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PART I -- FINANCIAL INFORMATION
ITEM 1. INTERIM CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

FOG CUTTER CAPITAL GROUP INC.
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(dollars in thousands, except share data)
June 30, 2007 December 31,

Assets (unaudited) 2006
Current Assets:
Cash and Cash BQUIVAIENES .............ccceiiiiiie ettt bbb s $ 1,262 $ 1824
ACCOUNES TECEIVADIE ... bbbt see e nee 1,235 1,586
Notes receivable, CUITENt POIION .......cciiieiicieiee et a e e sresre e, 464 464
LOANS 10 SENIOT EXECULIVES .....cueiverieiiiteieiesie et sttt sttt ettt et e s ebe e s e ebesee e abeseereabe e 1,111 1,077
INVENTOTIES ...ttt bbbt s b et s bbb st et b e bbb b et bbb e 3,247 2,442
Investments in real estate, held for Sale, NEt ..o 10,342 11,062
Current assets held FOr SAIE .........cviiiiiiic e - 27
OhEE CUITENT ASSELS. .. ueiiteiii ittt ettt ettt be et e e sbe e sbeebe e st e sbsesbeesbeesbeesbesreesreesteeresnnes 534 525
BLI0] = oI =T ) =TS~ £ TSR 18,195 19,007
INVESTMENTES IN FEAI ESTALE, NEL.....c.viiieii ittt et sre e et e e sbe e et e e e ebe e s ebaeeeree e 11,350 11,502
NOLES FECRIVADIE ...ttt b bttt see b e 360 371
Property, plant and eqQUIPMENT, NEL..........ooi i 10,054 10,576
INEANGIDIE ASSELS, NMEL.... .o e bbbttt et st sae e 5,124 5,262
GOOAWIIL ...t ettt ettt et se ettt e e et e et eebe e reare e 10,526 10,526
Other assets NEld fOr SAIE ........cviiieiii e - 385
(@1 1= g T £SO PRSPPSO 2,061 2,171
QL0 L IR T £SO $ 57,670 $ 59,800
Liabilities and Stockholders' Equity
Liabilities:
Accounts payable and accrued labilities ..........cccoveieiiiiiir i $ 11,135 $ 10,658
RS TE LT3 [T o0 £ S 1,987 1,104
Current liabilities associated with assets held for Sale ..., - 441
Borrowings and notes payable, CUITent POrtioN ............ccoveiieiriiiinieese e 15,381 13,453
Obligations under capital 1eases, CUTENt POFLION .........c.ccorveiririeinieieee e, 580 608
Total CUITENt HADIIITIES .......eccveeiiee ettt sre e sare s 29,083 26,264
Borrowings and NOtes PaYaDIe...........ov i 2,537 2,400
Obligations UNder CAPItAl IRASES ........coueieiieie et bbb 11,733 11,883
DEFEITEU INCOIME ....viite ettt ettt sttt b ettt e bt e b sbe e et s b et et nrens 4.791 4,061
DEferred INCOME TAXES .. .. iiiiieieie ittt sttt sttt sttt bbbt e ettt sb et nbe bt et nbens 4,386 4,397
TOLAl HADIITIES ...eveveiisie ettt sttt e et seeresbe e 52,530 49,005
Commitments and contingencies:
Minority interests in consolidated SUBSIAIANIES..........covviieierireeeere e 1,066 441
Minority interests in consolidated subsidiaries held for sale...........ccccocviviiiiircieicccce e - 130
Total commitments and CONLINGENCIES ......cveverieiiiise st e sresre e eneas 1,066 571

Stockholders' Equity:
Preferred stock, $.0001 par value; 25,000,000 shares authorized; no shares issued
AN OUESTANAING ..ttt bbbt bbbttt sbe e - -
Common stock, $.0001 par value; 200,000,000 shares authorized; 11,757,073 shares
issued as of June 30, 2007 and December 31, 2006; 7,957,428 shares outstanding

as of June 30, 2007 and December 31, 2006.........cccoerirerieirieeieie e 169,871 168,965
ACCUMUIALEA AETICIT......iiiiece e b e e b e be e seesresre e (153,788) (146,732)
Treasury stock, 3,799,645 common shares as of June 30, 2007 and December 31, 2006, at

(010 1S) OSSOSO USTPORRPY (12,009) (12,009)

Total StOCKNOIAEIS' BQUILY.....cviieieiicie e e srenre s 4,074 10,224
Total liabilities and StocKhOIAErs' BQUILY........ccvviiiiicieiece e $ 57,670 $ 59,800

The accompanying notes are an integral part of these consolidated financial statements.
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FOG CUTTER CAPITAL GROUP INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

(dollars in thousands, except share data)

Revenue:

Restaurant and manufacturing sales .........c.ccocevvevevcieicniciiennns
Restaurant franchise and royalty fees.........ccocovvivvviiieieiciennns
Real estate rental iINCOME.........ccvveiiireinienee e

TOtAl FEVENUE. ...t

Operating costs and expenses:

Restaurant and manufacturing cost of sales..........cccccocvevvivinnnns

Real estate Operating eXPensSe. .........ocvverererineneee e

Engineering and development ..o

Depreciation and amortization.............ccoeeveneineneinieneesenene
Total operating costs and EXPENSES ........ccvvvrvrveeereereereereenens

General and administrative expenses:
Compensation and employee benefits ...
Professional fEes.........ccoeiiiieinie s

Non-operating income (expense):

Gain on sale of real eState..........ccccvveveeieiie i

Gain on sale of notes receivable..........cccooveveiiiiicci i,

INEEIEST INCOME ..ttt

INTEIESE BXPENSE ...ttt

Other INCOME, NEL .....eiiieiiie ettt
Total non-operating iNCOMe (EXPENSE).......covrerererieeieereennns

Loss before provision for income taxes, minority interests, and
equity in income of equity INVESIEES .......c.covevevevene v

MiNOrity INtEreSt iN 10SSES......ccvvieiieeeeeie e
Equity in earnings of equity iNVESLEES ........ccocvvvveeveriercre e

Loss from continuing OPerations ...........cccvevvvvveeereerereseseseesennees

Income from discontinued operations (including gain on sale of
$2,492 for six months ended June 30, 2007)........cccccevvevreriernnns

Basic loss per share from continuing Operations...........c.ccoceveverereiencneene
Basic earnings per share from discontinued operations..............cccccoeeenene.
BasiC 10SS P SNAE.......cciiiiiiiieee e
Basic weighted average shares outstanding ...........coceovvvvvienereneinnieseneenes
Diluted loss per share from continuing operations ............ccccecevvevveieiernenn.
Diluted earnings per share from discontinued operations.................c.......
Diluted 10SS PEr SNAre .......coioieiieiiiree e
Diluted weighted average shares outstanding ...........ccccocvenininninienenene

Dividends declared per SNAre ..........coooeeioeiineneieeeese e

Quarter Ended

Six Months Ended

June 30, June 30,
2007 2006 2007 2006
9,685 $ 8,944 $ 19,604 $ 18,539
568 598 1,107 1,235
944 983 1,879 2,050
11,197 10,525 22,590 21,824
5,515 5,134 11,302 10,463
323 230 709 672
345 387 731 797
552 472 1,135 900
6,735 6,223 13,877 12,832
2,265 3,016 7,113 5,602
984 1,158 1,657 1,440
- 72 - 232
4,292 3,697 8,497 7,180
7,541 7,943 17,267 14,454
- 1,188 - 1,694
- - - 496
61 98 104 176
(861) (630) (1,768) (1,129)
25 376 164 609
(775) 1,032 (1,500) 1,846
(3,854) (2,609) (10,054) (3,616)
449 53 484 66
- 824 - 748
(3,405) (1,732) (9,570) (2,802)
- 69 2,514 151
(3,405) $ (1,663) $ (7,056) $ (2,651)
(0.43) $ 022) $ (120) $ (0.35)
- 3 001 $ 031 $ 0.02
043) $ 021) $ 089 $ (0.33)
7,957,428 7,957,428 7,957,428 7,957,428
0.43) $ (022 $ (1.20) $ (0.35)
-3 0.01 $ 031 $ 0.02
(0.43) $ (021) $ (0.89) $ (0.33)
7,957,428 7,957,428 7,957,428 7,957,428
- $ - $ -3 0.13

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

(dollars in thousands, except share data)

Common Stock Treasury Stock Accumulated
Shares (1) Amount Shares Amount Deficit Total
Balance at January 1, 2007.................... 7,957,428 $ 168,965 3,799,645 $ (12,009) $ (146,732) $ 10,224
Comprehensive income (loss):
NEL 10SS.....eviieicirereee e - - - - (7,056) (7,056)
Stock options expensed in net loss......... - 906 - - - 906
Balance at June 30, 2007 ........ccccevevevee. 7,957,428 $ 169,871 3,799,645 $ (12,009) $ (153,788) $ 4,074

(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 Six Months Ended
June 30, June 30,

Cash flows from operating activities: 2007 2006 2007 2006
INBE 0SS ... (3,405) $ (1,663) $ (7,056) $ (2,651)
Income from discontinued OPErations ...........coceerereriririeeenreree e, - (69) (2,514) (1512)
Loss from continuing OPEratioNns ...........cccovvereeereenininieieeiesee e, (3,405) (1,732) (9,570) (2,802)

