


Financial Highlights

fin thowsands, except per share amournts) Fiscal Year'”

2007 2006 2005 2004

Selected Consolidated Financial Data: .
Revenues from continuing operations . $45,730 | $41.249  $34,199  $29.673

Income from continuing vperations $ 5208 ) 5 3881 § 2800 § 2.033
Income (loss) from discontinued operations'® $ 33515179 S @3 §$ (13W
Net income $ 5543 | $ 5677 % 2737 % 1,894

Basic income (loss) per share®
Income from continuing operations $ 089 | 3% 070 § 053 % 038
Income (loss) from discontinued operations® $ 0.06 0.32 (0.01) $ (0.02)

Net income per share® $ 095 |5 1.02 052 % 036

Dituted income (loss) per share'®
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Income from continuing operations $ 082 (S5 059 $ 046 5 036
Income (loss) {from discontinued operations® $ 005 3% 028 &% (001 & (003
Net income per share™ $ 087 1% 087 S 045 § 033
Weighted average shares used in computing income (loss) per share
Basic 5,836 5.584 5.307 5.306
Dituted 6,341 6.546 6.080 5,678
Total assets $46,575 | $37.423  $3126Y% $27.584
Stockholders’ cquity $35879 | $28.048 3521356 $17.352
1) Our fiscal year ends on the last Sunday in March, which resulis in a 52- or 33-week year. Fiscal years 2007, 2006, 2005 and 2004 were 52-week years.

(2} The fiscal years ended March 25. 2007 and March 26. 2006, include gains of 3400 and 32,919, respectively, before income taxes, from the sale of a vacam
priece of land in Coney Island. NY and an adjacent feasehold interest.

Corporate Profile

Nathan's began as a nickel hot dog stand in Coney [slund in 1916 and has become a much-loved “New York institution™ now avatlable
throughout the United States and overseas.

Through our innovative points-of-distribution strategies, Nathan's products are marketed within our restaurant system and throughout
4 broad spectrum of other food-service and retail environments. Our Branded Product Program provides for the sale of Nathan's signature
products to food-service locations nationwide. Nathan's products are also featured in supermarkets and club stores throughout the United
States and are being marketed on television by QVC. In total, Nathan's products are marketed for sale in over 17.000 locations.

Successful market penetration of our highly recognized valued brand and products, through a wide variety of distribution chunnels,
continues to provide new and exciting growth opportunities for our Company,
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Shareholder’'s Letter

Fiscal 2007 has been Nathan's most successful operating
year since its 1993 public offering. The final quarter of
tiscal 2007 marks the sixteenth consecutive quarter in
which profits from continuing operations were higher when
compared to the prior comparable fiscal quarter.

Revenues improved compared to the prior year in each of our
profit centers: franchised restaurants, company-owned res-
taurants, the branded-product program. and retail licensing.

During fiscal 2007, earnings from continuing operations
increased by 34.2% to $5.208.000 or $0.82 per diluted share
compired to the prior year. Total revenue from continuing
operations increased by 10.9% to $45.730.000 compared to
fiscal 2006.

Net income for fiscal 2007 was 5$5.543.000 or $0.87 per
diluted share as compared to $5,677.000 or $0.87 per diluted
share for fiscal 2006. Nathan's realized gains of $400,000
in fiscal 2007 and $2.919,000 in fiscal 2006 from the sale
of a previously-owned vacant parcel of land and adjacent

leasehold interest.

Total tranchise revenues increased by $375.000 or 5.5% o
$7.160.000 in fiscal 2007 compared to the prior year,

During fiscal 2007, nincteen new Nathan's franchise restau-
rants opened including thirteen domestically, one in Japan,
one in the Dominican Republic, and four in Kuwait, A new
master franchise agreement has been signed for the future
development of Nathan's in the United Arab Emirates and
discussions are underway for the introduction of Nathan's

into certain other foreign countries.
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Recently a new, exciting streamiined Nathan's franchise
prototype has been created featuring our signature, world-
famous hot dogs and french fries. We believe this vehicle
may be viewed favorably by prospective franchisees, as the
franchise structure includes a reduced initial fee, no royal-
ties, and limited space and capital requirements.

Sales and pre-tax profits hefore depreciation from our
six comparable. company-owned restauranis increased by
$445,000 or 3.9% and $37.000 or 2.4%, respectively, over
the prior fiscal year.

The branded-product program, featuring the sale of Nathan’s
hot dogs to the food-service industry, has continued to fuel
growth at Nathan's. Sales increased by 13.9% to $18,774,000
during the fifty-two weeks ended March 25, 2007 as com-
pared to fiscal 2006.

Nathan's hot dogs are sold in over twelve hundred Subway
sandwich shops in Wal-Marts, in more than seven hundred
K-Marts and Sears Grand retail locations, and in about
seven hundred and fifty Auntie Anne’s pretzel outlets. Our
hot dogs are now available for sale by many of the largest
U.S. food-service distributors and may be found in many
movie theaters, convenience stores, and amusement venues,

including Yankee Stadium and Shea Stadium.

License royalties increased by 18.8% or $670,000 to
$4,239,000 during fiscal 2007 compared to the prior vear.
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Shareholder’'s Letter

Leveraging our highly-visible and valued Nathan's brand at
retail. continues to provide increased sales and profits.
Today. a sample of the most popular products sold include
a wide variety of Nathan's hot dogs, Nathan's french fries.
hamburgers, mustard and pickles. potato pancakes, onion
rings. franks’n blankets, mini bagel dogs, beel sticks,
gummy dogs, and pet-food treats.

During the year. new licensing agreements were signed with
Perfection Foods and World Gourmet Marketing for the sale
of Nathan's hors d’'oeuvres and salty snacks, respectively.

The prominence of the Nathan's brand and the presentation
of Nathan's products are greater today than ever before,
We intend to devote our energies and resources to the con-
tinuation of our successtul brand-marketing approach and
points-of-distribution strategy.
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ERIC GATOFF
Chief Executive Officer

Nathan's Famoeous, Inc. & Subsidiaries 2007 Annual Report

Consistent with this strategic outlook, Nathan's announced
on June 8, 2007, the sale of its subsidiary. the Miami Subs
Corporation. Nathan’s owns the Kenny Roger Roasters and
Arthur Treacher’s trademarks and will continue to incor-
porate their signature products to enhance the Nathan's

restaurant menu offering.

Our focused strategies, creative approaches. and ever-
expanding opportunities are expected to afford us with the
ability to continue to exposc the Nathan's brand and advance
the sale of Nathan's products through a broad variety of
environments. Today. Nathan's products are marketed for

sale in over 17.000 retail and food-service locations.

As we seek to continue to expand and pursue profitable.
new opporiunities. we will retain our steadfast commit-
ment 10 quality and endeavor to serve our shareholders
responsibly. We remain extremely appreciative of your
continued support.

WAYNE NORBITZ
President and Chief Operating Officer




Selected Consolidated Financial Data

{in thousands, except share and per share amounis)

Fiscal Years Ended!”

March 25, March 26, March 27, March 28,  March 30,

2007 2006 2005 20042 2003120
STATEMENT OF EARNINGS DATA:
Revenues:
Sales $33,425 $29,785 323,296 $15.664 $22,908
Franchise fees and royalties 7,160 6.785 6,766 6.280 5977
License royalties. interest and other income 5,145 4.679 4,137 7 3.729 3.164
Tota! revenues 45,730 41,249 34,199 29.673 32.049
Costs and Expenses:
Cost of sales 24,080 22,225 17,266 14,056 15.363
Restaurant operaling expenses 3,194 3.180 3,063 3364 4955
Depreciation and amortization 782 803 909 915 1,218
Amortization of intangible assets 262 262 263 261 278
General and administrative expenses 9,251 8552 8.341 7.519 8.600
Interest expense 1 31 49 75 132
Impairment of long-lived assets — — — — 1.367
Impairment of notes receivable — — — 208 1,425
Other expense (income), net 35 —_ {16) 45 232
Total costs and expenses 37,605 35,053 20,875 26,443 33,570
[ncome (loss) from continuing operations before provision (benefit)
for income taxes 8,125 6,196 4,324 3.230 (1.521)
[ncome tax expense (benefit} 2,917 2.315 1.524 1,197 (178)
Income (loss) from continuing operations 5,208 3881 2,800 2.033 (1.343)
Discontinued operations:
Income (loss) from discontinued operations before income taxes™ 557 2.942 (112) (236) {474)
Provision (benefit} for income taxes 222 1.146 49 9N (187
Income (loss} from discontinued operations 335 1.796 (63) (139 (287
Income (loss) before cumulative effect of accounting change 5,543 5,677 2937 1,894 (1,630)
Cumulative effect of change in accounting principle, net of tax benefit
of $854 in 2003 — — — — (12,338)
Net income (1oss) $ 5,543 $ 5,677 5 2937 $ 1.894 $(13,968)
Basic income (loss} per share:
Income (loss) from continuing operations $ 089 5 070 $ 053 $ 038 $ (0.23)
Income (loss) from discontinued operations 0.06 0.32 (0.01) (0.02) (0.05)
Cumulative effect of change in accounting principle® — — — = (2.06)
Net income (loss) $ 095 $ 102 $ 052 $ 036 $ (234
Diluted income (loss) per share:
Income (loss) from continuing operations $ 082 5 059 $ 046 $ 036 $ (0.23)
[ncome (loss) from discontinued operations 0.05 0.28 (0.01) (0.03) (0.03)
Cumulative effect of change in accounting principle'™ — — — ‘ — (2.06)
Net income (loss) $ 0.87 $ 0.87 $ 045 S 0.33 5 (234
Dividends — — —_ — —
Weighted average shares used in computing net income (loss) per share
Basic 5,836 5,584 5.307 5.306 5.976
Diluted™ 6,341 6,546 6,080 5.678 5976
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Selected Consolidated Financial Data (conrinuea;

{in thousands, except share and per share amounts)

Fiscal Years Ended™
March 25, March 26, March 27,  March 28, March 30,

2007 2006 2005 20040 200320

BALANCE SHEET DATA AT END OF FISCAL YEAR:

Working capital $27,375 $19.075 $i4.009 $ 9.185 $ 5935

Total assets 46,575 37423 31.269 27.584 25886

Long term debt. net of current maturities — 31 692 866 1053

Stockholders™ equity $35,879 $28.048 §21.356 £17.,352 $ 16,383
SELECTED RESTAURANT OPERATING DATA:

Company-owned Restaurant Sales™ $11,863 $11.419 $11.538 $12.780 $ 21,955
NUMBER OF UNITS OPEN AT END OF FISCAL YEAR:

Company-owned 6 6 6 7 12

Franchised 357 362 336 338 343

Notes to Selected Financial Dara

1) Our fiscal year ends on the last Sunday in March, which results in a 52- or 53-week year. All vears presented were on the hasis of a 52-week vear.

2) Results have been adjusied 1o reflect the expected sule of a leasehold interest in May 2007, the sale of vacant land and an adjacent leasehold interest during the fiscal vears
ended March 25, 2007 und March 26, 2006, and the closire of one restaurant during the fiscal year onded March 27, 2005 for the reclassification of the vperating resuits
of these three properries ro disconrinued operations.

The fiscal years ended March 25, 2007 and March 26, 2006, include gains of 3400 and 82,919, respectively, from the sule of a vacans piece of land in Coney Island, NV
and an adjacent leasehold interesi.

4) Common stock equivalents have been excluded from the compuiation for the year ended March 30, 2003, as, due 1o the net loss, the impact of their inclusion would have

3

been anti-dilutive,
5
6

feud

Company-owned restaurant sales represent sales from restaurants presented within continuing operarions and discontinued operarions.

Cumidative effect of change in accounting principle relutes 1o Nathan's adopiion of SFAS No. 42 "Goodwill and Other Intangibies.”
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Management'’s Discussion and Analysis of Financial Condition and Results of Operations

Introduction

We have historically operated and franchised fast food units
featuring Nathan’s Famous brand all beef frankfurters, crinkle-cut
French-fried potatoes, and a variety of other menu offerings. Our
Nathan's brand Company-owned and franchised units operate under the
name “Nathan's Famous.” the name first used at our original Coney
Island restaurant opened in 1916, Nathan's licensing program began in
1978 by selling packaged hot dogs and other meat products to retail
customers through supermarkets or grocery-type retailers for off-site
consumption. During fiscal 1998, we introduced our Branded Product
Program, which enables food-service retailers to sell some of Nathan's
proprietary products outside of the realm of a traditional franchise
relationship. In conjunction with this program. food-service operators
are granted a limited use of the Nathan's Famous trademark with
respect 1o the sale of hot dogs and certain other proprietary food items
and paper goods.

On April 1, 1999, we became the franchisor of the Kenny Rogers
Roasters restaurant system by acquiring the intellectual property rights,
including trademarks, recipes and franchise agreements, of Roasters
Corp. and Roasters Franchise Corp. On September 30, 1999, we
acquired the remaining 70% of the outstanding common stock of
Miami Subs Corporation we did not already own, which also provided
us with co-branding rights to the Arthur Treachers brand in the United
Suates, On February 28, 2006, we acquired all of the intellectual prop-
erty tights, including, but not limited to, trademarks, trade names, and
recipes, of the Arthur Treachers Fish N Chips brand. On June 7, 2007,
Nathan's completed the sale of its wholly owned substdiary, Miami
Subs Corporation, effective as of May 31, 2007,

Our revenues are generated primarily from selling products under
Nathan's Branded Product Program, operating Company-owned res-
taurants. franchising the Nathan's, Miami Subs and Kenny Rogers
restaurant concepts and licensing agreements for the sale of Nathan's
products within supermarkets and club stores and for the manufacturing
of certain proprietary spices and also for the sale of Nathan's products
directly to other food-service operators.

In addition to plans for expansion through franchising, licensing
and our Branded Product Program, Nathan's continues to co-brand
within its existing restaurant system. Currently, the Asthur Treacher’s
brand is being sold within 106 Nathan's, Kenny Rogers Roasters and
Miami Subs restaurants, the Nathan's brand is included on the menu
of 47 Miami Subs and Kenny Rogers restaurants, while the Kenny
Rogers Roasters brand is being sold within 95 Miami Subs and Nathan’s
restaurants.

At March 30, 2003, Nathan's owned 12 Company-operated restau-
rants, During the fiscal year ended March 28, 2004, Nathan's fran-
chised three Company-operated restaurants and entered into two
management agreemems with franchisees o operate two Company-
operated restaurants. During the fiscal year ended March 27, 2005,
Nathan’s closed one Company-operated restaurant due to its lease
expiration. The remaining six restaurants are presented as continuing
operations in the accompanying financial siatements.

At March 25, 2007, our franchise system, consisting of Nathan's
Famous, Kenny Rogers Roasters and Miami Subs restaurants, included
357 franchised units, including three units operating pursuant 1o
managemen agreements, located in 22 states and 11 foreign countries.
We also operated six Company-owned Nathan's units, including one
seasonal location, within the New York metropolitan area.

Critical Accounting Policies and Estimates

Our consolidated financial statements and the notes to our con-
solidated financial statements contain information that is pertinent to
management’s discussion and analysis. The preparation of financial
statements in conformity with accounting principles generally accepted
in the United States requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities
and disclosures of contingent assets and liabilities. We believe the fol-
lowing critical accounting policies invelve additional management
Jjudgment due to the sensitivity of the methods, assumptions and esti-
mates necessary in determining the rclated asset and liability amounts.

Impairment of Goodwill and Other Intangible Assets

Statement of Financial Accounting Standards No. 142, “Goodwill
and Other Intangible Assets,” (“SFAS No. 142") requires that goodwill
and intangible assets with indefinite lives will no longer be amortized
but will be tested annually {or more frequently if evenls or changes in
circumstances indicate the carrying value may not be recoverable) for
impairment. The most significant assumptions, which are used in this
test, are estimates of future cash flows. We typically use the same
assumptions for this test as we use in the development of our business
plans. if these assumptions differ significantly from actual results,
additional impairment charges may be required in the futlure. We
conducted our annual impairment tests and no goodwill or other intan-
gible assets were determined to be impaired during the fifty-two week
periods ended March 25, 2007, March 26, 2006 or March 27, 2005.

Impairment of Long-Lived Assets

Statement of Financial Accounting Standards No. 144, “Accounting
for the Impairment or Disposal of Long-Lived Assets,” (“SFAS No.
1447) requires management te make judgments regarding the future
operating and disposition plans for under-performing assets, and esti-
mates of expected realizable values for assets to be sold. The applica-
tion of SFAS No. 144 has affected the amounts and timing of charges to
operating results in recent years. We evaluate possible impairment of
each restaurant individually and record an impairment charge whenever
we determine that impairment factors exist. We consider a history of
restaurant operating losses to be the primary indicator of potential
impairment of a restaurant’s carrying value. During the fifty-two week
periods ended March 25, 2007, March 26. 2006, and March 27, 2005,
no impairment charges on long-lived assets were recorded.
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Management's Discussion and Analysis of Financial Condition and Results of Operations

(continued)

Impairment of Notes Receivable

Statement of Financial Accounting Standards No. 114, “Accounting
by Creditors for Impairment of a Loan.” as amended, requires manage-
ment judgments regarding the future collectibitity of notes receivable
and the underlying fair market value of collateral. We consider the fol-
lowing factors when evaluating a note for impairment: a) indications
that the borrower is experiencing business problems., such as operating
losses, marginal working capital. inadequate cash flow or business
interruptions: b) whether the loan is secured by collateral that is not
readily marketable: and/or ¢) whether the collateral is susceptible to
deterioration in realizable value. When determining possible impair-
ment, we also assess our future intention to extend certain leases beyond
the mintmum lease term and the debtor’s ability to meet its obligation
over the projected term. During the fifty-two week periods ended
March 25, 2007, March 26. 2006, and March 27, 2005, no impairment
charges on notes receivable were recorded.

Revenue Recognition

Sales by Company-owned restaurants, which are typically paid in
cash by the customer. are recognized upon the performance of services.

