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To Qur Stockholders

Fiscal year 2001 was a transitional year for us at Rubio’s Restaurants; a year of putting the building blocks in
place to position us toward our goal of greatly improved performance in 2002. Although our financial perform-
ance in 2001 was less than we had hoped for with flat comparable sales and a decline in earnings, we took a
number of major steps that we expect to improve sales and earnings. We believe that the results of these efforts
will be evident in 2002.

Before we could address our sales issue we first had to understand the causes. We performed an analysis of our
business through our guests’ eyes by conducting a significant amount of consumer research. We identified the
core strategic issues and have developed strategies and implemented market tests to address them. A key result
of this effort involves upgrading the value and experience a guest receives at Rubio’s Baja Grill, including:

° increasing the portion size of our menu items
o improving our packaging and plate presentation
o improving our salsa bar offerings

We are also considering adding several new items to the restaurants, items that guests have been asking for,
such as black beans and a veggie burrito.

Another issue we identified was how we are positioned in the newly emerging fresh Mexican grill segment.
Sales volumes in this segment are built around chicken and steak products, because people eat these products
more often than they do seafood. We discovered that we don't fully receive credit for our great chicken and
steak menu offerings. Many people believe that we are primarily a Mexican seafood place rather than a more
mainstream Mexican food restaurant, and therefore don't think of us when it comes to the broader category of
Mexican focd. We're putting programs in place to broaden people’s perception of our menu offerings, and
thereby expect to increase our guests’ frequency of visits to Rubio’s.

This year we also took the very painful step of resolving the issue of disappointing sales in some of our out-of-
state markets. In October of 2001, we closed 11 stores, primarily in Salt Lake City, Utah, Denver, Colorado and
Las Vegas, Nevada. Until this point we had never closed a restaurant, and while this was a hard decision to
make, we believed it was necessary to improve our financial strength. Closing these units allowed us to stop a
significant drain on earnings. Each of the affected markets has profitable stores remaining that we currently
intend to franchise to financially strong business peopie with a commitment to grow that market. it is our belief
that, with the right owners who understand these specific markets, Rubio’s can again grow and thrive in those
markets. We also believe that we've uncovered the original issues that contributed to lower than expected sales
in our out-cf-state markets. These include how our concept is positioned and marketed to a new consumer group.
When the time is right, we expect to once again continue growth outside the state of California.

In another significant development, we are in the process of producing a new store design. We believe the most
successful fast/casual concepts are those that, along with superior food quality, manage to create a total
experience for the guest through design, decor, uniforms, and service involving the whole consumer experience.
We must create a unique experience so that when the guest walks through that deor, they've left the parking lot
and the sidewalk behind, and they've entered a world we've created just for them, a respite from their day’s
activities. Our new design is a genuine, authentic slice of Baja right inside the restaurant. Another big development
is the addition of display cooking, where the guest will be able to see fresh sieak, chicken, and Mahi Mahi being
grilled in full view. Although we've featured grilled products for several years now, we don't get credit for it
because it's done out of sight of the guest. We believe that displaying the grill will also promote the idea that we
serve great chicken and steak, as well as seafood.




Turning to the cost side of our business, { am proud of the way we controlled cost during this challenging year,
While we experienced lower food costs through most of the year, we were proactive in taking further steps to
manage costs, including not only food but also labor and general and administrative costs as well. We now have
a iean, efficient machine, and we believe that we are well positioned to reap the profit benefits of these meas-
ures in light of improving sales in 2002.

Finally, ! want to add a personal note concerning the events of September 11th. All of us at Rubio’s were deeply
affected by the loss of one of our long-time employees, Mr. Timothy Ward, who was on board one of the planes
that hit the World Trade Center. Tim was a valued member of the Rubio’s family for more than 14 years, serving in
our operations, training and most recently the information technology department. He had been with Rubio’s
since the opening of our second restaurant at San Diego State University, and was well known throughout our
organization. | had the opportunity to work closely with Tim during the early years of Rubio’s. He was not only a
great asset to our company but also a truly kind and wonderful person. During these months since September
11th, the shock of that tragic day has perhaps worn off, but not our sadness over our loss. We still miss him
greatly. Having been touched in this way, our thoughts and our prayers continue to go out to his family, and to all
of those who suffered a loss on that day.

| truly believe that the work we've done this year to better understand the evolving nature of our business, and
the strategies we are currently putting in place to address those issues will dramatically improve cur sales and
subsequently our earnings in 2002. As a stockholder, | look forward to sharing with you the successes that are

expected to come our way.

Sincerely,

Ralph Rubio

Chairman, Chief Executive Offices, and President




Business

As of March 8, 2002, we own and operate 137 high-quality, quick-service Mexican restaurants that offer traditional Mexican cuisine
combined with fresh seafood indicative of the Baja region of Mexico. We were incorporated in California in 1985 and re-incorporated in
Delaware in October 1997, We have a wholly-owned subsidiary, Rubic’s Restaurants of Nevada, Inc., which was incorporated in Nevada
in 1997. Our restaurants are located in California, Arizona, Nevada, Colorado and Utah. As of March 8, 2002, we had approximately
2,756 employees.

Rubio’s Baja Grill Concept

The Rubio’s Baja Grill concept successfully evolved from the original “Rubia’s, Home of the Fish Taco” concept, which our co-founder
Ralph Rubio first developed following his college spring break trips to the Baja peninsula of Mexico in the mid-1970s. Ralph opened the
first Rubio’s restaurant with his father, Rafael, over 19 years ago in the Mission Bay area of San Diego. Building on the success of our
original “fish taco” concept, we later expanded our menu offerings and upgraded our store layout to appeal to a broader customer
base. We believe the "Rubio’s Baja Grill" concept is uniquely positioned between the quick-service and casual dining segments of the
restaurant industry. The critical elements of our market positioning are as follows:

o Distinctive, Fresh, High-Quality Food. We seek to differentiate ourselves from other quick-service and fast food Mexican restaurants
by offering high-quality products made-to-order using authentic regional Baja Mexican recipes. We have experienced a high degree of
success to date developing distinctive and flavorful offerings that generate strong customer loyalty and are often described as
“craveable.” Our signature items include our Baja-style fish tacos as well as limited time promotions such as our lobster quesadilla,
crab and shrimp enchilada and crispy shrimp taco. Our menu is served at both lunch and dinner. It features a variety of other freshly
prepared items, inciuding tacos and burritos made with chargrilled chicken, steak, shrimp, as well as grilled quesadillas. Freshly prepared
salsas are offered at our complimentary salsa bar. Our menu also includes reduced fat "HealthMex" offerings and “Kid Pesky” meals
designed for children.

o Casuval, Fun Dining Experience. We strive to promote an enjoyable overall customer experience by creating a fun and relaxed setting in
each of our restaurants. Unlike the generic decor of a typical fast food restaurant, our restaurants are designed to create an authentic
personality capturing the relaxed, beach-like atmosphere of the Baja region of Mexico. Our design elements include colorful Mexican
tiles, saltwater aquariums with tropical fish, Baja beach photos and tropical prints, surfboards on the walls and authentic palm-thatched
patio umbrellas, or palapas, in most existing locations.

e Excellent Dining Value. Our restaurants offer guests high-quality food typically associated with sit-down, casual dining restaurants
at prices generally lower than those at casual dining restaurants. In addition to favorable prices, we offer the convenience and rapid
delivery of a traditional quick-service format. We provide guests a clean and comfortable environment in which to enjoy their meal on
site. We also offer guests the convenience of take-out service, We believe the strong value we deliver to our customers is critical to
building strong repeat business and customer loyalty.

Our Business Sirategies
Our business objective is to become the leading high-quality, quick-service Mexican restaurant brand nationwide. In order to achieve
our business objective, we have developed the following strategies:

o Create a Distinclive Concept and Brand. Our restaurants provide guests with a distinctive dining experience, which, we believe, helps
promote frequent visiting patterns and strong customer loyalty. We continue to focus on several key initiatives designed to enhance the
performance of our existing restaurants and strengthen our brand identity. These initiatives include developing and expanding proprietary
menu offerings such as the Baja-style fish taco, lobster burrito and “Baja Bowl,” a flavorful combination of chargilled steak or chicken
served over rice and beans with fresh tomatoes, onions and cilantro. In addition, we are in the process of producing a new store design
to create a total experience for the guest through design, decor, uniforms and service. We focus on promoting the awareness of our
brand through comprehensive regional and local media campaigns.

o Achieve Affractive Restaurant-Leve! Economics. We believe that we have been able to achieve attractive operating results in our core
markets due to the appeal of our concept, careful site selection and cost-effective development, consistent application of our manage-
ment and training programs and favorable product costs. We utilize centralized information and accounting systems, which aflow our
management to monitor and control labor, food and other direct operating expenses, and provide them with timely access to financial
and operating data. We believe we achieve a lower-than-average praduct cost compared to our competitors, due to the popularity of our
fish items versus high-cost items such as chicken and steak. We also believe that our culture and emphasis on training leads to a lower
employee turnover ratio, and therefore higher productivity, compared to industry averages.
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o Focus on Building Sales at Exisling Restauranis. We believe that the Company has an opportunity to improve earnings by increasing
sales at restaurants that are already open. We have conducted extensive marketing research to understand our markets, guests and
competition in order to continually refine our product offerings and marketing tactics. We currently have several projects underway that
include development of new menu offerings, larger portions, upgraded packaging, increased offerings on the salsa bar, and an updated
interior design in both our new and existing restaurants.

o Ensure High-Quality Guest Experience. We strive to provide a consistent, high-quality guest experience in order to generate frequent
visiting patterns and brand loyalty. To achieve this goal, we focus on creating a fun, team-like culture for our restaurant employees,
which we believe fosters a friendly and inviting atmosphere for our guests. Through extensive training, experienced restaurant-level
management and rigorous operational controls, we seek to ensure prompt, friendly and efficient service to our guests. Our commitment
to making each guest’s experience a consistently positive one is evidenced by Rubio’s list of “House Rules,” which is prominently dis-
played in each restaurant and defines the high level of quality and service our guests can expect from us. Overall, we design our concept
to appeal to a broad variety of guests, including families, and believe the cleanliness of our facilities provides an additional advantage
over many of our competitors.

o Execute Disciplined Expansion Strafegy. We believe that our restaurant concept has significant opportunities for expansion and that a
growth strategy balancing company owned unit growth with franchise unit growth will allow us to grow the brand in a high quality
manner. Our current expansion plan calls for us to open approximately eight company owned restaurants and our franchisees to open
two restaurants in fiscal 2002. Through our rigorous site selection process and criteria developed by our real estate committee, we prin-
cipally target high-traffic, high-visibility locations in urban and suburban markets with medium to high family income levels.

Unit Economics

In 2001, the 115 units open the entire year generated on a per unit basis average sales of $875,000, average operating income of
$114,000, or 13.0% of sales, and average cash flow of $150,000, or 17.1% of sales. Comparable restaurant sales decreased 0.3% in
2001 following increases of 0.6% in 2000, 6.0% in 1999 and a 10.4% in 1998.

We currently have 31 units open outside of California. As of year-end 2001, 24 of these units have over 12 months of operating
results. In 2001, the 24 units open outside of California for more than 12 months generated average sales of $751,000, average
operating income of $60,000, or 7.9% of sales, and average cash flow of $94,000 or 12.5% of sales. During 2001, we closed 11 under
performing locations, of which 10 were located outside of California.

These results are not necessarily indicative of the results we will obtain in connection with the other units currently open, or those
we may open in the future.

We currently lease all of our restaurant locations with the exception of one owned building. We plan to continue to lease substantially
all of our future restaurant locations in order to minimize the cash investment associated with each unit. Our site selection strategy is to
locate our restaurants in high-profile, high-traffic locations, preferably on an end-cap location in line with other retail properties.

