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PART I.
Item 1. BUSINESS

AFC Enterprises, Inc. (“AFC” or “the Companydgvelops, operates, and franchises quick-ser@staurants (“QSRs” or “restaurants”
under the trade name Popeyé&shicken & Biscuits (“Popeyes”)Within Popeyes, we manage two business segmeatgHise operations a
companyeperated restaurants. Financial information coringrthese business segments can be found at Ndate @8 Consolidated Financ
Statements.

In recent years, we have narrowed our busimestel from a multibrand operator to focus only on the Popeyes briaollbwing the sale «
Church’s Chickerf (“Church’s”) in December of 2004 (which is more fully descritdiedNote 21 to our Consolidated Financial Staten)emte
renegotiated our material outsourcing contractssed our then existing corporate offices, reduagdAd-C corporate staffing, and integre
the remaining AFC corporate staff and services Rapeyesbusiness operations (which is more fully descriimeNote 22 to our Consolidat
Financial Statements). These transitional actiwitiere completed during 2005 and the first haZ@06.

Popeyes Profile

Popeyes was founded in New Orleans, LouisianB972 and is the world’s second largest quiekvice chicken concept based on
number of units. Within the QSR industry, Popeyestimbuishes itself with a unique “New Orlearstyle menu that features spicy chicl
chicken sandwiches, chicken strips, fried shrimg ather seafood, jambalaya, red beans and ricetsd regional items. Popeyes is a hi
differentiated QSR brand with a passion for its Nexeans heritage and flavorful authentic food.

As of December 30, 2007, we operated and fiard 1,905 Popeyes restaurants in 44 states,igtiecDof Columbia, Puerto Rico, Gui
and 24 foreign countries. The map below shows timeentration of our domestic restaurants, by state.

Lwheyes

. e B

Total Operating Restaurants as of December 30, 2007
Domestic restaurant

Compan'-operatec 65
Franchisec 1,51¢
International restaurant
Franchisec 322
Worldwide restaurant 1,90¢
50 + restaurants in the state _
1} =49 restaurants in the
state

I =9 restaurants in the state

Mo presence in the state

Of our 1,518 domestic franchised restauraapproximately 70% were concentrated in Texas, Qali&, Louisiana, Florida, lllinoi
Maryland, New York, Georgia, Virginia and MissigsipOf our 322 international franchised restauraatgproximately 62% were locatec
Korea, Indonesia, Canada and Mexico. Of our 65 @mppperated restaurants, more than 90% were conceditimtGeorgia, Louisiana a
Tennessee.
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Our Business Strategy

Our business strategy is based upon the appeal franchise model. We believe this model jles diverse and reliable earnings and
flows, as well as the ability to expand the Popegestem more rapidly than under a company-opernasthurant model.

As such, the Compargystrategy is summarized in the following pointschibare each directed toward promoting and growimegPopeye
system primarily through our franchising model:

. Building the Popeyes Branc- by offering franchisees a distinctive brand arehmwith clear competitive advantages. Plannedsdtep
exploit this advantage includ

. Launching new marketing messages to excite cus®ai®ut the superiority of Popeyes core I-in chicken products; ar

. Rolling-out fresh and relevant menu platformsufsed on portable snacks, quick lunch offering$itéig alternatives and everyday
value.

. Running Great Restaurants- by strengthening restaurant operations and impgpthie Popeyes guest experience throl
. Implementing a guest experience monitor, (GEMpdage guest satisfaction at every restaurant iPtpeyes system; al

. Restructuring the field operations team to accoshpljuarterly operations assessments of restalagatsst Popeyes standards
procedures

. Strengthening Unit Economics- by identifying cost savings to improve food, lalamd overhead efficiencies in the restaurants

. Assembling a task force to address the operatisystoucture of Popeyes restaurants and to idenwtifys to improve restaura
operating profit. The team includes franchiseem@ate operations, supplier partners and the Reppyrchasing/distribution
cooperative; an

. Improving Popeyes restaurant unit economics tebetisition franchisees to build new units as t@emic environmer
improves.

. Aligning People and Resources to Deliver Resul- by making significant investments in brand buildingerational tools and talent
evidenced by

. Making non-recurring investments of $3.5 million2008 to strengthen brand building and menu iation to drive guest traffic
increases; an

. Recruiting our new Popeyes chief operations offaret our new chief marketing officer. These twoearignced executive
working with the Compar’s existing talented team, complete the Popeyegitship team

The following features of the Company are mat¢o the execution of our initiatives and busisstrategies discussed above:
Our Agreements with Popeyes Franchisees

As discussed above, our strategy places ayteraphasis on increasing the number of restauraritee Popeyes system through franchi
activities. The following discussion describes stendard arrangements we enter into with our Papgachisees.

Domestic Development Agreemen®ur domestic franchise development agreements giedoir the development of a specified numb
Popeyes restaurants within a defined geographictaist. Generally, these agreements call for thgettgpment of the restaurants ove
specified period of time, usually three to five geawith targeted opening dates for each restaufamt Popeyes franchisees currently p
development fee of $7,500 per restaurant. Theselogment fees typically are paid when the agreenseakecuted, and are typically non-
refundable.

International Development Agreementur international franchise development agreemeamés similar to our domestic franch
development agreements, though the developmentftarmees can be longer and the development feesanean be as much as $15,00C
each restaurant developed. Depending on the méirkéed sub-franchising rights may also be granted

Domestic Franchise Agreement&nce we execute a development agreement, apprsite @ be developed under that agreement, ar
franchisee secures the real property for a restaunee enter into a franchise agreement with camdhisee that conveys the right to operat
specific Popeyes restaurant at the site. Our cufranchise agreements generally provide for payneéra franchise fee of $30,000
location.

These agreements generally require franchisegmy a 5% royalty on net restaurant sales. Mitiath, franchisees must contribute
national and local advertising funds. Paymenth&addvertising funds are generally 3% of net reafatusales. Some of our institutional
older franchise agreements provide for lower ragaland advertising fund contributions. These agesgs constitute a decreasing percer
of our total outstanding franchise agreements.

International Franchise AgreementsThe terms of our international franchise agreemargssubstantially similar to those included in
domestic franchise agreements, except that thesermgnts may be modified to reflect the moktional nature of the transaction an
comply with the requirements of applicable locakda Our current international franchise agreemegatserally provide for payment o
franchise fee of up to $30,000 per location. Initaid, the effective royalty rates may differ frothose included in domestic franct
agreements, and generally are lower due to theegreamber of restaurants required to be develbyealir international franchisee



All of our franchise agreements require that vanchisees operate restaurants in accordartbeowt defined operating procedures, ad
to the menu established by us, and meet applicaidéty, service, health and cleanliness standakis may terminate the franchise right:
any franchisee who does not comply with these statsdand requirements.

-2-
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Site Selection

For new domestic restaurants, we assist ancfrisees in identifying and obtaining favorabtesstonsistent with the overall market plar
each development area. Domestically, we primanihpleasize freestanding sites with drive-thrus antt“eap, in-line” stripmall sites witl
ample parking and easy access from high traffidsoa

Each international market has its own factbed lead to venue and site determination. In m#gonal markets, we use different ver
including freestanding, in-line, food-court and etmontraditional venues. Market development strategiesaacollaborative process betw
Popeyes and our franchisees so we can leveragentacket knowledge.

Suppliers and Purchasing Cooperative

Suppliers.Our franchisees are required to purchase all ingnésl products, materials, supplies and othersteatessary in the operatiot
their businesses solely from suppliers who haventsggproved by us. These suppliers are requiredeet mr exceed strict quality cont
standards, and they must possess adequate capesilyply our franchisees’ reliably.

Purchasing CooperativeSupplies are generally provided to our domestindnised and compamgperated restaurants pursuant to st
agreements negotiated by Supply Management Sepliaeg“SMS”), a not-forprofit purchasing cooperative. We, our Popeyeschiaees ar
the owners of Cinnabon bakeries hold membershgyésts in SMS in proportion to the number of restais owned. As of December 30, 2(
we held one of SMS’s seven seats on the SMS bdatideztors. Our Popeyes franchise agreementsnethét each franchisee join SMS.

Supply AgreementsThe principal raw material for a Popeyes restauggr@ration is fresh chicken. Compangerated and franchis
restaurants purchase their chicken from suppli¢rs service the Popeyes system. In order to enaucedble pricing and to secure an adec
supply of fresh chicken, SMS has entered into supgreements with several chicken suppliers. Theséracts, which pertain to the v
majority of our system-wide purchases, are “cossptontracts with prices based partially upon the ob$ted grains plus certain agreed v
nonfeed and processing costs. These contracts inclollene purchase commitments that are adjustabtbeatlection of SMS. Each ye
purchase commitments may be adjusted by up to 10B6tice is given within specified time frames;dathe commitment levels for futt
years may be adjusted based on revised estimateseaf. The Company has agreed to indemnify SMSddmin shortfalls in the anni
purchase commitments entered into by SMS on belfidiife Popeyes restaurant system. To date, thatrindy has never been called due tc
demand for poultry and the chicken suppliehility to mitigate shortfalls, if any. Informaticabout this guarantee can be found in Item
this Annual Report under the caption “Off-Balandee& Arrangements.”

We have entered into longrm beverage supply arrangements with certain msguerage vendors. These contracts are customéahg
QSR industry. Pursuant to the terms of these aemegts, marketing rebates are provided to the domerator of Popeyes restaurants b
upon the volume of beverage purchases.

We also have a long-term agreement with Difiets Foods and Seasonings, Inc. (“Diversifiedtlpder which we have designa
Diversified as the supplier of certain proprietarpducts for the Popeyes system. Diversified shkse products to our approved distribu
who in turn sell them to our franchised and compapgrated Popeyes restaurants.

Marketing and Advertising

Each Popeyes restaurant, compapgrated or franchised, contributes to an advedisind that supports (1) branding initiatives dhe
development of marketing materials that are usesutfhout our domestic restaurant system and (2) lmarketing programs. We act as a
for the fund and coordinate its activities. We walksely with franchisees on local marketing progsa which are the principal uses
collected funds. We and our Popeyes franchiseesentadtributions to the advertising fund of approxiety $57.6 million in 200
$57.7 million in 2006, and $56.3 million in 2005.

Fiscal Year and Seasonality

Our fiscal year is composed of 13 faueek accounting periods and ends on the last Sundagcember. The first quarter of our fiscal
has four periods, or 16 weeks. All other quartergehthree periods, or 12 weeks. Fiscal 2007, waiated on December 30, 2007, consistt
52 weeks. Fiscal 2006 consisted of 53 weeks (ifetudne fiveweek accounting period in our fiscal fourth quart&iscal 2005 consisted
52 weeks.

Seasonality has little effect on our operation
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Employees

As of February 24, 2008, we had approximateB800 hourly employees working in our comparperated restaurants. Additionally, we
approximately 80 employees involved in the managemé our company-operated restaurants, composedstdurant managers, mulit
managers and field management employees. We alb@pyaroximately 140 employees responsible for aagoadministration, franchi
administration and business development.

None of our employees are covered by a coliediargaining agreement. We believe that the @didic of our employees is critical to
success and that our relationship with our empleyggood.

Intellectual Property and Other Proprietary Rights

We own a number of trademarks and service siidudt have been registered with the U.S. PatehTaeedemark Office, including the ma
“AFC,” “AFC Enterprises,” “Popeyes,” “Popeyes Chark& Biscuits,”and the brand logo for Popeyes. In addition, weshagistered, or ma
application to register, one or more of these marig others, or their linguistic equivalents, ineign countries in which we do business, ol
contemplating doing business. There is no assurdimtewe will be able to obtain the registratiom the marks in every country wh
registration has been sought. We consider ourléatelal property rights to be important to our Ioesis and we actively defend and enf
them.

Copeland Formula AgreementWe have a formula licensing agreement with Alvin @peland, the founder of Popeyes. Under
agreement, we have the worldwide exclusive rigbtthe Popeyes fried chicken recipe and certainrotiggedients used in Popeyes prodt
The agreement provides that we pay Mr. Copelandoappately $3.1 million annually through March 2029

King Features AgreementdlVe have several agreements with the King FeatuyadiGate Division (“King Featuresdf Hearst Holding:
Inc. under which we have the non-exclusive licetts@ise the image and likeness of the cartoon cterédeopeye”in the United State
Popeyes locations outside the United States havedh-exclusive use of the image and likenesset#rtoon character “Popeyafid certai
companion characters. We are obligated to pay Kiegtures a royalty of approximately $1.0 milliomaally, as adjusted for fluctuations
the Consumer Price Index, plus twenty percent ofgoass revenues from the sale of products outsidee Popeyes restaurant system, if
These agreements extend through June 30, 2010.

International Operations

We continue to expand our international openst through franchising. As of December 30, 20@&, franchised 322 internatiol
restaurants. During 2007, franchise revenues fltuead operations represented approximately 9.2%irofotal franchise revenues. For eac
2007, 2006 and 2005, international revenues reptedel.5%, 4.7%, and 4.5% of total revenues, resede.

Insurance

We carry property, general liability, businesgerruption, crime, directors and officers liatyij employment practices liabilit
environmental and workergsompensation insurance policies, which we belieeecastomary for businesses of our size and typesuant t
the terms of their franchise agreements, our freseels are also required to maintain certain typeslevels of insurance coverage, inclut
commercial general liability insurance, workershymensation insurance, all risk property and autaleadtsurance.

Competition

The foodservice industry, and particularly @8R industry, is intensely competitive with respecprice, quality, name recognition, sen
and location. We compete against other QSRs, imudhicken, hamburger, pizza, Mexican and sandwédtaurants, other purveyors
carry-out food and convenience dining establishmentdudhieg national restaurant chains. Many of our cetitprs possess substanti
greater financial, marketing, personnel and othsources than we do.

Government Regulation

We are subject to various federal, state aocdlllaws affecting our business, including varibeslth, sanitation, fire and safety stand:
Newly constructed or remodeled restaurants areestlbp state and local building code and zoningiiregnents. In connection with the-
imaging and alteration of our compaoperated restaurants, we may be required to exfiemdbs to meet certain federal, state and
regulations, including regulations requiring theniodeled or altered restaurants be accessiblersorpewith disabilities. Difficulties or failur
in obtaining the required licenses or approvaldddelay or prevent the opening of new restauremgerticular areas.

We are also subject to the Fair Labor Starglaat and various other laws governing such matsmninimum wage requirements, overl
and other working conditions and citizenship reguents. A significant number of our foodservicespanel
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are paid at rates related to the federal minimumewyand increases in the minimum wage have inadeaselabor costs.

Many states and the Federal Trade Commissisnyell as certain foreign countries, require frasars to transmit specified disclos
statements to potential franchisees before grarifrgnchise. Additionally, some states and cerfiaiaign countries require us to register
franchise offering documents before we may offdramchise. We believe that our uniform franchiséhg circulars, together with a
applicable state versions or supplements, and manclising procedures, comply in all material retpewith both the Federal Tre
Commission guidelines and all applicable state legsilating franchising in those states which weehaffered franchises. We believe that
international disclosure statements, franchiserioifedocuments and franchising procedures compllli material respects, with the laws
the foreign countries in which we have offered &fzsiges.

We have franchise agreements related to tleeatipn of restaurants located on various militagges abroad which agreements are
certain governmental agencies and are subjectregriation of profits or termination at the eleatiof the U.S. government. During 2C
royalty revenues from these restaurants were appetgly $1.1 million.

Environmental Matters

We are subject to various federal, state andlllaws regulating the discharge of pollutante the environment. We believe that we con
our operations in substantial compliance with aggtlle environmental laws and regulations. Certéiouo current and formerly owned anc
leased properties are known or suspected to haame Umed by prior owners or operators as retaistg®ns and a few of these properties
have been used for other environmentally senspiwveposes. Certain of these properties previoushtaioed underground storage te
(“USTs") and some of these properties may currently corghandoned USTSs. It is possible that petroleum prisdand other contamina
may have been released at these properties intsdth@r groundwater. Under applicable federal atate environmental laws, we, as
current or former owner or operator of these sitegy be jointly and severally liable for the costsnvestigation and remediation of any s
contamination, as well as any other environmertabldions at its properties that are unrelated 8T8l We have obtained insurance cove
that we believe is adequate to cover any poteatigironmental remediation liabilities. We are cathg not subject to any administrative
court order requiring remediation at any of ourgandies.

Available Information

We file our Annual Report on Form 10-K, QudsteReports on Form 10-Q, current reports on Fori{, &nd all amendments to the
reports with the Securities and Exchange Commisgtioa “SEC”). You may obtain copies of these docoteéy visiting the SEG’ Public
Reference Room at 100 F. Street, N.E., Room 158%hgton, DC 20549, by calling the SEC at 1-80@-$B30 or by accessing the SEC’
website at http://www.sec.gov. In addition, as sagrreasonably practicable after such materialgilece with, or furnished to, the SEC,
make copies of these documents (except for exhibitailable to the public free of charge through meb site at www.afce.com or
contacting our Secretary at our principal officedyich are located at 5555 Glenridge Connector, N#te 300, Atlanta, Georgia 303
telephone number (404) 459-4450.
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Item 1A. RISK FACTORS

Certain statements we make in this filing, and othitten or oral statements made by or on our H&haay constitute “forwardeoking
statements” within the meaning of the federal sii@sr laws. Words or phrases such as “should re’stifire expected to,” “we anticipate,”
“we estimate,” “we project,” “we believe,” or simér expressions are intended to identify forw#rdking statements. These statement:
subject to certain risks and uncertainties that [docause actual results to differ materially fromrahistorical experience and our pres
expectations or projections. We believe that tHesgard-looking statements are reasonable; however, youlshwot place undue reliance
such statements. Such statements speak only ag dfate they are made, and we undertake no oligat publicly update or revise ¢
forward-looking statement, whether as a result of futuenés; new information or otherwise. The followiigk factors, and others that we n
add from time to time, are some of the factors tiwaild cause our actual results to differ matesidliom the expected results described in
forward-looking statements.

If we are unable to compete successfully againgtestcompanies in the QSR industry or develop neveducts that appeal to consurr
preferences, we could lose customers and our rexenonay decline

The QSR industry is intensely competitive wiélspect to price, quality, brand recognition, mefferings, service and location. If we
unable to compete successfully against other foutseproviders, we could lose customers and ouwenaes may decline. We compete agi
other QSRs, including chicken, hamburger, pizzaxiben and sandwich restaurants, other purveyorsaof out food and convenience din
establishments, including national restaurant chditany of our competitors possess substantialatgr financial, marketing, personnel
other resources than we do. There can be no assuthat consumers will continue to regard our peteliavorably, that we will be able
develop new products that appeal to consumer @nedess, or that we will be able to continue to camseccessfully in the QSR industry.

Because our operating results are closely tied lte success of our franchisees, the failure or lagfsone or more franchisee, operating
significant number of restaurants, could adversedffect our operating results

Our operating results are dependent on oachigees and, in some cases, on certain franchisaesperate a large number of restaur
How well our franchisees operate their restaurantstheir desire to maintain their franchise relahip with us is outside of our direct cont
Any failure of these franchisees to operate thainchises successfully or loss of these franchiseekl adversely affect our operating res
As of December 30, 2007, we had 340 franchiseestipg restaurants within the Popeyes system awerakpreparing to become operat
The largest of our domestic franchisees operatésPifpeyes restaurants; and the largest of oumatienal franchisees operates 97 Pop
restaurants. Typically, each of our internatiomanthisees is responsible for the development gififsgantly more restaurants than
domestic franchisees. As a result, our internatioparations are more closely tied to the succésssmaller number of franchisees than
domestic operations. There can be no assuranceuthdbmestic and international franchisees wittrape their franchises successfully.

If the cost of chicken increases, our cost of salell increase and our operating results could be\eersely affectec

The principal raw material for Popeyes is firehicken. Any material increase in the costs eElir chicken could adversely affect
operating results. Our companperated and franchised restaurants purchase d¢hésken from various suppliers who service us framious
plant locations. These costs are significantlyctéfd by increases in the cost of chicken, which result from a number of factors, includ
increases in the cost of grain, disease, declimiagket supply of fasfieod sized chickens and other factors that affeatlability. Because o1
purchasing agreements for fresh chicken allow theep that we pay for chicken to fluctuate, a iise¢he prices of chicken products ca
expose us to cost increases. If we fail to antteiad react to increasing food costs by adjusiimgpurchasing practices or increasing our
prices, our cost of sales may increase and oumtipgrresults could be adversely affected.

If we face continuing labor shortages or increastbor costs, our growth and operating results coldd adversely affecte:

Labor is a primary component in the cost ofraging our restaurants. As of February 24, 2008 employed approximately 1,600 hot
employees in our compargperated restaurants. If we face labor shortagesaveased labor costs because of increased cdimopetor
employees, higher employee turnover rates, incseiashe federal minimum wage or increases in o#meployee benefits costs (including ¢
associated with health insurance coverage), ouratipg expenses could increase and our growth cbealddversely affected. Our suce
depends in part upon our and our franchisedidlity to attract, motivate and retain a suffidievumber of qualified employees, includ
restaurant managers, kitchen staff and servergssary to keep pace with our expansion schedukentimber of qualified individuals neet
to fill these positions is in short supply in soareas.

Since Hurricane Katrina, in our New Orleanmpany market, we have experienced labor shortawténareased labor costs. If this wer
continue indefinitely, our future operating resutisuld be adversely impacted. As it is, increasalédssin those same restaurants sinc
hurricane have more than compensated for the isedeeosts. However, if sales normalize in futungogls, we may have a cost structure ol
line with our restaurant sales volume in that marke
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Shortages or interruptions in the supply or deliyeof fresh food products could adversely affect mperating results

We, and our franchisees, are dependent ondregleliveries of fresh food products that meetapecifications. Shortages or interrupti
in the supply of fresh food products caused by tioigated demand, problems in production or distiitm, declining number of distributo
inclement weather or other conditions could advgraffect the availability, quality and cost of imglients, which would adversely affect
operating results.

Changes in consumer preferences and demographiodise as well as concerns about health or food spf@td quality, could result in a lo:
of customers and reduce our revenues.

Foodservice businesses are often affectedhbyges in consumer tastes, national, regional ecal kconomic conditions, discretion
spending priorities, demographic trends, traffitgras and the type, number and location of competestaurants. Our franchisees, and we
from time to time, the subject of complaints oighittion from guests alleging illness, injury or etfood quality, health or operational conce
Adverse publicity resulting from these allegationay harm our reputation or our franchiseegutation, regardless of whether the allega
are valid or not, whether we are found liable ot, mo those concerns relate only to a single reatdwr a limited number of restaurant:
many restaurants. In addition, the restaurant imgus currently under heightened legal and legjigascrutiny resulting from the percept
that the practices of restaurant companies haveriboted to the obesity of their guests. Additidpasome animal rights organizations h
engaged in confrontational demonstrations at gemastaurant companies across the country. As &-omit restaurant company, we car
adversely affected by the publicity surroundingegditions involving illness, injury, or other foodaiity, health or operational concel
Complaints, litigation or adverse publicity exp@ged by one or more of our franchisees could asersely affect our business as a whol
we are unable to adapt to changes in consumerrpneies and trends, or we have adverse publicitt@aay of these concerns, we may
customers and our revenues may decline.

Instances of avian flu or foo-borne illnesses could adversely affect the pricedavailability of poultry and other foods and creahegativi
publicity which could result in a decline in our $es.

Instances of avian flu or fodabrne illnesses could adversely affect the priatarailability of poultry and other foods. As aukisPopeye
restaurants could experience a significant incréa$eod costs if there are additional instanceavén flu or foodborne illnesses. In additi
to losses associated with higher prices and a I@upply of our food ingredients, instances of fdmdne illnesses could result in nega
publicity for us. This negative publicity, as wall any other negative publicity concerning fooddpiais we serve, may reduce demand fo
food and could result in a decrease in guest trédfiour restaurants. A decrease in guest tradfledpeyes restaurants as a result of these
concerns or negative publicity could result in alahe in our sales.

If any member of our senior management left us, ooperating results could be adversely affected, amel may not be able to attract a
retain additional qualified management personnel.

We are dependent on the experience and indkistwledge of the members of our senior manageneam. If, for any reason, our set
executives do not continue to be active in manageweif we are unable to retain qualified new mensbof senior management, our oper:
results could be adversely affected. We cannotaguee that we will be able to attract and retaiditaxhal qualified senior executives
needed. We have employment agreements with cegta@outives; however, these agreements do not etfseirecontinued employment w
us.

Our 2005 Credit Facility may limit our ability to xpand our business, and our ability to comply withe covenants, tests and restrictic
contained in this agreement may be affected by e¢s¢hat are beyond our control.

The 2005 Credit Facility contains financiaasther covenants, including covenants requiringpusaintain various financial ratios, limiti
our ability to incur additional indebtedness, resitng the amount of capital expenditures that rhayincurred, restricting the payment of ¢
dividends and limiting the amount of debt which d@nloaned to our franchisees or guaranteed on Iedialf. This facility also limits o
ability to engage in mergers or acquisitions, seltain assets, repurchase our stock and entecéntain lease transactions. The 2005 C
Facility includes customary events of default, udithg, but not limited to, the failure to pay amyerest, principal or fees when due, the fa
to perform certain covenant agreements, inaccuatialse representations or warranties, insolvemcyankruptcy, change of control,
occurrence of certain ERISA events and judgmerdults. The restrictive covenants in our 2005 CrEditility may limit our ability to expar
our business, and our ability to comply with thpsavisions may be affected by events beyond outrobrA failure to comply with any of tt
financial and operating covenants included in tb@52Credit Facility would result in an event of aait, permitting the lenders to accelerate
maturity of outstanding indebtedness. This acctt@raould also result in the acceleration of otimelebtedness that we may have outstar
at that time. Were we to default on the terms amtlitions of the 2005 Credit Facility and the delere accelerated by the facilisylenders
such developments would have a material adversadtgm our financial condition and our liquidity.
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If our franchisees are unable or unwilling to opea sufficient number of restaurants, our growth stiegy could be at risk

As of December 30, 2007, we franchised 1,%E8aurants domestically and 322 restaurants int@&co, Guam and 24 foreign countr
Our growth strategy is significantly dependent naréasing the number of our franchised restaurdintair franchisees are unable to ope
sufficient number of restaurants, our growth stygteould be significantly impaired.

Our ability to successfully open additionalrfchised restaurants will depend on various factoctuding the availability of suitable sit
the negotiation of acceptable leases or purchasestr new locations, permitting and regulatorynptiance, the ability to meet construct
schedules, the financial and other capabilitieswffranchisees, and general economic and busowesfitions. Many of the foregoing fact
are beyond the control of our franchisees. Furtti@te can be no assurance that our franchiseésweaitessfully develop or operate tl
restaurants in a manner consistent with our coscapd standards, or will have the business alsildireaccess to financial resources nece
to open the restaurants required by their agreesnétistorically, there have been many instancewtiich Popeyes franchisees have
fulfilled their obligations under their developmexgreements to open new restaurants.

Currency, economic, political and other risks assated with our international operations could adveely affect our operating results.

As of December 30, 2007, we had 322 franchissthurants in Puerto Rico, Guam and 24 foreigmties. Business at these operatiol
conducted in the respective local currency. Thewarhowed us is based on a conversion of the r@gadtnd other fees to U.S. dollars using
prevailing exchange rate. In particular, the ragaltare based on a percentage of net sales gahémateur foreign franchiseesperations
Consequently, our revenues from international fnégsees are exposed to the potentially adversetsftéour franchiseesperations, curren
exchange rates, local economic conditions, polititstability and other risks associated with dolmgsiness in foreign countries. We ex|
that our franchise revenues generated from intexmatoperations will increase in the future, tinsreasing our exposure to changes in for
economic conditions and currency fluctuations.

We have experienced a decrease in the number abreants we have franchised in Korea.

We had 104, 116 and 154 franchised restaumarierea at December 30, 2007, December 31, 20@6December 25, 2005, respectiv
The decrease in the number of Korean restaurargspwisnarily due to weak financial and operatingf@enance by our master franchise:
that country (our largest international franchis&®g agreed to abate the entire 3% royalty duetpdid to us by that franchisee for the last
quarters of 2005 and to abate dhed of the royalties to be paid to us during fhist two quarters of 2006. While there was no ebant o
royalties in 2007, we continue to work with thadrfchisee to address challenges facing its restisuasd those of sutbanchisees concerni
sales growth and profitability, and to otherwisesgthen our franchise system in that country. &leam be no assurance; however, that
efforts will be continue to be successful.

If we and our franchisees fail to purchase chickest quantities specified in SM's poultry contracts, we may have to purchase
commitment short-fall and this could adversely afteour operating results.

In order to ensure favorable pricing for fresticken purchases and to maintain an adequatdysapfresh chicken for us and our Pope
franchisees, SMS has entered into poultry supphtrects with various suppliers. These contractaldish pricing arrangements, as wel
purchase commitments. AFC has agreed to indemiif$ &s it concerns any shortfall of annual purct@semitments entered into by SMS
behalf of the Popeyes restaurant system. If weamdPopeyes franchisees fail to purchase frestkehiat the commitment levels, and
suppliers are unable to mitigate damages, AFC neasefQuired to purchase the commitment sFadlt-This may result in losses as AFC wc
then need to find uses for the excess chicken psezhor to resell the excess purchases at spoenpaikes. This could adversely affect
operating results.