Adjustments to reconcile net loss to net operating cash flows:
Equity in earnings of equity INVESLEES........cccorrrierininnireieersee e, - (824) - (748)
Depreciation and amortiZatioN...........ccoervivevrerieninisneereesse s, 796 646 1,625 1,233
Gain 0N fOreign CUMENCY .......ccovvviiiiieieii s (138) (368) (253) (505)
Gain on sale of notes receivable and other assets ...........cccccovvvnniccicinnnnn: - - - (496)
Gain on sale Of real eSALe ..........cceiiiiiiccei e, - (1,188) - (1,694)
Share based COMPENSALION .........c.ceirriireeei e, 480 58 906 114
Market value impairment FESEIVE .........ccorreuieririnirieiceesse e, 1,109 - 1,109 -
OHNET e (409) 27) (404) 17)
Change in:
Oher @SSELS.......cvucviiiiii s (501) 216 (663) (220)
Deferred INCOME .......cooiiieieiciirete e 255 (30) 730 (50)
Deferred INCOME TAXES........c.vcuiueirirriiriccicere e, 4) (75) (11) (83)
Accounts payable and accrued Habilities.............ccocoeninrcieninrsecee, (28) 1,451 2,412 916
Net cash used in Operating aCtiVities .........cccovreeieriressieeesesree e (1,845) (1,873) (4,119) (4,352)
Cash flows from investing activities:
Proceeds from sale of real €State...........coeeeviriiircciiniiece e, - 2,641 - 6,126
Proceeds from sale of notes receivable and other assets ...........c.cccooereecniiinnnn: - - - 664
INVESIMENT iN FEAI ESTALE. ......cvieeeeiiireei e, (36) (362) (154) (1,267)
Purchase of net assets of restaurant Operations ...........c.coceeeereeerneceiennsreenenn: - - - (688)
Investments in property, plant, and eqUIPMENt.........cccccovvrviiicieinneres (424) (699) (1,760) (1,050)
ORI s (12) (12) (25) (20)
Net cash provided by (used in) investing aCtiVities...........ccccovrvrreerernrireeenennn: (472) 1,568 (1,939) 3,765
Cash flows from financing activities:
Proceeds from DOrTOWINGS ........ccviveuiiiieces e, 1,052 2,032 2,116 2,399
Repayments 0N DOITOWINGS. .........ccviiiiriereieiesse e (33) (875) (155) (1,150)
Repayments under capital 188SES ..........coeureririririreeriersiee e 97) (137) 177) (274)
Investments by minority iNterests, Net.........cooeeverrreceniisecee e, 1,075 128 1,100 225
Dividend payments 0n COMMON SEOCK.........ccoururirireeiriiirinieieseeerisicie e - - - (1,034)
Net cash provided by financing activities...........coccevrvrvrveeieinsseeressseeeenn: 1,997 1,148 2,884 166

Effect of exchange rate change on Cash ...........cooeeiniieecnnneece s 2) 1 2) 10

Net change in cash and cash equivalents from continuing operations................... (322) 844 (3,176) (411)

Net change in cash and cash equivalents from discontinued operations:

Net cash provided by (used in) operating activities ............ccooevicicennnnenn. (35) 362 (57) 267
Net cash provided by investing aCtivities ...........cocoeeiirinieciieccesees - - 2,925 -
Net cash used in financing activities ...........cccovvvriricceiicccee - (159) (254) (405)

Net change in cash and cash equUIValENtS .........cccccoeiiiirreicnie s (357) 1,047 (562) (549)

Cash and cash equivalents at beginning of period .............ccccovvrvveieienirsseceinnns 1,619 2,475 1,824 4,071

Cash and cash equivalents at end of Period...........coceceveririrrrienininseeeereeeee 1,262 $ 3,522 $ 1,262 $ 3,522

Supplemental disclosures of cash flow information:

Cash Paid fOr INTEMESE .......c.cuivevrieiriiiceieee e 758 $ 518 $ 1,547 $ 1,031
Cash paid for income taxes... 4 $ 75 $ 11 $ 83

The accompanying notes are an integral part of these consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

NOTE 1 - BASIS OF PRESENTATION AND ACCOUNTING POLICIES

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 Annual Report as of and for the year ended December 31, 2006 on Form 10-K (2006 Form 10-K”), as previously filed with the
SEC on April 2, 2007. Except as described below, there have been no changes to the Company’s significant accounting policies as described
in Note 2 to the consolidated financial statements in its 2006 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 six months ended June 30,
2007 are not necessarily indicative of the results that may be expected for the year ending December 31, 2007.

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. The Company’s operations and activities have become more focused on restaurant activities, and
less focused on finance and real estate. As a result, certain reclassifications of the balances and modifications to the presentation of the
financial statements have been made, including the reclassification of certain investments in real estate as held for sale. None of these
changes in presentation affected previously reported results of operations.

At June 30, 2007, certain Company officers and directors had, directly or indirectly, majority voting control of the Company.

Accounting for income taxes

In June 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 48 (“FIN 48™), clarifying the manner in
which enterprises account for uncertainty in income taxes recognized in an enterprise’s financial statements. The interpretation prescribes a
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax position taken or expected
to be taken in a tax return. The Company adopted FIN 48 on January 1, 2007 with no material effect to the Company’s consolidated financial
statements.

NOTE 2 - RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS

In the Company’s 2006 Form 10-K, the Company restated its consolidated statement of financial condition as of December 31, 2005 and the
related consolidated statements of operations, stockholders’ equity, and cash flows for each of the fiscal years ended December 31, 2005 and
2004 as a result of a change in the method of accounting to correct an error in accounting for certain capital leases and the correction of
certain timing errors in the recognition of sales. The restatement is more fully described in Note 3 — Restatement of Consolidated Financial
Statements to the Consolidated Financial Statements and in Item 7 — Management’s Discussion and Analysis of Financial Condition and
Results of Operations of the 2006 Form 10-K. Financial information included in the reports on Form 10-K, Form 10-Q, and Form 8-K filed
by the Company between April 1, 2004 and December 31, 2006, and the related opinions of its independent registered public accounting
firm, and all earnings press releases and similar communications issued by the Company during that period, are superseded in their entirety
by the 2006 Form 10-K.

NOTE 3 - SIGNIFICANT EVENTS
The following significant events affected our operations for the six months ended June 30, 2007:
Restaurant openings

During the six months ended June 30, 2007, Fatburger Holdings Inc. (“Fatburger”), the Company’s restaurant operations subsidiary, opened
two additional franchise locations.

Discontinued operations

On February 28, 2007, Fog Cap Commercial Lending Inc., a wholly owned subsidiary of the Company, sold its 51% interest in George
Elkins Mortgage Banking Company (“George Elkins™). The Company received $2.9 million for its portion of the proceeds and recorded a
gain on sale of $2.5 million.




Borrowings on notes payable

In January 2007, the Company borrowed an additional $1.1 million on a note payable that had a balance of $2.1 million at December 31,
2006. The amended note has a balance of $3.2 million and is secured primarily by the Company’s interest in its wholly owned subsidiary,
DAC International (“DAC”). The terms of the amended note were not significantly different from the terms at December 31, 2006.

In May 2007, the Company borrowed and additional $1.0 million on a note payable that had a balance of $2.1 million at December 31, 2006.
The amended note has a balance of $3.1 million and is secured primarily by the Company’s interest in an LLC owned by the Company which
holds the Company’s real estate lease portfolio. The terms of the amended note were not significantly different from the terms at December
31, 2006.

OTC Bulleting Board listing

Effective June 24, 2007, the Company’s common stock began trading on the OTC Bulletin Board (the “OTCBB”) market as FCCG.OB. The
OTC Bulletin Board is a regulated quotation service that displays real-time quotes, last-sale prices, and volume information in qualifying
over-the-counter equity securities. Prior to being listed on the OTCBB, the Company’s shares were quoted by Pink Sheets LLC.

Board of directors’ changes

Effective May 21, 2007, Kenneth J. Anderson was elected by the Company’s stockholders as an independent director. Mr. Anderson is a
founding partner of Quintile Wealth Management and has over twenty-five years of financial consulting and accounting experience. He
replaces M. Ray Mathis, who retired from the Company’s board of directors effective May 20, 2007.

NOTE 4 - COMMITMENTS, CONTINGENCIES & OFF-BALANCE SHEET RISK

Warlick complaints

On October 16, 2006, Fatburger Holdings, Inc., Fatburger Corporation and Fatburger North America, Inc. filed suit against Keith A. Warlick
(“Warlick™) the former Chief Executive Officer of Fatburger Holdings, Inc. and Fatburger Corporation. Warlick’s employment with
Fatburger was terminated on September 21, 2006 by resolution of the board of directors of Fatburger Holdings, Inc. The Fatburger
companies initiated the lawsuit to recover damages from Warlick arising from wrongful acts and conduct during and after his employment,
and are asserting claims for: breach of contract, breach of duty of loyalty, breach of fiduciary duty, conversion — embezzlement;
fraud/commencement; intentional interference with contractual relations, and equitable indemnity. Warlick filed an answer to the lawsuit
denying the allegations and included a cross-complaint against Fatburger Holdings, Inc., Fatburger Corporation, Fatburger North America,
Inc., Fog Cutter Capital Group, Inc., and Andrew Wiederhorn, for breach of contract, employment discrimination based on race and
retaliation, wrongful termination and defamation — slander without any specification of damages. The defendants to the cross-complaint
filed by Warlick dispute the allegations of the cross-complaint and intend to vigorously defend against the cross-complaint.