Historically, the size of our restaurants has generally ranged from 1,800 to 3,300 square feet, excluding our smaller, food court
locations. We expect the size of our future sites to range from 2,000 to 2,400 square feet. We intend to continue to develop restaurants
that will require, on average, a total cash investment of approximately $400,000 to $475,000, excluding pre-opening expenses between
$19,000 and $25,000 per unit.
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Menu

Our menu features made-to-order burritos, soft-shell tacos, and quesadillas made with marinated, chargrilled chicken breast and lean
steak, as well as seafood indicative of the Baja region of Mexico, such as chargrilled Mahi Mahi, sautéed shrimp and our signature
Baja-style fish taco. Side items including our chips, beans and rice are all made fresh daily. Other ingredients, such as our fresh, hand-
made guacamole, shredded natural cheeses and our zesty chipotle sauce, also contribute to our quality image and distinctive flavor pro-
files. We also offer a self-serve salsa bar where guests can choose from three different salsas made fresh every day at each restaurant.
Our prices range from $1.89 for a Baja-style fish taco to $6.29 for a Lobster Combo, which includes a lobster burrito, fish taco, chips and
beans. Most units also offer a selection of imported Mexican and domestic beers.

To provide added variety, from time to time we introduce limited time offerings such as our lobster burrito, crispy shrimp taco, and
shrimp and crab enchiladas. Some of these items have been permanently added to the menu, such as the lobster burrito.

Substantially all of our units include a HealthiViex section on their menu and Kid Pesky meals designed for children. Our HealthMex
items are designed to have less than 20% of their calories from fat, and include a chargrilled Mahi Mahi taco or a chargrilled chicken
burrito served on a whole wheat tortilla.

The Kid Pesky meals consist of a choice of a fish taco, chicken taquitos, quesadilla or a bean burrito, along with a side dish, drink,
churro dessert and toy surprise.

Becor and Almosphere

We believe that the decor and atmosphere of our restaurants is a critical factor in our guests' overall dining experience. We strive to
create the relaxed, casual environment that is reminiscent of the Baja region of Mexico. Our design elements include colorful Mexican
tiles, saltwater aguariums with tropical fish, Baja beach photos and tropical prints, surfboards on the walls and authentic paim-thatched
patio umbrellas, or palapas, in most existing locations. We believe the decor and atmosphere of our restaurants appeal to a broad vari-
ety of consumers, including families. We are in the process of producing a new store design to create a total experience for the guest
through design, decor, uniforms and service.

Markeling

We use broadcast advertising as a marketing toa! to increase our brand awareness, attract new guests and build customer loyalty.
Our advertising is designed to portray aurselves as a high-quality, quick-service Mexican food restaurant and to promote special offers
to increase sales. Examples of these offers include limited-time-onty product introductions, such as our crab and shrimp enchiladas, as
well as price promotions, such as our 98-cent fish taco special. Media used for these promotions include television, radio, coupons and
in-store merchandising materials. We believe word-of-mouth advertising is also a key component in attracting new guests.

As part of our expansion strategy, we select target markets which we believe will support multiple units and the efficient use of
broadcast advertising. Upon entry into each new market, we also hire local public relations firms to help establish brand awareness for
our restaurants as we build toward media efficiency. In 2001, we spent approximately $4.4 million on marketing. We expect our market-
ing expenditures to increase as we add new restaurants.

Trademarks and Service Marks

We have registered a total of four trademarks and 12 service marks including, but not limited to, “Rubio’s,” “Rubio’s Baja Grill,
Home of the Fish Taco,” “Home of the Fish Taco,” "HealthMex,” “Pesky,” “Baja Grill,” “Best of Baja,” “Discover the Taste of True Baja,”
“Discaver the True Taste of Baja,” “Discover True Baja,” “Mas Food, Less Dinero,” “Nachos Not So Grande” and “True Baja” with the

United States Patents and Trademark Office. We believe that the trademarks, service marks and other proprietary rights have significant
value and are important to the marketing of our restaurant concept.




Selected Financial Cata

Our fiscal year is 52 or 53 weeks, ending the Sunday closest to December 31. Fiscal year 2001 and fiscal years 1997 through 1999

include 52 weeks. Fiscal year 2000 includes 53 weeks.

The following selected consolidated financial data should be read in conjunction with our consolidated financial statements and the
accompanying notes included on pages 13 through 29 of this annual report and with Management’s Discussion and Analysis of Financial
Condition and Results of Operations beginning on page 5 of this annual report. These historical results are not necessarily indicative of

the results to be expected in the future.

{In thousands, except per share data)

Consolidated Statement of Operations Data:

Restaurant sales

Franchise and licensing revenue

Total revenue

Costs and expenses:
Cost of sales
Restaurant labor, occupancy and other
General and administrative expenses
Depreciation and amortization
Pre-opening expenses
Asset impairment and store closure expense
Loss on disposal/sale of property

Operating (loss) income

Other income (expense), net
(Loss) income before income taxes
Income tax benefit (expense)
Net (loss) income

Net (loss) income attributable to common stockholders

Net (loss) income per share
Basic
Diluted
Shares used in computing net (loss) income per share
Basic
Diluted

Consolidated Balance Sheet Data:
Cash and cash equivalents
Total assets
Long-term debt, including current portion
Redeemable convertible preferred stock
Total stockholders’ equity

Fiscal Years

2001 2000 1999 1998 1997
$112,728 $ 95583 § 67,745 $ 44586 § 29,648
211 150 109 113 56
112,939 95,733 67,854 44,699 29,704
31,368 28,348 19,976 13,074 8,659
64,682 50,886 34,197 22,708 15,687
10,316 10,281 7,755 6,056 4,205
5124 4,296 2,993 1,946 1,259
412 758 662 319 2N
11,429 2,237 — — 387
102 27 4 5 56
(10,494) (1,100) 2,267 591 {820)
170 708 501 258 (81)
(10,324) (392) 2,768 849 (901)
3,867 161 (1,117 66 (99)
$ (6457) § (231) $ 1651 § 915 $ (1,000
$ 6457) $ (231) $ 1513 $ 568 $ (1,095)
$ (072) § (0.03) $ 026 $ 055 $ (1.08)
(0.72) (0.03) 0.20 0.14 (1.08)
8,920 8,883 5,741 1,033 1,010
8,920 8,883 8,094 6,418 1,010

Fiscal Years

2001 2000 1999 1998 1997
$ 4710 % 1,311 § 3,459 § 786§ 366
50,649 52,267 50,038 25,751 23,054
1,000 — — 1,856 2,562
— — — 17,685 17,003
36,624 42,956 43,122 196 (141)

Please see the consoclidated financial statements and related notes appearing on pages 13 through 29 in this report for the determination of number of shares used in

computing basic and diluted net (loss) income per share.

Net (loss) income attributable to common stockholders includes the effect of the accretion on the redeemable convertible preferred stock which (increases) reduces
net {loss) income attributable to common stockholders for the related periods. Net income attributable to common stockholders for the fiscal years 1998 and 1999 diluted
earnings per share calculation is $915,000 and $1,651,000, respectively. The difference from the basic calculation is due to the reversal of the accretion on the redeemable
convertible preferred stock as such stock is assumed to be converted to common stock for purposes of the diluted calculation.

Net income for fiscal year 1998 was favorably impacted by the reversal of a $452,000 deferred tax asset allowance that was previously provided for in fiscal year 1997.
We eliminated the valuation allowance in 1998 due to our belief that current year activity made realization of such benefit more likely than not.




~ Management’s Discussion and Analysis
of Financial Condition and Resulis of Operations

The following discussion of our financial condition and results of operations should be read in conjunction with our consolidat-
ed financial statements and notes appearing elsewhere in this report. See “Forward-Looking Statements” regarding certain fac-
tors known to us that could cause reported financial information not to be necessarily indicative of future results.

Overview

We opened our first restaurant under the name "Rubio's, Home of the Fish Taco” in 1983. We position our restaurants in the high
guality, quick-service Mexican food segment of the restaurant industry. Qur business strategy is to become the leading brand in this
industry segment nationwide.

Rubio’s Restaurants, Inc, was incorporated in California in 1985 and reincorporated in Delaware in 1997, In May 1999, we completed
our initial public offering. In 2000, as part of our expansion strategy, we initiated a franchising program. We have two signed franchise
agreements as of March 2002, representing commitments to open 14 units, two of which were open as of March 2002. We opened 19
stores and closed 11 underperforming stores in 2001. Our current expansion plan calls for us to open approximately eight company-
owned restaurants and our franchisees to open two restaurants in fiscal 2002.

As a result of our expansion, period-to-period comparisons of our financial results may not be meaningful. When a new unit opens, it
will typically incur higher than normal levels of food and labor costs until new personnel gain experience. Hourly labor schedules are
gradually adjusted downward during the first three months of a restaurant opening, in order to reach operating efficiencies similar to
those at established units. In calculating our comparable restaurant base, we introduce a restaurant into our comparable restaurant base
once it has been in operation for 15 calendar months.

Revenues represent gross restaurant sales less coupons and other discounts and includes franchise and licensing revenue. Cost of
sales is composed of food, beverage, and paper supply expense. Components of restaurant labor, occupancy and other expenses include
direct hourly and management wages, bonuses, fringe benefit costs, rent and other occupancy costs, advertising and promotion, operat-
ing supplies, utilities, maintenance and repairs, and other operating expenses.

General and administrative expenses include all corporate and administrative functions that support existing operations and provide
infrastructure to facilitate our future growth. Components of this category include management, supervisory and staff salaries and
employee benefits, travel, information systems, training, corporate rent and professional and consulting fees and includes franchise
expense for 2001 and 2000.

Pre-opening expenses, which are expensed as incurred, consist of the costs of hiring and training the initial workforce, travel, the cost
of food used in training, the cost of the initial stocking of operating supplies and other direct costs related to opening.

Critical Accounting Policies

In December 2001 and January 2002, the SEC issued statements regarding disclosure by companies within their management’s dis-
cussion and analysis of financial condition and results of operations for 2001. In those statements, the SEC encouraged companies to
identify critical accounting policies in their 2001 annual reports on Form 10-K. Critical accounting policies are those that are most
important to the portrayal of a company’s financial condition and results, and that require 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. Note 1 to
the consolidated financial statements includes a summary of the significant accounting policies and methods used in the preparation of
our consolidated financial statements. The following is a review of the more critical accounting policies and methods used by us:

Asset Impairment ang Store Closure Expense — We periodically assess our ability to recover the carrying value of our long-lived assets.
If we conclude that the carrying value will not be recovered based on expected future cash flows, an impairment write-down is recorded
to reduce the asset to its estimated fair value. Impairment is reviewed at the lowest levels for which there are identifiable cash flows
that are independent of the cash flows of other groups of assets. In our circumstances, such analysis is performed on an individual
restaurant basis. The impairment charge is the difference between the carrying value and the estimated fair value of the assets (for
assets to be held and used) and fair value less cost to sell (for assets to be disposed of).

We make decisions to close stores based on our cash flows and anticipated future profitability. We record losses associated with the
closure of restaurants in the same quarter that the decision to close these restaurants is made. These store closure charges primarily
represent a liability for the future lease obiigations after the expected closure dates, net of estimated sublease income, if any.




Management’s Discussion and Analysis
of Financial Condilion and Resuits of Operations

Asset impairment and store closure expense are estimates that we have recorded based on reasonable assumptions related to these
restaurant locations at this point in time. The conditions regarding these locations may change in the future and could be materially
affected by factors such as our ability to maintain or improve sales levels, our ability to secure subleases, our success at negotiating
early termination agreements with lessors, the general health of the economy and resultant demand for commercial property. Amounts
recorded may not be sufficient and adjustments may be necessary.

Revenue Recognition — Revenue recognition consists of the following:
Restaurant sales: Revenues from the operation of Company-owned restaurants are recognized when sales occur.

Franchise revenue: Franchise revenue is comprised of 1) area development fees, 2) new store opening fees, 3) royalties and
4) information technology help desk fees. All fees received from franchised operations are included in revenue as earned. Area develop-
ment fees are recognized as revenue on the occurrence of certain deliverables: 1) 50% at the time an initial comprehensive analysis of
the entire market is delivered to the franchisee and 2) 50% ratably recognized as an updated analysis per restaurant site is delivered.
New store opening fees are recognized as revenue in the month a franchisee location opens. Royalties from franchised restaurants are
recorded in revenue as earned. Information technology help desk fees are collected annually and are recorded ratably into revenue.