Our quarterly results and samstore sales may fluctuate significantly and couldllf below the expectations of securities analysisd
investors, which could cause the market price off@@mmon stock to decline.

Our quarterly operating results and sastge sales have fluctuated significantly in thet@ad may continue to fluctuate significantly e
future as a result of a variety of factors, manymbich are outside of our control. If our quartergsults or samstore sales fluctuate or f
below the expectations of securities analysts anestors, the market price of our common stockadekline.

Factors that may cause our quarterly resultsame-store sales to fluctuate include the foltquwi

. the opening of new restaurants by us or our frazse

. the re-opening of restaurants temporarily closed due toiekne Katrina
. the closing of restaurants by us or our franchigs

. rising gasoline price:
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. increases in labor cos!

. increases in the cost of commaodities and papenyats

. the ability of our franchisees to meet their futoeenmitments under development agreeme

. consumer concerns about food quality or food sa

. the level of competition from existing or new cortifzes in the QSR industn

. inclement weather patterns; a

. economic conditions generally, and in each of tlaekets in which we, or our franchisees, are loce

Accordingly, results for any one-quarter act imdicative of the results to be expected for athyer quarter or for the full year, and same-
store sales for any future period may decrease.

We are subject to government regulation, and ouildise to comply with existing regulations or incregd regulations could adversely aff
our business and operating results.

We are subject to numerous federal, state) kxad foreign government laws and regulationdugting those relating to:

. the preparation and sale of foc

. franchising;

. building and zoning requiremen

. environmental protectior

. minimum wage, overtime and other labor requireme

. compliance with the Americans with Disabilities Aahd
. working and safety condition

If we fail to comply with existing or futuregulations, we may be subject to governmental d@icial fines or sanctions, or we could su
business interruption or loss. In addition, ouritdexpenses could increase due to remediatiorsunea that may be required if we are fc
to be noncompliant with any of these laws or retjortes.

We are also subject to regulation by the FedErade Commission and to state and foreign léasdovern the offer, sale and terminatio
franchises and the refusal to renew franchises.faifee to comply with these regulations in anyigdiction or to obtain required approv
could result in a ban or temporary suspension turdufranchise sales or fines or require us to nakescission offer to franchisees, an
which could adversely affect our business and dpgyaesults.

The SEC investigation arising in connection withelrestatement of our financial statements could adsely affect our financial condition.

On April 30, 2003, we received an informalnpablic inquiry from the staff of the SEC requegtivoluntary production of documents
other information. The requests, for documents arfdrmation, to which we have responded, relatenprily to our announcement
March 24, 2003 indicating we would restate our fiicial statements for fiscal year 2001 and the fliste quarters of 2002. On Decembe
2004, the SEC issued an order authorizing a foimadstigation with respect to these matters. Weeheaoperated with the SEC in th
inquiries.

We may not be able to adequately protect our irgefial property, which could harm the value of oRopeyes brand and branded prodt
and adversely affect our business.

We depend in large part on our Popeyes braddeanded products and believe that it is veryortgmt to the conduct of our business.
rely on a combination of trademarks, copyrightsyise marks, trade secrets and similar intellecpuaperty rights to protect our Popeyes b
and branded products. The success of our expassiaiegy depends on our continued ability to ugeeaisting trademarks and service mi
in order to increase brand awareness and furthezlale our branded products in both domestic aneri@tional markets. We also use
trademarks and other intellectual property on titerhet. If our efforts to protect our intellectymbperty are not adequate, or if any third
misappropriates or infringes on our intellectuaperty, either in print or on the internet, theueabf our Popeyes brand may be harmed, v
could have a material adverse effect on our busjriasluding the failure of our Popeyes brand arahled products to achieve and mair
market acceptance.

We franchise our restaurants to various frese&s. While we try to ensure that the quality of Bopeyes brand and branded produc
maintained by all of our franchisees, we cannotéeain that these franchisees will not take astitirat adversely affect the value of
intellectual property or reputation.

We have registered certain trademarks and btex trademark registrations pending in the drfl foreign jurisdictions. The
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trademarks that we currently use have not beeste¥gd in all of the countries in which we do bess and may never be registered in ¢
these countries. We cannot be certain that websilhble to adequately protect our trademarks drotlvause of these trademarks will not re
in liability for trademark infringement, trademadiution or unfair competition.

There can be no assurance that all of thes stephave taken to protect our intellectual propertthe U.S. and foreign countries will
adequate. In addition, the laws of some foreigmtides do not protect intellectual property rightsthe same extent as the laws of the
Further, through acquisitions of third parties, may acquire brands and related trademarks thagudject to the same risks as the branc
trademarks we currently own.

Because certain of our current or former propertiagere used as retail gas stations in the past, wey rimcur substantial liabilities fo
remediation of environmental contamination at ourgperties.

Certain of our currently or formerly owned édleased properties (including certain Chusclgcations formerly owned) are knowr
suspected to have been used by prior owners oatgpsras retail gas stations, and a few of thespepties may have been used for ¢
environmentally sensitive purposes. Certain of ehgperties previously contained underground getanks, and some of these prope
may currently contain abandoned underground stotagls. It is possible that petroleum products atiter contaminants may have b
released at these properties itite soil or groundwater. Under applicable federal atate environmental laws, we, as the curreribionel
owner or operator of these sites, may be jointly severally liable for the costs of investigatiordaemediation of any contamination, as
as any other environmental conditions at our prigeethat are unrelated to underground storagestdfikve are found liable for the costs
remediation of contamination at any of these pridg&r our operating expenses would likely increasd our operating results would
materially adversely affected. We have obtainedirausce coverage that we believe will be adequateoter any potential environmer
remediation liabilities. However, there can be ssuaiance that the actual costs of any potentiaddéation liabilities will not materially exce
the amount of our policy limits.

Item 1B. UNRESOLVED STAFF COMMENTS

None.
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Item 2. PROPERTIES

We either own, lease or sublease the landaiidings for our compangperated restaurants. In addition, we own, leaselblease land a
buildings, which we lease or sublease to our freseets and third parties.

The following table sets forth the locationysdbate of our domestic company-operated restasiesnbf December 30, 2007:

Land and Land and/or
Buildings Owned  Buildings Leasec Total
Georgia 3 23 26
Louisiana 3 20 23
Tennesse 1 11 12
Mississippi 0 3 3
Arkansas 0 1 1
Total 7 58 65

At December 30, 2007, four compamyerated restaurants, which are excluded from Howe table, were temporarily closed or ui
construction.

We typically lease our restaurants under léripet” leases that require us to pay minimum rent, retdtegaxes, maintenance costs
insurance premiums and, in some cases, percergagbased on sales in excess of specified amaoBeteerally, our leases have initial term
20 years, with options to renew for one or moreitamthl periods, although the terms of our leasay depending on the facility.

Within our franchise operations segment, gpical restaurant leases or subleases to franchaeetriple net to the franchisee, that rec
them to pay minimum rent (based upon prevailingketarental rates), real estate taxes, maintenaosts and insurance premiums, as we
percentage rents based on sales in excess ofispemihounts. The subleases have a term that usimfigides with the term of the underly
base lease for the location. These leases areatlypaossedefaulted with the corresponding franchise agreerfuerthat site. At December @
2007, we leased 24 restaurants and subleasedtd8raays to franchisees. Of the restaurants leasedbleased to franchisees, 53 were loc
in Texas.

As discussed in Note 9 to the consolidatedrfanal statements, all owned property is pledgeskaarity under our 2005 Credit Facility.

At December 30, 2007, we leased approximad@lY)00 square feet of office space in a facilitgali@d in Atlanta, Georgia that is
headquarters for the Company. This lease is sutgemttensions through 2016.

We believe that our leased and owned fadglipimvide sufficient space to support our corpoaaie operational needs.
Item 3. LEGAL PROCEEDINGS

We were previously involved in several lawsutising from our announcements on March 24, 2068 April 22, 2003 indicating that
would restate certain previously issued financiatesnents, including a derivative lawsuit filed fgintiffs claiming to be acting on behalf
AFC and certain Section 10(b) and Section 11 sgesilitigation. During the second quarter of 20@®, settled these lawsuits pursuant to
settlement agreements (the “Joint Settlement Ageesii) and recognized $21.8 million of charges relatedhareholder litigation, includi
$15.5 million associated with the joint settlemagteements.

On April 30, 2003, we received an informalnpablic inquiry from the staff of the SEC requegtivoluntary production of documents
other information. The requests, for documents arfdrmation, to which we have responded, relatenprily to our announcement
March 24, 2003 indicating we would restate our fiicial statements for fiscal year 2001 and the fliste quarters of 2002. On Decembe
2004, the SEC issued an order authorizing a foimadstigation with respect to these matters. Weeheaoperated with the SEC in th
inquiries.

We are involved in legal matters against ¢eré our former insurers related to directors affiters liability insurance policies, constitut
a gain contingency. We are unable to predict theame of these matters. In September 2007, a fedeuat in Atlanta returned a favora
decision in a lawsuit by us against our former iasge carrier that provided primary liability coage for our directors and officers. We w
awarded $20 million in damages (representing thielifoits of liability of the policy) and approxintaly $4 million in prejudgment interes
After payment of settlement amounts to the couteigs to the above referenced Joint Settlemenedmgents, legal expenses and fees
company expects to receive net proceeds of $9millidn; however, the decision may be appealed, thedefore the timing of the Compansy’
receipt of payment, if any, is uncertain. Given thierent risks and uncertainties in litigatione tBompany has not recognized any inc
related to this matter at this time. During 200i& €ompany settled one claim against a former @arsetating to these matters for the full lir
of the policy in the amount of $5,000,000. Aftelypeents to the counterparties described above dothay fees and expenses, we rece
approximately $0.9 million. See litigation relateakts (proceeds) in Note 16 to our Consolidatedrigral Statements.

We are a defendant in various legal proceedaniging in the ordinary course of business, idiclg claims resulting from “slip
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and fall” accidents, employmentiated claims, claims from guests or employeesgaih illness, injury or other food quality, healbh
operational concerns and claims related to fraechiatters. We have established adequate reserpesvide for the defense and settlemel
such matters, and we believe their ultimate resoiuwill not have a material adverse effect on &inancial condition or our results
operations.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable.
Item 4A. EXECUTIVE OFFICERS

The following table sets forth the name, aggedf the date of this filing) and position of @urrent executive officers:

Name Age Position

Cheryl A. Bachelde 51 President and Chief Executive Offic

H. Melville Hope, 1lI 46 Senior Vice President and Chief Financial Offi

Richard Lynct 53 Chief Marketing Officel

Harold M. Cohen 44 Senior Vice President, General Counsel and Corporat
Secretary

Cheryl A. Bachelder, age 51, has served as our Chief Executive offared as President of PopeyB<hicken & Biscuits sinc
November 2007. Ms. Bachelder has served on thedBo&rAFC Enterprises, Inc since November 2006 andthe Board of True Val
Corporation since July 2006. From January 2001ept&Snber 2003, she was the President and Chiefepoifficer for KFC Corporation
Louisville, Kentucky. While at KFC, she was respbtesfor leading their U.S. restaurants, includogerations and all other functional aree
the business. From June 1995 to December 2000, &dbeBder served as Vice President, Marketing andut Development for Doming’
Pizza, Inc.

H. Melville Hope, lll,age 46, has served as our Chief Financial OffioeresDecember 2005. From February 2004 until De@r@b05
Mr. Hope served as our Senior Vice President, ieaand Chief Accounting Officer. From April 2003 Eebruary 2004, Mr. Hope was 1
Vice President of Finance. Prior to joining AFC,Was an independent consultant in Atlanta, Gedrgim January 2003 to April 2003. Fri
April 2002 to January 2003, Mr. Hope was Chief Ricial Officer for First Cambridge HCI AcquisitionkL.C, a real estate investment fii
located in Birmingham, Alabama. From November 2@®XApril 2002, Mr. Hope was a financial and busmeslvisory consultant in Atlan
Georgia. From July 1984 to July 2001, Mr. Hope wasaccounting, auditing and business advisory psideal for PricewaterhouseCoop
LLP in Atlanta, Georgia, in Savannah, Georgia anHduston, Texas where he was admitted to the gatiip in 1998.

Richard H. Lynch age 53, was appointed to the position of our Oii@rketing Officer effective March 1, 2008, follamg his consultanc
as interim CMO. Mr. Lynch served as Principal of BdC, a marketing consulting firm specializing estaurant and food retail from July 2
to February 2008, where he developed brand stratedynnovation plans for concepts including Bungirg, Ruby Tuesday, and Buffalo W
Wings. From November 1982 to June 2003, Mr. Lynetved as Executive Vice President at Campbell MitAdlvertising where he led t
development of brand architecture and positionorgofands such as Domino’s Pizza, Martha Stewagtyelay and Betty Crocker.

Harold M. Cohen,age 44, has served as our Senior Vice Presidehegél Affairs, Corporate Secretary and General Gelsinc
September 2005. Mr. Cohen has been General CoohBelpeyes Chicken & Biscuits, a division of AFCté&nprises, Inc., since January 2(
He also has served as Vice President of AFC sinbe2D00. From April 2001 to December 2004, he sdras Deputy General Counse
AFC. From August 1995 to June 2000, he was CorpdZatunsel for AFC.
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PART II.

Item 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock currently trades on the Na<slabal Market under the symbol “AFCE.”

The following table sets forth the high and lper share sales prices of our common stock, lytey for fiscal years 2007 and 2006.

2007 2006
(Dollars per share High Low High Low
First Quartel $ 20.1¢ $ 15.1C $ 16.8¢ $ 12.5¢
Second Quarte $21.1C $17.0¢ $15.1¢ $12.1¢
Third Quartel $17.8¢ $ 13.11 $ 15.2¢ $12.11
Fourth Quarte $ 15.6¢ $10.41 $ 18.04 $ 13.9(

Share Repurchases

During fiscal year 2007, we repurchased amidedk 2,496,030 shares of our common stock for @aprately $39.4 million under our shi
repurchase program, including 633,599 shares repsed during the fourth quarter as scheduled below:

Total Number o Maximum Value o
Shares Repurchas Shares that May Y
Number of Share Average Price Pa as Part of a Public Be Repurchase
Period Repurchased(1)( Per Shar Announced Plal Under the Plan(2
Period 11
10/08/07- 11/04/0° 253,90( $ 14.41 253,90( $ 65,697,17
Period 12
11/05/07-12/02/0° 379,69¢ $ 10.8¢ 379,69¢ $ 57,905,94
Period 13
12/03/07- 12/30/0° — $ = = $ 57,905,94
Total 633,59¢ $ 12.3( 633,59¢ $ 57,905,94

(1) As originally announced on July 22, 2002, and sqbeatly amended and expanded, the Comzabgard c
directors has approved a share repurchase proGaeniNote 12 to our Consolidated Financial Statesn

(2) From December 31, 2007 through February 22, 20@8Iést trading date in the Compasgecond period f
2008), the Company repurchased and retired aniewlait164,730 shares of common stock for approéig
$1.6 million. As of February 22, 2008, the remainimalue of shares that may be repurchased und
program was $56.4 million. Pursuant to the termghef Companys 2005 Credit Facility, the Company
subject to a repurchase limit of approximately $34illion for the remainder of fiscal 200

Shareholders of Record

As of February 22, 2008, we had 60 sharehsldérecord of our common stock.
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Dividend Policy

On May 11, 2005, our Board of Directors demthim special cash dividend of $12.00 per commomeshihe dividend, which total
$352.9 million, was paid on June 3, 2005 to the rmom shareholders of record at the close of businesMay 23, 2005. We funded -
dividend with a portion of the net proceeds from ale of Church’s and a portion of the net prosdiam our 2005 Credit Facility.

We anticipate that we will retain any futuaer@ngs to support operations and to finance tbevtir and development of our business, an
do not expect to pay cash dividends in the forddeefature. Any future determination relating toralividend policy will be made at t
discretion of our board of directors and will degemm a number of factors, including future earnjragpital requirements, financial conditic
plans for share repurchases, future prospects Hral factors that the board of directors may deehavant. Other than the special ¢
dividend, we have never declared or paid cash éidd on our common stock. Additionally, our 200®ditr Facility restricts the extent
which we may declare or pay a cash dividend.

Stock Performance Graph

The following stock performance graph compdhesperformance of our common stock to the StahdaPoor’'s 500 Stock Index $&P
500 Index”)and a peer group index for the period from Decer@®8e2002 through December 30, 2007 and furthernass the reinvestment
all dividends.

Comparison of Cumulative Five Year Total Return

3350 —a— AFC Enterprises, Inc.
$300 —m— S&P 500 Index
$250

$200
150
5100

$50

30 ' ' ' : 4
1272972002 12/28/2003 12/26/2004 12/25/2005 12/31/2006 12730/2007

—ak— Peer Group Index

Company Name/ Index 12/29/200. | 12/28/200. | 12/26/200- | 12/25/200' | 12/31/2001 | 12/30/200’
AFC Enterprises, In $ 10C | $ 92 |$ 106 [$ 132 |$ 152 |1 A
S&P 500 INDEX $ 10C | $ 127 |$ 14z [$ 152 | $ 1714 | $ 18t
Peer Grou| $ 10C | $ 13 |$ 184 | $ 20 | $ 262 |$ 297

Our Peer Group Index is composed of the fdlhgwguick service restaurant companies: CKE Reatdsrinc., Jack In the Box Inc., P.
Johns International Inc., Sonic Corp., Wendy’s imé¢ional Inc., and YUM! Brands Inc.
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Item 6. SELECTED FINANCIAL DATA

The following data was derived from our Coidatled Financial Statements. Such data shoulddsireconjunction with our Consolida
Financial Statements and the notes thereto andMamagement’s Discussion and Analysis of Finan€ahdition and Results of Operations”
at Item 7 of this Annual Report.

(Dollars in millions, except per share de 2007 2006 2005 2004 2003
Summary of operations:
Revenues(1
Sales by compar-operated restaurar $ 80.C $ 65.2 $ 60.2 $ 85.¢ $ 85.2
Franchise revenues( 82.¢ 82.€ 77.5 72.€ 70.¢
Other revenue 4.5 5.2 5.€ B8 5.3
Total revenue $167.: $153.( $143.¢ $163.¢ $161.t
Operating profit (loss)(3 $ 45.¢ $ 45.2 $ (6.9 $(19.9 $(19.7)
Income (loss) before discontinued operatior 23.1 22.2 (8.9 (14.9) (14.5)
Net income (loss)(t 23.1 22.4 149.¢ 24.¢€ (9.2
Earnings per common share, basic(6)
Income (loss) before discontinued operati $ 0.81 $ 0.7¢ $(0.29) $(0.57) $(0.52)
Net income (loss 0.81 0.7¢ 5.14 0.87 (0.39)
Earnings per common share, diluted(6)
Income (loss) before discontinued operati $ 0.8C $ 0.74 $(0.29) $(0.57) $(0.52)
Net income (loss 0.8C 0.7t 5.14 0.87 (0.39)
Year-end balance sheet date
Total asset $155.( $163.1 $212.7 $361.¢ $359.¢
Total debt(7; 132.¢ 134.( 191.¢ 94.C 130.¢
Total shareholde’ equity (deficit)(8) (40.9) (31.2) (48.7) 140.¢ 108.¢

(1) Factors that impact the comparability of revenwegte years presented inclu

(a) The effects of restaurant openings, closings, ooitversions and sal-store sales (se“Summary c
Systen-Wide Dat’ later in this Item 6)

(b) During the third quarter of 2005, the comp-operated restaurants in the City of New Orleanse
adversely affected by Hurricane Katrina. The timofgrestaurant closures and apenings resulted in:
decrease in compargperated restaurant sales by approximately $8liomih 2005 as compared to 200:
decrease in compargperated sales of approximately 9.9 million in 2086 compared to 2005; and
increase in compal-operated sales of approximately 13.1 million in 2@8 compared to 200

(c) The Companys fiscal year ends on the last Sunday in Decembee. 2006 fiscal year consisted
53 weeks. All other fiscal years presented condiste52 weeks each. The 53rd week in 2006 incre
sales by compangperated restaurants by approximately $1.2 milaod increased franchise revenue
approximately $1.3 millior

(d) On May 1, 2006, the Company completed an acquisitib 13 franchised restaurants from a Pop
franchisee in the Memphis and Nashville, Tennessagkets. The results of operations of the acq
restaurants are included in the consolidated filgstatements since that date. The acquired urditease
2006 revenues by approximately $10.0 million dallémet of lost franchise revenues attributablehtss:
restaurants) and increased 2007 revenues by appately $5.3 million as compared to 2006 (net ot
franchise revenues attributable to these restas)raftiditional information concerning this acquiit car
be found at Note 24 to our Consolidated Finandiateénents
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(e) During 2004, we adopted Financial Accounting StadslaBoard Interpretation No. 4Consolidation ¢
Variable Interest Entities, an Interpretation of dstinting Research Bulletin No. 51 as revised i
December 2003 (“FIN 46R"and began consolidating three franchisees thatifiggafor consolidatio
under FIN 46R. These franchisees were not retnoggtconsolidated for years prior to 2004. Sincepibr
of FIN 46R, due to changes in the ownership strectf these franchisees, our relationship to eddhe
franchisees has substantially changed, and theyharnger VIEs. During 2006, 2005 and 2004,
consolidation of these franchisees increased $slasompanysperated restaurants by approximately
million, $2.7 million, and $12.6 million, respeatily. Additional information with respect to thesastities
is discussed in Note 2 to our Consolidated Findr8t@ements

(2) Franchise revenues are principally composed oflipymyments from franchisees that are determiraek!
upon franchisee sales. While franchisee sales araeatorded as revenues by the Company, manag
believes they are important in understanding thenanys financial performance because these sale
indicative of the Company’s financial health, gividre Companys strategic focus on growing its ove
business through franchising. Total franchisee ssakere $1.651 billion in 2007, $1.661 billion in (&
$1.552 billion in 2005, $1.452 billion in 2004 afd.386 billion in 2003. Fiscal year 2006 include®a
week which increased franchisee sales by approglgna#27.9 million. All other fiscal years preser
consisted of 52 week

(3) Additional factors that impact the comparabilityagferating profit (loss) for the years presentedlide:

(a) During 2005, general and administrative expenselsidied approximately $8.3 million relating to corpta
restructuring charges as well as stay bonuses emerance costs paid to the Companformer Chie
Executive Officer, former Chief Financial Officené former General Counsel. During 2004, genera
administrative expenses included approximately dfillion relating to corporate severances, initiabt:
for Sarbane®©xley controls documentation and compliance, imgetation of a new informati
technology system and legal and other costs adedcwith the settlement of certain franchisee disg
During 2003, general and administrative expensesidied approximately $5.0 million relating to emyse
severance costs and consultant fees for a prodydtiitiative.

(b) During 2007, 2006, 2005, 2004 and 2003, our expefiseome) associated with litigation related c
(proceeds) were approximately $(0.9) million, $j0n8llion, $21.8 million, $3.8 million, and $1.4 tén,
respectively. The substantially higher costs in®20flate to the settlement of certain shareholtigation.

(c) During 2007, 2006, 2005, 2004, and 2003, asset-downs were approximately $1.9 million, $0.1 millj
$5.8 million, $4.8 million, and $15.0 million, resgtively. Of the 2005 impairments, $4.1 million wetut
to the adverse effects of Hurricane Katrina, $0iian of which were subsequently reversed du
adjustments to damage estimates in 2006. Of th8 &@Pairments, $7.0 million of charges related he
write-down of assets under contractual arrangermemds$4.9 million related to the closing of 18 cemp-
operated restauran

(d) During 2006 and 2005, our expenses (income), nebcésted with hurricaneslated costs (other th
impairments of londived assets) associated with Hurricane Katrinaewagoproximately $0.7 million a
$(2.5) million, respectively. During 2007, the Coeny also recognized approximately $4.8 millior
income from insurance proceeds related to progtyage and business interruption clai

(e) During 2004, we incurred approximately $9.0 millioh net costs associated with the termination
lease for our AFC corporate headquart

(f) During 2003, we incurred approximately $12.6 miiliof costs associated with theaedit and restateme
of previously issued financial statemer

(g) Effective December 26, 2005, the Company adoptedASSKNo. 123(R),Share-Based Paymen(“SFAS
123R"), which requires the measurement and reciognaf compensation cost at fair value for all ghar
based payments, including stock options and résttistock awards. The Company adopted SFAS
using the modified prospective transition method,aas a result, did not retroactively adjust resédbn
prior periods. For further discussion regarding SFE23R see the section entitled “Stdd&sed Employe
Compensation’in Note 2 to our Consolidated Financial Statemefite Company recorded $1.7 milli
$3.4 million, $2.9 million, $0.4 million, and $0rRillion in total stock compensation expense dur2@§7
2006, 2005, 2004 and 2003, respectiv
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(4)

©)

(6)

™)
®)

During 2007, 2006, 2005, 2004 and 2003, loss badmeontinued operations and accounting changedie
“interest expense, net'of approximately $8.7 million, $11.1 million, $6m8illion, $5.5 million, an
$5.3 million, respectively

Net income (loss) includes discontinued operatiasch provided income (loss) of $0.2 million in &)
$158.0 million in 2005, $39.1 million in 2004, a$%.6 million in 2003. Discontinued operations, 003
represent a $158.0 million gain on sale of Ch’s, net of income taxe

Weighted average common shares for the computafitasic earnings per common share were 28.6 m,
29.5 million, 29.1 million, 28.1 million, and 27r8illion for 2007, 2006, 2005, 2004, and 2003, resipely.
Weighted average common shares for the computadibrdiluted earnings per common share \
28.8 million, 29.8 million, 29.1 million, 28.1 miin, and 27.8 million 2007, 2006, 2005, 2004, afd3
respectively. For all five years presented, pogdiytidilutive employee stock options were excludesim the
computation of dilutive earnings per share dueh® anti-dilutive effect they would have otoss befor
discontinued operations and accounting che”’

Total debt includes the lortggim and current portions of our debt facilitiespital lease obligatior
outstanding lines of credit, and other borrowingsoziated with both continuing and discontinuedratiens.

During 2007, we repurchased approximately 2.5 amllishares of our common stock for approximi
$39.4 million. During 2006, we repurchased appratety 1.5 million shares of our common stock
approximately $20.3 million. During 2005, we repused approximately 1.5 million shares of our com
stock for approximately $19.5 million and we paidpecial cash dividend of approximately $352.9iomill Nc
repurchases were made during 2004 and Z
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Summary of System-Wide Data

The following table presents financial and rapieg data for the Popeyes restaurants we operadethose that we franchise. The .
presented is unaudited. Data for franchised restasiis derived from information provided by owarfchisees. We present this data beca
includes important operational measures relevatitdd@SR industry.

2007 200¢€ 200t 2004 200:

Global systen-wide sales increas(1) 0.2% 7.C% 4.8% 4.5% 3.€%
Domestic sam-store sales increas

(decrease) for company-operated restaurant®) (7.9% 9.C% 6.5% 0.€% (2.9%
Domestic sam-store sales increas

(decrease) for franchised restaurant$2) 2.0)% 1.3% 3.2% 1.4% 2.7%
Total domestic sam-store sales increas

(decrease) for companyeperated and franchised restaurant (2.9% 1.6% 3.3% 1.3% (2.60%
International same-store sales increase (decrease) f

franchised restaurants(2) 1.1% (3.2% (4.2% (6.0% (10.0%
Total global same-store sales increase (decreas (2.0% 1.1% 2.6% 0.€% (3.9%
Company-operated restaurants (all domestic
Restaurants at beginning of ye 56 32 56 8C 96
New restaurant opening 5 3 1 — 1
Unit conversions, net (¢ 1 12 2 (19 —
Permanent closinc (©)] (©)] (7) (4) (18
Temporary (closings)/ -openings, net (4 6 12 (20) (D 1

Restaurants at end of ye 65 56 32 56 80
Franchised restaurants (domestic and international
Restaurants at beginning of ye 1,822 1,79¢ 1,76¢ 1,72¢ 1,61¢
New restaurant opening 11¢ 13¢ 122 10¢ 17€
Unit conversions, net (¢ (D) (12 2 19 —
Permanent closinc (10€) (93 (95) (77) (68)
Temporary (closings)/ -openings, net (4 6 (8) 2 (8) 2

Restaurants at end of ye 1,84( 1,822 1,79¢ 1,76¢ 1,72¢
Total system restaurants 1,90¢ 1,87¢ 1,82¢ 1,82¢ 1,80¢
New franchised restaurant opening:
Domestic 77 97 71 57 87
International 42 42 51 52 89

Total new franchised restaurant openi 11¢ 13¢ 122 10¢ 17¢€
Franchised restaurants (end of year
Domestic 1,51¢ 1,50 1,451 1,41¢ 1,36
International 322 31¢ 34k 353 35¢

Restaurants at end of ye 1,84( 1,822 1,79¢ 1,76¢ 1,72¢

(1) Fiscal year 2006 consisted of 53 weeks. All otlimedl years presented consisted of 52 weeks edeh53rd
week in 2006 contributed approximately 1.8% to glaystemwide sales growth. Excluding the impact of
53rdweek in 2006, global systewide sales growth in 2007 was approximately 2.

