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PART | -- FINANCIAL INFORMATION
ITEM 1. INTERIM FINANCIAL STATEMENTS
FOG CUTTER CAPITAL GROUP INC.

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(dollars in thousands, except share data)

March 31
2005 December 31
Assets (Unaudited) 2004

Cash and Cash EQUIVAIENES ..........ccoiiviuiiiiiiciieeetceee ettt sttt ebenas $ 8,569 $ 11,948
[0 1 T TSP 6,874 6,651
INVESTMENES N TEAI BSTALE, NEL ..eeiviii ettt st sbe e srre e srbe e sbeeebeas 27,014 26,660
L0ANS 0 SENIOT EXECULIVES ....ecuviiiiiciieetiecte ettt ee s te e s te e ste e s ae e s be et e e beesbeete e st e e steesteesreennesnneanns 2,993 2,983
INVEStMENL IN BOUINE ENU.....cuiiiiie ettt re e re e sae e e 1,876 1,901
Restaurant property, plant and eqUIPMENt, NEL...........cooiiiiiiiie e 5,969 6,228
INEANGIDIE ASSELS, NEL ....c.viieiei ettt e et e e e st e besbeeteeneeneesrenes 5,340 5,401
GOOAWIIL ..ottt bttt sttt ettt bt 7,063 7,063
(@] 1T g TSI £ TOSRSSRSS 3,687 5,063

TOLAL ASSELS ....vivetieteiteeete ettt ettt ettt b e bt s e bt r e b e e s bt r e b e a R e b e b en e be st nenrenes $ 69,385 $ 73,898
Liabilities and Stockholders' Equity
Liabilities:
Borrowings and NOteS PAYADIE .........ccvvviiiii i e 9,412 7,977
Obligations under CapItal IBASES ........cecveveierieree et sr e reene e 11,791 12,401
Obligation under leave of abSENCe AgreEMENT..........covviriiiiiee e 933 1,771
(DS (= € (=10 IR T T70 ] TSRO 4,346 4,466
DETEITEA INCOME TAXES. .. uveiitiiicieeeitie et stte ettt e sttt e stre e et e e st e e eateesbeeesbeeesbaeesbeeesbaeeabeessbeeesbeeesbeeesseneses 5,780 5,782
Accrued expenses and other Habilities ..o 7,092 7,194

TOtAl HADIIITIES .....eveveeicieiceee ettt b st st es e be e ne st nes 39,354 39,591

Commitments and contingencies

Stockholders' Equity:
Preferred stock, $.0001 par value; 25,000,000 shares authorized; no shares issued

T a0 0TV £ o 11 o USROS - -
Common stock, $.0001 par value; 200,000,000 shares authorized; 11,757,073

shares issued as of March 31, 2005 and December 31, 2004; 7,957,428 shares

outstanding as of March 31, 2005 and 8,380,673 shares outstanding as of

DECEMDBEr 31, 2004.......cceeeiieie ettt et be e sre e erbe e aareeaaras 168,214 168,214
ACCUMUIALE TEFICHT ...ttt (126,560) (123,916)
Option to purchase COMMON SEOCK ........cuoiiiiiiii e s - (593)
Accumulated other compPreNeNSIVE INCOME. .....c..iiiiiiieiie et 386 329
Treasury stock, 3,799,645 common shares as of March 31, 2005 and 3,376,400 common

shares as of December 31, 2004, Gt COSt......ciuiiiieiiiiiese e st (12,009) (9,727)

Total StOCKNOIAEIS' BUUILY .....vvcvveieiicic ettt re s reene e 30,031 34,307

Total liabilities and StoCKNOIAEIS' BQUILY .....ccveiveiieicieescce e $ 69,385 $ 73,898

The accompanying notes are an integral part of these consolidated financial statements.
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2005 2004
Net Interest Income:
LLOBNS 1.ttt ettt et e bbbttt r e e e e n et bbb rererers $ 223 % 390
SBCUNLIES 1.ttt ettt sttt sb s 1 313
L0aNS t0 SENION EXECULIVES ....o.vivviviieiiiiiiieisie e ns 52 36
Other INVESIMENTS. .....c.oiviieiiiiee e e 48 47
Total INtEreSt INCOME .oveieeieeece e 324 786
INEEIESt EXPENSE ... veieeeeererieiesie st te ettt e e et sreereens - (71)
NEt INEreSt INCOME ..eovveiiiie et 324 715
Real Estate Operations:
OPErating INCOIME ........ccerieiiiiee e 1,007 954
OPErating EXPENSE .....cveveriererieiete ettt sttt sttt sbe b (423) (456)
Gain on sale of real EStAte .........cccoviieiiiie e 413 3
INEEIEST EXPENSE ... ettt sttt st bbbt e (268) (281)
DEPIECIALION ...ttt bbb (145) (159)
Total real estate OPErations..........ccccvevverieieiesiese s 584 61
Restaurant Operations:
OPErating TEVENUE .....cuveveieiecteeteeeeiesre s e te e tae e e saesaesre e sne e e e e enbesresrenns 5,983 5,284
Cost 0F §OOAS SOIT.......cciiiiieiecic e (3,459) (3,077)
Franchise and royalty T8 ........ccccvvvviiv i 521 272
General and adminiStrative COSt.........coviveriererere e (2,671) (2,715)
INEEIESt BXPENSE .. vveveeeretestesteste et et et e te st e s e re e e e e e e e seesresreeneereeneeneenrens (154) (165)
Depreciation and amortization ............ccoceoeereiiineineneese e (368) (352)
Total restaurant OPErations ..........c.ccovereienensienenee e (148) (753)
Other Operating (Loss) Income:
Gain on sale of 10ans and SECUNILIES ........coviieierieie e - 1,086
Loan origination INCOME .......c.cuiiiiiiiiiseeeeie e 1,428 1,126
L0 ] 11 OSSOSO 73 230
Total other operating (I0SS) INCOME........ccccoeveiieiesiecieeesese e 1,501 2,442
Operating Expenses:
Compensation and employee benefits...........cccovvivevciiiiie e, 2,067 2,761
Professional fEES.........uiviiriiiiri e 709 241
OBNET . e 1,040 1,098
Total OPerating EXPENSES.....c..cvvirereeirereieeriereeseseesresesseeeeseeseeseenes 3,816 4,100
Net income (loss) before provision for inCOmMe taxes ........ccoovvvvviviveiverciennens (1,555) (1,635)
Provision for iNCOME TAXES .......covviririiirieei e - -
NEL INCOME (10SS)....veveviterietirieieete ettt ettt $ (1,555) $ (1,635)
Basic income (10SS) PEI SNAIE .......c.cviveieiiieiee et $ 0.19) $ (0.19)
Basic weighted average shares outstanding..........cccoceveverievesinsiesneieenenennns 8,310,132 8,673,950
Diluted net income (10SS) PET SNATE .........cvrreiriririririririeeeeee e seseseeeeees $ (019) $ (0.19)
Diluted weighted average shares outstanding...........ccoovvervrireiiinensinennnnns 8,310,132 8,673,950
Dividends declared per Share..........cocooiviiiiieiicecccceee e $ 013  $ 0.13

FOG CUTTER CAPITAL GROUP INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
(dollars in thousands, except share data)
Quarter Ended March 31,

The accompanying notes are an integral part of these consolidated financial statements.
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FOG CUTTER CAPITAL GROUP INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

(Unaudited)
(dollars in thousands)

Accumulated

Common Stock Treasury Stock Option to Other
Shares Amount Accum_ul_ated Purchase Comprehensive
Shares (1) Amount Deficit Common Stock Income Total
Balance at January 1, 2005 8,380,673 $ 168,214 3,376,400 $ (9,727) $ (123,916) $ (593) $ 329 $ 34,307
Comprehensive income (loss):
Net loss - - - - (1,555) - - (1,555)
Other comprehensive income:
Foreign currency translation - - - - - - (113) (113)
Reclassification adjustment for net losses on securities and foreign
currency translation included in net income  .......ccccocoevcvivivncnnns - - - - - - 170 170
Total comprehensive loss - - - - - - - (1,498)
Purchase of treasury stock (423,245) - 423,245 (2,282) - 593 - (1,689)
Dividends declared - - - - (1,089) - - (1,089)
Balance at March 31, 2005 7,957,428 $ 168,214 3,799,645 $ (12,009) $  (126,560) $ - $ 386 $ 30,031

(1) Issued and outstanding

The accompanying notes are an integral part of these consolidated financial statements.
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FOG CUTTER CAPITAL GROUP INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(dollars in thousands)

Quarter Ended March 31,

2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES:
INEE INCOME (0SS ...cvvvtitieiei ittt b bbb bbbttt s bbb bbb e s $ (1,555) $ (1,635)
Adjustments to reconcile net income (loss) to net operating cash flows:
Equity in (income) 10SSeS OF QUILY INVESLEES .......c.iiriiiiieiiiiiieeie et - (22)
Depreciation and amortization..............cccc..... 526 527
Loss (gain) on foreign currency translation... 171 (15)
Gain on sale of securities and loans........... - (1,086)
Gain on sale of real estate............... . (413) ®3)
OBNBIE ettt bbb ARt bRtk bbbttt et eb s (132) (360)
Change in:
DETEITEA INCOIME ...ttt bbbt b bt b bbbt b bbbttt (120) 160
Accrued interest receivable (15) @)
Other @SSetS.........cocevereerrrnnniereicieienns 1,389 144
Accounts payable and accrued liabilities . (688) (20)
Net cash used in OPErating aCtIVIIES ...........cvcuiriiiriiicce e (837) (2,317)
CASH FLOWS FROM INVESTING ACTIVITIES:
Principal payments on securities available for Sale.............cccouvireeieiiinisseeee s - 2,247
Proceeds from sale of securities available for sale. - 1,300
Proceeds from sale of real estate ............. 1,190 172
Investment in loans and discounted loans............... (90) (4,223)
Principal repayments on loans and discounted loans. . - 40
Proceeds from Sale OF I0ANS ..........cuiuiiiiiee bbb - 30
INVESEMENTS IN TEAI BSTALE ... cveviiiieteteiisie et a et n e e anes (1,948) (1,061)
Investments in restaurant, property, plant and equipment " (44) (557)
(01511 S OO T TP TP (4) 6
Net cash provided by (used in) INVEStING ACHIVITIES........ccovririririeeiiririe e
(896) (2,046)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from DOMTOWINGS..........cuiuiiiiieieic ettt bbb bbbt 1,374 2
Repayments on borrowings . (82) (1,263)
Repayments UNder Capital IEASES ..........cceviriririreeii ettt ese e (110) (143)
PUIChase O trEASUNY STOCK .......ccuriiiieiiiiieisie et (1,689) -
Dividend payments on common stock . (1,089) (2,247)
Oher e . - 24
Net cash (used in) provided by finanCing aCtIVItIES ..........ccovriririieiiirece e (1,596) (3,627)
EFFECT OF EXCHANGE RATE CHANGE ON CASH .....ooiiiiirniteeieieisis e 50 21
NET (DECREASE) INCREASE IN CASH AND CASH EQUVALENTS. (3,379) (7,969)
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD .... . 11,948 19,607
CASH AND CASH EQUIVALENTS AT END OF PERIOD ......ccotiutiiiiiiiinininieiesieisieisesseeeeieeienns $ 8,569 $ 11,638
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Cash PAI FOF INTEIES ...ttt b bbbttt s 422 508
L0810 110 i 0] g - V=P 2 4
NONCASH FINANCING AND INVESTING ACTIVITIES
Treasury stock acquired through exercise 0f OPtION........cccvovivveeieiiriricce e 593 -

The accompanying notes are an integral part of these consolidated financial statements.
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NOTE 1 - BASIS OF PRESENTATION

The accompanying interim consolidated financial statements of Fog Cutter Capital Group Inc. and
Subsidiaries (“FCCG” or the “Company”) are unaudited and have been prepared in conformity with the
requirements of Regulation S-X promulgated under the Securities Exchange Act of 1934, as amended (the
"Exchange Act"), particularly Rule 10-01 thereof, which governs the presentation of interim financial
statements. Accordingly, they do not include all of the information and footnotes required by accounting
principles generally accepted in the United States for complete financial statements. The accompanying
interim consolidated financial statements should be read in conjunction with the Company’s 2004 Annual
Report on Form 10-K. A summary of the Company’s significant accounting policies is set forth in Note 2
to the consolidated financial statements in the 2004 Annual Report on Form 10-K.

