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Iltem 1. Financial Statements

ASSETS

Current asset:

Cash

Royalties receivabl

Other receivable

Inventory

Income taxes receivab

Prepaid expenses and other current a:
Total current asse

Property, plant and equipme
Less accumulated depreciation

Net property, plant and equipme

Goodwiill
Deferred tax asse
Other assets

Total Assets

PART 1 - FINANCIAL INFORMATION

Mexican Restaurants, Inc. and Subsidiarie:
Consolidated Balance Sheets

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Accounts payabl
Accrued sales and liquor tax
Accrued payroll and taxe
Accrued expenses and otl
Total current liabilities

Long-term debt
Other liabilities
Deferred gain

Total liabilities

Stockholders' equity

Preferred stock, $0.01 par value, 1,000,000 st

authorized, none issu

Common stock, $0.01 par value, 20,000,000 st

authorized, 4,732,705 shares iss
Additional paic-in capital
Retained earning

Treasury stock of 1,496,689 and 1,272,383 common
shares, at 9/30/07 and 12/31/06, respectively

Total stockholders' equit

Total Liabilities and Stockholders' Equ

See accompanying notes to consolidated finan@ssients.

(Unaudited)
9/30/2007 12/31/200¢
$ 459,50 $ 653,31(
66,79: 90,627
813,18: 856,70:
702,39 710,63:
465,98 408,78’
1,045,83 851,58(
3,553,70! 3,571,64.
36,539,55 34,682,61
(18,520,72)  (17,171,17)
18,018,83 17,511,44
11,403,80 11,403,80
363,77: 318,51¢
531,27: 470,28t
$ 33,871,38 $ 33,275,69
$ 1,506,860 $ 2,087,50
130,26« 142,78
996,78t 1,440,041
1,747,31. 1,828,91!
4,381,22 5,499,24!
6,828,001 3,800,001
2,474,93 2,050,27:
1,196,82 1,352,92
14,880,98 12,702,44
47,327 47,327
19,297,28 19,041,86
12,908,21 12,759,12
(13,262,42)  (11,275,07)
18,990,39 20,573,24
$ 33,871,388 $ 33,275,69




Mexican Restaurants, Inc. and Subsidiaries

Consolidated Statements of Income

Revenues
Restaurant sale
Franchise fees, royalties and ot
Business interruptio

Costs and expense
Cost of sale
Labor
Restaurant operating expen
General and administratiy
Depreciation and amortizatic
Pre-opening cost
Impairment cost
Hurricane Rita gail
(Gain) loss on sale of ass:

Operating incom

Other income (expense
Interest incomu
Interest expens
Other, ne

Income from continuing operations before incomes
Income tax expense (benefit)

Income from continuing operatiol

Discontinued operation
Income (loss) from discontinued operatit
Restaurant closure co:
Gain (loss) on sale of ass:
Loss from discontinued operations before incomeda
Income tax benefit
Loss from discontinued operatio

Net income

Basic income (loss) per shg
Income from continuing operatio
Loss from discontinued operations
Net income

Diluted income (loss) per she
Income from continuing operatio
Loss from discontinued operations
Net income

Weighted average number of shares outstandindgcjbas

Weighted average number of shares outstandingtédi)