(2) New restaurants are included in the computatiosaai-store sales after they have been open 15 monthit
conversions are included immediately upon convar:

(3) Unit conversions include the sale or purchase offny-operated restaurants to/from a franchi:

(4) Temporary closings are presented net of re-ogsnikliost temporary closings arise due to themaging o
the rebuilding of older restaurants. In 2005, therxe significant temporary closings related to ritame
Katrina. Re-openings of temporarily closed restatgraalso include stores shown asopgned and the
transferred to the permanent closure categorydgogses of the unit roll forwar
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Item 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D
RESULTS OF OPERATIONS

The following discussion and analysis should bedrgmconjunction with our Selected Financial Datadaour Consolidated Financi
Statements that are included elsewhere in thisdfili

Our discussion contains forwaldeking statements based upon current expectatimatsinvolve risks and uncertainties, such as dang
objectives, expectations and intentions. Actualiltesand the timing of events could differ matdyidtom those anticipated in these forward-
looking statements, as a result of a number ofofacincluding those factors set forth in Item 1A.tlis Annual Report and other fact
presented throughout this filin

Nature of Business

AFC develops, operates, and franchises quackice restaurants under the trade name Popey#iscken & Biscuits (“Popeyes’n 44
states, the District of Columbia, Puerto Rico, Guand 24 foreign countries. Popeyes has two relplertbusiness segments: franc
operations and compamperated restaurants. Financial information coringrithese business segments can be found at Not® 28
Consolidated Financial Statements.

Historically, AFC also developed, operated fmdchised quick-service restaurants and bakeregr the trade names Church’s Chicken
(“Church’s”) (sold December 28, 2004), CinnaldgtiCinnabon”) (sold November 4, 2004) and Seattiést Coffee” (“Seattle Coffee”) golc
July 14, 2003). For a discussion of these divastitusee Note 21 to our Consolidated FinancialeBtants. In our Consolidated Finan
Statements, financial results relating to thesestisd operations are presented as discontinuedtmpey. Unless otherwise noted, discuss
and amounts throughout this Annual Report relaturocontinuing operations.

Management Overview of 2007 Operating Results

Our fiscal year 2007 results and highlightdude the following.

. We reported net income of 23.1 million, or dilutarnings per share of $0.80 (approximately $0.74f
insurance recovery benefits and other expensesniial net)

. Total system-wide sales grew by 0.3%. Excludingitiveease in systemide sales in 2006 attributable
the 53dweek in that fiscal year, total system wide salesvgoy 2.1% in 2007

. Total domestic san-store sales decreased by 2.3% and internationad-store sales increased by 1.
resulting in a global sar-store sales decrease of 2.(

. Our global restaurant system grew by 27 net reatdsi
. We repurchased approximately 2.5 million sharesupfcommon stock

. We and our insurance carriers reached final settherof all claims resulting from Hurricane Katrirfss ¢
result, the Company recognized approximately $2IBom in net gains on insurance recoveries relat
asset damages and approximately $1.6 million iorime from business interruption recoveries during7.

2007 Same-Store SaleBuring 2007, total domestic sars&re sales decreased 2.3% due to a decreasesadtin counts, partially off:
by an increase in check average. By business seégammestic samstore sales decreased 2.1% for our domestic fraedhiestaurants a
decreased 7.8% for our company-operated restaurants

Guest counts declined through 2007 due prignéoi softness in the lunch and dinner day paiffitiaand aggressive pricing and discc
promotions, value menu offerings, and expanded lessechicken offerings within the QSR segment. @romotional menu offering
marketing programs and price points have not redutt levels of incremental traffic to offset thedexlines. The sam&ore sales comparis
was also impacted during the first quarter by diedaales levels in 2006 in markets affected byitames during the latter half of 2005.
are focused on increasing traffic through initia\based on effective marketing strategies thahpte the flavor and quality of our produ
new menu innovation and operational excellence. détfitional information on our business strategé&e® the discussion of Our Busir
Strategy in Item 1 to this Form 10-K.

Our companyperated restaurant segment was impacted througheutear by the continued rollover effect of eatdanarily high sale
levels in 2006 following Hurricane Katrina in oueiN Orleans market, which comprises over 35% ofcompany-operated restaurant base
well as softer same-store sales in the restaunaiotsr Atlanta and Tennessee markets.

Within our international operations, sastere sales increased by 1.1% during fiscal 20@ ptimarily to strong sales comparisons in
Middle East, Korea and Latin America, partiallys#t by negative performance in Canada and U.Stamyilbases abroad.
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2007 Unit Growth

During 2007, our global restaurant system gogv27 restaurants. We opened 119 new franchistdurants and 5 new compaoperate
restaurants. These openings during 2007 were dffs@06 permanent closures of franchised restasigmd 3 permanent closures of company-
operated restaurants. In addition, our year entdueasnt count for 2007 includes 12apened restaurants (net of temporary closures)hatnc
been temporarily closed at the end of 2006.

As it concerns our expected financial and afieg results for 2008, see the discussion und=h#ading Operating and Financial Outlo
for 2008” later in this Item 7.

Factors Affecting Comparability of Consolidated Reslts of Operations: 2007, 2006, and 2005
For 2007, 2006 and 2005, the following itemd avents affect comparability of reported operatesults:

. During the third quarter of 2005, the compaperated restaurants in the City of New Orleanse
adversely affected by Hurricane Katrina. The timofgrestaurant closures and apenings resulted in:
decrease in compargperated restaurant sales by approximately $8.Ifomih 2005 as compared to 20
a decrease in compaimperated sales of approximately 9.9 million in 2@¥6compared to 2005; and
increase in compar-operated sales of approximately 13.1 million in2@8 compared to 200

. The Companys fiscal year ends on the last Sunday in Decembee. 2006 fiscal year consisted
53 weeks. Fiscal years 2007and 2005 both consist®@ weeks each. The 53rd week in 2006 incre
sales by compangperated restaurants by approximately $1.2 miliiad increased franchise revenue
approximately $1.3 million

. On May 1, 2006, the Company completed an acquisitib 13 franchised restaurants from a Pop
franchisee in the Memphis and Nashville, Tennessatgkets. The results of operations of the acq
restaurants are included in the consolidated filmhnstatements since that date. The acquired
increased 2006 revenues by approximately $10.0omitlollars (net of lost franchise revenues attable
to these restaurants) and increased 2007 reveryuaspooximately $5.3 million as compared to 2006l
of lost franchise revenues attributable to thesgtareants). Additional information concerning
acquisition can be found at Note 24 to our Consdid Financial Statemen

. During 2004, we adopted Financial Accounting StadsléBoard Interpretation No. 4G onsolidation ¢
Variable Interest Entities, an Interpretation of ddeinting Research Bulletin No. 51as revised |
December 2003 (“FIN 46R"and began consolidating three franchisees thatifigaafor consolidatio
under FIN 46R. These franchisees were not retngglgticonsolidated for years prior to 2004. S
adoption of FIN 46R, due to changes in the ownersiiucture of these franchisees, our relationsb
each of the franchisees has substantially chareysdthey are no longer VIEs. During 2006, 2005
2004, the consolidation of these franchisees imm@asales by compamperated restaurants
approximately $1.2 million, $2.7 million, and $1allion, respectively. Additional information wi
respect to theses entities is discussed in NadeoRit Consolidated Financial Stateme

. During 2005, general and administrative expensesded approximately $8.3 million relating to corata
restructuring charges as well as stay bonuses ewerance costs paid to the Companjormer Chie
Executive Officer, former Chief Financial Officendformer General Couns:

. During 2007, 2006, and 2005, our expenses (incas®)ciated with litigation related cc
(proceeds) were approximately $(0.9) million, $j0.@illion, and $21.8 million, respectively. T
substantially higher costs in 2005 relate to th#esaent of certain shareholder litigatic

. During 2007, 2006, and 2005, asset v-downs were approximately $1.9 million, $0.1 milljoanc
$5.8 million, respectively. Of the 2005 impairmengt.1 million were due to the adverse effect
Hurricane Katrina, $0.6 million of which were subsently reversed due to adjustments to dai
estimates in 200¢

. During 2006 and 2005, our expenses (income), nebcésted with hurricar-related costs (other th
impairments of londived assets) associated with Hurricane Katrinaewagproximately $0.7 million a
$(2.5) million, respectively. During 2007, the Coany also recognized approximately $4.8 millior
income from insurance proceeds related to progtyage and business interruption clai
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. Effective December 26, 2005, the Company adoptedSSNo. 123(R),Share-Based Paymen(“SFAS
123R"), which requires the measurement and reciogndf compensation cost at fair value for all ghar
based payments, including stock options and réstristock awards. The Company adopted SFAS
using the modified prospective transition method,as a result, did not retroactively adjust restriorr
prior periods. For further discussion regarding SF¥23R see the section entitled “Stdd&sed Employe
Compensation’in Note 2 to our Consolidated Financial Statemefte Company recorded $1.7 milli
$3.4 million, and $2.9 million, in total stock coemsation expense during 2007, 2006, and !
respectively

. Net income (loss) includes discontinued operatiwhgch provided income (loss) of $0.2 million in &
and $158.0 million in 2005. Discontinued operatioins2005, represent a $158.0 million gain on s
Churct’s, net of income taxe

The following table presents selected revemmunesexpenses as a percentage of total revenyes ¢artain circumstances, as a percenta
a corresponding revenue line item).

2007 200¢ 200¢

Revenues
Sales by compar-operated restaurar 48% 43% 42%
Franchise revenue 49% 54% 54%
Other revenue 3% 3% 4%
Total revenue 10C% 10C% 10C%

Expenses
Restaurant employee, occupancy and other expei: 51% 52% 51%
Restaurant food, beverages and packagir 34% 33% 34%
General and administrative expen 3% 31% 48%
Depreciation and amortizatic 4% 4% 5%
Other expenses (income), | (2% ()% 16%
Total expense 73% 7C% 105%
Operating profit (loss; 27% 3% (5)%
Interest expense, n 5% 8% 5%
Income (loss) before income taxes and discontinugxrations 22% 22% (10%
Income tax expense (bene 8% 7% (4)%
Income(loss) before discontinued operatio 14% 15% (6)%
Discontinued operations, net of income ta — — 11C%
Net income 14% 15% 104%

(1) Expressed as a percentage of sales by cor-operated restauran
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Comparisons of Fiscal Years 2007 and 2006
Sales by Company-Operated Restaurants

Sales by company-operated restaurants wer® $8i0ion in 2007, a $14.8 million increase frodd5. The increase was primarily due to:

. a $13.1 million increase due to the reopening obfléur New Orleans restaurants throughout 200¢
2007 closed as a result of Hurricane Katrina,

. a $5.6 million increase due to the full yeadperations of 13 restaurants acquired on Mayp@62in thi
Memphis and Nashville, Tennessee markets which yenégously owned by a franchisee, ¢

. a $3.9 million increase due to the opening of nemgan-operated restauran

partially offset by:
. a $5.2 million decrease in sa-store sales in fiscal 2007 as compared to fisc@é2and

. a $1.2 million decrease attributable to ab®&eek in fiscal year 2006 (fiscal 2007 consistedfveeks
and

. a $1.2 million decrease due to the termination o¥I& relationship (as described in Note 2 to
Consolidated Financial Statements) in the secomadteuof 2006

The remaining fluctuation was due to varioastdrs, including restaurant openings, restaunamsfers, and the timing and duratior
temporary restaurant closings, in both 2007 an&200

Franchise Revenues

Franchise revenues has three basic compor{éhtsngoing royalty payments that are determinaskl on a percentage of franchisee ¢
(2) franchise fees associated with new restaurpahiogs; and (3) development fees associated Witopening of new franchised restaur
in a given market. Royalty revenues are the largastponent of franchise revenues, constituting ntiea 90% of franchise revenues.

Franchise revenues were $82.8 million in 20807%0.2 million increase from 2006. The increaseewmenue was primarily due to: (1
$1.5 million net increase in royalties and fees dtiacipally to a net increase in franchised restats partially offset by a 1.8% decreas
samestore sales, and (2) a decrease of approximateB/rillion in royalties associated with the 53rdeken fiscal year 2006. Fiscal y:
2005 consisted of 52 weeks.

Other Revenues

Other revenues were $4.5 million in 2007, & $8illion decrease from 2006, primarily as a resfila reduction in the number of lease
subleased properties.

Restaurant Employee, Occupancy and Other Expenses

Restaurant employee, occupancy and other egpewere $40.7 million in 2007, a $7.0 million e&se from 2006. The increase
principally attributable to the increase in salesyf companyeperated restaurants (discussed above). Restamghbyee, occupancy and ot
expenses were approximately 51% and 52% of sales dompany-operated restaurants in 2007 and 268pectively.
Restaurant Food, Beverages and Packaging

Restaurant food, beverages and packaging egpewere $27.3 million in 2007, a $6.0 million w&se from 2006. The increase

principally attributable to the increase in salesrf companysperated restaurants (discussed above). Restdooahtbeverages and packac
expenses were approximately 34% and 33% of sales dompany-operated restaurants in 2007 and 268pectively.
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General and Administrative Expenses

General and administrative expenses were $48lidn in 2007, a $1.4 million increase from 200&e increase was primarily due to:
. $1.9 million of higher salary and other personnédtes costs, including severance payments in 2

. $0.9 million of higher professional costs (primarity marketing related services partially offsetlbwer
net legal (including settlements) and IT relatests) anc

. $0.7 million of higher bad debt expen:

partially offset by:
. $1.7 million of lower stoc-based employee compensation expense
. $0.4 million of lower rent expens

General and administrative expenses were appately 30% of total revenues in 2007, comparedpproximately 31% in 2006.
Depreciation and Amortization

Depreciation and amortization was $6.9 millior2007, a $0.5 million increase from 2006. Theréase was principally due to deprecis
and intangible amortization related to the 2006u&ition of the 13 restaurants in the Memphis ardiNille, Tennessee markets which v
previously owned by a franchisee.

Other Expenses (Income), Net

Other expenses (income), net was $2.7 millibmcome in 2007 as compared to $1.8 million afome in 2006. The $0.9 million incre
in income was primarily due to:

. $4.8 million of higher income recognized from insuca proceeds related to property damage and bg
interruption claims

. $0.7 million of lower (no-impairment related) hurricane related costs,
. $0.6 million of higher net litigation related proackse

partially offset by:
. $2.0 million of lower net gains on sale of ass
. $1.8 million of higher charges for asset impairmearid disposals
. $0.8 million of higher costs associated with restaticlosures, an
. $0.6 million of other expense

See Note 16 to our Consolidated Financial®tants for a description of other expenses (inconet)for 2007, 2006 and 2005.
Operating Profit
On a consolidated basis, operating profitsewgt5.6 million in 2007, a $0.3 million improvememhen compared to 2006. Fluctuation

the various components of revenue and expenseggige to this change are discussed above. Thewfnlf is a general discussion of
fluctuations in operating profit by business segimen

As e

(Dollars in millions) 2007 200¢ Fluctuatior Percer
Franchise operatior $ 414 $ 44.¢ $ (3.2 (7.2%
Compan-operated restaurar 3.6 14 2.2 157.1%

Corporate 0.6 (0.7) 1.3 n/e
Total $ 45.€ $ 45.2 $ 0.2 0.7%

Our franchise operations include an allocatibdirect and indirect overhead charges incurnedur corporate operations of $29.0 milliol
2007, and $29.6 million in 2006. Our compasperated restaurants include an allocation of tiad indirect overhead charges incurred by
corporate operations of $3.9 million in 2007, aBdBmillion in 2006.

The $3.2 million unfavorable fluctuation ineypting profit associated with our franchise operat was principally due to higher costs
corporate allocations primarily for franchise opiEnas support and field training, salary and othersonnel related costs, marketing activ
and IT related costs, partially offset by corporatecations for lower stock based compensatiorease.

The $2.2 million favorable fluctuation in opéing profit (loss) associated with our compamperated restaurants was principally du
(1) more company-operated restaurants (relatedapifrto re-openings of our restaurants in New @mkethroughout 2006
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and 2007 closed as a result of Hurricane Katrirdhtarthe full year operations of 13 restaurantuaed on May 1, 2006 in the Memphis
Nashville markets from a franchisee) contributirg dur net operating performance, and (2) incomatedl to net gains on insura
recoveries, partially offset by (3) higher depréoia and amortization, asset impairments, lowengain sale of assets and other net costs.

The $1.3 million favorable fluctuation in opéing profit (loss) associated with our corporatadquarters was principally due to (1)cha
incurred in 2006 related to the restructuring afpooate operations and (2) litigation related pestsereceived in 2007.

Interest Expense, Net

Interest expense, net was $8.7 million in 200%2.4 million decrease from 2006 resulting prilprom lower average debt balance:
compared to 2006 and lower amortization and wrife-af debt issuance costs.

Income Tax Expense

In 2007, we had an income tax expense assocwith our continuing operations of $13.8 millioompared to $12.0 million in 2006. C
effective tax rate for 2007 was 37.4% comparedd % for 2006 (see a reconciliation of these effectates in Note 18 to our Consolide
Financial Statements). Our effective tax rate iasegl in 2007 compared to 2006 primarily due to igion-to+eturn adjustments and incree
in state income taxes, partially offset by adjustte¢o estimated tax reserves and valuation alloesn

Comparisons of Fiscal Years 2006 and 2005
Sales by Company-Operated Restaurants

Sales by company-operated restaurants wer@ $@iflion in 2006, a $4.9 million increase from@D The increase was primarily due to:

e a $10.5 million increase due to the acquisitiorL8frestaurants in the Memphis and Nashville, Tesgt
markets which were previously owned by a franchised

* a$5.3 million increase due to se-store sales growth in fiscal 2006 as comparedstafi2005, an
e a$1.2 million increase attributable to a 53rd weekscal 2006 (Fiscal 2005 was composed of 52ksg!

partially offset by:

e a $9.9 million decrease due to the timing of peremhrand temporary restaurant closures and relaed r
openings resulting from Hurricane Katrina, ¢

* a $1.6 million decrease due to the termination M relationship in the second quarter of 200& thas
previously consolidated during fiscal 2005, ¢

* a $1.0 million decrease due to the temporary cosifia restaurant which suffered fire damage duiiBwa
2006.

The remaining fluctuation was due to varioastdrs, including restaurant openings, restaunamsfers, and the timing and duratior
temporary restaurant closings, in both 2006 and200

Franchise Revenues

Franchise revenues were $82.6 million in 2@0$5.1 million increase from 2005. Of this increagpproximately $4.2 million was due tc
increase in domestic franchise revenues and appately $0.9 million was due to an increase in imaional franchise revenues.

The $4.2 million increase in domestic franehisvenue was primarily due to: (1) a $3.1 millioorease in royalties and fees due princif
to a net increase of 52 domestic restaurants frecebber 25, 2005 to December 31, 2006 and a 1.8f#aise in samstore sales, and (2)
increase of approximately $1.2 million in royaltessociated with the 53rd week in fiscal year 2B$cal year 2005 consisted of 52 weeks.

The $0.9 million increase in internationaleaue was primarily due to:

« the resumption of the 3% royalty from our Koreanstea franchisee (the entire 3% royalty due durim
last two quarters of 2005 and otterd of the royalties due during the first two queas of 2006 were abai
as temporary royalty relief), ar

* increases in royalties and development fees franopenings within our syster
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partially offset by:
e negative san-store sales decrease of 3.2%,
» the closure of poor performing restaurants, primami Korea, where 45 restaurants closed durings2

Other Revenues

Other revenues were $5.2 million in 2006, a4 $aillion decrease from 2005, primarily as a resfila reduction in the number of lease
subleased properties.

Restaurant Employee, Occupancy and Other Expenses

Restaurant employee, occupancy and other segewere $33.7 million in 2006, a $3.2 million e&se from 2005. The increase
principally attributable to the increase in salesf companyeperated restaurants (discussed above). Restamgbdyee, occupancy and ot
expenses were approximately 52% and 51% of sales dompany-operated restaurants in 2006 and 268pectively.

Restaurant Food, Beverages and Packaging

Restaurant food, beverages and packaging sgpewere $21.3 million in 2006, a $0.7 million e&se from 2005. The increase
principally attributable to the increase in salesyf companyeperated restaurants (discussed above). Restdaoahtbeverages and packag
expenses were approximately 33% and 34% of sales dompany-operated restaurants in 2006 and 268pectively.

General and Administrative Expenses

General and administrative expenses were $48libn in 2006, a $20.6 million decrease from 80The decrease was primarily due to:

e $12.8 million of lower personnel and other costsutésg primarily from the transition of our corpade
operations, and severances and stay bonuses paedan executives during 20C

»  $5.8 million of lower professional fees (primarigdal, consulting and auditing

*  $3.2 million of lower outsourcing and contractor tsofor information technology and accounting sug
services, an

¢ $0.4 million of lower bank service fee

partially offset by:
e $0.7 million of higher marketing and advertising erpe, ant
*  $0.3 million of registration costs associated witsharehold¢' s sale of our common stoc

General and administrative expenses were appately 31% of total revenues in 2006, comparedpproximately 48% in 2005.
Depreciation and Amortization

Depreciation and amortization was $6.4 milliomn 2006, a $0.9 million decrease from 2005. Therelese was primarily due to
accelerated depreciation during 2005 associatddtht closing of the corporate center.

Other Expenses (Income), Net

Other expenses (income), net was $1.8 millidncome in 2006 compared to $23.2 million of expein 2005. The decrease in expense
primarily due to:

e $22.1 million of net lower shareholder litigationste associated with the settlement of outstandigg
actions,

e $5.7 million of lower charges for asset w-downs ($4.7 of which related to hurricane damagey,
e $1.4 million of lower (no-impairment related) hurricane costs, i
e $0.9 million of higher net gains on sale of ass

partially offset by:
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*  $4.6 million reduction in income from estimates fosurance proceeds associated with asset impaig
and other claims arising from hurricane damage,

e $0.5 million of higher costs associated with restaticlosures

See Note 16 to our Consolidated FinancialeBtahts for a schedule of the components of otheereses (income), net for 2007, 2006
2005.

Operating Profit (Loss)
On a consolidated basis, operating profitsewi5.3 million in 2006, a $52.2 million improvemavhen compared to 2005. Fluctuation

the various components of revenue and expenseggiige to this change are discussed above. Thewfnly is a general discussion of
fluctuations in operating profit by business segimen

(Dollars in millions) 200¢€ 200% Fluctuatior Pe)rA\cserE
Franchise operatior $ 44.¢€ $ 42.4 $ 22 5.2%
Compan-operated restaurar 14 (1.8 3.2 n/e
Corporate (0.7) (47.5) 46.¢ n/e

Total $ 45.2 $ (6.9 $ b52.2 n/e

Our franchise operations include an allocatibdirect and indirect overhead charges incurnedur corporate operations of $29.6 milliol
2006, and $24.9 million in 2005. Our compasperated restaurants include an allocation of timad indirect overhead charges incurred by
corporate operations of $3.8 million in 2006, a2d8$million in 2005.

The $2.2 million favorable fluctuation in opéing profit associated with our franchise operadiovas principally due to higher franct
revenues partially offset by higher corporate atans primarily for field training activities, meeting activities and IT related costs.

The $3.2 million favorable fluctuation in opéing profit (loss) associated with our compamperated restaurants was principally du
(1) more company-operated restaurants (both related-openings in New Orleans and the acquisition ofdaurants in the Memphis ¢
Nashville markets from a franchisee) contributiog@trr net operating performance, (2) a reductiotiaimages and costs from Hurricane Ka
in excess of accrued insurance proceeds as compmafisdal 2005 and (3) gain on sale of assetdjgigroffset by (4) higher depreciation ¢
amortization, insurance and other costs.

The $46.8 million favorable fluctuation in opéng profit (loss) associated with our corpordteadquarters was principally due
substantially lower general and administrative eges and lower shareholder litigation and othetscas compared to fiscal 2005.

Interest Expense, Net

Interest expense, net was $11.1 million in@@0%$4.3 million increase from 2005. The increaas primarily due to:
e $4.0 million of lower interest income in 2006 as quared to 2005, an

*  $1.9 million of higher interest on debt, due prinhatd higher average outstanding debt balancethioyea
and higher average interest raf

partially offset by:
¢ $1.4 million of lower amortization and wr-offs of debt issuance costs, ¢
e $0.2 million of lower other debt related charg

Income Tax Expense

In 2006, we had an income tax expense assdcwgith our continuing operations of $12.0 millioompared to a benefit of $5.3 million
2005. Our effective tax rate for 2006 was 35.1% parad to 38.7% for 2005 (see a reconciliation eséheffective rates in Note 18 to
Consolidated Financial Statements). Our effectxerate decreased in 2006 compared to 2005 pryrdui to provision to return adjustme
partially offset by adjustments to prior year tactaals, increases in state income taxes and tbetebf tax free interest income.
Discontinued Operations, Net of Income Taxes

Discontinued operations, net of income taxesigded $0.2 million of income in 2006, comparedrtcome of $158.0 million in 2005.

During 2005, we sold our Church’s division. Weognized an after-tax gain of $158.0 million.
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Liquidity and Capital Resources
We finance our business activities primariighw

» cash flows generated from our operating activites
¢ borrowings under our 2005 Credit Facili

Based upon our generation of cash flows froperations, our existing cash reserves (approxima$&.0 million available as
December 30, 2007), and available borrowings unde2005 Credit Facility (approximately $52.8 nati available as of December 30, 20
we believe that we will have adequate cash flomg&®t our anticipated future requirements for wagkdapital, various contractual obligatit
and expected capital expenditures for 2008.

Our cash flows and available borrowings allsswo pursue our growth strategies. Our prioritiethe use of available cash are:

e reinvestment in core business activities that pitentite Compar’s strategic initiatives
« repurchase of shares of our common stock,
e reduction of lon-term debt

Our investment in core business activitieduides the re-imaging of our company-operated reatas, building of new compargperate
restaurants, strategic acquisitions of franchisstiurants, marketing initiatives, and franchisgmpert systems.

During fiscal 2007, we paid principal on ou®03 Credit Facility in the amount of $6.9 milliomcluding $6.0 million of voluntai
prepayments. During the fourth quarter of 2007, @loepany borrowed $5.0 million under its revolvicrgdit facility, which is recorded a
component of Current Debt Maturities in the Cordatiéd Balance Sheet as of December 30, 2007.

Under the terms of the Compasy2005 Credit Facility, as amended, at the endachdiscal year the Company is subject to mand
prepayments on term loan borrowings of Consolid&gdess Cash Flow, as defined in the 2005 Creditlifya less the amount of (1) a
voluntary prepayments and (2) the amount by whélolving loan commitments are permanently reducedonnection with repayments ¢
mandatory prepayments of the revolving loans utiter2005 Credit Facility when the Compamyotal Leverage Ratio equals or exceed
amounts set forth below:

Total Leverage Ratio Prepayment
=23.0to 1.0 50% of the Consolidated Excess Cash Flo
<3.0t0 1.0 but>2.0to 1. 25% of the Consolidated Excess Cash Flo
<20t01.0 No debt prepayment

Total Leverage Ratio is defined as the rafiche Companys Consolidated Total Indebtedness to ConsolidatetiBA for the foul
immediately proceeding fiscal quarters. Consolidatetal Indebtedness means, as at any date ofdetgion, the aggregate principal amc
of Indebtedness of the Company and its Subsidiafies fiscal 2007, the Company was subject to adatry prepayment of approximat
$7.7 million (25% of Consolidated Excess Cash Flowfiich is recorded as a component of Current Déaturities in the Consolidat
Balance Sheet as of December 30, 2007.

Future debt maturities under the 2005 Credlitlify include payments of approximately $29.0lioil in 2010 and approximately
$84.1 million in 2011. The Company expects to r@fice the existing credit facility prior to the dafe¢hose maturities.

During fiscal year 2007, the Company repuredaand retired approximately 2.5 million sharescofnmon stock for approximate
$39.4 million. From December 31, 2007 through Fabr@2, 2008 (the last trading date in the Comparsgcond period for 2008),
Company repurchased and retired an additional B84shares of common stock for approximately $1I6ani As of February 22, 2008, t
remaining value of shares that may be repurchasddrihe Companyg’share repurchase program was $56.4 million. Botgoe the terms
the Companys 2005 Credit Facility, the Company is subject teepurchase limit of approximately $36.5 milliorr fine remainder of fisc
2008.

Operating and Financial Outlook for 2008

For fiscal 2008, the Company expects dilutB&Eo be in the range of $0.63 — $0.68 per dilsteate. This range includes $3.5 million, or
approximately $0.08 per diluted share, relatechtestments to strengthen the Popeyes brand andh weéacCompany believes are non-
recurring. The Company’s fiscal 2008 diluted eaggiper share guidance excludes the impact of pateetoveries related to historical
Directors and Officers’ insurance claims and otbreg-time, non-operational benefits or expenses.

Excluding the non-recurring $3.5 million, tBempany expects fiscal 2008 diluted earnings paresto be in the range of $0.71-$0.76,
compared to fiscal 2007 diluted earnings per shaf.74, after excluding $2.7 million, or approxtaly $0.06 per diluted share, related to
insurance recoveries and other expense charges.