In connection with its franchising operations, Nathan's reccives
initial franchise fees. development fees. royalties. and in certain cases,
revenue from sub-leasing restaurant properties to franchisees.

Franchise and area development fees, which are typically received
prior to completion of the revenue recognition process. are recorded as
deferred revenue. Initial franchise fees, which are non-refundable. are
recognized as income when substantially all services to be pertormed
by Nathan's and conditions relating to the sale of the franchise have
been performed or satisfied, which generaliy occurs when the fran-
chised restaurant commences operations. The following services are
typically provided by Nathan's prior to the opening of a franchised
restaurant;

+ Approval of all site setections to be developed.

¢ Provision of architectural plans suitable for restaurams to be

developed.

* Assistance in establishing building design specifications, review-
ing construction compliance, and equipping the restaurant.
Provision of appropriate menus to coordinate with the restaurant
design and location to be developed.

* Provide management training for the new franchisee and

selected staff.

+ Assistance with the initial operations of restaurants being

developed.

Development fees are non-refundable and the related agreements
require the franchisee to open a specified number of restaurants in the
development area within a specified time period or Nathan's may can-
cel the agreements. Revenue from development agreements is deferred
and recognized as restaurants in the development area commence
operations on a pro rata basis to the minimum number of restaurants
required to be open, or at the time the development agreement is effec-
tively canceled.

Nathan's Famous, Inc. & Subsidiaries 2007 Annual Repuort

Nathan's recognizes franchise rovalties when they are earned and
deemed collectible. Franchise fees and royalties that are not deemed 1o
be collectible are not recognized as revenue until paid by the franchi-
see. or until collectibility is deemed to be reasonably assured. The num-
ber of non-performing units is determined by analyzing the number of
months that rovalties have been paid during a period. When royalties
have been paid for less than the majority of the time frame reported,
such location is deemed non-performing, Accordingly, the number of
non-performing units may differ between the quarterly results and vear
to date results. Revenue from sub-leasing properties is recognized as
income as the revenue is earned and becomes receivable and deemed
collectible. Sub-tease rental income is presented net of associated lease
costs in the consolidated statements of earnings,

Nathan's recognizes revenue from the Branded Product Program
when it is determined that the products have been delivered via third
party common carrier to Nathans’ customers,

Nathan's recognizes revenue from rovalties on the licensing of the
use of its name on certain products produced and sold by outside ven-
dors. The use of Nathan’s name and symbols must be approved by
Nathan's prior to each specific application to ensure proper quality and
project a consistent image. Revenue from license royalties is recognized
when it is earned and deemed collectible.

In the normal course of business, we extend credit to franchisees
for the payment of ongoing royalties and to trade customers of our
Branded Product Program. Notes and accounts receivabe, net. as shown
on our consolidated balance sheets are net of allowances for doubiful
accounts. An allowance for doubtful accounts is determined through
anulysis of the aging of accounts receivable at the date of the financial
statements, assessment of collectibility based upon historical trends and
an evaluation ol the impact of current and projected economic condi-
tions. In the event that the collectibility of a receivable at the date of the
transaction is doubtful. the associated revenue is not recorded until the
facts and circumstances change in accordunce with Staff Accounting
Bulletin ("SAB™) No. 104, “Revenue Recognition.”

Share-Based Compensation

As discussed in Notes B and K of Notes to Consolidated Financial
Statements. we have various share-based compensation plans that
provide stock options and restricted swards for certain employees and
non-employee directors to acquire shares of our common stock. Prior
to our adoption of Statement of Financial Accounting Standard No.
123R. “Share-Based Payment.” (“SFAS No. 123R™) at the beginning of
fiscal 2007. we accounted for share-based compensation in accordance
with Accounting Principles Board Opinton 25, “Accounting for Stock
Issued to Employees™ ("APB No. 257). which utilizes the intrinsic value
method of accounting. as opposed to using the fair-value method
prescribed in SFAS No. 123R. During fiscal yeurs ended March 25,
2007 and March 26, 2006. we recorded share-based compensation
expense of 3367.000 and $73.000. respectively. (See Note B for a
discussion of assumptions used to determine the fair value of share-
based compensation.)




Income Taxes

Deferred tux assets and liabilities are recognized for the future
tax consequences attributable to ditferences between the financial
statement carrying amounts of existing assets and labilities and their
respective tax bases and operating loss and tax credit carryforwards.
Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply 1o taxable income in the year in which those tempo-
rary differences are expected to be recovered or settled. A valuation
allowance has been established to reduce deferred tax assets attribut-
able 1o net operating losses and credits of Miami Subs Corporation to
net realizabte vatue.

Results of Operations

Fiscal Year Ended March 25, 2007 Compared to Fiscal Year Ended
March 26, 2006

Revenues from Continuing Operations

Total sales increased by $3.640,000 or 12.2% to $33.425.000 for
the fiscal year ended March 25, 2007 (“fiscal 2007 period”™) as com-
pared to $29.785.000 for the fiscal year ended March 26, 2006 (“fiscal
2006 period™). Sales from the Branded Product Program increased by
13.9% 10 $18.774.000 for the fiscal 2007 period as compared to sales of
516,476,000 in the fiscal 2006 period. This increase was primarily
attributable to increased volume of approximately 16.4%. which was
partly offset by higher rebates to various large customers in connection
with the Branded Product Program. During the fiscal 2007 period,
approximately 1.8(H) new points of distribution were opened under our
Branded Product Program. including approximately 750 units within
Kmart stores. Total Company-owned restaurant sales (representing six
comparable Nathan's restaurants, including one seasonal unit) increased
by 3.9% to $11.863.000 as compared 1o $11.419.000 during the fiscal
20006 period. During the second and third quarters of fiscal 2007, we
experienced favorable weather conditions in the northeastern United
States. which we believe was a contributing facior to the sales increase
at our Company-owned restaurants. Direct sales. predominantly to
our television retailer. were approximately $898.000 higher during
the fiscal 2007 period than the tiscal 2006 period resulting from the
introduction of new products offered and 20 more Nuthan's television
airings during the fiscal 2007 period.

Franchise fees and royalties were $7.160,000 in the fiscal 2007
period compared 10 $6,785.000 in the fiscul 2006 period. Franchise
royalties were $6.518.000 in the fiscal 2007 period as compared to
$6.016,000 in the fiscal 2006 period. Domestic franchise restaurant
sales decreased by 2.4% to $157,004,000 in the fiscal 2007 period
as compared to $160,803,000 in the fiscal 2006 period. This decline
of $3.799.000 represents the net siales difference between new unils
that have opened and the units that have closed between the periods,
which were partly offset by higher sales from our comparable restau-
rants. Comparable domestic franchise sales (consisting of 194 restau-
rants) were $134.639,000 in the fiscal 2007 period as compared to

$134.510,000 in the fiscal 2006 period. On QOctober 24, 2005, during
fiscal 2006, Hurricane Wilma hit southern Florida, where our fran-
chisees operated 71 restaurants. Most of these restaurants were affected
by the storm and were temporarily closed during the fiscal 2006 period.
One Miami Subs restaurant sustained significant damage and was per-
manently closed. We estimated that franchisee sales from the affected
stores were reduced during the third quarter fiscal 2006 by approxi-
mately $885,000 due to the period that the restaurants were closed.
During the fiscal 2007 period, we realized $151.000 of royatlties that
were previously deemed to be uncollectible, received franchise termi-
nation fees of $204.000 in connection with the szle of 1wo franchise
restaurants and recorded increased royalty income of approximately
$£107.000 as a result of our acquisition of the Arthur Treacher’s intel-
lectual property. At March 25, 2007, 357 domestic and international
franchised or licensed units were operating as compared 10 362 domes-
tic and international franchised or licensed units at March 26, 2006.
During the fiscal year ended March 25, 2007, royalty income from 16
domestic franchised locations has been deemed unrealizable as com-
pared to 21 domestic franchised locations during the fiscal year ended
March 26. 2006. Domestic {ranchise fee income was $351,000 in the
fiscal 2007 period as compared to $389,000 in the fiscal 2006 peried.
International franchise fee income was $291,000 in the fiscal 2007
period as compared to $314,000 during the fiscal 2006 period. During
the fiscal 2007 period, 19 new franchised units opened, including four
units in Kuwait, one unit in Japan and one unit in the Dominican
Republic. During the fiscal 2006 period, 30 new franchised units were
opened, including five units in Kuwail, three units in Japan, two units
in the United Arab Emirates, and one unit in the Dominican Republic.
We also franchised one unit that previously operated pursuant to a
management agreement. During the fiscal 2006 period, Nathan's also
recognized $104,000 in connection with three forfeited franchise fees.

License royalties were $4.239,000 in the fiscal 2007 period as
compared to $3,569,000 in the fiscal 2006 period. This increase was
auributable to higher royalties from the sale of hot dogs, including the
newly introduced Nathan's Kosher Hot Dogs, and new agreements to
license our trademarks for use with hors d'oeuvres and other items, We
alse recovered royalties of approximately $168,000 relating o prior
year pricing discrepancies, resulting from an internal review performed
by our hot dog licensee of their reported sales.

Interest income was $663,000 in the fiscal 2007 period versus
$459.000 in the fiscal 2006 period, primarily due to higher interest
earned on the increased amount of cash and marketable securities that
were invested at higher rates during the fiscal 2007 period as compared
to the fiscal 2006 period.

Other income was $243.000 in the fiscal 2007 period versus
5651,000 in the fiscal 2006 period. This reduction was primarily due to
lower revenues under supplier contracts of $254,000, which was amor-
tized into income of a six-year period that concluded in May 2006, and
lower income from subleasing activities of $125,000.
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Management's Discussion and Analysis of Financial Condition and Results of Operations

fcontinued)

Costs and Expenses from Continuing Operations

Cost of sales increased by $1,855,000 to $24,080.000 in the fiscal
2007 period from $22,225,000 in the fiscal 2006 period. Qverall, dur-
ing the fiscal 2007 period, our Branded Product Program incurred
higher product costs totaling approximately $830,000. This increase is
the result of the higher volume during the fiscal 2007 period than in the
fiscal 2006 period: however. the increase was significantly reduced
because of the lower cost of product during the fiscal 2007 period. Qur
gross profit (representing the difference between sales and cost of sales)
was §9,345,000 or 28.0% of sales during the fiscal 2007 period as com-
pared to $7,560,000 or 25.4% of sales during the fiscal 2006 period.
The primary reason for this improved margin is the impact that the
lower cost of beef has had on our Branded Product Program during the
fiscal 2007 period. Commaodity costs of our hot dogs had continzously
risen during the prior three consecutive years. Beginning in the sum-
mer of 2005, prices began to soften and that trend continued during
most of the fiscal 2007 period. Our cost of hot dogs was approximately
10.0% lower during the fiscal 2007 period than the fiscal 2006 period.,
however, there is no assurance that the current pricing will continue.
Beginning February 2007, we have experienced an increase in our cost
for our product, as compared to the previous seven months. During the
fiscal 2007 pertod, the cost of restaurant sales at our six comparable
Compuny-owned units was $7,087,000 or 59.7% of restaurant sales as
compared 10 $6.694.000 or 58.6% of restaurant sales in the fiscal 2006
period. The increase was primarily due to higher labor and related
costs, Cost of sales also increased by $632,000 in the fiscal 2007 period
primarily due to higher sales volume to our television retailer.

Restaurant operating expenses were $3.194 000 in the fiscal 2007
period as compared to $3,180,000 in the fiscal 2006 period. During the
fiscal 2007 period, we incurred higher costs of $47.000 in connection
with recruiting and maintenance at our Coney Island restaurant in prep-
aration for the summer season, which were partly offset by lower self-
insurance costs and utility costs.

Depreciation and amortization was $782.000 in the fiscal 2007
period as compared to $803.000 in the fiscat 2006 period.

Amortization of intangible assets was $262,000 in both the fiscal
2007 and fiscal 2006 periods.

General and administrative expenses increased by $699.000 to
$9.251.000 in the fiscal 2007 period as compared to $8.552.000 in the
fiscal 2006 period. During the fiscal 2007 period, we incurred a new
expense of $295,000 in connection with the adoption of SFAS Ne. 123R
“Share Based Payment.,” which now requires Nathan's to record an
expense for the fair value of options granted over the vesting period
(See Note E). In June 2006, Nathan's granted 197,500 options having
a total fair value of $1,218,000. We also incurred a new expense of
$172,000 for professional services in connection with our ongoing
Sarbanes-Oxley Section 404 compliance efforts, higher business devel-
opment costs of $97,000 in connection with our Branded Product Pro-
gram during the fiscal 2007 peried than during the fiscal 2006 period.
severance costs of $73,000, and higher professional fees of $7.000.
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Interest expense was $1.000 during the fiscal 2007 period as
compared to interest expense of $31,000 during the fiscal 2006 period.
This was due to the reduction of interest expense arising from the
repayment of an outstanding bank loan in January 2006, and the early
termination of a capital lease obligation in July 2006,

Provision for Income Taxes from Continuing Operations

In the fiscal 2007 period, the income tax provision was $2.917,000
or 35.9% of income from continuing operations before income taxes
as compared to $2.315,000 or 37.4% of income from continuing
operations before income taxes in the fiscal 2006 period. Nathan's tax
provision, excluding the effects of tax-exempt interest income, was
39.0% during the fiscal 2007 period as compared to 40.2% for the fis-
cal 2006 period.

Discontinued Operations

On July 13, 2005. we sold a vacant piece of property in Brooklyn,
New York, to a third party. We also sold our leaschold interest in an
adjacent property on January 17, 2006 to the same buyer, During the
fiscal 2006 period, we recognized a gain of $2.919.000. net of asso-
ciated expenses in connection with the sale of our vacant piece of
property, which was partly offset by an operating loss of $80,000
during the fiscal 2006 period, in connection with this property. At
March 26, 2006, the buyer owed Nathan's $439,000 from the sale of our
leasehold interest and certain reimbursable operating expenses, whose
collectibility was not then reasonably assured and therefore not included
in income. [n July 2006, we received $39.000 for the reimbursement
of operating expenses from December 2005 and January 2006. In
October 2006, we received $400,000 relating to the sale of our lease-
hold interest, which was due in July 2006. During the fiscal 2007
period. income of $39.000 and gain of $400.000 were recorded into
income from discontinued operations resulting from these collections.

On January 26, 2006, two of Nathan's wholly-owned subsidiaries
entered into a Lease Termination Agreement with respect to three
(3) leased properties in Fort Lauderdale. Florida, with its landlord
and CVS 3285 FL., L.L.C. (“CVS™) to sell our leaschold interests to
CVS for $2.000,000 before expenses. Pursuant to the Lease Termi-
nation Agreement, within 180 days following delivery of notice from
CVS 1o Nathan's, we are required to deliver the vacated properties to
CVS. On November 30. 2006, CVS provided Nathan's with notice that
all necessary permits and approvals have been obtained and that alil
contingencies have either been waived or satisfied. This transaction was
concluded on June 5, 2007. During the third quarter fiscat 2007, we
reclassified the resuhis of operations based upon the November 30
notice. Total revenues from these three properties were $100.000 and
$84.000 for the fiscal years ended March 25, 2007 and March 26, 2006,
respectively. Income before taxes from these three properiies were
$93.000 and $78.000 for the fiscal years ended March 25, 2007 and
March 26, 2008, respectively.




Results of Operations

Fiscal Year Ended March 25, 2006 Compared to Fiscal Year Ended
March 27, 2005

Revenues from Continuing Qperations

Total sales increased by $6.489,000 or 27.9% to $29,785,000 for
the fifty-two weeks ended March 26, 2006 (“‘fiscal 2006 period™)
as compared to $23,296,000 for the fifty-two weeks ended March 27,
2005 (fiscal 2005 period™). Sales from the Branded Product Program
increased by 52.0% 10 $16,476,000 for the fiscal 2006 period as com-
pared 1o sales of $10,837.000 in the fiscal 2005 period. This increase
was primarily attributable to increased volume from new accounts,
and a price increase of approximately 2.2%. Sales at the six Company-
owned Nathan's restaurants (including one seasonal restaurant)
increased by $296,000 or 2.7% to $11,419,000 from $11,123,000, all of
which operated during the same periods in both years. This increase is
due primarily to higher volume during the summer at our Coney Island
restaurant resulting from favorable weather conditions, together with an
effective price increase of approximately 1.1%. During the fiscal 2006
period. sales to our television retailer were approximately $554,000
higher than the fiscal 2005 period, resulting from the introduction of
new products. more frequent airings and sales increases per item sold.

Franchise fees and royalties increased by $19.000 to $6,785,000 in
the fiscal 2006 period compared to $6,766,000 in the fiscal 2005
period. Franchise royalties were 56,014,000 in the fiscal 2006 period as
compared to $6,095.000 in the fiscal 2005 period. Domestic franchise
restaurant sales were $160,814,000 in the fiscal 2006 period as com-
pared to $164.925.000 in the fiscal 2005 period. The total sales reduc-
tion associated with closed restaurants was approximately $13,236,000
of which $11.194,000 was related to closings in Florida. which lowered
royalty income by approximately $351,000 overall and $270,000 in
Florida. The decrease in restaurant sales was offset by an increase of
58,724.000 due to new stores that opened during the fiscal 2006 period
and the full year effect of stores that opened during the fiscal 2005
period. Comparable domestic franchise sales (consisting of 184 restau-
rants) increased by $402.000 or 0.3% to $134,430,000 in the fiscal
2006 peried as compared to $134,028.000 in the fiscal 2005 period
taking into account the effects of Hurricane Wilma. On October 24,
2005. Hurricane Wilma hit southern Florida where our franchisees
operated 71 restaurants. Most of these restaurants were affected by the
storm and were temporarily closed. One Miami Subs restaurant sus-
tained significant damage and was permanently closed. We estimate
that franchisee sales and royalties from the affected stores were reduced
in the third quarter fiscal 2006 by approximately $885,000 and $36,000,
respectively, due to the period that the restaurants were closed. The
foregoing reduction in royalties assumes full payment of royalties by
the affected franchisees. At March 26, 2006. 362 domestic and interna-
tional franchised or licensed units were operating as compared to 355
domestic and international franchised or licensed units at March 27,
2005, During the fifty-two weeks ended March 26, 2006. royalty

income from 21 domestic franchised locations has been deemed unreal-
izable as compared to 25 domestic franchised locations during the
fifty-two weeks ended March 27, 2005. Domestic franchise fee income
was $351,000 in the fiscal 2006 period as compared to $355,000 in the
fiscal 2005 period. International franchise fee income was $314,000 in
the fiscal 2006 period as compared to $250,000 in the fiscal 2005
period. During the fiscal 2006 period, 30 new franchised units opened.
including three units in Japan, five units in Kuwait, three units in the
United Arab Emirates and one unit in the Dominican Republic. During
the fiscal 2006 period, we franchised one restaurant that previously
operated pursuant (o0 a management agreement. During the fiscal 2005
period, 28 new domestic franchised units were opened. Fourteen of
the new units that opened during the fiscal 2005 period were non-
traditional stores for which lower franchise fees were earned. During
the fiscal 2006 period, Nathan's also recognized $104,000 in connec-
tion with three forfeited franchise fees as compared to $66,000 during
the fiscal 2005 period.

