest rate 3.02% 2.8% 2.09%

The Black-Scholes option-pricing model was developed for use in estimating the fair value of traded options that have no
vesting restrictions and are fully transferable. In addition, option-pricing models require the input of highly subjective
assumptions, including expected stock price volatility. Because Old T-Netix employee stock options had characteristics
significantly diffarent from those of traded options, and because changes in subjective input assumptions can materially
affect the fair value estimate, in management’s opinion, the existing models do not necessarily provide a reliable single
measure of the fair value of its employee stock options.

All outstanding options as of December 31, 2004 expired in 2005.

The Company recorded compensation expense of nil and $0.1 million for the 355 day period from January 12, 2004 to
December 31, 2004 and for the year ended December 31, 2003, respectively, related to purchases of restricted stock by
certain executives and members of the board of directors (Ses Note 9).

(r) Revenue Recognition

Revenues related to collect and prepaid calling services generated by the direct call provisioning segment are recognized
during the period in which the calls are made. In addition, during the same period, the Company accrues the related
telecommunication costs for validating, transmitting, billing and collection, and line and long distance charges, along with
commissions payable to the facilities and allowances for unbiliable and uncollectible calls, based on historical experience.

Revenues related to the telecommunication services and solutions services segments are recognized in the period in which
the calls are processed through the billing system, or when equipment and software is sold. During the same period, the
Company accrues the related telecommunications costs for validating, transmitting, and billing and collection costs, along
with allowances for unbillable and uncollectible calls, as applicable, based on historical experience,

The Company applies Emerging Issues Task Force (“EITF”) Issue No. 99-19, Reporting Reventie Gross as o Principal
versus nef as an Agent. Based on this consensus, all revenues related to the Telecommunications Services and Solitions
Services segments are presented in the statement of operations at the net amount, This is the amount charged to the end user
customer less the amount paid to the inmate telecommunication provider.

{5) Comprehensive Income

SFAS No. 130, Reporting Comprehensive Income, requires that certain items such as foreign currency translation
adjustments and unrealized gains and losses on certain detivative instruments classified as a hedge be presented as separate
components of sharcholders’ equity. Total comprehensive income (loss) for the year ended December 31, 2003, for the
62 day period from January 1, 2004 to March 2, 2004, for the 355 day period from January 12, 2004 to December 31, 2004
and for the year ended December 31, 2005 was $6.4 million, $(9.8) million, $(56.7) million and $(9.2) million, respectively.

The Company had no items of other comprehensive income for the 62 day period from January 1, 2004 to March 2, 2004,
for the 355 day period from January 12, to December 31, 2004 and for the year ended December 31, 2005.
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(1) Commitments and Contingencies

Liabilities for loss.contingencies, not within the scope of SFAS No. 143, Accounting for Asset Retirement Obligations,
arising from claims, assessments, litigation, fines, and penalties and other sources are recorded when it is probable that a
liability has been incurred and the amount of the assessment and/or remediation can be reasonably estithated, Recoveries of
environmental remediation costs from third parties, which are probable of realization, are separately recorded as assets, and
are not offset against the related environmental liability, in accordance with FASB Interpretation No. 39, Offsetting of
Amounts Related to Certain Contracts.

The Company accrues for losses associated with environmental remediation obligations not within the scope of SFAS
No. 143 when such losses from environmental remediation obligations generally are recognized no later than completion of
the remedial feasibility study. Such accruals are adjusted as further information develops or circumstances change. Costs of
future expenditures for environmental remediation obligations are not discounted to their present value.

(n) Recently Issued Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 123R (revised 2004), Share-Based Payment, which addresses the
accounting for transaction in which an entity exchanges its equity instruments for goods or services, with a primary focus on
transactions in which an entity obtains employee services in share-based payment transactions. This Statement is a revision of
SFAS No. 123 and supersedes APB Opinion No. 25, Accounting for Stock Issued to Employees, and its related
implementation guidance. For nonpublic companies, this Statement will require measurement of the cost of employee
services received in exchange for stock compensation based on the grant-date fair value of the employee stock options.
Incremental compensation costs arising from subsequent modifications of awards after the grant date will be recognized in an
amount equal to the excess of the fair value of the modified award over the fair value of the original award immediately
before the modification, This Statement will be effective for the Company as of January 1, 2006 at which time the Company
will adopt the standard. The adoption of this proncuncement did not have a material impact on the Company’s consolidated
financial statements,

In December 2004, the FASB issued SFAS No. 153, Exchanges. of Nonmonetary Assets, which eliminates an ¢xception in
APB No. 29 for nonmonetary exchanges of similar productive assets and replaces it with a general exception for exchanges
of nonmonetary assets that do not have commercial substance. This Statement will be effective for the Company for
nonmonetary asset exchanges oceurring on or after Janvary 1, 2006 at which time the Company will adopt the standard, The
adoption of this proncuncement did not have a material impact on the Company’s consolidated financiat statements.

In March 2005, the FASB issued Interpretation No. 47 (FIN 47), Accounting for Conditional Asset Retirement Obligations
- an interpretation of SFAS No. 143, which clarifies the term “conditional assot
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retirement obligation” used in SFAS No. 143, Accounting for Asset Retivement Obligations, and specifically when an entity
would have sufficient information to reasonably estimate the fair value of an asset retirement obligation. FIN 47 is required to
be adopted no later than September 30, 2005. The adoption of FIN 47 did not have a material impact on the Company’s
consolidated financial statements.

In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections, which is effective for
voluntary changes in accounting principles made in fiscal years beginning after December 15, 2005. SFAS 154 replaces APB
Opinion No. 20 Accounting Changes (APB 20) and SFAS No. 3 Reporting Accounting Changes in Interim Financial
Statements. SFAS 154 requires that voluntary changes in accounting principle be applied on a retrospective basis to prior
period financial statements and eliminates the provisions of APB 20 that cumulative effects of voluntary changes in
accounting principles be recognized in net income in the period of change. The Company does not expect the adoption of this
statement to have a material impact on the consolidated financial statements.

In November 2005, the FASB issued FASD Staff Position No, FIN 45-3 (FSP FIN 45-3) dpplication of FASB
Interpretation No. 45 to Minimum Revenue Guarantees Granted to a Business or Its Owners, which is effective for new
minimum revenue guarantees issued or modified on or after the beginning of the first fiscal quarter following the date FSP
FIN 45-3 was issued. FSP FIN 45-3 amends FASB Interpretation No. 45, Guarantor s Accounting and Disclosure
Requivements for Guarantees, Including Indirect Guarantees of Indebtedness of Others to include guarantees granted to a
business that the revenue of the business for a specified period of time will be at least a specified minimum amount under its
" recognition, measurement and disclosure provisions, This interpretation will be effective for the Company on January 1, 2006
at which time, the Company will adopt the standard. The adoption of this pronouncement did not have a material impact on
the Company’s consolidated financial statements.

(v) Reclassification
Certain amounts in the 2003 and 2004 financial statements have been reclassified to conform to the 2005 presentation.
(w) Derivative Financial Instruments

The Company accounts for its derivatives under SFAS No. 133 Acecounting for Derivative Instruments and Hedging
Activifies. SFAS 133 requires that all derivative financial instruments that qualify for hedge accounting be recognized in the
financial statements and measured at fair value regardless of the purpose or intent for holding them. Changes in fair value of
derivative financial instruments is recognized through stockholders’ equity, as a component of comprehensive income.

(2) MERGERS AND ACQUISITIONS

T-Netix announced on January 22, 2004 that it had entered into a definitive agreement with TZ Holdings, Inc. (“TZ
Holdings™) and TZ Acquisition, Inc., a wholly-owned subsidiary of TZ Holdings, providing for the acquisition of T-Netix for
$4.60 in cash per share of common stock. TZ Holdings was a newly formed corporation principally owned by H.1.G. Capital,
LLC (“H.I.G.”), a Miami, Florida-based private equity firm. As of August 6, 2004, TZ Holdings, Inc. changed its name to
Securus Technologies, Inc. (*Securus Technologies™). The acquisition was effected by a first step cash tender offer for all of
T-Netix’s outstanding common stock. The tender offer commenced on Febrary 5, 2004 and was completed on March 3,
2004. The tender offer was followed by a merger in which stockholders whose shares were not acquired in the tender offer
received $4.60 per common share in cash, The acquisition was funded with $70.0 million in borrowings under T-Netix’s
credit facility, $20.0 million of equity funding from TZ Holdings and T-Netix's available cash resources. Effective March 4,
2004, the common stock of T-Netix was delisted from the NASDAQ National Market and T-Netix is now a privately-held,
wholly-owned subsidiary of the Company. Accordingly, earnings per share data is not shown,
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The total purchase price for T-Netix was $87.9 million representing the purchase of all outstanding common stock,
including liabilities assumed as detailed below. The total purchase price for T-Neiix has been allocated as follows (in
thousands):

Purchase price calculations:

Payment for tendered shares $ 69,241
Payment of former credit facility 18,625
Total acquisition costs $ 87,866

Allocation of purchase price:

Current assets $ 40,314
Accounts payable and accrued liabilities (29,340)
Deferred income tax {14,878)
Property and equipment, net 16,636
Goodwill 30,233
Patents and license rights 21,000
Operating contracts and customer agreemonts 14,800
Other assets 8,601
Total allocation 3 87,866

On July 10, 2004, the Company formed a new wholly-owned subsidiary, New Mustang Acquisition, Inc. (“Mustang™),
and entered into an agreement and plan of merger (the “Plan™) with Evercom. The Plan provided for the acquisition by
Mustang of all of the outstanding common stock of Bvercom for $14.50 in cash per common share. The Plan was
consummated on September 9, 2004. The total purchase price for Evercom was $132.4 million, including assumed labilities,
The total purchase price for Evercom has been allocated as follows (in thousands):

Purchase price calculations:

Payment for tendered shares $ 87,045
Payment of former credit facility 38,061
Transaction costs paid or accrued 4,650
Accrued severance and integration costs 2,602
Total acquisition costs $132,448

Allocation of purchase price:

Current assets $ 46,497
Accounts payable and accrued liabilities (47,649)
Deferred income tax (13,275)
Property and equipment, net 25,581
Goodwill 40,398
Patents and license rights 15,200
Operating contracts and customer agreements 64,956
Other agsets 740
Total allocation $132,448

As a result of the change in control, U.S. generally accepted accounting principles (“GAAP”) requires acquisitions by the
Company to be accounted for as a purchase transaction in accordance with SFAS No. 141, Business Combinations. GAAP
requires the application of “push down accounting” in situations where the ownership of an entity changes, meaning that the
post-transaction financial statements of the acquired entities (i.e., T-Netix and Evercom) reflect the new basis of accounting
in accordance with Staff Accounting Bulletin No. 54. Accordingly, the financial statements as of December 31, 2004 and for
the 355 day period from January 12, 2004 to December 31, 2004 reflect the Company’s stepped-up basis resulting from the
acquisitions that has been pushed down to T-Netix and Evercom. The aggregate purchase price has been allocated to the
underlying assets and liabilities of T-Netix and Evercom based upon the respective estimated fair values at March 3, 2004
and September 9, 2004, respectively (the acquisition dates). Carryover basis accounting applies for tax purposes. All financial
information presented prior to March 3, 2004 represents predecessor basis of accounting,
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Intangible assets acquired in the T-Netix and Evercom acquisitions totaled $116.0 million, of which $7.5 million
represents the value of irademarks that are not subject to amortization, The remaining $108.5 million represents acquired
patents, ficenses, contracts and software costs that will be amortized over the next 3 to 12 years.

The purchase price allocations resulted in $70.6 million of goodwill, Goodwill recorded in the purchase price atlocations
represents the value the Company paid for T-Netix and Evercom as a result of its assessment of the future prospects for
growth of these businesses. None of the goodwill is deductible for income tax purposes. Furthermore, in accordance with
SFAS No. 142, Goodwill and Other Intangible Assets, goodwill is not amortized, but is tested for impairment on an annual
basis, or more frequently as impairment indicators arise. Impairment tests, which involve the use of estimates related to the
fair market value of the business operations with which goodwill is asscciated, are performed as of December 31 each year.
Losses, if any, resulting from impairment tests will be reflected in operating income in the consolidated statement of
operations. :

The following table presents unaudited pro forma consolidated results of operations of the Company for the year ended
December 31, 2003 and 2004 as if the T-Netix and Evercom acquisitions had occurred at the beginning of the respective
period (in thousands):

For the For the
Year Ended  Year Ended
December 31, December 31,

2003 2004
Total revenue $ 350,340 $ 364,103
Net loss $ (2,995 8 (53,386)

Acquisitions by T-Netix prior to 2004 inciuded the following:
Accudata Technologies, Inc.

In March 2003, T-Netix acquired a 50% preferred stock interest in a newly formed company, Aceudata Technologies, Inc,
(“Accudata”). Of the $0.8 million invested in Accudata, $0.5 million was applied to the purchase of substantially all of the
assets (in essence the ongoing business) of Revenue Communications, Inc. out of a Chapter XI bankruptey proceeding. With
such purchase, Accudata became one of only twelve active telephone line information databases (“LIDB™) in the United
States where important customer information is stored and maintained, including telephone number, service provider and
collect call preferences, The Company evaluated this 50% interest under FIN 46R and defermined it did not qualify as a VIE,
The investment in Accudata is presented under the equity method of accounting and such investment is included in the
consolidated balance sheet as “Intangibles and other assets, net” at December 31, 2005. Equity in the results of operations
were $(0.3) million, $0 million, $0.1 million and $0.2 million for the year ended December 31, 2003, for the 62 day period
from January 1, 2004 to March 2, 2004, for the 355 day period from January 12, 2004 to December 31, 2004 and for the year
ended December 31, 2003, respectively, and are included in the consolidated statements of operations as “Interest and other
expenses, net.” :

(3) IMPAIRMENT

During the year ended December 31, 2002, T-Netix recorded a $1.1 million impairment charge relating to a prepaid
contract for call validation query services that was then in legal dispute between T-Netix and Hluminet. The $1.1 million
impairment charge reduced the carrying value of the asset to $0.9 million, or the expected value to be realized through sale,
net of any selling expenses, of T-Netix’s rights under the contract, which is the likely course of action for T-Netix with
respect to this asset. In September 2003 a preliminary settlement of this legal dispute was reached, pending definitive
documents. As a result of the terms of this preliminary settlement, T-Netix further reduced the value of the query transport
service agreement to $0.3 million in September 2003. In March 2004, the fair market value of this query transport service
agreement was determined to be nil and a $0.3 million impairment charge was recorded in the Predecessor operating results
during the 62 day period from January 1, 2004 to March 2, 2004, This determination was reached based on current market
conditions and on T-Netix’s lack of success in marketing these rights to others,

60

http://sec.gov/Archives/edgar/data/1320051/000095014406003085/g00538¢10vk.htm 12/29/2006



Securus Technologies, Inc. , | Pége 69 of 104

‘able of Contents

Under the requirements of SFAS No. 142, the Company completed its annual impairment test for goodwill on
December 31, 2004. The Company also learned in late December 2004 that its two largest telecommunications services
customers, AT&T and Verizon, and its largest solutions services customer, AT&T, determined to exit the inmate
telecormmunications business. As a result of these announcements, management anticipated that telecommunications services
revenues and solutions services revenues would decline significantly over the next several years. In the course of completing
the evaluation, the Company determined that an impairment indicator required further analysis to be performed under the
provisions of SFAS No.-144.

As a result of these factors, the Company recognized a $50.6 million non-cash impairment charge in December 2004 that
was comprised of the following components (in thousands}):

Telecom  Solutions

Services Services Total
Telecommunications equipment $3928 § — 33,928
Patents and trademarks 11,835 4,367 16,202
Acquired contract rights 5,707 1,413 7,120
Intangibles and other assets 2,917 — 2,917
Goodwill 20,418 — 20,418
Total non-cash impairment charge $44,805 $ 5,780 $50,585

The Company employed a third party to assist in the estimation of the fair values used in the determination of the
impairment. The Company, with the help of the consultant, applied widely-used and accepted valuation techniques, such as
discounted cash flows of future estimated activity, to develop the fair value estimates and the resulting impairment charge,
See Note $ for additional information on the goodwill impairment.

(4) BALANCE SHEET COMPONENTS

Accounts receivable consist of the following at December 31 (in thousands): -

2004 2005
Accounts receivable, net:
Trade accounts receivable $ 75,284 § 78,445
Advanced commissions receivable 1,641 3,815
Other receivables 3,805 153
80,730 82,413
Less: Allowance for doubtful accounts (13,232) (19,233)

$ 67,498 § 63,180

Bad debt expense totaled $12.0 million, or 21%, of the $56.7 million in direct call provisioning revenue for the year ended
December 31, 2003, Bad debt expense for the 62 day period from January 1, 2004 to March 2, 2004 was $1.6 million, or
16.5%, of direct call provisicning revenue of $9.7 million. Bad debt expense for the 355 day period from January 12, 2004 to
December 31, 2004 was $16.8 million, or 13.9%, of direct call provisioning revenue of $120.9 million. For the year ended
December 31, 2005, bad debt expense was $38.9 million or 12.8% of direct call provisioning revenue of $303.2 million.

At December 31, 2004 and December 31, 2005, the Company had advanced commissions to certain facilities totaling
$1.8 million and $3.9 million, respectively, which are recoverable from such facilities as a reduction of earned commissions
for specified monthly amounts. Amounts included in accounts receivable represent the estimated recoverable amounts during
the next fiscal year, with the remaining long-term portion recorded in other assets.
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Property and equipment consists of the following at December 31 (in thousands):

2004 2005

Property and equipment, net: :
Telecommunications equipment $24,032 § 35,600
Leasehold improvements 1,973 4,382
Construction in progress 5,870 6,624
Vehicles . 65 64
Office equipment 7,343 10,482

39283 57,152

Page 70 of 104

Less: Accumulated depreciation and amortization (3,113) (13,290)

$36,170 § 43,862

Property and equipment and intangible assets were adjusted to their fair value in accordance with the purchase of T-Netix
and Evercom in 2004 by the Company and as a result of 2 non-cash impairment charge that was recorded in December 2004

(see Note 3),

Intangibles and other assets consist of the following at December 31 (in thousands):

2004
Gross Weighted
Carrying  Accumulated Average
_Value = Amorfization Net - Life
Patents and trademarks ' $ 18163 § (457) § 17,706 11.6
Deferred financing costs 7,983 (229) 7,754 74
Purchased technology assets 2,102 (133) 1,969 43
Capitalized software development costs 6,310 (714) 5,596 3.1
Acquired contract rights 74,983 (2,425) 72,558 10.8
Non-current portion of commission advances to
facilities 11 — 111
Deposits and long-term prepayments 1,367 — 1,367
Other 600 ()] 596
111,619 § (3,962) $107,657
2003
Gross Waeighted
Carrylng  Accumulated Average
Value Amoytization Net Life
Patents and trademarks $ 18324 § (2439) $ 15,885 10.6
Deferred financing costs 9,022 (1,063) 7,959 73
Purchased technology assets 7,105 (749) 6,356 4.8
Capitalized software development costs 6,311 (2,761) 3,550 31
Acquired contract rights 79,407 (10,871) 68,536 10.8
Deposits and long-term prepayments 1,413 — 1,413
Other , 783 — 783

$122,365 $ (17,883) $104,482

At December 31, 2004 and 2005, the carrying amount of trademarks assigned to patents and trademarks that were not

subject to amortization was $3.0 million.
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Amortization expense related to intangibles and other assets was $0.9 million, $0.1 million, $5.1 million, and
$13.1 million for the year ended December 31, 2003, for the 62 day period from January 1, 2004 to March 2, 2004, for the
355 day period from January 12, 2004 to December 31, 2004, and for the year ended December 31, 20035 respectively.
Estimated amortization expense related to intangibles and other assets, excluding deferred finance costs, at December 31,
2005 and for each of the next five years through December 31, 2010 and thereafter is summarized as follows (in thousands):

Year Ended December 31:

2006 $13,582
2007 12,733
2008 10,055
2009 8,520
2010 _ 7,572
Thereafter 38,856

$91,327

Accrued liabilities consist of the following at December 31 (in thousands):

2004 2005
Accrued liabilities:
Accrued expenses $18,777 $23,201
Accrued compensation 3,571 5,258
Accrued severance and exit costs 1,953 668
Accrued taxes 3,255 2,932

Accrued interest and other 5,236 3,697

$32,792 $37,756

In conjunction with the acquisition of Evercom, the Company adopted a plan to consolidate T-Netix and Evercom
operations, terminate redundant employees, and exit certain leased premises. As a result, the Company recorded a liability of
$2.5 million for these costs as of September 9, 2004. Of this amount, $0.8 million was capitalized as part of the Evercom
purchase price representing severance for Evercom employees identified by the plan. The plan was formulated by the
Company between July and September 2004 and was completed as of June 30, 2005, Approximately 70 employees were
terminated under the plan. Between September 9, 2004 and December 31, 2004, and for the year ended December 31, 2005,
the Company paid $0.5 million and $1.9 million, respectively, as follows (in thousands):

Balance Balance

9/9/2004 Additions Paymenis 12/31/04

Severance and related costs - $ 2,301 $ (G547 $1,754
Leased facility and other costs — 199 — 199
$ - $ 2,500 3 (54D $1,953

During the year ended December 31, 2005, the Company entered into separation agreements with certain executives, As a
result of FASB No. 88. Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for
Termination Benefits, the Company accrued approximately $0.6 million related to severance payment for these executives.
Accrued severance as of December 31, 2005 consists of the following (in thousands):

Balance Balance

. 1/1/2005 Additions Payments 12/31/05
Severance and related costs $1,754 $ 643 $(1,840) $ 557
Leased facility and other costs . 199 - (88) 111
$1,953 $ 643 $(1,928) $ 668

(5) GOODWILL

T-Netix adopted the provisions of SFAS 142 on January 1, 2002, The effect of adoption was the cessation of amortization
of goodwill recorded on previous purchase business combinations, T-Netix reviewed the recorded goodwill for impairment
upon adoption of SFAS 142, To accomplish this, T-Netix identified the reporting units and determined the carrying value of
each reporting unit. T-Netix defined its reporting units to be the same as the reportable segments per Note 7. To-the extent a
reporting unit’s carrying amount exceeds its fair value, the reporting unit’s cost in excess of fair value of net assets acquired
may be impaired, and the second step of the transitional impairment test must be performed. In the second step, T-Netix must
compare the implied fair value of the reporting unit’s fair value to all of its assets
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(recognized and unrecognized) and liabilities in a manner similar to a purchase price allocation in accordance with SFAS
141, to its carrying amount, both of which were measured as of January 1, 2002. T-Netix completed its transitional
impairment tests and determined that no impairment losses for goodwill and other intangible assets resulted with the adoption
of SFAS 142. T-Netix also performed annual impairment tests as of December 31, 2002 and 2003 and determined that no
impairment loss was required.

The Company performed an annual impairment test as of December 31, 2004 and as of Decetnber 31, 2005, As a result of
the annual impairment testing and recent customer developments, the Company recognized a $50.6 mitlion non-cash
impairment on December 31, 2004, of which $20.4 million represented goodwill, as further discussed in Note 3. No
impairment was recorded as a result of the testing performed at December 31, 2005, As a result of the change in valuation
allowance in 2005 associated with the Company’s deferred tax assets and other purchase accounting adjustments related to
deferred taxes, as further discussed in Note 8, goodwill was reduced by $11.1 million to reflect goodwill that would have
been reflected in the original purchase accounting but for the deferred tax asset valuation aliowance. Additionally, goodwill
was reduced by $1.2 million for purchase accounting adjustments to accounts payable, accrued liabilities and intangible
assets.

Goodwill allocated to the Company’s reportable segments is summarized as follows (in thousands):

Direct
Telecom Call
Services  Provisioning Total
Balance at January 12, 2004 (Successor) $ — $ — 8 —
Goodwill acquired in connection with T-Netix and
Evercom acquistions 20,418 50,213 70,631
Impairment loss (20,418) — (20418)
Balance at December 31, 2004 — 50,213 50,213
Irnpairment loss o — —_
Purchase price adjustments for prior year acquisitions — {12,277 (12,277
Balance at December 31, 2005 3 — $§ 37,936 $37,936
(6) DEBT
Debt consists of the following at December 31 {in thousands):
2004 2005
Revolving credit facility 3 — § —
Senior subordinated notes 42,116 49,745
Second-priority senior secured notes 154,000 154,000
Other 225 108

196,341 203,853

Less unamortized discount on senior secured notes

and senior subordinated notes (6,404)  (5,898)
: 189,937 197,955
Less current portion of long-term debt (117 (108)

$189,820 $197,847

Revolving Credit Facility — In connection with the acquisition of Evercom on September 9, 2004 (See Note 1), the
Company obtained a new revolving credit facility (the “revolver”) with a syndicate of banks and other lending institutions.
The revolver is subject to a borrowing base limitation equal to 80% of the “cligible receivables” as defined in the credit
agreement. The revolver provides for financing on a revolving basis of up to $30.0 million that expires on September 9, 2009,
The revolver was amended on October 12, 2005 to add a $10.0 million letter of credit facility, which is in addition to a
$12.5 million letter of credit facility already contained in the original revolver prior to the amendment, Unlike the original
$12.5 million letter of credit facility, letters of credit issued under the new $10.0 million facility will not directly reduce
revolver borrowing costs availability. The amendment also reduced certain borrowing costs and increased the Company’s
maximum permitted annual capital expenditures from $22.0 million to $30.0 miltion for the year ended December 31, 2005
and for 2006, In connection with the execution of the amendment, the Company paid a $75,000 commitment fee and lender
expenses which were capitalized as deferred ioan costs and will be amortized as interest expense over the remaining life of
the revolver, Amounts unused under the revolving credit facility are subject to a fee; due quarterly, based on a per
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annum rate, as amended, of 0.375%. Advances bear simple interest at an annual rate equal to one of the following, at our
option (i) the Prime Rate or (ii) a rate equal to the Eurodollar Rate as adjusted by the Eurodoliar Reserve Percentage plus
2.0%, as amended, Interest is payable quarterly, following the end of each previous calendar quarter, Advances received on
the revolver bore interest at our option using the prime rate, which was 7.25% at December 31, 2005, Securus Technologies
draws from the available credit on the revolver to cover normal business cash requirements. As of December 31, 2005,
Securus Technologies had $30.0 million of borrowing availability under the revolver,

Under the revolver, as amended, Securus Technologies also has available a $12.5 million and a separate $10.0 million
sub-facility for letters of credit, as further described above, typically used to provide collateral for service bonds required by
contracts with correctional facilities. As of December 31, 2005, $6.8 million of this line had been utilized. Securus
Technologies pays a quarterly fee equal to a per annum rate of 2.125%, as amended, on amounts reserved under the letters of
credit.