For fiscal 2008, the Company expects samesales in a difficult consumer environment tolaetb positive 1.0 percent and expects
global new restaurant openings for 2008 in the easfgl1!-130. The Company expects its closure rate of resmtasito be similar to thot



experienced in the past few years as the Compamynoes to reinforce its operational standardsaose underperforming restaurants
throughout the system. Net openings are expectbd to the range of 5-15 units.

Popeyes general and administrative expensaparcentage of system-wide sales have been rimgdtat slightly below 3 percent
compared to the industry average of approximatgdgrgent. During 2008, as result of the investmamtgtool and strengthen the brand,
including non-recurring investments of $3.5 milligeneral and administrative expenses as a pegeenfasystem-wide sales, are expected to
increase to 3.0 to 3.1 percent. After 2008, the @aomy expects to see that percentage return tod brelow 3 percent of system-wide sales on
an on-going basis. The investments, which manageb®ieves are non-recurring, principally includanisition costs associated with branding
and marketing, operational changes and the cditerfsed technology.
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The Company’s new strategic plan includesdiheision to commence a process to identify expeeiérand qualified franchisees to purchase
our company-operated restaurants. The Company woyidct proceeds in the range of $38 million to Sdilon which would yield $0.08 to
$0.14 of diluted earnings per share, if fully implented.

The Company's share repurchase program ark&l@@lit Facility permit share repurchases of apipnately $36.5 million of the
Company's outstanding common stock during 2008 edttds program, on March 12, 2008, the Compangredtinto an accelerated stock
repurchase agreement with a financial institutmreppurchase approximately $15 million of the Comyps stock. The Company may also
continue to undertake additional, opportunisticropgarket share repurchases during the year.

Under the heading “Our Business Strategy'téml 1 of this Annual Report, we discuss our keyrafienal strategies for fiscal year 2007.

Under the heading “Risks Factons'ltem 1A of this Annual Report, we discuss vasdactors that could adversely impact us and hinde
ability to achieve our projected results, includgeneral economic factors and competition fromdi@inant brands in the QSR industry.

Contractual Obligations

The following table summarizes our contractulalgations, due over the next five years andehtter, as of December 30, 2007:

There-

(in millions) 200¢ 200¢ 201( 2011 2012 aftel Total
Long-term debt, excludir

capital leases(1 $ 14.C $ 14 $ 29.1 $ 845 $ 0.2 $ 2.2 $131.2
Interest on lon-term debt

excluding capital leases

(1) 8.1 8.4 8.3 3.1 0.2 0.¢ 29.C
Leases(2 6.6 6.2 5.5 5.2 4.3 89.Z 117.2
Copeland formul:

agreement(3 3.1 3.1 3.1 3.1 3.1 49.2 64.7
King Features

agreements(z 1.C 1.C 0.t — — — 2.5
Information technolog

outsourcing— IBM(3) 1.8 — — — — — 1.8
Business process

services (3 1.3 0.4 — — — — 1.7

Total (4)(5) $ 35.€ $ 20.t $ 46.5 $ 95.7 $ 7.8 $141.5 $348.1

(1) For variable rate debt, the Company estimated geeoatstanding balances for the respective peréod
applied interest rates in effect at December 30,72&ee Note 9 to our Consolidated Financial Statesnfo
information concerning the terms of our 2005 Cré&gitility and the 2005 interest rate swap agrees

(2) Of the $117.2 million of minimum lease paymentsl&% million of those payments relate to operatease
and the remaining $4.8 million of payments relatedpital leases. See Note 10 to our ConsolidaiteahEia
Statements

(3) See Note 15 to our Consolidated Financial Statesn

(4) The above table excludes certain volume purchasgmittnents existing between SMS and certain chi
suppliers. AFC has agreed to indemnify SMS for simyrtfall between actual purchases by the Popejstsr
and the annual purchase commitments entered inBMfy on behalf of the Popeyes restau
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system. This indemnification agreement is discussedler the heading entitted Bllance She
Arrangements within this Item 7 and in Note 15 tw Gonsolidated Financial Statemel

(5) We have not included in the contractual obligatitaisle approximately $4.5 million for unrecognizec
benefits for various tax positions we have takemese liabilities may increase or decrease over éise resu
of tax examinations, and given the status of therémations, we cannot reliably estimate the amoupierioc
of cash settlement, if any, with the respectiventgrauthorities. These liabilities also include amits that ar
temporary in nature and for which we anticipate theer time there will be no net cash outflc

Share Repurchase Program

As originally announced on July 22, 2002, antisequently amended and expanded, the Congphaogrd of directors has approved a s
repurchase program of up to $215.0 million. Thegpa, which is open-ended, allows the Company ponghase shares of the Company’
common stock from time to time. During 2007, 200@ £005, the Company repurchased and retired 23096hares 1,486,714 shares
1,542,872 shares of common stock for approxima#88.4 million, $20.3 million and $19.5 million, mectively, under this program.

From December 31, 2007 through February 2982@he last trading date in the Companyecond period for 2008), the Comg
repurchased and retired an additional 164,730 shafreommon stock for approximately $1.6 millions Af February 22, 2008, the remair
value of shares that may be repurchased underdgegm was $56.4 million. Pursuant to the termthefCompanys 2005 Credit Facility, tt
Company is subject to a repurchase limit of appnately $36.5 million for the remainder of fiscal(®0

Pursuant to the share repurchase progranGdhgany entered into an accelerated stock repuedm@eement on March 12, 2008 with a
financial institution to repurchase $15 millionafmmon stock. Under the agreement, the financéitirtion will borrow and deliver to the
Company on March 13, 2008, approximately 2 milétrares of common stock, and upon completion ofriresaction, there will be an
adjustment so that the Company will receive inlti®b million of shares, based on a volume weiglatesrage price for the common stock
during a stated period, minus an agreed discourg.dompany may continue to undertake additionalndmses of its common stock in the
open market, either before or after completiorhefaccelerated stock repurchase transaction.

Capital Expenditures

Our capital expenditures consist of re-imagaugivities associated with companperated restaurants, new restaurant constructid
development, equipment replacements, the purchfsew equipment for our comparoperated restaurants, investments in inform.
technology, accounting systems and improvementsuatcorporate offices. Capital expenditures reldtedeimaging activities consist
significant renovations, upgrades and improvementsch on a per restaurant basis typically costvben $70,000 and $160,000. Caj
expenditures associated with new restaurant carnitruand rebuilding activities, typically cost, arper restaurant basis, between $0.7 m
and $1.0 million.

During 2007, we invested approximately $10ilion in various capital projects, comprised of.$@nillion in new restaurant locatic
(including $0.4 million for the acquisition of agwiously franchised location), $0.9 million in thepair and replacement of property
equipment damaged by Hurricane Katrina, $0.6 mmllfor information technology hardware and softwe$6,3 million in our remaging
program, and $2.3 million in other capital assetsaintain, replace and extend the lives of compaperated QSR equipment and facilities.

During 2006, we invested approximately $7.0iom in various capital projects, including $2.6llion the repair and replacement
property and equipment damaged by Hurricane Kat@ia6 million in new restaurant locations, $0.%lion in our reimaging progran
$1.7 million in other capital assets to maintagplace and extend the lives of compaperated QSR equipment and facilities, and $0.8am
for information technology systems.

During 2005, we invested approximately $4.Riom in various capital projects, including $0.6llion the repair and replacement
property and equipment damaged by Hurricane Kati#ia9 million in new restaurant locations, $0.4lion in Popeyes corporate offi
renovations, $0.7 million in other capital assetsmaintain, replace and extend the lives of compzpsrated QSR equipment and facilit
$0.2 million for information technology systemsda$0.4 million to complete other projects.

Substantially all of our capital expenditutese been financed using cash provided from opeyaitttivities and borrowings under our b
credit facilities.

We anticipate capital expenditures of $0.$1db million associated with the completion of nesmpanyeperated restaurants in 2008. A
all other capital expenditures during 2008 (foromstruction, rémagings, equipment replacements and upgradesinémnation technolog
system upgrades), we expect such costs to range$8o0 to $4.0 million.

Acquisition of Previously Franchised Restaurants

On May 1, 2006, we completed an acquisitionl®fpreviously franchised restaurants from a Popdy@nchisee in the Memphis ¢
Nashville, Tennessee markets. The total consiaderatas $15.8 million consisting of (1) $9.3 millioncash, (2) $3.3 million of assumed I-
term debt obligations, (3) $2.9 million in aboverket rent obligations, and (4) $0.3 million in léged professional fees associated witt
transaction. The acquired units provide regionaérdiity and additional compargperated test markets for our new menu items, ptiome
concepts and new restaurant designs for the bexfafie entire Popeyes system.
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Effects of Hurricane Katrina and Insurance Proceeds

During the third quarter of 2005, the compamgrated restaurants in the New Orleans market agirersely affected by Hurricane Katri
There were 36 compargperated restaurants which were temporarily cl@sed result of Hurricane Katrina. At December 372 24 of thes
restaurants had mpened (one of which had temporarily closed dudireo damage), 10 had been permanently closed, wodrémaine
temporarily closed. The outlook for the remaining temporarily closed restaurants is uncertainwiticbe evaluated on an ongoing basis.
net book value of these restaurants is approximé&@tl million as of December 30, 2007.

We maintain insurance coverage which providesreimbursement from losses resulting from propelamage, including flood, loss
product, and business interruption. Our insurarmey covering the hurricane damage entitles usetteive reimbursement for approxirr
replacement value for the damaged real and pergoopkrty as well as certain business interrupli@ses, net of applicable deductibles
subject to insurable limits. The insurance coveiiadienited to $25.0 million, with a $10.0 milliciiood sub limit.

The Company recognized approximately $2.9iomllin net gains on insurance recoveries relatedsget damages and approxime
$1.6 million in income from business interruptioisurance recoveries during 2007 resulting from idane Katrina. During 2006 and 2007,
company received a total of $11.5 million fromiitsurance carriers in settlement of all claims Itésy from Hurricane Katrina.

Off-Balance Sheet Arrangements

SMS Indemnity Agreementin order to ensure favorable pricing for fresh &it purchases and to maintain an adequate supghgss
chicken for the Company and its Popeyes franchjseBtS has entered into purchase contracts withkehisuppliers. The contracts wh
pertain to the vast majority of our system-wideghases for Popeyes are “cost-pleshtracts that utilize prices based upon the cbétex
grains plus certain agreed upon rfead and processing costs. These contracts ineloldene purchase commitments that are adjustakttes
election of SMS (which is done in consultation wathd under the direction of the Company and itselpep franchisees). In a given year,
yeal's commitment may be adjusted by up to 10%, if moitécgiven within specified time frames; and thenodtment levels for future yee
may be adjusted based on revised estimates of méedher due to restaurant openings and closifgs)ges in SMS membership, changes
the business, or changes in general economic ¢onslit

The estimated minimum level of purchases utldese contracts is $182.0 million for 2008 and%Z8nillion for 2009. AFC has agreec
indemnify SMS for any shortfall between actual fases by the Popeyes system and the annual puiras@tments entered into by SMS
behalf of the Popeyes restaurant system. The inifieation has not been recorded as an obligatiothen Companys balance sheets. 1
Company does not expect any material loss to résant the indemnification since we do not belietiattperformance, on our part, will
required.

AFC Loan Guarantee Programsln March 1999, we implemented a program to assisiified current and prospective franchisee
obtaining the financing needed to purchase or @gviehnchised restaurants at competitive rateseUtite program, we guarantee up to 20'
the loan amount toward a maximum aggregate ligtitit the entire pool of $1.0 million. For loansthin the pool, we assume a first loss
until the maximum liability for the pool has beerached. Such guarantees typically extend for a&ywar period. As of December 30, 2(
approximately $0.5 million was borrowed under wisgram, of which we were contingently liable f@paoximately $0.1 million in the eve
of default.

In November 2002, we implemented a second Igaarantee program to provide qualified franchisedt financing to fund ne
construction, rémaging and facility upgrades. Under the program, agsume a first loss risk on the portfolio up @86lof the sum of tt
original funded principal balances of all prograyans. As of December 30, 2007, approximately $0lliomwas borrowed under this progre
of which we were contingently liable for approximigt$0.1 million in the event of default.

These loan guarantees have not been recoelad abligation in our consolidated balance shé¥ts.do not expect any material los:
result from these guarantees because we do newbdliat any indemnity under this agreement wilhbeessary.

Long Term Debt

2005 Credit Facility.On May 11, 2005, and as amended on April 14, 20@5 April 27, 2007, we entered into a bank credilfiy (the
“2005 Credit Facility”) with J.P. Morgan Chase Baakd certain other lenders, which consists of a@6dllion, five-year revolving cred
facility and a six-year $190.0 million term loan.
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The revolving credit facility and term loandbénterest based upon alternative indices (LIBE&&jeral Funds Effective Rate, Prime Rate
a Base CD rate) plus an applicable margin as spddifi the facility. The margins on the revolvingedit facility may fluctuate because
changes in certain financial leverage ratios aed@bmpanys compliance with applicable covenants of the 208&dit Facility. The Compal
also pays a quarterly commitment fee of 0.125%henunused portions of the revolving credit facility

As of December 30, 2007, the Company had loatstanding under its revolving credit facilitytatng $5.0 million. Under the terms of -
revolving credit facility, the Company may obtaither shortterm borrowings of up to $10.0 million and lettefscredit up to $25.0 milliol
Collectively, these other borrowings and lettergrmefdit may not exceed the amount of unused bongsvunder the 2005 Credit Facility. As
December 30, 2007, the Company had $2.2 milliooutétanding letters of credit. Availability for sftderm borrowings and letters of cre
under the revolving credit facility was $52.8 nuli.

At the closing of the 2005 Credit Facility, vieew the entire $190.0 million term loan and agglapproximately $57.4 million of t
proceeds to pay off the 2002 Credit Facility, ty fees associated with that facility, and to paystig costs associated with the new fac
The remaining proceeds were used to fund a podfi@ur special cash dividend and for general catgopurposes.

The 2005 Credit Facility is secured by a fjpsibrity security interest in substantially all ofir assets. The 2005 Credit Facility cont
financial and other covenants, including covenaetfuiring us to maintain various financial ratidigyiting our ability to incur additioni
indebtedness, restricting the amount of capitakaggures that may be incurred, restricting thenpayt of cash dividends, and limiting
amount of debt which can be loaned to our frangsisg guaranteed on their behalf. This facilityodimits our ability to engage in mergers
acquisitions, sell certain assets, repurchasetouk sind enter into certain lease transactions.ZD®® Credit Facility includes customary ev:
of default, including, but not limited to, the faie to pay any interest, principal or fees when, dbe failure to perform certain coven
agreements, inaccurate or false representationgamanties, insolvency or bankruptcy, change oftmdnthe occurrence of certain ERI
events and judgment defaults.

In addition to the scheduled payments of ppialcon the term loan, at the end of each fiscalrywe are subject to mandatory prepayn
in those situations when consolidated cash flowsHe year, as defined pursuant to the terms offdhiity, exceed specified amounts (
additional information under the heading entitleiduidity and Capital Resources within this Item Whenever any prepayment is mi
subsequent scheduled payments of principal arblyataduced.

As of December 30, 2007, we were in complianéé the financial and other covenants of the 2@Bdit Facility. As of December ¢
2007, the Compang’weighted average interest rate for all outstapdidebtedness under the 2005 Credit Facility uidiclg the effect of tf
interest swap agreements, was approximately 6.5%.

2005 Interest Rate Swap Agreemerniifective May 12, 2005, we entered into two intérage swap agreements with a combined not
amount of $130.0 million. Effective December 29,080 the Company reduced the notional amounts of dbmbined agreements
$110.0 million. The agreements terminate on June2B08, or sooner under certain limited circumstsnd he effective portion of the g
associated with the termination of the $20.0 millimotional amount, approximately $0.3 million, wik amortized into interest expense 1
the remaining life of the hedge. Pursuant to tregeements, the Company pays a fixed rate of sttemad receives a floating rate of intel
The effect of the agreements is to limit the intemate exposure on a portion of the 2005 Crediflifato a fixed rate of 6.4%. During 20(
the net interest income associated with these agrets was approximately $1.5 million. These agregsare accounted for as an effec
cash flow hedge. At December 30, 2007, the fainealf these agreements was approximately $0.2omjlvhich was recorded as a compo
of “other long term assets, nefThe changes in fair value are recognized in accatedlother comprehensive income in the Consoli
Balance Sheets.

Impact of Inflation

We believe that, over time, we generally hbgen able to pass along inflationary increasesiircosts through increased prices of our n
items, and the effects of inflation on our net imeo historically have not been, and are not expetidee, materially adverse. Due
competitive pressures, however, increases in pdtesenu items often lag behind inflationary in@esiin costs.

Tax Matters

We are continuously involved in U.S., statd &tal tax audits for income, franchise, propemyl sales and use taxes. In general, the ¢
of limitations remains open with respect to taxures that were filed for each fiscal year after 208owever, upon notice of a pending
audit, we often agree to extend the statute otéitinins to allow for complete and accurate tax tsudi be performed.

Market Risk
We are exposed to market risk fratmanges in certain commodity prices, foreign cuwyeexchange rates and interest rates. All of 1

market risks arise in the normal course of businasswe do not engage in speculative trading dietsvi The following analysis provic
guantitative information regarding these risks.
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Chicken Market RiskFresh chicken is the principal raw material for ®@peyes operations. It constitutes more than 408tiocombine
“restaurant food, beverages and packagicasts. These costs are significantly affected loyeiases in the cost of chicken, which can r
from a number of factors, including increases i ¢bst of grain, disease, declining market suppfastfood sized chickens and other fac
that affect availability, and greater internatiodamand for domestic chicken products.

In order to ensure favorable pricing for fresticken purchases and to maintain an adequatdysopfresh chicken for AFC and its Pope
franchisees, SMS (a not-for-profit purchasing coafiee) has entered into chicken purchasing cotgraith chicken suppliers.

Foreign Currency Exchange Rate RiskVe are exposed to currency risk from the potewmti@nges in foreign currency rates that dire
impact our revenues and cash flows from our int&gwnal franchise operations. In 2007, franchiseereres from these operations represe
approximately 9.2% of our total franchise revenués. each of 2007, 2006 and 2005, foreggnwced revenues represented approxim
4.5%, 4.7%, and 4.5% of our total revenues, respdgt As of December 30, 2007, approximately $®i8ion of our accounts receivable w
denominated in foreign currencies.

Interest Rate RiskOur net exposure to interest rate risk consistewfborrowings under our 2005 Credit Facility. Bovings mad
pursuant to that facility include interest ratestttare benchmarked to U.S. and European short-teratingrate interest rates. As
December 30, 2007, the balances outstanding unale2@05 Credit Facility totaled $128.1 million. Th@pact on our annual results
operations of a hypothetical opeint interest rate change on the outstanding bakmnder our 2005 Credit Facility would be appraately
$0.2 million, taking into account our interest rateap agreements.

Critical Accounting Policies and Estimates

Our significant accounting policies are prasdrin Note 2 to our Consolidated Financial StateieOf our significant accounting polici
we believe the following involve a higher degreeisk, judgment and/or complexity. These policiegalve estimations of the effect of mat
that are inherently uncertain and may significaimtpact our quarterly or annual results of operatior financial condition. Changes in
estimates and judgments could significantly affeatresults of operations, financial condition @agh flows in future years.

Consolidation of Variable Interest Entitiesn accordance with FIN 46R, we consolidate entitlest we determine (1) to be a varie
interest entity (“VIE") and (2) AFC is that entig/primary beneficiary. In the first quarter of 20@pon adoption of FIN 46R, we evalue
several of our business relationships that inditatat the other party might be a VIE; and subsegte that time we continue to evalt
various relationships as circumstances change ripatation of whether an entity is a VIE and whether are its primary beneficiary invoh
the exercise of judgment. See Note 2 to the Cotestgld Financial Statements for a discussion of\@&r relationships and the impact
consolidating certain VIEs.

Impairment of Long-Lived AssetdVe evaluate property and equipment for impairmenéio annual basis (during the fourth quarter oh
year) or when circumstances arise indicating thatadticular asset may be impaired. For property egdipment at compa-operate
restaurants, we perform our annual impairment etedn on a site-by-site basis. We evaluate restasitasing a “twoyear history of operatir
losses” as our primary indicator of potential intpgént. Based on the best information available wrige-down an impaired restaurant to
estimated fair market value, which becomes its nest basis. We generally measure the estimatednfaiket value by discounting estime
future cash flows. In addition, when we decide lkose a restaurant, it is reviewed for impairmend a@epreciable lives are adjusted.
impairment evaluation is based on the estimatetl ias/s from continuing use through the expectezspdsal date and the expected tern
value.

Impairment of Goodwill and TrademarksWe evaluate goodwill and trademarks for impairmentan annual basis (during the fol
guarter of each year) or more frequently when aistances arise indicating that a particular assgt e impaired. Our impairment evalua
includes a comparison of the fair value of our répg units with their carrying value. Our repoginnits are our business segments. Intan
assets, including goodwill, are allocated to eagporting unit. The estimated fair value of eachorépg unit is the amount for which 1
reporting unit could be sold in a current transattietween willing parties. We estimate the falugaof our reporting units using a discour
cash flow model or market price, if available. Toperating assumptions used in the discounted dashnfiodel are generally consistent v
the reporting unis past performance and with the projections andnaggons that are used in our current operatinggl&uch assumptions
subject to change as a result of changing econamit competitive conditions. If a reporting usitarrying value exceeds its fair va
goodwill and trademarks are written down to theipiied fair value.

Allowances for Accounts and Notes Receivable anchtiaent Liabilities. We reserve a franchisee’s receivable balance based pre-
defined aging criteria and upon the occurrencetioéoevents that indicate that we may or may nbécothe balance due. In the case of r
receivable, we perform this evaluation on a notexbie basis, whereas this analysis is performetiédraggregate for accounts receivable
evaluate our notes receivable for uncollectibiégch reporting period, on a note-bgte basis. We provide for an allowance for unatitbéity
based on such reviews. See Note 2 to the Consadidd@hancial Statements for
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information concerning our allowance account fothbeccounts receivable and notes receivable.

With respect to contingent liabilities, we damy reserve for such contingencies when we dfle o assess that an expected loss is
probable and reasonably estimable.

LeasesThe Company accounts for leases in accordanceSH#&S No. 13Accounting for Leasesand other related authoritative guida
When determining the lease term, the Company dfteludes option periods for which failure to rendve lease imposes a penalty on
Company in such an amount that a renewal appéattse inception of the lease, to be reasonablyradsiThe primary penalty to which we
subject is the economic detriment associated \uigheiistence of leasehold improvements which ntghitnpaired if we choose not to conti
the use of the leased property.

The Company records rent expense for leasgstintain scheduled rent increases on a stréiighbasis over the lease term, including
option periods considered in the determinationhat tease term. Contingent rentals are generabigd@an sales levels in excess of stipu
amounts, and thus are not considered minimum leag@ents and are included in rent expense as tieya

Deferred Tax Assets and Tax Reserv&d¥e make certain estimates and judgments in det@rgiimcome tax expense for financ
statement purposes. These estimates and judgmesia the calculation of certain tax assets aaldilities, which arise from differences
the timing of recognition of revenue and expensedr and financial statement purposes.

We assess the likelihood that we will be a@bleecover our deferred tax assets. We considéoridal levels of income, expectations
risks associated with estimates of future taxabt®ine and ongoing prudent and feasible tax plansiregegies in assessing the need fo
valuation allowance. If recovery is not likely, wecrease our provision for taxes by recording aiatibn allowance against the deferred
assets that we estimate will not ultimately be vecable. We carried a valuation allowance on odierded tax assets of $3.7 million and §
million at December 30, 2007 and December 31, 26&¢pectively, based on our view that it is mokelili than not that we will not be able
take a tax benefit for certain state operating t@ssyforwards which begin to expire in 2008.

As a matter of course, we are regularly additg federal, state and foreign tax authorities. pheride reserves for potential exposures v
we consider it probable that a taxing authority rtelke a sustainable position on a matter conti@igut position. We evaluate these rese
including interest thereon, on a quarterly basiensure that they have been appropriately adjustedvents that may impact our ultim
payment for such exposures. Presently, we do rieveethat we have any tax matters that could faweaterial adverse effect on our finan
position, results of operations or liquidity.

See Note 18 to the Consolidated Financiak8tants for a further discussion of our income taxes

Stock-Based Employee Compensatideffective December 26, 2005, the Company adoptedSSNo. 123(R),ShareBased Payme
(“SFAS 123R”), which requires the measurement aabgnition of compensation cost at fair value fibrsharebased payments, includi
stock options, restricted stock awards and resttishare units. The Company adopted SFAS 123R tistngnodified prospective transiti
method and, as a result, did not retroactively stdjesults from prior periods. Under this transitimethod, stoclbased compensation
recognized for: (1) expense related to the remgimionvested portion of all stock awards granted prioDgcember 26, 2005, based on
grant date fair value estimated in accordance thighoriginal provisions of SFAS No. 12&8¢counting for Stock-Based CompensatitBFAS
123") and the same straiglie attribution method used to determine the prona disclosures under SFAS 123; and (2) expeniatedeto al
stock awards granted on or subsequent to Decengh@0B5, based on the grant date fair value estinizit accordance with the provision:
SFAS 123R. The fair value of stock options withyosgrvice conditions is estimated using a BlackeBehoptionpricing model. The fair valt
of stock options with service and market conditimsalued utilizing a Monte Carlo simulation embed in a lattice model. The fair value
stockbased compensation is amortized on the gradedngeatiribution method. Our option pricing modelguige various highly subjecti
and judgmental assumptions including rigke interest rate, expected volatility, expectedeiture rates, and expected option life. If afiyhe
assumptions used in the models change significestilgrebased compensation expense may differ materialigarfuture from that recorded
the current period. Our specific weighted averagsumptions used to estimate the fair value of sbaded employee compensation
documented in Note 13 to the Consolidated Finar8tiaements.

Accounting Standards Adopted in 2007

On January 1, 2007, the Company adopted thnigions of FASB Interpretation No. 48 (“FIN 48Accounting for Uncertainty in Incor
Taxes, an Interpretation of FASB Statement No. E09.48 clarifies the accounting for income taxespogscribing the minimum recogniti
threshold a tax position is required to meet bebmimg recognized in the financial statements. £8\also provides guidance on derecogni
measurement, classification, interest and penaidtiesicome taxes, accounting in interim periods iiires increased disclosures. As a r
of implementing FIN 48, the Company recognized & $illion decrease in its liability for uncertaiax positions, which was accounted fo
an adjustment to the beginning balance of accumdlateficit. The amount of unrecognized tax benediss of January 1, 2007 v
approximately $4.9 million, which included approxdtaly $1.5 million of unrecognized tax benefitstthiirecognized, would favorably affe
the annual effective income tax rate. The amount
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of unrecognized tax benefits was approximately $dilbon as of December 30, 2007 of which approxieta $1.1 million, if recognize
would affect the effective income tax rate. Theutbn was primarily due to the expiration of thatste of limitations for the 2003 tax year.

The Company recognizes interest and penaklased to uncertain tax positions as a componkits imcome tax expense. The total am«
of interest and penalties accrued as of Janua2@d7 was approximately $0.5 million. Interest exg(income) and penalties on uncertair
positions during fiscal year 2007 were approximat.2 million. As of December 30, 2007, the Comphad approximately $0.7 million
accrued interest and penalties related to uncetdaipositions.

For additional information regarding Incomex&a and the adoption of FIN 48, see Note 18 toGmnsolidated Financial Statements.
Accounting Standards That We Have Not Yet Adopted

For a discussion of recently issued accourdbagdards that we have not yet adopted, see Nimte@@r Consolidated Financial Stateme
That note is hereby incorporated by referencetmitltem 7.
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Information about market risk can be foundtém 7 of this report under the caption “MarketIRignd is hereby incorporated by refere
into this Item 7A.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DAT A

Our Consolidated Financial Statements candumd beginning on Page F-of this Annual Report and the relevant portiofishmse
statements and the accompanying notes are heretmporated by reference into this Item 8.

tem 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND
FINANCIAL DISCLOSURE

None.
Item 9A. CONTROLS AND PROCEDURES
(a) Disclosure Controls and Procedures

Disclosure controls and procedures are cantaold other procedures of a registrant designeehsoire that information required to
disclosed by the registrant in the reports thdiles or submits under the Securities Exchange &4c1934 (the “Exchange Acts properlh
recorded, processed, summarized and reported,witté time periods specified in the SEQules and forms. Disclosure controls
procedures include processes to accumulate andaggaklevant information and communicate suchrinédion to a registrard’managemet
including its principal executive and financialioffrs, as appropriate, to allow for timely decisisagarding required disclosures.

('b) Our Evaluation of AFC’s Disclosure Controls and Poedures

We evaluated the effectiveness of the desighogeration of AFG disclosure controls and procedures as of theoeodr fiscal year 200
as required by Rule 135 of the Exchange Act. This evaluation was cardetl under the supervision and with the participatof ou
management, including our CEO and CFO.

