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DearStockholders B " ’ R R ‘ ‘.

In February 2011 we announced our mtentlon to pursue spllttlng Carrols Restaurant Group, Inc mto two
separate, publicly-traded companies through a tax-free spin-off of Pollo Tropical® and Taco Cabana® from our
franchised Burger King® restaurants. The company. to:be spun off to-our stockholdets will own and operate. the
Polio Tropical and Taco Cabana businesses, while we will continue to own and operate our.more than 300 : .
franchised Burger King restaurants. We view this separation as a natural evolution for our Company, as it will
allow our Hispanic Brands as well our Burger King businesses to better focus on their distinct opportunities and
pursue their own strategies and growth opportunities. We also believe that a separation offers the potential for” -
improving stockholder value, as each publicly traded entity would be better able to align itself with its respectlve
stockholders’ objectives.
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Our Hispanic Brands are differentiated concepts that serve fresh flavorful food and offer an attractive value
proposition. Our existing and new customers are drawn from both conventional quick-serve and casual dining
establishments. We believe that each of our two Hispanic Brands have broad consumer appeal and are well
positioned for sustainable long-term growth. Our Burger King business has the potential for sales and
profitability improvement as Burger King works to regain market share. The separation will better position this
business to capitalize on acquisition opportunities in the Burger King system. While there is still much work to
do before the spin-off, we expect to be able to complete the transaction by the end of 2011.

Our 2010 financial results were mixed, as our Hispanic Brands built operating momentum throughout the
year while our Burger King business was challenged. For the fiscal year ended January 2, 2011 (which included
52 weeks), total revenues decreased 2.5% to $796.1 million from $816.1 million in fiscal 2009 (which included
53 weeks). Pollo Tropical and Taco Cabana both generated positive comparable restaurant sales. However,
comparable restaurant sales at our Burger King restaurants declined due to the pressures on consumer spending
in the segment and competitive activity.

Net income was $11.9 million in 2010, or $0.55 per diluted share, compared to $21.8 million, or $1.00 per
diluted share, in 2009. Both fiscal years included non-recurring gains and impairment and other lease charges,
which in the aggregate, reduced net income by $0.21 per diluted share in 2010 and $0.06 per diluted share in
2009. On a combined basis, our Hispanic Brands generated an increase in both Adjusted Segment EBITDA and
operating earnings, while Burger King’s contribution fell as sales and margin pressures weighed heavily on the
brand. We did, however, continue to pay down debt, reducing our outstanding indebtedness $19.6 million to
$263.5 million in 2010, bringing the total debt reduction to $52.6 million over the past two years.

We opened a tota] of four new restaurants in 2010, including two Pollo Tropical, one Taco Cabana and one
Burger King. We also closed 12 locations, mostly Burger Kings, and ended the year with 551 Company-owned
restaurants. Internationally, Pollo Tropical’s franchise business opened its first restaurant in Trinidad, while
development agreements were signed for Aruba, Curacao, Bonaire, and Venezuela, adding to previous franchise
commitments made in 2009 for Honduras, Trinidad, Tobago and Panama. There is new restaurant development
underway in a number of these markets for 2011 as our international Pollo Tropical franchise expansion
continues to gain momentum,

Our Hispanic Brands are benefitting from a number of factors. New product introductions, coupled with
what we believe are more effective promotional and marketing campaigns, have enabled us to increase customer
frequency and win new customers. We are also experiencing very encouraging results at the more than 40
restaurants that have been remodeled so far, as we elevate Pollo Tropical and Taco Cabana in certain markets to
better align the dining experience we provide our customers with our food quality.



In addition to sales declines, Burger King restaurant profitability was also negatively affec d'in 2010 by the

“back to basics” approach with a focus on core products such as its flame-grilled sandwiches, and les
discounting activity. We are hopeful that these efforts will help customers reconnect with the Burger
and, in turn, favorably impact sales, margins and operating profits. I
- Our ability to navigate through the current environment and move ahead is only made possible through the

dedication of our more than 16,000 employees. From our restaurant staff to our corporate management, I am very
grateful for the high level of commitment and passmn that unltes us 1n our ongorng efforts to fulﬁll both
customer and stockholder expectatlons

On behalf of our Board of Directors, officers and employees I thank you for your conﬁdence and support of
Carrols Restaurant Group, Inc <

FARSTRRSEN

Sincereiy,. _ . o
Alan Viuli
Chairman of the Board and Chief Executive Officer
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PART I

Throughout this Annual Report on Form 10- K  We refer to Carrols Restaurant Group, Inc. as “Carrols
Restaurant Group” and, together with its consolidated subsidiaries; as “we”, “our” and “us” unless otherwise
indicated or the context otherwise requires. Any reference to “Carrols” refers to our wholly-owned subsidiary,
Carrols Corporation, a Delaware corporation, and its consolidated subsidiaries, unless otherwise indicated or the
context otherwise requires. This combined Annual Report on Form 10-K is filed by both Carrols Restaurant -

Group, Inc. and its wholly owned subsrdlary, Carrols Corporatlon

We use a 52 or 53 week fiscal year ending on the Sunday closest to December 31. For convenience, all.
references herein to the fiscal years ended December 31, 2006, December 30, 2007, December 28, 2008,
January 3, 2010 and January 2, 2011 will hereinafter be referred to as the fiscal years ehded, December 31, 2006
2007, 2008, 2009 and 2010, respectively. Our fiscal year ended December 31, 2009 contained 53 weeks. Our
fiscal years ended December 31 2006, 2007, 2008 and 2010 each contamed 52 weeks [

- 'We use the terms “Ad_]usted Segment EBITDA” and “Ad]usted Segment EBITDA margin®’ in.our 2010
Annual Report on Form 10-K because they are financial indicators. that are reported to: the chief operating
decision maker for purposes.ofallocating-resources to:our segments-and assessing: their performance. Adjusted -
Segment EBITDA (earnings attributable to the applicablesegment before interest, iricome taxes; depreciation - .- :
and amortization, impairment and other lease.charges, stock-based compensation:expense, other income and -
expense and gains-and losses on:extinguishment of debt) may not'bemecessarily:comparable:to.othér similarly..
titled captions of other companies due to differences in methods of calculation;The:calculation of. Adjusted -
Segment EBITDA for our Burger King restaurants includes general and administrative-expenses related directly
to our Burger King segment, as well as the expenses associated with administrative support for all three,of our
segments including executive management, information systems and certain, accountlng, legal and other L
administrative functions. Adjusted Segment EBITDA margin méans$ Ad_]usted Segment EBITDA asa percentage
of the total revenues of the applicable segment. We consider our Pollo Troplcal restaurants, Taco Cabana i B
restaurants and Burger K1ng restaurants to each constitute a separate segment at the brand level See Note 12 to
the accompanylng consohdated ﬁnanc1al statements

In this Anrual Report on Form 10-K, we refer to information, forecasts and stafistics regarding the
restaurant indusiry. Unless otherwise indicated, all restaurant industry data in this Annual Report on Form 10-K
refers to the U.S. restaurant industry and is taken from or based upon the Technomic.Information Services:
(Technomic) report entitled “2010 Technomic Top 500 Chain Restaurant Report.” In this Annual Report on
Form 10-K we also refer to information, forecasts and statistics from the U.S. Census Bureau and the U.S.
Bureau of Labor Statistics and regarding BKC, as defined below. Unless otherwise indicated, information
regarding BKC in this Annual Report on Form 10-K has been made publicly available by BKC. Any reference to
BKC in this Annual Report on Form 10-K refers to Burger King Holdings, Inc. (NYSE: BKC) and its wholly-
owned subsidiaries, including Burger King Corporation. The information, forecasts and statistics we have used
from Technomic may reflect rounding adjustments.

Forward-Looking Statements

This 2010 Annual Report on Form 10-K contains statements which constitute forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended. Statements that are predictive in nature or that depend upon or refer to future
events or conditions are forward-looking statements. These statements are often identified by the words “may,”
“might,” “will,” “should,” “anticipate,” “believe,” “expect,” “intend,” “estimate,” “hope”, “plan” or similar
expressions. In addition, expressions of our strategies, intentions or plans are also forward looking statements.
These statements reflect management’s current views with respect to future events and are subject to risks and
uncertainties, both known and unknown. You are cautioned not to place undue reliance on these forward-looking
statements, which speak only as of their date. There are important factors that could cause actual results to differ
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materially from those in forward-looking statements, many of which are beyond our control. Invéstors are
cautioned that any such forward-looking statements are not guarantees of future performance and involve nsks
and uncertainties, and that actual results may differ materially from those projected or implied in the forward- '
looking statements. We have identified significant factors that could cause actual results to differ materially from
those stated or implied in the forward-looking statements. For more information, please see Item 1A—Risk.
Factors. We believe important factors that could cause. actual results io defer matenally from our expectat1ons

1nclude the followmg, in addltlon to other rlsks and uncertarnt1es d

':',Regulatory factors

- ;"-FUCl"p'l‘ices_;a.%; EERY

v Labor and empl ) "ment beneﬁt costs

ssed herem

- The effect of the proposed tax-free sp1n~off of our Hlspamc ‘Brand busmesses S e

: The potenual tax hablhty assocrated thh the proposed sp'm, off of our H1spamc brand busmesses, ’

'Competmve condmons, il

S

Weather:condmons; ' BE I T T LT

Increases in commodity costs;

eeme e o . . . o . . . B
T ; . i B B . : s

Significant disruptions in service or supply by any of our suppliers or distributors;

'-.";-'Changes in consumer perception of. d1eta.ry\hea1th and food safety,

The outcome of pendmg or future legal claims or proceedings; Tt e

_Our ability to _manage our growth and successfully implement our business strategy including, without
limitation, our recently announced intention to pursue the sp1n—off of our H1span1c ‘Brand busmess to our
stockholders and our ablhty to complete such transact10n

lesks associated with the expansion of our business; . - - At S
Our ability to integrate any businesses we acquire; o .

Our borrowing costs and credlt ratmgs Wthh may be 1nﬂuenced by the credlt ratmgs of our
competltors - g . . N

? The avallablllty and terms of necessary or desuable ﬁnancmg or reﬁnancmg (including, w1thout '

~_ limitation, our recently’ announced 1ntent1on 0 reﬁnance our 1ndebtedness in advance of the proposed

spm -off transactlon) and other related risks and uncertamnes

-The risk ofan act of terrorism or escalation. of:any insurtection or armed conﬂrct 1nvolv1ng the United -
States or any other national or international calamity; " : -

- Factors that affect the restaurant industry generally, including recalls if productsibecome adulterated or
::misbranded, liability if product consumption causes injury;.ingredient disclosure-and labelinglaws and
- :regulations, reports-of .cases of “mad cow? -disease and avian flu, and the possibility that consumers

could lose confidence in the safety and quality of certain food products as well as. negatrve pubhcrty
regarding food: quality, illness, injury or other health concerns; and:

i Other factors dis_cusSed under Item lA—“Risk Factors’_? and elsewhere herein. ,‘




ITEM 1. BUSINESS
Overv1ew . S

. Our. Company

W ate oné of the Iargest restaurant compames m’ the Umted States operatmg three restaurant brands in the :

quick-casual and qu1ck-servrce restaurant segments with 551 restaurants operatlng in 16 states as of January 2

2011. We own and operate two’ H1spamc restaurant brands, Pollo Trop1ca1® and Taco Cabana® (together refered

to as our Hispanic Brands), which we acquifed.in:1998.and 2000, respectively. :We are also the largest Burger
King® franchrsee based on the number of restaurants and have operated Burger K1ng restaurants s1nce 1976 As
restaurants, and we operated 305 Burger King restaurants under franchise agreements:: We are-franchising our
Pollo Tropical restaurants primarily internationally and as of January 2, 2011 we had 29 franchised restaurants
located in Puerto Rico, Ecuador, Honduras, Trinidad, the Bahamas and on several collége campuses in Florida.
Although we are not actively franchising our Taco Cabana restaurants, we had foui:Taco Cabana franchised-
restaurants at January 2, 2011 located in the United States, We believe that the d1ver51ﬁcatlon and strength of our
restaurant brands as well as the geographic drspersmn of OUr Testaurants prov1de us with stab111ty and énhanced
growth opportunities. For the year ended December 31, 2010, we had total revenues of $796.1 million. -

On December 20, 2006, we and certain selling stockholders completed an initial public offéring (the “IPO”)
of our common stock. In connection with the IPO, our common stock was approved for listing on The NASDAQ
Global Market and began trading on December 15, 2006 under the symbol “TAST”.

On February 24, 2011, we announced our intention to-pursue the: splitting of our-business:into.two separate,
publicly-traded companies through the tax-free spin-off of our Hrspanrc Brands to our stockholders. The
company to be spun-off will own and operate the Pollo Tropical and Taco Cabana busmesses We will contmue
to own and operate our more than 300 franchised Burger King restaurants. - A : I

“We currently plari‘to ‘réfinarice our ex1st1ng debt by separately ﬁnancmg the Burger K1ng and I-hspanlc
Brand businesses to facilitate the contemplated separatlon We are developmg detmled plans for the proposed
spin-off. The separation plan, including transaction structure and timing, composition of senior management and
the boards of directors, capital structure and other matters, will be subject.to approval by our:board of directors,
customary regulatory and other approvals and the recelpt of a favorable tax ruhng from the Internal Revenue
Service, arnong other thmgs

Htspamc Brands. Our Hrspamc Brands operate in the qulck-casual restaurant segment combmmg the
convenlence and value of qmck—servrce restaurants w1th the menu vanety, use of fresh 1ngred1ents and food
Pollo Tropical ‘and Taco Cabana restaurants generated average annual sales per restaurant of $2, 056 000 and
$1,616,000, respectively, which we believe are among the highest in the quick-casual and qulck—serV1ce
segments. For:the year ended December 31,.2010; aggregate revenues for our Hispanic Brands were $439.1 -
million, which represented 55.1% of our total consolidated:revenues. . ::

. Pollo Tropical: Qur Pollo Tropical restaurants are a quick-casual restaurant chain offering a unique

. selection.of food.items reflecting tropical and Caribbean influences and feature grilled chicken marinated in
our-own blend of tropical fruit juices ‘and spices. Our menu also features-other:items including roast pork,
chicken fajitas, sandwiches, wraps, salads; grilled ribs-and wings offered .with a selection of sauces,
Caribbean style “made from scratch” side dishes, :deserts and snacks. Most menu items are made fresh daily
in each of our Pollo Tropical restaurants, which feature open display cooking that enables customers to
observe the preparation of menu items, including chicken grilled on large, open-ﬂame gr111s Pollo Tropical
opened its first restaurant in 1988 in Miami. As of January 2, 2011, we owned and operated a total of 91
Pollo Tropical restaurants, of which 86 were located in Florida and five were located in New Jersey. For the
year ended December 31, 2010, the average sales transaction at our company-owned Pollo Tropical
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restaurants was $9.38: reflecting; in part, strong dinner traffic; with-dinner sales representing the: largest sales
day-part. For the year ended December 31 2010 our Polio Troplcal brand generated total reyenues of
 $187.3 mllhon -

Taco Cabana: Our Taco Cabana restaurants serve fresh Tex Mex and tradrtronal Mexrcan style food,

including sizzling fajrtas quesadillas, enchiladas, burritos, tacos, other Tex-Mex dishes, fresh-made flour

. tortillas, frozen margarrtas and beer., Most menu jtems are made fresh darly in each of our Taco .Cabana

' restaurants, which feature open display cooking that enables cu, 1S {0 observe the preparatlon of menu
items, including fajitas cooking on a grill and a machine making fresh tortillas. A majonty of our Taco
Cabana testaurants-are open 24 ‘hours a day generating custoiher traffic:and restaurant sales across multiple
day-parts by offering a convenient and quality experience to our customers: Taco Cabana pioneered the
Mexican patig café concept with its first.restaurant.in San Antomo, Texas in 1978. As of January 2, 2011,
we owned and operated 155 Taco Cabana restaurants located in Texas, \Oklahoma and New Mexrco, of
whrch 149 were located in Texas For the year ended December 31, 2010 the average sales transactlon at

.....

day- part For the year ended December 31, 2010, dur Taco ‘Cabaha brand generated total reveniiés of $251 8
mllhon Gt L 1{.: . PRI TR ! L Y

51

Burger ng. Burger ng is the second largest hamburger restaurant cha.ln 1n the world (as measured by
the number of restaurants and system-wide sales) and we are the largest franchisee in the Burger King system,
based on,number of restaurants. Burger King restaurants.are part of the quick:seryice restaurant segment which is
the largest of the five. major.segments of the U.S. restaurant industry based on 2009, sales, Burger King. . i
restaurants, feature the popular. ﬂame-bro11ed Whopper® sandwich, as well as a variety of hamburgers and other ,
sandwiches, fries, salads, breakfast items and other offenngs Accordmg to BKC hrstoncally it.has spent
between 4% and 5% of i its annual system sales on-marketing, advertlsmg and promotion to sustain. and i increase ...
its high brand awareness. We benefit from BKC’s marketmg initiatives as well as.its: development and.. . .
introduction of new.menu items. As of December 31, 2010, we. operated 305 Burger King restaurants located in -
12 Northeastern, Mrdwestem and Southeastern states. For: the year.ended Decembeg, 31, 2010, the average sales -
transaction at our Burger King restaurants was $5.44. For the year ended December 31, 2010, our Burger ng
restaurants. generated total revenues of $357.1 million. L T

Cmporate Informatwn Carrols Restaurant Group isa Delaware Corporatron mco,rporated in. 1986 Carrols
Restaurant Group.conducts all of its operations through:its direct-and indirect subsidiaries and has no assets other
than the shares of Carrolsv its direct wholly-owned subsidiary. Prior to, Novemb_er 21, 2006 we were known as .
Carrols Holdings Corporation. On November 21, 2006, we amended our. certificate of incorporation to.change
our name to Carrols Restaurant Group, Inc. ‘

Industry -

The Restaurant Market

lies in the United States were approximately
Technomic have increased at a

service restaurants with the menu variety, use of fresh ingr ents .and food quality more typical of casual dining.
We believe that the quick-casual restaurant segment is.orie of. the fastest growing segments of the restaurant
industry. According to Technomic, 2009 sales growth for qulck-casual chains in the Technomic Top 500
restaurant chains was 4.4% as compared to a decline of 0.8% for the oyerall Top 500 restaurant chains
collectively.




Quick-casual restaurants are primarily distinguished by the following characteristics:

* Quick-service or self-service format. Meals are purchased priorto receiving food. In some cases,
payment may be made at a separate station from where the order was placed. Also, servers may bring
orders to the customer’s table; ' '

" Higher check averages lkém gutckw&e” e resmurwm Technomic mpmts that the average check at
quick-casual restaurants in 2009 ranged betwcm $7 and $10, which was hi gher than the average check
at traditional quick-service restaurants,

* ..Food prepared to order. We believe that in quick-casual concepts, customization of orders and open
display cooking is commen, : ,

*Fresh ingredients. Many concepts use the word “fresh” in their concept positioning and f m,zm
dc%npﬁve menus highlighting these fresh ingredionts,

* . Broader range of menu offerings. Typically quick-casual concepts provide greater variety and.diversity
in their menu offerings relative to traditional guick-service restaurants:

ot

*  Enhanced décor and services. Wooden tables, upholstered seating and track lighting are sonie of the
design features commonly found in guick-casual establishments as well as the availability of Wi-Fiand
the use of silverware and plaes, '

B

We believe that our Hispanic Brands are pmxtl(med to benefit from growing consumer demand for qu1ck
casual restaurants because of food quahty, value, differentiation of Hawm and the increasing acceptance of
ethnic foods. In addition, we believe our recent mmmwm to enhance our Pollo Tropical and Taco Cabana
restaurants in certain existing markets to pr ovide custorners ap elevated quick-casual experience will better
position our Hispanic Brands for successful and sustainable growth in new markets. We also believe that our
Hispanic Brands will benefit from two significant demographic factors: the expected long-term population
growth rates in regions in which our restaurants are currently located and the expected rate of growth of the
Hispanic population in the United States, both as projected by the U.S. Census Bureau in 2009,

Our Burger King restaurants are part of the quick-service restaurant segment that Technomic indicates is the
largest of the five major segments of the U.S. restaurant chain industry. Technomic identifies eleven major t} pes
of restaurants comprising the quick-service segment: Hamburger, Pizza, Chicken, Other Sandwich, Mexica
Frozen Desserts, Donut; Beverage, Cafeteria/Butfet, Family Steak and Bakery Cafe. Aceording to T whnomm
the quick-service restaurant industry in 2009 was divided by menu category 4s follows (pu‘cenmges are based on
total fridustry sales for the quick-service segment):

Famity. Staak Bakery Cafe
2 f)cy
Frozen Daswrts; \

2%

Cateteria/Butfet
4%

Do,
3%

i,

AllDther
4%
Mexican
6%

Hamburger
34%

Bevarage
8%

Chicken
8%

Other Sandwich
12%
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According to Technomic;:sales: at-all quick-service restaurants in-the-United States in' 2009 -were $191.2
billion, and were 53:1% of total U.S. restaurant industry sales;-an increase fromr 52.9%:in.2008. Sales for this
segment in 2010 were projected by Technomic to be equal to 2009.

Quick-service restaurants are. distinguished by the following characteristics:

*  High speed of service dnd efficiency. Quick-service restaurants-typically have order takrng and cookmg :
" platforms designed: specifically to'order; prepare ard serve menu items: wrth speed and efﬁmency Fast
-:and: consrstent food service'is a: charactenstlc of qu1ck-serv1ce restaurants ' -

. Convemence Qu1ck—serv1ce restaurants are typrcally located in places that are easrly accessed and
convement to customers hom es places of work and commuter routes.

~. Limited meni choice and Service: The menus:at most qulck-serv1ce restanrants have a lmnted number of ‘~
istandardized items.: Typically, customers-order-at-a counter'or dnve thru and- p1ck up food that then is-
taken to a seating area or consumed off the restaurant premises. - IR , e

.. 2.~ Value przces At quick-service restaurants, average check.amounts.are generally. lower than other maJor
-segments of. the restaurant. mdustry

ETas B e - ©ortes

Our Burger K1ng restaurants operate 1n the hamburger segment of the qulck-serv1ce restaurant segment The
hamburger segment.Q of the qu1ck-serv1ce restaurant segment in the Umted States, which 1ncreased 0.4% in, 2009
and generated $64.4 brlhon in-sales, is the largest segment of. the qulck-servrce restaurant :segmentin the Umted
States, according to Technonnc et e :

o N AL O : SO s A Y .
: We beheve that the qulck—serv1ce and qurck-casual restaurant segments meet consumers desrre for a
convement reasonably prrced restaurant experience. In add1t10n ‘we believe that the. consumers need for. meals
prepared outside of the home, mcludmg takeout, has mcreased srgmﬁcantly over. h1storrca1 levels as a result of
the number of dual income households and srngle parent families.

£y .
A by

Our Competltlve Strengths :

We beheve we- have the followmg strengt;hs

Strang Htspamc Brdnds. ' We bélieve that the followmg factors have contnbuted and w1ll contmue to
contribute, to the success of our Hispanic Brands: BTty

.. freshly-prepared food at’competitive prices.with convenience: and value; -

' a variety of s1gnature d1shes with” Hlspamc flavor prof les des1gned to appeal to consumers des1re for
o ‘freshly prepared food and menu vanety, '

* a successful dmner day part rcpresentmg the largest sales day -part at both of our I-Irspamc Brands
prov1d1ng a hlgher average check than our other day-parts;

. 'broad consumer appeal that aftracts both the growmg Hrspamc consumer base and non-Hrspamc
o consumers in search of new and ethnic ﬂavor proﬁles gnlled rather than fned entree chorces and var1ed
' ‘product offenngs at ompetrtlve pnces in an appeahng atmosp_ Te;

¢ our Hispanic Brands consist substantially. of company-owsed restaurants whlch give us: the abrhty to
"« control the consistency and:quality of the customer experience and the strategic growth of our restaurant
operations compared to competmg brands that;focus on: franchlsmg, :

*'¢'"" high market penetration of company-ownéd restatirants in our' core markets that provides operatlng and
marketing efficiencies, convenience for our customers and the ability to effectively manage and enhance
brand awareness;

DAl Ll e . iy e . a

«  ability to continue to- beneﬁt from the pro;ected long-term populatlon growth in. Flonda and Texas;
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« established infrastructure at our Hispanic Brands to manage operations and develop and introduce new
menu offerings, positioning us to.build customer frequency and broaden our customer base; and

« ability to capitalize on the increasing home meal replacement trend.

Our Large Number of Company-Owned Restaurants Enable us to Effectively Manage our Hispanic
Brands. As of December 31, 2010, our Hispanic Brands were comprised of 246.company-owned. and 33
franchised restaurants, of which only seven of these franchised restaurants were located.in the United States. Our
Hispanic Brand restaurants in the United States-are substantially.company-owned and we therefore exercise
control over the day-to-day operations of our restaurants unlike many of our competrtors that have multlple
franchise€s operating as a single brand. Consequently, our success does not depend on our control of our
franchisees, or their support of our marketing programs, new product offérings, strategic initiatives or new
restaurant development strategies. In addition, because our Hispanic Brand restaurants-are primarily company-
owned, we believe we are better able to provide customers.a more consistent experience relative to. competing
brands that utilize franchisee- -operated restaurants.. : : 3

Strong Restaurant Level Economics and Operating Metrics for our Hispanic Brands. We believe that we
benefit from attractive restaurant level economics and operating profitability for our Hispanic Brands. We
believe that the average annual sales at our company- -owned Hispanic Brand restaurants of $2,056,000 for our
Pollo Tropical restaurants and $1, 616,000 for Gur Taco Cabana restaurants are: among the h1ghest in'the qurck— /
casul and qulck-serv1ce segments. As a percentage of total Pollo Tropical revenues, for the’ year ended: ’
December 31, 2010 our Pollo Tropical restaurants generated Adjusted Segment EBITDA margin of 16. 2%,
which included general and administrative expenses of 6.4%. As a percentage of total Taco Caband revehues, for
the year ended December 31, 2010 our Taco Cabana restaurants generated Adjusted Segment EBITDA margin of
10.9%, which included general and administrative expenses of 4.3%. ‘We believe that the average annual sales at
our company-owned H1spamc Brand restaurants and the" operating margms of our Hlspamc Brands generate umt
economics and returns on invested capital which w111 enable us'to sustam new umt growth :

Well Positioned to Capitalize on Long-Term Populatwn Growth in Markets Served by Our Htspamc
Brands. We expect sales from our Hispanic Brand restaurants in Florida and Texas to benefit. from the projected
long-term overall population growth in these markets, which is projected by the U.S. Census Bureau to grow ata
faster rate than the national average. According to the U.S. Census Bureau, the U.S. population is forécasted'to
grow by 8.7% from 2010 to 2020 and the population in Florida and Texas is forecasted to grow by 21.6%.and
16.2%, respectively, during that same period. o o v i

Well Positioned to Continue to Capitalize on the Growth of the Hispanic Population in the United States.
We expect sales from our Hispanic Brand restaurants to benefit from the population growth of the U.S. Hispanic
population which is projected by the U.S. Census Bureau to grow. at a faster rate than the national average. The
U.S. Census Bureau forecasts that the growth of the Hispanic population is expected to outpace overall
population growth and increase from 16.0% of-the tot‘al U.s. popula'tion in 2010 to 24.0% b‘y 2030 '

Largest Burger King Franchisee. We are Burger King’s largest franchlsee and are well posrtloned to
leverage the scale and marketing of one of the most recognized brands in the restaurant 1ndustry The size of our
Burger King business has contributed s1gmficant1y to our large aggregate restaurant base enabhng us tg, enhance
operating efficiencies and realize benefits across all three of our brands from economies of scale with respect to
our management team and management information and operating systems. We believe our Burger King
restaurants have the potential for higher sales-and-improved profitability as BKC attempts to-expand its market
share. Due to the number of restaurants comprising the Burger King franchise system and our historical success
in acqulrmg and integrating franchised Burger King 1 restaurants, we believe that there is opportunity for growth
through acqu1s1t10n -

Infrastructure in Place for Growth. We believe that our operating disciplines, seasoned "rnanagernent team,
including real estate professionals responsible for site selection,:and marketing and product development
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capabilities; supported by our:corporate and: restaurant management-information systems and comprehensive
training and development programs, will support significant expansmn We expect to leverage our significant
investment in:corporate infrastructure as we grow our business. " P

Expenenced Management Team. We believe that our senior management team’s extensrve experience in
the restaurant mdustry and it§’ long and successful h1story of developmg, acquiring, mtegratmg and operating
qmck-serv1ce and qulck-casual restaurants prov1de us wrth a compeutlve advantage '

Business Strategy - -
Our primary business strategies are as follows:

*  Separation of Business into Two Public Companies. We have announced our 1ntent1on to pursue the
_ splitting of our business 1nto two separate, publicly traded compames through the tax-free spin-off of
~* " our Hisparic Brands to’ out stockholders. The company to be spun -off'will own and operate the Pollo
" “Tropical-and Taco Cabana Businesses. 'Weé will continue to owii and ‘operate our franchised Burger King
restatirants. We believe that the separ:atio"n’ will enable each’ compény to better foctis on its respective
) opportumtres as ‘well as to pursue its own distinct plan and growth strategy. We also believe that a
' ‘separation will better posrtron each company to align its business with its respective shareholders’
ob_]ectlves We are developing detailed plans for the proposed spin-off. The separation plan, including
transaction structire, timing, composition of senior management and the boards of directors, capital
structure and other matters, will be subject to approval by the our board of directors, customary
. regulatory and other approvals and the receipt of a favorable IRS tax ruling, among other things. We
. .expectto complete the spin-off by the end. of 2011 although there can be no assurance that the sp1n -off
will be completed w1thm such tlme penod orat. all i ,

. Increase Comparable Restaurant Saleés. Oiir strategy is to grow sales in‘our exrstmg restaurants by
continiiing to develop néw menu offerings and enhance the effectiveness of our advertising and
prométional programs for our Hispanic Brands, further capitalize on attractive industry and
demographic trends and enhance the quality of the customer experience at our restaurants. We also
believe that ouit Burger King réstaurants are well posmoned to beneﬁt from BKC’s marketmg 1mt1at1ves
from its new ownership and leadersh1p ’ :

*  Improve Income from Operatwns and Leverage Extstmg Inﬁ'astructure. We belleve that our long-
term development of new company-owned Hispanic Brand restaurants, combined with our strategy to
increase sales at our existing Hispanic Brand restaurants, will increase revenues generated by our - .
Hispanic Brands and position us to improve our overall income from operations. We also believe that
our large restaurant base, skilled management team, sophisticated management information and "'
operating systems, and training and.development programs support our strategy of enhancing operating
efficiencies for our existing restaurants and successfully growing our restaurant base. Our operating
systems allow us to effectively manage restaurant labor and food costs, effect1ver manage our,

., Testaurant operations and. promote consistent application of operating controls. at each of our restaurants
In add1t10n our size and, in the case of Burger King, the size of the Burger King system, enable us to
.. realize certain benefits from economies of scale, including leveragmg our existing infrastructure as we
. gIowW. [ . _ .

‘s’ Manage and Utilize Financial Leverage to Maintdin an Efficient Capital Structure to Support Future
Growth. We intend to continue utilizing financial leverage in an effort to enhance ‘returns to our ‘
stockholders. However, in response to the recent economic downturn we continue to balance our‘use of l
leverage by moderating near-term spending on new restaurant development and utilizing a portion of :
our free cash flow to reduce our outstanding indebtedness. We believe our operating cash flows will
allow us to allocate sufficient capital towards new store development and repayment of our outstanding

- indebtedness as part of our strategy to support earnings growth, while providing the flexibility to alter
our capital allocation depending on changes in market conditions and available expansion oppertunities.
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We currently-plan to refinance our existing debt'and: to separately finance ourdBurger King and Hispanic
Brand businesses to facilitate the separation-of our businesses mentioned-above. There canbe no ..
assurance that we will refinance our existing'debt-on.favorable terms: or at.all :or complete-the separation.
of our Hispanic Brand business.

o Develop New Htspamc Brand Res u _ants. We beheve that we, have opportumt1 S to develop new L
Pollo Tropical arid Taco Cabana restaurants w1thm qunda and Texas and expand the Pollo Troplcal :
brand into other regions ‘of the United States that match our targeted demographrcs of hlgher income
levels and a more general market position. By increasing the number of restaurants we operate in a
particular market, we believe that we can increase brand awareness and effectively leverage our field" -
supervision, corporate infrastructure and marketing activities. We currently anticipate openmg five to
ten H1spamc Brand restaurants in 2011

' L et ¢

.. Qur staff of real estate, and development profess1onals 18 respons1b1e for new restaurant development

. Prior to. developmg a new-restaurant, we conduct an- ‘extensive site selectlon and evaluatlon process that

P 1ncludes in depth demographrc market and ﬁnanc1al analyses By selectlvely increasing the number of
restaurants we operate in a particular market we: beheve that we.can continue to increase b and

. awareness; and effectlvely.. leverage our. ﬁeld superv1s1on .corporate i 1nfrastructure and marke ing
expendrtures Where possible, we. mtend to continue, to.utilize real estate leasing as a means of reducing
‘the amount of cash invested.in new restaurants We beheve that cash generated from operatlons,

, borrowmgs under our senior credlt fac1hty and leasmg wrll enable us. to continue to.pursue our long-

. term strategy of new restaurant development . :

e Franchise our Hispanic and estaurants Intematzonallv “We beheve ‘that there &ré-a number of
" " foreign markets with the appropriaté demographlcs and consumers who possess 2t prochvrty to €at foods
similar to those offered by Pollo Tropical to support ‘additional franchlsmg ‘of the Pollo Troplcal brand
. internationally. Over the past three years we have entered into- development agreements with-seven -
additional international franchisees fog;the development .of up to.33 franchised Pollo Tropical |
restaurants in the aggregate, in Panama, Aruba; Curacao-and Bonaire, Venezuela, Honduras, the
.Bahamas and Trinidad and Tobago. We believe that there are: fulther opportunities to.expand Pollo
~ Tropical restaurants outside of the United States-and.we are seeking to franchise or license the brand in
additional foreign markets. Any such expansion would generally take the form.of a franchising or
licensing arrangement with one or more experienced restaurant companies.

G T . R s F

Overv1ew of Restaurant Concepts e S Ce e

Pollo hopwalRestaurants o L

et PR NN o

Our Pollo Tropical quick-casual restaurants combine’ freshly prepared distinctive menui items and ‘an
inviting n'oplcal setting*with the conveniénce and'value of quick-service restatirants. Pollo Tropical restaurants
offer a unique selection’of’ food items reflecting troplcal and Caribbean influences and featuré fresh gnlled
chicken marinated in our'own blend-of tropical fruit juices-and spices. Chicken:is grllled in view of customers on
large, open-flame grills. Pollo Tropical also features additional'menu items such as roast pork ‘a linig‘of -
“TropiChops®(a casserole bowl of grilled chicken, pork-or vegetables, served on top-of white rice and beans
and topped with freshly made salsa), sandwiches, wraps and grilled wings and ribs that feature a selection of
sauces. We,also-offer Caribbean style fajitas:and feature an array, of “made from scratch” side dishes,. including
black beans.and rice, yucatan fries and sweet plantams as well as more trad1t10nal menu items such as french
fries, comv_.and tossed and Caesar salads; We also offer uniquely Hispanic desserts, such as flan.and tres leches.

Our Pollo Tropical restaurants typically feature high ceilings, large windows, tropical plants, light colored
woods, decorative tiles; a visually-distinctive exterior entrance tower; lush landscaping and other signature
architectural features, all designed to:create an airy, inviting and tropical atmosphere.;We design our restaurants
to conveniently serve a high volume of customer traffic while retaining-an inviting, casual-atmosphere.
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- Our Pollo. Tropical restaurants are.generally.open for lunch, dinner and late night. orders: seven days per . - -
week from 11:00 am to midnight and offer sit-down-dining, counter take-out and drive-thru service. Qur menu
offers a variety of portion sizes to accommodate a single customer, family:or large group. Pollo Tropical
restaurants also offer catermg, with spec1a1 pnces and portrons to serve pames in excess of 25 people

In 2010 we began initiatives- to enhance the Pollo Troplcal concept in certam ex1stmg markets:to. provrde
customers an elevated quick-casual experience:in order to better position the brand for successful and sustainable
growth in its new markets. In addition to restaurant remodeling, enhancements included free table service, hand
held menus, Wi-Fi, new menu items and the addition of real plates and silverware. As of January 2, 2011, we had
upgraded 13 locations in our Florida west coast, Orlando and Northeast markets as part of our brand pos1tromng
efforts. These enhancements. will be utilized in our future. Pollo Tropical restaurant openings and in.the fourth
quarter of 2010 we opened two new:Pollo-Tropical restaurants in East Brunswick;: New Jersey and Jacksonville, .
Florida which were based on the elevated guest service model. - e

Our Pollo Tropical restaurants typically provide seating for 80 to 100 customers and provide drive-thru
service. As of December 31, 2010, substantially all of our company-owned Pollo Tropical restaurants were
freestanding bulldmgs Our typ1ca1 freestandmg Pollo Troprcal restaurant ranges. between 2 800 and 3,200, square;
feet ‘ e : . -

Taco Cabana Restaurants

Our Taco Cabana qulck-casual restaurants comblne generous portlons of freshly prepared Tex-Mex and
traditional Mexican style food with the convenience and value of quick-service restaurants. The restaurants
typically provide interior,:semi-enclosed and patio dining areas with a festive-Mexican theme. Menu items
include ﬂame-gnlled ‘beef and chicken fajitas served.on sizzling iron skillets, quesadillas, enchiladas, burritos, |
tacos, fresh flour tortrllas, customlzable salads served-in: a Cabana Bowl, traditional Mexican and American
breakfasts, and other Tex-Mex dishes. Our TacoCabana restaurants also offer a variety of beverage choices,
including frozen margaritas and beer. Most of the menu items offered at Taco, Cabana are prepared at each
restaurant from fresh beef, chicken and produce delivered by suppliers to the restaurant, usually three times each
week. Taco Cabana utilizes fresh ingredients and prepares-many items.“from scratch.” In order to simplify
operations and provide a more consistent product, Taco Cabana also uses a number of pre-prepared items.

Our typical freestanding Taco Cabana restaurants average approximately 3,200.square feet (exclusive of the
exterior dining area) and provide seating for approximately 80 customers, with additional outside patio seating
for approximately 50 customers. As of January 2, 2011, substantially all of our company-owned Taco Cabana
restaurants were freestanding buildings. Taco Cabana restaurants are distinctive in appearance, conveying a
Mexican theme and permitting easy identification by passing motorists. Our Taco Cabana restaurants feature
rounded fronts, as well as Southwest accents such as a clay tile roof, heavy wood beams and a trellis that shades
the patio area, and the use of bright colors. In 2010 we began initiatives to enhance the Taco Cabana concept in
certain’ ex1st1ng markets to prov1de custorers an elevated qulck—casual experience and bétter position the brand ‘
for successfil and sustamable growth In addition to restaurant remodehng, enhancements included free table
service, harid held menus, Wi-Fi ‘and new menu items. As of January 2, 2011, we had upgraded a total of 31°
restaurants in Texas which included 29 locations i in the Dallas ‘market, one location in College Station and one
location in Corpus Christi. In 2011 we plan to upgrade an ‘additional six locations i 1n the Dal]as market and 20
locations in the Austin market as a contmuatlon of our brand posrtlomng efforts _

Taco Cabana’s interior restaurant design features open display cooking that enables customers to observe
fajitas cooking on a grill, a machine making fresh flour tortillas and the preparation of other food items. Upon
entry, the customer places an order selected from an overhead menu board, proceeds down a service line to
where the order is picked up, and then passes a salsa bar en route to the dining area. The distinctive salsa bar
offers Taco Cabana customers freshly-prepared Tex-Mex ingredients such as salsa de fuego (made with charred
peppers and tomatoes), pico de gallo and salsa (all “made from scratch” throughout the day at each restaurant), as
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well as cilantro, pickled jalapeno slices, crisp chopped onions and freshisliced limes. Depending on the season,
time of day:and personal preference; our customers can choose to dine in'the restaurant s’ bnghtly colored and
festive interior dlmng area or in either the ‘semi- enclosed or outdoor patro dreas; " 0w

[ PRSI 5 { RS ’\

Our Taco Cabana restaurants provrde the convemence of dnve-thru wmdows as well as the ab111ty for

hours of operatlon are contmually evaluated ona market and 1nd1vrdua1 restaurant bas1s b

S E 4

Burger ng Restaurants C

Burger King is the second largest hamburger restaurant’ cham in the world(as measured by the number of
restatirants and system-wide sales):! According to BKC, as of September 30, 2010, thefe wete a total of12;206
Burger King restaurants operating in 76 countries and U:S. territories, of which 10,858 were franchised - < =" i
restaurants and 7, 559 were located in the U S. and Canada

T . [P S . " e g
rg_gth Lo oo 3 - :li BRI . & P

“Have It Your Way”® service, flame- bro11mg, generous portlons and competrtrve prices characterizé the
Biirger King system marketing strategy. Our Burger King:restaurants feature flame-broiled hamburgers, the most*
popular of which is the WHOPPER® sandwich which is a large, flame-broiled hamburger garnished with
mayonnaise, lettuce, onions, pickles and tomatoes. The basic menu of all Burger King restaurants also includes
specialty sandwiches including chicken and fish sandwiches, breakfast items, french fries, onion rings, salads,
shakes, desserts, soft drinks and other beverages. In addition, promotional menu items are introduced perrod1ca11y
for hnnted perlods ‘BKC contrnually seeks to- develop news products‘as 1t endeavors to’ enhance the menu o

ranging from 6: 00 iam to mrdmght on.Sunday to Wednesday and 2: 00 ami‘on Thursday 10 Saturday : Burger ngv X
restaurants ‘are quick-servicé restaurats of distinctive designand are generally located in high—trafﬁc ‘afeas’ -
throughout:the: United States. Burger King réstaurants are designed to appeal toa broad spectrum of consurers,”
w1th multlple day pa:rt meal segments targeted to dlfferent groups of consumers SRR oy

We beheve that: the prlmary competrtlve advantages of Burger ng restaurants are:
. srgmﬁcant brand recogmtlon . '
Cee convemence oflocatron SOt b s S IR T RS

iy : _..; IR I ER ot L

speed of serv1ce

* qua-hty, and e R P M S R s U v

. pnce

‘ Our Burger ng restaurants consrst of one of several bulldmg types w1th vanous seatmg capacmes Our .
typlcal freestandmg restaurant contarns approx1mately 2,800 to 3,200 -square feet with seating capacity 1 for 90 to :
100 customers, has. dr;lve-thru service wrndows and has ad_]acent parkmg areas. The. burldrng types for recently
constructed or, remodeled Burger Klng restaurants utrhze 2,600 square ; feet and typically: have seatlng capacrty v
for 60 to 70 customers As of J apuary. 2, 201 1,.a]rnost all of our Burger Krng restaurants were- freestandmg We
operate our Burger King restaurants under franchrse agreements ?wrth BKC. See “ Operatrons—Burger ng
Franchise Agreements” and * — Franchise Fees, Royaltres and Early Successor Program

e Nl Eev T g N BT
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Restaurant'Economic_s-; . R I o T STy e s T e RS

‘Selected réstaurant operating data for‘our thiés restaurant concepts is as follows:
T TE T T T R i

( »1

U , ;’_; e L ' iy - ' N _ YearEndedDecember3,l,
' - 2008(1)  2009(1)  2010(1)
Pollo Tropical::: ' : i Pt 1 : PELET e wmeyg
Average annual: sales per company- owned restaurant (1n thousands) wei.. o $1,988 - $1,911:.:$2,056
Average:sal€s transaction .« ... o, oL U Yol e S L S U et 8 981 $:9:67- 8 9.38
Drive-through sales.as a percentage of total sales ...... Wi S e end e A2 4% 43 2% - 44.4%
Day-part sales:percentages: -~ - = o N SO Tt et
Lunch ................ ..., LR T e e TE e e 46 6% g 34’6 6% *:46.-5%
Dinner and late mght ............................................... 53 4% 53 4% 53.5%
Taco Cabana: v > o Lo los giicci. e TR iR einn s e e s
Average annual sales per- company-owned restaurant (1n thousands) PP AT, ¥ 664 $1 607 $l 616
Average sales transactjon.: g S T AP $ 7:89.:$ 7.87  $.7.80
Drive-through sales:as.a percentage of total sales U POk R PRI YO0 RS 49 8% 51.5% 51:9%
Day-part sales percentages: Salgie ok woLar
Breakfast . .. .ou it e e e 17 1% 172% 17.4%
Lunch ..o e e 233% 232% 23.1%
DIDDET . . .ottt e e e 258% 25.1% 25.8%
Late night:(9:pmto midnight)” ... . ¢. .. e ool ceevil e w183% 0 13:1%° 13.0%
1 Other (2 pmto: 5 pm and mldmght to- 6 am) 20 5%'.:~" 20 8% : 20.7%

Burger King:: il s A RIS S SR

Average:annual sales per restaurant (1n thousands) ‘ - i‘$l 226 $1 206 $1 162
Average sales transaction . .:ii. .. v . 2 $:5:51- $.5.56.": $:5:44
Drive-through sales asia. percentage of total sales -64:0%" .64.5%.: :65.0%
Day-part sales percentages:

Breakfast................. B 13.9% 13.1% 13.8%

LUDCH .ottt ettt e e 32.1% 32.3% “'31.9%

~Dinner’. ... . .. ..'.'.:'. e B e e R e e e i i e el 2T.0% 27.2% 0 26.8%
S i ~w274%

; '275%
a '

for company owned or operated restaurants are derived by d1v1d1ng restaurant sales for such year for the

applicable segment by the average number of restaurants for the applicable segment.for such year. For;

comparative purposes, the calculation of average annual sales per company-owned restaurant is based ona

52-week year. For purposes of calculating average annual sales per company- owned restaurant for 2009, we

have excluded restaurant:sales for the extra week in 2009.
Restaurant Capltal Costs v , o _ , T

The initial cost of equipment, seating, signage and other interior costs of a typical new free-$tanding Pollo
Tropical restaurant currently is approximately $600,000 (excluding the cost of the land, building and sité
improvements). Generally, in-our core Florida markets, the cost of land currently ranges from $900,000 to
$1,100,000 and the cost of building and site improvements currently range from $950,000 to $1,250,000. In the
Northeast or any other potential markets, we believe our new Pollo Tropical restaurants will have a cost for
building and site improvements ranging from $1,050,000 to $1,350,000 (excluding the cost of land for those
locations that we do not lease).

The initial cost of equipment, seating, signage and other interior costs of a typical new Taco Cabana
restaurant currently is approximately $525,000 (excluding the cost of the land, building and site improvements).
Generally, in our Texas markets, the cost of land currently ranges from $800,000 to $1,100,000 and the cost of
building and site improvements currently ranges from $900,000 to $1,000,000.
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The initial cost of the franchise fee, equipment, seating, signage and other interior costs of a standard new. -
Burger King restaurant currently is approximately $350,000 (excluding, the cost of the land, building and site
improvements). In the markets in which we primarily operate, the cost of land generally ranges from $600,000 to
$800;000 and the cost of building and site improvements generally ranges from $650,000 to $700,000.

With respect to development of freestanding restaurants, we generally seek to acquire the land:to:construct’
the building; .and thereafter enter into an arrangement to:sell and leaseback the land and building under:a long= -
term lease. Historically, we have been able to acquire and finance many of our locations under such leasing. .. : -
" arrangements. Where we are unable to purchase the underlying land, we enter into a long-term lease for the land”

and fund the construction of the building from cash generated from our operations or with-borrowings under our :
- senior cred1Lfacﬂ1ty rather than through long -term leasing arrangements. .

The cost of developing and equipping new restaurants can vary significantly and depends on a number of
factors, including the local economic conditions: and: the-characteristics of a particular site. Accordingly; the cost-
of opening new restaurants in the future, including Pollo Tropical restaurants in new markets; may: differ
-substantially from, and may be significantly higher than, both the historical cost of restaurants prevrously opened
and the estimated costs above. IR o

Seasonahty

. Our business is moderately seasonal due to reglonal weather condmons Sales from our: Pollo Tropical
restaurants (primarilylocated in south and central Florida) are generally higher‘during:-the winter months than
during the summer months. Sales from our Taco Cabana restaurants (located in Texas, Oklahoma and New: - .-
Mexico) and our Burger King restaurants (primarily located in the:northern United States) are, generally higher - -
during the summer months than during the winter months. Accordingly, we believe this seasonal impact is not
material to.our business as a whole because of the offsetting seasonality-of our multiple concepts

Restaurant Locatlons

.-As of January 2, 2011, we owned and operated 91 Pollo Troplcal restaurants, of Wthh 86 were. located in
Flonda and five were located in New Jersey. In addition we franchised 29 Pollo Tropical restaurants as of’
January 2, 2011, comprised of 21 in Puerto Rico, two in Ecuador, one in Honduras, one in the Bahamas one in-
Tnmdad and three on college campuses in F’londa \ :

B

As of January 2, 2011, we owned and operated 155 Taco Cabana restaurants and franchrsed four Taco
Cabana restaurants located in the followmg states ' -

+Owned. Franchised Total

5T 149 1 150
OKIahoma . .......uiii i g g, i
New Mexico ........... e e eiee e e e, . 2 4
Georgia . ...oo.oiiin e e R R _1 :
Total ... .. 0o o i vl s, 158 C 40 - 159
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::The followmg table detarls the: locatrons of our 305. Burger Klng restaurants as of January 2 2011

% .
st

e . : . Total )
"S‘ﬂ ' - S ) . Restaurants
T 5
Kentl.lcky Ce e e eeieine o vin e e e sieiaie e e e aigi6ie s b 0 Tee e oie PRI IR e e dbe e e aafi e adie .'_i. e e TP 9 N
Majne_...r.:-.‘.;-._.‘ ...... B S R A S I T S S ST I . ’_ 4
Massachusetts, . .:...... T P R Py PP N PR S
Michigan ; 24 .
New, Jersey: 2
New.York ... T P AP P 119, -
North Carolina e e e v e - R T . 33
18 ) ¥ L J AP 78
PennSyIVANIA: . ot siindh v e o uie d fibn e wiadi s oo et e e e b e i 8 L e R e e e ae e '12: -
South Carolina . . ... ... R SCT AN S A o 1T
ATVEIMIONE . oot ims b de e i b e e S T ” L
T Total L.l ' ' 305
Operations =~ ™ et L A : s o : SR
Management Structure ’

functions from our corporate headquarters in Syracuse, New York our Pollo Troplcal d1v1s10n headquarters in
Miami, Florida or our Taco Cabana division headquarters in San Antonio, Texas: The management structure for
Pollo Tropical consists of an Executive Vice President, who has over 39 years of experience in the restaurant
industry, and two Regional Directors:supported by twelve district:managers. The:management structure of Taco
Cabana consists of an Executive Vice President of. Operations, Wwho has over 37 years of restaurant expenence,
and two Regional Vice Presidents, a Reglonal Director and 22 district managers. Our Burger King' operations are
overseen by five Regional Directors, four.of whom are Vice Presidents, that have an average of over 29:years of
Burger King restaurant experience. Forty district managers that:have an average of over 21 years of réstaurant
management experience in the Burger King system support the Regional Directors.