Senior Subovdinated Nofes - On September 9, 2004, Securus Technologies issued $40.0 million of Senior Subordinated
Notes, unsecured and subordinate to the Revolving Credit Facility, that bear interest at an annual rate of 17%. Interest is
payable at the end of each calendar quarter, or, as restricted by the Company’s Revolving Credit Facility, is paid-in-kind by
adding accrued interest to the principal balance of the Senior Subordinated notes, commencing on December 31, 2004, All
outstanding principal, including interest paid-in-kind, is due on September 9, 2014 and a mandatory prepayment equal to
$20.0 million plus 50% of all outstanding interest paid-in-kind is due on September 9, 2013. In connection with the issuance
of the Senior Subordinated Notes, Securus Technologies issued warrants to acquire 51,011 shares of Securus Technologies,
Inc. common stock at an exercise price of $0.01 per share to the Senior Subordinated Note holders. As a resuit, Securus
Technologies discounted the face value of the Senior Subordinated Notes by $2.9 million representing the estimated fair
value of the warrants at the time of issuance. Proceeds obtained from the issuance of the Senior Subordinated Notes were
used to finance the acquisition of Evercom, repay outstanding long-term debt obligations, and for general operating purposes.
During the year ended December 31, 2005, $7.6 million of paid-in-kind interest was added to the principal balance of the
Senior Subordinated Notes. The effective interest rate is 18.6% on the Second-priority Senior Secured Notes.

Second-priority Senior Secured Notes — On September 9, 2004, Securus Technologies issued $154,0 million of Second-
priority Senior Secured Notes that bear interest at an annum rate of 11%. All principal is due September 9, 2011,
Additionally, to the extent the Company generates excess cash flow (as defined} in any calendar year beginning with the year
Ended December 31, 2005, the Company is required by the Second-priority Senior Secured Notes to offer to repay principal
equal to 75% of such excess cash flow at a rate of 104% of face value. No excess cash flow payment is due for the calendar
year ended December 31, 2005 because no excess cash flow, as defined, was generated. Interest is payable semiannually on
March 1 and September 1, commencing on March 1, 2005, In connection with our offering, the Second-priority Senior
Secured Notes were issued at a discount to face value of $3.6 million or 97.651%. Proceeds obtained from the issuance of
Second-priority Senior Secured Notes were used to finance the acquisition of Evercom and to repay outstanding long-term
debt obligations. The effective interest rate is 11.5% on the Second-priority Senior Secured Notes.

All of the Company’s subsidiaries (the “Subsidiary Guarantors™) are fully, unconditionally, and jointly and severably
liable for the Revolving Credit Facility, Senior Subordinated Notes and Second-priority Senior Secured Notes. The
Subsidiary Guarantors are wholly-owned and constitute all of the Company’s direct and indirect subsidiaries. The Company
has not included separate financial statements of its subsidiaries because (a) the aggregate assets, liabilities, earnings and
equity of the Company are presented on a consolidated basis and (b) the Company believes that separate financial statements
and other disclosures concerning subsidieries are not material to investors.

The Company’s credit facilities contain financial and operating covenants, among other items, that require the
maintenance of certain financial ratios, including specified interest coverage ratios, maintenance of minimum levels of
operating cash flows (as defined), and maximum capital expenditure limitations. These covenants aiso limit our ability to
incur additional indebtedness, make certain payments including dividends to shareholders, invest and divest company assets,
and sell or otherwise dispose of capital stock, In the event that the Company fails to comply with the covenants and
restrictions, as specified in the credit agreements, Securus Technologies may be in default at which time payment of the long
term debt and unpaid interest may be accelerated and become immediately due and payable. As of December 31, 2005, we
were in compliance with all of our covenants.
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In connection with the issuance of its outstanding 11% Second-priority Senior Secured Notes, the Company entered into a
registration rights agreement pursuant under which the Company agreed to exchange the outstanding Second-priority Senior
Secured Notes for registered 11% Second-priority Senior Secured Notes due 2011 (the “Exchange Offer”). Pursuant to this
registration rights agreement, the Company agreed to file a registration statement relating to such Exchange Offer on or
before March 28, 2005. As a result of the Company’s failure to timely file a registration statement relating to such Exchange
Offer, the Company was required to pay an additional 0.5% interest to its Second-priority Senior Secured Noteholders from
March 28, 2005 to May 16, 2005, the filing date of the Exchange Offer registration statement, and from July 7 to July 27,
20035, the consummation date of the Exchange Offer.

Future maturities of debt for each of the following five years and thereafter are as follows (in thousands):

Year Ended December 31:

2006 $ 108
2007 —
2008 —
2009 —
2010 .
Thereafter 203,745

$203!853

The credit facilities are collateralized by all of the assets and capital stock of the Company and its subsidiaries.

The fair value of the Company’s debt instruments as of December 31, 2005 is as follows (in thousands):

Revolving Credit Facility ¥ —

Senior Subordinated Notes 132,440

Second-priority Senior Secured Notes 49,745 is
$182,185

The fair value of the revolving credit facility was equal to its carrying value due to the variable nature of its interest rate.
The fair value of the Senior Subordinated Notes is based on their quoted market value, The fair value of the Second-priority
Senior Secured Notes is estimated based on consultation with an independent specialist,

(7) SEGMENT INFORMATION — CONTINUING OPERATIONS

SFAS No. 131, Disclosures About Segments of an Enterprise and Related Information, establishes standards for reporting
operating segments in annual financial statements. SFAS No. 131 also establishes standards for disclosures about products
and services, geographic areas and major customers,

The Company’s management has chosen to organize the enterprise around differences in products and services. During
the period 2003 through 2005, the Company and the T-Netix predecessor had four reportable segments: Telecommunications
Services, Direct Call Provisioning, Solutions Services and Equipment Sales. Through these segments, the Company provided
inmate telecommunication products and services for correctional facilities, including security enhanced call processing, call
validation and billing services for inmate calling, Depending upon the contractual relationship at the site and the type of
customer, the Company provided these products and services through service agreements with other telecommunications
service providers, including Verizon/Public Communications Services, AT&T/Global Tel*Link, AT&T/SBC, Sprint and
Qwest (i.e., Telecommunications Services segment and Solutions Services segment) and through direct contracts between the
Compariy and correctional facilities (i.e., Direct Call Provisioning segment). In addition, the Company sold systems to certain
telecommunication providers (i.e., Equipment Sales segment),
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The Company evaluates performance of each segment based on operating results, Total assets are those owned by or
allocated to each segment. Assets included in the “Corporate and Other” column of the following table include all assets not
specifically allocated to a segment. There are no intersegment sales. The Company’s reportable segments are specific
business units that offer different products and services and have varying operating costs associated with such products. The
accounting policies of the reportable segments are the same as those described in the summary of significant accounting
policies. The Compeany uses estimation to allocate certain direct costs and selling, general and administrative costs, as well as
for depreciation and amortization, goodwill, and capital expenditures. Estimation is required in these cases because the
Company does nothave the capability to specifically identify such costs to a particular segment. The estimation is based on
relevant factors such as proportionate share of revenue of each segment to the total business.

Segment information for the year ended December 31, 2003 (Predecessor), is as follows (in thousands):

Telecommunication Direct Call Equipmeﬁt Corporate

Services Provisioning  Sales & Other & Other Total
Revenue from external customers 3 50645 § 56,735 % 9,864 % —  $117,244
Segment gross margin _ $ 30,552 § 5303 % 5667 $ 00— § 41,522
Depreciation and amortization 3,177 2,148 127 6,440 11,892
Other operating costs and expenses — — 1,765 24,867 26,632
Operating income {loss) 3 27375 § 3155 8§ 3,775 $(3L307) $ 2,998
Patent litigation, net of expenses (9,935)
Interest and other expenses, net 3,761
Segment income before income taxes 9,172
Total assets $ 11,158 $ 14855 § 2,219 § 40,637 § 68,869

Segment information for the period from Januvary 1, 2004 to March 2, 2004 (Predecessor), is as follows (in thousands):

Lo

Telecommunication Direct Call Equipment Corporate
' Services Provisioning Sales & Other & Other Total
Revenue from external customers $ 7552 § 9651 § 232 & - $17.435
Segment gross margin ' 8 4426 § 1,521 % 101§ — § 6,048
Depreciation and amortization 542 268 33 806 1,649
Other operating costs and expenses — — 103 9,129 9,232
Operating income (loss) $ 3884 § 1253 § (35) $ (9,935) $ (4,833)
Transaction expenses 5,365
Interest and other expenses, net 2,191
Segment loss before income taxes $(12,389)
Capital Expenditures 3 211§ 351  § — § — § 562
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Segment information for the period from January 12, 2004 to December 31, 2004 (Successor), is as follows {in

thousands):

Revenue from external
customers

Segment gross margin

Depreciation and amortization

Non-cash impairment

Other operating costs and
expenses

Operating income (loss)

Transaction expenses

Interest and other expenses, net

Segment loss before income
faxes

Total assets

Goodwill

Capital Expenditures

Corporate

Telecommunications Direct Cail Solutions Equipment
Services Provisioning Services Sates & Other & Other Total

3 30,341 © § 120,868 318466 § 3,701 3 —  $173,376
$ 17,126 $ 21,226 $ 2466 3 1,675 $ — $ 42493
2,155 6,126 e 50 4,826 13,157

44,805 e 5,780 — — 50,585

— 1,753 196 360 30,861 33,170

$ (29.834) $_ 13,347 $3,5100 $ 1,265 335,687 $(54.419)
987
14,001

£69-,407)

3 12,001 $ 220,028 $17,807 $ 1,538 $20,762  $272,136
$ — $ 50213 § - $ — $ — $50213
$ — $ 11808 § — § — $ 548 § 12356

Segment information for the period from January 1, 2005 to December 31, 2005 (Successor), is as follows (in thousands):

Revenue from external
customers

Segment gross margin

Depreciation and amortization

Other operating costs and
expenses

Operating income (loss)

Interest and other expenses, net

Segment loss before income
faxes

Total assets

Goodwill

Capital Expenditures

Telecommunications Direct Call Solutions Equipment Corporate
Services Provisioning Services Sgles & Otiher & Other Total
5 25,313 $ 303,174 $47.398 §$ 1,321 $ —  $377,206
$ 13,824 $ 63813 $9582 $ 1,002 $ — § 88221
571 21,645 1,468 37 135 23,856
— 7,778 1,261 31 40,013 49,083
5 13,253 $§ 34390 $ 6853 & 934 $(40,148) § 15,282
26,608
$£11g326)
$ 4,778 $ 209,545 $26,660 $ 40 $ 25907 $266,930
8 — § 37,936 3 — % — 3 — 3 3'7;936
b - § 25718 58 — 3 — § 609 § 26,327
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(8) INCOME TAXES

Income tax expense is as follows (in thousands):

Current:
Federal
State

Total

Deferred:
Federal
State

Total

Total income taxes

Page 79 of 104
Predecessor Successor
For the 62 Day | For the 355 Day
For the Period from Period from For the
Year Ended  January 1,2004 § January 12,2004 Year Ended
December 31, to March 2, to December 31, December 31,
2004 2004 2004 2005
$ 150 § — 1% — § -—
_— _— — 194
150 — — 194
2,339 (2,048) (10,225) (1,802)
187 (527 (2,434) (566}
2,526 (2,575) (12,659) (2,368)
$ 2676 $ (257918 (12,6598 (2,174)

Income taxes differ from the expected statutory income tax benefit, by applying the U.S. féd_aral income tax rate of 35% to

pretax earnings due to the following (in thousands):

4

Expected statutory income tax (benefit) expense
Amounts not deductible for income tax

State taxes, net of federal benefit

Change in valuation allowance

Other

Total income tax expense

Predecessor Successor
For the 62 Day ] For the 355 Day
" For the Period from Period from For the
Year Ended  January 1, 2004 | January 12, 2004 Year Ended
December 31, to March 2, to December 31, December 31,
2004 2004 2004 2005
$§ 3,119 § @336) |5 — (24299F (3,965)
209 1,580 7,160 1,330
350 (343) (2,447} 391
(648) — 6,921 853
(354) 524 — (1)
$ 2676 $ (25798 (12,6598 (2,174)
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The tax effects of temporary differences that give rise to significant portions of the deferred income tax assets and
deferred income tax liabilities as of December 31, 2004 and 20035, respectively, are presented below (in thousands):

2004 2005
Net current deferred income tax assets:
* Deferted income tax assets:
Allowance for doubtful accounts $ 5,267 7,697
Accrued expenses : 2,534 2,743
Other 173 1,370
Current deferred income tax assets 7,914 11,810
Deferred income tax liabilities:
Other (520) (361)
Current deferred income tax liabilities (520y  (361)
Less: Valuation ailowance (4,588) (3,664)
Net current deferred income tax asset $ 2,806 § 7,785
Net non-current deferred income tax assets (liabilities):
Deferred income tax assets:
Net operating loss and tax credit carryforwards $ 11,616 12,819
Depreciation — —
Accrued interest — 2,309
Other 506 (62)
Non-current deferred income tax assets 12,122 15,066
Deferred income tax liabilities
Property and equipment principaliy due to differences in
depreciation (2,014) (955)
Intangible assets due to difference in book/tax basis (21,379) (19,150)
Non-current deferred income tax labilities (23,393) (20,105)
Less: Valuation aflowance (7,029) (4,730)
Net non-current deferred income tax asset (liability) (18,3000  (9,769)
Total deferred income tax asset (liability) $(15,494) $ (1,984)

At December 31, 2005, Securus Technologies had federal net operating loss carryforwards for tax purposes aggregating
approximately $35.4 million which, if not utilized to reduce taxable income in future periods, expire at various dates through
the year 2025. Approximately $7.7 million of the net operating loss carryforwards are subject to certain rutes under Internal
Revenue Code Section 382 limiting their annual usage. Securus Technologies believes these annual limitations wiil not
ultimately affect Securus Technologies® ability to use substantially all of its net operating loss carry forwards for income tax
purposes. As a result of the change of control related to the TZ Holdings Acquisition, the vse of the net operating losses may
be limited going forward under Internal Revenue Code 382,

A valuation allowance is provided when it is more likely than not that some portion or the entire net deferred tax asset will
not be realized. Securus Technologies calculated the deferred tax liability, deferred tax asset, and the related valuation of net
operating loss carryforward for the taxable temporary differences. The valuation allowance represents the excess deferred tax
asset for the net operating loss carryforward over the net deferred tax liability, Securus Technologies has offset its net
operating loss carryforwards with a valuation allowance of $8.2 million at December 31, 2005, At December 31, 2004,
Securus Technologies had a valuation allowance of $11.6 million which was applied against net operating loss carryforwards,
The Company reduced its valuation allowance due to the anticipated future reversal of defetred tax liabilities.

The exercise of stock options granted under T-Netix’s 1991 Non-Qualified Stock Plan (“NSO”) stock option plan gives
rise to compensation, which is included in the taxable income of the applicable option holder and is deductible by T-Netix for
federal and state income tax purposes. The income tax benefit associated with the exercise of the NSO options is recorded as
an adjustment to additional paid-in capital when realized. These options expired during 2005,
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(9) STOCKHOLDERS’ EQUITY
Common stock

The authorized commaon stock of the Company includes 935,000 shares of Common stock and 65,000 shares of Class B
Common stock. At December 31, 2005, 543,859.65 shares of Common stock were issued and outstanding and 53,496.76
shares of the Class B Commmon stock are outstanding as of December 31, 2005, Shares of Class B Common stock are subject
to vesting as described below. Other than provisions related to vesting, holders of the shares of Common stock and Class B
Common stock have identical rights and privileges with the exception the holders of Common stock have a $57 per share
liquidation preference. The Company’s credit facilities substantially restrict the ability to pay dividends to holders of
common stock,

Warrants

In connection with the financing acquisition of Evercom on September 9, 2004, warrants to purchase 51,011 shares of
Common stock were issued to holders of the Senior Subordinated Notes. The warrant exercise price is $0.01 per share, is
immediately exercisable upon igsuance, and expires on September 9, 2014, As a result, Securus Technologies discounted the
face value of the Senior Subordinated Notes by $2.9 million representing the estimated fair value of the stock warrants at the
time of issuance.

Restricted Stock Phrch ase Plans

The Company adopted a 2004 Restricted Stock Purchase Plan under which certain of our employees may purchase shares
of our Class B Common stock. The maximum number of authorized shares that may be delivered pursuant to awards granted
under the 2004 Restricted Stock Purchase Plan is 64,835, which equals 9.75% of our total issued and outstanding shares of
common stock on a fully diluted basis, subject to adjustment for changes in our capital structure such as stock dividends,
stock splits, stock subdivisions, mergers and recapitalizations. Our Board of Directors administers the 2004 Restricted Stock
Purchase Plan. The plan is designed to serve as an incentive to aftract and retain qualified and competent employees. The per
share purchase price for each share of Class B Common stock is determined by our Board of Directors. Class B Common
stock will vest based on performance criteria or ratably over a period or periods, as provided in the related restricted stock
purchase agreement.

As of December 31, 2005, 53,496.76 shares of Class B Common stock were issued under the 2004 Restricted Stock
Purchase Plan. 16,856.96 of these shares were acquired by the Company’s Chief Executive Officer (“CEO™) pursnant to a
restricted stock purchase agreement. These shares are subject to forfeiture pursuant to the terms of the 2004 Restricted Stock
Purchase Plan and the restrictions described hereafter. With respect to 38.46% of the stock, the restriction period ends upon
the sale of the Company’s stock by certain of the Company’s other stockholders. The restriction period for 30.77% of the
stock ends upon the lapse of time, 6.154% each December 31 and June 30 beginning December 31, 2004. With respect to the
remaining shares, the restriction period ends upon the Company attaining certain performance measures determined by the
Company’s Board of Directors and the CEQ. 35,309,80 of the outstanding shares of Class B Common stock were issued in
2005 to seven executives of the Company. These shares are subject to forfeiture pursuant to the terms of the 2004 Restricted
Stock Purchase Plan and the restrictions described hereafter. With respect to one-third of the stock, the restriction petiod ends
upon the sale of the Company’s stock by certain of the Company’s other stockholders. The restriction period for one-third of
the stock ends upon the lapse of time, ratably over three to four years. With respect to the remaining shares, the restriction
period ends upon the Company attaining certain performance measures determined by the Company’s Board of Directors and
CEO. 1,330 of the outstanding shares of Class B Common stock were issued in 2005 to two members of the Board of
Directors and immediately vested. Further, upon a change of contrel of the Company, the restriction period could end for all
of the restricted shares that have not previously vested. The restricted shares are entitled to dividends, if declared, which will
be distributed upon termination of the restriction period with respect to any such restricted shares. The Company measures
compensation expense on these restricted shares commensurate with their vesting schedules. For the portion of the restricted
shares that vest contingently with the occurrence of certain events, the Company records compensation expense when such
events become probable. On December 31, 2004 and 2003, respectively, the incremental compensation expense on the
restricted shares issued was determined based on the estimated fair value of the Class B Common stock, which resulted in nil
and
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$0.1 million compensation charge to the consolidated statement of operations duting the 355 day period from January 12,
2004 to December 31, 2004 and for the calendar year ended December 31, 2005, respectively.

Options

The Company granted options to a member of the Company’s Board of Directors to purchase an additional 5,263 shares
of our common stock at a price per share of $57, which option was exercisable within the 12-month peried beginning
September 9, 2004. These options expired on September 9, 2005 and the Company currently has no options oustanding.

The following information summarizes the shares subject to options:

Weighted
Average
Exercise
Number of Price
Shares Per Share

2004 2004
Options outstanding -— beginning -— § —
of year (January 12, 2004)
Granted , 5,263 57
Expired and forfeited — 37
Options outstanding — end of year 5,263 —
Options exercisable — end of year 5263 § —

The following table simmarizes information about options outstanding as of December 31, 2004;

Weighted Average
Exercise Options Remaining
Price Oufstanding Contractual Life
‘ $57 5,263 1

Old T-Netix reserved 5,850,000 shares of common stock for employees and non-employee directors under various stock
option plans (collectively the “Flans™): the 1991 Incentive Stock Option Plan (the “1991 ISO Plan™); the 1991 Non-Qualified
Stock Option Plan (the “1991 NSO Plan”); the 1993 Incentive Stock Option Plan (the “1993 ISO Plan”) and the 2001 Stock
Option Plan (the “2001 Plan*), The Plans provided for issuing both incentive and non-qualified stock options, which must be
granted at not fess than 100% of the fair market value of the stock on the date of grant. All options were granted at the fair
market value of the stock as determined by the Board of Directors, Options that were issued prior to 1994 had vesting terms
of one to three years from the date of grant. Substantially all of the Incentive Stock Options that were issued after 1993 had
vesting terms of four years from the date of grant, All options expired ten years from the date of grant,

A summary of the Old T-Netix (Predecessor) stock option activity, and related information through March 2, 2004, is as
follows:

Options Outstanding

Weighted
Shares Average
Available Number Exercise

For Grant Of Shares Price
Balance at December 31, 2002 953,388 3,247,629 § 3.93
Granted (80,500) - 80,500 § 130
Canceled 261,090 (261,098 3.19
Balance at December 31, 2003 1,133,978 3,067,039 § 3.93
Exercised (1,133,978) (3,067,039) $ 261
Cancelsd — — § —
Balance at March 2, 2004 ‘ — —§ —

In March 2004, all outstanding smployee incentive and non-qualified stock options were exercised and Old T-Netix’s
Stock Option Plans were terminated in conjunction with the acquisition of T-Netix, Inc. by TZ Holdings (see Note 1).
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Redeemable Convertible Preferred Stock

In November 2002, T-Netix obtained new financing including a $9.0 million Senior Subordinated Promissory Note, due in
2008. Subject to the issuance of this note, the lender received detachable stock purchase warrants, which were immediately
exercisable, to purchase 186,792 shares of common stock at an exercise price of $0.01 per share. The estimated fair value of
the stock purchase warrants, calculated vsing the Black-Scholes model, was recorded as a debt discount and amortized over
the term of the Senior Subordinated Promissory Note. In March 2004, the warrants were exercised by the lender in
conjunction with the acquisition of T-Netix by TZ Holdings (see Note 1).

(10) INTEREST RATE SWAP

Since the interest rate on the Senior Secured Term Loan outstanding under the former Credit Facility was variable, T-
Netix was exposed to variability in interest payments due to changes in interest rates. Management believed that it was
prudent to Timit varjability of its interest payments. To meet this objective, on March 31, 2003, T-Netix entered into an
interest rate swap agreement, which effectively converted the $10.5 million of variable rate debt outstanding under the former
Credit Facility to a fixed rate. Under the terms of this interest rate swap agreement, the notional amount of the swap
coincided with the maturity schedule of the former Senior Secured Term Loan and had an expiration date of September 2006,
On a quarterly basis, T-Netix reccived variable interest rate payments based on 90 day LIBOR and made fixed interest rate
payments of 2.4%, thereby creating the equivalent of fixed rate debt. The net effect of this agreement was to lock the
effective interest rate on the former Senior Secured Term Loan at 8.4% through its maturity in 2006.

T-Netix designated the interest rate swap as a cash flow hedge in accordance with the requirements of SFAS No. 133,
Accounting for Dervivatives and Hedging Activities, and its amendments. Any gain or loss was recorded as interest expense in
the same period or periods that the hedged transaction affected earnings. At December 31, 2003, the fair value of the interest
rate swap, with quarterly settlements through September 2006, was a liability of approximately $0.1 million with the offset
recorded in other comprehensive income. T-Netix assessed the valuation of the interest rate swap on a quarterly basis. T-
Netix did not enter into derivative instruments for any other purpose than cash flow hedging purposes and did not intend to
speculate using derivative instruments.

T-Netix entered into a New Credit Facility on March 3, 2004 and terminated the swap agreement immediately by paying
the future liability to the counterparty of the contract at which time the amount recorded in other comprehensive income was
reclassified to the statement of operations,

(11) RELATED-PARTY TRANSACTIONS

In connection with the acquisition of Evercom on September 9, 2004, Securus Technologies paid transaction fees and
expenses of $2.6 million to one company affiliated with certain stockhelders. These amounts were capitalized in connection
of the acquisition of T-Netix and Evercom.