Based on management’'s assessment, the CEGRMDdconcluded that the Compasydisclosure controls and procedures were effeeti
of December 30, 2007 to ensure that informationiired to be disclosed in the reports we file ormsithunder the Exchange Act is recorc
processed, summarized and reported, within the piem®ds specified in the SE€tules and forms and accumulated and communicattd
Companys management, including its principal executive andcipal financial officers as appropriate tooall timely decisions regardi
required disclosures.

(c¢) Management’s Report on Internal Control Over Finarad Reporting

Our management is responsible for establishim) maintaining adequate internal control ovearfirial reporting as defined in Rules 13a -
15(f) under the Exchange Act. The Companiyiternal control over financial reporting is apess designed to provide reasonable asst
regarding the reliability of financial reporting cithe preparation of the Compasyfinancial statements for external reporting pegsoit
accordance with U.S. generally accepted accoumptimgiples.

Internal control over financial reporting cahprovide absolute assurance of achieving findmejgorting objectives because of its inhe
limitations. Internal control over financial repiog is a process that involves human diligence emahpliance and is subject to lapse
judgment and breakdowns resulting from human feguinternal control over financial reporting alsgn be circumvented by collusion
improper management override. Because of suchalioits, there is a risk that material misstatemerdg not be prevented or detected !
timely basis by internal control over financial ogfing. However, these inherent limitations are Wwnofeatures of the financial report
process. Therefore, it is possible to design iheogrocess safeguards to reduce, though not elieitias risk.

Management assessed the effectiveness ofdhmp&nys internal control over financial reporting as afdd@mber 30, 2007, using the crit
set forth by the Committee of Sponsoring Organizegi of the Treadway Commission Internal Control-Integrated Framework This
evaluation was carried out under the supervisiah with the participation of our management, inchgdour CEO and CFO. Based on
assessment, management believes that as of Dec8mi@007, the Company’s internal control over fficial reporting is effective.
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Grant Thornton, LLP, our independent registquablic accounting firm that audited our consdiéghfinancial statements included in
Annual Report, has issued an audit report on thegatimg effectiveness of the Compamynternal control over financial reporting. Thepor
can be found in section (e) below.

(d) Changes in Internal Control Over Financial Reportin

During the fourth quarter of 2007, there waschange in the Comparsyinternal control over financial reporting thashmaaterially affecte:
or is reasonably likely to materially affect, ther@pany’s internal control over financial reporting.

(e) Report of Independent Registered Public AccountiRgm on Internal Control over Financial Reporting

Board of Directors and Shareholders
AFC Enterprises, Inc.

We have audited AFC Enterprises Inc.’s (a Mswota Corporation, the “Companyifiternal control over financial reporting as
December 30, 2007, based on criteria establishethternal Control—Integrated Frameworlssued by the Committee of Sponso
Organizations of the Treadway Commission (COSOg Thmpanys management is responsible for maintaining effedtiternal control ovi
financial reporting and for its assessment of tffecéveness of internal control over financial ogjing, included in the accompany
Management’s Report on Internal Control Over Fim@nReporting. Our responsibility is to expressapinion on the Compang’interna
control over financial reporting based on our audit

We conducted our audit in accordance with gtendards of the Public Company Accounting OvetsBbard (United States). Thc
standards require that we plan and perform thetdadbbtain reasonable assurance about whethectigeinternal control over financ
reporting was maintained in all material respe€ar audit included obtaining an understanding ¢érimal control over financial reportir
assessing the risk that a material weakness etésting and evaluating the design and operatifeg®@feness of internal control based on
assessed risk, and performing such other procedweasge considered necessary in the circumstancesbéleve that our audit provide
reasonable basis for our opinion.

A companys internal control over financial reporting is aopess designed to provide reasonable assuranceliregahe reliability o
financial reporting and the preparation of finahsiatements for external purposes in accordantte geinerally accepted accounting princif
A companys internal control over financial reporting inclgddose policies and procedures that (1) pertathg¢anaintenance of records tl
in reasonable detail, accurately and fairly reftbet transactions and dispositions of the assetiseofompany; (2) provide reasonable assui
that transactions are recorded as necessary toitpgreparation of financial statements in accor@amdth generally accepted accoun
principles, and that receipts and expenditureshef dompany are being made only in accordance withoazations of management :
directors of the company; and (3) provide reasanasisurance regarding prevention or timely deteatiounauthorized acquisition, use
disposition of the company'’s assets that could lzareaterial effect on the financial statements.

Because of its inherent limitations, interoahtrol over financial reporting may not preventetect misstatements. Also, projections of
evaluation of effectiveness to future periods atgext to the risk that controls may become inadégjbecause of changes in conditions, ol
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, the Company maintained, inraditerial respects, effective internal control ofieancial reporting as of December 30, 2(
based on criteria establishedimernal Control—Integrated Framewoiksued by COSO.

We also have audited, in accordance with téwedards of the Public Company Accounting Oversiggeird (United States), the consolid:
balance sheets of the Company as of December 3y, a@@d December 31, 2006, and the related consadidstatements of operatic
shareholders’equity (deficit), and cash flows for each of theasein the periods ended December 30, 2007, Deae®ibe?006 an
December 25, 2005 and our report dated March 123 28pressed an unqualified opinion on those firgustatements.

/sl GRANT THORNTON LLP

Atlanta, Georgia
March 12, 2008

Item 9B. OTHER INFORMATION

None
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PART IIl.
Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Information regarding our directors, executdféicers, audit committee and our audit commitieancial expert required by this Item 1(
included in our definitive Proxy Statement for @08 Annual Meeting of Stockholders and such d&ale is incorporated herein by refere
Biographical information on our executive officésscontained in Item 4A of this Annual Report onriRol0K and is incorporated herein
reference.

We have adopted an Honor Code that appliestairectors and all of our employees, including principal executive officer, princig
financial officer, principal accounting officer aontroller, or persons performing similar functiodscopy of the Honor Code is available
our website at www.afce.com. Copies will be fureidhupon request. You may mail your requests tofdhewing address: Attn: Office
General Counsel, 5555 Glenridge Connector, NE,eS300, Atlanta GA, 30342. If we make any amendmémtthe Honor Code other tt
technical, administrative, or other neobstantive amendments, or grant any waivers, fterHonor Code, we will disclose the nature of
amendment or waiver, its effective date and to wihapplies on our website or in a report on Forid Bled with the SEC.

Item 11. EXECUTIVE COMPENSATION

Information regarding executive compensatiequired by this Item 11 is included in our defwitiProxy Statement for the 2008 Anr
Meeting of Stockholders and such disclosure isripo@ated herein by reference.

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

Information regarding security ownership oftaia beneficial owners and management and relsteckholder matters required by
Item 12 is included in our definitive Proxy Staterhéor the 2008 Annual Meeting of Stockholders andh disclosure is incorporated hereil
reference.

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

Information regarding certain relationshipsl arlated transactions, and director independeeggined by this Item 13 is included in
definitive Proxy Statement for the 2008 Annual Megtof Stockholders and such disclosure is incafsat herein by reference.

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
The Company independent registered public accounting fireiant Thornton LLP. Information regarding princialcountant fees a

services required by this Iltem 14 is included in definitive Proxy Statement for the 2008 Annualddleg of Stockholders and such disclo:
is incorporated herein by reference.
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PART IV.
Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) Financial Statements

The following consolidated financial statenseappear beginning on Page F-1 of the report:

Pages
Report of Independent Registered Public Accourfimms F-1
Consolidated Balance Sheets as of December 30, &tDecember 31, 20( F-2
Consolidated Statements of Operations for Fiscalry¥ 2007, 2006 and 20! F-3
Consolidated Statements of Changes in Shareholgqtsty (Deficit) for Fiscal Years 2007, 2006 F-4
and 200%
Consolidated Statements of Cash Flows for Fiscak¥2007, 2006 and 20! F-5
Notes to the Consolidated Financial Statem F-6

We have omitted all other schedules becawsedhditions requiring their filing do not exist lsecause the required information appea
our Consolidated Financial Statements, includirgyrtbtes to those statements.

(b) Exhibits

Exhibit
Number Description

2 .1(h)  Stock Purchase Agreement between AFC Enterprisesahd Starbucks Corporation, dated as of April2D®3.

2 .2(n)  First Amendment to Stock Purchase Agreement betwe&&hEnterprises, Inc. and Starbucks Corporatiated as
of June 30, 200:

2 .3(n) Second Amendment to Stock Purchase Agreement betée€ Enterprises, Inc. and Starbucks Corporatiated
as of July 11, 200t

2 .4(n)  Third Amendment to Stock Purchase Agreement betwédh Enterprises, Inc. and Starbucks Corporatiated a
of November 19, 200:

2 .5() Stock Purchase Agreement by and between AFC Eigegpinc. and Focus Brands Inc. dated as of Séyae®)
2004.

2 .6() First Amendment to Stock Purchase Agreement bybataeen AFC Enterprises, Inc. and Focus Brandsikted
as of November 1, 200

2 .7() Second Amendment to Stock Purchase Agreement bpetmcen AFC Enterprises, Inc. and Focus Brands
dated as of November 4, 20(

2 .8(k)  Asset Purchase Agreement by and among AFC Entesgpiiisc. and Cajun Holding Company dated as of
October 30, 200¢

2 .90 First Amendment to Asset Purchase Agreement bybatsleen AFC Enterprises, Inc. and Cajun Holding Gamy
dated as of December 28, 20

3 .1(c) Articles of Incorporation of AFC Enterprises, Inas amended, dated June 24, 2(

3 .2(p) Amended and Restated Bylaws of AFC Enterprises,

4 .1(o) Form of registrars common stock certificat

10 .1(e) Form of Popeyes Development Agreement, as ame

10 .2(e) Form of Popeyes Franchise Agreem:

10 .3(a) Formula Agreement dated July 2, 1979 among Alvit@peland, Gilbert E. Copeland, Mary L. Copele
Catherine Copeland, Russell J. Jones, A. Copelaitetitises, Inc. and Popeyes Famous Fried Chidken,as
amended to dat

10 4(a) Supply Agreement dated March 21, 1989 between Ndea@s Spice Company, Inc. and Biscuit Investménts,

10 .5(a) Recipe Royalty Agreement dated March 21, 1989 loyaanong Alvin C. Copeland, New Orleans Spice Comgpan
Inc. and Biscuit Investments, Ir
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Exhibit
Number

Description

10

10

10

10

10

10

10
10
10
10
10
10
10
10
10
10
10
10
10

10
10
10
10
10
10
10
10
10

.6 (@)
7 (a)
.8 (@)
9 (@)
.1C(a)
.11(n)

.12(a)
13(@)
.14(a)
.15(a)
.16(a)
.17(a)
.18@a)
.19(@)
.2C(a)
.21(a)
.22(a)
.23(@)
.24(a)

.25@a)
.2€(a)
.27(a)
.28(e)
.29(f)
.3C(H)
.31(f)
-32(9)
-33(9)

Licensing Agreement dated March 11, 1976 betweeq IKeatures Syndicate Division of The Hearst Cation
and A. Copeland Enterprises, |i

Assignment and Amendment dated January 1, 1981eleetw. Copeland Enterprises, Inc., Popeyes Famoed F
Chicken, Inc. and King Features Syndicate Divisidit he Hearst Corporatiol

Letter Agreement dated September 17, 1981 betwéem Features Syndicate Division of The Hearst Cafion,
A. Copeland Enterprises, Inc. and Popeyes Famoed Ehicken, Inc

License Agreement dated December 19, 1985 by amekbba King Features Syndicate, Inc., The He
Corporation, Popeyes, Inc. and A. Copeland Enteeprilnc

Letter Agreement dated July 20, 1987 by and betw@eg Features Syndicate, Division of The Hearstgooation
Popeyes, Inc. and A. Copeland Enterprises,

Amendment dated January 1, 2002 by and betweersHdaldings, Inc., King Features Syndicate Diviséord
AFC Enterprises, Inc

1992 Stock Option Plan of AFC, effective as of Nober 5, 1992, as amended to da

1996 Nonqualified Performance Stock Option F— Executive of AFC, effective as of April 11, 199¢

1996 Nonqualified Performance Stock Option F— General of AFC, effective as of April 11, 199t

1996 Nonqualified Stock Option Plan of AFC, effgetas of April 11, 1996.

Form of Nonqualified Stock Option Agreeme— General between AFC and stock option participat

Form of Nonqualified Stock Option Agreeme«— Executive between AFC and certain key executiv

1996 Employee Stock Bonus P Executive of AFC effective as of April 11, 199¢

1996 Employee Stock Bonus Pl— General of AFC effective as of April 11, 199¢

Form of Stock Bonus Agreeme— Executive between AFC and certain executive office

Form of Stock Bonus Agreeme— General between AFC and certain executive offite

Form of Secured Promissory Note issued by cert@mbers of managemen

Form of Stock Pledge Agreement between AFC anaicemembers of managemen

Settlement Agreement between Alvin C. CopelandeRiified Foods and Seasonings, Inc., Flavorite tatooes,
Inc. and AFC dated May 29, 19¢

Indemnification Agreement dated April 11, 1996 Ingddetween AFC and John M. Rotl

Indemnification Agreement dated May 1, 1996 by bativeen AFC and Kelvin J. Penningto

Indemnification Agreement dated April 11, 1996 Igldetween AFC and Frank J. Belat

Substitute Nonqualified Stock Option Plan, effeetMarch 17, 1998.

Indemnification Agreement dated May 16, 2001 by betiveen AFC and Victor Arias Jr

Indemnification Agreement dated May 16, 2001 by betiveen AFC and Carolyn Hogan Byr
Indemnification Agreement dated August 9, 2001 bg between AFC and R. William Ide, III

AFC Enterprises, Inc. Employee Stock Purchase P

AFC Enterprises, Inc. 2002 Incentive Stock Ple
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Exhibit
Number Description

10.34g) AFC Enterprises, Inc. Annual Executive Bonus Progre

10.35(m) Amended and Restated Employment Agreement dateflJase 28, 2004 between AFC Enterprises, Inc Adlzch
J. Tanenbaum.

10.3¢(p) First Amendment to Amended and Restated Employigregement dated as of March 28, 2005 between
Enterprises, Inc. and Allan J. Tanenbau

10.3%(n) Employment Agreement effective as of December R93etween AFC Enterprises, Inc. and Frederick B.
Beilstein.*

10.3¢n) Employment Agreement effective as of February I®42between AFC Enterprises, Inc. and Henry Hdpé,

10.3¢p) First Amendment to Employment Agreement dated ddarth 28, 2005 between AFC Enterprises, Inc.
Frederick B. Beilstein.

10.4((p) First Amendment to Employment Agreement dated adarth 28, 2005 between AFC Enterprises, Inc. aedrif
Hope, IlI.*

10.41)(p) Indemnity Agreement dated October 14, 2004 by atdieen AFC Enterprises, Inc. and Supply Management
Services, Inc

10.4%(p) Indemnity Agreement dated February 5, 2004 by atdiden AFC Enterprises, Inc., Cajun Operating Cary,
and Supply Management Services, |

10.43(d) Second Amended and Restated Credit Agreement datefiMay 11, 2005 among AFC Enterprises, Inc.,
JPMorgan Chase and certain other lenc

10.44i) Fourth Amendment to the 1992 Stock Option Plan miefice s Favorite Chicken Compan

10.450)  Fifth Amendment to the Ameri’s Favorite Chicken Company 1996 Nonqualified Penfimice Stock Option Ple
— General.*

10.4¢(i) Amendment No. 1 to the Ameri's Favorite Chicken Company 1996 Nonqualified StOgkion Plan

10.4%()) Second Amendment to the Amer's Favorite Chicken Company 1996 Nonqualified Pentomce Stock Optio
Plan— Executive.*

10.4¢1) Second Amendment to the AFC Enterprises, Inc. 200@ntive Stock Plan.

10.4¢(i) Indemnification Agreement between AFC and Petemré&itia

10.5((r) Second Amendment to Employment Agreement dated uP@05 between the Company and Frederick B.
Beilstein.*

10.51(r) Second Amendment to the Amended and Restated EmplayAgreement dated June 7, 2005 betwee
Company and Allan J. Tanenbaur

10.5%(s) Indemnification Agreement dated November 28, 20p&rd between AFC and John M. Cranor, |

10.5%(s) Indemnification Agreement dated November 28, 209@rd between AFC and Cheryl A. Bachelde

10.54t) Popeyes Chicken and Biscuits 2006 Bonus PI

10.55t) Employment Agreement dated as of March 14, 200Wdx AFC Enterprises, Inc. and Frederick B. Baitsli.*

10.5¢(t) Employment Agreement dated as of March 14, 200Wdx AFC Enterprises, Inc. and James W. Lyo

10.5%(t) Employment Agreement dated as of March 14, 200%dset AFC Enterprises, Inc. and Robert Caldel

10.5¢t) First Amendment to Employment Agreement, dated Mdrg, 2007 between AFC Enterprises, Inc. and Fda
Belatti dated August 31, 200&

10.5¢u) Second Amendment to Second Amended and Restateit Bggeement dated as of April 25, 20!

10.6((v) Non-Qualified Stock Option Certificate for Cheryl Badther (time-based vesting).

10.6](v) Non-Qualified Stock Option Certificate for Cheryl Badther (performanc-based vesting).

10.62(w) Employment Agreement dated as of October 9, 200#dmn AFC Enterprises, Inc. and Cheryl A. Bachel

11.7**  Statement regarding computation of per share egsr
23.1 Consent of Grant Thornton LL
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Exhibit
Number Description

311 Certification Pursuant to Rule 1-14(a), as Adopted Pursuant to Section 302 of thea®a-Oxley Act of 2002
31.2 Certification Pursuant to Rule 1-14(a), as Adopted Pursuant to Section 302 of thba®a-Oxley Act of 2002
32.1 Certification of Chief Executive Officer, pursuant18 U.S.C. Section 1350, as adopted pursuant¢tdh 906 of

the Sarban¢«Oxley Act of 2002

32.2 Certification of Chief Financial Officer, pursuant18 U.S.C. Section 1350, as adopted pursuargdtidh 906 of

**

(@)
(©)

(d)
(€)

(f)
(9)

(h)
0

0
(k)
o
(m)

(n)
(0)

(9)
n
(s)
(t)

(u)
v)
(W)

the Sarban«Oxley Act of 2002

Certain portions of this exhibit have been grartedfidential treatmen
Management contract, compensatory plan or arrangerequired to be filed as an exhit

Data required by SFAS No. 12Barnings per Shareis provided in Note 19 to our Consolidated FinahStatements in
this Annual Report

Filed as an exhibit to the Registration Statemé&itFC on Form -4/ A (Registration No. 32-29731) on July 2, 199
and incorporated by reference hert

Filed as an exhibit to the Form 10-Q of AFC for thearter ended July 14, 2002, on August 14, 20@ircorporated by
reference hereir

Filed as an exhibit to the Forn-K of AFC filed May 16, 2005 and incorporated byemefnce hereir

Filed as an exhibit to the Registration Statemé&tFC on Form -1/ A (Registration No. 3:-52608) on January 22, 20
and incorporated by reference hert

Filed as an exhibit to the Registration Statemé&mFC on Form S-1 (Registration No. 333-73182) asvimber 13, 2001
and incorporated by reference hert

Filed as an exhibit to the Proxy Statement anddéatif 2002 Annual Shareholders Meeting of AFC onil&®, 2002 anc
incorporated by reference here

Filed as an exhibit to the Forn-K of AFC filed April 16, 2003 and incorporated ference hereir

Filed as an exhibit to the Form 10-Q of AFC for thearter ended April 17, 2005, on May 27, 2005, imedrporated by
reference hereir

Filed as an exhibit to the Forn-K of AFC filed November 5, 2004 and incorporateddir by reference
Filed as an exhibit to the Forn-K of AFC filed November 2, 2004 and incorporateddir by reference
Filed as an exhibit to the Forn-K of AFC filed January 5, 2005 and incorporateceireby reference

Filed as an exhibit to the Form 10-Q of AFC for thearter ended July 11, 2004 on August 20, 2004racatporated by
reference hereir

Filed as an exhibit to the Form-K of AFC for the fiscal year ended December 28,2060 March 29, 2004 ar
incorporated by reference here

Filed as an exhibit to the Registration Statemé&tFC on Form S-1/ A (Registration No. 332608) on February 28, 20!
and incorporated by reference hert

Filed as an exhibit to the Forn-K of AFC filed on August 21, 2007 and incorporatestein by referenct
Filed as an exhibit to the Forn-K of AFC filed June 7, 2005 and incorporated hetsjirreference
Filed as an exhibit to the Forn-K of AFC filed November 29, 2006 and incorporateddin by reference

Filed as an exhibit to the Form 10-K of AFC for fiszal year ended December 31, 2006 and incorpdida¢rein by
reference

Filed as an exhibit to the Forn-K of AFC filed April 30, 2007 and incorporated hieréy reference
Filed as an exhibit to the Forn-K of AFC filed November 7, 2007 and incorporatededir by reference
Filed as an exhibit to the Forn-K of AFC filed October 12, 2007 and incorporatedei by reference
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SIGNATURES

Pursuant to the requirements of Section 1B85¢d) of the Securities Exchange Act of 1934, asraed, the registrant has duly causec
report to be signed on its behalf by the undersigtieereunto duly authorized on the 12th day ofdf&2008.

AFC ENTERPRISES, INC

By: /s/ Cheryl A. Bachelder

Cheryl A. Bachelde
Chief Executive Office

Pursuant to the requirements of the Secuiitiehange Act of 1934, as amended, this reporbkas signed below by the following pers
on behalf of the registrant and in the capacities @n the dates indicated.

Signature

Title(s)

Date

/s/ Cheryl A. Bachelde

Cheryl A. Bachelde

/s/ H. Melville Hope

H. Melville Hope

/s/ John M. Cranor, Ill

Chief Executive Office
(Principal Executive Officer)

Chief Financial Office
(Principal Financial anc
Accounting Officer

Director, Chairman of the Board

March 12, 200

March 12, 200

March 12, 200

John M. Cranor, Il

/s/ Victor Arias, Jr Director
Victor Arias, Jr.

March 12, 200

/s/ Carolyn H. Byrd Director
Carolyn H. Byrd

March 12, 200

/s/ R. William Ide, Il Director March 12, 200
R. William Ide, 11l
/s/ Kelvin J. Pennington Director March 12, 200

Kelvin J. Penningtol

/s/ John F. Hoffne Director
John F. Hoffne

March 12, 200
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
AFC Enterprises, Inc.:

We have audited the accompanying consolid&talénce sheets of AFC Enterprises, Inc. and sub#&di (the “Company”)as o
December 30, 2007 and December 31, 2006, and litedeconsolidated statements of operations, shhtets’ equity (deficit), and cash flov
for each of the years in the periods ended DeceBe?007, December 31, 2006 and December 25, Z0@se financial statements are
responsibility of the Company’s management. Oupaasibility is to express an opinion on these friahstatements based on our audits.

We conducted our audits in accordance with stamdards of the Public Company Accounting OvétsiBpard (United States). Thc
standards require that we plan and perform thetaitmiobtain reasonable assurance about whethéindrecial statements are free of mate
misstatement. An audit includes examining, on tiliasis, evidence supporting the amounts and diss in the financial statements. An &
also includes assessing the accounting princigded and significant estimates made by managementethas evaluating the overall finan
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financialtstaents referred to above present fairly, in alterial respects, the financial position of A
Enterprises, Inc. and subsidiaries as of December2807 and December 31, 2006, and the consolid&®dlts of its operations and
consolidated cash flows for each of the years m pleriods ended December 30, 2007, December 315 288 December 25, 2005
conformity with accounting principles generally apted in the United States of America.

As described in Notes 2, 13 and 18 to the aleted financial statements, the Company ado@edement of Financial Accounti
Standards No. 123(R), “Share-Based Paymaeait&ctive December 26, 2005 and Financial Accogn@itandards Board Interpretation No.
“Accounting for Uncertainty in Income Taxes — atehpretation of FASB Statement No. 109", effecthamuary 1, 2007.

We also have audited, in accordance with tlaadards of the Public Company Accounting OversiBbard (United States), AF
Enterprises, Inc. and subsidiaries’ internal cdntreer financial reporting as of December 30, 208&sed on criteria establishedlirternal
Control —Integrated Frameworissued by the Committee of Sponsoring Organizatanthe Treadway Commission (COSQO) and our re
dated March 12, 2008 expressed an unqualified opini

/sl GRANT THORNTON LLP

Atlanta, Georgia
March 12, 2008
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AFC Enterprises, Inc.
Consolidated Balance Sheets
As of December 30, 2007 and December 31, 2006
(In millions, except share data)

ASSETS
Current assets:
Cash and cash equivalel
Accounts and current notes receivable,
Prepaid income taxe
Other current asse
Total current asse
Long-term assets:
Property and equipment, r
Goodwill
Trademarks and other intangible assets
Other lon¢-term assets, n
Total lon¢-term asset
Total asset

LIABILITIES AND SHAREHOLDERS '’ DEFICIT
Current liabilities:
Accounts payabl
Other current liabilitie:
Current debt maturitie
Total current liabilities
Long-term liabilities:
Long-term debi
Deferred credits and other Ic-term liabilities
Total lon¢-term liabilities
Commitments and contingencie:
Shareholder¢ deficit:
Preferred stock ($.01 par value; 2,500,000 shardg®ezed; 0 issued and outstandi
Common stock ($.01 par value; 150,000,000 sharéeered; 27,356,105 and 29,487,648 shares issued
and outstanding at the end of fiscal years 2007280®, respectively
Capital in excess of par vali
Notes receivable from officers, including accruettrest
Accumulated defici
Accumulated other comprehensive inca
Total shareholde’ deficit
Total liabilities and sharehold¢ deficit

See accompanying notes to consolidated financistents.
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AFC Enterprises, Inc.
Consolidated Statements of Operations
For Fiscal Years 2007, 2006 and 2005
(In millions, except per share data)

Revenues:
Sales by compai-operated restaurar
Franchise revenue
Other revenue
Total revenue
Expenses:
Restaurant employee, occupancy and other exp:
Restaurant food, beverages and packa
General and administrative expen
Depreciation and amortizatic
Other expenses (income), |
Total expense
Operating profit (loss)
Interest expense, n
Income (loss) before income taxes and discontinuegerations
Income tax expense (bene!
Income (loss) before discontinued operation
Discontinued operations, net of income ta
Net income

Earnings per common share, basic
Income (loss) before discontinued operati
Discontinued operations, net of income ta
Net income

Earnings per common share, diluted:
Income (loss) before discontinued operati
Discontinued operations, net of income ta
Net income

Weighted-average shares outstanding

Basic
Diluted

See accompanying notes to consolidated finanassients.
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AFC Enterprises, Inc.
Consolidated Statements of Changes in Shareholdefsguity (Deficit)
For Fiscal Years 2007, 2006 and 2005
(In millions, except share data)

Capital in Accumulated
Common Stock Excess 0 Officer Other
Number of Par Notes Accumulated Comprehensive
Shares Amount Value Receivable Deficit Income Total
Balance at December 26, 2004 28,325,35 $ 0.3 $ 155« $ 1.2 $ (13.6) $ = $ 140.¢
Net income — — — — 149.¢ — 149.¢
Other comprehensive income: — — — — — 11 11
related to interest rate swap
agreements, net of income taxe
of $0.7 million (Note 9
Total comprehensive incon 150.7
Issuance of common stock under 3,093,25! — 29.C — — — 29.C
stock option plans, including
income tax benefit of $11.2
million
Repurchases and cancellation of (1,542,87) — (19.5) — — — (19.5)
shares (Note 12
Special cash dividend (Note 1 — — — — (352.9 — (352.9
Cancellation of share (1,857 — — — — — —
Issuance of restricted stock award 128,00( — — — 0.1 — 0.1
net of forfeitures
Notes and interest receivable
payments — — — 0.1 — — 0.1
Stock based payment expel — — 2.¢ — — — 2.9
Balance at December 25, 2005 30,001,87 0.2 167.¢ 1.2 (216.9) 1.1 (48.7)
Net income — — — — 22.4 — 22.4
Other comprehensive income: — — — — — 0.1 0.1
related to interest rate swap
agreements, net of income tax
benefit of $0.6 million (Note ¢
Total comprehensive incon 22.F
Issuance of common stock under 1,012,48I — 12.2 — — — 12.2
stock option plans, including
income tax benefit of $1.8 millic
Repurchases and cancellation of (1,486,71) — (20.9) — — — (20.9)
shares (Note 12
Cancellation of share (21,839 — (0.9) — — — (0.9
Issuance of restricted stock award 55,89¢ — — — — — —
net of forfeitures
Notes and interest receivable
payments (74,057 — (1.7 1.1 — — —
Stock based payment expel — — 34 — — — 3.4
Balance at December 31, 2006 29,487,64 0.3 161.7 — (194.9 1.2 (31.2)
Cumulative effect of adjustment frc
adoption of FIN 48 (Note 1¢ — — — — 2.€ — 2.6
Net income — — — — 23.1 — 23.1
Other comprehensive incomr
Net change in fair value of cash
flow hedge, net of ta — — — — — (0.9 (0.9
Derivative gains realized in
earnings during the peric — — — — — (0.2 0.9
Total comprehensive incon 22.1
Issuance of common stock under
stock option plan 333,93! — & — — — 3.3
Repurchases and retirement of sh. (2,496,03) — (39.9) — — — (39.9
Excess tax benefits from stock bas
compensatiol — — 0.c — — — 0.9
Special cash dividend forfeite — — — — 0.2 — 0.2
Cancellation of share (33,91¢) — (0.5) — — — (0.5)
Issuance of restricted stock awards,
net of forfeitures 64,47( — — — — — —
Stock based payment expel — — 1.7 — — — 1.7
Balance at December 30, 2007 27,356,10 $ 0.2 $ 127 $ — $ (168.5) $ 0.2 $  (40.9)

See accompanying notes to consolidated finanassients.
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AFC Enterprises, Inc.
Consolidated Statements of Cash Flows
For Fiscal Years 2007, 2006 and 2005

(In millions)
2007 200¢ 200t
Cash flows provided by (used in) operating activigs:
Net income $ 231 $ 22¢ $ 149.¢
Adjustments to reconcile net income to net cashkigesl by (used in) operating activitie
Discontinued operatior — (0.2 (158.0
Depreciation and amortizatic 6.¢ 6.4 7.3
Asset writ-downs 1.¢ 0.1 5.8
Net gain on sale of ass¢ (0.3 (2.3 (1.9
Gain on insurance recoveries related to asset desnag (3.2 — —
Deferred income taxe (0.5) 2.2 9.3
Non-cash interest, ne (0.9 0.4 1.7
Provision for credit losse 04 (0.3 (0.3
Excess tax benefits from st-based compensatic (0.9) (1.8) —
Stocl-based compensation expel 1.7 3.4 2.¢
Change in operating assets and liabilit
Accounts receivabl (0.6) 2.C (2.9
Prepaid income taxe 7.8 25.¢ (69.29)
Other operating asse 0.4 (0.9 5.1
Accounts payable and other operating liabili 4.C (9.0 (15.9
Net cash provided by (used in) operating activitiesontinuing operation 40.4 48.7 (65.9)
Net cash (used in) operating activities of disamnid operation — — (7.4
Cash flows provided by (used in) investing activiés:
Capital expenditures of continuing operatit (10.0 (7.0 (4.2)
Proceeds from dispositions of property and equiptr 0.2 4.3 3.1
Property insurance procee 4.5 3.t —
Proceeds relating to the sale of discontinued dioe1s net — — 367.¢
Acquisition of franchised restaurat (0.9 (9.2 (2.2
Purchases of shi-term investment — (5.€ (275.0
Sales and maturities of sh-term investment — 36.7 244
Proceeds from notes receiva 0.8 0.8 1.2
Issuances of notes receiva — — (0.9
Net cash provided by (used in) investing activi (4.9 23.1 334.¢
Cash flows provided by (used in) financing activigs:
Proceeds from 2005 credit facili — — 190.(
Principal payment— 2005 credit facility (term loan: (6.€ (59.5) (0.
Net borrowings under 2005 revolving credit faci 5.C — —
Principal payment— 2002 credit facility, ne — (90.9)
Principal payment— other notes (including VIE: (0.2) (1.2 (0.2)
Special cash dividen (0.7 (0.7 (350.9
Stock repurchase (39.9 (24.9) (15.4
Proceeds from exercise of employee stock opt 3.2 10.7 17.t
Excess tax benefits from st-based compensatic 0.¢ 1.8 —
Decrease in bank overdrafts, | — — (6.4)
(Increase) decrease in restricted ¢ 1.1 0.7 (3.9
Debt issuance cos (0.2 (0.2 3.7
Other, ne (0.9 (0.9 (3.0
Net cash (used in) financing activiti (37.9 (73.9 (266.5)
Net (decrease) in cash and cash equiva 2.7 (L5 (4.¢)
Cash and cash equivalents at beginning of 6.7 8.2 13.C
Cash and cash equivalents at end of $ 5.C $ 6.7 $ 8.2

See accompanying notes to consolidated financistents.
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AFC ENTERPRISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For Fiscal Years 2007, 2006 and 2005

Note — 1 Description of Business

Continuing Operations AFC Enterprises, Inc. (“AFC” or “the Company”) ddwps, operates and franchises qusekvice restaurants un
the trade name Popey&&hicken & Biscuits (“Popeyes”) in 44 states, thstbct of Columbia, Puerto Rico, Guam and 24 faneiguntries.