In further response to the termination of his employment and above lawsuit, on February 6, 2007, Warlick, his wife, and a limited liability
company controlled by Warlick, each of whom is a minority shareholder of Fatburger Holdings, Inc., filed a second lawsuit against various
Fatburger entities, the Company, Andrew Wiederhorn, and members of the Fatburger Holdings, Inc. board of directors. In an amended
complaint the plaintiffs allege claims of: (1) common law fraud and negligent misrepresentation against the Company and Wiederhorn; (2)
fraud pursuant to California Corporate Code 825401 against the Company, Fatburger Holdings, Inc. and Wiederhorn; (3) rescission, breach of
contract, breach of the implied covenant of good faith and fair dealing against the Company and Fatburger Holdings, Inc.; and (4) breach of
fiduciary duty against all defendants. These claims are based on business transactions which the plaintiffs allege were not in the best interests
of Fatburger Holdings, Inc., or the plaintiff minority shareholders. The plaintiffs claim damages of $20 million. The defendants dispute the
allegations of the lawsuit and intend to vigorously defend against the claims.

Liguidity

As of June 30, 2007, borrowings of $0.9 million related to one Barcelona property was reflected as a current liability in the accompanying
Consolidated Statements of Financial Condition due to management’s intention to sell the property and repay the related debt at the time of
sale.

As of June 30, 2007, Fatburger was not in compliance with all obligations under the agreements evidencing its indebtedness, as defined in the
applicable agreements. Fatburger failed to meet the prescribed fixed charge coverage ratio and the prescribed debt-coverage ratio for three
notes payable. As a result, the lender has the right to demand repayment of the notes after serving notice. As such, in the accompanying
Consolidated Statements of Financial Condition, approximately $3.9 million of long-term debt has been classified as current liabilities. The
lender has not demanded early repayment of the loans; however, if the lender exercises its right to demand payment, the Company’s liquidity
would be adversely affected in a material manner.



The sale of real estate and other investments is considered to be a normal, recurring part of operations and management expects these
transactions to generate adequate cash flow to meet the Company’s liquidity needs for the 2007 fiscal year.

Dividends

The Company does not have a fixed dividend policy, and may declare and pay new dividends on common stock, subject to 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. No dividends have been declared or paid in 2007.

Fatburger operations

The Company expects that Fatburger will require capital resources and have negative cash flow in the near term while it pursues a growth
strategy through developing additional franchisee and company-owned restaurants. Fatburger development involves substantial risks that the
Company intends to manage; however, it cannot be assured that present or future development will perform in accordance with the
Company’s expectations or that any restaurants will generate the Company’s expected returns on investment. The Company’s inability to
expand Fatburger in accordance with planned expansion or to manage that growth could have a material adverse effect on the Company’s
operations and financial condition. In addition, if Fatburger or its franchisees are unsuccessful in obtaining capital sufficient to fund this
expansion, the timing of restaurant openings may be delayed and Fatburger’s results may be adversely affected.

Centrisoft operations

The Company expects that Centrisoft Corporation (“Centrisoft™) will require capital resources and have negative cash flow in the near term.
Since Centrisoft is in the early stages of its marketing, there can be no assurance that it will be successful in attracting a significant customer
base. Centrisoft is currently marketing its software to potential customers both directly and through re-seller relationships. There can be no
assurance that Centrisoft will be successful in generating sufficient cash flow to support its own operations in the near term.

Other

In order to facilitate the development of franchise locations, as of June 30, 2007, Fatburger had guaranteed the annual minimum lease
payments of four restaurant sites owned and operated by franchisees. The guarantees approximate $1.1 million plus certain contingent rental
payments as defined in the respective leases. These leases expire at various times through 2015.

The Company may utilize a wide variety of off-balance sheet financial techniques to manage risk. In hedging the interest rate and/or
exchange rate exposure of a foreign currency denominated asset or liability, 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. As of June 30, 2007, the Company has no outstanding derivative instruments held for trading or hedging
purposes.

There were no other off-balance sheet arrangements in place as of June 30, 2007.

NOTE 5-STOCK OPTIONS AND RIGHTS

The Company has a 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.
Newly elected directors automatically receive 5,000 options on the day they join the Board. Additionally, each independent director receives,
on the last day of each quarter, an automatic non-statutory option grant to purchase 1,500 shares of common stock at 110% of the fair market
value on that day. Automatic grants will vest one third on each of the first three anniversaries of the grant date and expire on the tenth
anniversary of the grant date. The Company granted a total of 14,000 options to its independent directors in the six months ending June 30,
2007, and the retirement of one board member resulted in the forfeiture of 128,667 unvested options during that time. In addition, the
Company granted to certain Managers of the Company (as defined by the Option Plan) options to purchase a total of 310,000 shares of
common stock at 110% of the fair market value on the grant dates. These grants will vest one third on each of the first three anniversaries of
the grant dates and expire on the tenth anniversary of the grant dates.

There were no options granted with exercise prices below the market value of the stock at the grant date. Fair values for 2007 were estimated
using the Black-Scholes option-pricing model with the following weighted average assumptions used: 0% dividend yield, expected volatility
of 76%, risk-free interest rate of 5.0% and expected lives of five years.

A summary of our stock options activity for the six months ended June 30, 2007 is presented below:

Weighted Average
Shares Exercise




Price

Outstanding at January 1, 2007 .........ccccoveeevrreernirerennnes 2,762,000 $ 1.45
(=T 1 (=T ISR 324,000 $ 2.30
EXEICISEA ...vvviveevicvieceece ettt - $ -
Cancelled/forfeited...........coovreerirriereeresee e (128,667) $ 2.89
Outstanding at June 30, 2007 ........ccccceevererrrrirereeereinenns 2,957,333 $ 1.48

A summary of our stock options outstanding as of June 30, 2007 is presented below:

Weighted Average Weighted Average

Range of Remaining Exercise
Exercise Prices Shares Life Price
$1.00=2.00 ..o 2,613,000 9.5 $ 1.32
$2.01=4.00 ... 300,000 9.7 $ 236
$4.01 =8.00 ....cciiiecieieeceeeeeee e 44,333 7.0 $ 455
Total 2,957,333 9.5 $ 148

NOTE 6 - VARIABLE INTEREST ENTITIES

As of June 30, 2007, the Company has loaned $10.2 million to two related Spanish entities formed to purchase, reposition and sell apartment
buildings in Barcelona, Spain. Under the terms of the loans, the investments meet the definition of a Variable Interest Entity (“VIE™) under
FASB Interpretation No. 46 (“FIN 46”) and the Company is the primary beneficiary of the VIE. As a result, the assets, liabilities, and results
of operations of the VIE have been consolidated into the accompanying consolidated financial statements as of June 30, 2007. Neither the
creditors nor the other beneficial interest holders have recourse to the Company with regard to these investments.

The VIE currently owns two apartment buildings consisting of 33 residential units with a book value of approximately $10.0 million,
including capital improvements and carrying costs. The two properties met the criteria to be classified as “held for sale” and are classified as
such on the Statement of Financial Condition at June 30, 2007. In December 2006, the VIE entered into an agreement to sell one of the two
buildings for approximately $8.6 million. In June 2007, the buyer failed to perform under terms of the contract, the Company recognized
$0.7 million in revenue from a forfeited deposit, and the building was re-listed for sale. Based upon management’s estimate of the fair value,
the Company recorded a $1.1 million market value impairment on this building. Assets and liabilities of the VIE included in the
accompanying consolidated statements of financial condition are summarized as follows:

Investment in real estate, held for Sale, NEt........c..coovviiiii i $ 9,979,000
(@] (T g ST £SO 35,000
Borrowings and notes payable (included in current liabilities at June 30, 2007) ................. 937,000
Accrued expenses and other Habilities ..o 35,000
IMINOFIEY INEEIEST ...ttt bbb bbbt b e et b b e 372,000

NOTE 7 - LOANS TO SENIOR EXECUTIVES

Prior to the passage of the Sarbanes-Oxley Act of 2002, the Company’s employment agreement with its Chief Executive Officer, Andrew
Wiederhorn, allowed him to borrow a specified maximum amount from the Company to purchase shares of common stock. The loans are full
recourse to the borrower and bear interest at the prime rate. The total amount of loans receivable from Mr. Wiederhorn, including
compounded interest, was $1.1 million at June 30, 2007. The loans matured on February 21, 2007. The Company has not extended the
maturity date of the loans or amended any other terms. The Company and Mr. Wiederhorn are cooperating in completing the repayment of
the loans in full.