For each of our concepts, a district manager is responsible for the direct oversight of the day-to-day
operations of 'an‘average ‘of approximately" seven restaurants. TypicaHy; district managers have previously served
as restaurant managers-at one Of our restaurants. Reglonal directors, district managers and restaurant managers
are compensated with a fixed salary. plus an incentive.bonus, based upon.the performance of the restaurants under
their supervision. Typically, our restaurants are staffed with hourly employees who are typically supervised by a
salaried manager and two or three salaried assistant managers.

T rammg

We mamtaln a comprehenswe trarnmg and development program for all of our personnel and provrde both
classroom and in-restaurant training for our salaried and hourly personnel. The program emphasizes. system-wide
operating procedures, food preparation methods and customer service standards for each of the concepts. In
addition, BKC’s training and development programs are also available to us as a franchisee.

iy

Management Informatwn Systems

as

“Our management information systems, whichiwe' beheve are more’ sophlstlcated than systems typlcally
utilized by many small quick-casual/quick-service restaurant operators-and many other Burger King franchisees,
provide us with the ability to efficiently and effectively manage our restaurants and to ensure consistent - -
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application of operating controls at our restaurants. Our size also affords-us the ability to maintain an in-house
staff of information technology and restaurant systems professionals dedicated to continuously enhancing our
systems. In addition, these capabilities allow us to integrate newly developed or acquired restaurants and achieve
greater economies of scale.

Our restaurants employ touch-screen point-of-sale (POS) systems that are designed to facilitate accuracy
and speed of order taking. These systems are user-friendly, require limited cashier training and i 1mprove
speed-of-service through the use of conversational order-taking techniques. The POS systems are integratéd with
PC-based applications at the restaurant that are designed to facilitate financial and management control'of our
restaurant operations. In 2008, we enhanced and upgraded our restaurant technology with the installation ‘6f new
POS systems at our Taco Cabana restaurants and in 2009 we installed similar systems in our Pollo Troplcal
restaurants. We will be installing new POS systems at our Burger King restaurants in 2011. :

Our restaurant systems provide daily tracking and reporting of traffic counts, menu item sales; laboriand
food data including costs, and other key operating information for each restaurant. We communicate -
electronically with our restaurants on a continuous basis, which enables us to collect this. information for use in
our corporate management systems in near real-time. Qur corporate and divisional administrative headquarters
house web-based systems that support all of our accounting, operating and reporting systems. We also operate a
24-hour, seven-day help desk at our corporate headquarters that enables us to provide systems and operational
support to our restaurant operations as required. Among other things, our restaurant mformat10n systems provide
us with the ability to:

+  monitor labor utilization and sales trends on a real-time basis at each restaurant enablmg the restaurant
manager to effectively manage 10 our established labor standards ona tlmely ‘basis; L

+ reduce 1nventory shrmkage using restaurant-level 1nventory management and centrahzed standard
costing systems;

e analyze sales and product mix data to help restaurant’ managers forecast productron levels;

. momtor day part dnve-thru speed of service at each of our restaurants

.»  systematically commumcate human resource and payroll data to.our administrative ofﬁces for efﬁcrent
centralized management of labor costs and payroll processing; . L : .

» employ centralized control ovér price, ménu and invéntory management activities at the restaurant
utilizing the remote management capabrhtles of our systems

+ take advantage of electromc commerce mcludlng our ab111ty to place- orders with supphers and to .
integrate detailed invoice, receiving and product data with our inventory and accounting systems; and

*  provide analyses; reporting and tools to enable-all Ievels of management to revrew a w1de-range ‘of
financial, product mix and operational data.

Critical information from our systems is available in near real-time to our restaurant managers, who are
expected to react quickly to trends or situations in their restaurant. OQur district managers also receive near real-
time information from all restaurants under their control and have computer access to key operating data on a
remote basis-using our corporate intranet. Management personnel at all levels; from the restaurant manager
through senior management utilize key restaurant performance indicators. : S

sy ey et s g e

Site Selection

We believe that the location of our restaurants is a critical component of each restaurant’s success. We
evaluate potential new sites on many critical criteria including accessibility, visibility, costs, surrounding traffic
patterns, competition and demographic characteristics. Qur: senior management determines the acceptability of all
acquisition prospects and new sites, based upon analyses prepared by our real estate, financial and operations
professionals. ‘ y ;
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Burger King Franchise Agreements

Each of our Burger Krng restaurants operates under a separate franchrse agreement w1th BKC Our franchrse
agreements with BKC generally require, among other things, that all restaurants comply with specrﬁed de51gn
criteria and operate in a prescnbed manner, including utilization of the standard Burger King menu. In addition,
our Burger King franchise agreements generally require that our restaurants conform to BKC’s current 1mage and
provide for remodeling of our restaurants at the request of BKC durmg the tenth year of the agreements to
conform to such current image, whrch ‘may require the expenditure of cons1derable funds “These franchrse
agreements with BKC generally provrde foran 1n1t1a1 term of 20 years and currently have an 1mt1a1 franchrse fee
of $50,000. In the event that we terminate any franchlse agreement and close the related BKC restaurant pnor to
the expiration of its term, we may be requrred to pay BKC an amount based on the net present value of the
royalty stream that would have been realized by BKC had such franchise agreement not been terminated. Any
franchise agreement, 1nclud1ng renewals can be extended at our discretion for an additional 20- year term, with
BKC’s approval, prov1ded that, among other thmgs the restaurant meets the current Burger Klng operatmg and
image standards and the franchrsee is not in default under the terms of the franchrse agreement The franchlse

agreement fee for subsequent renewals is currently $50,000. BKC may terminate any of the franchise agreements }

if an act of default is committed by us under these agreements and such default is not cured. Defaults under the
franchise agreements include, among other things, our failure to operate such Burger King restaurant in
accordance with the operatmg standards and spe01ﬁcatrons established by BKC (including failure to use
equipment, umforms or decor approved by BKC), our failure to sell products approved or desrgnated by BKC,
our failure to pay royaltres or advertlsmg and sales promotlon contrrbutlons as requrred our unauthorrzed sale,
transfer or assignment of such franchise agreement or the related restaurant, certain events of bankruptcy or
msolvency with respect to us, conduct by us or our employees that has a harmful effect on the Burger King
restaurant system, conviction of us or our executlve ofﬁcers for certain 1nd1ctab1e offenses, our failure to
maintain a responsrble credit ratrng or the acqu1s1tlon by us of an mterest in any other harnburger restaurant
business. We are not in default under any of the franchlse agreements wrth BKC

In order to obtain a successor franchise agreement with BKC, a franchisee is typically required to make
capital improvements to the restaurant to bring it up to Burger King’s current'image standards. The cost of these’
improvements may vary widely depending upon the magnitude of the required changes and the degree.to which
we have made interim improvements to the restaurant We have 22 franchrse agreements due to expire in 2011,,

16 franchrse agreements due to expire in 2012 and 10 franchrse agreements due to expire in 2013. In recent years,.

the historical costs of i improving our Burger ng restaurants in connection with franchise renewals generally
have ranged from $200 000 to $550,000 per restaurant The cost of capital 1mprovements made in connectron

current unage requrrements estabhshed frorn tune to trme by Burger ng

We believe that we will be able to satisfy BKC’s nonnal franc,_hise.agreement renewal criteria.- Accordingly,
we believe that renewal franchise agreements will be granted on a.timely: basis by BKC.at the expiration of our
existing franchise agreements. Historically, BKC has granted all of our requests for successor. franchise .,
agreements. However, there can be no assurances that BKC-will grant these requests in the future. ..

We evaluate the performance of our Burger King restaurants-on an ongoing basis. Such evaluation depends -
on many factors, including our assessment-of the anticipated. future operating results of the siubject restaurants .
and the cost of required capital improvements that we would need to commit for such restaurants. If we
determine that a Burger King restaurant is-under-petforming, or that-we do not anticipate an:adequate return on
the capital required to renew.the franchise agreement, we may elect to close such restaurant. We may also -, .
relocate (offset) a restaurant within its trade area and build a new Burger King restaurant as part of the franchise
renewal process. In 2010 we closed a total of eight Burger King restaurants, which included one location that was
offset.in 2010. In 2011, we currently anticipate that we will likely elect to close ten Burger King restaurants, in...
addition to one location that we plan-to relocate.. However, based on the current:operating results of such .
restaurants, we believe that the impact on our results of operations as-a result of such restaurant closures. will not -
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be material, although there can be no assurance in this regard. Our determination to close these restaurants:in
2011 is subject to further evaluatron and may change We may also, elect to close add1t10na1 Burger King
restaurants in the future o N

In addltron to the mmal franchrse fee we generally pay BKCa monthly royalty The royalty rate for both
new restaurants and for successor franchrse agreements is 4 l/2% of sales The royalty rate was mcreased from
3Y2% of sales in 2000, and generally for restaurants in exrstence in 2000, becomes effective upon the renewal of
the franchlse agreement Burger ng royaltres asa percentage of our Burger ng restaurant sales were 4. 0% in
2010, 3 9% in 2009 ‘and 3. 8% in 2008. We antlcrpate our Burger ng royaltles asa percentage of our Burger
King restaurant sales w111 remam at 4. 0% m 2011 as a result of the terms outlmed above

We also’ contnbute 4% of restaurant sales from our Burger ng restaurants to fund BKC’s nat1ona1 and .
regronal advertlsmg' BKC engages in substant1a1 natronal and reglonal advertrsmg and promotronal acfrv'tres and
other’ efforts to maintain and erihance the Burger King brand From tlme to timé we supplement BKC’ a
marketmg w1th our local advertrsmg and promotlonal campalgns See Advertlsmg and Promotlon
below ' ) ’

B T N 8 T AP T SETSTVI 51U PR R 'z':f::;'z. 2k

Our franchrse‘ agreements w1th BKC do not glve us exclusrve nghts to operate Burger ng restaurants . '

any deﬁned terrrtory Although we beheve that BKC generally seeks to ensure that newly granted franchlses' do

not matenall_y , sely affect the operatlons ‘of exrstmg Burger ng restaurants, we cannot assure you't that
franchises granted by BKC to thll‘d partres w111 not adversely affect any Burger ng restaurants that we operate

We are requrred to obtam BKC’s consent before we acqurre exrstmg Burger ng restaurants from other o

franchisees or develop new Burger ng restaurants BKC also as the nght of first refusal to purchase any ,
Burger ng restauirant that is being offe{red for sale by a franchrsee To date BKC has approved almost a11 of our
acquisitions of Burger King restaurants from other franchisees.” ~ ~

FETE

Hlspamc Brands Fr:anclnse Operatronsv G

As of Jz anuary 2,2011, we had six franchlsees operatmg a total of 29'Pollo Troplcal Testaurants, 21 ‘of whrch
were located in Puerto RlCO two in: Ecuador, one in Honduras vne in Ttinidad, one in the Bahamas and three
located on college campuses in Flor1da As of January 2 2011 we had three franchrsees operatmg a total of four '
Taco Cabana restaurants. B

Tyt <o o .
O A IR N

We'tiave also entered into development agreements with three additional Pollo’ Trop1ca1 franchrsees, one for

the development of up to five franchised restaurants ini Paniama, one for the development of ‘up to four restaurants

in Aruba, Curacao and Bonaire and one for the development of up to ten restaurants in Venezuela. Each of these
agreements provide for the development of additional réstaurants’ upon the successful opening of the initial

restaurants requrred in these development: agreements ‘We believe that there are furthet- opportumhes to expand -

Pollo Tropical: restauranits outside of the United States and we ate séekirig to franchise or license the brand if
additional foreign markets. Any such expansion would ideally take the form of a franchising or licensing'
arrangement with one or more experienced restaurant companies We believe that there are a number of foreign
markets with thetappropriate population,-demographic:and income:characteristics to support th1s expansron as
well as consumers: w1th a prochvrty to eat foods- smular to those' offered by Pollo Trop1ca1

- Our developmentn agreements generally prov1de for franchlsees te-commit to- developmg a specrﬁed number-
of restaurants-within a certain-geographic area within a‘specified time frame. The developmient -agreements
generally require franchisees to pay upon signing a portion of the franchise feesfor each restaurant to be'
developed, with the balance of the fees.due:upon opening of each restaurant: All of our curient franchisees pay a
royalty based on restaurant 'sales-and are required to operate:their restaurants under:the terms .of our franchise:
agreement such as compliance with certain’methods,:standards and specifications developed by us, including
those related to menu items, recipes, food-preparation, materials;:supplies, services, fixtures, furnishings, decor
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and signs. The franchisees have discretion to determine the prices to be charged to customers. In addition;-all
franchisees are required to purchase substantially-all food, ingredients; supplies and madterials from suppliers
approved by us.

Advertlsmg and Promotion

. We ‘believe Pollo Troprcal and Taco Cabana are among the most hlghly recogmzed qurck—casual restaurant
brands i in their respective markets of Florrda and Texas. Pollo Tropical and Taco Cabana utilize an. integrated,,
multr-level marketing. approach that 1ncludes perrodlc cham-w1de promotions, direct ma.ll in-store promotrons,
local store marketing,and other strategies, 1nclud1ng the use.of radio. and television advertlsmg in their markets.,
Combination value meals are also utilized as well as limited time offer menu item promotions. Pollo Tropical and
Taco Cabana advertise in both English and Spanish language media. As a percentage of Pollo Tropical restaurant
sales, Pollo. Tropical’s advertising expenditures were 2.8% in 2010, 2.7% in 2009 and 2.6% in 2008. As a
percentage of Taco Cabana restaurant sales, Taco Cabana s advertrsmg expendltures were 4.1% in: 2010, 4.0% in
2009 and 3.7% in 2008

‘ The efﬁc1ency and quahty of advertrsrng and promotronal programs can srgnrficantly affect qulck-casua]/
qulck-serv1ce restaurant busrnesses ‘We beheve that one of. the major advantages of being a Burger King
franchrsee is the value of the extensrve natronal and regronal advertrsrng and promotronal programs conducted by
BKC. In addition to the benefits derived from BKC’s advertising spending, we sometimes supplement BKC’s
advertrsmg and promotronal activities with. our own local advertising and promotions, including the .purchase of
addltlonal televrsron r i and prmt a vertlsrng The concentratron of our Burger ng restaurants in many of

RS

combination value meals and discounted prrces targeted fo our customers in order to create a flexible and
drrected ‘marketing program. :

¢
a

We are generally requlred to contnbute 4% of res nt sales from our Burger King restaurants toan
advertlsmg fund titilized by BKC for its advertlsmg, promio onal programs and publrc relations actrvrtles BKC’s
advertlsmg progr s'con51st of natro' ampargns supple'v ted by local advertlsmg BKC’s advertrsrng o "
campaigns are generally carfried on telev1s10n ‘radio and in circulated print media (national and regional
newspapers and magazines). .

il

Product Development o

*“ Pollo Tropical and Taco Cabana each have separate and comiplete product research-and- development
functrons which we believe are' comparablé to other large multi-unit restaurarit companies. These capabilities
enable us o' continually refine our menu offerings -and: develop new products for mtroductron in our Hlspamc .
Brand restaurants These functrons mclude v - ' '

fully equrpped test k1tchens, o

. :.professronal cuhnary and quality assurance team members S
. consumer research and product testmg protocols, o

- .. vl umform and detalled product specrﬁcatron formats; and

« -~ 'product dévelopment cormmttees that mtegrate marketmg, operatrons ﬁnanmal analysis and" :
. procurement : - __ :
Pollo Troplcal’s test krtchen is located in‘our Mrarm d1v1sron headquarters The facility includes cookmg '
equrpment that mirrors the capabrhty of a Pollo Tropical restaurant and @ tasting area. Permanent staff posrtrons
include-a Vice President of R&D 4 Semor Manager of R&D and two R&D managers

Taco Cabana’s test krtchen is located near our San Antonro d1v1s10n headquarters in leased commercral
space. The facility includes a large test kitchen, with equipment that mirrors the capability of a Taco Cabana
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restaurant; office:space:for all R&Dstaff, and a large:tasting:and meeting room: Permanent: staff posmons
include:a Director. of R&D, a Corporate Chef: and two:staff -assistants.::. - R O :

Suppliers and Distributors

For our Pollo Tropical and Taco Cabana restaurants, we have negotlated d1rectly w1th local and nauonal
suppliers fot the purchase of food and beverage products and suppli€s to ensure consistent quality and freshness
and to obtain competitive pnces ‘Food and’ supphes ‘for'both brands are ordered from approved supphers and are
shipped ‘via distributors to the restaurarits. Both brands are- respons1ble for momtormg ‘quality control and’
superv1s1on of these supphers and conduct mspectlons to observe the preparatlon and quahty of products

purchased ) _ . ‘ S
EE o 2:.., 2 e o R : R T :"'.f.l'ir’n'-."»_' T o G

For our Pollo Tropical restauranfs, Performance Food' Group, Inc setves as: our'primary distributor of food -
and paper products under an agreement that expires on May'15, 2012. Als6 for oiir Pollo’ Trop1ca1 restaurants
Kelly Food Service serves as our primary distributor for chicken under an agreement that expireson~ "
December 31, 2011. We also currently rely on two suppliers under agreements that expire on December 31, 2011
as our suppliers of chlcken for otir Pollo Troplcal restaurants and although we beheve that altérnative sources of
chicken are available to us if both supphers were uiiable to service us, th1s could lead toa matenal d1srupt10n of
ngaged Wthh could have a matenal adverse effect on our busmess ‘

servrce o supply uritil a new suppher is

We rely heavily on these suppliers but, in general, if any supplier was unable to service us; we believe that
we have alternative sources available to us to avoid an vrnatenal drsruptlon in service, With respect to our
dlstrrbutors for our Pollo Tropical and Taco bana restaurants although we beheve that alternatlve d1str1but0rs
are avallable to us if any “distributor v was unal rvlce us, this ¢ ould»lead to a matenal d1srupt10n of serv1ce
or supply unt11 a new dlstrlbutor is engaged, yvhlch could have a matenal adverse effect on our busmess

We are a member of a national purchasing cooperative, Restaurant Services, Inc., creatéd for the Burgef J
King system. Restaurant Services, Inc. is a non-profit independent cooperative that acts as the purchasmg agent
for approved distributors to the Burger King system and serves to negotiate the lowest cost for the system: We'
use our purchasing power, to, negotiate:directly. wlth certain other vendors, to;obtain favorable pricing an,d_ter.ms
for supplying our Burger.King restaurants. For-.our, Burger. King restaurants, we:are required:to purchase-all of ;.
our foodstuffs, paper goods.and packaging.materials from BKC-approved. suppliers. We currently utilize three. - \
distributors, Maines Paper & Food Service, Inc., Reinhart Food Service L.L.C. and MBM Food Service Inc:, to |
supply our Burger King restaurants with the majority of their foodstuffs in various geographlcal areas and, as of !
December 31, 2010, such distributors supplied 65%, 31% and 4%, respecuvely, ‘of our Burger King restaurants. i
We may purchase non-food items such as kitchen‘utensils, equipment maintenance tools ‘and other-supplies from
any suitable source so long as such items meet BKC product umformlty standards. All BKC:- approved
distributors are required to purchase foodstuffs and supphes from BKC- approved manufacturers and purveyors.
BKC is responsible for monitoring quality control‘and supetvision of these maiitifactirers and conducts regular
visits to observe the preparation of foodstuffs, and to run various tests to.ensure that only quality foodstuffs are
sold to BKC- approved suppliers. In add1t10n BKC coordinates and supervises audits of approved supphers and
distributors to determine continuing product specification compliance and to ensure that manufacturing plant and
distribution center.standards are met. Although we believe that we:have alternative sources,of supply available to
our Burger King restaurants,in the event any distributer. or supplier for our Burger King restaurants was unable - .
to service us, this could lead to.a. drsruptlon of service or:supply. at;our Burger King restaurants until a new-
distributor or suppher is engaged whrch could have an adverse effect on our busmess

ey
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Quality Assurance

At each of our three concepts, our operational focus is closely monitored to:achieve ahigh level of customer
satisfaction via speed of service, order accuracy and quality of service. Our senior management and restaurant
management staffs are principally responsible for ensuring compliance with our operating policies, and with
respect to our Burger King restaurants, BKC’s required operating procedures as well. We have uniform operating
standards and specifications relating to the quality, preparation and selection of menu items, maintenance and
cleanliness of the premises:and employee conduct. In order to.maintain compliance with-these operating: .
standards and specifications, we distribute.to our restaurant operations.management,team detailed reports;. ....;. .
measuring compliance with various customer service standards and objectives; including feedback: obtained .. -
directly from our customers through instructions given to them at the point of sale. The customer feedback is
monitored by. an independent.agency-and.consists of evaluations of speed of service, quality of service, quah'ty of
our menu.items and other operational ohjectives 1nclud1ng the cleanliness of our restaurants, We also have our; -
own customer service representatives. that handle. customer inquiries and complaints...... -

We also operate in accordance with quality assurance and health standards mandated" by federal, state and
local govemmental laws and regulations. These, standards include food preparation rules regarding, among other
things, minimum cooklng times and temperatures, maximum time standards for holdmg prepared food, food
handling guldellnes and. cleanlrness To. mamta.m 'these. standards we conduct unscheduled mspectlons of ¢ our
restaurants. In addition, restaurant managers conduct internal inspections for taste qualrty, clean.lmess and. food
safety on a regular basis.

Trademarks- Yo, b‘ . ‘ . .-'TiN : — ‘

' We believe that our names and logos for our Hlspamc Brands-are 1mportant to our operatrons “We have
reglstered our principal Pollo Tropical and Taco Cabana logos and demgns with'the U.S. Patent and’ Trademark
Office on'the Prmc1pa1 Register as a sefvice mark for our restaurant services. We also have secured 't of have o
applied for state and federal reg1strat10ns of several ‘Other advertlsrng or promotronal marks; 1nclud1ng varlatlons '
of our principal marks, and have applied 1 for or been’ granted reglstratlons in forelgn countries of our prmc1pa1
marks 'and several other marks: We intend to protect ‘both Pollo’ Trop1cal and Tdco Cabana trademarks by
appropriate legal action whenever nécessary. In certain foreign countties, we have' ‘been involved in trademark
opposition proceedings to defend our rights to register certain trademarks. In that regard, we have discovered that’
an individual unaffiliated with us has regrstered without our knowledge, authorization or consent, a trademark in
Spain and the’ European Community for'a namie afid logo virtually identical t6 our Pollo Tropical name’ and logo
We have initiated® ‘a caricellation acuon to ‘declare such unauthonzed trademark regrslratron null’ and void:-
Although we beheve we w1ll be succes ful m the actron there can beno assurance in thrs regard

R AR A A L IR [R O B § [

Other than the Polio Tropical and Taco- Cabana trademarks, we have 1o propnetary 1nte11ectua1 property
other than the logo and trademark of Carrols. As a franchisee of Burger King, we also have contractual nghts to
use certam BKC-owiied trademarks, service marks and other mtellectual property relatmg to’ the Burger ng
concept o » - ST , . v '
Govemment Regulatron ' ‘ U - o

Varrous federal state and local laws affect our busmess 1nclud1ng various health samtatron ﬁre and safety :
standards. Restaurants to be constructed or remodeled are subject to state and local building code and zoning
requirements. In connection with the development and remodeling of our restaurants, we may incur costs to meet X
certain federal, state and local regulations, including regulations promulgated under the Americans with' = ™"
Disabilities Act. : , e e

We are subject to the federal Farr Labor Standards Act and vanous other federal and state Iaws governmg
such matters as:

-

e  minimum wage requirements;
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¢ health care
. '»unemployment compensatron
.o _overtrme, and )

. other workmg condmons and’ c1t1zensh1p requlrements

A s1gmﬁcant number of ‘our: food service personnel are paid at rates relatéd to the federal, and where
applicable; state minimum wage and, accordingly, increases in the minimuny wage have 1ncreased and in the
future will increase wage rates at out restaurants ' S

“We are asSessmg the'various provisions of the comprehensive federal hedlth care reform law enacted in*
2010, including the impact ‘on oiir business of this new law as it become effective. There are no asstiraiices that a -
combination of cost management and menu price increases can a¢commodate il of the poténtial increased costs
assocrated wrth these regulatlons. y

We are also sub_]ect to varlous ‘federal, state and local envrronmental Iaws rules and regulatrons We beheve
that we conduct our operations in substantial comphance with apphcable environmental laws and’ regulatlons K
None of the apphcable environmental laws or regulatrons has had a materlal adverse effect on our results of
operations, cash flows or financial condition. ;

Taco Cabana and Pollo Tropical are subject to alcoholic beverage control regulations that require state,
county or municipal licenses or permits to sell alcoholic beverages at each location where they respectively sell ©
alcoholic beverages. Typically, licenses must be renewed annually and may be revoked or suspended for cause at
any time., Llcensmg entities, authorrzed w1th law enforcement authonty, may issue violations.and: ’conduct aud1ts ,
and rnvestlgatlons of the restaurant s records and procedures Alcohohc beverage control regulatrons relate to .-
numerous aspects ( of the daily operatrons of our. Taco Cabana restaurants and certain of our Pollo Troprcal
restaurants, including minimum age for. consumptron certlﬁcatron requrrements for employees hours of e
operation, advertrsmg, wholesale purchasmg, inventory control and handhng, storage and drspensmg of alcohohc,.»
beverages. These regulatrons also prescribe certain requrred bankmg and accounting practrces related to alcohol.
salesandpurchasmg _ L. c o e :

Our Taco Cabana restaurants and certaln of our Pollo Troprcal restaurants are sub_]ect to state “dram—shop
laws in the states in which they operate. Drarn—shop laws provide a person injured by.an 1ntoxrcated person.] the
right to recover damages from an establishment that wrongfully served alcoholic beverages to. the intoxicated or
minor patron. We have specrﬁc insurance that covers claims arising under dram-shop laws. However, we cannot
assure you that this insurance will be adequate to cover any claims that may be instituted against.us. .

With respect to the franchising of Pollo Tropical and Taco Cabana restaurants, we are subject to franchise .
and related regulations in the U.S. and certain foreign jurisdictions where we offer and sell franchises. These. .
regulations include obligations to provide disclosure about our two concepts, the franchise agreements and the
franchise system as well as other organizational and financial information relating to our two concepts. The
regulations also include obligations to register certain franchise documents in the U.S. and forergn JurlSdlCthIlS
and obhgatrons to drsclose the substantlve relatlonslup between the partles to the agreements :

et P T A o e bt~ e e 2 e v 4

Competition . _ _ 7

The restaurant industry is highly competitive with respect to price, service, location and food quality. In
each of our markets, our restaurants compete with a large number of national and regional restaurant chains, as
well as locally owned Testaurants, offering low and medium-priced fare. We also compete with convenience
stores, delicatessens and prepared food counters in supermarkets, grocery stores, cafeterias and other purveyors
of moderately priced and quickly prepared foods.
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We believe that:

. ¢ - product quality and-taste; .> o o . -
" brand recognition; " s ' ‘ '
¢ convenience of location;
* . speed of service; ...

* menuvariétyy: o

e price; and

. ambrance ‘ , ) . L o 5
are the most 1mportant competltrve factors in the qu1ck-casual and qurck—servrce restaurant segments and that our
three ‘concepts effectively, compete in each category. . - - i o om0 g : S

- Pollo Tropical’s competitors.include national.chicken-based concepts, such as Kentucky Fried Chicken
(“KFC?), and regional chicken- based concepts, as well as qulck-serv1ce hamburger restaurant chams and other
types of qurck—casual restaurants . » -

Taco Cabana s restaurants although part of the qurck—casual segment of the restaurant i dustry, compete 1n
Texas, Oklahoma and New Mexico with qu1ck-serv1ce restaurants 1nclud1ng those in the quick-
segment such as Taco Bell, other quick-casual restaurants and traditional casual dining Mexican restaurants. We
believe that Taco Cabana’s combination of freshly prepared food, distinctive ambiance and superior service help

to drstmgursh Taco Cabana restaurants from qurck-servrce operators whrle it s prrce value relat1onsh1p enables it
to compete favorably w1th more expens1ve casual dmmg Mexrcan restaurants

With respect to our Burger King restaurants, our largest competitors are McDonald’s and Wendy’s
restaurants. According to Technomic, McDonald’s restaurants had aggregate U.S. system-wide sales of $30.9
billion for the year ended December 31, 2009 and operated 13,980 restaurants:in the-United States:at that date, .
and Wendy’s restaurants had aggregate system-wide.sales:of:$8:4 billion for the year-ended December 31,2009 -
and operated 5,877 restaurants in the United_States at that date. . :

Employees o . ,

As of January 2, 2011, we employed appro)rimately 16,300 persons, o_f which appro)rirrrately 400 were
administrative personnel and approximately 15,900 were restaurant operations personnel:: None of our employees
is covered by collective bargaining agreements. We believe that our overall relations with our employees are
good.

Availability of Information

We file annual, quarterly and current reports and other infermation with the Securities. and Exchange
Commission (the “SEC”). The public may read and copy any matenals we file with the SEC at the SEC’s Public
Reference Room at 100 F Street, N.E. , Washington, D.C. 20549. The publrc imay obtain iriformation on the
operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an
Internet site that contains reports, proxy and information statements and other 1nformat10n regarding i issuers that
file electronically with the SEC. The address of that site is http //www sec. gov

We make available through our 1ntemet webs1te (Wwww. carrols com) our annual report on Forrn 10- K
quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished
pursuant to-Section.13(a) or 15(d) of the Securities Exchange Act of 1934, as amended (“the Exchange Act”), as
soon as reasonably practicable after electronically filing such material with the SEC. The reference to our
website address is a textual reference only, meaning that it does not constitute incorporation by reference of the
information contained on the website and should not be considered part of this-document. -
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ITEM 1A. RISK FACTORS

You should carefully consider the risks described below, as well as other information and data included in
this Annual Report on Form 10-K. Any of the following risks could materially adversely affect our business,
consolidated financial condition or results of operations. '

Intense competition in the restaurant industry could make it more difficult to expand our business and
could also have a negative impact on our operating results if customers favor our competitors or we are
forced to change our pricing and other marketing strategies.

The restaurant industry is highly competitive. In each of our markets, our restaurants compete with a large
number of national and regional restaurant chains, as well as locally owned restaurants, offering low and
medium-priced fare. We also compete with convenience stores; delicatessens :and prepared food counters in*
grocery stores, supermarkets, cafeterias and other purveyors of moderately priced ‘and quickly prepared food.

Pollo Troplcal’s competltors include natlonal chicken-based concepts, such as KFC, and regional chicken-
based concepts as well as quick-service’ hamburger restaurant ¢hains and other types of quick-casual restauraiits.
Our Taco Cabana restaurants, although part of the quick-casual segment of the restaurant industry, compete with
quick-service restaurants, including those in the qulck-serv1ce Mexican segment such as Taco Bell, other quick-
casual restaurants and trad1t10na1 casual dxmng Mexican restaurants With respect to our Burger King restaurants,
our largest compeutors are McDonald’s and Wendy s restaurants

' To remain compet1t1ve we, as well as ‘Certain of the other major quick-casual and quick-service restaurant
chains, have increasingly offered selected food items-and combination meals at discounted | prices. These changes
in pricing and other marketing strategles have had, and in the future may continue to have, a negative impact on
our sales and earmngs?

Factors speclfic to the qmck-casual and qulck-servrce restaurant segments may adversely affect our results
of operations, which may cause a decrease in eammgs and revenues. : :

-The quick-casual and quick-service restaurant segments are hlghly competitive and can be materlally
adversely affected by many factors, including:

d changes in local reglonal or natlonal economic condltlons
. changes n demographlc trends
* - changes in consumer tastes; A
» changes in traffic patterns;
* increases in fuel prices;
* “consumer concerns about:health and nutrition; -
e increases in the number of, and partlcular‘locatiens éf’. co_rnpet‘ing”rest}aurants;_
¢ inflation;
« increases in utility costs; L
* increases in the cost of food, such as beef and ch1cken produce and packagmg,
consumer dietary con51derat1ons » ’
* .increased labor costs, including healthcare unemployment insurance and minimum wage requlrements
. reg1onal weather condmons and '

* the availability of experienced management and hourly-pald employees.
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Our continued.growth depends on our ability to open and operate new restaurants profitably, which in -
turn depends on our continued access to capital, and newly acquired or developed restaurants may not
perform as we expect.and we canneot assure you that our growth and development plans will be achieved.

Our contmued growth depends on our ability to develop additional Pollo Tropical and Taco Cabana
restaurants and to select1vely acquire and develop additional Burger King restaurants. Development involves
substantial risks, including the followmg

i

* the inability to fund development;
s development costs that exceed budgeted amounts; -
* delaysi in completlon of construct1on ,
.. l-the 1nab111ty to obtam all necessary zoning and constructlon permlts, : : B
: ;0' the 1nab111ty to 1dent1fy or the unava11ab111ty of, su1tab1e sites on acceptable leasing or purchase terms
. developed restaurants that do not achieve desired revenue or cash flow levels once opened

* incurring siibstantial unrecoverable costs in the event a development project is abandoned pnor to
completion or a new restaurant is closed due to poor financial performance;

+ the inability to recruit, train and retain managers and other employees necessary to staff each new
restaurant;.

e changes in g_ovemmental rules, regulations and interpretati_ons; and

. changes in general economic and business conditions.

We cannot assure you- that our growth and development plans can be achieved. Our long-term development
plans will require additional management, operational and financial resources. For example, we will be required
to recruit and train managers and other personnel for each new restaurant. We cannot assure you that we will be
able to manage our expanding operations effectively and our failure to do so could adversely affect our results of
operations. In.addition, our ability to open new restaurants and to grow, as;well as-our ability to meet other
anticipated capital needs, will depend on our continued access to external financing, including borrowings under
our senior credit facility. We cannot assure you that we will have access to the capital we need on acceptable
terms or at all, which could materially adversely affect our business. In addition, our need to manage our
financial leverage rat1os in connection w1th the semor credlt facility may reduce our ability to develop new
restaurants.

 Additionally, we may encounter difficulties growing beyond our presenCe in our existing core markets. We -

cannot assure you' ‘that we will be able to successfully’ grow our market presence beyond the current Key reg1ons
within our ex1st1ng ‘markets, as we may encounter well-established competitors in new areas. In addition, we may
be unable to find attractive locations or successfully market our products as we attempt to expand beyond our
existing core markets, as the competitive circumstances and consumer charactenstlcs in these new areas may
differ substantially from those in areas in which we currently operate. We may also not open a sufficient number
of restaurants in new markets in order to leverage distribution, supervision and promotional costs. As a result of
the foregoing, we cannot assure you that we will be able to successfully or profitably operate our new restaurants
outs1de our core markets o : : :

Our expansion into new markets may present increased risks due to a lack of market awareness of our
Hispanic Brands.

Some -of our new restaurants are and will be located in areas where there is a limited or a lack of market
awareness. of the Pollo Tropical or Taco Cabana brand and therefore it may be more challenging for us to attract
customers to our restaurants. Restaurants opened in new markets may open at lower average weekly sales
volumes than restaurants opened in existing markets, and may have higher restaurant-level operating expense
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ratios than in existing markets. Sales at restaurants opened in new:markets may take longer to-reach-average unit -
volumes, if at.all, thereby adversely affecting our operating resuits, including the:recognition :of future
impairment:and other lease charges. Opening new restaurants in-areas'in which potential customers may not be: -
familiar with our restaurants may include costs related to the opening and ‘promotion of those restaurants that are
substantially greater than those mcurred by our restaurants in other areas. Even though we may incur substantlal
additional costs with respect to thése new restaurants, they may attract fewer customers than our more
established restaurants in existing markets.

We could be adversely affected by food-borne illnesses, as well as widespread negative publicity regarding
food quality, illness, injury or other health concerns. ' - ‘

Negative publicity about food quality, illness, injury or other health concerns (including health implications
of obesity) or similar issues stemmirng from one restaurant or-a number of restaurants'could materially adversely
affect us, regardless of whether they pertain,to our own restaurants-or to restaurants owned or operated by other
companies. For example health concerns about the consumptlon of beef or ch1cken or by spec1ﬁc events such as
consumption of qur products and adversely affect our financial performance. These events could reduce the.
available supply of beef or chicken or s1gn1ﬁcant1y raise the price of beef or chicken..

In addition, we cannot guarantee that-our operational controls.and.employee training will:-be effective in
preventing food-borne illnesses, food tampering and other food safety issues that may affect our restaurants.
Food-borne illness or food tampering incidents could be caused by customers, employees or food supphers and
transporters and, therefore, could be outside of our ‘control. Any pub1101ty relating to health concerns or the
perceived or specific outbreaks of food-borne illnesses, food tampering oriother food safety issues attributed to
one or more of our restaurants, could result in a significant decrease in guest traffic in all of our restaurants and
could have a material adverse effect on our results of operations. In addition, similar publicity 0r"occurrences
with respect t0 other restaurarits or restaurant chams could also decrease our guest trafﬁc and have a: srrmlar
material adverse effect on'us. : ‘ : : e : :

The proposed spin-off of our Hispanic Brands may not occur as’ or when planned or at’ all or could ‘result
in issues-we do not yet antlclpate. B R R

Our ability to complete the proposed spm -off is sub_]ect to several cond1t10ns 1nc1ud1ng reﬁnancmg our
existing debt to separately ﬁnance the Burger King and I-Ilspamc Brand businesses, customary regu]atory and 1
other approvals, obtaining a favorable letter ruling from the Internal Revenue Service, filing an effective . o
registration statement with the Securities and Exchange Commission, final approval from our board of d1rectors
and may be affected by unanticipated developments or changes in market conditions. For these and other, reasons,
the proposed spm-off may not be completed by the end of 2011 or at all. Addrtronally, executlon of the proposed
spm-off may require significant time and attenuon from management which may divert management s attention
from other aspects of our business operations., Further, if we. complete the proposed spin-off , we may 1 not achieve
the mtended results and may result in add1t10nal operatmg expenses for both, companies in the aggregate Any
such difficulties could adversely affect our busmess results of operations or ﬁnancral cond1t10n

T ‘ P T

The spm-off could result in substantlal tax hability

We will request a private letter ruling from the IRS to ascertain Whether for U. S federal income tax:
purposes, each of the spin-off transaction and certain related transactions will qualify under Section 355 and/or
368 of the Internal Revenue Code of 1986, as amended. Our receipt of a, favorable private letter rulmg willbea .
condition to the completion of the spin-off.

e
Line

If the factual assumptions or representations made in the private letter ruling. request are inaccurate or -
incomplete in any material respect, then we will not be able:to rely on the ruling which could result in both us. - :
and our stockholders incurring significant U.S. federal income tax liabjlities if taxmg authorities conclude the :-:.-
distribution is taxable. - : _ : S C S
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Our substantial indebtedness could adversely affect our financial condition and our ability to operate our -
business. v ' ‘

We have a substantial amount of indebtedness. As of January 2, 2011, we had $263.5 million of outstandmg
indebtedness, including'$87.3 million of term loan indebtedness under the senior credit facility, $165.0 million of
9% Senior Subordinated Notes due 2013 (the “Notes”) $10.1 million of lease financing obligations and $1.2 ’
million of cap1ta1 leases. Our | senior credlt fac111ty initially totaled approximately $185.0 million, consisting of
$120.0 million principal amount of term loan A borrowings maturing on March 9, 2013 (or earlier on
September 30, 2012 if the Notes are not refinanced by June 30, 2012) and a $65.0 million revolvmg facﬂlty
(including a sub'limit of up to $25.0 million for letters of credit and up to $5.0 million for swingline loans),
maturing on March 8, 2012. As a result, we are a highly leveraged company. Th1s level of indebtedness could
have 1mportant consequences, mcludmg the followmg

it will limit our ability to bon'ow ‘money to fund our workmg capltal capital expenditures, acqu151t10ns
.and debt service requirements and other financing:needs;

"'« asubstantial portlon of our operatlng cash flow will be dedlcated to the repayment of our indebtedness
and related 1nterest including mdebtedness ‘we may incur in the future;

* our interest expense :would increase 1f interest rates in general increase because a substant1al portlon of .
our indebtedness, 1nclud1ng all of our indebtedness under our senior credit facility, bears interest at -
floating rates; c : : '

e it may hmlt our ﬂex1b111ty in plannmg for, or reacting to, changes in our busmess and future busmess ,
opportumtles 1ncludmg the development of new restaurants,

*: we are more hlghly leveraged than some of our competltors, Wthh may place us at a: competmve
. . disadvantage; 2 v : :

« itmay make us more vulneifa’bli':" to a downturn in our businéss, industry or the economy in general; and -

* there would be a material adverse effect on our business and financial condition if we were unable to
service our indebtedness, obtain additional financing as needed or refinance our current indebtedness.

Desplte our substant:al mdebtedness, we may. Stl“ incur s1gmﬁcantly more debt whlch could further
exacerbate the risks described above. . : : : :

Although covenants under our new senior credit facility and the Indenture governing the Notes limit our
ability and the ability of our present and future restricted subsidiaries to mcur additional indebtedness, the terms
of our senior credit facility and the Indenture governing the Notes permit us to incur significant additional
indebtedness, including unused availability under our revolving credit facility. As of January 2, 2011, we had
$51.3 million available for additional revolving credit borrowings under our senior credit facility (after reserving
for $13.7 million of letters of credit guaranteed by the facility), subject to comphance with customary borrowing
conditions. In addition, neither the senior credit facility nor the Indenture governing the Notes prevent us from
incurring obligations that do not constitute indebtedness as.defined in those documents. To the extent that we
incur additional indebtedness or other obligations, the risks associated with our substantial leverage described
above, including our possible inability to service our debt would increase.

We may not be able to generate sufficient cash flows to meet our debt service obligations.

Our ability to make payments on and to refinance our indebtedness and to fund planned capital expenditures
will depend on our ability to generate cash from our future operations and on our continued access to external
sources of financing. This, to a certain extent, is subject to general economic, financial, competitive, legislative,
regulatory and other factors that are beyond our control. Qur business may not generate sufficient cash flow from
operations and future borrowings under the senior credit facility or from other sources may not be.available to us .
in an amount sufficient to enable us to repay our indebtedness or to fund eur other liquidity needs, including
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capital expenditure requirements.:If we complete an acquisition; out debt service requirements could increase. A -
substantial portion of our indebtedness, including all of our indebtedness under the senior credit facility, bears: -
mterest t floating rates, and therefore if interest rates increase, our debt service requirements will increase. We
may need‘t refinance or restructure all or a portion of our 1ndebtedness on or before maturjty. We may not be o
able to reﬁnance 0 restructure any of our mdebtedness 1nclud1ng the senior credit fac1hty and the Notes o e
commercrally reasonable terms, or at all. If we cannot service or reﬁnance or restructure our mdebtedness we
may have to take actrons such as selhng assets seekmg addrtronal equ1ty or reducmg or delaym ap1ta1 C
expendltures strateglc acquisitions, 1nvestments and alliances, any of wh1ch could have a materla.l adverse effect
on our operatlons Addltronally, we may not be able to effect such actlons if, necessary, on commercrally
reasonable terms or at all

In addition, upon the incurrence of specific kinds of change of control events, we must offer to purchase the
Notes:at-101% of the principal:amourit thereof ‘plus accrued and unpaid interest to the purchase date. We may not
have sufficient funds available to make any required repurchases of:the Notes, and restrictions under our senior
credit facility may not allow that repurchase. If we fail to. repurchase the Notes in that circumstance, we will be in
default under the Indenture governing the Notes and, under Cross- default clauses we w111 also be in default under
the senior credit facility. In addition, certain change of control events will constitute an event of default under the
senior credit facility. A-default under:the senior credit facility could'result in an event:of:default under the
Indenture if the administrative agent-or-the lenders accelerate the debt under the senior credit facility. In‘the event
of a default under our senior credit facility or the Indenture, the holders of the applicable indebtedness generally
would be able to declare all of that indebtedness to be due and payable as described in the followmg risk factor.
Upon the occurrence of a change of control we could seek to reﬁnance the 1ndebtedness under the senior credit
facility and the Notes or obtain a waiver from the lenders or the note holders. We ¢annot assure you, however,
that we would be able to obtain a waiver or refinance our indebtedness on commercially‘Teasonable terms, if at
all, in which case we might be required to sell assets to satisfy our repayment obligations. Any future debt that
we incur may also contain provisions requmng the repayments of that debt upon the occurrence of similar
change of control events or restrlctrons on repayment of the Notes or borrowmgs under our senior credrt fac111ty
uponachange ofcontrol et N : T L
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Restrictive covenants in our senior credit facility and the Indenture governing the Notes may restrict our
ability to-operate our:business and to pursue-our business strategies; and:defaults under our debt st
instruments may allow the lenders to declare borrowings due and payable: - RN

Our senior credit fac;hty and the Indenture governmg the: Notes lumt our ablhty, among other thmgs to:
. mcur addmonal 1ndebtedness or 1ssue preferred stock ' o - :

pay dividends or make: distributions'in respect of our caprtal stock or make certain: other restricted:
payments Or investmernts; : - .

. _,,.sell assets, including capltal stock of restrrcted subs1d1ar1es ‘ L
. agree to limitations on our ab111ty and the abrhty of our restrrcted subs1d1ar1es to make dlstnbutlons R
- enter mto transactrons with our subs1d1ar1es and afﬁhates ‘ ' ’ ' ‘
e incur liens;
¢ enter into new lihes of business; and ‘

e .engage in’ consohdatmns mergers or sales of substantlally all of our assets
In addition, our senior credlt fac111ty requires us to. comply with various operatronal and other ¢ovenants and

restricts our ability to>prepay our subordinated indebtednéss: Also, our senior credit facility réquires us to -

maintain compliance with specified financial ratios, including fixed charge coverage, setior leverage and total
leverage ratios' (as such terms are defined in our senior credit facility). At:January 22011 we were in compliance
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with such covenants under our senior credit facility. However, our ability to comply with these ratios may be
affected by events beyond our control. Any other debt instruments we enter into in the future may also have
provisions similar to those described above.

The restrictions contamed in the Indenture governing the Notes and our senior credit facrhty and i in any
other debt 1nstrun1ents we may. enter into in the future could:

* limit our ability to plan for or react to market conditions or meet capltal needs or otherwise restnct our.
activities or business plans; and

* adversely affect our ability to finance our operations, strategic acquisitions, investments or alliances or
o other capital needs or to engage 1n other business actlvmes that would be in our 1nterest

- *As‘noted above, our ability to remain in compliance with agreements and covenants‘in our debt instruments
depends‘upon our results of ‘operations and may be affected by events beyond our control, including economic;:
financial and industry conditions. Accordingly, there can be no assurance that we will remain in compliance with
those agreements and covenants

In the event of a default under our senior credrt facrhty or t.he Indenture and in any other debt 1nstruments
we may enter into in the future, the holders of the applicable indebtedness generally would be able to declare all
of that 1ndebtedness, together with accrued interest, to be due and payable. In addition, borrowmgs under our
senior credit famhty are secured by a pledge of all of the outstanding capital stock of Carrols and its matenal
subsidiaries and, in the event of a default under that facility, the lenders generally would be entitled to seize the' ‘
collateral In addition, default under one debt instrument could in turn perrmt lenders under other debt o
instruments to declare borrowmgs outstandlng under those other instruments to be due and payable pursuant to’
Cross default clauses. Moreover, upon the occurrence of an event of default under our senior credit facﬂlty, the
comrmtment of the lenders to make any further loans to us would be tenmnated Any such actions or events
could force us into bankruptcy and 11qu1datron and we cannot provide any assurance that we could repay our
obhgatrons under our senior credit facility or the Notes or any other indebtedness we may incur in the future.
Moreover, our assets and cash flow may not be sufficient to fully repay borrowmgs under our debt 1nstruments
either upon maturity or if accelerated following a default. Accordingly, the occurrence of a default under any
debt 1nstrument unless cured or waived, would likely have a material adverse effect on our business.

We are hlghly dependent on the Burger King system and our ability to renew our franchise agreements _
with Burger King Corporatlon. The failure to renew our franchise agreements or Burger King’s fallure to
compete effectively could materially adversely affect our results of 0perat10ns.

Due to the nature .of franchising and our agreements with BKC, our success is, to a large extent, directly ' .
related to the success of the nationwide Burger King system. In turn, the ability-of the nationwide Burger King -
system to compete effectively depends upon the success of the management of the Burger King system and the
success of its advertising programs and new products. We cannot assure you that Burger King will be able to
compete effectively with other quick-service restaurants. As a result, any. failure of Burger King to compete
effectively would likely have a material adverse effect on our operating results.

Under each of our franchise agreements with BKC, we are required to comply with operational programs
established by BKC. For example, our franchise agreements with BKC require that our restaurants comply with
specified design criteria. In addition, BKC generally has the right to require us during the tenth year of a
franchise agreement to remodel our restaurants to conform to the then-current image of Burger King, which may
require the expenditure of considerablé funds. In addition we may not be able to avoid adopting menu price
discount promotions or permanent menu price decreases instituted by BKC that may be unprofitable.

