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PARTI FINANCIAL INFORMATION

ITEM1 FINANCIAL STATEMENTS

Texas Roadhouse, Inc. and Subsidiaries

Condensed Consolidated Balance Sheets

(in thousands, except share and per share data)

Assets

Current assets:

Cash and cash equivalents
Receivables, net of allowance for doubtful accounts of $69
Inventories

Prepaid income taxes
Prepaid expenses

Deferred tax assets

Other current assets

Total current assets
Property and equipment, net
Goodwill

Intangible asset, net

Other assets

Total assets

Liabilities and Stockholders Equity

Current liabilities:

Current maturities of long-term debt

Current maturities of obligations under capital leases

Accounts payable

Deferred revenue  gift certificates

Accrued wages

Accrued taxes and licenses

Income tax payable

Other accrued liabilities

Total current liabilities

Long-term debt, excluding current maturities

Obligations under capital leases, excluding current maturities

Stock option deposits

Deferred rent

Deferred tax liabilities

Other liabilities

Total liabilities

Minority interest in consolidated subsidiaries

Stockholders equity

Preferred stock ($0.001 par value, 1,000,000 shares authorized; no shares issued or
outstanding)

Common stock, Class A, ($0.001 par value, 100,000,000 shares authorized, 68,825,789
and 65,267,655 shares issued and outstanding at September 26, 2006 and December 27,
2005, respectively)

Common stock, Class B, ($0.001 par value, 8,000,000 shares authorized, 5,265,376
shares issued and outstanding)

Additional paid in capital

Retained earnings

Accumulated other comprehensive income

Total stockholders equity

September 26, 2006

$ 9,290
8,285
5,904

1,419
522

25,420

280,007

88,017

4,969

2,594

$ 401,007

$ 588
51
13,812
9,446
12,119
6,521
2,454
5,508
50,499
19,935
588
3,969
5,413
7,404
2,817
90,625
1,282

69

5
253,119
55,901
6
309,100

December 27, 2005

$ 28,987
9,613

5,893

1,866

2,259

621

40

49,279
210,382
51,063

1,869
$ 312,593

$ 498
140

17,415
19,355
9,220

3,646

5,695
55,969
6,255
626
3,404
4,502
6,679
2,932
80,367
651

65

5
201,764
29,738
3
231,575
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Total liabilities and stockholders equity $ 401,007 $ 312,593

See accompanying notes to condensed consolidated financial statements.
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Texas Roadhouse, Inc. and Subsidiaries

Condensed Consolidated Statements of Income

Revenue:
Restaurant sales
Franchise royalties and fees

Total revenue

Costs and expenses:
Restaurant operating costs:
Cost of sales

Labor

Rent

Other operating

Pre-opening

Depreciation and amortization
General and administrative

Total costs and expenses

Income from operations

Interest expense, net

Minority interest

Equity (income) from investments in unconsolidated
affiliates

Income before taxes

Provision for income taxes

Net income

Net income per common share:
Basic

Diluted

Weighted average shares outstanding:
Basic

Diluted

13 Weeks Ended
September 26,

2006

$ 145,359
2,595

148,454

51,243
40,509
2,588
23,481
2,948
5,580
7,864

134,213
14,241

64
76

47
$ 14,148

4,998
$ 9,150

74,052

76,323

(in thousands, except per share data)

September 27,
2005

$ 111,642
2,685

114,327

39,335
30,715
2,099
19,205
2,306
3,818
5,725

103,203
11,124

93
181

(65
$ 10,915

3,854
$ 7,061

69,471

73,833

39 Weeks Ended
September 26,

2006

$ 436,804
7,769

444,573

153,335
120,675
7,397
70,374
8,759
15,641
25,773
401,954
42,619

533
361

(182
$ 41,907
15,744

$ 26,163

$ 035

$ 034

73,774

76,437

See accompanying notes to condensed consolidated financial statements.

September 27,
2005

$ 333357
7,794

341,151

117,275
90,431
6,225
54,697
5,265
10,541
19,132
303,566
37,585

162
402

(87

$ 37,108
13,099

$ 24,009

$ 035

$ 033

68,166

72,538




Edgar Filing: Texas Roadhouse, Inc. - Form 10-Q

Texas Roadhouse, Inc. and Subsidiaries

Condensed Consolidated Statements of Cash Flows

(in thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Deferred income taxes

(Gain) loss on disposal of assets, net of impairments
Minority interest

Equity (income) from investments in unconsolidated affiliates
Distributions received from investments in unconsolidated affiliates
Share-based compensation expense

Changes in operating working capital:

Receivables

Inventories

Prepaid expenses and other current assets

Other assets

Accounts payable

Deferred revenue  gift certificates

Accrued wages

Income tax benefit from exercise of stock options
Excess tax benefits from share-based compensation
Prepaid income taxes and income taxes payable
Accrued taxes and licenses

Other accrued liabilities

Deferred rent

Other liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Capital expenditures property and equipment