Stock-Based Compensation — We follow Statement of Financial Accounting Standards (“SFAS”) No. 123 “Accounting for Stock-Based
Compensation.” SFAS No. 123 encourages, but does not require, companies to record compensation cost for stock-hased employee
compensation plans at fair value. We have chosen to continue to account for stock-based compensation using the intrinsic value method
prescribed in Accounting Principles Board ("APB”) Opinion No. 25, "Accounting for Stock Issued to Employees,” and related interpretations.
Accordingly, compensation cost for stock options is measured as the excess, if any, of the fair value of our stock at the date of the grant
over the amount an employee must pay to acquire the stock.

Deferred charges for options granted to non-employees has been determined in accordance with SFAS No. 123 and Emerging Issues
Task Force No. 96-18, “Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in Conjunction with
Selling, Goods or Services,” as the fair value of the consideration received or the fair value of the equity instruments issued, whichever is
more reliably measurable. Deferred charges for options granted to non-employees are periodically remeasured as the underlying options
vest and are included in deferred compensation in the financial statements.

These accounting policies are applied consistently for alf years presented. Our operating results would be affected if other alternatives
were used. Information about the impact on our operating results of using SFAS No. 123 is included in the Notes to the Consolidated
Financial Statements, which begin on page 18 of this annual report.
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of Financial Congifion and Resuits of Operalions

Resuits of Operations

All comparisons under this heading between 2001, 2000 and 1999 refer to the 52-week period ended December 30, 2001, the 53-
week period ended December 31, 2000, and the 52-week period ended December 26, 1999, respectively, unless otherwise indicated.
Our operating results, expressed as a percentage of sales, were as follows:
Fiscal Years
2001 2000 1999
Revenue (1) 100.0%  100.0%  100.0%
Costs and expenses:

Cost of sales 278 29.6 294

Restaurant labor, occupancy and other 57.3 53.2 50.4

General and administrative expenses (2) 9.1 10.7 11.4

Depreciation and amortization 45 4.5 44

Pre-opening expenses 0.4 0.8 1.0

Asset impairment and store closure expense 10.1 23 —

Loss on disposal/sale of property 0.1 — —
Operating (loss) income (9.3) (1.1) 34
Other income (expense):

Interest income, net 0.2 0.7 0.7
(Loss) income before income taxes (9.1 (0.4) 4.1
Income tax benefit (expense) 3.4 0.2 (1.7)
Net (loss) income {(5.7)% (0.2)% 2.4%

1} Includes $211,000 and $109,000 in franchise and licensing revenue for the 52 weeks ended December 30, 2001 and December 26, 1999, respectively,
and $150,000 in franchise and licensing revenue for the 53 weeks ended December 31, 2000.

2) Includes $361,000 and $0 in franchise expense for the 52 weeks ended December 30, 2001 and December 26, 1999, respectively, and $346,000 in
franchise expense for the 53 weeks ended December 31, 2000.

52 Weeks Ended Cecember 30, 2001 Compared o the 53 Weeks Ended December 31, 2000

Results of operations reflect 52 weeks of operations for 115 restaurants, and partial period operations for 30 restaurants for the 52
weeks ended December 30, 2001. Results of operations reflect 53 weeks of operations for 90 restaurants and a partial period of opera-
tions for 36 restaurants for the 53 weeks ended December 31, 2000.

Revenue

Revenue increased $17.2 million or 18.0%, to $112.9 million for the 52 weeks ended December 30, 2001 from $95.7 million for the
53 weeks ended December 31, 2000. The increase in 2001 was due in part to $11.4 million in sales generated by a full year of opera-
tions from units opened in 1999 and 2000 that were not in our comparable unit base yet, combined with the $7.8 million from the 19
units opened in 2001. Revenues were negatively impacted by the closure of 11 under-performing restaurants on October 30, 2001. Ten
of these 11 restaurants had opened prior to 2001 and one restaurant had opened in January 2001. Alse negatively impacting the year
over year revenue comparison was the 53rd week of sales in 2000, which generated an additional $1.7 million in revenue in 2000. Total
sales from all units that comprise our comparable base decreased $0.3 million (52 weeks vs. 52 week basis), or 0.3%. Units enter the
comparable store base after 15 full months of operation. The decrease in comparable store sales was primarily due to a 4.4% decrease
in transactions due to the limited success of promotional efforts in fiscal 2001, offset by a 4.3% increase in the average check amount,

Cast o Sales

Cost of sales as a percentage of revenue decreased to 27.8% in the 52 weeks ended December 30, 2001 from 29.6% in the 53
weeks ended December 31, 2000. This decrease was primarily due to a 4.5% price increase taken at the beginning of 2001, a focus on
proper portioning in the production of menu items, and favorable commodity costs in 2001 compared to 2000.
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Restaurant Labor, Occupancy ang Ofher

Restaurant labor, occupancy, and other increased as a percentage of revenue to 57.3% for the 52 weeks ended December 30, 2001
from 53.2% in the 53 weeks ended December 31, 2000. The increase as a percentege of revenue is due in part to an increase in labor
and related costs of 2.2%. These labor and related cost increases were primarily due to higher workers compensation costs in California,
an increase in the minimum wage in California from $5.75 to $6.25 at the beginning of 2001 and overall wage inflation. One of the fac-
tors that offset the labor cost increases was the closure of 11 under performing restaurants in October 2001, The Company believes that
a greater reduction to overall labor cost will occur in 2002 as a result of the closure of these 11 stores and one additional closed store in
January 2002, Of the increase in restaurant labor, occupancy and other costs, 1.0% was due to higher rent and common area mainte-
nance charges, which resulted from a greater mix of stores opened in higher rent shopping malls. Also impacting rent and common area
maintenance costs were lower average unit revenue volumes, which creates higher occupancy costs as a percentage of revenue since
these costs are fixed. Of the increase in restaurant labor, occupancy and other costs, 0.5% was due to higher advertising costs as the
Company conducted additional research in 2001 to identify key issues to improve revenue, Another significant area contributing to the
increase in this category was a 0.4% increase in utility costs due to the higher electricity and natural gas prices during parts of 2001 in
California. On January 1, 2002, the California minimum wage increased from $6.25 to $6.75. This increase may have a material impact
on our results in fiscal year 2002.

General and Administralive Expenses

General and administrative expenses were $10.3 mitlion for both the 52 weeks ended December 30, 2001 and the 53 weeks ended
December 31, 2000. Increased legal costs and bonuses for our field operations group were offset by lower recruiting fees and training
wages in 2001. The increased legal fees primarily related to class action complaints filed against the Company by former employees.
These suits involve the issue of whether certain employees and former employees in the assistant and general manager positions who
worked in the California restaurants were misclassified as exempt and deprived of overtime pay. The lower recruiting and training costs
resulted from less employee turnover in the restaurants. Genera! and administrative expenses decreased as a percentage of revenue to
9.1% in 2001 from 10.7% in 2000, primarily due to our expanding revenue base.

Depreciation and Amoriization

Depreciation and amortization expenses increased to $5.1 million in the 52 weeks ended December 30, 2001 from $4.3 million in the
53 weeks ended December 31, 2000. The $0.8 million increase was primarily due to the additional depreciation on the 19 new units
opened during 2001 and the 36 new units opened during 2000, offset by decreased depreciation as a result of store closures and asset
impairments taken in September 2001 and asset impairments taken in December 2000 as well. As a percentage of sales, depreciation
and amortization remained constant at 4.5% in both 2001 and 2000.

Pre-Opening Expenses

Pre-opening expenses decreased to $412,000 for the 52 weeks ended December 30, 2001 from $758,000 for the 53 weeks ended
December 31, 2000 primarily due to the decrease in unit openings to 19 in 2001 compared to 36 in 2000. The average pre-opening cost
per new unit opening year over year remained approximately the same at $22,000 per unit.

Asset Impairment ang Sfore Closure Expense

In 2001, we recorded a $6.6 million charge related to the impairment of a select number of under-performing restaurants as required
under Statement of Financial Accounting Standards No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of.” Additionally, we incurred $4.8 million in store closure expense related to the closure or pending closure of
under-performing restaurants. These special charges, which consisted primarily of lease reserves and de-identification costs, were as fol-
fows: 1) a $3.2 million reserve for closed stores in 2001, 2) $1.1 million reserve for stores to be closed and 3) $0.5 million in reserves for
severance and other closed store related charges. Eleven stores were closed in October 2001, one was closed in February 2002, and the
remaining two will close over the next 15 months, depending on lease restriction issues. As of March 8, 2002, two of the underlying
feases related to the closed stores had been terminated with lease buyouts and one other lease is under contract to be subleased with-
out recourse to the Company.

In 2000, we recorded a $2.2 million charge related to the impairment of a select number of under-performing restaurants,

Loss on Disposal/Sale of Properly
Loss on asset disposals was $102,000 in 2001 compared to $27,000 in 2000. The higher loss in 2001 primarily relates to the write-off
of obsolete neon signs and decor packages that had been purchased in advance and included in property.
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Interest income, Net

Net interest income decreased to $170,000 for the 52 weeks ended December 30, 2001 from $708,000 in net interest income for the
53 weeks ended December 31, 2000. Interest income decreased to $281,000 for the 52 weeks ended December 30, 2001 from $824,000
for the 53 weeks ended December 31, 2000. The decrease is primarily due to lower average cash balances as we used cash to open 36
restaurants in 2000 and 19 restaurants in 2001. In addition, the average interest rate earned on our cash decreased due to the declining
interest rate environment. Interest expense remained fairly steady at $111,000 in 2001 and $116,000 in 2000.

Income Taxes

The provision for income taxes for the 52 weeks ended December 30, 2001 and 53 weeks ended December 31, 2000 is based on the
approximate annual effective tax rate applied to the respective period's pre-tax book loss. The 37.5% tax benefit applied to 2001 com-
prises the federal and state statutory rates based on the annual effective rate on a pre-tax loss of $10.3 million for 2001. The 41.1% tax
benefit applied to 2000 comprises the federal and state statutory rates based on the annual effective rate on a pre-tax loss of $392,000
for 2000.

53 Weeks Ended December 31, 2000 Compared {o the 52 Weeks Ended December 26, 1899

Results of operations reflect 53 weeks of operations for 90 restaurants and partial period operations for 36 restaurants for the 53
weeks ended December 31, 2000. Results of operations reflect 52 weeks of operations for 59 restaurants and a partial period of opera-
tions for 31 restaurants for the 52 weeks ended December 26, 1999.

Revenue

Revenue increased $27.8 million or 41.1%, to $95.7 million for the 53 weeks ended December 31, 2000 from $67.9 million for the 52
weeks ended December 26, 1899. The increase in 2000 included restaurant sales of approximately $1.7 million for the additional week.
The increase was also due in part to $11.3 million in sales generated by a full year of operations from units opened in 1998 and 1999
that were not in our comparable unit base yet, combined with the $14.8 million from the 36 units opened in 2000. In addition, total rev-
enue from all units that comprise our comparable base increased $1.6 million (53 weeks vs. 52 week basis). Comparable unit sales on a
53 week vs. 53 week basis were up $363,000, or 0.6%. Units enter the comparable store hase after 15 full months of operation. The
positive increase in comparable store sales was due to a 2.4% increase in the average check amount, offset by a 1.8% decrease in
transactions due to the limited success of promotional efforts in fiscal 2000,

Cost of Sales

Cost of sales as a percentage of revenue increased to 29.6% in the 53 weeks ended December 31, 2000 from 29.4% in the 52 weeks
ended December 26, 1999 primarily due to inefficiencies in our new markets and higher costs incurred relating to certain menu changes
made in July 2000.

