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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

| QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended July 15, 2007

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission file number 000- 32369

AFC

ENTERPR -

AFC Enterprises, Inc.

(Exact name of registrant as specified in its arart

Minnesota 58-201660€
(State or other jurisdictio (IRS Employel
of incorporation or organizatiol Identification No.)
5555 Glenridge Connector, NE, Suite :
Atlanta, Georgit 30342
(Address of principal executive office (Zip code)

(404) 459-4450
(Registrant’s telephone number, including area rode

Indicate by check mark whether the registréijthas filed all reports required to be filed®gction 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsfiech shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastags.

YesM No[O

Indicate by check mark whether the registimatlarge accelerated filer, an accelerated files non-accelerated filer (as defined by
Rule 12b-2 of the Exchange Act).

Large accelerated fildd Accelerated fileM Non-accelerated fildd

Indicate by check mark whether the registigatshell company (as defined in Rule 12b-2 ofkehange Act).
YesO NoM

As of August 10, 2007 there were 28,397,218eshof the registrant’'s common stock, par val0& $er share, outstanding.
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Part 1. Financial Information

Iltem 1. Financial Statements

AFC Enterprises, Inc.
Condensed Consolidated Balance Sheets (unaudited)
(In millions, except share data)

07/15/07 12/31/06
ASSETS
Current assets:
Cash and cash equivalel $ 2F $ 6.7
Accounts and current notes receivable, 11.5 12.¢
Prepaid income taxce 2.3 7.4
Other current asse 20.4 15.€
Total current asse 36.7 42.€
Long-term assets:
Property and equipment, r 41.2 39.¢
Goodwill 11.7 11.7
Trademarks and other intangible assets 52.C 52.4
Other lon¢-term assets, ni 16.C 16.5
Total lon¢-term asset 120.¢ 120.t
Total asset $ 157.¢ $ 163.]
LIABILITIES AND SHAREHOLDERS ' DEFICIT
Current liabilities:
Accounts payabl $ 24t $ 23.¢
Other current liabilitie 13.c 10.€
Current debt maturitie 155 1.4
Total current liabilities 39.2 36.1
Long-term liabilities:
Long-term debi 125.¢ 132.¢
Deferred credits and other Ic-term liabilities 23.1 25.€
Total lon¢-term liabilities 148.¢ 158.2
Commitments and contingencies
Shareholder¢ deficit:
Preferred stock ($.01 par value; 2,500,000 shard®ezed; 0 issued and outstandi — —
Common stock ($.01 par value; 150,000,000 shartwaped; 28,778,678 and 29,487,648 shares issued
and outstanding at July 15, 2007 and December@®1§,2espectively 0.3 0.3
Capital in excess of par vall 146.¢ 161.7
Accumulated defici (178.¢ (194.9
Accumulated other comprehensive inca 0.8 1.2
Total shareholde’ deficit (30.6) (31.9
Total liabilities and sharehold¢ deficit $ 157.€ $ 163.1

See accompanying notes to condensed consolidaiucfal statements.
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AFC Enterprises, Inc.
Condensed Consolidated Statements of Operatioasidited)
(In millions, except per share data)

Revenues:
Sales by compar-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
Interest expense, n
Income before income taxes and discontinued operatis
Income tax expens
Income before discontinued operations
Discontinued operations, net of income ta
Net income
Earnings per common share, basic:
Income before discontinued operatic
Discontinued operations, net of income ta
Net income
Earnings per common share, diluted:

Income before discontinued operatic
Discontinued operations, net of income ta

Net income

See accompanying notes to condensed consolidaiucfal statements.
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AFC Enterprises, Inc.

Condensed Consolidated Statement of Changes irlStiders’ Equity (Deficit) (unaudited)

(In millions, except share data)

Balance at December 31, 20C
Cumulative effect of accounting
change (Note 1(
Net income
Other comprehensive incor
Net change in fair value of casl
flow hedge, net of ta
Derivative gains realized in
earnings during the peric
Total comprehensive incon

Issuance of common stock under
stock option plan

Repurchases and retirement of
shares

Excess tax benefits from stock ba
compensatiol

Special cash dividend forfeite

Cancellation of share

Issuance of restricted stock awar
net of forfeitures

Stock based payment expel

Balance at July 15, 200°

See accompanying notes to consolidated financssients.

Common Stock

Number of
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Amount

29,487,64

336,41°
(1,046,69)
(33,916

35,22(
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Capital in Accumulated
Excess o Other
Par Accumulated Comprehensive
Value Deficit Income
$ 161.7 $ (1949 $ 1.2
— 2.€ —
13.C
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3.2 — —
(19.2) — —
0.¢ — —
— 0.2 —
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AFC Enterprises, Inc.
Condensed Consolidated Statements of Cash Flovasidited)
(In millions)

Cash flows provided by (used in) operating activigs:
Net income

Adjustments to reconcile net income to net caskigea by (used in) operating activitie

Discontinued operations, net of income ta
Depreciation and amortizatic
Asset writ-downs
Net loss (gain) on sale and disposal of as
Gain on hurricane related insurance recove
Deferred income taxe
Non-cash interest, nt
Provision for/(recovery of) credit loss
Excess tax benefits from stc-based compensatic
Stock based compensation expe
Change in operating assets and liabilit
Accounts receivabl
Prepaid income taxce
Other operating asse
Accounts payable and other operating liabili

Net cash provided by operating activities of couitiig operation:

Cash flows provided by (used in) investing activiés:
Capital expenditure

Proceeds from dispositions of property and equigr
Property insurance procee

Acquisition of franchised restaurat

Purchases of shi-term investment

Sales and maturities of sh-term investment

Other, ne

Net cash (used in) provided by investing activi

Cash flows provided by (used in) financing activigs:
Principal payment— 2005 Credit Facility term loar
Principal payment- other note:

(Increase) in restricted ca

Dividends paic

Proceeds from exercise of employee stock opt
Excess tax benefits from stc-based compensatic
Stock repurchase

Other, ne

Net cash used in financing activiti
Net decrease in cash and cash equiva

Cash and cash equivalents at beginning of
Cash and cash equivalents at end of qu

See accompanying notes to condensed consolidaiucfal statements.
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AFC Enterprises, Inc.
Notes to Condensed Consolidated Financial Statement

1. Description of Business

AFC Enterprises, Inc. (“AFC” or the “Company”) ddeps, operates and franchises quick-service remtésiunder the trade name Popéyes
Chicken & Biscuits (“Popeyes”). The Company opesdteo business segments: franchise operations@ngany-operated restaurants.

2. Significant Accounting Policies

The Company'’s significant accounting policies arespnted in Note 2 to the Company’s consolidateahitial statements for the fiscal year
ended December 31, 2006, which are contained i€tmpany’s 2006 Annual Report on Form 10-K (“20@8r& 10-K”). The significant
accounting policies that are most critical andiaifllly understanding and evaluating the repoftedncial results include the following:

Basis of PresentatiorThe accompanying condensed consolidated finantzigdraents have been prepared in accordance withilggeand
regulations of the Securities and Exchange Comonsghe “SEC”) for interim financial information.c&ordingly, certain information
required by generally accepted accounting prinsipiehe United States (“GAAP”) for complete fingalcstatements is not included. The
condensed consolidated balance sheet data as efribec 31, 2006 that is presented herein was defivedthe Company’s audited
consolidated financial statements for the fiscartben ended. The condensed consolidated finastei@ments have not been audited by the
Company’s independent registered public accountaotsn the opinion of management, they contdim@justments necessary for a fair
presentation of the Company’s financial condition aesults of operations for the interim periodssgnted. Interim period operating results
are not necessarily indicative of the results etguefor the full fiscal year. We suggest that thecempanying Financial Statements be read in
conjunction with the Consolidated Financial Stateta@nd notes thereto included in the 2006 ForrK.1Bxcept as disclosed herein, there
has been no material change in the informationalisd in the notes to our Consolidated Financialedtents included in the 2006 Form
10-K.

Principles of ConsolidationThe condensed consolidated financial statemenlisdadhe accounts of AFC Enterprises, Inc. andrabke
interest entity whose operations were consoliddtezligh May 25, 2006. All significant intercompagiances and transactions are
eliminated in consolidation.