On September 8, 2004, the Company entered into a professional and consulting services agreement with a company
affiliated with certain stockholders. Required minitmum annual consulting fee payments for the next five years are as follows
(in thousands):

Year Ended December 31:

2006 $750
2007 750
2008 750
2009 750
2010 —

The consulting agreement also provides for the reimbursement of direct expenses. Upon termination of the consulting
agreement, the Company shall pay 2% of the enterprise value (as defined) of the Company to such affiliated company.
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The professional and consulting service agreement entitles the related-party to a 2% fee based on the transaction value (as
defined) for any asset or stock acquisitions by Securus Technologies.

The professional and consulting services agreement has a five-year term and is cancelable at either party’s discretion. In
connection with this agreement, Securus Technologies paid $0.4 million and $0.8 million for the 355 day period from
January 12, 2004 to December 31, 2004 and for the year ended December 31, 2005, respectively. Accrued service fees due to
the related party affiliated company was $0.1 million and $0.2 million as of December 31, 2004 and December 31, 2005,
respectively.

(12) COMMITMENTS AND CONTINGENCIES
(@) Operating Leases

We lease office space and certain office equipment under operating lease agreements and certain computer and office
equipment under capital lease agreements. Most of the Company’s lease terms have escalation clauses and renewal options,
typically equal to the iease term. The Company accounts for this on a straight-line basis over the life of the lease, Rent
expense under operating lease agreements for the year ended December 31, 2003, for the 62 day period from January 1, 2004
to March 2, 2004, for the 355 day period from January 12, 2004 to December 31, 2004 and for the year ended December 31,
2005 was approximately $1.1 million, $0.2 million, and $1.2 million, and $2.3 million, respectively. Future minimum lease
payments under these lease agreements for each of the next five years are summarized as follows (in thousands):

Year Ended December 31:

2006 § 2,063
2007 1,517
2008 1,103
2009 926
2010 949
Thereafter 4,262

Total minimum lease payments $10,820

(b)) Minimum payments to customers

We are required to make the following minimum commission payments to certain of our correctional facility customers
regardless of the level of revenues generated by the Company on those contracts (in thousands):

Year Ended December 31;

2006 $4,976
2007 2,097
2008 669
2009 298
2010 40
Thereafter —

Total minimum commission payments $85080

No liabiiity has been recorded as of December 31, 2005 because the Company expects to generate sufficient revenues
from these contracts in future petiods fo offset these payments consistent with contractual and historical average commission
rates and because the Company would not owe these amounts if the correctional facility customer terminates the agreement.

(c) Employment Agreements

As of December 31, 2005, we had entered into employment agreements with certain key management personnel, which
provided for minimum compensation levels and incentive bonuses along with provisions for termination of benefits in certain
circumstances and for certain severance payments in the event of a change in control (as defined).
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(d) Customer Disputes

The Company received a letter in early 2005 from a vendor that claims the Company owes approximately $1.3 million on
services rendered over a four year period that were never originally billed by the vendor. The Company disputes this claim
and believes the likelihood of any potential liability {s not known as of December 31, 2003,

(e) Litigation

From time to time, the Company is subject to various legal proceedings and claims that arise in the ordinary course of
business operations. The Company believes the ultimate disposition of these matters will not have a materla] adverse effect
on its financial condition, llqu1d|ty, or results of operations.

From time to time, inmate teiecommumcatlons providers, including the Company, are partios to judicial and regulatory
complaints and proceedings initiated by inmates, consumer protection advocates or individual called parties alleging, among
other things, that excessive rates are being charged with respect to inmate collect calls, commissions paid by inmate
telephone service providers to the correctional facilities are too high, that a call was wrongfully disconnected, that security
notices played during the call disrupt the call, that the billed party did not aceept the collect calls for which they were billed
or that rate disclosure was not provided or was inadequate. The plaintiffs in such judicial proceedings, mcludmg the Condes
litigation described below, often seek class action certification on behalf of inmates and those who receive inmate calls
against all named inmate telecommunications providers. The Company is also on occasion the subject of regulatory
complaints regarding our compliance with various matters including tariffing, access charges and payphone compensation
requirements and rate disclosure issues.

Currently, T-Netix and Evercom await final dismissal from a lawsuit in the Superior Court for the State of California in
and for the County of Alameda, captioned Condes v. Evercom Systems, Inc., and T-Netix awaits affirmance of the entry of
summary judgment in our favor in a Washington case captioned Sandra Judd, et al. v. AT&T, et al., initially brought in King
County Superior Court in Seattle, In Condes, Evercom and T-Netix, along with other inmate telecommunications providers,
were named in this suit, in which the plaintiffs have alleged that they were incorrectly charged for collect calls from a number
of correctional facilities as a result of systematic defects in the inmate calling platforms of all the telecommunications
provider defendants. The plaintiffs in such judicial proceedings, including the Condes litigation, generally seek class action
certification against all named inmate telecommunications providers, as defendants, with all recipients of calls from inmate
facilities, as plaintiffs. Although class certification was denied in the Condes litigation in March 2003, the plaintiffs obtained
the right to bring ancther class certification motion as to Evercom. Evercom and T-Netix have since executed a seitlement
agreement of this case with plaintiffs that would require us to pay $525,000 in cash fo reimburse the costs of publishing
Class Notice and Plaintiffs” attorneys fees, and free inmate call minutes totaling up to $400,000 in retail value will be
provided to members of the class. The Court has granted preliminary approval of this settlement; the parties await final
approval. Neither Evercom nor T-Netix have admitted any wrongdoing and have vigorously denied each and every allegation
in the case. During 2005, the Company paid an aggregate of $1.3 million of legal fees and related expenses associated with
the Condes litigation. In Judd, T-Netix and several other telecommunication companies were sued on allegations of failure to
comply with the audible, pre-connect disclosure of inmate call rates as required by Washington statutes and regulations. T-
Netix and AT&T, the remaining defendants, obtained summary judgment in their favor in September, 2005, and Plaintiffs
have appealed, We cannot predict the outcome of this appeal at this time.

Evercom, Inc., Evercom Systems, Inc., Evercom Holdings, Inc., T-NETIX, Inc., T-NETIX Telecommunications Service,
Inc., and TZ Holdings, Inc. (referred to collectively as “Bvercom”) are named parties in the lawsuit captioned TIP Systems,
LLC and TIP Systems Holding Co., Inc. v. Phillips & Brooks/Gladwin, Inc., ef al., which was filed in the United States
District Court for the Southern District of Texas (Houston Division), In TIP Systems, Evercom, along with other inmate
telecommunications providers, are alleged to have infringed on patents conceming “cord-free” or “hands-free” inmate phone
technology. Evercom has denied any wrongdoing and has vigorously denied each and every allegation in the case.
Additionally, the TIP Systems entities have filed a lawsuit captioned TIP Systems, LLC and TIP Systems Holding Co., Inc. v.
SBC Operations, Inc., et. al., which was also filed in the Southern District of Texas. Securus Technologies, Inc. is a named
party to the suit, which alleges substantially similar allegations concerning patent infringement claims for “cord-free” or
“hands-free” inmate phone technology. Securus Technologies denies any wrongdoing and will vigorously defend each and
every allegation in the case,
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Finally, Evercom was recently named in a putative class action in Florida federal court captioned Kirsten Salb v. Evercom
Systems, Inc., et al. Evercom and its wholily owned billing agent are alleged to have violated the Florida Deceptive and Unfair
Trade Practices Act and other common law duties because of the alleged incorrect termination of inmate telephone calls.
Plaintiff seeks statutory damages, as well as compensatory damages and attormeys’ fees and costs, and may later seek
certification of a class of persons who receive inmate calls from Miami County. Evercom has moved for complete dismissal
of all claims, and we await the Court’s decision. This case is in its early stages and we cannot predict the scope of liability or
the outcome of the case at this time.

(13) SUBSEQUENT EVENTS

In February 2006, the Company extended its solicitation of consents for a proposed amendment to the indenture govemning
its $154.0 million principal amount of 11% Second-priority Senior Secured Notes due 2011, The proposed amendment would
have increased the amount of indebtedness Securus could incur under its credit facility from $30.0 million to $60.0 mitlion
and allow Securus to pursue strategic opportunities to acquire corrections market assets which it believes will further enhance
its position as the largest independent provider of inmate telecommunications services to correctional facilities, The consent
solicitation expired on March 17, 2006. '

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A, CONTROLS AND PROCEDURES
1. Disclosure Controls and Procedures

The Company’s management, with the participation of its chief executive officer and chief {inancial officer, evaluated the
effectiveness of the Company’s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934} as of December 31, 2005. Based on this evaluation, the Company’s chief executive officer
and chief financial officet concluded that, as of December 31, 2005, the Company’s disclosure controls and procedures were
(1) designed to ensure that material information relating to the Company, including its consolidated subsidiaries, is made
known to the Company’s chief executive officer and chief financial officer by others within those entities, patticularly during
the period in which this report was being prepared and (2) offective, in that they provide reasonable assurance that
information required to be disclosed by the Company in the reports that it files or submits under the Securities Exchange Aot
of 1934 is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms.

2. Internal Control Over Financial Reporting

In accordance with SEC Release No. 33-8618, the Company will omit the report of the Company’s management on
internal control over financial reporting, and the corresponding attestation report of KPMG LLP and file such report and
attestation in our Annual Report on Form 10-K covering the fiscal year ended December 31, 2007.

3. Changes In Internal Control Over Financial Reporting

No change in the Company’s internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15¢f) under
the Securities Exchange Act of 1934) occurred during the fiscal quarter ended December 31, 2005 that has materially
affected, or is reasonably likely to materially affect, the Company’s internal control over financial reporting,

ITEM 9B. OTHER INFORMATION

None.
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ITEM 10. MANAGEMENT
The following s a list of our executive officers, other senior officers and directors as of March 1, 2006.

All of our directors serve until a successor is duly elected and qualified or until the earlier of his death, resignation or
removal. Our executive officers are appointed by and serve at the discretion of our board of directors. There are no family
relationships between any of our directors or exccutive officers.

Name Ape Position
Richard Falcone 6l Chairman, President and Chief Executive Officer
Keith Kelson : 39 Chief Financial Officer, Treasurer and Assistant Secretary
Dennis Reinhold 45 Vice President, General Counsel and Secretary
John Viola 55 Vice President and General Manager, Cotrectional Systems
Randy Hoffinan 56 Vice President and General Manager, Partner Solutions and
Enterprise Management
Robert Rae 38 Vice President, Enterprise Services and Operations
Sami Mnaymneh 46 Director
Tony Tamet 45 Director
Brian Schwartz 37 Director
Douglas Berman 39 Director
Lewis Schoenwetter 35 Director
Richard Cree 56 Director
Jack McCarthy(1) 62 Director
James Neal Thomas(1) 59 Director

(1} Member of the Audit Committee

The following information summarizes the principal eccupations and business experience, during the past five years, of
each of our directors and executive officers.

Richavd Falcone serves as our Chairman, President and Chief Executive Officer. Mr. Falcone served as Chief Executive
Officer of Evercom from October 2000 until we acquired it in September 2004. Prior to joining Evercom, Mr, Falcone was a
Senior Vice President for AT&T serving in a variety of capacities, including leading AT&T’s Small Business Markets
servicing organijzation of several thousand employees and establishing AT&T’s national e-Servicing strategy. Mr. Falcone
received a B.S.E.E. from Northeastern University and has had Executive Level education at MIT Sloan, Stanford University,
Brookings Institute in Tokyo and the International Institute for Management Development in Lausanne, Switzerland.

Mr. Falcone has served on the Board of the National Foundation of Women Business Owners and is a founding father of the
National Black Business Council.

Keith Kelson serves as our Chief Financial Officer and Assistant Secretary. Mr. Kelson served as Evercom’s Chief
Financial Officer from March 2000 until we acquired it in September 2004, Prior to joining Evercom, Mr, Kelson was a
certified public accountant in the accounting and auditing services division of Deloitte & Touche LLP and held various
financial positions with subsidiaries of Kaneb Services, Inc. Mr. Kelson has over 17 years of combined accounting
experience, serving seven of those years with Deloitte & Touche LLP and ten years in financial management (including eight
years with the Company and its predecessors). Mr, Kelson has a B.B.A. in Accounting from Texas Christian University, from
which he graduated cum laude. Mr. Kelson is a certified public accountant.

Dennis Reinhold serves as our Vice President, General Counsel and Secretary. Prior to joining Securus in August 2005,
Mr, Reinheld served as the Associate General Counsel of SOURCECOREP, Inc. SOURCECORRP is a public company
(NASDAQ: SRCP) with 7,000 employees worldwide, and specializes in businoss process outsourcing of critical data and
documents. In that role, he was responsible for the worldwide legal function of the Business Process Solutions Division, the
Statement Solutions Division, the Legal Claims Division and the Direct Mail Division. Prior to his position at
SOURCECORP, Mr. Reinhold served as Division General Counsel/ Director of International Legal Affairs and Assistant
Secretary for
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AAF-McQuay, Inc. Mr, Reirhold has nearly 20 years of legal experience, both in law firms and in-house positions, with an
emphasis in practicing in the areas of corporate and international law. Mr. Reinhold has a 1.D. from St. Louis University; a
B.8. in Marketing and Business Administration from the University of Illinois and he completed the Advanced Management
Program at The Wharton School, University of Pennsylvania

John Viola serves as our Vice President and General Manager, Correctional Systems. Mr. Viola served as the Vice
President and General Manager of Evercom Correctional Systems from November 2000 until we acquired it in
September 2004. Prior to joining Evercom, Mr. Viola served as Vice President of Sales and Marketing for a national e-
commerce and connectivity company. Mr. Viola also served as General Manager of AT&T’s small business group in the
western United States during his 18-year tenure with AT&T. Mr. Viola has over 25 years of experience in senior level sales,
marketing and management. Mr. Viola holds a B.A. in Marketing and Management from the University of Illinois, an
M.B.A. from Roosevelt University in Chicago and has Executive Level education from Texas A&M University. Mr. Viola
has served on numerous civic organizations, inclading the Board of Directors for the Public Education Business Coalition
and Colorado Uplift, promoting education for inner city youths.

Randy Hoffinan serves as our Vice President and General Manager, Partner solutions. Mr. Hoffan served as Evercom’s
Vice President and General Manager of solutions from January 2001 until we acquired it in September 2004, Prior to joining
Evercom, Mr. Hoffman was Vice President of Fairpoint Communications, a North Carolina-based CLEC. Mr, Hoffman also
served as General Manager of AT&T responsible for Small Business Markets, Mid-Sized Growth accounts and AT&T’s
largest global customers. Mr. Hoffiman has more than 26 years of experience in the telecommunications industry with a
background in sales and marketing. Mr. Hoffiman holds a B.B.A. in Management from Texas Tech University. Mr. Hoffiman
has served on the Board of Directors of numerous civic organizations, including the St. Louis Symphony, Junior
Achievement and the Regional Commerce and Growth Organization. He has also served as Vice Chairman of the St. Louis
Sports Commission

Robert Rae serves as our Vice President, Enterprise Services and Operations, Mr. Rae served as Evercom’s Executive
Director of Services/ Operations from December 2002 until we acquired it in September 2004, Prior to joining Evercom,
Mr. Rae was Vice President of Operations for EngineX Networks, an engineering professional services firm specializing in
engineering carrier telecommunications networks. Mr. Rae has also held leadership roles with Fujitsu, where he led
international professional services and technical support operations, and with Bell Atlantic, where he led strategic planning of
operations and engineering of telecommunications networks. Mr. Rae has a B.A. in Economics and a B.S. in Psychology
from the University of Pittsburgh and an M.B.A. from the Katz Gradunate School of Business, Mr, Rae has had Executive
Level education at the Wharton School of Business.

Sami Mnaymneh has served as a member of our board of directors since February 2004, Mr. Mnaymmneh is a co-founding
Partner of HLI.G. Capital and serves as a Managing Partuer of the firm. Mr. Mnaymneh has been an active investor in a
number of indusiries throughout H.I.G.’s life. Prior to founding H.I.G. in 1993, Mr, Mnaymneh was a Managing Director at
The Blackstone Group, a prominent New York based merchant bank, where he specialized in providing financial advisory
services to Fortune 100 companies. Over the course of his career, Mr. Mnaymneh has led over 75 transactions with an
aggregate value in excess of $10 billion. He currently serves on the board of diréctors of several H.I.G. companies.

Tony Tamer has served as a member of our board of directors since February 2004. Mr. Tamer is a co-founding Partner of
HI.G. Capital and serves as a Managing Partner of the firm, Mr, Tamer has been an active investor in a number of industries
throughout H.I.G.’s life. Prior to founding H.X.G. in 1993, Mr. Tamer was a pariner at Bain & Company, one of the world’s
leading management congulting firms, and, through Bain Capital, one of the most successful private equity funds in the
United States, Mr. Tamer has extensive operating experience particularly in the communications and semiconductor
industries, having held marketing, engineering and manufacturing positions at Hewlett-Packard and Sprint Corporation.

Mr. Tamer holds an M.B.A. degree from Harvard Business School, and a Masters degree in Elecirical Engineering from
Stanford University. His undergraduate degree is from Rutgers University. He currentiy serves on the board of directors of
several H.I1.G. companies,
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Brian Schwartz has served as a member of our board of directors since February 2004 and served as our President until we
acquired Bvercom in September 2004. Mr, Schwartz is a Managing Director at H.L.G. Capital. Since joining H.L.G. in 1994,
Mr, Schwartz has led numerous transactions in a diverse set of industries including business services (healthcare and IT),
building products, and manufacturing. Prior to joining H.I.G., Mr. Schwartz was a Business Manager in PepsiCo, Inc.’s
strategic planning group. Mr. Schwartz began his career with the investment banking firm of Dillon, Read and Co. where he
advised clients on transactions encompassing initial public offerings, debt offerings and mergers and acquisitions.

Mr. Schwartz earned his M.B.A, from Harvard Business School and his B.S, with honors from the University of
Pennsylvania. He currently serves on the board of directors of several H.I.G. companies.

Douglas Berman has served as a member of our board of directors since February 2004. Mr. Berman is a Managing
Director at HL.I.G. Capital. He has made investments in the manufacturing, telecommunications, and business services
industries. Since joining H.I.G. in 1996, Mr. Berman hag led a number of industry consolidations, purchasing more than 30
businesses creating several industry-leading companies. Prior to joining H.I.G., Mr. Berman was with Bain & Company,
where he managed a varisty of projects for Fortune 100 clients, developing expertise in telecommunications, financia]
services, and manufacturing. Mr. Berman currently serves on the board of directors of several H.I.G. companies,

Lewis Schoenwetter has served as a member of our board of directors since February 2004 and served as our Vice
President, until January 1, 2005, Mr. Schoenwetter is a Principal at H.1.G. Capital. With more than 10 years of experience in
private equity investing, Mr. Schoenwetter has played a significant role in more than 30 acquisitions with an aggregate value
in excess of $2 billion. Prior to joining H.L.G. in April 2003, Mr. Schoenwetter was a director with Levine Leichtman Capital
Partners, He currently serves on the board of directors of several F.I.G. companies.

Richard E. Cree serves as our Chairman. Prior to becoming our Chairman, Mr. Cree served as Chief Executive Officer of
T-Netix from November 2002 until we acquired it in September 2004, Chief Operating Officer from June 1999 through
March 2000 and Executive Vice President of Business Development from April 2000 through November 2002, From 1989 to
1999, Mr. Cree was the Chief Executive Officer and President of Gateway Technologies, Inc. From 1982 to 1988, Mr. Cree
was Executive Vice President of American Republic Bancshares, a bank holding company based in New Mexico. From 1971
to 1982, Mr. Cree served as President and Chief Executive Officer of C-Five, a telecdmmunications company specializing in
the manufacture and development of peripheral telecommunications equipment.

Jack McCarthy has served as a member of our board of directors since May 9, 2005, Mr, McCarthy also currently serves
on the board of directors, audit committee, and compensation committee of Webco Industries, Inc. From 1986 to 2002
Mr. McCarthy held various positions at The Williams Companies, Inc., including Senior Vice President of Finance and Chief
Financial Officer. From 1983 to 1986, Mr. McCarthy was the Executive Director of Tax at Tenneco, Inc. where he was
responsible for national and international tax planning. Prior to joining Tenneco, Inc., Mr. McCarthy was the Vice President
of Tax of The El Paso Company from 1978 to 1983, Mr. McCarthy is a certified public accountant and was a manager in the
tax division of Arthur Young & Company. Mr. McCarthy helds a B.B.A. and M.B.A from University of Michigan and a J.D.
from Wayne State Univergity.

James Neal Thomas has served as a member of our board of directors since May 9, 2005. Mr. Thomas served on the board
of directors of Haggar Corp. and chaired its andit committee until November 2005, Until 2000, Mr, Thomas was a senior
audit partner of Emst & Young, LLP, where he began his career in 1968. While at Ernst & Young, Mr. Thomas served
mostly Fortune 500 companies including, Wal-Mart Stores, Inc., The Williams companies, Inc. and Tyson Foods, Inc.

Mr, Thomas is a retired certified public accountant and holds a degree in accounting from the University of Arkansas,
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Board Committees

Our board of directors directs the management of our business and affairs as provided by Delaware law and conducts its
business through meetings of the full board of directors and a standing audit committee. In addition, from time to time, other
committees may be established under the direction of the board of directors when necessary to address specific issues.

Jack McCarthy and James Neal Thomas comprise our audit committee. Each of the members of the audit committee

" qualify as a financial expert, as such tetm is defined by SEC regulations, and are independent, as defined by the National
Association of Securities Dealers Rule 4200. The duties and responsibilities of the audit committee include the appointment
and termination of the engagement of our independent public accountants, otherwise overseeing the independent auditor
relationship, reviewing our significant acconnting policies and internal controls and reportmg its findings to the full board of
directors. Mr. Thomas serves as our audit committee chair.

Code of Ethics

We have adopted a written code of ethics that applies to our principal executive officer, principal financial officer,-and
principal accounting officer or controller, or persons performing simiiar functions. Our code of ethics, which also applies to
our directors and all of our officers and employees, is filed as an exhibit to this report.

ITEM 11. EXECUTIVE COMPENSATION

The following table sets forth compensation information for our Chief Executive Officer during 2005 and four additional
executive officers who were the most highly compensated for the year ended December 31, 2005, We refer to these
individuals collectively as our “named executive officers.”

Summary Compensation Table

: Annual Compensation Long-Term Compensation
. Name and Principal Pasition Year Salary Bonus Stock Avvards Compensation

Richard Falcone — Chairman, 2005 349,900 148,153 — —
President, and 2004 107,658(1) 217,440(1) —{(2) —
Chief Executive Officer

Keith Kelson — Chief 2005 182,829 40,830 — —
Financial Officer and 2004 42,959(3) 64,583(3) —{4) —
Assistant Secretary ‘

John Viola — Vice President, . 2005 172,526 33,426 — —
General Manager, Correctional 2004 47,832(3) 47,086(3) —{(4) -
Systems

Randy Hoffiman -— Vice 2005 171,883 33,881 _ —
President, General 2004 46,671(3) 43,667(3) —(4) —
Managet, Partner Solutions

Robert Rae — Vice 2005 153,076 29,775 — —
President, Enterprise 2004 37,869(3) 44,125(3) —(4) —

Services and Operations

(1) Mr. Falcone’s employment agreement provides for an annual salary of at least $349,000. The above compensation does
not include salary of $242,231 and bonus payments of $458,000 earned from January 1, 2004 through September 9, 2004
during Mr, Falcone’s employment with Evercom as Chief Executive Officer,

(2) Contemporaneously with the consummation of the acquisition of Evercom and pursuant to the Company’s 2004
Restricted Stock Purchase Plan, Mr. Falcone purchased 16,856,96 shares of restricted stock of the Company for $0.01
per share or $168.57.

(3) The above compensation does not include salary and bonus payments earned by the respective officers from January 1,
2004 to September 9, 2004 during their employment with Evercom. Mr. Kelson, Mr. Viola, Mr. Hoffman and Mr. Rae
earned salaries of $91,153, $99,936, $97,347 and $81,245, respectively during this period, Mr. Kelson, Mr. Viola, Mr.
Hoffman and Mr. Rae earned bonuses of $83,200, $91,538, $107,101 and $67,850, respectively during this period.
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(4) In 2005, Mr. Kelson, Mr, Viola, Mr. Hoffman and Mr. Rae were awarded 6,583 shares, 6,384 shares, 6,384 shares and
6,384 shares, respectively, of restricted stock of the Company pursuant to the 2004 Restricted Stock Purchase Plan,
These shares were purchased for $0.01 per share or $257.
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Employment Agreements

We have entered into an employment agreement with Richard Falcone under which Mr. Falcone serves as our president
and chief executive officer. The initial term of this agreement terminates on January 5, 2007 and may be extended for an
additional one-year period so long as Mr. Falcone gives notice between July 1, 2006 and August 1, 2006 of his desire to
extend the employment period for an additional year and we agree to do so. Mr. Falcone receives: (i) a base salary of not less
than $349,900 per year; (i) a bonus of up to 100% of base salary which is earned upon achievement of mutually agreed
objectives for each year; (iii) eligibility to receive restricted shares of the Company’s common stock; (iv) an automobile
allowance of $850 per month; and (v) other benefits, such as life and health insurance, paid vacation, and reimbursement of
business expenses. Mr. Falcone reports directly to our board of directors and must secure the board’s written consent before
consulting with any other entity or gaining more than a 5% ownership interest in any enterprise other than Securus, uniess
such ownership interest will not have a materjal adverse effect upon his ability to perform his duties under this agreement.