Proceeds from sale of property and equipment, including insurance proceeds
Acquisitions of franchise restaurants, net of cash acquired

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from revolving credit facility, net
Proceeds from minority interest contributions and other
Excess tax benefits from share-based compensation
Repayment of stock option deposits

Proceeds from stock option deposits

Principal payments on long-term debt

Principal payments on capital lease obligations
Proceeds from exercise of stock options

Proceeds from follow-on offering

Payment of follow-on offering expenses
Distributions to minority interest holders
Distributions to members

Net cash provided by (used in) financing activities

39 Weeks Ended
September 26, 2006

$ 26,163

15,641
(1,366
205
361
(182
248
5,020

1,384
289
873
166
(3,603
(12,072
1,673

(3,483
7.803
2,573
(2,163
761
(934

39,357

(66,264
1,332
(13,203

(78,135

15,000
737
3,483
(335
1,129
(3,521
(127
3,308

(593

19,081

September 27, 2005
$ 24,009

10,541
(1,348
164
402
(87
204

(1,346
(478
1,748
(255
(1,111
(8,537
(704
7,645

(1,268
249
1,264
469
64

31,625

(40,270

(40,270

70

(170
888
(6,414
(151
4,018
12,163
(1,197
(485
(31,176

(22,454

~— = — —
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Net decrease in cash
Cash and cash equivalents beginning of period
Cash and cash equivalents end of period

Supplemental disclosures of cash flow information:

Cash paid for interest, net of amounts capitalized

Cash paid for income taxes

Supplemental schedule for non-cash investing and financing activities:
Stock acquisition of franchise restaurants

Assumption of debt acquisitions

See accompanying notes to condensed consolidated financial statements.

(19,697

28,987

$ 9,290
$ 697

$ 9,230
$ 39,394
$ 2,291

(31,099
46,235
$ 15,136

612
8,069

@D L
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Texas Roadhouse, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(Tabular dollar amounts in thousands, except per share data)

@) Basis of Presentation

The accompanying unaudited condensed consolidated financial statements include the accounts of Texas Roadhouse, Inc. (the Company ) and its
wholly-owned subsidiaries, Texas Roadhouse Holdings LL.C ( Holdings ), Texas Roadhouse Development Corporation ( TRDC ) and Texas
Roadhouse Management Corp. ( Management Corp. ), as of and for the 13 and 39 weeks ended September 26, 2006 and September 27, 2005.
The Company and its wholly-owned subsidiaries operate Texas Roadhouse restaurants. Holdings also provides supervisory and administrative
services for certain other franchise and license restaurants. TRDC sells franchise rights and collects the franchise royalties and fees.

Management Corp. provides management services to the Company, Holdings and certain franchise and license restaurants.

Management of the Company has made a number of estimates and assumptions relating to the reporting of assets and liabilities, the disclosure of
contingent assets and liabilities at the date of the condensed consolidated financial statements and the reporting of revenue and expenses during
the period to prepare these condensed consolidated financial statements in conformity with U.S. generally accepted accounting principles.
Significant items subject to such estimates and assumptions include the carrying amount of property and equipment, goodwill, valuation of
share-based payment awards and obligations related to workers compensation, general liability and property insurance. Actual results could
differ from those estimates.

In the opinion of management, the accompanying unaudited financial statements reflect all adjustments, consisting only of normal recurring
adjustments, necessary to present fairly the financial position, the results of operations and cash flows of the Company for the periods presented.
The financial statements have been prepared in accordance with U.S. generally accepted accounting principles, except that certain information
and footnotes have been condensed or omitted pursuant to rules and regulations of the Securities and Exchange Commission ( SEC ). Operating
results for the 13 and 39 weeks ended September 26, 2006 are not necessarily indicative of the results that may be expected for the year ending
December 26, 2006. The financial statements should be read in conjunction with the consolidated financial statements and notes thereto

included in the Company s annual report on Form 10-K for the year ended December 27, 2005.

() Stock-Based Employee Compensation

In May 2004, the Company adopted a stock option plan (the Plan ) for eligible employees. This Plan amended and restated the 1997 Texas
Roadhouse Management Corp. Stock Option Plan. The Plan provides for granting of incentive and non-qualified stock options to purchase
shares of Class A common stock, stock bonus awards and restricted stock awards. The Plan provides for the issuance of 16,000,000 shares of
Class A common stock plus an annual increase to be added on the first day of the year for a period of ten years, commencing on January 1, 2005
and ending on (and including) January 1, 2014, equal to the lesser of one percent of the shares of Class A common stock outstanding or
1,000,000 shares of Class A common stock. Options become vested at various periods ranging from one to five years from the date of grant and
expire ten years from the date of grant. The Company requires certain of its eligible employees to make refundable deposits to be applied to the
exercise price of the options. These deposits are classified as stock option deposits in the accompanying condensed consolidated balance sheets.