Use of Estimates The preparation of condensed consolidated fimhstatements in conformity with GAAP requires @@mpany’s
management to make estimates and assumptiondfiztttae reported amounts of assets and liakslgied disclosure of contingent liabilities
at the date of the financial statements and therteg amounts of revenues and expenses duringioeting period. Actual results could
differ from those estimates. Estimates are usedfdrnot limited to, the accounting for the allowa for doubtful accounts, contingencies,
income taxes, and losses and insurance recovet&ed to Hurricane Katrina.

Advertising Fund.The Company maintains a cooperative advertising that receives contributions from the Company faowh its
franchisees, based upon a percentage of restaalast as required by their franchise agreemehts.fiind is used exclusively for marketing
of the Popeyes brand. The Company acts as an fagehe franchisees with regard to the use of tbentributions to the fund.

In the Companys condensed consolidated financial statementgdhertising fund is accounted for in accordancé Bitatement of Financi
Accounting Standards (“SFAS”) No. 4A¢counting for Franchise Fee Revenue. Contributions received and expenses of the adirggtfsind

are excluded from the Compasyondensed consolidated statements of operafibiesbalance sheet components of the fund are ddatsd
by line item in the Company’s condensed consoliiatdance sheets with the exception of (1) cashgiwik restricted as to use and included
as a component of “other current assets” and @t fund balance, which is included in the Corgfsacondensed consolidated balance
sheets as a component of “accounts payable.” Thiune balance was approximately $9.2 million dy b, 2007 and $8.1 million at
December 31, 2006.
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Amounts associated with the advertising fund inetliéh our condensed consolidated balance shedtdyat5, 2007 and December 31, 2006
were as follows:

(in millions) 07/15/07 12/31/06
Accounts and current notes receivable, $ 35 $ 37
Other current asse 15.5 12.5
$ 19.C $ 16.2

Accounts Payable
Accounts payabl $ 9.8 $ 8.1
Net fund balanc 9.2 8.1
$ 19.C $ 16.2

Recent Accounting Pronouncements that the Company &$ Not Yet Adopted

In September 2006, the FASB issued Statement afniial Standards No. 15Fair Value Measurements (“SFAS 157”). SFAS 157
establishes a framework for measuring fair valuBAAP, and expands disclosures about fair valuesoreanents. SFAS 157 is effective for
fiscal years beginning after November 15, 2007.aMecurrently reviewing the provisions of SFAS 1&determine the impact, if any, for-
Company.

In February 2007, the FASB issued SFAS No. TB®Fair Value Option for Financial Assets and Financial Liabilities (“SFAS 159”). SFAS
159 provides companies with an option to repogaed financial assets and financial liabilitie$a@t value with changes in the fair value
recognized in earnings. The statement’s objective mitigate volatility in reported earnings cadify measuring related assets and liabilities
differently without applying complex hedge accoungtprovisions. SFAS 159 is effective for fiscal geebeginning after November 15, 2007.
We are currently reviewing the provisions of SFAID 1o determine the impact, if any, for the Company

3. Other Current Assets

(in millions) 07/15/07 12/31/06
Restricted cas $ 13.¢ $ 10EF
Other current assets of the advertising f 1.€ 2.2
Prepaid insuranc 1.1 1.1
Prepaid expenses and other current a: 3.8 1.8

$ 204 $ 15.€

The restricted cash balances at July 15, 2007 aceébber 31, 2006 are primarily associated withatheertising fund.

4. Other Current Liabilities

(in millions) 07/15/07 12/31/06
Accrued employee compensation and ben $ 2C $ 3.2
Accrued income taxes payable and income tax res 6.5 4.5
Accrued real estate obligatio 1.€ 1.2
Accrued lega 0.€ 0.€
Other 2.€ 14

$ 13: $ 10.€
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5. Long-Term Debt and Other Borrowings

(in millions) 07/15/07 12/31/06
2005 Credit Facility
Revolving credit facility $ — $ —
Term loan 123.¢ 130.C
Capital lease obligatior 0.8 0.8
Other note: 3.1 3.2
127.2 134.(C
Less current portio 1.9 (1.9
$ 125.¢ $ 132.€

2005 Credit Facility.On May 11, 2005, and as amended on April 14, 20@6Agpril 27, 2007, the Company entered into a benelkit facility
(the “2005 Credit Facility”) with J.P. Morgan ChaBank and certain other lenders, which consists $0.0 million, five-year revolving
credit facility and a six-year $190.0 million tetaan. As of July 15, 2007, the Company was in caamgle with the financial and other
covenants of the 2005 Credit Facility and had $5ilBon of outstanding letters of credit.

On April 27, 2007, the Company entered into a Sdedamendment (the “Second Amendment”) to its 200&dirFacility. The Second
Amendment modifies the restrictions in the 2005d@reacility on AFC'’s ability to repurchase stock providing 1) an additional permitted
stock repurchase limit of $40,000,000 which mayised during the remaining term of the 2005 Credldility and 2) additional annual stock
repurchase capacity based on certain financialraecalculations. The effect of the amendmert {germit repurchase up to the full amo
permitted under the Company’s board approved nyekir stock repurchase authorization.

2005 Interest Rate Swap Agreemeritsie 2005 Credit Facility bears interest based wgtamnative indices plus an applicable margin as
specified in the facility. Effective May 12, 200he Company entered into two interest rate swapeagents with a combined notional amc
of $130.0 million. Effective December 29, 2006, @@mpany reduced the notional amounts of the comtbagreements to $110.0 million.
The agreements terminate on June 30, 2008. Thet effthe swap agreements is to limit the interatt exposure on a portion of the 2005
Credit Facility to a fixed rate of 6.4%. During ttveenty-eight week periods ended July 15, 2007Jatgl 09, 2006, the net interest income
associated with these agreements was $0.9 millidr$8.3 million, respectively. During the twelveekeperiods ended July 15, 2007 and
July 09, 2006, the net interest income associattdthese agreements was $0.3 million and $0.lionilrespectively. These agreements are
accounted for as an effective cash flow hedge ult 15, 2007, the fair value of these agreements apgroximately $1.2 million and was
recorded as a component of “other long-term assets, The changes in fair value are recognized in accatadlother comprehensive incc
in the accompanying Condensed Consolidated Bal&heets. As of July 15, 2007, the Company’s weightaxtage interest rate for all
outstanding indebtedness under the 2005 Creditifyaaicluding the effect of the interest rate gnwagreements, was approximately 6.5%.

6. Share Repurchases

Effective July 22, 2002, as amended on Octobef@2 2re-affirmed on May 27, 2005, and expandededirary 17, 2006 and June 27, 2006,
the Company’s board of directors authorized a shegrarchase program of up to $165.0 million. Thegpam, which is open-ended, allows
the Company to repurchase shares of the Compaasision stock from time to time. During the twelveldawentyeight week periods end
July 15, 2007, the Company repurchased and refiré891 and 1,046,691 shares of common stock famoapmately $12.4 million and

$19.2 million, respectively. During the twelve amenty-eight week periods ended July 9, 2006, tbm@any repurchased and retired
654,362 and 1,301,914 shares of common stock fmoapnately $8.7 million and $17.6 million, respgety. From July 16, 2007 through
August 12, 2007 (the end of the Company’s eightioddor 2007), the Company repurchased and retireddditional 409,414 shares of
common stock for approximately $6.5 million. AsAaigust 12, 2007, the remaining value of sharesritet be repurchased was

$21.5 million.
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7. Other Expenses (Income), Net

12 Weeks Endec 28 Weeks Endec

(in millions) 7/15/07 07/09/06 07/15/07 07/09/06
Litigation related costs (proceec $ 01 $ 01 $ 01 $ (0.9
Impairments and disposals of fixed as: 0.3 0.1 0.€ —
Gain on insurance recoveries related to asset da (1.8 — (1.8 —
Other hurricane costs and related insurance reigs 0.1 0.1 0.3 0.4
Costs related to restaurant clost 0.3 — 0.3

Net gain on sale of asse (0.7 1.7 (0.2 (1.9
Other 0.2 — 0.3 —

$ (0.9 $ (19 $ (0.4 $ (L9

During the third quarter of 2005, 36 company-opstaestaurants in the City of New Orleans were taaniy closed as a result of Hurricane
Katrina. As of July 15, 2007, 23 of these restatsr@iave been re-opened (one of which had subsdguérted due to fire damage), eight
have been permanently closed, and five remain teanipoclosed. The Company expects to re-open oneé of the temporarily closed
restaurants during the remainder of fiscal yea7200

The Company’s insurance carriers have advancedr#lion against claims made by the Company resglfrom Hurricane Katrina. In the
second quarter of 2007, the Company recognizedneogainsurance recoveries from damage to promartyequipment of $1.8 million, whi
is recorded as a component of other expenses (ecorat. The Company continues to engage in dismssvith its insurance carriers
regarding business interruption losses and oth&s@nd is currently unable to estimate the fulbam of these recoveries upon final
settlement.