Our franchise agreements typically have a 20-year term after which BKC’s consent is required to receive a
successor franchise agreement. Our franchise agreements with BKC that are set to expire over the next three
years are as follows

. 22 of our francluse agreements with BKC are due to explre in 2011;
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* 16 of our franchise agreements with BKC are due to expire in-2012; and

10 of our franchise agreements with BKC are due to expire in 2013.

We cannot assure you that BKC will grant each of our future requests for successor franchrse agreements,
and any failure of BKC to renew our franchise agreements ‘could adversely affect our operatmg results. In
addition, as a condition of approval of a successor franchise agreement, BKC may require us to make capltal
improvements to particular restaurants to bring them up to Burger King current unage standards, which may
require us to incur substantial costs. - : -

In addition, our franchise agreements with BKC do not give us ‘exclusive rrghts to operate Burger ng
restaurants in any defined territory. Although we believe that BKC generally seeks to ensute that newly granted
franchises do not materially adversely affect the operations of existing Burger King restaurants, we cannot assure
you that franchises granted by BKC to third parties will not adversely affect any Burger King restaurants;that we:
operate. :

We may incur significant liability or reputatlonal harm if claims are brought agamst us or agamst our
franchrsees. : : : .

~ We or our franchisees may be subject to complajnts' regulatory proceedings or litigation from guests or - '
other persons alleging food-related illness, injuries suffered in our premises or other food quality, health or
operational concerns, including environmental claims. In addition, in recent years a number of restaurant .
companies have been subject to lawsuits, including class action lawsuits, alleging, among other things, vrolatlons
of federal and state law regarding workplace and employment matters, discrimination, harassment wrongful
termination and wage, rest break, meal break and overtime compensation issues and, in the case of quick service
restaurants alleging that they have failed to disclose the health risks associated with high-fat foods and that their
marketing practices have encouraged obes1ty We may also be subject to litigation or other actions initiated by
governmental authorities, our employees and our franchrsees among others, based upon these and other matters
Adverse publicity resultmg from such allegations or occurrences or alleged discrimination or other operatmg _
issues stemming from one of our locations, a number of our locations or our franchrsees could adversely affect
our business, regardless of whether the allegations are true, or whether we are ultrmately held liable. Any cases
filed against us could materially adversely affect us if we lose such cases and have to pay substantial damages or
if we settle such cases. In addition, any such cases may materially and adversely affect our operations by .
1ncreas1ng our litigation costs and diverting our attentlon and resources to address such actions. In addition, if a
claim is ‘successful, our insurance coverage may not cover or be adequate to cover all liabilities or losses and we
may not be able to continue to maintain such insurance, or to obtain comparable insurance at a reasonable cost, if
at all. If we suffer losses, liabilities or loss of income in excess of our insurance coverage or if our insurance does
not cover such loss; liability or loss of incomie, there could be a material adverse effect on our results of
operations. See Item 3 “Legal Proceedmgs :

Our franchisees could take actions that harm our reputation.

As of January 2, 2011, a total of 33 Pollo Tropical and Taco Cabana restaurants were owned and operated
by our franchisees. We do not exercise control of the day-to-day operations of our franchisees. We expect our
number of franchised restaurants to increase in the future as a result of our international franchising strategy. for
Pollo Tropical. While we attempt to ensure that franchisee-owned restaurants maintain the same high operating
standards as our company-owned restaurants, one or more of these franchisees may fail to meet these standards.
Any shortcomings at our franchisee-owned restaurants are likely to be attributed to our company as a whole and
could adversely affect our reputation and damage our brands.

If the sale-leaseback market requires significantly higher yields, we may not enter into sale-leaseback °
transactions and as a result would not receive the related net proceeds.

From time to time, we sell our restaurant properties in sale-leaseback transactions. We historically have
used, and intend to use, the net proceeds from such transactions to reduce outstanding debt and fund future
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capital expenditures for new restaurant development. However, the sale-leaseback market may cease tobe a ..
reliable source of ;additional.cash flows for us in the future if capitalization rates become less attractive or other
unfavorable market conditions develop. For example, should the sale-leaseback.market require significantly
higher:yields (which may occur as interest rates rise), we may not enter into sale-leaseback transactions, which - -
could adversely affect our abrhty to reduce outstanding debt and.fund caprtal expenditures for future restaurant .
development. . :

Changes in consumer taste could negatively impact our business.

We obtain a significant portion of our revenues from the sale of hamburgers, chicken, various types of
sandwiche§; and' Mexican and other ethnic foods. The quick-casual and quick-service restaurant segments are
characterized by the frequent introduction of new products, often accompanied by substantial promotional -
campaigns and are subject to changing consumer preferences, tastes, and eating and purchasing habits. Our
success. depends on our ability to antlcrpate and respond to changing consumer preferences tastes and dining and
purchasing habits, as well other factors affectmg the restaurant industry, incliding new market entrants and -
demographic changes We may be forced to make changes in our menu items in order to respond to changes in
consumer tastes or dining patterns, and we may lose customers who do not prefer the new menu items. In recent
years, numerous companies in the quick-casual and quick-service restaurant segments have introduced products
positioned to capitalize on the growing consumer preference for food products that are, or are perceived to be,
promoting good health, nutritious, low in calories and low in fat content. If we do not or, in the case of our
Burger King restaurants, if BKC does not, continually develop and successfully introduce new menu offerings
that appéal to changing consumer preferencés or if we do not timely capitalize on new products, our operating.
results could suffer. In addition, any significant event that adversely affects consumption of our products, such as -
cost, changing tastes or health concerns, could adversely affect our financial performance.

If a significant disrupti‘on in service or supply by any of our suppliers or distributors were to occur; it -
could create disruptions in the operations of our restaurants, which could have a material adverse effect

on our business.

Our financial performance is-dependent on our continuing ability to offer fresh, quality food at competitive -
prices. If a significant disruption in service or supply by certain of our suppliers or distributors were to occur, it
could create disruptions in the operations of our restaurants, which could have a material adverse effect on us.

For our Pollo Tropical and Taco Cabana restaurants, we have negotiated directly with local and national : -
suppliers for the purchase of food and beverage products and supplies. Pollo Tropical and Taco Cabana
restauranits* food and supplies are ordered from approved suppliers and are shipped via distributors to the
restaurants. For our Pollo Tropical restaurants, Performance Food Group, Inc. serves as our primary distributor of
food and paper products under an agreement that expires on May 15, 2012. Also for our Pollo Tropical
restaurants Kelly Food. Service serves as our primary distributor for chicken under an agreement that expires on
December 31, 2011. We also currently rely on two suppliers under agreements that expire on December 31, 2011
as our suppliers of chicken for our Pollo Tropical restaurants. If both suppliers were unable to service us, this
could lead to a material disruption'of service or supply until a new supplier is engaged, which could have a
materral adverse effect on our busmess

Forour Taco: Cabana restaurants, SYGMA Network, Inc. serves as our primary distributor of food and
beverage products and supplies under a distribution services agreement that expires on June 30, 2014. With
respect to our distributors for our Pollo Tropical and Taco Cabana restaurants, if any of our distributors is unable
to service us, this could lead to a material disruption of service or supply until a new distributor is engaged,
which.could have a material adverse effect on our business.

For our Burger King restaurants, we are a member of a national purchasing cooperative, Restaurant
Services, Inc., which serves as the purchasing agent for approved distributors to the Burger King system. We are
required to purchase all of our foodstuffs, paper goods and packaging materials from BKC-approved suppliers
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for our Burger King restaurants. We currently utilize three distributors, Maines Paper & Food Service, Inc.,
Reinhart Food Service L.L.C. and MBM Food Service Inc., to supply our Burger King restaurants with the
majority of their foodstuffs in-various geographical areas and, as of January 2, 2011, such distributors supplied
65%, 31% and 4%, respectively of our Burger King restaurants. Although we believe that we have alternative
sources of supply available to'our Burger King restaurants, in the event any distributors or suppliers for our

Burger King restaurants are unable to service us, this could lead to a disruption of service or supply at our Burger -

King restaurants until a new distributor or supplier is engaged, which could have an adverse effect on our
business.

If labor costs increase, we may not be able to make a corresponding increase in our prices and our.
operating results may be adversely affected.

Wage rates for a substantial number of our employees are above the federal and or state minimum wage
rates. As federal and/or state minimum wage rates increase, we may need to increase not only the wage rates of
our minimum wage employees but also the wages paid to the employees at wage rates which are above the
minimum wage, which will increase our costs. To the extent that we are not able to raise our prices to
compensate for increases in wage rates, including increases 1n state unémployment insurance costs, thrs could
have a matenal adverse effect on our operating results

The efficiency and quality of our competitors’ advertising and promotional programs and the extent and‘.
cost of our advertising could have a material adverse effect on our results of operations and financial,
condition. :

If our competitors increase spending on advertising and promotion, or the cost of telévision or radio
advertising increases, or our advertising and promotions are less effective than our competitors’, there could be a
material adverse effect on our results of operations and financial condition. The success of our Burger King -
restaurants. also depends upon the effectiveness of the advertising campaigns and promotions by BKC. -

Newly developed restaurants may reduce sales at our neighboring restaurants

" We intend to continue to open restaurants in our existing markets served by our Pollo Troplcal and Taco,
Cabana restaurants. To the extent that we open a new restaurant in the vicinity of one or more of our existing
restaurants, it is possible that some of the customers who previously patronized those existing restaurants may
choose to patronize the new restaurant instead, reducing sales at those existing restaurants. Accordingly, to the.
extent we open new restaurants in our existing markets; sales at some of our existing restaurants in those.markets
may decline.

Our business is regional and we therefore face risks related to rellance on certam markets

As of January 2, 2011, excludlng our franchised locations, all but five of our Pollo Troplcal restaurants were ,

located in Florida and all but six of our Taco Cabana restaurants were located in Texas. Also, as of January 2,
2011, approximately 65% of our Burger King restaurants were located in New York and Ohio. Therefore, the
economic conditions, state and local government regulations, weather conditions or other conditions affecting
Florida, Texas, New York and Ohio-and the tourism mdustry affecting Florida may have a material impact on the
success of our restaurants in those locations. :

Many of our restaurants are-located in regions that may be susceptible to severe weather conditions. As a
result, adverse weather conditions in any of these areas could damage these restaurants, result in fewer guest
visits to these restaurants and otherwise have a material adverse impact on our business. For example, our Florida
and Texas restaurants are susceptible to hurricanes and other severe tropical weather events and many of our
Burger King restaurants, and most recently our Taco Cabana restaurants, are located in areas that can experience
severe winter weather.
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We cannot assure you that the current locations of our existing restaurants will c¢ontinue to be
economically viable or that additional locations will be acquired at reasonable costs.

The location of our restaurants has significant'influence on their success. We cannot assure you that current
locations will continue to be economically viable or that additional locations can be acquired at reasonable costs.
In addition, the economic environment where restaurants are located could decline in the future, which could
result in reduced sales in those locations. We cannot assure you that new sites will be profitable or as profitable: -
as existing sites.

The loss of the services of our senior management could have a material adverse effect on our business,
financial condition or results of operations.- o

Our success depends to a large extent upon the continued services of our senior management who have
substantial experience in the restaurant industry. We believe that it could be dlfﬁcult to replace our senior

management with individuals having comparable experience. Consequently, the loss of the services of members \

of our senior management could have a material adverse effect on our business, financial ¢ondition or results of
operations.

Government regulation could adversely affect our financial condition and results of operatiohs.

.We are subject to extensive laws and regulations relating to the development and operation of restaurants,
including regulations relating to the following:

e  Zoning;

¢ requirements relating to labeling of caloric and other nutritional information on-menu boards,
~ advertising and food packaging; :

* the preparatlon and sale of food

¢ liquor licenses which allow us to serve alcohohc beverages at our Taco Cabana restaurants and at select
- Pollo Tropical restaurant locations;

* - employef/employee relationships; including minimum wage requirements, overtime, working and safety
conditions, and citizenship requirements;

. health care

. federal and state laws that prohibit discrimination and laws regulatlng design and operatlon of facilities,
such as the Americans With Disabilities Act of 1990; and

« federal and state regulations governing the operations of franchises, including‘rules promulgated by the
Federal Trade Commission.

In the event that legislation having a negative impact on our business is adopted, it could have a material
adverse impact on-us. For example, substantial increases in the minimum wage or state or Federal unemployment
taxes could adversely affect our financial condition and results of operations.. Local zoning or building codes or:
regulations and liquor license approvals can cause substantial delays in our ability to build and open new
restaurants. Local authorities may revoke, suspend or deny renewal of our liquor licenses if they determine that
our conduct violates applicable regulations. Any failure to obtain and maintain required licenses, permits and
approvals could adversely affect our operating results. ‘ '

We are assessing the various provisions of the comprehensive federal health care reform law enacted in
2010, including the impact on our business of this new law as it become effective. There are no assurances that a
combination of cost management and menu price increases can accommodate ‘all of the potential increased costs
associated with these regulations. : ‘
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If one of our employees sells alcoholic beverages to an intoxicated or minor patron, we may be liable to
third parties for the acts of the patron.

We serve alcoholic beverages at our Taco Cabana restaurants and at select Pollo Tropical restaurant
locations and are subject.to the “dram-shop” statutes of the jurisdictions in which we serve alcoholic beverages.
“Dram-shop” statutes generally provide that serving alcohol to an intoxicated or minor patron is a violation of the
law.

In most jurisdictions, if one of our employees sells alcoholic beverages to an intoxicated or minor patron we
may be liable to third parties for the acts of the patron. We cannot guarantee that those patrons will not be served
or that we will not be subject to liability for their acts. Our hquor liability insurance coverage may not be -
adequate to cover any potential liability and insurance may not continue to be available on commercially
acceptable terms or at all, or we may face increased deductibles on such insurance. Any increase in the number or
size of “dram-shop” claims could have a material adverse effect on us as a result of the costs of defendmg against
such claims; paying deductibles and increased i 1nsurance premium amounts; implementing 1mproved tra1mng and
heightened control procedures for our employees; and paying any damages or settlements on such claims.

Federal, state and local environmental regulations relating to the use, storage, discharge, emission and
disposal of hazardous materlals could expose us to llabllltles, which could adversely affect our results of
operations.

We are subject to a variety of federal, state and local environmental regulations relating to the use, storage,
discharge, emission and disposal of hazardous materials. We own and lease numerous parcels of real estate on’
which our restaurants are located.

Failure to'comply with environmental laws could result in the imposition of severe penalties or restrictions
on operations by governmental agencies or courts of law that could adversely affect our operations. Also, if
contamination is discovered on properties owned or operated by us, including properties we owned or operated in
the past, we can be held liable for severe penalties and costs of remediation. These penalties could adversely
affect our results of operations. :

We are subject to all of the risks associated with leasing space subject to.long-term non-cancelable leases.

Our leases generally have initial terms of 20 years, and typically provide for renewal options in five year
increments as well as for rent escalations. Generally, our leases are “net” leases, which require us to pay all of the
costs of insurance, taxes, maintenance and utilities. We generally cannot cancel these leases. Additional sites that
we lease are likely to be subject to similar long-term non-cancelable leases. If an existing or future restaurant is
not profitable, and we decide to close it, we may nonetheless be committed to perform our monetary obligations
under the applicable lease including, among other things, paying all amounts due for the balance of the lease
term. In addition, as each of our leases expire, we may fail to negotiate renewals, either on commercially
acceptable terms or at all, which could cause us to close restaurants in desirable locations. '

We may, in the future, seek to pursue acquisitions and we may not find restaurant companies that are
suitable. acqulsmon candidates or successfully operate or integrate any restaurant compames ‘we may
acquire. :

We may in the future seek to acquire other restaurant chains or additional Burger King restaurants from
other Burger King franchisees. Although we believe that opportunities for future acquisitions may be available
from time to time, increased competition for acquisition candidates exists and may continue in the future.
Consequently, there may be fewer acquisition opportunities available to us as well as higher acquisition. prices.
There can be no assurance that we will be able to identify, acquire, manage or successfully integrate acquired
restaurant companies without substantial costs, delays or operational or financial problems. In the event we are
able to acquire other restaurant companies, the integration and operation of the acquired restaurants may place
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significant demands on our management, which could adversely affect our ability to manage our existing
restaurants. We also face the risk that our existing systems, procedures and financial controls will be inadequate
to support any restaurant chains we may acquire and that we may be unable to successfully integrate the
operations and financial systems of any chains we may acquire with our own systems. While we may evaluate
and discuss potential acquisitions from time to time, we currently have no understandings, commitments or
agreements with respect to any acquisitions. We may be required to obtain additional financing to fund future
acquisitions. There can be no assurance that we will be able to obtain additional financing on acceptable terms or
at all. Both the senior credit facility and the Indenture governing the Notes contain restrictive covenants that may
prevent us from incurring additional debt or acquiring additional restaurant chains. In addition, in the event we
refinance such indebtedness, the terms of the new indebtedness would hkely contain restnctlve covenants similar
to covenants under our current senior credlt facility and Indenture

Our failure or inabilii:y to enforce our trademarks or-—othér propr_ietary rights could adversely affect our
competitive position or the value of our brand.

We own certain common law trademark rights and a number of federal and international trademark and
service mark registrations, including the Pollo Tropical name and logo and Taco Cabana name and logo, and
proprietary rights relating to certain of our core menu offerings. We believe that our trademarks and ‘other
proprietary rights are important to our success and our competitive position. We, therefore, devote appropnate
resources to the protection of our trademarks and proprietary rights. The protective actions that we take,
however, may not be enough to prevent unauthorized usage or imitation by others, which could harm our image,
brand or competitive posmon and, if we commence litigation to enforce our rights, cause us to incur significant
legal fees. - : :

We are not aware of any assertions that our trademarks or menu offerings infringe upon the proprietary
rights of third parties, but we cannot assure you that third parties will not claim infringement by us in the future.
Any such claim, whether or not it has merit, could be time-consuming, result in costly litigation, cause delays in
introducing new menu items in the future or require us to enter into royalty or licensing agreements. As a result,
any such claim could have a material adverse éffect on our business, results of operations and financial condition.

The market price of our common stock may be highly volatile or may decline regardless of our operating
performance. o o

The trading price of our common stock may fluctuate substantially. The price of our common stock that will
prevail in the market may be higher or lower than the price you pay, depending on many factors, some of which
are beyond our control. Broad market and industry factors may adversely affect the market price of our common
stock, regardless of our actual operating performance. The fluctuations could cause a loss of all or. part of an
investment in our common stock. Factors that could cause fluctuation in the trading pnce of our common stock
may include, but are not limited to the following:

+ price and volume fluctuations in the overall stock market from time to time;

» significant volatility in the market price and trading volume of companies generally or restaurant
companies (including BKC) in particular;

* actual or anticipated variations in the earnings or operating results of our company or our competltors

* actual or anticipated changes in financial estimates by us or by any securities analysts who might cover
our stock or the stock of other companies in our industry;

* market conditions or trends in our industry and the economy as a whole; °

* announcements by us or our competitors of significant acquisitions, strategic partnerships or divestitures
and our ability to complete any such transaction, including without limitation, our recent announcement
of our intention to pursue the spin-off of our Hispanic Brand businesses to our stockholders;

» announcements of investigations or regulatory scrutiny of our operations or lawsuits filed against us;
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e capital commitments;

s our ab111ty to refinance our 1ndebtedness (in contemplation of the proposed spin-off transacuon or
otherw13e) on acceptable terms or at all;

. changes.m accountlng pr1nc1p1es
. addrtlons or depanures of key personnel and

. sales of our common stock, mcludmg sales of large blocks of our common stock or sales by our
. directors and officers.

In add1t10n if the market for restaurant company stocks or the stock market in general experiences loss of
investor confidence, the trading price of our common stock could decline for reasons unrelated to our business,
results of operations or financial condition. The trading price of our common stock might also decline in reaction
to events that affect other companies in our industry (including BKC) or related 1ndustr1es even 1f these events do
not dlrectly affect us.

In the past, following periods of volatility in the market price of a company’s securities, class.action
securities litigation has often been brought against that company. Due to the potential volatility of our stock .
price, we may therefore be the target of securities litigation in the future. Securities litigation could result in.
substantial costs and divert management’s attention and resources from our business, and could also require us to
make substantial payments to satrsfy Judgments or to settle htrgatron .

The concentrated ownership of our capital stock by insiders will likely limit your ability to influence. :
corporate matters

Our execut1ve ofﬁcers d1rectors and Jefferies Capltal Partners v LP, J efferres Employee Partners IVLLC
and JCP Partners IV LLC (collectively referred to as the “JCP Group”) together beneficially own approximately
43.7% of our common stock outstanding. In particular, the JCP Group, our largest stockholder, collectively
beneﬁcrally own approximately 30.3% of our outstanding common stock, based on shares outstanding as of
February 25, 2011. In addition, our executive officers and directors (excluding directors affiliated with the JCP
Group) together beneficially own approximately 13.4% of our common stock outstanding, based on shares
outstanding as of February 25, 2011. As a result, our executive officers, directors and the JCP Group, if they act
as a group, will be able to significantly influence matters that require approval by our stockholders, including the
election of directors and approval of significant corporate transactions such as mergers and acquisitions. The
directors will have the authority to make decisions affecting our capital structure, including the issuance of
additional debt and the declaration of dividends. The JCP Group may also have interests that differ from yours
and may vote in a way with which you disagree and which may be adverse to your interests. Corporate action
might be taken even if other stockholders oppose them. This concentration of ownership might also have the
effect of delaying or preventing a change of control of our company that other stockholders may view as
beneficial, could deprive our stockholders of an opportunity to receive a premium for their common stock as part
of a sale of our company and might ultimately depress the market price of our common stock.

We do not expect to pay any cash dividends for the foreseeable future, and the Indenture governing the
Notes and the senior credit facility limit Carrols’ ability to pay dividends to us and consequently our
ability to pay dividends to our stockholders.

We do not anticipate that we will pay any cash dividends to holders of our common stock in the foreseeable
future. The absence of a dividend on our common stock may increase the volatility of the market price of our
common stock or make it more likely that the market price of our common stock will decrease in the event of
adverse economic conditions or ddverse developments affecting our company. We are a holding company and
conduct all of our operations through our direct and indirect subsidiaries. As a result, for us to pay dividends, we
would need to rely on dividends or distributions to us from Carrols and indirectly from subsidiaries of Carrols.
The Indenture governing the Notes and the senior credit facility limit, and the debt instruments that we and our
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subsidiaries may enter into in the future may limit the ability of Carrols and its subsidiaries to pay dividends to us
and our ability to pay dividends to our stockholders.

If securities analysts do not publish research or reports about our business or if they downgrade our stock,
the price of our stock could decline.

The trading market for our common stock will rely in part on the research and reports that industry or .
financial analysts publish about us or our business. We cannot assure you that these analysts will publish research
or reports about us or that any analysts that do so will not discontinue publishing research or reports about us in
the future. If one or more analysts who cover us downgrade our stock, our stock price could decline rapidly. If
analysts do not publish reports about us or if one or more analysts cease coverage of our stock, we could lose
visibility in the market, which in turn could cause our stock price to decline.

Provisions in our restated certificate of incorporation and amended and restated bylaws or Delaware law
might discourage, delay or prevent a change of control of our company or changes in our management
and, therefore, depress the trading price of our common stock.

Delaware corporate law and our restated certificate of incorporation and amended and restated bylaws
contain provisions that could discourage, delay or prevent a change in control of our company or changes in our
management that the stockholders of our company may deem advantageous These prov1S1ons

* require that special meetings of our stockholders be called only by our board of d1rectors or certain of
our officers, thus. prohibiting our stockholders from calling special meetings;

* deny holders of our common stock cumulative voting rights in the eléction of directors, meaning that
stockholders owning a majority of our outstanding shares of common stock will be able to elect all of
our d1rectors '

. authonze the 1ssuance of “blank check” preferred stock that our board could issue to dilute the voting
and economic rights of our common stock and to discourage a takeover attempt;

*  provide that approval of our board of directors or a supermajority of stockholders is necessary to make,
alter or repeal our amended and restated bylaws and that approval of a supermajority of stockholders is
necessaryto-amend, alter or change certain provisions of our restated certificate of incorporation;

* establish advance notice requirements for stockholder nommatlons for election to our board or for
proposing matters that can be acted upon by stockholders at stockholder meetings;

* divide our board into three classes of directors, with each class serving a staggered 3-year term, which
generally increases the difficulty of replacinga majority of the directors;

* provide that dlrectors only may be removed for cause by a ma_]onty of the board or by a supermajority
of our stockholders; and

* require that any action required or permitted to be taken by our stockholders must be effected at a duly
called annual or special meeting of stockholders and may not be effected by any consent in writing.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None
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ITEM 2. PROPERTIES

As of January 2, 2011, we owned or leased the following restaurant properties:

Owned Leased(1) Total(2)

Restaurants:
Pollo Tropical .......... vl e R 5 - 86 - 91
TacoCabana .........c..0.coiiieeeeeanannninde. 7 '148 155
BurgerKing .........: e e PR A 9 296 305
Total operating restaurants ........................... . 21 , @ 551"

e ¢

RS

(1) Includes 15 restaurants located in mall shopprng centers four 1n—11ne or storefront locatlons and six
co-branded locations. ‘ v : :

(2) Excludes restaurants operated by our Pollo Troprcal and Taco Cabana franchisees. In addition; as of* :
January 2, 2011, we had three restaurants under construction; eight properties leased to third partie§ and. = -
eight properties available for sale or lease. _ L L

AsofJ anuary 2 2011 we leased 95% of our Pollo Tropical restaurants, 95% of our Taco Cabana. - ),
restaurants and 97% of our Burger King restaurants. We typically enter into leases (including renewal optrons)
ranging from 20 to 40 years. The average remaining term for 4ll leases, including options, was approximately 25
years at January 2, 2011. Generally, we have been able to renew leases, upon or prior to their expiration, at the
prevailing market rates, although there can be no assurance that this will continue to occur.

Most of our Burger King restaurant leases are coterminous with the related franchise agreements. We
believe that we generally will be able to renew, at commercially reasonable rates, the leases whose terms expire
prior to the expiration of that Iocatron s Burger King franchrse agreement, although there can’ be no assurance
that this will occur.

" Most leases require us to pay utility and -water charges and real estate taxes. Certain leases .also require
contingent rentals based upon a percentage of gross sales of the, particular restaurant that exceed specified
minimums. In some of our mall locations, we are also required to pay certain other charges such as a pro rata
share of the mall’s common area ma.mtenance costs, insurance and securlty costs.

In addition to the restaurant locations set forth under Item 1. “Business—Restaurant Locations”; we own a
building with approximately 25,300 square feet at 968 James Street, Syracuse, New York, which houses our
executive offices and most of our administrative operations for our Burger King restaurants. We lease five small
regional offices that support the management of our Burger King restaurants. We also lease apprommately
13,500 square feet at 7300 North Kendall Drive, 8th Floor, Miami, Florida, which houses most of our
administrative operations for our Pollo Tropical restaurants. In addition, we lease approximately-17,700 square
feet of office space at 8918 Tesoro Drive, Suite 200, San Antonio, Texas, which houses most of our
administrative operations for our Taco Cabana restaurants.

ITEM 3. LEGAL PROCEEDINGS

On November 16, 1998, the Equal Employment Opportunity Commission (“EEOC”) filed suit in the United
States District Court for the Northern District of New York (the “Court”), under Title VII of the Civil Rights Act
of 1964, as amended, against Carrols. The complaint alleged that Carrols engaged in a pattern or practice of
unlawful discrimination, harassment and retaliation against former and current female employees. The EEOC
ultimately attempted to present evidence of 511 individuals that it believed constituted the “class” of claimants
for which it was seeking monetary and injunctive relief from Carrols. On April 20, 2005, the Court issued a
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decision and order granting Carrols’ Motion for Summary Judgment that it filed in January 2004, dismissing the
EEOC’s pattern or practice claim. Carrols then moved for summary judgment against the claims of the 511
individual claimants. On March 2, 2011, the Court issued a decision and order granting summary judgment
against the claims of all but 131 of the 511 individual claimants and dismissed 380 of the individual claimants
from the case. Both the EEOC and Carrols have since filed motions for reconsideration in part of the Court’s
March 2,.2011, decision:and order, as a result of which-the number of surviving claimants may increase to as
many as 184 or decrease to as few as four. It is not possible to predict the outcome of these motions at this time.

Subject to possible appeal by the EEOC, the EEOC’s pattern or practice claim is dismissed; however, the
Court has yet to determine how the claims of the individual claimants ultimately determined to survive will
proceed. Although we believe that the EEOC’s continued class litigation argument is without merit, it is not
possible to predict the-outcome of that matter on. an appeal, if one is taken. We do not believe that any. of the
remaining individual claims would have a material adverse impact on our consolidated financial statements.

‘We are a party to various other litigation matters incidental to the conduct of our business. We do not
believe that the outcome of any of these other matters will have a material adverse effect on our consolidated
financial statements.

ITEM 4. RESERVED
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PART II

ITEM 5 MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES - :

Our common stock trades on the NASDAQ Global ‘Market under the symbol “TAST”. The ‘common stock
has been quoted on the NASDAQ Global Market since December 15, 2006. On Februoary 25, 2011, theie were
21,641,071 shares of our common stock outstanding held by 681 holders of record. This excludes persons whose
shares are held by a brokerage house or clearing agency. The closmg price of our common stock on February 25,
2011 was $7 85. | ‘ L

The following table sets for the range of high and low closing pnces of our common-stock for the penods
indicated, as reported by the NASDAQ Global Market: ~

Common Stock Price’

. . High Low. . .

Year Ended January 2, 2011 T
FIrst QUATTET . . . oottt ettt ettt et ie e ee e e ia et $7.32 $6.10
Second Quarter .................... e e e 799 - . 446
Third QUAarter . ... ... ittt ittt e et i 5.42 4.00
Fourth Quarter . ....... ... it i et iit e aennns 7.83 5.23
Year Ended January 3, 2010 ‘

FArst QUATtET . ..ottt et ittt e e $3.60 $2.37
Second QUarter . ......... it e e e e e 7.50 3.62
Third QUarter . . ... ...ttt ittt e e et 8.15 6.46
Fourth Quarter ......... ..ottt ittt ettt enenans 7.79 6.36

Dividends

- We did not pay any cash dividends during the fiscal years 2010 or 2009. We do not anticipate paying any
cash dividends on our common stock in the foreseeable future. We currently intend to retain all available funds to
fund the development and growth of our business. In addition, we are a holding company and conduct all of our
operations through our direct and indirect subsidiaries. As a result, for us to pay dividends, we need to rely on
dividends or distributions to us from Carrols and indirectly from subsidiaries of Carrols. The Indenture governing
the Notes and our senior credit facility limit, and debt instruments that we and our subsidiaries may enter into in
the future may limit the ability of Carrols and its subsidiaries to pay dividends to us and our ability to pay
dividends to our stockholders.
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Stock Performance Graph

The following graph compares, from December 15, 2006 (the date on which our common stock began.
trading on The NASDAQ Global Market), the cumulative total stockholder return on our common stock with the
cumulative total returns of The NASDAQ Composite Index and a peer group, The S&P Small Cap Restaurant
Index. We have elected to use the S&P Small Cap Restaurant Index in complhng our stock performance graph
because we believes the S&P Small Cap Restaurant Index represents a comparison to competitors W1th similar
market capltahzatlon as us.

The mmal pubhc offering price of our common stock in the IPO was $13 00 and the closmg pnce of our
common stock on December 15, 2006 was $15.20. The following graph is based upon the closing price of our
common stock from December 15 2006 through December 31, 2010.

COMPARISON OF 4 YEAR CUMULATIVE TOTAL RETURN*
Among Carrols Restaurant Group, Inc., The NASDAQ Composite Index
And S&P SmallCap 600 Restaurants
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——8— carrols Restaurant Group, Inc. — “A— - NASDAQ Composite
==-@=-- S&P SmallCap 600 Restaurants

*$100 invested on 12/15/06 in stock or 11/30/06 in index, including reinvestment of dividends.
Fiscal year ending December 31.

- Copyright® 2011 S&P, a division of The' McGraw-Hill Companies Inc. All rights reserved.

12/15/06  12/31/06  12/31/07 12/31/08 12/31/09 - 12/31/10

Carrols Restaurant Group, Inc. ................ $100.00 $ 9329 $ 63.03 $17.76 $46.51 $ 48.82
NASDAQ Composite .............ccvvennen.. $100.00 $ 99.71 $111.25 $65.83 $95.59 $112.37
S&P SmallCap 600 Restaurants ................ $100.00 $101.05 $ 73.95 $48.99 $68.91 " $ 92.76
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ITEM 6. SELECTED FINANCIAL DATA

December 2006 TPO

In December 2006, we and certain sellmg stockholders completed an TPO of 5, 666, 666 and 5 333,334 shares
of our common stock, respectlvely (the latter of which included 1,000,000 shares sold upon the undelwnters '
exercise of its over-allotment option), at an initial public offermg price of $13 00 per share We recelved net o
proceeds of approximately $65.4 million from the sale of shares of our common stock in the offenng after
deducting estimated underwriting discounts and commissions and estimated offering expenses payable by us. We
contributed the net proceeds from the IPO to Carrols, which used such funds to repay appr0x1mate1y $68 0
million prmmpal amount of term loan borrowmgs under our pnor senior credit facility.

The following table sets forth our selected consohdated financial data derived from our audlted consohdated
financial statements for each of the years ended December 31, 2006, 2007, 2008, 2009 and 2010. The information in
the following table should be read together with our consolidated financial statements and accompanying notes as of
December 31, 2009 and 2010 and for the years ended December 31, 2008, ,2009 and 2010, and “Management’s
Discussion and Analysis of Financial Condition and Results of Operatmns mcluded under Item 7 of this report.
These historical results are not necessarily indicative of the results to be expected in the future. Our fiscal years
ended December 31, 2006, 2007, 2008 and 2010 each contained 52 weeks. Our fiscal year ended December 31,

2009 contained 53 weeks. The amounts in the table below reflect rounding adjustments. v

The difference between the consolidated financial statements of Carrols Restaurant Group and Carrols is
primarily due to additional rent expense of approximately $6,000 per year for Carrols Restaurant Group and the
composition of stockholders’ equity.

Year Ended December 31,
2006 72007 2008 2009 2010
(Dollar amounts in thousands, except share and per share data)

Statements of operations data:

Revenues:
Restaurant sales ........ e $ 750,069 $ 788,065 $ 814,893 $ 814,534 §$ 794,611
Franchise royalty revenues andfees .................. 1,357 1,344 1,434 1,606 1,533
TOtAl TEVEMUES .. vvvvvnnneeeineneineeennnnnnnns 751,426 789,409 816,327 816,140 796,144
Costs and expenses: o
Costofsales ................. e e 210,299 225945 244 816 237,446 240,635
Restaurant wages and related expenses (1) ............. 218,797 231,735 236,215 239,553 235,075
Restaurant rent eXpense . ............c.couveveennnennn 37,768 44,122 46,686 49,709 48,578
Other restaurant operating expenses ........... I 111,101 115,792 123,278 117,761 114,643
Advertising expense . ............... e e 27,692 - 30,941 31,329 31,172 30,362
General and administrative (1) ....................... 49,756 52,633 52,663 51,851 51,021
Depreciation and amortization ................ PP 33,534 31,777 32,436 32,520 32,459
Impairment and other lease charges ................... 1,019 2,169 - 5,521 2,771 7,323
Otherincome (2) ...vnveriiiiin i iiaannnn 2,787) (1,150) (580) (720) (444)
‘ Total operating eXpenses . ..........c.oovevevrnannnn 687,179 733,964 772,364 762,063 759,652
Income fromoperations ............. ..ot . 64,247 55,445 43,963 54,077 36,492
Interest EXPense .......c..euiniinaiiiii e 44,262 31439 28,033 . 19,638 18,805
Loss (gain) on extmguxshment ofdebt..................... — 1,485 (4,368) — —
Income before incomMe taxes ...........c.ovvvvnenernvnnnnn 19,985 22,521 20,298 34,439 17,687
Provision for inCome taxes . .......cviiein i iivinrnenenns 6,561 7,468 7,546 12,604 5,771
Netineome . ... .oovitiiiiiiii ittt $ 13424 $ 15053 $ 12,752 $ 21,835 § 11,916
Per share data (3):
Basic netincome pershare ......................... $ 083 $ 070 $ 059 $ 1.01 $ 0.55
Diluted net income pershare ........................ $ 083 $ 070 $ 059 $ 1.00 $ 0.55
Weighted average shares outstanding (3): '
Basic net incomepershare ......................... 16,152,060 21,551,850 21,573,500 21,594,366 21,620,550
Diluted net income pershare ........................ 16,152,330 21,559,239 21,575,773 21,768,683 21,835,417
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Other financial data: ‘
Net cash provided from operating actrvmes e U U P
Total ‘capital expenditures .........0 ... ... .0 o0 ot
Net cashi used for investing activities :
Net cash used for financmg acl:rvrtres

Operatmg Data: PN
Total company-owned restaurants (atend of period) ......................
Pollo Tropical: o -

Company-owned restaurants (at end of penod)

Average number of company-owned restaurants

Revenues: ] ) . )
Restaurantsa.les_'....7.'.".._:"‘...,....: .......... P
Franchise royalty revenues and fees ......... frvenneaenutenageans

Total revenues ....... S AN e

- Average annual. sales per company~0wned restaurant (4) e -

Adjusted Segment EBITDA (5)(8) . ..........oooiiiiiiinn, [T
-Adjusted Segment EBITDA margin (6) . .. . .. SO PN Vi

Change in comparable company-owned restaurant sales (Dvssnivinanen,

Taco Cabana ‘ . ‘
Company-owned réstaurants (at end of period) ......... e

. Average number of company-owned restaurants .. ... Ceeeeeaes e A

Revenues . ! '
Restaurant sales e, e, e

Total TEVEIHES . o v vt eteneenneteananereninns P T
Average annual sales per company-owned restaurant (4) BT
Adjusted Segment EBITDA. (5)9) ..... P P SO NP
Adjusted Segment EBITDA margin (6) ..........ac iuivvieeeeennnn. :
Change in comparable company-owned restaurant sales (7) ............

Burger Klng . R .. .
Restaurants (at end of penod) AU B B
Average number of restaurants . .................ieiiiiiiaiiia...
Restaurant sales . ... ... oot itinr i iiis i iner i nanans
Average annual sales per restaurant (4) . .
Adjusted Segment EBITDA (5)(10) ......... N
Adjusted Segment EBITDA margin (6) .

Change in comparable restaurant sales (7) N S o

Balance sheet data (at end of penod). ) . o
TOtAl GSSEES . .o oeeeeeeaee .. e .
Workingcapital . .. ... i it e e
Dbt . e et e

Caprtalleases .....
Leaseﬁnancmgobhgauons ........... B R PR R

TOAIAEDE v ov v e e e el

;Year Ended December 31, -

« 2006 2007 © - 2008 . 2009 - 2010

(dollar amounts in thousands)
N S
$ 48,755 §$ 54955 $ 44,646 $ 60,688 $ 46,748
45,139 55,818 62 408 36, 944 37, 047
10,439 * 45295 47,647 30,369 : 28,340

437708 6,203 996 29,316 19,666
‘547 553 560 . 559 .. 551
76.0 840 7 91.0 910 910
ST 196 875 %08 905

$153,062  $167458 $173979 $176525  $186,045
LIS 1,097 1,145 1,315 1,248

154207 168,555 .. 175,124 177,840 -.187,293

22,135 .. .2,104:.; 1,988 1,911 -1 2,056
28,422 . 28,524 - .23222 - 26,228 30,300

184%  .169% .. 133% - 147% 16.2%
-32% .. .14% - (1.0%)  (1.3%) 7.4%

43 147 154 156 158
13887 1442 1499 1546 1556

" $228,002 $138;856 '$249365  $253.980  $251,493

212 247 289 291 285

228304 239,107 249,654 . .254280. 251778
1,643 . 1656. 1,664 - 1,607 .0 1,616
33,494 . 30407.. 28,934 . 31,006 27,425

147% - :12.7% 11.6% : - .12.2% :..: 10.9%
1.7% 0.2% 0.0% (3.7%) 0.3%

3o T3t 31 31200 305
331.2° ° 3250° 3193 ¢ 3132 307.3
$368.915 $381,747 $391,5490 $384,020 $357,073
1,114 . 1175 1,226 1,206 .- . 1,162
34 177 30848 31,123 . 32825 . 19,756

9.3% 81% .. 19% 85% .. 55%
42% 4.6% 35% (6% T (43%)

$452 859 $465 558 $450 198 $439 977 $426, 302
(30546)  (33,112) (41,570) (40,170)  (39,646)

$298,400- $300,000 $300,000. $271,900 $252,250
‘1,509 .. 1,283 1,295, 1,193 1,202
58,571 52,680 . 14,859 . .-9,999 . 10,061

$358,480. .:$353,972, - $316,154 . $283,092 ..$263,513
$(25767) $ (6,835) $ 8459 § 31,404 $ 44,907

(1) Restaurant wages and related expenses include stock-based compensation expense of $6 for 2006, $228 for 2007, $233 for 2008, $215
for 2009 and $50 for 2010. General and administrative-expenses include stock-based compensation expense for the year ended
December 31,2006, 2007, 2008, 2009 and 2010 of $74, $1,310, $1,706, $1,196 and $1,601, respectively.. .

(2) Otheri income in 2010 relates to a property insurance recovery from a fire at a Burger King restaurant. Other income in 2009 includes a
gain of $0. 6 million related to an insurance recovery for damages to Taco Cabana restaurants damaged duiring Hurricare Ike, a gain of
$0.2 million related to the sale of a non-operating property and a loss of $0.1 million associated with a sale-leaseback of a restaurant
property. Other income in 2008 includes gains of $0.1 million-related to the sale of:a Taco Cabana restaurant property and $0.5 million
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related to insurance- recovery for damages to a Taco Cabana restaurant property in Galveston, Texas during Hurricane Ike. Other income
,.in 2007 in includes gains;of $1.2 million related to the sale of one Taco Cabana property and two non- operating Burger King properties.

Other income in 2006 includes gains of $1.4 million related to the sale of a Pollo Tropical leasehold and $1.4 million from a reduction in

certain reserves of $1.1 million related to a restructuring charge in 2001 and a reduction in lease liability reserves of $0.3:million for such

- locations due to an increase in estimates for future sublease income. See Note 9 to the consolidated financial statements.

(3) In December 2006 the Company and certain selling stockholders completed the IPO of 5,666,666 and 5, 333, 334 shares of our common

_stock, respee,tlvely (the latter of which included 1,000,000 shares sold upon the underwriters’ exercise of its over- a.ll,otrnent option), at an
_ initial public offering price of $13.00 per share: In connection with and prior to the IPO, we effected an 11.288 for one stock split on
December 8, 2006. Net income per share is based on shares of our common stock and dilutive options and also gives effect to the stock
spliton a retroacuve basis. Basic and diluted net income per share amounts for periods prior to 2006 do not reﬂect the addttlonal shares
issued in our IPO. :

(4) Average annual sales per restaurant are derived by dividing restaurant sales for such year for the appllcable segment by the  average .
number of company-owned and operated restaurants for the applicable segment for such year. For comparative purposes, the calculatlon
of average annual sales per restaurant is based on a 52-week year. 2009 was a 53-week fiscal year For purposes of calculatmg average
annual sales per restaurant for 2009, we have excluded restaurant sales data for the extra week of 2009.

(5) Adjusted Segment EBITDA is defined as earnings attributable to the applicable segment before interest, income taxes, deprec
amomzatlon, impairment and other lease charges, stock based compensation expense, other income and galns and losses on '

administrative expenses related directly to our Burger King segment, as well as the expenses associated with administrative support for
all three of our segments including executive management, information systems and certain accountmg, legal and other administrative
functions. See Note 12 to our Consolidated Financial Statements.

(6) Adjusted Segment EBITDA margin means Adjusted Segment EBITDA as a percentage of the total revenues of the apphcable segment

(7) Restaurants are included in comparable restaurant sales after they have been open for- 12 months for our Burger King restaurants'and 18
months for our Pollo Tropical and Taco Cabana restaurants. For comparative purposes, the calculation of the changes in comparable

_ Testaurant sales is based on a 52-week year. 2009 was a 53-week fiscal year. For purposes of calculatlng the changes in comparable

restaurant sales, we have excluded restaurant sales data for the extra week of 2009. ’

(8) Includes general and administrative expenses related directly to our Pollo Tropical segment of approxxmately $9. 0 nullron, $9 9 rmlhon

. $11.3 million, $10.3 million and $12.0 million for the years ended December 31, 2006, 2007, 2008, 2009 and 2010, respectively.,

(9) Includes general and administrative expenses related d1rectly to our Taco Cabana segment of approxrmately $11.6 million, $11 1 million,
$11.6 million, $11.4 million and $10.7 million for the years ended December 31, 2006, 2007, 2008, 2009 and 2010, respectrvely

(10) Includes general and administrative expenses related directly to our Burger King segment as well as expenses associated with
‘administrative support to all three of our segments including executive management, information systems and certain accouriting, legal
and other administrative functions. AH of such éxpenses totaled approximately $29.1 million, $30.3 million, $28 1 nulhon $28 9 million
and $26 6 nulhon for the years ended December 31, 2006, 2007, 2008, 2009 and 2010, respectrvely ; HNE :

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION ANP
' RESULTS OF OPERATIONS ' o

Throughout this Annual Report on Form 10-K, we refer to Carrols Restaurant Group, Inc. as “Carrols
Restaurant Group” and, together with its consolidated subsidiaries, as “we”, “our” and “us” unless otherwise
md1cated or the context otherwise requires. Any reference to “Carrols” refers.to our wholly -owned sub51dlary,
Carrols Corporation, a Delaware corporation, and its consolidated subsidiaries, unless otherwise indicated or the
context otherwise requires. This combined Annual Report on Form IO-K is filed by both Carrols Restaurant

Group and its wholly owned subsidiary, Carrols.

We use a 52-53 week fiscal year ending on the Sunday closest to December 31. All references:herein:to the
fiscal years ended January 2, 2011, January 3, 2010 and December 28, 2008 will be referred to as the years ended
December 31, 2010, 2009 and 2008, respectively. The year ended December 31, 2009 consisted of 53 weeks. The
years ended December 31, 2010 and 2008 each consisted of 52 weeks.

!

Introduction

Carrols Restaurant Group is a holding company and conducts all of its operations through its direct and
indirect subsidiaries and has no assets other than the shares of capital stock of Carrols, its direct wholly-owned
subsidiary. The following “Management s Discussion and Analys1s of Financial Condition and Results of
Operations” (“MD&A”) relates to the consolidated financial statements of Carrols Restaurant Group and the
consolidated financial statements for Carrols presented in Item.8. ;

44



The difference between the consolidated financial statements of Carrols Restaurant Group and Carrols is
primarily due to additional rent expense of approximately $6,000 per year for Carrols Restaurant Group and the
composition of stockholders’ equity.

The following MD&A is written to help the reader understand our company. The MD&A is provided as a
supplement to, and should be read in conjunction with, the Consolidated Financial Statements and the. .
accompanying financial statement notes of each of Carrols Restaurant Group and Carrols appearing elsewhere in
this Annual Report on Form 10-K for the year ended December 31, 2010. The overview prov1des our perspective
on the individual sections of MD&A, which include the following: - . .

Company Overview—a general description of our business and our key financial measures.

Recent and Future Events Aﬁectmg Our Results of Operatzons—a descnptlon of recent events that affect,
and future events that may affect, our results of operatlons

Executive Summary—an executive review of our performance for the year ended December 31, 2010.

Results of Operations—an analysis of our results of .eperatiag)ns' for the years ended Deeeniber 31,2010,
2009 and 2008 including a review of the material items and known trends and uncertainties.

Liquidity and Capital Resources—an analysis of historical information regarding our sources of cash and
capital expenditures, the existence and timing of commitments and contmgenc1es ‘changes in'capital resources
and a discussion of cash flow items-affecting liquidity. '

Application of Critical Accountmg Poltczes——an overview of accountlng policies requmng cntlcal
judgments and estimates. s

Effects of New Accounting Standards—a discussion of new accounting standards and any implications
related to our financial statements. :

- Forward Looking Statements—cautionary information about forward-looking statements.and a description
of certain risks and uncertainties that could cause.our- actual results to differ matenally from our historical results
or our current expectatlons or pro_lectlons

Company Overview

We are one of the largest restaurant compames in the United States operatmg three restaurant brands in the
quick-casual and quick-service restaurant segments with 551 restaurants’ located in 16 states as of January 2,
2011. We have been operating restaurants for more than 45 years. We own and operate two Hlspamc restaurant
brands, Pollo Tropical and Taco Cabana (together referred to by us as our Hispanic Brands), which we acquired
in 1998 and 2000, respectively. We are also the largest Burger King franchisee, based on the number of
restaurants, and have operated Burger King restaurants since 1976. As of January 2, 2011, our company-owned
restaurants included 91 Pollo Tropical restaurants and 155 Taco Cabana restaurants, and we operated 305 Burger
King restaurants under franchise agreements. We are franchising our Pollo Tropical restaurants and-as of
January 2, 2011 we had 29 franchised restaurants located in Puerto Rico, Ecuador, Honduras, Trinidad, the
Bahamas and on college campuses in Florida. Although we are not actively franchising our Taco Cabana
restaurants, we had four Taco Cabana franchised restaurants at January 2, 2011 located in the United States. We
believe that the diversification and strength of our restaurant brands as well as the geographic dispersion of our

restaurants provide us with stability and enhanced growth opportunities. For the years ended December 31, 2010,

2009 and 2008, we had total revenues of $796.1 million, $816.1 million and $816.3 million, respectively.
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The following is-an overview of the key financial measures-discussed-in our results of operations:

Restaurant sales consist of food and beverage sales, net of discounts, at our company -owned and
operated restaurants. Restaurant sales are influenced by menu price increases, new restaurant openings,
closures of restaurants and changes in comparable restaurant sales. Restaurants are included in
comparable restaurant sales after they have been open for 12 months for our Burger King restaurants
and 18 months for our Pollo Tropical and Taco Cabana restaurants. For comparative purposes, the "

:calculation of the changes iti comparable restaurant sales is based on a 52-week year. 2009 was a" -
-+ 53-week fiscal year. For purposes‘of calculating the changes i in comparable restaurant sales we have

excluded restaurant sales data for the extra week of 2009. -

Cost of salesconsists of food, paper and beverage.costs including packaging costs, less purchase .
discounts. Cost of sales is generally influenced by changes in commodity costs, the sales mix of items
sold and the effectiveness of our restaurant-level controls to manage food and paper costs. Key
commodities for our Pollo Tropical and Taco Cabana restaurants, 1nclud1ng ch10ken and beef are
generally purchased under contracts for future periods up to one year.