License royalties increased $237,000 or 7.1%¢ to $3.569.000 in the
fiscal 2006 period as compared to $3,332,000 in the fiscat 2005 period.
This increase is primarily attributable to higher royalties earned from
the sale of Nathan's frankfurters within supermarkets, club stores and
other locations. and new license agreements entered into since the
beginning of fiscal 2005, which were partly offset by lower royalties
earned on the sale of condiments and the Nathan’s griddle.

Interest income was $459.000 in the fiscal 2006 period versus
$238,000 in the fiscal 2005 period due primarily to higher interest
earned on the increased amount of marketable securities owned during
the fiscal 2006 period as compared to the fiscal 2005 period. We have
continued to invest our excess cash in marketabie securities.

Investment and other income was $651,000 in the fiscal 2006
period versus $567.000 in the fiscal 2005 peried due primarily to higher
subleasing income of $128.000, which was partly offset by a decrease
in revenue recognized under supplier contracts of $41.000.

Costs and Expenses from Continuing Operations

Cost of sales increased by $4,959,000 to $22,225,000 in the fiscal
2006 peried from $17,266,000 in the fiscal 2005 period. During the
fiscal 2006 period, we incurred higher costs of our Branded Product
Program totaling approximately $4,542,000 primarily in connection
with the increased volume during the fiscal 2006 period as compared to
the fiscal 2005 period. We also paid more for beef products during
the fiscal 2006 period, despite the softening of the market during the
second half of fiscal 2006. Commeodity costs of our hot dogs, which
increased for three consecutive years, were approximately 1.3% higher
during the fiscal 2006 period than the fiscal 2005 period. These com-
modity cost increases cansed us to increase our selling prices beginning
in June 2005 in an effort to reduce the margin pressure that we contin-
ued to experience. The cost of restaurant sales at our six comparable
units {(including one seasonal restaurant) was $6,695,000 or 58.6% of
restaurant sales as compared to $6,709,000 or 60.3% of restaurant sales
in the fiscal 2005 period. This reduction was primarily due to lower
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Management'’s Discussion and Analysis of Financial Condition and Results of Operations

(cemtrinied)

labor and associated costs. Combined food and paper costs, as a per-
centage of restaurant sales, were slightly lower in the fiscal 2006 period
than in the fiscal 2005 period due to the effects of re-engineering of our
menu and certain retail price increases to mitigate higher beef costs.
Cost of sales also increased by $432.000 in the fiscal 2006 period due
to higher sales to our television retailer.

Restaurant operating expenses increased by $117.000 to $3.180.000
during the fiscal 2006 period from $3.063.000 during the fiscal 2005
period, Utility costs increased by $118.000 or 21.1% as compared 1o the
fiscal 2005 peried. Lower occupancy and marketing costs during the
fiscal 2006 period offset the other cost increases.

Depreciation and amortization decreased by $106,000 to $803,00{)
in the fiscal 2006 period from $909.000 in the fiscal 2005 period result-
ing from the expiration of the amortization period of the new account-
ing software implemented as part of Nathan's Y2K efforts and the effect
of asset disposals.

Amortization of intangible assets was 3262000 in the fiscal 2006
period as compared to $263,000 in the fiscal 2005 period.

General and administrative expenses increased by $211.000 to
$8.552.000 in the fiscal 2006 period as compared to $8,341,000 in the
fiscal 2005 period. The increase in general and administrative expenses
was primarily due to higher total compensation expense of’ $227,000.
substantially in connection with increased earnings by the Company,
which includes $146,000 related to increased earnings by the Company
resuliing from the sale of a vacant piece of property in Brooklyn, NY 1o
a third party. as discussed below. During the fiscal 2005 period. we
recorded severance expense of $138.000. Higher sales solicitation costs
of $52.000 were incurred in connection with the Branded Product
Program during the fiscal 2006 period. which were partly offset by
lower professional fees of $42,000 and lower corporate insurance costs
of $35.000.

Interest expense was $31.000 during the fiscal 2006 period as
compared to $49,000 during the fiscal 2005 period. The reduction in
interest expense relates primarily to the repayment of outstanding loans
between the two periods.

Provision for Income Taxes from Continuing Operations

In the fiscal 2006 period. the income tax provision was $2.315,000
or 37.4% of income from continuing operations before income taxes
as compared to $1,524.000 or 35.2% of income from continuing
operations before income taxes in the fiscal 2005 period. During the
fiscal 20035 period, Nathan's received a refund of prior years' state
income taxes, which, net of applicable federal income tax. was approxi-
mately $81.000, lowering the effective tax rate by 1,9% during the fis-
cal 2005 period.
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Discontinued QOperations

On July 13, 2005, we sold a vacant piece of property in Brooklyn,
NY to a third party. which was classified as “available-for-sale™ at
March 27, 2005, The property had a carrying value of $187.000 and
Nathan’s recognized a gain before income taxes of $2.819.000. net of
associated expenses. On January 15, 2006, the adjacent parcel of vacant
land that we leased was also sold to the same buyer. In connection with
that sale, we recognized into income the $100.000 deposit received in
contemplation of the sale for our leasehold interest. In addition, we
closed one Company-operated restaurant during fiscal 2005, Revenues
were $415.000 from that restaurant during the fiscal 2005 period.
Income before income taxes from discontinued operations during the
fiscal 2006 period was $2.942.000 as compared to loss before income
taxes of $112.000 during the fiscal 2003 period.

Off-Balance Sheet Arrangements
We are not a party to any off-balance sheet arrangements,

Liquidity and Capital Resources

Cash and cash eguivalents at March 25, 2007 aggregated
$6.932.000. increasing by $3,923.000 during the fiscal 2007 period.
At March 25, 2007, marketable securities were $22,785.000 and net
working capital increased to $27.375000 from $19.075.000 at March
26, 2000.

Cash provided by operations of $8.191.000 in the fiscal 2007
period is primarily attribmable to net income of $5.543.000. plus non-
cash items and gains on sales of leaschold interest and fixed assets
of $1.074.000 Changes in Nathan's operating assets and liabilities
increased cash by $1.574.000 principally due to an increase in payables
and accrued expenses of $1.374.000. Nathan's reduced its current year
tax installments by approximately $551.000 of prepaid income taxes
recorded as of March 25, 2007, which was partly offset by prepaid
insurance of $174,000. reflecting the timing of our insurance renewals.
Deferred franchise fees increased by $156.000 from cash received in
connection with future restaurant openings. The sale of inventory on
hand by our Branded Product Program and our ielevision retailer
generated cash of $27.000. Cash was reduced from increased accounts
receivable and notes receivable of 3117.000 primarily resulting from
increased royalties from retail Heensees and higher sales of the Branded
Product Program.

We used cash for investment purposes of $6.030.000 in the fiscal
2007 period. primarily to purchase “available for sale™ securities of
§5.972.000 and invested $539.000) in capital expenditures, which were
partly oftset with proceeds received from the sale of a leasehold inter-
est of $400,000 and the receipt of payments of $87,000 from notes
receivabie,




We generated cash from our financing activities of $1.762.000 in
the fiscal 2007 period. We received net procecds of $722.000 from the
exercise of employee stock options, and expect to receive an income tax
benefit from the exercise of stock options of $1.079.000, which were
partly offset by our payments made to terminate our capitalized lease
obligation of $39,000.

On September 14, 2001, Nathan's was authorized to purchase up
to vne million shares of its common stock. Pursuant to its stock repur-
chase program. we repurchased one million shares of common stock
in open market transactions and a private transaction at a total cost
of $3.670,000 through the quarter ended September 29, 2002. On
October 7, 2002, Nathan's was authorized to purchase up to one million
additional shares of its common stock. Through March 25, 2007,
Nathan's purchased 891,100 shares of common stock at a cost of
approximately $3.488.,000. To date, Nathan's has purchased a total of
1,891,100 shares of common stock at a cost of approximately $7.158.000.
There were no repurchases of the Company’s common stock during

the fifty-two weeks ended March 25, 2007. Nathan's may make addi-
tional purchases of stock from time to time, depending on market
conditions. in open market or in privately negotiated transactions, at
prices deemed appropriate by management. There is no set time limit
on the purchases. Nathan's expects to fund its stock repurchases from
its operating cash flow.

At March 25, 2007. there were 27 properties that we either own or
lease from third parties. which we lease or sublease 1o franchisees,
operating managers and non-franchisees. We remain contingently liable
for all costs associated with these properties including: rent. property
taxes and tnsurance. We may incur future cash payments with respect
to such properties, consisting primarily of future lease payments.
including costs and expenses associated with terminating any of such
leases. Additionally, we had previously guaranteed financing on behalf
of certain franchisees with two third-party lenders. At March 25, 2007
our potential obligations for these loans have been eliminated.

The following schedule represents Nathan's cash contractual obligations and the expiration of other contractual commitments by maturity at

March 25, 2007 (in thousands):

Cash Contructual Obligations

Employment Agreements
Operating Leases

Gross Contractual Obligations
Sublease Income

Net Contractual Obligations

Management believes that available cash, marketable securities
and cash generated from operations should provide sufficient capital to
finance our operations tor at least the next twelve months, We currently
maintain a $7.500.000 uncommitted bank line of credit and have never
borrowed any funds under this line of credit.

Nathan's philosophy with respect to maintaining a balance sheet
with a significant amoum of cash and marketable securities reflects our
views of maintaining readily available capital to expand our existing
business and any new business opportunities, which might present
themselves 1o expand our business. Nathan's routinely assesses its
investment management approach with respect to our current and
potential capital requirements.

We expect thut we will make additional investments in certain
existing restaurants and support the growth of the Branded Product
Program in the future and fund those investments from our operating
cash flow. We may also incur capital expenditures in connection with
opportanistic investients on a case-hy-case hasis.

Payments Due by Period

Less than More than
Total | Year 1-3 Years  3-5 Yeurs 5 Years
$ 3,812 $1.059 $1.053 $ 800 5 500
8.992 2.782 31708 1,588 914
12,804 3.84] 4,761 2,388 1814
6.584 1.642 2.504 1.491 947
$ 6,220 $2.199 $2.257 -5 897 $ 867

Seasonality

Our business is affected by seasonal fluctuations, the effects of
weather and economic conditions. Historically. restaurant sales from
Compauny-owned restaurants, franchised restaurants from which royal-
ties are earned and the Company’s earnings have been highest during
our first two fiscal quarters with the fourth fiscal quarter typically rep-
resenting the slowest period. This seasonality is primarily attributable
to weather conditions in the marketplace for our Company-owned and
franchised Nathan’s restaurants, which is principally the New York
metropolitan area. We believe that future revenues and profits will con-
tinue to be highest during our first two fiscal quarters with the fourth
fiscal quarter representing the slowest period.
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{continued)

Inflationary Impact

We believe that general inflation has not materially impacted earn-
ings during the past three years. Nevertheless, during that period of
time our commaodity costs for beef have increased significantly while
other costs have increased slightly. Beginning with fiscal 2004, through-
out fiscal 2005 and into the first half of fiscal 2006, the price of our
beef products rose dramatically over historical norms before softening
somewhat during the second half of fiscal 2006 and continued soften-
ing until February 2007, which is when beef cost began to increase. As
previously discussed, Nathan's increased prices in response to the
increased commodity costs. In addition. during fiscal 2005, fiscal 2006
and in fiscal 2007, we have realized the impact of higher oil prices in
the form of higher distribution costs for our products and utility costs in
our Company-owned restaurants. From time to time, various Federal
and New York State legislators have proposed changes to the minimum
wage requirements. On May 235, 2007, President Bush signed legislation
immediately increasing the Federal minimum wage (o $5.85 per hour,
with increases to $6.55 per hour one year later and to $7.25 per hour
two years later. This increase has not had a material impact on our
results of operations or financial position, as the vast majority of our
employees were not affected by this increase. Although we only operate
six Company-owned restaurants, we believe that significant increases
in the minimum wage could have a significant financial impact on our
financial results and the results of our {ranchisees. Continued increases
tn labor, food and other operating expenses could adversely affect our
operations and those of the restaurant industry and we might have to

Marketable Securities

further reconsider our pricing strategy as a means to offset reduced
operating margins. .

The Company’s business, financial condition, operating results
and cash flows can be impacted by a number of factors. including but
not limited 1o those set forth above in "Management’s Discussion and
Analysis of Financial Condition and Results of Operations.” any one of
which could cause our actual results to vary materially from recent
results or from our anticipated future results. For a discussion identify-
ing additional risk factors and important factors that could cause actual
results to differ materially from those anticipated, also see the discus-
sions in “Forward-Looking Statements.” "Risk Factors™ and "Notes to
Consolidated Financial Statements™ in this Annual Report.

Qualitative and Quantitative Disclosures About Market Risk

Cash and Cash Equivalents

We have historicaily invested our cash and cash equivalents in
short term. fixed rate. highly rated and highly liquid instruments, which
are reinvested when they mature throughout the yvear. Although our
existing investments are not considered at risk with respect to changes
in interest rates or markets for these instruments, our rate of return on
short-term investments could be affected at the time of reinvestment as
aresult of intervening events. As of March 25, 2007, Nathans™ cash and
cash equivalents aggregated $6,932.000. Earnings on these cash and
cash equivalents would increase or decrease by approximatelv $17.300
per annum for each (0.25% change in interest rates,

We have invested our marketable securities in intermediate term, fixed rate. highly rated and highly liquid instruments. These investments are
subject to fluctuations in interest rates. As of March 25, 2007, the market value of Nathans™ markeiable securities aggregated $22.785.000. lnterest
income on these marketable securities would increase or decrease by approximately $57.000 per annum for each 0.25% change in interest rates. The
following chart presents the hypothetical changes in the fair value of the marketable investrnent securities held at March 25, 2007 that are sensitive

1o interest rate fluctuations (in thousands):

Valuation of Securitics Valuation of Securities

Given an Interest Rate Given an Inlerest Rate

Decrease of X Basis Points Ingrease of X Basis Points

Fair
(I150BPS)  (100BPS)  {50BPS) Value +5)BPS +100BPS +150BPS
Municipal notes and bonds $24,130 §23.671 §23223 8227785 $22.354 $£21.930 $21512

Nathan's Famous, Inc. & Subsidiaries 2007 Annual Report




Borrowings

The interest rate on our prior borrowings was generally determined
based upon the prime rate and was subject to market fluctuation as the
prime rate changed. as determined within each specific agreement. We
do not anticipate entering into interest rate swaps or other financial
instruments to hedge our borrowings. At March 25, 2007, we had no
outstanding indebtedness. If we were to borrow money in the future,
such borrowings would be based upon the then prevailing interest rates.
We maintain a $7.500,000 credit line at the prime rate (8.25% as of
March 25. 2007). We have never borrowed any funds under this credit
line. Accordingly, we do not believe that fluctuations in interest rates
would have a material impact on our financial results.

Commodity Costs

The cost of commodities is subject to market fluctuation. We have
not attempted to hedge against fluctuations in the prices of the com-
modities we purchase using future, forward. option or other instru-
ments. As a result, our future commodities purchases are subject to
changes in the prices of such commodities. Generally, we attempt to
pass through permanent increases in our commeodity prices to our cus-
tomers. thereby reducing the impact of long-term increases on our
financial results, A short term increase or decrease of 10.09% in the cost
of our foed and paper products for the fifty-two weeks ended March 25,
2007 would have increased or decreased our cost of sales by approxi-
mately $1,§22.000.

Foreign Currencies

Foreign franchisees generally conduct business with us and make
payments in United States dollars, reducing the risks inherent with
changes in the values of foreign currencies. As a result, we have not
purchased future contracts. options or other instruments to hedge
against changes in values of foreign currencies and we do not believe
fluctuations in the value of foreign currencies would have a material
impact on our financial results,

Forward-Looking Statements

Statements in this Annual Report may be “forward-looking state-
ments” within the meaning of the Private Securities Litigation Reform
Act of 1995, Forward-looking statements include, but are not limited to,
statements that express our intentions, beliefs, expectations, strategies,
predictions or any other statements relating to our future activities or
other future events or conditions. These statements are based on current
expectations, estimates and projections about our business based. in
part. on assumptions made by management. These statements are not
guarantees of future performance and involve risks, uncertainties and
assumptions that are difficult to predict. These risks and uncertainties,
many of which are not within our control. include, but are not limited
to: the future effects of bovine spongiform encephalopathy, BSE. first
identified in the United States on December 23, 2003; economic,
weather, legislative and business conditions; the collectibility of receiv-
ables: changes in consumer fastes; the ability to continue to attract
franchisees; no material increases in the minimum wage: and our
ability to attract competent restaurant and managerial personnel, as
well as those risks discussed from time to time in this Annual Report
for the year ended March 25, 2007, and in other documents which we
file with the Securities and Exchange Commission. Therefore, actual
outcomes and results may differ materially from what is expressed or
forecasted in the forward-looking statements. We generally identify
forward-looking statements with the words “‘believe.” “intend,” “plan,”
“expect,” “anticipate.” “estimate,” “will,” “should” and similar expres-
sions. Any forward-looking statements speak only as of the date on
which they are made, and we do not undertake any obligation to update
any forward-looking statement to reflect events or circumstances after
the date of this Annual Report.