8. Legal Matters

On April 30, 2003, the Company received an informahpublic inquiry from the staff of the SEC resqtieg voluntary production of
documents and other information. The requestsjdouments and information, to which the Companyrbaponded, relate primarily to the
Companys announcement on March 24, 2003 indicating it weabtate its financial statements for fiscal y2@01 and the first three quart
of 2002. The staff informed the Company’s counisat the SEC issued an order authorizing a formagdtigation with respect to these
matters. The Company has cooperated with the SE@8se inquiries.

The Company is a defendant in various legal praogedarising in the ordinary course of businesdpiting claims resulting from “slip and
fall” accidents, employment-related claims, claiitten guests or employees alleging illness, injurgiher food quality, health or operational
concerns and claims related to franchise mattérs.Jompany has established adequate reservesvidefor the defense and settlement of
such matters. The Company’s management believasuttimate resolution will not have a material adse effect on the Compasyfinancia
condition or its results of operations.

9. Interest Expense, Net

12 Weeks Ended 28 Weeks Ended
(in millions) 07/15/07 07/09/06 07/15/07 07/09/06
Interest on dek $ 2¢C $ 26 $ 47 $ 64
Amortization and writ-offs of debt issuance cos 0.2 0.2 0.4 0.7
Other debt related charg 0.1 — 0.2 0.1
Interest incom (0.3 (0.3 (0.8) (0.9
$ 2C $ 25 $ 45 $ 6.3

During the twenty-eight weeks ended July 15, 20@F July 9, 2006, total payments made for interesevapproximately $4.6 million and
$9.0 million, respectively.

See Note 5 for a discussion of the 2005 Creditlidaci

10. Income Taxes

On January 1, 2007, the Company adopted the pomasf FASB Interpretation No. 48 (“FIN 48Accounting for Uncertainty in Income
Taxes, an Interpretation of FASB Statement No. 109 . FIN 48 clarifies the accounting for income takgsprescribing the minimum recogniti
threshold a tax position is required to meet bebmiag recognized in the financial statements. £8\also provides guidance on
derecognition, measurement, classification, inteaxgd penalties on income taxes, accounting imimtperiods and requires increased
disclosures. As a result of implementing FIN 4& @ompany recognized a $2.6 million decrease ilmltdlity for uncertain tax positions,
which was accounted for as an adjustment to thanbey balance of accumulated deficit. The amodntrmecognized tax benefits as of
January 1, 2007 was approximately $4.9 million,alhihcluded approximately $1.5 million which wodltvorably affect the annual effective
income tax rate. There was no material changedrathount of unrecognized tax benefits in the quarnded July 15, 2007.

10




Table of Contents

The Company recognizes interest and penaltiesrbtatuncertain tax positions as a component ahésme tax expense. The total amour
interest and penalties accrued as of January T, @8 approximately $0.5 million. Interest and pgeson uncertain tax positions during
twelve week and twentgight week periods ended July 15, 2007 were apprately $0.1 million and $0.2 million, respectives of July 15
2007, the Company had approximately $0.7 milliomaatrued interest and penalties related to unoetadai positions.

The Company is subject to U.S. federal income takiacome tax in multiple U.S. state jurisdictiombe U.S. federal tax years 2003 through
2006 are open to audit. In general, the state éaxsyopen to audit range from 2003 through 2006.Ifternal Revenue Service has
commenced an examination of the Company’s U.Sniectax return for 2004. The Company has recordegcognized tax benefits of
approximately $0.3 million related to the periodrigeexamined. The Company has unrecognized taxfitenéapproximately $0.4 million,
which the Company would recognize within the nestlt/e months if the statute of limitations werestire.

The Company'’s effective tax rate associated witftinaing operations for the twelve week periodsezhduly 15, 2007 and July 9, 2006 was
38.3% and 38.3%, respectively. These rates diftanfstatutory rates due to pre-tax income earr@d fax-exempt investments, other
permanent differences, and inter-period allocatidine Company’s effective tax rate associated wathtinuing operations for the twenty-
eight week periods ended July 15, 2007 and JudO6 was 38.7% and 37.1% respectively. These diffes from statutory rates due to pre-
tax income earned from tax-exempt investments rqgibemanent differences and inter-period allocation

11. Components of Earnings Per Common Share Comptitan

12 Weeks Endec 28 Weeks Endec

(in millions) 07/15/07 07/09/06 07/15/07 07/09/06
Numerators for earnings per share computa

Income before discontinued operatic $ 6.€ $ 5C $ 13.C $ 10.7
Discontinued operatior — 0.1 — 0.2
Net Income $ 6.€ $ 51 $ 13.C $ 10.€
Denominator for basic earnings per sk— weighted average shar 29.C 29.t 29.2 29.¢
Dilutive employee stock optior 0.2 0.2 0.2 0.2
Denominator for diluted earnings per sh 29.2 29.7 29.4 30.C

11
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12. Segment Information (Continuing Operations)

The Company’s reportable business segmenissdranchise operations and its company-openasthurants.

Company-

Franchise Operated
(in millions) Operations Restaurants Corporate Total
Twelve weeks ended 7/15/C
Total revenue $ 20.2 $ 18.1 $ — $ 38.2
Operating profit (loss) before allocation 15.¢ 2.2 (5.3 12.7
Corporate overhead allocations (4.9 (0.6) 5.C —
Operating profit (loss 11.4 1.€ (0.3 12.7
Depreciation and amortizatic 0.4 1.2 — 1.€
Capital expenditure — 2.3 — 2.3
Twelve weeks ended 7/09/C
Total revenue $ 19:¢ $ 14¢ $ = $ 34.
Operating profit (loss) before allocati 14.t 0.t (4.9 10.€
Corporate overhead allocations (3.9 (0.9 4.3 —
Operating profit (loss 11.C (0.3 (0.7 10.€
Depreciation and amortizatic 0.t 1.1 — 1.€
Capital expenditure — 0.6 — 0.¢
Twenty-Eight weeks ended 7/15/0
Total revenue $ 46 $ 42 $ — $ 89.2
Operating profit (loss) before allocation 34.17 3.1 (22.7) 25.17
Corporate overhead allocations (10.9) (1.5 11.7 —
Operating profit (loss 24.F 1.€ (0.9 25.17
Depreciation and amortizatic 11 2.€ — 3.7
Capital expenditure — 4.9 — 4.9
Twenty-Eight weeks ended 7/09/0
Total revenue $ 46:< $ 307 $ = $ 77.C
Operating profit (loss) before allocati 34.1 1.C (11.9) 23.2
Corporate overhead allocations (10.9) (1.9 12.2 —
Operating profit (loss 23.2 (0.9 0.4 23.2
Depreciation and amortizatic 1.2 2.2 — 3.4
Capital expenditure 0.€ 1.8 — 2.4

(&) Operating profit (loss) from compa-operated restaurants includes a $1.8 million gaimsurance recoveries as described in No

(b) Corporate overhead allocations include cdstsctly related to the operation of each segmedtestimated charges based upon each
segmer’s relative contribution to the Comp¢'s operations
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion and analysis for AFC Epteses, Inc. (“AFC” or “the Company”) should be dea conjunction with our condensed
consolidated financial statements included in Patltem 1 of this quarterly report and in conjunatiwith the Company’s Annual Report on
Form 10-K for the fiscal year ended December 30620

Nature of Business

Within our continuing operations, we develop, opernd franchise quick-service restaurants (“QSRstler the trade name Popefes
Chicken & Biscuits (“Popeyes”). The Company opesdteo business segments: franchise operations@ngany-operated restaurants.