Restaurant Labor, Cecupancy and Other

Restaurant labor, occupancy, and other increased as a percentage of revenue to 53.2% for the 53 weeks ended December 31, 2000
from 50.4% in the 52 weeks ended December 26, 1999, The increase as a percentage of revenue is due in part to an increase in total
direct labor of 1.3%. These labor increases were due to expected inefficiencies in the new stores, increasing mix of stores located in
newer markets that have on average lower initial annual sales volumes than our mature markets and overall wage inflation. In addition,
we experienced one-time training costs related to our new menu board and burrito enhancement rollout of approximately $191,000. The
menu board rollout was completed in the third quarter of fiscal 2000. Another factor causing this increase was the higher electricity
costs in the San Diego area. Utility costs increased 0.3% from the prior year. The other areas contributing to the increase were occupan-
cy (0.6%, due to opening restaurants in higher profile areas), advertising (0.2%), labor related (0.2%) and in repairs (0.2%). A substan-
tial number of our employees are subject to various minimum wage requirements. Many of our employees work in restaurants located in
California and receive salaries equal to or slightly greater than the California minimum wage. On January 1, 2001, the California mini-
mum wage was increased to $6.25 per hour from $5.75.

General and Administrative Expenses

General and administrative expenses increased to $10.3 million for the 53 weeks ended December 31, 2000 from $7.8 million for the
52 weeks ended December 26, 1999. The increase was primarily due to increases in salary and benefits related to the hiring of addition-
al corporate employees and field management and other corporate level expenses required to support and manage unit and franchise
expansion. General and administrative expenses decreased as a percentage of sales to 10.7% in 2000 from 11.4% in 1999 primarily due
to our expanding revenue base.




Management’s Discussion angd Analysis
of Financial Condilion and Results of Uperations

Depreciation and Amerfization

Depreciation and amortization expenses increased to $4.3 million in the 53 weeks ended December 31, 2000 from $3.0 million in the
52 weeks ended December 26, 1999. The $1.3 million increase was primarily due to the additional depreciation on the 36 new units
opened during 2000 and the 31 new units opened during 1999. As a percentage of sales, depreciation and amortization increased to
4.5% in 2000 versus 4.4% in 1999.

Pre-Opening Expenses

Pre-opening expenses increased to $758,000 for the 53 weeks ended December 31, 2000 from $662,000 for the 52 weeks ended
December 26, 1999 primarily due to the increase in unit openings to 36 in 2000 compared 1o 31 in 1999. The average pre-opening cost
per new unit opening year over year remained approximately the same at $21,000 per unit.

Assel Impairment

In 2000, we recorded a $2.2 million charge related to the impairment of a select number of under-performing restaurants as required
under Statement of Financial Accounting Standards No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of.” There was no impairment expense recorded in 1999.

Inferest Income, Net

Net interest income increased to $708,000 for the 53 weeks ended December 31, 2000 from $501,000 in net interest income for the
52 weeks ended December 26, 1999. Interest income increased to $824,000 for the 53 weeks ended December 31, 2000 from $654,000
for the 52 weeks ended December 26, 1999. The increase is primarily due to realizing a full twelve months of additional cash available
for investing in fiscal 2000 after our initial public offering, which was completed in May 1899. In addition, interest expense declined to
$116,000 in 2000 from $153,000 in 1999. This decrease is primarily due to the repayment of all long-term debt in 1939 with the pro-
ceeds from our initial public offering.

Income Taxes

The provision for income taxes for the 53 weeks ended December 31, 2000 and 52 weeks ended December 26, 1999 is based on the
approximate annual effective tax rate applied to the respective period's pre-tax book (loss) income. The 41.1% tax benefit applied to
2000 comprises the federal and state statutory rates based on the annual effective rate on a pre-tax loss of $392,000 for 2000. The

40.3% tax rate applied to 1999 comprises the federal and state statutory rates based on the annual effective rate on pre-tax income of
$2,768,000 for 1999.

Seasanalily

Historically, we have experienced seasonal variability in our quarterly operating results with higher sales per restaurant in the second
and third quarters than in the first and fourth quarters. The higher sales in the second and third quarters affect profitability by reducing
the impact of our restaurants’ fixed and semi-fixed costs, as well as through increased revenues. This seasonal impact on our operating
results is expected to continue.

Inflation

Components of our operations subject to inflation include food, beverage, lease, utility, labor, and insurance costs. Our leases require us
to pay taxes, maintenance, repairs, insurance and utilities, all of which are subject to inflationary increases. We believe inflation with
respect to workers' compensation insurance and utility expense has had a material impact on our results of operations in 2001 and 2000.

Liguidity ang Capilal Resources

We have funded our capital requirements in recent years through public sale of equity securities, private placement of preferred
stock, bank debt, and cash flow from operations. We generated $6.2 million in cash flow from operating activities for the 52 weeks
ended December 30, 2001 and $6.2 million for the 53 weeks ended December 31, 2000.

Net cash used in investing activities was $3.8 mitlion for the 52 weeks ended December 30, 2001 compared to $8.4 million for the 53
weeks ended December 31, 2000. The $4.6 million net decrease in cash used was primarily due to a net $6.7 million decrease in capital
expenditures offset by an approximate $2.1 decrease in net investment activity.

Net cash provided by financing activities was $1.0 million for the 52 weeks ended December 30, 2001 compared to net cash generat-
ed from financing activities of $35,000 for the 53 weeks ended December 31, 2000. Financing activities in 2001 primarily consisted of
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proceeds from line of credit borrowings of $1.0 million. Financing activities in 2000 primarily consisted of proceeds from exercises of
common stock options, which generated $37,000.

We have a $12.0 million revolving line of credit agreement with a financial institution that matures July 2004. As of December 30,
2001 there was $1.0 million borrowed against the line and another $565,000 utilized for a standby letter of credit related to our work-
ers’ compensation policy. Interest on the revolving line of credit is calculated on the lower of either a bank reference rate plus 1% — 2%,
or on an adjusted London Interbank Offered Rate plus 2.5% ~ 3.5%, per annum (6.22% at December 30, 2001). Effective December 30,
2001, we amended our credit line agreement because we did not meet one of the financial covenants specified under its terms. The
amended agreement, among other things, requires us to pay an increased unused commitment fee. The amendment provided for the
Company to be in compliance with all covenants of the credit agreement as of December 30, 2001.

Our funds were principally used for the development and opening of new units. We incurred $10.5 million in capital expenditures
during the 52 weeks ended December 30, 2001, of which, $7.4 million was for newly opened units, $0.7 million for future openings,
$1.5 million for menu board upgrades, remodels and point of sale system upgrades, $0.7 million for existing locations and $0.2 million
for corporate and information technology expenditures. We incurred $16.6 million in capital expenditures during the 53 weeks ended
December 31, 2000, of which, $12.9 million was for newly opened units, $1.0 million for future openings, $1.0 million for menu board
upgrades, remodels and point of sale system upgrades, $0.9 million for existing locations and $0.8 million for corporate and information
technology expenditures.

We currently expect total capital expenditures in 2002 to be approximately $4.2 million, of which approximately $3.4 million is fore-
casted for the opening of new restaurants. We currently plan to open approximately eight units in 2002, We currently expect that future
locations will generally cost between $400,000 and $475,000 per unit, net of landlord allowances and excluding pre-opening expenses.
Some units may exceed this range due to the area in which they are built and the specific requirements of the project. Pre-opening
expenses are expected to average between $19,000 and $25,000 per restaurant.

The Company is undertaking a number of projects in 2002 designed to potentially improve sales. Certain of these projects, including
proposed new store design, a potential store remodel program, signage changes, and menu related changes could require a significant
amount of capital. The Company is unable to estimate the capital requirements for these projects until certain project tests are complete
and rollout schedules are determined.

We lease restaurant and office facilities and real property under operating leases expiring through 2016. We have leased all of our
facilities, except for one building, to minimize the cash investment associated with each unit. Most of our leases are for 10-year terms
and include options to extend the terms. The majority of our leases also include fixed rate and percentage-of-sales rent provisions. Our
future minimum lease payments for our headquarters and restaurants are expected to be as follows: $10.3 million in 2002, $10.6 million
2003, $10.6 million in 2004, $10.4 million in 2005, $9.6 million in 2006 and $30.4 million thereafter.

We believe that the anticipated cash flow from operations combined with funds currently anticipated to be available from our $12.0
million credit facility and our cash and investments balance of $6.4 million as of December 30, 2001 will be sufficient to satisfy our
working capital and capital expenditure requirements for at least the next 12 months, For additional information regarding our credit
facility, see Note 4 of our Notes to Consolidated Financial Statements on page 20 of this report. Changes in our operating plans, changes
in our expansion plans, lower than anticipated sales, our ability to meet the financial covenants of our credit facility, increased expenses,
potential acquisitions or other events may cause us to seek additional or alternative financing sooner than anticipated. Additional or
alternative financing may not be available on acceptable terms, or at all. Failure to obtain additional or alternative financing as needed
could have a material adverse effect on our business and results of operations.

Impact of Recently Issved Accounting Stendards

In August 2001, the Financial Accounting Standards Board issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets.” This statement addresses financial accounting and reporting for the impairment or disposal of long-lived assets. SFAS No.
144 supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed 0f”, and
the accounting and reporting provisions of APB Qpinion No. 30, “Reporting the Results of Operations-Reporting the Effects of a Disposal
of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” for the disposal of a seg-
ment of a business {as previously defined in that Opinion). The provisions of the statement are effective for financial statements issued
for fiscal years beginning after December 15, 2001. The Company has not yet determined the impact, if any, that this statement will have
on its financial statements.
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In June 2001, the Financial Accounting Standards Board issued SFAS No. 142, "Goodwill and Other Intangible Assets.” SFAS No. 142
requires that goodwill and other intangible assets with indefinite useful lives no longer be amortized, but instead be tested for impair-
ment at least annually. SFAS No. 142 is effective for fiscal years beginning after December 15, 2001. The Company believes the initial
adoption of SFAS No. 142 will have no effect on its financial statements.

Also in June 2001, the Financial Accounting Standards Board issued SFAS No. 141, “Business Combinations.” SFAS No. 141 allows
only the purchase method of accounting to be used for business combinations that occur after June 30, 2001. At present, the Company
has not entered into any business combinations and therefore, the adoption of SFAS No. 141 will have no effect on the Company's
financial statements.

Quantifative and Gualiiztive Disclosures About Markel Risk

Our market risk exposures are related to our cash, cash equivalents and investments. We invest our excess cash in highly liquid short-
term investments primarily with maturities of less than one year. The portfolio consists primarily of tax-free municipals, corporate honds,
municipal bonds and mortgage and asset-backed securities. As of December 30, 2001, we have $367,000 in investments that have
maturities in excess of one year. These investments are not held for trading or other speculative purposes. Changes in interest rates
affect the investment income we earn on our investments and, therefore, impact our cash flows and results of operations. Due to the
types of investment and debt instruments we have, a 10% change in period-end interest rates or a hypothetical 100 basis point adverse
move in interest rates would not have a material negative affect on our financial results.

As of December 30, 2001, we had available $10.4 million of a total $12.0 million revolving line of credit with a maturity date of July
2004. As of December 30, 2001, we have $1.0 million borrowed against this facility and $0.6 million assigned to a standby letter of
credit related to our workers’ compensation insurance policy that matures in October 2002. Interest on the revolving line of credit is cal-
culated on the lower of either a bank reference rate plus 1%-2%, or on an adjusted London interbank Offered Rate plus 2.5%-3.5%,
per annum (6.22% at December 30, 2001). We also pay a commitment fee on the unused portion of the line of credit. Should we make
additional draws on this line in the future, changes in interest rates would affect the interest expense on these loans and, therefore,
impact our cash flows and results of operations.

iMany of the food products purchased by us are affected by changes in weather, production, availability, seasonality and other factors
outside our control. In an effart to control some of this risk, we have entered into some fixed price purchase commitments with terms
of less than a year. In addition, we believe that almost all of our food and supplies are available from several sources, which helps to
contro! food commodity risks.
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independent Auditors’ Repert

To the Board of Directors and Stockholders of
Rubio’s Restaurants, inc.:

We have audited the accompanying consolidated balance sheets of Rubio's Restaurants, Inc. and subsidiary (the "Company”) as of
December 30, 2001 and December 31, 2000, and the related consolidated statements of operations, stockholders’ equity and compre-
hensive income (loss) and of cash flows for each of the three years in the period ended December 30, 2001. These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. 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, such consolidated financial statements present fairly, in all material respects, the financial position of Rubio’s
Restaurants, Inc. and subsidiary as of December 30, 2001 and December 31, 2000, and the results of their operations and their cash
flows for each of the three years in the period ended December 30, 2001 in conformity with accounting principles generally accepted in
the United States of America.