Discontinued OperationsOn December 28, 2004, the Company sold its Chui€hisken® (“Church’s”) division to an affiliate of Cresce
Capital Investments, Inc. On November 4, 2004,Goenpany sold its Cinnabdi(“Cinnabon”) subsidiary to Focus Brands, Inc. On July
2003, the Company sold its Seattle Coffee Compéd8eaitle Coffee”)subsidiary to Starbucks Corporation. See Note 2Zlirfformatior
concerning these divestitures.

In the accompanying consolidated financialesteents, financial information relating to the Canp's divested businesses are present
discontinued operations. Unless otherwise notetudisions and amounts throughout these notes telateC’s continuing operations.

Note — 2 Summary of Significant Accounting Policies

Principles of ConsolidationThe consolidated financial statements include tuwants of AFC Enterprises, Inc. and certain véeiaiteres
entities that the Company is required to consadigatrsuant to Financial Accounting Standards Badatetpretation No. 46Consolidation ¢
Variable Interest Entities, an Interpretation ofodeinting Research Bulletin No. 54&s revised in December 2003 (“FIN 46R&)! significant
intercompany balances and transactions are elipdriatconsolidation.

As of the beginning of the Compasyfirst fiscal quarter of 2004, the Company adogitd 46R and began consolidating three franchi
The Company allocates earnings and losses of fresehisees to the common equity holders as a coemiof minority interest. However, 1
Company does not allocate any losses to the conaqoity holders if doing so would reduce their commnequity interests below zero.

At the end of the third quarter of 2004, then@any’s equity interest in one of the VIEs wasliilated. As a result, AF€’manageme
determined that the Company was no longer the pyitbaneficiary for the enterprise and the Compaoped consolidating its balance sl
and operations.

On December 28, 2004, a second VIE relatignstés substantially modified coincident with thdesaf Churchs and the Compa
discontinued consolidating its balance sheet amdatipns.

During the second quarter of 2006, the Compaurghased all the assets of the third previouslysolidated variable interest entity
discontinued consolidating its balance sheet amdatipns. The assets were purchased for the assumgftthe variable interest entity’s long-
term debt and the forgiveness of the outstandiygipa balance owed to the Company. Subsequenetputthase of the assets, the Com
closed one of the restaurants and sold the rengafnia restaurants to an existing franchisee foragmately $2.5 million. The sale transaci
qualified for full accrual method accounting un&atement of Financial Accounting Standards (“SPASS. 66,Accounting for Sales of R«
Estate. Accordingly, the Company recognized a net gaithensale of the assets of approximately $1.4 onilli

During 2006 and 2005, amounts included inssale companyeperated restaurants associated with VIE operaticare $1.2 million ar
$2.7 million, respectively. During 2006 and 200&yalties and rents of $0.1 million were eliminatedonsolidation.

The Company has other VIE relationships foichtit is not the primary beneficiary. These raaships arose in connection with cer
loan guarantees that are described in Note 15.

Use of EstimatesThe preparation of consolidated financial statemémtconformity with accounting principles geneyadiccepted in tt
United States of America requires the Compamganagement to make estimates and assumptioraffihettthe reported amounts of assets
liabilities. These estimates affect the disclosnfreontingent assets and liabilities at the dat¢hefconsolidated financial statements anc
reported amounts of revenues and expenses durihgreporting period. Actual results could diffeorfr those estimates.

Fiscal Year.The Company has a 52/%8:¢ek fiscal year that ends on the last Sunday iceBer. The 2007, 2006, 2005 fiscal year cor
of 52 weeks, 53 weeks, and 52 weeks, respectively.

Cash and Cash Equivalentslhe Company considers all money market investmesttuments and certificates of deposit with orit
maturities of three months or less to be cash edgrivs. Under the terms of the Companlpank agreements, outstanding checks in exc
the cash balances in the Compangtimary disbursement accounts create a bank fefability. At December 30, 2007 and Decembg;
2006, such overdrafts were zero.
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AFC ENTERPRISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For Fiscal Years 2007, 2006 and 2005

Supplemental Cash Flow Information.

(in millions) 2007 200¢ 200t
Interest paid, net of capitalized amou $ 71 $ 14.1 $ 7€
Income taxes (refunded)/paid, 1 5.8 (16.9) 54.¢
Property acquired under capital lease obligat 0.¢ 0.2 —

Accounts Receivable, NeAt December 30, 2007 and December 31, 2006, acsaentivable, net were $12.3 million and $12.1ioml|
respectively. Accounts receivable consist primapilyamounts due from franchisees related to raggltand rents, amounts due from insur
carriers, and various miscellaneous items. Thewadsoreceivable balance is stated net of an alloedor doubtful accounts. The Comp
reserves a franchisee’s receivable balance basedprpédefined aging criteria and upon the occurrencetloéroevents that indicate that it n
or may not collect the balance due. During 200D628nd 2005, changes in the allowance for doubtfabunts were as follows:

(in millions) 2007 200¢ 200t
Balance, beginning of ye: $ 01 $ 17 $ 37
Provisions for los: 0.4 (0.9 (0.9
Write-offs — (0.2 (0.9
Fully reserved accounts receivable converted tesceivabli — (1.0 —
Other (principally associated with the advertisingd) 0.1 (0.7) (0.9)
Balance, end of ye: $ 0€ $ 01 $ 17

Notes Receivable, Ne#t December 30, 2007 and December 31, 2006, natesiviable, net were approximately $12.4 million
$12.7 million, respectively, of which $0.8 milli@nd $0.8 million, respectively, was current.

At December 30, 2007, several notes aggregatpproximately $1.0 million had zero percent iegtrrates and the remaining notes
fixed interest rates that ranged from 5% to 10%e Zhro percent interest rate notes are primarigt gae royalties converted from accol
receivable and are fully reserved for in the alloeafor uncollectible notes receivable.

Notes receivable consist primarily of considiem received in conjunction with the sale of Camyp assets in three distinct transacti
(1) the sale of Church’s to an affiliate of Credc€mapital Investments, Inc. during 2005; (2) théesaf 24 Popeyes compamperate
restaurants to a franchisee during 2001; and ¥#ie of an equipment manufacturing operationndu2i000. Notes receivable also incl
notes from franchisees to finance certain past fdaechise revenues, rents and interest. The netesiviable balance is stated net o
allowance for uncollectibility, which is evaluatexhch reporting period on a note-bgte basis. The balance in the allowance accot
December 30, 2007 and December 31, 2006, was apmtety $1.0 million. The allowance for uncolledéinotes receivable was reclassi
from the allowance for doubtful accounts at theetithe past due trade accounts receivables wereededvto notes receivables. There wa
other activity in the allowance in 2007. See Nddef@ a discussion of notes receivable from officetich were included as a componer
shareholders’ equity (deficit) in the accompanyiogsolidated financial statements.

Inventories. Inventories are stated at the lower of cost (finstfirst-out method) or net realizable value and consistgyally of food
beverage items, paper and supplies. Inventorie$0dd million at both December 30, 2007 and Decer3tter2006 were included as
component of “other current assets.”

Property and EquipmentProperty and equipment is stated at cost less adatwal depreciation. During 2007, 2006 and 200pitakzec
interest amounts were insignificant.

Provisions for depreciation are made usingsth&ght-line method over an asset’s estimatefulfife: 7-35 years for buildings; 35 year
for equipment; and in the case of leasehold imprmms and capital lease assets, the lesser ottmomic life of the asset or the lease |
(generally 320 years). During 2007, 2006 and 2005, depreciatimpense was approximately $6.1 million $5.9 milli@and $7.2 millior
respectively.

The Company evaluates property and equipnuenitfpairment on an annual basis (during the fourth
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AFC ENTERPRISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For Fiscal Years 2007, 2006 and 2005

guarter of each year) or when circumstances andiedting that a particular asset may be impaiFext. property and equipment at company-
operated restaurants, the Company performs itssuimpairment evaluation on a site-bige basis. The Company evaluates restaurants &
“two-year history of operating losses$ its primary indicator of potential impairmentad®d on the best information available, the Com
writes down an impaired restaurant to its estiméa@rdmarket value, which becomes its new costdaliie Company generally measures
estimated fair market value of a restaurant byatisting its estimated future cash flows. In additiorthen the Company decides to clo
restaurant, the restaurant is reviewed for impamtraad depreciable lives are egaluated. The impairment evaluation is based eregtimate
cash flows from continuing use through the expedisposal date and the expected terminal value.

Goodwill, Trademarks, and Other Intangible Assefsmounts assigned to goodwill arose from the alloraof reorganization value wh
the Company emerged from bankruptcy in 1992 anch fboisiness combinations accounted for by the psechaethod. Amounts assigne:
trademarks arose from the allocation of reorgaitinatalue when the Company emerged from bankruptc992. These assets are dee
indefinite-lived assets and are not amortized ifzarfcial reporting purposes.

The Company'’s finite-lived intangible assgdsrfarily re-acquired franchise rights) are ameadion a straighline basis over 10 to 20 ye
based on the remaining life of the original frasehagreement or lease agreement. Amortization egpsas approximately $0.8 million, $
million and $0.1 million for 2007, 2006 and 2008spectively. For each of the upcoming five yeastingted amortization expense is expe
to be approximately $0.7 million per year. The rerimy weighted average amortization period for éhassets is 13 years.

The Company evaluates goodwill and trademéoksmpairment on an annual basis (during the tougtiarter of each year) or m
frequently when circumstances arise indicating thatarticular asset may be impaired. The impairnesatuation for goodwill includes
comparison of the fair value of each of the Compamgporting units with their carrying value. The@r@panys reporting units are its busin
segments. Goodwill is allocated to each reportinig for purposes of this analysis. Goodwill asstaziawith bankruptcy reorganization valu
assigned to reporting units using a relative falue approach. Goodwill associated with a businesshination is allocated to the reporting
or a component of the reporting unit expected toefie from the synergies of the combination. Foodwill impairment testing purpos:
goodwill is assigned to the component of the ra@pgrunit associated with a business combinationaadmwo year period following tI
combination. After two years, goodW|II from a busss combination is allocated to the reportlng foriimpairment evaluation purposes.
fair value of each reporting unit is the amount idrich the reporting unit could be sold in a cutransaction between willing parties. -
Company estimates the fair value of its reportingsuusing a discounted cash flow model. The opggaissumptions used in the discou
cash flow model are generally consistent with #porting units past performance and with the projections andnaggons that are used in
Companys current operating plans. Such assumptions afjectub change as a result of changing economiccanapetitive conditions. If
reporting units carrying value exceeds its fair value, goodwilwrritten down to its implied fair value. The Compdollows a similar analys
for the evaluation of trademarks, but that analissjzerformed on a company-wide basis.

Debt Issuance Cost€osts incurred securing new debt facilities arétaiped and then amortized, utilizing a method tuaproximates tt
effective interest method. Absent a basis for deferral, debt amendment fees are expensed aséddcun the Companyg’ consolidate
statements of operations, the amortization of dsftance costs, any writdf of debt issuance costs when a debt facilitymisdified o
prematurely paid off, and debt amendment feesrataded as a component of “interest expense, net.”

Advertising Fund. The Company maintains a cooperative advertisingl ftlvat receives contributions from the Company &och its
franchisees, based upon a percentage of restasat@st as required by their franchise agreemehis.flind is used exclusively for market
of the Popeyes brand. The Company acts as an fagehe franchisees with regards to their contiidng to the fund.

In the Company’s consolidated financial staats, the advertising fund is accounted for in edaoece with SFAS No. 4%ccounting fo
Franchise Fee Reveni. Contributions received and expenses of the adirggtfund are excluded from the Compangbnsolidated stateme
of operations. The balance sheet components diutiet are consolidated by line item in the Compangonsolidated balance sheets witt
exception of (1) cash, which is restricted as t® aisd included as a component of “other currergta’sand (2) the net fund balance, whic
included in the Company’s consolidated balancetstesea component of “accounts payable.” The met halance was approximately
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AFC ENTERPRISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For Fiscal Years 2007, 2006 and 2005

$5.8 million at December 30, 2007 and $8.1 milli@ecember 31, 2006.

Amounts associated with the advertising furduded in our balance sheet at December 30, 200 Dacember 31, 2006 were as follows:

(in millions) 2007 200¢€
Accounts and notes receivable, $ 37 $ 37
Other current asse 11.£ 12.t

$ 15.1 $ 16.2
Accounts payabl $ 9.3 $ 81
Net fund balanc: 5.8 8.1

$ 15.1 $ 16.C

The Company’s contributions to the advertidingd are reflected in the Compasyonsolidated statements of operations as a coenpor
“restaurant employee, occupancy and other expén3éese contributions, and the Compamyother advertising costs, are expense
incurred. During 2007, 2006 and 2005, the Comparadvertising costs were approximately $3.5 milli#3.3 million and $3.2 milliol
respectively.

LeasesThe Company accounts for leases in accordanceSH&S No. 13Accounting for Leasesand other related authoritative guida
When determining the lease term, the Company iedwgption periods for which failure to renew thaske imposes economic penalty on
Company in such an amount that a renewal appetatise anception of the lease, to be reasonablyradsu’he primary economic penalt
associated with the loss of use of leasehold imgr@nts which might be impaired if the Company cksamt to exercise the renewal options.

The Company records rent expense for leasgstimtain scheduled rent increases on a stréighbasis over the lease term, including
option periods considered in the determinationhat tease term. Contingent rentals are generabigd@an sales levels in excess of stipu
amounts, and thus are not considered minimum leag@ents and are included in rent expense as tieya

Fair Value of Financial Instruments.At December 30, 2007 and December 31, 2006, thevéhile of the Compang’current assets &
current liabilities approximates carrying value &ese of the shoterm nature of these instruments. The Company \edig¢hat it is nc
practicable to estimate the fair value of its notxsivable, because there is no ready marketferaf these instruments. The counterparti
these notes are private business enterprises. dhg&hy believes the fair value of its credit faigB approximates its carrying value
management believes the floating rate interestodinel terms are commensurate with the credit ateddst rate risks involved. See Note 9 1
discussion of the fair value of the Company’s ieg¢rrate swap agreements.

Revenue Recognition — Sales by Company-Operateddreants. Revenues from the sale of food and beverage preduetrecognize
on a cash basis. The Company presents sales salegftax and other sales related taxes.

Revenue Recognition — Franchise OperationRevenues from franchising activities include depetent fees associated witt
franchisees planned development of a specified number ohoeahts within a defined geographic territory, flaise fees associated with
opening of new restaurants, and ongoing royaltg fekich are based on a percentage of restauras. $avelopment fees and franchise
are recorded as deferred franchise revenue wheivegtand are recognized as revenue when the rastawcovered by the fees are open
all material services or conditions relating to fees have been substantially performed or satisfiethe Company. The Company recogr
royalty revenues as earned. Franchise renewabfee®cognized when a renewal agreement beconezsiedf.

Other Revenuedther revenues are principally composed of rent@bine associated with properties leased or sulnldadeanchisees a
other fees associated with unit conversions. Rémtaime is recognized on the straight-line baser dhe lease term.

Cash Consideration from Vendor§he Company has entered into long-term beveragel\sagreements with certain major beverage
vendors. Pursuant to the terms of these arrangsnreatketing rebates are provided to the Compamy the beverage vendors based upon the
dollar volume of purchases for company-operatethueants. These incentives are recognized as eanteih accordance with Emerging
Issues Task Force Issue 02-18¢ccounting by a Customer (Including a Reseller) @ertain Consideration Received from a Venddrave
been classified as a reduction of Restaurant foedgrages and packaging expense in the Consoli8s¢einents of Operations.

Gains and Losses Associated With Unit Conversidagm time to time, AFC engages in transactions dnatcommonly referred to as t
conversions. Typically, these transactions invdive sale of a compamyperated restaurant to an existing or new franeh{ged, in limite
cases, the purchase of a restaurant from a fraehis

The Company defers gains on the sale of cogpperated restaurants when the Company has corginovolvement in the assets s
beyond the customary franchisor role. The Compaggrtginuing
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involvement generally includes seller financingtloe leasing of real estate to the franchisee. Pedegains are recognized over the remai
term of the continuing involvement. Losses are gaixed immediately.

There were no sales of company-operated mestesuin 2007. During 2006 and 2005, gains ancebsssociated with the sale of company-
operated restaurants were insignificant. During72@®06 and 2005, previously deferred gains of @gprately $0.2 million, $0.7 million at
$0.3 million, respectively, were recognized in in@as a component of “net gain on the sale of sisgetthe accompanying consolida
statements of operations.

Research and DevelopmenResearch and development costs are expensed asethcDuring 2007, 2006 and 2005, such costs
approximately $1.2 million, $1.1 million and $1.2llilon, respectively.

Foreign Currency TransactionsSubstantially all of the Company’s foreigourced revenues (principally royalties from insiona
franchisees) are recorded in U.S. dollars. The egage effects of any exchange gains or losses iatsbavith continuing operations
included in the accompanying consolidated statesnehbperations as a component of “general and ridirative expensesDuring 2007
2006 and 2005, net foreign currency gains and sossee insignificant.

Income TaxesThe Company accounts for income taxes in accordaitbeSFAS No. 109;Accounting for Income Taxes” (“SFAS 109"
Deferred tax assets and liabilities are recognioedhe future tax consequences attributable téedihces between the financial stater
carrying amounts of existing assets and liabilia@sl their respective tax bases and operating t@gstal loss and tax credit carryforwa
Deferred tax assets and liabilities are measuret) @nacted tax rates expected to apply to taxabtame in the years in which those tempa
differences are expected to be recovered or seffled effect on deferred tax assets and liabiliiEa change in tax rates is recognize
income in the period that includes the enactmetd.dghe Company provides a valuation allowanceregaleferred tax assets if, based ot
weight of available evidence, it is more likely thaot that some or all of the deferred tax assdtsot be realized.

Effective January 1, 2007, the Company adopt®8B Interpretation No. 48, “Accounting for Uncartty in Income Taxes” (“FIN 48™)ar
interpretation of SFAS 109. FIN 48 requires thabaition taken or expected to be taken in a taxmebe recognized in the financial statem
when it is more likely than not (i.e. a likelihoad more than fifty percent) that the position woldd sustained upon examination by
authorities. A recognized tax position is then nueed at the largest amount of benefit that is gretitan fifty percent likely of being realiz
upon settlement. FIN 48 also requires that chaimggsgigment that result in subsequent recognita@recognition or change in a measurer
of a tax position taken in a prior annual periottliiding any related interest and penalties) begeized as a discrete item in the interim pe
in which the change occurs. Prior to 2007, taxiliidds had been recorded when, in managensepitigment, it was not probable that
Company'’s tax position would ultimately be sustdine

The Company recognizes interest and penaltesied related to unrecognized tax benefits apoaents of its income tax provision.
See Note 18 for additional information regaglincome taxes.

Stock-Based Employee Compensatideffective December 26, 2005, the Company adoptedSSNo. 123(R),ShareBased Payme
(“SFAS 123R”), which requires the measurement aabgnition of compensation cost at fair value fibrsharebased payments, includi
stock options, restricted stock awards and restlishare units. The Company adopted SFAS 123R tissngnodified prospective transiti
method and, as a result, did not retroactively stdjesults from prior periods. Under this transitimethod, stoclbased compensation
recognized for: (1) expense related to the remgimoanvested portion of all stock awards granted prioDecember 26, 2005, based on
grant date fair value estimated in accordance thighoriginal provisions of SFAS No. 128¢counting for Stock-Based Compensa(ftBFAS
123") and the same straiglie attribution method used to determine the prona disclosures under SFAS 123; and (2) expeniatedeto al
stock awards granted on or subsequent to Decenth@0D5, based on the grant date fair value estiniat accordance with the provision:
SFAS 123R. The fair value of stock options withyosgrvice conditions is estimated using a BlackeBehoptionpricing model. The fair valt
of stock options with service and market conditimsalued utilizing a Monte Carlo simulation embed in a lattice model. The fair value
stockbased compensation is amortized on the gradedngeattribution method. The Company issues new shimecommon stock up
exercise of stock options. SFAS 123R requires tlen@any to estimate forfeitures in calculating theense relating to stodbase:
compensation rather than recognizing forfeiturethag
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occur. The adjustment to apply estimated forfeguoepreviously recognized stoblased compensation was considered immaterial asdc
was not classified as a cumulative effect of a gkean accounting principle.

The Company recorded $1.7 million ($1.1 millioet of tax), $3.4 million ($2.1 million net ofda and $2.9 million ($1.8 million net of ta
in total stock compensation expense during 200@862Md 2005, respectively.

Prior to fiscal 2006, the Company accountedstockbased compensation expense under the recognitdmmaasurement principles
Accounting Principles Board Opinion No. 25, Accangtfor Stock Issued to Employees (“APB 258nd related interpretations and ado
the disclosure-only provisions of SFAS 123 as & thir value based method had been applied in miegstompensation expense.

The following table illustrates the effect nat income and net income per share as if we hpliedpthe fair value recognition provisions
SFAS 123 to stock-based compensation for 2005:

(in millions, except per share amour 200¢
Net income as reporte $ 149.¢
Total stocl-based employee compensation expense determinedfairdealue method for all awards, net of relatex effects (1.2
Pro forma net incom $ 148.

Basic earnings p share

As reportec 5.14
Pro forma 5.1C
Diluted earnings per share(

As reportec 5.14
Pro forma 5.1C

»

»

(a) Due to the Compar's loss before discontinued operations and accaymtiinge in 2005, the dilutive effect of stock ops wer
excluded from the denominator for the Comy’s diluted earnings per share computat

Quantification of Misstatementsin September 2006, the Securities and Exchange Gssion (SEC) issued Staff Accounting Bulle
No. 108 “SAB No. 108"), Considering the Effects of Prior Year Misstatemamken Quantifying Misstatements in Current YearaRiial
Statementsvhich provides guidance on the consideration ofeffiects of prior year misstatements in quantifyngrent year misstatements
the purpose of materiality. SAB No. 108 is effeetfor fiscal years ending after November 15, 200& adoption of SAB No. 108 did not hi
a material impact on the Company’s consolidatedrfaial statements.

Note — 3 Recent Accounting Pronouncements That tHeompany Has Not Yet Adopted

In September 2006, the FASB issued Statemé&mimancial Standards No. 15Fair Value Measurement§'SFAS 1577). SFAS 15
establishes a framework for measuring fair valu&&AP, and expands disclosures about fair valuesoreanents. SFAS 157 is effective
fiscal years beginning after November 15, 2007. &gement has not completed its evaluation of theagnhpf adoption of SFAS 157 on
financial statements, but currently believes thpdnt of the adoption of SFAS 157 will not requiraterial modification of the Comparsy/fait
value measurements and will be substantially lichiteexpanded disclosures in the notes to the Coypaonsolidated financial statements.

In February 2007, the FASB issued SFAS No, T3® Fair Value Option for Financial Assets and Hingl Liabilities (“SFAS 159).
SFAS 159 provides companies with an option to repelected financial assets and financial lialeiitat fair value with changes in the
value recognized in earnings. The statensenbjective is to mitigate volatility in reportedreings caused by measuring related asset
liabilities differently without applying complex Hge accounting provisions. SFAS 159 is effective fiscal years beginning afi
November 15, 2007. Management is reviewing the ipiows of SFAS 159. It is unlikely that managemeiit elect the fair value reportir
option of SFAS 159 for any of the Company’s aseeibilities.
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Note — 4 Other Current Assets

(in millions) 2007 2006
Restricted cas $ 9.3 $ 10t
Other current assets of the advertising f 2.1 2.2
Prepaid insuranc 1.7 1.1
Deferred tax asse 1.¢ —
Prepaid expenses and other current a: 1.€ 1.8
$ 16.¢ $ 15.¢

At December 30, 2007, all of the $9.3 milliofi restricted cash related to the cooperative atbieyg fund. At December 31, 20!
$10.3 million of the restricted cash related todbeperative advertising fund, and $0.2 millioratet! to state escrow accounts.

Note — 5 Property and Equipment, Net

(in millions) 2007 2006
Land $ 4t $ 4.€
Buildings and improvemen 36.¢ 32.t
Equipment 28.7 27.C
Properties held for sale and otl 0.1 0.1
70.2 64.2
Less accumulated depreciation and amortizz (27.8) (24.9)
$ 42/ $ 39.¢

At December 30, 2007 and December 31, 2006pasty and equipment, net included capital leasetaswith a gross book value
$1.9 million and $1.0 million, respectively, andcamulated amortization of $0.6 million and $0.5lioil, respectively. As of December
2007, property and equipment with a net book valu®0.1 million were temporarily idled due to thévarse effects of Hurricane Katrina. -
Company continues to depreciate these assets.