As of July 15, 2007, we operated and franchise@8L.RBopeyes restaurants in 44 states, the Disfricotumbia, Puerto Rico, Guam and 23
foreign countries.

QoPeyes

July 15 Dec. 31,
Operating Restaurants 2007 2006
Domestic:
Compan-Operatec 61 56
Franchisec 1,507 1,50z
International:
Franchisec 31C 31¢
Total 1,87¢ 1,87¢

Our Business Strategy

We strive to deliver superior value to our custasnéanchisees and shareholders by improving titeeannomics of the Popeyes system
restaurants with business initiatives tailoredribance the experience of the Popeyes guest andrtmfe new restaurant development. Our
business initiatives are focused on:

« improving restaurant operations and customer satisi,
+ expanding brand awareness and innovative menua@weint, anc
» increasing the return on investment to our shaddsland franchisee
Management Overview of 2007 Operating Results (Sewt Quarter)
Our second quarter of 2007 results and highligitkide the following:
* We realized diluted earnings per common share &¥2§
»  We recognized approximately $1.8 million in gaimsimsurance recoveries related to Hurricane Kat
» Total syster-wide sales grew by 2.9% as compared to the secasudey of 2006

« Total domestic same-store sales decreased by @itl%tnternational same-store sales increased/y, *esulting in a global same-
store sales decrease of 1.7%, as compared todhedsgquarter of 200¢

» The Popeyes system opened 24 new restaurantd, loff28 permanent closing
» We repurchased more than 675,000 shares of our carstock.

* We reduced our general and administrative expeng&4.6 million, or 700 basis points as a percénoial revenue
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A summary of our financial results and key operaianetrics is presented below.

12 Weeks Endec 28 Weeks Endec
(Dollars in millions) 07/15/200 07/09/200 07/15/0; 07/09/0¢
Sales by compar-operated restaurar $ 18.1 $ 14.€ $ 42.€ $ 30.7
Franchise revenues ( 19.1 18.¢ 442 43.t
Other revenue 1.1 1.2 25 2.8
Total revenue $ 38z $ 34. $ 89.5 $ 77.C
Operating profit $ 127 $ 10.c $ 25.7 $ 23.:
Net income $ 6.€ $ 51 $ 13.C $ 10.¢
Global syster-wide sales growtt 2.5% 4.C% 2.2% 5.€%
Same-store sales growth (decline) (I
Compan-operated restaurant segm (7.9% 13.1% (6.7% 18.5%
Domestic franchised restaurau (1.89% 1.8% (2.7% 3.€%
Total domestic (compar-operated and franchised restaura (2.1)% 2.2% (2.8% 4.4%
International franchised restaura 1.7% (2.9% 1.C% (4.0%
Total global syster 1.7% 1.7% (2.5% 3.€%
Company operated restaurants (all dome
Restaurants at beginning of per 56 33 56 32
New restaurant openin 1 1 2 1
Unit conversions, ne 1 13 1 12
Permanent closing Q) — Q) (§H)]
Temporary closings, net of-openings 4 3 3 6
Restaurants at the end of second qui 61 50 61 50
Franchised restaurants (domestic and internati
Restaurants at beginning of per 1,82( 1,80( 1,822 1,79¢
New restaurant openin 23 32 51 65
Unit conversions, ne (1) 13 (1) 12
Permanent closing (27) (25) (57 (49
Temporary closings, net of-openings 2 2 2 (4)
Restaurants at the end of second qui 1,815 1,79¢ 1,817 1,79¢
Total system restaurar 1,87¢ 1,84¢ 1,87¢ 1,84¢

(@) Franchise revenues are principally comprised ohltgypayments from franchisees that are based frpanhisee sales. While franchit
sales are not recorded as revenue by the Companlyelieve they are important in understanding tbm@any’s financial performance
as these sales are indicative of the Company’'sdimhhealth, given the Company’s strategic focugmwing its overall business
through franchising. For the second quarter of 28@F 2006, franchisee sales, as reported by thetisees, were $382.0 million and
$374.8 million, respectively

(b) Samestore sales statistics exclude temporarily and paently closed restaurants and stores that havedpemn for less than 65 wee
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In reviewing our operating results, we believefiitowing table can be helpful. The table presesgiected revenues and expenses as a
percentage of total revenues (or as a percentageafresponding revenue line item).

12 Weeks Ended 28 Weeks Ended
07/15/07 07/09/0€ 07/15/07 07/09/0¢€

Revenues:
Sales by compar-operated restaurar 47% 42% 48% 40%
Franchise revenue 50% 54% 4S% 56%
Other revenue 3% 4% 3% 4%
Total revenue 10C% 10C% 10C% 10C%

Expenses:
Restaurant employee, occupancy and other expeag 51% 53% 51% 52%
Restaurant food, beverages and packagin 34% 32% 34% 32%
General and administrative expen 25% 32% 27% 34%
Depreciation and amortizatic 4% 5% 4% 4%
Other expenses (income), | (2% (4% (0)% (2%
Total expense 67% 69% 71% 70%
Operating profit 33% 31% 2% 30%
Interest expense, n 5% 7% 5% 8%
Income before income taxes and discontinued operatis 28% 24% 24% 22%
Income tax expens 11% 9% 9% 8%
Income before discontinued operations 17% 15% 15% 14%

Discontinued operations, net of income ta — — — —

Net income 17% 15% 15% 14%

(&) Expressed as a percentage of sales by cor-operated restauran

2007 Same-Store Sales — Second Quarter

Total domestic same-store sales decreased 2.18¢ setond quarter of 2007, as compared to the paritel in 2006, due to a decrease in
guest counts partially offset by an increase irckleverage. Guest counts declined primarily dusutocompetitors’ continued aggressive
pricing and discount promaotions, value menu offgsiand expanded chicken strip and sandwich praafterings in response to the impact of
a challenging economic environment on the discnetip spending of our consumers.

By business segment, domestic same-store salesadecdr 1.8% for our domestic franchised restaueartsiecreased 7.3% for our company-
operated restaurants. The same-store sales obmpany-operated restaurants were also adverselgteff by the restaurants in our New
Orleans market, which comprise over 35% of our camypoperated restaurant base. This market contiougs significantly impacted by the
comparison to the extraordinarily high sales leugl®006 following Hurricane Katrina.

Our international operations experienced same-st&akes increases of 1.7% during the second qudrB07 due primarily to strong sales
comparisons in the Middle East, Korea, Mexico @ityl Latin America, partially offset by negative fpemance in Canada and U.S. military
bases abroad which have been affected by the dapluyof troops to the Middle East.

Looking Forward to the Remainder of 2007

For full year 2007, we anticipate total domestimessstore sales trends to be negative approximat@dp, compared to previous guidance of
flat to slightly negative. Total domestic same-stsales are expected to be negative 1.0% to 2.@R& ithird quarter and relatively flat in the
fourth quarter as same-store sales trends turtiymgiwards the end of the year. We expect margetnenu and operational initiatives,
including additional value menu offerings and neenmn boards, to strengthen same-store sales perfoena
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For full year 2007, new restaurant openings areebgal to be in the range of 155-165 restaurantspaced to previous guidance of 165-175.
This revised guidance reflects expected delaysuntti quarter domestic restaurant development gioja response to the challenging sales
environment and the continued competitive realtesterket. In addition, we now expect restaurasguales to fall in the range of 100-110
compared to our previous guidance of 80 to 90.imbeeased closures result from our ongoing initegito strengthen operational
performance standards, coupled with the unexpexdyg lease terminations of 6 restaurant leasesdoimestic franchisee, and the closure of
additional underperforming international restausant

Internationally, we remain focused on initiativeattwill build average unit volumes and profitatyilior our franchisees. We continue to see
strong same-store sales performance in certainmarkets resulting in an increase in new restawpehing momentum in our Latin
American and Middle Eastern regions. Additionallig have secured new market development agreenmmritsifkey and Egypt and expect
openings in those regions during the remaindeh@fyear.