"o LLINYS
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Consolidated Balance Sheets

fin thewsands. except share and per share amonnis)

March 25, March 26,

2007 2006
ASSETS
Current Assets
Cash and cash equivalents $ 6,932 $ 3000
Marketable securities 22,785 16,882
Notes and accounts receivable, net 3,777 3.664
Inventories 790 817
Assets available for sale 46 —
Prepaid expenses and other current assets 1,020 1.263
Deferred income taxes 1,471 1.364
Total current assets 36,821 26,999
Notes receivable, net 60 137
Property and equipment. net 4.270 4.568
Goodwill 95 935
intangible assets. net 3,628 3884
Deferred income taxes 1,477 1.484
Other assets. net 224 256
$46,575 £37.423
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities
Current maturities of capital lease obligation $ — $ ¥
Accounts payable 2433 2.091
; Accrued expenses and other current liabilities 6.638 5.606
Deferred franchise fees 375 2149
i Total current liabilities 9,446 7.924
i Capital lease obligation. less current maturities — 31
Other liabilities 1,250 1,420

Total labilities 10,696 Y 375

Commitments and Contingencies (Note L.}

Stockholders' Equity
Common stock, $.01 par value: 30,000,000 shares authorized: 7.909.183 and 7.600.399 shares issued:

and 6,018,083 and 5.709.299 shures outstanding at March 25. 2007 and March 26. 2006. respectively 79 76

Additional paid-in capital 45.792 43.699
Deferred compensation (136) (208)
Accumulated deficit {2.654) (8.197)
Accumulated other comprehensive loss (44) (164)

43,037 35,206
Treasury stock, at cost, 1,891,100 shares at March 25, 2007 and March 26, 2006 {7,158} (7.158)

Total stockholders™ equity 35,879 28,048
$46,575 £37.423

‘I'?!l’ cu'('rmrpun_\'ir:g nates are an f‘ﬂf(’grﬂf P(U'.f r)j.fh(’.it’ statements.
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Consolidated Statements of Earnings

(in thousands, except share and per share amounis)

Fifty-Two Fifty-Two Fifty-Two
Weeks Ended  Weeks Ended  Weeks Ended
March 25, March 26, March 27,
2007 2006 2005
Revenues
Sales $33,425 $29,785 $23,296
Franchise fees and rovalties 7.160 6.785 6,766
License rovalties 4,239 3.569 3332
Interest income 663 459 238
Other income 243 651 567
Total revenues 45,730 41,249 34,169
Costs and Expenses
Cost of sales 24,080 22,225 17,266
Restaurant operating expenses 3,194 3,180 3,003
Depreciation and amortization 782 803 909
Amortization of intangible assets 262 262 263
General and administrative expenses 9,251 8,552 8,341
Interest expensc 1 31 49
Other expense (income). net 35 — (16)
Total costs and expenses 37.605 35.053 29.875
Income from continuing operations before provision for income taxes 8,125 6,196 4,324
Provision for income taxes 2,917 2.315 1,524
Income from continuing operations 5.208 3.881 2,800
Income (loss) from discontinued operations, including gains on disposal of discontinued
operations of $400 in 2007 and $2.919 in 2006, before income taxes 557 2,942 (112)
[ncome tax expense (benefit) 222 1,146 49
Income (loss) from discontinued operations 335 1,796 (63)
Net income $ 5,543 $ 5677 $ 2.737
Per Share Information
Busic income per share:
Income from continuing operations $ .8 $§ 70 5 53
Income (loss) from discontinued operations 06 32 .on
Net income $ 95 $ 102 $ .52
Diluted income per share:
[ncome from continuing operations $ .82 $ .59 5 46
Income (loss) from discontinued operations 05 28 (.0
Nel income $ .87 5 87 $ 45
Weighted average shares used in computing income per share
Basic 5,836,000 5,584,000 5,307,000
Diluted 6,341,000 6.546.000 6,080,000

The accompanying notes are an integral part of these statemenis.
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Consolidated Statement of Stockholders' Equity

{in thousarnds, except share amounts)

Fifty-Two Weeks Ended March 25. 2007. March 26. 2006 and March 27. 2005

Accumulated
Additional Other Treasury Stock. Total
Common Common  Paid-in Deferred  Accumulated  Comprehensive at Cost Stockholders’ Comprehensive
Shares Stock Capital  Compensation  Deficit Loss Shares  Amount Equity Income (Loss)

Balance. March 28, 2004 7065202  §7 $40,746 — $(16.611) $ 07 1851301 $(6.921) §12.352
Shares issued in connection with the

exercise of warrants 142,855 i 856 — — — — — 837
Shares issued in connection with exercise

of emplovee stock options 182.260 1 529 — — — —_ — 530
Income tax benefit on stock option

EXeTcises — — 172 — — — — — 172
Issuance of restricled stock award 50,000 1 302 (363) - — — — -
Amortization of deferred compensation

relating to restricted stock — — — 82 — — — — 82
Repurchase of treasury stock — — — — — — 39.799 (23N (237)
Unreatized (losses) on marketable

securities, net of deferzed income

1ax (benefit) of {$95) — — — — — (137 — — (137) (137)
Net income — — — — 213 — — — 27137 2131
Comprehensive income — — — — — — — — — $2.600
Balance, March 27, 2005 TH03I7T $42.665 S(281) $(13.874) $ (70 1891100 $(7,158)  $21.356
Shares issued in connection with exercise

of employee stock options 160,082 2 640 — — — — — 642
Income 1ax benefit on stock option

exercises —_ — 394 — — — — — 394
Amortization of deferred compensation

relating o restricted stock — — — 3 — — — — 73
Unreilized (losses) on marketable

securities, net of deferred income

tax (benefit) of ($63) — — — — — (94) — — {94 (94)
Net income — — — — 5677 — — — 5677 5.677
Comprehensive income — — — — — — — - — $5.583
Balance, March 26. 2006 7600399 376 $43.699 $(208) %8197 3(164) 189100 $(7.158)  $28.048
Shares issued in connection with exercise

of employee stock options 308,784 3 719 — — — — — e
Income tax benefit on stock option

exercises — — 1079 - — — — — 1,079
Share-based compensation — — 295 - — — — — 295
Amortization of deferred compensation

relating 1o resiricted stock — — — 1 — — — — 72
Unrealized giins on marketable securities,

net of deferred income tax of $80 ' — — - — — 120 — — 120 120
Net income — — — — 5.543 - — — 5543 5.543
Comprehensive income - - — — — — — - — $5.663
Balance, March 25, 2007 1909183  §79 $45,792 $(136) $ (2654) $(H 1891100 $(7.158)  $35.879

The accompunying rotes are an integral part of this statement.
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Consolidated Statements of Cash Flows

(in thousands)

Fifty-Two Fifty-Two Fifty-Two
Weeks Ended  Weeks Ended  Weeks Ended
March 25, March 26, March 27,
2007 2006 2005
Cash Flows from Operating Activities: .
Net income $ 5,543 $ 5.677 $ 2737
Adjustments o reconcile net income to net cash provided by operating activities
Depreciation and amortization 791 812 918
Amortization of intangible assets 262 262 263
Amortization of bond premium 269 232 155
Amortiziation of deferred compensation 72 73 B2
Gain on disposal of fixed assets (429) (2.98%) (84)
Loss on sale of available-for-sale securities — 2 —
Share based compensation expense 295 — —
Provision for doubiful accounts (6) i0 13
Income tax benefit on stock option exercises — 394 172
Delerred income taxes (180} 175 915
Changes in operating assets and liabilities:
Notes and accounts receivable {117) (567) (1.371)
Inventories 27 (129) 55
Prepaid expenses and other current assets 243 (223) 479)
Other asscts 32 (1) 5
Accounts payable. accrued expenses and other current Liabilities 1,374 600 an
Deferred franchise fees 156 (119) 165
Other linbilities (141) (142) (549)
Net cash provided by operating activities 8,191 4.061 3,308
Cash Flows from Investing Activities:
Proceeds from sale of available-for-sale securities —_ 2,245 1.357
Purchase of available-for-sale securities (5,972) (7,877 (5910
Purchase of intellectual property (6) (1,346) —
Purchases of property and equipment (539) (795) (588}
Puyments received on notes receivable 87 350 331
Proceeds from sales of property and equipment 400 3,621 11
Net cash used in investing activities {6,030) (3.802) (4,799)
Cash Flows from Financing Activities:
Principal repayments of notes payable and capitalized lease obligations (39) (827) (173)
Repurchase of treasury stock — — (237
Income tax benefit on stock option exercises 1,079 — —
Proceeds from the exercise of stock options and warrants 722 642 1,387
Net cash provided by (used in) financing activities 1,762 (185) 977
Nelt change in cash and cash equivalents 3923 74 (514)
Cash and cash equivalents, beginning of year 3,009 2935 3,449
Cash and cash equivalents, end of year $ 6,932 § 3,009 52935
Cash paid during the year for:
Interest $ 1 3 31 $ 49
Income taxes $ 1,353 $ 3,040 $ 522

The accompanying notes are an integral part of these statements.
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Notes to Consolidated Financial Statements

(in thousands. except shure and per share amounis} March 25, 2007, March 26, 2006 and March 27, 2005

Note A—Description and Organization of Business

Nathan's Famous, Inc. and subsidiaries (collectively the "Company™
or “Nathan's™) has historically operated or franchised a chain of retail
fast food restaurants featuring the Nathan's Famous brand of all beef
tfrankfurters, fresh crinkle-cut French-fried potatoes and a variety of
other menu offerings. Nathan's has also established a Branded Product
Program. which enables food-service retailers to sell some of Nathan's
proprietary products outside of the realm of a traditional franchise
relationship. The Company, through wholly owned subsidiaries, is also
the franchisor of Kenny Rogers Roasters (“Roasters™) and Miami Subs
(Sce Note Q). The Company is also the owner of the Arthur Treacher’s
brand (See Note C). Miami Subs features a wide variety of lunch. din-
ner and snack foods, including hot and cold sandwiches and various
ethnic foods. Roasters features home-style family foods based on a
menu centered around wood-fire rotisserie chicken. Arthur Treacher’s
main product is its “Original Fish & Chips™ product consisting of
tish fillets coated with a special batter prepared under a proprietary
formula. deep-fried golden brown, and served with English-style chips
and corn meal “hush puppies.” The Company considers its subsidiaries
to be in the tood service industry. and has pursued co-branding and
co-hosting initiatives; accordingly, management has evaluated the
Company as a single reporting unit.

At March 25, 2007, the Company’s restautant system. consisting
of Nathan's Fumous. Kenny Rogers Roasters and Miami Subs restau-
rants, included six company-owned units in the New York City metro-
politan area and 357 franchised or licensed units, including three units
operating pursuant to management agreements located in 22 states and
11 foreign countries.

Note B—Summary of Significant Accounting Policies

The following significant accounting policies have been applied in
the preparation of the consolidated financial statements:

1. Principles of Consolidation

The consolidated financial statements include the accounts of
the Company and all of its wholly owned subsidiaries. All significant
inter-company balances and transactions have been eliminated in
consolidation,

2. Fiscal Year

The Company’s fiscal vear ends on the last Sunday in March.
which results in a 52- or 53-week reporting period. The results of
operations and cash flows for the fiscal years ended March 25, 2007,
March 26, 2006, and March 27. 2005 are all on the basis of 52-week
reporling periods.

3. Use of Estimates

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of
America requires management (o make estimates and assumptions that
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affect the reported amounts of assets and liabilities and disclosure of
contingent assets and habilities at the date of the financial state-
ments and the reported amounts of revenues and expenses during the
reporting period. Actual resulis could differ from those estimates.
Significant estimates made by management in preparing the consoli-
dated financial statements include revenue recognition, the allowance
for doubtful accounts. the allowance for impaired notes receivable. the
seli-insurance reserve, valuation of stock-based compensation. income
taxes and impairment charges on goodwill and long-lived assets.

4. Cash and Cash Equivalents

The Company considers all highly liquid instruments purchased
with an original maturity of three months or less to be cash equivalents,
Included in cash and cash equivalents is cash resiricted for untendered
shares associated with the acquisition of Nathan's in 1987 of $54 w
Muarch 25, 2007 and $83 at March 26, 2006,

5. Impairment of Notes Receivable

Nathan's follows the guidance in Statement of Financial Accounting
Standards ("SFAS™) No. 114 (“SFAS No. 1147) “Accounting by Cred-
itors for Impairment of a Loan.” as amended. Pursuant to SFAS No.
114, a loan is impaired when, based on current information and events,
it is probable that a creditor will be unable to collect all amounts due
according to the contractual terms of the loan agreement, When evalu-
ating a note for impairment. the factors considered include: (a) indica-
tions that the borrower is experiencing business problems such as
operating losses, marginal working capital, inadeqguate cash tlow or
business interruptions. (b) louns secured by collateral that is not readily
marketable, or (¢} loans that are susceptible to deterioration in realiz-
able value. When delermining impairment, management’s assessment
includes its intention to extend certain leases bevond the minimum
lease term and the debtor's ability to meet its obligation vver that
extended term. In certain cases where Nathan's has determined that a
loan has been impaired. it generally does not expect to extend or renew
the underlying leases. Based on the Company’s analysis, it has deter-
mined that there are notes that have incurred such an impairment.
Following are summaries of impaired notes receivable and the allow-
ance for impaired notes receivable:

March 25, March 26,
2007 2006

Total recorded investment in impaired

notes receivable $ 1.654 $ 1.801
Allowunce for impaired nies receivable (1.628) (1.680)
Recorded investment in impaired notes

receivable, net $§ 26 £ 1
Allowance for impaired notes receivable

at beginning of the fiscal year $ 1,680 1701
Recovery of impaired notes receivable (52) (21)
Allowunce for impaired notes receivable

at end of the fiscal year $ 1,628 $ 1.680




Based un the present value of the estimated cash flows of identi-
fied impaired notes receivable, the Cmﬁp:my records interest income on
its impaired notes receivable on a cash basis. The following represents
the interest income recognized on and average recorded investment in
impaired notes receivable.

March 25,

March 26, March 27,

2007 2006 2005
Interest income recorded on
impaired notes receivable $ 8 s 1 S i3
Average recorded investment in
impaired notes receivihle $1.747 SL817 $1.942

6. Inventories

Inventories, which are stated at the lower of cost or market value,
consist primarily of food items and supplies. Inventories also include
equipment and marketing items in connection with the Branded Product
Program. Cost is determined using the first-in, first-out method.

7. Marketable Securities

In accordance with SFAS No. 115, “Accounting for Certain
Investments in Debt and Equity Sccurities.” the Company determines
the appropriate classification of securities at the time of purchase and
reassesses the appropristeness of the classification at each reporting
date. At March 25. 2007 and March 26, 2006, all marketable securities
held by the Company have been classified as available-for-sale and, as
a result. are stated at fair value, with unrealized gains and losses on
available-for-sale securitics included as a componemt of accumulated
other comprehensive loss in the accompanying consolidated balance
sheets, Realized gains and losses on the sale of securities, as deter-
mined on a specific identification basis, are included in the accompany-
ing consolidated statements of earnings (See Note F).

8. Sales of Restaurants

The Company observes the provisions of SFAS No. 66. “Accounting
for Sales of Real Estate,” ("SFAS No, 667} which establishes account-
ing standards for recognizing profit or loss on sales of real estate. SFAS
No. 66 provides for profit recognition by the full accrual method. pro-
vided (a) the profit is determinable, that is. the collectibility of the sales
price is reasonably assured or the amount thal will not be collectible
can be estimated. and (b) the earnings process is virtually complete.

that is. the seller is not obliged to perform significant activities after the
sale 10 earn the profit. Unless both conditions exist. recognition of all or
part of the profit shall be postponed and other methods of profit recog-
nition shall be followed. In accordance with SFAS No. 66, the Company
recognizes profit on sales of restaurants under the full accrual method,
the instaltment method and the deposit method, depending on the spe-
cific terms of each sale. The Company records depreciation expense on
the property subject to the sales contracts that are accounted (or under
the deposit method and records any principal payments received as a
deposit until such time that the transaction meets the sales criteria of
SFAS No. 66.

As of March 25. 2007 and March 26. 2006. the Company had
deferred gains. included in other liabilities, on the sales of restuurants,
which are accounted for under the installment method. of $34 and $145,
respectively. Instaliment gains recognized in earnings for the fiscal
vears ended March 25, 2007, March 26, 2006 and March 27, 2005 were
$29. $51 and $73. respeclively.

9, Property and Equipment

Property and equipment are stated at cost less accumulated depre-
ciation and amortization. Major impravements are capitalized and
minor replacements, maintenance and repairs are charged to expense as
incurred. Depreciation and amortization are calculated on the straight-
line basis over the estimated usefui lives of the assets. Leasebold
improvements are amortized over the shorter of the estimated useful
life or the lease term of the related asset. The estimated useful lives are
as follows:

5-25 vears

3-15 years
5-20 vears

Building and improvements
Machinery. equipment. furniture and fixtures
Leasehold improvements

10. Goodwill and Intangible Assets

Intangible assets primarily consist of (i) goodwill of 395 resulting
from the acquisition of Nathan's in 1987: (ii) trademarks. trade names
and franchise rights of $427 in connection with Roasters; (iii) trade-
marks. trade names and franchise rights of $1.847 in connection with
Miami Subs; and (iv) trademarks, trade names and other intellectual
property of $1.354 primarily in connection with Arthur Treacher's (See
Note C).
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Notes to Consolidated Financial Statements

{in thousands, except share and per shuare amounis) March 25, 2007, March 26, 2006 and March 27, 2005 (continued)

The table below presents amortized and unamortized intangible assets as of March 25, 2007 and March 26, 2006:

March 25, 2007 March 26, 2006

(ross Net Gross Net
Carrying  Accumulated  Carrying  Carrying  Accumulated  Carrying
Amount Amorlization Amount Amount Amortization Amuount
Amortized intangible assels:
Royalty streams $4,259 $(2,053) $2.206 $4,259 $01.792) $2.467
Favoruble leases 115 (115) — 285 {285) —
Other 6 4 2 6 3 3
$4.380 $(2.172) $2.208 $4.550 $(2,080% $2.470
Unamortized intangible assets:
Trademarks and trade names 1,420 1414
$3.628 $3,884
Goodwitl $ 95 S 95

As of March 25, 2007 and March 26, 2006, the Company has per-
formed its required annual impairment test of goodwill and other intan-
gible assets, and has determined no impairment is deemed to exist.