In the Company’s opinion, all adjustments, comprised of normal recurring accruals necessary for
the fair presentation of the interim financial statements, have been included in the accompanying
consolidated financial statements. Operating results for the three months ended March 31, 2005 are not
necessarily indicative of the results that may be expected for the year ending December 31, 2005.

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires the Company to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates. Certain items in the previously reported consolidated
financial statements were reclassified to conform to the March 31, 2005 presentation, none of which
affected previously reported results of operations.

At March 31, 2005, certain Company officers and directors had, directly or indirectly, majority
voting control of the Company.

NOTE 2 — SIGNIFICANT TRANSACTIONS
Dividends

On January 26, 2005, the Company’s Board of Directors declared a $0.13 per share dividend for
the first quarter of 2005. The dividend was paid on February 10, 2005 to shareholders of record on
February 4, 2005.

Sale of Real Estate

During January 2005, the Company sold two stand-alone retail locations in separate transactions
for an aggregate sales price of $1.2 million in cash. The Company recognized gains on the sales totaling
$0.4 million.

Investment in Variable Interest Entity

During January 2005, the Company funded a loan totaling $0.9 million and committed to fund an
additional $0.4 million to a Spanish entity formed to purchase, reposition and sell an apartment building in
Barcelona, Spain. Under the terms of the loan, the Company receives a preferred 30% return on its
investment, and, after a similar return is paid to the minority investors, the Company receives an 80% share
in additional profits generated by the investment. The investment meets the definition of a Variable
Interest Entity (“VIE”) under FASB Interpretation 46 (“FIN 46”) and the Company is considered the
primary beneficiary of the VIE.

The VIE purchased the apartment building for $1.5 million. The purchase was funded with bank
loans totaling $0.5 million, the Company’s $0.9 million investment and a $0.1 million contribution from
the project managers. Neither the creditors nor the other beneficial interest holders have recourse to the
Company with regard to this investment and, as a result, the maximum limit of the Company’s exposure to
loss on this investment is $1.3 million.



Call Option

On March 14, 2005, the Company exercised an option (the “Call Option”) to acquire 423,245 shares
of the Company’s Common Stock from Andrew Wiederhorn, the Company’s former Chief Executive Officer
and current Chief Strategic Officer for an exercise price of $3.99 per share. The original purchase price for the
Call Option in April 2004 was $750,000, resulting in an “all-in” cost to the Company on exercise of
approximately $5.76 per share.

NOTE 3 - COMMITMENTS, CONTINGENCIES & OFF-BALANCE SHEET RISK

CCL Investigation

On June 3, 2004, the Company announced that then Chief Executive Officer and Chairman of the
Board, Andrew Wiederhorn, had entered into a settlement (the “Settlement”) with the United States
Attorney’s Office for the District of Oregon (“USAODOQO”) regarding its investigation into the failure of
Capital Consultants, L.L.C (“CCL") and would take a leave of absence from his corporate positions at the
Company. Under the Settlement terms, Mr. Wiederhorn pled guilty on June 3, 2004 to two federal counts
and was sentenced to 18-months incarceration and fined $2.0 million. The charges to which Mr.
Wiederhorn has pled guilty pursuant to the Settlement are not based upon any acts or omissions involving
the Company or of Mr. Wiederhorn in his capacity as an officer or director of the Company.

On June 2, 2004, the Company and Mr. Wiederhorn entered into a leave of absence agreement. In
entering into the leave of absence agreement, the Board of Directors considered the nature of the statutes to
which Mr. Wiederhorn pled and the fact that he relied on the advice of expert legal counsel and a national
accounting firm. The Board also believed it was important to assure Mr. Wiederhorn’s return to active
involvement with the Company because of his expertise and knowledge of the Company’s business and
investments.

Mr. Wiederhorn began his leave of absence on August 2, 2004 and is expected to remain in that
status for approximately 14 months. Under the terms of the leave of absence agreement, Mr. Wiederhorn
will continue to receive his regular salary and bonus pursuant to and as set forth in his employment
agreement. All of the compensation costs associated with the leave of absence agreement were charged to
earnings during the year ended December 31, 2004.

Shareholder Derivative Complaint

On July 6, 2004, Jeff Allan McCoon, derivatively on behalf of the Company, filed a lawsuit in the
Circuit Court for the State of Oregon (Multnomah County) which named the Company and all of its
directors as defendants. The lawsuit alleges that members of the Company’s Board of Directors breached
their duties to the Company by entering into the Leave of Absence Agreement with Andrew Wiederhorn.
The lawsuit generally seeks the recovery of all payments made or to be made to Mr. Wiederhorn under the
Leave of Absence Agreement plus attorney fees and costs. The individual defendants have indemnity
agreements with the Company and have asserted the right to indemnification from the Company under
those indemnity agreements. The Company has incurred expenses under the indemnity agreements and
also may derive benefits if the plaintiff's claims are successful. At this stage of the case it is too early to
predict the outcome with any certainty.

Other
The Company is involved in various other legal proceedings occurring in the ordinary course of

business which the Company believes will not have a material adverse effect on the consolidated financial
condition or operations of the Company.



The Company may utilize a wide variety of off-balance sheet financial techniques to manage its
risk. In hedging the interest rate or foreign currency exchange rate exposure, the Company may enter into
hedge transactions to counter movements in interest rates and foreign currencies. These hedges may be in
the form of currency and interest rate swaps, options, and forwards or combinations thereof.

At March 31, 2005, the Company had no outstanding derivative instruments held for trading or
hedging purposes.

The Company has operating leases for office and retail space which expire through 2012. The
leases provide for varying minimum annual rental payments including rent increases and free rent periods.

Future minimum rental payments, by year and in the aggregate, under noncancelable operating
leases with initial or remaining terms of one year or more, consisted approximately of the following at
March 31, 2005 (dollars in thousands):

2005.... ettt $ 2437
2006......cuceeieieere et 2,887
2007 it 2,261
2008.......cueeeieieiere et 1,730
20009, et 1,169
B (ST =T T 3,690
Total minimum lease payments........cc.ccecveververeererereenns $ 14,174

In order to facilitate the development of franchise locations, as of March 31, 2005, Fatburger had
guaranteed the annual minimum lease payments of three restaurant sites owned and operated by
franchisees. The amount of the guarantees total approximately $1.9 million plus certain contingent rental
payments as defined in the respective leases. These leases expire at various times through 2008.

The Company did not have any other off balance sheet arrangements in place as of March 31,
2005.

NOTE 4 - GOODWILL AND OTHER INTANGIBLE ASSETS

Primarily due to the acquisition of Fatburger, the Company has goodwill in the amount of $7.1
million and other intangible assets in the amount of $5.3 million. In accordance with the Financial
Accounting Standards Board (“FASB”) Statement of Financial Accounting Standards (“SFAS”) No. 142,
"Goodwill and Other Intangible Assets", goodwill is not amortized, but is subject to an annual impairment
test. Since the acquisition of Fatburger by the Company, Fatburger has experienced operating losses and
has funded its operations and expansion with limited liquidity. The Company believes that these conditions
are temporary in nature, however, should these conditions not be corrected, the Company may be required
to recognize impairment losses on its recorded goodwill. As of March 31, 2005, the Company was not
aware of any events or changes in circumstances that would require the impairment of the recorded
goodwill.



Summarized information for the Company's acquired intangible assets as of March 31, 2005 is as
follows (dollars in thousands):

Amortized intangible assets:

Franchise AgQreementS........ccoceveveievesesiesieeseseese e $ 906
OLNET .o s 464
Total amortized intangible assets........cccccoevrievierivriniennnn, $1,370

Unamortized intangible assets:
TrademarksS. .......coveiiieiicie e $3,970

Trademarks, which have indefinite lives, are not subject to amortization. All other intangible
assets are amortized using the straight-line method over the estimated useful lives of the assets of
five to fifteen years. Estimated amortization expense for the remainder of 2005 and the five
succeeding years is as follows (dollars in thousands):

2005.....ceceeee s $ 187
2006.......ccereeeereeee s 191
2007 ... 188
2008....c.ee i 181
20009, 164
2010, 164

The recorded values of goodwill and other intangible assets may become impaired in the future.
The determination of the value of such intangible assets requires management to make estimates and
assumptions that affect the consolidated financial statements. Potential impairments to intangible assets are
assessed when there is evidence that events or changes in circumstances indicate that the carrying amount
of an asset may not be recovered. This assessment is based on the operational performance of acquired
businesses, market conditions and other factors including future events. Any resulting impairment loss
could have an adverse impact on the results of operations of the Company.

NOTE 5-RECENTLY ISSUED ACCOUNTING STANDARDS

In December 2004, the FASB issued SFAS No. 123R, Share-Based Payment ("FAS 123R"),
which requires that the cost resulting for all share-based payment transactions be recognized in the financial
statements. This Statement requires a public entity to measure the cost of employee services received in
exchange for an award of equity instruments based on the grant-date fair value of the award (with limited
exceptions). That cost will be recognized over the period during which an employee is required to provide
service in exchange for the award--the requisite service period (usually the vesting period). No
compensation cost is recognized for equity instruments for which employees do not render the requisite
service. The provisions of FAS 123R are effective as of the beginning of the first interim or annual
reporting period that begins after December 31, 2005. The Company has not yet determined the effect of
this new standard on its consolidated financial position and results of operations.