NOTE 8 - INVENTORIES

Inventories relate primarily to the DAC International subsidiary and consist of the following:
December 31,
June 30, 2007 2006
(dollars in thousands)
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Raw materials $ 1,281 $ 1,703

Work in progress 1,016 138
Finished goods 950 601
Total inventories $ 3,247 $ 2,442

NOTE 9 - OPERATING SEGMENTS

Operating segments consist of (i) restaurant operations conducted through Fatburger, (ii) manufacturing activities conducted through DAC
International, (iii) real estate and financing activities, and (iv) software development and sales conducted through Centrisoft Corporation.
Each segment operates with its own management and personnel. Beginning in the fourth quarter of 2006, the Company began allocating
certain corporate expenses to Fatburger through a management fee. This management fee is reflective of management’s increased
involvement in the restaurant operations. The Company began charging this fee to more closely represent the true costs of restaurant
operations in the appropriate segment reporting. The management fee is eliminated upon consolidation. The following is a summary of each
of the operating segments:

Restaurant operations

As of June 30, 2007, the Company owned approximately 82% of the voting control of Fatburger, which operates or franchises 88 hamburger
restaurants located primarily in California and Nevada. Franchisees currently own and operate 53 of the Fatburger locations. Two new
franchise restaurants were opened during the six months ended June 30, 2007.

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
(dollars in thousands)

Company-owned restaurant sales $ 7,147 $ 6,782 $ 14,749 $ 13,068
Royalty revenue 528 548 1,046 1,111
Franchise fee revenue 40 50 61 124
Total revenue 7,715 7,380 15,856 14,303
Cost of sales (4,196) (3,805) (8,607) (7,463)
Depreciation and amortization (498) (419) (1,032) (775)
Other general & administrative costs (3,663) (3,591) (7,550) (6,666)
Interest expense (166) (185) (381) (440)
Management allocation (536) - (1,072) -
Minority interest in losses 449 52 484 66
Segment loss $ (895) $ (568) $ (2,302) $ (975)
Capital expenditures $ 264 $ 566 $ 507 $ 827
Segment assets $ 22,065 $ 21,054
Minority interests $ 694 $ 148

Manufacturing operations
The Company conducts manufacturing activities through its wholly-owned subsidiary, DAC International. DAC is a supplier of computer
controlled lathes and milling machinery for the production of eyeglass, contact, and intraocular lenses.

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
(dollars in thousands)

Manufacturing sales $ 2,528 $ 2,158 $ 4,841 $ 5,451
Cost of sales (1,319) (1,329) (2,695) (3,000)
Engineering and development (233) (211) (469) (441)
Depreciation and amortization (23) (13) (47) (20)
Other general & administrative costs (644) (499) (1,265) (877)
Interest expense (12) - 14) (6)
Other non-operating income 3 7 17 7
Segment income $ 300 $ 113 $ 368 $ 1,114
Capital expenditures $ 24 $ 22 $ 69 $ 60
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Segment assets $ 5,940 $ 4,845

Real estate and financing operations

The Company owns various interests in real estate and notes receivable. At June 30, 2007, real estate is comprised of ownership or
leasehold interests in 72 freestanding retail buildings located throughout the United States and two apartment buildings located in Barcelona,
Spain. At June 30, 2007, notes receivable have a carrying value of $0.8 million and are primarily secured by real estate.

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
(dollars in thousands)

Rental income $ 944 $ 983 $ 1,879 $ 2,050
Operating expenses (323) (230) (709) (671)
Depreciation and amortization (113) (120) (224) (258)
Other general & administrative costs (59) (163) (109) (404)
Interest income 61 98 104 177
Interest expense (679) (406) (1,356) (662)
Other non-operating income 1,131 1,557 1,256 2,790
Market value impairment reserves (1,109) - (1,109) -
Equity in earnings of equity investees - 824 - 748
Segment income (loss) $ (147) $ 2,543 $ (268) $ 3,770
Capital expenditures $ 36 $ 362 $ 154 $ 1,190
Segment assets $ 26,413 $ 33,364
Investment in equity investees $ - $ 1,600
Minority interests $ 372 $ 479

Other non-operating income for the six months ended June 30, 2007 is primarily composed of foreign currency gains of $0.3 million,
commission and other non-operating revenue of $0.3 million, and a forfeited deposit on the sale of one Barcelona property of $0.7 million.
This compares to a gain on sale of real estate ($1.7 million), gain on sale of notes receivable ($0.5 million), foreign currency gains ($0.5
million), and commission and other non-operating revenue ($0.1 million) for the six months ended June 30, 2006.

Software development and sales operations

The Company holds a 79% ownership interest in Centrisoft, which conducts software development and sales activities. Centrisoft develops
and sells software that controls and enhances the productivity of enterprise networks and provides first level security against unauthorized
applications and users.

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
(dollars in thousands)

Software sales $ 10 $ 3 $ 14 $ 20
Engineering and development (112) (176) (262) (356)
Depreciation and amortization (112) (89) (224) (167)
Other general & administrative costs (151) (446) 372) (882)
Interest expense (283) (188) (552) (353)
Segment loss $ (648) $ (896) $ (1,396) $ (1,738)
Capital expenditures $ - $ - $ - $ 7
Segment assets $ 3,399 $ 3,845

Reconciliation to total net loss

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
(dollars in thousands)

Segment loss from operations $ (1,390) $ 1,192 $ (3,598) $ 2,171
Corporate expenses (2,831) (3,075) (7,578) (5,306)
Elimination of intercompany charges 816 151 1,606 333
Income from discontinued operations - 69 2,514 151
Net loss $ (3,405) $ (1,663) $ (7,056) $ (2,651)
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NOTE 10 - DISCONTINUED OPERATIONS

Prior to February, 2007, the Company held a 51% ownership interest in George Elkins, a California commercial mortgage banking operation.
In December 2006, the Company reached an agreement to sell George Elkins to a third party and the sale closed in February 2007. As such,
all assets of George Elkins have been classified as held for sale at December 31, 2006 and results from operations of George Elkins for the six
months ended June 30, 2007 and 2006 have been classified as discontinued operations. Prior to disposal, George Elkins was a reportable
segment of the Company’s operations.

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
(dollars in thousands)
Loan brokerage fees $ - $ 1,703 $ 1,673 $ 3,396
Loan servicing fees - 192 134 491
Total revenue - 1,895 1,807 3,887
Depreciation and amortization - @) 4) (14)
Other general & administrative costs - (1,800) (1,811) (3,683)
Interest income - 1 2 3
Other non-operating income - 136 15 280
Minority interest in earnings - (156) 13 (322)
Gain on sale of discontinued operations - - 2,492 -
Income from discontinued operations $ - $ 69 $ 2,514 $ 151
Capital expenditures $ - $ - $ - $ -
Segment assets $ - $ 1,266
Minority interests $ - $ 219

NOTE 11 - SUBSEQUENT EVENTS

Restaurant openings
Subsequent to June 30, 2007, Fatburger opened one additional franchise location.

Sale of real estate
In July 2007, the Company sold one stand-alone retail location for $0.4 million in cash. The property had a net book value of $0.4 million at
the time of disposal, and the Company recognized a gain on the sale of less than $0.1 million.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

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 are based on various assumptions and events
(some of which are beyond the Company’s control) and 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 the Risk Factors identified herein and the following:

economic factors, 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, including the residential real estate market in Barcelona, Spain;

the ability to sell assets to maintain liquidity;

fiscal and monetary policies of the U.S. Government;

changes in prevailing interest rates;

changes in currency exchange rates;

acquisitions and the integration of acquired businesses;

performance of retail/consumer markets, including consumer preferences and concerns about diet;
effective expansion of the Company’s restaurants in new and existing markets;

profitability and success of franchisee restaurants;

availability of quality real estate locations for restaurant expansion;

the market for Centrisoft’s software products;

credit risk management; and

asset/liability management.

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.

The following discussion and analysis should be read in conjunction with the Consolidated Financial Statements of Fog Cutter Capital

Group Inc. and the notes thereto included elsewhere in this filing. References in this filing to “the Company,” “we,” “our,” and ““us” refer
to Fog Cutter Capital Group Inc. and its subsidiaries unless the context indicates otherwise.

Executive Overview

Business overview

Fog Cutter Capital Group Inc. is primarily engaged in the operations of its Fatburger Holdings, Inc. (“Fatburger”) restaurant business. Later
in our 2007 fiscal year, we intend to change our corporate name to Fatburger Restaurants Inc. in order to better reflect our primary business
going forward.

Fatburger, “The Last Great Hamburger Stand”®, opened its first restaurant in Los Angeles in 1952. As of June 30, 2007, there were 88
Fatburger restaurants located in 14 states and in Canada. The restaurants specialize in fresh, made to order hamburgers and other specialty
sandwiches. French fries, homemade onion rings, hand-scooped ice cream shakes and soft drinks round out the menu. We acquired the
controlling interest in Fatburger in August 2003 and currently own 82% voting control.

We plan to open additional Fatburger restaurants throughout the United States and internationally, including Canada and China. We intend to
continue to open company-owned restaurants in strategic markets and increase the number of franchised locations in the U.S. and
internationally. Franchisees currently own and operate 53 of the Fatburger locations and we have agreements for approximately 217 new
franchise locations. As is typical for our industry, the identification of qualified franchisees and quality locations has an impact on the rate of
growth in the number of our restaurants.