Total amortization expense for intangible assets was $262, $262
and $263 for the fiscal years ended March 25, 2007, March 26. 2006
and March 27, 2005. The Company estimates future annual amor-
tization expense of approximately $262 per year for cach of the next
five years.

11. Long-Lived Assets

Long-lived assets are reviewed for impairment whenever events or
changes in circumstances indicate the carrying value may not be recov-
erable. Impairment is measured by comparing the carrying value of the
long-fived assets to the estimated undiscounted future cash flows
expected to result from use of the assets and their ultimate disposition.
In instances where impairment is determined to exist, the Company
writes down the asset to its fair value based on the present value of
estimated future cash flows,

Impairment losses are recorded on long-lived assets on a
restaurant-by-restaurant basis whenever impairment factors are deter-
mined Lo be present. The Company considers a history of restaurant
operating losses to be its primary indicator of potential impairment
for individual restaurant locations. No units were deemed impaired dur-
ing the fiscal years, ended March 23, 2007. March 26, 2006 and March
27, 2005.

42. Self-Insurance

The Company is self-insured for portiens of its general liability
coverage. As part of Nathan's risk management strategy. its insurance
programs include deductibles for each incident and in the aggregate
for a policy year. As such, Nathan's accrues estimates of its ultimate
self-insurance costs throughout the policy year. These estimates have
been developed based upon Nathan's historicat trends; however, the
final cost of many of these claims may not be known for five years or
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longer. Accordingly. Nathan's annual self-insurance costs may be sub-
ject to adjustment from previous estimates as facts and circumstances
change. The self-insurance accruals at March 25, 2007 and March 26,
2006 were $197 and $281, respectively. and are included in “accrued
expenses and other current liabilities™ in the accompanying consoli-
dated balance sheets.

During the fifty-two weeks ended March 25, 2007, March 26,
2006 and March 27, 2005, the Company reversed approximately 353
$55 and $71. respectively, of previously recorded insurance accruals
to reflect the revised estimated cost of claims,

13. Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalents, marketable
securities, accounts receivable and accoums payable approximate fair
value due 1o the short-term maturities of the instruments. The carrying
amounts of the capital lease obligation and notes receivable approxi-
mate their fair values as the current interest rates on such instruments
approximates current market interest rates on similar instruments,

14. Stock-Based Compensation

At March 23, 2007, the Company had several stock-based
employee compensation plans in effect which are more fully described
in Note K.

As of the beginning of fiscal 2007, Nathan's adopted SFAS No.
123R, “Share-based Payment.” (“SFAS No. 123R") using the modified
prospective method. SFAS No. 123R replaces SFAS No. 123, “Account-
ing for Stock-Based Compensation, (“SFAS No. 1237) and supersedes
Accounting Principles Board Opinion 25, “Accounting for Stock Issued
to Employees,” ("APB No. 257). SFAS No. 123R requires the cost of all
share-based payments to employces, including grants of employee stock
options, (o be recognized in the financial statements based on their fair
values measured at the grant date, or the date of later modification, over
the requisite service period. In addition. under the modified prospective
approach. SFAS No. 123R requires unrecognized cost (based on the




amounts previously disclosed in pro forma footnote disclosures) related
to awards vesting after the date of initial adoption to be recognized by
the Company in the financial statemenis over the remaining requisite
service period. Therefore, the amount of compensation costs to be rec-
ognized over the requisite service period on a prospective basts after
March 26, 2006 includes: (1) previously unrecognized compensation
cost for all share-based payments granted prior to, but not yet vested as
of, March 26, 2006 based on their fair values measured at the grant
dare, (ii) compensation cost ot all share-based payments granted subse-
quent to March 26, 2006 based on their respective grant date fair value,
and (iii) the incremental fair value of awards modified subsequent to
March 26, 2006 measured as of the date of such modification.

When recording compensation cost for equity awards. SFAS No.
123R requires companies to estimate at the date of grant the number of
equity awards granted that are expected to be forfeited and to subse-
quently adjust the estimated forfeitures to reflect actual forfeitures.

For tax purposes, Nathan's expects to be entitled to a tax deduc-
tion, subject to certain limitations, based on the fair value of the under-
lying equity award when the stock options vest or are exercised. SFAS
No. 123R requires that compensation cost be recegnized in the finan-
¢ial statements based on the fair value measured at the grant date, or
the date of later moditication. over the requisite service period. The
cumulative compensation cost recognized for equity awards pursuant {o
SFAS No. 123R and amounts that ultimately will be deductible for tax
purposes are temporary differences as prescribed by SFAS No, 109,
“Accounting for Income Taxes.” The tax effect of compensation deduc-
tions for tax purposes in excess of compensation cost recognized in the
financial statements. if any, will be recorded as an increase 1o addi-
tional paid-in capital when realized. A deferred tax asset recorded for
compensation cost recognized in the financial statements that exceeds
the amount that is ultimately realized on the tax return, if any, will be
charged to income tax expense when the stock options vest or are exer-
cised or expire unless we have an available additional paid-in capital
poal, as defined pursuant to SFAS No, 123R (“APIC Pool™). Nathan's is
required to assess whether there is an available APIC Pool when the
restrictions lapse or stock options are exercised or expire.

SFAS No. 123R also amends SFAS No. 95, “Siatement of Cash
Flows.” to require companies to change the classification in the state-
ment of cash flows of any tax benefits realized upon the exercise of
stock options or issuance of non-vested share unit awards in excess of
that which is associated with the expense recognized for financial
reporting purposes. These amounts are required to be reported as a
financing cash inflow rather than as a reduction of income taxes paid in
operating cash flows.

In Gctober 2003, the FASB issued Staff Position No, FAS 123R-2,
“Practical Accommodation to the Application of Grant Date as Defined
in FASB SFAS No. 123R As a practical accommodation, in determin-
ing the grant date of an award subject to SFAS No. 123R, assuming all
other ¢riteria in the grant date definition have been met, a mutual under-
standing of the key terms and conditions of an award to an individual

employee shall be presumed to exist at the date the award is approved
in accordance with the relevant corporate governance requirements if
both of the following conditions are met: (a) the award is a unilateral
grant and, therefore, the recipient does not have the ability to negotiate
the key terms and conditions of the award with the employer; and
(b) the key terms and conditions of the award are expected to be com-
municated to an individual recipient within a relatively short time
period from the date of approval.

In November 2005, the FASB issued Staff Position No. FAS 123R-3,
“Transition Election Related to Accounting for the Tax Effects of Share-
Based Payment Awards.” FAS 123R-3 provides that companies may
elect to use a specified alternative method to calculate the historical
APIC Pool of excess tax benefits available to absorb tax deficiencies
recognized upon adoption of SFAS No. 123R.

The option to use the alternative method is available regardless of
whether SFAS No. 123R was adopted using the modified prospective or
modified retrospective application transition method, and whether it
has the ability to calculate its pool of excess tax benefits in accordance
with the guidance in paragraph 81 of SFAS No. 123R. This method
only applies to awards that are fully vested and outstanding upon adop-
tion of SFAS No. 123R,

The adoption of these staff positions has not had a material impact
on our financial position or results of operations.

The pre-tax share-based compensation expense recognized pursu-
ant to the adoption of SFAS No. 123R for the year ended March 25,
2007 was $295. The incremental share-based compensation expense
resulted in a decrease to income before income taxes of $295, a decrease
1o net income of $175 and a decrease to basic and diluted income per
share of $0.03 for the year ended March 25, 2007. Total share-based
compensation expense recognized under SFAS No. 123R, including the
incremental pre-tax share-based compensation expense above, was
$367. with an associated tax benefit of $148. and was included in gen-
eral and administrative expense in our accompanying consolidated
stmiement of earnings for the year ended March 25, 2007.

As of March 25, 2007, there was $1,045 of unamortized com-
pensation expense related to stock options. We expect to recognize
this expense over a period of 4.25 years, which represents the requisite
service period for such awards.

During the year ended March 25, 2007, the Company granted
197,500 options having an exercise price of $13.08 per share. All of the
options granted will be vested as follows: 20% on the first anniversary
of the grant, 40% on the second anniversary of the grant, 60% on the
third anniversary of the grant, 80% on the fourth anniversary of the
grant and 100% on the fifth anniversary of the grant. All options have
an expiration date of ten years from the date of grant. No options were
granted during the year ended March 26, 2006. During the year ended
March 27. 2005, the Company granted options having an exercise price
of $5.62 per share. These options vest over a three-year period.

The weighted-average option fair values, as determined using the
Black-Scholes option valuation model, and the assumptions used to

il
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Notes to Consolidated Financial Statements

(in thousands, except share und per share amounts) March 25, 2007, March 26, 2006 and March 27. 2005 feontined)

estimate these values for stock options granted during the years ended
March 25, 2007 and March 27, 2005 are as follows:

March 25, March 27,
2007 2005
Weighted-average grant-date option fair values $6.1686 8287
Expected life (vears) 7.0 7.0
Interest rate 5.21% 4.50%
Volutility 34.33% 29.9(1%
Dividend vield 0% (0%

Prior to March 26, 2006, Nathan's accounted for share-based
compensation plans in accordance with the provisions of APB No. 25,
as permitted by SFAS No. 123, and accordingly, did not recognize com-
pensation expense for stock options with an exercise price equal to
or greater than the market price of the underlying stock at the date
of grant.

The following table illustrates the effect on net income and income
per share had the fair value-based method prescribed by SFAS No. 123
been applied to stock-based employee compensation during the years
ended March 26, 2006 and March 27. 2005,

March 26, March 27.
2006 2005
Net income. as reported S5.677 $2,737

Add: Stock-hased compensation inctuded in

net income 44 49
Deduct: Total stock-based emplovee compensation

expense determined under fair value-based

method for all awards (132 (170
Pro forma net income $5,589 $2,615
Net income per share

Bisic—as reported 1 $ 052

Diluted—as reported 7 3087 $ 045

Basic—pro torma - 5 100 $ 049

Biluted—pro forma 5 0.85 $ 043 -

15. Start-up Costs

Pre-opening and similar costs are expensed as incurred.

16. Revenue Recognition—Branded Products Operations

The Company recognizes revenue from the Branded Product
Program when it is determined that the products have been delivered
via third-party common carrier to Nathans® customers. Rebuies pro-
vided 10 customers are classified as a reduction of revenues.

17. Revenue Recognition—Company-owned Restaurants
Sules by Company-owned restaurants, which are typically paid in
cash by the customer, are recognized upon the performance of services.

18. Revenue Recognition—Franchising Operations
In connection with its franchising operations, the Company

receives initial franchise fees, development fees, royalties. and in certain
cases, revenue from sub-leasing restaurant properties to franchisees,
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Franchise und area development fees. which are typically received
prior 10 completion of the revenue recognition process. are initially
recorded as deferred revenue. Initial franchise fees. which are non-
refundable, are initially recognized as income when substantially all
services 1o be performed by Nathan's and conditions relating to the sale
of the franchise have been performed or satisfied. which generally
occurs when the franchised restaurant commences operations.

The following services are typically provided by the Compuny
prior to the opening of a franchised restaurant:

« Approval of all site selections 1w be developed.

* Provision of architectural plans suitable for restaurants 1o be

developed.

» Assistance in establishing building design specifications, review-

ing construction compliance and equipping the restaurant.

+ Provision of appropriate menus to coordinate with the restaurant

design and location to be developed.

= Provide management training for the new franchisee and

sclected statf.

» Assistance with the initial operations of restaurants being

developed.

At March 25, 2007 and March 26, 2006, $375 and $219. respec-
tively. of deferred franchise fees are included in the accompanying
consolidated balance sheets. For the fiscal yvears ended March 25, 2007,
March 26. 2006 and March 27, 2005, the Company earned [ranchise
fees from new unit openings. transfers and co-branding of $642, 3663
and $603, respectively.

Development fees are nonrefundable and the related agreements
require the franchisee to open a specified number of restaurants in the
development area within a specified time period or the agreements may
be canceled by the Company. Revenue from development agreements is
deferred and recognized as restaurants in the development area com-
mence operations on i pro rata basis 10 the minimum number of restau-
rants required to be open, or at the time the development agrecment is
effectivelv canceled. At March 23, 2007 and March 26, 2006, $306 and
$242. respectively, of deferred development fee revenue is included in
the accompanying consolidated balance sheets.

The following is u summary of franchise openings and closings
for the fiscal vears ended March 23, 2007, March 26, 2006 and March
27, 2005:

March 25, March 26, March 27,
2007 2006 2005

Franchised restaurants operating at

the beginning of the period 362 355 338
New franchised restaurants opened

during the period 19 30 39
Franchised restaurants closed during

the period (24} (23) (22)
Franchised restaurants operating at

the end of the period 357 362 355




The Company recognizes franchise rovalties. which are generally
based upon a percentage of sales made by the Company’s franchisees.
when they are earned and deemed collectible. Franchise fees and royal-
ties that are not deemed to be collectible are not recognized as revenue
until paid by the tranchisee or until collectibility is deemed to be rea-
sonably assured. Revenue from sub-leasing properties to franchisees
is recognized in income as the revenue is earned and becomes receiv-
able and deemed collectible. Sub-lease rental income is presented net
of associated lease costs in the accompanying consolidated statements
of operations.

19. Revenue Recognition—License Royalties

The Company earns revenue from royalties on the licensing of the
use of its name on certain products produced and sold by outside ven-
dors, The use of the Company name and symbols must be approved by
the Company prior to each specific application 1o ensure proper quality
and project a consistent image. Revenue from license royalties is recog-
nized when it is earned and deemed collectible.

20. tnterest Income
Interest income is recorded when 1t is carned and deemed realiz-
able by the Company.

21. Other income

The Company recognizes gains on the sale of fixed assets under
the full accrual method, installment method or deposit method in accor-
dance with provisions of SFAS No. 66 (See Note B-8).

Deferred revenue associated with supplier contracts is generally
amortized inte income on a straight-line basis over the life of the
contract.

Other income for the tiscal years ended March 25, 2007. March
26, 2006 and March 27, 2005 consists of the tollowing:

March 25, March 26, March 27
2007 2006 2005
Gain on disposal of fixed assets $ 29 $ 66 S 84
Giatn (loss) on subteasing of
rental properties (5 90 (29
Amortization of supplier
contributions 107 361 407
Orher income 142 134 105
$243 $651 $567

22. Business Concentrations and Geographical Information

The Company’s accounts receivable consist principally of receiv-
ables from franchisees for royalties and advertising contributions, from
sales under the Branded Product Program, and for royalties from retail
licensees. At March 23, 2007, one retatl licensee, one Branded Product
customer and one franchisee each represented 12%, 12% and 1%,
respectively. of accounts receivable. At March 26. 2006, one retail
licensee, one Branded Products distributor and one franchisee each

represented 12%. 11% and 10%, respectively, of accounts receivable.
No franchisee, retail licensee or Branded Product customer accounted
for 10% or more of revenues during the fiscal years ended March 25,
2007, March 26. 2006 and March 27, 2005.

The Company's primary supplier of frankfurters represented 74%,
T7% and 66% of product purchases for the fiscal years ended March 25,
2007. March 26, 2006 and March 27, 2005. respectively. The Company's
distributor of product to its Company-owned restaurants represented
16%. 13% and 24% of product purchases for the fiscal years ended
March 23, 2007, March 26. 2006 and March 27, 2005, respectively.

The Company’s revenues for the fiscal years ended March 25,
2007, March 26, 2006 and March 27, 2005 were derived from the fol-
lowing geographic areas:

March 25,  March 26, March 27,
2007 2006 2005
Domestic (United States) $44.499 $29.87) 33,081
Non-domestic 1.231 1.378 1.118
$45.730 $41,249 $34.199

23. Advertising

The Company administers various advertising funds on behalt of
its subsidiaries and franchisees to coordinate the marketing efforts of
the Company. Under these arrangements. the Company collects and
disburses {ees paid by franchisees and Company-owned stores for
national and regional advertising, promotional and public relations
programs. Contributions 1o the advertising funds are based on spec-
ified percentages of net sales, generally ranging up to 3%. Net
Company-owned store advertising expense was 5184, $194 and
$242 for the fiscal years ended March 25, 2007, March 26. 2006 and
March 27, 2005. respectively.

24. Classification of Operating Expenses

Cost of sales consists of the following:

* The cost of products sold by the Company-operated restaurants,
through the Branded Product Program and other distribution
channels.

* The cost of labor and associated costs of in-store restaurant
management and crew.

¢ The cost of paper products used in Company-operated
restaurants.

¢ Other direct costs such as fulfillment, commissions, freight and
samples.

Restaurant operating expenses consist of the following:

* Occupancy costs of Company-operated restaurants.

» Utility costs of Company-operated restaurants.

» Repair and maintenance expenses of Company-operated restau-

rant facilities.

Marketing and advertising expenses done locally and contribu-
tions to advertising funds for Company-operated restaurants.

« Insurance costs directly related 1o Company-operated restaurants.
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fin thousunds, except share and per share amounts) March 25, 2007, March 26, 2006 and March 27, 2005 (continued)

25. Income Taxes

Deferred tax assets and liabilities are recognized for the future
tax consequences attributable to differences between the financial
slatement carrying amounts of existing assets and liabilities and their
respective tax bases and operating loss and tax credit carryforwards.
Deferred 1ax assets and liabilities are measured using enacted tax
rates expected to apply to taxable income in the year in which those
temporary differences are expected to be recovered or settled. A val-
vation allowance has been established 10 reduce deferred tax assets
attributable to net operating losses and credits of Miami Subs to net
realizable value.