NOTE 6 — STOCK OPTIONS AND RIGHTS
The Company has adopted a non-qualified stock option plan (the “Option Plan™) which provides

for options to purchase shares of the Company's common stock. The maximum number of shares of
common stock that may be issued pursuant to options granted under the Option Plan is 3,500,000 shares.
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The Company applies Accounting Principles Board Opinion No. 25, "Accounting for Stock
Issued to Employees,” and related interpretations in accounting for the Option Plan. Accordingly, no
compensation expense has been recognized in the Consolidated Statements of Operations for grants under
the Option Plan. Had compensation expense for the Company's Option Plan been determined based on the
fair value at the grant date consistent with the methods of FASB Statement No. 123 "Accounting for Stock
Based Compensation,” the Company's net income and income per share for the three months ended March
31, 2005 and 2004 would have been decreased to the pro forma amounts indicated below:

Three months ended March 31,
2005 2004
(dollars in thousands, except share data)

Net income (loss):

AS TEPOIMEU.....cocviiiiiieicee e $ (1,555) $ (1,635)
Pro forma compensation expense from stock based
compensation, net of taX.........ccoceveni i (73) (6)
Pro forma net income (10SS) .......cccceeveeievicesieeerenen, $ (1,628) $ (1,641)
Net income (loss) per common and common share
equivalent:
Basic income per share:
AS TEPOME......vevieeciceeeeeeeee e $ (0.19) $ (0.19)
Pro forma .....c.ccceeviveeeceeeeceeee e $ (0.20) $ (0.19)
Diluted income per share:
AS TEPOMEM....c.eiveiciicieece e $ (0.19) $ (0.19)
Pro forma ......cccccovevvveiiiiic e $ (0.20) $ (0.19)

There were no options granted with exercise prices below the market value of the stock at the
grant date. Fair values for 2005 were estimated using the Black-Scholes option-pricing model with the
following weighted average assumptions used: 10% dividend yield, expected volatility of 86%, risk-free
interest rate of 2.5% and expected lives of five years.

NOTE 7 - VARIABLE INTEREST ENTITIES

The Company has funded three loans totaling $3.2 million to related Spanish entities formed to
purchase, reposition and sell three apartment buildings in Barcelona, Spain. Under the terms of the loans,
the Company receives a preferred 30% return on its investment, and, after a similar return is paid to the
majority investors, the Company receives an 80% share in additional profits generated by the investment.
The investment meets the definition of a Variable Interest Entity (“VIE”) under FASB Interpretation 46
(“FIN 46”) and the Company is the primary beneficiary of the VIE. As a result, the assets and liabilities of
the VIE have been consolidated into the accompanying consolidated financial statements as of March 31,
2005.

The VIE purchased the apartment buildings for $5.7 million. The purchase was funded with bank
loans totaling $1.9 million, the Company’s $3.2 million investment and a $0.5 million contribution from
the project managers. The Company has agreed to fund additional advances of $0.4 million to the VIE.
Neither the creditors nor the other beneficial interest holders have recourse to the Company with regard to
this investment and, as a result, the maximum limit of the Company’s exposure to loss on this investment is
$3.6 million.
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As of March 31, 2005, the following assets and liabilities of the VIE were included in the
Company’s accompanying consolidated statements of financial condition:

Investment in real estate, Net.........cccoeerervenene, $ 6,357,000
Other @SSetS ....vcvvveviereie e 307,000
Borrowings and notes payable ............c.ccoceevenen 3,134,000
Accrued expense and other liabilities.................. 64,000
MiNOrity INtErest........cccovvvieeieeieceiece e 372,000

NOTE 8 - OPERATING SEGMENTS

Operating segments consist of (i) restaurant operations conducted through Fatburger Holdings,
Inc. (“Fatburger”), (ii) commercial real estate mortgage brokerage activities conducted through George
Elkins Mortgage Banking Company (“George Elkins”) and (iii) real estate, merchant banking and financing
activities. The following is a summary of each of the operating segments:

Restaurant Operations

The Company owns approximately 71% of the voting control of Fatburger. As of March 31,
2005, Fatburger operates or franchises 65 hamburger restaurants located primarily in California and
Nevada. Fatburger has plans to open additional restaurants, primarily through franchise operations,
throughout the United States. Franchisees currently own and operate approximately 39 of the Fatburger
locations. During the three months ended March 31, 2005, franchise rights to open 1 individual Fatburger
restaurant were sold and three new franchise restaurants were opened. Royalty revenues were
approximately $0.4 million for the three months ended March 31, 2005.

Commercial Real Estate Mortgage Brokerage Operations

The Company holds a 51% ownership interest in George Elkins, a California mortgage banking
operation, which provides brokerage services related to the production of over $700 million per year in
commercial real estate mortgages. George Elkins is headquartered in Los Angeles, with satellite offices
throughout the southern California area. The mortgage brokerage operation also manages a commercial
loan servicing portfolio in excess of $700 million for various investors.

Real Estate, Merchant Banking and Financing Operations

The Company invests in real estate and other finance related assets. The merchant banking and
financing operations focus on the acquisition of controlling interests in businesses in the process of
restructuring. This can take the form of assisting in a management buy-out, refinancing corporate debt or
acquiring the “non-core” assets of a business.

Each of the segments operates with its own management and personnel. There are no indirect

allocations of overhead or other costs. Minority interests in earnings, which were immaterial for the
periods presented, are included in other income (loss) in the following segment financial results.
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Segment data for the three months ended March 31, 2005, and 2004 are as follows
(dollars in thousands):

Merchant Banking,
Real Estate and Finance Mortgage Brokerage Restaurant Total
2005 2004 2005 2004 2005 2004 2005 2004
Net Interest Income:
LOBNS ... $ 275 $ 426 $ - $ - $ - $ - $ 275 $ 426
1 313 - - - - 1 313
47 47 1 - - - 48 47
Total interest income 323 786 1 - - - 324 786
INterest EXPENSE .......cooveeeeucremereuereieennenns - 71 - - - - - (71)
Net interest iNnCOMe..........ccccovverriennnns 323 715 1 - - - 324 715
Real estate operations:
Operating reVeNUE ............cocrveevreiennineens 1,007 954 - - - - 1,007 954
Operating eXPENSE .........cvweereererreeenrnenns (423) (456) - - - - (423) (456)
Gain on sale of real estate ... 413 3 - - - - 413 3
Interest expense (268) (281) - - - - (268) (281)
Depreciation ...........occcvevrienesneens (145) (159) - - - - (145) (159)
Total real estate operations.................... 584 61 - - - 584 61
Restaurant operations:
Operating iNCOME .........cccveeevereverriririnenns - - - - 5,983 5,284 5,983 5,284
Cost of goods sold - - - - (3,459) (3,077) (3,459) (3,077)
Franchise and advertising fees . - - - - 521 272 521 272
General and administrative costs ............ - - - - (2,671) (2,715) (2,671) (2,715)
Interest EXPENSE .........coovveeereeenrneeinininns - - - - (154) (165) (154) (165)
Depreciation and amortization . - - - - (368) (352) (368) (352)
Total restaurant operations - - - - (148) (753) (148) (753)
Other operating income:
Gain on sale of loans and securities......... - 1,086 - - - - - 1,086
Loan brokerage fees .. - - 1,428 1,126 - - 1,428 1,126
Other revenue (loss) (72) 77 145 153 - - 73 230
Total other operating income................. (72) 1,163 1,573 1,279 - - 1,501 2,442
Operating expenses:
Compensation and employee benefits..... 704 1,650 1,363 1,111 - - 2,067 2,761
Professional fees...........cccovevriinicinnn. 700 234 9 7 - - 709 241
OLNEN .. 812 872 228 226 - - 1,040 1,098
Total operating eXpenses..........ccovevenee 2,216 2,756 1,600 1,344 - - 3,816 4,100
Net income (loss) before provision for
INCOME TAXES .....cvvieiiiic (1,381) (817) (26) (65) (148) (753) (1,555) $  (1,635)
Provision for income taxes...........c.coccenene. - - - - - - - -
Net income (10SS) ....vveveermerrieiiriiniinniennes $  (1,381) $ (817) $ (26) $ (65) $ (148) $ (753) $  (1,555) $  (1,635)
SEYMENE ASSELS..vvvvevverirrerierrerecreieisseenenes $ 57,440 $ 81,282 $ 605 $ 2,083 $ 11,340 $ 19,592 $ 69,385 $ 102,957
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NOTE 9- INCOME TAXES

As of March 31, 2005, the Company had, for U.S. Federal tax purposes, a net operating loss
("NOL") carry forward of approximately $76.1 million, including $11.5 million relating to Fatburger. The
Company's NOL begins to expire in 2018. Fatburger’s NOL began to expire in 2004 and is generally
subject to an annual limitation under the Internal Revenue Code of 1986, Section 382, Limitation on Net
Operating Loss Carryovers and Certain Built-In Losses Following Change in Control. In addition, to the
extent the Fatburger NOL is utilized, the recognition of the related tax benefits would first reduce goodwill
related to the Fatburger acquisition, then other non-current intangible assets related to that acquisition, and
then income tax expense in accordance with Statement on Financial Accounting Standards No. 109,
Accounting for Income Taxes.

United States tax regulations impose limitations on the use of NOL carry forwards following
certain changes in ownership. If such a change were to occur with respect to the Company, the limitation
could significantly reduce the amount of benefits that would be available to offset future taxable income
each year, starting with the year of ownership change. To reduce the likelihood of such ownership
changes, the Company established a Shareholder Rights Plan dated as of October 18, 2002, which
discourages, under certain circumstances, ownership changes which would trigger the NOL limitations.

During the three months ended March 31, 2005 and 2004 a provision for income taxes was not
required due to the tax net operating loss generated during the period.

NOTE 10 - SUBSEQUENT EVENTS
Dividends

On April 27, 2005, the Board of Directors declared a $0.13 per share dividend for the second
quarter of 2005. The dividend is payable on June 1, 2005 to shareholders of record on May 20, 2005.

Sale of Real Estate

Subsequent to March 31, 2005, the Company sold three stand-alone retail locations for a
combined sale price of $1.2 million. The proceeds from these sales consisted of $1.1 million in cash and a
note receivable of $0.1 million. The aggregate gain on the sale of the properties was $0.3 million.

Restaurant Openings

Subsequent to March 31, 2005, three Fatburger franchise restaurants were opened. This resulted
in the recognition of franchise fees totaling $0.1 million.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with the Interim
Consolidated Financial Statements of Fog Cutter Capital Group Inc. and the notes thereto included
elsewhere in this filing. References in this filing to “Fog Cutter Capital Group Inc.,” “we,” “our,” and
“us” refer to Fog Cutter Capital Group Inc. and its subsidiaries unless the context indicates otherwise.

GENERAL

Fog Cutter Capital Group Inc. ("FCCG" or the "Company") focuses on the acquisition of assets
where its expertise in intensive asset management and financial structuring can create value.

Our business strategy consists of developing, strengthening and expanding our restaurant and
commercial real estate mortgage brokerage operations and continuing to identify and acquire real estate
investments with favorable risk-adjusted returns. We also seek to identify and acquire controlling interests
in other operating businesses in which we feel we can add value.