In the first quarter of 2006, the Company adopted Statement of Financial Accounting Standards ( SFAS ) No. 123 (Revised 2004), Share-Based
Payment ( SFAS 123R ), which replaces SFAS No. 123, Accounting for Stock-Based Compensation ( SFAS 123 ), supersedes APB 25, Accounting
for Stock Issued to Employees, and related interpretations and amends SFAS No. 95, Statement of Cash Flows. The provisions of SFAS 123R

are similar to those of SFAS 123. However, SFAS 123R requires all new, modified and unvested share-based payments to employees, including
grants of employee stock options and restricted stock, be recognized in the financial statements as compensation cost over the service period

based on their fair value on the date of grant. Compensation cost is recognized over the service period on a straight-line basis for the fair value

of awards that actually vest.

In accordance with the Financial Accounting Standards Board ( FASB ) Position FAS123(R) 3, Transition Election to Accounting for the Tax
Effects of Share-Based Payment Awards, the Company has elected the alternative transition method to calculate the beginning balance of the
pool of excess tax benefits. The beginning balance of excess tax benefits was calculated as the sum of all net increases in additional
paid-in-capital related to tax benefits from stock-based employee compensation, less the incremental stock-based after-tax compensation costs
that would have been recognized if the fair value recognition provisions of SFAS 123 had been used to account for stock-based compensation
costs.

6
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The Company adopted SFAS 123R using a modified version of prospective application effective December 28, 2005, the beginning of its 2006
fiscal year. The adoption of SFAS 123R has resulted in a reduction of operating profit of $1.5 million ($0.7 million included in labor expense
and $0.8 million included in general and administrative expense), a reduction of net income of $1.2 million and a reduction of both basic and
fully diluted earnings per share of $0.02 per share for the 13 weeks ended September 26, 2006. For the 39 weeks ended September 26, 2006, the
adoption of SFAS 123R has resulted in a reduction of operating profit of $5.0 million ($2.4 million included in labor expense and $2.6 million
included in general and administrative expense), a reduction of net income of $4.0 million, a reduction of both basic and fully diluted earnings
per share of $0.05 per share, a decrease of $3.5 million in cash flows from operating activities and an increase of $3.5 million in cash flows from
financing activities.

Prior to 2006, all share-based payments were accounted for under the recognition and measurement principles of APB 25 and its related
interpretations. Accordingly, no expense was reflected in the condensed consolidated statements of income, as all stock options granted had an
exercise price equal to the market value of the underlying common stock on the date of the grant. The following table illustrates the pro forma
effect on net income and earnings per share if the Company had applied the fair value recognition provisions of SFAS 123 to all share-based
payments for the 13 and 39 weeks ended September 27, 2005.

13 Weeks Ended 39 Weeks Ended
September 27, September 27,
2005 2005
Net income $ 7,061 $ 24,009
Deduct total stock-based-employee compensation expense determined under fair-value-based
method for all awards, net of taxes (1,695 ) (3,812 )
Pro forma net income $ 5,366 $ 20,197
Earnings per share:
Basic as reported $ 0.10 $ 0.35
Basic  pro forma $ 0.08 $ 0.30
Diluted as reported $ 0.10 $ 0.33
Diluted pro forma $ 0.07 $ 0.28

The Company estimated the fair value of the option grants made during the 13 and 39 weeks ended September 26, 2006 and September 27, 2005
as of the dates of grant using the Black-Scholes option-pricing model with the following weighted-average assumptions:

13 Weeks 13 Weeks 39 Weeks 39 Weeks

Ended Ended Ended Ended

September 26, September 27, September 26, September 27,

2006 2005 2006 2005
Risk-free interest rate 4.84 % 4.11 % 4.83 % 3.97 %
Expected term (years) 3.0 50 4.0 3.0 50 4.0
Expected volatility 43.1 % 44.6 % 43.2 % 44.2 %
Expected dividend yield 0.0 % 0.0 % 0.0 % 0.0 %

In connection with its adoption of SFAS 123R, the Company determined that it was appropriate to group stock option grants into three
homogeneous groups when estimating expected term. These groups consist of grants made primarily to executives, grants made primarily to
restaurant-level employees and grants made to corporate office employees.

Prior to the adoption of SFAS 123R, the Company used four years as the expected term of all stock option grants. In connection with its
adoption of SFAS 123R and the increasing amount of historical data the Company now possesses with regard to stock option exercise activity,
the Company re-evaluated its expected term assumptions. Based on historical exercise and post-vesting employee termination behavior, the
expected life for options granted to its executives is approximately 5.0 years. For options granted to restaurant-level employees, the expected
life is approximately 4.0 years. For options granted to its corporate office employees, the expected life is approximately 3.0 years. The
Company based its expected volatility on the volatilities of similar entities for an appropriate period of time along with the volatility of the
Company s stock since its initial public offering.

11
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A summary of option activity as of September 26, 2006 and changes during the period then ended is presented below.