26. Reclassifications
Certain prior years' balances have been reclassified to conform
with current year presentation.

27. Recently Issued Accounting Standards Not Yet Adopted

In July 2006. the Financial Accounting Standards Board ("FASB™)
issued FASB Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes,” ("FIN No. 487) which clarifies the accounting and
disclosures for uncertainty in income taxes recognized in the financial
statements in accordance with SFAS No. 109, “Accounting for Income
Taxes.” FIN No. 48 also provides guidance on the de-recognition of
uncertain tax positions, financial statement classification. accounting
for interest and penalties. accounting for interim periods and adds new
disclosure requirements. FIN No. 48, as amended and interpreted. is
effective for fiscal years beginning after December 15, 2006. which
is our fiscal 2008. We are evaluating the impact the adoption of FIN
No. 48 will have on our consolidated financial statements.

In, September 2006, the FASB issued SFAS No. 157, “Fair Value
Measurements,” (“SFAS No. 157") 1o eliminate the diversity in prac-
tice that extsts due to the different definitions of fair value. SFAS No.
157 retains the exchange price notion in earlier definitions of fair value,
but clarifies that the exchange price is the price in an orderly transac-
tion between market participants to sell an asset or liability in the prin-
cipal or most advantageous market for the asset or liability. SFAS No.
157 states that the transaction is hypothetical at the measurement date.
considered from the perspective of the market participant who holds the
asset or liability. As such. fair value is defined as the price that would
be received 1o sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date (an
exit price). as opposed to the price that would be paid to acquire the
asset or received to assume the liability at the measurement date {(an
entry price). SFAS No. 157 is effective for fiscal years beginning afier
November 15, 2007. We are evaluating the impact the adoption of SFAS
No. 157 will have on our consolidated financial statements.
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In February 2007, the FASB issued SFAS No. 159, " The Fair Value
Option for Financial Assets and Financial Liabilities—Including an
Amendment of FASB Statement No. 115" (“SFAS No. 139"). This
standard amends SFAS No. 115, "Accounting for Certain Investment in
Debt and Equity Securities.” with respect to accounting for a transfer to
the trading category for all entities with available-for-sale and trading
securities electing the fair value option. This standard allows compa-
nies to elect fair value accounting for muny financial instruments and
other items that currently are not required to be accounted as such,
allows different applications for electing the option for a single item or
groups of items, and requires disclosures to facilitate comparisons of
similar assets and Habilities that are accounted for differemly in rela-
tion to the fair value option. SFAS No. [59 is effective for fiscal years
beginning atter November 15. 2007, which is our fiscal 2009. We are
currently evaluating the impact of SFAS No. 139 on our consolidated
financial position and results of operations.

In May 2007, the FASB issued FASB Staff Position (FSP} No.
FIN 48-1. “Definition of Settlement in FASB Interpretation No, 48,”
an amendment of FASB Interpretation FIN No. 48. “Accounting for
Uncertainty in Income Taxes.” to clarify that a tax position is effec-
tively settled for the purpose of recognizing previously unrecognized
tax benefits in accordance with paragraph [0{b) of that Interpretation if
{a) the taxing authority has completed all of its required or expected
cxamination procedures, (b) the enterprise does not intend to appeal or
litigate any aspect of the tax position, and (¢) it is considered remote
that the 1axing authority would re-examine the tax position. FSP No.
FIN 48-1 also conforms the terminology used in FIN No. 48 to describe
measurement and recognition to the conclusions reached in the FSP.
FSP No. FIN 48-1 is effective as of the same dates as FIN No. 48, with
retrospective application required for entities that have not applied FIN
No. 48 in a manner consistent with the provisions of the proposed FSP.

28. Adoption of New Accounting Proncuncements

In November 2004. the FASB issued SFAS No. 151, “Inventory
Costs—an Amendment of ARB No. 437 ("SFAS No. 1517} which is the
result of its efforts to converge U.S. accounting standards for invento-
ries with International Accounting Standards. SFAS No. 151 requires
idle facility expenses. freight, handling costs, and wasted material
(spoilage} costs to be recognized as current-period charges. It also
requires that allocation of fixed production overheads 10 the costs
of conversion be based on the normal capacity of the production facili-
ties. SFAS No. 151 was effective for inventory costs incurred during
fiscal years beginning after Junc 15, 2005. The adoption of SFAS
No. 151 has had no impact on the Company’s financial position or
results of operations.

In June 2003, the FASB issued SFAS No. 134, “Accounting
Changes and Error Corrections—a Replacement of APB Opinion
No. 20 and FASB Statement No, 37 ("SFAS No. 1547). APB Opinion
No. 20 previously required that most voluntary changes in accounting



principles be recognized by including in net income of the period of the
change the cumulative effect of changing 10 the new accounting prin-
ciple. SFAS No. 154 requires retrospective application 1o prior periods’
finuncial statements of changes in accounting principle, unless it is
impracticable 1o determine either the period-specific effects or the
cumubartive effect of the change. SFAS No. 154 was effective for
decounting changes and corrections of errors made in fiscal years
beginning after December 15, 2005. The adoption of SFAS No. 154 had
no impact on the Company's financial position or results of operations.

In June 2006, the Financial Accounting Standards Board ratified o
consensus opinion reached by the Emerging Issues Task Force (EITF)
on EITF lssue 06-3. “How Taxes Collected from Customers and
Remitted o Governmental Authorities Should Be presented in the
Income Statement (That Is, Gross versus Net Presentation),” The guid-
ance in EITF lssue (06-3 requires disclosure in interim and annual
financial statements of the amount of taxes on a gross basis. if signifi-
cant. ihat are assessed by a governmental authority that are imposed on
and concurrent with a specitic revenue producing transaction between a
seller and customer such as sales. use, value added. and some excise
taxes. Additionally. the income statement presentation (gross or net) of
such taxes is an accounting policy decision that must be disclosed.

The consensus in EITF Issue 06-3 is effective for the interim and
annual reporting periods beginning after December 15, 2006. The
Company adopted EITF lssue 06-3 effective in the fiscal year ended
March 25, 2007, The adoption of EITF lssue 06-3 did not have
significant effect on its financial statements as it did not change its
existing accounting poiicy which is to present taxes within the scape of
EITF fssue 06-3 on a net basis.

In September 2006, the Securities and Exchange Commission
("SEC"} issued Staff Accounting Bulletin SAB No. 108, “Considering
the Effects of Prior Year Misstatements when Quantifying Misstatements
in Current Year Financial Statements™ ("SAB No. 108™). SAB No. 108
provides interpretive guidance on how the effecis of the carryover or
reversal of prior vear misstatements should be considered in quantify-
ing a current year misstatement. SAB No. 108 requires registrants to
use both a balance sheet and income statement approach when evalu-
ating and quantifying the materiality misstastement. The adoption of
SAB No. 108 had no impact on the Company’s financial position or
results of operations.

Note C—Acquisition

On February 28, 2006, the Company acyuired all trademarks and
other intellectual property relating to the Arthur Treacher's brand from
PAT Franchise Systems, Inc. ("PFSI™) for $1.250 in cash plus retated
expenses of approximately $103 and terminated its Co-Branding
Agreement with PFSL. Since fiscal 2000, the Compuny has successfully
co-branded certain Arthur Treacher's signature products in Nathan's
franchise system. Based upon such co-branding success. the Company
acquired these assets to continue its co-branding efforts and seek new
means of distribution.

The Company simultaneously granted back to PFSI a limited
license to use the Arthur Treacher's intellectual property solely for the
purposes of: (a) continuing 10 permit PFSI to operate its existing Arthur
Treacher's franchised restaurant system (approximately 60 restaurants);
and (b) PFSI granting rights to third parties who wish to develop new
traditional Arthur Treacher's quick service restaurants in Indiana.
Maryland, Michigan, Ohio, Pennsylvania, Virginia, Washington D.C.
and areas of northern New York State (collectively. the "PFSI
Markets™). The Company also retained certain rights to sell franchises
for the operation of Arthur Treacher's restaurants in certain circum-
stances within the geographic scope of the PFSI Markets. PFSI has no
obligation to pay fees or royalties to the Company in connection with its
use of the Arthur Treacher's system within the PFSI Markets.

NF Treacher’s Corp.. a wholly owned subsidiary, was created for
the purpose of acquiring these assets. The acquired assets have been
recorded as trademarks and trade names. No restaurants were acquired
in this transaction. Results of operations are included in these consoli-
dated financial statements since February 28, 2006.

The following presents the pro forma results of operations, which
are not necessarily indicative of the results that would have been
attained. had the acquisition actually taken place, as if the Company
had owned these assets at the beginning of each of the two prior
years presented:

Fifty-Two Fifty-Two
Weceks Ended Weeks Ended
March 26, March 27,
2006 2005
Total revenues 541,385 534,354
Income from continuing operations 3.966 2.900
Nel income $ 5.762 3 2,837
Basic income per share:
Income from continuing operations 5§ 7 $ 55
Nel income $ 103 $§ 53
Diluted income per share:
Income from continuing operations 5 .6l $ 48
Net income $ B8 S 47

Note D—Income Per Share

Basic income per comaion share is calculated by dividing income
by the weighied-average number of common shares outstanding and
excludes any dilutive effects of stock options or warrants. Diluted
income per commen share gives effect 1o all potentially dilutive com-
mon shares that were outstanding during the period. Dilutive common
shares used in the computation of diluted income per common share
result from the assumed exercise of stock options and warrants, using
the treasury stock method.
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{in thousands, except share and per share amounis) March 25. 2007, March 26. 2006 and March 27. 2005 (continued)

The following chart provides a reconciliation of information used in calculating the per share amounts for the fiscal years ended March 25,

2007. March 26, 2006 and March 27, 2005, respectively:

Income from

Income Per Share from

Continuing Operations Shares Continuing Operations
2007 2006 2005 2007 2006 2005 2007 2006 2005
Basic EPS
Busic calculation $5,208  SIERL S2.800 5836000 S584.000  5307.000  § .8y $ .70 $ .53
Effect of dilutive employee stock options and warrants — — S05,000 962.000 T13.000 (07 10 (.07}
Diluted EPS
[Diluted calculation $5.208  $3.831 2800 6341000 6546000 6080000 % .82 % 59 S 46

Options and warrants to purchase 98,750, 19,500 and 367939
shares of common stock for the years ended March 25, 2007. March
26. 2006 and March 27, 2005, respectively. were not included in the
computation of diluted earnings per share because the exercise prices
exceeded the average market price of common shares during the respec-
tive periods.

Note E-—Notes and Accounts Receivable, Net

Notes and accounts receivable, net. consist of the following:

March 25, March 26,
2007 2006
Notes receivable, net of impairment charges
(Note B-§) $ 120 § 182
Franchise and license royalties 1,627 1.681
Branded product sales 1.675 1.573
Other 550 542
3972 3,978
Less: adlowance for doubtful accounts 135 177
Less: notes receivable due after one year 60 137
Naotes and accounts receivable, net $3,777 $3.604

Notes receivable at March 25. 2007 and March 26. 2006 resulted
principally from sales of restaurant businesses to Miami Sub’s franchi-
sees and are generally guaranteed by the purchaser and collateralized
by the restaurant businesses and assets sold. The purchase notes are
generally due in monthly installments of principal and interest with a
balloon payment at the end of the term. with interest rates ranging prin-
cipally between 5% and 10% (See Note B-5). At March 25, 2007. notes
reccivable also included $68 for the repayment of certain past due
royalties. which the Company has agreed to finance and is deemed
collectable. Interest has been imputed on this note at 7.75%.

Accounts receivable are due within 30 days and are stated at
amounts due from franchisees, retail ticensees and Branded Prod-
uct Program customers. net of an allowance for doubtful accounts.
Accounts owstanding longer than the contractual payment terms are
considered past due. The Company determines its allowance by con-
sidering a number af factors. including the length of time accounts
receivable are past due. the Company’s previous loss history. the cus-
tomer’s current and expected future ability to pay its obligation to the
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Company. and the condition of the general economy and the industry as
a whole, The Company writes off accounts receivable when they are
deemed to be uncollectible.

Changes in the Company's allowance for doubtful accounts for the
fiscal years ended March 25. 2007. March 26, 2006 and March 27.
2005 are as follows:

March 25, March 26, March 27,
2007 2006 2005
Beginning balance $177 $177 $ 328
Bad debt {recoveries} expense {6) 10 13
Other — 17
Accounts written off (36) [$10)] (181)
Ending halance $135 $177 $ 177

Note F—Marketable Securities

The cost. gross unrealized gains. gross unrealized losses and fair
market value for marketable securities. which consists entirely of bonds
at March 23, 2007 and March 26, 2006, are as follows:

Gross Gross Fair
Unrealized  Unrealized Markel
Cost Gains Losses Value
2007:
Available-for-sale
securities $22.878 $44 $(137) $22.788
2006:
Available-for-sale
securities $17.176 55 $(299) $16.882

As of March 25. 2007. the bonds mature at various dates between
July 2007 and April 2017. The following represents the bond maturities
by period as follows:

L.exs than 1-5 5-10 After W}
Fair Value of Bonds Tonal | Year Years Years Years
Fair value of
bonds at
March 25, 2007 $22.785 $1.128 $12.320 $6.258 $1.079

Fair value of
honds at
March 26. 2006

S$16.882 5 — $10052  $6.830 5 —




Proceeds from the sale of available-for-sale and trading securities
and the resulting gross realized gains and losses included in the deter-
mination of net income are as follows:

March 25,  March 26, March 27,
2007 2006 2005
Available-for-sale securities:
Procecds — $2.245 $1.357
Gross realized gains — — —
Gross realized losses — (2) —

The change in net unrealized gains {losses) on available-for-sale
securities for the fiscal years ended March 25, 2007, March 26, 2006
and March 27, 2005, respectively, of $120. $(94) and $(137), which is
net of deferred income taxes. have been included as 4 component of
comprehensive income.

Note G—Property and Equipment, Net

Property and equipment consists of the following:

March 25,  March 26,

2007 2006
Land § 1,094 $ 1.094
Building und improvements 1,973 1.932
Machinery, equipment. furniture and fixtures 5478 5.355
[.easehold improvements 3,800 4.377
Construction-in-progress 89 120
12,434 12,878
Less: accumulaed depreciation and amortization 8,164 8,310
$ 4,270 $ 4.568

Assets under capital lease amounted o $48 at March 26, 2006
and were fully amortized at that time. These assets were disposed of
during the year ended March 23, 2007. Depreciation and amortization
expense on property and equipment was $791, $812, and $918 for the
fiscal years ended March 25, 2007, March 26. 2006. and March 27,
2005, respectively.

4. Sale of Restaurant

During the year ended March 26, 2006, the Company sold one
Compuny-owned restaurant that it had previously leased to the operator
pursuant to a management agreement for total cash consideration of
$515 and entered into a franchise agreement with the buyer to continue
operating the restaurant. As the Company expects to have a continuing
stream of cash flows from this restaurant, the results of operations for
this restaurant are included in “lncome from continuing operations™ in
the accompanying consolidated statemenis of earnings through the date
of sale.

2. Discontinued Operations

The Company follows the provisions of SFAS No. 144, "Accounting
for the Impairment or Disposal of Long-Lived Assets™ ("SFAS
No. 144"), related to the accounting and reporting for segments of

a business to be disposed of. In accordance with SFAS No. 144, the
definition of discontinued operations includes components of an entity
whose cash flows are clearly identifiable. SFAS No. 144 requires the
Company to classify as discontinued operations any restaurant or
property that Nathan’s sells, sbandons or otherwise disposes of where
the Company will have no further involvement in the operation of, or
cash flows from, such restaurant’s operations.

On January 26. 2006, two of Nathan's wholly-owned subsidiaries
entered into a Lease Termination Agreement with respect to three
leased properties in Fort Lauderdale, Florida, with its landlord, and
CVS8 3285 FL, L.LL.C., (*CVS8™) 10 sell our leasehold interests to CVS
for $2,000. Pursuant to the Lease Termination Agreement, within 180
days following delivery of notice from CVS to Nathan’s, we are required
to deliver the vacated properties to CVS. As the properties are currently
subject to certain sublease and management agreements between
Nathan's and the current occupants, Nathan's expects to make payments
to, or forgive indebtedness of, the current occupants of the properties
and pay brokerage commissions of approximately $300 in the aggre-
gate. On November 30, 2006, CVS provided Nathan's with notice tha
all necessary permits and approvals have been obtained and that all
contingencies have either been waived or satisfied. The property and
equipment in connection with this property comprise “assets available
for sale”™ in the accompanying balance sheet. This transaction was con-
cluded on June 5, 2007.

As described above, the Company has classified the results of
operations of certain restaurants and properties as discontinued opera-
tions in accordance with SFAS No. 144, The following is a summary of
the results of operations for these properties for the fiscal years ended
March 25, 2007. March 26. 2006 and March 27, 2005:

March 25, March 26,  March 27,
2007 2006 2005

Revenues (excluding gains from

sules of properties in 2007

and 2006) $166 $ 31 $ 327
Income (loss) before income taxes

(including gains on dispoesal of

$400 and $2.919 for fiscal vears

2007 and 2006. respectively) $537 $2.942 S5(112)

On July 13, 2005, Nathan's sold all of its right, title and interest in
and to a vacant real estate parcel previcusly utilized as a parking lot,
adjacent to a Company-owned restaurant, located in Brooklyn, New
York. in exchange for a cash payment of $3.100. A gain of $2.819 was
recognized into income during the year ended March 26, 2006, Nathan's
also entered into an agreement pursuant to which an affiliate of the
buyer has assumed all of Nathan's rights and obligations under a lease
for an adjacent property and had agreed to pay $500 to Nathan's for its
leasehold interest on the earlier of (i) three years after closing or (ii) six
months after the closing of the adjacent property. On Januvary 17, 2006.
the adjacent property was sold. The Company received $100 during fis-
cal 2006 and the remaining balance of $400 was received in October
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2006 and is included as a gain from discontinued operations during
fiscal 2007. The operating expenses for these properties have been
included in discontinued operations as the Company has no continuing
involvemnent in the operation of, or cash flows from. these properties.

