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Certain statements contained herein and certain statements contained in future filings by the Company with the SEC b@sgciot be
on historical fd4otokiamgd Sdrade efmemrtwar dvi t hi n t he toh#dad3nasangended, S
and Section 21E of the Securities Exchange Act of 1934, as amended. Fooekity Statements are based on various assumptions
and events (some of which are beyond t he Coreperdor@esodscasbythe ol
useofforward ooki ng terminology, such as fimay, o0 fAwill, 0o fAbelieve
variations on those terms, or the negative of those terms. Actual results could differ mdteriatlyose set forth in Forwardooking
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 toaimtain 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, includingstomer preferences and concerns about diet;
effective expansion of the Companyds restaurants in
profitability and success of franchisee restaurants;

availability of quality real estate locations for restaurant expansion;

the markef or Centri softédés software product s;

credit risk management; and

asset/liability management
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Except as may be required by law, the Company does not undertake, and specifically disclaims any obligation, to pabédiyerzle
results of any revisions thatay be made to any Forwatadoking 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 Consolidzdedi&i Statements of Fog Cutter Capital
Group I nc. and the notes thereto included el sewher eanidn fituhsic
refer to Fog Cutter Capital Group Inc. and its subsidiaries unless the contligates otherwise.



PART |
ITEM 1. BUSINESS

Business Overview

Fog Cutter Capital Group Inis primarily engaged in the opdians of its Fatburgedo | di ng s, | nrestaurdnfibBsmésd u r g
We acquired the controlling interest in Fatburger in August 2002and2% voting controlas of December 31, 280 In addition to

our restaurant operation, we atsenductmanufacuring activities, software development and sales activiied,make real estasad

other real estateelatedinvestmentshrough various controlled subsidiaries

The Company was originally incorporated as Wilshire Real Estate Investment TrustiwecShate of Maryland on October 24, 1997.
However, we chose not to elect the tax status of eegtate investment truahd on January 25, 2001, we changed our name to Fog
Cutter Capital Group Inc. to better reflect the diversified nature of our basi@ag stock isradedon theOTC Bulletin Board market
under the ticlBr. symbol AFCCG

Our website isvww.fogcutter.com We make our annual report on FormKL,0as well as othgueriodicreports filed with lhe Securities
and Exchange Commission, available free of charge through our website as soon as reasonably practicable after théyameyfiled.
of our annual report may also be obtained by writing to us at 1410 SW Jefferson Street, Portland, OB8gakttd7 thvestor
Reporting.

Segment financial data for the years ended December 37, 20®% and 206f or t he Company is include
Discussion and Analysis of Financial Condition and Results of Operations in Part Il, Item 7, anctiatdteConsolidated Financial
Statements and footnotes in Part Il, Item 8 of tesort on ForrO-K.

Operating Segments
Our operating segmendse:

() RestauranOperations corducted through ouFatburgeisubsidiary

(i) Manufacturing Operatioris conductedhrough our wholly owned subsidiary, DAC Internatiofafi D A,C 0 )

(i) Real Estate and Finance Operaticarg]

(iv) Software Development and Sales Operationenducted through our subsidiary, Centrisoft CorporgtighCe nt.r i s o f t

Due to the varied nature of ouranationswe do not utilize a standard array of key performance indicators in evaluatirrgsults of
operations Our evaluation instead focuses oniamestmerdby-investment oassety-asset analysis withiour operating segments.

Restaurant Operatins

Fatburger, fiThe L as t,opénedisditst reistaurabinu_osghagelesi$ 1952nAg of Becember 31, 2007, there
were92 Fatburger restaurants locatedlidistates and in Canada and China. The restaurants specialize in frestp orade t
hamburgers and other specialty sandwiches. French fries, homemade onion ringsologed ice cream shakes and soft drinks
round out the menu.

We planto open additionaFatburgerestaurantshroughout the United Statasd internationally, icluding CanadaChinaand the

United Arab EmiratesSevemew restaurants were opened duringZ20hich includedive franchise locations ansvo

companyowned locations. In addition, Fatburger purchasedrestaurants from franchisees during 200e intend to continue to

open comparypwned restaurants in strategic markets and increase the number of franchised locations in the U.S. and international
Fatburger has openedtotal 0f43 restaurant locations since our acquisitim2003 At Decembe1, 2007, fanchisees owatdand

operatel 53 of the Fatburger locations and we have agreenfenspproximately245new franchise locationdany factors affect our

ability to open new franchise locatioasd we expect that it will take several years éar current franchisees to open all of their
restaurant locationsAs 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.

Our restaurant buséss is moderately seasonal, as average restaurant sales are slightly higher during the summer months than duri
the winter months. As such, results from our restaurant operations for any quarter are not necessarily indicativéoofaregoliser
quarter or for the full fiscal year.

Fatburgerodos fiscal year ends on t"hveeklisadsdd to$he fischlaygar evary 5Drebyeamb e
Fiscal year 2006 includes a"@eek. In a 5aveek year, all four quarters arerprised of 13 weeks. In a 5@ek year, one extra
2
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week is added to the fourth quarter.
ManufacturingOperations

We conduct manufacturing activities through our whallyned subsidiary, DAC InternationalWe assumed 100% voting control of
DAC in Novemler 2005 and began reporting the operations of DAC on a consolidated basis as of NovembemlA206% supplier
of computer controlled lathes and milling machinery for the production of eyeglass, contact, and intraoculdnlersessto focus our
efforts on our restaurant segment, we intend to sell our equity position in DAC for an amount higher than our net inlfestnvesite
to sell this segment, it would decrease our net revenue and increase our net loss. There can be no assuranicd ¢habledo sell
this segmentor that we will be able to sellfior a profit.

Real Estate and Financing Operations

We own various interests in real estate and notes receivable. At December73te208state is comprised of leasehold inteiiasts

72 freestanding retail buildings located throughout the United States and two apartment buildings located in Barcelowd, Spain.
December 31, 200 we also owmotes receivabléhathave a carrying value oft8 million and are primarily secured bgal estate.

We expect that as we focus our attention on the expansion of Fatburgeituogiirivestments in this segmevill become less

frequent. Subsequent tbecember 31, 2007, we sold our subsidiaryFog Cap Ret ai | Wwhiclvheldsthedeasshold L C
interestportfolio. Also subsequent to December 31, 2007, we received payment in full on one loan in the amount of $1.1 million.

Software Development and Saf@gerations

We hold a 79% ownership interest in Centrisoft, which conducte/aif development and sales activiti®ge began reporting the
operations of Centrisoft on a consolidated basis as of July 1, 2005, when majority voting control was obtained. CGaeitgsitachd

sells software that controls and enhances the prodyativenterprise networks and provides first level security against unauthorized
applications and user$n order to focus our efforts on our restaurant segment, we intend to sell all, or a portion of, our equity position
in Centrisoft. If we were to Highis 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 segiveio not expect any material positive contribution to our financial
resultsfrom this segment in the near term.

Principal Assets
We have set forth below informatisaegarding our principassetsat December 31, 20tand 20@:

December 31, 200 December 31, 2@
Carrying Value % Carrying Value %
(dollars in thousands

Real eState, NeL.......ccceeeeeeeeeeeeeeeeeeea $ 19,658 36.6% $ 22,564 37. ™
Property, plant and equipment, net............... 10203 19.0 10576 17.7
L7000 1Y/ | RN 9,526 17.7 10,526 17.6
Intangible assets, Net...........ccooevviiiiieecnnenen. 4,986 9.3 5,262 8.8
INVENTOTIES.....ciieiveee e 2,505 4.6 2,442 4.1
Accounts receivable..........ccooeeeiiiiiiiiieeeeeeenns, 1,491 28 1,467 24
Cash and cash equivalents...............coccuuveen. 1,131 2.1 1,824 3.1
Notes Receivablgl)...........ccccvvvvviiiiiiiieenneeenn. 612 1.1 835 1.4
Other aSSetS........oivvvviiiiiiiieiveee e, 3,657 6.8 4,304 7.2

Total aSSELS...uuuuiiiiiiiiiieie e, $ 53,769 100.0% $ 59,800 100.0%

(1) Excludes loans to senior executives
Thefollowing sections provide additionaiformation on ouprincipalassets and operatioas of December 31, 200
Restaurant Operatian

We acquired theontrolling interest irFatburgerin August 2003.0ur investmentat December 31, 20Cconsists af

(i) Series A Preferred Stoelconvertible preferredtockwhich is convertible into a 50% ownership interest of the common stock
of Fatburger on a fully diluted basi&s of DecembeB1, 200/, we own approximatel®3% of the issued and outstanding



Series A Preferred stock, and currently hold voting rights equ%aof the voting control of FatburgeThe Series A
Preferred stock is not redeemable and does not pay dividends.

(i) SeriesD Preferred Stockredeemableonvertiblepreferred stockvhich has a liquidation preference. Dividends accrue at a
rate of 20% of the redemption value, compounded annuaByof December 31, 200the redemption amount totale%8
million. The Seies D Preferre®tockdoes not have any voting rights but may be converted into common stock under certain
circumstances. We own all of the issued and outstarstiages oSeries D Preferre8tock

(i) Common Stock during 2006, we invested an additional@illion in Fatburger to acquire common stock equal to 15% of
the fully diluted ownership of Fatburger.

As a result oburvoting control,we reportthe operations of Fatburger on a consolidated bdsie accompanying consolidated
statements of finamal condition includethe following at December 31, 2D@elating to Fatburger

1 $8.3 million in property, plant and equipmemtet

1 $4.8million of intangible assetprimarily trademarks and franchises

1 $7.1million of goodwill; and

1 $7.2million of borrowings and notes payable consisting of:

(i) $6.1million debtsecured by substantially all of the assets of Fatburgeiingeaterest at ratesurrentlyranging from
6.5% 10 9.3%, and requiing monthly payments of principal and interest, primarily throagt4 At December 31,
2007 and 20@®, Fatburger was not in compliance with all obligations under the agreements evidencing its
indebtedness, as defined in the applicable agreentkrégo itfailureto meet the prescribed fixed charge coverage
ratio and thgrescribed debtoverage ratio ithreenotes payableThe lender subsequently issued a waiver of the
covenant violations for both December 31, 2007 and 2006. As such, on our Consolidated Statements of Financial
Condition, #.1million of long-term debthat was classified as current at December 31, 2006 has belassiied
aslong-term
(i) Mandat ory redeemabl e pref eodr)r ewdi tsht oac kc alr2niNein nigShewaa | cuse B

issued by Fatburger to a third party on August 15, 2008 stockis redeemable by Fatburger for $1.5 million at any
time, but must be redeemed by August 15, 2009. Under certain circumstances, the Series B Preferred shareholde
may convert their shares into the common stock of Fatburger in an amountoetipgatedemption price based upon
the fair value of the common stock at the time of conversion. sdukaccruedividends from Fatburger equal to
2.5% per annum of the redemption préace does ndtave voting rights.

In September 2007, Fatburger apd its firstoint-venturelocation in China, at the Venetian MaeResortHotel in Macao. This
joint-venturelocation pays a management fee to Fatburger in the amount or 10% of net sales, which is eliminated upon consolidatic
In all other respectshis location operates similar to our other compamyed locations.

ManufacturingOperatiors

I n November 2005, we assumed 100% voting control of DAC 1In
assigned to us in August 2002 aspalPdAC6s debt restructuring. As a result of
liabilities and operations of DAC on November 1, 200%he accompanying consolidated statements of financial condition include the
following at December 32007 relating to DAC:

$2.3 million of inventory,

$0.9 million in trade receivables

$1.5million of goodwill;

$0.5million of borrowings and

$2.2 million of accounts payable and accrued liabilities, includibé #illion of sales deposits
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Real Estateand Financing Operatios

Real Estaté We invest both directly and indirectlyin commercialand residentialeal estate The following table sets forth
information regarding owtirectinvestments in real estate at December280y:

Approximate

Percentage
Net Leased at
Date Year Built/ Leaseable December 31, Net Book
Acquired Property Description Location Renovated Sq. Ft. 2006 Value
10/2002 32 Freestanding Retail Propertie Various U.S. Various 144,000 97% $11,195000



6/2004 Barcelona Aartments Spain Unknown 31,600 -% 8,463000
$ 19,658000

The following is a brief description of each of the properties set forth in the above table:

1 Freestanding Retail Propertie§Ve own, through capital lease32 freestanding retail budings throughout the United States
The buildings are approximately 4,500 square feet each
buildings are leased to a variety of tenants inclugdimyvenience stores, video rental outletsesstores and other small
businesses. As of December 31, 2Gfheof the buildingsvasvacant. We also contro#i0 similar retail locationghrough
operating leasesDuring 200, we soldonesimilar propertythat had beeheldin the same portfolifor $0.4 million, and
allowed the leasto expire oronesimilar propery with no penalty Subsequent to December 31, 2007, we E@&I, which
held this leasehold portfoliowWe have the option, but not the obligation, tgotechase FCRI before Februaryl®0

1 Barcelona Apartments This investmenincludes two apartment buildings, consisting 88 residentialknd commercialinits,
located inBarcelona Spain. Thetwo buildings were acquired subject to below market leases and we are working to relocate
these tenants in order to enhance the value of the properties.

1 Indebtedness Whenit is beneficial to do so,uwr general strategy is to leverage oeslestate investmentsy incurring
borrowings secured kthese investmentsSet forth below is informatioregarding oundebtedness relating tr real estate
as of December 32007.

Principal Approximate Annual
Property Amount Interest Rate Maturity Amortization Payments
Freestanding Retail Properties $ 9,994000 9.4% 1/2018 30Years $ 1,415,000
(subject to capital leases)
Barcelona Apartments $ 3,505000 13.¢ 062021 N/A $ 45,000

Notes receivable Our portfolio consists primarily ahreenoteswith a total outstanding principal balance 6f@million, not including
loans to senioexecutives Onenote with a carrying value of &2 million, is secured by the stock ofestaurant busines3.he
remainingnotes, with a total carrying value oft$4 million, are secured by commercial real estate.

Two notes maturein 2008 and the der matures in 2010Based upon our carrying value, the effectiggregaténterest rate on these
notes at December 31, 200vasapproximatelyl4.4%. The effective interest rate does not reflect the effect of points and fees collected.

Software Develapent and Sale®peratiors

Between December 2004 and July 2005, we loaned a total of $2.2 million to Centrisoft Corporation. In July 2005, we oanverted
investment into a 51% controlling interest in Centrisoft and began consolidating their assktiesliabd operations in our financial
statementsSince July 2005, through various additional investments in Centrigaftaveincreased our ownership percentagéd.

The accompanying consolidated statements of financial condition include theifigllat December 31, 200elating to Centrisoft.
$0.9million in software costs (net of amortization)

$0.2million in net intangible assets in the formreteller agreements

$1.0 million of goodwill, net of $1.0 million impairment recognized in theayended December 31, 2007

$0.6 million of accounts payable and accrued liabilitisd

$0.7 million of notes payable
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Assetdeld for Sale

At December 31, 2007, our wholbywned subsidiary, FCRI, hetdirreal estate lease portfolio. In the fourttager of 2007, FCRI met
our requirements to be classified as held for sale, and we sold FCRI iniiye2®08, subsequent to year end. As such, all assets of
FCRI have been classified as held for sale at December 31, 2007 and 2006. Prior to ourtdesgBiBICRI, it was part of our Real
Estate and Financing Operations.

At December 31, 2006, we heddb1% ownership interestin George Eldihe r t gage Banki ng Co mgpCalifoynie ( i G
commerciaimortgage banking operatiomn December 208) we reached an agreement to sell George EIlkins to a third party and the sale
closedin February 2007. As such, all assets of George Elkins have been clasdiiddifassale at December 31, 2006. Prior to the
decision to sell George Elkins, it waseportable segment of our operations.
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Funding Sources
Funding sources for real property assets generally involve capital leases ottéwngeraditional mortgage financing with banks and

other financial institutionsOther funding sources include shterm notes payables from private lenders and a line of credit from a
financial institution. The following table sets forth information relating to our borrowings and @tiheling sourcest December 31,
2007 and 206:

At December 31,

2007 200

Borrowingsand Notes payable (dollars in thousands)
Notes payable and other débfatburger................... $ 7,233 $ 7,033
Notes payabl@& FOg CUtter..........ccoovveeiiniiiriecee e 7,373 4,228
Line of Crediti DAC.........cooooveeiriee e 500 500
Notes payablé Centrisoft...............ccocoeeiiiiienenn 658 658
Mortgageand note payable Barcelona properties.... 3,505 3,434
Total borrowings 19,269 15,853
Obligations under capital [eases............cccocvvevieeeeennnen. 12,064 12,491
Total borrowings and other funding sources.................. $ 31,333 $ 28,344

The following table sets ftir certain information related twur borrowings. During the reported periods, borrowings were comprised
of variousnotes payablemortgage debt on real estated obligations under capital leaseésverages are determineg utilizing
monthend balances.

December 31,

2007 2006
(dollars in thousands)
Average amount outstanding during the year..............ccccceveeee.. $ 30019 $ 25259
Maximum monthend balance outstanding during the yeatr.......... 31,333 28,344
Weighted average rate:
DUMNNG the VAL ....cciiiiiie et 12.3% 11.3%
At eNd OF YEAI........uiiiiiiiiie it 12.5% 10.8%

Asset Quality

Our real estate investments are carried at the lower of historical cost (net of depreciation) or estimated market vatimai®wfe
market value is based upon comparable salesnation for smilar properteasnd management 6 s best esti
current market conditionsOurnotes receivablportfolio is secured by real estate and corporate st¥¢k.evaluatehe quality of our

notes based upon the underig value of the dtateral. We also giveconsideratiorio the credit performance of thesetes.

Employees
As of December 312007, we had approximately24 employeeswhich included approximate§60employees of Fatburgesp

employees of DAC, and employees of Centrigt.

Intellectual Property

We believe our trademarks and service marks have significant value and are important to our marketingjefiostect our
proprietary rights, we rely primarily on a combination of copyright, trade secret and trademartolaficentiality agreements with
employees and third parties, and protective contractual provisions such as those contained in license agreementsamit) consult
vendors and customers, although we have not signed these agreements in ev&gsgsmur efforts to protect our proprietary
rights, unauthorized parties may copy aspects of our products and obtain and use information that we regard as Dtpmigtariies
may breach confidentiality agreements and other protective contracts wenkeresl énto, and we may not become aware of, or have
adequate remedies in the event of, any breach. Our policy is to pursue registration of our marks whenever possily@sad to op
vigorously any infringement of these marks.

fiFatburgegpba nd @A T h e at a Bl & mB v rargregister8d traderdaskn the United States and in a number of international
jurisdictions. All other trademarks or service marks appearing in this report are trademarks or service marks of the respective compat
that use themWe pursue the registration of some trademarks and service marks in the United States and in other countries, but we |
not secured registration of all our marlks.addition, the laws of some foreign countries do not protect our proprietary righessantie
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extent as do the laws of the United States, and effective copyright, trademark and trade secret protection may ndebe oatielab
jurisdictions. We license trademark rights to third parties through our franchise agreermetits.event thiaa licensee does not abide
by compliance and quality control guidelines with respect to the licensed trademark rights or take actions that fadtedyaplerject
these marks, the value of these rights and our use of them in our business may belynegpteted.

Competition
The restaurant industry, particularly ttast casuasegment, is highly competitive and there are numerousestablished competitors

possessing substantially greater financial, marketing, personnel and other resounsehithen In addition, the€fast casuatestaurant
industry is characterized by the frequent introduction of new products, accompanied by substantial promotional cdmpzigns.
years, numerous companies in the tastuaindustry, including Fatburgethave introduced products positioned to capitalize on
growing consumer preference for food products which are, or are perceived to be, healthful, nutritious, low in calosemdat |
content. It can be expected thBatburgemill be subject to comgttition from companies whose products or marketing strategies address
these consumer preferencés.addition, the market for suitable restaurant locatimasichisees, and sta#f highly competitive in that
fastcasualcompanies, major restaurant comigs and noffood companies compete ftive best in all of these resources

Where You Can Find Additional Information

We are a reporting company and file annual, quarterly and current reports, proxy statements and other information @itti-tire SE
futher i nformation with respect to us, you may read anubliccop)
reference roomsatRoom0 24, 450 Fifth Street, N.W., Washington, WestC. *
Madison Street, Suite400, Chicago, IL 60661 and at 233 Broadway, New York, NY 10X#1 can request copies of these

documents by writing to the SEC and paying a fee for the copying Btesise call the SEC at8D0-SEG0330 for more information
about the operation of the public reference atmwwwsatsgo. Our SEC

Copies of our Annual Report on Fof-K, Quarterly Reports on FordD-Q, Current Reports oRorm8-K, our proxy statement and
amendments to those reports filed or furnished pursuant to S&&{ajor 15(d)of the Securities Exchange Act of 1934 as well as
certain ofour corporate governandecumentsre all available on our website (wwWagcuter.com) or by sending a request for a paper
copy to: 1410 SW Jefferson Street, Portland, Oregon 97201, Attn: Investor Reporting.

ITEM 1A. RISK FACTORS

In addition to the other information contained in this annual report, you should carefully reachsidércthe following risk factors. If
any of these risks actually occur, our business, financial condition or operating results could be materially advetseélgraffde
trading price of our common stock could decline.

Risks related to us and our coxmon stock- Generally

The delisting of our common stock from the NASDAQ Stock Market could impair our ability to finance our operations thsalgh the
of common stock or securities convertible into common stock.