In addition to our restaurant operation, we also conduct manufacturing activities, software development and sales activities, and make real
estate and other real estate-related investments through various controlled subsidiaries.

14



Operating segments
Our operating segments are:

(i) Restaurant operations — conducted through our Fatburger subsidiary,

(if) Manufacturing operations — conducted through our wholly owned subsidiary, DAC International (“DAC”),

(iii) Real estate and finance operations, and

(iv) Software development and sales operations — conducted through our subsidiary, Centrisoft Corporation (“Centrisoft™).

Due to the varied nature of our operations, we do not utilize a standard array of key performance indicators in evaluating our results of
operations. Our evaluation instead focuses on an investment-by-investment or asset-by-asset analysis within our operating segments.

Significant events
The following significant events affected our operations for the three and six months ended June 30, 2007:

e Restaurant openings — During the three and six months ended June 30, 2007, Fatburger opened one and two additional franchise
locations, respectively.

e Discontinued operations — On February 28, 2007, Fog Cap Commercial Lending Inc., our wholly-owned subsidiary, sold its 51%
interest in George Elkins Mortgage Banking Company (“George Elkins”). We received $2.9 million for our portion of the proceeds
and recorded a gain on sale of $2.5 million.

e Borrowings on notes payable — In January 2007, we borrowed an additional $1.1 million on a note payable that had a balance of $2.1
million at December 31, 2006. The amended note has a balance of $3.2 million and is secured primarily by our interest in DAC.
The terms of the amended note were not significantly different from the terms at December 31, 2006.

e Borrowings on notes payable — In May 2007, we borrowed an additional $1.0 million on a note payable that had a balance of $2.1
million at December 31, 2006. The amended note has a balance of $3.1 million and is secured primarily by our interest in our real
estate lease portfolio. The terms of the amended note were not significantly different from the terms at December 31, 2006.

e OTC Bulleting Board listing — Effective June 24, 2007, our common stock began trading on the OTC Bulletin Board (the
“OTCBB”) market as FCCG.OB. The OTC Bulletin Board is a regulated quotation service that displays real-time quotes, last-sale
prices, and volume information in qualifying over-the-counter equity securities. Prior to being listed on the OTCBB, our shares
were quoted by Pink Sheets LLC.

e Board of directors’ changes — Effective May 21, 2007, Kenneth J. Anderson was elected by our stockholders as an independent
director. Mr. Anderson is a founding partner of Quintile Wealth Management and has over twenty-five years of financial consulting
and accounting experience. He replaces M. Ray Mathis, who retired from our board of directors effective May 20, 2007.

Results of operations

We incurred net losses from continuing operations as follows:

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
(dollars in thousands, except per share data)
Net loss from continuing operations ~ $ (3,405) $ (1,732 $ (9,570) $  (2,802)
Net loss per share $ (0.43) $ (0.22) $ (1.20) $ (0.35)

Our net loss from continuing operations was $9.6 million (or $1.20 per share) for the six months ended June 30, 2007, and $3.4 million (or
$0.43 per share) for the three months then ended. This compares to $2.8 million (or $0.35 per share) for the six months ended June 30, 2006,
and $1.7 million (or $0.22 per share) for the second quarter of 2006. The loss is primarily due to operating expenses associated with our
management infrastructure. We have put in place a management structure which we believe will enable us to significantly expand our
operations, notably our Fatburger subsidiary. However, until the growth is realized, the cost of our management structure will be borne by
our existing operations.

The following sections describe the results of operations of our operating segments for the three and six months ended June 30, 2007.
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Restaurant segment operations
The following table shows our operating margin for company-owned restaurants for the three and six months ended June 30, 2007 and 2006:

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
(% to Company-owned restaurant sales)

Restaurant sales:

Company-owned restaurant sales 100.0% 100.0% 100.0% 100.0%
Cost of sales — food, paper, merchandise (25.1%) (25.2%) (24.5%) (26.6%)
Cost of sales — wages and benefits (33.6%) (30.9%) (33.8%) (30.5%)
Restaurant depreciation and amortization (6.1%) (5.2%) (6.2%) (4.9%)
Operating margin (restaurant sales only) 35.2% 38.7% 35.5% 38.0%

For the six months ended June 30, 2007, company-owned restaurant sales increased 12.2% to $14.7 million from $13.1 million for the same
period in 2006. For the three months ended June 30, 2007, company-owned restaurant sales increased 4.4% to $7.1 million from $6.8 million
for the second quarter of 2006. This increase was primarily the result of the addition of nine company-owned restaurants in 2006 and a price
increase in June 2006. Same store sales for company-owned restaurants open during all of 2006 decreased 7.3% for the first six months of
2007 compared to the same period in 2006.

The operating margin as a percentage of sales for company-owned locations decreased to 35.5% for the first six months of 2007 from 38.0%
for the same period in 2006. This was due primarily to increases in labor costs of 3.3% as a percentage of sales and restaurant depreciation
expense of 1.3% (from the addition of nine company-owned restaurants in 2006), partially offset by reductions in food costs as a percentage
of sales of 2.1%.

The following table shows our total operating results from the restaurant segment for the three and six months ended June 30, 2007 and 2006:
Three months ended June 30, Six months ended June 30,

2007 2006 2007 2006
(% to total revenue)

Total restaurant operations:

Company-owned restaurant sales 92.6% 91.9% 93.0% 91.4%
Royalty revenue 6.9% 7.4% 6.6% 7.8%
Franchise fee revenue 0.5% 0.7% 0.4% 0.8%
Total revenue 100.0% 100.0% 100.0% 100.0%
Cost of sales (60.1%) (56.3%) (60.0%) (56.7%)
General & administrative costs (48.3%) (49.6%) (48.4%) (47.5%)
Interest expense (2.2%) (2.5%) (2.4%) (3.1%)
Management allocation (6.8%) -% (6.8%) -%
Minority interest in losses 5.8% 0.7% 3.1% 0.5%
Segment loss (11.6%) (1.7%) (14.5%) (6.8%)

Royalty revenue decreased 9.1%, from $1.1 million for the first six months of 2006 to $1.0 million for the six months ended June 30, 2007,
and remained unchanged at $0.5 million for the three month period then ended. The decrease was a result of decreased sales in our franchise
locations and the conversion of three franchise locations to company-owned stores in the second half of 2006. We added two franchise
locations during the six months ended June 30, 2007. Same store sales for franchise restaurants open during all of 2006 decreased 11.7% for
the first six months of 2007 compared to the same period in 2006.

System-wide same store sales decreased 10.2% for stores open during all of 2006 during the first six months of 2007 compared to the same
period in 2006. Our loss from restaurant operations was 14.5% of total revenue for the six months ended June 30, 2007 (11.6% for the
second quarter) compared to 6.8% for the same six months (7.7% for the second quarter) in 2006. The change is due to the implementation
of a management allocation of our corporate expenses, as well as increased general and administrative expenses as we continue to set up our
infrastructure to support our expansion.

We intend to continue to open company-owned restaurants in strategic markets and increase the number of franchised locations in the U.S.
and internationally. Since we acquired our interest in Fatburger in August 2003, Fatburger has added 39 new restaurants through June 30,
2007. While we seek to expand the number of restaurants, the identification of qualified franchisees and quality locations has an effect on
the rate of growth in the number of our restaurants.

Manufacturing segment operations
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Three months ended June 30, Six months ended June 30,

2007 2006 2007 2006
(% to total revenue)
Manufacturing sales 100.0% 100.0% 100.0% 100.0%
Manufacturing cost of sales (52.2%) (61.6%) (55.7%) (55.0%)
Engineering and development (9.2%) (9.8%) (9.7%) (8.1%)
Operating margin 38.6% 28.6% 34.6% 36.9%
Compensation expense (14.7%) (18.0%) (16.3%) (12.1%)
Depreciation expense (0.9%) (0.6%) (1.0%) (0.4%)
Other operating expense (11.1%) (4.8%) (9.7%) (4.0%)
Segment income 11.9% 5.2% 71.6% 20.4%

Total revenue for this segment was $4.8 million for the six months ended June 30, 2007 and $2.5 million for the three months then ended.
This compares to $5.5 million for the six months ended June 30, 2006 and $2.2 million for the second quarter of 2006. Net income for this
segment was $0.4 million for the first six months of 2007 ($0.3 million for the second quarter), compared to $1.1 million ($0.1 million) for
the same periods in 2006. In order to focus our efforts on our restaurant segment, we intend to sell our equity position in DAC for an amount
higher than our net investment. 1f we were to sell this segment, it would decrease our net revenue and increase our net loss. There can be no
assurance that we will be able to sell this segment for a profit.