During the fiscal year ended March 27, 2005, the Company ceased
the operations of one Company-owned restaurant pursuant to the termi-
nation of the lease and notification by the landlord not to renew. The
results of operations for this restaurant have been included in discon-
tinued operations for the fiscal year ended March 27, 2005, as the
Company has no continuing involvement in the operation of, or cash
flows from. this restaurant.

Note H—Accrued Expenses, Other Current Liabilities and
Other Liabilities

Accrued expenses and other current liabilities constist of the
following:

March 25, March 26,
2007 2006
Payroll and other benefits $1,940 $1.891
Accrued operating expenses 1,107 483
Professional and legal costs 321 391
Self-insurance costs 197 281
Rent. occupancy and lease
reserve termination costs 349 379
Taxes payable 1.126 782
Unexpended advertising funds 924 789
Deferred revenue 258 200
Other 419 410
$6,638 $5.606
Other liabilities consists of the following:
March 25,  March 26,
2007 2006
Deferred income—supplier contracts $ 615 5 682
Deferred development fees 306 242
Deferred gain on sales of fixed assets 35 145
Deferred rental liability 158 250
Deferred income—other 45 8
Tenant’s security deposits on subleased property 91 93
$1.250 $1.420

Lease Reserve Termination Costs

In connection with the Company’s acquisition of Miami Subs
in fiscal 2000, Nathan's planned te permanently close 18 under-
performing Company-owned restaurants; Nathan's expected to aban-
don or sell the related assets at amounts below the historical carrying
amounts recorded by Miami Subs. In accordance with APB No.
16 “Business Combinations”, the write-down of these assets was
reflected as part of the purchase price allocation. The Company has
closed or sold all 18 units. As of March 25, 2007, the Company has
recorded cumulative charges to operations of approximately $1.461
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($877 after tax) for lease reserves and termination costs in conneciion
with these properties.

Changes in the Company’s reserve for lease termination costs are
as follows:

March 25, Murch 26, March 27,
2007 2006 2005
Beginning balance $198 5198 $532
Additions 9 — —
Payments — — (334)
Ending balunce $207 5198 $ 198

Note I—Indebtedness

A summary of the capitalized lease obligation is as follows:

March 25,  Murch 26.
2007 2006
Capital lease obligation $— $39
Less current portion — 8
Long-term portion $— 331

On July 5, 2006, Nathan's entered into an agreement with its land-
lord to terminate its lease of the property and fully satisfied its capital
lease obligation.

On January 13, 2006, Nathan's prepaid the balance of its outstand-
ing bank loan payable in the amount of $654.

The Company maintains a $7.500 line of credit with its primary
banking institution. Borrowings under the line of credit are intended to
be used to meet the normal short-term working capital needs of the
Company. The line of credit is not a commitment and, therefore, credit
availability is subject to ongoing approval. The line of credit expires on
October 1, 2007, and bears interest at the prime rate {8.25% at March
25, 2007). There were no borrowings outstanding under this line of
credit as of March 25, 2007 and March 26, 2006.

Note J—Income Taxes

Income tax provision (benefit) consists of the following for the fis-
cal years ended March 25, 2007, March 26, 2006, and March 27, 2005:

March 25,  March 26, March 27,
2007 2006 2005
Federal
Current $2.343 $1.649 $ 605
Dreferred (153) 148 oll
2,190 1.797 1.216
State and local
Current 754 491 271
Deferred (27) 27 37
727 518 308
$2,917 $2.315 $1.524



Total income tax provision (benefit) for the fiscal years ended
March 25, 2007, March 26, 2006 and March 27. 2005 differs from the
amounts computed by applying the United States Federal income tax
rate of 34% to income before income taxes as a result of the following:

March 25,  March 26,  March 27,
2007 2046 2005
Computed “expected” Llax expense $2,763 $2.107 §$1.470
Noendeductible amortization 37 37 37
State and local income 1axes, net of
Federal income tax benefit 293 336 170
Tax-exempt mvestment carnings (220) (150} (66}
Tax refunds received — — (81}
Nondeductible meals and entertain-
ment and other 44 (15) )
$2917 32315 $1.524

The tax effects of temporary differences that give rise to signifi-
cant portions of the deferred tax assets and deferred tax liabilities are
presented below:

March 25,  March 26.
2007 2006
Deferred 1ax assets
Accrued expenses $ 790 $ 775
Allowance for doubtful accounts 54 71
Impairment of notes receivable 666 672
Deferred revenue 631 436
Depreciation expense and impairment of
long-tived assets §73 757
Expenses not deductible until paid 79 12
Deferred stock compensation 118 —
Amortization of intangibles 129 159
Net operating loss and other carrytorwards 155 346
Unrealized loss on marketable securittes 29 110
Excess of straight line over actual rent 85 100
Other 12 12
Total gross deferred tax assets $ 3.627 $ 3550
Deferred 1ax liabilities
Difference in tax bases of installment gains
not yet recognized 208 184
Deductible prepaid expense 168 120
Other 154 52
Total gross deferred tax liabilities 524 356
Net deferred tax asset 3,103 3,194
Less valuation allowance {155) (346)
$ 2,948 $ 2.848
Less current portion (1471) {1.364)
L.ong-term portion § 1477 $ 1,484

A valuation allowance is provided when it is more likely than not
that some portion, or all. of the deferred tax assets will not be realized.
Based upon anticipated taxable income, management believes that it is
moere likely than not that the Company will realize the benefit of this
net deferred tax asset of $2.948 and $2.848 at March 25, 2007 and
March 26, 2006, respectively. The Company has State net operating
loss carryforwards of approximutely $4,275 in certain state tax juris-
dictions expiring in varying amounts during fiscal years 2020 through
2025. A valuation allowance has been provided for these net operating
loss carryforwards,

Note K—Stockholders’ Equity, Stock Plans and Other Employee
Benefit Plans

1. Stock Option Plans

On December 15, 1992, the Company adopted the 1992 Stock
Option Plan (the *1992 Plan™), which provides for the issvance of
incentive stock options (“ISOs™) to officers and key employees and
nonqualified stock options to directors, officers and key employees, Up
to 525,000 shares of common stock have been reserved for issuance
under the 1992 Plan. The terms of the options are generally ten years,
except for ISOs granted to any employee who prior to the granting of
the option owns stock representing more than 10% of the voting rights.
for which the option term will be five years. The exercise price for non-
qualified stock options outstanding under the 1992 Plan can be no less
than the fair market value. as defined, of the Company’s common stock
at the date of grant. For ISOs. the exercise price can generzlly be no
less than the fair market value of the Company’s common stock at the
date of grant, with the exception of any employce who prior 10 the
granting of the option owns stock representing more than 10% of the
voting rights, for which the exercise price can be no less than 110% of
fair market value of the Company’s common stock at the date of grant.
The 1992 Plan expired with respect to the granting of new options on
December 2, 2002,

On May 24, 1994, the Company adopted the Qutside Director
Stock Option Plan (the “Directors’ Plan™), which provides for the issu-
ance of nonqualified stock options to non-employee directors, as
defined, of the Company. Under the Directors’ Plan, 200,000 shares of
common stock have been authorized and issued. Options awarded to
each nen-employee director are fully vested. subject to forfeiture under
certain conditions and shall be exercisable upon vesting. The terms of
the options are generally ten years. The Directors’ Plan expired with
respect to the granting of new options on December 31, 2004. As of
March 25, 2007, there are no options outstanding under this plan.

In April 1998, the Company adopted the Nathans Famous, Inc.
1998 Stock Option Plan (the “1998 Plan™), which provides for the
issuance of nonqualified stock options to directors, officers and key
employees. Up to 500,000 shares of commen stock have been reserved
for issuance upon the exercise of options granted under the 1998 Plan,
The terms of the options are generally ten years. As of March 25, 2007
no shares are available to be issued in the future under this plan.
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In June 2001, the Compuny adopted the Nathan's Famous, Inc.
2001 Stack Qption Plan (the 2001 Plan™), which provides for the issu-
ance of nonqualified stock options to directors, officers and key employ-
ees. Up to 350,000 shares of common stock have been reserved for
issuance upon the Nathan's exercise of options granted and for future
issuance in connection with awards under the 2001 Plan. The terms of
the options are generally ten years. As of March 25, 2007, there are
3,500 sharcs available to be issued in the future under this plan.

In June 2002, the Company adopted the Nathan's Famous. Inc.
2002 Stock Incentive Plan (the 2002 Plan™). which provides for the
issuance of nonqualified stock options or restricted stock awards 1o
directors, officers and key employees. Up to 300,000 shares of common
stock have been reserved for issuance in connection with awards under
the 2002 Plan. The terms of the options are generally ten years. Ax of
March 25, 2007, there are 2,500 shares available to be issued in the
future under this plan.

The 1998 Plan, the 2001 Plan and the 2002 Plan expire on April 3.
2008. June 13, 2011 and June 17. 2012, respectively. unless terminated
carlier by the Board of Directors under conditions specified in the
respective Plan.

On October 1, 1999, the Company issued 478.584 stock options
to employees of Miami Subs 1o replace 957.168 of previously issued

Miami Subs options pursuant to the acquisition by Nathan's und issued
47006 new options. All options were fully vested upon consummation
of the merger. Exercise prices range from a low of $3.1875 to a high
of $18.6120 per share and expire at various times through September
30, 2009,

During the fiscal years ended Murch 25, 2007, March 26, 2006
and March 27. 2005. 308,784, 160,082 and 237,640 stock oplions were
exercised which aggregated proceeds of 722, $642 and $530, respec-
tively, to the Company.

In general, our stock incentive plans have terms of ten years and
vest over periods of between three and five vears, We have historically
issued new shares of common stock for options that have been exer-
cised and determined the grant date fair value of options and warrants
aranted using the Black-Scholes option valuation model.

2. Warrants

On July 17, 1997. the Company granted to its Chairman and Chief
Exccutive Officer a warrant to purchase 150.000 shares of the
Company’s common stock at an exercise price of $3.25 per shure. rep-
resenting the market price of the Company’s common stock on the date
of grant. The shares vested at a rate of 25% per annum commencing
July 17. 1998 and the warrant expires in July 2007,

A summary of the status of the Company’s stock options and warrants at March 25, 2007, March 26, 2006 and March 27, 2005 and changes

during the fiscal years then ended is presented in the tables below:

Optivns outstanding—beginning of year
Granted
Expired
Exercised

Options outstanding—end of year
Options exercisable—end of year
Weighted-average fair value of options granted

Warrants outstanding—beginning of year
Expired

Warrants outstanding—end of year

Warrants exercisable—end of year

At March 235, 2007. 6.000 commen shares were reserved for future
restricted stock or stock option grants, as detailed above.
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2007 2006 2005

Weighted- Weighled- Weighted-

Average Average Average

Exercise Exercise Exercise
Shares Price Shares Price Shares Price
1,332,024 $ AT8 1.494.796 $ 381 1,778,686 5391
197,500 13.08 — — 95,000 5.62
(4.000) 6.20 (2.690) 9.09 (141.250) 7.22
(353.216) .69 {160.082) 4.01 {237.640) 4.08
1,172,308 $ 5.21 1,332,024 $ 378 1,494.796 $3.8]
943.141 $ 348 1.247.025 s — 1.322.629 S —
$ 616 5 — $2.87
150000 $ 3.25 168.750 $ 473 168,750 $4.73
— — (18.750) 16.55 — —
150,000 $ 323 150,000 $ 325 168,750 $4.73
150,000 $ 1225 150,000 $ 325 168.750 $4.73

The aggregate intrinsic values of the stock options exercised dur-
ing the fiscal years ended March 25, 2007 March 26, 2006 and March
27. 2005 are $2,658, $1.015 and $420, respectively.




The following table summarizes information about stock options
and warrants at March 25, 2007

Weighted-
Weighted- Average
Average Remaining  Aggregate
Exercise  Contractual  Intrinsic
Shares Price Life Value
Options outstanding a1
March 25, 2007 1.172,368 $5.21 4.3 $10,839
Options exercisable
at March 25, 2007 943,141 $3.48 3.2 $10,287
Warrants outstanding
at March 25. 2007 150,000 $3.25 0.3 $ 1,682
Wurrants exercisabie at
March 25, 2007 150,000 $3.25 0.3 $ 1,682

Exercise prices range
from $3.19 10 $13.08

3. Common Stock Purchase Rights

On June 20. 1995, the Board of Directors declared a dividend
distribution of one common stock purchase right (the “Rights™) for
each outstanding share of Common Stock of the Company. The distri-
bution was paid on June 20, 1995 10 the shareholders of record on June
20, 1995, The terms of the Rights were amended on April 6, 1998
and December 8, 1999. Each Right, as amended. entitles the regis-
tered holder thereot to purchase from the Company one share of the
Common Stock at u price of $4.00 per share (the “Purchase Price”),
subject o adjustment for anti-dilution. New Common Stock certificates
issued after June 20, 1995 upon transfer or new issuance of the Com-
mon Stock will contain a notation incorporating the Rights Agreement
by reference.

The Rights are not exercisable until the Distribution Date. The
Distribution Date is the earlier to occur of (i) ten days following a
public announcement that a person or group of affiliated or associated
persons (an “Acquiring Person™) acquired. or obtained the right to
acquire, beneficial ownership of 15% or more of the outstanding shares
of the Common Stock, as amended. or (ii) ten business days (or such
later date as may be determined by action of the Board of Directors
prior to such time as any person becomes an Acquiring Person) follow-
ing the commencement, or announcement of an intention to make a
tender offer or exchange offer by a person (other than the Company, any
wholly-owned subsidiary of the Company or certain employee benefit
plans) which. if consummated would result in such person becoming an
Acquiring Person. The Rights were set to expire on June 19, 2003, On
June 15, 2005, the Board of Directors approved an extension of the
Rights through June 19, 2010, unless earlier redeemed by the Company
under essentially the same terms and conditions.

At any time prior Lo the time at which a person or group or affili-
ated or associated persons has acquired beneficial ownership of 15% or
more of the outstanding shares of the Common Stock of the Company,
the Board of Directors of the Company may redeem the Rights in
whole, but not in part, at a price of $.001 per Right. In addition, the
Rights Agreement, as amended, permits the Board of Directors, follow-
ing the acquisition by a person or group of beneficial ownership of 15%
or more of the Common Stock (but before an acquisition of 50% or
more of Common Stock), to exchange the Rights (other than Rights
owned by such 15% person or group), in whole or in part, for Common
Stock, at an exchange ratio of one share of Common Stock per Right.

Until a Right is exercised. the holder thereof, as such, will have
no rights as a shareholder of the Company, including, without lim-
itation, the right to vote or lo receive dividends. The Company has
reserved 9,237,491 shares of Common Stock for issuance upon exercise
of the Rights.

4. Stock Repurchase Plan

On September 14, 2001, the Board of Directors of the Company
authorized the repurchase of up to 1,000,000 shares of the Company’s
common stock. The Company completed its initial Stock Repurchase
Plan at a cost of approximately $3,670 during the fiscal year ended
March 30, 2003. On October 7, 2002, the Board of Directors of the
Company authorized the repurchase of up to 1,000,000 additional
shares of the Company’s common stock. Purchases of stock will be
made from time to time, depending on market conditions, in open
market or in privately negotiated transactions, at prices deemed appro-
priate by management. There is no set time limit on the purchases. The
Company expects to tund these stock repurchases from its operating
cash flow. Through March 25, 2007, 891,100 additional shares have
been repurchased at a cost of approximately $3.488.

5. Employment Agreements

Effective January 1, 2007, Howard M. Lorber, previously Chatir-
man of the Board and Chief Executive Officer, assumed the newly
created position of Executive Chairman of the Board of Nathan's and
Eric Gatoff, previously Vice President and Corporate Counsel, became
Chief Executive Officer of Nathan’s.

In connection with the foregoing, the Company entered into an
employment agreement with each of Messrs. Lorber (as amended, the
“Lorber Employment Agreement™) and Gatoff (the “Gatoff Employment
Agreement”). Under the terms of the Lorber Employment Agreement,
Mr. Lorber will serve as Executive Chairman of the Board from January
1, 2007 until December 31, 2012, unless his employment is terminated
in accordance with the terms of the Lorber Employment Agreement,
Pursuant to the Lorber Employment Agreement, Mr. Lorber receives a
base salary of $400, and will not receive a contractual bonus; provided
that, for the fiscal year ending March 25, 2007, Mr. Lorber will be
entitled to receive a pro rata portion of the bonus payable to him under
his prior agreement. The Lorber Employment Agreement provides for a
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three-year consulting period after the termination of employment dur-
ing which Mr. Lorber will receive a consulting fee of $200 per year in
exchange for his agreement to provide no less than 15 days of consult-
ing services per year, provided, Mr. Lorber is not required to provide
more than 50 days of consulting services per year. The Lorber
Employment Agreement provides Mr. Lorber with the right to partici-
pate in employment benefits offered to other Nathan's executives.
During and after the contract term, Mr, Lorber is subject to certain
confidentiality. non-solicitation and non-competition provisions in favor
of the Company.

In connection with Mr. Lorber’s prior employment agreement
dated January 1, 2005, we issued to Mr. Lorber 50,000 shares of
restricted common stock which vest ratably over the 5 years. A charge
of $363 based on the fair market value of the Company’s common stock
of $7.25 on grant date has been recorded to deferred compensation and
is being amortized o earnings ratably over the vesting period. As of
March 25, 2007, March 26, 2006 and March 27, 2005, 30,000, 20,000
and 10,000 shares have been vested, respectively.