Effective October 14, 2004, due to a NA&Q staff determination to delist our common stock, our stock began trading in the
overthec ount er (AOTCO) mar ket. Prior to the dB8tbckMatket.nThe liquaityr ¢
of our common stock is reduced by tradingtlom OTC market as compared to quotation on the NASSA@kMarket. The coverage

of the Company by security analysts and media could be reduced, which could result in lower prices for our common stigtk than
otherwise prevail and could also resulirioreased spreads between the bid and ask prices for our common stock. Additionally, certai
investors will not purchase securities that are not quoted on the NASDAQ Stock Market, which could materially impaitydor abil
raise funds through the issw@ of common stock or other securities convertible into common stock.

Because the trading price of our common stock is current below $5.00 per share, trading in our common stock is sutgect to cer
restrictions and the market for our common stock cdirainish.

Because the trading price of our common stock is less than $5.00 per share, trading in our common stock is subjed-SdRtie 15
Securities Exchange Act of 1934, as amended. Under that Rule, brokers who recommend such securities dtheetsan

established customers and accredited investors must satisfy special sales practice requirements, including an indwittiealized
suitability determination for the purchaser eSecudtiestEhfarcempentr c h a
Remedies and Penny Stock Reform Act of 1990 also requires additional disclosure in connection with any trades invaking a sto
defined as a penny stock (generally, any equity security not traded on an exchange or quoted on MaSRs@ market price of less
than $5.00 per share), including the delivery of a disclosure schedule explaining the penny stock market and the essocoed r
requirements could severely limit the market liquidity of our common stock.


http://www.sec.gov/

Changes innterest rates and currency exchange rates affect our net income.

Our borrowings and the availability of further borrowings are substantially affected by, among other things, changestirateter
Fluctuations in interest rates will affect our n@tdme to the extent our operations and our fixed rate assets are funded by variable rati
debt. We are also affected by foreign currency exchange rate changes, as a significant portion of our assets arddreigsted in
currencies, mainly theuro. Sedtem7A- Quantitative and Qualitative Disclosures about Market RisKurther analysisf the impact

of interest and currency rate fluctuations on our financial condition and results of operations

If we do not retain our key employees and managetaant our ability to execute our business strategy will be limited.

Our future performance will depend largely on the efforts and abilities of our key executive, finance and accountingageriainan
personnel, and on our ability to attract and retain th&ime loss of one or more of our senior ngeTaent personnel may adversely

affect our business, financial condition or operating results. When we lose key employees, new employees must spesehia signifi
amount of time learning our business model inigaidto performing their regular duties and integration of these individuals often
results in some disruption to our business. In addition, our ability to execute our business strategy will dependliy toueahiiit

and retain key personnel. Ckey employees are not obligated to continue their employment with us and could leave at any time. As
part of our strategy to attract and retain personnel, we offer stock option grants to certain employees. Howeverflgiteatibes

of the market gce of our common stock, potential employees may not perceive our equity incentives such as stock options as attract
and current employees whose options are no longer priced below market value may choose not to remain employed byios, In add
dueto the intense competition for qualified employees, we may be required to increase the level of compensation paid amexisting
new employees, which could materially increase our operating expenses.

Wemay besubjectto litigation, which may be expensiand may be time consuming for our management team.

We vigorously defend ourselves in litigation, which can cause increased professional fees from our external legal domaggbean
time consuming for our management team. If we fail to succeedendiafy ourselves in certain lawsuits, our liquidity could be
negatively affected. Sdtem 31 Legal Proceed$or detailed description of current litigation.

Changes to our liquidity may affect our net income and future business plans.

The Company consits the sale of real estate and other investments to be a normal, recurring part of operations and expects these
transactions to generate adequate cash flow to meet ntethe Co
lossesfromper ati ons since its 2004 fiscal year. During this pe
on restaurant and other more typical commercial business activities and have been transitioning away from financetated reel es
adivities. The growth strategies for the restaurant and other commercial operations, as well as administrative costdytteeten
the Companydés liquidity position.

If our existing liquidity position were to prove insufficient, and we were unabtegday, 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 assétsirenn osses

as a result. Specific risks to our liquidity positionincludeyt ar e not | i mited to, currency a
covenant s storeexparsionargl€ e © s r dperatihg défisits.

Risks related to Fatburger

Fatburger debt covenant

At December 31, 2007 and 2006, Fatburger was ramrimpliance with all obligations under the agreements evidencing its indebtedness,
as defined in the applicable agreements, due to its failure to meet the prescribed fixed charge coverage ratio aridetie prescr
debtcoverage ratio in three notes payablde lender subsequently issued a waiver of the covenant violations for both December 31,
2007 and 2006There can be no assurance that Fatburger will be able to comply with all of its obligations under the agreements
evidencing its indebtedness in theure, or that lenders will agree to waive future defaults. Failure to satisfy covenants in the
Company6s | oan documents may result in a defaults areseacce
impact on our business, ppets, financial condition, or results of operations.

Fatburger may not be able to achieve its planned expansion.
We believe the Fatburger segment of our business will constitute an increasingly important part of our business goingrforward
addition b the risks associated generally with a restaurant business, such as changing consumer tastes and price pressurenfjom com
businesses, our success depends i n | ar Weintgnédto drowd-atburgar prarlg b i | i
through developing additional new franchisee and Comjpamed restaurants. Development involves substantial risks, including:

1 the availability of financing to Fatburger and to franchisees at acceptable rates and upon acceptable terms;

1 the availabity of sufficient liquidity to fund continued expansion;
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development costs exceeding budgeted or contracted amounts;

delays in the completion of construction;

the inability to identify, or the unavailability of, suitable sites on acceptable leasing biapanerms;

developed properties not achieving desired revenue or cash flow levels once opened;

incurring substantial unrecoverable costs in the event that a development project is abandoned prior to completion;
the inability to obtain all required goveremtal permits;

changes in governmental rules, regulations and interpretations; and

changes in general economic and business conditions.

=4 =4 =4 -8 -8 -8 -89

Al t hough we i nt e n dperatonsmadevelgpementi@rédbce sugheisks) we cannot assure you thanhpoe future
development will perform in accordance with our expectatidiie. cannot assure you that we will complete the development and
construction of the restaurants, or that any such development will be completed in a timely manner or withio g eny
restaurants will generate our expected returns on investr@mtinability to expand Fatburger in accordance with our plans or to
manage our growth could have a material adverse effect on our results of operations and financial condition.

We may not be able to obtain financing sufficient to fund our planned expansion of Fatburger.

We are implementing a nationwide and international expansion of franchisermpdnyowned locations of Fatburger, which will
require significant liquidity. IFatburger or its franchisees are unsuccessful in obtad@ipigalsufficient to fund this expansion, the
timng of restaurant openings may be delayed and Fatburger

Fatburgerés success depen dnsmberrofsuithbie neavbesthurantgitest o | ocat e a suf
One of the biggest challenges in meeting our growth objectives for Fatburger will be to secure an adequate supplyrafguitable
restaurant sitesWe have experienced delays in opening some Fatburger restaumdmisy experience delays in the future. There can
be no assurance that sufficient suitable locations will be available for our planned expansion in any future periodr fBidlegs in
opening new restaurants could materially adversely affect gptbur 6 s per f or mance and our busine
results and cash flows. In addition, Fatburger is expanding into international markets, which may have additional @rellenges
requirements.

New restaurants, once opened, may not béitatie, if at all, for several months.

We anticipate that new Fatburger restaurants will generally take several months to reach normalized operating levels due to
inefficiencies typically associated with new restaurants, including lack of market awatéerassed to hire and train a sufficient
number of team members, operating costs, which are often materially greater during the first several months of opdfatreaftean
pre-opening costs and other factors. Further, some, or all of the newreggtamay not attain anticipated operating results or results
similar to those of Fatburgerdés existing restaur andeweekly I n
sales volumes than restaurants opened in existing marigit®ay have higher restaurdenel operating expense ratios than in existing
markets. Sales at restaurants opened in new markets may take longer to reach average annualwoeathasfaurant sales, if at all,
thereby affecting the profitability of &se restaurants.

Fatburgerés existing systems and procedures may be inadequ
We face the risk that Fatburgerds existing systems tomahd pr o
accounting sstems, management resources and human resources will be inadequate to support our planned expansion of

companyo wned and franchised restaurants. Expansion may str ai
restaurant development cause other problems. We may not be able to respond on a timely basis to all of the changing demands th
our planned expansion will impose on Fatburger ds i nefourastru

infrastructureo t o manage other factors necessary for us to achiev
effect on our operating results.

Thefast casuatestaurant segment is highly competitive, and that competition could lower revenuessmadymarket share.

Thefast casuatestaurant industry is highly competitive with respect to price, service, location, personnel and the type and quality of
food, and there are manywellst abl i shed competitors. E diredily aod indiFeetly vath a layger 6 s
number of national and regional restaurant chains, as well as with fogallyd quickservice restaurants, fast casual restaurants, and
sandwich shops and other similar types of businesses. The trend toward aeme/érgrocery, deli and restaurant services may

increase the number of Fatburgerés competitors. Sudb incr
financial condition and resul t s shayesubgantially gréatenfisancial, rfacketieg, opdratirig a
and other resources than we have, which may give t hedoceda co

a variety of new products and engaged in substantial priceudithieg in recent years and may continue to do so in the future. There can



be no assurance as to the success of any of Fat bumpgttveds ne
product offerings, pricings and promotionslwil not have an adverse effect upon Fatbur

Changes in economic, market and other conditions could adversely affect Fatburger and its franchisees, and therebyiroyir operat
results.

Thefast casuatestaurat industry is affected by changes in international, national, regional, and local economic conditions, consume
preferences and spending patterns, demographic trends, consumer perceptions of food safety, weather, traffic pgernsntberty

and loation of competing restaurants, and the effects of war or terrorist activities and any governmental responses thesesoctactor
as inflation, food costs, labor and benefit costs, legal claims, and the availability of management and hourly emplayfees als
restaurant operations and administrative expenses. The ability of Fatburger and its franchisees to finance new restapraaniie
improvements and additions to existing restaurants, and the acquisition of restaurants from, and salanfyéstdanchisees is

affected by economic conditions, including interest rates and other government policies impacting land and construetidintftests

cost and availability olborrowed funds.

Increases in the minimum wage may have a materialadger e f f ect on Fatburger éds business

A substantial number &fatburgeemployees are paid wage rates at or slightly above the minimum wage. As federal and state minimul
wage rates increase, Fatburger may need to increase not onlggbs @f its minimum wage employees, but also the wages paid to the
employees at wage ratégmtare above minimum wage. If competitive pressures or other factors prevent Fatburger from offsetting th
increased costs by price increases, profitability meglide. In addition, various other proposals that would require employers to
provide health insurance for all of their employees are considered from time to time in Congress and various statesitidredmpo

any requirement that Fatburger provide Healsurance to all employees on terms materially different from its existing programs could
have a material adverse impact on the results of operations and financial condition of Fatburger.

Events reported in the media, such as incidents involvinglfoatk illnesses or food tampering, whether or not accurate, can cause
damage to Fatburgerdéds branddés reputation and swiftly affec
Reports, whether true or not, of foabdrne ilinesses (such ageli, avian flu, bovine spongiform eaphalopathy, hepatitis A,

trichinosis or salmonella) and injuries caused by food tampering have in the past severely injured the reputationsaoitpanttbie

fast casuatestaurant segment and caoutdthe future affect Fatburger as well. Fatberg 6 s br and reputati on i
business; as aresult, anything thatdam#lgls r and6s reputation could i mmediately an
and profits. If customers become ill from febdrne ilinesses, Hatirger could also be forced to temporarily close some restaurants. In
addition, instances of foedlorne illnesses or food tampering, even those occurring solely at the restaurants of competitors, could, by
resulting in negative publicity about the restmrindustry, adversely affect sales on a local, regional or sysigenbasis. A decrease

in customer traffic as a result of these health concerns or negative publicity, or as a result of a temporary cloduatbofgery
restaurants, could materiabyar m Fat bur ger d8s busi ness.

Changing health or dietary preferences may cause consumers to avoid products offered by Fatburger in favor of altedsative foo
Thefoods er vi ce industry is affected by c¢onssdagends npatfupontherces a
popularity of burgers anf@dst casuatlining. Shifts in consumer preferences away from this cuisine or dining style could have a materia
adverse affect on our future profitability. The restaurant industry is characteritieel dyntinual introduction of new concepts and is
subject to rapidly changing consumer preferences, tastes and eating and purchasingvhdbitsonsumptiorof hamburgers and

related food item# the United States has grown over the past 20 yeardethand may not continue to grow or taste trends may
change. Fatburgero6s success will depend in part oastepand ab
eating and purchasing habits, as well as other factors affectifaptheervice industry, including new market entrants and demographic
changes. If prevailing health or dietary preferences and perceptions cause consumers to avoid these products offergerby Fatb
restaurants in favor of alternative or healthier foadde, mand f or Fat bur ger 6ditspusimesseault lse hamaey. b

Fatburger is subject to health, employment, environmental and other government regulations, and failure to comply ngtbrexisti
future government regulations could expbsat bur ger to | itigation, damage Fatburge
Fatburger and its franchisees are subject to various federal, state and local laws affecting their buBieesgesessful development

and operation of restaurants depend tigaificant extent on the selection and acquisition of suitable sites, which are subject to zoning,
land use (including the placement of driveu windows), environmental (including litter), traffic and other regulations. Restaurant
operations are also gelot to licensing and regulation by state and local departments relating to health, food preparation, sanitation a
safety standards, federal and state labor laws (including applicable minimum wage requirements, overtime, working and safety
conditions anatitizenship requirements), federal and state laws prohibiting discrimination and other laws regulating the design and
operation of facilities, such as the Americans with Disabilities Act of 1990. If Fatburger fails to comply with any tise #fema

be subject to governmental action or litigation, and its reputation could be accordingly harmgdur vy t o Fat bur ger ¢
in turn, likely reduce revenues aptbfits.
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In recent years, there has been an increased legislative, regutatagresumer focus on nutrition and advertising practices in the food
industry, particularly amonfast casuatestaurants As a result, Fatburger may become subject to regulatory initiatives in the area of
nutrition disclosure or advertising, such as iegments to provide information about the nutritional content of its food products, which

could increase expenses. The operation of Fatburgeadbysa fr a
number of states and rules praligated by the U.S. Federal Trade Commission. Any future legislation regulating franchise relationships
may negatively affect Fatburgerds operations, par torexistihgar | y

franchise lawsnd regulations in any jurisdiction or to obtain required government approvals could result in a ban or temporary
suspension on future franchise sales. Changes in applicable accounting rules imposed by governmental regulatoroeemingte g
bodiescoul d al so affect Fatburger ds r epo pricetdfluctuatsar detlise of oper a
Fatburgerés earnings and business growth strategy dpuatemds
maybe harmed by actions taken by franchisees that are outside of its control.

A portion of Fatburgerdéds earnings comes from royal tdépensentand
contractors, and their employees are not eyg#s of Fatburger. Fatburger provides training and support to, and monitors the
operations of, its franchisees, but the quality of their restaurant operations may be diminished by any number of éawtors bey

Fat bur g e rCorssequoeatly, franchises may not successfully operate stores i
standards and requirements and franchisees may not hire and train qualified managers and other restaurant personmgionahy ope
shortcoming of a franchiserestaurant | i kel y to be attributed by consumers to

potentially affecting revenues and profitability.
Risks related to Centrisoft

If Centrisoft is unable to compete successfully in the highly competirkeenior network productivity and security products for any
reason, its business will fail

Centrisoft currently has a limited customer base. The market for enterprise network productivity and security progunsslys in
competitive and we expectcompg i ti on to intensify in the future. An incre
failure to compete effectively may result in pricing reductions, reduced gross margins and a failure to obtain markethemare.
competitors offerig similar products have longer operating histories, greater name recognition, larger customer bases and significar
greater financial, technical, marketing and other resources than Centrisoffdaéslition, larger competitors may bundle products
conpetitive with Centrisoftds with ot her Thpse cudtamers may icheptithese h e y
bundled products rather than segialy purchasing our products.

Customer demand, competitive pressure and rapid changesqimtecl ogy and i ndustry standards c
and services unmarketable or obsolete, and Centrisoft may be unable to introduce new or improved products and serdates, or up
existing products or services, timely and successfully.

To aucceedCentrisoftmust continually change and improve its products, add new products and services, provide updates to produc
and services and replace existing products and services in response to changes in customer demand, competitive gressure, rapi
technological developments and changes in operating systems, Internet access and communications, application and networking
software, computer and communications hardware, programming tools, computer language technology and computer haclser technic
Centiisoft may be unable to successfully and timely develop and introduce these new, improved or updated products and services ¢
achieve and maintain market acceptance for new, improved or updated productsiaed serdevelop and introduce.

The developmearand introduction of new enterprise network and security prodnctgpdates to existing products, is a complex and
uncertain process that requires great innovation, the ability to anticipate technological and market trends, the elbiktyupdate

in a timely fashion and the ability to obtain required domestic and foreign governiuettagulatory certificationsReleasing new

or improved products and services, or updates to products or services, prematurely may result in quality probdeasiagdhem

late may result in loss of customer confidence and market share. When Centrisoft introduces new or enhanced prodices aihd ser
may be unable to successfully manage the transition from its existing products and services to defjiereemproducts and services

to meet customer demand.

Undetected product errors or defects could result in loss of revenues, delayed market acceptance and claims against Centrisof
Centrisoftds products and s er et$, espesiallynhgn first oeledasadespite extensiee testing, e d
some errors are discovered only after a product has been installed and used by custoyrenrers discovered after commercial
release could result in loss of revenues or claims agaimsti§tdt or its resellers.

Centrisoft may be required to defend | awsuits or payodudia mag
and services
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Because Centrisoftds products pr o gctvdleablaimfamatioo, Céntrisoft may fade alansk
for product liability, tort or breach of warranty relating to its products and servicesy one who circumvents C
measures could misappropriate the confidential information or ptbperty of enelisers using our products and services or interrupt
their operationslf that happens, affected enders or channel customers may sue Centrisofiddition, Centrisoft may face liability

for breaches caused by faulty installation andlé@mentation of its products by enders or channel customemlthough Centrisoft
attempts to reduce the risk of losses from claims through contractual warranty disclaimers and liability limitationavisestspnay

be unenforceableSome courtsfor example, have found contractual limitations of liability in standard software licenses to be
unenforceable because the licensee does not sign the lid@efemding a suit, regardless of its merit, could be costly and could divert
management attentioi\though Centrisoft currently maintains business liability insurance, this coverage may be inadequate or may k
unavailable in the futuren acceptable terms, if at all.

Centrisoft may be unable to adequately proteqgbroprietary rights, which mayrhit its ability to compete effectively.

Despite Centrisoftds efforts to protect its proprtenstradey r i
secrets, copyrights, trademarks, service marks and similar proprietary i@ghgisoft may, however, be unsuccessful in protecting its
trade secrets or, even if successful, any required litigation may be costly and time consuming, which could harm our business

If Centrisoft fails to obtain and maintain patent protectiont®technology, we may be unable to compete effectivityaddition,
Centrisoft releson unpatented proprietary technolod@ecause this proprietary technology does not have patent protection, Centrisoft
may be unable to meaningfully protect thistedhmogy f r om unaut hori zed use or misappro
competitors may independently develop similar or superior technologies or duplicate any unpatented technologies that we have
developed which could significantly reduce the valtigs proprietary technology or threaten its market position.

Risks related to our real estate holdings

Our performance and value are subject to risks associated with our real estate assets and with the real estate industry.
Our economic performance @ithe value of our real estate assets, and consequently the value of our stock, are subject to the risk tha
our real estate properties do not generate revenues sufficient to meet our operating expenses, including debt seitate and cap
expenditurespur cash flow will be adversely affectedihe following factors, among others, may adversely affect the income generated
by our real estate properties:

1 downturns in the international, national, regional and local economic conditions (particularly inétneasemployment);

1 competition from other office and commercial buildings;

91 local real estate market conditioparticularly in Barcelona, Spaisuch as oversupply or reduction in demand for commercial
or residential space;
changes in interest rates aahilability of attractive financing;
vacancies, changes in market rental rates and the need to periodically repair, renovaket apdce;
increased operating costs, including insurance expense, utilities, real estate taxes, state and locahégkteaad security
COSts;
civil disturbances, natural disasters, or terrorist acts or acts of war which may result in uninsured or underinsured losses;
significant expenditures associated with each investment, such as debt service payments, rega¢esiasetance and
maintenance costs which are generally not reduced when circumstances cause a reduction in revenues from a property;
declines in the financial condition of our tenants and our ability to collect rents from our temahts;
decreases in ghunderlying value of our real estate.
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Acquired properties may expose us to unknown liability.

We may acquire properties subject to liabilities and without any recourse, or with only limited recourse against thegyda@rather
third parties, with espect to unknown liabilitiesAs a result, if a liability were asserted against us based upon ownership of those
properties, we might have to pay substantial sums to settle or contest it, which could adversely affect our resulisrtd apdreaish
flow. Unknown liabilities with respect to acquired properties might include:

liabilities for clearup of undisclosed environmental contaminatiemazardous substances

claims by tenants, vendors or other persons against the former owners of the gropertie

liabilities incurred in the ordinary course of business; and

claims for indemnification by general partners, directors, officers and others indemnified by the former owners of the
properties.
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Because we rely on our ability to sell assets to genemgudity, fluctuations in the real estate market could negatively affect our cash
flow.
We currently generate a substantial portion of our liquidity from sales of assets, including real estate assets. rihhle &vesall
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assets at effective pricesnitay affect our liquidity and profitability.

We may have difficulty selling our properties, which may limit our flexibility.

Our real estaterppertiescould be difficult to sell. This may limit our ability sjustour portfolio promptly in response thanges in
economic or other conditions. In addition, tax laws limit our ability to sell properties and this may affect our adglitytoperties
without adversely affectingun performance or returns. These restrictions reduce our ability tongspehanges in the performance
of our investments and could adversely affect our financial condition and results of operations.