Real estate and finance segment operations

Real estate operations: Three months ended June 30, Six months ended June 30,

2007 2006 2007 2006

(dollars in thousands)

Operating revenue $ 944 $ 983 $ 1,879 $ 2,050
Operating expenses (323) (230) (709) (671)
Depreciation and amortization (113) (120) (224) (258)
Operating margin 508 633 946 1,121
General and administrative expenses (58) (155) 97) (383)
Interest expense (363) (406) (701) (662)
Gain on sale of real estate - 1,188 - 1,694
Other non-operating income 711 1 716 6
Market value impairment reserve (1,109) - (1,109) -
Income (loss) from real estate operations $ (311) $ 1,261 $ (245) $ 1,776

During the six months ended June 30, 2007, our operating margin on real estate decreased $0.2 million, to $0.9 million, compared to $1.1
million for the same period of 2006. Our operating margin on real estate operations for the second quarter of 2007 decreased $0.1 million, to
$0.5 million, compared to $0.6 million in the second quarter of 2006. Although we have continued to sell certain real estate investments, we
have been able to maintain our operating margin at relatively stable levels due to our success in reducing vacancies and increasing lease rates.
In the first half of 2006, we sold eight properties for total proceeds of $6.2 million, resulting in a net gain on sale of approximately $1.7
million. General and administrative expenses have decreased for the first half of 2007 compared to 2006, primarily due to the VIE
investments in Barcelona nearing completion and being marketed for sale. Interest expense for the three and six months ended June 30, 2007
(%$0.4 million and $0.7 million, respectively) has increased compared to the same periods of 2006 ($0.4 million and $0.6 million, respectively)
as we borrowed money on various notes payable secured by certain real estate investments in the second half of 2006.

In December 2006, we entered into an agreement to sell one of our two Barcelona properties for a sales price of approximately $8.6 million.
In June 2007, the buyer failed to perform under terms of the contract. As a result, we recognized $0.7 million in revenue from a forfeited
deposit and re-listed the building for sale. Based upon our estimate of the current market value, we recorded a $1.1 million market value
impairment on this property.

Interest income — Our interest income for the six months ended June 30, 2007 was $0.1 million, compared with $0.2 million for the first half
of 2006. Interest income for the second quarter of 2007 was less than $0.1 million compared to $0.1 million for the same period in 2006.
The decrease is primarily attributable to a net reduction in average asset balance, reflecting the sale or repayment of notes in our notes
receivable portfolio.

Foreign exchange gains — Changes in foreign currency exchange rates resulted in a net gain of approximately $0.3 million in this segment for
the six months ended June 30, 2007 compared to $0.5 million for the same period in 2006. In the second quarter of 2007, we recognized
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gains of $0.1 million compared to $0.4 million for the same period in 2006. At June 30, 2007, approximately 17% of our total assets and 3%
of our total liabilities were denominated in euros. See Item 3 — Quantitative and Qualitative Disclosures about Market Risk for further
analysis.

Other non-operating income — In the six months ended June 30, 2007, we had consulting revenue of $0.3 million. For the same period in
2006, we had equity in earnings of equity investee of $0.8 million and gain on sale of notes receivable of $0.5 million in this segment.

Software development and sales segment operations

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
(dollars in thousands)
Software sales $ 10 $ 3 $ 14 $ 20
Engineering and development (112) (176) (262) (356)
Compensation expense (49) (241) (157) (518)
Depreciation expense (112) (89) (224) (167)
Other operating expense (102) (205) (215) (364)
Interest expense (283) (188) (552) (353)
Segment loss $ (648) $ (896) $ (1,396) $ (1,738)

Total revenue for this segment was less than $0.1 million for each of the six months ended June 30, 2007 and 2006. Segment loss was
approximately $1.4 million for the first six months of 2007 ($0.6 million for the second quarter) and $1.7 million for the same period in 2006
($0.9 million for the second quarter). In order to focus our efforts on our restaurant segment, we intend to sell all, or a portion of, our equity
position in Centrisoft. 1f we were to sell this segment, we believe that it would have a positive effect on our cash flow and decrease our net
loss. There can be no assurance that we will be able to sell this segment.

Corporate expenses

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
(dollars in thousands)

Compensation and employee benefits $ 1,273 $ 1,663 $ 4,836 $ 3,010
Travel and entertainment 612 312 1,041 619
Insurance 116 149 252 411
Professional fees 434 653 726 715
Occupancy costs 33 44 76 91
Directors fees 142 83 267 161
Other expenses 221 171 380 299
Total operating expenses 3 2,831 $ 3,075 $ 7,578 $ 5,306

For the six months ended June 30, 2007, we incurred corporate operating expenses of $7.6 million ($2.8 million for the second quarter),
compared to $5.3 million for the first six months of 2006 ($3.1 million for the second quarter). This increase is primarily due to an increase
in compensation expenses. Corporate expenses for the first six months of 2007 also include $0.9 million ($0.5 million for the second
quarter) for share based payments accounted for under FAS 123R, compared to $0.1 million for the same period in 2006 (less than $0.1
million for the second quarter). The increase is due to various stock option grants in August 2006 and a stock option exchange plan adopted
in December 2006.

Management allocation and other intercompany charges

In the fourth quarter of 2006, as we focused our efforts on the Fatburger segment we began allocating a portion of our corporate expenses to
our restaurant segment to more accurately reflect the operating results of that segment. This allocation was $1.1 million for the six months
ended June 30, 2007 ($0.5 million for the second quarter). This allocation is eliminated upon consolidation on the Consolidated Statements
of Operations. There was no comparable allocation in the first six months of 2006. Other intercompany charges, including intercompany
interest expense, are eliminated upon consolidation, and totaled $0.5 million for the six months ended June 30, 2007 ($0.3 million for the
second quarter) and $0.3 million for the six months ended June 30, 2006 ($0.2 million for the second quarter).

Income taxes
During the three and six months ended June 30, 2007 and 2006, a provision for income taxes was not required due to the net operating loss
generated during the period.

Discontinued operations
In December 2006, we and our 49% partners reached an agreement to sell our ownership interest in George Elkins, a California commercial
mortgage banking operation. The sale closed in February 2007. As such, results from operations of George Elkins for the six months ended
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June 30, 2007 and 2006 have been classified as discontinued operations. Prior to the decision to sell George Elkins, it was a reportable
segment of our operations. The following table shows our total operating results from George Elkins for the three and six months ended
June 30, 2007 and 2006:

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
(% to total revenue)
Total revenue $ - $ 1,895 $ 1,807 $ 3,887
Compensation expense - (1,599) (1,534) (3,256)
Other operating expense - (208) (281) (441)
Non-operating income - 137 17 283
Gain on sale of discontinued operations - - 2,492 -
Minority interest in earnings - (156) 13 (322)
Income from discontinued operations $ - $ 69 $ 2,514 $ 151

Changes in financial condition

Our assets, liabilities and stockholders’ equity can be summarized as follows:

June 30, 2007 December 31, 2006
(dollars in thousands)
Total assets $ 57,670 $ 59,800
Total liabilities $ 52,530 $ 49,005
Total minority interests $ 1,066 $ 571
Total stockholders’ equity $ 4,074 $ 10,224

The decrease in total assets during the first six months of 2007 is primarily due to the disposal of our George Elkins subsidiary, which was
classified as held for sale at December 31, 2006. Total liabilities increased over the first six months of 2007, primarily due to additional
borrowings of $2.1 million and an increase in accounts payable and accrued liabilities. The cash received from the disposal of George Elkins
was used to support our operating activities. Stockholders’ equity decreased during the first half of 2007 by approximately $6.2 million,
mainly resulting from our net loss of $7.1 million, partially offset by share based compensation of $0.9 million. These changes are described
in more detail as follows:

Cash
Our cash decreased $0.6 million between December 31, 2006 and June 30, 2007. Significant sources and uses of cash during the first six
months of 2007 include:
e  $4.1 million of cash used in operations — comprised primarily of our net loss from continuing operations of $9.6 million adjusted for
non-cash income and expense items of $5.5 million;
e  $1.9 million of cash used in investing activities — comprised mainly of $1.8 million invested in restaurant assets and other property,
plant & equipment;
e $2.9 million of cash provided by financing activities — includes additional borrowing of $2.1 million and $1.1 million invested by
minority interests, partially offset by repayments of borrowings and capital leases of $0.3 million; and
e  $2.6 million net cash inflow from discontinued operations.

Net investments in real estate, and related liabilities
Our investments in real estate can be summarized as follows:

June 30, 2007 December 31, 2006
(dollars in thousands)

US based investments — held for sale (1):

Purchase price / improvements $ 403 $ 403

Accumulated depreciation and amortization (40) (35)

Net book value 363 368
Foreign-based investments — held for sale (2):

Purchase price / improvements 9,979 10,694
Total investments in real estate, held for sale $ 10,342 $ 11,062

US based investments — held for use (3):
Purchase price / improvements $ 13,266 $ 13,200
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Accumulated depreciation and amortization (1,916) (1,698)

Total investments in real estate, held for use $ 11,350 3 11,502
Total investments in real estate, net $ 21,692 $ 22,564

(1) Includes 1 commercial property within the United States at June 30, 2007 and December 31, 2006.
(2) Includes 2 apartment buildings in Barcelona, Spain at June 30, 2007 and December 31, 2006.
(3) Includes 32 commercial properties under capital lease throughout the United States at June 30, 2007 and December 31, 2006.