We may terminate Mr. Falcone’s employment for cause, in which case we will pay him any base salary accrued or owing
to him: through the date of termination, less any amounts he owes to us. We may aiso terminate Mr. Falcone’s employment
without cause ar Mr. Falcone may terminate his own employment due to constructive discharge. If Mr. Falcone’s
employment is terminated without cause or for constructive discharge, we will pay Mr. Falcone an amount equal to {i) the
lesser of (1) two times his annual bage salary or (2) the amount of remaining base salary that ivould have been payable to him
from the date of such termination of employment through the agreement expiry date plus an additional six months of base
salary, plus (ii) the benefits which were paid to him in the year prior to the year in which his empleyment was terminated plus
(iii) a pro-rated bonus for the year in which Mr, Falcone’s employment was terminated.

During Mr. Falcone’s employment and for the one-year period (or, under certain conditions, up to the two-year period)
immediately following the expiration or eatlier termination of the employment period, Mr, Falcone is prohibited from
competing with us anywhere in the United States, including locations in which we currently operate and plan to expand, and
must abide by customary covenants to safeguard our confidential information.

We have an employment letter agreement with, Keith Kelson, our chief financial officer. The agreement term continues
until terminated by either party. If the agreement is terminated for any reason other than gross misconduct, Mr, Kelson is
entitled to receive a severance payment of twelve months salary. During 2005, Mr. Kelson eamed a base salary of $195,600
and an annual bonus of $40,830.

Separation Agreements

We entered into a separation agreement with Richard E. Cree whereby effective June 30, 2005, Mr. Cree resigned as
Chairman of our board of directors, but remains as a non-executive member of our board of directors. In connection with his
resignation, Mr. Cree will be paid severance from Fuly 2005 through November 30, 2006, at a rate of $305,000 per year (plus
paid health insurance premiums) and his empleyment agreement, terminated on July 1, 2005, Mr. Cree is reimbursed for
reasonable expenses incurred in attending meetings of our board of directors, but will not receive any other compensation.
Pursuant to Mr. Cree’s former employment agreement, he continues to be prohibited from competing with us and must abide
by customary covenants to safeguard our confidential information through June 30, 2007.
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2004 Resiricted Stock Purchase Plan

We have adopted a 2004 Restricted Stock Purchase Plan under our employees may purchase shares of our Class B
common stock. The maximum number of authorized shares subject to grants under the 2004 Restricted Stock Purchase Plan
is 64,835 shares of Class B common stock, subject to adjustment for changes in our capital structure such as stock dividends,
stock splits, stock subdivisions, mergers and recapitalizations. Our board of directors administers the restricted stock
purchase plan. The plan is designed to serve as an incentive for both us and our operating subsidiaries, T-Netix and Evercom,
to attract and retain qualified and competent employees. The per share purchase price for-each share of restricted stock is
determined by our board of directors. Restricted stock will vest based on performance criteria or ratably over a period or
periods, as provided in the related restricted stock purchase agreement,

Compensation Committee Interlocks and Insider Participation

Cur board of directors has not established a compensation committee. Consequently, during 2005 our entire board of
directors participated in the determination of our executive officers® compensation. Included in the 2005 compensation
meetings were Richard Falcone, our current Chief Executive Officer, Brian Schwartz, our former President and Lewis
Schoenwetter, our former Vice President and Treasurer,

Indemnification Agreements

We have entered indemnification agreements with certain of our officers and directors which provide for their
indemnification and the reimbursement and advancement to them of expenses, as applicable, in connection with actual or
threatened proceedings and claims arising out of their status as a director or officer.

Director Compensation

Except for Messrs. McCarthy and Thomas, our directors receive no compensation for serving on the board other than
reimbursement of reasonable expenses incurred in attending meetings. Each of Messrs. McCarthy and Thomas receives
$50,000 annually for serving on the board and audit committee and Mr, Thomas receives §6,000 annualty for serving as
Chairman of the Audit Committee. Additionally, Mr. Thomas and Mr. McCarthy each purchased 665 shares of restricted
stock in 2005 for $0.01 per share.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The foliowing table sets forth certain information, as of March 1, 2005, with respect to the beneficial ownership of shares
of our commoeon stock by:

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

+  each of the chief executive officer and the four other most highly compensated executive officers who were serving
as executive officers on December 31, 2003; and

»  all current directors and executive officers as a group.

The number of shares of common stock beneficially owned by each person is determined under rules promulgated by the
SEC. Under these rules, a person is deemed to have “beneficial ownership” of any shares over which that person has voting
or investment power, or shares such power, plus any shares that the person may acquire within 60 days, including through the
exercise of stock options. Unless otherwise indicated, each person in the table has sole voting and investment power over the
shares listed. The inclusion in the table of any shares does not constitute an admission of beneficial ownership of those shares
by the named stockholder. For each person, the “Number of Shares Beneficially Owned” column may include shares of
common steck attributable to the person due to that person’s voting or investment power or other relationship.
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(1)

@

)

Q)

)

(6)

Number of Shares

Beneficially Owned
‘Percentage
Class B of Common
Name and Address of Beneficial Owner (1} Common stock Common stock _stock (2)
5% Stockholders
H.L.G.-TNetix, Inc.(3) 480,789.95 —_ 74.15%
1001 Brickell Bay Drive, 27th Floor
Miami, Florida 33131
ATF Investment Company(4) 147,456.62 — 22.74%
1001 Brickeil Bay Drive, 27t Floor
Miami, Florida 33131
Alpine Associates, L.P.(5) 37,637.72 — 6.10%
100 Union Avenue, Suite 7
Cresskill, NJ 07626
Laminar Direct Capital, L.P.(6) 48,461.00 — 7.47%
10000 Memorial Drive, Suite 500
Houston, TX 77024
Directors
Richard E. Cree(7) 7,894.74 - 1.22%
Richard Falcone(8) 249123  16,856.96 2.98%
Sami Mnaymneh(10)} 480,789.95 —— 74.15%
Tony Tamer(10) 480,789.95 — 74.15%
Brian Schwartz(10) 480,789.95 — 74.15%
Douglas Berman(10) 480,789.95 — 74.15%
Lewis Schoenwetter(10} 480,789.95 — 74.15%
Jack McCarthy(9) — 665.00 *
James Neal Thomas(9) —_ 665.00 *
Other Named Executive Officers
Keith Kelson(9) — 6,583.19 1.02%
Robert Rae(9) - 6,383.69 *
John Viola(9) —-— 6,383.69 *
Randy Hoffman(9) -— 6,383.69 *
Directors and executive officers as a group —(16 persong)
(i) 491,17592  53,496.76 84.01%

Unless otherwise indicated, the address of each beneficial owner listed above is ¢/o Securus Technologies, Inc., 14651
Dalias Parkway, Suite 600, Dallas, Texas 75254-8815,

Represents the aggregate ownership of our Common stock and Class B common stock. Calculated based on 648,367.41
shares of Comtion stock and Class B common stock outstanding, giving effect to immediately exercisable options and
warranis to purchase an aggregate of 51,011 shares of common stock. See notes (5), (6) and (7) below.

Includes an aggregate of 147,456.62 shares of Common stock beneficially owned by AIF Investment Company, AIF
Tavestment Company is wholly-owned by H.L.G.-TNetix. Each of Messts. Mnaymneh dand Tamer currently serve as a
director and officer of H.I.G .-TNetix, Inc. Messrs. Mnaymneh and Tamer constitute all of the officers and directors of
H.LG.-TNetix, Inc.

H.IG.-TNetix is the majority stockholder of AIF Investment Company. Each of Messts. Mnaymneh and Tamer currently
serve as a director and officer of AIF Investment Company. Messrs. Mnaymneh and Tamer constitute all of the officers
and directors of AIF Investment Company.

Includes 4,064 shares held by Alpine Partners, I..P., an affiliate of Alpine Associates, L.P. Also represents exercisable
watrants to purchase an aggregate of 2,550 shares of our common stock granted in connection with the senior
subordinated debt financing. These warrants are exercisable at the option of the holder at any time through September 9,
2014,

Represents warrants to purchase an aggregate of 48,461 shares of Common stock granted in connection with the senior
subordinated debt financing. These warrants are exercisable at the option of the holder any time through September 9,
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{7} Includes 7,894.74 shares of Common stock acquired by Mr. Cree concurrently with the closing of the Transactions.

(8) Represents 2,491.23 shares of Common stock acquired by Mr. Falcone concurrently with the closing of the
Transactions. Also represents 16,856.96 shares of Class B common stock purchased by Mr. Falcone pursuant to our
2004 Restricted Stock Purchase Plan.

(9) Represents shares of Class B common stock purchaséd in connection with our 2004 Restricted Stock Purchase Plan.

(10) Represents shares beneficially owned by H.I.G.-TNetix, Inc. and AJF Investment Company. H.1.G. Capital Partners IiI,
L.P. is the controlling stockholder of H1.G.-TNetix, Inc. and H.I.G. — TNetix is the controlling stockholder of AIF
Investment Company. Each of Messrs. Mnaymneh and Tamer is a member of HI.G. AdvisorsIII, L. L.C., the general
partner of H.L.G. Capital Partners II1, L.P., the ultimate parent entity of H.L.G.-TNetix, Inc. and AIF Investment
Company. Messrs. Mnaymneh, Tamer, Schwartz, Berman and Schoenwetter may, by virtue of their respective
relationships with either H.I.G.- TNetix, Inc., AIF Investment Company or ILI.G. Capital, L.L.C., be deemed to
beneficially own the securities held by H.I.G.-TNetix, Inc. and AIF Investment Company, and to share voting and
investment power with respect to such securities. Each of Messrs. Mnaymneh, Tamer, Schwartz, Berman and
Schoenwetter disclaim beneficial ownership of the securities beneficially owned by H.I.G.-TNetix and AIF Investment
Co. The address of each of Messrs. Mnaymneh, Tamer, Schwartz, Berman and Schoenwetter is ¢/o H.I.G. Capital,
LLC, 1001 Brickell Bay Drive, 27th Floor, Miami, Florida 33131,

(11) Represents (a) 63,882.72 shares beneficially owned by Richard E. Cree, Richard Falcone, Keith Kelson, Julie
Hoagland, Robert Rae, John Viola, Greg Haertling, Randy Hoffinan, Dennis Reinhold, Jack McCarthy and Neil
Thomas, and (b) 480,789.95 shares beneficially owned by IHL.1.G .-TNetix, Inc. and AIF Investment Company and
attributable to each of the Messrs. Mnaymneh, Tamer, Schwartz, Berman and Schoenwetter.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS
Restricted Stock Purchase Agreements

We have entered into restricted stock purchase agreements with Mr. Falcone and other members of our tnanagement
pursuant to our 2004 Restricted Stock Plan. The maximum number of shares of common stock subject to grants under the
2004 Restricted Stock Purchase Plan equals 9.75% of our total issued and outstanding shares of common stock on a fully
diluted basis, subject to adjustment. Contemporaneously with the closing of the Evercom acquisition, Mr. Falcone purchased
16,856,96 shares of restricted stock pursuant to the terms of a restricted stock purchase agreement. In 2005, another
36,639.80 shares were issued under the plan to certain executives, employees and members of our Board of Directors.
Pursuant to the terms of the plan and the applicable restricted stock purchase agreements, shares of stock are subject to time
and performance vesting based upon the length of service such executive has with us and other vesting criteria including in
the event we obtain a specified sales price in connection with our sale to an independent third party. Shares of common stock
issuable pursuant to restricted stock purchase agreements are subject to certain rights of repurchase and certain restrictions on
transfer. Generally, shares of resiricted stock that have not vested prior to or in connection with a sale of us to an independent
third party shall be forfeited to us without consideration

Equity Investment by Richard Falcone

In connection with our acquisition of Evercom, Richard Falcone, our President and Chief Executive Officer, purchased
2,491.23 shares of our common stock for an aggregate purchase price of $142,000, or a price per share of $57. Additionally,
Mr. Falcone acquired an aggregate of 16,856.96 shares of restricted common stock pursuant to a restricted stock purchase
agreement. These restricted shares are subject to forfeiture pursnant to the terms of our 2004 Restricted Stock Purchase Plan
and the restrictions described hereafter. With respect to 38.46% of the restricted stock, the restriction period ends upon the
sale of our stock by certain of our other stockholders. The restriction period for 30.77% of the restricted stock ends upon the
lapse of time, 6.154% each December 31 and June 30 beginning December 31, 2004, With
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respect to the remaining shares, the restriction period ends upon our attainment of certain performance measures determined
by our board of directors and Mr. Falcone. Further, upon a change of control of Securus, the resiriction period will end for all
of Mr. Falcone’s restricted shares that have not previously vested. The restricted shares are entitled to dividends, if declared,
which will be distributed upon termination of the restriction period with respect to any such restricted shares.

Eguity Investment by Richard E. Cree

In September 2004, Richard E. Cree, our former Chairman, purchased 7,894.74 shares of our common stock for an
aggregate purchase price of $450,000, or a price per share of $57. In addition to the foregoing investment by Mr. Cree, we
also granted him the option to purchase an additional $300,000 of shares of our commen stock at a price per share of $57,
which option was exercisable for the 12-month period beginning September 9, 2004, Those options have expired.

Stockholders® Agreement

We and our stockholders have entered into a stockholders’ agreement to agsure continuity in our management and
ownership, to limit the manner in which our outstanding shares of capital stock may be transferred, and to provide certain
registration rights. A summary of the material terms of this Stockholders Agreement is described below,

Transfer Restrictions and Rights of First Refusal

The stockholders’ agreement prohibits the transfer of our securities held by our stockholders, except (i) to certain
permitted transferees provided that such transforees agree to be bound by the stockholders’ agreement, (ii) on the terms, and
subject to the conditions, set forth in the restricted stock purchase agreement of each management stockholder, (iii} by a non-
management stockholder to any affiliate, (iv) to us pursuant to certain rights of first refusal and tag-along rights, and (v) in
connection with any reorganization of our company.

Under the stockholders® agreement, the rights of first refusal require a stockholdet wishing to sell (other than in a
permitted transfer) all or part of our equity securities held by such stockholder to first offer such shares on the same terms and
conditions to us, and if we elect not to purchase all of such securities; then to our other stockholders: These transfer
restrictions set forth in the stockholders’ agreement shall continue until the subject shares have been transferred pursuant to a
registered offering or Rule 144 under the Securities Act, a sale of our company to an independent third party or a public
offering of our equity securities having an aggregate value of at least $50 million.

Drag-Along Rights

The stockholders’ agreement provides for certain drag-along rights such that in the event of a sale of our company to an
independent third party, each stockholder would be required to sell its equity interest in us to such independent third party,
each sale being on the same terms and conditions. In the event of a transfer of any of our shares of capital stock to a third
party, such transferee shall agree in writing to be bound by the provisions of the stockholders’ agreement,

Tag-Along Righis

Pursuant to certain tag-along rights under the stockholders’ agreement, if any stockholder proposes to sell {other than in a
permitted transfer} all or part of our equity securities held by such stockholder to any independent third party and we and our
other stockholders have not exercised the rights of first refusal, such stockholder shall offer our other stockholders the
opportunity to participate in the proposed sale on the same terms and conditions on a pro rata basis with respect to the
number of shares of our common stock held by each such holder or issuable upon the exercise of any securities convertible
into shares of our common stock.

Preemptive Rights

Except under limited circumstances, if we make an offer to issue capital stock at any time prior to conducting an initial
public offering or a sale of our company to an independent third party, our -
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stockholders have the right to purchase a pro rata portion of the offered securities, which allows the stockholders to maintain
their respective ownership percentages in our company.

Corporate Governance

The stockholders’ agreement provides that our board of directors is comprised of (i) five representatives designated by
H.ILG.-TNetix, Inc., an affiliate of H.L.G., provided that if we increase the number of our directors and H.I.G.-TNetix and its
affiliates own more than 50% of our common stock, H.I.G.-TNetix may designate additional directors such that it designates
a majority of our board of directors, (ii) our chief executive officer, currently Richard Falcone, and (jii) a senior member of
our management designated by H.1G.-TNetix.

Registration Rights

Pursuant to the stockholders’ agreement, we granted certain of our stockholders “demand” registration rights and all of
our stockholders certain “piggyback” registration rights to be exercised when we propose to register any of our common
stock under the Securities Act (other than an initial public offering, a transaction described under Rule 143 or any successor
rule of the Securities Act, a transaction registering securities convertible into our common stock or pursuant to Forms S-4, 8-
8 or their successor forms).

Annual Payment to Evercom Investors

Pursuant to the stockholders agreement, we have agreed to pay an aggregate of $100,000 annually on a pro rata basis to
those Bvercom stockholders who invested in our company contemporaneously with the closing of the Transactions,

Lock-Up Agreements

The stockholders’ agreement provides that each stockholder will not sell or distribute its equity interest in us (including
sales pursuant to Rule 144) (i) during the seven days prior to and during (i) the 90-day period beginning on the effective date
of any underwritten registration, or (if} the 180-day period beginning on the effective date of an initial public offering of our
common stock, unless we and the underwriters otherwise agree,

Indemnification of Stockholders

Under our stockholders’ agreement, we agree to indemnify, to the fullest extent permitted by applicable law, each of our
stockholders {in their capacity as sellers of securities and not as officers of our company), their officers and directors and
each person who controls such stockholder for losses which the indemnified person may sustain, incur or assbme as a result
of our violation of the Securities Act, the Exchange Act or any state securities law, or any untrue or alleged untrue statement
of material fact contained in any document we file with the SEC.

H.LG. Capital, LL.C Consulting Agreements
Consulting Services Agreement

We have consulting services agreement with H.1G., pursuant to which H.L.G. is paid an annual fee of $750,000 for
management, consulting and financial advisory services. In addition, L.I.G. is entitled to receive fees equal to 2% of the
consideration received by us upon a public offering of our capital stock or the sale of all or substantiaily all of our assets,
which provision survives the termination of the agreement,

Professional Services Agreement

We alse have a professional services agreement with FLI.G., pursuant to which H.IG. is paid investment banking fees
equal to 2% of the value of any transaction in which we (i) sell all or substantially all of our assets or a majority of our stock,
(1i) acquire any other companies or (iii) secure any debt or equity financing. In connection with cur acquisition of Evercom,
HIG. received a professional services fee equal to 2% of the transaction value, or approximately $2.5 million,
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Management

Certain of our directors are affiliated with H.I.G. Mr. Sami Mnaymneh and Mr. Tony Tamer are managing partners of
H.I.G., Mr. Brian Schwartz and Mr. Douglas Berman are managing directors of H.I.G., and Mr, Lewis Schoenwetter is a
principal of H1.G.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following table represents the aggregate fees paid or accrmed for services rendered by KPMG LLP, our independent
registered public accounting firm, for the years ended December 31, 2004 and December 31, 2005 (in thousands).

2004 2005
Audit fees $ 739 %645
Audit-retated fees 371 35
Tax fees 169  —
Total fees $1,279 i{iﬁ

Audit Fees

Audit fees consist of fees for the audit of our financial statements, the review of the interim financial statements included
in our quarterly reports on Form 10-Q, and other professional services provided in connection with statutory and regulatory
filings or engagements.

Audit-Related Fees

These are fees for assurance and related services and consisted primarily of audits of employee benefit plans; specific
internal control process reviews and consultations regarding accounting and financial reporting.

Tax Fees

Tax fees consist of fees for tax compliance and tax advice services associated with the preparation of original tax returns
and requests for technical advice from taxing authorities.

Audit Committee’s Pre-approval Policy and Procedures

The audit committee has adopted policies and procedures relating to the approval of all audit and non-audit services that
are to be performed by our independent auditor, This policy generally provides that we will not engage our independent
auditor to render audit or non-audit services unless the service is specifically approved in advance by the audit committee or
the engagement is entered into pursuant to one of the pre-approval procedures described below.,

From time to time, the audit committee may pre-approve specified types of services that are expected to be provided to us
by our independent auditor during the next 12 months. Any such pre-approval would be detailed as to the particular service
or type of services to be provided and would be also generally subject to 2 maximum dollar amount.

De minimis non-audit services that were not recognized at the time of the engagement to be non-audit services, may be
approved by the audit committee prior to the completion of the audit in accordance with applicable SEC rules governing de
minimis non-audit services.

The audit committee may delegate to one or members of the audit committee the authority to pre-approve audit or non-
~ audit services to be provided by the independent accountants, provided that any such pre-approval shall be reported to the full
andit committee at its next scheduled meeting,

During fiscal year 2005, no services were provided to us by KPMG LLP or any other accounting firm other than in
accordance with the pre-approval policies and procedures described above.
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ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a} Index to Consolidated Financial Statements

1. Financial Statements: The following financial statements and schedules of Securus Technologies, Inc. are included in
this report: :
»  Consolidated Balance Sheets —— December 31, 2005 and December 31, 2004

+  Consolidated Statements of Operations — December 31, 2003, for the 62 Day Period from January 1, 2004 to
March 2, 2004 (Predessecor, and for the 355 Day Period from January 12, 2004 (Inception) to December 31, 2004
{Successor) and for the Year Ended December 31, 2005

e Consolidated Statements of Stockholders’ Equity (Deficit) — December 31, 2003, for the 62 Day Period from
January 1, 2004 to March 2, 2004 (Predessecor, and for the 355 Day Period from January 12, 2004 (Inception) to
December 31, 2004 (Successor) and for the Year Ended December 31, 2005

+  Consolidated Statements of Cash Flows — December 31, 2003, for the 62 Day Period from January 1, 2004 to
March 2, 2004 (Predessecor, and for the 355 Day Period from January 12, 2004 (Inception) to December 31, 2004
(Successor) and for the Year Ended December 31, 2005

+  Notes to Consolidated Financial Statements

2, Financial Statement Schedules: None.

3. Exhibits: The exhibits which are filed with this report or which are incorporated herein by reference are set forth in the
Exhibit Index on page 88, which is incorporated herein by reference,
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Signatures

Pursuant to the requirements of Section 13 or 15(d} of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized, on March 31, 2006,

SECURUS TECHNOLOGIES, INC.,

By: /s/ RICHARD FALCONE
Richard Falcone,
Chairman of the Board,
President, Chief Executive Officer
{Principal Executive Officer)

Pursuant to the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of
the registrant and in the capacities below on the dates indicated.

Signature Capacity Date
fs/ RICHARD FALCONE Chairman, President, Chief Executive Officer and March 31, 2006
Richard Falcone Director (Principal Bxecutive Officer)
/s/ RICHARD CREE Director March 31, 2006
Richard Cree
fs/ SAMI MNAYMNEH Director ‘ March 31, 2006
Sami Mnaymneh
Js/ TONY TAMER Director March 31, 2006
Tony Tamer
/s/ BRIAN SCHWARTZ Director March 31, 2006
Brian Schwartz
/s/ DOUGLAS BERMAN Dircctor ‘  March31, 2006
Douglas Berman
/s/ LEWIS SCHOENWETTER Director March 31, 2006
Lewis Schoenwetter
/s/ IAMES NEAL THOMAS Director : March 31, 2006
James Neal Thomas
/s/ JACK MCCARTHY Director March 31, 2006
Jack McCarthy
fs{ KEITH KELSON Chief Financial Officer March 31, 2006
Keith Kelson {Principal Financial Officer)
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Exhibit Index

2.1

3.1

32
33

34
35

3.6
3.7

38

3.9

3.10

in

312
3.13

3.14
4.1
4.2

4.3

Agreement and Plan of Merger by and among TZ Holdings, Inc., New Mustang Acquisition, Inc., Evercom Holdings,
Inc. and such individual designated by Evercom Holdings, Inc. who joins the Agreement and Plan of Merger (as
Indemnification Representative, solely with respect to Sections 1.10, 6.4, 7.11, 9.2, 11,5, 11.6 and 12.14), dated as of
July 10, 2004, incorporated by reference from the Company’s Form S-4 filed with the SEC on May 16, 2005 (the “S-
4™,

Amended and Restated Certificate of Incorporation of Securus Technologies, Inc., filed on August 6, 2004,
incorporated by reference from the 5-4,

Amended and Restated Bylaws of Securus Technologies, Inc., incorporated by reference from the S-4.

Certificate of Incorporation of T-Netix, Inc., filed on September 7, 2001, as amended, incorporated by reference from
the S-4.

Byilaws of T-Netix, Inc, incorporated by reference from the S-4.

Articles of Incorporation of Telequip Labs, Inc., filed on November 9, 1987, as amended, incorporated by reference
from the S-4,

Amended and Restated Bylaws of Telequip Labs, Inc., incorporated by reference from the S-4.

Articles of Incorporation of T-NETIX Telecommunications Services, Inc., filed on February 11, 1988, as amended,
incorporated by reference from the S-4,

Bylaws of T-NETIX Telecommunications Services, Inc., incorporated by reference from the S-4.

Certificate of Incorporation of Evercom Holdings, Inc., filed on November 25, 2002, as amended, incorporated by
reference from the )
S-4.

Bylaws of Evercom Holdings, Inc., incorporated by reference from the S-4.

Amended and Restated Certificate of Incorporation of Evercom, Inc., filed on February 19, 2003, incorporated by
reference from the S-4.

Bylaws of Bvercom, Inc., incorporated by reference from the S-4.

Certificate of Incorporation of Evercom Systems, Inc., filed on August 22, 1997, as amended, incorporated by reference
from the S-4.

Bylaws of Evercom Systems, Inc., incorporated by reference from the S-4.
Form of 11% Second-priority Senior Secured Notes due 201 1, incorporated by reference from the S-4.