ITEM 1B. UNRESOLVED SEC COMMENTS

None.

ITEM 2. PROPERTIES

Our corporate headquarters are located in Portland, Oregon, where we lease approximately 5,000 square feet of offilex sapace un
lease expiring ilDecembeR00. Fatburger leases approximat8y00square feet of corpat@office space in Santa Monica,
California under a lease that will expireJanuary 2013Fatburger also operat89 restaurant locations in Californislevada

Louisiana, FloridaPennsylvaniaNew Jerseyirginia, New York and China Two of the retaurant sites in Nevada are operated from
properties owned by Fatburger, while the remaining locations are le@sedrisoft leases approximate3y000square feet of office
space in Portland, Oregon under a lease that will expain2008 In March2008 Centrisoft combingtheir office space witlour
corporate headquarter®AC leases approximately’,500square feet of officand productiorspace inCargnterig California under

a lease that will expire iDecember 207.

ITEM 3. 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 091436n October 16, 2006, Fatburger Holdings, Inc., Fatburger Corporation and Fatburger North
Ameri ca, Il nc. filed suit against Keith A. Warlick (aidWar |l i c
Fat bur ger Cor p o pleymentavith. Fatbiger Was tetninated ennSeptember 21, 2006 by resolution of the board of
directors of Fatburger Holdings, Inc. The Fatburger companies initiated the lawsuit to recover damages from Warliakarising f
wrongful acts and conduct during aafiler his employment, arateasserting claims for: breach of contract, breach of duty of loyalty,
breach of fiduciary duty, conversidrembezzlement; fraud/commencement; intentional interference with contractual relations, and
equitable indemnity. Wéck filed an answer to the lawsuit denying the allegations and included a&nogsaint against Fatburger
Holdings, Inc., Fatburger Corporation, Fatburger North America, Inc., Fog Cutter Capital Group, Inc., and Andrew Wiederhorn

( A CeDoesf se n d forrbteacld gf contract, employment discrimination based on race and retaliation, wrongful termination and
defamatiori slander without any specification of damag&m a motion filed by the Crod3e f endant s, t he Cour't
crossclaim for enployment discrimination based on race and retaliatlarfurther response Warlick initiated a second lawsuit against
the Company, various Fatburger companies, and members of the Fatburger board of directors, which is set D¢ loielfamdants to

the Crosscomplaint filed by Warlick dispute the allegations of the crmawiplaint and intend to vigorously defend against the
crosscomplaint.

Keith Warlick, et al. v. Fog Cutter Capital Group, et al., Superior Court of California for the County of Los Angdes, Case No. 58365915

On February 6, 2007, Warlick, his wife, and a limited liability company controlla¥éjick, each of whom is a minority shareholder
of Fatburger Holdings, Inc., filed a complaint against various Fatburger entities, the Compameyy Mfidderhorn, and members of the
Fatburger board of directors. The complaint alleges fraud, negligent misrepresentation against Wiederhorn and the Gdbmpany, an
breach of contract and breach of fiduciary duty against all the defendants, related tsbusinesansact i ons whi ch
were not in the best interests of Fatburger Holdings, Inc., or the plaintiff minority shareholdedef@iaants dispute the allegations

of the lawsuit and intend to vigorously defend against the claims.

We ae obligated to indemnify our officers and directors to the extent permitted by applicable law in connection with thignalction,
have insurance for such individuals, to the extent of the limits of the applicable insurance policies and subject togsaerimns

of rights. We are unable, however, to predict the ultimate outcome of the matter. We cannot assure you that we wikhé succ
defending against this action and, if we are unsuccessful, we may be subject to significant damaggd tzateca material adverse
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effect on our business, financial condition and operating results. Even if we are successful, defending against llhis betonand
wi || l'ikely continue to be, expensi v eanframiotme busiresssomaarinsragd harm d
our business.

Other Legal Matters
We areinvolved in various other legal proceedings occurring in the ordinary course of businessveshiieve will not have a
material adverse effect aur consolidated finanal condition orresults ofoperations.

Shareholder Derivative Complaint

On July 6, 2004, Jeff Allan McCoon, derivatively on behalfFo§ Cutter filed a lawsuiin the Circuit Court for the State of Oregon
(Multnomah County) which namadsand all ofour directors as defendantsn January 2006, the Circuit Court dismissed the entire
derivative | awsuit, ruling that Mr. Mc Coon was unfitthisto re
ruling. In December 2006, the Company reed a settlement with the plaintiff in which the Compagyeel to pay $125,000 in legal
feesand is released from further liability under this complaifibe settlement agreement was accepyettie court on January 2, 2007,

and Fog Cutter paid the setthent on Januar24, 2007.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of our shareholdersgiilménquarter ended Decemigdr, 2007.
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PART Il

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Trading Market and Historical Prices
FromApril 6, 1998through October 120040 ur common stock, par

val ue $viasqOote@dnthe e r

NASDAQ National Market.FromOctober 14, 200tb June 23, 20Qurcommon $ockwas quotedn the overthe-counter market on

the OTC fipehkesthieeé¢ sJdne 24, 2007, our

common stock began

as FCCG.OB.The approximate number of holderecord(not benefical stockholdersas most shares are held in brokerage name)

of ourcommonstock was82 at February 8, 20@.

The following table sets forth the high and low sales pricesuotommonstock as quoted otne OTCmarketfor the periods indicated.

2007 High Low
First quarter $ 2.440 $ 1.120
Second quarter $ 3.240 $ 1.550
Third quarter $ 2930 $ 1.500
Fourth quarter $ 1.600 $ 0.800

2006 High Low
First quarter $ 3.810 $ 2.950
Second quarter $ 3.550 $ 2.450
Third quarte $ 2.750 $ 1.400
Fourth quarter $ 1.550 $ 0.900

Dividends

During the year ended December 32207 we did not declare or pay any distributions to shareholderging the year ended December
31,2006 we declaredonecashdistributionof $0.13 ger sharg$1.0 million). 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, capites rrscguie
other factors deemed relevant by the BazrBirectors. One factor the Board of Directors may consider is the impact of dividends on

our liquidity.

Equity Compensation Plan Information
The information presented in the table below is as of December 31, 2007.

Number of securitie®

Number of securities
remaining available for futur

be issued Weightedaverage issuance under equity
upon exercise of exercise price of compensation plans
outstanding options, outstanding options, (excluding searities
Plan category warrants and rights warrants and rights reflected in column (a))
@ (b) (©)
Equity compensation plans approve
by security holders..........ccccccooveeeen. 3,246,333 $1.57 (3,306)
Equity compensation plans not
approved by security holdets) ......... - -
TOtal ..o 3,246,333 $1.57 (3,306)

(1) Infiscal year 2000wveestablished the Fog CutterLoige r m Vest i ng Trust (the @ATr usutconmon whi
stock from an unrelated sharehold@ur contribution to the Trust of approximately $1.3 million wastgeld in compensation expenses
for the year ended December 31, 2000. Subsequently, the Trust has used Trust earnings to fund the B&@f&@sadditional shares

of our commorstock.

The Trust was established for the benefvafemployees and dictors to raise their ownership in the Company, thereby strengthening the
mutuality of interests between them amd shareholders. While these shaneseheld in trust, theyverevoted ratably with ballots cast

by all other shareholders.

On March 1, 200, by action of the trustees, all allocated shares under the Trust became fully vested to the beneficiaries. The Trust
distributed the shares to the beneficiaries in 2007, and was terminated upon completion of the distribution process.
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Comparison of Fig-Year Cumulative Total Shareholder Retidacembef002 through Decemb&007

The following performance graph covers the period beginning Dece3tb@0® through Decembe3l, 200. The graph compares

the return on our common stock to the StandaRRbor 6 s 500 St ock

ndex

(AS&P 5000 )Theand

stock price performance shown on the graph below is not necessarily indicative of future stock price performance.

$350.00
$300.00 /’\I/\\
$250.00
/ —e— FCCGI
$200.00 /
4 —=— PGl
$150.00 "\><’7AK/
$100.00 % — — S&P 500
$50.00
$_ T T T T T
2002 2003 2004 2005 2006 2007
2002 Base Measurement Period(1)(2)
December 31 Deember 31 December 31 December 31 December 31 December 31
2002 2003 2004 2005 2006 2007
Company $ 100.0( $ 158.7: $ 108.5¢ $ 148.8¢ $ 50.0¢ $ 4171
PGI(3) $ 100.0( $ 211.8¢ $ 309.7: $ 305.7: $ 332.5¢ $ 260.8:
S&P 500 $ 100.0( $ 126.3¢ $ 137.7¢ $ 141.8¢ $ 161.2 $ 166.8¢

(1) Assumes all distributions to stockholders are reinvested on the payment dates.

(2) Assumes $10 invested on December 31, 200 our common stock, the S&P 500 and the PGI.

(3) The companies included in the PGI are FirstCity Fingrig#ak Yard BurgersIncRu b i 0 6 s

ITEM 6. SELECTED FINANCIAL DATA

R e SSoni& CorppandMEG Capital Corp.

The following table sets forth selected historical, financial and operating data on a consolidated basis at B&c200Be2006, 200,
2004 and20@3 and for the years then ended. The information containgdsitable should be read in conjunctiwith Item 7-
Management's Discussion and Analysis of Financial Condition and Results of Opeaaiibosr historical consolidated financial

statements, including the notes thereto, included elsewhere in thit repor

Year Ended December 31,

2007 2006 2006 2004 2003
(dollars in thousandsexcept share dafa

Statement of Operations Data:
Total operating reVENUE...........cccvevvveiieiienee e sie e eie e $ 43,583 $ 41,281 $ 27,815 $ 23,838 $ 8,173
Total operating costand expenses (27,302 (24,799 (16,322 (14,977) (5,266
General and administrative costs. (29,847 (31,50% (21475 (27529 (14,709
Non-operating income (expense) (5,207 2,040 2,118 9,847 16,657
Incone (loss) before provision for income taxesnority

interests, and equity INVEStEES..........cccvveeeriiieeniiiieenn. (18,773 (12977 (7,869 (8,821 4,859
Minority interest in earnings...........cccovvvvevieiineeniee e 878 109 - - -
Equity in income (loss) of equity iNVES®.............cccceeevne. - 748 (885 4,419 4,934
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Year Ended December 31,

2007 2006 2006 2004 2003
Income taxbenefit (Provision)..........cccccvveviiiiiiieenn e, 4,390 1,249 - - (3,659
Income (loss) from continuing operations................cc....... (13,505 (1087) (8,749 (4,402 6,138
Income (loss) from discontimal operations............cceeeeeenn. 3,288 744 1,546 332 (849
Net iNCOME (I0SS)....veeiiiieiiiieiiie e $ (10,217) $ (10,127 $ (7,203 $ (4,070 $ 5289
Basic earnings (loss) per shareontinuing operations......... $ (170 $ (137 $ (109 $ (052 $ 071
Diluted net earnings (loss) per shareontinuing operations. $ (170 $ (137 $ (109 $ (052 $ 0.70
Dividends declared per share...........ccccccovveevvieeeeeineeenen. $ - $ 0.13 $ 0.52 $ 0.52 $ 0.52

At December 31,
2007 2006 2005 2004 2003
(dollars in thousands)

Statement of Financial Condition Data:

TOtal BSSELS...ciiiiiiiiiieciie e $ 53,769 $ 59,800 $ 65,494 $ 73,707 $ 108,888
Investment in real estate, Net..........cccceeeeiiiiieenciiieee e, 19,658 22,564 30,045 26,469 22,489
Securities available for sale, as estimated fair value.......... - - 1 9 35,510
Investment in equity INVESLEES.........ccuveeiiiiiiiieeiiee e - - 803 1,901 2,141
Borrowings and notes payable............c.ccocviiiienniiinicns 19,269 15,853 12,936 7,977 33,122
Obligations undr capital lease.............cccveveiiiieenniiieneene 12,064 12,491 11,187 12,542 13,038

Our net earnings durir@003cameprimarily from the sale of mortgageacked securities and from the sale of esshteby our Bourne
Endsubsidiary In 2004, heseassetbe@mea less significant part of o@tatement of Financial Conditi@ndmaterialearnings from
the sale of these assarenot expected to continue. We reinvested a portion of the proceeds from the sale of these asgaityinto
positions inFatburger Geage Elkins,DAC, Centrisoft, and other investmentd/e expect temphasize ourestauranbperations and
phase out ounther business segmensing forward Future earnings will depend upon girefitability and expansionf therestaurant
operationsard the ability to selbur otherinteress ata profitable return.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Executive Summary

Business Overview

Fog Cutter Capital ®upInci s pri marily engaged in the oper atréesaumantbosiness t s
We acquired the controlling interest in Fatburger in August 2003 and own 82% voting control as of December 31, 200@r, Fatburg
AThe Gt asatt Hamburger StandoE, opened its first resta®ant i

Fatburger restaurants locatedlihstates and in Canada and China. The restaurants specialize in fresh, made to order hamburgers al
othe specialty sandwiches. French fries, homemade onion rings;dcanged ice cream shakes and soft drinks round out the menu.

We planto open additiondFatburgerestaurantshroughout the United States and internationally, including Caztdaaand the

United Arab EmiratesWe intend to continue to open compamyned restaurants in strategic markets and increase the number of
franchised locations in the U.S. and internationally. Fatburger has opened a48tedsthurant locations since our aifion in

2003. At December 31, 200Tahchisees owedand operaté53 of the Fatburger locations and we have agreements for approximately
245new franchise locations. Many factors affect our ability to open new franchise locations and we experilttelitatseveral

years for our current franchisees to open all of their restaurant locations. As is typical for our industry, the identifigatlified
franchisees and quality locations has an impact on the rate of growth in the number obavamest

In addition to our restaurant operation, we asoductmanufacturing activities, software development and sales actiatidsnake
real estat@and other real estatelatedinvestmentshrough various controlled subsidiaries

Operating Segnmds
Our operating segmendse:

() RestauranOperations corducted through ouFatburgeisubsidiary
(i) Manufacturing Operatioisc onduct ed t hrough our wholly owned subsidi a
(iii) Real Estate and Finance Operaticars]
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(iv) Software Devalpment and Sales Operatidne onduct ed t hrough our subsidiary, C¢

Due to the varied nature of our operations, we do not utilize a standard array of key performance indicators in evalesirtis ot
operations. @r evaluation instead focuses on an investAwgrinvestment or assdty-asset analysis within our operating segments.

Significant Events
The following significant events affected our operations for the year ended December31, 200

1 Restaurant openingsDuring the year ended December 31, 2007, we opseeehadditional Fatburger restaurant locations
(five franchise andwo companyowned), and one franchise location was closed. We also purchased the net assets of a
franchisee with two locations and camed them to compargwned locations. In the acquisition, we issued a note payable to
the franchisee for $0.2 million, and assumed accounts payable and notes payable totaling $0.3 million, in exchange for $0.
million of property, plant and equipment.

1 Sale of real estate In July 2007, we sold one staatbne 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 we recognized a gain on the sale of less than $0.1 million.

1 Repayment of otes receivablé In August 2007, we received payment on one note receivable of approximately half of the $0.5
million book value, which was due on August 18, 2007. The remaining principal was extended for one year. Upon extensic
we received and defed a loan fee of less than $0.1 million, which will be amortized over the remaining life of the note
receivable.

91 Discontinued operations (FCRI)At December 31, 2007, our wholywned subsidiary, FCRI, hetulr real estate lease
portfolio. In the fourttguarter of 2007, FCRI met our requirements to be classified as held for sale, and we sold FCRI in
February 2008, subsequent to year end. As such, all assets and liabilities related to FCRI have been classifiedsakeheld for
at December 31, 2007 and) Prior to our decision to sell FCRI, it was part of our Real Estate and Financing Operations.

1 Discontinued operation&eorge Elkins) On February 28, 2007, Fog Cap Commercial Lending Inc., our wbalhed
subsidiary, sold its 51% interestin GeoEgé ki ns Mort gage Banking Company (AGeo
for our portion of the proceeds and recorded a gain on sale of $2.5 million.

1 Borrowings on notes payabléWe borrowed an additional $1.1 milliem January 2007 and $0.2 miltian December 2007
on a note payable that had a balance of $2.1 million at December 31, 2006. The amended note has a Badanitieaf &
December 31, 200and is secured primarily by our interest in DAC.

1 Borrowings on notes payabldn May 2007 we borrowed an additional $1.0 million on a note payable that had a balance of
$2.1 million at December 31, 200fcluding loan feeshie amended note has a balancedo®hillion at December 31, 2007
and is secured primarily by our interest in our essghte lease portfoliolhis note was paid in full subsequent to December 31,
2007, upon the sale of our real estate lease portfolio.

I OTC Bulleting Board listing Effective June 24, 2007, our common stock began trading on the OTC Bulletin Board (the
AP@CBBO) mar ket as FCCG. OB. The OTC Bull et i ntineguatesd i s
lastsale prices, and volume information in qualifying etleecounter equity securities. Prior to being listed on the OTCBB,
our shares we quoted by Pink Sheets LLC.

Critical Accounting Policies

Our consolidated financial statements, found utigen 8 Financial Statements and Supplementary Datthis filing, have been

prepared in accordance with accounting principles generally &ctiepthe United States. The preparation of these financial statements
requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disolirsgeatof ¢
assets and liabilities at the date of the finahsiatements, and the reported amounts of revenues and expenses during the reporting
period. We base our estimates and judgments on historical experience and on various other factors that are beli@sathadlee re
under the circumstances. Actualuks may differ from these estimates. We believe the following critical accounting policies affect our
more significant judgments and estimates used in the preparation of our financial statements.

Valuation
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At December 31, 200 our largest asset congdtof our portfolio of real estate. We value our real estate holdings either by independent
appraisal or through internally generated analysis using comparable market data.

Fatburger Restaurant and Franchise Revenue
Revenue from the operation of Fatburgempanyowned restaurants is recognized when sales occur.

Franchise fee revenue from the sale of individual Fatburger franchises is recognized only when we have substantialtyqerforme
satisfied all material services or conditions relating to the. sehe completion of training and the opening of a location by the
franchisee constitussubstantial performance on our part. Currently, Fatburger chiaagebise fees 50,000 pedomestidocation

and $65,000 per international locatio®nehalf of the feefor domestic locationare collected in cash at the time the franchise rights
are granted and the balance is collected at the time the lease for the location is eXdrutadire fee for international locations is
collected at the time thieanchise rights are grante®lonrefundable deposits collected in relation to the sale of franchises are recorded
as deferred franchise fees until the completion of training and the opening of the restaurant, at which time the feareleseidds
recognized.

Fatburger also collects a royalty ranging from 5% to 6% of gross sales from restaurants operated by franchisees. eleatiniegsr r
royalty fees as the relat@doduct, beverage, and merchandiakes are made by the franchisees. Costsrrgltticontinuing franchise
support are expensed as incurred.

Manufacturing revenue recognition
We recognize revenue from our manufacturing operations when substantially aluetitheisks and rewards of ownership of the
inventory have been transfed to the buyer. Generally, this occurs when the inventory is shipped to the customer.

Longlived assets, held for sale
We classify our longdived assets to be sold as held for sale in the period when the following criteria are met:
(i) management commits toplan to sell the asset;
(i) the asset is available for immediate sale in its present condition subject only to terms that are usual and custossof for sal
such assets;
(iii) an active program to locate a buyer and other actions required to complete tloegelathe asset have been initiated;
(iv) the sale of the asset is probable, and transfer of the asset is expected to qualify for recognition as a completéu ciade, with
year;
(v) the asset is being actively marketed for sale at a price that is reasonaldéion to its current fair value; and
(vi) actions required to complete the plan indicate that it is unlikely that significant changes to the plan will be matie qridimat
will be withdrawn.

Recognitiorof Sale of Assets
Our accounting policy calls fohé recognition of sales of financial instrumeautsl other assetsly when we have irrevocably
surrendered control over these assets. We do not retain any recourse or performance obligations with respect toansesalé&® of
recognize gain on saef real estate under the full accrual method when:
() a saleis consummated,
(i) the buyerds initial and continuing investments are ade
(iii) any receivable from the buyer is not subject to future subordimatiad
(iv) the usual risks and rewards of ownership of the property have been transferred to the buyer.

If any of these conditions are not met, our accounting policy requires that gain on sale be deferred until all of ivesdesetitibeen
satisfied.

Goodwill and Other Intangible Assets

Goodwill represents the excess of the purchase price and other acquisition related costs over the estimated fair neluangitie

and intangible assets acquired. We do not amortize goodwill. Intangible asstasamtat the estimated value at the date of acquisition
and include trademarks, operating manuals, franchise agreements and leasehold interests. Trademarks, which haveesdafiite |
not subject to amortization. All other intangible assets mn@tzed over their estimated useful lives, which range from five to fifteen
years.

We assess potential impairmentgtmdwill andintangible assets at least annually, or when there is evidence that events or changes i
circumstances indicate that therying amount of an asset may not be recove@ad.judgments regarding the existence of impairment
indicators and future cash flows related to intangible assets are based on operational performance of our acquiredrhasgketsses
conditions and othdactors. Future events could cause us to conclude that impairment indicators exist and that goodwill or other
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intangible assets associated with our acquired businassiempaired. Any resulting impairment loss could have an adverse impact on
our resuls of operations.

Impairment of londived assets

I n accordance WcouhtingFoktBe IINpairmert @ Disposal of Lebiged Assets ( i F A Svereviedaur) ,
long-lived assets for impairment whenever an event occurs that indicates amieainay existWe test for impairment using the
estimated future cash flows of the asset.