&= Toacba LLP

San Diego, California
March 13, 2002
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Rubio’s Restauranis, ine.
Gonsolidated Balance Sheels

{In thousands, except share data)

December 30, December 31,

2001 2000
Assets
Current Assets:
Cash and cash equivalents $ 4710 % 1,311
Short-term investments 1,302 6,809
Income taxes receivable 798 288
Other receivables 673 1,138
Inventory 1,453 2,020
Prepaid expenses 736 581
Total current assets 9,672 12,147
Investments 367 908
Property - net 35,911 37,917
Other Assets 353 426
Deferred Income Taxes 4,346 869
TOTAL $ 50649 $ 52267
Liabilities and Stockholders’ Equity
Current Liabilities: '
Accounts payable $ 3,005 ¢ 4,328
Accrued expenses and other liabilities 3,634 3,359
Store closure reserve 1,496 —
Line of credit 1,000 —
Deferred income taxes 214 6
Total current liabilities 9,349 7,693
Store Closure Reserve 2,981 —
Deferred Rent 1,608 1,518
Deferred Franchise Revenue 87 100
Total liabilities 14,025 9,311
Commitments and Contingencies (Note 5)
Stockholders’ Equity:
Preferred stock, $.001 par value, 5,000,000 shares authorized, no shares issued or outstanding — —
Commen stack, $.001 par value, 75,000,000 shares authorized, 8,922,786 issued and
outstanding in 2001, and 8,894,440 issued and outstanding in 2000 9 9
Paid-in capital 41,441 41,394
, Deferred compensation 217 137
{ Accumulated other comprehensive income 6 8
i {Accurnulated deficit) retained earnings {5,049) 1,408
') Total stockholders’ equity 36,624 42,956
y TOTAL $ 50649 $ 52,267

See Notes to Consolidated Financial Statements
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Huhio’s Restaurants, inc.
Consclidated Stalements of Uperations

{In thousands, except per share data)
Years Ended

December 30, December 31, December 26,
2001 2000 1999
Revenue:
Restaurant sales $ 112,728 § 95583 § 67,745
Franchise and ficensing revenue 211 150 109
Total Revenue 112,939 95,733 67,854
Costs and Expenses:
Cost of sales 31,368 28,348 19,976
Restaurant labor, occupancy and other 64,682 50,886 34,197
General and administrative expenses 10,316 10,281 7,755
Depreciation and amortization 5124 4,296 2,993
Pre-opening expenses 412 758 662
Asset impairment and store closure expense 11,429 2,237 —
Loss on disposal/sale of property 102 27 4
Total Costs and Expenses 123,433 96,833 65,587
Operating (Loss) Income {10,494) (1,100) 2,267
Other Income (Expense):
Interest and investment income 281 824 654
Interest expense (111) (116) (153)
Qther income — net 170 708 501
{Loss) Income Before Income Taxes (10,324) (392) 2,768
Income Tax Benefit (Expense) 3,867 161 {1,117)
Net (Loss) Income $  (6457) § (231 3 1,651
Net (Loss) Income Attributable to Common Stockholders:
Basic $ {6,457) $ (231) % 1,513
Diluted §  (6457) §$ 31) § 1,651
Net (Loss) Income Per Share:
Basic $ 0.72) $ (0.03) $ 0.26
Diluted $ 0.72) $ (0.03) $ 0.20
Shares Used in Calculating Net (Loss) Income Per Share:
Basic 8,920 8,883 5,741
Diluted 8,920 8,883 8,094

See Notes to Consolidated Financial Statements
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nUI0'S Hestauran:s, M6
Consoiidated Stalements of Stockhoigers’ Efuity
and Comprehensive income (Loss)

(In thousands, except number of shares)

Convertible Accumulated  Retained Total
Preferred Stock Other Earnings Total Compre-
Series A Common Stock Deferred Compre- (Accumu- Stock- hensive
Paid-ln  Compen- hensive lated holders’ Income
Shares Amount Shares Amount Capital satjon Income Deficit) Equity {Loss)
‘ Balance, December 28, 1998 1924747 $ 2 1048600 § 1§ — § 23§ 4 % 126 % 196
) Exercise of common stock options 33,987 53 53
Deferred compensation —
— common stock options 65 65
Accretion of redemption — preferred stock (138) (138)
Series A preferred stock
converted to common stock (1,924,747) (2) 1,924,747 2 —
Series B preferred stock
converted to common stock 1,092,007 1 3,432 3,433
Series C preferred stock
converted to common stock 793,640 1 4,258 4,259
Series D preferred stock
converted to common stock 1,452,491 2 10,140 10,142
Initial public offering — net of
$2,636 in offering costs 2,486,748 2 23474 23,476
Exercise of warrants 39,555
Net income 1,651 1,651 § 1,651
Other comprehensive income:
Net unrealized loss on available-for-sale
investments, net of $10 tax credit (15) (15) (15)
Total comprehensive income $1,636
Balance, December 26, 1999 — — 8,871,775 9 41,357 88 29 1,639 43,122
Exercise of common stock options 22,665 37 37
Deferred compensation ~
common stock options 49 49
Net loss (231) (2318 (231)
Other comprehensive income:
Net unrealized loss on available-for-sale
investments, net of $14 tax credit (21) (21) (21)
Total comprehensive loss $_(252)
5 Balamce, December 31, 2000 — — 8,894,440 9 41,39% 137 8 1,408 42,956
i Exercise of common stock options 28,346 47 47
: Deferred compensation —
i common stock options 80 80
4 Net loss 6,457) (6,457) % (6,457)
t Other comprehensive income:
p Net unrealized loss on available-for-sale
i investments, net of $1 tax credit ¥3) () 3]
1 Total comprehensive loss $ (6,459
Balance, December 30, 2001 — § — 892278 § 9 $41441 § 217 ¢ 6 $ (5,049 $36,624

See Notes to Consolidated Financial Statements
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Rubio’s Restaurants, ine.
Consoligateg Staiemenis of Cash Flagws

Operating Activities:
Net {loss) income

(In thousands)

Adjustments to reconcile net {loss) income to net cash provided by operating activities:

Depreciation and amortization
Deferred compensation
Asset impairment
Loss on disposal/sale of property
Changes in assets and liabilities:
Income taxes receivable
Other receivables
Inventory
Prepaid expenses
Deferred income taxes
Other assets
Accounts payable
Accrued expenses and other liabilities
Store closure reserve
Deferred rent
Deferred franchise revenue
Cash provided by operating activities
Investing Activities:
Purchase of property
Proceeds from sale of property
Purchases of investments
Sales and maturities of investments
Cash used in investing activities
Financing Activities:
Principal payments on long-term debt
Proceeds from borrowings on line of credit
Payments on line of credit
Initial public offering-net of $2,636 in offering costs
Proceeds from exercise of common stock options
Other
Cash provided by financing activities
Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

Supplemental Disclosures of Cash Flow Information:
Cash paid for interest
Cash paid for income taxes — net

Years Ended

December 30, December 31, December 26,

2001 2000 1999
$ (6457 $ @31 $ 165
5,124 4,296 2,993
80 49 65
6,629 2,237 —
102 27 4
(510) (73) (221)
465 (559) (409)
567 (1,402) (258)
{155) (18) (267)
(3,269) (540) 110
73 13 (92)
{1,323) 1,093 292
275 787 422
4477 — —
90 409 304
(13) 100 —
6,155 6,188 4,594
{10,504) {16,554) {13,813)
655 — 26
(13,045) (27,163) (112,436)
19,091 35,346 102,629
(3,803) (8,371) (23,594)
— — (1,856)
1,000 — 1,000
— —_ (1,000)
— — 23,476
47 37 53
— (2) —_
1,047 35 21,673
3,399 (2,148) 2,673
1,311 3,459 786
$ 4,710 § 1,311 § 3,459
$ 16 3 — 3 166
$ 251§ 433 § 1,202

See Notes to Consolidated Financial Statements
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Notes to Consolidaied Finencial Stalements

Years Ended December 30, 2001, December 31, 2000 and December 26, 1999

| SUNMARY OF SIGMIFICANT ACCOURTING POLICIES

Nature of Operations — Rubio’s Restaurants, Inc. was incorporated in California in 1985 and reincorporated in Delaware in 1997.
Rubio’s Restaurants, Inc. has a wholly-owned subsidiary, Rubio's Restaurants of Nevada, Inc. {collectively, the “Company"). As of
December 30, 2001, the Company owns and operates a chain of 134 restaurants, three concessions and two franchise locations, in
California, Arizona, Nevada, Colorado and Utah.

AN

The Company’s 134 restaurants are located more specifically as follows: 58 in the greater Los Angeles, California area, 37 in San
Diego, California, 21 in Arizona, four in Colorado, four in Las Vegas, Nevada, four in Sacramento, California, four in San Francisco,
California and two in Utah. The Company is planning to franchise the 14 open stores in Colorado, Utah, Nevada and Tucson, Arizona.

Principles of Censaligation — The consolidated financial statements include the accounts of Rubio’s Restaurants, Inc. and its wholly-
owned subsidiary. All significant intercompany transactions and accounts have been eliminated in consolidation.

Fiscal Year — The Company operates and reports on a 52-53 week fiscal year ending on the Sunday closest to December 31. Fiscal
years 2001 and 1999, which ended on December 30, 2001 and December 26, 1999, respectively, included 52 weeks. Fiscal year 2000,
which ended on December 31, 2000, included 53 weeks.

Accounting Estimates — 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
liabilities and contingencies at the date of the financial statements and the reported amounts of revenues and expenses during the year.
Actual results may differ from those estimates.

Cash Equivalents — Cash equivalents consist of money market instruments purchased with an original maturity of three months or less.

Investments — The Company's investments are composed primarily of tax-free municipals, corporate bonds, municipal bonds and
mortgage and asset-backed securities and commercial paper. While it is the Company’s general intent to hoid such securities until matu-
rity, management will occasionally sell particular securities for cash flow purposes. Therefore, pursuant to Statement of Financial
Accounting Standards (“"SFAS”) No. 115, "Accounting for Certain Investments in Debt and Equity Securities,” the Company’s investments
are classified as available-for-sale based upon the Company’s intent, and are accounted for at fair market value. The fair market value of
such investments is determined based on quoted market prices at year end. Unrealized gains and losses on these investments are includ-
ed as accumulated other comprehensive income in the consolidated statements of stockholders’ equity and comprehensive income
{loss). Realized gains and losses on investments sold are determined based on the specific identification method and are included in
interest and investment income. Short-term investments are investments with original maturities of greater than three months and
remaining maturities of less than one year, or investments that are reasonably expected to be realized in cash or consumed in operations
over the next year. As of December 30, 2001, investments considered as long term are comprised of $173,000 in tax-free municipals
maturing in June 2003, a $103,000 corporate bond that matures January 2003 and a $91,000 mortgage and asset-backed security that
matures in July 2003.

Gross unrealized losses on available-for-sale investments for the years ended December 30, 2001, December 31, 2000 and December
26, 1999 were $3,398, $35,402 and $24,878, respectively. Realized gains on sales of investments for the year ended December 30, 2001
were $6,398. Realized losses on sales of investments for the years ended December 31, 2000 and December 26, 1999 were $84,650 and
$26,886, respectively. As of December 30, 2001 and December 31, 2000, the fair market value of the Company'’s investments was not
significantly different from the amortized cost.

Inventary — Inventory consists of food, beverage, paper and restaurant supplies and is stated at the lower of cost (first-in, first-out
method) or market value,

Praperly — Property is stated at cost. Depreciation and amortization are computed using the straight-line method over the estimated
useful lives of the assets or the remaining lease term, whichever is less. The Company capitalizes costs related to construction of new
leased restaurant facilities. The lives for equipment are 3-7 years and for building and leasehold improvements, 5-20 years.