Indenture, dated as of September 9, 2004, by and among Securus, T-Netix, Inc., a Delaware corporation, T-NETIX
Telecommunications Services, Inc., a Texas corporation, T-Netix Monitoring Corporation, a Colorado corporation,
SpeakEZ, Inc., a Colorado corporation, Telequip Labs, Inc., a Nevada corporation, Evercom Holdings, Inc., Evercom,
Ine., BverConnect, Inc., a Delaware corporation, Evercom Systems, Inc., a Delaware corporation, and The Bank of
New York Trust Company, N.A., incorporated by reference from the S-4.

Registration Rights Agreement, dated August 18, 2004, by and among Securus Technologies, Inc., Credit Suisse First
Boston LLC and Morgan Stanley & Co. Incorporated, incorporated by reference from the S-4.
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4.4

4.5

4.6

4.7

43

4.9

4,10

4.11

4.12

Security Agreement, dated September 9, 2004, by and among Securus Technologies, Inc., T-Netix, Inc., a Delaware
corporation, T-NETIX Telecommunications Services, Inc., a Texas corporation, T-Netix Monitoring Corporation, a
Colorado corporation, SpeakEZ, Inc., a Colorado corporation, Telequip Labs, Inc., a Nevada corporation, Evercom
Holdings, Inc., a Delaware corporation, Evercom, Inc., a Delaware corporation, EverConnect, Inc., a Delaware
corporation, Evercom Systems, Inc., a Delaware corporation, and The Bank of New York Trust Company, N.A.,
incorporated by reference from the 5-4,

Patent Security Agreement, dated September 9, 2004, by and among Securus Technologies, Inc., T-Netix, Inc., a
Delaware corporation, T-NETIX Telecommunications Services, Inc., a Texas corporation, T-Netix Monitoring
Corporation, a Colorado corporation, SpeakEZ, Inc., a Colorado corporation, Telequip Labs, Inc., a Nevada
corporation, Evercom Holdings, Inc., a Delaware corporation, Evercom, Inc., a Delaware corporation, EverConnect,
Inc., a Delaware corporation, Evercom Systems, Inc., a Delaware corporation and The Bank of New York Trust
Company, N.A., incorporated by reference from the S-4.

Copyright Security Agreement, dated September 9, 2004, by and among Securus Technologies, Inc., T-Netix, Inc., a
Delaware corporation, T-NETIX Telecommunications Services, Inc., a Texas cotporation, T-Netix Monitoring
Corporation, a Colorado corporation, SpeakEZ, Inc., a Colorado corporation, Telequip Labs, Inc., a Nevada
corporation, Bvercom Holdings, Inc., a Delaware corporation, Evercom, Inc., 2 Delaware corporation, EverConnect,
Inc., a Delaware corporation, Evercom Systems, Tnc., a Delaware corporation and The Bank of New York Trust
Company, N.A., incorporated by reference from the S-4,

Trademark Security Agreement, dated September 9, 2004, by and among Securus Technologies, Inc., T-Netix, Inc., a
Delaware corporation, T-NETIX Telecommunications Services, Inc., a Texas corporation, T-Netix Monitering
Corporation, a Colorado corporation, SpeakEZ, Inc., a Colorado corporation, Telequip Labs, Inc., a Nevada
corporation, Bvercom Holdings, Inc., a Delaware corporation, Evercom, Inc., a Delaware corporation, EverConnect,
Inc., a Delaware corporation, Evercom Systems, Inc., a Delaware corporation and The Bank of New York Trust
Company, N.A., incorporated by reference from the S-4.

Pledge Agreement, dated September 9, 2004, by and among Securus Technologies, Inc., T-Netix, Inc., a Delaware
corperation, Evercom Holdings, Inc., a Delaware corporation, Evercom, Inc., a Delaware corporation, and The Bank of
New York Trust Company, N.A., incorporated by reference from the S-4.

Credit Agreement, dated September 9, 2004, by and among Securus Technologies, Inc., as the Borrower, the
Subsidiaries of the Borrower, as Guarantors, the Financial Institutions party thereto as the Lenders, and ING Capital
LLC as the Issuing Lender and Administrative Agent, incorporated by reference from the S-4.

Intercreditor Agreement, dated as of September 9, 2004, by and among Laminar Direct Capital, L.P., a Delaware
limited partnership, Securus Technologies, Inc., T-Netix, Inc., a Delaware corporation, T-NETIX Telecommunications
Services, Inc., a Texas corporation, T-Netix Monitoring Corporation, a Colorado corporation, SpeakEZ, Inc., a
Colerado corporation, Telequip Labs, Inc., a Nevada corporation, Evercom Holdings, Inc., a Delaware corporation,
Evercom, Inc., a Delaware corporation, EverConnect, Inc., 2 Delaware corporation, Evercom Systems, Inc., a Delaware
corporation, and The Bank of New York Trust Company, N.A., incorporated by reference from the S-4.

Intercreditor Agreement, dated as of September 9, 2004, by and among TNG Capital, LI.C, as Intercreditor Agent, The
Bank of New York Trust Company, N.A., as Trustee, Securus Technologies, Inc., and each subsidiary of Securus
Technologies, Inc., incorporated by reference from the S-4.

First Amendment to Credit Agreement, dated October 12, 2005 among Securus Technologies, Inc., the subsidiary
guarantors, ING Capital LLC, as syndicated issuing lender, alternative 1ssuing lender and administrative agent, and
lenders from time to time parties thereto, incorporated by reference from the Company’s current report on Form 8-K
filed as Exhibit 10.1 with the SEC on October 13, 2005.
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10.1

10.2
10.3

104
10.5

10.6

14.1%
21.1%
31,1
31.2%
32.1%
32,2+

Stockholders Agreement, dated September 9, 2004, by and among Securus Technologies, Inc., H.L.G., T-Netix, Inc.,
a company organized under the laws of the Cayman Islands, American Capital Strategies, Ltd., a Delaware
corporation, Laminar Direct Capital, L.P., a Delaware limited partnership, and each of the other investors then or

- thereafier set forth on the signature pages thereto, incorporated by reference from the S-4.

Amended and Restated Consulting Services Agreement, dated as of September 9, 2004, by and between T-Netix,
Inc., Evercom Systemns, Inc. and H.I.G. Capital, LLC, incorporated by reference from the 5-4.

Amended and Restated Professional Services Agreement, dated as of September 9, 2004, by and between T-Netix,
Tne., Evercom Systems, Inc., and H.I.G. Capital, LLC, incorporated by reference from the S-4.

Office Lease Agreement, dated as of November 8, 2004, by and between T-Netix, Inc. and the Prudential Insurance
Company of America, incorporated by reference from the Company’s Form 10-Q as filed with the SEC on
August 15, 2005,

First Amendment to the Office Lease Agreement, dated as of November 19, 2004, by and between T-Netix, Inc. and
the Prudential Insurance Company of America, incorperated by reference from the Company’s Form 10-Q as filed
with the SEC on August 15, 2005,

-Class Action Settlement Agreement, dated December 20, 2005, by and between plantiffs, Elena Condes, Brian H.

Getz, Bicka Barlow and Christopher Fank, individually and in their capacity as class representatives, and defendants,
Evercom Systems, Inc. and T-Netix Telecommunications Services, Inc., incorporated by reference from the
Company’s Form 8-X as filed with the SEC on January 31, 2006.

Code of Ethigs.

Subsidiaries of the Company.

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley of 2002,
Certification of Chief Financial Officer pursnant to Section 302 of the Sarbanes-Oxley of 2002,
Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley of 2002,
Certification of Chief Financial Officer pursuvant to Section 906 of the Sarbanes-Oxley of 2002,

*  Filed herewith
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10-Q 1 g3form10q.him 3RD QUARTER 2006 FORM 10-Q

SECURITIES AND EXCHANGE COMMISSION
‘Washington, DC 20549

FORM 10-Q

[ X 1 Quarterly report pursuant to sections 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended September 30, 2006
Or

f ] 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 333-124962

SECURUS TECHNOLOGIES, INC.

(Bxact name of registrant as specified in its charter)

Delaware 20-0673095
(State of other jurisdiction of (L.R.S. Employer
incorporation or organization) Tdentification Number}

14651 Dallas Parkway, Suite 600
Dallasg, TX 75254-8815
(972) 277-0300

{Address, including zip cede, and telephone number, including area code, of Registrant’s principal executive offices)

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
subjeet to such filing requirements for the past 90 days. Yes [X] No []

Indicate by check mark whether the Registrant is an accelerated filer, or a non-accelerated filer. See definilion of “accelerated filer and large
accelerated filer” in Rule 12b-2 of the Bxchange Act {Check one):

Large Accelerated Filer [ ] Accelcratcd Filer [ ) Non-Accelerated Filer [ X )

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

No established published trading market oxists for either the common stock, par value $0.01 per share, of Sceurus Technologies, Ing, or the
Class B common stock, par value $0.01 per share, of Secums Technologies, Inc.

Shares outstanding of each of the registrant’s classes of common stock:

Class Qutstanding at September 36, 2006
Common stock 597,356 shares

TABLE OF CONTENTS
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ITEM 1. LEGAL PROCEEDINGS

ITEM 1A. RISK FACTORS
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 32
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ITEM 3. DEFAULTS UPON SENIOR SECURITIES 32
ITEM 4, SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 32
ITEM 5. OTHER INFORMATION 32
ITEM 6. EXHIBELS 33
PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
SECURUS TECHNOLOGIES, INC,
CONDENSED CONSOLIDATED BALANCE SHEETS
(Dollars in thousands, except share and per share amounts)
December 31, September 30,
2005 2006
(Unaudited)
ASSETS _
Cash and cash equivalents 3 2,630 $ 420
Restricted cash 1,396 1,443
Accounts receivable, net 63,180 62,597
Prepaid expenses and other current assets 5,659 5213
Current deferred income taxes 7,785 7,563
Total current assets 80,650 77,236
Propetty and equipment, net 43,862 46,438
Intangibles and other assets, net 104,482 100,202
Goodwill 37,936 37,936
Total assets 3 266,930 3 261,812
LIABILITIES AND STO CKHOLDERS’ DEFICIT
Accounts payable 3 46,502 5 43,452
Accrued liabilities 37,756 32,787
Deferred revenue and customer advances 5,051 5,500
Current portion of long-term debt 108 28
 Total current liabilities 89,417 81,767
Deferred income taxes 9,769 10,420
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Long-term debt, net of current portion
Other long-term liabilities
Total liabilities

Commitments and contingencies

Stockholders’ deficit:

Common stock, $0.01 stated value, 1,000,000 shares authotized;
597,356 shares issued and outstanding at December 31, 2005 and

September 30, 2006
Additional patd-in capital
Accumulated deficit
Total stockholders' deficit
Total liabilities and stockholders’ deficit

Page 3 of 34

197,847 212,124
1,765 1,713
208,798 306,024
5 5
34,027 34,110
(65,900 ) (18,327 )
(31,868 ) 44212 )
§ 266930 $ 261,312

Sec accompanying notes to condensed consolidated financial statements.

SECURUS TECHNOLOGIES, INC,

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
For the Three and Nine Months Ended September 30, 2005 and 2006

(Dollars in thousands)

(Unandited)
Foy the Three Months Ended For the Nine Months Ended
September 30, September 36, September 30, September 30,
2005 2006 2005 2006
Revenue:
Direct call provisioning $ 76,706 % 84,004 § 224935 § 251,721
Solutions services 12,074 11,183 35,184 35,161
Telecommunications services 5,614 2,744 20,091 11,077
Equipment sales and other 358 64 1,026 494
Total revenue 94,752 98,085 281,236 298,453
Cost of service, exclusive of
depreciation and amortization shown
separately below:
Direct call provisioning, exclusive of
bad debt expense 50,205 57,276 147,447 167,296
Direct call provisioning bad debt
expense 9,325 9,595 29,392 29,634
Solutions services expense 9,484 8,619 28,556 26,314
Telecommunications services 2,748 1,307 8,908 5,421
Cost of equipment sold and other 50 18 169 367
Total cost of service 71,812 76,815 214,472 229,032
Selling, general and administrative 12,687 12,336 36,916 38,696
Stock-based compensation - 28 - 83
Drepreciation and amortization 5,737 -7,609 16,987 21,307
Total operating costs and :
expenses 90,236 96,788 268,375 289,118
Operating income 4,516 1,297 12,861 9,335
Interest and other expenses, net 6,570 6,892 19,958 20,742
Loss before income taxes (2,054 ) (5,595 ) (7,097 ) (11,407 )
Income tax {benefit) expense (1,270 ) 392 (896 ) 1,020
Net loss 3 {784 1% {5,987y $ (6,201 y § (12,427

See accompanying notes to condensed consolidated financial statements.
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SECURUS TECHNOLOGIES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Nine Months Ended September 30, 2005 and 2006

(Dollars in thousands)
(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss:
Adjustment to reconcile net loss to net cash provided by operating
activities:
Depreciation and amortization
Deferred income taxes
Conversion of interest paid-in-kind to secured subordinated notes
Net equity income from unconsolidated affiliates
Stock-based compensation
Accretion of discount on notes payable
Amortization of deferred financing costs and debt discounts
Changes in operating agsets and liabilities:
Restricted cash
Accounts receivable, net
Prepaid expenses and other current assets
Intangibles and other assets
Accounts payable
Accrued liabilities and other liabilities
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment including costs of intangibles
Net cash used in investing activities '

CASH FLOWS FROM FINANCING ACTIVITIES:
Net advances on revolving credit facility
Cash overdraft
Debt issnance costs
Payments on long term debt
Net cash provided by financing activities
Decrease in cash and cash equivalents
Cash and cash equivalents at the beginning of the period
Cash and cash equivalents at the end of the period

SUPPLEMENTAL DISCLOSURES:
Cash paid during period for:

Interest

Income taxes

NONCASH FINANCING AND INVESTING ACTIVITIES:
Leasehold improvements

September 30, September 30,
2005 2006
(Revised -
Note 1d)
$ (620D $ (12,427
16,987 21,307
(896) 873
5,601 6,616
- (348)
- 83
378 411
634 732
(32) 47
5,818 583
751 446
(664) (705)
(5,657) (5,643)
{4,909) (4,572)
$ 11,810 b 7,300
3 (18,732) {19,282)
3 {18,732) $ (19,282)
$ 5,000 $ 7,250
1,120 2,593
(755) -
@7 (80)
3 5,278 $ 9,763
$ (1,669 $  (2,210)
1,879 - 2,630 -
$ 235 $ 420
$ 17,093 $ 17,347
3 — 3 131
3 1,800 3 -

See accompanying notes to condensed consolidated financial statements.

SECURUS TECHNOLOGIES, INC. AND SUBSIDIARIES
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Unandited Quarterly Financial Statements

The accompanying unaudited condensed consolidated financial statements for the nine months ended
September 30, 2005 and 2006 have been prepared in accordance with U.S. Generally Accepted Accounting
Principles for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation
S-X. Accordingly, they do not include all of the information and notes required by U.S. Generally Accepted
Accounting Principles for complete financial statements of Securus Technologies, Inc. (*Securus” or the
“Company”). In the opinion of management, all adjustments necessary for a fair presentation have been
included and are of a normal recurring nature, Interim results are not necessarily indicative of the results that
may be expected for the year. The condensed consolidated financial statements should be read in conjunction
with the consolidated financial statements and notes thereto included in Securus Technologies, Inc.’s December
31, 2005 Annual Report on Form 10-K.

The preparation of unaudited condensed consolidated financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the consolidated financial statements and the reported amounts of revenue and expenses
during the reported period. Significant items subject to such estimates include the valuation allowances for
receivables, the carrying amount for property and equipment, goodwill, intangible and other assets, and deferred
income taxes. Actual results could differ from those estimates.

(b)) Comprehensive Income

Statement of Financial Accounting Standards (“SFAS”) No. 130, Reporting Comprehensive Income,
requires that certain items such as foreign currency translation adjustments and unrealized gains and losses on
certain derivative instruments classified as a hedge be presented as separate components of shareholders’
equity. Total comprehensive loss for the three months ended September 30, 2005 and 2006 was $0.8 million
and $6.0 million, respectively. For the nine months ended September 30, 2005 and 2006, the comprehensive
loss was $6.2 million and $12.4 million, respectively.

(¢) Reclassification

Certain amounts in the September 30, 2005 condensed consolidated financial statements have been
reclassified to conform with current period presentation.

(d) Revision to Cash Flow Statement

The Company has revised its September 30, 2005 condensed consolidated cash flow statement to classify
the net change in cash overdrafis within financing activities. Previously, such amounts were reported as cash
flows used in operating activities. The effects of the above revision to the September 30, 2005 condensed
consolidated cash flow statement is summarized as follows:

For The Nine Months Ended September 30, 2605
Net Cash Provided (Used in)

Operating Investing Financing
Activities Activities Activities
(in thousands)
Previously reported $ 12,930 $ (18,732) $ 4,158
Net change in cash overdrafts (1,120 ) - 1,120
As revised 3 11,810 $ (18,732 $ 5,278

2. BALANCE SHEET COMPONENTS
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Accounts receivable, net consists of the following (in thousands):

December 31, September 30,
2005 2006
(Unaudited)
Accounts receivable, net:

Trade accounts receivable $ 78,614 $ 74,650
Advance commissions receivable . 3,815 1,933
Other receivables 153 480
82,582 77,063

Less: Atlowance for doubtful acéounts {19,402 {14,466)
$ 63,180 3 62,597

Page 6 of 34

At December 31, 2005 and September 30, 2006, the Company had advanced commissions to certain
facilities totaling $3.9 million and $1.9 million, respectively, which are recoverable from such facilities as a
reduction of earned commissions for specified monthly amounts. Amounts included in the accounts receivable
represent the estimated recoverable amounts during the next fiscal year, with the remaining long-term portion
recorded in other assets.

Bad debt expense for the three and nine months ended September 30, 2005 was $9.3 million, or 12.2%, and
$29.4 million, or 13.1%, respectively, of direct call provisioning revenue of $76.7 million and $224.9 million,
respeciively. Bad debt expense for the three and nine months ended September 30, 2006 was $9.6 miltion, or
11.4%, and $29.6 million, or ! 1.8%, respectively, of direct call provisioning revenue of $84.1 million and
$251.7 million, respectively.

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

December 31, September 30,
2005 2006
(Unaudited)
Property and equipment, net:
Telecommunications equipment $ 35,600 $ 47,066
Leasehold improvements 4,382 3,359
Construction in progress 6,624 7,217
Office equipment and other 10,546 11,416
57,152 69,058
Less: Accumulated depreciation and amortization (13,290 ) (22,620)
3 43,862 3 46,438
Intangibles and other assets, net consists of the following (in thousands):
December 31, 2005
Gross Weighted
Carrying Accumulated Average
-Value Amortization Net Life
Patents and trademarks $ 18,324 % (2,439 ) $ 15,885 10.6
Deferred financing costs 9,022 (1,063 ) 7,959 73
Capitalized software development costs 13,416 (3,510 ) 9,906 4.0
Acquired contract rights 79,407 (10,871 ) 68,536 10.8
Deposits and long-term prepayments 1,413 - 1,413
Other 783 - 783

$ 122365 $ (17,883 ) § 104,482
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September 30, 2006 (Unaudited)

Gross Weighted
Carrying Accumulated Average

Value Amortization Net Life
Patents and trademarks $ 19,004 i3 4,034 ) 3§ 14,970 10.2
Deferred financing costs 9,022 {1,795 ) 7,227 7.3
Capitalized software development costs 16,720 (5,983 ) 10,737 42
Acquired contract rights 82,542 (18,205 ) 64,337~ 10,6
Deposits and long-term prepayments 1,800 - 1,800
Other 1,131 - 1,131

$ 130219 § (30017 ) § 100202

At December 31, 2005 and September 30, 2006, the carrying amount of trademarks assigned to patents and
trademarks that were not subject to amortization was $3.0 million.

Certain intangibles and other assets amounts have been reclassified as of December 31,
2005. Amortization expense for the three months ended September 30, 2005 and 2006 was $3.0 million and
$4.1 million, respectively. Amortization expense for the nine months ended September 30, 2005 and 2006 was
$9.0 million and $12.1 millien, respectively. Estimated amortization expense related to intangibles and other
assets, excluding deferred financing costs, at September 30, 2006 and for each of the next five years and
thereafter is summarized as follows (in thousands):

Period ending September 30 (unaudited):

2007 $ 16,134
2008 12,126 .
2009 10,395
2010 8,837
2011 7,550
Thereafter 35,002

. $ 90,044

Accrued liabilities consist of the following (in thousands).

December 31, September 30,

2005 2006
(Unaudited)
Accrued expenses $ 23,201 3 24,569
Accrued compensation 5,258 4,068
Accrued severance and exit costs 668 104
Accrued taxes 2,932 2,447
Accrued interest and other 5,697 1,539

8 37,756 3 32,787

During the years ended December 31, 2004 and 20035, the Company entered into separation agreements
with certain executives. SFAS No. 88, Employers’ Accounting for Settlements and Curtailments of Defined
Benefit Pension Plans for Termination Benefits, requires the Company to accrue severance payments for these
executives, At December 31, 2005, the Company had accrued approximately $0.7 million related to these
agreements, of which $0.6 million related to severance and the remaining $0.1 million related to leased facility
costs. For the nine months ended September 30, 2006, the Company paid approximately $0.5 million of this
liabiiity, leaving approximately $0.2 million.

3. DEBT
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Debt consists of the following (in thousands):

December 31, September 30,
2005 2006
(Unaudited)
Revolving credit facility $ - 3 7,250
Second-priority senior secured notes 154,000 154,000
Senior subordinated notes 49,745 56,361
Other 108 28
Total debt 203,853 217,639
Less unamortized discount on senior secured notes and senior
subordinated notes {5,898) - (5487 )
197,955 212,152
Less current portion of long-term debt {108) (28)
Long-term debt, net 3 197,847 $ 1 212,124

Revolving Credit Facility. The Company has a revolving credit facility (the “Revolver”) with a syndicate
of banks and other lending institutions with a borrowing base timitation equal to 80% of “cligible receivables”
and 50% of inventory, as defined in the ¢redit agreement. The Revolver provides for financing on a revolving
basis of up to $30.0 million and a $22.5 million letter of credit facility that expires on September 9, 2009. To
the extent that letters of credit outstanding are greater than $10.0 million, the incremental ietters of credit
outstanding over $10.0 million reduces our availability. The Company’s maximum permitted annual capital
expenditures are $30.0 million for 2006. Amounts unused under the Revolver are subject to a fee, due
quarterly, based on a per annum rate, as amended, of 0.375%. Advances bear simple interest at an annual rate
equal to one of the following, at our option (i) the Prime Rate or (ii) a rate equal to the Eurodollar Rate as
adjusted by the Eurodollar Reserve Percentage plus 2.0%, as amended. Interest is payable quarterly, following
the end of each previous calendar quarter, Advances received on the Revolver bore interest at our option using
the prime rate, which was 7.25% at December 31, 2003 and 8.25% at September 30, 2006. Securus draws from
the available credit on the Revolver to cover normal business cash requirements. As of December 31, 2005 and
September 30, 2006, Securus had $30.0 million and $22.8 million, respectively, of borrowing availability under
the Revolver.

In April 2006, the Company and its lenders executed a second amendment to the Revolver to clarify certain
debt compliance calculations,

Second-priovity Senior Secured Notes. On September 9, 2004, Securus issued $154.0 million of Second-
priority Senior Secured Notes that bear interest at a per annum rate of 11%, All principal is due September 9,
2011. To the extent the Company generates excess cash flow (as defined in the indenture) in any calendar year
beginning with the year ended December 31, 2005, the Company is required by the Second-priority Senior
Secured Notes to offer to repay principal equal to 75% of such excess cash flow at a rate of 104% of face
value, No excess cash flow payment was due for the calendar year ended December 31, 2005 because no
excess cash flow was generated. Interest is payable semiannually on March 1 and September 1. ‘The Second-
priority Senior Secured Notes were issued at a discount to face value of $3.6 million or 97.651%. Proceeds
obtained from the issuance of Second-priority Senior Secured Notes were used to finance the acquisition of
Evercom and to repay tlien outstanding long-term debt obligations. The effective interest rate is 11.6% on the
Second-priotity Senior Secured Notes,

In connection with the issuance of its outstanding 11% Second-priority Senior Secured Notes, the Company
entered into a registration rights agreement pursuant under which the Company agreed to exchange the
outstanding Second-priority Senior Secured Notes for registered 11% Second-priority Senior

Secured Notes due 2011 (the “Bxchange Offer”). Pursuant to this registration rights agreement, the Company
agreed to file a registration statement relating to such Exchange Offer on or before March 28, 2005. As a result
of the Company’s failure to timely file a registration statement relating to such Exchange Offer, the Company
was required to pay an additional 0.5% interest to its Second-priority Senior Secured Notsholders from

March 28, 2005 to May 16, 2003, the filing date of the Exchange Offer registration statement, and from July 7
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to July 27, 2005, the consummation date of the Exchange Offer.