Summary Details for Plan Share Options

Weighted-
Average
Weighted- Remaining Aggregate
Average Contractual Intrinsic
Shares Exercise Price Term (years) Value
Outstanding at December 27, 2005 7,403,522 $ 6.66
Granted 662,763 13.36
Forfeited 123,710 13.62
Exercised 1,071,137 3.28
Outstanding at September 26, 2006 6,871,438 $ 7.71 6.96 $ 37,406
Exercisable at September 26, 2006 4,053,636 $ 5.72 6.07 $ 29,905

The weighted-average grant date fair value of options granted during the 13 weeks ended September 26, 2006 and September 27, 2005 was
$3.84 and $7.44, respectively. The weighted-average grant date fair value of options granted during the 39 weeks ended September 26, 2006
and September 27, 2005 was $5.17 and $6.04, respectively. The total intrinsic value of options exercised during the 13 weeks ended September
26, 2006 and September 27, 2005 was $0.7 million and $17.4 million, respectively. For the 39 weeks ended September 26, 2006 and September
27, 2005, the total intrinsic value of options exercised was $13.0 million and $26.1 million, respectively.

As of September 26, 2006, with respect to unvested stock options, there was $5.3 million of unrecognized compensation cost that is expected to
be recognized over a weighted-average period of 1.1 years. The total grant date fair value of stock options vested during the 13 weeks ended
September 26, 2006 and September 27, 2005 was $2.0 million and $0.2 million, respectively. The total grant date fair value of stock options
vested during the 39 weeks ended September 26, 2006 and September 27, 2005 was $4.7 million and $0.8 million, respectively.

For the 39 weeks ended September 26, 2006 and September 27, 2005, cash received from options exercised was $3.3 million and $4.0 million,
respectively. The excess tax benefit realized from tax deductions associated with options exercised for the 39 weeks ended September 26, 2006
was $3.5 million.

3 Long-term Debt

Long-term debt consisted of the following:

September 26, 2006 December 27, 2005
Installment loans, due 2006 2026 $ 5,523 $ 6,753
Revolver 15,000

20,523 6,753
Less current maturities 588 498

$ 19,935 $ 6,255

The weighted average interest rate for installment loans outstanding at September 26, 2006 was 9.66%. The debt is secured by certain land,
buildings and equipment.

In October 2004, the Company completed a $150.0 million, five-year revolving credit facility which replaced a credit facility dated July 2003.
The terms of this credit facility require the Company to pay interest on outstanding borrowings at LIBOR plus a margin of 0.75% to 1.50%, plus
a commitment fee of 0.15% to 0.25% per year on any unused portion of the facility, in both cases, depending on the Company s leverage ratio.
The credit facility was amended on December 27, 2005 to allow additional indebtedness up to $30.0 million to be assumed outside the facility in

13
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connection with acquiring franchise restaurants. The weighted average interest rate for the revolver at September 26, 2006 was 6.08%. At

September 26, 2006, the Company had $15.0 million outstanding under the credit facility and $132.6 million of availability net of $2.4 million
of outstanding letters of credit.

14
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Certain debt agreements require compliance with financial covenants including minimum debt service coverages and maximum debt- to-worth
ratios. The existing credit facility prohibits the Company from incurring additional debt outside the facility except for equipment financing up to
$3.0 million, unsecured debt up to $500,000, up to $20.0 million of debt incurred by majority-owned companies formed to own new restaurants
and up to $30.0 million in debt incurred in connection with acquiring franchise restaurants. Additionally, the lenders obligation to extend credit
under the facility depends on the Company maintaining certain financial covenants, including a minimum consolidated fixed charge coverage
ratio of 1.50 to 1.00 and a maximum consolidated leverage ratio of 3.00 to 1.00. The Company is currently in compliance with such covenants.

€)) Recently Adopted or Issued Financial Accounting Standards

In October 2005, the FASB issued Staff Position FAS 13-1, Accounting for Rental Costs Incurred during a Construction Period, which requires
rental costs associated with ground or building operating leases that are incurred during a construction period to be recognized as rental
expense. This Staff Position is effective for reporting periods beginning after December 15, 2005, and retrospective application was permitted
but not required. The Company did not adopt this position retrospectively. Effective December 28, 2005, the Company began recording rental
costs associated with ground or building operating leases that are incurred during a construction period as rental expense. The Company
incurred additional pre-opening expense of $0.1 million and $0.2 million for the 13 and 39 weeks ended September 26, 2006, respectively,
related to expensing rental costs associated with the construction of new restaurants.

In June 2006, FASB Interpretation No. 48 ( FIN 48 ), Accounting for Uncertainty in Income Taxes an interpretation of FAS 109, was issued.
FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an entity s financial statements in accordance with FASB
Statement No. 109, Accounting for Income Taxes. FIN 48 prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also provides guidance on
de-recognition, classification, interest and penalties, accounting in interim periods, disclosure and transition. FIN 48 is effective for fiscal years
beginning after December 15, 2006. The Company is currently evaluating the impact, if any, the adoption of FIN 48 will have on its
consolidated financial position, results of operations or cash flows.