(Unaudited)
13-Week 13-Week 39%-Week 39-Week
Period Period Period Period
Ended Ended Ended Ended
9/30/2007 10/1/200¢€ 9/30/2007 10/1/200¢€
$ 20,713,64 $ 20,045,668 $ 61,741,93 $ 61,188,11
173,63 195,50: 505,59¢ 629,11¢
- - - 59,62:
20,887,28 20,241,18 62,247,53 61,876,84
5,929,58 5,521,94; 17,572,76 16,827,80
6,726,29: 6,588,98! 20,206,36 19,762,05
5,095,08! 4,866,54, 15,273,88 14,144,91
1,855,28 1,703,96! 5,690,91! 5,403,63
866,67¢ 796,97¢ 2,544,91. 2,276,92
2,771 - 22,77 64,24¢
90,85¢ 17,45¢ 90,85¢ 95,58¢
- - - (366,809)
107,81¢ 7,15¢ 199,50: (3,799
20,674,38 19,503,02 61,601,96 58,204,56
212,89 738,15¢ 645,56 3,672,28.
4,83¢ 4,34¢ 8,65¢ 5,60¢
(139,05¢) (209,23() (362,63 (308,22)
8,407 21,24« 33,91( 68,68¢
(125,81 (83,637 (320,07)) (233,92)
87,07 654,52: 325,49 3,438,35
(11,610 200,49: 63,78 1,143,89:
98,68¢ 454,02¢ 261,71( 2,294,46.
- (125,019 3,09( (230,91
(15,767 - (185,31¢) -
- (57%) 3,41: (3,310
(15,76%) (125,59) (178,81¢) (234,22
5,82¢ 46,95 66,19: 87,56:
(9,93¢) (78,640 (112,62:) (146,66.)
$ 88,75( $ 375,38¢ $ 149,08¢ $ 2,147,80.
$ 0.0 % 0.1z % 007 $ 0.67
- (0.02) (0.09) (0.09)
$ 0.0 $ 011 $ 0.0 $ 0.62
$ 0.0 $ 01z $ 0.07 $ 0.65
- (0.02) (0.03) (0.09)
$ 0.0 $ 0.1C $ 0.0 $ 0.5¢
3,418,66! 3,400,94. 3,371,88: 3,386,96!
3,463,12 3,633,86:i 3,438,60. 3,647,24!




See accompanyintes to consolidated financial statements.




Mexican Restaurants, Inc. and Subsidiarie

Consolidated Statements of Cash Flow

(Unaudited)
39 Weeks 39 Weeks
Ended Ended
_9/30/2007_ —10/1/200€_
Cash flows from operating activities:
Net income $ 149,08t $ 2,147,80.
Adjustments to reconcile net income to net casbviged by
operating activities
Depreciation and amortizatic 2,544 91 2,276,92
Deferred gain amortizatic (156,10) (156,10
Loss from discontinued operatio 112,62: 146,66
Impairment cost 90,85¢ 95,58¢
Hurricane Rita gail - (366,809)
Loss (gain) on sale of ass: 199,50: (3,797
Stock based compensation expe 98,26¢ 44,82(
Deferred income taxes (benel (136,79) 374,21
Changes in assets and liabiliti
Royalties receivabl 23,83: 52,95«
Other receivable 33,20¢ (446,18))
Inventory (10,349 35,11
Income taxes receivable/payal (57,19¢ (81,214
Prepaid and other current ass (214,94) (98,477
Other asset (97,73 13,32¢
Accounts payabl (617,44, (183,319
Accrued expenses and other liabilit (539,72) (291,00
Deferred rent and other long-term liabilities 466,03. 246,78
Total adjustment 1,738,94! 2,551,85
Net cash provided by continuing operatit 1,888,03: 4,699,65!
Net cash used in discontinued operations (23,336 (248,499
Net cash provided by operating activit 1,864,69 4,451,16:
Cash flows from investing activities:
Insurance proceeds received from Hurricane Rita - 785,02¢
Purchase of property, plant and equiprn (3,483,79) (3,731,65)
Proceeds from sale of property, plant and equip! 5,28( 765,00(
Business acquisition, net of cash acqu - (742,49()
Net cash used in continuing operations (3,478,51) (2,924,11)
Net cash provided by (used in) discontinued openati 4,02( (71,829
Net cash used in investing activiti (3,474,49) (2,995,93)
Cash flows from financing activities:
Net borrowings under line of credit agreem 3,528,00! 450,00(
Purchase of treasury sto (1,628,001) (261,73()
Excess tax benet- stock-based compensation expel 7,10C 52,46
Exercise of stock optior 8,90( 502,42}
Payments on long-term debt (500,000 (2,500,001
Net cash provided by (used in) financing activities 1,416,00C (1,756,84)
Net decrease in ca: (193,807 (301,619
Cash at beginning of peric 653,31( 788,10¢
Cash at end of period $ 459,50¢ $ 486,49:
Supplemental disclosure of cash flow information
Cash paid during the peria
Interest $ 240,10° $ 287,09:
Income taxe: $ 93,00( $ 774,81¢

Non-cash financing activitie:
Sale of assets for common stock (Nott $ 218,20! $ -



See accompanyiates to consolidated financial statements.