Note — 6 Trademarks and Other Intangible Assets, Ne

(in millions) 2007 2006
Non-amortizable intangible asse
Trademarks $ 42« $ 42«
Other 0.€ 0.€
42.¢€ 42.¢€
Amortizable intangible asset
Re-acquired franchise righ 10.7 10.7
Accumulated amortizatio (1.7) (0.9)
9.C 9.8
$ 5l¢ $ 52/
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Note — 7 Other Long-Term Assets, Net

(in millions) 2007 2006
Non-current notes receivable, r $ 11.¢€ $ 12.cC
Debt issuance costs, r 1.7 2.1
Interest rate swap agreeme 0.2 1.€
Other 0.€ 0.8
$ 14.1 $ 16.F

Note — 8 Other Current Liabilities

(in millions) 2007 200¢€
Accrued wages, bonuses and severa $ 1¢ $ 23
Accrued income taxes payable and income tax res 6.2 4.t
Accrued interes 2.2 0.1
Other 4.€ 4.C

$ 14c¢ $ 10.<

Note — 9 Long-Term Debt and Other Borrowings

(in millions) 2007 200¢€
2005 Credit Facility
Revolving credit facility $ 5.C $  —
Term loan 123.1 130.(
Capital lease obligatior 1.€ 0.8
Other note: 3.1 3.2
132.¢ 134.(
Less current portio (14.0 (1.9
$ 118.¢ $ 132.¢

2005 Credit Facility.On May 11, 2005, and as amended April 14, 20064grd 27, 2007, the Company entered into a banklitfacility
(the “2005 Credit Facility”) with J.P. Morgan ChaBank and certain other lenders, which consists $0.0 million, fiveyear revolving cred
facility and a six-year $190.0 million term loan.

The revolving credit facility and term loandbenterest based upon alternative indices (LIBE&&jeral Funds Effective Rate, Prime Rate
a Base CD rate) plus an applicable margin as spddifi the facility. The margins on the revolvingedit facility may fluctuate because
changes in certain financial leverage ratios aed@bmpanys compliance with applicable covenants of the 208&dit Facility. The Compa
also pays a quarterly commitment fee of 0.125%henunused portions of the revolving credit facilids of December 30, 2007, the Comp
had loans outstanding under its revolving creditlitt totaling $5.0 million. Under the terms ofehevolving credit facility, the Company n
obtain other shorterm borrowings of up to $10.0 million and letterfscredit up to $25.0 million. Collectively, thes¢her borrowings ar
letters of credit may not exceed the amount of eadusorrowings under the 2005 Credit Facility. AdDafcember 30, 2007, the Company
$2.2 million of outstanding letters of credit. Aladility for shortterm borrowings and letters of credit under theoheing credit facility wa
$52.8 million.

At the closing of the 2005 Credit Facilityet@ompany drew the entire $190.0 million term laad applied approximately $57.4 millior
the proceeds to pay off its 2002 Credit Facilitypty fees associated with that facility, and tp gasing costs associated with the new fac
The remaining proceeds were used to fund a podfishe Company’s special cash dividend (Note 12) fan general corporate purposes.

The 2005 Credit Facility is secured by a fpgbrity security interest in substantially all thie
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Companys assets. The 2005 Credit Facility contains finglnahd other covenants, including covenants reggithe Company to maint:
various financial ratios, limiting its ability tan¢cur additional indebtedness, restricting the amaofitapital expenditures that may be incur
restricting the payment of cash dividends, andtimgithe amount of debt which can be loaned toGbepanys franchisees or guaranteec
their behalf. This facility also limits the Compasyability to engage in mergers or acquisitiond, s&tain assets, repurchase its stock and
into certain lease transactions. The 2005 CredilliBaincludes customary events of default, indhg] but not limited to, the failure to pay ¢
interest, principal or fees when due, the failuseperform certain covenant agreements, inaccuratialse representations or warrani
insolvency or bankruptcy, change of control, theustence of certain ERISA events and judgment defau

In addition to the scheduled payments of ppiaicon the term loan, at the end of each fiscalryéhe Company is subject to manda
prepayments in those situations when consolidatesth dlows for the year, as defined pursuant totéhes of the facility, exceed specif
amounts. Whenever any prepayment is made, subsegqakeduled payments of principal are ratably redud-or fiscal year 2007, {
Company was subject to a mandatory prepaymentprbapnately $7.7 million, which is recorded as anpmnent of current debt maturities
the Consolidated Balance Sheet as of DecembelO8G, Zhere was no mandatory prepayment due faalfisgar 2006.

As of December 30, 2007, the Company was impt@nce with the financial and other covenantsthaf 2005 Credit Facility. As
December 30, 2007, the Company’s weighted averageest rate for all outstanding indebtedness utideP005 Credit Facility was 6.5%.

2005 Interest Rate Swap Agreementsffective May 12, 2005, the Company entered int@ twterest rate swap agreements wi
combined notional amount of $130.0 million. EffeetiDecember 29, 2006, the Company reduced the natmmounts of the combin
agreements to $110.0 million. The agreements text@ion June 30, 2008, or sooner under certaindimitrcumstances. The effective por
of the gain associated with the termination of $28.0 million notional amount, approximately $0.8lion, will be amortized into intere
expense over the remaining life of the hedge. Runtsto these agreements, the Company pays a ftedf interest and receives a floating
of interest. The effect of the agreements is tatlthre interest rate exposure on a portion of th@s2Credit Facility to a fixed rate of 6.4%. |
interest expense (income) associated with these=agrnts was approximately $(1.5) million, $(1.3liovi and $0.4 million for 2007, 2006 a
2005, respectively. These agreements are accofmtexs an effective cash flow hedge. The fair vabfieghese agreements is recorded
component of “other long term assets, rettl was approximately $0.2 million and $1.6 millias of December 30, 2007 and Decembe
2006, respectively. The changes in fair value acegnized in accumulated other comprehensive indortiee Consolidated Balance Sheets.

Future Debt Maturities.At December 30, 2007, aggregate future debt masyriexcluding capital lease obligations, wereodisws:

(in millions)

2008 $ 14.cC
2009 14
2010 29.1
2011 84.:2
2012 0.2
Thereaftel 2.2

$ 131.0

Note — 10 Leases
The Company leases property and equipmentiased with its (1) corporate facilities; (2) conmysoperated restaurants; (3) certain for

companyeperated restaurants that are now operated by Hisees and the property subleased to the franch@®k (4) certain form
company-operated restaurants that are now subléasethird party.
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At December 30, 2007, future minimum paymemtser capital and non-cancelable operating leases as follows:

Capital Operating
(in millions) Leases Leases
2008 $ 0.2 $ 64
2009 0.2 6.C
2010 0.2 5.3
2011 0.2 5.C
2012 0.2 4.1
Thereaftel 3.8 85.¢€
Future minimum lease paymel 4.8 $ 112.¢
Less amounts representing interest on continuirgations (3.2
$ 1€

During 2007, 2006 and 2005, rental expensecéottinuing operations was approximately $6.8 wnil)i $6.8 million, and $7.6 millio
respectively, including percentage rentals of $fillion, $0.2 million, and $0.2 million, respectiye At December 30, 2007, the implicit rate
interest on capital leases ranged from 8.1% to%21.5

The Company leases certain restaurant pregeend subleases other restaurant properties nohisees. At December 30, 2007,
aggregate gross book value and the net book vdlwevoed properties that were leased to franchisegs approximately $3.6 million a
$2.8 million, respectively. During 2007, 2006 an@d03, rental income from these leases and subleaassapproximately $4.5 millic
$5.2 million, and $5.6 million, respectively. At Bember 30, 2007, future minimum rental income &ssed with these leases and suble:
are approximately $3.7 million in 2008, $3.1 mitlim 2009, $2.1 million in 2010, $1.7 million in 20, $1.3 million in 2012 and $6.5 milli
thereafter.

Note — 11 Deferred Credits and Other Long-Term Lialilities

(in millions) 2007 200¢€
Deferred franchise revenu $ b5E $ 6.1
Deferred income taxe 2.¢ 5.7
Deferred gains on unit conversic 3.2 BE
Deferred rental 4.4 3.8
Above-market rent obligation 2.¢ 3.2
Liability insurance reserve 1kt 1.7
Other 1.1 1.€

$ 21t $ 25.¢

Note — 12 Common Stock

Share Repurchase Prograntffective July 22, 2002 and as subsequently ameradet expanded, the Compasyboard of directo
approved a share repurchase program of up to $068i6n. The program, which is opesmnded, allows the Company to repurchase sha
the Companys common stock from time to time. During 2007 a@0& the Company repurchased and retired 2,49&680L,486,714 shai
of common stock for approximately $39.4 million &20D.3 million, respectively, under this program.

From December 31, 2007 through February 28982@he last trading date in the Compangecond period for 2008), the Comg

repurchased and retired an additional 164,730 shafreommon stock for approximately $1.6 millions Af February 22, 2008, the remair
value of shares that may be
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repurchased under the program was $56.4 millionsiRunt to the terms of the Compas 2005 Credit Facility, the Company is subject
repurchase limit of approximately $36.5 million the remainder of fiscal 2008.

Pursuant to the share repurchase prograngdhgany entered into an accelerated stock repuecdm@eement on March 12, 2008 with a
financial institution to repurchase $15 milliona@mmon stock. Under the agreement, the financsitirion will borrow and deliver to the
Company on March 13, 2008, approximately 2 miléhrares of common stock, and upon completion ofrtivesaction, there will be an
adjustment so that the Company will receive inlti®b million of shares, based on a volume weiglatesrage price for the common stock
during a stated period, minus an agreed discourd.dJompany may continue to undertake additionalngases of its common stock in the
open market, either before or after completiorhefaccelerated stock repurchase transaction.

Dividends.On May 11, 2005, the CompamsyBoard of Directors declared a special cash dinddef $12.00 per common share.
dividend, which totaled $352.9 million, was paid &ume 3, 2005 to the common shareholders of reabtlle close of business on May
2005. The Company funded the dividend with a partbthe net proceeds from the sale of Chus@rid a portion of the net proceeds fron
2005 Credit Facility. For financial reporting puges, this dividend was charged to the Compaagtumulated deficit. During 2007 and 2!
the Company paid dividends of approximately $0.llioni associated with vested restricted share asva#éd of December 30, 2007 accr
dividends associated with unvested restricted sinasrds were approximately $0.7 million.

Note — 13 Stock Option Plans

The 1996 Nonqualified Performance Stock Option Plan April 1996, the Company created the 1996 Nonifjedl Performance Sto
Option Plan. This plan authorized the issuanceptibas to purchase approximately 1.6 million sharethe Company common stock. As
November 13, 2002, the Company no longer grant®mptirom this plan. The options outstanding aDetember 30, 2007 allow cert
employees of the Company to purchase less thamillian shares of common stock. Vesting was bagsahithe Company achieving anr
levels of earnings before interest, taxes, deptieciaand amortization over fiscal year periods bagig with fiscal year 1996 through 19
From 1999 through 2001, vesting was based on eggnifinot exercised, the options expire ten y&ars the date of issuance. Under this
compensation expense was recorded over the sererl.

The 1996 Nonqualified Stock Option Plarin April 1996, the Company created the 1996 Norifjedl Stock Option Plan. This pl
authorized the issuance of approximately 4.1 nmillaptions. As of November 13, 2002, the Companyonger grants options from this pl
The options currently granted and outstanding aBedember 30, 2007 allow certain employees of the@ny to purchase approxima
0.1 million shares of common stock. All of the datgling options were fully vested as of December2B07.

The 2002 Incentive Stock Plarin February 2002, the Company created the 200ntivee Stock Plan. This plan authorized the issuaof
4.5 million shares of the Company’s common stock.glants have been at prices which approximatefdiremarket value of the Compay’
common stock at the date of grant. The optionseatly granted and outstanding as of December 3Q7 20low certain employees of -
Company to purchase approximately 0.1 million skafecommon stock (which vest at 25% per year) @ddnillion shares of common stc
(which vest at 33.3% per year). If not exercisée, dptions expire seven years from the date ohisse1 As of May 25, 2006, the Compan)
longer grants options under this plan.

The 2006 Incentive Stock Plarin May 2006, the Company created the 2006 Inceriteek Plan. The plan authorizes the issuan
approximately 3.3 million shares of the Compangbmmon stock. The plan replaces the existing 2066@ntive Stock Plan and no furt
grants will be made under the 2002 Incentive Selek. The 2006 Incentive Stock Plan did not inazg¢ae number of shares of stock avalil
for grant under the 2002 Incentive Stock Plan. @siand other awards such as restricted stockk sjmreciation rights, stock grants,
stock unit grants under the plan generally mayraatgd to any of the Company’s employees and ngplasree directors.

During 2007, the Company made two 0.2 millagrtion grants under this plan. The first 0.2 millioption grant vests at 25% per year.
second 0.2 million option grant vests at 25% pexr ymit are exercisable provided that certain perémrce criteria with regard to the Company’
common stock price are met within five years of ¢inant date. A third of the options are exercisabtbe Companys common stock pri
maintains an average of $20.00 per share for twentgecutive trading days, a third of the optioresexercisable if the Comparsytommo
stock price maintains an average of $25.00 peresfartwenty consecutive trading days, and a tirdhe options are exercisable if
Companys common stock price maintains an average of $3ped0share for twenty consecutive trading daysolf exercised, the optic
under both grants expire seven years from theafdssuance.

Modifications to outstanding award€uring 2005, in connection with the declaratiortieé special cash dividend discussed at Note 1
Company’s Board of Directors approved adjustmemwtsotitstanding options under the Compangmployee stock option plans. -
modifications adjusted the
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exercise price and the number of shares assoaidteecach employeeg’outstanding stock options to preserve the valukeooptions after tt
special cash dividend. The Company did not recagaizharge as a result of the modifications bectesitrinsic value of the awards and
ratio of the exercise price to the market valuegbare for each award did not change.

A Summary of Stock Option Plan ActivityThe table below summarizes the activity within thempanys stock option plans for t
52 week period ended December 30, 2007.

Weighted
Average
Remaining Aggregat
Weighted Contractue Intrinsic
Average Term Value
(shares in thousand Shares Exercise Pric (years) (millions)
Stock options
Outstanding at beginning of ye 797 $ 11.1¢
Granted option 40C 12.81
Exercised option (340) 9.62
Modification to award: — —
Cancelled option (93 11.8¢
QOutstanding at end of ye 764 $ 12.62 6.3 $ —
Exercisable at end of ye 29C $ 12.6% 2.3 $ —
Shares available for future grants under the pdaesd of yea 2,772

The aggregate intrinsic value in the abovéetabpresents the total pre-tax intrinsic values (tifference between the Compamnylosing
stock price on the last trading date of 2007 amdetkercise price, multiplied by the number of opgjp The amount of aggregate intrinsic v.
will change based on the fair market value of then@any’s common stock.

The Company recognized approximately $0.7iomi)I$1.2 million, and $0.5 million in stock basssimpensation expense associated wi
stock option grants during 2007, 2006 and 2005peetsvely. As of December 30, 2007, there was apprately $2.4 million of tot:
unrecognized compensation costs related to unvestexdk options which are expected to be recognmezt a weighted average perioc
approximately 2.4 years.

The weightedrverage grant date fair value of awards grantethgl2007 and 2005 was $5.96 and $8.89, respectilidlg total intrinsi
value of stock options exercised during 2007, 2806 2005 was $3.2 million, $6.6 million, and $3t#lion, respectively.

During 2007 and 2005, the fair value of eapliam with only service conditions was estimatedtloa date of grant using a Bla8chole
optionpricing model. The fair value of each option wigngce and market conditions was estimated on #te df grant using a Monte Ce
simulation embedded in a lattice model. The falugaf stockbased compensation is amortized on the gradechgestiribution method. TI
following weighted-average assumptions were usethigrants:

2007 2007 2005

Monte Black- Black-

Carlo Scholes Schole:
Approximate ris-free interest rate percenta 4.2% 4.2% 3.8%
Expected dividend yield percenta 0.C% 0.C% 0.C%
Expected lives (in year: 6. 2t 7.C 4.C
Expected volatility percentag 42.(% 41.% 61.4%

There were no options granted in 2006.

F-17




Table of Contents

AFC ENTERPRISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For Fiscal Years 2007, 2006 and 2005

The following table summarizes the non-vestdk option activity for the 52 week period endistember 30, 2007:

Weighted
Average
Grant Dat

(shares in thousand Shares Value
Non-vested stock options outstanding at beginning abpe 297 $ b5.5E
Grantec 40C 5.9¢
Vested (139 5.41
Forfeited (89) 6.0€
Non-vested stock options outstanding at end of pe 474 $ 5.84

Restricted Share Award

The Company has granted 244,372 restricteceshaursuant to the 2002 Incentive Stock Plan. &lae@grds are amortized as expense
graded-vesting basis. The Company recognized appately $0.6 million, $2.0 million, and $2.4 milligpin stockbased compensation expe
associated with these awards during 2007, 2006 28@%, respectively. During the vesting period, peits of the shares are entitlec
dividends on such shares, provided that such slaaeenot forfeited. Dividends are accumulated aaid put at the end of the vesting per
The Company paid dividends of approximately $0.llioni associated with vested awards during botbalisrear 2007 and fiscal year 2C
The following table summarizes the restricted slaavards activity for the 52 week period ended Dduem30, 2007:

Weighted
Average

Grant
Date Fair

(share awards in thousant Shares Value

Non-vested restricted share awar

Outstanding beginning of ye 16€ $ 21.0(
Grantec 10C 15.5¢
Vested (118) 19.2¢
Cancellec (36) 21.0¢
Outstanding end of ye: 114 $ 17.5:

The weighted-average grant date fair valuestricted share awards granted during 2006 anfl 2@@ $13.45 and $24.61, respectively.

As of December 30, 2007, there was approxitp&@.4 million of total unrecognized compensatawst related to nonvested restricted s
awards which are expected to be recognized overighted-average period of approximately 0.8 years.

Restricted Share Unit

The Company has granted 45,745 restricteckstads (RSUs) to members of its board of direcfoussuant to the 2006 Incentive St
Plan. Vested RSUs are convertible into shareseo0bmpanys common stock on a 1:1 basis at such time thetdir@o longer serves on -
board of the Company. The Company recognized $@lbmand $0.2 million in stock based compensatexpense associated with th
awards during the 2007 and 2006, respectively. ADecember 30, 2007, there was approximately $0lm of total unrecognize
compensation cost related to nonvested RSUs, whiekpected to be recognized over a weighted-aeguagod of approximately 0.4 years.
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Weighted
Average

Grant
Date Fair

(share awards in thousant Units Value

Non-vested restricted stock uni

Outstanding beginning of ye 26 $ 15.2¢
Grantec 20 19.7¢
Vested (8) 15.71
Cancellec (D 19.7¢
Outstanding end of ye: 37 $ 17.4¢

The weightedverage grant date fair value of restricted sharts granted during 2006 was $15.25. There noicéstl share unit grants
2005.

Note — 14 401(k) Savings Plan

The Company maintains a qualified retiremdan §“Plan”) under Section 401(k) of the Internal Revenue Cddik986, as amended, for-
benefit of employees meeting certain eligibilitguegements as outlined in the Plan document. AlinBany employees are subject to the ¢
contribution and vesting schedules. Under the Ploom-highly compensated employees may contribute up 8®9% of their eligibl
compensation to the Plan on a pe-basis up to statutory limitations. Highly compated employees are limited to 5.0% of their blg
compensation beginning in 2007 (increasing fromid®006). The Company may make both voluntary aatthing contributions to the Pl
The Company expensed approximately $0.3 million,2$fillion, and $0.2 million, during 2007, 2006 ar05, respectively, for i
contributions to the Plan.

Note — 15 Commitments and Contingencies

Supply ContractsSupplies are generally provided to Popeyes fraadhisid compangperated restaurants, pursuant to supply agree
negotiated by Supply Management Services, Inc. 83Ma not-forprofit purchasing cooperative. The Company, itsxétasees and tl
owners of Cinnabon bakeries hold membership inteiasSMS in proportion to the number of restausahey own. At December 30, 2007,
Company held one of SM§’seven board seats. The operations of SMS aréndaoided in the consolidated financial statememntd the
investment is accounted for using the cost method.

The principal raw material for a Popeyes nastat operation is fresh chicken. Compaperated and franchised restaurants purchas¢
chicken from suppliers who service AFC and its ¢tasees from various plant locations. These cagtsignificantly affected by increase:
the cost of fresh chicken, which can result fromuanber of factors, including increases in the oégrain, disease, declining market suppl
fast-food sized chickens and other factors thacaffvailability.

In order to ensure favorable pricing for fresticken purchases and to maintain an adequatdysopfsesh chicken for the Company anc
Popeyes franchisees, SMS has entered into purdudeacts with chicken suppliers. The contractsciwipertain to the vast majority of -
Company’s system-wide purchases for Popeyes am-fitos” contracts that utilize prices based upon the cbfgenl grains plus certain agre
upon nonfeed and processing costs. These contracts ingloldene purchase commitments that are adjustaliteeatlection of SMS (which
done in consultation with and under the directibthe Company and its Popeyes franchisees). Ivengyear, that yeas’commitment may |
adjusted by up to 10%, if notice is given withiresified time frames; and the commitment levelsfidure years may be adjusted base
revised estimates of need, whether due to resttapmamings and closings, changes in S$®@embership, changes in the business, or ch
in general economic conditions.

The estimated minimum level of purchases utldese contracts is $182.0 million for 2008 and%Z8nillion for 2009. AFC has agreec
indemnify SMS for any shortfall between actual fases by the Popeyes system and the annual puiras@tments entered into by SMS
behalf of the Popeyes restaurant system. The inifieation has not been recorded as an obligatiothen Companys balance sheets. 1
Company does not expect any material loss to résult the indemnification because it does

F-19




Table of Contents

AFC ENTERPRISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For Fiscal Years 2007, 2006 and 2005

not believe that performance, on its part, willrbguired.

The Company has entered into Idagn beverage supply agreements with certain ntsgeerage vendors. Pursuant to the terms of
arrangements, marketing rebates are provided t€tmpany and its franchisees from the beverageorsrhsed upon the dollar volume
purchases for compargperated restaurants and franchised restaurasfgeatvely, which will vary according to their dengafor beverac
syrup and fluctuations in the market rates for bage syrup.

Formula and Supply Agreements with Former OwneFhe Company has a formula licensing agreement aittn C. Copeland, th
founder of Popeyes and the present primary ownebDieérsified Foods and Seasonings, Inc. (“Diveesif). Under this agreement, 1
Company has the worldwide exclusive rights to tlepdyes fried chicken recipe and certain other iigrés used in Popeyes products.
agreement provides that the Company pay Mr. Copedgproximately $3.1 million annually until MarcB29. During each of 2007, 2006
2005, the Company expensed approximately $3.1anillinder this agreement. The Company also has @lysagreement with Diversifie
through which the Company purchases certain priggyiespices and other products made exclusivelRibgrsified.

King Features AgreementsThe Company has several agreements with the KimguFes Syndicate Division (“King Featuresf) Hears
Holdings, Inc. under which they have the non-exgkidicense to use the image and likeness of thoaa character “Popeyei the Unitet
States. Popeyes locations outside the United States the non-exclusive use of the image and likzioé the cartoon character “Popeyeit
certain companion characters. The Company is diligio pay King Features a royalty of approximatily0 million annually, as adjusted
fluctuations in the Consumer Price Index, plus tiygrercent of the Comparg/gross revenues from the sale of products outditiee Popeye
restaurant system, if any. These agreements extemagh June 30, 2010.

During 2007, 2006 and 2005, payments madeing Keatures were $1.0 million; $1.0 million, antlGmillion, respectively. A portion
these payments was made from the Popeyes coopgeaatiertising fund (Note 2) and the remainder lgyGobmpany.

Business Process Servicdsertain accounting and information technology sssiare provided to the Company under an agreemwith
Convergys Corporation which expires April 30, 2089.December 30, 2007, future minimum payments urlkis contract are $1.3 million
2008, and $0.4 million in 2009. During 2007, 200®l 2005, the Company expensed $1.4 million, $118amj and $2.1 million, respective
under this agreement.

Information Technology Outsourcing.Certain information technology services are prodide the Company under an Informa
Technology Services Agreement with IBM which expil@ecember 28, 2008. At December 30, 2007, futurenmum payments under tl
contract are $1.8 million in 2008. During 2007, 8&thd 2005, the Company expensed $2.0 million, $2l#bn, and $7.3 million, respective
under this agreement.

Employment Agreement#s of December 30, 2007, the Company had employmgr@ements with 3 senior executives which profad
annual base salaries ranging from $280,000 to $650,subject to annual adjustment by the Board ioédiors, an annual incentive bor
fringe benefits, participation in Compasponsored benefit plans and such other compensadionay be approved by the Board of Direc
The terms of the agreements end in 2008, unledigretarminated or otherwise renewed pursuant &tédrms thereof and are automatic
extended for successive opear periods following the expiration of each teumess notice is given by the Company or the exesurtot tc
renew. Pursuant to the terms of the agreemergsyployment is terminated without cause or if writtetice not to renew employment is gi
by the Company, the terminated executive wouldeiriatn cases be entitled to, among other things,asrtwo times his annual base salar
applicable, and one or two times the bonus payasi@pplicable, to the individual for the fiscahyén which such termination occurs. Un
the agreements, upon a change of control of thepaagnand a significant reduction in the execuuw&sponsibilities or duties, the execu
may terminate employment and would be entitledeteive the same severance pay the executive wawe ireceived had the executise’
employment been terminated without cause.

AFC Loan Guarantee Programsin March 1999, the Company implemented a programadsist qualified current and prospec
franchisees in obtaining the financing needed tochpase or develop franchised restaurants at cotiveetiates. Under the program,
Company guarantees up to 20% of the loan amourdrtb& maximum aggregate liability for the entirelpof $1.0 million. For loans with
the pool, the Company assumes a first loss risik thiet maximum liability for the pool has been read. Such
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guarantees typically extend for a thrgear period. At December 30, 2007, approximatelys $0illion was borrowed under this program
which the Company was contingently liable for apjmately $0.1 million in the event of default.

In November 2002, the Company implementedcars# loan guarantee program to provide qualifiati¢hisees with financing to fund n
construction, rémaging and facility upgrades. Under the progrém, Company assumes a first loss risk on the partégd to 10% of the su
of the original funded principal balances of albgram loans. At December 30, 2007, approximately $6illion was borrowed under tl
program, of which the Company was contingentlylédior approximately $0.1 million in the event a#fdult. During 2004, the rizraging an
facility upgrade portions of this program were calted.

The loan guarantees under both these proghane not been recorded as an obligation in the @ogip consolidated balance sheets.
Company does not expect any material loss to résuit these guarantees because it does not behavany indemnity under this agreen
will be necessary.

Litigation. The Company was previously involved in several laitgsarising from its announcements on March 2938nd April 22, 20C
indicating that it would restate certain previousgued financial statements including a derivataxgsuit filed by plaintiffs claiming to t
acting on behalf of AFC and certain Section 10¢ &ection 11 securities litigation. During the@®t quarter of 2005, the Company se
these lawsuits and recognized $21.8 million of gharrelated to shareholder litigation, including $1million associated with the jo
settlement agreements.

On April 30, 2003, the Company received aroiimfal, nonpublic inquiry from the staff of the SE€guesting voluntary production
documents and other information. The requestsidouments and information, to which we have respdnckelate primarily to the Compansy’
announcement on March 24, 2003 indicating it waektate its financial statements for fiscal yead22@nd the first three quarters of 2002
December 14, 2004, the SEC issued an order auithg@zformal investigation with respect to thesdtara. The Company has cooperated
the SEC in these inquiries.

The Company is involved in legal matters agiaaertain of its former insurers related to dioestand officers liability insurance policies,
constituting a gain contingency. The Company ishls&o predict the outcome of these matters. InteSeper 2007, a federal court in Atlanta
returned a favorable decision in a lawsuit by tlien@any against its former insurance carrier thavipled primary liability coverage for our
directors and officers. The Company was awardedilion in damages (representing the full limitsliability of the policy) and
approximately $4 million in pre-judgment intereafter payment of settlement amounts to the coumieigs to the above referenced Joint
Settlement Agreements, legal expenses and fee€dimpany expects to receive net proceeds of $9millidn; however, the decision may be
appealed, and therefore the timing of the Comparggcsipt of payment, if any, is uncertain. Givea thherent risks and uncertainties in
litigation, the Company has not recognized any iineaelated to this matter at this time. During 2086@ Company settled one claim against a
former insurer relating to these matters for thelifimits of the policy in the amount of $5,000,008fter payments to the counterparties
described above and attorney fees and expensdSpthpany received approximately $0.9 million. Sgedtion related costs (proceeds) in
Note 16 to our Consolidated Financial Stateme

The Company is a defendant in various legat@edings arising in the ordinary course of businesluding claims resulting fronslip anc
fall” accidents, employmernrelated claims, claims from guests or employeesgall iliness, injury or other food quality, heatthoperation:
concerns and claims related to franchise mattdre. Jompany has established adequate reservesvid@for the defense and settlemer
such matters. The Company’s management believesullimate resolution will not have a material adse effect on the Companyfinancia
condition or its results of operations.

Insurance Programs.The Company carries property, general liabilitysibess interruption, crime, directors and officdiedbility,
employment practices liability, environmental andrkers’ compensation insurance policies which it believesaustomary for businesses
its size and type. Pursuant to the terms of thhiaimdhise agreements, the Companfyanchisees are also required to maintain cetygies an
levels of insurance coverage, including commergaheral liability insurance, workergompensation insurance, all risk property
automobile insurance.