In September 2006, the FASB issued Statement of Financial Accounting Standard No. 157 ( SFAS 157 ), Fair Value Measurements, which
defines fair value, establishes a framework for measuring fair value and expands disclosures about fair value measurements. The provisions of
SFAS 157 are effective as of the beginning of the Company s 2008 fiscal year. The Company is currently evaluating the impact of adopting
SFAS 157 on its consolidated financial position, results of operations or cash flows.

In September 2006, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements ( SAB 108 ), which provides interpretive guidance on how
the effects of the carryover or reversal of prior year misstatements should be considered in quantifying a current year misstatement. SAB 108 is
effective for fiscal years ending after November 15, 2006 (the Company s current fiscal year). The Company is currently evaluating the impact
of adopting SAB 108 on its consolidated financial position, results of operations or cash flows.

5) Commitments and Contingencies

The estimated cost of completing capital project commitments at September 26, 2006 and December 27, 2005 was approximately $66.5 million
and $42.4 million, respectively.

The Company entered into real estate lease agreements for franchise restaurants located in Everett, MA, Longmont, CO, Montgomeryville, PA
and Fargo, ND before granting franchise rights for those restaurants. The Company has subsequently assigned the leases to the franchisees, but
remains contingently liable if a franchisee defaults under the terms of a lease. The Longmont lease was assigned in October 2003 and expires in
May 2014, the Everett lease was assigned in September 2002 and expires in February 2018, the Montgomeryville lease was assigned in October
2004 and expires in June 2021 and the Fargo lease was assigned in February 2006 and expires in July 2016. The fair value of the guarantees is
not considered material. As disclosed in note 6, these restaurants are owned, in whole or part, by certain officers, directors and 5% stockholders
of the Company.

The Company is involved in various claims and legal actions arising in the normal course of business. In the opinion of management, the
ultimate disposition of these matters will not have a material effect on the Company s consolidated results of operations, financial position or
liquidity.

(6) Related Party Transactions

15
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The Longview, Texas restaurant, which was acquired by the Company in connection with the completion of the initial public offering, leases the

land and restaurant building from an entity controlled by Steven L. Ortiz, the Company s Chief Operating Officer. The lease is for 15 years and
will terminate in November 2014. The lease can be renewed for two additional periods of five years each. Rent is

9
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approximately $16,000 per month and will increase by 5% on 11th anniversary date of the lease. The lease can be terminated if the tenant fails to
pay the rent on a timely basis, fails to maintain the insurance specified in the lease, fails to maintain the building or property or becomes
insolvent. Total rent payments were approximately $50,000 for both 13 week periods ended September 26, 2006 and September 27, 2005. For
the 39 weeks ended September 26, 2006 and September 27, 2005, rent payments were approximately $148,000.

Prior to September 22, 2005, the Elizabethtown, Kentucky restaurant was leased from an entity owned by W. Kent Taylor and three other
stockholders. On September 22, 2005, the Company purchased the land and building associated with the Elizabethtown, Kentucky restaurant
for $1.5 million. Rent expense for this restaurant was approximately $30,000 for the 13 weeks ended September 27, 2005. For the 39 weeks
ended September 27, 2005, rent expense was approximately $0.1 million. The lease was terminated upon purchase of the land and building.

The Company had 14 and 13 franchise and license restaurants owned, in whole or part, by certain officers, directors and 5% stockholders of the
Company at September 26, 2006 and September 27, 2005, respectively. These entities paid the Company fees of approximately $0.5 million
during the 13 weeks ended September 26, 2006 and September 27, 2005. For the 39 weeks ended September 26, 2006 and September 27, 2005,
these entities paid the Company fees of approximately $1.5 million and $1.3 million, respectively. These entities are not consolidated in the
Company s results. As disclosed in note 5, the Company is contingently liable on four leases which are related to these restaurants.

The Company employs Juli Miller Hart, the wife of G.J. Hart, the Company s Chief Executive Officer, as Director of Public Relations. Ms. Hart
reports to W. Kent Taylor, the Company s founder and Chairman, who conducts her performance reviews and determines her compensation.

@) Earnings Per Share

The share and net income per share data for all periods presented are based on the historical weighted-average shares outstanding. The diluted
earnings per share calculations show the effect of the weighted-average stock options outstanding from the Company s stock option plan. The
Company adopted SFAS 123R in the first quarter of 2006 (see note 2).

13 Weeks Ended 39 Weeks Ended
September 26, September 27, September 26, September 27,
2006 2005 2006 2005
Net income $ 9,150 $ 7,061 $ 26,163 $ 24,099
Basic EPS:
Weighted-average common shares outstanding 74,052 69,471 73,774 68,166
Basic EPS $ 0.12 $ 0.10 $ 0.35 $ 0.35
Diluted EPS:
Weighted-average common shares outstanding 74,052 69,471 73,774 68,166
Dilutive effect of stock options 2,271 4,362 2,663 4,372
Shares diluted 76,323 73,833 76,437 72,538
Diluted EPS $ 0.12 $ 0.10 $ 0.34 $ 0.33

Stock options with an exercise price greater than the average market price of the Company s Class A common stock and certain options with
unrecognized compensation expense do not impact the computation of diluted earnings per share because the effect would be antidilutive. For
the 13 and 39 weeks ended September 26, 2006, options to purchase 1,865,852 shares of common stock were outstanding but not included in the
computation of diluted earnings per share because their inclusion would have had an anti-dilutive effect. For the 13 and 39 weeks ended
September 27, 2005, all unexercised stock options were included in the computation of diluted earnings per share because their exercise prices
were less than the average market price of the Company s Class A common stock during the respective periods.