Restaurant wages and related expenses include all restaurant management and hourly productive labor
costs, employer payroll taxes, restaurant-level bonuses and related benefits. Payroll and related benefits
are subject to inflation, mcludmg minimum wage increases and mcreased costs for health insurance,

* workers” compensatlon msurance and state unemployment msurance

Restaurant rent expense 1nc1udes base rent and contmgent rent on our leases charactenzed as operatmg
leases reduced by the amortlzatlon of gams on sale-leaseback transactions. .

Other restaurant operatmg .expenses include. all other restaurant-level operatlng Ccosts, the maJor
components of which are royalty expenses for our Burger, King restayrants, utilities, repairs.and
maintenance, real estate taxes and credit card fees.

Advertising expense includes all promotional expenses including television; radio, billboards and other
media for our Hispanic Brand restaurants and advertising payments based on a percentage of sales as
required under our franchise agreements for our Burger King restaurants.

.« ‘General and-administrative expenses are.comprised primarily of (1) salaries and expenses associated

with corporate and administrative functions that support the development and operations. of our
restaurants, (2) legal, auditing and other professional fees and (3) stock-based compensation expense.

Adjusted Segment EBITDA, which is-the measure of segment profit or loss used by our chief operating

- decision maker for purposes of allocating resources to our segments and-assessing their performance; is

defined as earnings attributable to the applicable segment before interest, income taxes, depreciation-and
amortization, impairment and other lease charges, stock-based compensation expense, other income and
expense and gains and losses on the extinguishment of debt. Adjusted Segment EBITDA may not be
necessarily comparable to other similarly titled captions of other companies due to differences in -
methods of calculation. Adjusted Segment EBITDA for our Burger King restaurants includes general

‘and administrative expenses related dlrectly to the Burger ng segment as well as the expenses

associated with administrative support to all three of our segments including executive management
1nformat1on systems and certain accountmg, legal and other adrmmstratlve functlons

Depreczatzon and amortzzatzon primarily: includes the deprecratlon of ﬁxed assets mcludmg equ1pment,

-owned buildings and leasehold improvements utilized in our restaurants, depreciation of assets under

lease financing obligations and the amortization of Burger King franchise rights and franchise fees. .

Interest expense consists primarily of interest expense associated with the Notes, borrowings under our
senior credit facility, amortization:of déferred financing costs and-imputed interest expense on leases
entered into in connection with sale-leaseback transactions which are accounted for as lease financing
obligations. Interest expense also iiicludes any gains and losses from the settlement of lease financing

-obligations. Interest on borroWings undet our senior credit facility is generally based on LIBOR plus a

current margin of 1.0% or pnme as we de51gnate Consequently, changes in LIBOR rates or pnme will
impact our interest expense. ' :
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Recent and Future Events Affecting our Results. of Operatlons
Spm-ojf of stpamc Brands ’ '

On February 24, 2011 we announced our mtentmn to pursue splitting our busmess 1nto two separate,
pubhcly traded companies through‘ the tax-free spin-off of our Hispanic Brands.to-our stockholders. The .
company to be spun off would operate our Pollo Tropical and Taco Cabana businesses. Carrols Restaurant Group
would continue to own and operate our franchised Burger King restaurants. '

We are developing detailed plans for the proposed spin-off. The separation plan, including transaction
structure timing, composition of senior management and the boards of directors, capital structure and other
matters, will be subject to approval by our Board of Directors, customary regulatory and other approvals and the
receipt of a favorable IRS tax rul.ing, among other things.

We believe that the separatlon will enable each company to better focus on its respectlve opportumtles as
well as to pursue its own distinct plan and growth strategy including acquisition opportunities in the Burger ng
system. We expect to compleéte the spm-off by the end of 2011; however there can be no assurance that we will
complete the spin-off by then or at all.

Refinancing of Outstanding Indebtedness

- We are planning to undertake a refinancing of our existing debt and we plan to do so with a separate
financing of the Burger King and Hispanic Brand businesses. Our intent in bifurcating the financing is to
facilitate the contemplated spin-off of our Hispanic Brands at a later date, and avoid having to alter or ‘
reconstitute thé capital structure at that tiitie. Presently, our plan is to complete this refinancing in the middle of
2011; however thete can be no assurance that the refinancing will be completed within such time period, on
favorable terms, or at all. Due to the interest rate terms in our existing senior credit facility it is 11ke1y that the
refinancing will increase our interést expense in the aggregate.

Future Restaurant Closures

We evaluate the performance of our Burger King restaurants on an ongoing basis including an assessment of
the current and future operating results of the restaurant, and in relation to Burger King franchise agreement
renewals, the cost of required capital improvements. We may: elect to close restaurants based-on such evaluation.
In 2010, we closed seven Burger King restaurants, not including restaurants relocated within the same market
area. We currently anticipate that we will close an additional ten Burger King restaurants in 2011, excluding any
Burger King restaurants which we may close and relocate.

We closed two underperforming Taco Cabana restaurants and two underperforming Pollo Tropical
restaurant in 2010. We currently anticipate the closing of one Taco Cabana restaurant and one Pollo Tropical
restaurant in 2011. :

We do not believe that the future impact on our consolidated results of operations from such restaurant
closures will be material, although there can be no assurance in this regard. Our determination of whether to
close restaurants in the future is subject to further-evaluation and may change.

Executive Summary—Operating Performance for the Year Ended December 31, _2010

Total revenues for the year ended December 31, 2010 were $796.1 million as compared to $816.1 million in
the prior year. Revenues from our Hispanic Brand restaurants increased 1.6% to $439.1 million from $432.1
million in 2009 while revenues from our Burger King restaurants decreased 7.0% to $357.1 million from $384.0
million in 2009. Comparable restaurant sales increased 7.4% at our Pollo Tropical restaurants, increased 0.3% at
our Taco Cabana restaurants and decreased 4.3% at our Burger King restaurants. The comparable restaurant sales
increases at our Pollo Tropical and Taco Cabana restaurants were a result of higher customer traffic while the
decrease at our Burger King restaurants was due a decline in both the average check and lower customer traffic.
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Restaurant operating margins were negatively impacted in 2010 by higher food costs which increased 1.1%,
as a percentage of total restaurant sales, compared to 2009. This was primarily a result of higher commodity
prices for our Burger King and Taco Cabana restaurants, increased sales of lower margin menu items and lower
amortization of deferred Burger King purchase discounts. As a percentage of total restaurant sales, restaurant
wages and related expenses increased to 29.6% in 2010 from 29.4% in 2009 due in part to the effect of lower
sales volumes at our Burger King restaurants on fixed labor costs. Operating margins were favorably impacted by
lower utility costs which, as a percentage of total restaurant sales, decreased to 3.7% in 2010 from 3.9% in 2009.

General and administrative expenses decreased to $51.0 million from $51.9 mrlllon in 2009 due pnmanly to
lower administrative bonus accruals

Impairment and other lease charges in 2010 were $7.3 million in 2010 compared to $2.8 million in 2009 and
were primarily due to impairment charges of $4.2 million related to three Pollo Tropical restaurants and one Taco
Cabana restaurant and $0.7 million for certain underperformmg Burger King restaurants. We also had lease
charges of $1.2 million for certain non-operating Pollo Troplcal and Taco Cabana restaurant properties.

Interest expense decreased $0.8 million to $18.8 million in 2010 from $19.6 million in 2009 due primarily
to a reduction in our total outstanding indebtedness since the beginning of 2009.

Our effective income tax rate decreased to 32.6% in 2010 from 36.6% in.2009 due in part to an increase in
employment tax credits in 2010 and their effect on lower income taxes from lower pretax income in 2010.

As a result of the above, net income in 2010 decreased to $11.9 million, or $0.55 per diluted share,
compared to $21.8 million, or $1.00 per diluted share in 2009. Both years included non-recurring gains and
impairment and other lease charges, which in the aggregate, reduced net earnings by $0.21 per diluted share in
2010 and $0.06 per diluted share in 2009. The extra week in 2009 contributed net income of $0.07 per diluted
share.

Results of Operations

The following table sets forth, for the years ended December 31, 2010, 2009 and 2008, selected operatmg
results as a percentage of consolidated restaurant sales:

Year Ended December 31,

2010 2009 2008

Restaurant sales:

Pollo Tropical ... ...... ... ..ooa. e S ’ 234%  21.7% 21.4%

TacoCabana ................. P e g 317% 312%  30.6%

BurgerKing ........cooiiiiiiii i e e 49% 471.1%  48.0%
Total restaurant sales ... ..............cc.oiirieenniiiieainiens e 100.0% 100.0% 100.0%
Costs and expenses: . S

Costofsales ..........couviviuinniininninnns e e 303% 292%  30.0%

Restaurant wages and related eXpenses ..............oveeeuiinineainn 29.6% 294%  29.0%

Restaurant rent expense ................. e R 6.1% 6.1% 5.7%

Other restaurant operating expenses .................... e 144% 145% 15.1%

AdvertiSing €Xpense . .........eiiiieiii i e 3.8% 3.8% 3.8%

General and administrative expenses ............ e 6.4% 6.4% 6.5%

Fiscal 2010 (52 Weeks) Compared to Fiscal 2009 (53 weeks)

In 2010 we opened two new Pollo Tropical restaurants, one new Taco Cabana restaurant and one new
Burger King restaurant; which was a relocation within its market area. In 2010 we also closed two Pollo Tropical
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restaurants, two Taco Cabana restaurants and seven Burger King restaurants, excluding the relocated restaurant.
The 2010 fiscal year contained 52 weeks compared to 53 weeks in 2009. The effect of the additional week in
2009 resulted in additional restaurant sales of approximately $13.6 million, operating income of approximately
$2.9 million and net income of approximately $1.6 million, or $.07 per diluted share. -

Restaurant Sales. Total restaurant sales decreased $19.9 million in 2010 to $794.6 million which included a
$13.6 million decrease from one less week than in 2009. On a comparable 52 week basis, total restaurant sales
decreased 0.8%. Restaurant sales at our Hispanic Brands were $437.5 million and increased 7.0% net of a $7.2
million decrease from one less week than in 2009. On a comparable 52 week basis, restaurant sales at our
Hispanic Brand restaurants increased 3.4%.

Pollo Tropical restaurant sales were $186.0 million and increased $9.5 million in 2010, net of a $2.9 million
decrease from one less week than in 2009. On a comparable 52 week basis, Pollo Tropical restaurant sales
increased 7.2% due to an increase in comparable restaurant sales of 7.4% attributable to higher customer traffic.
There were no menu price increases in 2010. The average check in 2010 at our Pollo Tropical restaurants . .
decreased 3.0% which reflected the effect of menu mix changes and product promotions.

Taco Cabana restaurant sales were $251.5 million and decreéased $2.5 million in 2010, including a $4.3
million decrease from one less week in 2009. On a comparable 52 week basis, Taco Cabana restaurant sales
increased 0.7% due primarily to an increase in comparable restaurant sales in 2010 of 0.3% attributable to higher
customer traffic. The effect of menu price increases taken in 2010 was approxunately 1.2% in 2010 although our _
average check at our Taco Cabana restaurants decreased 0. 9% in 2010 compared to 2009 reflecting the effect of
menu mix changes and product promotions.

Burger King restaurant sales were $357.1 million and decreased $26.9 million in 2010, including a $6.4
million decrease from one less week in 2009. On a comparable 52 week basis, Burger King restaurant sales
decreased 5.4% due primarily to a decrease in comparable restaurant sales in 2010 of 4.3% attributable to lower
customer traffic and from the closure, excluding relocated restaurants, of eleven Burger King restaurants since
the beginning of 2009. The effect of menu price increases primarily taken in 2010 was approximately 2.4% in
2010 although our average check decreased 2.2% in 2010 compared to 2009 reﬂectmg the effect of menu mix
changes and product promotions, particularly in the first half of 2010. )

Pollo Tropical Operating Costs and Expenses (percentages stated as a percentage of Pollo Tropical
restaurant sales). Pollo Tropical cost of sales decreased to 32.3% in 2010 from 33.0% in 2009 due primarily to
lower commodity prices (0.3%), including lower rice and chicken prices, and higher margins on new menu items
compared to the prior year, partially offset by higher promotional discounting. Pollo Tropical restaurant wages
and related expenses decreased to 24.7% in 2010 from 24.9% in 2009 due primarily to the effect of higher sales
volumes on fixed labor costs partially offset by higher workers compensation claim costs (0.2%). Pollo Tropical
other restaurant operating expenses decreased to 13.0% in 2010 from 13.8% in 2009 due primarily to lower
utility costs (0.8%) and the effect of higher sales volumes on fixed operating costs, partially offset by higher
repair and maintenance expenses associated with upgrading our restaurants (0.2%). Pollo Tropical advertising
expense increased to 2.8% in 2010 from 2.7% in 2009 due to higher media spending in 2010.

Taco Cabana Operating Costs and Expenses (percentages stated as a percentage of Taco Cabana
restaurant sales). Taco Cabana cost of sales increased to 29.9% in 2010 from 29.0% in 2009 due primarily to
lower margins on menu item promotions in 2010 (0.5%) and higher commodity prices, including cheese and
produce, (0.5%), partially offset by the effect of menu price increases in 2010. Taco Cabana restaurant wages and
related expenses increased to 30.5% in 2010 from 29.9% in 2009 due primarily to the effect of wage rate -
increases on relatively flat sales volumes and higher workers compensation and medical claim costs (0.3%). Taco
Cabana other restaurant operating expenses increased to 14.3% in 2010 from 14.2% in 2009 as higher repair and
maintenance and other related costs to upgrade our restaurants were partially offset by lower utility costs (0.2%).
Taco Cabana advertising expense increased slightly to 4.1% in 2010 from 4.0% in 2009.
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Burger King Operating Costs-and Expenses (percentagesstated as a percentage of Burger King restaurant
shares). Burger King: cost of sales increased to 29.5% in 2010 from27.4% in 2009 due primarily to higher
commodity prices.including beef (1.3%), an increase in sales from lower margin‘menu items, including the:$1 -
Buck Double and double cheeseburger (0.6%), and from the lower amortization of deferred purchase discounts
on Coke products (0.6%), partially offset by the effect of menu price increases taken in late 2009 and 2010.
Burger King restaurant wages and related expenses increased.to.31.5% in 2010 from 31.1% in 2009 due -
primarily to the effect of lower sales volumes on fixed labor costs. Burger King other restaurant operating.
expenses increased to 15.3% in 2010 from 14.9% in 2009:due primarily to the effect of lower sales volumes on-
fixed operating costs. Burger King advertising expense was 4.2% in both 2010 and 2009. : :

Consolidated Restaurant Rent Expense. Restaurant rent expense, as a percentage of total restaurant sa_les
was 6.1% in both 2010 and 2009

- ‘Consolidated General and Administrative Expenses. General and administrative expénses decreased $0:8°
million in 2010 to $51.0 million and, as a percentage of total restaurant sales, were 6.4% in both 2010 and 2009
The decrease in 2010 was due to a decrease of $2.8 million in performance-based administrative bonuses
compared to 2009 part1ally offset by higher salary costs legal and profess1ona1 fees and stock-based
compensation expense '

Adjusted Segment EBITDA. As a result of the factors set forth above, Ad]usted Segment EBITDA for our
Pollo Tropical restaurants increased to $30.3 million in 2010 from $26.2 million in 2009. Adjusted Segment
EBITDA for our Taco Cabana restaurants decreased to $27.4 million from $31.0 million in 2009. AdJusted
Segment EBITDA for our Burger King restaurants decreased to $19.8 million from $32.8 million in 2009.

D‘epreciqtiort and Amortization. Depreciation and amortization expense was $32.5 million in both 2010 and
2009. ‘ ' ’ o '

Impazrment and Other Lease Charges Impamnent and other lease charges were. $7 3 rmlhon in 2010
compared to $2.8 mllhon in 2009. Impamnent and other lease charges in 2010 related to our Polio Troprcal
restaurants were $4.7 million in 2010 and included $3.2 million for three underperfornung Pollo Troplcal _
restaurants, $0.7 million to reduce the fair market value of a previously impaired Pollo Tropical restaurant and
$0.7 million in additional lease charges for non-operating Pollo Tropical properties. Impairment and other lease
charges in 2010 related to our Taco Cabana restaurants were $1.9 million in 2010 and included $1.1 million for
an underperforrmng Taco Cabana restaurant, $0.3 million to reduce the fair market value of a . previously
impaired Taco Cabana restaurant and $0.5 million in addltlonal lease charges for non-operating Taco Cabana.
restaurant properties. Impalrment charges assoc1ated with certam underperforrmng Burger King restaurants were
$0.7 million in 2010.

Interest Expense. Total interest expense decreased $0 8 m11110n to $18.8 mﬂhon in 2010 from $19 6 mllhon _

in 2009 due to a reduction in our total outstanding indebtedness of $52.6 million since the begmmng of 2009 and,
to a much lesser extent; lower effective interest rates on our LIBOR based borrowings under our senior credit
facility. The weighted average interest rate on our long-term debt, excluding lease financing obligations,
increased to 6.1% in 2010 from 5.9% in 2009 due to reductions in our LIBOR based borrowings. Interest expense
on lease financing obligations decreased to. $1.0 million in 2010 compared to $1.1 million in 2009.

Provision for Income Taxes. The effective tax rate for 2010 decreased to 32 6% from 36 6% in 2009 due in
part to higher Work Opportunity Tax Credits in 2010 and the effect of this increase on lower.consolidated pretax
income in 2010 compared to 2009.

Net Income. As a result of the foregomg, net income was $11 9 million in 2010 compared to $21 8 million:
in 2009. '
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Fiscal 2009.(53 Weeks) Compared to Fiscal 2008 (52 weeks)

In 2009 we opened one new Pollo Troplcal restaurant, four new Taco Cabana réstaurants and two new
Burger Klng restaurants. Both Burger ng restaurants were relocatlons within their market areas. In 2009 we
also closed one Pollo Tropical restdurant, two Taco Cabana restaurants and four Burger King restaurants,

excluding relocations. The 2009 fiscal year contained 53 weeks compared to 52 weeks in 2008. The effect of the

additional week in 2009 ‘included revenues of approx1mate1y '$13.6 million, operatmg income of approx1mately
$2.9 rmlhon and net income of approx1mately $1 6 mrlhon or $.07 per drluted share o

Restaurant Sales. Total restaurant sales:in 2009 decreased slightly to'$814. 5 million from $814 9 rmllron in -
2008. Restaurant sales at our Hispanic Brand restaurants increased 1.7% to $430.5 million in 2009 from $423.3--
rmlhon in 2008.

Pollo Tropical restaurant sales mcreased $2 5 mllhon to $176:5 million i m 2009:due pnmanly to the net:
addition of sevéh new Pollo-Tropical restaurants since the beginning’ ‘of 2008, which contributed $3.1 millioni in
additienal restaurant sales-in 2009, and the additional week in'2009: Thése i increases-were ‘partially offset bya ™
decrease in comparable restaurant sales'of 1.3% primarily from a decrease in average check: The effect in 2009
of menu price increases taken in 2008 was approximately 3.8% although our average check decreased-
approximately 1 4% in 2009 compared to 2008 reﬂectmg the effect of menu mrx changes and the effect of
product promotlons T

R
A

Taco Cabana restaurant sales increased $4.6 million to $254.0 million in 2009 due primarily to the net
increase-of‘iiing Taco Cabana restaiirants since the begmnmg 0f*2008, Wthh contributed $9:4 million of

additional restaurant:sales in 2009, and the additional week in' 2009. These increases were partially offset by a

3.7% decrease in comparable restaurant sales in 2009 attributable primarily to lower customer traffic. The effect
in 2009 of menu price increases taken in 2008 was approximately 4. 1% in 2009 although our average check
decreased approxunately 0.4% in 2009 compared to 2008 reﬂectmg the effect of menu mix changes and product
promotions, partlcularly in, the second half of 2009

Burger Kirig réstaurant sales decreased $7.5 million to $384.0 million in 2009 due to a decrefise in*
comparable restaurant sales of 2.6% in 2009 primarily from lower customer traffic and from the closure,
excluding relocated restaurants,. of ten Burger ng restaurants since the beginning of 2008. The effect in 2009 of
menu prlce increases pnmarrly taken in 2008 was approxrmately 2. 6% in 2009 a_lthough our. average check ;
increased apprommately 1.0% in 2009 compared to 2008 reﬂectmg the effect of menu mrx changes and product
promotions, particularly in the fourth quarter of 2009.

Pollo Troplcal Operating. Costs and Expenses (percentages stated as a percentage of Pollo Tropzcal
restaurant sales) Cost of sales decreased to 33. O% in 2009 from 33 3% in 2008 due pnmanly to the effect of
menu pnce increases taken in 2008 substantlally offset by higher chrcken comrnodrty prices (0 2%) and hrgher
prices of other cornmodrtres mcludlng plantalns nce and black beans (O 7%). Restaurant wages and related
expenses decreased slightly to 24.9% in 2009 from 25. O% in 2008 due primarily to lower workers compensatlon
‘claim costs (0.4%) partially offset by higher medical claim costs (0.2%). Other restaurant operating expenses
decreased.to 13.8% in 2009 from.14.7% in 2008 due primarily to:lower repair and maintenance expenses (0.5%)
and lower utility costs (0.1%).- Advertising expense increased slightly to 2. 7% in 2009 from 2.6% in 2008.

Taco Cabana Operatzng Costs and Expenses f percentages stated asa percentage of Taco Cabana
restaurant sales) .Cost of sales decreased to 29.0% i in 2009 from 30 6% in 2008 due primarily to the effect of
menu prlce increases taken in 2008, lower commodrty prices for cheese (0. 9%) and less product waste from
increased food controls (0. 3%) partially offset by increases in the price of other commodities including produce
(0.7%). Restaurant wages and related expenses increased to 29.9% in 2009 from 29.1% in 2008 due primarily to
higher medical and workers.compensation claim costs (0.5%) and the effect of:dlower sales volumes on fixed
labor costs. Other restaurant.operating expenses decreased to 14.2% in 2009 from 15.1% in-2008.due primarily to
lower utility.costs (0.5%), lower repair and. maintenance expenses (0.2%) and lower security related costs.
Advertising expense increased to 4.0% in 2009 from 3.7% in 2008 due to increased media spending in 2009.
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Burger King Operating Costs and Expenses (percentages stated as a percentage of Burger King restaurant
sales). Cost of sales decreased to 27.4% in 2009 from 28.2% in 2008 due primarily to lower commodity costs
(0.8%) including lower beef costs (0. 6%) and higher vendor rebates (0.3%). Increases in sales from lower margin
menu items, particularly in the fourth quarter of 2009, were offset by the full year effect of menu price increases
taken in 2008. Restaurant wages and related expenses increased to 31.1% in 2009 from 30.7% in 2008 due
primarily to the impact of lower sales volumes on fixed labor costs and higher medical claim costs (©. 2%)
partially offset by improved labor productlvny Other restaurant operatmg expenses decreased to 14.9% in 2009
from 15.3% in 2008 due primarily to lower utility costs (0. 5%) partially offset by higher credit card fees (0.1%).
Advertising expense decreased t04.2% in 2009 from 4.5% in 2008 due to decreased promotional activities in
certain of our Burger King markets. . ~

Consolidated Restaurant Rent Expense. Restaurant rent expense, as a percentage of total restaurant sales,
increased t0-6.1%:in 2009 from 5.7% in 2008 due primarily to the reduction in lease financing obligations since
the beginning of 2008 which resulted in a recharacterization of certain transactions as qualified sales and the
related lease payments as restaurant rent expense, rather than as payments of interest and principal; Restaurant
rentexpense also increased from sale-leaseback transactions completed since the begmmng of 2008 and from the
effect of lower sales volumes on fixed rental costs. - -

Consoliiz’ated General and Administrative Expenses. General and administrative expenses decreased $0.8 -
million in 2009 to $51.9 million and, as a percentage of total restaurant sales, were 6.4% in 2009 and 6.5% in
2008. Before an increase in performance-based bonus-expense of $4.8 million, all other general and .
administrative expenses were reduced by $5.6 million compared to 2008 due substantially from cost reductlon ‘
initiatives implemented in late 2008. General and administrative expenses are currently anticipated to increase
2% to 3%-in 2010.compared to 2009. , : . :

Adjusted Segment EBITDA As a result of the factors set forth above, AdJusted Segment EBITDA for our
Pollo Tropical restaurants increased to $26.2 million in 2009 from $23.2 million i in 2008. Adjusted Segment
EBITDA for our Taco Cabana restaurants increased to $31.0 million in 2009 from $28.9 million in 2008.
Adjusted Segment EBITDA for our Burger King restaurants increased to $32.8 million in 2009 from $31.1
million in 2008. L . .

: Depreczatzon and Amortzzatwn Deprec1at10n and amoruzatmn expense was $32 5 million in 2009

compared to $32 4 million i 1n 2008 as increases in deprec1at1on at our Taco Cabana restaurants from the opemng '

of additional restaurants in 2008 and 2009 was substantlally offset by lower deprec1at10n expense perta1mng to
our Burger King restaurants.

Impatrment and Other Lease Charges. Impairment and other lease charges were $2.8 million in 2009 and
consisted primarily of a $1. 9 million impairment charge associated with an underperformrng Pollo Trop1cal
restaurant, $0.5 million of i 1mpa1rment charges primarily associated with two underperformmg Burger ng
restaurants and $0.3 million in other lease charges related to the closmg of a Pollo Troplcal restaurant
Impalrment and othér lease charges were $5.5 million in 2008.

Interest Expense. Total interest expense decreased $8.4 million to $19 6 million in 2009 from $28 O-million
in 2008 due to a reduction in our total outstanding indebtedness of $70.9 million since the beginning of 2008 and
lower effective interest rates on our LIBOR based borrowings under our senior credit facility. The weighted
average interest rate on our long term debt, excluding lease financing obligations, for 2009 décreased to 5.9%
from 6.9% in 2008. Interest expense on lease financing obligations decreased to $1.1 million in 2009 compared
to $4.9 million in 2008 due to a reduction in lease financing obligations of $42.7 million since the beginning of
2008

Provision for Income Taxes. The effective tax rate for 2009, including discrete tax items, was 36.6%.
Discrete tax adjustments reduced the provision for income taxes in 2009 by $0.2 million. The effective tax rate
for 2008, including discrete tax items, was 37.2%. Dlscrete tax ad]ustments reduced the prov1s1on for income
taxes by $0.1 million in 2008. poo
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Net Income: As a result of the foregoing, net income was $21.8 million in 2009 compared to $12.8 million
in 2008. :

Liquidity and Capital Resources -
‘We do not have significant receivables or inventory and receive trade credit based upon negotlated terms in

purchasmg food products and other supphes We are able to operate with a substantlal working capital deﬁc1t
because:

e restaurant operations are pnmanly conducted on a cash bas1s
* rapid turnover results in a ’l_umted 1nvest-1_n_ent in inventories; and

* cash from sales is usually received before related liabilities for food, supplies and payroll become due.

In response to economic conditions we have and will continue to focus on reducing our debt balances and
our financial leverage, paitlcularly' in the near term. We limited our spending on new restaurant development in
2009 and 2010 which allowed us to utilize our free cash flow to reduce our outstandmg mdebtedness We are
continuing to moderate new restaurant growth in 2011 : ~

Interest payments under our debt obhgatlons, capital expenditures and payments related to our lease
obligations represent significant liquidity requirements for us. We believe cash generated from our operations,
availability of borrowing under our revolving credit facility and proceeds from anticipated sale-leaseback’
transactions will provide sufficient cash availability to cover our anticipated working capital needs, capltal
expendltures and debt service requirements for the next twelve months.

Operating activities. Net cash provided from operating activities for the years ended December 31, 2010,
2009-and 2008 was $46.7 million, $60.7 million and $44.6 million, respectively. Net cash provided by operating
activities in 2010 decreased $13.9 million compared to 2009 due primarily to a reduction of net income, adjusted
for depreciation and amortization and impairment and other lease charges, of $5.4 million and an increase in the
components of net working capital of $6.6 million,. attributable to the timing of income tax payments and lower
bonus accruals. Net cash provided by operating activities in 2009 increased $16:0 million compared to 2008 due
primarily to an increase in net income, adjusted for depreciation and amortization and impairment and other lease
charges, of $6.4 million and a decrease in the components of net working capital of $6.0 million, attributable to
the timing of income tax payments and lower bonus accruals, and a non-cash pretax gain in 2008-of $4.4 million
on the extinguishment of debt from the repurchase and retirement of $15.0 million principal amount of the Notes
in open: market transactions. P : -

- Investing-activities. Net cash used for investing activities for the years ended December 31, 2010, 2009 and
2008 was $28.3 million, $30.4 million and $47.6 million, respectively. Capital expenditures are the largest-
component of our investing activities and include (1) new restaurant development, which may include the
purchase of real estate; (2) restaurant remodeling, which includes the renovation or rebuilding of the interior and
exterior of our existing restaurants, including expenditures associated with Burger King franchise renewals;

(3) other restaurant capital expendltures which include capital restaurant maintenance expenditures for the
ongoing reinvestment and enhancement of our restaurants;including in 2009, $4. 5 million for new cooking
systems at our Burger King restaurants; and (4) corporate: and restaurant information systems, including
expenditures in 2009 and 2008 for new. point-of-sale systems for all-of our Pollo Tropical and Taco Cabana
restaurants, respectively. ST T :
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The following table sets forth our:capital expenditures for the periods presented (in thousands):

Pollo Taco Burger
Tropical  Cabana King Other  Consolidated
(Dollars:in thousands) - :
Year Ended December 31, 2010: o ] » L
New restaurant development ...... e 3 5832 $ 5,550 $ 2697 '$ — $14,079
Réstairant remodeling ... ......0... 0. ... .. ... 1,733 4,952 5,541 — 12,226
Other restaurant capital expenditures (1) .......... 2,326 2,852 4,177 — 9,355
Corporate and restaurant information systems. »... ..... . i« — . = - 1,387 1,387
Total capital expenditures . ....... e e e e e e $ 9,891 - $13,354 $12415 $1,387.. $37,047
Number of new restaurant-openings (2) ......... e ex2e ] 1. S 4
Year Ended December 31, 2009:
i New restaurant development . . .. ..c...c.vpepn... $. 660 $ 7,29 %1907 $.— .. $ 9,69
Restaurant remodehng e e e e e e e e . o510 1,534 .« 10,360, — 12,404 .
Other restaurant capital expendltures (1) R 9 | ) 2,453 . :7,094 — 10,664
Corporate and restaurant information systems ...... L — . — . — 4,180 .4,180
Total capltal expendltures ...................... $ 2,287 $11,116 $19,361 $4,180 $36,944
Number of new restaurant opemngs € USOUURU S L S S 7
Year Ended December 31, 2008: S e e
New restaurant development . ................... $13 316 $17,928 $.4,612 $ —  $35856
Restaurant remodehng ................ e .3 415 506 7,689 @ — 11,610 )
Other restaurant capital expenditures (1) ....... L. 3339 2442 3;639 — 8,420
Corporate and restaurant information systems .. .... - . — .. — --6522 6,522
- Total.capital expendrtnres, e I SO : $19,070: $20,876 $15 940 $6,522.. $62 408 -
' Number ofnew restaur 'tlopemngs (4) % o '7 . "10 o '4’ ,' _ '_ - tar

(1) Excludes restaurant répair and mainténance expenses mcluded in other restaurant operating expenses in our
-" Consolidated Financial Statements. For the years ended December 31, 2010, 2009 and 2008, these: -

- restaurant repair and-maintenance expenses were! approxunately $18.0 million, $17.5 million: and $19 1
million, respectively. : » s
(2) Includes one Burger ng restaurant Wthh was relocated under anew franchlse agreement in the\same
market area. - : i ‘ ' : ;s :

(3) Includes two Burger ng restaurants which were relocanons under anew francmse agreement ift the same
market area.

(4) ' Includes three Burger. K1ng restaurants wh1ch were relocatrons under anew franchrse agreement m the isame
market area. -' o

N

In 2011, we anticipate that total capltal expendltures will range from $45 million to $55 ‘million, although
the actual amount of capital expenditures may différ from these estimates. In 2011 we ‘plan to open five to ten
new Hispanic Brand restaurants-and to rélocate one Burger King restaurant. Capital expendltures in2011 are
expected to include approximately $10 million to'$20 million for the developmient of new restatirants and
purchase of related real estate. Capital expendrtures in 2011 also are expected to include expendltures of
approximately $25 million to $30 million for the ongoing reinvestment in our thrée restaurant concepts for' -
remodeling costs and capital maintenance expenditures and approximately $10 million of other éxpenditures,
including approximately $7.0 million for new point-of-sale systems at our Burger King restaurants.

Investing activities also include sale-leaseback transactions related to our restaurant properties, the proceeds
from which were $12.4 million in 2010, $8.7 million in 2009 and $14.6 million in 2008. In 2009 we also sold
two non-operating properties for net proceeds of $0.8 million. The net proceeds from these sales were used to
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reduce outstanding borrowings. under our senior credit facility. We also had expenditures related to the purchase
of restaurant properties to be sold-in sale-leaseback transactions of $3.7 nulhon and $2.9 million during the years
ended December.31, 2010 and 2009; respectlvely :

F mancmg actzvztzes Net cash used for ﬁnancmg activities for the years ended December 31, 2010, 2009 and
2008 was $19.7 million; $29.3 million and $1.0 million, respectively. In 2010 and 2009 we made net repayments
of revolving credit borrowmgs of $1.9 million and $16.1 million, respectively, and in 2008 we had net revolving
credit borrowings of $18.0 million. Scheduled term loan principal payments in 2010, 2009 and 2008 were $11.7
million, $12.0 mllhon and $3.0 nulhon respectively. In 2010 with regard to.our term loan borrowings we also
made a voluntary principal payment of $5.0 million and a principal payment based on excess cash flow for 2009,
as discussed below, of $1.0 million. In 2009 we also settled $1.9 million of lease financing obligations which
included a lease ﬁnancmg obligation recorded earlier in 2009 for $0.8 million. During 2008 we also acquired.
properties. for $5.5 million and settled the lease ﬁnancmg obligations previously recorded for those properties. In
2008, Carrols also repurchased and retired $15. 0 million principal.-amount of the Notes in open market -
transactions. for $10:4 million. : . :

Senior Credit Facility. The senior credit facility consists of term loan A borrowings maturing on March 9,
2013 (or earlier on September 30, 2012 if the Notes are not refinanced by June 30, 2012) and a $65.0 million
revolving faclhty (1nc1ud1ng a sub limit of up to $25.0 rmlhon for letters of cred1t and up to $5.0 nulhon for
swingline loans) maturing on March 8,2012.

Both term loan and revolvmg credlt borrowmgs under the senior cred1t fa0111ty bear mterest at a per annum
rate at Carrols optlon of e1ther

1)  the apphcable margin rangmg from 0% to 0. 25 % based on our senior leverage ratio (as deﬁned in the
senior credit facility), plus the greater of (i) the. prime rate or (11) the federal funds rate for that day plus
0.5%; or : , .

2) Adjusted LIBOR plus the apphcable margin percentage in effect ranging from 1.0% to 1.5% based on
our semor leverage ratio. AtJ anuary 2,2011 the L[BOR margin percentage was 1. 0% C

At January 2 2011, outstandmg term loan A borrowmgs were $87.3 million with the remalmng balance due
and payable as follows:

1) one quarterly installments of approximately $2.8 million on March 31, 2011; |
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2) four quarterly installments of approximately $4.2 million beginning on June 30, 2011; and
4)  four quarterly installments of approximately $16.9 million beginning on June 30, 2012.

Under the senior credit facility, Carrols is also required to make mandatory prepayments of principal on
term loan-A facility borrowings (a) ‘annually in an amount up to 50% of Excess Cash Flow depending upon
Carrols Total Leverage Ratio (as such terms are defined in the senior credit facility), (b) in the event of certain.
dispositions of assets (all subject to certain exceptions) and insurance proceeds, in an amount equal to 100% of
the net proceeds received by Carrols therefrom, and (c) in an amount equal to 100% of the net proceeds from any
subsequent issuance of debt. For the year ended December 31, 2009, Carrols was required to make a principal
prepayment of approx1mately $1.0'million in 2010, or 25% of the Excess Cash Flow for 2009, as defined. The
senior credit facility contains customary default provisions as provided therein, including without limitation, a
cross default provision pursuant to which it is an event of default under the senior credit facility if there is a
default in the payment of any principal of or interest on any indebtedness of Carrols having an outstanding
principal amount of at least $2.5 million (excluding lease financing obligations but which would include the '
Indenture governing the Notes) or any event or condition which results in the acceleratlon of such indebtedness
prior to its stated matunty -

In general, obligations under the senior credit facility are guaranteed by us and all of Carrols’ material
subsidiaries and are collateralized by a pledge of Carrols’ common stock and the stock of each of Carrols’
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material subsidiaries. The senior credit facility contains certain covenants, including, without limitation, those :
limiting Carrols’ ability to incur indebtedness, incur liens, sell or acquire assets or businesses, change the nature -
of Carrols business, engage in transactions with related parties, make certain investments or pay dividends. In -
addition, Carrols is required to meet certain financial ratios, including fixed charge coverage, senior leverage,
and total leverage ratios (all as defined under the senior credit fac111ty) ‘Carrols was in compliance as of

January 2, 2011 with the covenants in the senior credit facility. At January 2, 2011, Carrols fixed' charge
coverage ratio was 1.39 to 1.00 compared to the minimum required fixed charge ratio of 1:20 to 1.00, Carrols
senior leverage ratio was 1.25 to 1.00 compared to the allowed senior leverage ratio of 2.00 to 1. 00 and Carrols
total’ leverage rat1o ‘was 3.35 to 1.00 compared to the allowed total leverage ratio of 4.00 to 1. 00 ;

Notes. On December 15, 2004, Carrols issued $18O 0'million of Notes that bear interest at a rate of 9% -
payable semi-annually on January 15 and July 15 and mature on January 15, 2013. The notes are’ redeemable’ at
the option of Cartols in whole or in part at a price of the principal amount after January 15, 2011. Dunng 2008,
Carrols repurchased and retired $15.0 million principal amount of the Notes in open market transactions for
$10.4 million resulting in a gain on extinguishment of debt of $4.4 million, net of the write-off of deferred
ﬁnaneing costs.

The Notes are unsecured and guaranteed by Cartols® material subsidiaries. RCStI‘lCthC covenants under the -
Notes include limitations with respect to, among other things, Carrols’ and its material subsidiaries’ ab111ty to o
incur additional debt, incur liens, sell or acquire assets or businesses, pay dividends and make certain '
investments. The Indenture governing the Notes contains customary default provisions as provided therein,
including without limitation, a cross default provision pursuant to which it is an event of default under the. Notes
and the Indenture if there is a default under any indebtedness of Carrols having an outstandmg pnnc1pal amount
of $20 million or more (which would include the senior credit facility) if such default results in the acceleration
of such indebtedness prior to its stated maturity or is caused by a failure to pay principal when due. Cartols was
in compliance as of January 2, 2011 with the restrictive covenants in the indenture governing the Notes.

We currently plan to refinance our existing debt and to separately finance the Burger King and Hispanic
Brand businesses to facilitate the contemplated separation. Presently, our plan is to complete this refinancing in
the middle of 2011, however there can be no assurance that the refinancing will be completed by then on
favorable terms, or at all.

Contractual Obllgatlons

The following table summarizes our contractual obl1gat10ns and commitments as of December 31, 2010 (in
thousands):

Payments dtle by period )

~ Lessthan  1-3 3-5  More than

Contractual Obligations Total 1Year Years Years -~ - 5 Years

Long-term debt obligations, including interest (1) ......... 292,541 32,174 260367 @— = —
Capital lease obligations, m_cludmg interest (2) ........... 2,250 157 : 300 352 1,441
Operating lease obligations (€)1, ... 538,584 49,351 93,093 84,777 311,363
Lease financing obligations, including interest (4) ........ 20,627 977 1,957 1,969 15,724
Total contractual obligations e e et 854,002 82,659 355'717 87,098 . 328,528

(1) Our long-term debt obhgauons included $165 0 million prmc1pal amount of Notes and $87.3 million
principal amount of term loan borrowings. Interest payments on our Notes of $37.1 million for all years
presented are included at the coupon rate of 9%. Interest payments included above totaling $3.2 million for -
all years presented on our term loan and revolving credit facility borrowings under the senior credit facility
are variable in nature and have been calculated using an assumed interest rate of 2.25% for each year (See
Item 7A. Quantitative and Qualitative Disclosures about Market Risk—Interest Rate Risk).
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(2) Includes interest of $1.0 million in total for all years presented.

(3) Represents aggregate minimum lease payments. Many of our leases also require contingent rent in addition
to the minimum base rent based on a percentage of sales and require expenses incidental to the use of the
property all of which haye been excluded from this table.

(4) Includes interest of $10.6 million in total.for all years presented.

We have not included obligations under our postretirement medical benefit plans in the contractual
obligations table as our postretirement plan is not required to be funded in advance, but is funded as retiree
medical claims are paid. Also excluded from the contractual obligations table are payments we may make for
workers’ compensation, general liability and employee healthcare claims for which we pay all claims, subject to
annual stop-loss limitations both for individual claims and claims in the aggregate. The majority of our recorded
liabilities related to self-insured employee health and insurance plans represent est1mated reserves for 1ncurred
claims that have yet to be filed or settled | :

Long-Term Debt Obizgatzons Refer to Note 7 of the Consolidated Financial Statements for details of our
long-term debt.

Capital Lease and Operatmg Lease Obltgatzons Refer to Note 6 of the Consohdated Financial Statements
for details of our capital lease and operating lease obllgatwns '

Lease Financing Oblzgatwns Refer to N ote 8 of the Consohdated Financial Statements for details of our
lease financing obligations.

off- Balance Sheet Armngements

We have no off-balance sheet arrangements other. than our operating leases Wthh are primarily: for our
restaurant properties and not recorded on our consolidated balance sheet. v S

Inflation

The inflationary factors that have historically affected our results of operations include increases in food and
paper costs, labor and other operating expenses and energy costs. Wages paid in our restaurants are impacted by
changes in the Federal and state hourly minimim wage rates. Accordingly, changes in the Federal and state
hourly minimum wage rates directly affect our labor costs. We typically attempt to offset the effect of inflation,
at least in part, through perlod1c menu pnce increases and various cost reduction programs. However; no
assurance‘can be glven that we w111 be able to offset such 1nﬂat10nary cost increases in the future.

Application of Critical Accounting Policies

Our consolidated financial statements and accompanying notes are prepared in accordance with accounting
principles generally accepted in the United States of America. Preparing consolidated financial statements
requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue and
expenses. These estimates and assumptions are affected by the application of our accounting policies. Our . _
significant accountmg pollc1es are described in the “Significant Accounting Policies” footnote in the notes to our,
Consolidated Financial Statements. Critical accounting estimates are those that require application of
management’s most difficult, subjective or complex judgments, often as a result of matters that are inherently
uncertain and may change in subsequent periods.

Sales recognition at our company-owned and operated restaurants is straightforward as customers pay for
products at the time of sale and inventory turns over very quickly. Payments to vendors for products sold in the
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restaurants are generally settled within 30 days. The earnings reporting process is covered by our system of
internal controls and generally does not require significant management estimates and judgments. However,
critical accounting estimates and judgments, as noted below, are inherent in the assessment and recording of
accrued occupancy costs, insurance liabilities, income taxes, the valuation of goedwill and intangible assets for
impairment, assessing impairment of long-lived assets and lease accounting matters. While we apply our
judgment based on assumptions believed to be reasonable under the circumstances, actual results could vary from
these assumptions. It is pos51b1e that materrally dlfferent amounts would be reported using different assumptlons

Accrued occupancy costs. We make estlmates of accrued occupancy costs pertammg to closed restaurant
locations on an ongoing basis. These estimates require assessment and continuous evaluation of a number of
factors such as the remaining contractual period under our lease obligations, the -amount of sublease income we -
are able to realize on a particular property and estimates of other costs such as property taxes. Differences
between actual future events and prior estimates could result in adjustments to these accrued costs. Total accrued
occupancy costs pertaining to closed restaurant locations was $1.7 million at December 31, 2010.

Insurance liabilities. We are insured for workers’ compensation, general liability and medical insurance
claims under policies where we pay all claims, subject to annual stop-loss limitations both for individual claims
and claims in the aggregate. At December 31, 2010, we had $9.2 million accrued for these insurance claims. We
record insurance liabilities based on historical and 1ndustry trends, which are contmually monitored, and adjust
accruals as warranted by changing circumstances. Since there are estimates and assumptions inherent in
recording these insurance liabilities, including the ability to estimate the future development of incurred claims
based on historical trends or the severity of the claims, differences between actual future events and prior
estimates and assumptions could result in adjustments to these liabilities.

Income taxes. We record income tax liabilities utilizing known obligations and estimates of potential . -
obligations. We are required to record a valuation allowance if it is more likely than not that the value of
estimated deferred tax -assets are different from those recorded. This would include making estimates and ~
judgments on future taxable income, the consideration of feasible tax planning strategies and existing facts-and
circumstances. When the amount of deferred tax assets to be realized is expected to be different from that
recorded, the asset balance and income statement would reflect any change in valuation in the period such
determination is made.

Evaluatlon of Goodwzll We must evaluate our recorded goodwrll for 1mpa1rment on an ongoing bas1s We
have elected to conduct our annual 1mpaerent review of goodwill assets at December 31. Our review at
December 31,2010 1ndlcated there has been no impairment as of that date. In reviewing goodwill for .
impairment, we compare the net book values of our reporting units to their estimated fair values. In detenmmng
the estimated fair values of the reporting units, we employ a combmatlon ofa drscounted cash flow analysis and
a market-based approach. Assumptions include our anticipated growth rates and the weighted average cost of
capital. The results of these analyses are corroborated with other value indicators where available, such as
comparable company earnings multiples. This annual evaluation of goodwill requires us to make estimates and
assumptions to determine the fair value of our reporting units including projections regarding future operatmg
results'and market values. We had three reporting units with goodwill balances as of ouir most recent '
measurement date. The fair value exceeded the carrying value of our respective reporting units by almost 70%
for our Pollo Tropical restaurants, more than 50% for our Taco Cabana restaurants and more than 130% for our’
Burger King restaurants. These estimates may differ from actual future events and if these estimates or related
projections change in the future, we may be required to record impairment charges for these assets.

Impairment of Long-lived Assets. We assess the potential impairment of long-lived assets, principally
property and equipment, whenever events or changes in circumstances indicate that the carrying value may not
be recoverable. We determine if there is impairment at the restaurant level by comparing undiscounted future
cash flows from the related long-lived assets to their respective carrying values. In determining future cash-flows,
significant estimates are made by us with respect to future operating results of each restaurant over its remaining
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lease term; including sales trends, labor rates, commodity costs and other operating cost assumptions. If assets
are determined to be impaired, the impairment charge is measured by calculating the amount by which the asset
carrying amount exceeds its fair value. This process of assessing fair values requires the use of estimates and
assumptions, including our ability to sell the related assets and market conditions, which are subject.to a high
degree of judgment. If these assumptions change in the future, we may be required to record impairment charges
for these assets.

Impairment of Burger King Franchise Rights. We assess the potential impairment of Burger King franchise
rights whenever events or changes in circumstances indicate that the carrying value may not be recoyerable. We
determine if there is impairment by comparing the aggregate undiscounted future cash flows from those acquired
restaurants with the respective carrying value of franchise rights for each Burger King acquisition. In determining
future cash flows, significant estimates are made by us with respect to future operating results of the acquired
restaurants; including sales trends, labor rates, commodity costs and other operating cost assumptions over their
remaining franchise life. If acquired franchise rights are determined to be impaired, the impairment charge is
measured by calculating the amount by which the franchise rights carrying amount exceeds its fair value. This
process requires the use of estimates and assumptions, which are subject to a high degree of judgment. If these
assumptions change in the future, we may be required to record impairment charges for these assets.

Lease Accounting. Judgments made by management for our lease obligations include the length of the lease -
term, which includes the determination of renewal options that are reasonably assured. The lease term can affect
the classification of a lease as cap1ta1 or operating for accounting purposes, the term over which related leasehold
improvements for each restaurant are amortized, and any rent holidays and/or changes in rental amounts for
recognizing rent expense over the term of the lease. These judgments may produce materially different amounts
of depreciation, amortization and rent expense than would be reported if different assumed lease terms were
used. - : ‘ :

We also must evaluate sales of our restaurants which occur in sale-leaseback transactions to determine the
proper accounting for the proceeds of such sales either as a sale or a financing. This evaluation requires certain
judgments in determining whether or not clauses in the lease or any related agreements constitute continuing
involvement. For those sale-leasebacks that are accounted for as financing transactions, we must estimate our
incremental borrowing rate, or another rate in cases where the incremental borrowing rate is not appropriate to
utilize, for purposes of determining interest experise and the resulting amortization of the lease financing
obligation. Changes in the determination of the incremental borrowing rates or other rates utilized in connection
with the accounting for lease financing transactions could have a significant effect on the 1nterest expense and
underlymg balance of the lease ﬁnancmg obhgatlons

Effects of New Accounting Standards

There are currently no recent accounting pronouncements which had or are expected to have a material
impact on our consolidated financial statements as of the date of this report.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Interest Rate Risk

We are exposed to market risk associated with fluctuations in interest rates, primarily limited to our senior
credit facility. At December 31, 2010, there were $87.3 million of term loan A borrowings outstanding under the
senior credit facility. Borrowings under the senior credit facility bear interest at a per annum rate, at our option,
of either:

1) the applicable margin ranging from 0% to 0.25% based on our senior leverage ratio (as defined in the
credit facility) plus the greater of (i) the prime rate or (ii) the federal funds rate for that day plus 0.5%;
or : ‘ : :
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2) Adjusted LIBOR plus the applicable margin percentage in effect ranging from 1.0%:to 1.5% based on
our senior leverage ratio.