Minority interests
We apply Accounting RensobdateddinandauStatemantis {f AMRB HUNL,0)fH which r equ

all intercompauw profit or loss and balances between consolidated companies. ARB 51 also requires the recognition of minority inter
in consolidated subsidiaries. Consistent with ARB 51, where losses applicable to a minority interest exceed the raiestity e

capital of the subsidiary, such excess and any further losses are charged against the Company. Should the subsidiesfitabyme

the Company will be credited to the extent of such losses previously absorbed.

Sharebased payments

On January 1,06, we adopted Statement of Financial Accounting Standards RB ( $FhareBased Paymeat ( AiFAS 12 3 R
which requires all shareased awards to employees, including grants of employee stock options, to be recognized in results of
operations based ohdir fair value. Prior to January 1, 2006, the Company apphiedounting Principles Board Opinion No. 25
flAccounting for Stock Issued to Employees( i A Pahd réld&edl )nterpretations in accounting for stersed payments.

Accordingly, no compensatin expense was recognized in results of operations prior to January 1, 2006 relatingbasddhre

payments.

Results of Operations

During the most recent three full fiscal years, operations have resulted in net lesss follows:

NetLoss
Year Erded December 31
2007 2006 2006
(dollars in thousandsexcept per share dgta
Lossfrom continuing operations $ (13,509 $ (10,879 $ (8,749
Lossper sharefrom continuing operations $ 1.70 $ (1.39 $ (1.09

The losfrom continuing perationdor the year ended December 31, 20as$13.5 million, or $L.70per share.The loss is primarily

due to significant operating expenses associated with our management infrasamtt®de7 million in recognized market value
impairments We hae put in place a management structhegwe believe will enable us to significantly expand our operations, notably
our Fatburger subsidiary. However, until the growth in operations is realized, the cost of our management structbamvelblgeour
existing operationsOur results for 200compare to a losfsom continuing operationsf $10.9million, or $1.37 per shardor 2006 and

$8.7 million, or $1.09per share for 280 These results werdsoprimarily attributable to ouoperating expenses ave transitioned the
Statement of Financial Conditi@and began focusing on our restaurant operations and other key subsidiaries

The following sections describe the results of operations of our operating segmeathfothethreeyeasended Decendy 31, 200,
2006 and 206.

Restaurant Segment Operations
The following table shows our operating margin for company owestdurant$or each of the three years ended December 31:

Year Ended December 31
2007 2006 2006
(% to Companyowned restawuant sale}

Restaurant &les:
Companyowned restaurant sales 100.0% 100.0% 100.0%
Cost of sale$ food, paper, merchandise (24 6%) (24.5%) (27.8%)
Cost of sale$ wages and benefits (33.5%) (31.3%) (30.6%)
Restairant depreciation and amortization (6.20) (5.1%) (4.7%)
Operating margin (restaurant sales only) 35.7%6 39.1% 36.9%
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The following table shows our total operating results from the restaurant segment for each of the three yearsemted Ele

Year Ended December 31
2007 2006 2006
(% to total revenue)

Total Restaurant Operations:

Companyowned restaurant sales 93.0% 91.1% 90.9%
Royalty revenue 6.5% 7.2% 6.9%
Franchise fee revenue 0.5% 1.™% 2.2%
Total revenue 100.0% 100.0% 100.0%
Cost of sales (59.8%) (55.5%) (57.3%)
General & administrative costs (48.%%) (49.3%) (45.1%)
Interest expense (2.4%) (2.7%) (3.1%)
Other noroperating gpenses (7.3%) (8.1%) -%
Minority interest in losses 2.8% 0.4% -%
Segment loss (15.1%) (15.20) (5.5%)

For the year ended December 31, 2@®mpany ownedestaurant sales increas&@ to £9.5million from $28.4million in 2006.
This increase wathe mainly theresult oftwo newcompany ownedtoresin 2007 and a price increase dune 2006 Same store sales
for companyowned restaurantiecrease®.8% for the year ended December 31, 266mpared to the same period @08. The
operating margin for compargwned locationslecreased t&85.7% in 200 from 39.1% in 20@, due toincreasd labor costand
depreciation expense as a percentage of company owned restaurant sales

Royalty revenuelecreasedt.5%, from $.2million in 2006 to $2.1 million in 2007, primarily due todecreased same store sales for
franchise operationg—ranchisdeerevenuedecreased0.0%, from $0.5million in 2006 to $0.2 million in 2007, as we addetbur new
franchise locations in 200compared t®ix locations in 208. Same store salesrféranchise locations decreasidl.8% for the year
ended December 31, 2ZDBompared to the same period in 800

Systemwide same store saldscrease®.8% for the year ended December 31, 280mpared to the s@e period in 206. Our loss
from restaurant operations wa5.1% of total revenue for 200compared td5.24 for 20@8. Theincrease in cost of sales as a
percentage of total revenue was offset by a decrease in general and administrative, interest andagtérating expenses as a
percentage of total revenue

For the year ended December 31, 2ampany owned restaurant sales incred8e®6 to £8.4million from $23.9million in 2005.
This increase was primarily the resultrifie newcompany ownedtores in 2006 and a price increase n June 28aéne store sales
for companyowned restaurants increask@ for the year ended December 31, @@0mpared to the same period in 800 he
operating margin for compargwned locations increased36.1% in 2006 from 36.9%6 in 20, due tathe price increase combined with
thecontinued implementation of cost control measulRgyalty revenue increas@@.2%6, from .8 million in 2006 to $.2million in
2006, while Franchisede revenuéecreased 6.®6, from $0.6 million in 2005 to $0.5million in 2006. Both of theseehangesverea
result of our restaurant operations growth strategy, as Fatburger opened 18 franchise stores in 2005. Our net |Gagdmaim rest
operationsncreased td 5.2 of total revenuéor 2006 (compared to 5.5% in 2008ye toincreased general and administrative
expenses as we contirt® establish our infrastructure to support our planned expansion

We planto open additiondFatburgerestaurantshroughout the United States amtieirnationally, including Canag@hinaand the
United Arab EmiratesWe intend to continue to open compamyned restaurants in strategic markets and increase the number of
franchised locations in the U.S. and internationally. Fatburger has openatid 48trestaurant locations since our acquisition in
2003. As is typical for our industry, the identification of qualified franchisees and quality locations has an impact on fluggoatd o

in the number of our restaurants.

ManufacturingSegment Opations

Year Ended December 31

2007 2006 2006
(% to total revenue)
Manufacturing sales 100.0% 100.0% 100.0%
Manufacturing cost of sales (59.%0) (58.3%) (57.8%)
Engineering and development (8.5%0) (8.8%0) (16.30)
Operating nargin 32.1% 32.9% 25.9%
Compensation expense (13.3%) (13.3%) (15.8%)
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Depreciation expense (0.8%) (0.7%) (0.4%)

Other operating expense (9.3%) (4.9%) (8.4%)
Segment income 8.7 14.0% 1.3%

Total revenue fothis segment wasl®.6million for the year ended December 31, 2007, compared to $9.8 million for the year ended
December 31, 2006. Net income for this segment \kariillion for 2007, compared to $1.4 million for 2006.

Operating resultfor the yeaended December 31, 2086 not comparable to the same period of 2005 because we began consolidating
DACbs operations in November 2005 when we acquired voting

In order to focus our efforts on our restaurant segment, we intend to sefjwty position in DAC for an amount higher than our net
investment. If we were to sell this segment, it would decrease our net revenue and increase our net loss. Therssarabeenthat
we will be able to sell this segment for a profit.

Real Esaite and Finance Segment Operations

Real Estate Operations: Year Ended December 31
2007 2006 2006
(dollars in thousands

Operating revenue $ - $ 250 $ 604
Operating expenses 9) a73 (126
Depreciation and amortization (5) (56) (166)
Operating margin (14) 21 312
General and administrative expenses (59 (369 (297
Interest expense (484 (350 (126
Market value impairment (3,569 (1,027) -
Gain on sale of real estate 13 2,905 1,289
Income(loss)from real estate operations (4,103 1,180 1178

During the year ended December 31, 2Gfur operating margin on real estdaxreasetb negative$4.1 million from positive$1.2
million in 2006. This is due to $.6 million of market value impairments in 200@ompared to $1.0 million in 20063ombined with a
$2.9 million decrease in gain on sale of real estate compare to ROB&third quarter of 20@, we soldonebuilding for proceeds of
$0.4 million, resulting in anet gain on sale déssthan$0.1 million. Interest expense for thearendedDecember 3, 2007 increased
compared to the same period of B@® we borrowed money on various notes payable secured by ceda@state investmentfn
2007, werecognizd market valuempairments totaling3.6 million relating toone ofour remaining Barcelona apartment buildings
(compared to $1.0 million in 2006)

During the year ended December 31, 2006, our operating margin on reahestatablet $1.2 comparedd 2005. In the first quarter

of 2006, we sold seven buildings for total proceeds of $3.5 million, resulting in a net gain on sale of approximatelyds0.5mthe
second quarter of 2006, we sold a parcel of vacant land for total proceeds of $ar§ msulting in a gain on sale of approximately
$1.2 million. In the third quarter of 2006, we sold our Eugene warehouse property for total proceeds of $2.8 milliag,ireauain

on sale of approximately $1.2 million. Interest expense for¢lae gnded December 31, 2006 increased compared to the same period
of 2005 as we borrowed money on various notes payable secured by certain real estate investments in 2006. In 20@8)egeaestabl
market value reserve of $1.0 million relating to one wf@maining Barcelona apartment buildings.

In 2005, we soleightbuildings for total proceeds of $4.5 million, providing a gain on sale of $1.8 million. In addition, we sold one
building in Barcelona, Spain in 2005 for total proceeds of $1.9 millesylting in a gain on sale of $0.4 million.

Interestincomei Ourinterest income for the year ended December 317 288 $.2 million, compared with 8.3 million for 2006 and
$1.3million for 2006. The decrease in each subsequent year is primarityuidible to a net reduction in average asset balance,
reflecting the sale of most of our mortgaggcked securities and the sale or repaymenbtesin our notes receivablportfolio.

Foreign Exchange GairisChanges in foreign currency exchange ragssited in a net gain of approximately.@million in this
segment for the year ended December 317208mpared tgainsof $1.0 million for 2006 andlossesof $0.4 million in 2006. At
December 31, 200 approximatelyl6% of our total assets and 3%air total liabilities were denominated in EurdSedltem 7Ai1
Quantitative and Qualitative Disclosures about Market RisKurther analysis.

Equity in Earnings of Equitinvestee$ In June 2006our Bourne Endequity investeeold its last remaininghopping center and
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recognized a gain under U.S. financial reporting standards of approximately $1.1 million, of which, our share was app$ighate
million. We were also allocated additional income from Bourne End in the approximate amount ofi&hSunder a revenue sharing
agreement with the other investors as a result of exceeding certain profitability measures. As a result, we recogniftiech $0.7
income from Bourne End during tiyearendedDeamber 3, 2006, compared @ loss of$0.9 million for 2005. We do not expect
Bourne End to be a significant sourcarafomein the future.

Gain on Sale oflotes Receivablend Securitie$ In 2006, we sold our interest in onete receivabléor proceeds of $0.7 million. This
notehad a carring value of $0.2 million and provided a gain on sale of $0.5 millidrere were no comparable reveisoarcesn 2007
or in 2005.

SoftwareDevelopment and Sal&egment Operations

Year Ended December 31

2007 2006 2006
(dollars in thousands
Sottware sales $ 249 $ 47 $ 8
Engineering and development (444 (693) (284)
Compensation expense (236 (807) (503)
Depreciation and amortization expense (445 (377) (148)
Other operating expense (357 (693) (372)
Interest expense (1,141 (842) (114)
Other noroperating expense (1,000) (46) -
Segment loss (3,374 (3,411 1,41

Total revenue for this segment wiG 2 million for the year ended December 31, 2007, compaiedgdhan $0.1 riion for the same
period in2006. The segment loss was approximat8lyt #illion for 2007, including $1.0 million of recognized impairment on

goodwill, and $.4million in 2006. We acquired voting control of Centrisoft in July 2005 and began consolidat Cent r i sof
operations at that ti me. Accordingly, the compar abddetead mou
consolidation. In order to focus our efforts on our restaurant segment, we intend to sell alktionaofaur equity position in

Centrisoft. If we were to sell this segment, we believe that it would have a positive effect on our cash flow and decrebless

There can be no assurance that we will be able to sell this segmengst expese for this segment is primarily due to Fog Cutter and

is eliminated upon consolidation.

Corporate Expenses

Year Ended December 31

2007 2006 2006
(dollars in thousands
Compensation and employee benefits $ 5,945 $ 6,784 $ 3,358
Travel and etertainment 1,691 1,498 487
Professional fees 1,323 1,710 2,112
Directors fees 520 434 347
Insurance 374 721 939
Occupancy costs 139 174 218
Padraig (\\Model) operating expenses - - 277
Other expenses 683 516 276
Total corporate expenses $ 10,6/ $ 11,837 $ 8,014

For the 2007 fiscal year, we incurred corporate operating expense8.afi#llion, compared to $11.8 million in 2006 and 8.0 million

in 2005. Thidecrease in 2003 primarily due to alecreas@é compensation expensas bonus incentives to certain officers were not
paid in 2007 Corporate expenses for 2007 also inclugl® fillion for share based payments accounted for under FAS 123R,
compared to @.8million for 2006 whichincreasd due to various stock option grants in August 2006 and a stock option exchange plan
adopted in December 2008heoverallincreasen corporate operating expendesm 2005 to 2006 iprimarily due to an increase in
recognized compensation exgses. The majority of compensation costs relating to our chief executive officer during 2005 were
accrued and expensed in 2004 under his leave of absence agreement. Accordingly, his compensation costs began tougparue again
his return in November 5. Prior to 2006, Bare based paymenigreaccounted for undekPB 25 and thus not expensed in prior
years.

Travel and entertainment expenses for the year ended December 31, 2006 include $0.4 million paid to Peninsula Catyital, an ent
owned by our cief executive officer, as reimbursementioé actuat o st s f or t he Companyds busi nes
$0.3 million paid under the terms ofractionallease assumed by the Company from Peninsula CaphalBoard of Directors is awea

of the relationship and approved the fees for the use of the aircraft and the assignment of the fractional lease.
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Ourformerconsolidated subsidiaripadraig (V Model Managementyasa French LLGwhich terminated operations in December
2005.

Managemat allocation and other intercompany charges

In 2006, as we focused our efforts on the Fatburger segment we began allocating a portion of our corporate expenstsitartur re
segment to more accurately reflect the operating results of that segmanallddation wa$2.1 million for the year ended December
31, 2007, compared %22 million for 2006 This allocation is eliminated upon consolidation on the Consolidated Statements of
Operations.There was no comparable allocation in years prior @62Mther intercompany charges, including intercompany interest
expense, are eliminated upon consolidation, and totdlgch@llion for 2007, $0.7 million in 2006, and .2 million for 2006.

Income taxes

Duringeach othe yeasended December 32007and2006, we determined that it was more likely than not that certain NOL carryovers
would be available to offset prior taxable income. As a result, we recognized an income tax b&agfitroflion in 2007 $1.2 million

in 2006)and reduced the defed¢ax liability by the same amount. During earendedDecember 3, 2005, a provision for income
taxes was not required due to the net operating loss generated dufisgahgear

Discontinued Operations

At December 31, 2007, our wholbywned subigliary, FCRI, held oureal estate lease portfolio. In the fourth quarter of 2007, FCRI met
our requirements to be classified as held for sale, and we sold FCRI in February 2008, subsequent to year end. assstlanall
liabilities related to FCRhave been classified as held for sale at December 31, 2007 and 2006. Prior to our decision to sell FCRI, it w
part of our Real Estate and Financing Operations. The following table shows our total operating results from FCRIffiivectiichen
yearsended December 31:

Year Ended December 31

2007 2006 2006
(dollars in thousands
Operating revenue $ 3,782 $ 3,659 $ 3,694
Operating expenses (1,356 (1,313 (1,349
Depreciation and amortization (445 (423) (433
Operatingmargin 1,981 1,923 1,916
General and administrative expenses (366 (211) (270)
Interest expense (939 (1,003) (1,058
Market value impairment - - (300)
Gain on sale of real estate - - 933
Other noroperding income 31 6 6
Provision for income taxes 17 (74) -
Income fromdiscontinuedeal estate operations $ 724 $ 641 $ 1,227

In December 2006, we and our 49% partners reached an agreement to@ehenship interest in George litlk, a California
commercialmortgage banking operatiomhe sale closed in February 2007. As such, results from operations of George Elkins for the
nine months ended September 30, 2007 and 2006 have been classified as discontinued operatiortbe Bdoiston to sell George
Elkins, it was a reportable segment of our operatidine following table shows our total operating results feeorge Elkingor each

of the three years ended December 31:

Year Ended December 31

2007 2006 206
(dollars in thousands
Total revenue $ 1,808 $ 6,907 $ 8,427
Compensation expense (1,499 (5,797) (6,691)
Other operating expense (216 (938) (969)
Non-operating income 16 385 168
Gain on sale ofssets 2,492 - -
Minority interest in earnings (37 (454 (616)
Segment income $ 2,564 $ 103 $ 319
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Changes in Financial Condition

Overview
Our assets, | iabi |l iforithetwo raostdecenttfiscal yedran bedsemmarized asfallows: y
Year Ended December 31
2007 2006
(dollars in thousands

Total assets $ 53,769 $ 59,800

Total liabilities 51,072 49,005

Total minority interests 701 571

Tot al stockhol derso6 e 1,996 10,224

The decrease in total assetsidgr2007 is primarily due to a decrease in investment in real estate as wengpidpery and recognized
market value impairments of $3.6 million during 200T7otal liabilitiesincreased from 20@8) primarily due tancreased accounts

payable and accrddiabilities and additionddorrowings omotes payableartially offset bythe recognition of .4 million in deferred

tax benefit in the third quarter of 2B0The cash received from the sale of assets or from operations was used to support iuy operat
activities andacilitate the expansion of Fatburger

While we do not have a fixed dividend policy, we may declare and pay new dividends on our common stock, subject toialur financ
condition, results of operations, capital requirements and othergateemed relevant by the Board of Directors. One factor the Board
of Directors may consider is the impact of dividends on our liquidiity dividendswveredeclared or paid in 200 Stockhol de
decreased during the year ended December 37, t308pproximately 8.2 million, mainly as aresultof our net loss of $0.2 million.

These changes are described in more detail as follows

Cash
Our cash decrease.$ million from December 31, 2@Xo December 31, 200 Significantsourcesanduses oftash during007
included:
1 $6.6million of cash used in operationsomprised primarily of our net lo$som continuing operationsf $13.5 million,
partially offset by norcash items
T $1.9million of cashused ininvesting activitie$ including$2.3million invested in companypwned Fatburger restaurants and
other property, plant and equipment andal$nillion investment in real estate, partially offset$4 million from the sale
of real estatand$0.3 million received from ounotes receivablportfolio;
1 $3.8million of cashprovided byfinancing activitied includinga net £.7 million inflow from borrowings,and$1.1 million
invested by a minority interesind
1 $4.0million of net cash inflow from discontinued operations.

Net Investments inddl Estateand related liabilities
Our investments in real estate can be summarized as follows:

Year Ended December 31
2007 2006
(dollars in thousands

US based investmernitsheld for salg1):

Purchase price / improvements $ 13,338 $ 13,603

Accumulated depreciation and amortization (2,143 (1,733

Net book value 11,195 11,870
Foreignbased investmenisheld for salg2):

Purchase price / improvements 8,463 10,694
Total investments in real estate, net $ 19,68 $ 22,564

(1) Includes32 commercial properties under capital lease throughout the United States at December 31,
2007 and 2006, antlownedcommercialpropertywithin the United Stateat December 31, 2@0
(2) Includes 2 apantent buildings in Barcelona, Spain at December 317 20@2006.

Borrowings related to our investments in real estate were as follows:
Year Ended December 31
2007 2006
(dollars in thousands
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Obligations on real estate under capital lease $ 9,994 $ 10,471

Borrowings on Barcelona properties 3,505 3,435
Total borrowing related to real estate $ 13,499 $ 13,906

The decrease in US properties owned at December 31 c2d@pared to December 31, 08 due to the sale @nepropery with a
net book value of @4 million in July 2007and$0.3 million of depreciation during 200 Obligations under capital leases related to
these properties decreasdi8million due to scheduled monthly payments during the same period.

Our investment in apament buildings in Barcelona, Spain decreas2@ illion during 20@. This was the result eécognized
market value impairments of $3.6 milligpartially offset by increases in unrealized foreign currggadysof $1.2million. The carrying
value ofborrowings related to the Barcelona investmentdraeasedess thar$0.1 million mainly due to an increasa unrealized
foreign currencygains

Net Property, Plant and Equipment

Net property, plant and equipmetecreased 8.4 million at December 312007 compared to December 31, Z)@rimarily due to
depreciation and the recognition of a market value impairment on the assets of one restaurant location, partialltheféaditign of
two companyowned restaurants in 200 Obligations on propeyt plant, and equipment under capital ledemeased0.1 million to
$2.1 million at December 31, 200ue toscheduled monthly payments.