MEXICAN RESTAURANTS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Basis of Presentation

In the opinion of Mexican Restaurants, Inc. (thefibany”),the accompanying unaudited consolidated finant¢&ement
contain all adjustments (consisting only of normeturring accruals and adjustments) necessary ftairapresentation of tt
consolidated financial position as of September28@7, and the consolidated statements of incordecash flows for the 1@«el
and 39-week periods ended September 30, 2007 atw@cl, 2006. The consolidated statements ofmector the 13-week and 39-
week periods ended September 30, 2007 are notsadgsndicative of the results to be expectedtfar full year. During the interi
periods, the Company follows the accounting podiaikescribed in the notes to its consolidated fiidrstatements in its Annt
Report and Form 18- for the year ended December 31, 2006 filed wite Securities and Exchange Commission on Ap
2007. Reference should be made to such consdidatancial statements for information on such aetmg policies and furth
financial detail.

The consolidated statements of income and castsffomthe 13-week and 38eek periods ended October 1, 2006 have
adjusted to remove the operations of closed remtasir which have been reclassified as discontimmgtations. Consequently,
consolidated statements of income and cash flowstife 13-week and 3@&eek periods ended October 1, 2006 shown it
accompanying consolidated financial statements Hmseen reclassified to conform to the September2B0,7 presentation. The
reclassifications have no effect on total assets] tiabilities, stockholders’ equity or net incem

Impact of Recently Issued Accounting Standard

In September 2006, the FASB issued SFAS No. 158ir Falue Measurements’'SFAS 157 defines fair value, furnishe
framework for measuring fair value under generaltgepted accounting principles (GAAP), and expatsislosures about fair val
measurements. This Statement applies under otloauating pronouncements that require or permit falue measurements,
FASB having previously concluded in those accountipronouncements that fair value is the relevantasuemer
attribute. Accordingly, this Statement does nafuiee any new fair value measurements. Howeversdme entities, the applicat
of this Statement will change current practice.e Bompany has not yet determined the estimatedcingmaits financial condition
results of operations, if any, of adopting SFAS N67, which becomes effective for the fiscal ydaeginning after November !
2007.

In February 2007, the FASB issued SFAS No. 159 e“Fair Value Option for Financial Assets and Finaintiabilities —
including an amendment of FASB Statement No. 1157AS 159 permits entities to choose to measure rfinagcial instrumen
and certain other items at fair value. The obyecis to improve financial reporting by providingtities with the opportunity -
mitigate volatility in reported earnings causedrbgasuring related assets and liabilities diffegentithout having to apply compl
hedge accounting provisions. This Statement ietgul to expand the use of fair value measuremeéhith is consistent with tl
Board’s longterm measurement objectives for accounting for ol instruments. The Company has not yet detechith
estimated impact on its financial condition or fesof operations, if any, of adopting SFAS No. 1&&ich becomes effective for 1
fiscal years beginning after November 15, 2007.

Effective January 1, 2007, the Company adopted FA®&rpretation Number 48 Atcounting for Uncertainty in Incor
Taxes” FIN 48), which is intended to clarify the accougtifor income taxes prescribing a minimum recognitibreshold for a te
position before being recognized in the consolidafmancial statements. FIN 48 also provides guigarmn derecognitio
measurement, classification, interest and penaliesounting in interim periods, disclosure andgiion. In accordance with t
requirements of FIN 48, the Company evaluatedaallytears still subject to potential audit undetestand federal income tax law
reaching its accounting conclusions. As a resdt,Gompany concluded it did not have any unreceghiax benefits or any additio
tax liabilities after applying FIN 48 as of the dany 1, 2007 adoption date or during the 13 week 3® week periods end
September 30, 2007. The adoption of FIN 48 theeei@d no impact on the Compasigonsolidated financial statements. See N
for further discussion.