A 1% change in interest rates would have resulted in an increase or decrease in interest expense of :
approxrmately $1.0 million for the year ended December 31, 2010..

Commuodity Price Risk

We purchase certain products which are affected by commodity prices and are, therefore, subject to price -
volatility caused by weather, market conditions and other factors which are not considered predictable-or within
our control. Although many of the products purchased are subject to changes in commodity prices, certain
purchasing contracts or pricing arrangemenits have been negotiated in advance to minimize price volatility.
Where possible, we use these types of purchasing techmques to control costs as an alternative to using' financ1al
instruments to hedge commodity prices. In many cases, we believe we will be able to address commodrty cost’
increases that are significant and appear to be long-term in nature by adjusting our menu pncmg However long-
term iricreases in commodity prices may result in lower restaurant-level operating margins.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

 The financial statements and supplementary data of Carrols Restaurant Group, Inc. and Carrols Corporatlon
required by this Item are descrlbed in Item 15 of this Annual Report on Form 10- K and are presented begmmng
on page F-1.

ITEMY9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND-
FINANCIAL DISCLOSURE

‘Not apphcable

ITEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures. Our senior management is responsible for establishing and
maintaining disclosure controls and procedures (as defined in Rule 13a-15(e) and Rule 15d-15(e) under the
Securities Exchange Act of 1934, as amended (the “Exchange Act™)), designed to ensure that information
required to be disclosed by us in the reports that we file or submit under the Exchange Act is recorded, processed,
summarized and reported, within the time periods specified in the Securities and Exchange Commission’s rules
and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to
ensure that information required to be disclosed by an issuer in the reports that it files or submits under the
Exchange Act is accumulated. and communicated to the issuer’s management, including its principal executive
officer or officers and principal financial officer or officers, or persons performing similar functions, as .
appropriate to allow timely decisions regarding required disclosure.

Evaluation of Disclosure Controls and Procedures. We have evaluated the effectiveness of our disclosure
controls and procedures (as defined in Rules 13a-15(¢) and 15d-15(e) under the Exchange Act) as of the end of
the period covered by this report, with the participation of our Chief Executive Officer and Chief Financial
Officer, as well as other key members of our management. Based on this evaluation, our Chief Executive Officer
and Chlef Financial Officer concluded that our disclosure controls and procedures were effective as of January 2,
2011.

Changes in Internal Control over Financial Reporting. No changes occurred in our internal control over
financial reporting during the fourth quarter of 2010 that materially affected, or is reasonably likely to materially
affect, our internal control over financial reporting.
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Management’s'Report on:Internal Control Over Financial Reporting.

Our senior management is responsible for establishing and maintaining adequate internal control over
financial reporting (as defined in Rule 13a-15(f) and Rule 15d-15(f) under the Exchange Act), designed to ensure
that information required to be disclosed by us in the reports that we file or submit under the Exchange Act is
recorded, processed, summarized and reported w1thm the time penods specified in the Securities and Exchange
Commlsswn S rules and forms. a »

Because of inherent limitations, a system of internal control over financial reporting may not prevent or : -
detect misstatements. Also, projections of any evaluation of effectiveness to - future periods are subject to the risk
that controls may become inadequate because of changes in conditions, -or that the degree of comphance w1th the
policies:or procedures may deteriorate. : : :

Management has evaluated the effectiveness of its internal control over ﬁnancml reportmg as of January 2,
2011 based on the criteria set forth in a report entitled Internal Control—Integrated Framework, issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on this evaluation, we
have concluded that, as of January 2, 2011 our 1nternal control over ﬁnancml reportmg was effectlve based on
those cnter1a o

“Our independent‘registered public accounting firm, Deloitte & Touche LLP, has issued an audit report o’
the effectiveness of our internal control over financial reporting and their report is included herein.
_ ThlS annual report does not. mclude an attestatlon report of Carrols ‘registered pubhc accountmg firm
regardlng 1ntemal control over financial reporting of Carrols. Carrols’ management report was not subJect to.

attestation by Carrols reglstered public accountmg firm pursuant to rules of the Securities and Exchange B
Comrmss1on that permlt Carrols to provide only management s report in this annual report.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Carrols Restaurant Group, Inc.
Syracuse; NY i

We have audifed the internal control over financial reporting of Carrols Restaurant Group, Inc.‘fand'
subsidiary (the “Company”) as of January 2, 2011, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. The - ...

Company’s management is responsible for maintaining effective internal control over financial reporting.and for -

its assessment of the effectiveness of internal control over financial reporting, included in the accompanying. . ..::
Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to express:an-opinion
on the Company’s internal control over financial reporting based on our audit.

We conducted our aud1t in accordance w1th the standards of the Pubhc Company Accountlng Over51ght
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective 1ntemal control over financial reporting was mamtalned in all material respects Our
audit included obtaining an understandlng of internal control over financial reporting, assessing the risk that a

material weakness exists, testing and evaluating the design and operating effectiveness of internal control based

on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit prov1des a reasonable basis for our opinion. o N TR

A company’s internal control over financial reporting is a process designed by, or under the supervision of,
the company’s principal executlve and principal financial officers, or persons performing similar functions, and

effected by the company’s board of directors, management, and other personnel to provide reasonable assurance '
regarding the reliability of financial reporting and the preparatlon of financial statements for external purposes in"

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

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of January 2, 2011, based on the criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements and financial statement schedules as of and for the year
ended January 2, 2011 of the Company and our report dated March 18, 2011 expressed an unqualified opinion on
those financial statements and financial statement schedules.

/s/ Deloitte & Touche LLP

Rochester, NY
March 18, 2011
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ITEM 9B. OTHER INFORMATION

None
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PART III

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
Incorporated by reference from our Definitive Proxy Statement to be filed in connection with the 2011
Annual Meeting of Stockholders.

We have adopted a written code of ethics applicable to our directors, officers and employees in accordance
with the rules of The NASDAQ Stock Market and the SEC. We make our code of ethics available free of charge
through our internet website, www.carrols.com. We will disclose on our website amendments to or waivers from
our code of ethics in accordance with all applicable laws and regulations.

ITEM 11. EXECUTIVE COMPENSATION

Incorporated by reference from our Definitive Proxy Statement to be filed in connection with the 2011
Annual Meeting of Stockholders.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

Equity Compensation Plans

The following table summarizes the equity compensation plans under which our common stock may be
issued as of December 31, 2010. Our stockholders approved all plans.

Number of securities to be Number of securities
issued upon exercise of Weighted-average exercise remaining available for
outstanding options, price of outstanding furture issnance under
warrants, and rights options equity compensation plans

Equity compensation plans approved :
by security holders ............. , 2,633,717 $9.17 584,707
Equity compensation plans not
approved by security holders ..... —

Total ............ .ol 2,633,717

584,707

g
\©
—
~J

!

Incorporated by reference from our Definitive Proxy Statement to be filed in connection with the 2011
Annual Meeting of Stockholders.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

Incorporated by reference from our Definitive Proxy Statement to be filed in connect1on with the 2011
Annual Meeting of Stockholders.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Incorporated by reference from our Definitive Proxy Statement to be filed in connection with the 2011
Annual Meeting of Stockholders.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) (1) Financial Statements—Carrols Restaurant Group, Inc. and Subsidiary

Page
CARROLS RESTAURANT GROUP, INC. AND SUBSIDIARY
Report of Independent Registered Public Accounting F1rm ............... Lo ' F-1
Financial Statements: : :
Consolidated Balance Sheets ..................... ceea e e F-2
Consolidated Statements of Operatlons ............................... F-3
Consolidated Statements of Changes in Stockholders’ Equ1ty (Deficit) s F-4
Consolidated Statements of CashFlows . ........... ... .o, F-5
Notes to Consolidated Financial Statements . ........... FE F-6 to F-28
(a) (2) Financial Statement Schedules
Schedule  Description . i’age
I Condensed Financial Informatlon of Carrols Restaurant Group, Inc F-29 to F-32
I Valuation and Quahfylng Accounts _— F-33
(b (1) Financial Statements—Carrols Corporation and Subsidiaries
Page
CARROLS CORPORATION AND SUBSIDIARIES 7 o
Report of Independent Registered Public Accounting Firm . .................. F-34
Financial Statements: '
Consolidated Balance Sheets ............... e e F-35
Consolidated Statements of Operations .................coovvnn. AT F-36
Consolidated Statements of Changes in Stockholder’s Equity (Deficit) .. ... E-37
Consolidated Statements of Cash Flows . ............ ... o iviiit. F-38
Notes to Consolidated Financial Statements . . ................ovie. F-39to F-71
(b (2) Financial Statement Schedule
Schedule  Description Page
1 Valuation and Qualifying Accounts : o F-72

Schedules other than those listed are omitted for the reason that they are not required, not applicable, or the
required information is shown in the financial statements or notes thereto. :
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(a) (3) Exhibits

Exhibit
Number

“EXHIBIT-INDEX

.+ Description

3.1

32

33

34

4.1"' ’

4.2

43

4.4
4.5

46
47

10.1
10.2

10.3

Form of Restated Certificate of Incorporation of Carrols Restaurant Group, Inc. (incorporated-by
reference to Exhibit 3.1 to Carrols Restaurant Group Inc.’s Registration Statement on Form S-1, as
amended (Registration No. 333-137524))

Form of Amended and Restated By-laws of Carrols Restaurant Group, Inc. (incorporated by
reference to Exhibit 3.2 to Carrols Restaurant Group Inc.’s Reglstratlon Statement on Form S-1, as
amended (Reglstratlon No. 333-137524) ~

Restated Certificate of Incorporation of Carrols Corporation (incorporated: by reference to Exhibit
3.(3)(a) to Carrols Corporation’s 1987 Annual Report on Form 10-K)

Restated By-laws of Carrols Corporation (incorporated by reference to:Exhibit 3.(3)(b) to Carrols - . .
Corporation’s 1986 Annual Report on Form 10-K)

Form of Registration Agreement by and among Carrols Restaurant Group, Inc., Atlantic Restaurants,
Inc., Madison Dearborn Capital Partners, L.P., Madison Dearborn Capital Partners II, L.P., Alan
Vituli, Daniel T. Accordino and Joseph A. Zirkman (incorporated by reference to Exhibit 10.24 to
Carrols Corporation’s 1996 Annual Report on Form 10-K)

Registration Rights Agreement, relating to the 9% Senior Subordinated Notes, dated as of
December 15, 2004 by and among Carrols Corporation, the Guarantors named therein, J.P. Morgan
Securities Inc., Banc of America Securities LLC, Lehman Brothers Inc., Wachovia Capital Markets,
LLC and SunTrust Capital Markets, Inc. (incorporated by reference to Exhibit 10.1 to Carrols
Corporation’s Form 8-K filed on December 21, 2004)

Indenture governing the 9% Senior Subordinated Notes due 2013;.dated as rof'Décember 15, 2004,
between Carrols Corporation, the Guarantors named therein and The Bank of New York, as Trustee
(incorporated by reference to Exhibit 10.2 to Carrols Corporatlon s Form S-K filed on December 21,
2004) . .

Form of 9% Senior Subordinated Note due 2013 (incorporated by reference to Exhibit 4.5)

Form of Stock Certificate for Common Stock (incorporated by reference to Exhibit 4.7 to Carrols
Restaurant Group Inc.’s Registration Statement on Form S-1, as amended (Registration
No. 333-137524))

Form of First Supplement to Indenture by and between Carrols Corporation and The Bank of New
York (incorporated by reference to Exhibit 4.8 to Carrols Restaurant Group Inc.’s Registration

- Statement on Form S-1, as amended (Registration No. 333-137524))

Second Supplement to Indenture dated as of May 29, 2008 by and among Carrols Corporation,
Carrols LLC and The Bank of New York (incorporated by reference to Exhibit 10.1 of Carrols
Restaurant Group, Inc.’s and Carrols Corporation’s Form 10-Q filed on August 6, 2008)

Carrols Corporation Retirement Savings Plan dated April 1, 1999 (incorporated by reference to
Exhibit 10.29 to Carrols Corporation’s 1999 Annual Report on Form 10-K) (1)

Carrols Restaurant Group, Inc. 2001 Taco Cabana Long-Term Incentive Plan (incorporated by
reference to Exhibit 10.21 to Carrols Corporation’s December 31, 2003 Annual Report or 10-K) (1)

Carrols Corporation Retirement Savings plan July 1, 2002 Restatement (incorporated by reference to
Exhibit 10.29 to Carrols Corporation’s September 29, 2002 Quarterly Report on Form 10-Q) (1)

66



Exhibit
Number

Description

) 104
10.5
106

10.7

10.8 S

10.9

10.10

10.11

10.12 .

10.13 -

10.14.

10.15

10.16. ..

Addendum incorporating EGTRRA Compliance Amendment to Carrols Corporation Retlrement
Savings Plan dated September 12, 2002 (incorporated by reference to Exhibit 10.30 to Carrols
Corporation’s September 29, 2002 Quarterly Report on Form 10-Q) (1) -

First Amendment, dated as of January 1, 2004, to Carrols Corporation Retirement Savings Plan
(incorporated by reference to Exhibit 10.35 to Carrols Corporatlon s December 31, 2003 Annual-
Report'on Form 10-K) (1)

Carrols Restaurant Group, Inc. First Amended and Restated 1998 Pollo Tropical Long-Term
Incentive Plan (incorporated by reference to Exhibit 10.37 to Carrols Corporatron s December 31,
2003 Annual Report on Form 10-K) (1) o

.. Amendment to Carrols Restaurant Group, Inc. 1998 Pollo Tropical Long-Term Incentive Plan
. ..:(incorporated by reference to-Exhibit 10.1 to Carrols Corporation”s Form 8-K filed on November 1,

2004) (1)

' Améndment to Carrols Restaurant Group, Inc. 2001 Taco Cabana Long—Term Incentive Plan

(mcorporated by reference to Exhibit 10. 2 to Carrols Corporatlon § Form 8-K ﬁled on November 1,
2004) (1)

Form of Stock Award Agreement of Carrols Restayrant Group, Inc. dated as of May 3 2005
(mcorporated by reference to exhibit 10.38 to Carrols Corporatlon s 2004 Annual Report on
Form 10-K) (1) » ,

Form of Exchange Agreement dated as of May 3, 2005 by and between Carrols Restaurant Group,
Inc. -and-Vituli Family Trust (incorporated by reference to exhibit 10.39 to Carrols Corporation’s.
2004 Annual Report on Form 10-K) Q)

Form of Stock Award Agreement dated as of May 3, 2005 by and between Carrols Restaura.nt Group,
Inc. and Daniel T. Accordino (1ncorporated by reference to exhibit 10.40 to Carrols Corporation’s
2004 Annual Report on Form 10-K) (1)

2006 Stock Incentive Plan (incorporated by reference to Exhibit 10.27 to Carrols Restaurant Group

. Inc.’s.Registration Statement on Form-S-1, as amended (Registration No.. 333-137524)) (1)

Form of Change of Control/Severance Agreement (incorporated by reference to Exh1b1t 10.3 to
Carrols Restaurant Group Inc.’s Registration Statement on Form S-1, as amended (Registration
No 333- 137524)) ¢))

N Form of Agreement by and among Carrols Restaurant Group, Inc., Madrson Dearborn Capital

Partners, L.P., Madison Dearborn Capital Partners, II, L.P., BIB Holdings (Bermuda) Ltd.,

Alan Vituli, Daniel T. Accordino and Joseph A. Zirkman (incorporated by reference to Exhibit 10.31
to Carrols Restaurant Group Inc.’s Registration Statemnent on Form S-1, as amended (Registration
No. 333-137524)).

Form of Amendment No. 1 to Registration Agreement, by and among Carrols Restaurant Group,
Inc.; Madison Dearborn Capital Partners, L.P., Madison Dearborn Capital Partners, II, L.P., BIB
Holdings (Bermuda) Ltd., Alan Vituli, Daniel T. Accordino and Joseph A. Zirkman (incorporated by
reference to Exhibit 10.32 to Carrols Restaurant Group Inc.’s Reglstratlon Statement on Form S-1, as
amended (Registration No. 333-137524))

Loan Agreement dated as of March 9, 2007 among Carrols Corporation, Wachovia Bank, National
Association, Bank of America, N.A., Raymond James Bank, FSB, Wells Fargo Bank National

~ Association, Manufacturers, Traders Trust Company and each of the lenders who are or may from

time to time become a party thereto (incorporated by reference to Exhibit 10.1 to Carrols Restaurant
Group, Inc.’s Form 8-K filed on March 13, 2007)
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10.17 -

10.18

10.19

1020 -

10.21

10.22

10.23

1024

10.25

14.1

21.1

23.1

31.1
312
313
31.4

321

Pledge Agreement dated as of March 9, 2007 among Carrols Restaurant Group,.Inc., Carrols -
Corporation and the Subsidiary Pledgors (as defined therein) in favor of Wachovia Bank, N.A.
(incorporated by reference to Exhibit 10.2 to Catrols Restaurant Group, Inc.’s Form 8-K filed on

~ March 13, 2007)

Parent Guaranty Agreement dated as of March 9, 2007 by Carrols Restaurant Group, Inc in favor of
Wachovia Bank, N.A. (incorporated by reference to Exhibit 10.3 to Carrols Restaurant -Group, Inc.’s
Form 8-K filed on March 13, 2007)

~ Subsidiary Guaranty Agreement dated as of March 9, 2007 among each of the Subs1d1ary Guarantors

(as defined in the Subsidiary Guaranty Agreement) in favor of the Agént (incorporated by reference
to Exhibit 10.4 to Carrols Restaurant Group, Inc.’s Form 8-K filed on March 13, 2007)-"

First Amendment to Loan Agreement dated as of July-2, 2007 (incorporated by refererice to Exhibit
10.1 to Carrols:Restaurant Group; Inc.’srand Carrols Corporation’s Form 10-Q filed:on August 10,
2007.) L

Amended and Restated Employment Agreement dated as.of December 13, 2008 by .and among -
Carrols Restaurant Group, Inc., Carrols Corporation and Alan Vituli (1) (incorporated by reference to
Exhibit 10.21 to Carrols Restaurant Group’s and Carrols Corporation’s 2008 Annual Report on

Form 10-K)

Amended and Restated Employment Agreement dated as of December 13, 2008 by and among
Carrols Restaurant Group, Tnc., Carrols Corporatlon and Daniel T. Accordino (1) (incorporated by
reference to Exhibit 10.22 to Carrols Restaurant Group s and Carrols Corporatron s 2008 Annual
Report on Forrn 10 -K) .

Amended and Restated Carrols Corporatlon and Subs1d1anes Deferred. Compensatron Plan dated
December 1, 2008 (1) (incorporated by reference to Exhibit 10.23 to Carrols Restaurant, Group’s and
Carrols Corporation’s 2008 Annual Report on Form 10- K)

J omder Agreement dated as of May 28, 2008 by and among Carrols Corporatron certam subsrdranes
of Carrols Corporation, Carrols Restaurant Group, Inc., Carrols LLC and Wachovia Bank National
Association (incorporated by reference to Exhibit 10.2 of Carrols Restaurant Group, Inc s and
Carrols Corporation’s Form 10-Q filed on-August 6, 2008.) : : o

Registration Rights Agreement, dated as of June 16, 2009, by and among Carrols Restatrant Group,
Inc., Jefferies Capital Partners IV LP, Jefferies Employee Partners IV LLC and JCP Partners IV LLC
(1ncorporated by reference to Exhibit 4.1 of Carrols Restaurant Group, Inc.’s and Carrols '
Corporation’s Form 10-Q filed on August 5, 2009)

Carrols Restaurant Group, Inc. and Carrols Corporation Code of Ethics (mcorporated by reference to

’ Exhrbrt 14:1'to Carrols Restaurant Group’s and Carrols Corporatlon ] 2006 Annual Report on Form10-K)

List of Subsrdranes*
Consent of Deloitte & Touche LLP#*
Chief Executive Officer’s Certificate Pursuant to Section 302 of the Sarbanes- Oxley Act of 2002 for

. Carrols Restaurant Group, Inc. *

Chief Financial Officer’s Certificate Pursuant to Section 302 of the Sarbanes Oxley Act of 2002 for

© Carrols Restaurant Group, Inc.*

Chief Executive Officer’s Certificate Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 for
Carrols Corporation*

Chief Financial Officer’s Certlﬁcate Pursuant to Sectron 302 of the Sarbanes Oxley Act of 2002 for

- Carrols Corporation*
Chief Executive Officer’s Certificate Pursuant to 18 U. S C. Sectron 1350, as Adopted Pursuant to

Section 906 of the Sarbanes- ‘Oxley Act of 2002 for Carrols Restaurant Group, Inc.* _’ -
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322

323

324

Chief Financial Officer’s Certificate Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 for Carrols Restaurant Group, Inc. *

Chief Executive Officer’s Certificate Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 for Carrols Corporation*

Chief Financial Officer’s Certificate Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 for Carrols Corporation*

(1) Management contract or compensatory plan or arrangement identified pursuant to this feport.
*  Filed herewith.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Carrols Restaurant Group, Inc.
Syracuse, NY -

We have audited the accompanying consolidated balance sheets of Carrols Restaurant Group, Inc. and
subsidiary (the “Company”) as of January 2, 2011 and January 3, 2010, and the related consolidated statements
of .operations, changes in stockholders’ equity (deficit), and cash flows for each of the three years in the ;period
ended January 2, 2011. Our audits also included the financial statement schedules listed in the Index at Item 15.
These financial statements and financial statement schedules are the responsibility of the Company’s -
management. Our responsibility is to express an opmlon on the financial statements and ﬁnancml statement
schedules based on our aud1ts

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes. exmmmng, 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 the Company as of January 2, 2011 and January 3, 2010, and the results of its operations and its cash
flows for each of the three years in the period ended January 2, 2011, in conformity with accounting principles
generally accepted in the United States of America. Also, in our opinion, such financial statement schedules,
when considered in relation to the basic consolidated financial statements taken as a whole, present fairly, in all
material respects, the information set forth therein. '

. We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the Company’s internal control over financial reporting as of January 2, 2011, based on the
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated March 18, 2011 expressed an unqualified
opinion on the Company’s internal control over financial reporting.

/$/ Deloitte & Touche LLP

Rocﬁester, NY
March 18, 2011




CARROLS RESTAURANT GROUP, INC. AND: SUBSIDIARY
CONSOLIDATED BALANCE SHEETS
December 31, 2010 and 2009
(in thousands of dollars except share and per share amounts)

December 31,

2010 2009
: ASSETS' '

Current assets: ’ . : ' '

Cash and cashequivalents .. .................... e e SRR .. $ 3144 $ 4 402

Trade and other recelvables ................... e e 5,213 : 5,971

Inventories .. .......iveeuiieinnnne e e P -+ 5203 - 5935

Prepaid TNt .. ..o oottt e e e PR . 4,018 . 3,928

Prepaid expenses and other current assets .............c..ieriuiannnnnaonn.. 5,349 . 4,835

Refundable INCOME taXES . v vttt e ettt ettt e ettt et et 869 1,185

Deferred income taxes (Note 10) ... ... e L. 4,609 4,834
Lo Total current assets .............. e e . 28,405 = 31,090
Property and equipment, net (Note 2) ........ e ereee... 186,850 192,724
Franchise rights, net (Note 3) ............... e 70,432 73,674
Goodwill(Note 3) ... ... ... . coiiiennn e e e e e 124 934 124, 934
Intangible assets, net ................... e eldlea. 419 543
Franchise agreements, at cost less accumulated amortization of $6,102 and $5,854, ‘

TESPECHVELY . ..\ttt e e 5,629 5,924
Deferred income taxes (Note 10) . ... ..ottt ettt it et e e eeeanenann 1,949 1,935
Other assets ....... e --7,684 - 9,153
Total assets .......couvvvennennnn. e e e e $426,302 $439,977

LIABILITIES AND STOCKHOLDERS’ EQUITY I
Current liabilities: _ S ‘
Current portion of long-term debtNote 7). ...ovven i, e $ 15,538 $ 12,985
Accountspayable....................................;..:-;.'.‘; ..... 13,944 15,983
AcCrued IMterest . . ..ottt 6,853 6,880
Accrued payroll, related taxes and benefits: .. ........ . ... .. e i e e e . 19,504 0 221,454
Accruedreal estate taxes . ................ e eemiaeeaereaans e, 4,778 . 4,780
* Other ljabilities ........,... ceen e P R ., 1,434 9,061
‘Total current 11ab1ht1es e et e 68,051 71,143
Long-term debt, net of current portion Note 7) ...........oooivunn. ... e 237914 260,108
Lease financing obligations (Note 8) . ....... ...ttt 10,061 9,999
Deferred income—sale-leaseback of real estate (Not€ 6) .. ........civivinennnnnenn. - 40,472 43,088
Accrued postretirement benefits Note 15) ................... A 1,845 1,914
Other liabilities (NOLE 5) .. ..ottt it i e i e e i ta e aeens 23,052 22,321
Total Habilities .. ... ie ittt e it it et e e 381,395 408,573
Commitments and contingencies (Note 13)
Stockholders’ equity (Note 11):
Preferred stock, par value $.01; authorized 20,000,000 shares, issued and
outstanding—TIONE . ... ...ttt e e — —
Voting common stock, par value $.01; authorized 100,000,000 shares, issued and
outstanding—21,632,402 and 21,611,707 shares, respectively ................ 216 216
Additional paid-incapital ........... .. . e 3,474 1,759
Retained earnings ............. e e e et 39,823 27,907
Accumulated other comprehensive income (Note 15) ......................... 1,535 1,663
Treasury StOCK, 8t COSt .. ..ottt ettt et i et e (141) (141)
Total stockholders’ equity ... ......ccouiiniin ittt 44,907 31,404

Total liabilities and stockholders’ equity ............c.. .ottt iiininennennn. $426,302 $439,977

The accompanying notes are an integral part of these consolidated financial statements.
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CARROLS RESTAURANT GROUP, INC AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended DeCember 31; 2010, _2009 and 2008
" (in thousands of dollars except share and per share amounts)

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

F-3

2010 2009 2008
Revenues:
Restaurant SAles .. .. iv vttt i it it e et rnn e $ 794,611 $ 814,534 $§ 814,893
Franchise royalty revenuesandfees ...................... 1,533 1,606 - = 1,434
TOtAl TEVENUES . . .ottt t ettt ee et eaernenaenanans 796,144 816,140 816,327
Costs and expenses: ,
oSt Of SaAlES .+ i vttt i e e e 240,635 237,446 244,816
Restaurant wages and related expenses (including stock-based
compensation expense of $50, $215 and $233,
respectively) ... e 235,075 239,553 236,215
Restaurant rent expense (Note 6) ............coviiun.nn. 48,578 49,709 46,686
Other restaurant operating €Xpenses . .............covvun.n. 114,643 117,761 123,278
Advertising EXPEMSE .« .t vieeie it 30,362 31,172 31,329
General and administrative (including stock-based
compensation expense of $1,601, $1,196 and $1,706, : .
respectively) ........c..iiiiiiiiiinann e 51,021 51,851 52,663
Depreciation and amortization ...............ccoiiiiainn 32,459 32,520 32,436
Impairment and other lease charges (Note4) ................ 7,323 2,771 . 5,521
Otherincome (NOte 9) . . ... oottt et (444) (720) - (580)
Total Operating EXPenses . . ... ..coveureneenrenernennenns 759,652 762,063 - 772,364
Income from operations ..............c.ciiiiiiiiiiiiiiann 36,492 54,077 43,963
INEErESt EXPEISE . o v vt vt et et e eeet e s ean i aanns 18,805 - 19,638 28,033
Gain on extinguishment of debt (Note 7) ...................... — — (4,368)
Income before inCoOmMe taxes . ......cvviirneerennnnerenneens 17,687 34,439 20,298
Provision for income taxes Note 10) .............ccviiiien.n. 5,771 12,604 7,546
NEtIiMCOME . .ottt ettt et e e e e e e e e e et et $ 11,916 21,835 $ 12,752
Basic net income per share (Note 16) ...t $ 055 $ 101 $§ 059
Diluted net income per share (Note 16) ......... T -$ 055 $ 1.00 $ 0.59
Basic weighted average common shares outstanding (Note 16) . . ... 21,620,550 21,594,366 21,573,500
Diluted weighted average common shares outstanding (Note 16) ... 21,835,417 - 21,768,683 21,575,773




CARROLS RESTAURANT GROUP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY (DEFICIT)
Years Ended December 31, 2010, 2009 and 2008

(in thousands. of dollars.except share amounts) :
Voting Retained Accumulated Total
Common Voting Additional Earnings Other Stockholders’
Stock Common Paid-In (Accumulated Comprehensive Treasury Equity
Shares Stock Capital Deficit) Income Stock (Deficit)
Balance at January 1, 2008 ..... 21,571,565 $216  $(1,591) $(6,680) $1,361 $(141) - $(6,835)
-Stock-based. o e
- compensation .......... — — 1,939 — — — 1,939
Vesting of restricted °
shares ................ 20,897 — — — — — ‘
~ Comprehensive income: ' :
Netincome .......... — — — 12,752 — — 12,752
Change in S '
postretirement
benefit obligations,
net of tax of $378 . ,
(Note'15) ......... — — — — 603 — _ 603
Total comprehensive e
ncome .............. , v 13,355
Balance at December 31, 2008 .. 21,592,462 216 348 6,072 . 1,964 (141) . 8,459
Stock-based : o
compensation-. . . . ... . — — 1,411 — — — 1,411
Vesting of restricted . . -
shares ................ 19,245 — — ' — — —

"~ Comprehensive income: T
Netincome .......... L — — — 21,835 — — 21,835
Change in

postretirement
benefit obligations,
net of tax of $192 .
(Note 15). ......... — — — — (301) — (301)
- Total comprehensive
income .............. 21,534
Balance at December 31, 2009 .. 21,611,707 216 1,759 27,907 1,663 (141) 31,404
Stock-based ' ‘ , ,
. compensation ........... — — 1,651 — ‘ — — 1,651
Exercise of stock options . . . 15,422 64 : 64
- ~Vesting of restricted
~ "shares ..............:. 5273 — — — — — —
Comprehensive. income: : . o '
Netincome .......... — — — 11,916 — — 11,916
Change in
postretirement
benefit obligations,
net of tax of $98
(Note 15) ......... — — — — (128) — (128)
Total comprehensive
income ............... 11,788

Balance at December 31,2010 .. 21,632,402 $216 §$ 3,474  $39,823 $1,535 $(141)  $44,907

The accompanying notes are an integral part of these consolidated financial statements.
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CARROLS RESTAURANT GROUP, INC. AND SUBSIDIARY
"+ CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2010, 2009 and 2008
(in thousands of dollars)

2010 2009 2008
Cash flows provided from operating activities:
NELINCOMIE « . ettt ettt e et et e e e e e e et e et e e e e ettt aeee e $11916 $ 21,835 $ 12,752
Adjustments to reconcile net income to.net cash provided from operating activities:
Loss on disposals of property and equipment ..............ccoiiiiiiiaaia.. 612 121 542
Stock-based compensation . ......... e e e 1,651 1411 1,939
Impairment and other leasecharges . ............. ..o viiierinrnnnnnnnn. 7,323 2,771 5,521
Depreciation and amortization ... ... e e, 32,459 32,520 32,436
Amortization of deferred financingcosts ........ .. ... ... .. i 948 991 1,180
Amortization of unearned purchase discounts ...............c0ceeeiaiiiiiiaa.. — (2,149) (2,148)
Amortization of deferred gains from sale-leaseback transactions ................. (3,347) (3,178) . (2,212)
Gain on settlements of lease financing obligations ............................ — (133) (48)
Accretion of interest on lease financing obligations .................... U 62 47 229
Deferred income taxes . ..... e e e 299 5,010 3,396
Gain on extinguishmentofdebt ....................c.cccin.... e — — (4,368)
Changes in other operating assets and liabilities: ‘
Refundable inCome taXes . ... .. .vvietttiieiiieeien it eineeeennnannnns 316 (1,185) —
Accounts payable ... ... ... e e (2,199) (2,399) (1,383)
Accrued INTEIESt . ... v ot e 27) (862) (406)
Accrued payroll, related taxes and benefits .......... ... .. i i, (1,950) 6,023  (3,238)
Accrued InCOME taXes . .........ovvivunrennns N . = (2,099) 1,166
Other. ... O : (1,315) . 1,964 (712)
Net cash provided from operating aCtivities .. . . ... vvuvriiiiiiii e eniianneee., 46,748 60,688 44,646
Cash flows used for investing activities:
Capital expenditures: :
New restaurant development ...............c.ieeeiieeerneerannenanannennns (14,079) (9,696) (35,856)
Restaurantremodeling ........... ... i itiiriiii i e (12,226) (12,404) (11,610)
Other restaurant capital expenditures ... ....c.ovveirr et eerininneenneannns (9,355) (10,664) (8,420)
Corporate and restaurant information systems ... ..........c.cctiiiiiinia.. (1,387) (4,180) (6,522)
Total capital expenditures .............. i ittt (37,047)  (36,944)  (62,408)
Properties purchased for sale-leaseback .. .......oovvvittiiiiiiinineneeenaana, (3,735) (2,906) —
Proceeds from sale-leaseback transactions . .. .........vvetiiiiiiiiii 12,442 8,662 14,642
Proceeds from sales of other properties ................ ... it — 819 119
Net cash used for investing activities .. ... ....... ...t itierriie it (28,340) (30,369) (47,647)
Cash flows used for financing activities:
Borrowings on revolving credit facility ...:.....ovveirneriiiiiiiiii it 97,100 102,300 142,100
Repayments on revolving credit facility ................. oo i, (99,000) (118,400) (124,100)
Scheduled principal payments onterm1oans . ..........oovtiierveanrerineeannannn (11,727) (12,000) (3,000)
Principal pre-paymentsonterm1oans ..............iviinian... P e . 6,023) - — —
Principal payments on capital Ieases ..............iviiiiiiiieiiiei i (80) (102) (146)
Proceeds from stock Option €Xercises .. ........ouevreeiineireenienriannannnns, 64 — —
Proceeds from lease financing obligations .. ..........c.oiiiiiiiiei i, — 835 —
Settlement of lease financing obligations . ... ......covuurrrereeer i, — (1,945) (5,500)
Financing costs associated with issuance of lease financing obligations ................ = 4) —
Repurchase of senior subordinated nOtes ... ....ovveitin e iiie it — —_ (10,350)
Net cash used for financing activities . . .. .....vte et iie i iie e iii e eiieeenneens ' (19,666) (29,316) (996)
Net increase (decrease) in cash and cash equivalents ................c.ccuiiieeennnnnnnn. (1,258) 1,003 (3,997)
Cash and cash equivalents, beginning of year ...............cociiiiiiiiiiiiiiinan... 4,402 3,399 7,396
Cash and cash equivalents,end of year ..............ivvitriiiiiiirrerreeinnennnnn. $ 3,144 $ 4402 $ 3,399
Supplemental disclosures: )
Interest paid on long-termdebt ............ e e e e e e $16908 $ 18433 §$ 22475
Interest paid on lease financing obligations .............c..oitiiiiireiiiieanan... $ 914 $§ 1,163 $ 4,603
Accruals for capital expenditures ............... .o i i $ 613 § 453  $ 860
Income taxes paid, met .. ....... ... ..ttt e e $ 5124 $ 10877 $ 2,985
Capital lease obligationsincurred ............ ... ot $ 123 $ — % 158
Non-cash reduction of assets under lease financing obligations due to lease
AMENAIMENTS L ..ot vttt ettt et e e et ettt e ettt e e et e $ — $ 2362 $ 23,339
Non-cash reduction of lease financing obligations due to lease amendments ............ $ — $ 3713 $ 32,565

The accompanying notes are an integral part of these consolidated financial statements.
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CARROLS RESTAURANT GROUP, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2010, 2009 and 2008
(in thousands of dollars, except share and per share amounts)

1. Description' of Business and Summary of Significant Accounting Policies

Basis of Consolidation. The consolidated financial statements presented herein include the accounts of
Carrols Restaurant Group, Inc. (“Carrols Restaurant Group” or the “Company”) and its wholly-owned subsidiary
Carrols Corporation (“Carrols”). Carrols Restaurant Group is a holding company and.conducts all of its-
operations through Carrols and its wholly-owned subsidiaries. Unless the context otherwise requires, Carrols
Restaurant Group, Carrols and the direct and indirect subsidiaries of Carrols are collectively referred to as the
“Company.” All intercompany transactions have been eliminated in consol1dat10n

The difference between the consolidated financial statements of Carrols Restaurant Group and Carrols is
due to additional rent expense of approximately $6 per year for Carrols Restaurant Group and the composmon of
stockholders’ equity.

Fiscal Year. The Company uses a 52-53 week fiscal year ending on the Sunday closest to December 31. All
references herein to fiscal years ended December 30, 2008, January 3, 2010 and January 2, 2011 will be referred
to as fiscal years ended December 31, 2008, 2009 and 2010, respectively. The fiscal year ended December 31,
2009 contained 53 weeks and the fiscal years ended December 31, 2010 and 2008 each contained 52 weeks.

Business Description. At January 2, 2011, the Company operated, as franchisee, 305 quick-service
restaurants under the trade name “Burger King” in 12 Northeastern, Midwestern and Southeastern states. At
January 2, 2011, the Company also owned and operated 91 Pollo Tropical restaurants, of which 86 were in
Florida and five were in New Jersey, and franchised a total of 29 Pollo Tropical restaurants, 21 in Puerto Rico,
two in Ecuador, one in Honduras, one in the Bahamas, one in Trinidad and three on college campuses in Florida.
At January 2, 2011, the Company also owned and operated 155 Taco Cabana restaurants located primarily in
Texas and franchised two Taco Cabana restaurants in New Mexico, one in Texas and one in Georgia.

Use of Estimates. The preparation of the consolidated financial statements in conformity with accounting.
principles generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the dates of the financial statements. Estimates also affect the reported amounts of revenues and
expenses during the reporting periods. Significant items subject to such estimates and assumptions include:
accrued occupancy costs, insurance liabilities, income taxes, evaluation for impairment of goodwill, long-lived
assets and Burger King franchise rights and lease accountmg matters. Actual results could differ from those
estimates.

Cash and Cash Equzvalents The Company considers all highly liquid 1nvestments with an original maturity
of three months or less when purchased to be cash equivalents.

Inventories. Inventones primarily consisting of food and paper, are stated at the lower of cost (first-in, ﬁrst—
out) or market. Inventories are primarily comprised of food and paper.



CARROLS RESTAURANT GROUP, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
Years Ended December 31, 2010, 2009 and 2008
(in thousands of dollars; except share and per share amounts)

Property and Equipment: The Company capitalizes all direct costs incurred to construct and substantially
improve its restaurants. These costs are depreciated and charged to expense based upon their property a8
classification when placed in service. Property and equipment is recorded at cost. Repair and maintenance
activities are expensed as incurred. Depreciation and amortization is provided using the straight-line method over
the following est_imated useful lives:

Ovwnied buildings . Sl i 5to30years

Equlpment el eeeieieiaee... 3t07 years
Computer hardware and software ...............70. 3 to 7 years .
‘Assets subject to capltal leases e ..... Shorter of useful life or lease:t‘erm

Leasehold 1mprovements are deprecrated over the shorter of their estrmated useful lives or the underlying
lease term. In circumstances where an economic penalty would be presumed by the non-exercise of one or more
renewal options under the lease, the Company includes those renewal option. periods when determining the lease
term. For significant leasehold improvements made during the latter part of the lease term, the Company
amortizes those improvements over the shorter of their useful life or an extended lease term. The extended lease
term would consider the exercise of renewal options if the value of the improvements would imply that an
economic.penalty would be incurred without the renewal of the option. Building costs incurred for new
restaurants on leased land are depreciated over the lease term, which is generally a 20-year period.

Burger King Franchise Rights. For its previous Burger King restaurant acquisitions, the Company generally
allocated to franchise rights, an intangible asset, the excess of purchase price and related costs over the value
assigned to the net tangible and intangible assets acquired. Amounts allocated to franchise rights for éach
acquisition are amortized using the straight-line method over the average remaining term of the acquired
franchise agreements plus one twenty year renewal period_.

Burger King Franchise Agreements Fees for initial franchises and renewals are amortized us1ng the
straight-line method over the term of the agreement which is generally twenty years.

Goodw:ll Goodwill represents the excess of purchase price and related costs over the value assigned to the .
net tanglble and identifiable intangible assets of businesses acquired. Goodwill is not amornzed but is tested for
impairment at least annually as of December 31.

Long-Lived Assets. The Company assesses the recoverability of property and equipment, franchise rights
and intangible assets by determining whether the carrying value of these assets can be recovered over their
respective remaining lives through undiscounted future operating cash flows. Impairment is reviewed whenever
events or changes in circumstances indicate that the carrying amounts of these assets may not be fully
recoverable.

Deferred F inancing Costs. Financing costs incnrred in obtaining long-term debt and lease ﬁnancmg
obligations (included in other assets) are caprtahzed and amortized over the life of the related oblrgatlon as
interest expense using the effective interest method. -

Leases. All leases are reviewed for capital or operating classification at their inception. The majority of the
Company’s leases are operating leases. Many of the lease agreements contain rent holidays, rent escalation
clauses and/or contingent rent provisions. Rent expense for leases that contain scheduled rent increases is
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recognized on a straight-line basis over the lease term, including any-option periods included in the determination
of the lease term. Contingent rentals are generally based upon a percentage of sales or a percentage of sales in
excess of stipulated amounts and are generally not considered minimum rent payments but. are recogmzed as rent
expense when incuired. »

Lease Financing Obligations. Lease financing obligations pertain to real estate sale-leaseback transactions
accounted for under the financing method. The assets (land and building) subject to these obligations remain on
the Company’s consolidated balance sheet at their historical costs and such assets (excluding land) continue to be
depreciated over their remaining useful lives. The proceeds received by the Company from these transactions are
recorded as lease financing obligations and the lease payments are applied as payments of principal and
interest. The selection of the interest rate on lease financing obligations is evaluated at inception of the lease
based on the Company’s incremental borrowing rate adjusted to the rate required to prevent recognition of a
non-cash loss or negative amortization of the obligation through the end of the primary lease term.

Reveniie Recognition. Revenues from Company owned and operated restaurants are 'recegnized when
payment is tendered at the time of sale. Franchise royalty revenues associated with Pollo Tropical and Taco
Cabana restaurants are based on a percent of gross sales and are recorded as income when earned.

Unearned Purchase Discounts. Unearned purchase d1scounts are amortlzed as a reduction of cost of sales .
either over the life of the supplier contract or the estimated purchase commitment period. In 2000, Burger King
Corporation arranged for the Coca-Cola Company and Dr. Pepper/Seven-Up, Inc. to provide funding to
franchisees in connection with certain initiatives to upgrade restaurants. The. Company received approximately
$19.8 million in 2000 and $1.6 million in 2001 under this arrangement with these suppliers. The total amount of
these purchase discounts amortized for each of the years ended December 31, 2009 and 2008 was $2.2 million.
As of December 31, 2009 these purchase discounts were fully amortized. ‘

. Income Taxes. Deferred tax assets and liabilities are based on the difference between the financial statement
and tax bases of assets and liabilities as measured by the tax rates that are anticipated to be in effect when those
differences reverse. The deferred tax provision generally represents the net change in deferred tax assets and
liabilities during the period. The effect on deferred tax assets and liabilities of a change in tax rates is recogmzed
in the results of operations in the period that includes the enactment date. A valuation allowance is established
when it is necessary to reduce deferred tax assets to amounts for which realization is more likely than not. The
Company recognizes the tax benefit from an uncertain tax position only if it is more likely than not that the tax
position will be sustained on examination by the taxing authorities, based on the technical merits of the position.
The Company and its subsidiary file a consolidated federal income tax return.

Advertising Costs. All advertising costs are expensed as incurred.”

Cost of Sales. The Comparly includes the cost of food, beverage and paper, net of any discounts, .in cost of
sales.

Pre-opening Costs. The Company’s pre-opening costs are expensed as incurred and generally 1nc1ude
payroll costs associated with opening the new restaurant, rent and promotional costs.

Insurance. The Company is insured for workers’ compensation, general liability and medical insurance
claims under policies where it pays all claims, subject to stop-loss limitations both for individual claims and
claims in the aggregate. Losses are accrued based upon the Company’s estimates of the aggregate liability for
claims based on Company experience and certain actuarial methods used to measure such estimates. The
Company does not discount any of its self-insurance obligations.
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Fair Value of Financial Instruments. Fair value is defined as the price that would:be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants on the measurement date. In .
determining fair value, the accounting standards establish a three level hierarchy for inputs used in measuring fair
value as follows: Level 1 inputs are quoted prices in active markets for identical assets or liabilities; Level 2
inputs are observable for the asset or liability, either directly or indirectly, including quoted prices in active
markets for similar assets or liabilities; and Level 3 inputs are unobservable and reflect our own assumptions.
The following methods were used to estimate the fair value of each class of financial 1nstruments for which it is
practicable to estimate the fair value: "

*  Current Assets and Liabilities. The carrying value of cash and cash equivalents and accrued hablhtles
approx1mates fa1r value because of the short maturity of those instruments.

*  Senior Subordmated Notes. The falr values of outstanding : senior subordinated notes are based on
quoted market prices. The fair values at December 31, 2010 and 2009 were approximately $165.4
million and $167.5 million, respectively.

- Revolving and Term Loan Facilities. Rates and terms under Carrols’ senior credit facility are favorable
to debt with similar terms and maturities that could be obtained, if at all, at December 31,2010. Given
the lack of comparative information regarding such debt, including the lack of trading in our Term A
debt, it is not practicable to estimate the fair valué of our existing borrowings under Carrols’ senior
credit facility at December 31, 2010 and 2009.

See Note 4 for discussion of tﬁe fair value measurement of non-financial assets.

Net Income per Share Basic net income per ‘share is computed by dividing net income for the period by the _
weighted average number of common shares outstanding during the period. Diluted net 1ncome per share is
computed by dividing net income for the period by the weighted average number of common shares outstanding
plus the dilutive effect of outstanding:stock options.using the treasury stock method.

Stock-Based Compensation. The Company applies the Black-Scholes valuation model in determining the
fair value of stock options granted to employees, which is then amortized on a straight-line basis to compensation
expense over the requisite service period. For restricted stock awards, the fair market value of the award,
determined based upon the closing value of the Company’s stock price on the grant date, is recorded to,
compensation expense on a straight-line basis over the vesting period.

The Company has adopted an incentive stock plan under which incentive stock options, non-qualified stock
options and restricted shares may be granted to employees and non-employee directors. On an annual basis, the
Company has granted incentive stock options, non-qualified stock options and restricted shares under these
plans. The stock options granted generally vest at 20% per year and expire seven years from the date of grant.
Restricted shares granted to employees generally vest 100% after three years and restricted shares granted to
non-employee directors generally vest at varying rates over two to five years. The fair value of shares granted is
determined based on the Company’s closing stock price on the date of grant. Stock-based compensation related
to these grants totaled $1.7 million, $1.4 million and $1.9 million in 2010, 2009 and 2008, respectively.
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- The weighted average fair-value of the options granted in 2010, 2009-and 2008 was $3.03; $1.19 and $2.64,
respectlvely, which was estimated using the Black Scholes optlon pncmg model with the followmg welghted-
average assumptions: Co : : foe E '

2010 2009 B 2008

Risk-free interestrate ......... e 232%, 136%  3.06%
Annual dividend yield ........ e 0% 0% 0%
Expectedterm .............. S 48 years  4.8years . 4.8 years

Expected volat111ty ............................. 53% 49% 33%

The assumptlons 1nclude the risk-free rate of interest, expected d1v1dend y1e1d expected volat111ty and the
expected term of the award. The risk-free rate of interest was based on the zero coupon U.S. Treasury bond rates
appropriate' for the expected term of the award. There are no expected dividends as the Company does not
currently plan to pay dividends on its common stock. Expected stock price volatility was based on the expected
volatility of a peer group that had actively traded stock during the period immediately precedmg the share-based
award grant. The expected term is estimated by using the actual contractual term of the awards and the expected
length of time: for the employees to exercise the awards. Compensation expense is recognized only for those
options expected to vest, with forfeitures estimated based on the Company’s historical expetience and future
expectations. ‘Also see Note 11 to the consolidated financial statements. .

Gift cards. The Company sells gift cards to its customers in its restaurants and through selected third parties.
The Company recognizes revenue from gift cards upon redemption by the customer. The gift cards sold to its
Pollo Tropical and Taco Cabana customers have no stated expiration dates and are subject to escheatment rights
in certain states. Proceeds from the sale of gift cards at the Company’s Burger King restaurants are remitted to
Burger ng Corporation. Revenues from gift card breakage or from inactive gift cards related to Pollo Troplcal _
and Taco Cabana are not material to the Company’s consohdated financial statements

Subsequent Events. The Company reviewed and evaluated for:subsequent events through the issiance date
of the Company s financial statements. See Note 17 to the consolidated ﬁnancral statements

RecentAccountmg Pronouncements R : s T

There are currently no recent accounting pronouncements “which had or are expected to have a materlal
impact on the Company’s consolidated ﬁnancral statements as of the date of th1s report

2. Property and Equlpment
Property and equrpment at December 31 consisted of the followmg

December 31,

R . Co . L. 2010 .-2009 -
Land ... o I $ 24054 $ 21,588
Owned'buildings . . . .. e 25971 26,086
Leasehold improvements .. ... P e e 196,606 191,275
BQUIPINENE . . . vttt it e ittt 226,956 220,339
Assets subject to capital leases ............. ... .., 6,865 6,848

480,452 466,136
Less accumulated depreciation and amortization . . ............ (293,602) (273,412)

$ 186,850 $ 192,724
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Assets subject to capital leases primarily pertain to buildings leased for certain restaurant locations and
certain corporate equipment and had accumulated amortization at December 31; 2010 and 2009 of $5,906 and: .
$5,887, respectively. At December 31, 2010 and 2009, land of $4,175 and $4,176, respectively, and owned
buildings of $4,867 and $4,888 respectively, were subject to lease financing.obligations accounted for under the
lease financing method (See Note 8). Accumulated depreciation pertaining to owned buildings subject to lease
financing obligations at December 31, 2010 and 2009 was $1,883 and $1,690, respectively.