Goodwill and Net Intangible Assets

Year Ended December 31

2007 2006
(dollars in thousands
Goodwill i Fatburgr acquisition $ 7,063 $ 7,063
Goodwilli Centrisoft acquisition 999 1,999
Goodwilli DAC International acquisition 1,464 1,464
Total Goodwill 9,526 10,526
Net Intangible Assets Fatburger 4756 4,943
Net Intangible Assett Centrisoft 230 319
Total Net Intangible Assets 4,986 5,262

During the year ended December 31, 208e recognized an impairment on goodwill from Centrisoft in the amount of $1.0 million
Net intangible assets decreas@d3®nillion duringthe year ended December 31, 2@de to amortization. Net intangible assets at
December 31, 200consists of trademark rights of approximatedyGimillion, franchise agreements of approximatelySmillion,
reseller agreementsr Centrisoft of approxirately $.2 million, and other miscellaneous intangible assets of approximadedy $
million. We do not believe that there is aagditionalimpairment of goodwill or net intangible assets at December 3%, 200

Notes Receivable

As of December 31, 200 our notes receivable portfolio (excluding loans to senior executives) consists of three indioidsavith

a combined carrying value 00% million. Two of thenotes are secured by real estate consisting of commercial property located in
Texas and Arizpa, and oneoteis secured by stock in a restaurant business.ndtes have a weighted average interest raxel(iding
fees and points) df4.4% and a weighted average maturity@ahonths In 2006, we sold our interest in onetefor proceeds of $0.
million. Thisnotehad a carrying value of $0.2 million and provided a gain on sale of $0.5 million.

Loans to Senior Executives

As of December 31, 2007, we hiab loans to our Chairman and Chief Executive Officer, Andrew Wiederhorn, for a tothllof $
million. Both loans were made on February 21, 2002 (prior to the passage of the S@xlagect of 2002). The loans matured on
February 21, 2007, arimbreinterest at the prime rate, as published in the Wall Street Journal, which ini@sesidedo the principal.
Wedid not extend the maturity date of the loans or amend any other t&éhmadoans were repaid in fulhcludinginterest subsequent
to year endn February 21, 2008.

Other Assets
Year Ended December 31
2007 2006
(dollars inthousands
Trade receivables $ 1,491 $ 1,467
Inventories $ 2,505 $ 2,442
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Other current assets:

Prepaid expenses $ 534 $ 420
Other 2 96
Total other current assets $ 536 $ 516
Other assets:
Software costs $ 879 $ 1,217
Security deposits 646 486
Capitalized finance fees 269 306
Other 93 107
Total other assets $ 1887 $ 2116
Assets held for sale:
Current assets held for sale $ 66 $ 155
Other assets held for sale 21 440

Trade receivables and inventories at December 37, @0&e primarily to the operations of DA@ssets held for saleonsiss of all
non-cashand norreal estatassets of FCRI at December 31, 2007 and 2006, and atlashassets of George Elkitmé December 31,
2006

Deferred Income

Our deferred income relating to the collection of unearned Fatburger franchise feds2vasli$n at December 31, 200 compared

with $4 1 million at December 31, 2@0 Theincrease is due to tlellectionof deferrel feespaid by for franchise rightsAs of

December 31, 200 nearly all of the deferred income was comprised ofnedundable franchise feeeceived by Fatburger for each

future franchise location. These initial fees generally represent half otdhéeto per location. The balance of the franchise fee
(approximately an additionab® million) will be collected in the future when leases on these specific franchise locations are signed an
the entire fee will be recognized in income witlea criteia for recognition of this revenue are mgenerally whethe restaurant opens

Notes Payable
As of December 31, 200 our notes payable (excluding borrowings on real estate) totafe8million, including .2 million of debt

held at Fatburger,067 million at Centrisoft, and @5 million at DAC. This compares tal®.4million at December 31, 2@0 The
increase was primarily due to additional net borrowings3of fillion and the assumption of notes payable in the amourl.&f $
million relating tothe purchase dfvo franchisee locatiosn

Accounts Payable and Accrugthbilities
Accounts payable and accrubdbilities totaled $3.3million at December 31, 200 compared with $1.2 million at December 31,
2006, andconsised of the following:

Deember 312007 December 312006
(dollars in thousands
Accounts payable $ 9,075 $ 7,074
Sales deposits 1,478 1,104
Accrued wages, bonus and commissions 626 669
Other 2081 2401
Total accrued expenses and other liabilities $ 13260 $ 11248
Current liabilities associated with assets held for sa $ 1,232 $ 955

Deferred Income Taxes

Deferred incomeaxesdecreased from4b4 million at December 31, 2@0 zeroat December 31, 200 During the year ended

December 312007, we determined that it was more likely than not that certain NOL carryovers would be available to offset prior
taxable income. As a result, we recognized an income tax benefitdahiflion and reduced the deferred tax liability by the same
amount. As of December 31, 200 we had, for U.S. Federal tax purposes, a net operating loss ("NOL") carryforward of approximately
$93.5million, including $8.6 million relating to Fatburgeaind$6.9 million relating to Centrisoft Our NOL carryforward begin b

expire in 2018while Fatburged BIOL carryforwardsegan to expire in 2004.

Liquidity and Capital Resources

Liquidity is a measurement of our ability to meet potential cash requirements, including ongoing commitments to repaygborrowi
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fund busines operationsacquisitionsand expansion (including growth@mpanyownedand franchised restaurant locatigres)gage
in note receivablacquisition and lending activities and for other general business purposeilition to our cash on hand, ouwinpary
sources of funds for liquidity during 2@@onsisted of cash provided by proceeds from the sale of real estatetasdeceivablenew
borrowings, and the repayments to us from borrow#s of December 31, 2@Qwe had cash or cash equivalert$b.1 million,
which, together with projected borrowings and proceeds from the sales of agsbtdjeve will be sufficient to meet our current
liquidity needs.

At December 31, 20Q we had total consolidated secured indebtednes3lo8fillion, as vell as $9.8million of other liabilities. Our
consolidated secured indebtedness consisted of:

notes payable and other debt of Fatburger totalihgillion secured by the assets of Fatburger;

$12.0 million in capital leases maturing between 2010 antéD2@hich areprimarily secured by real estate

mortgage notes payable d3.$ million secured byur two Barcelona properties;

$7.4million in notes payable secured Bgrious assets of the Company;

$0.5million of shortterm borrowings secured by the etssof DAC Internationabknd

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

=A =4 =4 -8 -8 -9

We consider the sale of assets to be a normal, recurring part of our operations and we are currently generating ademuate &ash
result of these transtions. However, excluding the sale of assets from time to time, we are currently operating with negative cash flox
since many of our assets do not currently generate sufficient cash to cover operating expenses. We believe that souresistaig
funds will be adequat® meetour 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 maturingriedslue
terms easonably satisfactory to us, we may be required to sell (potentially on short notice) a portion of our assets, and toagdsnc
as a result. Specific risks to our liquidity position include the following:

Foreign Currency Exchange RagRisk

Our exposure to foreign currency fluctuations arises mainly from our investment in Barcelona realAssfseember 31, 2007,
approximatelyl6% of our total assets and 3% of our total liabilities were denominated in BEtM@san utilize a wide variety of
financial techniques to assist in the managemeturoéncy risk, includingurrency swaps, options, and forwards, or combinations
thereof. No suchcurrency hedgingechniques were in use as@écember 31, 2007

Interest rate isk

Our borrowings and thavailability 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 adatgsal increases in interest expense from variadie funding
souices, or material decreases in monthly cash receipts from operations, generally would negatively impact our liquiditgth€n the
hand, material decreases in interest expense from varetleléunding sources would positively affect our liquidity. Elations in

interest rates will impact our net income to the extent our operations and our fixed rate assets are funded by vdeableWatenay

also be impacted to the extent that our variable rate assgtieeeon a different schedule or in rédaito a different index than any
floating rate debt. Sdéem 7Ai Quantitative and Qualitative Disclosures about Market RisKurther analysis

Fatburger debt covenant narompliance

At December 31, 2007 and 2006, Fatburger was not in compliarftaliv@bligations under the agreements evidencing its indebtedness,
as defined in the applicable agreements, due to its failure to meet the prescribed fixed charge coverage ratio aridetie prescr
debtcoverage ratio in three notes payable. The lendmesjuently issued a waiver of the covenant violations for both December 31,
2007 and 2006. As such, on our Consolidated Statements of Financial Conditlanjlifon of long-term debt that was classified as
current at December 31, 2006 has beedassfied aslong-term

Fatburger expansion

Fatburger is involved in a nationwide expansion of franchisecangbanyowned locations, which will require significant liquidityf
real estate locations of sufficient quality cannot be locatetleither leaseor purchasedthe timing of restaurant openings may be
delayed. Additionallyif Fatburger or its franchiseeannotobtaincapitalsufficient to fund this expansion, the timing of restaurant
openings may be delayed.

Centrisoft operations

We expect thaCentrisoft will require capital resources and have negative cash flow for the near term. Centrisoft is currently marketir
its software to potential customers both directly and througgelter relationships. There can be no assurance that Centrilbbi w
successful in generating sufficient cash flow to support its own operations in the near term.
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Dividends

During the year ended December 31, 2@@ did not declare or pay any distributions to shareholdBrging the year ended December
31, 20® we declaredonecash distributiorof $0.13 per shar€$1.0 million). 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, capiterscgrire
other factors deemed relevant by the Board of Directors. One factor the Board of Directors may consider is the impacidsf ativ
our liquidity.

NASDAQ delisting

Effective October 14, 2004ue to aNASDAQ staff determination to delisur commonstock, ourstock began tradinm the
overthe-counter( i O T i@abket Prior to thatwe werequoted orthe NASDAQ National Market.We appealed the decision with
NASDAQ at various levels, butur appeals were unsuccessful

Trading ofour ommonstock on the OTC marketmay reducehe liquidity of our commonstock compared to quotation dme

NASDAQ National Market. Also e coverage of the Company by security analysts and media could be reduced, which could result |
lower prices for our common stock thaaight otherwise prevail and could also result in increased spreads between the bid and ask price
for our common stock. Additionally, certain investors will not purchase securities that are not quoted on the NASDAQu&etck M
which could materially imair 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 cijédt b Rule 15@ of the
Securities Exchange Act of 193 amended. Under that Rule, brokers who recommend such securities to persons other than
established customers and accredited investors must satisfy special sales practice requirementsamatddirdualized written
suitability determination for the purchaser and t loreementr c ha
Remedies and Penny Stock Reform Act of 1990 also requires additional disclosure in convittaoy trades involving a stock

defined as a penny stock (generally, any equity security not traded on an exchange or quoted on NASDAQ that has sernéhiss pric
than $5.00 per share), including the delivery of a disclosure schedule explainimgtiyesppck market and the associated risks. Such
requirements severely limit the market liquidity of our common stock.

Contractual Obligations

The following table provides information on the amounts of payments due under contractual obligationscasniifdd 312007
(dollars in thousands):

Payments due by Period

Less than 1 More than 5

Contractual obligations: Total year 1-3 years 3-5 years years
Borrowings and notes payal{s .............. $ 19,269 $ 12,914 $ 2,524 $ 1311 $ 2520
Interest on boowingsandnotes payable. 2,950 401 1,202 448 899
Obligations under capital leasgs............ 29,536 1,556 4937 2,830 20213
Obligations under operating leases....... 29,599 5,214 8,366 6,247 9,772
Obligations under employment contract: 569 423 146 - -
TOtAl e $ 81923 $ 20508 $ 17175 $ 10836 $ 33404

(1) Borrowings related to our Barcelona properttesd throughour VIEar e cl assi fied as fALess t haeprofiertesear 0 due
(2) The amount of imputed interest to reduce the minimum capital lease payments to presen$¥@l@mislion using an effective interest rateagproximately
9.4%. Includes$22.0million in payments expected to be made under bargain lease renewals.

Accounting Standards Not Yet Adopted

I n December 2007, the FASB issued FASB Statement of Financ
in which entities present negontrolling interests in consolidated financial stateme8&AS 160 is effective for fiscal years beginning
after December 15, 2008, and early adoption is prohibited. Management has not yet determined the effect, if any, sfahdangw

on our consolidated financial position and results of operations.
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InDecember 2007, the FASB issued FASB Statement of Financi a
manner in which entities business combinations in consolidated financial statements. SFAS 141R is effective for fisegin@ags

after December 15, 2008, and early adoption is prohibited. Management has not yet determined the effect, if any, ofahéamew s

on our consolidated financial position and results of operations.

Off Balance Sheet Arrangements

In order to facilitatehe development of franchise locations, as of December 3%, E@€burger had guaranteed the annual minimum
lease paymentsf threerestauransites owned and operated by franchisees. The guarameesimate$0.8 million plus certain
contingent rentgbayments as defined in the respective leases. These leases expire at various times thisough 20

The lease guarantees by Fatburger do not provide us with a material source of liquidity, capital resources or otherhereedits.no
revenues, expeas or cash flows connected with the lease guarantees other than the receipt of normal franchise royalties. As of
December 31, 200 we were not aware of any event or demtrad was likely to trigger the guarantee by Fatburger.

We have various operatitgases for office and retail space which expire through 2015. The leases provide for varying minimum annu
rental payments including rent increases and free rent periods. We have future minimum rental payments-cawlezlable
operating leases withitial or remaining terms of one year or more of approximat2B@million as of December 31, 260

We did not have any other off balance sheet arrangements in place as of Decembéf. 31, 200

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MA  RKET RISK

Our market riskresult from instruments entered into other than for trading purposes and consists primarily of exposure to loss resulti
from changes in foreign cuency 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. At Decenildgr 31, 20
approximatelyl 6% of our total asets and 3% of our total liabilities were denominated in Eurbe.following table illustrates the
projected effect on our net asset value as a result of hypothetical changes in foreign currency rBieseasbeir 312007

Projected Change in  Projected Percentage

Change in Foreign Net Asset Change in Net Asset
ExchangeRateg(1) Fair Value Fair Value
Decrease 20%.............. $ (1,408000) -52.2%
Decrease 10%.............. $ (704,000) -26.1%
No Change.................. $ - 0.0%
Increase 10%............... $ 704,000 26.1%
Increase 20%............... $ 1,408000 52.%%

(1) Assumes that uniform percentage changes occur instantaneotiséeiro. A
decrease in the foreign exchange rate indicates a strengthening of the U.S. dollar
againstthe euro An increase in the foreign exchgrate indicates a weakening
of the U.S. dollar againste euro

We can utilize a wide variety of financial techniques to assist in the managenwemtaicy risk, includingurrency swaps, options,
and forwards, or combinations there®fo suchcurrency hedgingechniques were in use asdécember 31, 2007.

Interest Rate Risk

Changes in interest rates cafectnet income by increasing the cost associated with operating and expanding our restaurant operatio
Changes in the level of interest mtean also affect, among other things, the value of our inteaesing asseté@nd the associated
default rates)our ability toborrow fundsand general levels of consumer spending.

Other Market Risks

Our restaurant operations are exposed to the ingf@mommodity 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 héghdinpitex

by the competitive environmemt which we operate.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

See Item & of Part IV of thisreport on Form 14K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL

DISCLOSURE

There has been no change of accountants or any eésagnts with accountants on any matter of accounting principles or practices, or
financial statement disclosure required to be reported under this item.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of disclosure controls and procedures

Our ChiefExecti ve Of fi cer and our Chief Financi al of ficer, after
and proceduresodo (as defined i n t hel5&andw5db(e))iaedc theaenddf the yaritda n g e
coveredby this report, have concluded that our disclosure controls and procedures were effective and designed to ensurelthat mate
information relating to us and our consolidated subsidigiascumulated and communicated to our management to allow timely
decisions regarding required disclosure

The Company does not expect that its disclosure controls and procedures will prevent all error and &lldoaichl procedure, no

matter how well conceived and operated, can provide only reasonable, notegglessutance that the objectives of the control
procedures are meBecause of the inherent limitations in all control procedures, no evaluation of controls can provide absolute
assurance that all control issues and instances of fraud, if any, witthothgany have been detectethese inherent limitations

include the realities that judgments in decisinaking can be faulty, and that breakdowns can occur because of simple error or mistake
Additionally, controls can be circumvented by the individuias af some persons, by collusion of two or more people, or by
management override of the contrdlhe Company considered these limitations during the development of its disclosure controls and
procedures, and will continually reevaluate them to ensesepfovide reasonable assurance that such controls and procedures are
effective.

Management Report on Internal Control Over Financial Reporting

Management of the Company is responsible for establishing and maintaining adequate internal controla&ierefimating as defined in

Rule 13a15(f) and 15€15(f) promulgated under the Exchange Act. Those rules define internal control over financial reporting as a proce
designed to provide reasonable assurance regarding the reliability of financiahgepadithe preparation of financial statements for
external purposes in accordance with generally accepted accounting principles and includes those policies and procedures that

(i) Pertain to the maintenance of records that in reasonable detail accurafelyhaneflect the transactions and dispositions of the
assets of the Company;

(i) Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statedamds in acc
with generally accepted accounting prinegland the receipts and expenditures of the Company are being made only in
accordance with authorizations of management and directors of the Company; and

(iii)y Provide reasonable assurance regarding prevention or timely detection of unauthorized acqussitionsligposition of the
Companybs assets that could have a material effect on

Because of its inherent limitations, internal controls over financial reporting may not prevent or detect missta@emartsnal controls

over fnancial reporting are subject to various inherent limitations, including cost limitations, judgments used in decision makin
assumptions about the likelihood of future events, the soundness of our systems, the possibility of human error aofifthadisk
Moreover, projectionsof any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequz
because of changes in conditions, or that the degree of compliance with the policies or procedures may. deteriorate

Management assessed the effectiveness of the Compdmmalingthis nt e
assessment, the Companyds manage me n-dntegrated ramevork issuégithe @ominitiee & s t a
Sponsoring Organizations of the Treadway Commission (ACOSOO
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Based on our assessment and those criteria, managemervter bel
financial reporting is effective.

Thisamual report does not i ncl u dimepandentagtsteredgpublctdcaunting firen pegarding indefnal t h
control over financi al reporting. Ma n a g e meéndepahdentagistged public wa s
accounting firm pursuant to temporary rules of the Securities and Exchange Commission that permit the Company to provide c
management 6s report in this annual report.

Changes in internal control over financial reporting

There were no signifant changes in our internal control over financial reporting in connection with an evaluation that occurred during oul
fiscal year of 20@that have materially affected or are reasonably likely to materially affect our internal control over finandiabrepor

ITEM 9B. OTHER INFORMATION

During the fourth quarter &007, there were no disclosures required to be reported on Fétiin&t were not reported.
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PART Il
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

(a) The information regaling our directors required by this item is incorporated into this annual report by reference to the section
entitled AEl ection of Dir e c8amualmeetingrof stodkholdepsdico ix gxpestad totbechaieMay f o
2008.

(b) The information regarding our executive officers required by this item is incorporated into this annual report by ref¢ience t
section entitled AExecuti ve CBfafinuatneeetinginfstockholddadEch is expexrtatb be helin e me
May 2008.

We plan tofile the proxy statement for our 28@nnual meeting of stockholders within 120 days of Dece®bg20Q, our fiscal
yearend.

Code of Ethics

The Board of Directorbas adopted code of ethics designed, in part, to desemgdoing and to promote honest and ethical conduct,
includingthe ethical handling of actual or apparent conflicts of interest between personal and professional relafidhs$aips,
accurate, timely and understandable disclosure in reports anchdots that we file with or submit to the Securities and Exchange
Commission and in our other public communicatia@npliance with applicable governmental laws, rules and regulapocorspt
internal reporting of violations of the code to an approppateon or persons, as identified in the ¢@shelaccountability for adherence
to the code.

The code of ethics applies to officers, directors and employees of the Confpaopy of the codés postedn thefi Mnagement
T e a geotionon our internet welie, www.fogcutter.com In addition, we intend to poshyfutureamendments to or waivers of our
code of ethics as it applies to certain persons on our website

ITEM 11. EXECUTIVE COMPENSATION

The information regarding executive compensation required by this item is incorporated into this annual report by efaeence t
section entitled AExecuti ve Co mfannual mdetingdatozkhaoldersvhidnis exgeatedtaxbg held t a
in May 2008 Weplan tofile the proxy statement for our 28@nnual meeting of stockholders within 120 dafy®ecembeBl, 200,

our fiscal yeatend

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information regarding beneficial ownership of our common stock required by this item is incorporated into this ammiil rep
reference to the section entitled ASecurity Ownsateméntforouw f (
2008 annual meeting of stockholdeshich is expected to be heild May 2008. Weplan tofile the proxy statement within 120 days of
DecembeBl, 20@, our fiscal yeaend.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information regarding certain relationships and related transactions required by this item is incorporated int@liépartriny
reference to the sectisamde rRteil talteed ACearntsaicrt | RelsaB anoual snletey p r «
of stockholderswhich is expected to be heldMay 2008. Weplan tofile the proxy statement within 120 days of Decentier20Q@,

our fiscal yeatend.

ITEM 14. PRINCIPAL A CCOUNTING FEES AND SERVICES

The information regarding principal accountant fees and services required by this item is incorporated into this régremndyy tethe
section entitl edd filnndehpee md ety 8anndaltmedesistockiblderswhizhuis expgeded to be held
in May 2008. Weplan tofile the proxy statement within 120 days of Decenier20@, our fiscal yeaend.
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PART IV

ITEM 15 EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(@)

(b)

Financial Statemds

Consolidated Statements of Financial Condition at December 37 a200206

Consolidated Statements of Operations lier Yeas Ended December 31, 2ZQ00, and 206
Consolidated St at e mentte Yeafs Erffied®eckniber 2e0& 206,&andR2@Bu i t y f or
Consolidated Statements of Cash Flows lier Years Ended &ember 31, 200 2005, and 206

Notes to Consolidated Financial Statements

Financial Statement ScheduleillReal Estate and Accumulated Depreciation

Exhibits

See Exhili Index immediately following the signature pages.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Fog Cutter Capital Group Inc.