Income Taxes

The provisions of FIN No. 48 have been appliedlt@fiour material tax positions taken through thege of adoption ai
during the 13 week and 39 week periods ended Ségied, 2007. We have determined that all of oatemial tax positions taken
our income tax returns met the more likely-tirani-recognition threshold prescribed by FIN No. 48.addition, we have al
determined that, based on our judgment, none akthex positions meet the definition of “uncert&ir positions'that are subject
the nonrecognition criteria set forth in the new pronoumeat. In future reporting periods, if any interesfpenalties are imposec
connection with an income tax liability, we expéztinclude both of these items in our income teovjgion. We also do not belie
that it is reasonably possible that the amount wf enrecognized tax benefits will change signifibarwithin the next twelv
months. The Company is no longer subject to UeBerfal or state income tax examinations by taxaiiibs for years before 20(
During fiscal year 2006, the Internal Revenue er¢IRS) examined the Compasy2004 U.S. income tax return, resulting in the
sending a final determination notice of “No Changgéited June 29, 2006. As a result, the Company gdedlit did not have a
unrecognized tax benefits or any additional takilites after applying FIN 48 as of the Januar2@07 adoption date or as of the
week and 39 week periods ended September 30, 2 adoption of FIN 48 therefore had no impacttenCompanys consolidate
financial statements.

In May 2006, the State of Texas enacted a new bssitax that is imposed on gross revenues to eepiecStates currer
franchise tax regime. The new legislation’s effextdate is January 1, 2008, which means that iostr Fexas margins tax (“TMT)”
return will not become due until May 15, 2008 antl be based on our 2007 operations. AlthoughTNET is imposed on an entity’
gross revenues rather than on its net income, ineatgpects of the tax make it similar to an incaiae In accordance with t
guidance provided in SFAS No. 109, we have propaetgrmined the impact of the newdpacted legislation in the determinatiol
our reported state current and deferred incomdiahitity.

Stock-Based Compensation

At September 30, 2007, the Company had severatyeljased compensation plans from which stbeked compensati
awards can be granted to eligible employees, offioe directors. The current plans are the 2005gLbarm Incentive Plan, the 1€
Long Term Incentive Plan, the Stock Option PlanNon-Employee Directors and the 1996 Manag&tock Option Plan. These pl
are described in more detail in Note 5 of our ctidated financial statements in our Annual RepertForm 10K for the fiscal yee
ended December 31, 2006.

Effective January 2, 2006, the Company adopted SNASL23 (Revised) Shaiased Payments (SFAS No.123(R)) utiliz
the modified prospective approach. Prior to the ptido of SFAS No. 123(R),the Company accounted tfog equitybase:
compensation plans under the recognition and meamant provisions of Accounting Principles Board idh No. 25, Accounting fi
Stock Issued to Employees, and related interpogtsti(the intrinsic value method), and accordingljd not recognize ai
compensation expense for stock option grants.

Under the modified prospective approach, SFAS N2B(R) applies to new awards and to unvested awtals wer
outstanding on January 2, 2006, and those thaswdrsequently modified, repurchased or cancelleatledthe modified prospecti
approach, compensation cost recognized in the ¢tidaged financial statements includes compensatimst for all unvested stock-
based payments granted prior to adoption and cosapien cost for all stockased compensation awards granted subsequ
adoption, based on the grant-date fair value esdichia accordance with the provisions of SFAS NeB(R).

On May 23, 2006, the CompanyBoard of Directors approved a restricted stoengof 3,000 shares to each of the ou
directors with ten years of service, with such ¢garesting over a four year period. Two of theediors qualified for this restrict
stock grant. Effective December 15, 2006, the Camgpawarded restricted stock grants for an aggeegg®5,000 shares to fc
employees, with such grants vesting over a five peaiod. During the second quarter of fiscal y2@®7, 5,000 restricted shares
2,500 stock options were forfeited upon the tertmamaof one of those employees.