Senior Subordinated Notes. On September 9, 2004, Securus issued $40.0 million of Senior Subordinated
Notes, unsecured and subordinate to the Revolving Credit Facility and the Senior Notes, that bear interest at an
annual rate of 17%. Interest is payable at the end of each calendar quarter, or, as restricted by the Company’s
Revolving Credit Facility, is paid-in-kind by adding accrued interest to the principal balance of the Senior
Subordinated notes. All outstanding principal, including interest paid-in-kind, is due on September 9, 2014 and
a mandatory prepayment equal io $20.0 million plus 50% of all outstanding interest paid-in-kind is due on
September 9, 2013. In connection with the issnance of the Senior Subordinated Notes, Securus issued warrants
to acquire 51,011 shares of Securus Technologies, Inc. common stock at an exercise price of $0.01 per share to
the Senior Subordinated Note holders. As aresult, Securus discounted the face value of the Senior
Subordinated Notes by $2.9 million representing the estimated fair value of the warrants at the time of
issuance. Proceeds obtained from the issuance of the Senior Subordinated Notes were used to finance the
acquisition of Evercom, repay outstanding long-term debt obligations, and for general operating purposes.
During the nine months ended September 30, 2006, $6.6 million of paid-in-kind interest was added to the
principal balance of the Notes. The effective interest rate is 18.9% on the Senior Subordinated Notes.

All of the Company’s subsidiaries (the “Subsidiary Guarantors™) are fully, unconditionally, and jointly and
severably liable for the Revolving Credit Facility, Second-priority Senior Secured Notes and Senior
Subordinated Notes. The Subsidiary Guarantors are wholly-owned and constitute all of the Company’s direct
and indirect subsidiaries. The Company has not included separate financial statements of its subsidiaries
because (a) the aggregate assets, liabilities, earnings and equity of the Company are presented on a consolidated
basis and (b) the Company believes that separate financial statements and other disclosures concerning
subsidiaries are not material to investors.

The Company’s credit facilities contain financial and operating covenants, among other items, that require
the maintenance of certain financial ratios, including specified interest coverage ratios, maintenance of
minimum levels of operating cash flows (as defined), and maximum capital expenditure limitations. These
covenants alse limit our ability to incur additional indebtedness, make certain payments including dividends to
shareholders, invest and divest company assets, and sell or otherwise dispose of capital stock. In the event that
the Company fails to comply with the covenants and restrictions, as specified in the credit agreements, Securus
- may be in default at which time payment of the long term debt and unpaid interest may be accelerated and
become immediately due and payable. As of September 30, 2006, the Company was in compliance with all
covenants.

4. SEGMENT INFORMATION

SFAS No. 131, Disclosures About Segments of an Enterprise and Related Information, establishes
standards for reporting operating segments in financial statements. SFAS No. 131 also establishes standards for
disclosures about products and services, geographic areas and major customers,

Management organized the enterprise around differences in products and services, The Company and its
predecessor had four reportable segments: direct call provisioning, solutions services, telecomtmunications
services, and equipment sales. Through these segments, the Company provides inmate telecommunication
products and services for correctional facilities, including security enhanced call processing, call validation and
billing services for inmate calling. Depending upon the contractual relationship at the site and the type of
customer, the Company provides these products and services through service agreements with other
telecommunications service providers, including Verizon/Public Communications Services, Global Tel*Link,
AT&T (formerly SBC), Embarq (formerly Sprint) and Qwest (i.e., telecommunications services segment and
solutions services segment) and through direct contracts

between the Company and correctional facilities (i.e., direct call provisioning segment). In addition, the
Company sells systems to certain telecommunication providers (i.e., Equipment Sales segment).

The Company evaluates performance of each segment based on operating results. Total assets are those
owned by or allocated to each segment. Assets included in the “Corporate and Other” colurn of the following
table include all assets not specifically allocated to a segment. There are no intersegment sales. The Company’s
reportable segments are specific business units that offer different products and services and have varying
operating costs associated with such products. The Company uses estimation to allocate certain direct costs and
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selling, general and administrative costs, as well as for depreciation and amortization, goodwill, and capital
expenditures. Estitnation is required in these cases because the Company does not have the capability to
specifically identify such costs to a particular segment, The estimation is based on relevant factors such as
proportionate share of revenue of each segment to the total business.

Segment information for the nine months ended September 30, 2005 (unaudited) is as follows (in
thousands):

Direct Call Solutions Telecommunications Equipment Corporate

Provisioning Services Services Sales & Other & Oiher Total
Revenne from
external
customers 3 224935 § 35,184 3 20,091 °% 1,026 § - $281,236
Segment gross
margin $ 48,096 § 6,628 § 11,183 § 857 % - % 66,764
Depreciation and
amortization 14,255 - 2,600 37 95 16,987
Other operating
costs and
expenses ) 6,019 953 ‘- 34 29,910 36,916
QOperating income
(loss) $ 27,8223 5675 % 8,583 § 786 $ (30,005) § 12,861
Interest and other
expenses, net 19,058

Segment loss
before income ‘

taxes %7’09 7)

Capital

expenditures $ 12,356 § - % - 3§ - %5 6376 $ 18,732
September 30,

2005:

Total assets 3 221,340 $ 17,670 § 12,925 § 1,381 § 17,096 $270,412
Goodwill $ 49,385 § - 3 - % - % - § 49,385

Segment information for the nine months ended September 30, 2006 (Unaudited) is as follows {in
thousands):

Direct Call Selutions Telecommunications Equipment Corporate

Provisioning Services Services Sales & Other & Other Total
Revenue from
external
customers $ 251,721 § 35,161 § 11,077 § 494 § - 5298453
Segment gross
margin $ 54,791 § 8,847 § 5,656 § 127 § - 8§ 69,421
Depreciation and
amortization 19,789 987 428 - 103 21,307
Other operating
costs and o
expenses 5,856 337 - - 32,586 38,779
Operating income
(loss) $ 29,146 § 7,523 § 3,228 § 127 8§ (32,689) % 9,335
Interest and other
expenses, net : 20,742
Segment loss
before income _
taxes . {11,407
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Capital _

expenditures 3 19,174 § -3 - % - 3 108 § 19,282
September 30,

2006:

Total assets b 213270 § 23,523 § 1,499 $ - § 23520 $261,812
Goodwill 3 37,936 § - 3 - 3 - § - § 37936

Segment information for the three months ended September 30, 2005 is as follows {in thousands):

Direct Call Solutions Telecommunications Equipment Corporate )
Provisioning Services Sales & Other & Other Totzl
Revenue from
external
customers $ 76,706 § 12,074 § 5,614 § 358 § - § 94,752
Segment gross ’
margin 17,176 § 2,590 § 2,866 § 308 $ - 5 22940
Depreciation and
amortization 4,573 - 1,126 9 25 5,737
Other operating
costs and
expenses 2,030 379 - - 10,278 12,687
Operating income
(loss) b 10,573 § 2,211 % 1,740 § 299 8 (10,307y $ 4,516
Interest and other
expenses, net 6,570
Segment loss
before income
taxes (2,054)
Capital
expenditures $ 5,153 § - 3 - 3 - % 2025 % 7.178
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Segment information for the three months ended September 30, 2006 (Unaudited) is as follows (in

thousands):

Direct Call Solutions
Provisioning Services

Telecommunications

Equipment

Corporate

Sales & Other & Other Total

Revenue from
external
customers $

84,0904 § 11,183 §

2,744 8

64 % - % 98,085

Segment gross
margin
Depreciation and
amortization
Other operating
costs and
expenses

17,223 2,564 §

7,083 348

1,803 113

1,437

143

46 - 21,270

- 35 7,609

- 10,448 12,364

Operating income
(loss)

8337 8 2,103 §

1,294 §

46 8 (10483 § 1,297

Interest and other
expenses, net
Segment loss
before income
taxes

- - 6,892

- - 8 (53595

Capital
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expenditures $ 6,174 $ - 3 - 3 - % 23 § 6,197

5. STOCKHOLDERS’ EQUITY

As of September 30, 2006, 53,497 shares were issued and outstanding of Ciass B Common Stock under the
2004 Restricted Stock Purchase Plan to certain members of management. These shares are subject to forfeiture
pursuant to the terms of management’s respective Restricted Stock Purchase Agreements and the 2004
Restricted Stock Purchase Plan and the restrictions described herein and therein. The restricted periods end
upon either the occurrence of certain events or upon lapse of time. With respect to one-third of the stock, the
restricted period ends upon the lapse of time in equal increments with certain exceptions. The restricted period
for up to one-third of the stock ends upon the sale of the Company’s stock to an independent third party, as
defined in the 2004 Restricted Stock Plan, With respect to the remaining shares, the restricted period ends upon
the Company attaining certain performance measures determined by the Company’s Board of
Directors, Further, upon a change of control of the Company, the restricted period could end for all of the
restricted shares that have not previously vested. The restricted shares are entitied to dividends, if declared,
which will be distributed upon termination of the restricted period with respect to any such restricted
shares. The Company measures compensation expense on these restricted shares commensurate with their
vesting schedules. For the portion of the restricted shares that vest contingently with the occurrence of certain
events, the Company records compensation expense when such events become probable, For the three and nine
months ended September 30, 2006, the incremental compensation expense on the restricted shares issued to the
Company’s CEO and other executives was determined based on the estimated fair value of the Class B
Common Stock, which resulted in compensation charges of approximately $28,000 and $83,000, respectively,
to the condensed consolidated statements of operations.

6. GUARANTEES

FSP 45-3 the Financial Accounting Standards Board (“FASB”) amends Interpretation No. 45,
“Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indivect Guarantees of
Indebtedness of Others”, 1o require a guarantor to recognize a liability for the estimated fajr value of guarantee
obligations entered into after January 1, 2006 and disclosure of the maximum amount that could be paid under
the guarantee obligation. In February 2006, the Company entered into an agreement with a telecommunications
vendor, primarily for local and long distance services, whereby the Company

guarantees a minimum purchase commitment over a two to three year period. Management has reviewed the
agreements and believes the fair value to be zero. The maximum amount that would be paid under this
guarantee totals $15.0 million at September 30, 2006.

7. RECENT ACCOUNTING PRONOUNCEMENT

In July 2006, FASB issued Interpretation No. 48, dccounting for Uncertainty in Income Taxes — an
interpretation of SFAS No. 109 (FIN 48), which clarifies the accounting and disclosure for uncertainty in tax
positions, as defined, recognized in an entity’s financial statements in accordance with SFAS No. 109, It
prescribes a recognition threshold and measurement attribute for financial statement disclosure of tax positions
taken or expected to be taken on a tax return. This interpretation is effective for fiscal years beginning after
December 15, 2006. We will be required to adopt this initiative in the first guarter of fiscal 2007. The
Company has not yet determined the impact this interpretation will have on our resuits from operations or
financial position.

In September 2006, the FASB issued Statement No. 157, Fajr Value Measurements. This new standard
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles,
and expands disclosures about fair value measurements. The new standard is effective for financial statements
for the fiscal years beginning after November 15, 2007, and interim periods within those years, The provisions
of the new standard are to be applied prospectively for most financial instruments and retrospectively for others
as of the beginning of the fiscal year in which the standard is initially applied. We will be required to adopt this
new standard in the first quarter of 2008. We are currently evaluating the requirements of Statement No. 157
and have not yet determined the impact on our consolidated financial statements,

In September 2006, the SEC issued Staff Accounting Bulletin (“SAB”) No. 108, Considering the Effects of
Prior Year Misstatement when Qualifying Missiatements in Current Year Financial Statements. SAB 108
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addresses the views of the SEC staff regarding the process of quantifying financial statements
misstatements. SEC registrants are expected to reflect the effects of initially applying the guidance in SAB 108
in their annual financial statements covering the first fiscal year ending November 15, 2006. The cumulative
effect of the initial application should be reported in the carrying amounts of assets and liabilities as of the
beginning of that fiscal year and the offsetting adjustment should be made to the opening balance of retained
carnings for that year. We will be required to adopt the interpretations in SAB 108 in the fourth quarter of
2006. We are currently evaluating the impact of applying this guidance.

8. SUBSEQUENT EVENTS

On November 13, 2006, the Company entered into a new employment contract with Richard Faicone, the
Company’s Chairman of the Board and Chief Executive Officer. The employment contract extends through
January 5, 2009. Among other provisions, the contract specifies Mr. Falcone will receive a minimum base
salary of $400,000 per year and will have the potential to earn an annual bonus targeted to equal 100% of his
base salary. In addition, Mr. Falcone will receive a one-time bonus, payable upon the contract execution date,
of $485,500 and will also recetve a $460,000 bonus payable at the end of the contract term. In conjunction with
the execution of the contract, the Company entered into a restricted shares agreement with Mr. Falcone whereby
Mr. Falcone received an additional 9,484 shares of Class B common stock. -

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis of the Company’s financial condition and results of operations
should be read in conjunction with the financial statements and the notes thereto contained elsewhere in this
report. Certain information contained in the discussion and analysis set forth below includes forward-

looking statements that involve risks and uncertainties, See “Special Note Regarding Forward-Looking
Statements.”

Special Note Regarding Forward-Looking Statements

This Quarterly Report on Form 10-Q) contains forwatd-looking statements within the meaning of the
federal securities laws. These forward-looking statements reflect, among other things, our current expectations,
plans and strategics, and anticipated financial results, all of which are subject to known and unknown risks,
uncertainties and factors that may cause our actual results to differ materially frotn those expressed or implied
by these forward-looking statements. Many of these risks ate beyond our ability to contro} ot predict, Any
staternents contained in this quarterly report that are not statements of historical fact, including statements about
our beliefs and expectations, are forward-looking statements and should be evaluated as such. The words
“anticipates,” “believes,” “expects,” “intends,” “seeks to,” “plans,” “estimates,” “targets,” “projects,” “should,”
“may,” “will” and similar words and expressions are intended to identify forward-looking statements, All
forward-looking statements are based on information available to the Company on the date hereof, and investors
should not rely on forward-looking statements because they are subject to a variety of risks, uncertainties, and
other factors that could cause actual results to differ materially from our expectations, and we expressly do not
undertake any duty to update forward-looking statements. These factors include, but are not limited to:

(i) competition in our industry and in the telecommunications industry generally; (ii) our substantial amount of
debt; (iii) our limited operating history and accumulated deficits; (iv) the integration of Evercom into our
business; (v) our financial results being dependent on the success of our billing and bad debt management
systems; (vi) loss of major partners or customers and recent trends in the inmate telecommunications industry
and the risks of government contracts; (vii) protection of our proprietary technology and ensuring that we do not
infringe on the proprietary technology of other companies; (viii) our ability to adapt new technologies and
respond effectively to customer requirements or provide new products and services; (ix) control by our equity
investors; (x) our ability to adapt to changes in state and federal regulations that apply to the inmate
telecommunications industry; (xi) extensive government legislation and regulations; and (xif} other factors .
detailed from time to time in our filings with the SEC.

Overview

‘We are the largest independent provider of inmate telecommunications services to correctional facilities
operated by city, county, state and federal authorities and other types of confinement facilities such as juvenile
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detention centers, private jails and halfway houses in the United States and Canada, As of September 30,
2006, we provided service to approximately 3,000 correctional facilities.

Qur business consists of installing, operating, servicing and maintaining sophisticated call processing
systems in correctional facilities and providing related services. We typically enter into multi-year agreements
(generally three to five years) directly with the correctional facilities in which we serve as the exclusive
provider of telecommumications services to inmates. In exchange for the exclusive service rights, we pay a
negotiated commission to the correctional facility based upon revenues generated by actual imnate telephone
use. In addition, on larger contracts we typically have partnered with regional bell operating companies, or
RBOCs, lacal exchange carriers, or LECs, and interexchange carriers, or IXCs as well as independent
telecommunications companies, for which we provide our equipment and, as needed, back office support,
including validation, billing and collections services, and charge a fee for such services. Based on the particular
needs of the corrections industry and the requirements of the individual correctional facility, we also sell
platforms and specialized equipment and services such as law enforcement management systems, call activity
reporting and call blocking.

Our business is conducted primarily through our twe ptincipal subsidiaries: T-Netix, which we acquired in
March 2004, and Evercom, which we acquired in September 2004.

Revenues

We derived approximately 80.0% and 84.3% of our revenues for the nine months ended September 30,
20035 and 2006, respectively, from our direct operation of inmate telecommunication systems located in
correctional facilities in 48 states and the provision of related services. We enter into multi-year agreements
under direct, or “prime* contracts with the correctional facilities, pursuant to which we serve as the exclusive
provider of telecommunications services to inmates within each facility. In exchange for the exclusive service
rights, we pay a commission to the correctional facility based upon inmate telephone use. Our commission rates
averaged approximately 43.0% of direct revenues for the year ended December 31, 2005 and averaged 42.6%
and 43.9% for the nine months ended September 30, 2005 and 2006, respectively, We install and generally
retain ownership of the telephones and the associated equipment and provide additional services tailored to the
specialized needs of the corrections industry and to the requirements of each individual correctional facility,
such as call activity recording and call blocking. In our direct call provisioning business, we earn the full retail
value of the call and pay corresponding line charges and commissions. As a result, our direct call provisioning
business gross profit dollars are higher, but our gross profit margin is lower, than in our services business.

We derived approximately 7.1% and 3.7% of our revenues for the nine months ended September 30, 2005
and 2006, respectively, by providing telecommunication services to RBOCs, LECs, IXCs, and independent
telecommunications companies, our service partners, {ypically through subcontracts in connection with the
RBOCs’, LECs’ or IXCs’ separate contracts with larger correctional institutions. In such instances, we provide
equipment, security enhanced call procegsing, call validation, and service and support though the '
telecommunications provider, rather than directly to the facility. Although our revenues for services to
telecommunications service providers are lower than in our direct call provisioning business, where we provide
the service to the facility directly and receive the retail value of the cail, we do not incur all the additional
capital costs related to these larger contracts that typically require up-front or guaranteed commission payments,
Our gross margin percentage for providing telecommunications services is higher than the margin for our direct
call provisioning business because we do not incur commissions, transport costs or risk of collection.

We also offer our solutions services, as described below, and the sale of equipment to RBOCs, LECs, IXCs
and independent teleconnmunications companies as customers, to support their telecornmunication contracts
with correctional facilities. We derived approximately 12.5% and 11.8% of our revenues for the nine months
ended September 30, 2005 and 2006, respectively, from our solutions business. The solutions business consists
of providing validation, uncollectible account management and billing services. In this business, accounts
receivable generated from calls placed by inmates in correctional facilities are typically purchased from the
third party inmate telecommunication providers and we accept responsibility for call validation, uncoltectible
accounts, and billing and collections costs, with no recourse to the RBOC, LEC, IXC or independent customer.
However, all purchased receivables must be processed and validated through our risk management system prior
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to allowing the call to be completed and also must be billed through our proprietary billing systems.
Revenues from our solutions services equal the difference between the face value of the receivables purchased
and the amount we pay the RBOC, LEC, IXC or independent customers for the discounted accounts receivable.
Hecause revenues associated with our solutions business represent only a percentage of the face value of the
receivables purchased, the associated billing and collection fees and uncollectible account expense represent a
much higher percentage of revenues as compared to our direct call provisioning business. In the solutions
business, we do not bear any of the costs of facility commissions, equipment, line charges or direct sales
charges, but bear the risk of unbillable and uncollectible accounts receivable.

We also sell equipment, typically consisting of our inmate calling system and digital recording systems, to
a limited number of telecommunication services providers and some direct facilities.

In our direct call provisioning business and solutions services, we accumulate call activity data from our
various installations and bill our revenues related to this call activity primarily through direct billing
agreeiments, or in some cases through billing aggregators. In each case, we accrue the related
telecommunication costs for validating, transmitting, billing and collection, bad debt, and line and fong-

distance charges, along with commissions payable to the facilities. In our telecommunications services business,
our service partner bills the called party and we either share the revenues with our service partner or receive a
prescribed fee for each call completed, We also charge fees for additional services such as customer support and
advanced validation.

Cost of Service

Our principal cost of service for our direct call provisioning business consists of commissions paid to
correctional facilities which are typically expressed as a percentage of either gross or net direct revenues and are
typically fixed for the term of the agreements with the facilities; bad debt expense, consisting of unbillable and
uncollectible accounts and billing charges; telecommunication costs such as telephone line access, long distance
and other charges, field operations and maintenance costs, which consist primarily of field service on our
installed base of inmate telephones; and selling, general, and administrative costs. We pay monthly line and
usage charges to RBOCs and other LECs for interconnection to the local network for local calls, which are
computed on a flat monthly charge plus, for certain LECs, a per message or per minute usage rate based on the
time and duration of the call. We also pay fees to RBOCs and other LECs and long distance catriers based on
usage for long distance calls. Third-party billing charges consist of payments to LECs and other billing service
providers for billing and collecting revenues from called parties. Customer service costs represent either in-
house or contracted customer service representatives who handle questions and concerns and take payments
from billed parties.

Cost of service associated with telecommunication services consists primarily of service administration
costs for correctional facilities, including salaries and related personnel expenses, communication costs and
inmate calling systems repair and maintenance expenses. Cost of service associated with telecommunication
services algo includes costs associated with call valtdatlon procedures (primarily network expenses and database
access charges).

Cost of service associated with the solutions business generally includes billing and collection and the risk
of unbillable and uncollectible accounts receivable.

Facility Commissions. In our direct call provisioning business, we pay a facility commission typically
based on a percentage of our billed revenues from such facility. Commissions are set at the beginning of each
facility contract. Commission rates are one of the primary bases of competition for obtaining and retaining
facility contracts,

Bad Debi. We account for bad debt as a cost of providing telecommunications in our direct call
provisioning and solutions business lines. We accrue the related telecommunications cost charges along with an
allowance for unbillable and uncollectible calls, based on historical experience, Charges for inmate telephone
calls on a collect basis are considered unbillable, in cases when there is no billing address for the telephone
number called, or uncollectible, when the billed party is unable or unwilling to pay for the call. Weuse a
proprietary, specialized billing and bad-debt management system to integrate our billing with our call blocking,
validation, and customer inquiry procedures. We seek to manage our higher risk revenues by proactively
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requiring certain billed parties to prepay collect calls or be directly billed by us. This system utilizes multi-
variable algorithms to minimize bad debt expense by adjusting our credit policies and billing, For example,
when unemployment rates are high, we may decrease credit to less creditworthy-billed parties or require them
to purchase prepaid calling time in order to receive inmate calls. This system, combined with the direct billing
to LECs, has enabled us to realize what we believe to be industry-low bad debt margins. Bad debt tends to rise
as the econemy worsens, and is subject to numerous factors, some of which may not be known, To the extent
our bad debt management system overcompensates for bad debt exposure by limiting credit to billed parties, our
revenues and profitability may decline as fewer calls are permitted to be made,

Field Operations and Maintenance Costs. Field operations and maintenance costs consist of service
administration costs for correctional facilities, including salaried and related personnel expenses, and inmate
calling systems (including related equipment), repair and maintenance. The costs of providing services
primarily consist of service administration costs for correctional facilities, including salaries and

related personnel expenses, communication costs, and imnate calling systems repair and maintenance expenses.

SG&A. SG&A expenses consist of corporate overhead and seiling expenses, including marketing, legal,
regulatory and research and development costs.

Industry Trends

We provide our products and services to telecommunications and solutions service providers such as
Giobal Tel*Link, Verizon/Public Communications Services (PCS), AT&T (formerly SBC) and Embarq
(formerly Sprint), among other call providers. For the three and nine months ended September 30, 2006, 14.2%
and 15.5%, respectively, of our total revenues were generated from contracts with telecommunications and
solutions service providers. The following table lists our largest telecommunications and solutions service
provider contracts for the three months ended September 30, 2006:

Approximate % of Approximate % of Total Contract
Total Solutions Telecommunications Expiration
Customer Services Revenue Services Revenue Date**

Global Tel*Link* 73.6% 36.0% March 1, 2008
Embarq (formerly Sprint) 21.6% 7.2% Month-to-Month
AT&T (formerly SBC) - 28.0% May 1, 20609
Aok
FSH Communications - 25.4% Month-to-Month
Verizon / Public - 1.4% Month-to-Month
Communications

Services, Inc.*

*AT&T sold its inmate telecommunications business to Global Tel*Link in 2005. Verizon sold its inmate
telecommunications business to Public Communications Services, Inc. in 20035.

**Represents expiration dates for master customer contracts. Below the master customer contracts,
subcontracts govern site-specific contract durations, which are typically consistent with the terms of our
partners’ prime contracts with the underlying correctional facilities. In some cases, our subcontracts with
such customers for certain correctional facilities may extend beyond the term of the related master contract,
in which case our agreements with these customers generally extend through the term of the subcontract.

#**SBC Recently changed its name to AT&T

In the first quarter of 2005 large industry participants Verizon and AT&T communicated plans to exit the
inmate telecommunications business. During 2004, Verizon and AT&T were our two largest
telecommunications services customers and, AT&T was our largest solutions customer, These communications
by Verizon and AT&T continued a recent trend of large dominant telecommunications carriers exiting the direct

http://sec.gov/Archives/edgar/data/1320051/000132005106000017/g3form10g.htm 12/25/2006



Page 17 of 34

inmate telecommunications business. Both Verizon and AT&T subsequently sold their inmmate
telecommunications businesses to Securus’ competitors in 2005. As a result of this trend and the Verizon and
AT&T sales, we anticipate that our revenue and profits associated with these product lines will continue to
decline.

We anticipate that our revenues and profits associated with our customer, Global Tel*Link, will continue to
. decline and that agreements we have in place with them will not be renewed upon expiration. We believe it is
reasonable to expect that they will elect to replace our services over time with their internal resources or will
procure services from other third parties who otherwise do not compete with them on a

direct call provisioning basis. Global Tel*Link has recently begun notifying us of their intent to eliminate our
services, to the best of our knowledge, in all cases where their contracts have come to term. We therefore expect
our solutions and telecommunications services businesses with Global Tel*Link to decline to zero over the next
several years. Contractually, our solutions and telecommunications services customers can replace our services
as their underlying phone contracts with correctional facilities expire.