We have auditethe accompanying consolidatsthtement of financial condition of Fog Cutter Capital Group Inc. and
subsi di ar i es adqof Deeemidfelld,20taadR§06dnd the relatedonsolidatedstatemergof operations, stockholders'
equity, and cash flowand the financial statement schedigeeach of the two years in the period ended December 31, A0@5e
financial statements are the respibility of the Company's manageme@ur responsibility is to express an opinion on these financial
statements based on our aadit

We conducted our audiin accordance with the standards of the Public Company Accounting Oversight Board (Unitgd States
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the finamtsiakstirtsme
of material misstatemeniThe Company is not required to have, nor were we engaged to perfomoritor its internal control over
financial reporting.Our audit included consideration of internal control over financial reporting as a basis for designing audit procedure
that are appropriate in the circumstances, but not for the purpose of expressing an opinioeone f f ect i veness of
control over financial reportingAccordingly, we express no such opiniofin auditalsoincludes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statenfantadt also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement pre¥éatatiteve that our audit
provide a reasonable basis for our opinion.

In our opinon, theconsolidatedinancial statementand scheduleeferred to above present fairly, in all material respects, the
consolidatedinancial pogtion of the Company as december 31, Z¥ and 2006and theconsolidatedesults of its operations and its
consolidatedtash flows foreach of the two years in the period ended December 31, 20€3nformity with accounting principles
generally accepted in the United States of America

We also have audited the reclassifications for discontinued operatisosbagel in Note 23 to the consolidated financial
statements that were applied to reclassify the 2005 consolidated financial statements. In our opinion, such reclassdieation
appropriate and have been properly applied.

/s/ PKF, CERTIFIED PUBLIC ACCOUNTANTS, A PROFESSIONALCORPORATION

Los Angeles, California
March 31 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To theBoard of Directors and Stockholders Fog Cutter Capital Group Inc.

We have auditethe accompanying csolidatedstatemersofo per at i ons, st oc k h o |lofiFog Gufier e g u
Capital Group | nc. an dfortheyeasenddd Degeinbers3l, oahice to fheCabfantp @ theydiscotinued
operations discussed in Note 23he 2007 consolidated financial statements), none of which are presented fbesa financial
statements are the responsibility of the Company's managef@entesponsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United State
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the finantsiarstieme
of material misstatemeniThe Company is not required to have, nor were we engaged to perfoannditof its internal control over
financial reporting.Our audit included consideration of internal control over financial reporting as a basisdoirtteaudit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness ofitge@Cempa nt e
control over financial reportingAccordingly, we express no such opiniofin auditalsoincludes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial staterfentaudit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the fovenalbl statement presentatio/e believe that our audit
provide a reasonable basis for our opinion.

In our opinion, theeonsolidatedinancial statements referred to above present fairly, in all material respecsntudidated
resultsoftheComany és operations and its c oDesembber3d,a&mb e donformity ithf | ows f
accounting principlegenerally accepted in the United States of America

/s/UHY LLP

Los Angeles, California
March 9, 2006
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FOG CUTTER CAPITALGROUP INC.
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(dollars in thousands, except share data)
December 31,

Assets 2007 2006
Current Assets:
Cash and cash EQUIVAIBILS............oocuii ittt eeeet et e et e e et e e e aee s $ 1131 $ 1824
ACCOUNLES FECEIVADIE. ... ..o et 1491 1467
Notes reeivable, CUTent POTION.........cooiiiiiiiiii e 566 464
LOANS tO SENIOr EXECULIVES .....cuviiiiiieie i e eeeeieeei e e e ee e e e ettt e e eeeetat s e s eeeeeseeeeesssssrnnneeeenes 1,147 1,077
[N VZ=T 0] (o] 1= PP PRSP 2,505 2,442
Investments in real estate held for sale,.Net...........ccooo i 19,658 22,564
Current assets held for SAlB............ooiii i e e e eennrenee 66 155
(01 L= Aol U (=T g A= TSTY = 536 516
TOLAl CUITENT ASSELS. ... uuuuiiiiiiiiiiiieie s ceeei et r e e e e e e e e e e e eeanre e e e e e eaeeaaaeaeesse s s s s rmnneeaeeaaaeasanan 27,100 30,509
NOLES FECEIVADLE.... ..o s e e e e eeees e e s e e e e e e e e e eeenasaees 46 371
Property, plant and equUIPMENt, NEL..........cooiiiiiii e 10,203 10,576
INEANGIDIE ASSELS, NBL.....uiiiiiiiiiiiiiie et ceee e e e e et e ettt e e e e e e e e e e s e e s samr e e e aaaaaeaaaeeas 4,986 5,262
(€ ToTo o 11 ]| PR TOUPPPRPP SN 9,526 10,526
Other assets held fOr SAlE.........cooiiiiiee e s 21 440
(0] 1 1T = TS S 1,887 2,116
TOLAl ASSEES...eeiiutie ettt ettt ettt e e ettt e e et eee e e et e e e et e e e et e e e et eetteeeebaeeeateeeeanraeeans $ 53,769 $ 59,800
Liabilities and Stockholders' Equity
Liabilities:
Accounts payable and accrued liabilities. ... $ 13,260 $ 11248
Current liabilities associated with assk&dd for sale.........cooovviieiiiiiiiiieee e 1,232 955
Obligations under capital leases on real estate held for.sale........ccccceevviieevvivieeiinnnennn. 9,994 10,471
Borrowings and notes payable, CUrrent POLION........c.ouiiiiiiiiieane e 12914 13,453
Obligations under capital leases, Current POILION............uuvuuiiiiiecciiiiieie e e e e e e e enee e 141 157
Totalcurrent abIlitIES..........u e 37,54 36,284
Borrowings and Notes payable.............uuueiiii e aaae 6,355 2,400
Obligations under capital [EASES...........uuuiiiiii e ccceiie e e 1,929 1,863
DTSy (T4 (=T BT aToto ] 1 o1 5,247 4,061
DLy (=14 (=To I aTol0] 4 TSI = D (< TR - 4,397
JLINo 1tz LI LF=T o111 T 51,072 49,005
Commitments and contingencies
Minority interests in consolidated subsidiaries...............ooovviiici e e, 701 441
Minority interests in consolidated subsidiaries held for sale.............cccooevvieeeii i, - 130

Stockholders' Equity:
Preferred stock, $.0001 par val@s,000,000 shares authorized; no shares issued and
(o101 653 7= g o 1 o o AP PP PRP R PPPPPI - -
Common stock, $.0001 par value; 200,000,000 shares authorized; 11,757,073 shares
issued as of December 31, 2007 and 200654,928 shares outstanding as of

December 31, 2008nd7,957,428 as of December ZD06............cceeeeeeiiiiiiiiieenieeeeeniinns 170,956 168,965
ACCUMUIALEA EFICHL.......utiiiiiiiiiii it (156,949) (146,732
Treasury stock3,802,145 common shares as of December 31, 2003,366,645 coomon

shares as of December D06, At COSL......uuiiiiiiiiiiiiiiii e (12,017) (12,009

Total StOCKNOIAErS' @QUILY......cee e ee e e, 1,99 10,224
Total liabilities and Stockholders' @QUILY...........c.vvveiieiiiieeeiiieee e e $ 53,769 $ 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
(dollars in thousands, except share data)

Year Ended Bcember 31,

2007 2006 2006
Revenue:
Restaurant and manufacturing sales...........ccccoevveeeeennee. $ 41,355 $ 38,252 $ 24,832
Restaurant franchise and royalty fees........cccccccvvvevvvieecnnnns 2,228 2,779 2,379
Real estate rental iNCOME..............uuvviiiiiiieeeiiiiiiiiiiiieeeee, - 250 604
Total FEVENUE.......cooi it eeee e e 43,58 41,281 27,815
Operating costs and expenses:
Restaurant and manufacturing cost of sales..................... 24,038 21,570 14,471
Real estate operating eXpPense.........cccovvvvviiiiiieeeeeeeeeeeeenn, 9 173 126
Engineering and development............ccccvvvveevvieeecivnvnnnnnn. 1,424 1,556 435
Deprecation and amortization............cccccuvvevereeeeeeeevnnnnnnnnn. 1,836 1,492 1,290
Total operating costs and eXPENSES.......ccccvveeeeeeeeevnnen. 27,302 24,791 16322
General and administrative expenses:
Compensation and employee benefits.........c.ccoocvvvivieeeen. 10691 11909 6,690
Professional fEES.........coiiiiieiiiiiiiieeeee e 3,268 3,614 3,289
Fees paid to related parties.........coovvvvvviiiiccseniiiiiie e, - 426 -
(@101 R SRPPRRRIN 15,888 15558 11496
Total general and administrative expenses.................. 29,847 31,507 21,475
Non-operating income (expense):
Gain on sale of re@state........cccoeevvvveeiiiiiiicceee e, 13 2,905 1,289
Gain on sale of notes receivable and securities................. - 496 -
INtEereSt INCOME......cee e 245 283 1,285
INtEreSt EXPENSE...ciiiiiiiii it (2,74) (1,830 (887
Other income (exXpense), Net........cccceeevevveevvieeee e, (2,724 186 431
Total noroperating income (EXPENSE).......cceeveeeeeeeveennns (5,207 2,040 2,118
Loss before provision for income taxes, minority interests, ar
equity in income (loss) of equity investees..........ccceeeeveenn.e. (18,773 (12977 (7,869
Minority interest in earNiNgS.......coeveeeeveiiiiiecicce e 878 109 -
Equity in income (loss) of equity investees...........cccoecvvereene. - 748 (885)
Income tax benefit.........cooooiiiiiieee e 4390 1,249 -
Loss from continuing operations.............cccccvvvvriimennesinencnnennns (13,505 (10,879 (8,749
Income from discontinued operations.............cccvveveeiiiceneninee 3,288 744 1,546
N =] B TSR $ (10217) $ (10,127 $ (7,203)
Basic loss per share from continuing operations.................... $ (2.70 $ (1.37) $ (2.09
Basic earnings per share from discontinued operatians......... $ 042 $ 0.10 $ 0.20
BasiC 10SS Per ShalB........cccveiiiviciiiciieeee e $ 128 % 129n 3 (0.89
Basic weighted average shares outstanding.............cccccceee. 7,957324 7,957,428 8,045,604
Diluted loss per share from continuing operations.................. $ (2.70 $ (1.37) $ (2.09
Diluted earnings perhare from discontinued operations.......... $ 042 $ 0.10 $ 0.20
Diluted 10SS per share.........cccceeiveiiiiii e $ (1.28 $ 1.2 $ (0.89
Diluted weighted average shares outstanding........................ 7,957324 7,957,428 8,045,604
Dividends declared per share...........cccceovveiieeee e, $ - $ 0.13 $ 0.52

The accompanying notes are an integral part of these consolidated financial statements.
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FOG CUTTER CAPITAL GROUP INC.
CONSOLIDATED STATEMENTSOF STOCKHOLDERSS® EQUITY
(dollars in thousands, except share data)

Accumulated

Balance at January 1, ZB0........cccevvveeieeeeeeiiiirinieiieeeeeeeenn
Comprehensivincome (0s9:
NEE IOSS ..eeeeeeiiiree et

Other comprehensiviacome (0s9:

Foreign currency translation..........cccccceeveeeeiiiceciiineeenennnn.
Reclassification adjustment foetgain on securities and
foreign translation included in net l0SS........ccooocveveeiiieenn.
Total comprehensive I0SS...........uuuvivieieieiiirieniiiiiieieeees

Dividends declared...........c.ccocvieiiiiiiienniicci s
Treasury stock acquired

Balance at December 31, ZD0.......cccccoviiniiiiiiennie e,
Comprehensive income (loss):

Other canprehensive income (loss):

Foreign currency translatiaon..............ccccocveiieeniicniecenn,
Reclassification adjustment faetgain on securities and
foreign translation included in net 10SS.........ccoccvvveeinieenn.
Total comprehensive logsestated)...........cccccevvviiririeeenenne

Stock options expensed in Net IaSS...........ccvvvvveiiiieenninns
Dividends declared.............ccoovieiiiiiinnniiciicc e

Balance at December 320@B............cuuviiieieieeeeeeeeeiiiirenenen,
Comprehensive income (loss):
NEEIOSS ...ttt

Stock options expensed in Net 1aSS..........cccvveeeeiiieeennnnns
Treasury stock acquired...........cocveeviiiiiinenciic e,

Balance at December 31, Z00..........ccvvvveieieeeeeeeeeiiiirenenn,

Common Stock Treasury Stock Common Other
Accumulated Stock Comprehensive
Shareg1) Amount Shareg1) Amount Deficit Options Income (LOsS) Total
8,380,673 $ 168,214 3,376,400 $ (9,727) $ (124,179 $ (593) 329 $ 34048
B B - - (7,203 - - (7,203
- - - - - - (594) (594)
- - - - - - 425 425
(7372
- - - - (4,19) - - (4,18)
(423,245) - 423,245 (2,282) - 593 - (1,689)
7,957,428 $ 168,214 3,799,645 $(12,009) $ (135,57) $ - 160 $ 20,794
- - - - (10,12% - - (10,12%
- - - - - - 874 874
. - - - - - (1,039 (1,039
(10,28%
- 751 - - - - - 751
B - - - (1,039 - - (1,039
7,957,428 $ 168,965 3,799,645 $(12,009) $ (146,732 $ - - $ 10,224
- - - - (10,217) - - (10,217)
- 1,991 - - - - - 1,991
(2,500) - 2,500 (2) - - - (2)
7,954,928 $ 170,956 3,802,145 $(12,011) $ (156949 $ - - $ 19%

(1) Issued and outstanding

The accompanying notes are an
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FOG CUTTER CAPITAL GROUP INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousands)
Year Ended December 31,

Cash flows from operating activities 2007 2006 206
N IOSS... ettt ettt $ (10217 $ (10,127 $ (7,203
Income fromdiscontinued OPerationsS............ccoeveveiiiiiicieree e (3,288 (7449 (1,549
Lossfrom continuing OPerations............ccccuviiiiieiieeniiiie i (13,509 (10871 (8,749

Adjustments to reconcile net loss to net operating cash flows:
Equity in (income) loss of equity INVESEES..........cveiiiiiiiiiieieeeiiieee e - (748) 885
Depreciation and amortization.............coeeeeeieiiiiccciiieiieeeeeee e 2,801 2,260 1,753
Foreign currencygain) loSs............cccooiiiiiiiieiiic (1,043 (1,034) 429
Gain on sale of notes receivable, securities, and other assets................ - (496) -
Gain on sale of re@state...........ccoceiiiiiiiiiee 13 (2,905) (1,289
Share based COMPENSALION..........uuuurriiriiiiiiere et eees e 1,991 752 -
Market value impairment rESEIVE. ..........couiuuiiieiiieee i ie e 4,723 1,363 300
(@1 o) PP T PRSPPI (757) 7 (100
Change in:
(©1 1= = TS ] (P EURURUPRRRR (359 (8795 194
Deferred INCOME.........ciiiiiiiiie et 1,186 (289 (135)
Deferred iINCOME tAXES.......uuiiiiiiiiiee e (4,452 (1,309 (23)
Accounts payable and accrued liabilities..........c.cccocviiiiivenciiiiiii, 2,778 2,300 (2,166
Net cash used in operating aCtiVities.............cooocvriiiirree i (6,649 (11,744) (8,901

Cash flows from investing activities

Proceeds from sale of real estate............ccoovviiiieeniiiciiic e 376 12130 5,099
Proceeds from sale of notes receivable, securities, and other.assets......... - 663 -
Investment in notes receivable............ccocooiiiiieiiiiii e - - (2,331)
Principal repayments on notes receivable and securities.................cccceeene. 268 18 4,736
INvestMeNt iN real ESTAte...........cocviiiiiiieeriee e 127 (1,918 (9,575)
Purchase of net assets of restaurant operatians..............ccccveveevveeeniiineeenn. - (1,119 76
Investments in propy, plant, and equipment...........cccooeiveiiiecni e (2,350 (2,132 (99
Distributions from equity INVESEEES..........cccoviiiiiieiiiiee e - 1,600 -
ORI (70) (62) 1,969
Net cash(used in)provided by investing activities.............cccccvveiiieenniineeen. (1,903 9,184 (124)

Cashflows from financing activities

Proceeds from DOITOWINGS........ccocviiiiiieiir ittt 3,153 9,907 6,162
Repayments 0N DOMTOWINGS........ooiurrieeiiiiie ettt (438 (9,570) (1,272)
Repayments under capital |€aSeS..........ccccvvvviiiiiieriiiiiicec e (73 (149 (203
Purchase of treasury stockdaoption to purchase treasury stock.................. 2) - (1,689)
Investment by (tributions tQ minority interests, Net..........ccccceevciiiiieencnne 1,100 225 (116
Dividend payments on cOmmonN StOCK............ceviiiiiiiineniieeiiiee e - (1,034) (4,184)
(@1 L= O L= TSP O T 122 - -
Net caslprovided by(used i) financing activities.............ccccveveiniicenniineeen. 3,862 (616 (1,202
Effect of exchange rate change on cash...........ccccceiiiicenniee 2) (18) (92)
Net change in cash and cash equivalents from continuing operations........... (4,689 (3,199 (10,319

Net change in cash and cash equivalents from discontinued operations:

Net castprovided byoperating activities...........ccccocveiiiiiieeniic i, 1,988 2,034 2,579
Net casltprovided by(used in) invesing activities...........c.ccocoeveeeinicenniineeen. 2,787 (51 767
Net cash(used i) finanNCiNg aCtIVItIES..........ccoouiiiiiiiiiiie e (780 (1,039 (909
Net change in cash and cash equivalents...............occuvieeeiiee e (693 (2,247) (7,877)
Cash and cash equivalents at beginning of year............ccoccvviieeviiiiiieneeee 1,824 4,071 11,948
Cash and cash equivalents at end Of Y ar...........cceviiiiiireeieee e $ 1,131 $ 1,824 $ 4,071

The accompanying notes are an integral part of these consolidated financial statements.
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Supplemental disclosures of cash flow information

Cash paid fOr INTErESt..........vviiiiiiee e e
Cash paid for iINCOME taXES.........cviiiiiiiiiicee e e

Non-cash financing and investing activities

Assetsacquired througleapital 1ease..........cooeeeeviiiiiiiiicce e
Notes payable assumed upon purchase of franchisee............c.ccoveeeeeeen.
Treasury stock acquired through exercise of option...........cccccvvvviieeeniinnnnnn.
Capital lease obligations terminated with no pBnal...........cccccoeiiiiiiceennnne
Release of assets under capital [€ase............cccoevvieeiiiniic i

Noncash business combinations:

Fair value of assets acquired through business combinations.................
Liabilities assumed through business combinations.............cccccccveeeeeenn.

Notes receivable converted to equity interests through business

COMDBINALIONS. ...coiiiiiiii e rene s

2,411
93

1,851
351

LZ AR AR AR R ©

®» &+

1,431
43

593
855
876

8,060
(4,470)

(3,590)

The accompanying notes are an integral part of these consolidated financial statements.

F-8



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 117 ORGANIZATION AND RELATIONSHIPS

The Company was originally incorporated as WilsliReal Estate Investment Trust Inc. in the State of Maryland on October 24, 1997.
The Company is not a Real Estate I nvestment Trust EffattRE]l TO)

January 25, 2001, the Company changedatse to Fog Cutter Capital Group Inc. to better reflect the diversified nature of its business
and investmentsAt December 31, 200and 206, certain Company officers and directors contrqltéckctly or indirectly asignificant

voting majority of theCompany.

NOTE 217 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature ofoperationsi Fog Cutter Capital GroupInc.s pr i mari ly engaged in the operation
restaurant busines$og Cutteracquired the contiling interest in Fatburger in August 2003 and e88% voting control as of

December 31, 200 In addition tdts restaurant operatiothe Companylsoconducs manufacturing activities, software development
and sales activitiegnd maks real estat@nd other real estatelatedinvestmentshrough various controlled subsidiaries

Principles ofconsolidationi Theaccompanying consolidated financial statements include the accounts of Fog Cutter Capital Group Inc
and its subsidiaries, includifgatbuger Holdings, InGDAC | nt ernati onal Il nc. (ADACOWREPCent
19981 LLC, Fog Cutter Servicing Inc., Fog Cap Commercial Lending Inc., Fog Cutter Capital Markets Inc., Fog Cap Retail Investor
LLC, Fog Cap Development LL&og Cap Acceptance Inc., BEP Islands LimjauatlPadraig_LC. Intercompany accounts have been
eliminated in consolidation.

Use ofestimates in th@reparation of theconsolidatediinancial statement§ The preparation of the consolidated financial stetiets

in conformity with accounting principles generally accepted in the United States requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and tfebdititsaitthe
consolidated financial statements. Significant estimates include the determination of fair values of certain finameiahisdtr

which there is no active market, the allocation of basis between assets sold and retained, andalavwatioes fonotes receivable

and real estate owned. Estimates and assumptions also affect the reported amounts of revenues and expenses dunggénmceport
Actual results could differ from those estimates.

Fatburgerrestaurant andranchiserevenud Revenusfrom the operation of Fatburger compamyned restaurants are recognized

when sales occur-ranchise fee revenue from the sale of individual Fatburger franchises is recognized only when all material servic
or conditions relating to thsales have been substantially performed or satisfied. The completion of training and the opening of a
location by the franchisee constitute substantial performance on the part of Fatburger. Nonrefundable deposits celk@eddn

the sale of fanchises are recorded as deferred franchise fees until the completion of training and the opening of the restaurant, at w
time the franchise fee revenue is recogniziedaddition to franchise fee revenue, Fatburger collects a royalty ranging fram &%

of gross sales from restaurants operated by franchisees. Fatburger recognizes royalty fees as the related salestlage made by
franchisees. Costs relating to continuing franchigper are expensed as incurred.