During 2003 and 2004, we redeployed a large portion of the capital generated through our sale of
mortgage-backed securities and from cash distributions from our Bourne End subsidiary. We used a
portion of this capital to acquire voting control of Fatburger Holdings Inc. in August 2003 and further
increased our investment in Fatburger in May 2004. The expansion and success of Fatburger is currently
one of our primary focuses. Since our acquisition, Fatburger has opened 19 additional restaurant locations
and currently has agreements for approximately 217 new franchise restaurants.

Due to the varied nature of our operations, management does not utilize a standard array of key
performance indicators in evaluating the progress of the Company. Management's evaluation, instead,
focuses on an asset-by-asset analysis within the Company's operating segments.

Critical Accounting Policies

Management's Discussion and Analysis of Financial Condition and Results of Operations
discusses our consolidated financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States. The preparation of these financial statements requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and the disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Management bases its estimates and
judgments on historical experience and on various other factors that are believed to be reasonable under the
circumstances. Actual results may differ from these estimates under different assumptions or conditions.
Management believes the following critical accounting policies, affect its more significant judgments and
estimates used in the preparation of its financial statements.

Accounting For Equity Investees

The equity method of accounting is used for investments in associated companies which are not
unilaterally controlled by the Company and in which the Company's interest is generally between 20% and
50% of the outstanding voting rights. The Company’s share of earnings or losses of associated companies
in which at least 20% of the voting securities is owned, is included in the consolidated statement of
operations.
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Valuation

At March 31, 2005, our largest asset consisted of our portfolio of real estate. We value our real
estate holdings either by independent appraisal or through internally generated analysis using comparable
market data.

Sale Recognition

Our accounting policy calls for the recognition of sales of financial instruments only when we
have irrevocably surrendered control over these assets. We do not retain any recourse or performance
obligations with respect to our sales of assets.

We recognize gain on sales of real estate under the full accrual method when (1) a sale is
consummated, (2) the buyer’s initial and continuing investments are adequate to demonstrate a
commitment to pay for the property, (3) any receivable from the buyer is not subject to future subordination
and (4) the usual risks and rewards of ownership of the property have been transferred to the buyer. If any
of these conditions are not met, our accounting policy requires that gain on sale be deferred until all of the
conditions have been satisfied.

Fatburger Restaurant and Franchise Revenue

Revenue from the operation of Fatburger company-owned restaurants are recognized when sales
occur.

Franchise fee revenue from the sale of individual Fatburger franchises is recognized only when all
material services or conditions relating to the sales have been substantially performed or satisfied. The
completion of training and the opening of a location by the franchisee constitute substantial performance on
the part of Fatburger. Nonrefundable deposits collected in relation to the sale of franchises are recorded as
deferred franchise fees until the completion of training and the opening of the restaurant, at which time the
franchise fee revenue is recognized.

In addition to franchise fee revenue, Fatburger collects a royalty ranging from 5% to 6% of gross
sales from restaurants operated by franchisees. Fatburger recognizes royalty fees as the related sales are
made by the franchisees. Costs relating to continuing franchise support are expensed as incurred.

Goodwill and Other Intangible Assets

Goodwill represents the excess of the purchase price and other acquisition related costs over the
estimated fair value of the net tangible and intangible assets acquired. We do not amortize goodwill.
Intangible assets are stated at the estimated value at the date of acquisition and include trademarks,
operating manuals, franchise agreements and leasehold interests. Trademarks, which have indefinite lives,
are not subject to amortization. All other intangible assets are amortized over their estimated useful lives,
which range from five to fifteen years.

We assess potential impairments to intangible assets at least annually, or when there is evidence
that events or changes in circumstances indicate that the carrying amount of an asset may not be recovered.
Our judgments regarding the existence of impairment indicators and future cash flows related to intangible
assets are based on operational performance of our acquired businesses, market conditions and other
factors. Future events could cause us to conclude that impairment indicators exist and that goodwill or other
intangible assets associated with our acquired businesses are impaired. Any resulting impairment loss could
have an adverse impact on our results of operations.
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RESULTS OF OPERATIONS — THREE MONTHS ENDED MARCH 31, 2005 COMPARED TO
THREE MONTHS ENDED MARCH 31, 2004

NET INCOME. Our net loss for the three months ended March 31, 2005, was $1.6 million, or
$0.19 per share, compared with a net loss of $1.6 million, or $0.19 per share, for the three months ended
March 31, 2004. The net loss for the quarter ended March 31, 2005 was primarily the result of losses from
our restaurant operations of $0.1 million and other operating expenses of $3.8 million, partially offset by
gains on sales of real estate of $0.4 million. The net loss for the quarter ended March 31, 2004 was
primarily the result of losses from our restaurant operations of $0.8 million and other operating expenses of
$4.1 million, partially offset by gains on sales of mortgage-backed securities of $1.1 million.

The following sections describe the results of operations of our operating segments for the three
months ended March 31, 2005 and 2004:

Restaurant Segqment Operations

During the three months ending March 31, 2005, we recognized a net loss from our restaurant
segment of $0.1 million, compared to a net loss of $0.8 million for the three months ending March 31,
2004. The 2005 results were primarily due to a gross margin (sales net of cost of goods sold) of $2.5
million and franchise and royalty revenue of $0.5 million, offset by general and administrative costs of $2.7
million, interest expense of $0.1 million, and depreciation and amortization of $0.3 million. The
Company’s primary strategy with respect to Fatburger is to increase the number of franchises, thus
increasing the franchise fees and future royalty income to the operation. Since the company acquired its
interest in Fatburger in August 2003, Fatburger has added 19 new restaurants. While the Company seeks to
expand the number of existing restaurants, the identification of qualified franchisees and quality locations
has an impact on the rate of growth in the number of our restaurants.

The 2004 results were primarily due to a gross margin of $2.2 million and franchise and royalty
revenue of $0.3 million, offset by general and administrative costs of $2.7 million, interest expense of $0.2
million, and depreciation and amortization of $0.4 million.

Commercial Real Estate Mortgage Brokerage Segment Operations

Our net loss from the commercial real estate brokerage segment was less than $0.1 million for the
three months ended March 31, 2005, compared to a net loss of $0.1 million during the 2004 period. During
the 2005 period, we recognized loan brokerage fees of $1.4 million, loan servicing and other revenue of
$0.1 million, which was offset by compensation expense of $1.4 million and other operating expense of
$0.2 million.

During the 2004 period, we recognized loan brokerage fees of $1.1 million, loan servicing and
other revenue of $0.2 million, which was offset by compensation expense of $1.1 million and other
operating expense of $0.2 million.

Merchant Banking, Real Estate and Finance Segment Operations

NET INTEREST INCOME. Our net interest income for the three months ended March 31, 2005,
was $0.3 million, compared with $0.7 million for the three months ended March 31, 2004. The decrease is
primarily attributable to a net reduction of assets (reflecting our sales of mortgage-backed securities and
paydowns of the related debt facilities). These changes resulted in decreases in interest income on
securities of $0.3 million and a decrease in interest income on loans of $0.2 million, partially offset by a
decrease in interest expense of $0.1 million. The following tables set forth information regarding the total
amount of income from interest-earning assets and expense from interest-bearing liabilities and the
resulting average yields and rates:
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For the Three Months Ended March 31, 2005

Average Interest Annualized
Balance Income (Expense) Yield/Rate
(dollars in thousands)
Interest-Earning Assets:
Loan portfolios (1) ....cceovveereeererenenecneeesesienns $ 9,749 $ 275 11.3%
Mortgage-backed securities available for sale .... 8 1 50.0
Cash deposits and other investments................... 10,575 48 1.8
Total interest-earning assets..........ccccceeveeee. $ 20,332 324 6.4%
Interest-Bearing Liabilities:
BOrrowings (2) ....ccoceeevereieieiiiesiesieieeee s $ - - 0.0%
Total interest-bearing liabilities.................. $ - - 0.0%
Net interest income (3) $ 324 6.4%
Net interest margin (4) 6.4%

(1)  Includes loans to senior officers.
(2)  Excludes borrowings related to investments in real estate.

(3) Net interest spread represents the difference between the average rate on interest-earning assets and the

average cost of interest-bearing liabilities.

(4) Net interest margin represents net interest income divided by average interest-earning assets.

For the Three Months Ended March 31, 2004

Average Interest Annualized
Balance Income (Expense) Yield/Rate
(dollars in thousands)
Interest-Earning Assets:

Loan portfolios (1) .....ccoovveereernenenecneeenesienns $ 8,137 $ 426 20.9%
Mortgage-backed securities available for sale .... 33,883 313 3.7%
Other INVESIMENTS ........vvvivveieieiie e 15,758 47 1.2%
Total interest-earning assets..........c.cccceeueeee. $ 57,778 786 5.4%

Interest-Bearing Liabilities:
BOrrowings (2) ....ccocevevereieieiisesesesieiee s $ 24,642 (71) 1.2%
Total interest-bearing liabilities .................. $ 24,642 (71) 1.2%
Net interest inCOMEe (3)....ccovvvvvreierereirieieresienns $ 715 4.2%
Net interest Margin (4) .......ccoceeveeereneneineneeeenns 5.0%

o)
@
©)

4)

Includes loans to senior officers.
Excludes borrowings related to investments in real estate.

Net interest spread represents the difference between the average rate on interest-earning assets and the average

cost of interest-bearing liabilities.

Net interest margin represents net interest income divided by average interest-earning assets.
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REAL ESTATE OPERATIONS. Our real estate operations represent activity from our
investment in 15 commercial properties located in Oregon, Texas, Arizona, Oklahoma, Mississippi
Arkansas, Louisiana, Missouri and Michigan, as well as the operations of our leasehold interests in 79
freestanding retail buildings located throughout the United States. During the three months ended March
31, 2005, we realized net income from real estate operations of approximately $0.6 million, compared with
net income of $0.1 million for the three months ended March 31, 2004. The increase in net income from
real estate was primarily the result of gains recognized on sales of $0.4 million during the 2005 period. Our
strategy with regard to our real estate investments is to position each property to enhance lease values for
long-term income or for sale.

EQUITY IN EARNINGS OF EQUITY INVESTEES. At March 31, 2005, our sole equity
investee was Bourne End Properties Plc. ("Bourne End”). We own approximately 26% of Bourne End,
which operates a shopping center in the United Kingdom. At the time of our original investment in 2001,
Bourne End owned 15 shopping centers in Europe. Fourteen of these centers have now been sold,
generating net income to us totaling $ 9.7 million since the acquisition. During the three months ended
March 31, 2005 and 2004 we recognized income of less than $0.1 million from equity investees.

GAIN ON SALE OF LOANS AND SECURITIES. During the three months ended March 31,
2005, we did not recognize any gains on sales of loans or securities. This compares to gains of $1.1
million, primarily from the sale of mortgage-backed securities, during the three months ended March 31,
2004. Because we have sold substantially all of our subordinate mortgage-backed securities portfolio, we
expect that gain on sale of securities will contribute less to future income than it has in recent years.

OPERATING EXPENSES. During the three months ended March 31, 2005, we incurred segment
operating expenses from merchant banking, real estate and finance operations of $2.2 million, compared to
$2.8 million during the comparable period in 2004. Operating expenses for the 2005 period include
compensation costs of $0.7 million, professional fees of $0.7 million and other costs of $0.8 million.
Operating expenses for the 2004 period include compensation costs of $1.7 million, professional fees of
$0.2 million and other costs of $0.9 million.