Comparisons of the Second Quarter for 2007 and 2006

Sales by Company-Operated Restaurants

Sales by company-operated restaurants were $18idmin the second quarter of 2007, a $3.5 millinarease from the second quarter of
2006. The increase was primarily due to:

. a $3.3 million increase due to theopening of our New Orleans restaurants closedrasudt of Hurricane Katring

a $1.3 million increase due to the timinghefv restaurant openings and the acquisition ofresiaurant in the Nashville, Tennessee
market which was previously owned by a franchisee,

. a $0.8 million increase due to the acquisitioniruthe second quarter of 2006 of 13 restaurantsé Memphis and Nashville,
Tennessee markets which were previously ownedflgnehisee

partially offset by:
. a $1.1 million decrease due to a 7.3% decreasanie-store sales in the second quarter of 2007,

. a $0.3 million decrease due to the terminatioa wériable interest entity relationship in theaetquarter of 2006 that was
previously consolidatet

The remaining fluctuation was due to various fagtorcluding the timing and duration of temporaggtaurant closings, in both the second
quarters of 2007 and 2006.

Franchise Revenues

Franchise revenues have three basic componen@ngbjng royalty fees that are based on a percerdifyanchisee sales; (2) franchise fees
associated with new unit openings and renewals{2ndevelopment fees associated with the agreemeatiant to which a franchisee may
develop new restaurants in a given market (usysaigl at the inception of the agreement and recegnés revenue as restaurants are actually
opened or the development right is terminated).aRgyevenues are the largest component of frapaleigenues, generally constituting more
than 90% of franchise revenues.

Franchise revenues were $19.1 million in the secpradter of 2007, a $0.5 million increase from dkeond quarter of 2006. The increase
due primarily to a net increase of 48 domesticdhase locations from July 9, 2006 to July 15, 2Q@4ttially offset by a 1.8% decline in
domestic franchise same-store sales.

Other Revenues

Other revenues are principally composed of rentadiine associated with properties leased or sulildadeanchisees. Other revenues were
$1.1 million in the second quarter of 2007, a $0illion decrease from the second quarter of 2006.
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Restaurant Employee, Occupancy and Other Expenses

Restaurant employee, occupancy and other experesesd®.3 million in the second quarter of 20071 & $nillion increase from the second
quarter of 2006. This increase was principallyiladtiable to the increase in sales from companyaipdrrestaurants. Restaurant employee,
occupancy and other expenses were 51% and 53%esffsam company-operated restaurants in the segoaders of 2007 and 2006,
respectively.

Restaurant Food, Beverages and Packaging

Restaurant food, beverages and packaging costs38ekemillion in the second quarter of 2007, a $tidion increase from the second
quarter of 2006. This increase was principallyilattiable to the increase in sales from companydaipdrrestaurants. Restaurant food,
beverages and packaging costs were 34% and 32&8tesffsom company-operated restaurants in the segoarters of 2007 and 2006,
respectively, increasing primarily as a resultrafreases in the costs of poultry and other comriesdit

General and Administrative Expenses

General and administrative expenses were $9.5omilfi the second quarter of 2007, a $1.6 millioarelase from the second quarter of 2006.
The decrease was primarily due to lower costs neduior professional fees, national cable advegisstock-based employee compensation,
travel and other general and administrative costs.

On a consolidated basis, general and administratipenses were approximately 25% and 32% of tetarrues in the second quarters of
2007 and 2006, respectively.
Depreciation and Amortization

Depreciation and amortization was $1.6 millionhe second quarter of both 2007 and 2006.

Other Expenses (Income), Net

Other expenses (income), net were $0.9 milliom@ome in the second quarter of 2007 as comparad tecome of $1.4 million in the

second quarter of 2006. The income generated i B8%ulted primarily from a net gain from insuraneeoveries for property and equipm
damage related to Hurricane Katrina. The incomegdad in 2006 resulted primarily from a net gairtlee sale of assets associated with the
purchase and subsequent sale of certain restawfamts previously consolidated variable interesitg. A schedule of the components of
other expenses (income), net can be found at Nuieidr condensed consolidated financial staterrari®art 1, Item 1 to this quarterly rep

Interest Expense, Net

Interest expense, net was $2.0 million in the sdaprarter of 2007, a $0.5 million decrease fromsteond quarter of 2006 resulting
primarily from lower average debt levels in 2007campared to 2006. A schedule of the componenitgt@fest expense, net can be found at
Note 9 to our condensed consolidated financiaéstants included at Part 1, Item 1 to this quartesport.

Income Tax Expense

In the second quarter of 2007, we had an incomexpense associated with our continuing operatidi§gl. 1 million compared to

$3.1 million in the second quarter of 2006. Oueefiive tax rate associated with continuing operatio the second quarters of 2007 and :
was 38.3% and 38.3%, respectively. The effectiveates differ from statutory rates due to preitaoome earned from tax-exempt
investments, other permanent differences, and-peeod allocations.
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Comparisons of the Twenty-Eight Weeks Ended July 12007 and July 9, 2006
Sales by Company-Operated Restaurants

Sales by company-operated restaurants were $48i6min the twentyeight week period ended July 15, 2007, an $11.Bamiincrease fror
the comparable period in 2006. The increase wasapilly due to:

. a $8.6 million increase due to the-opening of our New Orleans restaurants closedrasudt of Hurricane Katring

a $2.3 million increase due to the timingiefv restaurant openings and the acquisition ofresturant in the Nashville, Tennessee
market which was previously owned by a franchisee,

. a $5.7 million increase due to the acquisitionimythe second quarter of 2006 of 13 restaurantse Memphis and Nashville,
Tennessee markets which were previously ownedftgnahisee

partially offset by:
. a $2.3 million decrease due to a 6.7% decreasanie-store sales in the first twer-eight weeks of 2007, ar

. a $1.2 million decrease due to the terminatioa wériable interest entity relationship in thes®tquarter of 2006 that was
previously consolidatet

The remaining fluctuation was due to various fagtorcluding the timing and duration of temporaggtaurant closings, in both the first
twenty-eight weeks of 2007 and 2006.
Franchise Revenues

Franchise revenues were $44.2 million in the tweaght week period ended July 15, 2007, a $0.7onilincrease from the comparable
period in 2006. The increase was due primarily tetincrease of 48 domestic franchise locatioomfduly 9, 2006 to July 15, 2007, partic
offset by a 2.7% decline in domestic franchise satoee sales.

Other Revenues
Other revenues were $2.5 million in the twenty-eighek period ended July 15, 2007, a $0.3 millienrdase from the comparable period in
2006, primarily as a result of a reduction in thuentver of leased or subleased properties.

Restaurant Employee, Occupancy and Other Expenses

Restaurant employee, occupancy and other costs$24ré million in the twenty-eight week period eddeily 15, 2007, a $5.5 million
increase from the comparable period in 2006. Tidssiase is principally attributable to the increiasgales from company-operated
restaurants. Restaurant employee, occupancy ard@tpenses were 51% and 52% of sales from compaenated restaurants in the first
twenty-eight weeks of 2007 and 2006, respectively.

Restaurant Food, Beverages and Packaging

Restaurant food, beverages and packaging costs3iérgd million in the twenty-eight week period eddely 15, 2007, a $4.4 million
increase from the comparable period in 2006. Tdssiase was principally attributable to the inceeiassales from company-operated
restaurants. Restaurant food, beverages and pagkegsts were 34% and 32% of sales from compansatgzerestaurants in the first twenty-
eight weeks of 2007 and 2006, respectively, inénggsrimarily as a result of increases in the co$tgoultry and other commodities.
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General and Administrative Expenses

General and administrative expenses were $24.&omilh the twenty-eight week period ended July2®)7, a $1.7 million decrease from the
comparable period of 2006. The decrease was plinture to lower costs incurred for professionakfestock-based employee compensation,
outsourcing costs for information technology, thpatty rents, travel and other general and adnnatige costs partially offset by increases in
personnel related costs, and bad debt expense.