Depreciation expense for all property and equipment for the years ended December 31, 2010, 2009 and
2008 was $28,518, $28,563 and $28,427, respectlvely

3. Goodwill and Franchise Rights

. Goodwill. The Company is required to review goodwill for impairment annually or more frequently when
events and circumstances indicate that the carrying amount may be impaired. If the determined fair value of
goodwill is less than the related carrying amount, an impairment loss is recognized. The Company performs its
annual impairment assessment as of December 31 and has determined its reporting units to be at the operating
segment level: its Burger King restaurants, operating as a franchisee; Pollo Tropical and Taco Cabana each at the
brand level. :

. In performing its goodwill impairment test, the Company compared the net book values of its reporting
units to their estimated fair values, the latter determined by-employing a combination of a discounted cash flow
analysis and a market-based approach. The results of the discounted cash flow analyses were corroborated with
other value indicators where available, such as.comparable company earnings multiples.

There have been no changes in goodwiII or goodwill impairmenf losses for the yea.rs ended December 31,
2010, 2009 and 2008. Goodwill is summarized below:

Pollo Taco Burger )
Tropical Cabana King Total
Balance, December 31,2010and 2009 .............. $56,307 $67,177 $1,450 $124,934

Burger King Franchise Rights. Amounts allocated to franchise rights for each Burger King acquisition are
amortized using the straight-line method over the average remaining term of the acquired franchise agreements
plus one twenty year renewal period. Following is a summary of the Company’s Burger King franchise rights as
of the respective balance sheet dates:

December 31, 2010 December 31, 2009

Gross Gross
Carrying Accumulated Carrying Accumulated
* Amount Amortization Amount Amortization

Franchiserights ........................ $138,169 $67,737 $138,308 $64,634

Amortization expense related to Burger King franchise rights for the years ended December 31, 2010, 2009
and 2008 was $3,197, $3,196 and $3,197, respectively and the Company expects annual amortlzatlon to be
$3,197 for each of the years ending 2011 through 2015.

The Company assesses-the potential impajrment.of Burger King franchise rights whenever events or
changes in circumstances indicate that the carrying value may not be recoverable. If an indicator of impairment
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exists, an estimate of the aggregate undiscounted cash flows from the acquired restaurants is compared to the
respective carrying value of franchise rights for each Burger King acquisition. If an asset is determined to be
impaired, the loss is measured by the excess of the carrying amount of the asset over its fair value. An
impairment charge of $45 was recorded for franchise rights related to a closed restaurant location for the year
ended December 31, 2010. No impairment charges were recorded related to the Company’s Burger King
franchise rights for the years ended December 31, 2009 and 2008.

4. Impairment of Long-Lived Assets and Other Lease Charge's'

The Company reviews its long-lived assets, principally property and equipment, for impairment at the
restaurant level. If an indicator of impairment exists for any of its assets, an estimate of undiscounted future cash
flows over the life of the primary asset for each restaurant is compared to that long-lived asset’s carrying value. If
the carrying value is greater than the undiscounted cash flow, the Company then determines the fair value of the
asset and if an asset is determined to be impaired, the loss is measured by the excess of the carrying amount of
the asset over its fair value plus any lease liabilities to be incurred for non- operatmg restaurants, net of any
estimated sublease recoveries.

The Company determined the fair value of the impaired long-lived assets at the restaurant level based on
current economic conditions and historical experience. These fair value asset measurements rely on significant
unobservable inputs and are considered Level 3 in the fair value hierarchy. The non-financial assets measured at
fair value associated with impairment charges recorded in 2010 totaled $1.3 million at December 31, 2010. They
consist of restaurant equipment, which will be used in other Company restaurants with its value determined
based upon the Company’s experience of amounts utilized from prior restaurant closures, and an owned
restaurant property valued based on recent property sales in that restaurant’s trade area.

" Impairment and other lease charges recorded on long-lived assets for the Company’s segments were as
follows:

Year Ended December 31,
2010 2009 2008
BurgerKing .............. ... .. oo ... $709 $ 487 $ 150
Pollo Tropical ....................... e e 4,671 2,152 3,181

Taco Cabana . . .. ..o oo e 1,943 132 2,190
' $7,323  $2,771  $5,521

During the year ended December 31, 2010, the Company recorded impairment and other lease charges of
$7.3 million which included $3.2 million for three underperforming Pollo Tropical restaurants, $0.7 million to
reduce the fair market value of a previously impaired Pollo Tropical restaurant and $0.7 million in other lease
charges for non-operating Pollo Tropical properties which principally consisted of future minimum lease
payments and related ancillary costs from the date of the restaurant closures to the end of the remaining lease
term, net of any estimated cost recoveries from subletting the properties. In addition, the Company recorded
charges of $1.1 million for an underperforming Taco Cabana restaurant, $0.3 million to reduce the fair market
value of a previously impaired Taco Cabana restaurant and $0.5 million in charges for non-operating Taco
Cabana restaurant properties which principally consisted of a reduction in estimated cost recoveries from
subletting the properties through the end of the remaining lease term. The Company also recorded impairment
charges of $0.7 million associated with certain underperforming Burger King restaurants.
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The Company closed one Pollo Tropical restaurant in 2009 whose fixed assets were impaired in 2008, and
recorded a charge of $0.3 million in 2009 which principally consisted of future minimum lédse payments and -
related ancillary costs from the date of the restaurant closure to'thé end of the remaining lease term, net of any
estimated cost recoveries from subletting the property. During 2009, the Company also recorded fixed asset
impairment charges of $1.9 million associated with an underperforming Pollo Troplcal restaurant and $0. 4
rmlhon assoaated with two underperformmg Burger ng restaurants :

Durmg 2008, the Company closed two.Taco Cabana restaurants and recorded a charge of $2.2 mllhon
including a fixed asset impairment charge of $1.7 million and other lease charges of $0.5:million which . ‘
principally consisted of future minimum lease payments and related ancillary costs from the date of the restaurant
closure to the end of the remaining lease term, net of any estimated .cost recoveries from subletting the properties.
In 2008, the Company also recorded a fixed asset impairment charge of $3.1 million associated with three..
underperforming Pollo Tropical restaurants, one of which was subsequently closed in 2009 as noted above.

5. Other Liabilities, Long-Term

Other liabilities, long-term, at December 31, consisted of the following:

December 31, ...

] 2010 2009
Accrued occupanCy CoStS ... ....vietiier i e $13,250 ~$11;572
Accrued workers’ compensation costs . ......... .. i, : 3,423 . -4,018
Deferred compensatlon ..................................... 2,937 3,210
Other ... i e e e PP 3442 3,521

$23,052 $22.321

Accrued occupancy costs include obligations pertaining to closed restaurant locations, contirigent rent and
accruals to expense operating lease rental payments on a straight-line basis over the lease term.

The following table presents the actii)ity in the exit cost reserve included in accrued occupanoy costs:

Year ended
December 31,
2009 2010

Balance, beginning of year ...............c.oeuireereaneans. ... $1,050 $ 862

Changes in estimates of accrued costs .................... wee 276 - 1,279

Payments, net ........... ..ottt - (475) (632)

Other adjustments . ....................c.... P .o 11 156
Balance,endof year .............. ..o $ 862 $1,665

6. Leases

The Company utilizes land and buildings in its operations under various lease agreements. The Company
does not consider any one of these individual leases material to the Company’s operations. Initial lease terms are
generally for twenty years and, in many cases, provide for renewal options and in most cases rent escalations.
Certain leases require contingent rent, determined as a percentage of sales as defined by the terms of the
applicable lease agreement. For most locations, the Company is obligated for occupancy related costs including
payment of property taxes, insurance and utilities.
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In the years ended December 31, 2010, 2009 and 2008, the Company sold eight, six and twelve restaurant
properties in sale-leaseback transactions for net proceeds of $12,442, $8,662 and $14,642, respectively. These
leases have been classified as operating leases.and generally contain a twenty year 1n1t1al term plus renewal,
options. , -

Deferred gains on sale-leaseback transactions of $729, $2,819 and $14,311 were recognized during the years
ended December 31, 2010, 2009 and 2008, respectively, and are being amortized over the term of the related
leases. The amortization of deferred gains on sale-leaseback transactions was $3, 347 $3,178 and $2,212 for the
years ended December 31, 2010, 2009 and 2008, respectively. ’ i

Mlmmum rent commitments under capltal and non—cancelable operatmg leases at December 31, 2010 were -
as follows: s : : :

Years Eﬁding Decel;lber 31, . . ' Capitél Operating »
20011 ..o e e e $ 157§ 49,351 -
2002 e e, e 149 47,511
2003 151 45,582
2014-...... e e e h e e e e P 145 43,397
200 e e 207 41,380
Thereafter .. ...c..vvvnir i e cotenn . 1,441 311,363
Total minimuny lease payments ................c.oee.... el 2,250 0 $538,584
o Less amount representing INterest .........iveiiiiiian.n.. (1,048) '

Total obligations under capital leases ......................... 1,202

Less current portion . . ... ........vvueeenneeennneannn.n. (58)

Long-term obligations under capital leases ........... ey $ 1,144

Total rent expense on operating leases, including percentage rent on both operatmg and cap1ta1 leases was
as follows:

Year ended December 31,
2010 2009 2008
Minimum rent on real ProPerty .. ................... $46,586 $46,727  $43,191
Additional rent based on percentage of sales ........ e 1,992 2,982 3,495
Restaurant rent €Xpense .......................o... 48,578 49,709 46,686
Administrative and equipmentrent .................. 929 1,295 1,637

$49.507 $51,004  $48.323
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7. Long-Term Debt
Long-term debt at December 31 consisted of the following:
U ‘ ‘ Decémber 3,
2010 2009
Collaterahzed .
Senior Credit Facﬂlty-Revolvmg credlt facﬂlty ..... eeeee.  § — $ 1,900
Senior Credit Facility-Term loan A facility ............... 87,250 105,000
- Unsecured:
9% Senior Subordinated Notes e A e 165,000 165,000
Capltal leases (Note 6) ..... o e EERERRE: EEE [ ‘ 1,202 1,193
_ S . 253452 273,093
Less: currer;t»po;tvion T .. (15,538) - (12,985)

$237,914 $260,108

Senior Credit Facility. Carrols’ senior credit facility totals $185 million, consisting of $120 million principal
amount of term loan A borrowings maturing on-March 9, 2013 (or earlier on September 30, 2012 if Carrols’ 9%
Senior Subordinated Notes due 2013 are not refinanced by June 30, 2012) and a $65.0 million revolving credit
facility (including a sub-limit of up to $25.0 million for letters of credit and up to $5.0 mllhon for swmglme
loans) maturing on March 8, 2012.

The term loan and revolvmg credit borrowmgs under the senior credlt facility bear interest at a per annum
rate, at Carrols’ option, of either:

1) the applicable margin ranging from 0% to 0.25% based on Carrols’ senior leverage ratio (as defined in
the senior credit facility) plus the greater. of (i) the prime rate or (ii) the.federal funds rate for that day
plus 0.5%; or

~ 2)  Adjusted LIBOR plus the applicable margin percentage in effect ranging from 1.0% to 1.5% based on
Carrols’ senior leverage ratio. At-January 2, 2011, the LIBOR margin was 1.0%.

During the year ended December 31, 2010, Carrols made a required principal prepayment of approximately
$1.0 million based on 25% of Carrols’ Excess Cash Flow for the year ended December 31, 2009, as defined. The
Company also made a principal prepayment of $5.0 million on outstanding term loan A borrowings in the fourth
quarter of 2010. At January 2, 2011, outstanding term loan A borrowings were $87. 3 million with the remammg
balance due and payable as follows: :

1) one quarterly installment of approximzitely $2.8 million on March 31, 2011,;

2) four quarterly installments of approximately $4.2 million beginning on June 30, 2011; and

3) four quarterly installments of approximately $16.9 million beginning on June 30, 2012.

Under the senior credit facility, Carrols is required to make mandatory prepayments of principal on term loan
A facility borrowings (a) annually in an amount up to 50% of Excess Cash Flow depending upon Carrols’ Total
Leverage Ratio (as such terms are defined in the senior credit facility), (b) in the event of certain dispositions of
assets (all subject to certain exceptions) and insurance proceeds, in an amount equal to 100% of the net proceeds

received by Carrols therefrom, and (c) in an amount equal to 100% of the net proceeds from any subsequent
issuance of debt. For the year ended December 31, 2010, there was not a required prepayment based on the Excess
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Cash Flow for 2010, as defined. For the year ended December 31, 2009, Carrols was required to make-a.principal
prepayment of approximately $1.0 miltion in 2010, or 25% of the Excess Cash Flow for 2009, as deﬁned

The senior credit facility contains customary default prov1s1ons as prov1ded thereln mcludmg w1thout
limitation, a cross défault j provision pursuant to which it is an event of default under the senior credit facility if
there is a default in the payment of any principal of or interest on any indebtedness of Carrols having an
outstanding principal amount of at least $2.5 million (excluding lease financing obligations but which would
include the'Indenture governing the Notes) or any event or condltlon whlch results in the acceleration of such
indebtedness prior to its stated maturity.

In general, Carrols’-obligations under the senior credit facility are guaranteed by the Company and all of
Carrols’ material subsidiaries and are collateralized by a pledge of Carrols’ common stock and the stock of each
of Carrols’ material subsidiaries. The senior credit facility contains certain covenants, mcludmg, without
limitation, those limiting ¢ Carrols ability to incur indebtedness, incur liens, sell or acquire assets or businesses,
change the nature of its business, engage in transactions with related parties, make certain investments or pay
dividends. In:addition, Carrols is required to meet certain financial ratios, including fixed charge coverage, senior
leverage, and total leverage ratios (all as defined under the senior credit facility). Carrols was in compliance with
the covenants-under its senior credit facility as of January 2, 2011.

" After reserving $13.7 miillion for letters of credit'guaranteed by the fac1hty, $51 3 mllhon was ava11able for _
borrowmgs under the revolvmg credlt facxhty at January 2,2011. ‘

Senior Subordmated Notes. On December 15 2004, Carrols 1ssued $180 0 million of 9% Semor :
Subordinated Notes due 2013 (the “Notes”) that bear interest at a rate of 9% payable semi-annually on
January-15.and July 15 and.mature on January-15, 2013. The Notes are redeemable at the optlon of Carrols in
whole or in part at 100% of the principal amount after January 15, 2011. :

-During 2008, Carrols repurchased-and retired $15.0 million principal amount of the Notes in open market
transactions for $10.4 million resulting in a-gain on extinguishment of debt of $4.4 nnlhon, net of the write-off of
deferred financihg costs. - -

“Restrictive coVénan'ts under the Notes include limitations with respect to Carrols’ ability to incur additional
debt, incur liens, sell or acquire assets or buisinesses, pay dividends and make certain investments. Carrols was in
comphance as of January 2, 2011 w1th the restnctlve covenants in the Indenture 'governing the Notes

“The Indenture govermng the Notes conta1ns customary default provnslons as provided therein, mcludmg
without limitation, a cross default provision pursuant to which it is an event of default under the Notes and the -
Indenture if there is-a.default under any indebtedness of Carrols having an:outstanding principal amount of $20
million or more (which would include the senior credit facility) if such default results in the acceleration of such :
indebtedness prior to its stated maturity or is caused by a failure to pay principal when due.

At January 2, 2011, principal payments required on all long-term debt are as follows:

72 3 G $ 15,538
200 e e i i 54,936
22013 L.l RN N e e Laelde. 181,945
2014 .. ... O U e . 56
2015 ..., T es e e e iseseciasens eeesuvsena 48:
‘Thereafter ...... e i e A A e _ 929 -
. o ' - $253,452
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The weighted average interest rate on all debt, excluding lease financing obligations, for the years ended
December 31, 2010, 2009 and 2008 was 6.1%, 5.9% and 6.9%, respectively. Interest expense on the Company’s
long-term debt, excluding lease financing obligations, was $17,811, $18,540 and $23,177 for the years. ended
December 31 2010, 2009 and 2008, respectlvely

8. Lease Fmancmg Obllgatlons

The Company entered. into sale-leaseback transactions in various years that did not qualify for sale-
leaseback accounting and as a result were classified as financing transactions. Under the financing method, the
assets remain on the consolidated balance sheet and proceeds recelved by the Company from these transactions
are recorded as a financing liability. Payments under these leases are apphed as payments of 1mputed interest and
deemed principal on the underlying financing obligations.

These leases generally-provide for an initial term of 20 years plus renewal.options. The rent payable under
such leases includes a:minimum rent provision and in some cases, includes rent based on a percentage of sales.
These leases also require payment of property taxes, insurance and utilities. :

During 2009, the Company settled $1.9 million of lease financing obligations which included a purchase of
one restaurant property previously subject to a lease financing obligation for $1.1 million and the settlement of
the lease financing obligation. incurred previously in 2009 for $0.8 million. The Company also modified -
provisions of three of its restaurant leases previously accounted for as lease financing obligations which allowed
the respective sale transactions to qualify for sale-leaseback accounting. As a result of these transactions in 2009,
lease financing obligations were reduced by $4.9 million, assets under lease financing obligations were reduced
by $2.7 million and deferred gains on qualified sale-leaseback transactions of $1.2 million were recorded.

During 2008, the Company exercised its right of first refusal under the leases for certain restaurant - -
properties previously accounted for as lease financing obligations and purchased these properties from the lessor.
As a result, the Company, reduced its lease financing obligations by $5.5 million: In 2008,.the Company also
amended or modified certain lease provisions and terminated certain purchase options, for certain restaurant
leases previously accounted for as lease financing obligations. The changes permitted 24 leases;to qualify as,
operating leases and the related sale-leaseback transactions to be recorded as sales, which removed all of the
respective assets under lease financing obligations and related liabilities from its consolidated balance sheet. The
gains from these sales were generally deferred and are being amortized as an adjustment to rent expense over the
remaining term of the underlying leases.

As a result of these transactions in 2008, the Company reduced its lease financing obligations by $38.1
million, reduced its assets under lease financing obligations by $23.3 million and recorded deferred gains of $8.8
million. Of these amounts, reductions of $32.6 million of lease financing obligations and $23.3 million of assets
under lease financing obligations were reflected as non-cash transactions in the 2008 consolidated statement of
cash flows.
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At December 31, 2010, payments required on lease financing obligations were as follows:

2011 o ST e $ 977

200 e e e 1978

72 0 O 979

2 0 983

200 e e 986

Thereafter;:throngh 2023-.. ... .. .o i e 15,724

" “Total minifnum léase payments .......". G e e - 20,627

' Less: Interest implicit i obligations . .©. ... ... ... P e - (10,566)
Total lease financing obligations .......... s e DU $ 10,061

The interest rates on lease: financrng obligations ranged from 8.5% to 10.5% at December-31, 2010. Interest
expense on lease financing obligations totaled $994 $1, 098 and $4 856 for the years ended December 31 2010
2009 and 2008, respectively.

9. Other Income

Tk

In 2010, the Company recorded a gain of $0.4 nnlhon related to-a property insurance recovery from a fire at ‘

a Burger ng restaurantl

During 2009 the Company récorded net gains of $0 7-tillion which included a gain of $0.6 million related

to an insurdnce recovery for damages to Taco Cabana restaurants associated with Hurricane Ike; $0.2’million
related to the sale of a non- operatmg property and a loss of $0 1 rmlllon associated with a sale- leaseback of a
‘ restaurant property o :

In 2008 the Cornpany recorded gains of $0.6 million, which included $0.1 million related to the sale'of a -

Taco Cabana property arid $0.5 million related to an insurance recovery for damages toa Taco Cabana restaurant
property in Galveston, Texas durlng Hurncane Ike: ‘ v

P -
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10. Income Taxes

The provision for income taxes was qomprised of the following if:‘?f:!i,l?@ years ended', December 31 P

- Yedr endéd December 31,

2010 2009 2008
Current: | I ) o
Federal ............... DT A .. $4076 55861 $2,.845
Foreign ..... e L T B 256 ©310. ¢ 294 -
. State .......... e L., e “L140° 1423 0 1,011
- o S ST 5412 7594 4150 0
' Deferred (prepaid): o e .
Federal .......... I e weeen 399 4205 2,368
State ............ PP Ceeeeee. o (86) 817 1218
‘ 313 5022 3,586
Valuation allowance .....:.....coiveeeesonin.. - (14 - . (12) .. (190) .-
ST $5,771 - $12,604  $7.546

Deferred income taxes reflect the.net tax effects of temporary differences between the carrying amounts of

assets and liabilities for financial reporting purposes and the amount used for income tax purposes. The-
components of deferred income tax assets and liabilities at December 31 2010 and 2009 were as follows:

" December 31,
o 2010 " 2009
Current deferred income tax assets: o
Inventory and otherreserves .................. ... ... $ 20 8 23
Accrued vacation benefits ........ e e 2,5,87_ - 2,559
Otheraccruals . ... ....ititt ittt et 1','993_ ‘ 2,252
C_urrent deferred income s L 4,609 4,834
Long term deferred income tax assets (liabilities):
Deferred income on sale-leaseback of certain real estate . . .. .. 15,153 16,135
. Lease financing obligations ...............c. iviimninan 1,016 . . .905..
Postretirement benefit expenses . . ... S, 1,695 . 1,810 .
Accumulated other comprehensive 1ncome—posl:ret1rement S . e
beneﬁts ........................ e ceen @79 (1 077)
Property and equipmerit deprematron ....... [P e 1,205 1,267
State net operiting loss carryforwards . ..... e e . 728 570
Amortization of other ‘intangibles, net .. ... e E0) - (18)
Amortization of franchise r1ghts ......................... (24,421) - (24,196)
Occupancy COStS .. .. ..vviinn et iiana e, 5,200 4,451
Tax credit carryforwards ............ ... ... ... ..., 549 563 .
Other ... e 2,382 2,088
Long-term net deferred income'tax assets ............ S hE— - 2,498 2,498
Less: Valuation allowance ...%........ e S, (549) (563) -
Total long-term deferred income tax assets et S e 1,949 1,935
. Carrying value of net deferred income tax assets e ceenen $ 6558 8 6,769
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The Company’s state net operating loss carryforwards expire in varying amounts through 2030. .

The Company establishios a valuation allowance to reduce the carrying amount of deferred tax assets when it
is more likely than not that it will not realize some portion or all of the tax benefit of its deferred tax assets. The
Company evaluates whether its deferred tax assets are probable of realization on a quarterly basis. In performing
this analysis, the Company considers all available evidence including historical operating results, the estimated
timing of future reversals of existing taxable temporary differences and estimated future taxable i income
exclusive of reversing, temporary d1fferences and carryforwards. At December 31, 2010 and 2009, the Company
had a valuation allowance; of $549 and $563, respectively, against net deferred tax assets due pnmanly to foreign
income tax credit carryforwards where realization of the related deferred tax asset amounts was not likely. The
estimation of future taxable income for federal and state purposes and the Company’s ability to realize deferred
tax assets pertammg to state net operating loss carryforwards and foreign tax credit carryforwards can -
s1gmﬁcantly change based on future events and operatlng results ’I‘hus recorded valuatlon allowances may be
subject to future changes that could be material.

The Company ] effectlve tax rate was 32.6%, 36.6%. and 37.2% for the years ended December 31, 2010,
2009, and 2@Og,";respecti_yely._ A reconciliation of the statutory federal income tax provision to the effective tax
provision for theyearséfided December 31, 2010, 2009 and 2008 was as follows:

R T T T R . . 2010 - 2009 2008
Statutory federal income fax provision ... ... ........" $ 6 193 "$'12,"056:" $7,108
‘State income taxes, net of fedéral benefit . .....:.... '.". ) 685 - 1456 1,449
Stock-based compensation expense .................. ' 356 294 290
Change in valuatmn dllowance .............ciion... (14) 12) (190)
Non-deductlble GXPEISES .« . v v v vniee e o 82 60 66
Foreign taxes ...... e 256 7 3107 294
Employment tax credits . ................... e ( 1 570) (1 ,024)  (1,063)
FOreign tax Credits . ...........c...vverveeeeeeeeean. (2560 (310). T (294)
MiSCEIlANEOUS . . .. eee et e 39 (26 (114

S T ' B o $ 5,771 $f1'2,,6,_04 $7,_5216f

The Company’s policy is to recognize interest- and/or penaltles related to uncertain:tax pos1t10ns in income
tax expense. At'December 31, 2010 and 2009, the Company had no unrecogmzed tax benefits and no accrued
interest related to uncertain tax positions: The tax years 2007 — 2010 remain open to exa.tmnauon by the major
taxing Junsd1ct10ns to which the Company is subject. Although it is not reasonably possible’ o estimate the
amount by wluch unrecogmzed tax benefits may increase w1thln the next twelve months due to uncertainties
regarding | the tumng of examinations, the Company does not expect unrecogmzed tax beneﬁts to significantly
change in the next twelve months

11. Stockholders’ Equlty

2006 Stock Incentive Plan In 2006 the Company adopted a stock plan. entltled the 2006 Stock Incentive
Plan (the 2006 Plan”) and reserved and authorized a total of 3,300,000 shares of common stock for grant
thereunder. In 2010, the Company granted an aggregate of 552,000 stock option shares and issued an aggregate
of 14,478 restncted shares to non-employee directors and 11,000 restrlcted shares to certam employees In 2009,
the Company granted an aggregate of 529,000 stock option shares, isstied an aggregate of 12,100 restricted
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shares to certain employees and granted 15,000 non-qualified stock option shares to-non-employee ditéctots
under the 2006 Plan. In 2008, the Company granted an aggregate of 588,820 stock option shares and issued an
aggregate of 14, 100 restricted shares to certain employees and 10,500 non-qualified stock option shares to
non-employee directors under the 2006 Plan. As of December 31, 2010, 584,707 shares were available for future
grant or 1ssuance -

The non-quahﬁed stock options and incentive stock optlons (“ISO’s”) granted under the 2006 Plan are
exercisable for up to one-fifth of the total number of options granted on or after the first anniversary of the grant
date, and as of the first day of each month thereafter are exercisable for an additional one-sixtieth of the total
number of options granted until fully exercisable. The options expire seven years from the date of the grant. The
non-qualified stock options issued to outside directors vest over five years at the rate of one-fifth on each
anniversary of the award, provided that the participant has continuously remained a director of the Company. The
restricted stock awards issued to certain employees vest 100% on the third anniversary date of the award. The ..
restricted stock awards issued to outside directors in 2010 vest over two years at the rate of one-half on each
anniversary of the award, provided that the participant has continuously remained a director of the Company.
Forfeiture rates are based on a stratification of: employees by expected exercise behav1or and range from 0% to
15%. . : . , .

Stock- based compensatlon expense for the years ended December 31 2010 2009 and 2008 totaled $1 7 _
million, $1.4 million and $1.9 million, respectlvely A portion of the Company s granted options quahfy as ISO’
for income tax purposes, and as such, a tax benefit is not recorded at the time the compensation cost related to the
options is recorded for financial reporting purposes because an ISO does not ordinarily result in a tax benefit
unless there is a dlsquahfymg disposition. Stock option grants of non-quahﬁed options result in the creation of a .
deferred tax asset unt11 the tlme that the optlon is exercised.

The total non-vested stock-based compensation expense relating to' the options and restricted shares is
approximately $2.6 million at Décember 31, 2010 and approximately $1.3 million will be recorded as
compensation expensé in 2011 related to thesé grants. At December 31, 2010; the remaining weighted average
vesting period for stock options was 2.98 years and for restricted shares was 1.52 years. Shares issued upon
exercise of options have been previously registered with the SEC.

A summary of all option activity in 2010 under the Company’s 2006 Plan was as follows:
Weighted Average Aggregate

Average  Remaining Intrinsic
Number of Exercise Contractual Value (in
Options Price Life thousands)(1)
Options outstanding at January 1,2010 ................... 2,130,758 $ 9.86 4.8 $2,340
Granted . ... ..o e e e 552,000 6.41
Exercised .. ...oiiiiiii i i i i it e (15,422) 2.76
Forfeited .....ccivitiii ittt ittt et (79,319) 9.66
Options outstanding at December 31,2010 ................ 2,588,017 $ 9.17 4.2 $2,948
Vested or expected to vest at December 31,2010 ........... 2,559,160 $ 9.19 42 $2,901
Options exercisable at December 31,2010................. 1,301,640 $11.27 3.5 $ 890

(1) The aggregate intrinsic value was calculated using the difference between the market price of the
Company’s common stock at January 2, 2011 of $7.42 and the grant price for only those awards that had a
grant price that was less than the market price of the Company’s common stock at January 2, 2011.
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The restricted stock activity in 2010 related to the Company’s 2006 Plan was as follows:

Weighted
Average
) Grant Date
Shares Price
Nonvested at January 1, 2010 .......... e 31,061 $ 8.04
Granted . ...............0 . ... PN - 25478 528
Vested ............... P e e (5273) 1351
Forfeited ................... e U s (5,565) 5.69
Nonvested at December 31,2010 . ....................ceoee... 45701 $ 616

12. Business Segment Informatlon _

The Company is engaged in the quick-service and quxck-casual restaurant 1ndust1y, with three restaurant
concepts: Burger King operating as a franchisee, Pollo Tropical and Tace Cabana, both Company-owned
concepts. Pollo Tropical is a quick-casual restaurant chain offering a unique selection of food items reﬂecting
tropical and Caribbean influences and features grilled marinated chicken and authentic “made from scratch” side
dishes. Taco Cabana is a quick-casual restaurant chain featuring fresh Mexican style food, including’ ﬂame-
grllled beef and chicken fajitas, quesadﬂlas and other Tex-Mex dishes.

The accounting policies of each segment are the same as those described in the summary of significant
accounting policies. The following table includes Adjusted Segment EBITDA which is the measure of segment
profit or loss reported to the chief operating decision maker for purposes of allocating resources to the segments
and assessing their performance. Adjusted Segment EBITDA is defined as earnings attributable to the applicable
segment before interest, income taxes, depreciation and amortization, impairment losses and other lease charges,
stock-based compensation expense, other income and gains and losses on extinguishment of debt.
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The “Other” column includes corporate related items not allocated to feportable segments, including stock-
based compensation expense. Other identifiable assets consist primarily of cash, certain other assets, corporate
property and equipment including restaurant information systems expenditures, goodwill and deferred income

taxes.
"Pollo Taco Burger ‘ R

Tropical Cabana King Other- Consolidated
Year ended December 31 2010
Revenues ..... T $187.293 $251,778 $357,073 $. — - $796,144
Costofsales .........icoviieiiennnnnnennns 60,045 75,191 . 105,399 — .~ 240,635
Restaurant wages and related expenses .. ......... 45,880 76,611 112,534 50 235,075
General and adrmmstr_atlve expense (1) .......... 12,025 10,748 26,647 1,601 51,021
Depreciation and amortization ................. 7,955 8,813 13,876 1,815 32,459
Adjusted Segment EBITDA ................... © 30,300 27,425 19,756 : .
Identifiable assets .................ccevinnn.n. 51,125 63,061 142,922 169,194 426,302
Capital expenditures ................c..ove.n.. 9,801 13,354 12,415 1,387 37,047
Year ended December 31, 2009
REVEIUES & vttt te s ieeeteeennenneeneenns $177 840 $254,280 $384,020 $ —  $816,140
Costofsales ..........cvvriivunennuiinennn - -58,287 . ‘73,783 105,376 S - 237,446
Restaurant wages and related expenses . .. .. e 43,964 76,053 119,321 ~215 . 239,553
General and administrative expense (1) .. :....... 10,292 - 11,436 - 28,927 1,196 51,851
Depreciation and amortization ................. 8,049 - - 9,374 13,486 1,611 132,520
Adjusted Segment EBITDA ................... - 26228 - 31,006 32,825 I :
Identifiable assets ...... e L 52,802 67,342 146,679 173,154 . 439,977
Capital expenditures ........... e - 2,287 11,116 19,361 4,180 36,944
Year ended Decémber 31, 2008 o _ o _
Revenues ......... e 8175124 $249 654 $391,549 § — $816,327
Costofsales .......... e L. ...... 57852 76,380 110,575 — 244,816
Restaurant wages and related expenses . .. ..... . 43,523 72,454 120,005 233 236,215
General and administrative expense (1) .......... 11,294 11 602 28,061 1,706 52,663
Depreciation and amortization ............. Lo 8,005 8,600 14,356 1,475 32,436
Adjusted Segment EBITDA ................... 23,222 28,934 31,123
Identifiable assets ........... e e . 64,550 67,093 143,152 175,403 450,198
Capital expenditures ............ e 19,070 20,876 15,940 6,522 62,408

(1) For the Pollo Tfopical and Taco Cabana segments, such amounts include general and administrative .
expenses related directly to each segment. For the Burger King segment such amounts include general and
administrative expenses related directly to the Burger King segment as well as expenses associated with

administrative support to all three of the Company’s segments including executive management,
information systems and certain accounting, legal and other administrative functions.
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- A reconciliation of Adjusted Segment EBITDA to consolidated net income follows: -

Year ended December 31,

2010 2009 - 2008

Adjusted Segment EBITDA: S
Pollo Tropical . . .... [P e e $30,300 $26,228 $23,222
TACO CADANG +:. « o v o it e e eie e et e e e e s e 27425 31,006 28,934
Burger King ....... P A e e et e 19,756 32,825 31,123
Less _ » S A
: " Depreciation and amortization ... ... ......c.iiiiir e, 32,459 - 32,520 - 32,436

- - Impairment -and other lease charges e i e 7,323 2,771 5,521

© Interest eXpense .............i.eiiiiiiiiii i RPN .. 18,805. 19,638 ::-28,033
Provision for income taxes . ....... e e Ve wevees 5771 12,604 7,546
Stock- based compensatlon expense ....... et ettt e e 1 651 1 411 1,939
“Gain on extmgmshment ofdebt ........... e e — . (4,368)
Other income ......... S e e PP e '(444) (720)_ © (580)
Net mcome e e R e e e $11,916  $21,835 $12,752

13. Commitments and Contmgencnes pa

. On November 16, 1998, the Equal Employment Opportumty Commission (“EEOC”) filed suit in the Umted
States District Court for the Northern District of New York (the “Court”), under Title VII of the Civil Rights Act
of 1964, as amended, against Carrols.-The complaint alleged that Carrols engaged in a pattern or practice of -
unlawful discrimination, harassment and retaliation against former and current female employees. The EEOC
ultimately attempted to present evidence of-511 individuals that it believed constituted the “class” of claimants.. -
for which it was seeking monetary and injunctive relief from Carrols. On April 20, 2005, the Court issued a
decision and order granting Carrols’ Motion for Summary Judgment that Carrols filed in January 2004,
dismissing the EEOC’s pattern or practice claim. Carrols then moved for summary judgment against the claims
of the 511 individual claimants. On March 2, 2011, the Court issued a decision and order granting summary
Judgment against the claims of all'but 131 of the 511 individual claimants and dismissed 380 of the 1nd1v1dual
claimants from the case. Both the EEOC and Carrols have since filed motions for reconsideration in part of the
Court’s March 2, 2011, decxslon and order, as a result of which the humber of surviving cla1mants may increase
to as many as 184 or decrease to as few as four. It is not possible to predict the outcome of these motlons at thJs
time.

Subject to possible appeal by the EEOC, the EEOC’s pattern or practice claim is dismissed; howeVér, the
Court has yet to determine how the claims of the individual claimants ultimately determined to survive will
proceed. Although the Company believes that the EEOC’s continued class litigation argument is without merit, it
is not possible to predlct the outcome of that matter on an appeal, if one is taken. The Company does not beheve
that any of the remaining 1nd1v1dual claims would have a matena.l adverse 1mpact on its consohdated ﬁnanc1al
statements.

The Company is a party to various other litigation matters incidental to the conduct of the Company’s
business. The Company does not believe that the outcome of any of these other matters will have a material
adverse effect on its consolidated financial statements.

14. Retirement Plans

The Company offers its salaried employees the option to participate in the Carrols Corporation Retirement
Savings Plan (the “Retirement Plan”). The Retirement Plan includes a savings option pursuant to section 401(k)
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of the Internal Revenue Code in-addition:to a post-tax savings option. The Company-may elect to‘contribuie to
the Retirement Plan on an-annual basis.:The Company: contribution is: equal to-50% ‘of the employee’s’
contribution to a maximum Company contribution of $520 annually for any plan year that the:Company’ .~ : 7
participates in an employee match. Under the Retirement Plan, the Company’s contributions begin to vest after
one year and fully vest after five years.of service. A year of service is defined as a plan year during which an
employee completes at least 1,000 hours of service. Participating employees may contribute up to'50% of their~
salary annually to either of the savings options, subject to other limitations. The employees have various
investment optlons avallable tinder a trust established by the Retirement Plan. Contributions to the Retirement
Plan were $421, $419 and $417 for the years ended December 31, 2010, 2009 and 2008, respectlvely

The Cornpany also has an Amended and Restated Deferred Compensation Plan which pernuts emp]oyees
not eligible to participate in the Retirement Plan because they have beenexcluded as “highly:compensated”
employees (as so defined in the Retirement Plan) to voluntarily defer portions of their. base,salary: and annual
bonus. All amounts deférred by the participants earn interest at 8% per annum. There is no Company matching
on any portion of the funds. 'At December 31, 2010 and 2009, a total of $2,937 and $3,210, respectively, was
deferred under this plan, including accrued interest.

15. Postretirement Benefits

The Company sponsors a postretirement medical and life insurance plan covering substantially all Burger
King adnnmstratlve and restaurant management personnel who retire or termmate after quahfymg for such
beneﬁts ‘

" The followmg was the plan status and accumulated postretlrement benefit obhgatlon* (APBO) at™
December31 2010 and 2009: ] ) R e I

PP L AN N

2010 2009

Change in benefit obligation: oy
Benefit obligation at beginning of year . ‘ - s
SEIVICE COSE . it ittt ittt et e e e

1T o A O
Plan participants’ contributions ............... P R YT RV I
* Amendients/curtailments S AP I AP P

Actuarial loss (gain) ............ e et et it e e e "

Benefitspaid ........ ... e

Medicare part D, prescriptiondrug subsidy ............ ... . i il 14 7

Benefit obligation at end of year . ...... e ieaaa. e S e $1845 0 §1,.914
Change in plan assets: o L

Fair value of plan assets at beginning of year ... .. T — 8 —

Employer contributions .................c0eeeei... T N P A 156 153

Plan participants’ ‘contributiens ....... S e 49

Benefits paid .......... ..ot e (219) (209)

Medicare part D prescription drug subs1dy PP e 14

Fair value of plan assets atend of year ........... ... .o, — —

FUnded Statls . . ..ottt i i e e e $(1,845) $(1,914)
Weighted average assumptions:

Discount rate used to determine benefit obligations ............. ... ... ... il - 554% 6.00%

Discount rate used to determine net periodic benefitcost . .......... ... ool 6.00% 6.70%
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The discount rate is determined.based on high-quality fixed income investments that match the duration. of
expected retiree: medlcal and life insurance. beneﬁts The Company has typlcally used the corporate AA/Aabond
rate for this assumpt:lon B I L P : : :

Components of net. penodlc postretlrement beneﬁt income recogmzed in the consohdated statements of
operations-were: : o . .

' Yean en&ed December 31, »

. L 2010 2009 2008
Servicecost ....... e e e $ 23 §$ 28 $ 28
‘Interestcost . ..... S T A A PN e 103 114 107

Amortization of net gains and losses .............. R 95 94~ 87 ¢
-~ Amortization of prior service credit ... .. ... ... DA (360) - (359) - (359)
"Nt periodic postretirement benefitindome ............. $(139) $(123) $(137)

Amounts recognized in accumulated other comprehensive income that have not yet been recognized as

components of net periodic benefit income, consisted of:
2010 2009
Prior service cost ... ... PR P U $4,112  $4,473
[T Vg (1,598)  (1,733)
Deferred income.taxes .« ... ... . e e e e e g e e e . (979) - (1,077)
Accumulated other comprehenswe INCOME ....ovvi ittt i $1,535 $1,663

The estimated net gain and prior service credit for the postretirement benefit plan that will be amortized
from accumtilated other comprehensive income into net periodic benefit income over thé next fiscal‘year are $94
and $360, respectlvely

The followmg table reflects the changes in accumulated other comprehenswe 1ncome for the years ended
December 31, 2010 and 2009:

S 2010 2009
Net loss (gain) ................ e e $(39) $233
Prior service credit . ... ... it e e — )
Amortizationof net1oss .. ...t i i P (95) 94)
Amortization of prior service credit . . ............... ... R - 360 359
Deferred inCome taXxes .. ......vvvueernneeenneennesenneennnn e ©98) (192)
Total recognized in accumulated other comprehensive income . .. ... $128 +$ 301

2
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CARROLS RESTAURANT GROUP, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
Years Ended Deeember 31, 2010, 2009 and 2008
(in.thousands: of dollars, except share and per share amounts)

Assumed health care cost trend rates at December 31 were as follows:

R S g o . 2010 :2009 .. - .2008.
Medical benefits cost trend rate assumed for the following year ..........7 9.00% ‘9:.00% - ‘8.50%

Prescription drug benefit cost trend rate assumed for the following year .. .. 8.00% 9.00% -10.00% -
Rate to which the cost trend rate is assumed to decline (the ultimate trend

rate) .. . . S F S e - 5.00% 5.00% 5.00%
Year that the rate reaches the ulttmate frendrate ........... Gan Wl d.s. 2017 0 20160 2016

. Assumed health care cost trend rates have a srgmﬁcant effect on the amounts reported for the health care
plans. A one- percentage-point change in the health care cost trend rates would have the followmg effects:

1% . . . 1%
Increase”  Decresse
Effect on total of service and interest cost components .................... $ 10 $ O
Effect on postretirement. b'eneﬁt obligation .............. oo, 156 (143)

. During 2011, the Company expects to contribute approximately $113 to its postretirement benefit plan. The
benefits, net of Medicare Part D subsidy receipts, expected to be paid in each year from 2011 through 2015 are
" $113, $109, $133 $140 and $145 respectively, and for the years 2016-2020 the aggregate amount is $953.

16. Net Income per Share

Basic net income per share is computed by dividing net income for the period by the weighted average
number of common shares outstanding during the period. Diluted net income per share is computed by dividing
net income for the period by the weighted average number of common shares outstanding plus the dilutive effect
of outstandmg stock options using the treasury stock method. To the extent such outstanding stock options are

" antidilutive, they are excluded from the’ calculation of diluted net income per share. The following tableisa
reconciliation of the net income and share amounts used in the calculation of bas1c net 1ncome per share and
diluted net income per share:"

Year ended December 31,

: 22010 L2009 2008

Basic net income per share: , ‘ o B o ‘

Netincome . ........iveeeeeuennn. e ..... U .8 19168 21835 $ 12,752

- Weighted average common shares outstandmg P S 21,620,550 21,594,366 21,573,500

Bas1cnet1ncomepershare e s 87055 08 1.01 $ 0.59
Diluted net income per share: | ’ Co e . o o

Net income for diluted net income per share ............... $ 11916 $§ 21,835 § 12,752

Shares used in computed basic net income per share ......... 21,620,550 21,594,366 21,573,500

Dilutive effect of restricted shares and stock options . ........ 214,867 174,317 2,273

Shares used in computed diluted net income per share . . ... ... 21,835417 21,768,683 21,575,773

Diluted net income pershare . . .................ccon.. .. $ 055 $ 1.00 $ 0.59

Shares excluded from diluted net income per share

computation (1) .....ovuvrien ittt ee 2,076,725 1,600,772 1,726,572

(1) These shares were not included in the computation of diluted net income per share because they would have
been antidilutive for the years presented.
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CARROLS RESTAURANT GROUP;INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
Years Ended December 31;.2010; 2009:and 2008
(in thousands of dollars, except-share and per share amounts)

17. Subsequent Events

On:January 15, 2011, the Company granted in the aggregate 355,700 restricted shares of its common stock
to certain employees The stock compensation, expense in 2011 for these grants is expected to be approx1mate1y
$1.6 million. S o : A T

On‘February 24, 2011, the Company announced its intention to pursue the splitting of its business-into two
separate, publicly-traded companies through the tax-free spin-off of its combined: Pollo Tropical and Taco -
Cabana businesses to its stockholders. The company to be spun-off will own and operate the Pollo Troplcal and
Taco Cabana busmesses The Company will contmue to own and operate 1ts franchlsed Burger ng restaurants’.

18. Selected Quarterly Financial and Earnings Data (Unaudited)

2010 N
" First Second ~  Third + ' Fourth
Quarter Quarter Quarter Quarter
Revenue . . ... Gl L 8195144 $204476  $201,625 $194 899
Income from operatlons e e LLOo. 8,489 8,380(1) . 12,0722) 7, 551(1)
Netincome ........... FE L 2314 24357 4593 2574
Basic and diluted net income per common share .......... 0.11 011 021 = 012
2000 . ,
First Second  Third ., Fourth
) Quarter Quarter - Quarter Quarter(3)
Revenue T BT e ©$201,343  $203.934 $201 166, $209,697
Income from operatlons e e P 13,191 16, 121(2) 13 ,525(2) 11,240(1)(2) -
Net income ....... e . 5,026 7,065 5597 .. 4147
Basic net income per common share ............. e ' 0.23 033 02 019
Diluted net income per common share .................. 0.23 0.32 ©0.26 0.19

(1) The Company recorded 1mpa1rment and other lease charges of $3.6 million in the second quarter of 2010,
" $3.2 million in the fourth quarter of 2010 and $2.4 million in the fourth quarter of 2009. (See Note 4).

(2) -The Company recorded a gain of $0.4 million in the third quarter of 2010 related to an insurance recovery

: for damages from a fire at a Burger King restaurant. The Company recorded a gain of $0.6 million related to

.. an insurance recovery for damages to Taco Cabana restaurants during Hurricane Ike in the second quarter of

2009, a gain of $0.2 million related to the sale of a non-operating property in the third quarter of 2009 and a
loss of $0.1 million related to a sale-leaseback transaction in the fourth quarter of 2009 (See Note 9) '

(3) The fourth quaner of 2009 contamed fourteen weeks :
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CARROLS RESTAURANT GROUP, INC. AND SUBSIDIARY
SCHEDULE I—CONDENSEDFINANCIAL 'INFORMATION'OF
CARROLS RESTAURANT GROUP, INC.

(PARENT COMPANY ONLY)

CONDENSED BALANCE SHEETS
(in thousands of dollars except share and per share amounts)

December 31,
. . 2010 2009
ASSETS
Investmentin and advancés from unconsolidated subsidiary ............. e veie... $44:899.-$31,454
Due from unconsolidated subsidiaries .............c.co ittt ittt 8. $o
Total assets. ........ e AP A e '$44,907 * $31,454
o LIABILITIES AND STOCKHOLDERS’ EQUITY ' o
Due to unconsolidated subsidiaries . ... .....cccviiinini ettt e e e $ — 3 50
Total liabilities ... .......ccvrtitirrnen it ienennsarneneeiomennnnnn — 50
Stockholders’ equity:
Preferred stock, par value $.01; authorized 20,000,000 shares, issued and
outsStanding—NONE ... ....ciiiiii i i e e et e — —
Voting common stock, par value $.01; authorized 100,000,000 shares, issued and
outstanding—21,632,402 and 21,611,707 shares, respectively .................. 216 216
Additional paid-incapital .......... ... ... e e 3,474 1,759
Retained @armings . .......cuuiuiniun oo ennnreneasesonontoaeaenenennaannn 39,823 27,907
Accumulated other comprehensiveincome ..............cciiiiiiiiiiiiiiina., 1,535 1,663
Treasury StOCK, At COSt . .. v vv it et ieieee et e e et eatce et eeanaeeneaannenn (141) (141
Total stockholders’ equity . ... .......ciiiiiniiii it 44907 31,404
Total liabilities and stockholders” equity ..............ooeeeneenrenneeneennnennnn. $44,907 $31,454

The accompanying notes are an integral part of these condensed financial statements.
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CARROLS RESTAURANT GROUP, INC. AND SUBSIDIARY
SCHEDULE I-—-CONDENSED FINANCIAL INFORMATION OF
CARROLS RESTAURANT GROUP; INC.
(PARENT-COMPANY ONLY)
CONDENSED:STATEMENTS.OF OPERATIONS

: . (in thousands of dollars) .

Year Ended December 31,
L 2010 2009 2008
Income:
Investment income from unconsolidated subsidiary. .................... $11,922 $21,841 $12,758
Expenses: _ R
. General and administrative .................... . 6 .6 6
Netificome . ..............c....... e . $11916 $21,835 $12,752

The accompanying notes are an integral part of these condensed financial statements.
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CARROLS RESTAURANT GROUP, INC. AND SUBSIDIARY
SCHEDULE I-~CONDENSED FINANCIAL INFORMATION OF
CARROLS RESTAURANT GROUP, INC.