Asset Impairment and Store Closure Expense — The Company periodically assesses its ability to recover the carrying value of its
long-lived assets. If the Company concludes that the carrying value will not be recovered hased on expected future cash flows, an
impairment write-down is recorded to reduce the asset to its estimated fair value. Impairment is reviewed at the lowest levels for which
there are identifiable cash flows that are independent of the cash flows of other groups of assets. In the Company’s circumstances, such
analysis is performed on an individual restaurant basis. The impairment charge is the difference between the carrying value and the esti-
mated fair value of the assets (for assets to be held and used) and fair value less cost to sell (for assets to be disposed of).
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Notes to Consolidaied Financial Statements

(continued)
Years Ended December 30, 2001, December 31, 2000 and December 26, 1999

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

The Company makes decisions to close stores based on their cash flows and anticipated future profitability. The Company records
losses associated with the closure of restaurants in the same quarter that the decision to close these restaurants is made. These store
closure charges primarily represent a liability for the future lease obligations after the expected closure dates, net of estimated sublease
income, if any.

Deferred Rent — Rent expense on operating leases with scheduled or minimum rent increases is expensed on the straight-line basis
over the lease terms. Deferred rent represents the excess of rent charged to expense over rent payable under the lease agreement.

Financial Instruments — The carrying amounts and estimated fair value of the Company's financial instruments are as follows:

The carrying values of cash and cash equivalents, receivables, accounts payable and accrued expenses approximate fair values due to
the short-term maturities of these instruments.

The carrying amount of the Company'’s line of credit is estimated to approximate fair value as the actual interest rate is consistent
with the rate estimated to be currently available for debt of similar term and remaining maturity.

Revenve Recognition — Revenue recognition consists of the following:

Restaurant sales: Revenues from the operation of Company-owned restaurants are recognized when sales occur. Franchise revenue:
Franchise revenue is comprised of 1) area development fees, 2) new store opening fees, 3) royalties and 4) information technology help
desk fees. All fees received from franchised operations are included in revenue as earned. Area development fees are recognized as
revenue on the occurrence of certain deliverables: 1) 50% at the time an initial comprehensive analysis of the entire market is delivered
to the franchisee and 2) 50% ratably recognized as an updated analysis per restaurant site is delivered. New store opening fees are rec-
ognized as revenue in the month a franchisee location opens. Royalties from franchised restaurants are recorded in revenue as earned.
information technology help desk fees are collected annually and are recorded ratably into revenue.

Slore Pre-Opening Expenses — Costs incurred in connection with the training of personnel and promotion of new store openings are
expensed as incurred. ’

Advertising — Advertising costs incurred to produce media advertising for new campaigns are expensed in the year in which the
advertising first takes place. Other advertising costs are expensed when incurred. Advertising costs included in restaurant labor, occupan-
cy and other expenses totaled $4.4 million, $3.2 million and $2.1 million for fiscal years 2001, 2000 and 1999, respectively.

Income Taxes — The provision for income taxes is based on income (loss) reported in the financial statements. Deferred income taxes
are provided to reflect temporary differences between the basis of assets and liabilities for financial reporting purposes and income tax
purposes, as well as the effects of income tax credits.

Stock-Based Compensaticn — The Company follows SFAS No. 123, "Accounting for Stock-Based Compensation.” SFAS No. 123
encourages, but does not require, companies to record compensation cost for stock-based employee compensation plans at fair value.
The Company has chosen to continue to account for stock-based compensation using the intrinsic value method prescribed in
Accounting Principles Board (“APB") Opinion No. 25, "Accounting for Stock Issued to Employees,” and related interpretations.
Accordingly, compensation cost for stock options is measured as the excess, if any, of the fair value of the Company’s stock at the date
of the grant over the amount an employee must pay to acquire the stock.

Deferred charges for options granted to non-empioyees has been determined in accordance with SFAS No. 123 and Emerging Issues
Task Force (“EITF") No. 96-18, “Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in
Conjunction with Selling, Goods or Services,” as the fair value of the consideration received or the fair value of the equity instruments
issued, whichever is more reliably measurable. Deferred charges for options granted to non-employees are periodically remeasured as
the underlying options vest and are included in deferred compensation in the financial statements.

Concentration of Credit Risk — The Company invests its excess cash in money market accounts and debt securities. The Company has
not experienced any material losses on its cash accounts or other investments.

Earnings Per Share — Basic earnings per share is computed by dividing net income or loss attributable to common stockholders by
the weighted average of common shares outstanding during the period. Diluted earnings per share reflects the potential dilution that
could occur if securities or other contracts to issue common stock (convertible preferred stock, warrants to purchase common stock and
common stock options using the treasury stock method) were exercised or converted into common stock. Potential common shares in
the diluted earnings per share computation are excluded when their effect would be antidilutive.
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Notes to Consolidated Financial Stalements

{continued)
Years Ended December 30, 2001, December 31, 2000 and December 26, 1999

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Reclassifications — Certain prior year amounts have been reclassified to conform to the current year presentation. Specifically, the
Company has reclassified approximately $441,000 and $213,000 of expenses attributable to credit card processing costs from general
and administrative expenses to restaurant labor, occupancy and other for fiscal year 2000 and fiscal year 1999, respectively, to conform
to the fiscal year 2001 presentation. The Company also reclassified $110,000 and $109,000 of licensing revenue for fiscal year 2000 and
fiscal year 1999, respectively, from restaurant sales to franchise and licensing revenue to conform to the fiscal year 2001 presentation.

Recent Accounling Pronouncemenis — In August 2001, the Financial Accounting Standards Board issued SFAS No. 144, "Accounting
for the Impairment or Disposal of Long-Lived Assets.” This statement addresses financial accounting and reporting for the impairment or
disposal of long-lived assets. SFAS No. 144 supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to Be Disposed Of," and the accounting and reporting provisions of APB Opinion No. 30, “Reporting the Results of
Operations-Reporting the Effects of a Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events
and Transactions,” for the disposal of a segment of a business (as previously defined in that opinion). The provisions of the statement
are effective for financial statements issued for fiscal years beginning after December 15, 2001. The Company has not determined the
impact that this statement will have on its financial statements.

In June 2001, the Financial Accounting Standards Board issued SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 142
requires that goodwill and other intangible assets with indefinite useful lives no longer be amortized, but instead be tested for impair-
ment at least annually. SFAS No. 142 is effective for fiscal years beginning after December 15, 2001. The Company believes the initial
adoption of SFAS No. 142 will have no effect on its financial statements.

Also in June 2001, the Financial Accounting Standards Board issued SFAS No. 141, “Business Combinations.” SFAS No. 141 allows
only the purchase methad of accounting to be used for business combinations that occur after June 30, 2001, At present, the Company
has not entered into any business combinations and therefore, the adoption of SFAS No. 141 will have no effect on the Company’s
financial statements.
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(continued)
Years Ended December 30, 2001, December 31, 2000 and December 26, 1999

./
é: BALANCE SHEET DETAILS as of December 30, 2001 and December 31, 2000, respectively (in thousands):

2001 2000
Other Receivables:
Tenant improvement receivables $ 274§ 604
Other 399 534
Total $ 673 $ 1,138
Investmemnts:
Tax-free municipals $ 900 $ 254
Corporate bonds 505 5,403
Municipal bonds 173 350
Mortgage and asset-backed securities 91 1,211
Commercial paper — 499
1,669 7,717
Less: current portion (1,302) {6,809)
Non-current $ 367 % 908
Property — at cost:
Building and leasehold improvements $ 26643 $§ 24,843
Equipment and furniture 23,586 23,862
Construction in process and related costs 885 1,545
51,114 50,250
Less: accumulated depreciation and amortization {15,203) {12,333)
Total $ 35911 § 37,917
Accrued Expenses and Other Liabilities:
Compensation $ 1178 § 992
Sales taxes 807 877
Vacation pay 585 445
Other : 1,064 1,045
Total v $ 3634 § 3,359
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{continued)
Years Ended December 30, 2001, December 31, 2000 and December 26, 1999

)
ZSJ ASSET IMPAIRMENT AND STORE CLOSURE RESERVE

The Company reviews the performance of company-operated stares under the criteria described in Note 1. As a result of this review,
in fiscal 2001 and 2000, the Company recorded an impairment charge for certain under-performing company-operated stores. The
impairment for fiscal 2001 and 2000 consisted of the following (in thousands):

2001 2000
fmpairment on stores to be franchised $ 3,305 $ —
Impairment on stores closed in 2001 1,857 1,749
Impairment on stores that will continue to be operated 843 172
Impairment on stores to be closed 624 316

Total impairment charge $ 6629 § 2237

The impairment charge in 2000 related to eight stores; five of which had additional impairment in fiscal 2001. Six of the eight stores
were closed on October 30, 2001, as indicated in the following paragraph. The Company currently plans on operating one of the eight
stores through the end of its lease term and the other location is intended to be franchised.

On October 30, 2001, the Company closed 11 locations: five in Colorado, four in Utah, one in Sacramento, California and one in Las
Vegas, Nevada. Impairment losses for these locations totaled $1.9 million and $1.7 million in fiscal 2001 and fiscal 2000, respectively.
On February 8, 2002, the Company closed an impaired location in Phoenix, Arizona.

In addition to the $6.6 million impairment charge recorded in fiscal 2001, the Company recorded a charge of $4.8 million related to
store closures, consisting primarily of future lease obligations on these closed stores {net of estimated sublease income, if any), sever-
ance and other related charges. In accordance with EITF No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and
Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring),” these charges were recognized as a liability when
management committed to its store closure plan during the fourth quarter of 2001. Total charges recorded in fiscal 2001 related to
impairment and store closures were $11.4 million.

The components of the store closure reserve in fiscal 2001 were as follows (in thousands):

2001 2001 Ending
QOriginal Reserve Usage Reserve Balance
Reserve for stores closed in 2001 $ 3,171 $  3B7H § 2800
Reserve for stores to be closed 1,150 — 1,150
Severance related to closed stores 322 (202) 120
Other (Usage includes $294,000 in credits for deferred rent) 157 250 407
Total store closure reserve $ 4,800 $  (323) 4,477
Less: current portion (1,496)
Non-current $ 2,981

The Company terminated 191 hourly and 16 salaried employees in connection with the store closures in fiscal 2001, and anticipates
terminating approximately 60 employees in connection with additional store closures in fiscal year 2002. For the 11 stores that were
closed, revenues were $4.2 million and operating losses were $0.9 million during fiscal year 2001 through the date the stores were closed.

3
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7 CREDIT FACGILITIES

Revolving Line of Credit — As of December 30, 2001, the Company had available $10.4 million of a total $12.0 million revolving line
of credit with a maturity date of July 2004. The credit line bears interest based on certain leverage ratios and ranges from the lower of a
bank reference rate plus 1%—-2%, or an adjusted London Interbank Offered Rate plus 2.5%—3.5%, per annum (6.22% as of December 30,
2001). The Company pays a commitment fee on the unused portion of the line of credit. As of December 30, 2001, the Company has bor-
rowings of $1.0 million on the line of credit and $0.6 million assigned to a standby letter of credit related to the Company's workers’
compensation insurance policy, that matures in October 2002. There were no borrowings cutstanding as of December 31, 2000.

¥
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(continued)
Years Ended December 30, 2001, December 31, 2000 and December 26, 1999

4 CREDIT FACILITIES {continued)

The credit facility contains various covenants including a minimum EBITDA, a fixed charge coverage ratio, a minimum interest
coverage ratio, a maximum total leverage ratio, and places certain restrictions on fixed asset purchases. The revolving line of credit
restricts the payment of cash dividends and other stock redemptions or repurchases. The Company's assets collateralize borrowings
under the revolving line of credit. The Company was not in compliance with respect to one covenant of the credit agreement as of
December 30, 2001. An amendment to the credit agreement was signed on March 13, 2002 retroactive to December 30, 2001. The
amendment provided for the Company to be in compliance with all covenants of the credit agreement as of December 30, 2001.

oy

LA
o COMMITMENTS AND CONTINGENCIES

Operating Leases — The Company leases restaurant and office facilities, vehicles, and office equipment under various operating leas-
es expiring through 2016. The leases generally provide renewal options from three to ten years. Certain leases are subject to scheduled
annual increases or minimum annual increases based upon the consumer price index, not to exceed specific maximum amounts. Certain
leases require contingent percentage rents based upon sales, and other leases pass through common area charges to the Company.
Rental expense under these operating leases was $12.1 million, $7.8 million and $5.4 million for fiscal years 2001, 2000 and 1999,
respectively. Contingent percentage rent based on sales included in rental expense was $320,269, $273,399 and $195,102 for fiscal
vears 2001, 2000 and 1999, respectively.