Fatburger operates on a-82ek @lendar and its fiscal year ends on the Sunday closest to December 31. Consistent with the industr
Fatburger measures its storesd per f oneekaynleeasuresacensigientuwgeklyrep@rting a |
for operations and sares that each week has the same days, since certain days are more profitable than others. Accordingly, the
accompanying consolidated financial statements reflect a Fatburger fiscal year end of D86gaUiErand DecembeBl, 2006. The

use of this fical year means a"88veek is added to the fiscal year every 5 or 6 years. Fiscal year 2006 includfbsee3 In a

52-week year, all four quarters are comprised of 13 weeks. IneeBR year, one extra week is added to the fourth quarter.

Manufaduring revenue recognition Revenues from manufacturing operations are recognized when substantially alieiahdsks
and rewards of ownership of the inventory have been transferred to the buyer. Generally, this occurs when the intag@yedtads s
the customer.

Longlived assetsheld forsalei The Company classifies its lotiged assets to be sold as held for sale in the period when (1)
management commits to a plan to sell the asset, (2) the asset is available for immediate sale im itequ@imn subject only to terms
that are usual and customary for sales of such assets, (3) an active program to locate a buyer and other actionsoepletdthe
plan to sell the asset have been initiated, (4) the sale of the asset is parimhtylsfer of the asset is expected to qualify for recognition
as a completed sale, within one year, (5) the asset is being actively marketed for sale at a price that is reasotiabl®iitsrelarrent
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fair value, and (6) actions required to contpline plan indicate that it is unlikely that significant changes to the plan will be made or that
the plan will be withdrawn Any long-lived assets held for sale are stated at the lower of their carrying amounts or fair value less cost
to sell and arevaluated for impairment throughout the sales process.

Recognitiorof sale ofassets The Companyas beeninvolved in significant sakof real estatand other assets herecognition of

sales othese assetsccuis only whenthe Company haisrevocaby surrendered control over the assEhe Companwill recognize
gainonsalesaissetss nder t he full accrual met hod when (1) a sale is
are adequate to demonstrate a commitment to palidgrroperty, (3) any receivable from the buyer is not subject to future
subordinationand (4) the usual risks and rewards of ownership of the property have been transferred to the buyer. If any of these
conditions are not metheaccounting policy requés that gain on sale be deferred until all of the conditions have been satisfied.

Goodwill andotherintangibleassets Goodwill represents the excess of the purchase price and other acquisition related costs over tt
estimated fair value of the net gible and intangible assets acquirkdn accor d anc e ®aodwil arfd OtSer INtangiblel 4 2
Asseté6 (AFAS 14206), goodwi | i s not amo rlntangikdedssetshare statedise estimabefl e ¢ t
fair value athe date of acquisitioand include trademarks, operating manuals, franchise agreetaas&hold interestand customer
contracts Trademarks, which have indefinite lives, are not subject to amortization. All other intangible assets are amorttezid over
estimated useful lives, which range from five to fifteen yedtanagemenassessspotential impairments to intangible assets at least
annually, or when there is evidence that events or changes in circumstances indicate that the carrying amassdtahay not be
recovered.Judgments regarding the existence of impairment indicators and future cash flows related to intangible assets are based
operational performance tlieacquired businesses, markenditions and other factors.

Impairmentof longlived assets | n accor dance VicduhtingfohtSe Ildpairment et Bisposal of Leliged Assets
(AFAS 1440), t he Clivedmssetsyfor impairmeatwisenever an edert acgurs that indicates an impairment may
exist. The Company tests for impairment using the estimated future cash flows of the asset.

Cash andtashequivalents’ For purposes of reporting the consolidated financial condition and cash flows, cash and cash equivalents
include nonrestricted cashmountsheld atbanks shares in money market fundsd time depositaith original maturities of 9@ays
or less.

Notesreceivablé Upon origination or purchasef a note receivabjéhe Companylassifesthenoteas held for sale or held for
investment.All notesheld by the Company at December 31,280d 206 areclassified as held for investmdrdsed orthe

C o mp aintgnbamnd ability to hold theotesfor the foreseeable future or until their maturity or paydfbtesheld for investment are
recordecat their unpaid principal balance, net of discounts and premiums, unamortized net deferred origination costs and fees and
allowance for lossedOrigination fees and certain direct origination costs are deferred and recognized as adjustments to in¢bene ove
lives of the relatediotes Unearned income, discounts and premiums are amortized to income over the estimated lifetefiding
methods that approximate the interest method. Interest is recognized as revenue when earned according tf the netesand

when, in the opinion of management, it is collectible.

Based upoma n a g e mssasdménd, no allowance for losses was required with respetesareceivablbeld forinvestment at
December 31, 200 Specific valuation allowances mag established farotesthat are deemed impaired when, based upon current
information and events, it is probable ttieed Companwvill be unable to collect all amounts due, both principal and interest, according
to the contractual terms of tihete Impairment is measured based on the present value of expected future cash flows discounted at t|
ntds effective i mitdsevtbhseatvabl rasnad kem @r i ce,noteiscoliateral f ai r
dependent.

Investmentin real estatei Red estate purchased directly is originally recorded at the purchase price. Any excess of net cost basis ov
the fair value less estimated selling costs of real estate is chargedllmwvance foimpairment ofreal estate Any subsquent

operating expenses or income, reductions in estimated fair values, as well as gains or losses on disposition of seshgoeoperti
recorded in current operationBepreciatiorand amortizatioon investments in real estate is computed using thigktline method

over the estimated usefivés of the assets as follows:

Buildings and improvements...........ccoccvvveeeeeiiceeesnnnnnn, 35 years
Tenant improvemen@nd assets under capital lemse... Lesser of lease term or useful |{fgpically 30 years)

Expenditures for repairs amdaintenance are charged to operations as incurred. Significant renovations are capitalized and amortize
over their expected useful lives. Fees and costs incurred in the successful negotiation of leases are deferred armhaamortized
straightline bass over the terms of the respective leases. Rental revenue is reported on alisieaigisis over the terms of the
respective leases.
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Managemenévaluate real estatpropertiesincludingpropertiesunder capital leases, and other similar Kingd assets at least

annually, or whenever events or changes in circumstances indicate that the carrying amounts may not be reCheseabésetre
evaluatedor indicators of impairmensuch as significant decreaseshnestimated market price, a sificant adversechangen the

extentor manneiin which ax asset is being used or in its physical condition, or cash flow combined with a history of operating cash flov
losses or a projection or forecast that demonstrates continuing ésseesatedvith the use of the lontived asset. When any such
indicators of impairment are notadianagementomparsthe carrying amount of these assets to the future estimated undiscounted net
cash flows expected to result from the use and eventual dispositiorasstts If the undiscounted cash flows are less than the carrying
amount,an impairment charge equal to #wcesof carrying value over the s s estintatedair valueis recorded Fair value is

estimated in consideration of third party value opiniandcomparativesimilar asset pricesyheneveiavailable, or internally
developediiscountectash flowanalysis

Investment irequity investee$ The equity method of accounting is used for investments in associated companies which are not
controlled byusand in whicht h e C o nnpeeest ig §geserallpetween 28 and 50%.T h e  C o nghaenfearsngs or losses
of associated companidga which at least 20% of the voting securities is owned, is included in the consolidated stbé mpaitations.

Share based paymeritsThe Company has a najualified stock option plan (“the Option Plan") which provides for options to purchase
shares of the Companyds c o Btatemmentsftinandal Accounting StaidamipMB(Ry, adopt ed
fiShareBased Payment ( i F A Seffaécv8 Rauary 1, 2006, using the modified prospective transition method. Under that
transition method, compensation cost recognized in 2006 includes (a) compensation cost for all share based awardsrgoarietd pri
notyet vested as of January 1, 2006, based on the attribution method and grant date fair value estimated in accordaadgingih the
provisions of FAS 123, and (b) compensation cost for all share based awards granted subsequent to January 1, 20€t besed o
date fair value estimated in accordance with the provisions of FAS 123R, all recognized as the requisite service penideledre
Results for prior periods have not been restated.

The adoption of FAS 12 3R syf@thayear ended Descemben 3, 208mgrapmoximaiety Z0mdlion | o
higher($0.8 million for the same period in 200@nd caused basic and diluted loss per share as reported for the same perio@fo be $
higher than if the Company had continueédgount for share based compensation under Accounting Principles Board Opinion No. 25
fAccounting for Stock Issued to Employees( A APB 250) .

Prior to January 1, 2006, the Company applied APRritbrelated interpretations in accounting for the Option. Phaatordingly, no
compensation expense was recognized in the Consolidated Statements of Operations prior to January 1, 2006 for graf@ptimer th
Plan. Had compensation expense for the Option Plan been determined based on the fair value tad albe gpasistent with the
methods of FAS 123, the Company's net loss and loss per share for the year ended December 31, 2005 would have bedn as indic:
below:
Year ended
December 312005

(dollars in thousands
except share data)

NEt 10SS @S FEPEE........eeiveeiiireiieesieeeee e s esee e e see e reeeraeeaee e $ (7,203

Proformacompensatiomexpense from stock based compensati (373
NEL OF TAX ...

Pro forma NEt I0SS.......ccoviiiiieiiie e seeee e eeeee e $ (7,579

Net loss per common and common share equivalent:
Basic loss per share:

PN =] o Jo 11 (=T o [PPSR RPURPON $ (0.89

(oI (0] 1 - VOSSR $ (0.99
Diluted loss per share:

PN =Y o Lo T4 (=Y o TSR $ (0.89

Lo I (0] 1 - VPSSR $ (0.99

There were no options granted with exercise prices below the market value of the stock at the grahedeeéhted averagfair
value of options granted during 202006 and 206 was$1.73 $1.67, and $.27, respectively. Fair values were estimated using the
Black-Scholes optiotpricing model. The following weighted average assumptions were used to detelaiunaltie ofhe 200 options
granted:0% dividendyield, expected volatility 076%, risk-free interest rate af. 76 and expected lives dényears. SeeNote201
Stock Options and Rightsr further information on the Option Plan.

Minority interests The CompangppiesAc count i ng Res e a Cans$olid®edIFihandal StatelNelits ( B ARBfA 5 1 ¢
which requires the elimination of all intercompany profit or loss and balances between consolidated companies. AR&gbiredso r
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the recognition of minority iterest in consolidated subsidiaries. Consistent with ARB 51, where losses applicable to a minority intere:
exceed the minority interest in the capital of the subsidiary, such excess and any further losses are charged agaiasyth8outd
the subgliary become profitable, the Company will be credited to the extent of such losses previously absorbed.

Incometaxesi The Companyilesits income tax returns with the relevant tax authorities in the United States on a consolidated basis.
Deferred taxassets and liabilities are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assdtiisaaddiabil
measured using enacted tax rates expected to apply to taxable income in the years in which those temporary differeecesidace exp
be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognizedninhaqmeriod that
includes the enactment date. A valuation allowance is provided when it is not probable that some portion or all oEthéadefssets

will be realized.| n January 2007, the Company ad o pvhioh darified\tSeBnarner in evhiich r e t
enterprises account for wuncertainty in income taxed43ddmtcogn
have a material effect on the Compdopsgrdiiecns.consol i dated finan

Earningsper sharei Bastc EPS excludes dilution and is computed by dividing thdasstavailable to common stockholders by the
weighted average number of common shares outstanding for the period. Diluted EPS reflects the poteniighatiloould occur if
securities or other contracts to issue common stock were exercised or converted into common stock or resulted in tbé issuance
common stock that then sharexdthe earnings of the Companpuringthe year ended December 31, 208006, and 208, the
Companyexperienced net logswhich result in common stock equivalents having andihtiive effect on earnings per share.

Reclassifications The Company6s operations and acti viti ensoretypical bec omi
commercial businesses, and less focused on finance and real estate. As a result, certain reclassifications of thelbalances a
modifications to the presentation of the financial statements fd& &00 206 have been made to conform to @07 presentation,
including the reclassification of certain investments in real estate as held for sale. None of these changes in padfestéation
previously reported results of operations.

NOTE 37 RECENTLY ISSUED ACCOUNTING STANDARDS

InDecembe 2007, the FASB issued FASB Statement of Financi al A
in whichentitiespresent noftontrolling interestin consolidatedinancial statementsSFAS 160s effective for fiscal years beginning
after December 15, 280and early adoption is prohibitedhe Company has not yet determined the effect, if any, of this new standard
on its consolidated financial position and results of operations.

In December 2007, the FASB issued FASB Statementaifenci al Accounting Standards No. .
manner in which entitiesecordbusiness combinations in consolidated financial statements. SFAS 141R is effective for fiscal years
beginning after December 15, 2008, and early adopdiprohibited. The Company has not yet determined the effect, if any, of this new
standard on its consolidated financial position and results of operations.

NOTE 47 NOTES RECEIVABLE

Notes receivablare comprised of the following categories at Decer8fie20d, and 2086:

December 31,

2007 2006

(dollars in thousands)
Commercial real estat®tes..........cceeeeeeeiiiiiiiiiieeee s $ 370 $ 389
(@)1 T=T4 o) (=TT 242 446
$ 612 $ 835

As of December 31, 200and 20, all notesreceivable carriefixed rates of inteest Onenotewith a carrying value of &2 million
waspledged to secure borrowing8ll noteswereclassified as held in portfolio. As of December 3107, the Company did not believe
that animparment reservavasrequiredon notes receivable

NOTE 57 INVESTMENTS IN REAL ESTATE
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At December 31, 200and 20®, investments in real estate were comprised of the following:

Commercial Real Estate:

December 31,
2007 2008
(dollars in thousands)

Properties under capital 1eases..........cccooviiiiiiiieeiiiiiiiiieee e $ 13338 $ 13,2200
Land, building and improvements..............ccccceveeeiicceeees e, 8,463 11,096
Less: Accumulated depreciation............c..eeeeeieerieeceeee s (2,143 (1,732

$ 19,658 $ 22,564

I n the fourth quarter of

NOTE 67 INVESTMENT IN BOURNE END

The Companpwneda 26 % i nter est

2007, the | eased r dadheleforsaetarmd waso r t
classified as held for sale at December 31, 2007 and 2006. The portfolio was sold in February 2008, subsequent to year end.

n

Bowr me Emd o Pedfarmhd mvestnesst using tbe. equityii B o

method. In 2006, Bourne End completed the sale of its last remaining shopping center in Speke, England. Bourne Esdiaemigniz
under U.S. financial reporting standards of approximately$1 mi I I i on, of which, the Company?d
The Company was also allocated additional income from Bourne End in the approximate amount of $0 &smaillesult of exceeding
certain profitability measuramder a revenue ahing agreement with the other investors. The Company recognized $0.7 million in
income from equity investees during the year ended December 31, R0P@06,Bourne End distributed the majority of its net assets

to its investors, and the Company reeeivb1.6 million for its shareSummary financial information for Bourne Ergdas follows:

Bourne End
At, or for the Year Ended December 31,
2007 2006 2006
(dollars in thousands)

CASN e $ - $ - $ 3,785
Real EState, NEL.........iiiiiieieeee e eeeee e - - 2,985
Other ASSELS.....uu ittt - - 1,398
Other lIabilitIES.......vvvvvvririiiiieeereeeeeeee e eeees - - 5,143
RENtAl INCOME...uuiiiiiiiiiiceee et mnne e e - 142 426
Gain on sale of real estate..........c.cocvveiiiiiiiceeeiiii e - 1,056 -
INEErESIEXPENSE. ...ttt - - 18
NEt INCOME (I0SS)......uvviiiiiiiiee ittt - 654 (5,209)

NOTE 71 PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is depreciated strdiigitover the shorter of its useful life or lease term, @msiss of:

At December 31,
2007 2006
(dollars in thousands)

Land and buildingS........cocveiiirenie e e $ 1,942 $ 1,942
Leasehold iImprovements...........ccuuuviieiiiiiieecee e 5,035 4,432
Furniture, fixtures and equIpmMeNt..........cccoeeiiiiiiieeniiiiiiee e 8,96 8,289
CONSIUCIORAIN-PIOGIESS. ... vveeeiitieee et e emee st e e ettt e sibeeeesmeens 201 2
16,174 14,665

Less accumulated depreciation and amortization....................... (5,97) (4,089
$ 10203 $ 10,576

In DecembeR007, the Company recordech ampairment reserve o0& million related to the leasehold improvements on one

companyowned restaurant location.

NOTE 817 GOODWILL AND OTHER INTANGIBLE ASSETS
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Primarily as a result of the acquisitions of Fatburger, Centrisoft, and DAC, the Cohgmggodwill in the amount 0B million and
investments in intangible assets 6t@million. Since the acquisitions of Fatburger and Centrisoft by the Company, both segments have
experienced operating losses and have conducted their operationsitétth liquidity. The Company believes that these conditions are
temporary in nature, however, should these conditions not be corrected, the Company may be required to recognize iogsasment |
on its recorded goodwillln December 2007, the Compangegnized an impairment of goodwill from Centrisoft in the amount of $1.0
million. As of December 31, 20Qthe Company was not aware of any events or changes in circumstances that would require the
additionalimpairment of the recorded goodwill.

Net intangible assets included franchise agreements, leasehold interests, and sales cSntrantwized information for acquired
intangibleassets is a®llows (dollars in thousands):

December 31,

2007 2006
(dollars in thousands)
Franchise agreememt.............cccoeveeveeveeeeenecnnennn. $ 1,162 $ 1,162
Other intangible assets..........ccccccceveieiicccee e, 1,018 1,018
Total amortized intangible assets..................... 2,180 2,180
Less: accumulated amortization.............cccccouveee. (1,165) (889
Net amortized intangible assets...........ccc.ccuee.... 1,015 1,291
TrademarkS........oovveeveeiieiieeee e 3,971 3,971
Total intangible assets.............ccccvevvvvieeeeee e, $ 4,986 $ 5,262

Trademarks, which have indefinite lives, are not subject to amortization. All other intangible assets are amortizedstisiggime
method over the estimated useful lives of the assebgeof fifteen years. Amortization expense was3$nillion for each othe yeas
ended December 31, 2ZD@005, and 208. Estimated amortization expense foe five succeeding years is as follof@sllars in
thousands)

200B.....coociiiii e $ 374
200, 374
2010....ccciiiiiiiii e 267
2011 .. -
2022, -

The recorded values gbodwill and other intangiblassets may become impaired in the futdrbe determination of the value of such
intangible assets requires management to mstkmates and assumptions that aftbetconsolidated financial statementotential
impairments to intangible assete assessatihen there is evidence that events or changes in circumstances indicate that the carrying
amount of an asset may not beawered. This assessment is basmuthe operational performance of acquired businesses, market
conditions and other factomscluding future eventsAny resulting impairment loss could have an adverse impatttemesults of
operationof the Company

NOTE 97 INVENTORIES

Inventories consist of the following:
December 31
2007 2006
(dollars in thousands)

Raw materials $ 1,565 $ 1,703
Work in progress 772 138
Finished goods 168 601
Total inventories $ 2,505 $ 2442

NOTE 107 OTHER ASSETS

Other current assets consist of the following:
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December 31

2007 2006
(dollars in thousands)
Prepaid EXPENSES.........vviieiiiii ettt 534 420
(01 = SO PESTRR 2 96
TOTAL et e $ 536 $ 516
Other assets consist of the following:
Decemler 31,
2007 2006
(dollars in thousands)
SOfWANE COSES...uviiiiiiiiiiiieite ettt $ 879 $ 1,217
SECUNLY AEPOSIES.....uevviiiiiriee ettt 646 486
Capitalized finance fees.........cooovvviiiiiiceee e 269 306
(@1 0= S PP PP PP 93 107
Lo 1 | P PP PPRRPP $ 1,887 $ 2,116

Software costs represethie allocation of the purchapeice based upotine market value of the Centrisoft software at the time of
acquisition in July 2005. This asset is being amortized over 5 years.

NOTE 117 BORROWINGS AND NOTES PAYABLE

Borrowings at December 31, 2ZDGnd2006 consist ofvariousnotes fayable a line of credit, andhortgage debtProceeds from the
various credit facilities are used primarily for the acquisitioreaf estatand restaurarfacilities.

Following is information about borrowings:
2007 2006
(dollars in thousands)

Average amount outstanding during the year.............ccccccveeveenene.. $ 17,726 $ 14,203
Maximum monthend balance outstanding during the year............. $ 19,269 $ 16,399
Weighted average rate:
DUring the Year........ooiiiiiiiiiiii e 14.6% 12.9%
At end Of YA ......uiiiiiiie e 14 5% 11.9%

At December 312007 and 20®, borrowings and notes payable consist of the following:

December 31,

2007 2006

(dollars in thousands)
Borrowingsby Fog Cutter Capital Group, Inc.

Note payable to &nderin the amount of $,927,310 secured byhe Canpany és i nt e
owned by the Company which hol ds Themae b€aosnmmpeme:
at a fixed rate 018.0%, plus a monthly loan fee of 0.8333% which is added to the principtgrest is
duemontHy in arreas. The note is due in 8. This note was repaid subsequent to year end....... 3,982 2,100

Note payable to &enderin the amount of $,391,490 securecorimarily byt he Company
DAC and t h envaStmempiraang pioperty in Balona, Spain The note bears interest at
fixed rate 0f24.0%. Interest is dumontHy in arrears. The note is due iNAB0............cccvvieeieeeeernaee. 3,391 2,128

Note payable to Eenderin the amount of $,500000, securedby he Company 6 s réaln
estate in Barcelona, SpaiThe note bears interesttae Wall Street Journal prime rate plus 8.87¢
Interest is duenonthy in arrears.The note is due in 2008...........ccooviieiiiiiiienceniee e 2,500 2,500

Borrowingsby Variable Interest Entities:

Note myable to a financial institution in the amoungapproximately$1,005000, secured by real esta

in Barcelona, Spain. The note bears intereth@EURIBOR plu2.0%. Interest is duenonthlyin

arrears. The note is due 8021. This loan was 60 daysast due at December 31, 2007, but v 1,005 934
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subsequently DrOUGNE CUITENT....... ... e e e e e eee e e e e e nnnees
Borrowingsby DAC International, Inc.