(PARENT €OMPANY ONLY)

'CONDENSED STATEMENTS OF CASH FLOWS -

(in thousands of dollars)

e L . ) _ Year, Ended December 31,

. 2010 . 2009 . 2008
Cash ﬂows from operatmg act1V1t1es : . . , .
Netincome . .iniveeeien... e e i PR $11916 $21,835 $ 12,752
Adjustments to reconc1le net income to net cash used for operatmg : :
activities:
Increase in investment in unconsolidated subsidiary .............. (11,922) (21,841) (12,758)
Increase (decrease) in due to unconsolidated subsidiary ........... (58) 6 6
Net cash used for operating activities ......................... (64) — —
Cash flows from financing activities:
Proceeds from stock option exercises ..............c.iiiiiiiiiin. 64 — —
Net cash provided from financing activities ........................ 64 — —
Net increase (decrease) in cash and cash equivalents ..................... — — —
Cash and cash equivalents, beginning of year ........................... — — —
Cash and cash equivalents,endof year ............ ... ... ... iiuat. $ — $§ — $ —

The accompanying notes are an integral part of these condensed financial statements.
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CARROLS RESTAURANT GROUP, INC. AND SUBSIDIARY
SCHEDULE I—CONDENSED FINANCIAL INFORMATION OF
CARROLS RESTAURANT GROUP, INC.

(PARENT COMPANY ONLY)

NOTES TO CONDENSED FINANCIAL STATEMENTS

Note 1—Basis of Presentation

. Carrols Résfau;rant Group,.Inc’s (the “Company”) investment in subsidiary is stated at cost plus equity in the
undistributed earnings of its subsidiary. The Company’s share of net income of its unconsolidated subsidiary is
included in consolidated income using the equity method. This condensed financial information of the parent

company only should be read in conjunction with the Consolidated Financial Statements of the Company
included elsewhere in this annual report. '
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CARROLS RESTAURANT: GROUP; INC. AND SUBSIDIARY
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 2010, 2009 and 2008
(in thousands of dollars) o

Column B Column C ColumnD Col.E
L , Charged . . ’ Balance
“Balance at™ to Costs Charged at End
L i  Beginning .  i'and. ' ::. to other S of
Description ., . . = .. - ] _ of Period.. Expenses accounts . Deductions Period
Year ended December 31, 2010: : ‘ P : o
‘Deferred income tax valuation allowance ... :...... o $563 . S (14 $—- $— $549
Year ended December 31, 2009: v c L : .
Deferred income tax valuation allowance .. ........ . .8575 $:(12) $— $—- $563
Year ended December 31, 2008:
$— $575

Deferred income tax valuation allowance .. .... oo, $765 $(190) $—
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of D1rectors and Stockhelder of - .
Carrols Corporation and subsidiaries
Syracuse, NY

- We have audited the accompanymg consolidated balance sheets of Carrols Corporation (a wholly owned
subsidiary of Carrols Restaurant Group, Inc.) and subsidiaries (the “Company”) as of January 2, 2011 and
January 3;°2010, and the related consolidated statements of operations, changes in stockholder’s equity (deficit),
and cash flows for each of the three years in the period ended January 2, 2011. Our audits also included the
financial statement schedule listed in the Index at Item 15. These financial statements and financial statement
schedule are the responsibility of the Company’s management. Our respon51b111ty is to express an oplmon on the
financial statements and financial statement schedule based on our audits. \

‘We conducted our audits in‘accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. The Company is not required to have,
nor were we engaged to perform, an audit of its internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. 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 the Company as of January 2, 2011 and January 3, 2010, and the results of its operations and its cash
flows for each of the three years in the period ended January 2, 2011, in conformity with accounting principles
generally accepted in the United States of America. Also, in our opinion, such financial statement schedule, when
considered in relation to the basic consolidated financial statements taken as a whole, presents fairly, in all
material respects, the information set forth therein.

/s/ Deloitte & Touche LLP

Rochester, NY
March 18, 2011
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CARROLS CORPORATION AND SUBSIDIARIES
-~ CONSOLIDATED BALANCE SHEETS" “°
40750 December 31, 2010 and 2009 - -

(in thousands of dollars except share and per share amounts)

December 31,
2010 .. 2009 -
~ . ASSETS . . . v :
Current assets: | : . . R
7. Cash and cash equ1valents ............................................... $ 3 144 $ 4,402
" Trade and other receivables . . . ... ..... e e e e 5213 5,971
Inventories . ..... e e et e et e 5,203~ 5935
 Prepaidrent . ..... v reee e e e e e e O 4,018-. ~ . 3,928
Prepaid expenses and other CUITENt SSELS. . :ih v s% vt i i s i s e Aocern 5,349 - . 4,835
¢ Refundable income taxes ........ e e meea e e b e , 869 - 1,185
Deferred income taxes (Note 10) ..... e A e o 4,609 -4,834
‘ Total current assets .............. e R et 28,405 31,090
Property and equipment, net Note 2) ............. N e e .+ 186,850.: 192,724
Franchise rights, net (Note 3) ............. PPN e ieeneeaneanaes 10,432 73,674
Goodwill Note 3) ... ....ovuenn.. S P e I 124,934 124,934
Intangible assets, Mt . . ...t e, 419 543
Franchise agreements, at: cost less accumulated amortization of $5, 854 and $5,729, o v
respectlvely ............................................................ . 5,629 . 5924
Deferred income taxes (Note 10) ............................................. 1,949 1,935
Other assets ......... ..:.5....... e et v e e Lo 7,684 79,153
Totalassets'...-’.......’.’v.'.’...." ........ e et e s $426,302  $439977
' LIABILITIES AND STOCKHOLDER’S EQUITY
Current liabilities:
- Current portion of long tenn debt(Note 7) .. ........coon.. e il ~ $ 15,538 % 12,985
-Accountspayable ....................... e e - 13,944 15,983
JAccrued interest . ....... S U 6,353 6,880
Accrued payroll, related taxes and benefits ............. [ 19,504 21,454
Accrued real estate tAXeS . .. .o vttt e e e 4,778 4,780
Other liabilities .........c.. ... i i i i i i e e e 7,434 9,061
Total current Habilities . ........... ottt ettt et 68,051 71,143
Long-term debt, net of current portion (Note 7) . .....coviviiiiiiinnen s, 237,914 260,108
Lease financing obligations (NOte 8) ...........coivvriniiiie i, 10,061 9,999
Deferred income—sale-leaseback of real estate (NOte 6) . ... .....covinennennnn.... 40,472 43,088
Accrued postretirement benefits (Note 15) .. ....viiie i it iiin s A 1,845 1,914
Other liabilities (NOt€ 5) .. ... .. it i i i i e et e 23,060 22,271
Total Habilities .. ... ..ottt i i e e e e e 381,403 408,523
Commitments and contingencies (Note 13)
Stockholder’s equity (Note 11):
Common stock, par value $1; authorized 1,000 shares, issued and outstanding—10
] . — —
Additional paid-incapital ........ ... ... . i i (4,083) (5,734)
Retained earnings .. ..........ouninitiiiiitn it ittt ittt it 47,447 35,525
Accumulated other comprehensive income (Note 15) ......................... 1,535 1,663
Total stockholder’sequity ............ooiuiiiiini ittt 44,899 31,454
$439,977

Total liabilities and stockholder’s equity ...........covveivvinnnninnnnennennn... $426,302

The accompanying notes are an integral part of these consolidated financial statements.
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CARROLS CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31, 2010, 2009 and 2008

(in thousands of dollars) SRR

2010 2009 2008
Revenues:
Restaurantsales FR IR S S S $794,611 $814,534 $814,893
Franchise royalty revenues andfees ..................cooiieiantn 1,533 1,606 1,434
© TOMAl TEVEMUES ... e et eeeeeeeae e ee e e e e 796,144 816,140 816,327
Costs and expenses: : :
COSt O SAlES .« o e e et e it e ettt et e e 240,635 237,446 . 244,816
Restaurant wages and related expenses (including stock-based . I
compensation expense of $50, $215 and $233, respectlvely) ceeen... 235075 239,553 ¢ 236,215
Restaurant rent expense (Note 6) ..........ccoiiiiieeieinnan.. " 48,578 49,709 - 46,686
Other restaurant operating eXpenses ..................... DR 114,643 117,761 123,278
AdQVertising €Xpense . .. ...ovvttttiiii i 30,362 31,172 31,329
Gener4l and administrative (including stock-based compensatlon : SR
expense of $1,601, $1,196 and $1,706, respectively) .............. 51,015 51,845 - 52,657
Depreciation and amortization ... ...t 32,459 32,520 32,436
Impairment and other lease charges (Note 4) ..... e S 7,323 2,971 5,521
Otherincome (NOtE D) .. .. .o ittt ittt iieiiieineenns (444) (720) - (580)
Total operaﬁng expenses ..... P 759,646 ' 762 057 . - .772,358
Income from Operations . ........... .o viiiniiineiie i 36,498 54,083 43,969
Interest EXPenSe . ........uoeviiiiinninii i e PR 18,805 19,638 28,033
Gain on extinguishment of debt (Note 7) ... ....... ... it —_ — (4,368)
Income before iINCOME taXes . .. .o v vt vt n e e e in e i ranensanns 17,693 34,445 - 20,304
Provision for income taxes (Note 10) ................. e 5771 12,604 7,546
NEtINCOME « vttt it it it ettt n et teeaanenenrenens e $ 11,922 $ 21,841 $ 12,758

The accompanying notes are an integral part of these consolidated financial statements.
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CARROLS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDER’S EQUITY (DEFICIT)

Years Ended December 31, 2010, 2009 and 2008
(in thousands of dollars)

Accumulated Total
Additional Other Stockholder’s
Common Paid-In Retained Comprehensive - Equity
. ~Stock . Capital Earnings Income (Deficit)
Balance at January 1, 2008 ................... $— A $(9,084) $ 926 $1,361 $(6,797)
Stock-based compensation ........ e — 1,939 — —_ - .1,939
Comprehensive incoine: .
Netincome "....................... — — 12,758 . — 12,758
Change in postretirement benefit ' '
obligations, net of tax of $378 : - »
(Note 15) ......... e — — Co—= 603 603
Total comprehensive income ............. L36_1_
Balance at December 31,2008 ................ — (7,145) 13,684 1,964 - 8,503
Stock-based compensation ............... — 1,411 — — 1411
Comprehensive income: :
Netincome ...........ccevvuvunnnn — — 21,841 — 21,841
Change in postretirement benefit -
obligations, net of tax of $192 » C
MNote15) . ovvviiie e, — — — (301) (301)
Total comprehensive income ............. , 21,540
Balance at December 31,2009 ................ — (5,734 35,525 1,663 31,454
Stock-based compensation ............... — 1,651 — —_ 1,651
.Comprehensive income:
Netincome .........ccoviiunneinn. — — 11,922 —_ 11,922
Change in postretirement benefit
obligations, net of tax of $98
MNotel5) L ..o, ' — — — (128) - (128)
Total comprehensive income ............. 11,794
Balance at December 31,2010 ................ $— $(4,083) $47,447 $1,535 $44,899

The accompanying notes are an integral part of these consolidated financial statements:
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CARROLS-CORPORATION AND SUBSIDIARIES
. CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2010, 2009 and 2008
(1n thousands of dollars)

2010 2009 2008
Cash ﬂows prov1ded from operatmg activities: o
Netincome . ... :vhive.iveiiviineen.n. e i P, $11,922 §$ 21,841 $ 12,758
Ad_]ustments to reconcxle net income to niet cash provided from operating activities: :
Loss on disposals of property and equipment ............. e 612 | 121, . 542
" Stock-based compensation . ................. e e 1,651 ‘1,411 "1,939
+ Impairment and other lease charges ........ e e T 7,323 2,771 5,521
Depreciation and amortization . ... ........eeueieeerernereerieeeerereereerennnans 32,459 . 32,520 .. 32436
Amortization of deferred financing costs .......... ... i 948 , , 991 1,180
Amortization of unearned purchase discounts ...................o0 e U = (2,149) (2,148)
Amortization of deferred gains from sale-leaseback transactions ............ el A iB334T 1 (3,178) 2,212)
Gain on settlements of lease financing obligations ......................... i — (133) (48)
Accretion of interest on lease financing obligations . .............c.oiiiiii 62 . - 47 229
- Deferred INCOME tAXES . .\t v e vete e teteeae e e eneatene e e e ananteanannnnn 299 5,010 3,396
- Gain on extinguishmentof debt ............ . .. i . — (4,368)
Changes in other operating assets and hab111t1es o
Refundable income taxes ...:.......... W, A © . 316 1,185 - —
CAccounts payable . ... i e ) (2,199)-: (2,399) . .(1,383)
ACCTUBA INEETESE . . ottt ettt et ettt ettt et e e nia e reaansennesanaanns @n (862) (406)
Accrued payroll, related taxes and benefits ............ ... ..ol (1,950) 6,023 (3,238)
. Accrued income taxes .......: At feeeeeacas — (2,099) 1,166
o1 S e (1,257) - 1,958 (718)
Net cash provided from operating activities . .............c.cooviiiiiiiiiennninnn R 46,812~ 60,688 44,646
Casti flows used for investing activities:
Capital expenditures: ) .
" - New restaurant development . . . . .. P e e eeraaad (14,079) ~ (9,696) (35,856)
Restaurant remodelmg . ; (12,226).  (12,404) . (11,610)
Other restaurant capital expenditures .. ... .. PP 9,355)  (10,664) (8,420
- Corporate and restaurant information systems . ......... e e G (1;387) (4,180) 7 (6,522)
Total capital expenditures .. ...... ... ... ittt (37,047) (36,944) (62,408)
- Properties purchased for sale-leaseback | ................... e et ere et ran e (3,735)" .. (2,906) —
Proceeds from sale-leaseback tranSactions . .............euuenreanrnnararionanesan e ;12,442 8,662 14,642
Proceeds from sales Of Other PrOPETtES . .. ... .vvornenerenerennenenennenennneneenns cee o o— 819 119
Net cash used for investing activities .................. e e (28,340)- . (30,369) (47,647)
Cash flows used for financing activities: o :
‘Borrowings on revolving credit facility .......... e e © 797,100 "> 102,300 142,100
. Repayments on revolving credit facility .. ... e PP (99,000) _(118,400) (124,100)
" Scheduled principal payments on term loans ............... DU e P (11,727) -~ (12,000) = (3,000)
Principal pre-payments onterm 10ans . . .. ........ ...ttt (6,023) — —
Principal paymentson capital leases . .............. i i i i i e i (80) (102) (146)
Proceeds from lease financing obligations ................ ... ... .. i il — 835 —
Settlement of lease financing obligations .. .......... .. .iiiiiii it ieanans ’ — (1,945) (5,500)
Financing costs associated with issuance of lease financing obligations ...................... — “)
Repurchase of senior subordinated notes ............ ..ot i i e — —_ (10,350)
Net cash used for financing activities .. ........ ..ot it teetiin it iinaneeeennns (19,730) (29,316) (996)
Net increase (decrease) in cash and cashequivalents . ........... ..o iiiiiii i, (1,258) 1,003 (3,997)
Cash and cash equivalents, beginningof year .............. .. . oo il 4,402 3,399 7,396
Cash and cash equivalents, end of Year. . ... ..o iii i e e e $ 3,144 $ 4402 $ 3,39
Supplemental disclosures: ‘
Interest paid on long-termdebt ... ... ... o .t e e $16908 $ 18433 $ 22475
Interest paid on lease financing obligations . ............c.couviiirniiiiiiiiiiiaaaa $ 914 $ 1163 $ 4,603
Accruals for capital eXpenditures ... ..........ouuiiuiireriiiiit e eeveeans $ 613 § 453 $ 860
Income taxes Paid, MEt . . . ..o v vttt ettt ettt e e e e $ 5,124 $ 10877 $ 2,985
Capital lease obligations incurred . . ......... .o ittt i i i e e $ 123 § — 3 158
Non-cash reduction of assets under lease financing obligations due to lease amendments ........ $ — $ 2362 $ 23339
Non-cash reduction of lease financing obligations due to lease amendments .................. $ — $ 3713 $ 32565

The accompanying notes-are an integral part of these consolidated financial-statements.
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CARROLS CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -
Years‘Ended December 31, 2010, 2009 and 2008
(in thousands-of dollars, except share and per share-amounts)

1. Description of Business and Summary of Significant Accounting Policies

Basis of Consolidation. The consolldated financial statements presented herein include the accounts of
Carrols Corporation and its subs1d1ar1es (“the Company ). Intercompany transactions have been eliminated in
consolidation. The Company is a wholly-owned subsidiary of Carrols Restaurant Group, Inc. (“Carrols
Restaurant Group” or the “Parent Company”).

The difference between the 'consohd'ated financial statements of Carrols Corporation and Carrols 'Restaurant
Group is due to additional rent expense. of approximately $6 per year for Carrols Restaurant Group and the
composition of stockholder’s deﬁcu

Fiscal Year. The Company uses a 52-53 week fiscal year ending on the Sunday closest to December 31. All
references herem to fiscal years ended December 30, 2008 January 3, 2010 and January 2, 2011 will be referred
to as, fiscal years ended December 31, 2008, 2009 and 2010, respectlvely The fiscal year ¢ ended December 31,
2009 contained 53 weeks and the fiscal years ended December 31,2010 and 2008 each contamed 52 weeks.

Busmess Descrzptzon At January 2, 2011, the Company operated as franchlsee 305 qu1ck-serv1ce A
restaurants under the trade name “Burger King” in 12 Northeastern, Midwestern and Southeastern states. At
January 2, 2011, the ‘Company also owned and operated 91 Pollo Tropical restaurants, of wh1ch 86 werein
Florida, five were in New Jersey and franchised a total of 29 Pollo Tropical restaurants, 21 in Puerto Rico, two in
Ecuador, one in Honduras, one in the Bahamas, one in Trinidad and three on college campuses in Florida. At
January 2, 2011, the Company also owned and operated 155 Taco Cabana restaurants located pnmanly in Texas
and franchised two Taco Cabana restaurants in New Mexico, one 1n Texas and one in Georgla '

Use of Estimates. The preparation of the consolidated ﬁnancxal 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 disclosure of contingent assets and
liabilities at the dates of the financial statements. Estimates also affect the reported amounts of revenues and
expenses during the reporting periods. Significant items subject to such estimates and assumptions include:
accrued occupancy costs, insurance liabilities, income taxes, evaluation for impairment of goodwill and long-
lived assets, impairment of Burgcr King franchise rights ‘and lease accounting matters. Actual results could differ
from those estimates.

Cash and Cash Equivalents. The Company considers all highly liquid investments with an original maturity
of three months or less when purchased to be cash equivalents.

Inventories. Inventones pnmarlly cons1st1ng of food and paper, are stated at the lower of cost (ﬁrst—m ﬁrst—
out) or market. Inventories are primarily comprised of food and paper.
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Property and Equipment. The.Company capitalizes all direct.costs incurred to construct and substantially
improve its restaurants. These costs are depreciated and charged to expense based upon their property
classification when placed in service. Property’ and equ1pment is recorded at cost. Reparr and maintenance
activities are expensed as incurred. Deprecratlon and amortlzatlon 1s provrded using the stralght-lme method over
the following estimated useful lives:

Owned buildings .............. e e 5 to.30 years

~Equipment ............. U S .. 3to7years

" Computer hardware and software ................. "3t07 years »
Assets subject to capital leases .. .................. Shorter of useful life or leasé term’ S

Leasehold 1mprovements are depremated over the shorter of their estimated’ useful 11ves or the underlymg _
lease term. In circumstances where an economic penalty would be, presumed by the nion exercise of one of more
renewal options under the lease the Company includes those renewal option penods when determmmg the lease )
term. For significant leasehold imiprovements ‘made during the latter part of the lease term, the Company
amortizes those improvements over the shorter of their useful life or an extended lease term. The extended lease
term would consider the exercise of renewal optrons if the value of the improvements would imply that an h
economic penalty would be incurred without the renewal of the optron Building costs incurred for new ‘
restaurants on leased land are depremated over the lease term, Wthh is generally a 20- -year penod

Burger ng Franchise Rights. For 1ts prev1ous Burger King restaurant acqu1s1t10ns the Company generally '
allocated to franchise rights, an 1ntang1ble asset, the excess of purchase pnce and related costs over the value o
assigned to the net tangible and intangiblé assets acquired. 'Amounts allocated to franchise nghts foreach
acquisition are amortized using the straight-line method over the average remaining term of the acqulred
franchise agreements plus one twenty year renewal penod

Burger King Franchise Agreements. ‘Fees for initial franchises and renewals are amortlzed using the ~
straight-line method over the term of the agreement which is generally twenty years.

Goodwill. Goodwill represents the excess of purchase price and related costs over the value assigned to the : ‘,
net tangible and identifiable intangible assets of businessés acquired. Goodwill is not amortized but is tested for
impairment at least annually as of December 31. '

Long-Lived Assets. The Company assesses the recoverability of property and equipment, franchise rights
and intangible assets by determining whether the carrying value of these assets can be recovered over their
respective remaining lives through undiscounted future operating cash flows. Impaument is reviewed whenever
events or changes in cifcumstances indicate that the carrylng amounts of these assets may not be fully
recoverable.

Deferred Financing Costs. Financing costs incurred in obtaining long-term debt and lease financing
obligations (included in other assets) are capitalized and amortized over the life of the related obligation as
interest expense using the effective interest method.

Leases. All leases are reviewed for capital or operating classification at their inception. The majority of the
Company’s leases are operating leases. Many of the lease agreements contain rent holidays, rent escalation
clauses and/or contingent rent provisions. Rent expense for leases that contain scheduled rent increases is
recognized on a straight-line basis over the lease term, including any option periods included in the determination
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of the lease term: Contingent rentals are generally based upon a percentage of sales or a percentage of sales in
excess of stipulated amounts and are generally not con51dered minimum rent payments but are recogmzed as rent
expense- when mcurred . : Con
Lease F inancing: Oblzgattons Lease financing obhgatrons pertam to real ‘estate sale-leaseback transactions -
accounted for under the financing method. The assets (land and building) subject to these obligations remain on.
the Company’s consolidated balance sheet at their historical costs and such-assets‘(excluding-land) continue to.be
depreciated over their remaining useful lives. The proceeds received by the Company from these transactions are
recorded as lease financing obligations and the lease payments are apphed as payments of principal and
interest. The selection of the interest rate on lease ﬁnancmg obhgatlons is evaluated at inception of the lease
based on the Company’s incremental ‘borrowing rate adjusted to the rate required to prevent recogmtlon ofa
non-cash loss or negatlve amortlzatron of the obhgatlon through the end of the pnmary lease term. -

Revenue Recogmtton Revenues from Company owned and operated restaurants, are recogmzed when
payment is tendered at the time of sale. Franchise royalty revenues associated with Pollo Tropical and Taco
Cabana restaurants are based on a percent of gross sales and are recorded as mcome when eamed

Unearned Purchase Discounts. Unearned purchase discounts are amortized as a reduction of cost of sales
either over the life of the supplier contract or the estimated _purchase commitment period. In 2000, Burger King
Corporation arranged for the Coca-Cola Company and Dr. Pepper/Seven—Up, Inc. to provide funding to
franchisees in connection with certain initiatives to upgrade restaurants. The Company received approximately
$19.8 million in 2000 and $1.6 million in 2001 under this arrangement with these suppliers. The total amount of
these purchase discounts amortized for each of the years ended December 31, 2009 and 2008 was $2.2 million.
As of December 31, 2009 these purchase d1scounts have been fully amortlzed

Income Taxes. Deferred tax assets and liabilities are based on the dlfference between the financial statement -
and tax bases of assets and liabilities as measured by the tax rates that are anticipated to be in effect when those °
differences reverse. The deferred tax provision generally represents the net change in deferred tax assets and
liabilities during the period. The effect on deferred tax assets and liabilities of a cliange in tax rates is recognized
in the results of operations in the petiod that includes the enactment date. A valuation allowance is established
when it is necessary to reduce deferred tax assets to amounts for which realization is more likely than not. The
Company recognizes the tax benefit from an uncertain tax position only if it is more likely than not that the tax °
position will be sustained on examination by the taxing authorities, based on the technical merits of the position.
The Company and its subsidiary file a consolidated federal income tax return. '

Advertlsmg Costs A11 advertlsmg costs are expensed as mcurred

Cost of Sales. The Company ‘includes the cost of food, beverage: and paper, net of any d1scounts, in cost of -
sales ; : - .

Pre- openmg Costs The Company’s pre-opemng costs are expensed as 1ncurred and generally include
payroll costs associated with opening the new restaurant, rent and promotional costs.

Insurance. The Company is insured for workers’ compensation, general liability and medical insurance
claims under policies where it pays all claims, subject to stop-loss limitations both for individual claims and
claims in the aggregate. Losses are accrued based upon the Company’s estimates of the aggregate liability for
claims based on Company experience and certain actuarial methods used to measure such estimates. The
Company does not discount any of its self-insurance obligations.
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Fair Value of Financial Instruments. Fair value is defined as the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants on the measurement date. In
determining fair value, the accounting standards establish a three level hierarchy for inputs used in measuring fair
value as follows: Level 1 inputs are quoted prices in active markets for identical assets or liabilities; Level 2
inputs are observable for the asset or liability, either directly or indirectly, including quoted prices in active
markets for similar assets or liabilities; and Level 3 inputs are unobservable and reflect our own assumptions. -
The following methods were used to estimate the fair value of each class of financial instruments for which it is
practicable to estimate the fair value: B : : o ;
*  Current Assets and Liabilities. The carrying valuie of cash and cash equivalents and accrued liabilities
approximates fair value because of the short maturity of those instruments. o

*  Senior Subordinated Notes. The fair values of outstanding senior subordinated notes are based.on -
quoted market prices. The fair values at December 31, 2010 and 2009 were approximately $165.4
million and $167.5 million, respectively. - N - : :

*  Revolving and Term Loan Facilities. Rates and terms under the Company’s senior credit facility are
favorable to debt with similar terms and maturities that could be obtained, if at all, at December 31,
2010. Given the lack of comparative information regarding such debt, including the lack of trading in
the Company’s term A debt, it is not practjcablc to estimate the fair value of our existing borrowings
under the Company’s senior credit facijitj} at December 31, 2010 and 2009.

L,

See Note 4 for discussion of the fair value measurement of non-financial assets.

Earnings Per Share Presentation. Authoritative giﬁd_ance requires presentation of earnings per_:.s'har_e by all
entities that have issued common stock or potential common stock if those securities trade in a public market
either on a stock exchange (domestic or foreign) or in the over-the-counter market. The Company’s.common

stock is not publicly traded and therefore, earnings per share amounts are not presented.

Stock-Based Compensation. The Company applies the Black-Scholes valuation model in determining the
fair value of stock options granted to employees, which is then amortized on.a straight-line basis to compensation
expense over the requisite service period. For restricted stock awards, the fair market value of the award,
determined based upon the closing value of the Carrols Restaurant Group’s stock price on the grant date, is
recorded to compensation expense on a straight-line basis over the vesting period. ;

Carrols Restaurant Group has adopted an incentive stock plan under which incentive stock options,
non-qualified stock options and restricted shares may be granted to employees and non-employee directors. On
an annual basis, Carrols Restaurant Group has granted incentive stock options, non-qualified stock options and
restricted shares under these plans. The stock options granted generally vest at 20% per year and expire seven
years from the date of grant. Restricted shares granted to employees generally vest 100% after three years and
restricted shares granted to non-employee directors generally vest at varying rates over two to five years. The fair
value of shares granted is determined based on Carrols Restaurant Group’s closing stock price on the date of
grant. Stock-based compensation related to these grants totaled $1.7 million, $1.4 million and $1.9 million in
2010, 2009 and 2008, respectively.
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The weighted average fair-value of the options granted by Carrols Restaurant-Group in 2010, 2009 and 2008
was $3.03, $1.19-and$2.64, respectively, which was' estlmated us1ng the Black Scholes optlon pncrng model
w1th the followmg welghted—average assumptlons e

2010 ’ f 2000 2008

RISK-free INEESE TALE - - - ome st e e es e aeneneesnonnneeis - 232% . 136% - 3.06%
Annual dividend yield ........ ..ot 0% 0% 0%
Expected life: .. .ot vt v v it s s e i e riaeenr o 48 years - 4.8 years 4.8 years

Expected volatility ............couveiiiiiiinnnnerirminise o 0 2 753% - 9% . . 33%

The assumptions include the risk-free rate of interest, expected dividend y1e1d expected volatility, and the
expected term of the award. The risk-free rate of interest was based on the zero ‘coupon U.S. Treasury bond rates
appropnate for the. expected term of the award. There are no expected dividends as Carrols Restaurant Group
does not currently plan to pay d1v1dends on its common, stock. Expected stock price volatility was based on the
1mphed volat111ty of a peer group | that had actively traded stock dunng the penod 1mmed1ate1y precedmg the,
share-based award ¢ grant _The expected term is estlmated by usmg the actual contractual term of the awards and :
3 th of time for the employees to exercise the awards Compensatlon expense s recogmzed only
for those’ options expected to vest, with forfeitures estimated based on the Company’s historical experience ; and o
future expectations. Also see Note 11 to the consolidated financial statements. '

Gift cards. The Company sells gift cards fo its customers in its Testaurants and through sélected third parties.
The Company recogmzes revenue from grft cards upon redemptlon by the customer. The gift cards sold to its
Pollo*Tropical ‘4t Taco Cabana custornefs have no stated expiration dates and aré subject to escheatment rights
in certain states. Proceeds from the: sale of gift cards at the Company’s Burger King restaurants are remitted to
Burger King Corporatlon Revenues from glft card breakage or from inactive gift cards related to Pollo Troprcal
and Taco ‘Cabana aré not miaterial to'the Company’s consolidated ﬁnancral statements

Subsequent Events. The Company reviewed and evaluated for subsequent events through the issuance date
of the Company’s fiflancial stateriients. Seg Note 17 to the consolidated financial statements.

Recent Acéounting Pronouncements ™
There are currently no recent accounting pronouncements which Had or are expected to have a matenal

1mpact on the‘ Company s consohdated ﬁnanclal statements as of the date of thrs report

2. Property and Equlpment ’

Property and equipment at December 31 consisted of the following:

= o December 31,
2010 2009

$ 24,054 $ 21,588

Owned bulldmgs R R . 25971 26,086
Leasehold 1mprovements ........................................ 196,606 191,275
EBquipment . .. i v i . a0 S e i oo 226,956 220,339
Assets subject to-capital leases B S S SR S 6,865 - . . 6,848
TV 480,452 466,136

Less ‘acc.umulat’ed depreciation and arnortization R R R . (293,602) (273 412)
RS A ‘ o $186,850  § 192,724
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- +Assets subject to capital leases primarily pertain to buildings leased for certain restaurant- locations and .
certain corporate equipment and had accumulated amortization at December 31, 2010 and 2009 of $5,906 and -
$5,887, respectively. At December 31, 2010 and 2009, land of $4,175 and $4,1-76, respectively,; and owned.: .
buildings Qf $4,867 and _$4,888, respectively, were subject to lease financing obligations accounted for under the
lease financing method (See Note 8). Accumulated depreciation pertaining to owned buildings subject to lease
financing obligations at December 31, 2010 and 2009 was $1,883 and $1,690, respectively. s

Depreciation expense for all property and eqliipment for the years ended December 31, 2010, 2009 and 5
2008 was $28,518, $28,563 and $28,427, respectively. N R
3. Goodwill an.dblvFranchise Rights = S

joodwill. The Company is required to review goodwill for impairment annually or more ftqqgcﬁﬂy when -
events and circumstarices indicate that the carrying amount may be impaired. If the determined fair value of
goodwill is less than the related carrying amount, an impairment loss is recognized. The Company performs its
annual impairment assessment as of December 31 and has determined its reporting units to be at the operating
segment level: its Burger King restaurants, operating as a franchisee; Pollo Tropical and Taco Cabaria €ach at the
brand level. ° o o o S S

In performing its goodwill.impairment test, the Company compared the net book values of its reporting
units to their estimated fair values, the latter determined by employing a k;p_.xnﬁpaﬁqn of a discounted cash flow -
analysis and a market-based approach. The results of the discounted cash ﬂpw:,gnalyse_s,were_.qo;rqbqra;,éd with
other value indiqators_whgr_cn_qvajlable,rsuch as comparable company earnings multiples. -, = .

" There have been no changes in goodwill or gonwiH impdiniehtvlbslééjs_fo,r:“thé years ended December31, ;

2010, 2009 and 2008. Goodwill is summarized below:

Pollo - H'_l;a.co‘ . B'u,r,ger‘ ) -

Tropical ©  Cabana " King “Total -
Balance, December 31,2010and 2009 ... ........... $56,307 $67,177 $1,450 $124,934

Burger King Franchise Rights. Amounts allocated to franchise rights for each Burger King acquisition are -
amortized using the straight-line method over the average remaining term of the acquired franchise agreements
plus one twenty year renewal period. Following is a summary of the Company’s Burger King franchise rights as
of the respective balance sheet dates:

December 31, 2010 December 31, 2009

Gross Gross
Carrying Accumulated Carrying Accumulated
T - Amount  Amoertization Amount Amortization
Franchise rights ................ e $138,169 $67,737 $138,308 * . $64,634 .

Amortization expense related to Burger King franchise rights for the years ended December 31,2010, 2009 w
and 2008 was $3,197, $3,196 and $3,197, respectively and expects annual amortization to be $3,197 for each of :
the years ending 2011 through 2015.

The ;'Comp_any’ assesses the potential impairment of Burger King franchise rights whenever events or
changes in circumstances indicate that the carrying value may not be recoverable. If an indicator of impairment
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exists, an-estimate of the aggregate undiscounted cash flows from the acquired restaurants is compared to the
respective:carrying value of franchise rights for each Burger King acquisition. If an asset is determined to be
impaired, the loss is measured by the excess of the carrying amount of the asset over its fair value. An
impairment charge of. $45 was recorded for franchise rights related to a closed restaurant location for the year
ended December 31, 2010. No impairment charges were recorded related to the Company ] Burger King
franchise rights for the years ended December.31, 2009 and 2008. ‘

4. Impairment of Long-Lived. Assets

* The Company reviews its long-lived assets, pnn01pa11y property and equipment, for impairment at the
restaurant level. If an 1nd1cator of 1mpa1rment exists for any of its assets, an estimate of undiscounted future cash
flows over the life of the primary- asset for each ‘restaurant is compared to that long-lived asset’s carrying value. If
the carrying value is greater than thé uridiscotinted cash flow, the Company then determines the fair value of the
asset and if an asset is determined to be impaired, the loss is measured by the excess of the carrying amount of
the asset over its fair value plus any lease liabilities to be incurred for non-operating restaurants, net of any -
estimated sublease recoveries. - : .

The Company determined the fair value of the impaired long-lived assets at the restaurant level based on
current economic conditions and historical experience. These fair value asset measurements rely on significant
unobgervable inputs and are considered Level 3 in the fair value hierarchy. The non-financial assets measured at
fair value associated with impairment charges recorded in 2010 totaled $1.3 million at December 31, 2010. They
consist of restaurant equipment, which will be used in other Company restaurants with its value was determined
based upon the Company’s experience of amount utilized from prior restaurant closures, and an owned restaurant
property valued based on recent property sales in that restaurant’s trade area.

Irnpamnent and other lease charges recorded on long-lived assets for the Company’s segments were as
follows:

[

. . ] _ _Year Ended December 31,
’ S ‘ o 2010 2009 2008
BULZEr KilE . ..o voeeeeeeeeeea et e $ 709 $ 487 $ 150
POIIO TEOPICAL v vt v v e e e ettt ettt iiie e ae e eanns 4,671 2,152 3,181

TACO CAbANA .. .+ e et eeieee e et e e 1,943 132 2,190
' ‘ $7323 .$2771  $5,521

During 2010, the Company recorded impairment and other lease charges of $7.3 million which included
$3.2 million for thiree underperforming Pollo Tropical restaurants, $0.7 million to reduce: the fair market value of
a previously impaired Pollo Tropical restaurant and $0.7 million in other lease charges for non-operating Pollo
Tropical properties which principally consisted of future minimum lease payments and related ancillary costs
from the date of the restaurant closures to the end of the remaining lease term, net of any estimated cost '
recoveries from subletting the properties. In addition, the Company recorded charges of $1.1 million for an
underperforming Taco Cabana restaurant, $0.3 million to reduce the fair market value of a previously impaired
Taco Cabana restaurant and $0.5 million in charges for non-operating Taco Cabana restaurant properties which
principally consisted of a reduction in estimated cost recoveries from subletting the properties through the end of
the remaining lease term. The Company also recorded impairment charges of $0 7 million associated with certain
underperforming Burger King restaurants.
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The Company closed one Pollo Tropical restaurant in 2009 whose fixed assets were impaired in 2008, and
recorded a charge of $0.3 million in 2009 which principally consisted of future minimum lease payments and .
related ancillary costs from the date of the restaurant closure to the end of the remaining lease:term, net of any
estimated cost recoveries from subletting the property. During 2009, the Company also recorded fixed asset
impairment charges of $1.9 million associated with an underperforming Pollo. Tropical restaurant and $0.4
million associated with two underperforming Burger King restaurants. : o

During 2008, the Company closed two Taco Cabana restaurants and recorded a charge of $2.2 million,
including a fixed asset impairment charge of $1.7 million and other lease charges of $0.5 million which
principally consisted of future minimum lease payments and related ancillary costs from the date of the restaurant
closure to the end of the remaining lease term, net of any estimated cost recoveries from: subletting the properties.
In 2008, the Company also recorded a fixed asset impairment charge of $3.1 million associated with three
underperforming Pollo Tropical restaurants, bne of which was silbsequently closed in 2009 as noted above.

5. Other Liabilities, Long-Term

Other liabilities, long-term, at December 31, consisted of the following:

December 31,
_ L , , 2010 2009
Accrued OCCUPANCY COSES . ..ottt e e e $13,250. $11,572
Accrued workers’ compensation costs .............. e e e 3,423 . 4,018
Deferred compensation .. .................uouuiruia 2,937 . 3,210

Other ... ... e, 3,450 3,471
‘ $23,060 $22,271

Accrued occupancy costs include obligations pertaining to closed restaurant locations, contingent rent and
accruals to expense operating lease rental payments on a straight-line basis over the lease term.

The following table presents the activity in the exit cost reserve included in accrued occupancy costs:

Year ended
December 31,

: 2009’ 2010

Balance, beginning of year ............. ... ... .. .. . . .. $1,050 $ 862
Changes in estimates of accrued COStS ... .. .....oorenron oo 276 1,279
Payments, net . ........ ... .. 475) 632)
Other adjustments ........................... e, 11. 156
Balance, endofyear ............... e ieeeii i S 862 $1,665

6. Leases

The Company utilizes land and buildings in its operations under various lease agreements. The Company
does not consider any one of these individual leases material to the Company’s operations. Initial lease terms are
generally for twenty years and, in many cases, provide for renewal options and in most cases rent escalations.
Certain leases require contingent rent, determined as a percentage of sales as defined by the terms of the
applicable lease agreement. For most locations, the Company is obligated for occupancy related costs including
payment of property taxes, insurance and utilities. o ‘
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In the years ended December 31, 2010, 2009 and 2008, the Company sold eight, six and twelve restaurant
properties in sale-leaseback transactions for net proceeds of $12,442, $8,662 and $14,642, respectively. These
leases have been classified as operating leases and generally contain a twenty-year initial term plus renewal
options.

Deferred gains on sale-leaseback transactions of $729, $2,819 and $14,311 were recognized during the years
ended December 31, 2010, 2009 and 2008, respectively, and are being amortized over the term of the related
leases. The amortization of deferred gains on sale-leaseback transactions was $3,347, $3,178, and $2,212 for the
years ended December 31, 2010, 2009 and 2008, respectively.

Minimum rent commitments under capital and non-cancelable operating leases at.December 31, 2010 were
as follows: '

Years Ending December 31, ' Capital Operating
2011 .. e $ 157 $ 49,351
. ) 2P 149 47,511
22013 ...l P N S e e i e ISP A ) & 45,582
2014 L. Tuuos S A S e 145 43,397
2015 ... e D SO, e o 207 41,380
Thereafter ... ... S i e S e e 14441 311,363

Total minimum 1€ase PAYMENES . . ..o vvvvenreneenereenreneanaaranenens 2250 $538,584

Less amount representing interest-............. e O (1,048)

Total obligations under capital leases ............ ..ot © 1,202

~ Less curreént poTtion . .u...i.eeeerueniinneennennnnns S -(58)

' Long-term obligations under capital 1ases . . .................... A $1,144

Total rent expense on operating leases, including percentage rent on both operating and capital leases, was
as follows: ' 4 -

Year ended December 31, A

L 0020092008
Minimum rent on real property e e e e $46,586  $46,727  $43,191
Additional rent based on percentage of sales .................. : 1,992 2,982 . 3495,
Restaurant rent €Xpense . .........:.... P P - 48,578 49,709 46,686
Administrative and equipment rent ....... eeaene s pee 929 1,295 1,637

$49,507  $51,004  $48,323

F-47




CARROLS CORPORATION AND:SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
Years Ended Decémber 31, 2010, 2009 and 2008
(in thousands of dollars, except share and per share amounts)

7. Long-Term Debt -
Long-term debt at Dét;grriﬁer 31 consisted of the fgllbwing: o
7 . - bécemberiil, .
2010 2009
Collateralized:.: coe S - : N R Ce
- Senior Credit Facility-Revolving credit facility .................... ° $° — - $ 1,900
' Senior Credit Facility-Term loan A facility ......... 0.0 0.0 -.87,250. + 105,000
Unsecured: S Lo Che el
9% Senior Subordinated NOteS . ... .........oooreeeunrennnn.. 165,000 165,000
- ‘Capital leases (NOte 6) ™. .35 0 i o ot s s b b i Leeeely oo 11,2020 0 1,193
253452 273,093
Less: current portion ............ ... i (15,538) . (12,985)

$237914  $260,108

Senior Credit Facility. The Company’s senior credit facility totals $185 million, consisting of $120 million
principal amount of term loan A borrowings maturing on March 9, 2013 (or earlier on September 30, 2012 if the
Senior Subordinated Notes due 2013 are not refinanced by June 30, 2012) and a $65.0 million revolving credit
facility (including a sub-limit of up to $25.0 million for letters. of credit and up to $5.0 million for swingline
loans) maturing on March 8, 2012.

The term loan and revolving credit borrowings under the senior credit facility bear interest,at a per annum
rate, at the Company,"s.,(')ption, of either:

1) the applicable margin ranging fronﬁ 0% to 0.25% based on th_e‘ Corripan);"s senioi: levérage ratio (as
: defined in the senior credit facility) plus the greater of (i) the prjm_e rate or (ii) the federal funds rate for
that day plus.0:5%; or ' I o '

2) Adjusted LIBOR plus the applicable margin percentage in effect ranging from 1.0% to 1.5% based on
~ the Company’s senior leverage ratio. At January 2; 2011; the LIBOR margin was 1.0%. '

‘During the year ended December 31, 2010, the Company made a required prepayment of approximately
$1.0 million based on 25%of the Company’s Excess Cash Flow for the year ended December 31, 2009, as
defined. The Company-also made ‘a prepayment of $5.0 million on outstanding term loan A borrowings in the
fourth quarter of 2010. At January 2; 2011, outstanding term loan A borrowings. were $87.3 million with the
remaining balance due and payable as follows: o S RERNNE o

1) -one quarterly installment of appreximately $2.8 million beginning on March 31, 2011:
2) four quéﬁerly installments-of approximately $4.2 million beginning on June 30, 2011; and
3) .four quhﬁérly installments of approximately $16.9 million beginning on June 30, 2012.

Under the senior credit facility, the Company is required to make mandatory prepayments of principal on
term loan A facility borrowings (a) annually in an amount up to 50% of Excess Cash Flow depending upon the
Company’s Total Leverage Ratio (as such terms are defined in the senior credit facility), (b) in the event of
certain dispositions of assets (all subject to certain exceptions) and insurance proceeds, in an amount equal to
100% of the net proceeds received by the Company therefrom, and (c) in an amount equal to 100% of the net
proceeds from any subsequent issuance of debt. For the year ended December 3 1, 2010, there was not a required
prepayment based on the Excess Cash Flow for 2010, as defined.
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For the year ended December 31, 2009, the Company was required to make a prepayment of approxnnately
$1.0 rmlhon in 2010, or 25% of the Excess Cash Flow for 2009, as defined.

The senior credit facility contains customary default provisions as provided therein, including without
limitation, a cross default provision pursuantto which it is an event of default under the senior credit fac111ty if
there is a default in the payment of any principal -of or interest on any indebtedness of the Company having an
outstanding principal amount of at least $2.5 million (excluding lease financing obligations but which'would
include the Indenture governing the Notes) or any event or condition which results in the acceleration’ of such
indebtedness prior to its stated maturity.

In general, the Company’s obligations under the senior credit fa0111ty are guaranteed by Carrols Restaurant
Group and all of the Company s material subsidiaries and are collateralized by a pledge of the Company s
common stock and the stock of each of its material subsrdlarles The senior credit facility contams cértain
covenants, including, without limitation, those limiting the Company $ ablhty to incur 1ndebtedness incur hens _
sell or acquire assets or businesses, change the nature of its business, engage in transactions with related parties,
make certain investments or pay dividends. In addition, the Company is required to meet certain financial ratios,
including fixed charge coverage, senior leverage, and total leverage ratios (all as defined under the senior credit
fac1hty) The Company was in compliance with the covenants under its senior credit facility as of January 2,

After reservmg $13 7 m11hon for letters of cred1t guaranteed by the fac111ty, $51 3 rrulhon was avarlable for

_borrowings under the revolvmg credit fac111ty at January 2, 2011, : '

Senior Subordinated Notes. On December,. 15, 2004, the Company issued $180.0 million of 9% Senior :
Subordinated Notes due 2013 (the “Notes”) that bear interest at a rate of 9%.payable semi-annually on .
January 15 and July 15 and mature on J anuary . 15, 2013 The. Notes.are redeemable at.the option of the Company
in whole or in part at 100% of the prmc1pa1 amount after J anuary 15 2011.

Durmg 2008, the Company repurchased and retrred $15.0 nnlhon prmc1pa1 amount of the Notes in open
market transactions for $10.4 million resulting in a.gain on exungmshment of debt of $4.4 millien, net.of the -
wnte-offofdeferredﬁnancmgcosts o R BT T R LA

Restrictive covenants,» under the Notes, include limitations with respect to the. Company’s;ability to incur
additional debt, incur liens, sell or acquire assets or businesses, pay dividends-and make certain investments. The
Company was in comphance as of January 2, 2011 with the restrictive covenants in the Indenture govemmg the
Notes. : : o

The Indenture goveining the Notes contains customary:default provisions as provided therein, includifig. -
without limitation, a cross default provision pursuant to which it is an event of default under the Notes and the -
Indenture if there is a default under any indebtedness of the Company having an:outstanding principal amount of
$20 million or more (which would include the senior: credit facility)-if such default results in the acceleratlon of
such; 1ndebtedness prlor to its stated: matunty or is caused by a failure to pay pnncrpal when due. :
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. ~AtJanuary 2, 2011, principal payments.required on all long-term debt are as follows: -

$ 15,538
.:-54,936
- 181,945
.56
48 .

$253452

R T L O I T T T TY T T T T Y

" The F.\'ye'ightcav;ar\"}é,rjaée interest rate on all debt, excluding lease ﬁn;ihging"obligaﬁons, for the years éﬁded

December 31, 2010, 2009 and 2008 was 6.1%, 5.9% and,6.9%, respectively. Interest expense on the Company’s:

long-tern udi
December 31, 2010, 2009 and 2008, respectively.

erm debt, excluding lease financing obligations, was $17,811, $ '1‘8,5_49 and $23,177 for the years ended

R I e P I L4 B N LS

8. Lease Financing Obligations o _ i

The Cormpany entered into salé-léasebatck fransactions in variods' yeais that did not qualify for sale-
leaseback accounting and as a result were classified as financing transactions. Under the financing method, the
assets remain on the consolidated balance sheet and proceeds received by the Company from these transactions
are recorded as a finaricing liability. Payments under these leases are appliéd as payments of imputed interest and

deemed principal on the underlying financing obligations.

These'leases generally provide for an initial term of 20 years plus renewal options. The- reﬁ‘t'payable'iu’nder .
such leases includes-a minimum rent provisiori and in some cases, includés rent based on a percentage of sales.

These leases also requite payment of property-taxes, insurance and utilities. °

N

During 2009, the Company settled $1.9 million of lease financing obligations which included a purchase of
one restaurant property previously subject to a lease financing obligation for $1:1 million and the settlement of
the lease financing obligation incurred previously in 2009 for $0.8 million. The Company also médified
provisions of three of its restaurant leases previously accounted for as lease financing obligations which allowed
the respective sale transactions to qualify for sale-leaseback accounting. As a result of these transactions in 2009,
lease finiancing obligations were reduced by $4.9 million, assets under lease financing obligations were reduced
by $2.7-million and deferred gains on gualified sale-leaseback transactions of $1.2 million were recorded.

During 2008 the Company exercised its right of first refusal under the leases for certain restaurant properties
previously accounted for as lease financing obligations and purchased these properties from the lessor. As a
result, the Company réduced its lease financing obligations by $5.5:million: In 2008, the Company also amended
or modified certainlease provisions and terminated certain purchase options; for certain restaurant leases"
previously:accounted for as lease financing obligations. The changes permitted 24 leases to-qualify as operating
leases and the related sale-leaseback transactions to be recorded:as sales, which removed all of the respective::
assets under lease financing obligations and related liabilities from its consolidated balance sheet. The gains from
these sales were generally deferred and are being amortized as an adjustment to rent expense over the remaining
term of the underlying leases.

As a result of these transactions in 2008, the Company reduced its lease financing obligations by $38.1
million, reduced its assets under lease financing obligations by $23.3 million and recorded deferred gains of
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$8.8 million. Of these amounts, reductions of $32.6 million of lease financing obligations and $23:3’million.of-*
assets under lease financing obligations were reflected as non-cash transactions. in the 2008 consolidated-- . -

statement of cash flows.