CHANGES IN FINANCIAL CONDITION

GENERAL. Total assets decreased from approximately $73.9 million at December 31, 2004 to
approximately $69.4 million at March 31, 2005. Total liabilities decreased slightly from approximately
$39.6 million at December 31, 2004 to approximately $39.4 million at March 31, 2005. Stockholders’
equity decreased during the three months ended March 31, 2005 by approximately $4.3 million resulting
primarily from our net loss of $1.6 million, dividends declared of $1.1 million and the purchase of treasury
stock of $1.7 million

INVESTMENTS IN REAL ESTATE. Investments in real estate increased by $0.3 million during
the three months ended March 31, 2005. The increase was primarily due to the purchase of an apartment
building in Barcelona, Spain for $1.5 million, and capital improvements of $0.4 million, partially offset by
depreciation of $0.1 million, a decrease in carrying value due to changes in foreign currency of $0.2
million, the sale of two retail properties with a net book value of $0.8 million, and the disposal of two
properties subject to capital leases with a carrying value of $0.5 million.

LOAN PORTFOLIO. We invest in special situation loans, generally secured by real estate.
These loans are typically short-term, with maturities ranging from 6 to 24 months. Due to the unique
circumstances relating to the loans, the interest rate charged the borrower is significantly higher than
conventional real estate lending. As of March 31, 2005, our special situation loan portfolio consisted of
five individual loans with a combined carrying value of $6.9 million. Three of the five loans are secured by
real estate consisting of commercial or single-family properties located in California, Texas, and Nevada.
One loan is secured by all of the stock and assets of a commercial manufacturing business, and one loan is
secured by stock in a software company. The loans have a weighted average interest rate (including the
effects of $2.2 million in impaired loans on non-accrued status and excluding fees and points) of 8.0% and
a weighted average maturity of 2 months.
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During the three months ended March 31, 2005, our loan portfolio increased by approximately
$0.2 million. This was primarily the result of amortization of deferred loan fees. As of March 31, 2005,
two of the Company’s loans totaling $2.2 million had been restructured to provide additional time for
repayment by the borrowers in exchange for various extension fees or other new terms. As a result, these
loans were considered impaired for accounting purposes, however, no impairment reserves were required
on these loans due to management’s expectation that the carrying amounts will be collected.

LOANS TO SENIOR EXECUTIVES. On February 21, 2002 (prior to the passage of the
Sarbanes-Oxley Act of 2002), we loaned Mr. Wiederhorn $175,000 to finance the purchase of Common
Stock. This loan is full recourse to Mr. Wiederhorn and is secured by all of Mr. Wiederhorn’s rights under
his employment agreement. At Mr. Wiederhorn’s direction (in accordance with the terms of his
employment agreement), on February 21, 2002, we loaned a limited partnership (the “LP”) controlled by
Mr. Wiederhorn’s spouse $687,000 to finance the purchase of Common Stock. The loan is secured by the
membership interests of two limited liability companies owned by the LP. The limited liability companies
each own a parcel of real property in Oregon and have no liabilities. At the time of the loan, the real
properties had an appraised value of $725,000. The loan is also guaranteed by Mr. Wiederhorn. The
Common Stock purchased with the proceeds of these loans does not serve as security for the loans. The
loans are due on February 21, 2007, and bear interest at the prime rate, as published in the Wall Street
Journal, which interest is added to the principal annually.

On July 9, 2002 (prior to the passage of the Sarbanes-Oxley Act of 2002), we loaned Mr.
Wiederhorn $2.0 million. This loan is full recourse to Mr. Wiederhorn and his spouse and is secured by
trust deeds on two residences located in Oregon. The loan is due on August 1, 2007 and bears interest at
8.5% per annum, payable monthly.

Further information on these loans to executives is included in our proxy statements for 2004 and
prior years’ Annual Meeting of Stockholders.

INVESTMENT IN BOURNE END. Our investment in Bourne End remained unchanged at $1.9
million during the three months ended March 31, 2005.

RESTAURANT PROPERTY, PLANT AND EQUIPMENT, NET. Our investment in restaurant
property, plant and equipment, net of depreciation, decreased $0.3 million during the three months ended
March 31, 2005 to a balance of $6.0 million. The decrease was primarily the result of depreciation expense
of approximately $0.3 million during the period.

INTANGIBLE ASSETS, NET. Primarily as a result of the acquisition and consolidation of
Fatburger, as of March 31, 2005 we had intangible assets, net of amortization, of $5.3 million. This
consisted of trademark rights of approximately $4.0 million, franchise agreements of approximately $0.9
million and other miscellaneous intangible assets of approximately $0.4 million. Intangible assets
decreased $0.1 million during the three months ended March 31, 2005 primarily as the result of
amortization expense.

GOODWILL. Primarily as a result of the acquisition and consolidation of Fatburger, we had

recorded goodwill of $7.1 million as of March 31, 2005. Goodwill did not change during the three months
ended March 31, 2005.
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OTHER ASSETS. At March 31, 2005, the Company’s other assets consisted of the following:
(dollars in thousands)

Capitalized deferred compensation ...........c.ccccceevvieieiniiccrisnenens $ 786
Prepaid BXPENSES ......vcveieriite e e et e e eee e e e sre st re e e 115
Trade reciVables .........cccv i 472
Investment in operating lases ..........cccvevvevveesieeviereesese e 267
Mortgage Servicing Hghts .......ccocveveieicrercre e 248
RESTAUIANT @SSELS ... 778
OBNET .. 1,021
QLI ] = | I $ 3,687

The capitalized deferred compensation included in other assets relates to the acquisition of George
Elkins. In conjunction with the acquisition, certain employees of George Elkins entered into long-term
employment agreements. These employees received payments totaling $1.9 million which we capitalized
as deferred compensation. The employees are obligated to perform under the employment agreements and
must repay any unearned deferred compensation payments upon early termination. The deferred
compensation is earned ratably over the terms of the employment agreements, and we are amortizing the
$1.9 million investment over the contract terms. At March 31, 2005, the remaining contract terms range
from 2 to 26 months.

BORROWINGS AND NOTES PAYABLE. Our borrowings and notes payable increased $1.4
million during the three months ended March 31, 2005 to an ending balance of $9.4 million. This was
primarily the result of borrowings to finance the purchase of an apartment building in Barcelona, Spain.

OBLIGATIONS UNDER CAPITAL LEASES. Obligations under capital leases decreased
approximately $0.6 million during the three months ended March 31, 2005. This decrease was primarily
the result of the scheduled amortization of the obligations.

DEFERRED INCOME. Franchise fee revenue from the sales of individual Fatburger franchises is
recognized only when all material services or conditions relating to the sales have been substantially
performed or satisfied. The completion of training and the opening of a location by the franchisee
constitute substantial performance. Fatburger charges $40,000 per location in franchise fees. One-half of
the fees are collected in cash at the time the franchise rights are granted and the balance is collected at the
time the lease for the location is executed. Nonrefundable deposits collected in relation to the sale of
franchises are recorded as deferred franchise fees until the completion of training and the opening of the
restaurant, at which time the franchise fee revenue is recognized. As of March 31, 2005, our deferred
income relating to the collection of unearned Fatburger franchise fees was $4.4 million, a decrease of $0.1
million from December 31, 2004. As of March 31, 2005, nearly all of the deferred income was comprised
of the initial $20,000 non-refundable deposit received per location and the balance of the franchise fee will
be collected in cash as leases on these locations are signed.

DEFERRED INCOME TAXES. Our deferred income taxes remained unchanged at $5.8 million
at March 31, 2005. As of March 31, 2005, we had, for U.S. Federal tax purposes, a net operating loss
("NOL") carryforward of approximately $77.6 million, including $13.5 million relating to Fatburger. The
NOL carryforward may reduce the future cash payment of the deferred income tax liability. Our NOL
begins to expire in 2018. Fatburger’s NOL began to expire in 2004 and is generally subject to an annual
limitation under the Internal Revenue Code of 1986, Section 382, Limitation on Net Operating Loss
Carryovers and Certain Built-In Losses Following Change in Control. In addition, to the extent the
Fatburger NOL is utilized, the recognition of the related tax benefits would first reduce goodwill related to
the Fatburger acquisition, then other non-current intangible assets related to that acquisition, and then
income tax expense in accordance with Statement on Financial Accounting Standards No. 109, Accounting
for Income Taxes.
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United States tax regulations impose limitations on the use of NOL carry forwards following
certain changes in ownership. If such a change were to occur with respect to the Company, the limitation
could significantly reduce the amount of benefits that would be available to offset future taxable income
each year, starting with the year of ownership change. To reduce the likelihood of such ownership
changes, we established a Shareholder Rights Plan dated as of October 18, 2002, which discourages, under
certain circumstances, ownership changes which would trigger the NOL limitations.

STOCKHOLDERS' EQUITY. Stockholders’ equity decreased by approximately $4.3 million
resulting primarily from our net loss of $1.6 million, purchase of treasury stock of $1.7 million and
dividends declared of $1.1 million.

In April 2004 we purchased a three year call option (the “Call Option”) from Andrew A.
Wiederhorn, the Company’s former Chairman and Chief Executive Officer and current Chief Strategic
Officer. The Call Option gave us the right, but not the obligation, to purchase 423,245 of the Company’s
outstanding common stock (the “Option Shares”) from Mr. Wiederhorn for a purchase price of $3.99 per
share. We paid $750,000 ($1.77 per option share) for the Call Option. The Call Option was exercised on
March 14, 2005 for $1.7 million and we placed 423,245 shares in treasury.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity is a measurement of our ability to meet potential cash requirements, including ongoing
commitments to repay borrowings, fund business operations and acquisitions, engage in loan acquisition
and lending activities and for other general business purposes. The primary sources of funds for liquidity
during the three months ended March 31, 2005 consisted of net cash provided by investing activities,
including proceeds on the sale of real estate. As of March 31, 2005, we had cash or cash equivalents of
$8.6 million which we believe will be sufficient to meet our current liquidity needs.

Our borrowings and the availability of further borrowings are substantially affected by, among
other things, changes in interest rates, changes in market spreads or decreases in credit quality of our assets.

Fluctuations in interest rates will impact our net income to the extent our operations and our fixed
rate assets are funded by variable rate debt. We may also be impacted to the extent that our variable rate
assets reprice on a different schedule or in relation to a different index than any floating rate debt. See
"Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK."

At March 31, 2005, we had total consolidated secured indebtedness of $21.2 million, as well as
$18.2 million of other liabilities. The consolidated secured indebtedness consisted of (i) $11.8 million
outstanding of capital leases maturing between 2010 and 2040 which are secured by real estate, (ii)
mortgage notes payable of $3.1 million secured by real estate and (iii) notes payable and other debt of
Fatburger of $6.3 million secured by the assets of Fatburger.