8) Acquisitions

On December 28, 2005, the Company completed the acquisitions of 11 franchise restaurants in Ohio, Colorado and Kentucky from three
franchise groups. Pursuant to the terms of the various acquisition agreements, the Company issued an aggregate of 2,486,997 shares of the
Company s Class A common stock at $15.84 per share and paid $2.1 million in cash for these restaurants. These acquisitions, which are
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expected to be accretive to earnings, are consistent with the Company s long-term strategy to increase net income and earnings per share.

10
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These transactions were accounted for using the purchase method as defined in SFAS No. 141, Business Combinations. Based on a purchase

price of $40.8 million, net of the $0.8 million charge relating to EITF Issue No. 04-1, Accounting for Preexisting Relationships between the
Parties to a Business Combination, ( EITF 04-1 ) and the Company s estimates of the fair value of net assets acquired, $37.0 million of goodwill
was generated by the acquisitions, which is not amortizable for book purposes or deductible for tax purposes.

The purchase price has been preliminarily allocated as follows:

Current assets $ 4224

Property and equipment, net 4,657

Goodwill 36,955

Intangible asset 5,237

Other assets 19

Current liabilities (5,669 )

Deferred tax liabilities (2,190 )

Other liabilities (149 )

Debt (2,291 )
$ 40,793

The Company expects to complete the allocation of purchase price to the fair value of assets acquired and liabilities assumed by the end of its
2006 fiscal year. The Company does not expect any adjustments to be significant.

If the acquisitions had been completed as of the beginning of the year ended December 27, 2005, pro forma revenue, net income and earnings
per share for the 13 and 39 weeks ended September 27, 2005 would have been as follows:

For the 13 Weeks Ended For the 39 Weeks Ended
September 27, 2005 September 27, 2005
Revenue $ 123,996 $ 371,069
Net income 7,749 26,015
Basic EPS $ 0.11 $ 0.37
Diluted EPS $ 0.10 $ 0.35

The 2,486,997 shares were issued without registration in reliance upon the exemption provided by Section 4(2) of the Securities Act of 1933, as
amended. In connection with the acquisitions, the Company entered into a registration rights agreement that provided the holders of these
securities with the ability to request registration of the securities for resale. A number of such holders requested registration of 1,334,552 shares
for resale. These shares were registered on April 25, 2006. Subject to certain volume limitations, which may be waived by the Company, the
shares may be resold pursuant to the registration statement only during ten-day trading window periods following announcements of the
Company s earnings.

In conjunction with these acquisitions, the Company acquired the land and buildings leased by eight of the 11 franchise restaurants for
approximately $15.6 million.

As aresult of these acquisitions, the Company incurred a charge of $0.8 million and recorded an intangible asset relating to certain reacquired
franchise rights of $5.2 million in accordance with EITF 04-1. EITF 04-1 requires that a business combination between two parties that have a
preexisting relationship be evaluated to determine if a settlement of a preexisting relationship exists. EITF 04-1 also requires that certain
reacquired rights (including the rights to the acquirer s trade name under a franchise agreement) be recognized as intangible assets apart from
goodwill. However, if a contract giving rise to the reacquired rights includes terms that are favorable or unfavorable when compared to pricing
for current market transactions for the same or similar items, EITF 04-1 requires that a settlement gain or loss should be measured as the lesser
of (i) the amount by which the contract is favorable or unfavorable under market terms from the perspective of the acquirer or (ii) the stated
settlement provisions of the contract available to the counterparty to which the contract is unfavorable.

The intangible asset of $5.2 million has a weighted average life of approximately 15 years. When calculating this intangible asset, the Company
considered the remaining term of the existing franchise agreements including renewals. The remaining terms ranged from 12 to 20 years. The
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Company recorded amortization expense relating to the intangible asset of approximately $0.1 million and $0.3 million for the 13 and 39 weeks
ended September 26, 2006, respectively. The Company expects the annual expense for each of the next five years to be $0.4 million.