At December 31, 2010, payl'r;ents required on lease financing obligations were as follows: o

20T . e e '$ 977
2012 . 978
003 ..o 979
200 . e e e 983
2015...... e 986
Thereafter through 2023 ............................................ 15,724
Total minimum lease payments ................... e P . 20,627

Less: Interest implicit in obligations . ... .............c.vuiuenenn.... (10,566)
'Total-;leasev:ﬁnanc1ng obhgatlons e e e T $10,061

The interest rates on lease financing obligations ranged from 8.5% to 10.5% at December 31, 2010. Interest
expense on lease financmg obhgatlons totaled $994, $1, 098 and $4 856 for the years ended December 31, 2010
2009and2008 respectlvely o T T L i

9. Other IliEOme i

In 2010, the Company recorded a gain of $0. 4 million related to a property 1nsurance recovery from a fire at
a Burger ng restaurant.

S

During 2009, the Company recorded net gains of $0.7 million which included a gain of $0.6 million related
to an insurance recovery for damages to Taco Cabana restaurants associated with Hurricane Ike, $0:2 million
related to the sale of a non-operating property and a loss of $0.1 million associated with a sale-leaseback of a
restaurantproperty = L e e B TR S :

In 2008 the Company recorded gains of $0.6 million, which mcluded $O 1 rmlhon related to the sale of a
Taco Cabana property and $0.5 million related an insurance recovery.: for damages to a.Taco Cabana restaurant
property in Galveston,Texas during Humcane Ike. '

i
k
g
)
2
g
2
3
b
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10: Income Taxes. : N e ; .
The provision foriincome taxes was comprised of the following for'the years ended December 31:

Year ended December 31,

2010 2000 2008

Current: ' ’ -
Federal ......... ... ... ... ... ... . .. ... .. ... $4.076  $ 5,861  $2,845
Foreign .................... e, 256 310 294
State .................... e PR 1,140 1,423 1,011
- 5,472 7,594 4,150
Deferred (prepaid); .
~Federal .............. e e 399 . 4205 2,368
COStAate L (86) 817 1,218
o o o - _ 313 5002 3,586
Valuation allowance ................................ A4 ad2)  (190)

$5771  $12,604  $7.546

assets and liabilities for financial reporting purposés and the amicunt used ‘fbr""inc"ome’tax’wpUrpoée's."IIjh‘e" :
components of deferred income tax assets and liabilities at December 31, 2010 and 2009 ‘were as follows:

" Deferred income taxes reflect the net tax effects ‘of temporary differences betwéen the carrying amotnts of

December 31,
2010 2009 -
.Current deferred income tax assets; . o S Sy
Inventory and other reserves ........................... $ 29 .8 23
Accrued vacation benefits ........................ ... .. 2,587 2,559
L ‘chcraccruals:,.:‘.._.‘..._...._4.”’..;.._....-.,.‘.,._.,. e ST 1,993 .. 2,252 -
;. Current deferred-income tax assets.. . ... ... ... iens. ... oo 4609 . 4834
" “Long term déferred income tax assets (liabilities): A S
Deferred income on sale-leaseback of certain real estate . . . . . . 15,153 16,135
Lease financing obligations ................. e 1,016 905
* Postretirement benefitexpenses ... ... ..., ... ... Loeee.. 1,695 1,810
“Accumulated other comprehensive income—postretirement -
benefits ............ ... ... ... ... ..., S 979 1,077
Property and equipment depreciation . .................... 1,205 1,267 .
State net operating loss carryforwards .................... 728 570
Amortization of other intangibles, net .................... G0 (18)
Amortization of franchise rights . .................. ... ... (24,421)  (24,196)
Occupancy costs ... ... .. e 5,200 4,451
Tax credit carryforwards .................... ... .. .. ... 549 - 563
Other ... ..o 2,382 2,088
Long-term net deferred income tax assets ..................... 2,498 2,498
Less: Valuation allowance ............................. (549) (563)
Total long-term deferred income tax assets .................... 1,949 . 1,935
Carrying valueof net deferred income tax assets ................ $ 6558 $ 6,769
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The Coimpany’s state net operatmg loss carryforwards expn'e in Va.rymg amounts through 2030.

The Company estabhshes a valuation:. allowance to: reduce the carrying amount of deferred tax assets when it
is more likely than not that it will not realize some portion or all of the tax benefit of its deferred tax‘assets..The::

Company evaluates whether its deferred tax assets are probable of realization on a quarterly basis. In performing -

this analysis, the Company considers all available evidence including historical operating results, the éstimated -
timing of future reversals of existing taxable temporary differences and estimated future taxable income -
exclusive of reversing temporary differences and carryforwards. At December 31, 2010 and 2009, the Company
had a valuation allowance of $549 and $563, respectively, against net deferred tax assets due primarily to foreign
income tax credit carryforwards where realization of the related deferred tax asset amounts was not likely. The -
estimation of future taxable income for federal and state purposes and the Company’s ability to realize deferred
tax assets pertaining to state net operating loss carryforwards and foreign tax credit carryforwards:can: :
significantly change based on future events-and. operatmg results Thus, recorded valuation allowances may be >
subJect to future changes that could be matenal ; : - “

The Company ] effectrve tax rate was’ 32 6% 36 6%, and 37. 2% for the years ended December 31, 2010
2009, and 2008, respectively: A reconciliation of the statutory federal income' tax: prov1s1on to the effective tax
provision.for the years ended December 31, 2010 2009 and 2008 was as follows: - '

o010 2009, ;,v_z(’)'os

Statutory federal income tax provision ¢...:......:iu.. $6,193.  $12,056 . =$ 7,108
State income taxes, net of federal benefit .............. 685 - 1,456 - 1,449 - -
Stock-based compensation eXpense .................- 356 294 290
Change in‘valuation-allowance . ... ... 0o, Loy o (14): (12) - (190) .
-+ Non-deductible expenses - . AN Lo 820 60 66
- Foreign taxes ....i.... .. .. ... . 256 © 310 . 294
Employment tax credrts ST P A IO A AN (1,570) . . (1,024) (1,063) -
© Foreign tax credits ......... e LIt il (256) (310)- - (294)
Miscellaneous .......... DI e 2T 030 (226) ~(114)

. $5771 $12,604  $ 7,546

e i : : [C R P L

The Company’s policy is to recognize interest and/or penalties related to uncertain tax positions in income
tax expense. At December 31, 2010 and 2009.the Company-had no unrecognized tax.benefits and no accryed:
interest related to uncertain tax positions. The tax years 2007-2010 remain open to, examination by the major . -
taxing jurisdictions to which the Company is subject. Although it is not reasonably possible to estimate the
amount by which unrecognized tax benefits may increase within the next twelve months due to uncertainties
regarding the timing of examinations, the Company does not expect unrecognized tax benefits to significantly
change in the next twelve months.

11. Stockholder’s Equity

The Company. The Company, which is 100% owned by Carrols Restaurant Group, has 1,000 shares of
common stock authorized of which 10 shares are issued and outstanding. Dividends on the Company’s common
stock are restricted to amounts permitted by the senior secured credit facility and indenture governing the 9%
senior subordinated notes. '
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2006 Stock Incentive Plan. In 2006, Carrols Restaurant Group adopted a stock plan entitled the 2006 Stock
Incentive Plan (the “2006 Plan”) and reserved and authorized a total of 3,300,000 shares of common stock for
grant thereunder. In 2010, the Company granted an aggregate of 552,000 stock option shares and issued an
aggregate of- 14,478 restricted shares to non-employee directors and 11,000 restricted shares to certain
employees. In 2009, Carrols Restaurant Group-granted an aggregate of 529,000 stock option shares, issued an -
aggregate of 12,100:restricted shares to certain:employees and granted 15,000 non-qualified stock option shares . -
to non-employee directors under the 2006 Plan. In 2008, Carrols Restaurant Group granted an aggregate of
588,820 stock options and issued an aggregate of 14,100 restricted shares to certain employees and 10,500 ; :
nen-qualified stock options to non-employee directors under the 2006 Plan. As of December 31, 2010, 584,707 .
shares wete available for future grant or issuance. - : :

The non-qualified stock.options and incentive stock options (“ISO’s”) granted under the 2006 Plan are-
exercisable for up to one-fifth of the total number of options granted on or after the first anniversary of the grant
date, and as of the first day of each month thereafter are exercisable for an additional one-sixtieth of the total
number of options granted until fully exercisable. The options expire seven years from the date of the grant. The
non-qualified stock options issued to outside directors vest over five years at the rate of one-fifth on.each
anniversary. of the award, provided that. the participant has continuously remained a director of Carrols.
Restaurant Group. The restricted stock awards issued to certain employees vest 100% on:the third anniversary
date of the award. The restricted stock awards issued to outside directors in 2010 vest over two years at the rate
of one-half on each anniversary of the award, provided that the participant has continuously remained a director
of Carrols Restaurant Group. Forfeiture rates are based on a stratification of employees by expected exercise
behavior and range from 0% to 15%. e :

Stock-based compensation expense for the years ended December 31, 2010, 2009 and 2008 totaled $1.7
million, $1.4 million and $1.9 million, respectively. A portion of Carrols Restaurant Group’s granted options
qualify as ISO’s for income tax purposes and as such, a tax benefit is not recorded at the time the compensation
cost related to the options is.recorded for financial reporting purposes because an ISO does not ordinarily result
in a tax benefit unless there is a disqualifying disposition. Stock option grants of non-qualified options result in
the creation of a deferred tax asset, until the time that the option is exercised.

The total non-vested stock-based compensation expense relating to the options and restricted shares is
approximately $2.6 million at December 31, 2010 and approximately $1.3 million will be recorded as
compensation expense in 2011 related to these grants. At December-31, 2010, the remaining weighted average
vesting period for stock-options was 2:98 years and for restricted shares was 1.52 years. Shares issued upon -
exercise of options have been previously registered with the SEC. . - -
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A summary of all option activity in 2010 under Carrols Restaurant Group’s 2006 Plan was as follows:

2006 Plan
Weighted Average Aggregate
Average  Remaining Intrinsic
Number of Exercise Contractual Value (in
Options Price Life thousands)(1)
Options outstanding at January 1,2010 ................... 2,130,758 $ 9.86 4.8 $2,340
Granted . ..ot e e 552,000 6.41
BXErCiSed . . o v ottt e e e (15,422) 2.76
Forfeited ... ov ittt (79,319) 9.66
Options outstanding at December 31,2010 ................ 2,588,017 $ 9.17 42 $2,948
Vested or expected to vest at December 31,2010 ........... 2,559,160 $ 9.19 42 $2,901
Options exercisable at December 31, 2010. ... ot 1,301,640 $11.27 3.5 $ 890

(1) The aggregate intrinsic value was calculated using the difference between the market price of Carrols
Restaurant Group’s common stock at January 2, 2011 of $7.42 and the grant price for only those awards that
have a grant price less than the market price of Carrols Restaurant Group’s common stock at January 2,
2011.

The restricted stock activity in 2010 related to Carrols Restaurant Group’s 2006 plan was as follows:

Weighted
Average
Grant Date
Shares Price

Nonvested at January 1,2010 ... ... ..o 31,061 $ 8.04
Granted . .. oot e e 25,478 5.28
N ESEEA ottt e e (5,273) 13.51
Forfeited .. ..ottt e e i e (5,565) 5.65
Nonvested at December 31,2010 .. .......... ..ottt e 45,701 $ 6.16

12. Business Segment Information

The Company is engaged in the quick-service and quick-casual restaurant industry, with three restaurant
concepts: Burger King operating as a franchisee, Pollo Tropical and Taco Cabana, both Company-owned
concepts. Pollo Tropical is a quick-casual restaurant chain offering a unique selection of food items reflecting
tropical and Caribbean influences and features grilled marinated chicken and authentic “made from scratch” side
dishes. Taco Cabana is a quick-casual restaurant chain featuring fresh Mexican style food, including, flame-
grilled beef and chicken fajitas, quesadillas and other Tex-Mex dishes.

The accounting policies of each segment are the same as those described in the summary of significant
accounting policies. The following table includes Adjusted Segment EBITDA which is the measure of segment
profit or loss as reported to the chief operating decision maker for purposes of allocating resources to the
segments and assessing their performance. Adjusted Segment EBITDA is defined as earnings attributable to the
applicable segment before interest, income taxes, depreciation and amortization, impairment and other lease
charges, stock-based compensation expense, other income and gains and losses on extinguishment of debt.
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The “Other” column includes corporate related items not allocated to reportable segments, including stock-
based compensation expense. Other identifiable assets consist primarily of cash, certain other assets, corporate
property and equipment, including restaurant information systems expenditures, goodwill and deferred income
taxes.

Pollo Taco Burger

Tropical Cabana King Other Consolidated

Year ended December 31, 2010

Revenues .................. ... .. ... ... $187,293 $251,778 $357,073 $ — $796,144
Costofsales ............................... 60,045 75,191 105,399 — 240,635
Restaurant wages and related expenses . .. ........ 45,880 76,611 112,534 50 235,075
General and administrative expense (1) .......... 12,019 10,748 26,647 1,601 51,015
Depreciation and amortization ................. 7,955 8,813 13,876 1,815 32,459
Segment EBITDA ........................... 30,306 27,425 19,756

Identifiable assets ........................... 51,125 63,061 142,922 169,194 426,302
Capital expenditures, including acquisitions . . . . ... 9,801 13,354 12,415 1,387 37,047
Year ended December 31, 2009

Revenues ..............ocoouuun . $177,840 $254,280 $384,020 $ — $816,140
Costofsales ..............ocovvovurnii . 58,287 73,783 105,376 — 237,446
Restaurant wages and related expenses ........... 43,964 76,053 119,321 215 239,553
General and administrative expense (1) .......... 10,286 11,436 28,927 1,196 51,845
Depreciation and amortization ................. 8,049 9,374 13,486 1,611 32,520
Segment EBITDA ........................... 26,234 31,006 32,825

Identifiable assets ........................... 52,802 67,342 146,679 173,154 439,977
Capital expenditures, including acquisitions . . . . . ., 2,287 11,116 19,361 4,180 36,944
Year ended December 31, 2008

Revenues .......... ... .. .. ... .. . . . ..., $175,124 $249,654 $391,549 $ — $816,327
Costofsales .............ccouuuuiuunnnniiii, 57,852 76,389 110,575 — 244,816
Restaurant wages and related expenses ........... 43,523 72,454 120,005 233 236,215
General and administrative expense (1) .......... 11,288 - 11,602 28,061 1,706 52,657
Depreciation and amortization ................. 8,005 8,600 14,356 1,475 32,436
Segment EBITDA ................... . ....... 23,228 28,934 31,123

Identifiable assets .................. ... ... .. 64,550 67,093 143,152 175,403 450,198
Capital expenditures, including acquisitions . . . . . . . 19,070 20,876 15,940 6,522 62,408

(1) For the Pollo Tropical and Taco Cabana segments, such amounts include general and administrative
expenses related directly to each segment. For the Burger King segment such amounts include general and
administrative expenses related directly to the Burger King segment as well as expenses associated with
administrative support to all three of the Company’s segments including executive management,
information systems and certain accounting, legal and other administrative functions.
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A reconciliation of Adjusted segment EBITDA to consolidated net income follows:

Year ended Decembér 31,

2010 2009 2008
Adjusted segment EBITDA:
POHO TIOPICAL . . . vev et vvit et $30,306 $26,234 $23,228
Taco Cabana . . . v it e ettt et 27,425 31,006 28,934
BurgerKing ...... ..o 19,756 32,825 31,123
Less: : :
Depreciation and amortization ............ ...t 32,459 32,520 32,436
Impairment and other lease charges ................ . oot 7,323 2,771 5,521
INEETESt EXPEIMSE .. vttt ttiiiee i s 18,805 19,638 28,033
Provision fOr iNCOME taXes . . . ... vvovereneeeerenenennns [ 5771 12,604 7,546
Stock-based compensation €XPense ... ........iieiiir it 1,651 1,411 1,939
Gain on extinguishment of debt ............ ... ..ol — — (4,368)
Other INCOME .+ o v et e e e et et ettt et ettt e e ca ey (444) (720) (580)
NELINCOIME & v vt e ve e ettt et ettt e e et e te e e n e e aiaeaaaenanans $11,922 $21,841 $12,758

13. Commitments and Contingencies

On November 16, 1998, the Equal Employment Opportunity Commission (“EEOC”) filed suit in the United
States District Court for the Northern District of New York (the “Court™), under Title VII of the Civil Rights Act
of 1964, as amended, against the Company. The complaint alleged that the Company engaged in a pattern or
practice of unlawful discrimination, harassment and retaliation against former and current female employees. The
EEOC ultimately attempted to present evidence of 511 individuals that it believed constituted the “class” of
claimants for which it was seeking monetary and injunctive relief from the Company. On April 20, 2005, the
Court issued a decision and order granting the Company’s Motion for Summary Judgment that the Company
filed in January 2004, dismissing the EEOC’s pattern or practice claim. The Company then moved for summary
judgment against the claims of the 511 individual claimants. On March 2, 2011, the Court issued a decision and
order granting summary judgment against the claims of all but 131 of the 511 individual claimants and dismissed
380 of the individual claimants from the case. Both the EEOC and the Company have since filed motions for
reconsideration in part of the Court’s March 2, 2011, decision and order, as a result of which the number of
surviving claimants may increase to as many as 184 or decrease to as few as four. It is not possible to predict the
outcome of these motions at this time.

Subject to possible appeal by the EEOC, the EEOC’s pattern or practice claim is dismissed; however, the
Court has yet to determine how the claims of the individual claimants ultimately determined to survive will
proceed. Although the Company believes that the EEOC’s continued class litigation argument is without merit, it
is not possible to predict the outcome of that matter on an appeal, if one is taken. The Company does not believe
that any of the remaining individual claims would have a material adverse impact on its consolidated financial
statements.

The Company is a party to various other litigation matters incidental to the conduct of the Company’s

business. The Company does not believe that the outcome of any of these other matters will have a material
adverse effect on its consolidated financial statements.
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14. Retirement Plans

The Company offers its salaried employees the option to participate in the Carrols Corporation Retirement
Savings Plan (the “Retirement Plan”). The Retirement Plan includes a savings option pursuant to section 401(k)
of the Internal Revenue Code in addition to a post-tax savings option. The Company may elect to contribute to
the Retirement Plan on an annual basis. The Company contribution is equal to 50% of the employee’s
contribution to a maximum Company contribution of $520 annually for any plan year that the Company
participates in an employee match. Under the Retirement Plan, the Company’s contributions begin to vest after
one year and fully vest after five years of service. A year of service is defined as a plan year during which an
employee completes at least 1,000 hours of service. Participating employees may contribute up to 50% of their
salary annually to either of the savings options, subject to other limitations. The employees have various
investment options available under a trust established by the Retirement Plan. Contributions to the Retirement
Plan were $421, $419 and $417 for the years ended December 31, 2010, 2009 and 2008, respectively.

The Company also has an Amended and Restated Deferred Compensation Plan which permits employees
not eligible to participate in the Retirement Plan because they have been excluded as “highly compensated”
employees (as so defined in the Retirement Plan) to voluntarily defer portions of their base salary and annual
bonus. All amounts deferred by the participants earn interest at 8% per annum. There is no Company matching
on any portion of the funds. At December 31, 2010 and 2009, a total of $2,937 and $3,210, respectively, was
deferred under this plan, including accrued interest.

15. Postretirement Benefits

The Company sponsors a postretirement medical and life insurance plan covering substantially all Burger
King administrative and restaurant management personnel who retire or terminate after qualifying for such
benefits.
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The following was the plan status and accumulated postretirement benefit obligation (APBO) at
December 31, 2010 and 2009:

2010 2009
Change in benefit obligation:
Benefit obligation at beginning of year ..................... $1914 $ 1,697
SeIVICE COSL . . v vttt e 23 28
INterest COSt . . .ottt e e e 103 114
Plan participants' contributions . . ....... ... ... . oo oL 49 49
Amendments/curtailments ...............oiiiiiiann. — &)
Actuarial 10ss (aI0) ... .. ovitit it e 39 233
Benefitspaid . ...... ... e (219) 209)
Medicare part D prescription drug subsidy .................. 14 7
Benefit obligation atendof year ............. ... ... .. L $1845 $1914
Change in plan assets:
Fair value of plan assets at beginning of year ................ $ — & —
Employer contributions .......... ... .. i 156 153
Plan participants' contributions . . ... .......... ... o, 49 49
Benefitspaid . ...t e 219) (209)
Medicare part D prescription drug subsidy .................. 14 7
Fair value of plan assets atendof year . . .................... — —
Funded status ..........c..iiieieiuminneieeniniennanans $(1,845) $(1,914)
Weighted average assumptions: '
Discount rate used to determine benefit obligations ........... 5.54% 6.00%
Discount rate used to determine net periodic benefit cost .. ... . 6.00% 6.70%

The discount rate is determined based on high-quality fixed income investments that match the duration of
expected retiree medical and life insurance benefits. The Company has typically used the corporate AA/Aa bond
rate for this assumption.

Components of net period postretirement benefit income recognized in the consolidated statements of
operations were:

Year ended December 31,
2010 2009 2008

S OIVICE COSt .« vttt ittt ettt et e e e e $ 23 $ 28 $ 28
IereSt COSt v ittt ettt e e 103 114 107
Amortization of net gainsand losses .............. .. ... ... ... 95 94 87
Amortization of prior service credit ........ ... .. i 360y (359 (359)
Net periodic postretirement benefitincome ..................... $(139) $(123) $(137)
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Amounts recognized in accumulated other comprehensive income that have not yet been recognized as
components of net periodic benefit income, consisted of:

2010 2009
PHiOL SEIVICE COSE .« v vttt e et e et e e et e ettt e $4,112 $4473
NEE AT . . oottt et e e e e (1,598) (1,733)
Deferred inCome taXes ... ..ov vttt n ittt e e e 979) (1,077)
Accumulated other comprehensive income . .............. ..., $1,535 $ 1,663

The estimated net gain and prior service credit for the postretirement benefit plan that will be amortized
from accumulated other comprehensive income into net periodic benefit income over the next fiscal year are $94
and $360, respectively.

The following table reflects the changes in accumulated other comprehensive income for the years ended
December 31, 2010 and 2009:

2010 2009
Net1oss (ZAIN) . ..ottt et $(39) $233
Prior service Credit . . ....oo vt e e i e — ®)
Amortization Of NEt 10SS . .. . oot i e e e 95) %4)
Amortization of prior servicecredit. .. ... ... . . e 360 359
Deferred iNCOmMEe taXeS . ..o vt ittt ettt it ettt et et 98 (192
Total recognized in accumulated other comprehensive income .................. $128  $ 301

Assumed health care cost trend rates at December 31 were as follows:

2010 2009 2008

Medical benefits cost trend rate assumed for the following year .......... 9.00% 9.00% 8.50%
Prescription drug benefit cost trend rate assumed for the following year ....  8.00% 9.00% 10.00%
Rate to which the cost trend rate is assumed to decline (the ultimate trend

€211 5.00% 5.00% 5.00%
Year that the rate reaches the ultimate trendrate .. ..................... 2017 2016 2016

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care
plans. A one-percentage-point change in the health care cost trend rates would have the following effects:

1% 1%
) Increase Decrease
Effect on total of service and interest cost components . ................... $ 10 $ ©
Effect on postretirement benefit obligation ................ .. ... ... ... ... 156 (143)

During 2011, the Company expects to contribute approximately $113 to its postretirement benefit plan. The
benefits, net of Medicare Part D subsidy receipts, expected to be paid in each year from 2011 through 2015 are
$113, $109, $133, $140 and $145 respectively, and for the years 2016-2020 the aggregate amount is $953.
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16. Guarantor Financial Statements

The Company’s obligations under the senior subordinated notes are jointly and severally guaranteed in full
on an unsecured senior subordinated basis by certain of the Company’s subsidiaries (“Guarantor Subsidiaries”),
all of which are directly or indirectly wholly-owned by the Company. These subsidiaries are:

Cabana Beverages, Inc.
Cabana Bevco LLC

Carrols LLC

Carrols Realty Holdings Corp.
Carrols Realty I Corp.

Carrols Realty II Corp.
Carrols J.G. Corp.

Quanta Advertising Corp.
Pollo Franchise, Inc.

Pollo Operations, Inc.

Taco Cabana, Inc.

TP Acquisition Corp.

TC Bevco LLC

T.C. Management, Inc.

TC Lease Holdings III, V and VI, Inc.
Get Real, Inc.

Texas Taco Cabana, L.P.
TPAQ Holding Corporation

The following supplemental financial information sets forth on a consolidating basis, consolidating balance
sheets, statements of operations and statements of cash flows for the Parent Company only, Guarantor
Subsidiaries and for the Company as of December 31, 2010 and 2009 and for the years ended December 31,
2010, 2009 and 2008.

At the beginning of the third quarter in 2008 assets and liabilities related to the Company’s Burger King
restaurant operations were transferred to Carrols LLC, a 100% owned subsidiary of the Company. Carrols LLC
became a Guarantor Subsidiary at that time and its results of operations and cash flows are included with the
Company’s other Guarantor Subsidiaries for all periods presented.

For certain of the Company’s sale-leaseback transactions, the Parent Company has guaranteed on an
unsecured basis the rental payments of its subsidiaries. In accordance with ASC 840-40-25-16 “Sale-Leaseback
Transactions”, the Company has included in the following guarantor financial statements amounts pertaining to
these leases as if they were accounted for as financing transactions of the Guarantor Subsidiaries. These
adjustments are eliminated in consolidation. '

For purposes of the guarantor financial statements, the Company and its subsidiaries determine the
applicable tax provision for each entity generally using the separate return method. Under this method, current
taxes are allocated to each reporting entity as if it were to file a separate tax return. The rules followed by the
reporting entity in computing its tax obligation or refund would be the same as those followed in filing a separate
income tax return. However, for purposes of evaluating an entity’s ability to realize its tax attributes, the
Company assesses whether it is more likely than not that those assets will be realized at the consolidated level.
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Any differences in the total of the income tax provision for the Parent Company only and the Guarantor
Subsidiaries, as calculated on the separate return method and the consolidated income tax provision are
eliminated in consolidation.

The Company provides administrative support to its subsidiaries related to executive management,
information systems and certain accounting, legal and other administrative functions. For purposes of the
guarantor financial statements, the Company allocates such corporate costs on a specific identification basis,
where applicable, or based on revenues or the number of restaurants for each subsidiary. Management believes
that these allocations are reasonable based on the nature of costs incurred.
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Parent
Company  Guarantor Consolidated
Only Subsidiaries Eliminations Total
ASSETS
Current assets:
Cash and cash equivalents ........................ $ 42 $ 3102 $ — $ 3,144
Trade and otherreceivables ....................... 91 5,122 — 5,213
Refundable incometaxes ......................... 869 — — 869
Inventories . .......oiii e — 5,203 — 5,203
Prepaidrent ............ .. .. i 5 4,013 — 4,018
Prepaid expenses and other current assets ............ 1,452 3,897 — 5,349
Deferred income taxes ...........c.oieerinennnnn. (108) 4,717 — 4,609
Total current @ssets . ... .o vvvi e viiiieiee e e 2,351 26,054 —_ 28,405
Property and equipment,net.............. ... ... 0., 10,613 259,774 (83,537) 186,850
Franchiserights,net ........... ... ... . iiveiiinan.. — 70,432 — 70,432
GoodWill . ..ot e e — 124,934 — 124,934
Intangible assets, net ............ciiiiiiiniies — 419 — 419
Franchise agreements, net ...................cocuen... — 5,629 — 5,629
Intercompany receivable (payable) ..................... 109,966  (139,948) 29,982 —
Investment in subsidiaries .......... ... . ..., 180,985 — (180,985) —
Deferred inCOME taxes . ......cvviiineee i 2,814 3,356 (4,221) 1,949
Other @SSelS ..o ittt ettt e e e 3,619 6,065 (2,000) 7,684
Total @SSEtS ..o vttt e e e e $310,348 $ 356,715 $(240,761) $426,302
LIABILITIES AND STOCKHOLDER’S EQUITY
Current liabilities:
Current portion of long-termdebt ............. ce... $15480 $ 58 $ — $ 15,538
Accountspayable ....... ... . . i 2,072 11,872 — 13,944
Accruedinterest ........... i, e 6,853 — — 6,853
Accrued payroll, related taxes and benefits ........... 85 19,419 — 19,504
Accrued real estate taxes . .........0i e — 4,778 — 4,778
Other liabilities . . ....... .ottt n 220 7,214 — 7,434
Total current liabilities . ...................... 24,710 43,341 —_ 68,051
Long-term debt, net of current portion . . ................. 236,770 1,144 —_ 237,914
Lease financing obligations ..................c.cuoun.. — 126,430 (116,369) 10,061
Deferred income—sale-leaseback of real estate ........... — 24,157 16,315 40,472
Accrued postretirement benefits ....................... 1,845 — — 1,845
Other liabilities . ...t 2,124 19,072 1,864 23,060
Total liabilities ........... ..., 265,449 214,144 (98,190) 381,403
Commitments and contingencies
Stockholder’s equity . . ... .. e e 44,899 142,571 (142,571) 44,899
Total liabilities and stockholder’s equity ................. $310,348 $ 356,715 $(240,761) $426,302

F-63




CARROLS CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
CONSOLIDATING BALANCE SHEET
December 31, 2009
(in thousands of dollars)

Parent
Company Guarantor Consolidated
Only Subsidiaries Eliminations Total
ASSETS
Current assets:
Cash and cashequivalents ........................ $ 34. % 4368 $ — $ 4,402
Trade and other receivables ....................... (827) 6,798 —_ 5,971
Refundable income taxes ......................... 1,185 _ _— 1,185
Inventories .........c..uuiiiniini i, — 5,935 — 5,935
Prepaidrent ........... . ... ... . ... ... . ... 3 3,925 — 3,928
Prepaid expenses and other current assets ............ 1,106 3,729 — 4,835
Deferred income taxes ..........c.oeveverunenennn. 88 4,746 — 4,834
Total current assets . .. .....voveennneeennn.. 1,589 29,501 — 31,090
Property and equipment, net .. ...........c....iiienn... 9,356 268,774 (85,406) 192,724
Franchiserights,net . ............. ... i eninenn.. —_ 73,674 — 73,674
Goodwill ... ... e — 124,934 — 124,934
Intangible assets, net ................i i, — 543 — 543
Franchise agreements, net ..................ccueuenn.. — 5,924 —_ 5,924
Intercompany receivable (payable) ..................... 139,010 (168,649) 29,639 —
Investment in subsidiaries .................. ... ..., 163,791 — (163,791) —
Deferred inCOmME taxes .. ........vetienneeneeanenn.. 2,460 2,594 (3,119) 1,935
Other assets . ......cuvitiiii ittt ittt 4,510 6,887 (2,244) 9,153
Total @SSELS . .. vttt e $320,716  $ 344,182 $(224,921) $439,977
LIABILITIES AND STOCKHOLDER’S EQUITY
Current liabilities:
Current portion of long-term debt .................. $ 12,906 $ 79 $ — $ 12,985
Accountspayable ............. ... . i, 3,735 12,248 — 15,983
Accruedinterest . ....... ...t 6,880 — — 6,880
Accrued payroll, related taxes and benefits ........... 1,889 19,565 — 21,454
Accruedreal estate taxes .............coririinnnnn. - 4,780 — 4,780
Other liabilities . ............. .0t 255 8,806 — 9,061
Total current liabilities ....................... 25,665 45,478 — 71,143
Long-term debt, net of current portion . . ................. 258,994 1,114 — 260,108
Lease financing obligations ........................... — 127,156  (117,157) 9,999
Deferred income—sale-leaseback of real estate ........... — 24,611 18,477 43,088
Accrued postretirement benefits . ...................... 1,914 _ — 1,914
Other liabilities . ........... ... ittt 2,689 18,271 1,311 22,271
Total liabilities . ..........c.ovtiriiniiiininnennn. 289,262 216,630 (97,369) 408,523
Commitments and contingencies
Stockholder’s equity . ...t 31,454 127,552 (127,552) 31,454
Total liabilities and stockholder’sequity ................. $320,716 $ 344,182 $(224,921) $439,977
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Parent

Company  Guarantor Consolidated
Only Subsidiaries Eliminations Total
Revenues:
Restaurant Sales . .. ..ottt eee e $ —  $794611 $ — $794,611
Franchise royalty revenues andfees ................. — 1,533 — 1,533
TOtal FEVENUES . . oot i v it et ee it een e ene e — 796,144 — 796,144
Costs and expenses:
Costof Sales ... it e — 240,635 —_ 240,635
Restaurant wages and related expenses (including stock
based compensation of $50) ........... ... ... ... — 235,075 — 235,075
Restaurant rent €Xpense . ............veeuniernannn — 39,530 9,048 - 48,578
Other restaurant operating eXpenses . ................ — 114,643 — 114,643
AdVertising €Xpense .. .........oeiiiiiiiniiaaaann — 30,362 — 30,362
General and administrative (including stock-based
compensation expense of $1,601) ................. 9,079 41,936 — 51,015
Depreciation and amortization ..................... — 34,511 (2,052) 32,459
Impairment and other lease charges ................. — 7,323 — 7,323
OtherinCome . .. ..ot it ittt i i i enneennas — (444) — (444)
Total operating eXpenses . . . ......ceuvervunvrunernns 9,079 743,571 6,996 759,646
Income (loss) from operations ...................c.o..n. 9,079) 52,573 (6,996) 36,498
Interest EXPense . . . ..o vt ii e 17,658 11,569 (10,422) 18,805
Intercompany interest allocations ................... (7,990) 7,990 — —
Income (loss) before income taxes .. ........c..covvvenen.. (18,747) 33,014 3,426 17,693
Provision (benefit) for income taxes . ................ (13,475) 18,002 1,244 5,771
Equity income from subsidiaries ................... 17,194 — (17,194) —
NELINCOME .o vivtte ettt ie e eee e eiae s $11,922 $ 15012  $(15,012) $ 11,922
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Parent
Company  Guarantor Consolidated
Only Subsidiaries Eliminations Total

Revenues:

Restaurant sales . .. ..ottt $§ — $814534 § — $814,534

Franchise royalty revenues and fees ................. — 1,606 — 1,606

Total revenues . . ....ovii it e — 816,140 — 816,140
Costs and expenses:

Costofsales ...t e e e — 237,446 — 237,446

Restaurant wages and related expenses (including stock

based compensation of $215) .................... —_ 239,553 — 239,553

Restaurant rent €Xpense . ............eeeeenennan.n — 40,749 8,960 49,709

Other restaurant operating exXpenses . ................ — 117,761 — 117,761

AdVertising €Xpense . .........c..oeiiniiiaiiaen. — 31,172 — 31,172

_____ General and administrative (including stock-based
compensation expense of $1,196) . ................ 9,255 42,590 — 51,845
Depreciation and amortization ..................... — 34,527 (2,007) 32,520
Impairment and other lease charges ................. — 2,771 —_ 2,771
""" OtherinCome . . ..o vvet ettt ie i — (720) — (720)

Total operating eXpenses . . . .. .coveevneennenenn..s 9,255 745,849 6,953 762,057
Income (loss) from operations ......................... (9,255) 70,291 (6,953) 54,083

Interest EXpense . . ... oo ittt e 18,380 11,565 (10,307) 19,638

Intercompany interest allocations ................... (18,218) 18,218 — —
Income (loss) before income taxes ...................... 9,417) 40,508 3,354 34,445

Provision (benefit) for income taxes ................. (3,538) 14,777 1,365 12,604

Equity income from subsidiaries ................... 27,720 — (27,720) —
NetinCome ... ...vuitie it e $21,841 $ 25,731  $(25,731) $ 21,841
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Parent
Company Guarantor Consolidated
Only Subsidiaries Eliminations Total
Revenues:
Restaurant sales . . .. ..o vtnin it $ — $814893 §$ — $814,893
Franchise royalty revenues andfees ................. — 1,434 — 1,434
Total TeVENUES . . . v oot e e e — 816,327 — 816,327
Costs and expenses:
Costofsales ......coviiiiininn it — 244,816 — 244,816
Restaurant wages and related expenses (including stock
based compensation of $233) .................... — 236,215 — 236,215
Restaurant rent €Xpense . ...............c.oceueun... — 40,947 5,739 46,686
Other restaurant operating expenses .. ............... — 123,278 — 123,278
Advertising expense ............. ... — 31,329 — 31,329
General and administrative (including stock-based
compensation expense of $1,706) .. ............... 9,140 43,517 — 52,657
Depreciation and amortization ..................... — 33,772 (1,336) 32,436
Impairment and other lease charges ................. — 5,521 — 5,521
OtherinCome . ..ottt — (580) — (580)
Total operating €Xpenses . . .. .. co.vvvreenennnnenn-. 9,140 758,815 4,403 772,358
Income (loss) from operations ......................... (9,140) 57,512 (4,403) 43,969
IntereSt €Xpense . . ...t 22,972 11,474 (6,413) 28,033
Gain on extinguishment of debt .................... (4,368) — — (4,368)
Intercompany interest allocations ................... (18,226) 18,226 — —
Income (loss) before incometaxes ...................... (9,518) 27,812 2,010 20,304
Provision forincometaxes ...............c.oevun.n. 724 6,101 721 7,546
Equity income from subsidiaries ................... 23,000 —_ (23,000) —
NetinCOME . ...ttt et et e et $ 12,758 $ 21,711  $(21,711) $ 12,758
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Parent
Company  Guarantor Consolidated
Only Subsidiaries Eliminations Total

Cash flows provided from operating activities:
Netincome ........... ... iiiiiniiniiunnnnn $11,922 $15012 $(15,012) $ 11,922
Adjustments to reconcile net income to net cash
provided from operating activities:

Loss on disposals of property and equipment . . . ... — 612 — 612
Stock-based compensation . ................... 1,131 520 — 1,651
Impairment and other lease charges ............. — 7,323 — 7,323
Depreciation and amortization ................. — 34,511 (2,052) 32,459
Amortization of deferred financing costs ......... 931 259 - (242) 948
Amortization of deferred gains from sale-leaseback

tranSactions . ..........vvuvieennneiineeenn. — (1,955) (1,392) (3,347)
Accretion of interest on lease financing

obligations ................ i, — 415 (353) 62
Deferred incometaxes ....................... (69) (954) 1,322 299
Refundable income taxes ..................... 316 — — 316
Changes in other operating assets and liabilities . . . 6,641 (29,803) 17,729 (5,433)

Net cash provided from operating activities ............... 20,872 25,940 — 46,812

Cash flows used for investing activities:
Capital expenditures:

New restaurant development . .. ................ — (14,079) — (14,079)
Restaurant remodeling ....................... — (12,226) — (12,226)
Other restaurant capital expenditures ............ — (9,355) — (9,355)
: , Corporate and restaurant information systems . . . .. (1,214) (173) — (1,387)
Total capital expenditures ................. (1,214)  (35,833) — (37,047)
BRREEI Properties purchased for sale-leaseback .............. — (3,735) s (3,735)
Proceeds from sale-leaseback transactions ............ — 8,923 3,519 12,442
Net cash used for investing activities ................ (1,214)  (30,645) 3,519 (28,340)
Cash flows provided from (used for) financing activities:
Borrowings on revolving credit facility .............. 97,100 — — 97,100
Repayments on revolving credit facility .............. (99,000) — — (99,000)
Scheduled principal payments on term loans . ......... (11,727) — — (11,727)
Principal pre-payments ontermloans ............... (6,023) — — (6,023)
Principal payments on capital leases ................ — (80) — (80)
Proceeds from lease financing obligations ............ — 3,679 (3,679) —
Financing costs associated with issuance of lease
financing obligations ... ........... ... .. ... ... — (160) 160 —
Net cash provided from (used for) financing activities .. (19,650) 3,439 (3,519) (19,730)
Net increase (decrease) in cash and cash equivalents . . ...... 8 (1,266) — (1,258)
Cash and cash equivalents, beginning of period . ........... 34 4,368 — 4,402
Cash and cash equivalents, end of period ................. $ 42 $ 3,102 $ — $ 3,144
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Year Ended December 31, 2009
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Parent
Company Guarantor Consolidated
Only Subsidiaries Eliminations Total

Cash flows provided from operating activities:
Netincome ..........c.ouvueiiiieenniinnnnniennn. $ 21,841 $25731 $(25,731) $ 21,841
Adjustments to reconcile net income to net cash provided
from operating activities:

Loss on disposals of property and equipment . .. ..... —_ 121 — 121
Stock-based compensation ............ e 338 1,073 — 1,411
Impairment and other lease charges ............... — 2,771 — 2,771
Depreciation and amortization ................... — 34,527 (2,007) 32,520
Amortization of deferred financing costs ........... 970 292 2m1) 991
Amortization of unearned purchase discounts . ...... —_ (2,149) — (2,149)
Amortization of deferred gains from sale-leaseback

tranSaCtions ... ..vvvviee i et — (1,787) (1,391) (3,178)
Gain on settlement of lease financing obligations,

112 A — (133) — (133)
Accretion of interest on lease financing obligations . . . — 388 (341) 47
Deferred inCOME taXES . .. oot vv oot eeeae e — 3,777 1,233 5,010
Accrued INCOME tAXES . ..o v vvne e ieeneannns (2,099) — — (2,099)
Changes in other operating assets and liabilities .. ... 8,179 (33,152) 28,508 3,535

Net cash provided from operating activities ................. 29,229 31,459 — 60,688

Cash flows used for investing activities:
Capital expenditures:

New restaurant development . .................... — (9,696) — (9,696)
Restaurant remodeling ......................... — (12,404) — (12,404)
Other restaurant capital expenditures .............. — (10,664) — (10,664)
Corporate and restaurant information systems ....... (1,456) (2,724) — (4,180)
Total capital expenditures ................... (1,456)  (35,488) — (36,944)
Properties purchased for sale-leaseback ................ — (2,906) — (2,906)
Proceeds from sale-leaseback transactions .............. — 3,208 5,454 8,662
Proceeds from sales of other properties ................ — 819 — 819
Net cash used for investing activities .................. (1,456)  (34,367) 5,454 (30,369)
Cash flows provided from (used for) financing activities:
Borrowings on revolving credit facility ................ 102,300 — — 102,300
Repayments on revolving credit facility ................ (118,400) — — (118,400)
Scheduled principal payments on term loans ............ (12,000) — — (12,000)
Principal pre-paymentsonterm loans .. ................ —_ — — —
Principal payments on capital leases . . ................. —_ (102) — (102)
Proceeds from lease financing obligations .............. — 6,535 (5,700) 835
Settlement of lease financing obligations ............... — (1,945) — (1,945)
Financing costs associated with issuance of lease financing
Obligations ... ... .ottt e — (250) 246 “4)
______ Net cash provided from (used for) financing activities . . . . . (28,100) 4,238 (5,454) (29,316)
Net increase (decrease) in cash and cash equivalents .......... (327 1,330 — 1,003
Cash and cash equivalents, beginning of period .............. 361 3,038 — 3,399
Cash and cash equivalents, end of period ................... $ 34 $ 4,368 $ — $ 4402




CARROLS CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
CONSOLIDATING STATEMENT OF CASH FLOWS
Year Ended December 31, 2008
(in thousands of dollars)

Parent
Company Guarantor Consolidated
Only Subsidiaries Eliminations Total

Cash flows provided from operating activities:
NetinCOmME v v ettt e ettt e iaaa e $ 12,758 $ 21,711 $21,711) $ 12,758
Adjustments to reconcile net income to net cash provided
from (used for) operating activities:

Loss on disposals of property and equipment . ....... — 542 — 542
Stock-based compensation ...................... 1,328 611 — 1,939
Impairment and other lease charges ............... — 5,521 — 5,521
Depreciation and amortization ................... — 33,772 (1,336) 32,436
Amortization of deferred financing costs ........... 1,108 237 (165) 1,180
Amortization of unearned purchase discounts ....... — (2,148) — (2,148)
Amortization of deferred gains from sale-leaseback

transactions . ...........coiiiieiiiiaieea — (1,634) (578) 2,212)
Gain on settlement of lease financing obligations,

1= A — (48) — 48)
Accretion of interest on lease financing obligations . . . — 229 — 229
Deferred income taxes ...........cuoviiiuunenenn 2,313 448 635 3,396
Accrued iInCOME taxes .. .....o.veereernennenenns 1,166 — — 1,166
Gain on extinguishment of debt .................. (4,368) — — (4,368)
Changes in other operating assets and liabilities .. ... (19,541) (9,359) 23,155 (5,745)

Net cash provided from (used for) operating activities . ........ (5,236) 49,882 — 44,646

Cash flows used for investing activities:
Capital expenditures:

New restaurant development . . ................... — (35,856) — (35,856)
Restaurant remodeling ......................... — (11,610) — (11,610)
Other restaurant capital expenditures .............. — (8,420) — (8,420)
Corporate and restaurant information systems ....... (2,296) (4,226) — (6,522)
Total capital expenditures ................... (2,296) (60,112) — (62,408)
Proceeds from sale-leaseback transactions .............. = 10,411 4,231 14,642
Proceeds from sales of other properties ................ — 119 — 119
Net cash used for investing activities .................. (2,296)  (49,582) 4,231 (47,647)
Cash flows provided from (used for) financing activities:
Borrowings on revolving credit facility ................ 142,100 — — 142,100
Repayments on revolving credit facility ................ (124,100) — — (124,100)
Scheduled principal payments onterm loans ............ (3,000) — — (3,000)
Principal payments on capital leases . .. ................ — (146) — (146)
Proceeds from lease financing obligations .............. — 4,450 (4,450) —
Settlement of lease financing obligations ............... — (5,500) — (5,500)
Financing costs associated with issuance of lease financing
obligations . ........ . e — 219) 219 —
Repurchase of senior subordinated notes ............... (10,350) — — (10,350)
Net cash provided from (used for) financing activities . . . . . 4,650 (1,415) 4,231) (996)
Net decrease in cash and cash equivalents .................. (2,882) (1,115) — (3,997)
Cash and cash equivalents, beginning of period .............. 3,243 4,153 — 7,396
Cash and cash equivalents, end of period ................... $ 361 $ 3,038 $ — $ 3,399




CARROLS CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
Years Ended December 31, 2010, 2009 and 2008
(in thousands of dollars, except share and per share amounts)

17. Subsequent Events

On January 15, 2011, the Company granted in the aggregate 355,700 restricted shares of its common stock
to certain employees. The stock compensation expense in 2011 for these grants is expected to be approximately
$1.6 million.

On February 24, 2011, Carrols Restaurant Group announced its intention to pursue the splitting of its
business into two separate, publicly-traded companies through the tax-free spin-off of its combined Pollo
Tropical and Taco Cabana businesses to its stockholders. The company to be spun-off will own and operate the
Pollo Tropical and Taco Cabana businesses. Carrols Restaurant Group will continue to own and operate its
franchised Burger King restaurants.

18. Selected Quarterly Financial Data (Unaudited)

2010
First Second Third Fourth
Quarter Quarter Quarter Quarter(l)
REVENUE . ...ttt it i i e $195,144 $204,476 $201,625 $194,899
Income from operations .................c.0....n. 8,491 8,381(1) 12,074(2) 7,552(1)
NEtinCOME .ot ve ettt ettt e e et e e e 2,316 2,436 4,595 2,575
2009
First Second Third Fourth
Quarter Quarter Quarter Quarter(3)
Revenue ......... . it e e, $201,343 $203,934 $201,166 $209,697
Income from operations .................c...n. 13,193 16,122(2) 13,527(2) 11,241(1)2)
NEetINCOME ..t vvi e ittt et e 5,028 7,066 5,599 4,148

(1) The Company recorded impairment and other lease charges of $3.6 million in the second quarter of 2010,
$3.2 million in the fourth quarter of 2010 and $2.4 million in the fourth quarter of 2009. (See Note 4).

(2) The Company recorded a gain of $0.4 million in the third quarter of 2010 related to an insurance recovery
for damages from a fire at a Burger King restaurant. The Company recorded a gain of $0.6 million related to
an insurance recovery for damages to Taco Cabana restaurants during Hurricane Ike in the second quarter of
2009, a gain of $0.2 million related to the sale of a non-operating property in the third quarter of 2009 and a
loss of $0.1 million related to a sale-leaseback transaction in the fourth quarter of 2009. (See Note 9)

(3) The fourth quarter of 2009 contained fourteen weeks.
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CARROLS CORPORATION AND SUBSIDIARIES
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 2010, 2009 and 2008
(in thousands of dollars)

Column A Column B Col. C Col. D Col.E
Charged Balance
Balanceat to Costs  Charged at End
Beginning and to other of
Description of Period Expenses accounts Deductions Period
Year ended December 31, 2010:
Deferred income tax valuation allowance ........... $563 $ (14 $— $— $549
Year ended December 31, 2009:
Deferred income tax valuation allowance ........... $575 $ 12y $— $— $563
Year ended December 31, 2008:
Deferred income tax valuation allowance ........... $765 $(190) $— $— $575
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STOCKHOLDER INFORMATION

Carrols Restaurant Group, Inc.’s common stock is
traded on the NASDAQ Global Market under the
symbol “TAST”.

STOCK TRANSFER AGENT

American Stock Transfer & Trust Co.
59 Maiden Lane

Plaza Level

New York, NY 10038

FORM 10-K REPORT

The Company’s 2010 Annual Report on Form 10-K
filed with the Securities and Exchange Commission
is fully reproduced in this annual report. You may
obtain additional copies of this report by writing to
Investor Relations, Carrols Restaurant Group, Inc.,
968 James Street, Syracuse, New York 13203.

Except for the historical information contained
herein, the matters addressed are forward-looking
statements. Forward-looking statements, written, oral
or otherwise made, represent our expectations or
beliefs concerning future events. Without limiting the
foregoing, these statements are often identified by the
words “may,” “might,” “will,” “should,” “anticipate,”
“believe,” “expect,” “intend,” “estimate,” “hope,”
“plan” or similar expressions. In addition,
expressions of our strategies, intentions or plans are
also forward-looking statements. Such statements
reflect management’s current views with respect to
future events and are subject to risks and
uncertainties, both known and unknown. You are
cautioned not to place undue reliance on these
forward-looking statements as there are important
factors that could cause actual results to differ
materially from those in forward-looking statements,
many of which are beyond our control. Investors are
referred to the full discussion of risks and
uncertainties as included in Carrols Restaurant Group
Inc.’s and Carrols Corporation’s filings with the
Securities and Exchange Commission.
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