Future minimum annual lease commitments, including obligations for closed stores, as of December 30, 2001,
are as follows (in thousands):

fiscal Year

2002 $ 10,297
2003 10,560
2004 10,545
2005 10,392
2006 9,636
Thereafter 30,439

$ 81,869

Litigation — On June 28, 2001, a class action complaint was filed against the Company in Orange County, California Superior Court
by a former employee, who worked in the position of general manager, a position that the Company classifies as exempt. The former
employee purports to represent a class of former and current employees who are similarly situated. This matter involves the issue of
whether certain employees and former employees in the assistant and general manager positions who worked in the California
restaurants were misclassified as exempt and deprived of overtime pay. In addition to unpaid overtime, the former employee seeks to
recover waiting time penalties, interest, attorneys’ fees, and other types of relief on behalf of the current and former employees he
purports to represent.

The Company believes the case is without merit and intends to vigorously defend the claims related to this matter. The case is in the
early stages of discovery and no date has been set for the class certification motion. The Company is presently unable to predict the
probable outcome of this matter and the amount of damages at issue is also unknown at this time.

A second similar class action complaint was filed in Orange County, California Superior Court on behalf of another former employee
on December 21, 2001. No discovery has yet been conducted. It is probable that this action will either be stayed pending the resclu-
tion of the previously described action or will be consolidated into the aforementioned action. The Company believes that the case is
also without merit and intends to vigorously defend this lawsuit. The Company is presently unable to predict the probable outcome of
this matter and the amount of damages at issue is also unknown at this time. The status of the class action certification is yet to be
determined for both suits.

The Company is unaware of any other litigation that could have a material adverse effect on the Company's results of operations,
financial position or business.

Employee Savings Plan — The Company has a defined contribution 401(k) plan. This plan allows eligible employees to contribute a
percentage of their salary, subject to annual limits, to the plan. The Company matches 25% of each eligible employee’s contributions
up to 6% of gross salary. The Company’s contributions vest over a five-year period. The Company contributed $59,644, $48,424 and
$42,913 for fiscal years 2001, 2000 and 1999, respectively.
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=
O hICOME TAXES

The components of the income tax benefit {expense) for fiscal years 2001, 2000 and 1999 are as foltows {in thousands):

2001 2000 1999
Federal benefit (expense):
Current $ 509 % (312 $ (736
Deferred 2,566 437 (134)
State benefit (expense}:
Current 89 (53) (246)
Deferred 703 89 (1)
Total income tax benefit {expense) $ 3,867 $ 161 $ (1,117)

The income tax benefit (expense) differs from the federal statutory rate bacause of the effect of the following items for fiscal years
2001, 2000 and 1999

2001 2000 1999
Statutory rate 34.0% 34.0% (34.0)%
State income taxes, net of federal benefit 5.0 6.0 {5.9)
Non-deductible items (1.7 {2.6) {.3)
Other .2 3.7 1)
Effective tax benefit (expense) rate 37.5% 41.1% {40.3)%

Deferred income taxes are provided to reflect temporary differences in the basis of net assets for income tax and financial reporting
purposes, as well as available tax credit carryforwards.

The tax effected temporary differences and credit carryforwards comprising the Company’s deferred income taxes as of
December 30, 2001 and December 31, 2000 are as follows (in thousands):

2001 2000

Reserves currently not deductible § 2121 $ 162
Deferred rent 814 650
Federal credits 663 216
Difference between book and tax basis of property 469 (58)
Net operating losses 364 —
State taxes (307) (67)
Deferred compensation 81 59
Unrealized gain on investments (6) (8)
Other (67) 91)
Net deferred income tax asset $ 4132 $ 863
Net current deferred income tax liability $ 214) § (6)
Net non-current deferred income tax asset $ 4346 § 869

As of December 30, 2001, the Company has federal and state net operating loss carryforwards available to offset future tax liabilities
of approximately $623,000 and $1,729,000, respectively. These federal and state net operating loss carryforwards expire at various dates

beginning in 2021 and 2006, respectively. The Company also has federal credit carryforwards available to offset future tax liabilities of
approximately $663,000.
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;/7 CONVERTIBLE AND REDEENMABLE CONVERTIBLE PREFERRED STOCK

Upon the Company’s initial public offering in May 1999, Convertible Preferred Stock Series A (approximately 1.9 million shares) and
all Redeemable Convertible Preferred Stock, Series B, C and D (approximately 3.4 million shares) were automatically converted into the
Company’s common stock. The conversion of the preferred stock was on a 1 for 1 basis. Upon conversion of the preferred stock, all

preferred stock dividends and other rights previously assigned ceased.

) STOCKHOLDERS EQUITY

Initial Public Offering — The Company completed its initial public offering (the “Offering”) on May 21, 1999. The Offering resulted in
the issuance of 2,486,748 shares of the Company's common stock at $10.50 per share, resulting in net proceeds of approximately $23.5
million. In connection with the offering, 39,555 shares of common stock were issued upon the exercise of certain outstanding warrants.

Gommon Stock — Holders of common stock are entitled to one vote per share. The rights of the common stock are subject to prior
rights of the preferred stock. There was no preferred stock outstanding at December 30, 2001 and December 31, 2000.

Debt Issue Costs — In connection with a revolving line of credit, the Company issued a warrant in May 1998 to purchase up to
45,000 shares of the Company’s common stock (subject to adjustment under a formula defined in the warrant). The warrant is exercisable
under certain specified conditions. The warrant term extends until the earlier of December 31, 2002 or the business day preceding an
acquisition or sale of the Company. The exercise price is $7.19 per share. The fair value of the warrant upon date of issuance was not
significant.

Stack Options and Purchase Plans

i) 1995 Stock Option/Stock Issvance Plan — On May 30, 1996, the stockholders of the Company approved the 1995 Stock
Option/Stock Issuance Plan (the “1995 Plan”). The 1995 Plan superseded and incorporated all options outstanding under the 1993 Stock
Option Plan. The 1995 Plan provided for the issuance of incentive and nonstatutory options and for the purchase of commaon stock for
eligible individuals. The Board of Directors administered the 1935 Plan.

Each option granted under the 1995 Plan has a maximum term of either five or ten years (depending on stock ownership) and is
subject to earlier termination in the event of the optionee’s termination of service. The 1995 Plan was incorporated into the 1999 Stock
Incentive Plan.

i) 1998 Stock Cption/Stock Isstance Plan — On March 27, 1998, the stockholders of the Company approved the 1998 Stock
Option/Stock Issuance Plan (the “1998 Plan”). The 1998 Plan provided for the issuance of incentive and nonstatutory options and for the
purchase of common stock for eligible individuals. The Board of Directors administered the 1998 Plan. The stock issuable under the 1998
Plan is shares of authorized but unissued or reacquired stock.

Each option granted under the 1998 Plan has a maximum term of either five or ten years {depending on stock ownership) and is
subject to earlier termination in the event of the optionee’s termination of service. The 1398 Plan was incorporated into the 1999 Stock
Incentive Plan.

jii) 1999 Steck Incentive Plan — On March 18, 1999 and March 24, 1999, the Board of Directors and the stockholders, respectively, of
the Company approved the 1999 Stock Incentive Plan (the 1999 Plan”). All outstanding options under the 1995 Stock Option/Stock
Issuance Plan and the 1998 Stock Option/Stack Issuance Plan (collectively, the “predecessor plans”) are incorporated into the 1999 Plan.
No further grants will be made under the predecessor plans. Except as otherwise noted below, new grants made under the 1999 Plan
have substantially the same terms as options previously granted under the predecessor plans.

The stock issuable under the 1999 Plan shall be shares of authorized but unissued or reacquired common stock, including shares
repurchased by the Company on the open market. A total of 1,656,924 shares of common stock have been authorized for issuance
under the 1999 Plan, which includes the shares subject to outstanding options under the predecessor plans. The number of shares of
common stock reserved for issuance under the 1999 Plan will automatically increase on the first trading day in January each year. The
increase will be equal to 3% of the total number of shares of common stock outstanding as of the last trading day in December of the
preceding year, not to exceed 450,000 shares in any given year. In addition, no participant in the 1999 Plan may be granted stock
options, separately exercisable stock appreciation rights and direct stock issuances for more than 500,000 shares of common stock in
the aggregate per calendar year. Each option shall have a maximum term of either five or ten years, depending on the related program,
and is subject to earlier termination in the event of the optionee’s termination of service.
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8 STOCKHOLDERS' EQUITY (continued)

The 1999 Plan is divided into five separate components: (1) the discretionary option grant program, (2) the stock issuance program,
(3) the salary investment option grant program, (4) the automatic option grant program, and (5) the director fee option grant program.

1) The discretionary option grant and 2) stock issuance programs provide for the issuance of incentive and nonstatutory options for
eligible employees. The option exercise price per share is fixed by the 1999 Plan administrator in accordance with the following provi-
sions: (1) the exercise price shall not be less than 100% of the fair market value per share of the common stock on the date of grant,
and (2) if the person to whom the option is granted is a 10% stockholder, then the exercise price per share shall not be less than 110%
of the fair market value per share of the cammon stock on the date of grant. Each option shall be exercisable at such time or times, dur-
ing such period and for such number of shares as shall be determined by the 1999 Plan administrator as set forth in the related individ-
ual option agreements. The purchase price for stock issuances is determined by the 1999 Plan administrator and shall not be less than
100% of the fair market value of a share of common stock at the time of issuance.

3) The salary investment option grant program, if activated, would be available to executive officers and other highly compensated
eligible employees. The participants may elect, prior to the start of a calendar year, to reduce their base salary by a specific dollar
amount not less than $10,000 nor more than $50,000. The options will be exercisable at a price equal to one-third of the fair market
value of the common stock at grant date. The options will vest monthly for one year and are subject to full and immediate vesting upon
certain changes in ownership of the Company.

4) The automatic option grant program is available to non-employee board members. Eligible individuals will automatically receive an
option grant for 25,000 shares on the date of joining the board providing that they have not been previously employed by the Company.
In addition, at the date of each annual meeting of stockholders, each non-employee board member will automatically be granted an
option to purchase 5,000 shares of common stock, provided that the individual has served on the board for at least six months. All
grants under the automatic option grant program vest immediately upon issuance. The exercise price per share shall be equal to 100%
of the fair market value of the common stock on the date of grant.

5) The director fee option grant program ailows, if activated, for non-employee board members to apply any of their annual retainer
fees ta the acquisition of a special option grant. The options will be exercisable at a price equal to one-third of the fair market value of

the common stock at the grant date. The options will vest monthly for one year and are subject to full and immediate vesting upon
certain changes in ownership of the Company.

The board may amend or modify the 1999 Plan at any time, subject to any required stockholder approval. The 1999 Plan will termi-
nate at the earliest of (1) March 17, 2009, (2) the date on which all shares available for issuance under our 1999 Plan have been issued
as fully-vested shares or (3) the termination of all outstanding options in connection with certain ownership changes.

iv) 1299 Employee Stock Purchase Plan — On March 18, 1999 and March 24, 1999, the Board of Directors and stockholders, respec-
tively, approved the 1999 Employee Stock Purchase Plan (“ESPP”). The ESPP became effective upon the execution of the underwriting
agreement and pricing of the common stock with respect to the Company's initial public offering. The ESPP allows eligible employees, as
specified in the ESPP, to purchase shares of common stock in semi-annual intervals through payroll deductions under this plan. The accu-
mulated payroll deductions will be applied to the purchase of shares on the employee’s behalf at a price per share equal to 85% of the
lower of (1) the fair market value of the Company's common stock at the date of entry into the current offering period or (2) the fair
market value on the purchase date. An initial reserve of 200,000 shares of common stock has been authorized for issuance under the
ESPP. The Board of Directors may alter, suspend or discontinue the ESPP. However, certain amendments to the ESPP may require stock-
holder approval. There was no activity under the ESPP during fiscal years 2001, 2000 and 1999.