On May 22, 2007, the CompamyBoard of Directors approved a restricted stoangof 10,000 shares to its President,
such grant vesting over a four year period. Atsstricted stock grants for an aggregate of 1190@0es was made to four employ
of its Michigan operations, with such grants vestiver a five year period. In addition, the Boapproved a stock option grant to
Companys President for 50,000 options with a grant daieepof $8.43. The options vest over a five yeaiquk with no vesting i
the first year and vesting of 10%, 20%, 30% and 49%e second, third, fourth and fifth years, exgjvely.




On August 17, 2007, the CompasyBoard of Directors approved restricted stock gréor an aggregate of 20,000 share
two employees, with one 10,000 share grant vestigg five years and the second 10,000 share gesting as follows: 2,000 sha
vested on 8/30/07 with the remaining 8,000 shaesgting at 2,000 shares per year over four yeditse Companys Board als
approved an aggregate of 25,000 stock options acetwployees with such grants vesting over five year

The Company receives a tax deduction for certaioksbption exercises during the period the optiaresexercised, genere
for the excess of the price for which the optioreyevsold over the exercise prices of the optidrisere were zero and 44,625 st
options exercised in the MBeek periods ending September 30, 2007 and Ocfgi806, respectively. The Company received ca
the amount of $255,203 in the third quarter of 2006 the exercise of these options.

As a result of adopting SFAS No. 123(R) on Jan2ar3006, income before income taxes, net incomeddnted earnings p
share for the 13-week period ended October 1, 2086 lower by $18,688, $11,779 and $0.00 per shespectively, and for the 39-
week period ended October 1, 2006 were lower by, 8201 $28,250 and $0.01 per share, respectivean ththe Company hi
continued to account for stock-based compensatioleluUAPB Opinion No. 25.

Income per Share

Basic income per share is based on the weighteg®eshares outstanding without any dilutive effexinsidered. Prior
the adoption of SFAS No. 123(R), diluted income gleare recognized the dilution from all continggnglsuable shares, includi
options and warrants.

Since the adoption of SFAS No. 123(R) in fiscalry2@06, diluted income per share is calculatedgitire treasury sto
method, which considers unrecognized compensatiparese as well as the potential excess tax beribét reflect the current mar
price and total compensation expense to be recedninder SFAS No. 123(R). If the sum of the assupredeeds, including tl
unrecognized compensation costs calculated unéetrélasury stock method, exceeds the average gtk those options would
considered antidilutive and therefore excluded ftbm calculation of diluted income per share. Far 13-week and 3@&eek period
ended September 30, 2007, the incremental shadexdad the calculation of diluted income per shamre 44,457 and 66,7:
respectively. For the 13-week and 88ek periods ended October 1, 2006, the incremshtaies added in the calculation of dil
income per share were 232,924 and 260,284, respBgtivhich affected the determination of dilutedeme by $0.01 and $0.04
share, respectively.

Hurricane Rita

During the second quarter of 2006, the Companyhesha resolution with its insurance carrier for tHerricane Rit
insurance claim. As of October 1, 2006 the Complaay a receivable due from its insurance carrie$4#6,822 and had recei
proceeds of $785,028. All insurance proceedsaeltd this claim were collected prior to the endisfal year 2006.