If our existing liquidity position were to prove insufficient, and we were unable to repay, renew or
replace maturing indebtedness on terms reasonably satisfactory to us, we may be required to sell
(potentially on short notice) a portion of our assets, and could incur losses as a result. Also, Fatburger is
involved in a nationwide expansion of franchise and Fatburger owned locations, which will require
significant liquidity. If Fatburger or its franchisees are unsuccessful in obtaining credit lines sufficient to
fund this expansion, the timing of restaurant openings may be delayed. Similarly, our special situation
lending business requires liquidity to fund new investments or extend existing loans.
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We consider the sale of assets to be a normal, recurring part of our operations and we are currently
generating adequate cash flow as a result of these transactions. However, excluding the sale of assets from
time to time, we are currently operating with negative cash flow, since many of our assets do not generate
current cash sufficient to cover current operating expenses. We believe that our existing sources of funds
will be adequate for purposes of meeting our liquidity needs; however, there can be no assurance that this
will be the case. Material increases in interest expense from variable-rate funding sources, or material
decreases in monthly cash receipts from operations, generally would negatively impact our liquidity. On
the other hand, material decreases in interest expense from variable-rate funding sources would positively
affect our liquidity.

During the year ended December 31, 2004, we declared four quarterly cash distributions of $0.13
per share each, totaling $0.52 per share ($4.4 million). Through May 9, 2005, we have declared two
quarterly cash dividends of $0.13 per share each. The Company does not have a fixed dividend policy
and may declare and pay new quarterly dividends on our common stock, subject to our financial condition,
results of operations, capital requirements and other factors deemed relevant by the Board of Directors.
One factor the Board of Directors may consider is the impact of dividends on the Company's liquidity.

Effective October 14, 2004, the Company’s Common Stock began trading in the over-the-counter
(“OTC”) market on the OTC “pink sheets.” Prior to that, the Company’s Common Stock was quoted on
the Nasdaq National Market. On July 20, 2004, the Company was notified by Nasdaq of a staff
determination to delist the Company’s Common Stock effective July 29, 2004. The Company challenged
the staff determination and requested an oral hearing by a Listing Qualifications Panel to review the staff’s
conclusions. A hearing was held on September 9, 2004, and, on October 12, 2004, the Company was
notified by Nasdagq that the Listing Qualifications Panel upheld the staff determination and the Company’s
Common Stock was delisted from the Nasdaq National Market on October 14, 2004. The Company
requested a review of the Listing Qualifications Panel’s decision by Nasdaq’s Listing and Hearing Review
Council. On February 16, 2005, the Company received notice that the Nasdaq Listing and Hearing Review
Council had upheld the Panel’s decision. On April 21, 2005, the Board of Governors of Nasdaq approved
the decision of the Nasdaq Listing and Hearing Review Council and the Nasdaq decision became final.
The Company is considering whether to appeal the decision to the Securities and Exchange Commission.
There can be no assurance that an appeal will be successful.

Trading of our Common Stock on the OTC pink sheets may reduce the liquidity of our Common
Stock compared to quotation on the Nasdaq National Market. Also, the coverage of the Company by
security analysts and media could be reduced, which could result in lower prices for our Common Stock
than might otherwise prevail and could also result in increased spreads between the bid and ask prices for
the our Common Stock. Additionally, certain investors will not purchase securities that are not quoted on
the Nasdaqg Stock Market, which could materially impair our ability to raise funds through the issuance of
Common Stock or other securities convertible into Common Stock.

In addition, if the trading price of our Common Stock is less than $5.00 per share, trading in our
Common Stock could also be subject to the requirements of Rule 15g-9 promulgated under the Securities
Exchange Act of 1934, as amended. Under that Rule, brokers and dealers who recommend such low priced
securities to persons other than established customers and accredited investors must satisfy special sales
practice requirements, including a requirement that they make an individualized written suitability
determination for the purchaser and receive the purchaser’s written consent prior to any transaction. The
Securities Enforcement Remedies and Penny Stock Reform Act of 1990 also requires additional disclosure
in connection with any trades involving a stock defined as a penny stock (generally, according to
regulations adopted by the SEC, any equity security not traded on an exchange or quoted on Nasdaq that
has a market price of less than $5.00 per share, subject to certain exceptions), including the delivery, prior
to any penny stock transaction, of a disclosure schedule explaining the penny stock market and the risks
associated therewith. Such requirements could severely limit the market liquidity of our Common Stock.
There can be no assurance that our Common Stock will not become treated as penny stock.
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OFF BALANCE SHEET ARRANGEMENTS

In order to facilitate the development of franchise locations, as of March 31, 2005, Fatburger had
guaranteed the annual minimum lease payments of three restaurant sites owned and operated by
franchisees. The guarantees approximate $1.9 million plus certain contingent rental payments as defined in
the respective leases. These leases expire at various times through 2008.

The lease guarantees by Fatburger do not provide a material source of liquidity, capital resources
or other benefits to the Company. There are no revenues, expenses or cash flows connected with the lease
guarantees other than the receipt of normal franchise royalties. As of March 31, 2005, there was no known
event, demand, trend or uncertainty that was likely to trigger the guarantee by Fatburger.

We did not have any other off balance sheet arrangements in place as of March 31, 2005.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our market risk is primarily the exposure to loss resulting from changes in foreign currency
exchange rates, interest rates and commodity prices. Our exposure to foreign currency fluctuations arises
from our UK investment in BEP and our investment in Barcelona real estate as of March 31, 2005,
approximately 22% of the Company’s equity is currently invested in net assets located outside of the
United States These investments are primarily denominated in British pounds or the Euro.

The following table illustrates the projected effect on our net asset value as a result of hypothetical
changes in foreign currency rates as of March 31, 2005:

Projected
Change in Foreign Projected Change in  Percentage Change
Exchange Rates (1) Net Asset Value in Net Asset Value

Decrease 10%............. $ (651,000) -2.2%
Decrease 20%............. $ (1,303,000) -4.3%
No Change ......ccccue.... $ - 0.0%
Increase 10% ............. $ 651,000 2.2%
Increase 20% ............. $ 1,303,000 4.3%

(1) Assumes that uniform percentage changes occur instantaneously in both the Great Britain
pound and the euro. A decrease in the foreign exchange rate indicates a strengthening of the U.S. dollar
against that currency. An increase in the foreign exchange rate indicates a weakening of the U.S. dollar
against that currency.

We can utilize a wide variety of financial techniques to assist in the management of currency risk.
For example, in hedging the exchange rate exposure of a foreign currency denominated asset or liability,
we may enter into hedge transactions to counter movements in the different currencies. These hedges may
be in the form of currency swaps, options, and forwards, or combinations thereof. No such currency
hedging techniques were in use as of March 31, 2005.

Interest rate risk has historically been our primary market risk. A large percentage of our assets
are generally funded by equity or by fixed-rate liabilities. This change in asset mix has resulted in a
significant decrease in interest rate risk, which resulted from the sale of the remainder of the mortgage-
backed securities portfolio and the repayment of the associated repurchase agreements during 2004.

Changes in interest rates can affect net income by affecting the spread between our interest-
earning assets and our interest-bearing liabilities and by increasing the cost associated with operating and
expanding our restaurant operation. Changes in the level of interest rates can also affect, among other
things, the value of our interest-earning assets (and the default rates associated therewith), our ability to
acquire loans and general levels of consumer spending.

The following table quantifies the potential changes in net interest income and net portfolio value
as of March 31, 2005 should interest rates go up or down (shocked) by 100 or 200 basis points. Net
portfolio value is calculated as the sum of the value of off-balance sheet instruments and the present value
of cash in-flows generated from interest-earning assets net of cash out-flows in respect of interest-bearing
liabilities. The table assumes that changes in interest rates occur instantaneously. Actual results could
differ significantly from those estimated in the table.
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Projected Percent Change In
Change in Annual  Change in Net

Change in Interest Net Interest Net Portfolio Net Portfolio
Rates (1) Income Value Interest Income Value

-200 Basis Points 10.4% -4.3% $ 73,000 $ (1,299,000)
-100 Basis Points 1.3% -2.1% $ 9,000 $ (621,000)

0 Basis Points 0.0% 0.0% $ - $ -

100 Basis Points 0.2% 1.9% $ 1,000 $ 569,000

200 Basis Points 0.3% 3.6% $ 2,000 $ 1,091,000

1) Assumes that uniform changes occur instantaneously in both the yield on 10-year U.S. Treasury notes and the interest rate

applicable to U.S. dollar deposits in the London interbank market.

The following table provides information as to the type of funding used to finance our assets as of
March 31, 2005.

Assets and Liabilities
As of March 31, 2005
(dollars in thousands)

Interest-Bearing Assets Basis Amount Coupon Type Liability Type
Fixed-rate assets, no financing..........ccccccevvevan, $ 7,194 Fixed $ - None
Variable-rate assets, no financing .............cc...... 2,673 Prime - None
Cash and cash equivalents..........c..ccooeeverernennnn, 8,569 N/A - None
Subtotal .....cooovvveiee 18,436 -
Other Assets
Investments in real estate ............ccceveevieieinenns 27,014 N/A 14,925 Fixed
Investment in BEP........c.ccccoovvevviiiiieciccecies 1,876 N/A - None
Restaurant property, plant and equipment......... 5969 N/A 6,278 LIBOR
Intangible assets, Net ........ccocvvvvevviicienieien, 5340 N/A - None
GOOAWIll.....oooveiiriicec e, 7,063 N/A - None
(O] 1111 ST PRSPPSO 3,687 N/A - None
Subtotal .....ccovveviiiiiie e, 50,949 21,203

Deferred iINCOME........covvviveeeiie et - 4,346 None

Deferred iNCOME taXES......ccvevvvviveeeirieeceeeirieenns - 5,780 None

(O] 1 1<) ST PRSPPSO - 8,025 None
Total .o $ 69,385 $ 39,354

Our restaurant operations are also exposed to the impact of commodity and utility price
fluctuations related to unpredictable factors such as weather and various other market conditions outside
our control. Our ability to recover increased costs through higher prices is limited by the competitive
environment in which we operate.

26



ITEM 4. CONTROLS AND PROCEDURES

(A) Evaluation of disclosure controls and procedures. Our Chief Executive Officer and our
Chief Financial Officer, after evaluating the effectiveness of the Company’s “disclosure controls and
procedures” (as defined in the Securities and Exchange Act of 1934 Rules 13a-15(e) and 15d-15(e)) as of
the end of the period covered by this report, have concluded that our disclosure controls and procedures
were effective and designed to ensure that material information relating to us and our consolidated
subsidiaries would be made known to us by others within these entities.