On a consolidated basis, general and administratipenses were approximately 27% and 34%, respedgctinf total revenues in the first
twenty-eight weeks of 2007 and 2006.

Depreciation and Amortization

Depreciation and amortization was $3.7 millionhe twenty-eight week period ended July 15, 20080.8 million increase from the
comparable period in 2006. This increase was pailyi due the depreciation and intangible amoritiratelated to the acquisition of the 13
restaurants in the Memphis and Nashville, Tennesggkets which were previously owned by a franchise

Other Expenses (Income), Net

Other expenses (income), net were $0.4 milliom@ome in the twenty-eight week period ended July2DB7 as compared to an income of
$1.8 million in the comparable period of 2006. Tieome generated in 2007 resulted primarily fromeagain from insurance recoveries for
property and equipment damage related to Hurrig@igna. The income generated in 2006 resulted giignfrom a net gain on the sale of
assets associated with the purchase and subses@leit certain restaurants of our previously cbdated variable interest entity. A sched
of the components of other expenses (income),arebe found at Note 7 to our condensed consolidatadcial statements at Part 1, ltem 1
to this quarterly report.

Interest Expense, Net

Interest expense, net was $4.5 million in the tyemght week period ended July 15, 2007, a $1.8 onillecrease from the comparable pe
in 2006, resulting primarily from lower average tidvels in 2007 as compared to 2006. A schedute@tomponents of interest expense
can be found at Note 9 to our condensed consotidatancial statements included at Part 1, Itera this quarterly report.

Income Tax Expense

In the first twenty-eight weeks of 2007, we hadramome tax expense associated with our continupegations of $8.2 million compared to
$6.3 million comparable period in 2006. Our effeettax rate associated with continuing operatiarthe first twenty-eight weeks of 2007
and 2006 was 38.7% and 37.1% respectively. Theteféetax rates differ from statutory rates du@te-tax income earned from tax-exempt
investments, other permanent differences, and-peeod allocations.
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Liquidity and Capital Resources

We finance our business activities primarily with:
. cash flows generated from our operating activites
. borrowings under our 2005 Credit Facili

Based upon our generation of cash flow from openatiour existing cash and cash equivalents ($2limavailable as of July 15, 2007),
and available borrowings under our 2005 CreditIRgcive believe that we will have adequate caskwvfto meet our anticipated future
requirements for working capital, including variatentractual obligations and expected capital edjperes for the remainder of 2007 and
beyond.

Our cash flows and available borrowings allow upuicsue our growth strategies. Our priorities i tise of available cash are:
. reinvestment in our core business activit
. repurchase of shares of our common stock,
. reduction of lon-term debt

Our investment in core business activities incluthesre-imaging of our company-operated restaurénifding of new company-operated
restaurants, strategic acquisitions of franchisstlurants, marketing initiatives, and franchisggpert systems.

In addition to the scheduled payments of princgrathe term loan at the end of each fiscal year@bmpany is subject to mandatory
prepayments (25% or 50% of consolidated excessftmsh as applicable) in those situations when obidated excess cash flows for the
year and total leverage ratio, as defined in tH@b20redit Facility, exceed specified amounts. Dyitime second quarter of 2007, we
principal in the amount of $0.3 million (bringingtal principal payments to $6.6 million for 2007).

On April 27, 2007, the Company entered into a Sdedmendment (the “Second Amendment”) to its 200&darFacility. The amendment
modifies the restrictions in the 2005 Credit Fagitin our ability to repurchase stock in orderrtorease permitted stock repurchases. For
additional information regarding the Second Amenniingee Note 5 to our condensed consolidated fiabstatements at Part 1, Item 1 to
this quarterly report. Although there can be naemsces as to the number of shares the Companyepilichase, the amendment provides
the Company additional flexibility to continue padic repurchases of shares of the Company’s constumk on the open market, in
accordance with the Company’s share repurchasearog

During the second quarter of 2007, the Companyroffased and retired 675,391shares of common stodpproximately $12.4 million.
Year-to-date through August 12, 2007 (the end efGompany’s eighth period for 2007), the Compamurehased and retired 1,456,105
shares of common stock for approximately $25.7iomllAs of August 12, 2007, the remaining valueloéres that may be repurchased under
the Company’s existing share repurchase authasizatas approximately $21.5 million.

Acquisitions and Dispositions

Acquisition of Previously Franchised RestauraniOn May 1, 2006, we completed an acquisition ofriBdhised restaurants from a Popeyes
franchisee in the Memphis and Nashville, Tennessatkets. The total consideration was $15.8 miltonsisting of (1) $9.3 million in cash,
(2) $3.3 million of assumed long-term debt obligas, (3) $2.9 million in above market rent obligas, and (4) $0.3 million in legal and
professional fees associated with the transaciiba.acquired units provide regional diversity additaonal company-operated test markets
for our new menu items, promotional concepts amvd restaurant designs for the benefit of the efRimpeyes system. The acquisition also
provides a new market for continued growth of compaperated restaurants.

Critical Accounting Policies and Significant Estimades

There have been no material changes to our craimabunting policies and estimates from the infairomaprovided in Item 7, “Management’s
Discussion and Analysis of Financial Condition &®bults of Operations,” included in our Annual Repm Form 10-K for fiscal year ended
December 31, 2006, except as follows:
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Accounting for Income TaxesOn January 1, 2007, we adopted the provisions @BAterpretation No. 48 (“FIN 48”Accounting for
Uncertainty in Income Taxes, an Interpretation of FASB Satement No. 109 . Fin 48 clarifies the accounting for income takggrescribing th
minimum recognition threshold a tax position isuiegd to meet before being recognized in the fireratatements. FIN 48 also provides
guidance on derecognition, measurement, classditanterest and penalties on income taxes, adoayin interim periods and requires
increased disclosures. As a result of implemerftiiig48, we recognized a $2.6 million decrease inliability for uncertain tax positions,
which was accounted for as an adjustment to thanbey balance of accumulated deficit. The amodntroecognized tax benefits as of
January 1, 2007 was approximately $4.9 million,alhincluded approximately $1.5 million of unrecaggd tax benefits that, if recognized,
would favorably affect the annual effective incotar rate. There was no material change in the atafumrecognized tax benefits in the
quarter ended July 15, 2007.

We recognize interest and penalties related torteiogax positions as a component of our incomestense. The total amount of interest
and penalties accrued as of January 1, 2007 wasxappately $0.5 million. Interest and penaltiesuntertain tax positions during the twelve
week period ended July 15, 2007 was approximat@ly illion. As of July 15, 2007, we had approxiglgt$0.7 million of accrued interest
and penalties related to uncertain tax positions.

For additional information regarding Income Taxed the adoption of FIN 48, see Note 10 to our cosdd consolidated financial statem:
at Part 1, Item 1 to this quarterly report.

Effects of Hurricane Katrina and Insurance ProceedThe Company maintains insurance coverage whichigeesvfor reimbursement from
losses resulting from property damage, includiogdl, and business interruption. Our policy entitlsego receive reimbursement for
replacement value for damaged real and personpepgoas well as reimbursement of certain busiimgssruption losses, net of applicable
deductibles and subject to insurable limits. Tremance coverage is limited to $25.0 million, wat$10.0 million flood sub-limit.

Our insurance carriers have advanced $8.0 millgairst these and other claims made by the Compaurilye second quarter of 2007, we
recognized a gain on insurance recoveries from dart@property and equipment of $1.8 million, whighecorded as a component of other
expenses (income), net. We continue to engagesausisions with our insurance carriers regardingniess interruption losses and other costs
and are currently unable to estimate the full amofithese recoveries upon final settlement.

Contractual Obligations

The Company’s material contractual obligationssamamarized and included in our Annual Report omFd0-K for the fiscal year ended
December 31, 2006. During the quarter ended JulR087, there have been no material changes outsdardinary course of business in
contractual obligations specified in the 2006 10-K.