Long-term Debt

On March 31, 2006, the Company prepaid $2.5 millkbrihe Beaumonbased franchise restaurant seller notes by dr:
$2.0 million on its Bank of America revolving lireé credit, with the balance paid from cash reserves

On March 29, 2007, the Company amended its craditityy with Bank of America, changing its credédility from a $10.
million credit facility consisting of a $5.0 millioterm note (remaining balance $1.5 million) arébaD million revolving line of crec
to a $7.5 million revolving line of credit, rollingpe term note balance into the newly increasedlvay line of credit. The revolvir
line of credit was to mature on December 31, 20The amendment allowed for additional capital exkres, revised certe
covenant ratios and increased the amount of alltmstbck or vested option repurchases. The inteaés was either the prime rate
LIBOR plus a stipulated percentage. The Company subject to a nonse fee of 0.75% on the unused portion of the rerdtron
the date of the credit agreement. The Companygpldhe stock of its subsidiaries, its leasehdldr@sts, its patents and tradem
and its furniture, fixtures and equipment as ceHatt for its credit facility with Bank of AmericaThe amendment was signed Me
29, 2007 and was made effective December 31, 206&. Company was in full compliance with all debvenants, as amended, a
April 1, 2007.




On June 29, 2007 the Company entered into a CAggléement (the “Wells Fargo AgreementVjth Wells Fargo Bank, N./
(“Wells Fargo”)in order to increase the revolving loan amountlatée to the Company from $7.5 million to $10 noifii The Well
Fargo Agreement also allows up to $2.0 million imaal stock repurchases. In connection with thecetion of the Wells Fary
Agreement, the Company prepaid and terminatedxitieg credit facility between the Company and Bari America. The Wel
Fargo Agreement provides for a revolving loan oftai$10 million, with an option to increase theakang loan by an additional !
million, for a total of $15 million. The Wells Fgo Agreement terminates on June 29, 2010. At t@gainy5s option, the revolvir
loan bears an interest rate equal to either thelsWedrgos Base Rate plus a stipulated percentage or LIB@R @ stipulate
percentage. Accordingly, the Company is impactedhanges in the Base Rate and LIBOR. The Comfzasybject to a nonse fe:
of 0.50% on the unused portion of the revolver fitia date of the Wells Fargo Agreement. The Compas pledged the stock of
subsidiaries, its leasehold interests, its patantstrademarks and its furniture, fixtures and popgint as collateral for its credit facil
with Wells Fargo Bank, N.A. The Wells Fargo Agremrh requires the Company to maintain certain mimmiEBITDA levels
leverage ratios and fixed charge coverage ratasof September 30, 2007, the Company was in c@mpd with all debt covenal
and expects to be in full compliance with all detwenants during the balance of fiscal year 2007.

Restaurant Closure Costs

For the 13-week and 3®eek periods ended September 30, 2007, the Compmmoyded closure costs of $15,767
$185,316, respectively, all of which is included discontinued operations. These closure costgerklprimarily to one under-
performing restaurant closed in February, 2007 @ffdease expired, and to three other restauraldsed prior to 2007, two of whi
the Company subleased and the third in which theg2my finalized the common area maintenance angepytax billing recentl
received from the landlord.

Impairment of Long-Lived Assets

In accordance with Statement of Financial AccountBtandards No. 144, Accounting for the Impairments or Disposal of
Long-Lived Assets ”, long-lived assets, such as property, plant, and equipraed purchased intangibles subject to amortinatio
reviewed for impairment whenever events or charigesircumstances indicate that the carrying amafnéin asset may not
recoverable. Recoverability of assets to be hettlused is measured by a comparison of the cargimgunt of an asset to estime
undiscounted future cash flows expected to be gémerby the asset. If the carrying amount of @etasxceeds its estimated fur
cash flows, an impairment charge is recognizedhleyamount by which the carrying amount of the asze¢eds the fair value of 1
asset. For the 13-week and ®88ek periods ended September 30, 2007, the Conmeanyded impairment costs of $90,858 relate
two under-performing restaurants that are operatirthe Houston area. For the 13-week andv@@k periods ended October 1, 2(
the Company recorded impairment costs of $17,458528,589, related to previously closed restauriarigaho.

Related Party Transactions

On June 12, 2007, the Compamirector of Franchise Operations, Mr. Forehaedjgned his position and entered in
five year employment agreement, which providesdaeduced operational role with the Company. Hi aeintinue to serve as
Director and as Vice Chairman of the Company’s BaxrDirectors.