(B) Changes in internal control over financial reporting. There were no significant changes in our
internal control over financial reporting in connection with an evaluation that occurred during our first fiscal
quarter of 2005 that have materially affected or are reasonably likely to materially affect our internal control
over financial reporting.
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FORWARD-LOOKING STATEMENTS

CERTAIN STATEMENTS CONTAINED HEREIN AND CERTAIN STATEMENTS CONTAINED IN FUTURE
FILINGS BY THE COMPANY WITH THE SEC MAY NOT BE BASED ON HISTORICAL FACTS AND ARE
"FORWARD-LOOKING STATEMENTS" WITHIN THE MEANING OF SECTION 27A OF THE SECURITIES
ACT OF 1933, AS AMENDED, AND SECTION 21E OF THE SECURITIES EXCHANGE ACT OF 1934, AS
AMENDED. FORWARD-LOOKING STATEMENTS WHICH ARE BASED ON VARIOUS ASSUMPTIONS
(SOME OF WHICH ARE BEYOND THE COMPANY'S CONTROL) MAY BE IDENTIFIED BY REFERENCE
TO A FUTURE PERIOD OR PERIODS, OR BY THE USE OF FORWARD-LOOKING TERMINOLOGY, SUCH
AS "MAY," "WILL," "BELIEVE," "EXPECT," "ANTICIPATE," "CONTINUE," OR SIMILAR TERMS OR
VARIATIONS ON THOSE TERMS, OR THE NEGATIVE OF THOSE TERMS. ACTUAL RESULTS COULD
DIFFER MATERIALLY FROM THOSE SET FORTH IN FORWARD-LOOKING STATEMENTS DUE TO A
VARIETY OF FACTORS, INCLUDING, BUT NOT LIMITED TO, THOSE RELATED TO THE ECONOMIC
ENVIRONMENT, PARTICULARLY IN THE MARKET AREAS IN WHICH THE COMPANY OPERATES,
THE FINANCIAL AND SECURITIES MARKETS AND THE AVAILABILITY OF AND COSTS ASSOCIATED
WITH SOURCES OF LIQUIDITY, COMPETITIVE PRODUCTS AND PRICING, THE REAL ESTATE
MARKET, FISCAL AND MONETARY POLICIES OF THE U.S. GOVERNMENT, CHANGES IN
PREVAILING INTEREST RATES, ACQUISITIONS AND THE INTEGRATION OF ACQUIRED
BUSINESSES, PERFORMANCE OF RETAIL/CONSUMER MARKETS, DETERIORATION IN CONSUMER
CREDIT, CREDIT RISK MANAGEMENT, ASSET/LIABILITY MANAGEMENT, THE IMPACT OF
ONGOING LITIGATION, AND THE IMPACT OF THE SETTLEMENT OF THE INVESTIGATION OF THE
COMPANY’S CHIEF EXECUTIVE OFFICER. EXCEPT AS MAY BE REQUIRED BY LAW, THE COMPANY
DOES NOT UNDERTAKE, AND SPECIFICALLY DISCLAIMS ANY OBLIGATION, TO PUBLICLY
RELEASE THE RESULTS OF ANY REVISIONS WHICH MAY BE MADE TO ANY FORWARD-LOOKING
STATEMENTS TO REFLECT THE OCCURRENCE OF ANTICIPATED OR UNANTICIPATED EVENTS OR
CIRCUMSTANCES AFTER THE DATE OF SUCH STATEMENTS.

28



PART Il -- OTHER INFORMATION
Item 1. Legal Proceedings.

Capital Consultants LLC

As the Company has previously disclosed, the Company’s former Chief Executive Officer and
current Chief Strategic Officer, Andrew Wiederhorn, and former President, Lawrence Mendelsohn,
received letters from the United States Attorney’s Office for the District of Oregon (“USAODQ”) in March
2001 advising them that they were targets of a grand jury investigation (the “CCL Investigation”) into the
failure of Capital Consultants, L.L.C (“CCL”). CCL was a lender to Wilshire Credit Corporation (“WCC”)
and related and affiliated companies. WCC was a mortgage loan servicing company owned by Mr.
Wiederhorn and Mr. Mendelsohn that provided mortgage loan servicing for Wilshire Financial Services
Group Inc., a public company for which Mr. Wiederhorn acted as CEO and Mr. Mendelsohn acted as
President and which was principally engaged in banking, loan pool purchasing, and investing in mortgage-
backed securities. As a result of the liquidity crisis in the financial markets in the fall of 1998, Wilshire
Financial Services Group Inc. experienced significant losses and filed for bankruptcy, which in turn had a
significant impact on its affiliates, including WCC, which could not repay the amounts borrowed from
CCL. At the time, Wilshire Financial Services Group Inc. owned approximately 8.6% of the Company’s
common stock and managed the Company’s investments under a management agreement.

In August 2002, Mr. Mendelsohn resigned as President and Director of the Company. In
November 2003, Mr. Mendelsohn entered into an agreement with the USAODO pursuant to which he pled
guilty to filing a false 1998 personal tax return and agreed to cooperate in the CCL Investigation.

On June 3, 2004 the Company announced that Chief Executive Officer and Chairman of the Board
Andrew Wiederhorn had entered into a settlement with the USAODO regarding its investigation into CCL
(the “Settlement”) and would take a leave of absence from his corporate positions at the Company.

Under the Settlement terms, Mr. Wiederhorn pled guilty on June 3, 2004 to two federal counts and
was sentenced to 18 months incarceration and fined $2.0 million. The first count, a violation of an ERISA
provision, involved a federal law that required no criminal intent and for which his reliance on the advice of
counsel was not a defense. The second count related to a violation involving a deduction on a personal tax
return. The deduction was structured and approved by Mr. Wiederhorn’s tax advisors and did not reduce
Mr. Wiederhorn’s tax liability or reduce the government’s tax collections. The charges to which Mr.
Wiederhorn has pled guilty pursuant to the Settlement are not based upon any acts or omissions involving
the Company or Mr. Wiederhorn in his capacity as an officer or director of the Company.

In entering into Mr. Wiederhorn’s leave of absence agreement, the Company’s Board of Directors
considered the nature of the statutes to which Mr. Wiederhorn pled and the fact that he relied on the advice
of expert legal counsel and a national accounting firm. The Board also believed it was important to assure
Mr. Wiederhorn’s return to active involvement with the Company because of his expertise and knowledge
and to preserve a significant business relationship and the value of the Company’s investments.

Under the terms of the leave of absence agreement, Mr. Wiederhorn will continue to receive his
regular salary and bonus pursuant to and as set forth in his employment agreement. In addition, in
consideration of Mr. Wiederhorn’s good will, cooperation, and continuing assistance, and in recognition of
Mr. Wiederhorn’s past service to the Company, to help avoid litigation and for the other reasons stated in
the agreement, the Company made a leave of absence payment to Mr. Wiederhorn in the amount of $2.0
million on June 2, 2004.
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Mr. Wiederhorn began his leave of absence on August 2, 2004 and is expected to remain in that
status until October 2005. On August 13, 2004, the Board of Directors adopted a resolution changing the
role of Andrew Wiederhorn from Co-Chief Executive to Chief Strategic Officer during the leave of absence
period. All other provisions of the Leave of Absence Agreement and employment agreement with Mr.
Wiederhorn remain in force. On August 13, 2004, Donald J. Berchtold became the sole Chief Executive
Officer of the Company.

Nasdag Delisting

Effective October 14, 2004, the Company’s Common Stock began trading in the over-the-counter
market on the OTC “pink sheets.” Prior to that, the Company’s Common Stock was quoted on the Nasdaq
National Market. On July 20, 2004, the Company was notified by Nasdaq of a staff determination to delist
the Company’s Common Stock effective July 29, 2004. The Company challenged the staff determination
and requested an oral hearing by a Listing Qualifications Panel to review the staff’s conclusions. A hearing
was held on September 9, 2004, and, on October 12, 2004, the Company was notified by Nasdaq that the
Listing Qualifications Panel upheld the staff determination and the Company’s Common Stock was delisted
from the Nasdaq National Market on October 14, 2004. The Company requested a review of the Listing
Qualifications Panel’s decision by Nasdaq’s Listing and Hearing Review Council. On February 16, 2005,
the Company received notice that the Nasdaq Listing and Hearing Review Council had upheld the Panel’s
decision. On April 21, 2005, the Board of Governors of Nasdag approved the decision of the Nasdaq
Listing and Hearing Review Council and the Nasdaq decision became final. The Company is considering
whether to appeal the decision to the Securities and Exchange Commission. There can be no assurance that
an appeal will be successful.

Shareholder Derivative Complaint

On July 6, 2004, Jeff Allan McCoon, derivatively on behalf of the Company, filed a lawsuit in the
Circuit Court for the State of Oregon (Multnomah County) which named the Company and all of its
directors as defendants. The lawsuit alleges that members of the Company’s Board of Directors breached
their duties to the Company by entering into the Leave of Absence Agreement with Andrew Wiederhorn.
The lawsuit generally seeks the recovery of all payments made or to be made to Mr. Wiederhorn under the
Leave of Absence Agreement plus attorney fees and costs. The individual defendants have indemnity
agreements with the Company and have asserted the right to indemnification from the Company under
those indemnity agreements. The Company has incurred expenses under the indemnity agreements and
also may derive benefits if the plaintiff's claims are successful. At this stage of the case it is too early to
predict the outcome with any certainty.

Other Legal Proceedings

The Company is involved in various other legal proceedings occurring in the ordinary course of
business which the Company believes will not have a material adverse effect on the consolidated financial
condition or operations of the Company.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

On March 14, 2005, the Company exercised an option (the “Call Option”) to acquire 423,245 shares
of the Company’s Common Stock from Mr. Wiederhorn, the Company’s former Chief Executive Officer and
current Chief Strategic Officer for an exercise price of $3.99 per share. The original purchase price for the Call
Option was $750,000, resulting in an “all-in” cost to the Company on exercise of approximately $5.76 per
share. The aggregate price to the Company on exercise of $5.76 per share represented a premium to the
Company’s book value per share and market price per share at the time the option was purchased. The strike
price for the shares was less than the Company’s book value per share and approximated the recent trading
range of the stock in the marketplace. At the time the Call Option was purchased, the Company and its
directors considered the following factors: (1) the potentially negative impact on the Company’s share price if
the Option Shares were disposed of publicly; (2) the Company’s favorable liquidity position; (3) the potential
reduction in the risk that shares are transferred in a transaction which would have an adverse impact on its NOL
position; and (4) the reduction in the future expenditure of cash dividends by the Company once the Company
exercises the Call Option. The Audit Committee of the Board of Directors reviewed the transaction to confirm
that the transaction was in the best interest of the Company and its other stockholders.

(d) Maximum
(c) Total Number Number (or
of Shares (or Approximate Dollar
(a) Total Units) Purchased Value) of Shares (or
Number of as Part of Units) that May Yet
Shares (or (b) Average Price Publicity Be Purchased Under
Units) Paid per Share (or Announced Plans the Plans or
Period Purchased Unit) or Programs Programs
January 1, 2005 —
January 31, 2005...................
February 1, 2005 —
February 28, 2005.................
March 1, 2005 —
March 31, 2005........cccccvnneee. 423,245 $3.99 @ 423,245 N/A
Q) Excludes $1.77 per share option cost for an option to purchase these shares. The option was
acquired in April 2004.
Item 3. Defaults Upon Senior Securities.
Not applicable.
Item 4. Submission of Matters to a Vote of Security Holders.
None.
Item 5. Other Information.
None.
Item 6. Exhibits
2.1 Interim Finance and Stock Purchase Agreement, by and between the entities listed therein and the

Registrant, dated as of August 15, 2003, incorporated by reference to Exhibit 2.5 to the Form 10-Q
for the period ended September 30, 2003, as previously filed with the SEC on November 13, 2003.