For additional information regarding the adoptidri-tN 48, see “Critical Accounting Policies and Sifjcant Estimates” in this Item 2 and at
Note 10 to our condensed consolidated financigstants at Part 1, Iltem 1 to this quarterly reg

Long-Term Debt

For a discussion of our long-term debt, see Ndtedur condensed consolidated financial statensrfesart 1, Item 1 to this quarterly report.
That note is hereby incorporated by referencetimltem 2.

Capital Expenditures

Our capital expenditures consist of re-imagingwtigis associated with company-operated restayraatg unit construction and
development, equipment replacements, the purcHasmnoequipment for our company-operated restagyairiategic acquisitions of
restaurants from franchisees, rebuilding of restaisrdamaged by Hurricane Katrina, and investmantg§ormation technology hardware e
software. Capital expenditures related to re-imggictivities consist of significant renovationsgegdes and improvements, which on a per
unit basis typically cost between $70,000 and $1®D, Substantially all of our capital expendituhese been financed using cash provided
from operating activities.

During the twenty-eight week period ended July2()7, we invested approximately $4.9 million iniwas capital projects, including
approximately $1.9 million in new restaurant looas, $0.9 million in the rebuilding of restauradésnaged by Hurricane Katrina,

$0.3 million in our re-imaging program, and approaiely $1.8 million in other capital assets to nteim replace and extend the lives of
company-operated restaurant facilities and equipmen
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Impact of Inflation

We believe that, over time, we generally have ka®a to pass along inflationary increases in ogtxthrough increased prices of our menu
items, and the effects of inflation on our net imephistorically have not been, and are not expeotée, materially adverse. Due to
competitive pressures, however, increases in pategnu items often lag inflationary increasesasts.

Accounting Standards That We Have Not Yet Adopted

For a discussion of recently issued accountingdstats that we have not yet adopted, see Note @rtoamdensed consolidated financial
statements at Part 1, Item 1 to this quarterly ntepo

Forward-Looking Statements

This quarterly report on Form 10-Q contains “forddwooking statements” within the meaning of theefied securities laws. Statements
regarding future events and developments and aurgfyperformance, as well as management’s cursgrgatations, beliefs, plans, estimates
or projections relating to the future, are forwéwdking statements within the meaning of these lakrese forward-looking statements are
subject to a number of risks and uncertaintiesniptas of such statements in this quarterly repoftorm 10Q include discussions regardi
the Companys ability to repurchase shares of its common stwder its share repurchase program and the nunfilseaces that may actua
be repurchased (if any), projections and expectatiegarding same-store sales growth, new restagpanings, restaurant closings, re-
opening of temporarily closed restaurants, andvegoof insurance proceeds, statements regardagfthctiveness of our promotional
materials and similar statements of belief or etqtéan regarding future events. Among the imporfantors that could cause actual results to
differ materially from those indicated by such famd-looking statements are: competition from otlestaurant concepts and food retailers,
the loss of franchisees and other business partab shortages or increased labor costs, inedeassts of our principal food products,
changes in consumer preferences and demographistras well as concerns about health or food tyuaistances of avian flu or other food-
borne ilinesses, the need to continue to improverdarnal controls, adverse effects on operatfom® Hurricane Katrina, the economic
impact on consumer spending in markets affectedinyicane Katrina, the loss of senior managemedtthe inability to attract and retain
additional qualified management personnel, limitasi on our business under our 2005 Credit Facfifiyre of our franchisees, a decline in
the number of franchised units, a decline in odiitglio franchise new units, slowed expansion inew markets, unexpected and adverse
fluctuations in quarterly results, increased gowent regulation, adverse effects of regulatoryoactiarising in connection with the
restatement of our previously issued financiakstents, effects of increased gasoline prices, geaeonomic conditions, supply and deliv
shortages or interruptions, currency, economicpaitical factors that affect our international ogéons, inadequate protection of our
intellectual property and liabilities for environntal contamination and the other risk factors dietisin our 2006 Annual Report on Form 10-
K and other documents we file with the Securitied Bxchange Commission. Therefore, you should leatepundue reliance on any forward-
looking statements.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

Chicken Market RiskFresh chicken is the principal raw material for Bopeyes operations. It constitutes approximatelydf our
“restaurant food, beverages and packaging” cosissé costs are significantly affected by increasése cost of chicken, which can result
from a number of factors, including increases md¢hst of grain, disease, declining market suppfastfood sized chickens and other fact
that affect availability.

Instances of avian flu or other food-borne ilinasseuld adversely affect the price and availabditypoultry. In addition to losses associated
with higher prices and a lower supply of our fongredients, instances of food-borne illnesses caddlt in negative publicity for us and
could result in a decline in our sales.

In order to ensure favorable pricing for fresh &bit purchases and maintain an adequate supplgsif fhicken for the Popeyes system,
Supply Management Services, Inc. (a not-for-prafitchasing cooperative of which we are a membex)engered into chicken pricing
contracts with chicken suppliers.

Foreign Currency Exchange Rate RiskVe are exposed to foreign currency exchange rsiteagsociated with our international franchise
operations. Foreign currency exchange rate chatigastly impact our revenues and cash flows froeséhoperations. For the twenty-eight
weeks ended July 15, 2007 and July 9, 2006, forstymced revenues represented 4.1% and 4.8% rasbgodf our total revenues. As of
July 15, 2007, approximately $0.9 million of ourcaants receivable were denominated in foreign cwies. Our international franchised
operations are in 23 countries with approximaté&yodof our revenues from international royaltiegorating from restaurants in Korea,
Canada and Mexico.

Interest Rate Risk With Respect to our 2005 Crdehitility. We have a market risk exposure to changes in stteages. Borrowings made
pursuant to the 2005 Credit Facility include ingtnates that are benchmarked to U.S. and Eurcgleairterm floating-rate interest rates. As
of July 15, 2007, we had outstanding borrowingseuradir 2005 Credit Facility of $123.4 million.

Effective May 12, 2005, the Company entered into imerest rate swap agreements with a combinadrmadtamount of $130.0 million.
Effective December 29, 2006, the Company reducedhtitional amounts of the combined agreements 16.8Imillion. The agreements
terminate on June 30, 2008, or sooner under cdiaiited circumstances. Pursuant to these agreespire Company pays a fixed rate of
interest and receives a floating rate of interEse effect of the agreements is to limit the indérate exposure on a portion of the 2005 Credit
Facility to a fixed rate of 6.4%. At July 15, 20@fe fair value of these agreements was approxlyndfe2 million and was recorded as a
component of “other long term assets, net.” Asuby 15, 2007, the Company’s weighted average istasde for all outstanding indebtedness
under the 2005 Credit Facility, including the effetthe interest rate swap agreements, was appedgly 6.5%.

The impact on our annual results of operationsoff@othetical one-point interest rate change orothtstanding borrowings under the 2005
Credit Facility would be approximately $0.1 million
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Item 4. Controls and Procedures
(a) Disclosure Controls and Procedures

Disclosure controls and procedures are controlsosimer procedures of a registrant designed to erthat information required to be
disclosed by the registrant in the reports théiteis or submits under the Securities Exchangeofid934 (the “Exchange Act”) are properly
recorded, processed, summarized and reported mvtithitime periods specified in the SEC'’s rules fanahs. Disclosure controls and
procedures include processes to accumulate andaggaklevant information and communicate suchrinétion to a registrant’s
management, including its principal executive andricial officers, as appropriate, to allow for ¢y decisions regarding required
disclosures.

(b) CEO and CFO Certifications

Attached as Exhibit 31.1 and 31.2 to this quartegfyort are certifications by our CEO and CFO. Ehesrtifications are required in
accordance with Section 302 of the Sarbanes-Oxt#ypA2002. This portion of our quarterly reporsdebes the results of our controls
evaluation referred to in those certifications.

(c) Our Evaluation of AFC’s Disclosure Controls anBrocedures

As of the end of the period covered by this repog,evaluated the effectiveness of the design aedation of AFC’s disclosure controls and
procedures, as required by Rule 13a-15 of the Ebg@ct. This evaluation was carried out undersiigervision and with the participation

of our management, including our CEO and CFO. Basetthe evaluation as of the end of the period @by this report, our CEO and C
concluded that our disclosure controls and proesiurere effective to ensure that information rexfuio be disclosed by us in the reports we
file or submit under the Exchange Act is recorgedcessed, summarized and reported, within the pieneds specified in the SEC'’s rules
and forms.