11
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9 Income Taxes

The Company s effective tax rate for the 13 weeks ended September 26, 2006 remained unchanged at 35.3% from the 13 weeks ended September
27,2005. The increase in the rate in Q3 2006 due to the non-deductibility of certain incentive stock options recorded in accordance with the
adoption of SFAS 123R was offset by higher federal tax credits. For the 39 weeks ended September 26, 2006 the Company s effective tax rate
increased to 37.6% from 35.3% for the 39 weeks ended September 27, 2005 due to the non-deductibility of certain incentive stock options and

the charge of $0.8 million recorded in accordance with the application of EITF 04-1, offset by higher federal tax credits. A reconciliation of the
statutory federal income tax rate to the Company s effective tax rate for the 13 weeks and 39 weeks ended September 26, 2006 and September
27, 2005 is as follows:

13 Weeks Ended 39 Weeks Ended
September 26, September 27, September 26, September 27,
2006 2005 2006 2005
Tax at statutory federal rate 35.0 % 35.0 % 35.0 % 35.0 %
State and local tax, net of federal benefit 3.1 3.1 3.1 3.1
Federal tax credits (5.8 ) 3.8 ) 4.5 ) 3.2 )
Incentive stock options 2.0 2.2
EITF 04-1 charge relating to acquisition 0.7
Other 1.0 1.0 1.1 0.4
Total 35.3 % 35.3 % 37.6 % 353 %

12
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
OVERVIEW

Texas Roadhouse is a growing, moderately priced, full-service restaurant chain. Our founder and chairman, W. Kent Taylor, started the business
in 1993. Our mission statement is Legendary Food, Legendary Service. Our operating strategy is designed to position each of our restaurants as
the local hometown destination for a broad segment of consumers seeking high quality, affordable meals served with friendly, attentive service.
As of September 26, 2006, 241 Texas Roadhouse restaurants were operating in 43 states, including:

. 153 company restaurants, of which 148 were wholly-owned and five were majority-owned. The results of

operations of company restaurants are included in our consolidated operating results. The portion of income

attributable to minority interests in company restaurants that are not wholly-owned is reflected in the line item entitled
Minority interest in our condensed consolidated statements of income.

. 88 franchise restaurants, of which 85 were franchise restaurants and three were license restaurants. We have
a 5.0% to 10.0% ownership interest in 18 franchise restaurants. The income derived from our minority interests in

these franchise restaurants is reported in the line item entitled Equity (income) from investments in unconsolidated
affiliates in our condensed consolidated statements of income. Additionally, we provide various management services
to these franchise restaurants, as well as two additional franchise restaurants in which we have no ownership interest.

We have contractual arrangements which grant us the right to acquire at pre-determined valuation formulas (i) the remaining equity interests in
three of the five majority-owned company restaurants and (ii) 65 of the franchise restaurants.

Presentation of Financial and Operating Data

Throughout this report, the 13 weeks ended September 26, 2006 and September 27, 2005 are referred to as Q3 2006 and Q3 2005, respectively,
and the 39 weeks ended September 26, 2006 and September 27, 2005 are referred to as 2006 YTD and 2005 YTD, respectively.

Long-Term Strategies to Grow Earnings Per Share

Our long-term strategies with respect to increasing net income and earnings per share include the following:

Expanding Our Restaurant Base. 'We will continue to evaluate opportunities to develop Texas Roadhouse restaurants in
existing and new markets. We will remain focused primarily on mid-sized markets where we believe there exists a
significant demand for our restaurants because of population size, income levels and the presence of shopping and

entertainment centers and a significant employment base.

We may, at our discretion, add franchise restaurants primarily with franchisees who have demonstrated prior success with the Texas Roadhouse
or other restaurant concepts and in markets in which the franchisee demonstrates superior knowledge of the demographics and restaurant
operating conditions. We will also continue to evaluate opportunities for acquiring franchise restaurants.

Improving Restaurant Level Profitability. 'We plan to increase restaurant level profitability through a combination of
increased comparable restaurant sales and operating cost management.

Leveraging Our Scalable Infrastructure. Over the past several years, we have made significant investments in our
infrastructure, including information systems, real estate, human resources, legal, marketing and operations. As a
result, we believe that our general and administrative costs will increase at a slower growth rate than our revenue.

Key Measures We Use To Evaluate Our Company

Key measures we use to evaluate and assess our business include the following:
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Number of Restaurant Openings. Number of restaurant openings reflects the number of restaurants opened during a
particular fiscal period. For company restaurant openings we incur pre-opening costs, which are defined below, before
the restaurant opens. Typically new restaurants open with an initial start-up period of higher than normalized sales
volumes, which decrease to a steady level approximately three to six months after opening. However, although sales
volumes are generally higher, so are initial costs, resulting in restaurant operating margins that are generally lower
during the start-up period of operation and increase to a steady level approximately three to six months after opening.

13
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Comparable Restaurant Sales Growth. Comparable restaurant sales growth reflects the change in year-over-year sales for
the comparable restaurant base. We define the comparable restaurant base to include those restaurants open for a full
18 months before the beginning of the later fiscal period. Comparable restaurant sales growth can be generated by an
increase in guest traffic counts or by increases in the per person average check amount. Menu price changes and the
mix of menu items sold can affect the per person average check amount.