Notwithstanding the foregoing developments and the anticipated declining revenue stream associated with
our sotutions and telecommunication services product lines, we believe that the departure of large industry
participants such as Verizon and AT&T from the direct call provisioning business may present significant
opportunities for us and other independent providers in the future. Specifically, we are well positioned to
procure agreements to provide direct call provisioning services to those corrections facilities previously
serviced by Verizon and AT&T because we have been providing some inmate capabilities to those facilities on
a sub-contractor basis. However, we anficipate that contracts to service the facilities will likely be subject to
competitive bidding. Moreover, if we seek to secure inmate telecommunications contracts with larger county
and state departments of corrections, we may be required to provide multi-million dollar up front payments,
surety bonds or guaranteed commissions, as well as incur the cost of equipment and similar costs, Although we
have typically incurred equipment and similar costs in connection with providing telecommunication and
solution services, we have not incurred the high capital costs related to these larger contracts, which have
historically been absorbed by our RBOC and IXC partners. Given the large up-front costs associated with the
procurement of larger county and state departments of corrections inmate telecommunication contracts, we will
be required, on a case-by-case basis, to weigh the sufficiency of benefits of bidding on such contracts given the
large up-front payment requirements and the anticipated lower gross margins we will generate on such
agreements,

Results of Operations

The following tables present the results of operations of the Company through operating income:

For the Three Months For the Nine Months Ended
Ended
September  September September September
30, 2005 30, 2006 30, 2005 30, 2006
(Dollars in thousands) (Unaudited) (Unaudited)

Revenue:

Direct call provisioning $ 76,706 $ 84,094 $ 224935 § 251,721

Solutions services 12,074 11,183 35,184 35,161

Telecommunications services 5,614 2,744 20,091 11,077

Equipment sales and other 358 64 1,026 494

Total revenue 94,752 98,085 281,236 298,453
Expenses:

Cost of service 71,812 76,815 214,472 229,032

Selling, general and administrative 12,687 12,336 36,916 38,696

Stock-based compensation ' - 28 - 83

Depreciation and amortization 5,737 7,609 16,987 21,307

Total operating costs and
expenses 90,236 96,788 268,375 289,118
Operating income $ 4516 § 1,297 $ 12,861  § 9,335
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(Dollars in thousands)
Revenues
Direct call provisioning
Solutions services
Telecommunications services
Equipment sales and other
Total revenue
Total cost of service
Selling, general and administrative
Stock-based compensation
Depreciation and amortization
Total operating costs and
expenses
Operating income

Total Variance

Total Variance

(3,526 3

COMPARISON OF THREE MONTHS ENDED SEPTEMBER 30, 2006 TO THREE MONTHS ENDED

SEPTEMBER 30, 2005

The corrections industry, which includes the inmate calling market, is and can be expected to remain highly
competitive. We compete directly with numerous other suppliers of inmate call processing systems and other
corrections related products (including our own telecommunications and solutions service provider customers)
that market their products to our same customer base.

Revenues. Compared to the corresponding third quarter of the prior year, consolidated revenues increased
$3.3 million or 3.5% to $98.1 million. The primary components of the increase in revenues are discussed

below:

Direct call provisioning revenues increased $7.4 million or 9.6% to $84.1 million primarily due to:

New prime business contracts won from competitors, net of accounts not renewed, of ..

approximately $3.8 million;

New prime business with the State of Pennsylvania of $3.6 million; We began serving the
State of Pennsylvania on an interim basis in late April 2008, as a result of Verizon’s desire to
exit their existing contract. We expect to continne providing service on an interim basis for the
remainder of 2006, Thereafier, the contract is expected to transition to a competitor, MCI (now
owned by Verizon), who has been awarded the long-term contract. The interim contract
generates just over $1.0 million per month of revenue.

Solutions services revenues decreased by $0.9 millicn or 7.4% to $11.2 million. Solutions services revenues
declined primarily due to terminations of service by Global Tel*Link as their underlying facility contracts
expired. Solutions services revenues are expected to decline in the future as a result of indications from
Global Tel*Link that it intends to eliminate our services as contracts expire, We expect solutions services
revenues to decline by $1.0 million per quarter for the next several quarters and expect further declines

thereafter.
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in Dollars in Dollars
Between the Between the
Three Months Nine Months
Ended Ended
September 30, %o September 30, %
2005 and 2006 Change 2005 and 2006 Change
(Unaudited) (Unaudited)
$ 7,388 9.6 $ 26,786 11,9
(891 ) (7.4) (23 ) {0.1)
(2,870 ) {(51.1) (9,014 ) (44.9
(294 ) (82.1) (532 ) (51.9) -
3,333 35 17,217 6.1
5,003 7.0 14,560 6.8
{351 ) (2.8) 1,780 4.8
28 - 83 -
1,872 32.6 4,320 254
6,552 7.3 20,743 7.7
$ (3,219 4 (71.3y 3 (27.4y
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Telecommunications services revenues decreased by $2.9 million or 51.1% to $2.8 million primarily
attributable to accounts that we did not retain upon contract renewal or accounts that converted to direct
provisioning revenue. We have not retained a significant amount of our telecommunications services
contracts upon renewal as a result of our strategy to focus on growing our direct provisioning business.
The departures of AT&T and Verizon from the inmate telecommunications market and resulting sale of
those businesses to our competitors contributed to the decline, We expect the significant declining trend
in telecommunication services revenue to continue, We expect the telecommunications services
revenue to decline by approximately $0.8 million between the third quarter of 2006 and the fourth
quarter of 2006, Thereafter, we expect our telecommunications services revenues to decline more
gradually.

Equipment sales and other services revenues represented a minor component of our total revenues. We
do not expect to generate significant equipment sales revenue in the future,

Historically in our direct provisioning business, the third quarter of the year has been our lowest seasonal
quarter, representing approximately a 6% average revenue decline from our first quarter and approximately a
5% decline relative to our second quarter.

Cost of Service. Total cost of service increased by $5.0 miltion, or 7.0%, to $76.8 million. The increase was

due primarily to the change in the mix of our operating revenues. A comparison of the components of our
business segment gross margins is provided below:

For The Three Months For The Three Months

Ended September 36, Ended September 30,
(Dollars in thousands) 2005 2006
‘ (unaudited) {(unaudited)

Direct call provisioning

Revenue $ 76,706 5 84,004

Cost of service 59,530 77.6% 66,871 79.5%

Segment gross matgin $ 17,176 22.4% $ 17,223 20.5%
Solutions services

Revenue $ 12,074 $ 11,183

Cost of service 9,484 78.5% 8,019 77.1%

Segment gross margin 3 2,590 21.5% $ 2,564 22.9%
Telecommunications services

Revenue $ 5,614 3 2,744

Cost of service 2,748 48.9% 1,307 47.6%

Segment gross margin $ 2,866 51.1% $ 1,437 52.4%
Equipment sales and other :

Revenue $ 358 b 64

Cost of service 50 14.0% 18 281%

3 308 86.0% $ 46 71.9%

Our direct call provisioning revenues increased while our solutions services, telecommunications services
and equipment sales and other revenues decreased. Historicaily, operating costs are a substantially higher
component of revenues in the direct call provisioning and solutions services businesses than in the
telecommunications services and equipment sales businesses.

Cost of service in our direct provisioning business increased as a percentage of revenue primatily as a result

of costs associated with the addition of the State of Pennsylvania account, coupled with increases in
commission expense and billing costs, We believe we have received the majority of final bad debt write-
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offs related to Hurricane Katrina from our local exchange carrier billing agents and we believe we are
adequately reserved to cover any remaining exposure. We have filed a claim with our insurance carrier to
potentially recover some of the loss. We expect total cost of service as a percentage of revente in the direct
provisioning business to be relatively stable in the upcoming quarters, and decline in the longer term as we
achieve operating efficiencies through our new, centralized voice over intemnet protocol architecture, which will
be rolled out over the next several years.

Cost of service in our solutions segment as a percentage of our revenue improved as a result of favorable
bad debt trends. Cost of service is 2 more voiatile component of solutions services relative to our other business
units because most of the cost is comprised of bad debt expense.

Cost of service in our telecommunications segment as a percentage of revenue decreased to 47.6% from
48.9%. This decrease is the result of the changing mix of contracts as a significant number of accounts were
deinstalled. Cost of service in the telecommunications segment is expected to be relatively stable over the next
several quarters.

Cost of service in our equipment sales and other segment increased as a percentage of revenue due to the
settlement of a customer dispute. We believe future cost of service as a percentage of revenue in this segment
will be more consistent with long-term historical trends.

SG&A. SG&A expenses of $12.3 million were $0.4 million, or 2.8%, lower than the prior vear quarter. The
decrease in expense was due primarily to various cost cutting measures. SG&A was negatively impacted in the
quarter by unusually high legal fees related primarily to several intellectual property lawsuits. The Company
also incurred approximately $0.3 million of SG&A expenses in the quarter related to our ongoing efforts to
comply with the Sarbanes-Oxley Act of 2002,

Depreciation and Amortization Expenses. Depreciation and amortization expenses were $7.6 million and
increased $1.9 million between the periods, The increase was attributable to depreciation and amortization
related to 2005 and 2006 additions to property and equipment and intangible assets consisting primarily of
investments required for growth in the direct provisioning business, back-office systems as a result of merger
consolidation and cost saving initiatives, investments in a new voice over internet protocol (“VOIP) centralized
architecture, and investments in new products and services.

Interest and Other Expenses, net. Interest and other expenses were $6.6 million and $6.9 million for the
three months ended September 30, 2005 and 2006, respectively. The increase relates primarily to the increasing
principal on the Senior Subordinated notes due to interest being paid-in-kind.

Income Tax Expense. The Company had income tax expense of $0.4 million for the three months ended
September 30, 2006 and had a $1.3 million tax benefit for the three months ended September 30, 2005. The
Company can generate tax expense despite operating losses due principally to changes in deferred tax balances.

COMPARISON OF NINE MONTHS ENDED SEPTEMBER 30, 2006 TO NINE MONTHS ENDED
SEPTEMBER 30, 2005

Revenues. The Company’s revenue for the nine months ended September 30, 2006 was $17.2 million
higher than in the comparable prior year period, representing a 6.1% increase. This increase was due primarily
to growth in the Company’s direct call provisioning business. The primary components of the increase in
revenues are discussed below:

Direct call provisioning revenues increased $26.8 million or 11.9% to $251.7 million primarily due to:

New prime business contracts won from competitors, net of accounts not renewed of
approximately $16.1 million,
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$3.7 million of revenue obtained from Verizon upon their exit from the inmate
telecommunications market in 2005, whereby we accepted assignment.

New prime business with the State of Pennsylvania of $6.3 million; We began serving the

State of Pennsylvania on an interim basis in late April 2006, as a result of Verizon’s desire to

exit their existing contract, We expect to continue providing service on an interim basis for the

remainder of 2006, Thereafter, the contract is expected to transition to a competitor, MCI (now .
~ owned by Verizon), who has been awarded the long-term contract. The interim contract

generates just over $1.0 million per month of revenue.

An increase of approximately $0.7 million related to fees charged to end-users to recoup
billing costs and end user rate increases. The increase became effective in‘the first quarter of
2006, '

Solutions services revenues were steady at $35.2 million during both periods. Solutions services revenues
are expected to decline in the future as a result of indications from Global Tel*Link that it intends to
eliminate our services as contracts expire. We expect solutions services revenues to decline by $1.0 million
per gquarter for the next several quarters and expect further declines thereafter.

Telecommunications services revenues decreased by $9.0 million or 44,9% to $11.1 miilion primarily
attributable to accounts that we did not retain upon contract renewal or accounts that converted to direct
provisioning revenue. We have not retained a significant amount of our telecommunications services
contracts upon renewal as a result of our strategy to focus on growing our direct provisioning business. The
departures of AT&T and Verizon from the inmate telecommunications market and resulting sale of those
businesses to our competitors contributed to the decline, We expect the significant declining trend in
telecommunication services revenue to continue. We expect the telecommunications services revenue to
decline by approximately $0.8 million between the third quarter of 2006 and the fourth quarter of 2006.
Thereafter, we expect our telecommunications services revenues to decline more gradually.

Bquipment sales and other services revenues were relatively consistent between the periods and were small
in relation to the other segments. We do not expect to generate significant equipment sales revenue in the
future. ' '

For the first nine months of 2006, we have won $25.0 million of annualized new direct provisioning
reventie from our competitors and have renewed 92% of accounts up for renewal in our direct provisioning
segment, We expect the positive trends in new direct provisioning revenue to contimie,

Cost of Service. Total cost of service increased by $14.6 million, or 6.8%, to $229.0 million for the nine
months ended September 30, 2006. The increase was due primarily to the change in the mix of our operating
revenues. A comparison of the components of our business segment gross margins is provided below:

For The Nine Months For The Nine Months
Ended September 30, Ended September 30,
(Dollars in thousands) 2005 : 2006
(unaudited) (unaudited)
Direct call provisioning
Revenue $ 224935 $ 251,721
Cost of service 176,839 78.6% 196,930 782%
Segment gross margin $ 48,096 21.4% § 54,79 21.8%
Solutions services
Revenue $ 35,184 $ 35,161
Cost of service 28,556 31.2% 26,314 74.8%
Segment gross margin 3 6,628 188% $ 8,847 25.2%
Telecommunications services
Revenue b 20,091 $ 11,077
Cost of service 8,908 44.3% 5,421 43.9%
Segment gross margin $ 11,183 55.7% $ 5,656 51.1%

Equipment sales and other
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Revenue ‘ $ 1,026 5 494
Cost of service 169 16.5% 367 74.3%
' 3 857 83.5% 3 127 25.7%

Our direct call provisioning revenues increased while our telecommunications services, solutions services
and equipment sales and other revenues decreased. Historically, operating costs are a substantially higher
component of revenues in the direct call provisioning and solutions services businesses than in the
telecommunications services and equipment sales businesses.

Cost of service in our direct provisioning business decreased as a percentage of revenue as a result of an
increase in fees charged to end users to recoup billing costs and cost savings initiatives in the areas of bad debt
and network costs. These benefits more than offset increases in commission expense and billing costs and
increased costs associated with the addition of the State of Pennsylvania account. We believe we have received
the majority of final bad debt write-offs related to Hurricane Katrina from our local exchange carrier billing
agents and we believe we are adequately reserved to cover any remaining exposure. We have filed a claim with
our insurance carrier to potentially recover some of the loss. We expect total cost of service as a percentage of
revenue in the direct provisioning business to be relatively stable in the upcoming quarters, and decline in the
longer term as we achieve operating efficiencies through our new, centralized voice over internet protocol
architecture, which will be rolled out over the next several years.

Cost of service in our solutions segment as a percentage of our revenue decreased significantly to 74.8%.
This decrease was due to the benefit of our successful conversion of all solutions revenues to our primary bad
debt controls and biiling processes in the first quarter of 2005. Cost of service is a more volatile component of
solutions services relative to our other business units because most of the cost is comprised of bad debt expense.

Cost of service in our telecommunications segment as a percentage of revenue increased to 48.9% from
44.3%. This increase is the result of the significant number of accounts deinstalled and the relative profitabitity
of those deinstalled accounts compared to the remaining accounts. Cost of service in the telecommunications
segment is expected to be relatively stable over the next several quarters,

Cost of service in our equipment sales and other segment increased as a percentage of revenue as a result of
the settlement of customer disputes. We believe future cost of service as a percentage of revenue in this segment
will be more consistent with long-term historical trends.

SG&A. SG&A expenses of $38.7 million for the nine months ended September 30, 2006 were
$1.8 million, or 4.8%, higher than the nine months ended September 30, 2005, The increase in expense

was due primarily to unusually high legal fees related to several ongoing intellectual property lawsuits and
approximately $1.1 million of SG&A expenses related to our ongoing efforts to comply with the Sarbanes-
Ozxley Act of 2002 during the first nine months of 2006, These increases were partially offset by declines in
salaries and contract Iabor due to synergies achieved as a result of the merger and consolidation.

Depreciation and Amortization Expenses. Depreciation and amortization expenses were $17.0 million and
$21.3 million for the nine months ended September 30, 2005 and 2006, respectively. The increase was
attributable to depreciation and amortization related to 2005 and 2006 additions to property and equipment and
intangible assets consisting primarily of investments required for growth in the direct provisioning business,
back-office systems as a result of merger consolidation and cost saving initiatives, investments in a new voice
over internet protocol (“VOIP) centralized architecture, and investments in new products and services.

Interest and Other Expenses, net. Interest and other expenses were $20.0 million and $20.7 million for the
nine months ended September 30, 2005 and 2006, respectively, The increase relates primarily to the increasing
principal on the Senior Suberdinated notes due to interest being paid-in-kind. .

Income Tax Expense. Income tax expense for the nine months ended September 30, 2005 and 2006 was a
benefit of $0.9 million and expense of $1.0 million, respectively. The Company generated tax expense despite
operating losses due principally to changes in deferred tax balances.

Liquidity and Capital Resources
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The Company’s principal liquidity requirements are to service and repay our debt and meet our capital
expenditure and operating needs. We are significantly leveraged. As of September 30, 2006, we had
$217.6 million in totai debt outstanding before considering $2.8 million of original issue discount on our
second-priority senior secured notes and $2.7 million of fair value attributable to warrants issued in connection
with our senior subordinated debt financing, both of which are reflected as discounts to outstanding long-term
debt in our condensed consolidated financial statements. See additional information on our long and short term
debt under "Debt and Other Obligations" below. As of September 30, 2006, we had unused capacity of
$22.8 million under our working capital credit facility and a total stockholders’ deficit of $44.2 million. As of
November 13, 2006, we had unused capacity of $30.0 million under our working capital credit facility.

Cash Flows

Our cash flow from operations is primarily attributable to the operations of our direct call provisioning
business which represents 84.3% of our revenues for the nine months ended September 30, 2006. The level of
our cash flow depends on multiple factors, including contract renewals and new business, as well as growth in
inmate populations, Qur net cash provided by operating activities is also affected by the level of our operating
and other expenses.

The following table, in thousands, summarizes our cash flows:

For the Nine Months Ended
September 30, September 30,

2005 2006
(Unaudited)
Net cash provided by operating activities $ 11,810 § 7,309
Net cash used in investing activities b3 (18,732) $ (19,282)
Net cash provided by financing activities 3 5278 § 9,763

Cash Flows for the Nine Months Ended September 30, 2006 Compared to the Nine Months Ended
September 30, 2005

Net cash provided by operating activities for the nine months ended September 30, 2006 consisted primarily
of $30.6 million of operating income before considering non-cash expenses such as $21.3 million of
depreciation and amortization, offset by $17.5 million for cash paid for interest expense and income taxes, and
$5.8 million of working capital use. This working capital fluctuation was due to an increase in cash withheld by
certain billing agents, primarily in the first quarter of 2006, as a reserve against future uncotilectible write-offs,
coupled with very short-term month end timing of certain normal operating receipts and disbursements along
with scheduled annual prepaid commission advances to certain facilities.

Net cash provided by operating activities for the nine months ended September 30, 20035 (see note 1d),
consisted primatily of $29.8 million of operating income before considering non-cash expenses such as
$17.0 million of depreciation and amortization, offset by $17.1 million for cash paid for interest expense and
$0.9 miflion of working capital use.

Cash used in investing activities for the nine months ended September 30, 2005 and 2006 respectively, was
$18.7 million and $19.3 million. These expenditures primarily represent investments in equipment and ,
intangibles to maintain and grow the direct call provisioning business for both periods presented. We have spent
$1.9 million in 2006 specifically related to the development of new centralized voice over internet protocol
architecture which is expected to reduce both our operating expenses and capital expenditures in the future by
several millions of dollars per year.

Cash provided by financing activities for the nine months ended September 30, 2005 (see note 1d) was
$5.3 million, mainly consisting of borrowing on the Revolver.

Cash provided by financing activities for the nine months ended September 30, 2006 of $9.8 million
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primarily relates to the net draws on the Company's revolving credit facility of $7.3 million for short term
operational needs. As of November 13, 2006, there were no of borrowings under the revolving credit facility.

Our ability to make payments on and to refinance our indebtedness, and to fund planned capital
expenditures will depend on cur ability to generate cash in the future, which, to a certain extent, is stibjéct to
general economic, financial, competitive, legislative, regulatory and other factors that are beyond our
control. Based on our current and expected level of operations, we believe our cash flow from operations,
available cash and available borrowings under our $30.0 million working capital facility will be adequate to
meet our liquidity needs for our operations for the foreseeable future. In the event we wish to make additional
acquisitions, we may need to borrow additional debt. We cannot assure you, however, that our business will
generate sufficient cash flow from operations or that future borrowings will be available to us under our
working capital facility in an amount sufficient to enable us to service our indebtedness or to fund our other
liquidity needs. Inthe event that cash in excess of the amounts generated from on-going business operations
and available under our working capital facility is required to fund our operations, we may be required to reduce
or eliminate discretionary selling, general and administrative costs, and sell or close certain of our operations.

Debt and Other Obligations

Revolving Credit Facility. The Company has a revolving credit facility {the “Revolver”) with a syndicate
of banks and other lending institutions with a borrowing base limitation equal to 80% of the “eligible
receivables” and 50% of inventory, as defined in the credit agreement. The Revolver provides for financing on
a revolving basis of up to $30.0 million and a $22.5 million letter of credit facility that expires on September 9,
2009. To the extent that letters of credit outstanding are greater than $10.0 million, the incremental letters of
credit outstanding over $10.0 million reduces our availability. The Company’s maximum permitted annual
capital expenditures are $30.0 million for 2006. Amounts unused under the Revolver are subject to a fee, due
quarterly, based on a per annum rate, as amended, of 0.375%. Advances bear simple interest at an annual rate
equal to one of the following, at cur option (i) the Prime Rate or (ii} a

rate equal to the Eurodollar Rate as adjusted by the Euredollar Reserve Percentage plus 2.0%, as amended.
Interest is payable quarterly, following the end of each previous calendar quarter. Advances received on the
Revolver bore interest at our option using the prime rate, which was 7.25% at December 31, 2005 and 8.25% at
September 30, 2006, Securus draws from the available credit on the Revolver to cover normal business cash
requirements. As of December 31, 2005 and September 30, 2006, Securus had $30.0 million and $22.8 million,
respectively, of borrowing availability under the Revolver,

Second-priority Senior Secured Notes. We have outstanding $154.0 million of 11% Second-priority Senior
Secured Notes. These notes were issued in September 2004 at a discount to face value of $3.6 million and
proceeds obtained from the issuance were used to finance the acquisition of Evercom and to repay then
outstanding long-term debt obligations. Interest is payable on March 1 and September 1 of each year. These
notes are secured by second-priority security interests in substantially all of our assets including, but net limited,
to the capital stock of each of our subsidiaries and all of our and our subsidiaries’ tangible and intangible non-
real estate properties and assets.

The obligations under our working capital facility are guaranteed on a secured first priority basis by
Securus and its subsidiaries. The loans are secured by a first priority lien on substantially all of our assets
inciuding, but not limited to, the capital stock of each of our subsidiaries and all of the Cempany and its
subsidiaries’ tangible and intangible non-real estate properties and assets.

The credit agreement contains a number of customary affirmative and negative covenants. Subject to
certain exceptions, the negative covenants restrict our ability and the ability of our subsidiaries to, among other
things, incur additional indebtedness, create and incur liens on assets, repay other indebtedness, sell assets,
engage in transactions with affiliates, make loans , investments, guarantees or acquisitions, declare dividends,
redesm or repurchase equity interests or make other resiricted payments, and engage in mergers, acquisitions,
asset sales and sale-leaseback transactions. The working capital facility also includes specified financial
covenants, including maintaining a minimum interest coverage ratio and capital expenditure limits.

Senior Subordinated Notes. On September 9, 2004 Securus issued $40.0 million of Senior Subordinated

Notes. Due to the addition to these Notes of paid-in-kind interest, the principal balance of the Senior
Subordinated Notes was $56.4 million as of September 30, 2006, The Senior Subordinated Notes are unsecured
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materiaily as conditions within and beyond our control change or as further infortnation becomes
available. Further, these estimates and assumptions are affected by management’s application of accounting
policies. Changes in our estimates are recorded in the period the change occurs. Our critical accounting policies
include, among others:

revenue recognition and bad debt reserve estimates;
goodwill and other intangible assets;
accounting for income taxes; and

acquisition-related assets and liabilities.

The following is a discussion of our critical accounting policies and the reiated management estimates and
assumptions necessary for determining the value of related assets or liabilities.

Revenue Recognition

Revenues from direct call provisioning are recognized at the time the telephone call is completed and
revenues from telecommunications and solutions services are recognized in the period in which calls are

processed through our systems. Revenues from equipment sales are recognized when the equipment is shipped
to customers. We record deferred revenues for advance billings to customers, or prepayments by customers.

In evaluating the collectibility of our trade receivables, we assess a number of factors including our
historical cash resources held by our LEC billing agents and collection rates with our billing agents and a
specific customer’s ability to meet the financial obligations to us, as well as general factors, such as the length
of time the receivables are past due and historical collection experience. Based on these assessments, we record
reserves for uncollectibles to reduce the related receivables to the amount we ultimately expect to collect from
our customers. If circumstances related to specific customers change or economic conditions worsen such that
our past collection experi¢nce is no longer relevant, cur estimate of the recoverability of our trade receivables
could be further reduced or increased from the levels provided for in our financial statements. Because the
majority of our receivables are collected through our LEC billing agents and such agents typically do not
provide us with visibility as to collection results for an average of a six to nine month period, our bad debt
reserves are estimated and may be subject to substantial variation.