[n the event that Mr. Lorber’s employment is terminated without
cause, he is entitled to receive his salary and bonus for the remainder of
the contract term. The employment agreement further provides that
in the event there is a change in control, as defined in the agreement,
Mr. Lorber has the option, exercisable within one year after such event,
10 terminate his employment agreement. Upon such termination, he has
the right to receive a lump sum cash payment equal to the greater of
{A) his salary and annual bonuses for the remainder of the employment
term {including a pro-rated bonus for any partial fiscal year), which
bonus shall be equal to the average of the annual bonuses awarded to
him during the three fiscal years preceding the fiscal year of termina-
tion: or (B) 2.99 times his salary and annual bonus for the fiscal year
immediately preceding the fiscal year of termination, as well as a lump
sum cash payment equal to the difference between the exercise price of
any exercisable options having an exercise price of less than the then
current market price of the Company’s common stock and such then
current market price. In addition, Nathan's will provide Mr, Lorber with
4 1ax gross-up payment to cover any excise tax due. In the event of ter-
mination due to Mr. Lorber’s death or disability, he is entitled to receive
an amount equal to his salary and annual bonuses for a three-year
period, which bonus shall be equal to the average of the annual bonuses
awarded to him during the three fiscal years preceding the fiscal year
of termination.

Under the terms of the Gatoff Employment Agreement. Mr. Gatoftt
will serve as Chief Executive Officer from January 1, 2007 until
December 31, 2008, which period shall extend for additional one-year
periods unless either party delivers notice of non-renewal no less than
180 days prior to the end of the term then in effect. Pursuant to the
agreement, Mr. Gatoff will receive a base salary of $225 and an annual
bonus equal in an amount of up to 100% of his base salary. depending
upon the Company’s achievement of performance goals established and
agreed to by the Compensation Committee and Mr. GatofT for each fis-
cal year during the employment term. provided that the bonus payable
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to Mr. Gatoff for the fiscal year ending March 23, 2007 is to be deter-
mined by the Compensation Committee in its discretion, based on
Mr. Gatoff's status as Vice President and Corporate Counsel through
December 31, 2006 and provided, further, that Mr. Gatoff will be
entitled to a minimum bonus of 50% of his base salary for the first
two years of the Gatoff Employment Agreement. The Gatoff Agreement
provides for an automobile allowance and the right of Mr. Gatoff 1o
participate in employment benefits otfered to other Nathan’s executives.
During and after the contract term, Mr. Gatoff is subject to certain
confidentiality, non-solicitation and non-competition provisions in favor
of the Company.

The Company and its President and Chief Operating Officer
entered inte an employment agreement on December 28, 1992 for a
period commencing on January 1, 1993 and ending on December 31,
1996. The employment agreement automatically extends for successive
one-year periods unless notice of non-renewal is provided in accordance
with the agreement. Consequently, the employment agreement has becn
extended annually through December 31, 2007, based on the original
terms, and no non-renewal notice has been given as of June 15, 2007
The agreement provides for annual compensation of $289 plus certain
other benefits. In November 1993, the Company amended this agree-
ment to include a provision under which the officer has the right to ter-
minate the agreement and receive payment equal to approximately
three times annua! compensation upon a change in control, as defined.

The Company and the President of Miami Subs, pursuant to the
merger agreement, entered into an employment agreement on Septem-
ber 30, 1999 for a period commencing on September 3(, 1999 and end-
ing on September 30, 2002. The agreement provides for annual
compensation of $210 plus certain other benefits and automatically
renews annually unless 180 days prior written notice is given to the
employee. No non-renewal notice has been given as of June 15, 2007.
Consequently, the employment agrecement has been extended through
September 30, 2008, The agreement includes a provision under which
the officer has the right to terminate the agreement and receive pay-
ment equal to approximately three times his annual compensation upon
a change in control, as defined. In the event a non-renewal nolice is
delivered, the Company must pay the officer an amount equal 1o the
employee’s base salary as then in effect.

The Company and one employee of Miami Subs entered into a
change of control agreement effective November 1, 2001 for annual
compensation of $136 per year. The agreement additionally includes a
provision under which the employee has the right to terminate the
agreement and receive payment equal to approximately three times his
annual compensation upon a change in conirol, as defined.

The Company and one employee of Miami Subs entered into a
severance agreement dated November 14, 2003, which provides that
upon termination of the employee’s employment, the employee will
receive a severance payment in an amount equal to the employee's
annual compensation of $115 per year. The severance payment is pay-
able in six equal monthly installments following such termination.




Each employment agreement terminates upon death or voluntary
termination by the respective emnployee or may be terminated by the
Company on up to 30 days” prior written notice by the Company in the
event of disability or “cause,” as defined in each agreement.

6. 401(k) Plan

The Company has a defined contribution retirement plan under
Section 401(k) of the Internal Revenue Code covering all nonunion
employees over age 21 who have been employed by the Company for at
least one year. Employees may contribute to the plan, on a tax-deferred
basis, up 1o 20% of their total annuval salary. The Company matches
contributions at a rate of $.25 per doliar contributed by the employee on
up to a maximum of 3% of the employee’s total annual satary. Employer
contributlions for the fiscal years ended March 25. 2007, March 26,
2006 und March 27. 2005 were $32, $26 and $22, respectively.

7. Other Benefits

The Company provides, on a contributory basis, medical benefits
to active employees. The Company does not provide medical benefits
to retirees.

Note L—Commitments and Contingencies

1. Commitments

The Company's operations are principally conducted in leased
premises. The leases generally have initial terms ranging from 5 to 20
years and usually provide for renewal options ranging from 5 to 20
years. Most of the leases contain escalation clauses and common area
maintenance charges (including taxes and insurance). Certain of the
leases require additional (contingent) rental payments if sales volumes
at the related restaurants exceed specified limits. As of March 25, 2007,
the Company has noncancelable operating lease commitments, net of
certain sublease remal income, as follows:

Lease Sublease Net Lease
Commitments Income  Commitments

2008 $2.782 $1.642 $1,140
2009 1.988 1.284 704
2010 1.720 1,220 500
2011 978 868 110
2012 611 623 (12)
Thereafter 913 947 (34)

$8.992 $6.584 $2.408

Aggregate rental expense, net of sublease income, under all
current leases amounted to $1.112, $1,037, and $1,278 for the fiscal
years ended March 25, 2007, March 26, 2006, and March 27, 2005,
respectively,

The Company also owns or leases sites, which it in turn subleases
10 franchisees. which expire on various dates through 2015 exclusive of
renewal options. The Company remains liable for all lease costs when
properties are subleased to franchisees.

The Company also subleases locations to third parties. Such sub-
leases provide for minimum annual rental payments by the Company
aggregating approximately $1.800 and expire on various dates through
2015 exclusive of renewal options.

Contingent rental payments on building leases are typically made
based on the percentage of gross sales on the individual restaurants that
exceed predetermined levels. The percentage of gross sales to be paid
and related gross sales level vary by unit. Contingent rental expense
was approximately $45, $47 and $52 for the fiscal years ended March
25, 2007, March 26, 2006 and March 27, 2005. respectively.

2. Guarantees

The Company guaranteed certain equipment financing for certain
franchisees with a third-party lender. As of March 25, 2007, all out-
standing loans under this agreement were repaid: therefore, the
Company's obligation has been eliminated.

The Company also guaranteed a franchisee’s note payable with a
bank. The note payahle matured in August 2006, and the franchisee
refinanced this loan directly with the bank without any further guaran-
tee or payment by the Company or any of its subsidiaries.

The guarantees referred to above were entered into by the Com-
pany prior 10 December 31, 2002, which was the effective date for FIN
45 “Guarantors Accounting and Disclosure Requirements for Guar-
antees, Including Guarantees of Indebtedness of Others.”” The terms of
these guarantees were not modified during the period that they were
in force.

3. Contingencies

The Company and its subsidiaries are from time to time involved
in ordinary and routine litigation. Management presently believes that
the ultimate outcome of these proceedings, individually or in the aggre-
gate, will not have a material adverse effect on the Company’s financial
position, results of operations or cash flows. Nevertheless, Iitigation is
subject to inherent uncertainties and unfavorable rulings could occur.
An unfavorable ruling coutd include money damages and, in such event,
could result in a material adverse impact on the Company's financial
position, results of operations or cash flows for the peried in which the
Tuling oceurs.

Note M—Related Party Transactions

An accounting firm of which Mr. Raich. who joined Nathan's
Board of Directors on June 15. 2004, serves as Managing Partner,
received ordinary tax preparation and other consulting fees of $128,
$108, and $127 for the fiscal years ended March 25, 2007, March 26,
2006 and March 27, 2005, respectively.

A firm on which Mr, Lorber serves as a consultant to (and, prior
10 January 2005, was the Chairman of}, and the firm’s affiliates
received ordinary and customary insurance commissions aggregating
approximately $23, $25. and $49 for the fiscal years ended March 25,
2007, March 26, 2006, and March 27, 2005, respectively.
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Note N—Quarterly Financial Information (Unaudited)

Fiscal Year 2007

Total revenues'™

Gross profig«®

Nel income

Per share information

Net income per share
Basic™!

Diluted*
Shares used in computation of net income per share
Basic''

Driluted!

Fiscal Year 2006

Total revenues'™

Gross protit=™

Net income

Per share information

Net income per share
Basie'?

Difuted (¢)

Shares used in computation of net income per share
Busic'!

Diluted™

First Second Third Fourth
Quarter Quarter Quarter Quaarter
$12,217 $13,091 $10,554 $9.868

2,543 3325 2,006 1471

1,396 1.344 1.061 1,242
§ .24 $ .2 $ .18 $ .2
$ 22 $ .30 $ .17 $ .19
5.733.000 5773000 5,892.000 5945000
6,316,000 6,227,000 6,401.000 6,430,000
$11.356 $11.620 § 9479 $8.794

1.927 2.624 1,754 1,255

1.169 3.108 770 630
$ .21 5 56 sS4 5
$ I8 S 48 s .12 S .10
5.5355.000 5,566,000 5.594.000 5.620,000
6,474,000 6,527,000 6.565.000 6,620,000

(2] Total revenaes and gross profit were adjusted from amounis previcasdy reported on Forms 18- io reflect @ reclassification of convinuing aperatives 1o disconsinucd operations in the fiscal vears shown

(b Gross prafit represents the difference between sales and cost of saler

(¢} The sum of the guarters may not equal the full year per shire amounty inciuded in the arcompanying consolidaled statements of earmings due to the effect of the weighied average number of shares outstanding

diring the fiscal years as compared 1o the quariers.

Note O—Subsequent Events (Unaudited)

1. Sale of Miami Subs

On June 7. 2007, Nathan's completed the sale of its wholly owned
subsidiary, Miami Subs to Miami Subs Capital Partners 1. Inc.
("Purchaser™) effective as of May 31, 2007. Pursuant to the Stock
Purchase Agreement (“Agreement”) Nathan's sold all of the stock of
Miami Subs in exchange for $3.250. consisting of $850 in cash and the
Purchaser's promissory note in the principal amount of $2.400 (the
“Note™). The Note bears interest at 8% per annum, is payable over a
four-year term and is secured by a lien on all of the assets of Miami
Subs and by the personal guarantees of two principals of the Purchaser.
The Purchaser may also prepay the Note at any time. In the event the
Note is fully repaid within one year, Nathan's will reduce the amount
due by $250. In accordance with the Agreement, Nathan's retained
ownership of the corporate office in Fort Lauderdale, Florida.

Based upon review of SFAS No. 144, the Company has assessed
the measurement date in accounting for the sale transaction on June 7.
2007 in connection with the date of board approval and signing of the
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agreement. The following is a summary of the assets and liabilities as
of March 25, 2007 of Miami Subs that were sold:

Cash § 654
Accounts receivable, net 456
Notes receivable, net 120
Prepaid expenses und other current assets 26
Deferred income taxes 784
Property and equipment. net 48
[ntangible assets. net 1.847
Other assets. net 36
Total assets seld 3981
Accounis pavable 135
Accrued expernses 2122
Other liabilities 126
Total Liabilities sold 2.343
Net assets sold $1.598

fu) Inclades sunepended mirketing funds of 3627,




In connection with the Agreement, Purchaser may continue to sell
Nathan's Famous and Arthur Treachers’ products within the existing
restaurant system in exchange for a royalty payment of 35% of all royal-
ties contractually due from Miami Subs franchisees on such sales.

Nathan's has agreed to provide office space within the corporate
office that it retained in Fort Lauderdale for a one-year period, rent
free. Common area charges are expected to be reimbursed on a pro-
rated basis. Nathan's and Purchaser have agreed to share expenses of
the purchuasing function, previously provided by Miami Subs employ-
ees. Prior to the sale, this function was performed on a combined basis
which is expected to be separated over the upcoming year.

Nathan's has also agreed to provide certain back office support
functions for a period of up 1o six months.

2. Sale of property ,

On June 5, 2007, Nathan’s completed the sale of its rights, title
and leasehold interest in a real estate parcel previously occupied by a
franchisee and two other restaurants in Fort Lauderdale. Florida, in
exchange for a cash payment of $2,000. Nathan’s expects to incur sub-
lease termination costs and commissions of approximately $500 and
realize a gain of $1,454 before income taxes during the first quarter
fiscal 2008 ending June 24, 2007. These assets comprise “Assets avail-
able for sale™ in the accompanying balance sheet.

Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders
Nathan's Famous, Inc. and Subsidiaries

We have audited the accompanying consolidated balance sheets of
Nathan's Famous, Inc, (a Delaware Corporation) and subsidiaries (the
“Company”) as of March 25, 2007 and March 26, 2006, and the related
consolidated statements of earnings, stockholders’ equity and cash
flows for the fifty-two weeks ended March 25, 2007, March 26, 2006,
and March 27, 2005. These financial statements are the responsibility
of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reason-
able assurance about whether the financial statements are free of mate-
riaf misstatement, The Company is not required to have, nor were we
engaged to perform an audit of its internal control over financial report-
ing. Our audit included consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate
in the circumstances. but not for the purpose of expressing an opinion
on the effectiveness of the Company’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also
includes examining. on a test basis, evidence supporting the amounts

and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinton.

In our opinion, the consolidated financial statements referred to
above present fairly, in all material respects, the financial position of
Nathan’s Famous, Inc. and subsidiaries as of March 25, 2007 and March
26, 2006, and the results of their operations and their cash flows for the
fifty-two weeks ended March 25, 2007, March 26, 2006 and March 27,
2005 in conformity with accounting principles generally accepted in
the United States of America.

As discussed in Note B of the notes to consolidated financial state-
ments, the Company has adopted Financial Accounting Standards
Board Statement No. 123(R), Share-Based Payment on March 27, 2006.

sheont T houndon A4P

Melville, New York
June 15, 2007
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Market for Registrant’'s Common Stock and Related Stockholder Matters

Common Stock Prices

Qur common stock began trading on the over-the-counter market
on February 26, 1993 and is quoted on the Nasdaq National Market
System (“Nasdaq"") under the symbol “NATH.” The following table
sets forth the high and low closing sales prices per share for the periods
indicated:

High Low

Fiscal year ended March 25, 2007

First quarter $13.66 $11.94

Second quarter 13.50 12.28

Third quarter 14.65 12,84

Fourth quarter 15.44 14.01
Fiscal year ended March 26, 2006

First quarter $ 948 S5 785

Second quarier 9.60 8.03

Third quarter 10.20 §.43

Fourth quarter 12.40 9.98

AtJune 11, 2007, the closing price per share for our common stock
as reported by Nasdag was 315.04.

Dividend Policy

We have not declared or paid a cash dividend on our common
stock since our initial public offering and do not anticipate that we will
pay any dividends in the foreseeable future. It is our Board of Directors’
policy to retain all available funds to finance the development and
growth of our business and to purchase stock pursuant to our stock buy-
back program. The payment of any cash dividends in the future will be
dependent upon our earnings and financial requirements.

Shareholders

As of June 11, 2007, we had approximately 773 shareholders of
record, excluding shareholders whose shares were held by brokerage
firms, depositories and other institutional firms in “strcet name” for
their customers.

Annual Shareholders’ Meeting

The Annual Meeting of Shareholders of the Company will be held
at 10:00 a.m., EST on Wednesday, September 12, 2007, in the Confer-
ence Room on the lower level of 1400 Old Country Road, Westbury,
New York.

Comparison of 5-Year Cumulative Total Return*
Among Nathan’s Famous, Inc., the S&P 500 Index
and the S&P Restaurant Index
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*$ 100 invested on 3/31/02 in stock or index-including reinvesiment of dividends. Indexes calculated on month-end busis.
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Corporate Directory

Nathan's Famous, Inc. & Subsidiaries

List of Directors

Howard M. Lorber

Executive Chairman of the Board, Nathan's Famous. Inc.

Eric Gatoff
Chief Executive Qfficer, Nathan's Famous., Inc.

Wayne Norbitz
President & Chief Operating Officer. Nathan's Famous, Inc.

Donald L. Perlyn

Exccutive Vice President, Nathaw's Famous. Inc.

Robert ], Eide
Chairman & Chief Execitive Qfficer. AEGIS Capital Corp.

Barry Lcistner
President & Chief Executive Officer, Koenig Iron Works. Inc.

Brian S. Genson
President, Motorsport Investments

A.F. Petrocelli

Chairman. President & Chief Executive Qfficer. United Capiral Corp.

Charles Raich
Managing Puriner. Raich, Ende. Malter & Co. LLP

List of Officers

Eric Gatoff
Chief Executive Officer

Howard M. Lorber
Executive Chairman of the Board

Wayne Norbitz
President & Chief Operating Officer

Donald L. Perlyn
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Ronuld G. DeVos
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Randy K. Wults
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Independent Registered Public Accounting Firm
Grant Thornton LLP
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Corpaorate Counsel
Farrell, Fruz, PC
1320 Reckson Plaza, Uniondale, New York 11556

Transfer Agent
American Stock Transfer & Trust Company
59 Maiden Lane, New York, New York 10038

Form 10-K
The Company’s annual report on Form 10-K as filed with the Securities
and Exchange Commission is avaiiable upon writlen request:
Secretary, Nathan'’s Famous, [nc.
1400 Old Country Road, Suite 400
Westbury, New York 11590

Quarterly Shareholder Letter
Will be available on our website, Copies will be provided upon request.
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