Average Unit Volume. Average unit volume represents the average annual restaurant sales for all company restaurants
open for a full six months before the beginning of the period measured. Growth in average unit volumes in excess of
comparable restaurant sales growth is generally an indication that newer restaurants are operating with sales levels in
excess of the company average. Conversely, growth in average unit volumes less than growth in comparable
restaurant sales growth is generally an indication that newer restaurants are operating with sales levels lower than the
system average.

Store Weeks. Store weeks represent the number of weeks that our company restaurants were open during the reporting
period.

Other Key Definitions
Restaurant Sales. Restaurant sales include gross food and beverage sales, net of promotions and discounts.

Franchise Royalties and Fees. Franchisees typically pay a $40,000 initial franchise fee for each new restaurant and a
franchise renewal fee equal to the greater of 30% of the then-current initial franchise fee or $10,000 to $15,000.
Franchise royalties consist of royalties in the amount of 2.0% to 4.0% of gross sales paid to us by our franchisees.

Restaurant Cost of Sales. Restaurant cost of sales consists of food and beverage costs.

Restaurant Labor Expenses. Restaurant labor expenses include all direct and indirect labor costs incurred in operations
except for profit sharing incentive compensation expenses earned by our managing and market partners. These profit
sharing expenses are reflected in restaurant other operating expenses. Restaurant labor expenses also include
stock-based compensation expense related to restaurant-level employees.

Restaurant Rent Expense. Restaurant rent expense includes all rent associated with the leasing of real estate and includes
base, percentage and straight-line rent expense.

Restaurant Other Operating Expenses. Restaurant other operating expenses consist of all other restaurant-level operating
costs, the major components of which are utilities, supplies, advertising, repair and maintenance, property taxes, credit
card fees and general liability insurance. Profit sharing allocations to managing partners and market partners are also
included in restaurant other operating expenses.

Restaurant Pre-opening Expenses. Restaurant pre-opening expenses, which are charged to operations as incurred, consist
of expenses incurred before the opening of a new restaurant and are comprised principally of opening team and
training salaries, travel expenses, rent, and food, beverage and other initial supplies and expenses.

Depreciation and Amortization Expenses. Depreciation and amortization expenses ( D&A ) includes the depreciation of fixed
assets and amortization of intangibles with definite lives.

General and Administrative Expenses. General and administrative expenses ( G&A ) is comprised of expenses associated

with corporate and administrative functions that support development and restaurant operations and provide an
infrastructure to support future growth. Supervision and accounting fees received from certain franchise restaurants
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and license restaurants are offset against G&A. G&A also includes stock-based compensation expense related to
corporate office employees.

Interest Expense, Net. Interest expense includes the cost of our debt obligations including the amortization of loan fees,
reduced by interest income and capitalized interest. Interest income includes earnings on cash and cash equivalents.

Minority Interest. Our consolidated subsidiaries at September 26, 2006 included five majority-owned restaurants. Our
consolidated subsidiaries at September 27, 2005 included three majority-owned or controlled restaurants. Minority
interest represents the portion of income attributable to the other owners of the majority-owned or controlled
restaurants.

Equity (Income) from Investments in Unconsolidated Affiliates. 'We own a 5.0% to 10.0% equity interest in 18 franchise
restaurants. Equity (income) or loss from investments in unconsolidated affiliates represents our percentage share of
net income or loss earned by these unconsolidated affiliates.
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Revenue:
Restaurant sales
Franchise royalties and fees

Total revenue

Costs and expenses:

(As a percentage of restaurant
sales)

Restaurant operating costs:
Cost of sales

Labor

Rent

Other operating

(As a percentage of total
reveniue)

Pre-opening

Depreciation and amortization
General and administrative

Total costs and expenses
Income from operations
Interest expense, net

Minority interest

Equity (income) from
investments in unconsolidated
affiliates
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13 Weeks Ended
September 26, 2006
$ %

($ in thousands)
145,859 98.3
2,595 1.7
148,454 100.0
51,243 35.1
40,509 27.8
2,588 1.8
23,481 16.1
2,948 2.0
5,580 3.8
7,864 5.3
134,213 90.4
14,241 9.6
64 NM
76 0.1

@7 )  NM

Results of Operations

September 27, 2005

$

111,642
2,685

114,327

39,335
30,715
2,099

19,205

2,306
3,818
5,725

103,203
11,124
93

181

(65

%

97.7
2.3

100.0

352
27.5
1.9

17.2

2.0
33
5.0

90.3
9.7
0.1
0.2

0.1 )

39 Weeks Ended
September 26, 2006
$ %
436,804 98.3
7,769 1.7
444,573 100.0
153,335 35.1
120,675 27.6
7,397 1.7
70,374 16.1
8,759 2.0
15,641 3.5
25,773 5.8
401,954 90.4
42,619 9.6
533 0.1
361 0.1

(182 ) NM

September 27, 2005
$ %

333,357 97.7

7,794 23
341,151 100.0
117,275 352
90,431 27.1
6,225 1.9
54,697 16.4
5,265 1.5
10,541 3.1
19,132 5.6

303,566 89.0

37,585 11.0
162 NM
402 0.1

(87 ) NM
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