Goodwill and Other Intangible Assets

The calculation of amortization expense is based on the cost and estimated economic useful lives of the
underlying intangible assets, intellectual property assets and capitalized computer software, and patent license
rights, Goodwill represents the excess of costs over fair value of assets of businesses acquired. Goodwill and
. intangible assets acquired in a purchase business combination and determined to have an indefinite useful life
are not amortized, but instead tested for impairment at least annually in accordance with the provisions of SFAS
No. 142, Goodwill and Other Intangible Assefs. Intangible assets with estimable useful lives are amortized over
their respective estimated useful lives to their estimated residual values, and reviewed for impairment in

- accordance with SFAS No. 144, Accounting for Impairment or Disposal of Long-Lived Assets. We review our
unamortized intangible assets whenever events or changes in circumstances indicate that the carrying amount
may not be recoverable or the estimated useful life has been reduced, We estimate the future cash flows
expected to result from operations, and if the sum of the expected undiscounted future cash flows is less than

- the carrying amount of the intangible asset, we recognize an impairment loss by reducing the unamortized cost

of the long-lived asset to its estimated fair value,

Accounting for Income Tax

The Company accounts for income taxes under the provisions of SFAS No, 109, dccounting for Income
Taxes. Under SFAS No. 109, deferred tax assets and liabilities for the expected future tax consequences of
transactions and events. Under this method, deferred tax assets and liabilities are determined based on the
difference between the financial statement and tax bases of assets and liabilities using enacted tax rates in effect
for the year in which the differences are expected to reverse. If necessary, deferred tax assets are reduced by a .
valuation allowance to an amount that is determined to be more likely than not recoverable. We must make
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and subordinated to the amounts owed under our working capital facility and our 11% Second-priority
Senior Secured Notes, QOur obligations under the Senior Subordinated Notes are irtevocably and unconditionally
guaranteed on a senior subordinated basis by our subsidiaries. These notes bear interest at a fixed annuval rate of
17%. Interest is payable at the end of each quarter, or, as restricted by the working capital facility, is paid in-
kind by adding accrued interest to the principal balance of the Senior Subordinated Notes.

The note purchase agreement governing the Senior Subordinated Notes contains a number of customary
affirmative and negative covenants. Subject to certain exceptions, these covenants restrict our ability and the
ability of our subsidiaries to, among other things, incur additional indebtedness, create and incur liens on assets,
repay pari passu our subordinated indebtedness, sell assets, engage in transactions with affiliates, make loans,
investments, guarantees or acquisitions, declare dividends, redeem or repurchase equity interests. or make other
restricted payments, and engage in mergers, acquisitions, asset sales and sale-leaseback transactions. The
Senior Subordinated Notes also include specific financial covenants consistent with those contained in the
indenture governing the 11% Second-Priority Senior Secured Notes.

Other Long-Term Liabilities. Other long-term liabilities represent approximately $1.8 million of tenant
improvement concessions, of which approximately $23 thousand and $52 thousand of net amortization expense
has been recorded for the nine months ended in 2005 and 2006, respectively. These improvement concessions
relate to the Company’s lease of its primary facility that will be amortized over the 10-year life of the lease as
prescribed by SFAS No. 13 and FASB Technical Bulletin 88-1,

Capital Requirements

As of September 30, 2006, our contractual cash obligations and commitments on an aggregate basis are as
follows (in thousands):

For the year ended September 30,

. 2007 2008 2009 2010 2011 Thereafter
Long-term debt (1) $ - %8 - % § 7,250% § - * $154,000* § 56,361 %
Operating leases 1,877 1,465 1,090 1,027 1,012 3,552
Capital leases 28 - - - - -
Total contractual cash obligations
and commitments $ 1905 § 1465 $ 8340 $ 1,027 $155012 $ 59913

*  Assumes no repurchases of second-priority senior secured notes or senior subordinated notes during
such periods. These amounts alse do not give effect to mandatory purchases of second-priority senior
secured notes, if any, with excess cash flow.

(1) Includes $7.3 million drawn under our working capital facility, which expires on September 9, 2009,
and does not include accrued interest under our long-term debt,

Surety Bondls

In the ordinary course of business, we obtain for the benefit of certain of our customers surety, performance
and similar bonds. As of September 30, 2006, we had outstanding approximately $4.0 million of these bonds,
which are backed by letters of credit issued under our working capital facility.

Critical Accounting Policies

A “critical accounting policy” is one that is both important to the portrayal of a company’s financial
condition and results and requires management’s most difficult, subjective or complex judgments, often as a
result of the need to make estimates about the effect of matters that are inherently uncertain. The condensed

- consolidated financial statements have been prepared in accordance with generally accepted accounting
principles in the United States, or GAAP. The process of preparing the condensed consolidated financial
statements in conformity with GAAP requires us to use estimates and assumptions to determine certain of our
assets, liabilities, revenues and expenses. We base these determinations upon the best information available to
us during the period in which we are accounting for our results. Our estimates and assumptions could change
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significant estimates and assumptions about future taxable income and future tax consequences when
determining the amount of the valuation allowance.

Changes in Accounting Standards

In July 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes — an
interpretation of SFAS No. 109 (FIN 48), which clarifies the accounting and disclosure for uncertainty in tax
positions, as defined. FIN 48 seeks to reduce the diversity in practice associated with certain aspects of the
recognition and measurement related to accounting for income taxes. This interpretation is effective for fiscal
vears beginning after December 15, 2006. The Company has not yet determined the impact this interpretation
will have on our results from operations or financial position.

In September 2006, the FASB issued Statement No. 157, Fair Value Measurements. This new standard
defines fair value, establishes a framework for measuring fair value in generally accepted

accounting principles, and expands disclosures about fair value measurements. The new standard is effective
for financial statements for the fiscal years beginning afler November 15, 2007, and interim periods within
those years. The provisions of the new standard are to be applied prospectively for most financial instruments
and retrospectively for others as of the beginning of the fiscal year in which the standard is initially

applied. We will be required to adopt this new standard in the first quarter of 2008. We are currently
evaluating the requirements of Statement No. 157 and have not yet determined the impact on our conselidated
financial statements,

In September 2006, the SEC issued Staff Accounting Bulletin (“SAB”) No. 108, Considering the Effects of -
Prior Year Misstatement when Qualifying Misstatements in Current Year Financial Statements. SAB 108
addresses the views of the SEC staff regarding the process of quantifying financial statements
misstatements, SEC registrants are expected to reflect the effects of initially applying the guidance in SAB 108
in their annual financial statements covering the first fiscal year ending November 15, 2006. The cumulative
effect of the initial application should be reported in the carrying amounts of assets and liabilities as of the
beginning of that fiscal year and the offsetting adjustment should be made to the opening balance of retained
earnings for that year. We will be required to adopt the interpretations in SAB 108 in the fourth quarter of
2006. We are currently evaluating the impact of applying this guidance.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

No material changes in our market risk occurced from December 31, 2005 through September 30, 2006.
Information regarding our market risk at September 30, 2006 is contained in Item 7A “Quantitative and
Qualitative Disclosures About Market Risk”, in our Annual Report on Form 10-K for the year ended
December 31, 2005.

ITEM 4., CONTROLS AND PROCEDURES
1. Disclosure Controls and Procedures

The Company’s management, With the participation of its Chief Executive Officer and Chief Financial
Officer, evaluated the effectiveness of the Company’s disclosure controls dnd procedures (as defined in
Rules 13a-15(e) and 15d-15(e} under the Securities Exchange Act of 1934) as of September 30, 2006, Based on
" this evaluation, the Company’s Chief Executive Officer and Chief Financial Officer concluded that the
Company’s disclosure controls and procedures were (1) designed to ensure that material information relating to
the Company, including its consolidated subsidiaries, is made known to the Company’s Chief Executive Officer
and Chief Financial Officer by others within those entities, particularly during the period in which this report
was being prepared and (2) effective, in that they provide reasonable assurance that information required to be
disclosed by the Company in the reports that it files or submits under the Securities Exchange Act of 1934 ig
recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms.

2. Changes in Internal Control Over Financial Reporting

No change in the Company’s internal control over financial reporting (as defined in Rules 13a-15(f) and
15d-15(f) under the Securitics Exchange Act of 1934) occurred during the nine months ended September 30,
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2006, that has materially affected, or is reasonably likely to materially affect, the Company’s internal
control over financial reporting.

PART II - OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

From time to time we have been, and expect to continue to be, subject to various legal and administrative
proceedings or various claims in the normal course of our business. We believe the ultimate disposition of these
matters will not have a material affect on our financial condition, liquidity, or results of operations.

From time to time, inmate telecommunications providers, including our company, are patties to judicial and
regulatory complaints and proceedings initiated by inmates, consumer protection advocates or individual called
parties alleging, among other things, that excessive rates are being charged with respect to inmate collect calls,
commissions paid by inmate telephone service providers to the correctional facilities are too high, that a call
was wrongfully disconnected, that security notices played during the call disrupt the call, that the billed party
did not accept the collect calls for which they were billed or that rate disclosure was not provided or was
inadequate. The plaintiffs in such judicial proceedings often seek class action certification on behalf of inmates
and those who receive inmate calls against all named inmate telecommunications providers, We are also on
occasion the subject of regulatory complaints regarding our compliance with various matters including tariffing,
aceess charges and payphone compensation requirements and rate disclosure issues.

Currently, T-NETTX awaits affirmance of the entry of summary judgment in our favor in a Washington
case captioned Sandra Judd, et al. v. AT&T, et al., initially brought in King County Superior Court in Seattle. In
Judd, T-NETIX and several other telecommunication companies were sued on allegations of failure to comply
with the audible, pre-connect disclosure of inmate call rates as required by Washington statutes and regulations.
T-NETIX and AT&T, the remaining defendants, obtained sommary judgment in their favor in September, 20085,
and plaintiffs have appealed. We cannot predict the outcome of this appeal at this time.

In February 2006, Evercom was named in a putative class action in Florida federal court captioned Kirsten
Salb v. Evercom Systems, Inc., et al. Evercom and its wholly owned billing agent are alleged to have violated
the Florida Deceptive and Unfair Trade Practices Act and other common law duties because of the alleged
incorrect termination of inmate telephone calls. Plaintiff seeks statutory damages, as well as compensatory
damages and attorneys’ fees and costs, and may later seek certification of a class of persons who receive inmate
calls from Miami-Dade County. Evercom has moved for complete dismissal of all claims, and we await the
Court’s decision. This case is in its early stages and we cannot predict the scope of liability or the outcome of
the case at this time.

In May 2005, TIP Systems, LLC and TIP Systems Holdings Co., Inc. (“TIPS™) filed suit in the United
States District Court for the Southern District of Texas (Houston Division} against numerous defendants
including Evercom, Inc., BEvercom Systems, Inc., Evercom Holdings, Inc., T-NETIX, Inc., T-NETIX
Telecommunications Services, Inc., and TZ Holdings, Inc. (“Evercom™), captioned TIP Systems, LLC and TIP
Systems Holding Co., Inc. v. Phillips & Brooks/Gladwin, Inc., et al., which was filed in the United States
District Court for the Southern District of Texas (Houston Division) for patent infringement. No trial date has
been set in this matter, Evercom is vigorously defending this suit. No evaluation of the likelihood of any
outcome or reasonable estimate of range of loss can be made at this time, After the court denied TIPS’ request
to add additional parties, the TIP Systems entities filed an additional lawsuit in February 2006, in the Southern
District of Texas, against numerous defendants, including Securus Technologies, captioned TIP Systems, LLC
- and TIP Systems Holding Co., Inc. v SBC Operations, Inc., et. al. The suit alleges substantially similar
allegations concerning patent infringement claims for “cord-free” or “hands-free” inmate phone technology.
Discovery is ongoing in this matter. Securus denies any wrongdoing and will vigorously defend each and every
allegation in the case. No trial date is currently set. No evaluaticn of the likelihood of any outcome or
reasonable estimate of range of loss can be made at this time.
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In October 2003, Value-Added Communications, Inc. (*VAC™) filed suit in the District Court of Dallas
County, Texas against T-NETIX, Inc. (“T-NETIX"), captioned Value-Added Communications, Inc. (Plaintiff
and Counter-Defendant) v. T-NETIX, Inc. (Defendant and Counter-Plaintiff} for alleged breach of a Patent
License Agreement between VAC and T-NETIX (the “Agreement™). VAC seeks a declaratory judgment
related to the interpretation of certain provisions of the Agreement and the rights and obligations of the parties
pursuant to the Agreement and an award of its attorneys’ fees. T-NETIX is vigorously defending this suit as
well as vigorously litigating its claim for affirmative relief. No trial date has been set in this matter. No
evaluation of the likelihood of any outcome or reasonable estimate of range of potential loss can be made at this
time.

In April 2005, T-NETIX, Inc. filed suit in the United States District Court for the Northern District of
Texas (Dallas Division) against VAC for patent infringement in the case styled T-NETIX, Inc v. Value-Added
Communications, Inc v, Securus Technologies, Inc. VAC filed an answer and a counterclaim in this matter,
adding Securus Technologies as a party. VAC seeks declaratory judgments as to non-infringement and
invalidity. Discovery is on-going at this time. Trial in this matter is set for June 2007, No evaluation of the
likelihood of any outcome can be made at this time.

In October 2006, T-NETIX, Inc. and Evercom Systems, Inc., filed suit in the U.S. Federal Disirict Court for
the Eastern District of Texas against (i) Global Tel*Link Corporation; (ii) AGM Telecom Corporation; (iii)
Tnmate Calling Solutions, Inc.; (iv) Encartele, Inc.; (v) TIP Systems, LLC and TIP Systems Holding Company,
Inc.; and (vi) FSH Communications, LLC. for patent infringement of several patents related to the inmate
correctional services and telecommunications industry by each such defendant. This case is in its early stages
and we cannot predict the outcome at this time.

ITEM 1A. RISK FACTORS
You should carefully consider those risk factors discussed in Forward-Looking Statements set forth

previously in this document, as well as the other factors detailed from time to time in the our filings with the
SEC. These risks are not the only risks facing us, Additional risks and uncertainties not currently known to us
or those we currently view to be immaterial may also materially and adversely affect our business, financial
condition, or results of operations.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.
ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
ITEM 5. OTHER INFORMATION

(a) None.

(b) None.

ITEM 6. EXHIBITS
(a) Exhibits.

Exhibit No. _ Description of Exhibit
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3.1 Amended and Restated Certificate of Incorporation of Securus Technologies,
Inc,, filed on August 6, 2004, incotporated by reference from the S-4.

3.2 Amended and Restated Bylaws of Securus Technologies, Inc., incorporated by
reference from the S-4.

33 Centificate of Incorporation of T-Netix, Inc., filed on September 7, 2001, as
amended, incorporated by reference from the S-4.

34 Bylaws of T-Netix, Inc, incorporated by reference from the 8-4.

35 Articles of Incorporation of Telequip Labs, Inc., filed on November 9, 1987, as
amended, incorporated by reference from the S-4.

3.6 Amended and Restated Bylaws of Telequip Labs, Inc., incorporated by
reference from the S-4.

37 Acrticles of Incorporation of T-NETIX Telecommunications Services, Inc., filed
on February 11, 1988, as amended, incorporated by reference from the S-4.

3.8 Bylaws of T-NETIX Telecommunications Services, Inc., incotporated by
reference from the S-4. : '

3.9 Certificate of Incorporation of Evercom Holdings, Inc., filed on November 25,
2002, as amended, incorporated by reference from the S-4.

3.10 Bylaws of Evercom Holdings, Inc., incorporated by reference from the S-4.

3.11 Amended and Restated Certificate of Incorporation of Evercom, Ine., filed on
February 19, 2003, incorporated by reference from the S-4,

3.12 Bylaws of Evercom, Inc., incorporated by reference from the S-4.

3.13 Certificate of Incorporation of Evercom Systems, Inc., filed on August 22,
1997, as amended, incorporated by reference from the S-4.

3.14 Bylaws of Evercom Systems, Inc., incorporated by reference from the S-4,

4.1 Form of 11% Second-priority Senior Secured Notes due 2011, incorporated by
reference from the 5-4,

4.2 Indenture, dated as of September 9, 2004, by and among Securus, T-Netix,
Inc., a Delaware corporation, T-NETIX Telecommunications Services, Inc., a
Texas corporation, T-Netix Monitoring Corporation, a Colorado corporation,
SpeakEZ, Inc., a Colorado corporation, Telequip Labs, Inc., a Nevada
corporation, Bvercom Holdings, Inc., Evercom, Inc., EverConnect, Inc., a
Delaware corpotation, Evercom Systems, Inc., a Delaware corporation, and
The Bank of New York Trust Company, N.A., incorporated by reference from
the S-4.

43 Registration Rights Agreement, dated August 18, 2004, by and among Securus
Technologies, Inc., Credit Suisse First Boston LLC and Morgan Stanley & Co.
Incorporated, incorporated by reference from the S-4.

44 Security Agreement, dated September 9, 2004, by and among Securus

Technologies, Inc., T-Netix, Inc., a Delaware corporation, T-NETIX
Telecommunications Services, Inc., a Texas corporation, T-Netix Monitoring
Corporation, a Colorado corporation, SpeakEZ, Inc., a Colorado corporation,
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Telequip Labs, Inc., a Nevada cotporation, Evercom Holdings, Inc., a
Delaware corporation, Evercom, Inc., a Delaware corporation, EverConnect,
Inc., a Delaware corporation, Evercom Systems, Inc., 2 Delaware corporation,

" and The Bank of New York Trust Company, N.A., mcorporated by reference
from the S-4.

4.5 Patent Security Agreement, dated September 9, 2004, by and among Securus
Technologies, Inc., T-Netix, Inc., a Delaware corporation, T-NETIX
Telecommunications Services, Inc., a Texas corporation, T-Netix Monitoring
Corporation, a Colorado corperation, SpeakEZ, Inc., a Colorado corporation,
Telequip Labs, Inc., a Nevada corporation, Evercom Holdings, Inc., a
Delaware corporation, Evercom, Inc., a Delaware corporation, EverConnect,
Inc., a Delaware corporation, Evercom Systems, Inc., a Delaware corporation
and The Bank of New York Trust Company, N A, mcorporated by reference
from the S-4,

46 Copyright Security Agreement, dated September 9, 2004, by and among

' Securus Technologies, Inc., T-Netix, Inc., a Delaware corporation, T-NETIX
Telecommunications Services, Inc., a Texas corporation, T-Netix Monitoring
Corporation, a Colorado corporation, SpeakEZ, Inc., a Colorado corporation,
Telequip Labs, Inc., a Nevada corporation, Evercom Holdings, Inc., a
Delaware corporation, Evercom, Inc., a Delaware corporation, EverConnect,
Inc., a Delawate corperation, Evercom Systems, Inc., a Delaware corporation
and The Bank of New York Trust Company, N.A., incorporated by reference
from the S-4.

4.7 Trademark Security Agreement, dated September 9, 2004, by and among
Securus Technologies, Inc,, T-Netix, Inc., a Delaware corporation, T-NETIX
Telecommunications Servmes, Inc,, a Texas corporation, T-Netix Monitoring
Corporation, a Colorado corporatlon SpeakEZ, Inc., a Celorado corporation,
Telequip Labs, Inc., a Nevada corporation, Evercom Holdings, Inc., a
Delaware corporation, Bvercom, Inc., a Delaware corporation, EverConnect,
Inc., a Delaware corporation, Evercom Systems, Inc., a Delaware corporation
and The Bank of New York Trust Company, N.A., incorporated by reference
from the S-4.

4.8 Pledge Agreement, dated September 9, 2004, by and among Securus
: Technologies, Inc., T-Netix, Inc., a Delaware corporation, Evercom Heldings,
Inc., a Delaware corporation, Evercom, Inc., a Delaware corporation, and The
Bank of New York Trust Company, N.A., incorporated by reference from the
S-4.

4.9 Credit Agreement, dated September 9, 2004, by and among Securus
Technologies, Inc., as the Borrower, the Subsidiaries of the Borrower, as
Guatantors, the Financial Institutions party thereto as the Lenders, and ING
Capital LLC as the Issuing Lender and Administrative Agent, incorporated by
reference from the 5-4.

4.10 Intercreditor Agreement, dated as of September 9, 2004, by and among
Laminar Direct Capital, L.P., a Delaware limited partnership, Securus
. Technologies, Inc., T-Netix, Inc., a Delaware corporation, T-NETIX

Telecommunications Services, Inc., a Texas corporation, T-Netix Monitoring
Corporation, a Colorado corporation, SpeakEZ, Inc., a2 Colorado corporation,
Telequip Labs, Inc., a Nevada corporation, Evercom Holdings, Inc., a
Delaware corporation, Evercom, Inc., a Delaware corporation, EverConnect,
Inc., a Delaware corporation, Evercom Systems, Inc., a Delaware corporation,
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and The Bank of New York Trust Company, N.A., incorporated by reference
from the S-4.

Intercreditor Agreement, dated as of September 9, 2004, by and among ING
Capital, LLC, as Intercreditor Agent, The Bank of New York Trust Company,
N.A., as Trusiee, Securus Technologies, Inc., and each subsidiary of Securus
Technologies, Inc., incorporated by reference from the §-4,

First Amendment to Credit Agreement, dated October 12, 2005 among Securus
Technologies, Inc., the subsidiary guarantors, ING Capital LLC, as syndicated
issuing lender, alternative issuing lender and administrative agent, and lenders
from time to time parties thereto, incorporated by reference from the
Company’s current report on Form 8-K. filed as Exhibit 10.1 with the SEC on
Qctober 13, 2005.

Second Amendment to Credit Agreement, dated April 17, 2006 among Securus
Technologies, Inc., the subsidiary guarantors, ING Capital LLC, as syndicated
issuing lender, alternative issuing lender and administrative agent, and lenders
from time to time parties thereto.

Note Purchase Agreement, dated as of September 9, 2004, by and among
Securus Technologies, Inc., T-Netix, Inc., Telequip Labs, Inc., T-Netix
Telecommunications Services, Inc., SpeakEZ, Inc., T-Netix Monitoring
Corporation, Evercom Holding, Inc., Evercom, Inc., Evercorn Systems, Inc.,
FortuneLinX, Tnc,, and Everconnect, Inc. and Laminar Direct Capital L.P.,
incorporated by reference from the Company’s Form 10-K/A filed on
September 13, 2006.

Stockholders Agreement, dated September 9, 2004, by and among Securus
Technologies, Inc., H.I.G., T-Netix, Inc., a company organized under the laws
of the Cayman Islands, American Capital Strategies, Ltd., a Delaware
corporation, Laminar Direct Capital, L.P., a Delaware limited partnership, and
each of the other investors then or thereafter set forth on the signature pages
thercto, incorporated by reference from the S-4,

Amended and Restated Consulting Services Agreement, dated as of
September 9, 2004, by and between T-Netix, Inc,, Evercom Systems, Inc. and
H.1.G. Capital, LLC, incorporated by reference from the S-4,

Amended and Restated Professional Services Agreement, dated as of
September 9, 2004, by and between T-Netix, Inc., Evercom Systems, Inc., and
H.1.G. Capital, LLC, incorporated by reference from the S-4.

Office Lease Agreement, dated as of November 8, 2004, by and between T-
Netix, Inc. and the Prudentiat Insurance Company of America, incorporated by
reference from the Company’s Form 10-Q as filed with the SEC on August 15,
2005. )

First Amendment to the Office [.ease Agreement, dated as of November 19,
2004; by and between T-Netix, Inc, and the Prudential Insurance Company of
America, incorporated by reference from the Company’s Form 10-Q as filed
with the SEC on August 15, 2005.

Class Action Settlement Agreement, dated December 20, 2005, by and between
plantiffs, Elena Condes, Brian H. Getz, Bicka Barlow and Christopher Fank,
individually and in their capacity as class representatives, and defendants,
Evercom Systems, Inc. and T-Netix Telecommunications Services, Inc.,,
incorporated by reference from the Company’s Form 8-K as filed with the SEC
on January 31, 2006.
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Restricted Stock Purchase Agreement, dated as of September 9, 2004 between
Securus Technologies, Inc. and Richard Falcone, incorporated by reference
from the S-4.

2004 Restricted Stock Purchase Plah.

Employment Agreement, dated November 13, 2006, by and between the
Company and Richard Falcone.

Certification of Chief Executive Officer pursuant to Section 302 of the
Sarbanes-Oxley of 2002.

Certification of Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley of 2002.

Certification of Chief Executive Officer pursvant to Section 906 of the
Sarbanes-Oxley of 2002.

Certification of Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley of 2002.

Signatures

Page 33 of 34

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

DATE: November 14, 2006

SECURUS TECHNOLOGIES, INC,
(Registrant)

By: /s/{ RICHARD FALCONE

Richard Falcone,
Chairman of the Board, President,

Chief Executive Officer and Director

DATE: November 14, 2006 ‘By: /s/ KEITH KELSON
Keith Kelson
Chief Financial Officer
EXHIBIT INDEX
Exhibit No, Description of Exhibit
10.8 2004 Restricted Stock Purchase Plan.
10.9 Employment Agreement, dated November 13, 2006, by and between the
Company and Richard Falcone.
311 Certification of Chief Executive Qfficer pursuant to Section 302 of the
Sarbanes-Oxley of 2002,
31.2 Certification of Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley of 2002.
32.1 Certification of Chief Executive Officer pursuant to Section 906 of the
Sarbanes-Ozxley of 2002,
322 Certification of Chief Financial Officer pursuant to Section 906 of the

Sarbanes-Oxley of 2002,
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