Line of credit payabléo afinancial institutionin the amount of $00000, secured byhe general
business aets of DAC International Theline of creditbears interest at the Wall Street Journal pri
rate plus 1.%. Interest is dumontHy in arrears.This line of credit is due in 2008 and was paid in {
SUDSEQUENE T0 YEAN ENM.... ..ot e et e e e e e s e e e e e e e s e e st e e e antbaereeaeeesaannnens

Borrowingsby Centrisoft Corporation

Notes payableo various lenderdn the amount of 858000 The noteshave matured andre
subordinate to debt owed by Centrisoft to the Compaltyenotesbear interest at fixed rateanging
between 5.5% ant.0%, whichis accruedmonthy. ...... ..o

Notes payable by Fatburger:

Mortgage loarwith acommercial bankn the amount of $53,000 secured by land and buildirg one
restaurant location in Nevaddhe note bears interestedixed rate of6.50% for the first five years of
the loan, during which timprincipal and interest is due in equal monthly installment3gf%2. The
108N MALUTES IN JUNE 2015...... . ettt et reet et e e e e st e e e s nbeenee e e e enreeeeennneeas

Mortgage loarwith acommercial bankn the amount 0$900,000 secured by land and buildirag one
restaurant location in Nevaddhe note bears interestafixedrate of6.50% for the first five years of
the loan, during which timprincipal and interest is due in equal monthly installments5g889. The
102N MALUIES IN JUNE 2035.....ci ittt ettt e e e et e e e e e ettt e e e e e e e e s smnne e e e e enstaeeeeeaas

Note payable with a financial institution in the amount o788,000secured by fixtures and equipme
of 22 restaurant locations in California and Nevada. The note bears intetlest3ahonth London
Interbank Offered Rafglus 3.95%, adjustemionthly. Principal and interest is due in monthly paymel
through October 2014 As of December 31, 200 monthly payment approximated$000. At
December 31, 2a0and 20®, Fatburger was in violation of two wenants related to this loan........

Note payable to a financial institution in the amount of $290,000, secufedurgs and equipment &
one restaurant located in Californidhe note bears interest at a fixed rate of 6.93%. Ppahend
interest are due in equal monthly installments of $4,367 through August 2@IDecember 31, 200
and 206, Fatburger was in violation of two covenants related to this Ioan.............cccccevveeeeeen..

Mortgage loarwith afinancial institutionin the amount of $51,000, secured by fixtures and equipm
at one restaurant location in Californi@he note bears interestaafixedrate 0f8.31%. Principal and
interest is due in equal monthly installments &,769 through January 2013, at which dirall
remaining principal is due. At December 2007 and2006, Fatburger was in violation of tw
covenants related t0 thiS 10@N..............ooviii i

Mortgage loarwith afinancial institutionin the amount of $32,500, secured by fixtures and equiptn
at one restaurant location in Pennsylvariiae note bears interestdixedrate 0f6.90%. Principal and
interest is due in equal monthly installments 5f754 through May 2011...........cccceeiiieiiiiiicenieenne

Note payable to a former franchisee in the amotii206,000, secured by fixtures and equipment at
restaurant location in Pennsylvani@he notewas due in December 20@nd bears interest at a fixe
FAEE OF 8000 .t e e re ettt e e ettt ee ettt e e e e e e e et bttt ettt aaa— e et e e e e e e e e thttteeaeeeaaantaeaeenn

Mortgage loarwith afinancial institutionin the amount of $5000, secured by equipment at vario
restaurant locations in California and Nevad@ae note bears interesteafixedrate 0f9.30%. Fincipal
and interest is due in equal monthly installments3p1$0 through May 2010..........ccccccvervienneenes

Mandatorye d eemabl e preferred stock (the fASerie:
August 15, 2003. The Series B Preferred is redeemable by Fatburger for $1.5 million at any ti
must be redeemed by August 15, 2009. Under certain circocestathe Series B Preferre
shareholders may convert their shares into the common stock of Fatburger in an amount equ
redemption price based upon the fair value of the common stock at the time of conversion. Th
B Preferred is entitled tdividends from Fatburger equal to 2.5% per annum of the redemption |
The Series B Preferred does not have votir
effective INterest rate IS 18. 200 . ......oiieiiieiiee et e e

500

658
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874

3,723
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$ 19,269 $ 15,853

At Decenber 31, 20@, the contractual maturities obtrowings and notes payaldecapproximately as followg&ollars in thousands)

Year Ending December 31:

2008 $ 12,914
200 1,837
2010 687
2011 647
2012 664
Thereafter 2,520
$ 19,2

At December 31, 2007 and 2006, Fatburger was not in compliance with all obligations under the agreements evidencieglitesadeb

as defined in the applicable agreements, due to its failure to meet the prescribed fixed charge coverage raieseribtee
debtcoverage ratio in three notes payable. The lender subsequently issued a waiver of the covenant violations for bottf8BDecember
2007 and 2006. As such, on our Consolidated Statements of Financial Conditianjlfon of long-term debthat was classified as
current at December 31, 2006 has beedassified asong-term

Borrowings related tthe Barcelona properties, held throutiie VIE, are classified as maturing in 200ue toma n a g e mentidnoé s
to sell these properties.

NOTE 1271 LEASES

In October 2002he Companyurchasedeasehold interests in 109 frstanding retail stores located throughout the United States. The
transactiorwascompletedhroughawholly-owned subsidiaryFog Cap Retail Investors LLCI he storesre freestanding, retail
locations ranging from 4,500,000 square feet eaclihe initial tem of the leasehold interesisthe time ofcquisitionhadan average
expiration of approximately 6 years. Howewle Company igntitled to exercise extemsi options which will allowt to control the
properties fo an additional 15 to 30 years.

In some caseshe Companyasthe option to terminate a lease by giving notice to the property owner. The notice to terminate must
include an offer to purchaseetiproperty at a price calculated using a declining percentage of the original fair market value of the
property at the time the original lease was initiated (generally in th@19 a80as )1.9 The property owner
accepthe offer to purchase the property allow the lease to terminate.

Since theacquisition there have beei leasesold, terminatedor allowed to expire In additionthe Companyurchased thentire
ownership interests &3 of theproperties which had been pafthe lease portfolioAs aresult, as of December 31, ZQthe Company
continuesto leaser2 of the original 109 propertie<Of the remaining’2 leases32 were on terms and conditions that required
capitalization of the obligationAs of December 3, 2007, the Companyadan $11.2million netinvestment in real estate as a result of
the transaction, and a capital lease obligationl®@million. The remaininglO leases arelassified as operating leases.

The leased properties are sublet to abirenant mix including convenience stores, shoe stores, video rental outlets, auto parts dealer
carpet retailers and other small businesses. The aggregate future minimum rent to be retetv€dimpanyinder norcancelable
subleases as of Decembel, 2007, was ¥.5million for the properties iject to capital leases and.8 million for the properties

subject to operating leases.

In the fourth quarter of 2007, the | eased real forsdlemtde port
was classified as held for sale at December 31, 2007 and 2006. The portfolio was sold in February 2008, subsequatht to year e

In October 2006, the Company acquired an aircraft through a capital lease. Through this acquisition, veeare emskt of

$1.8 million under property, plant, and equipment, and recognized a related capital lease obligation of $1.8 milliotihe Under
terms of the lease, we will pay $6,409 per month for the lease. After August 1, 2008 we have the optioage fhedircraft

for $2.0 million, and we are required to purchase the aircraft for that amount by July 31, 2009.

Asses held undercapital leasearesummarized as follows
December 31,
2007 2006
(dollars in thousands)
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Real eState PrOPEES..........c.ccoveeiveeireeriemireesteesree e e ereeereesreene e ens $ 13338 $ 13200

Property, plant and equipmMent...........oooiiiiiiiiiceeiiee e 2519 2,013
Less accumulated depreciatiand amortization.................c.c..eeeee. (2972 (1,744
Net capital 18aSe ASSELS.......ciiiiuiiiieiie e $ 12885 $ 13,469

Future minimum lease payments required under capitald¢lgtehave initial or remaining na@ancelable lease terms in excess of one
year at December 31, 2Dare as followgdollars in thousands)

Minimum Lease

Paymentg1)
200B....cccoiiiiiiiiiiiiieeien $ 155
2000....cccoiiiiiiiiiieien 3,522
201Q......cccciiiiiiiiiiiiieiiien 1,415
2000, 1,415
2022....cccciiiiiiiiien 1,415
Thereafter.......cccceeeeeennn. 20,213
Total.eeeeeeeeeeeeeeeeeeeen $ 29536

(1) Assumes thahe leasewill not beterminatel under the termination/purchase clause
described abovelncludes £2.0million in payments expeed to be madaenderbargain
lease renewalsThe amount of imputed interest to reduce the minimum lease payments to
present value i$17.3million using an effective interest rate aproximately 31%.

Rental expensfor all operating leases for thedd year ended December 31, 20RO and 20 was %.0 million, $4.4 million, $3.4
million, respectively.Future minimum lease payments required under operating leaséavkdhitial or remaining nenancelable
lease terms in excess of one yaaDecember 31, 200 are as followgdollars in thousands)

Minimum Lease

Payments
24010 < T $ 5214
2010 S 4420
2010, .. 3,946
2001 e 3,404
2012 2,843
Thereafter........ccccccouun.... 9,772
Total.oooeeeeeiiiieeeeeeeeiiiee $ 29599

NOTE 137 DIVIDENDS

No dividends were declared or paid in the year ended December 31,200g the year ended December 31, 2@86,Company
declared and paidnecash dividend totaling $0.13 per shaapgroximately$1.0 million).

NOTE 1471 INCOME TA XES

As of December 31, 200 the Company had, for U.S. Federal tax purposes, a net operating loss ("NOL") carry forward of approximatel
$93.5million, including $.6 million relating to Fatburger ar®b.9million relating to Centrisoft The Company's NDbegins to expire
in 2018. Fatburged BIOL beganto expirein2004an€@ent ri sof t 6s wi | | begin to expire ir

The Fatburger and Centrisoft NOLs generallysubject to an annual limitation under the Internal Revenue Code of 1986, Section 382,
Limitation on Net Operating Loss Carryovers and Certain Builkosses Following Change in Contrdin addition, to the extent the
Fatburgeior CentrisofftNOLs areutilized, the recognition of the related tax beneditscertain of the NOLs utilizediould first reduce
goodwill related tadhoseacquisitiors, then other noitcurrent intangible assets relatedhioseacquisitiors, and then income tax expense

in accordance with Statement on Financial Accounting Standards NoAd@9)nting for Income Taxes.

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

During the year ended December 31,2G8e Company determined that it was more likely than not that certain NOL carryovers would
be available to offset prior taxable inme. As a result, the Company recognized an income tax beneditdaniflion and reduced the
deferred tax liability by the same amouluring the year ended December 31, 2006, the Company recognized an income tax benefit
of $1.2 million due to similacircumstances.

Theprovision(benefit)for income taxes includsghe following

Year Ended December 31,

2007 2006 2006

Current provision: (dollars in thousands)
FEUETAL. ....eveeeeeeeeeee e, $ - $ - $ -
] = LR PPTPPPTTRTRTINN - - -
Total current ProviSion..........c.eeeeeeeeiiecieees s e, - - -

Deferred provision:

Federal........ooviiiiiiiiieeec e, (4,390 (1,249 -
SR e e - - -
Total deferred pProviSian..........ccccooveveveeiiemniiie e (4,390 (1,249 -
Total provision(benefit)for income taxes.........ccccceeevvvveeene $ (4,390 $ (1,249 $ -

A reconciliationof the U.S. feleral statutory rate to the effective tax rate on the income or loss from continuing opestdi@usas a
percentage of pretdrcome oHoss, is as follows:

Year Ended December 31,

2007 2006 2006
U.S. federal statutory rate..........cccceevvvveeenee (35.0)% (35.0% (35.0%
State taxes, net of federal benefit............... (5.5) 0.6 (6.5)
Expiration of subsi. - 29.1 13.3
Non-deductible compensation expense....... 5.3 8.5 -
Other .o 02 0.3 3.2
Valuation allowance...........cccccooveeeiiiennnnen. 4.9 (13.9) 25.0
Effective tax rate.........ccccovvveeeeiiiiieeece e, (30.)% (10.40 - %

The tax effects of temporary differences aadry forwardgesulting in deferred income taxes are as follows:

December 31,
2007 2006
(dollars in thousands)

Deferred Tax Assets:

Loss carry forwards..........ccceevvveninenns $ 38814 $ 33,001
Deferred iNnCOMEe........ccooovvviiiviieiiiennnn, 2,153 1,684
Impairment of assets..........cccevevvvneeen. 2,558 560
(@)1 1= PR 765 1,365
Subtotal..........cooeevvviiiiieiiiieeee 44290 36,610

Valuation allowance............ccccccvvernvireennen. (44290 (36,619
Net deferred tax assSet........ccocvvevvevveeeiiennnns $ - $ -

Given the lack of sufficient earnings historganagemerdoesnot believet is appropriate to recognizedeferred tax asset at this time.

NOTE 157 COMMITMENTS, CONTINGENCIES AND OFF-BALANCE SHEET RISK

Warlick Complaing

On October 16, 2006, Fatburgerldings, Inc., Fatburger Corporation and Fatburger North America, Inc. filed suit against Keith A.
Warlick (AWarlicko) the former Chief Executive Officynentof
with Fatburger was terminad on September 21, 2006 by resolution of the board of directors of Fatburger Holdings, Inc. The Fatburge
companies initiated the lawsuit to recover damages from Warlick arising from wrongful acts and conduct during and after his
employment, andreasseting claims for: breach of contract, breach of duty of loyalty, breach of fiduciary duty, conviersion
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embezzlement; fraud/commencement; intentional interference with contractual relations, and equitable indemnity. Vdaahick file
answer to the lawsuitenying the allegations and included a Crossiplaint against Fatburger Holdings, Inc., Fatburger Corporation,
Fatburger North America, Inc., Fog Cutter Capital Group, Inc., and Andrew Wieddrhor@ rDcesf se n d frrbteacid of contract,
employment dicrimination based on race and retaliation, wrongful termination and defarhatenmder without any specification of
damagesOn a motion filed by the Crod8e f endant s, t he Co u r-tlaindfar employsnengdiscrikviaatidn basdd 6 s
on ra@ and retaliationln further response Warlick initiated a second lawsuit against the Company, various Fatburger companies, ar
members of the Fatburger board of directors, which is set out bElmndefendants to the Cressmplaint filed by Warlick digute the
allegations of the crossomplaint and intend to vigorously defend against the eroswlaint.

On February 6, 2007, Warlick, his wife, and a limited liability company controlled by Warlick, each of whom is a minoeitystea

of Fatburger Halings, Inc., filed a complaint against various Fatburger entities, the Company, Andrew Wiederhorn, and members of t
Fatburger board of directors. The complaint alleges fraud, negligent misrepresentation against Wiederhorn and the Gdbmpany, an
breachofont ract and breach of fiduciary duty against all ethe ¢
were not in the best interests of Fatburger Holdings, Inc., or the plaintiff minority shareholders. The defendantselspgtitns

of the lawsuit and intend to vigorously defend against the claims.

Shareholder Derivative Complaint

On July 6, 2004, Jeff Allen McCoon, derivatively on behalf of the Company, filed a lawsuit in the Circuit Court for tloé Statgon
(Multnoméeh Countycase number 04036900 which namedhe Company and all of itfirectors as defendanttn January 2006, the
Circuit Court dismissed the entire derivative | awsuistMr. rul
McCoon filed an appeal to this rulindgn December 2006, the Company reached a settlement with the plaintiff in which the Company
agrees to pay $125,000 in legal fees and is reddase further liability under this complaint. The settlement agreementeaepted

by the court on January 2, 2QG@hd Fog Cutter paid the settlement on January 24, 2007

Other litigation
The Company igvolved in various other legal proceedings occurring in the ordinary course of businessnahadiemertelieves
will not have a material adverse effect on the consolidated financial condition or operations of the Company.

Liquidity

Borrowings related tthe Barcelona properties ofl$0 million, held throughthe VIE, arereflectedas maturing in 20Ddue to

ma n a g e imentidn € sell these properties and repay the related debt at the time ofisalsale of real estate and other
investmentss consideredo be a normal, recurring part of operations arahagemengxpecs these transactions to generate adequate
cashflaw’ t o meet the Company@fiscalyeagui dity needs for the 200

Dividends

The Company does not have a fixed dividend policy, and may declare and pay new dividends on common stock, subjedt to financiz
condition, results of operations, capital requiretaeamd other factors deemed relevant by the Board of Directors. One factor the Board
of Directors may consider i s the Nodwvidends have beeh declared ®ormpaicsin20n t h

FatburgerDebt Covenant

At December 3,12007 and 2006, Fatburger was not in compliance with all obligations under the agreements evidencing its indebtedne
as defined in the applicable agreements, due to its failure to meet the prescribed fixed charge coverage ratio ariddtie prescr
debtcoverage ratio in three notes payable. The lender subsequently issued a waiver of the covenant violations for both December
2007 and 2006. As such, on our Consolidated Statements of Financial Conditianjlffon of long-term debt that was clasgfi as
current at December 31, 2006 has beedassified asong-term

Fatburger operations

The Company expects that Fatburger will require capital resources and have negative cash flow in the near term whaeait pursu
growth strategy through develogj additional franchisee and Compamyned restaurants. Fatburger development involves substantial
risks that the Company intends to manage; however, it cannot be assured that present or future development will pediatamér ac
with the Cemmpaniydss exp that any restaurants will generate
inability to expand Fatburger in accordance with planned expansion or to manage that growth could have a materialest oer Heceff

C o mp a rperdtiens and financial condition. In addition, if Fatburger or its franchisees are unsuccessful in obtaining cajetal suffic
to fund this expansion, the timing of restaurant openings

Centrisoft ogrations
The Company expects that Centrisoft will require capital resources and have negative cash flow in the near term. BinftésQentr
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the early stages of its marketing, there can be no assurance that it will be successful in attractingpatsigstbmer base. Centrisoft
is currently marketing its software to potential customers both directly and throggheerelationships. There can be no assurance
that Centrisoft will be successful in generating sufficient cash flow to suppowrit®perations in the near term.

Related Party Transactions

During the year ended December 31, 2006, the Company )pai d
entity owned by the Company®$ememhmi edf exestusifver of ie cEGompasy
aircraft. In July2006, the Company accepted assignment of a fractional interest lease, between NetJets Se(vige ln¢. ahé t s 0 )
Peninsula Capitdbr the lease of a 6.25% undivideddrest in an aircraft. The lease calls for annual payments of approximately
$420,000 plus specific costs relating to the operation of the aircraft. The lease expires in DBé&fhewever, the Company has the
right to terminate the lease with 90 dawysice beginning in December 2008. The future minimum lease payments are as follows
(dollars in thousands):

The Board of Directors is aware of the relationship and approved the fees for the use of the aircraft and the assigarinactiafal
lease.

Other

In order to facilitate the development of franchise locations, as of December 31Fa@furger had guaranteed the annual minimum
lease paymentsf threerestauransites owned and operated by franchisees. The guarapmesimate$0.8 million plus certain
contingent rental payments as defined in the respective leases. These leases expire at various timed @rough 20

The lease guarantees by Fatburger do not provide us with a material source of liquidity, capitasesather benefits. There are no
revenues, expenses or cash flows connected with the lease guarantees other than the receipt of normal franchisesrofyalties. A
December 31, 200 managemenwasnot aware of any event or demand that was likely ggén the guarantee by Fatburger.

The Companyas 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 p&uta® minimunrental payments under na@ancelable
operating leases with initial or remaining terms of one year or totakapproximately$29.6 million as of December 31, 230

Management mawtilize a wide variety of financial techniques to assist in the managerhemtrency risk, includingurrency swaps,
options, and forwards, or combinations therdg@ suchcurrency hedgingechniques were in use asicember 31, 2007.

There were nother off balance sheet arrangements in place as of December 31, 200

NOTE 167 ARRANGEMENTS WITH SENIOR OFFICERS

The Companyas employment agreements with Andrew A. Wiederhorn (as Chief Executive Officer), and R. Scott Stevenson (as Senior
Vice President and Chief FinanciaheOfiExeeud)i yeagh. an AExecu

The latesemployment agreement with Mr. Wiederheraseffective Jund, 2006. The employment agreement provides for an initial
threeyear term commencingunel, 20®, which is automatically renewable for successiveyear terms uess either party gives written
notice of termination to the other at led80days prior to the expiration of the thearrent employment term. The employment agreement
with Mr. Wiederhorn provides for a base salary of not less than $350,000 anrualn pnnual bonpg/hich is typically paidn quarterly
installmentsas determined by the Compensation Committee of the Board of Directors.

The latesemployment agreement with MBtevensomvaseffective Jund, 2006. The employment agreement prodder an initiattwo

year term commencindunel, 20@, which is automatically renewable for successive one year terms unless either party gives writcen notic
of termination to the other at least@&ys prior to the expiration of the thearrent employrant term. The employment agreement with

Mr. Stevenson provides for a base salary of not less #&B0B0 annually, plus an annual bonus as determined by the Compensation
Commitee of the Board of Directors.

The Companyncurred salary and bonus expeneéb3.4million, $4.2million, and &.1million, respectivelyfor the years ended December
31, 200, 2006 and 208, relating to the Executives under current or prior employment agreements
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