2.2 Fatburger Holdings Inc. Preferred Stock Purchase Agreement, by and between the entities listed

therein and the Registrant, dated as of January 12, 2004 as previously filed with the SEC on March
19, 2004,
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10.1

10.2

11.1

March 2004 Supplemental Agreement, by and between Fatburger Holdings, Inc. and the
Registrant, dated as of March 10, 2004 as previously filed with the SEC on March 19, 2004.

Amended and Restated Articles of Incorporation of the Registrant, incorporated by reference to
Exhibit 3.1 to the Form 10-Q for the period ended September 30, 1999, as previously filed with
the SEC on November 22, 1999.

Bylaws of the Registrant, incorporated by reference to Exhibit 3.2 to Amendment No. 3 to the
Registration Statement (Registration No. 333-39035) on Form S-11, as previously filed with the
SEC on March 30, 1998.

Common Stock Certificate Specimen, incorporated by reference to Exhibit 4.1 to Amendment No.
3 to the Registration Statement (Registration No. 333-39035) on Form S-11, as previously filed
with the SEC on March 30, 1998.

Form of Registration Rights Agreement, incorporated by reference to Exhibit 10.8 to Amendment
No. 3 to the Registration Statement (Registration No. 333-39035) on Form S-11, as previously
filed with the SEC on March 30, 1998.

Form of Stock Option Plan, incorporated by reference to Exhibit 10.3 to Amendment No. 3 to the
Registration Statement (Registration No. 333-39035) on Form S-11, as previously filed with the
SEC on March 30, 1998.

Summary of Rights to Purchase Shares, incorporated by reference to Exhibit 99.1 to the Form 8-K
dated October 18, 2002, as previously filed with the SEC on October 18, 2002.

Rights Agreement dated as of October 18, 2002 between the Registrant and The Bank of New
York, incorporated by reference to Exhibit 1 to Form 8-A, as previously filed with the SEC on
October 29, 2002.

Amendment to the Rights Agreement, dated as of May 1, 2004, by and between the Registrant and
The Bank of New York as previously filed with the SEC on March 30, 2005.

Long Term Vesting Trust Agreement among the Registrant and Lawrence Mendelsohn, Andrew
Wiederhorn and David Egelhoff, dated October 1, 2000, incorporated by reference to Exhibit 4.4
to the Form 10-K for the year ended December 31, 2002, as previously filed with the SEC on
March 3, 2003.

Amendment Number 1 to the Long Term Vesting Trust Agreement dated as of September 19,
2002, by and between the Registrant and Andrew Wiederhorn, Don Coleman, and David Dale-
Johnson as previously filed with the SEC on March 30, 2005.

Amendment Number 2 to the Long Term Vesting Trust Agreement, dated as of May 26, 2004, by
and between the Registrant and Andrew Wiederhorn, Don Coleman, and David Dale-Johnson as
previously filed with the SEC on March 30, 2005.

Amended and restated Employment Agreement between the Registrant and Andrew A.
Wiederhorn, incorporated by reference to Exhibit 10.3 to the Form 8-K dated August 13, 2003, as
previously filed with the SEC on August 13, 2003.

Employment Agreement between the Registrant and R. Scott Stevenson dated as of June 30, 2003,
incorporated by reference to Exhibit 10.5 to the Form 8-K dated August 13, 2003, as previously
filed with the SEC on August 13, 2003.

Computation of Per Share Earnings.
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31.2

32.1

32.2

Certification of Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

Certification of Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

Certification of the Chief Executive Officer, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

FOG CUTTER CAPITAL GROUP INC.

By: /s/ Donald J. Berchtold

Donald J. Berchtold
Chief Executive Officer

By: /s/ R. Scott Stevenson

R. Scott Stevenson
Senior Vice President and Chief Financial Officer

Date: May 12, 2005
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Interim Finance and Stock Purchase Agreement, by and between the entities listed therein and the
Registrant, dated as of August 15, 2003, incorporated by reference to Exhibit 2.5 to the Form 10-Q
for the period ended September 30, 2003, as previously filed with the SEC on November 13, 2003.

Fatburger Holdings Inc. Preferred Stock Purchase Agreement, by and between the entities listed
therein and the Registrant, dated as of January 12, 2004 as previously filed with the SEC on March
19, 2004.

March 2004 Supplemental Agreement, by and between Fatburger Holdings, Inc. and the
Registrant, dated as of March 10, 2004 as previously filed with the SEC on March 19, 2004.

Amended and Restated Articles of Incorporation of the Registrant, incorporated by reference to
Exhibit 3.1 to the Form 10-Q for the period ended September 30, 1999, as previously filed with
the SEC on November 22, 1999.

Bylaws of the Registrant, incorporated by reference to Exhibit 3.2 to Amendment No. 3 to the
Registration Statement (Registration No. 333-39035) on Form S-11, as previously filed with the
SEC on March 30, 1998.

Common Stock Certificate Specimen, incorporated by reference to Exhibit 4.1 to Amendment No.
3 to the Registration Statement (Registration No. 333-39035) on Form S-11, as previously filed
with the SEC on March 30, 1998.

Form of Registration Rights Agreement, incorporated by reference to Exhibit 10.8 to Amendment
No. 3 to the Registration Statement (Registration No. 333-39035) on Form S-11, as previously
filed with the SEC on March 30, 1998.

Form of Stock Option Plan, incorporated by reference to Exhibit 10.3 to Amendment No. 3 to the
Registration Statement (Registration No. 333-39035) on Form S-11, as previously filed with the
SEC on March 30, 1998.

Summary of Rights to Purchase Shares, incorporated by reference to Exhibit 99.1 to the Form 8-K
dated October 18, 2002, as previously filed with the SEC on October 18, 2002.

Rights Agreement dated as of October 18, 2002 between the Registrant and The Bank of New
York, incorporated by reference to Exhibit 1 to Form 8-A, as previously filed with the SEC on
October 29, 2002.

Amendment to the Rights Agreement, dated as of May 1, 2004, by and between the Registrant and
The Bank of New York as previously filed with the SEC on March 30, 2005.

Long Term Vesting Trust Agreement among the Registrant and Lawrence Mendelsohn, Andrew
Wiederhorn and David Egelhoff, dated October 1, 2000, incorporated by reference to Exhibit 4.4
to the Form 10-K for the year ended December 31, 2002, as previously filed with the SEC on
March 3, 2003.

Amendment Number 1 to the Long Term Vesting Trust Agreement dated as of September 19,
2002, by and between the Registrant and Andrew Wiederhorn, Don Coleman, and David Dale-
Johnson as previously filed with the SEC on March 30, 2005.

Amendment Number 2 to the Long Term Vesting Trust Agreement, dated as of May 26, 2004, by

and between the Registrant and Andrew Wiederhorn, Don Coleman, and David Dale-Johnson as
previously filed with the SEC on March 30, 2005.
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Amended and restated Employment Agreement between the Registrant and Andrew A.
Wiederhorn, incorporated by reference to Exhibit 10.3 to the Form 8-K dated August 13, 2003, as
previously filed with the SEC on August 13, 2003.

Employment Agreement between the Registrant and R. Scott Stevenson dated as of June 30, 2003,
incorporated by reference to Exhibit 10.5 to the Form 8-K dated August 13, 2003, as previously
filed with the SEC on August 13, 2003.

Computation of Per Share Earnings.

Certification of Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

Certification of Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.
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pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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EXHIBIT 11
COMPUTATION OF PER SHARE EARNINGS

Quarter Ended March 31,

2005 2004

Diluted net (loss) income per share:
Net (loss) income to common shareholders....... $ (1,555,000) $ (1,635,000)

Average number of shares outstanding............... 8,310,132 8,673,950
Net effect of dilutive stock options
based on treasury stock method....................

Total average Shares........ccocvevevrverereenerieseneens 8,310,132 8,673,950

Diluted net (loss) income per share.................... $ (0.19) $ (0.19)
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CERTIFICATION EXHIBIT 31.1
I, Donald J. Berchtold, Chief Executive Officer of Fog Cutter Capital Group Inc. certify that:
1. I have reviewed this quarterly report on Form 10-Q of Fog Cutter Capital Group Inc;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the
registrant and have:

(@) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant's other certifying officer and | have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent function):

(@) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant's
ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant's internal control over financial reporting.

Date: May 12, 2005

/s DONALD J. BERCHTOLD
Donald J. Berchtold
Chief Executive Officer
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CERTIFICATION EXHIBIT 31.2

I, R. Scott Stevenson, Chief Financial Officer of Fog Cutter Capital Group Inc. certify that:
1. I have reviewed this quarterly report on Form 10-Q of Fog Cutter Capital Group Inc;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this report;

4, The registrant's other certifying officer and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the
registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared,;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant's other certifying officer and | have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent function):

(@) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant's
ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant's internal control over financial reporting.

Date: May 12, 2005

/s/ R. SCOTT STEVENSON
R. Scott Stevenson
Chief Financial Officer
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Exhibit 32.1

Section 906 Certification

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER OR
PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Form 10-Q of Fog Cutter Capital Group Inc. for the three
months ended March 31, 2005, I, Donald J. Berchtold, Chief Executive Officer of Fog Cutter Capital
Group Inc., hereby certify pursuant to 18 U.S.C. § 1350, as adopted pursuant to 8§ 906 of the Sarbanes-
Oxley Act of 2002, that:

(1) such Form 10-Q for the three months ended March 31, 2005 fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in such Form 10-Q for the three months ended March 31, 2005 fairly
presents, in all material respects, the financial condition and results of operations of Fog Cutter
Capital Group Inc.

This written statement is being furnished to the Securities and Exchange Commission as an exhibit
to such Form 10-Q.

May 12, 2005 /s/ Donald J. Berchtold

Date Donald J. Berchtold
Chief Executive Officer

A signed original of this written statement required by § 906 has been provided to the Company
and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff
upon request.
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Exhibit 32.2

Section 906 Certification

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER OR
PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Form 10-Q of Fog Cutter Capital Group Inc. for the three
months ended March 31, 2005, I, R. Scott Stevenson, Senior Vice President and Chief Financial Officer of
Fog Cutter Capital Group Inc., hereby certify pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of
the Sarbanes-Oxley Act of 2002, that:

(1) such Form 10-Q for the three months ended March 31, 2005 fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in such Form 10-Q for the three months ended March 31, 2005 fairly
presents, in all material respects, the financial condition and results of operations of Fog Cutter
Capital Group Inc.

This written statement is being furnished to the Securities and Exchange Commission as an exhibit
to such Form 10-Q.

May 12, 2005 /sl R. Scott Stevenson

Date R. Scott Stevenson
Senior Vice President and Chief
Financial Officer

A signed original of this written statement required by § 906 has been provided to the Company
and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff
upon request.
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