The Company applies APB Opinion No. 25 and related interpretations in accounting for its employee stock option plans. Under APB
Opinion No. 25, the Company will record compensation expense resulting from the difference between the respective grant price per
share and the estimated fair market value of the common stock at the date of grant.

Total deferred compensation for fiscal 1998 and 1999 grants less forfeitures is being recorded ratably over the vesting period of the

respective options. The Company recorded $49,810, $49,488 and $64,532 of compensation expense associated with these option grants
for fiscal years 2001, 2000 and 19989, respectively.

In October 2001, the Company granted common stock options for the purchase of 50,000 shares of common stock to a non-employee
board member for consulting services. Total deferred compensation for the grant is being recorded ratably over the service period of the
consulting agreement. The Company recorded $30,156 of compensation expense associated with this option grant during fiscal year 2001.
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(continued)
Years Ended December 30, 2001, December 31, 2000 and December 26, 1999

8 STOCKHOLDERS' EQUITY (continued)
The following is a summary of stock option activity for fiscal years 1999, 2000 and 2001:

Shares Weighted
Options Available Options Average Exercise
for Grant Outstanding Price Per Share

Balance at December 28, 1998 145,860 280,540 % 1.96
Authorized 700,000 — —
Granted (405,950) 405,950 9.72
Exercised — (33,987) 1.57
Forfeited 61,215 (61,215) 5.77
Balance at December 26, 1999 501,125 591,288 6.77
Authorized 266,153 — —
Granted (699,620) 699,620 7.09
Exercised — (22,665) 1.68
Forfeited 229,008 (229,009} 7.61
Balance at December 31, 2000 296,667 1,039,234 6.91
Authorized 266,833 — —
Granted {(519,916) 519,916 4.23
Exercised — (28,346) 1.66
Forfeited 203,470 {203,470) 6.64
Balance at December 30, 2001 247,054 1,327,334 6.02
Exercisable, December 26, 1999 178,702 4.09
Exercisable, December 31, 2000 318,536 5.91
Exercisable, December 30, 2001 574,173 6.22

The following table summarizes the impact on the Company’s net (loss) income had compensation cost been determined based upon
the fair value at the grant date for awards under the stock option plans consistent with the methodology prescribed under SFAS No. 123 (in
thousands, except per share data):

Fiscal Years
2001 2000 1999
Net (loss) income attributable to common stockholders:
Basic $ (6,457) $ (231) § 1,513
Diluted (6,457) (231) 1,651
As adjusted under SFAS No. 123:
Net (loss) income:
Basic $ (7.446) $ (716) $ 1,228
Diluted (7,446) {716) 1,366
Net (loss) income per share: .
Basic $ {0.83) $ (0.08) $ 0.21
Diluted {0.83) (0.08) 0.17

The weighted average fair value at the date of grant for options granted during 2001, 2000 and 1999 was $2.93, $4.74 and $5.59
per share, respectively. The fair value of each option grant was estimated on the date of grant using the Black-Scholes option-pricing
model with the following assumptions:

Fiscal Years
2001 2000 1993
1 Expected dividend None None None
Expected stock price volatility 70% 80% 57%
Risk-free interest rate 4.0% 5.9% 5.1%
Expected lives of options 5 years 5 years 5 years

The estimated fair value of options granted is subject to the assumptions made and if the assumptions changed, the estimated fair
value amounts could be significantly different.
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8 STOCKHOLDERS' EQUITY (continued)

The following table summarizes information as of December 30, 2001 concerning currently outstanding and exercisable options:

Options Outstanding Options Exercisable
Weighted Average
Remaining
Number Contractual Life Weighted Average Number Weighted Average
Range of Exercise Prices Qutstanding (Years) Exercise Price Exercisable Exercise Price
$ 100 — $ 200 130,640 5.03 $ 1.65 121,060 $ 163
$ 300 - $ 900 1,000,607 8.80 $ 578 327,276 $ 6.42
$10.00 — $10.00 190,827 7.40 $ 10.00 123,079 $ 10.00
$15.00 — $15.60 5,260 7.31 $ 15.21 2,758 $ 15.20
1,327,334 8.22 $ 6.02 574,173 $ 6.22

7

S EARVINGS PER SHARE

A reconciliation of basic and diluted earnings per share in accordance with SFAS No. 128 is as follows (in thousands,
except per share data):

5

Fiscal Years
2001 2000 1999
Numerator
Basic:
Net (loss) income $(6,457) $ (231) $1,651
Accretion on redeemable convertible preferred stock — — {138)
Net (loss) income attributable to
common stockholders $(6,457) $ (231) $1,513
Diluted:
Reversal of accretion on redeemable
convertible preferred stock — — 138
Net (loss) income attributable to
common stockholders $(6,457) $ (231) $1,651
Fiscal Years
2001 2000 1999
Denominator
Basic:
Weighted average common shares outstanding 8,920 8,883 5,741
Diluted:
Effect of dilutive securities:
Common stock options — — 241
Conversion of convertible preferred stock — — 2112
Total weighted average common and
potential common shares outstanding 8,920 8,883 8,094
{Loss) income per share:
Basic $(0.72) $ (0.03) $ 0.26
Diluted $(0.72) $ {0.03) $ 020

For fiscal year 2001, 2000 and 1999, the Company excluded the effect of 1,327,334, 1,039,234 and 359,450 common stock options,
respectively, in the calculation of diluted earnings per share, as the affect would be antidilutive.
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{continued)
Years Ended December 30, 2001, December 31, 2000 and December 26, 1999

LU SEGMENT INFORMATION
The Company owns and operates high-quality, quick-service Mexican restaurants under the name “Rubio’s Baja Grill,” with restau-

rants primarily in California, Arizona, Nevada, Colorado and Utah. In accordance with SFAS No. 131, “Disclosures about Segments of an
Enterprise and Related Information,” the Company currently considers its business to consist of one reportable operating segment.

=141
Lﬁu QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Summarized unaudited quarterly financial data (in thousands, except income per share) for fiscal years 2001 and 2000 was as follows:

Fisca!l Year 2001

First Quarter Second Quarter Third Quarter Fourth Quarter
Total revenue $ 26,578 $ 28912 $ 30,037 $ 27,412
Operating (loss) income $ (357) $ 1,283 $ (5,148) $ (6,272)
et (loss) income § (154) $ 798 $ (3,077) $ (4,024)
Basic net (loss) income per share $  (0.02) $ 0.09 $ (0.39) $ (0.45)
Diluted net (loss) income per share $  (0.02) $ 0.09 $  (0.34) $  (0.45)

Fiscal Year 2000

First Quarter Second Quarter Third Quarter Fourth Quarter
Total revenue $ 19,929 $ 23,462 $ 26,324 $ 26,018
Operating (loss) income $ 249 $ 947 $ 1,061 $ (3.357)
Net income (loss) $ 269 $ 70 $ 707 $ {(1,908)
Basic net income (loss) per share $ 003 $ 0.08 $ 0.08 $ (0.21)
Diluted net income (loss) per share $ 003 $ 0.08 $ 0.08 $ (0.21)

The sum of the quarterly earnings per share amounts do not equal the annual amount as the calculations are performed individually
each quarter.
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Forward-Looking Statements

Some of the information in this annual report may contain projections or other forward-looking statements regarding future events
of our future financial performance. We wish to caution you that these statements are only predictions and that actual events or results
may differ materially. We refer you to the documents we file from time to time with the Securities and Exchange Commission, including
our most recent Form 10-K for year ended December 30, 2001, and Forms 10-Q subsequently filed. These documents contain and identify
important factors that could cause the actual results to differ materially from those contained in our projections or forward-looking
statements, including, among others, factors impacting our revenues, our expectations regarding comparable sales growth and earnings,
our ability to manage costs, expenses related to closed stores, our brand awareness and marketing initiatives, litigation costs, our ability
to maintain existing restaurants and to open additional restaurants in the coming periods, fluctuations in the earnings growth on a
quarterly basis, governmental actions regarding minimum wage, our ability to implement a franchise strategy, our ability to access
capital markets, recruitment and retention of qualified personnel, food commodity prices, and competition. We undertake no obligation
to update the statements made in this annual report as the facts change. ‘

Dividgend Palicy

Since our initial public offering in May 1999, we have not declared or paid any cash dividends on our common stock. We currently
intend to retain all earnings for the operation and expansion of our business and do not anticipate paying any cash dividends in the
foreseeable future.
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Corgorate ang Stockholder Infermalion

Boarg of Directors

Ralph Rubio,
Chairman, Rubio’s Restaurants, inc.

Kyle Anderson,
Managing Member, Rosewood Venture Group
{Investment Management)

Timothy Ryan,
Former President/CEQ, Diedrich Coffee, Inc.
{Coffee Company)

Craig Andrews,
Partner, Brobeck, Phleger and Harrison, LLP
(Law Firm)

Jack W. Goodall,
Former Chairman, Jack in the Box Inc.
(Restaurant)

Executive Management

Ralph Rubio,

President, Chief Executive Officer and Director
Joseph N. Stein,

Chief Strategic & Financial Officer
John Ramsay,

Vice President of Franchise
Ted Frumkin,

Vice President of Real Estate
Alison Glenn-Delaney,

Vice President of Marketing
Ira Fils,

Vice President of Finance

Legal Counsel
Brobeck, Phleger & Harrison, LLP
12390 El Camino Real, San Diego, California 92130
(858) 720-2500

Regislrar ang Transfer Agent
U.S. Stock Transfer Corporation
1745 Gardena Avenue, Suite 200, Glendale, California 91204
(818) 502-1404

independent Accouniants
Deloitte & Touche LLP
701 “B" Street, Suite 1900
San Diego, California 92101
(619) 232-6500

Form 0-K
A copy of the Company’s 2001 annual report on form 10-K is
available without charge by writing to the Investor Relations
department at the corporate office. Requests can also be sent
via email to: IR@rubios.com. The Form 10-K can also be found
on our website at www.rubios.com.

Franchise Infermation

Inquiries regarding franchise opportunities can be sent in
writing to the Franchise Dept. at the corporate office. Requests
can also be sent via e-mail to FranchiseDepartment@rubics.com.

Stock Trading Data

The Company's stock began trading on the NASDAQ National
Market on May 21, 1999, under the symbol RUBO.

The following table sets forth, for the periads indicated, the high
and low closing sales prices for our common stock for each
quarter of our two most recent fiscal years, as regularly reported
on the Nasdaq National Market. Such quotations represent
inter-dealer prices without retail markup, markdown or commis-
sion and may not necessarily represent actual transactions.

High Low
First Quarter 2000 $ 9.00 $ 6.28
Second Quarter 2000 $ 8.69 $ 6.13
Third Quarter 2000 $1025 $§ 5.81
Fourth Quarter 2000 $ 6.63 $ 2.56
First Quarter 2001 $ 4.75 $ 2.63
Second Quarter 2001 $ 5.70 $ 3.25
Third Quarter 2001 $ 5.15 $ 3.00
Fourth Quarter 2001 $ 3.49 $ 2.99

As of March 8, 2002, there were approximately 6,817
beneficial stockholders of our common stock, including 357
holders of record.

Inquiries

Correspondence regarding stock transfer requirements, address
changes and lost certifications should be sent to the Transfer
Agent. Other inquiries should be directed to Investor Relations
at the corporate office.

Annual Meeting

June 5, 2002, 10:00 a.m.
Edwards Theatres

1180 West San Marcos Blvd.
San Marcos, California 92069

Waorld Wige Web Address

www.rubios.com

Corporate, product, financial and stockholder information,
including press releases and quarterly earning announcements
are available at the Rubio’s Restaurants, Inc. web site.

Corporate Office

Rubio’s Restaurants, Inc.

1902 Wright Place, Suite 300

Carlsbad, California 92008

(760) 929-TACO (8226), Fax (760) 929-8203
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Corporate Office
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