Borrowings related to our investments in real estate were as follows:

June 30, 2007 December 31, 2006
(dollars in thousands)
Obligations on real estate under capital lease $ 10,225 $ 10,471
Borrowings on Barcelona properties 3,437 3,435
Total borrowings related to real estate $ 13,662 3 13,906

Investments in properties under capital lease decreased $0.2 million at June 30, 2007 due to depreciation of $0.2 million during the first six
months of 2007, partially offset by capital improvements to those properties. Obligations under capital leases related to these properties
decreased $0.2 million due to scheduled monthly payments during the same period. Our investment in apartment buildings in Barcelona,
Spain decreased $0.7 million from December 31, 2006 to June 30, 2007. This was primarily the result of a market valuation impairment of
$1.1 million, partially offset by increases in unrealized foreign currency translation of $0.3 million and increased carrying costs of $0.1
million.

Net property, plant and equipment

Net property, plant and equipment decreased $0.5 million at June 30, 2007 compared to December 31, 2006, primarily due to scheduled
monthly depreciation on those assets. Obligations on property, plant, and equipment under capital lease remained stable at $0.2 million at
June 30, 2007 compared to December 31, 2006.

Goodwill and net intangible assets

June 30, 2007 December 31, 2006
(dollars in thousands)
Goodwill — Fatburger $ 7,063 $ 7,063
Goodwill — Centrisoft 1,999 1,999
Goodwill - DAC International 1,464 1,464
Total goodwill $ 10,526 $ 10,526
Net intangible assets — Fatburger $ 4,850 $ 4,943
Net intangible assets — Centrisoft 274 319
Total net intangible assets $ 5,124 $ 5,262

Net intangible assets decreased $0.1 million in the six months ended June 30, 2007 due to monthly amortization of those assets. Net
intangible assets at June 30, 2007 consists of trademark rights of approximately $4.0 million, franchise agreements of approximately $0.5
million, sales contracts for Centrisoft of approximately $0.3 million, and other miscellaneous intangible assets of approximately $0.3 million.
We do not believe that there is any impairment of goodwill or net intangible assets at June 30, 2007.

Notes receivable

As of June 30, 2007, our notes receivable portfolio (excluding loans to senior executives) consists of three individual loans with a combined
carrying value of $0.8 million. Two of the loans are secured by real estate consisting of commercial property located in Texas and Arizona,
and one loan is secured by stock in a restaurant business. The loans have a weighted average interest rate (excluding fees and points) of
10.9% and a weighted average maturity of 8 months.

Loans to senior executives

We currently have two loans to our Chairman and Chief Executive Officer, Andrew Wiederhorn, for a total of $1.1 million. Both loans were
made on February 21, 2002 (prior to the passage of the Sarbanes-Oxley Act of 2002). The loans matured 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. We have not extended the maturity
date of the loans or amended any other terms. The Company and Mr. Wiederhorn are cooperating in completing the repayment of the loans
in full.

Other assets
June 30, 2007 December 31, 2006
(dollars in thousands)
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Trade receivables $ 1,235 $ 1,586
Inventories $ 3,247 $ 2,442
Other current assets:
Prepaid expenses $ 498 $ 429
Other VIE-related assets 36 96
Total other current assets $ 534 $ 525
Other assets:
Software costs $ 1,048 $ 1,217
Security deposits 593 487
Deferred financing costs 287 306
Investment in operating leases 33 54
Other 100 107
Total other assets $ 2,061 $ 2,171

Trade receivables and inventories at June 30, 2007 and December 31, 2006 relate primarily to the operations of DAC.

Deferred income

Our deferred income relating to the collection of unearned Fatburger franchise fees was $4.8 million at June 30, 2007, compared with $4.1
million at December 31, 2006. As of June 30, 2007, nearly all of the deferred income was comprised of the non-refundable franchise fee
received by Fatburger for each future franchise location. These initial fees generally represent half of the total fee per location. The balance
of the franchise fee (approximately an additional $4.8 million) will be collected in the future when leases on these specific franchise locations
are signed.

Notes payable
As of June 30, 2007, our notes payable (excluding borrowings on real estate) totaled $14.5 million, including $7.0 million of debt held at

Fatburger, $0.7 million at Centrisoft, and $0.5 million at DAC. This compares to $12.4 million at December 31, 2006. The increase was
primarily due to additional borrowings of $2.1 million.

Accounts payable and accrued liabilities
Accounts payable and accrued liabilities totaled $11.1 million at June 30, 2007, compared with $10.7 million at December 31, 2006, and
consisted of the following:

June 30, 2007 December 31, 2006
(dollars in thousands)
Accounts payable $ 6,395 $ 6,999
Accrued wages, bonus and commissions 2,214 669
Leased real estate portfolio-related accruals 646 597
Other 1,880 2,393
Total accrued expenses and other liabilities $ 11,135 3 10,658

The increase in accounts payable relates primarily to accrued wages and bonuses due to bonuses approved by our Compensation Committee,
but not yet paid.

Sales deposits
For manufacturing sales at our DAC subsidiary, we usually require a deposit on new orders in the amount of 50% of the expected sale. This

deposit is not recognized as revenue until the order is complete, invoiced, and the item is shipped to the customer. Sales deposits increased
from $1.1 million at December 31, 2006 to $2.0 million at June 30, 2007.

Deferred income taxes
There was no significant change to our deferred income taxes at June 30, 2007, compared to December 31, 2006.

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, acquisitions, and expansion (including growth of company-owned and franchised restaurant locations), engage in loan
acquisition and lending activities and for other general business purposes. In addition to our cash on hand, our primary sources of funds for
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liquidity during the first six months of 2007 consisted of cash provided by proceeds from the sale of discontinued operations, new
borrowings, and the repayments to us from borrowers. As of June 30, 2007, we had cash or cash equivalents of $1.3 million, which, together
with projected borrowings and proceeds from the sales of assets, we believe will be sufficient to meet our current liquidity needs.

At June 30, 2007, we had total consolidated secured indebtedness of $30.2 million, as well as $22.3 million of other liabilities. Our
consolidated secured indebtedness consisted of:

e notes payable and other debt of Fatburger of $7.0 million secured by the assets of Fatburger;

e $12.3 million in capital leases maturing between 2010 and 2040 which are secured by real estate;

e notes payable of $3.4 million secured by our two Barcelona properties;

e  $6.3 million of notes payable secured by various assets of the Company;

e  $0.5 million of short-term borrowings secured by the assets of DAC International; and

e  $0.7 million of notes payable secured by the assets of Centrisoft.

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 operations do not currently generate sufficient cash to cover operating and overhead expenses. We believe that our existing
sources of funds will be adequate to meet our liquidity needs; however, there can be no assurance that this will be the case.

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.
Specific risks to our liquidity position include the following:

Foreign currency exchange rate risk

Our exposure to foreign currency fluctuations arises mainly from our investment in Barcelona real estate. As of June 30, 2007,
approximately 17% of our total assets and 3% of our total liabilities were denominated in euros. We may, from time to time, utilize a wide
variety of financial techniques to assist in the management of currency risk, including currency swaps, options, and forwards, or
combinations thereof. As of June 30, 2007, we have no outstanding derivative instruments held for trading or hedging purposes. See Item 3
— Quantitative and Qualitative Disclosures about Market Risk for further analysis.

Interest rate risk

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. 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. 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 re-price on a different schedule or in relation to a different index than any floating rate debt.

Fatburger debt covenant

At June 30, 2007, Fatburger was not in compliance with all obligations under the agreements evidencing its indebtedness, as defined in the
applicable agreements. Fatburger failed to meet the prescribed fixed charge coverage ratio and the prescribed debt-coverage ratio at
December 31, 2006. Due to Fatburger’s non-compliance, the lender has the right to demand repayment of the notes after serving notice. As
such, on our Consolidated Statements of Financial Condition, $3.9 million of long-term debt has been classified as current at June 30, 2007,
and December 31, 2006, that would otherwise be classified as non-current. The lender has not demanded early repayment of the loans,
however, if the lender exercises its right to demand repayment, our liquidity could be negatively affected.

Fatburger expansion

Fatburger is involved in a nationwide expansion of franchise and company-owned locations, which will require significant liquidity. If real
estate locations of sufficient quality cannot be located, the timing of restaurant openings may be delayed. Additionally, if Fatburger or its
franchisees cannot obtain capital sufficient to fund this expansion, the timing of restaurant openings may be delayed.

Centrisoft operations

We expect that Centrisoft will require capital resources and have negative cash flow for the near term. Since Centrisoft is in the early stages
of its marketing, there can be no assurance that it will be successful in attracting a significant customer base. Centrisoft is currently
marketing its software to potential customers both directly and through re-seller relationships. There can be no assurance that Centrisoft will
be successful in generating sufficient cash flow to support its own operations in the near term.

Dividends
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While we do not have a fixed dividend policy, we may declare and pay new 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 our liquidity. We have not declared or paid any dividends in the first quarter of 2007.

Stock listing

We are currently listed on the OTC Bulletin Board, a regulated quotation service for stocks that are not listed on one of the major U.S. stock
exchanges. Trading of our common stock on the OTC Bulletin Board may reduce the liquidity of our common stock compared to quotation
on a major US stock exchange. 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
our common stock. Additionally, certain investors will not purchase securities that are not quoted on a national market, which could
materially impair our ability to raise funds through the issuance of common stock or other securities convertible into common stock.