The Company has established reserves wittece$p the programs described above based on timeassd total losses the Company
experience. At December 30, 2007, the Compamysurance reserves of approximately $1.9 milik@re partially collateralized by letters
credit and/or cash deposits of $2.2 million.

Environmental Matters.The Company is subject to various federal, staté lanal laws regulating the discharge of pollutaint® the
environment. The Company believes that it condutsfsoperations in substantial compliance with aggiie environmental laws &
regulations. Certain of the Company’s current atherly owned and/or leased properties (includiegain Churchs locations) are known
suspected to have been used by prior owners oatmpsras retail gas stations, and a few of thespepties may have been used for ¢
environmentally sensitive purposes. Certain of éhgoperties previously contained underground geitanks (“USTs”)and some of the
properties may currently contain abandoned USTis.dossible that petroleum products and otherasointants may have been released at
properties into the soil or groundwater. Under agle federal and state environmental laws, then@my, as the current or former owne
operator of these sites, may be jointly and seleral
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liable for the costs of investigation and remediatof any such contamination, as well as any ogmeironmental conditions at its proper
that are unrelated to USTs. The Company has oltditirance coverage that it believes is adequatmver any potential environmer
remediation liabilities.

Foreign Operations.The Companys international operations are limited to franalgsiactivities. During 2007, 2006 and 2005, ¢
operations represented approximately 9.2%, 8.8% 8a2%, of total franchise revenues, respectivatyg approximately 4.5%, 4.7%, and 4
of total revenues, respectively. At December 3@72Gpproximately $0.8 million of the Compasyaccounts receivable were related to
international franchise operations.

Significant Franchisee.During 2007, 2006 and 2005, one domestic franchésm®unted for approximately 10.5%, 11.0%, and %]
respectively of the Company’s royalty revenues.

Geographic ConcentrationgOf AFC’s domestic compangperated and franchised restaurants, the majaetyogated in the southern ¢
southwestern United States. The Companyiternational franchisees operate in Korea, led Canada, Mexico and various coun
throughout Central America, Asia and Europe.

The Company had 104, 116 and 154 franchisstdueants in Korea as of December 30, 2007, DeceBihe2006 and December 25, 2(
respectively. The decline in the number of Koreastaurants was primarily due to weaker performdnycthe Company master franchisee
that country. The Company agreed to abate theeeB%s royalty due to be paid to it by that franchiéer the last two quarters of 2005 an
abate ondhird of the royalties to be paid to the Companyediy during the first two quarters of 2006. Thenditional relief totale
$0.7 million in 2005 and $0.2 million in the firgalf of 2006. During 2007, 2006 and 2005, totah@tsise revenues related to the Company’
Korean operations, net of the relief for 2007 aB8& were $1.1 million, $1.3 million and $1.0 naki.

Note — 16 Other Expenses (Income), Net

(in millions) 2007 200¢€ 200%
Litigation related costs (proceec $ (0.9 $ (0.9 $ 21.¢
Impairments and disposals of fixed as: 1.¢ 0.1 5.8
Gain on insurance recoveries related to asset desnag (3.2 — —
Income from business interruption insurance redes (1.6 — —
Other hurricane costs and related insurance reigsyerel — 0.7 (2.5)
Costs related to restaurant clost 0.8 — (0.5
Net gain on sale of asst (0.9 (2.9 (2.9
Other 0.€ — —

$ (29 $ (19 $ 23.2

For a discussion of shareholder litigatiohpéwhich was settled in 2005, see Note 15.

The Company recognized approximately $2.9iomllin net gains on insurance recoveries relatecdisget damages and approxime
$1.6 million in income from business interruptioisurance recoveries during 2007 resulting from idarme Katrina. During 2006 and 2007,
company received a total of $11.5 million fromiitsurance carriers in settlement of all claims ltésy from Hurricane Katrina.

Of the $0.1 million and $5.8 million of assetite-downs incurred during 2006 and 2005, approxima$8.6) million and $4.1 millio
related to estimates of Hurricane Katrina real prgpand equipment damage estimates. Hurricantedetosts and reacted recoveries inc
relief and other payments to employees, ongointatexxpense for temporarily idled but useable restats, accruals of future rental expe
for permanently closed restaurants and those mesttuthat are temporarily unusable, inventory evaftfs, clean-up costs, restaurant pre-
opening costs for repened restaurants, and a donation to the AmeReahCross net of estimated insurance recoveridsdimg recoveries f
property and equipment damages.

Costs related to restaurant closures inclhéeatcrual of future lease obligations on closeidifi@s and other charges associated witt
closing or the re-imaging of company-operated rtestats. The Company’s currentiraging program involves interior and exterior makers
of older restaurants, which includes new logosfarmis, menu boards and menu items. The credit balassociated with restaurant closur
2005 results from the revision of estimates foufatiease obligations on closed
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facilities, due to the settlement of certain olfiigas.

Note — 17 Interest Expense, Net

(in millions) 2007 200¢€ 200t
Interest on debt, less capitalized amot $ 9C $ 111 $ 9.2
Amortization and writ-offs of debt issuance cos 0.€ 1.3 2.7
Other debt related charg 0.4 0.2 0.t
Interest incomt (1.9 (1.€) (5.€)

$ 8.7 $ 111 $ 6.8

Note — 18 Income Taxes

Total income taxes for fiscal years 2007, 2806 2005, were allocated as follows:

(in millions) 2007 200¢ 200t
Income tax expense (benefi
From continuing operatior $ 13.¢ $ 12« $ (5.9
From discontinued operatio — — 94.1
Income taxes in the statements of operations 13.¢ 12.C 88.¢

Income taxes charged (credited) to statementsasEhblder’ equity (deficit):
Compensation expense for tax purposes in excemsiofints recognized for financial

reporting purpose (0.9) (1.8) (11.2)
Other comprehensive incor (0.6) — 0.7
Total $ 12:% $ 10.z $ 78:%

Total U.S. and foreign (loss) income beforeoime taxes, discontinued operations and accoustiagge for fiscal years 2007, 2006
2005, were as follows:

(in millions) 2007 200¢€ 200%
United State: $ 31.¢ $ 29. $ (17.9)
Foreign 5.1 4.4 4.C
Total $ 36.¢ $ 34.2 $ (13.9)

F-23




Table of Contents

AFC ENTERPRISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For Fiscal Years 2007, 2006 and 2005

The components of income tax expense assdaith continuing operations were as follows:

(in millions) 2007 200¢€ 200%
Current income tax expens

Federa $ 11¢ $ 7.7 $ (13.9)
Foreign 0.8 0.€ 0.7
State 1.€ 1t (1.€)
14.: 9.8 (24.6)

Deferred income tax expense (bene
Federal (0.5 2.1 7.2
State — 0.1 2.C
(0.5) 2.2 9.3
$ 13 $ 12« $ (5.9

Applicable foreign withholding taxes are gealgr deducted from royalties and certain other neses collected from internatiol
franchisees. Foreign taxes withheld are generéitijbée for credit against the Company’s U.S. in@tax liabilities.

Reconciliations of the Federal statutory ineotax rate to the Compamy'effective tax rate associated with continuingrapens ar
presented below:

2007 200¢ 200t
Federal income tax ra 35.(% 35.(% (35.0%
State taxes, net of federal ben 1.7 11 (10.9
Valuation allowanct 0.9 4.4 13.¢
Tax free interest inconr — (0.2 (7.5)
Provision to return adjustmer (0.2) (5.9 2.8
Other items, ne (0.1 0.6 (2.0)
Effective income tax benefit ra 37.2% 35.1% (38.7%

Provision to return adjustments include thea$ of the reconciliation of income tax amourgsarded in our Consolidated Statemen
Operations to amounts reflected on our tax returns.

F-24




Table of Contents

AFC ENTERPRISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For Fiscal Years 2007, 2006 and 2005

The tax effects of temporary differences thate rise to significant portions of the deferrexk tassets and deferred tax liabilities
presented below:

(in millions) 2007 200¢€
Deferred tax asset
Deferred franchise fee reven $ 34 $ 37
State net operating loss carryforwa 3.7 3.4
Deferred rental 3.1 2.¢
Deferred compensatic 1.2 1.€
Allowance for doubtful accoun 0.€ 0.4
Insurance accrua 0.t 0.€
Other accrual 14 0.€
Reorganization cos 4.C 2.2
Total gross deferred tax ass $ 17.¢ $ 15
Deferred tax liabilities
Franchise value and tradema $ (14.9) $ (139
Insurance proceec — (2.0
Property, plant and equipme (0.9) (2.7
Other (0.7) (0.7)
Total gross deferred liabilitie (15.9) 7.9
Valuation allowanct (3.7 (3.9
Net deferred tax liabilit $ (1) $ (5.9

The Company assesses quarterly the likelittbatithe deferred tax assets will be recoveredmbdée this assessment, historical leve
income, expectations and risks associated withmastis of future taxable income are considerededbvery is not likely, we increase !
valuation allowance for the deferred tax assetswieaestimate will not be recovered.

At December 30, 2007, the Company had stateperating losses (“NOLs)f approximately $71.6 million which begin to exgin 200€
The Company established a full valuation allowaonghe deferred tax asset related to these NOlisissnore likely than not that such
benefit will not be realized. As such, the Compéiag established a valuation allowance of approxina3.7 million at December 30, 2(
and $3.4 million at December 31, 2006.

Included in accrued liabilities at December 207 and December 31, 2006 are accrued incomereserves of $5.2 million a
$4.5 million, respectively.

During July, 2006, the Company received adagessment from the Canadian Revenue Authority ACRThe assessment related |
voluntary disclosure filed by the Company durind2®n behalf of its former Seattle Coffee subsidiand the payment of $1.0 million
estimated tax liabilities. The CRA had assesse@ #fllion of interest associated with the earli@yment and an additional $0.5 million
taxes associated with certain disallowed deductibhe Company appealed the assessment and durivgmYder, 2007, received notificat
from the Canadian Revenue Authority (“CRAHat they were allowing most of the G&A costs thatre initially disallowed on the origina
filed VDA (Voluntary Disclosure Agreement). The Cpany received a payment of approximately $0.6 arilin December 2007 in settlem
of the tax assessment.

On January 1, 2007, the Company adopted tnégions of FASB Interpretation No. 48 (“FIN 48Accounting for Uncertainty in Incor
Taxes, an Interpretation of FASB Statement No..J08l 48 clarifies the accounting for income takgsprescribing the minimum recogniti
threshold a tax position is required to meet bebwmimg recognized in the financial statements. #MN\also provides guidance on derecogni
measurement, classification, interest and penadtiesicome taxes, accounting in interim periods @agliires increased disclosures. As a r
of implementing FIN 48, the Company recognized & $8illion decrease in its liability for uncertaiax positions, which was accounted fo
an adjustment to the beginning balance of accumdlateficit. The amount of unrecognized tax benedits of January 1, 2007 v
approximately $4.9 million, which included approataly $1.5 million of unrecognized tax benefitstthirecognized, would favorably affe
the annual effective income tax rate.
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The amount of unrecognized tax benefits wag@pmately $4.5 million as of December 30, 200Adfich approximately $1.1 million,
recognized, would affect the effective income tater A reconciliation of the beginning and endimgoant of unrecognized tax benefits a
December 30, 2007 is as follows (in millions):

(in millions)

Balance upon adoption of FIN 48 as of January 07. $ 4¢
Gross additions related to current y 0.1
Expirations of statutes of limitatic (0.5)
Balance as of December 30, 2( $ A4F

The Company recognizes interest and penaklased to uncertain tax positions as a componkits @mcome tax expense. The total am«
of interest and penalties accrued as of Janua2@d7 was approximately $0.5 million. Interest amthalties on uncertain tax positions for
year ended December 30, 2007 were approximateB réidlion. As of December 30, 2007, the Company approximately $0.7 million
accrued interest and penalties related to uncetdaipositions.

The Company files income tax returns in thététhStates and various state jurisdictions. Th®. federal tax years 2004 through 200¢€
open to audit, with 2004 currently under examirmatibhe Company has recorded unrecognized tax heraffiapproximately $0.3 millic
related to the period being examined. In genenal state tax years open to audit range from 20@2i¢fn 2006.

The Company has unrecognized tax benefitsppfaximately $0.3 million, which the Company wouktognize within the next twel
months if the statute of limitations were to expifdle Company recognized tax benefits of $0.5 amillin 2007 as a result of the statut
limitations expiring for the 2003 tax year. Thigustment decreased the effective tax rate by apmabely 1.2% for the year.

Note — 19 Components of Earnings Per Share Compuian

(in millions) 2007 2006 2005

Numerators for income (loss) per share computa

Income (loss) before discontinued operati $ 231 $ 222 $ (849
Discontinued operations, net of income ta — 0.2 158.(
Net income $ 23.1 $ 22.¢ $ 149.¢
Denominator for basic earnings per sk— weighted average shar 28.€ 29.t 29.1
Dilutive employee stock options( 0.2 0.3 —
Denominator for diluted earnings per sh 28.¢ 29.¢ 29.1

(&) In 2005 potentially dilutive employee stock optiomsre excluded from the computation of dilutivergéags per share due to the «
dilutive effect they would have on “loss beforeatistinued operations and accounting chang@g€ number of additional shares -
otherwise would have been included in the denorairfar the dilutive earnings per share computati@ne 0.8 million shares in 20C

Note — 20 Related Party Transactions

In October 1998, the Company loaned certafitext of the Company an aggregate of $1.3 miltiorpay for shares of common st
offered by AFC in connection with the acquisitiodnGinnabon. All the individual notes had similarrtes. Each full recourse note bears inte
at 7.0% per annum with principal and interest p&ya December 31, 2005. The remaining note reb&vhalances and interest receiv.
balances, net of payments, at December 25, 2008 weluded as a reduction to shareholdegsliity (deficit) in the accompanying consolid:
statements of shareholders’ equity (deficit).

The $1.1 million of notes receivable (inclugliaccrued interest) due from officers outstandinBecember 25, 2005 was satisfied in ful
December 31, 2005 through the transfer of 74,052eshof the

F-26




Table of Contents

AFC ENTERPRISES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For Fiscal Years 2007, 2006 and 2005

Company’s common stock.
Note — 21 Discontinued Operations

Church’s Chicken.On December 28, 2004, the Company sold its Charbhand to an affiliate of Crescent Capital Investts, Inc. fo
approximately $379.0 million in cash and a $7.Qiorl subordinated note, subject to customary clpsidjustments. Concurrent with the !
of Church’s, the Company sold certain real propatg Churchs franchisee for approximately $3.7 million in ca€ash proceeds of these
sales, net of transaction costs and adjustments, agproximately $367.6 million.

The subordinated note bears interest at 8%yqear, and is due in full on December 31, 2012. gégment of interest is accomplished by
issuance of additional subordinated notes on eawcé 30th and December 31st up to but not incluthiegnaturity date. The issuer may chc
to make voluntary payments in cash on the intedtlagt beginning with December 31, 2008, provided #flaobligations to Senior Creditc
have been indefeasibly paid in full in cash and#ier commitments to the Senior Creditors haven besminated. The note is subordinate
all other debt obligations related to AFC Entergsisinc.’s sale of Church’s to an affiliate of Grexst Capital Investments, Inc.

Cinnabon.On November 4, 2004, the Company sold its Cinnauisidiary to Focus Brands, Inc. for approximag&yt.0 million in casl
subject to customary closing adjustments. Proceétise sale, net of transaction costs and adjussnarere approximately $19.6 million. 1
sale included certain franchise rights for Seattiest Coffee which were retained following theesal Seattle Coffee in July 2003.

Seattle CoffeeOn July 14, 2003, the Company sold its Seattle €enffubsidiary to Starbucks Corporation for apprataty $72.0 milliol
in cash, subject to customary closing adjustmeRteceeds of the sale, net of transaction costs aatjdstments, were approximat
$62.1 million (before consideration of the mattdiscussed in the succeeding paragraph). Seattiie€afas the parent company for AEC’
Seattle’s Best Coffetand Torrefazione ltalidCoffee brands. Following this transaction, the Campcontinued to franchise the SeastlBes
Coffee brand in retail locations in Hawaii, in @ntinternational markets and on certain U.S. amijitbases.

Summary operating results for these discoertinoperations were as follows:

(in millions) 2007 200¢€ 200%
Total revenues

Churct's $ — $ — $ —

Cinnabon — — —
Total revenue $ — $  — $  —
Income (loss) from operation

Churct's $ — $ (0.

Cinnabon — 0.3 —
Income tax benefit (expens — — —
Income from operations, n $ — $ 0.2 N —
Income (loss) from sale of business

Churcl’'s $ — $ — 252.]

Cinnabon — — —

Seattle Coffet — — —

Income tax benefit (expens — — (94.1)
Income from sale of businesses, — — 158.(
Discontinued operations, net of income ta $ — $ 0.2 $ 158.(

©
|

»
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Note — 22 Restructuring of Corporate Operations andther

Restructuring of Corporate Operationuring 2004, the Company began a restructuringsoférporate operations which it complete
2006. The restructuring included: (1) the reductd®™FC’s corporate staffing in concert with theveltiture of Cinnabon and Chursh{(2) th
closure of AFC’s corporate offices, (3) the intdgma of AFC’s corporate function into the Popeyes corporatetion, and (4) the terminati
or restructuring of certain outsourcing and othentractual arrangements. A summary of the totakwesiring costs incurred is preser
below.

Incurrec

(in millions) 2007 200¢€ 200& to date
Contract terminations and otk $ — $ 1cC $ 21 $ 121
Employee termination benefi — — 0.4 3.8

Total restructuring charge $ — $ 1.C $ 2F $ 15.¢

Other. During 2005, general and administrative expenselsided $5.8 million of stay bonuses and severaonsés@aid to the Comparsy’
former Chief Executive Officer, former Chief FinaacOfficer, and former General Counsel who res@jdering 2005. For business segn
reporting purposes, these costs are included withircorporate operations.
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Note — 23 Segment Information (Continuing Operatios)
The Company’s reportable business segmenitsdranchise operations and its company-operasthurants.

Corporate revenues are principally rental imedrom leasing and sub-leasing agreements wittl fjarties.

Company-
Franchise Operatec

(in millions) Operation Restauran Corporate Total
2007
Total revenue $ 87.1 $ 80.C $ — $ 167.C

Operating profit (loss) before allocatio 70.2 7.5 (32.9) 45.€

Corporate overhead allocations (29.0 (3.9 32.¢ —
Operating profit(b; 41.2 3.6 0.€ 45.€
Depreciation and amortizatic 1.6 5.C — 6.¢
Capital expenditure 0.€ 9.4 — 10.C
Goodwill — year enc 8.¢ 2.8 — 11.7
Total asset— year enc 90.¢ 48.4 15.¢ 155.C
2006
Total revenue: $ 87.¢ $ 652 $ — $ 153.C

Operating profit (loss) before allocatio 74.2 5.2 (34.]) 452

Corporate overhead allocations (29.6 (3.9 33.4 —
Operating profit (loss)(k 44.¢ 14 (0.7) 45.2
Depreciation and amortizatic 2.1 4.3 — 6.4
Capital expenditure 0.7 6.3 — 7.C
Goodwill — year enc 8.¢ 2.8 — 11.7
Total asset— year enc 85.¢ 47.C 29.2 163.1
2005
Total revenue $ 82.¢ $ 60.5 $ 0.2 $ 143.

Operating profit (loss) before allocatio 67.3 1.C (75.2) (6.9

Corporate overhead allocations (24.9) (2.8 27.0 —
Operating profit (loss)(k 42.2 (1.8 (47.5) (6.9
Depreciation and amortizatic 2.3 3.6 14 7.3
Capital expenditure 0.t 3.7 — 4.2
Goodwill — year enc 8.¢ 0.7 — 9.€
Total asset— year enc 90.¢€ 32.t 89.¢€ 212,

(a) Corporate overhead allocations include costs dyreetated to the operation of each segment anichastd charges based upon ¢
segmer’s relative contribution to the Compé s operations

(b) For all years presented, corporate operating p¢lofis), after allocations, relates principallythe AFC corporate offices which wi
closed during 2005 and AFC corporate litigationtspset. Costs associated with the Popeyes cogpfirattion and certain AFC co
directly related to our operating segments arecatkd to the Company’s franchise operations andpeoyoperated restaurants.
2006, the Compang’corporate operating profit represents a settlémielegal matters associated with shareholdegditon. In 200¢
the Compan’s corporate operating loss includes $21.8 millissogiated with the settlement of shareholder litga
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Note — 24 Acquisition

On May 1, 2006, the Company completed an attipn of 13 franchised restaurants from a Popdyaschisee in the Memphis &
Nashville, Tennessee markets. The results of dpesabdf the acquired restaurants are included éncttnsolidated financial statements s
that date. The acquired units provide regional ity and additional companyperated test markets for our new menu items, ptiom
concepts and new restaurant designs for the beyigfie entire Popeyes system.

The following table summarizes the purchaseepronsideration and the estimated fair valugb®fissets acquired and liabilities assum
the date of acquisition.

May 1,

(in millions) 2006
Cash $ 9.3
Long-term debt assume 3.2
Above-market rent obligation 2.¢
Transaction cosi 0.3
Total purchase pric $ 15.

Assets acquire

Property and equipme $ 37
Goodwill 2.C
Reacquired franchise righ 9.C
Deferred tax asst 1.1
Total assets acquire $ 15:¢

The reacquired franchise rights are amortest the remaining life of the franchise agreemene weighted average life of the reacqt
franchise rights is 14 years.

The following unaudited pro forma condensedsodidated summary operating results of the Compganyiscal year 2006 and 2005, hi
been prepared by adjusting the historical dateetfosth in the accompanying condensed consolidstiadment of operations to give effec
the acquisition as if it had been consummated &eckmber 27, 2004. The pro forma results includjestments to recognize depreciation
amortization expense on the allocated purchase pfithe acquired assets, interest expense onadebtned, rent expense on properties l¢
from the seller, and the elimination of royalty eeues and expenses. The pro forma information doesecessarily reflect the actual res
that would have been attained nor necessarily atidie of future results of the operations of thenbined companies:

(in millions, except per share da 2006 2005
Total revenue $ 158.1 $ 159.(
Operating (loss) profi 45,7 (5.7
Income (loss) before discontinued operati 22.2 (7.7)
Net income $ 22.¢ $ 150.:
Basic earnings per common sh

Income (loss) before discontinued operati $ 0.7 $ (0.29)
Discontinued operations, net of income ta 0.1 5.43
Net income $ 0.7¢ $ 5.1¢€
Diluted earnings per common shi

Income (loss) before discontinued operati $ 0.7¢ $ (0.29)
Discontinued operations, net of income ta 0.1 5.4
Net income $ 0.7F $ 5.1¢€
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Note — 25 Quarterly Financial Data (Unaudited)

2007

First(a) Seconc Third Fourth(b)
(in millions, except per share da Quarter Quarter Quarter Quarter
Results of Operatior
Total revenue $ 51c $ 38.:c $ 38.¢ $ 391
Operating profil 13.C 12.7 11.¢ 8.C
Income before discontinued operatic 6.4 6.€ 6.t 3.€
Net income 6.4 6.€ 6.5 3.€
Basic earnings per common sh
Income before discontinued operatic $ 0.22 $ 0.22 $ 0.2¢ $ 0.14
Net income 0.22 0.22 0.2% 0.1¢
Diluted earnings per common shi
Income before discontinued operatic $ 0.2Z $ 0.2Z $ 0.2t $ 0.1:
Net income 0.22 0.22 0.2% 0.1z

2006

First(a) Seconc Third Fourth

Quarter Quarter Quarter Quarter
Results of Operatior
Total revenue $ 42.¢ $ 34.7 $ 36.( $ 40.C
Operating profit 12.7 10.€ 11.¢ 10.1
Income before discontinued operatic 5.7 5.C 5.¢ 5.€
Net income 5.8 5.1 5.¢ 5.€
Basic earnings per common sh
Income before discontinued operatic $ 0.1¢ $ 0.17 $ 0.2 $ 0.1¢
Net income 0.1¢ 0.1¢ 0.2C 0.1¢
Diluted earnings per common shi
Income before discontinued operati $ 0.1¢ $ 0.1¢ $ 0.2 $ 0.1¢
Net income 0.1¢ 0.17 0.2C 0.1¢

(@) The Compang’first quarters for 2007and 2006 contained sixtgeaks. The remaining quarters of 2007 and 2006agued twelv:
weeks each, with the exception of the fourth quart®006, which contained 13 weel

(b) Significant fourth quarter adjustments and unusudhfrequently incurred items recognized in 200&lude: (i) $1.0 million in ass
impairments of compangperated restaurants, (ii) severances of $0.6amilind (i) $0.5 million for future lease obligais on close
facilities, (iv) $1.0 million of shareholder lititfan proceeds, and (v) $1.7 million of income retiagd from insurance proceeds rel:
to property damage and business interruption cle
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our reports dated March 12, 20@@naganying the consolidated financial statementls an
management’s assessment of the effectivenessephaltcontrol over financial reporting includedtiwe Annual
Report of AFC Enterprises, Inc. and subsidiariesomm 10-K for the year ended December 30, 2007 h@feby
consent to the incorporation by reference of sajbrts in the Registration Statements of the ComparnForms S-8
(File No. 56444, effective March 2, 2001, File N83-98867, effective August 28, 2002, and File
No. 33:-137087, effective September 1, 2006) and on Foln(Sle No. 333-86914).

/sl GRANT THORNTON LLP

Atlanta, Georgia
March 12, 200¢






EXHIBIT 31.1

CERTIFICATIONS
I, Cheryl A. Bachelder, certify that:
1. I have reviewed this Annual Report on FAi®K of AFC Enterprises, Inc.;

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial stateisy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officerdal are responsible for establishing and maintgjrdisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and phares, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over finahogporting, or caused such internal control divemcial reporting to be designed under
supervision, to provide reasonable assurance rieggtite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallymedeaccounting principles;

c¢) Evaluated the effectiveness of the regisadisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and proees) as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change inrgggstrant’s internal control over financial repogt that occurred during the registrantourtt
fiscal quarter that has materially affected, ae@sonably likely to materially affect, the regisir's internal control over financial reporting;
and

5. The registrant’s other certifying officardal have disclosed, based on our most recent atiatuof internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materia¢aknesses in the design or operation of internatalbover financial reporting which are
reasonably likely to adversely affect the regigisability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, thatdlves management or other employees who havendisant role in the registrard’interna
control over financial reporting.

/sl CHERYL A. BACHELDER

Cheryl A. Bachelde
President and Chief Executive Offic

Date: March 12, 200






EXHIBIT 31.2

CERTIFICATIONS
I, H. Melville Hope, 11, certify that:
1. I have reviewed this Annual Report on FAi®K of AFC Enterprises, Inc.;

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial stateisy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officerdal are responsible for establishing and maintgjrdisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and phares, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over finahogporting, or caused such internal control divemcial reporting to be designed under
supervision, to provide reasonable assurance rieggtite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallymedeaccounting principles;

c¢) Evaluated the effectiveness of the regisadisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and proees) as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change inrgggstrant’s internal control over financial repogt that occurred during the registrantourtt
fiscal quarter that has materially affected, ae@sonably likely to materially affect, the regisir's internal control over financial reporting;
and

5. The registrant’s other certifying officardal have disclosed, based on our most recent atiatuof internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materia¢aknesses in the design or operation of internatalbover financial reporting which are
reasonably likely to adversely affect the regigisability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, thatdlves management or other employees who havendisant role in the registrard’interna
control over financial reporting.

/sl H. MELVILLE HOPE, IlI

H. Melville Hope, 1lI
Chief Financial Office

Date: March 12, 200






EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Sarbanes-Oxi¢yf 2002 and in connection with the Annual Regmor Form 10K of AFC Enterprises, In
(the “Corporation”) for the period ended Decemb@r 307, as filed with the Securities and Exchabgmmission on the date hereof (the
“Report”), the undersigned, the Chief Executivei€f of the Corporation, certifies that:

(1) The Report fully complies with the requirents of Section 13(a) or 15(d) of the Securitieshange Act of 1934; and
(2) The information contained in the Repoitlyapresents, in all material respects, the finahcondition and results of operations of the
Corporation.

/sl CHERYL A. BACHELDER

Cheryl A. Bachelde
President and Chief Executive Offic

Date: March 12, 200






EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Sarbanes-Oxi¢yf 2002 and in connection with the Annual Regmor Form 10K of AFC Enterprises, In
(the “Corporation”) for the period ended Decemb@r 307, as filed with the Securities and Exchabgmmission on the date hereof (the
“Report”), the undersigned, the Chief FinancialiGdf of the Corporation, certifies that:

(1) The Report fully complies with the requirents of Section 13(a) or 15(d) of the Securitieshange Act of 1934; and
(2) The information contained in the Repoitlyapresents, in all material respects, the finahcondition and results of operations of the
Corporation.

/s/ H. MELVILLE HOPE, lIlI

H. Melville Hope, 11l
Chief Financial Office

Date: March 12, 200