(d) Changes in Internal Control Over Financial Repting

There were no changes to our internal control imancial reporting or in other factors that maddlyi affected, or are reasonably likely to
materially affect, our internal control over finaaareporting during the period covered by thisaep

(e) Inherent Limitations of Any Control System

We do not expect that our disclosure controls andgmures or our internal control over financigdawing will prevent all error and all fraud.
A control system, no matter how well designed aperated, can provide only reasonable, not absadsrance that the control system’s
objectives will be met. Further, the design of atonl system must reflect the fact that there aswurce constraints, and the benefits of
controls must be considered relative to their cdgsause of the inherent limitations in all cohtiystems, no evaluation of controls can
provide absolute assurance that all control isanésinstances of fraud, if any, within the comphaye been detected.
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PART 2. OTHER INFORMATION

Item 1. Legal Proceedings

For a discussion of our legal matters, see Notedit condensed consolidated financial statemérRard 1, Item 1 to this quarterly report.
That note is hereby incorporated by referencetimPart 2, Item 1.

Item 1A. Risk Factors

There have been no material changes to the ris&rfapresently disclosed in our Annual Report om¥t0-K for the year ended
December 31, 2006.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

During the second quarter of 2007, we repurchag&¢381 of our common shares as scheduled below:

Total Number of

Shares
Repurchased Maximum Value of
Number of Average Price as Part of a Shares that May Yet
Shares Paid Publicly Be Repurchased
Period Repurchased (a) (b Per Share  Announced Plar Under the Plan (a) (b
Period 5
4/23/07-5/20/07 152,90( 20.3¢ 152,900 $ 37,362,47
Period 6
5/21/07-6/17/07 270,99. $ 17.81 270,99. $ 32,519,40
Period 7
6/18/07— 7/15/07 251,500 $ 17.8¢ 251,500 $ 28,031,02
Total 675,39 $ 18.4: 675,39. $ 28,031,02

(a) Effective July 22, 2002, amended on Octoh&002, re-affirmed on May 27, 2005, and expande&ebruary 17, 2006 and June 27,
2006, the Company’s board of directors has autedrishare repurchase program. See Note 6 to ndersed consolidated financial
statements included at Part 1, Item 1 to this guigrteport.

(b) From July 16, 2007 through August 12, 200 @nd of the Comparg/eighth period for 2007), the Company repurchasetretired a
additional 409,414 shares of common stock for axprately $6.5 million. As of August 12, 2007, tremraining value of shares that
may be repurchased under the existing program @a$ $nillion.

Item 4. Submission of Matters to a Vote of Securityolders.

At our 2007 Annual Shareholders Meeting held on 24y2007, the shareholders elected the followimminees to the board of directors to
serve a one-year term with votes cast as follows:

Frank J. Belatt
For: 28,260,28!
Withheld: 58,624

Cheryl A. Bachelde
For: 28,262,88:
Withheld: 56,031

John M. Crano
For: 28,263,25-
Withheld: 55,65¢

R. William Ide, Il
For: 27,170,071
Withheld: 1,148,83

25

Victor Arias, Jr.
For: 28,262,88:
Withheld: 56,031

Carolyn Hogan Byrt
For: 27,169,96:!
Withheld: 1,148,94!

John F. Hoffne
For: 28,180,34t
Withheld: 138,57:

Kelvin J. Penningtol
For: 28,122,79:
Withheld: 196,12(
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The shareholders also voted against a proposatlitha&ompany’s Board of Directors issue a reposhi@reholders by November 2007
making transparent the progress made toward engiogras suppliers to evaluate controlled-atmosphélting as a method of poultry
slaughter with votes cast as follows:

For: 447,845
Against: 26,213,701
Abstain: 1,063,108
Non votes: 594,259

Iltem 6. Exhibits

(a) Exhibits

Exhibit 3.1 Articles of Incorporation of Registrant, as amen@adorporated by reference to the Registrant’sr¢@uly
Report on Form 1-Q for the quarterly period ended July 14, 201

Exhibit 3.2 Amended and Restated Bylaws of Registrant (incaearby reference to Exhibit 3.1 of the Registiant’
Current Report on Form-K filed with the Securities and Exchange Commisdaigust 21, 2007,

Exhibit 10.1 Second Amendment to the Second Amended and Reflatelit Agreement, dated as of April 25, 2007
(incorporated by reference to the Regist's Current Report on Forn-K filed April 30, 2007).

Exhibit 11.1* Statement Regarding Composition of Per Share Egsr

Exhibit 31.1 Certification pursuant to Rule 13a — 14(a), as &slbpursuant to Section 302 of the Sarbanes-OxttyoA
2002.

Exhibit 31.2 Certification pursuant to Rule 13a — 14(a), as éetbpursuant to Section 302 of the Sarbanes-OxtyofA
2002.

Exhibit 32.1 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarb@mnésy Act
of 2002.

Exhibit 32.2 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarb@mbs Act
of 2002.

* Data required by Statement of Financial AccingpStandards No. 128, “Earnings per Share,” isidex in Note 11 to our condensed
consolidated financial statements in Part 1, Itetm this quarterly repor
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SIGNATURE

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdéport to be signed on its behalf by the
undersigned thereunto duly authorized.

AFC Enterprises, Inc

Date: August 22, 200 By: /s/ H. Melville Hope, 11l

H. Melville Hope, 1lI
Chief Financial Office
(Duly Authorized Officer and Principi
Financial and Accounting Office
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Exhibit 31.1

CERTIFICATION
I, Frederick B. Beilstein, IlI certify that:
1. I have reviewed this quarterly report on Forn-Q of AFC Enterprises, Inc

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgittde a material fact necessary to
make the statements made, in light of the circuntets. under which such statements were made, nigamisg with respect to the period
covered by this repor

3 Based on my knowledge, the financial statements$ agéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this rep

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contamld procedures (as defin
in Exchange Act Rules 13a-15(e) and 15d-15(e)),iatednal control over financial reporting (as aefil in Exchange Act Rules 13a-15(f)
and 15(d-15(f)) for the registrant and hav

a) designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b) designed such internal control over finahagaorting, or caused such internal control owearicial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt, based on such evaluation;
and

d) disclosed in this report any change in #ggstrant’s internal control over financial repogithat occurred during the registranthost
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, thegistrant’s internal control over
financial reporting; an

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directf@spersons performing the equivalent
functions):

a) all significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b) any fraud, whether or not material, thabirres management or other employees who have Hiségn role in the registrant’s
internal control over financial reportin

Date: August 22, 200 /sl Frederick B. Beilstein, II
Frederick B. Beilstein, Il
Interim Chief Executive Office
(Principal Executive Officer
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5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directf@spersons performing the equivalent
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a) all significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b) any fraud, whether or not material, thabirres management or other employees who have Hiségn role in the registrant’s
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Date: August 22, 200 /s/ H. Melville Hope, 1lI

H. Melville Hope, llI
Chief Financial Office
(Principal Financial and Accounting Office







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-Oxttyf 2002 and in connection with the QuarterlypBe on Form 10-Q of AFC Enterprises,
Inc. (the “Corporation”) for the period ended July, 2007 as filed with the Securities and Exchabgmmission on the date hereof (the
“Report”), the undersigned, the Interim Chief Exioel Officer of the Corporation, certifies that:

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

Date: August 22, 2007

/sl Frederick B. Beilstein, I
Frederick B. Beilstein, Il
Interim Chief Executive Office
(Principal Executive Officer







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-Oxttyf 2002 and in connection with the QuarterlypBe on Form 10-Q of AFC Enterprises,
Inc. (the “Corporation”) for the period ended July, 2007 as filed with the Securities and Exchabgmmission on the date hereof (the
“Report”), the undersigned, the Chief Financiali€Hf, certifies that:

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

Date: August 22, 2007

/s/ H. Melville Hope, 11|

H. Melville Hope, 1lI
Chief Financial Office
(Principal Financial and Accounting Office