Common stock trading price

If the trading price of our common stock is less than $5.00 per share, trading in our common stock could be subject to Rule 15g-9 of the
Securities Exchange Act of 1934, as amended. Under that Rule, brokers who recommend such securities to persons other than established
customers and accredited investors must satisfy special sales practice requirements, including an individualized written suitability
determination for the purchaser and 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, any equity security not traded on an exchange or quoted on the NASDAQ Stock Market that has a market price of less than $5.00
per share), including the delivery of a disclosure schedule explaining the penny stock market and the associated risks. 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.

Off Balance Sheet Arrangements

In order to facilitate the development of franchise locations, as of June 30, 2007, Fatburger had guaranteed the annual minimum lease
payments of four restaurant sites owned and operated by franchisees. The guarantees approximate $1.1 million plus certain contingent rental
payments as defined in the respective leases. These leases expire at various times through 2015.

The lease guarantees by Fatburger do not provide us with a material source of liquidity, capital resources or other benefits. There are no
revenues, expenses or cash flows connected with the lease guarantees other than the receipt of normal franchise royalties. As of June 30,
2007, we were not aware of any event or demand that was likely to trigger the guarantee by Fatburger.

We have various operating leases for office and retail space which expire through 2015. The leases provide for varying minimum annual
rental payments including rent increases and free rent periods. We have future minimum rental payments under non-cancelable operating
leases with initial or remaining terms of one year or more of approximately $15.0 million as of June 30, 2007.

We did not have any other off-balance sheet arrangements in place as of June 30, 2007.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our market risk results from instruments entered into other than for trading purposes and consists primarily of exposure to loss resulting from
changes in foreign currency exchange rates, interest rates and commaodity prices.

Foreign currency exchange rate risk

Our exposure to foreign currency fluctuations arises mainly from our investment in Barcelona real estate. As of June 30, 2007,
approximately 17% of our total assets and 3% of our total liabilities were denominated in euros. The following table illustrates the projected
effect on our net asset value as a result of hypothetical changes in foreign currency rates as of June 30, 2007:

Projected change in Projected percentage

Change in foreign net asset change in net asset

exchange rates (1) fair value fair value
Decrease 20%.................. $ (1,737,000) -3.3%
Decrease 10% ................. $ (869,000) -1.6%
No Change ........coceevvvnes $ - 0.0%
Increase 10% .........cccve.. $ 869,000 1.6%
Increase 20% ..........ocu.... $ 1,737,000 3.3%
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(1)  Assumes that uniform percentage changes occur instantaneously in the euro. A decrease
in the foreign exchange rate indicates a strengthening of the U.S. dollar against the euro.
An increase in the foreign exchange rate indicates a weakening of the U.S. dollar against
the euro.

We can utilize a wide variety of financial techniques to assist in the management of currency risk, including currency swaps, options, and
forwards, or combinations thereof. No such currency hedging techniques were in use as of June 30, 2007.

Interest rate risk

Changes in interest rates can affect net income 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 associated default
rates), our payments on variable-interest rate debt, our ability to acquire loans and general levels of consumer spending.

Other market risks

Our restaurant operations are 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.

ITEM 4. CONTROLS AND PROCEDURES

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 is accumulated and communicated to our management to allow timely decisions regarding
required disclosure.

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 second
fiscal quarter of 2007 that have materially affected or are reasonably likely to materially affect our internal control over financial reporting.
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PART Il -- OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

Warlick complaint

Fatburger Holdings, Inc., et al. v. Keith A. Warlick/ Warlick v. Fatburger, et al, Superior Court of California for the County of Los
Angeles, Case No. SC 091436. On October 16, 2006, Fatburger Holdings, Inc., Fatburger Corporation and Fatburger North America, Inc.
filed suit against Keith A. Warlick (“Warlick”) the former Chief Executive Officer of Fatburger Holdings, Inc. and Fatburger Corporation.
Warlick’s employment with Fatburger was terminated on September 21, 2006 by resolution of the board of directors of Fatburger Holdings,
Inc. The Fatburger companies initiated the lawsuit to recover damages from Warlick arising from wrongful acts and conduct during and after
his employment, and are asserting claims for: breach of contract, breach of duty of loyalty, breach of fiduciary duty, conversion —
embezzlement; fraud/commencement; intentional interference with contractual relations, and equitable indemnity. Warlick filed an answer to
the lawsuit denying the allegations and included a Cross-complaint against Fatburger Holdings, Inc., Fatburger Corporation, Fatburger North
America, Inc., Fog Cutter Capital Group, Inc., and Andrew Wiederhorn, for breach of contract, employment discrimination based on race and
retaliation, wrongful termination and defamation — slander without any specification of damages. The defendants to the Cross-complaint
filed by Warlick dispute the allegations of the cross-complaint and intend to vigorously defend against the cross-complaint.

Keith Warlick, et al. v. Fog Cutter Capital Group, et al., Superior Court of California for the County of Los Angeles, Case No.
58365915. In further response to the termination of his employment and above lawsuit, on February 6, 2007, Warlick, his wife, and a limited
liability company controlled by Warlick, each of whom is a minority shareholder of Fatburger Holdings, Inc., filed a second lawsuit against
various Fatburger entities, the Company, Andrew Wiederhorn, and members of the Fatburger Holdings Inc. board of directors. In an
amended complaint the plaintiffs allege claims of: (1) common law fraud and negligent misrepresentation against the Company and
Wiederhorn; (2) fraud pursuant to California Corporate Code §25401 against the Company, Fatburger Holdings, Inc. and Wiederhorn; (3)
rescission, breach of contract, breach of the implied covenant of good faith and fair dealing against the Company and Fatburger Holdings,
Inc.; and (4) breach of fiduciary duty against all defendants. These claims are based business transactions which the plaintiffs allege were not
in the best interests of Fatburger Holdings, Inc. or the plaintiff minority shareholders. The plaintiffs claim damages of $20 million. The
defendants dispute the allegations of the lawsuit and intend to vigorously defend against the claims.

ITEM 1A. RISK FACTORS
There have been no material changes in the risk factors set forth in Part I, Item 1A — Risk Factors of our Annual Report as of and for the year

ended December 31, 2006 on Form 10-K, as previously filed with the SEC on April 2, 2007.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Not applicable.

ITEM 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS
None.

ITEM5. OTHER INFORMATION
None.
ITEM 6. EXHIBITS

3.1 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 (File No. 000-23911).

3.2 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.
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4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.10

11.1

311

31.2

32.1

32.2

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.

Waiver, Release, Delegation and Amendment to Stock Option and Voting Agreement among Andrew A. Wiederhorn, Lawrence A.
Mendelsohn, Joyce Mendelsohn, Tiffany Wiederhorn, and the Registrant, dated July 31, 2002, incorporated by reference to Exhibit
2.1 to the Form 8-K dated August 8, 2002, as previously filed with the SEC on August 15, 2002.

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.

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.

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, as amended, 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/ Andrew A. Wiederhorn

Andrew A. Wiederhorn
Chief Executive Officer

By: /s/ R. Scott Stevenson

R. Scott Stevenson
Senior Vice President and Chief Financial Officer

Date: August 10, 2007
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Waiver, Release, Delegation and Amendment to Stock Option and Voting Agreement among Andrew A. Wiederhorn, Lawrence A.
Mendelsohn, Joyce Mendelsohn, Tiffany Wiederhorn, and the Registrant, dated July 31, 2002, incorporated by reference to Exhibit
2.1 to the Form 8-K dated August 8, 2002, as previously filed with the SEC on August 15, 2002.

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.

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.

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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EXHIBIT 11.1

COMPUTATION OF LOSS PER COMMON SHARE

Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006
Diluted net loss per share from continuing operations:
Net loss from continuing operations available to common
ShArENOIAETS .......viiicct e $ (3,405,0000 $ (1,732,000) $ (9,570,000) $ (2,802,000)
Weighted average number of shares outstanding...........cc.ccoceveeeieinnnne 7,957,428 7,957,428 7,957,428 7,957,428
Net effect of dilutive stock options based on treasury stock method ...... - - - -
TOtal AVErage SNAIES. .......cceiviieeieieiice et 7,957,428 7,957,428 7,957,428 7,957,428
Fully diluted net loss per share from continuing operations.................... $ (0.43) $ (0.22) $ (1.20) $ (0.35)
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CERTIFICATION EXHIBIT 31.1

I, Andrew A. Wiederhorn, 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:

(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 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: August 10, 2007

/sl ANDREW A. WIEDERHORN
Andrew A. Wiederhorn
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:

(@) 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 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: August 10, 2007

/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 quarterly report on Form 10-Q of Fog Cutter Capital Group Inc. for the quarter ended June 30,
2007 (the “Report”), I, Andrew A. Wiederhorn, Chief Executive 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) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended,;
and

(2) the information contained in the Report 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 the Report.

August 10, 2007 /sl Andrew A. Wiederhorn

Date Andrew A. Wiederhorn
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 quarterly report on Form 10-Q of Fog Cutter Capital Group Inc. for the quarter ended June 30,
2007 (the “Report”), 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) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended,;
and

(2) the information contained in the Report 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 the Report.

August 10, 2007 /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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