On June 15, 2007, Mr. Forehand entered into antAasehase Agreement to purchase the assets Gfoimpanys Casa Ol
restaurant located in Stafford, Texas, an undefiepeing restaurant, for an agreed price of 26,8Wras of the Comparg’commo
stock. The stock was valued at $8.14 per shar&hwhas the tertlay weighted average stock price as of June 127,200 a tote
value of $218,205. The sale resulted in a losk78{015. The restaurant operations were takenlwétr. Forehand after the close
business on July 1, 2007. The Stafford restauoperates under the Compasyiniform franchise agreement and is subject
monthly royalty fee. For the 13-week period en8eptember 30, 2007, the Company recognized roialgme of $5,061.




Iltem 2.

On June 13, 2007, Mr. Forehand entered into a SRagkhase Agreement to sell 200,000 shares of drisopallyewnec
common stock back to the Company. The stock whsedaat $8.14 per share, which was thedap-weighted average stock prict
of June 12, 2007, and the Company finalized theksparchase on July 6, 2007.

Management’s Discussion and Analysis &inancial Condition and Results of Operations
Special Note Regarding Forward-Looking Statements

This Form 10-Q contains forwatdeking statements within the meaning of the Pav&ecurities Litigation Reform Act
1995. Such forwartboking statements involve known and unknown riskscertainties and other factors that may causeathea
results, performance or achievements of the Compafe materially different from any future resufpgerformance or achieveme
expressed or implied by such forwdoibking statements. Such factors include, amortgerst the following: growth strate
dependence on executive officers; geographic cdrat@n; increasing susceptibility to adverse ctinds in the region; changes
consumer tastes and eating and discretionary spgtdibits; the risk of fooerne iliness; national, regional or local econoimic
real estate conditions; demographic trends; inclemeather; traffic patterns; the type, number kxodtion of competing restaurar
inflation; increased food, labor and benefit cots; availability of experienced management andlii@mployees; seasonality and
timing of new restaurant openings; changes in gowental regulations; dram shop exposure; and d#tgors not yet experienced
the Company. The use of words such as “believasitjcipates”, “expects”, “intendsdnd similar expressions are intended to ide
forwarddooking statements, but are not the exclusive meéigdentifying such statements. Readers are utgedrefully review ar
consider the various disclosures made by the Coynjpathis report and in the Compasyhnost recently filed Annual Report and F
10-K that attempt to advise interested partieshefrisks and factors that may affect the Compaby'siness. The Company underti
no obligation to update any such statements origlytdnnounce any updates or revisions to any effthwardiooking statemen
contained herein, to reflect any change in its etgi®ns with regard thereto or any change in eyectinditions, circumstances
assumptions underlying such statements.

General

The Company operates and franchises Mextb@me restaurants featuring various elements agedcwith the casual dini
experience under the names Casa Olé, Monterey'sViexxCafé, Monterey’s Little Mexico, Tortuga Codsfantina, Crazy Josg' Le
Sefiorita and Mission Burritos. At September 3072the Company operated 58 restaurants, francti8eestaurants and licen:
one restaurant in various communities in Texasjdiana, Oklahoma and Michigan.

The Company’s primary source of revenues is the ghfood and beverages at Compamyned restaurants. The Comp
also derives revenues from franchise fees, royaltend other franchiselated activities with respect to its franchi
restaurants. Franchise fee revenue from an ingiffidtanchise sale is recognized when all serviedsting to the sale have b
performed and the restaurant has commenced operdtidial franchise fees relating to area frasehsales are recognized ratabl
proportion to the services that are required to peeformed pursuant to the area franchise or dewebop agreements a
proportionately as the restaurants within the aresopened.

The consolidated statements of ime@and cash flows for the 13-week andvd®ek periods ended October 1, 2006 |
been adjusted to remove the operations of closgtdugants, which have been reclassified as disuoedi operations. Consequer
the consolidated statements of income and cashsflow the 13-week and 38eek periods ended October 1, 2006 shown i
accompanying consolidated financial statements Hmen reclassified to conform to the September2B0,7 presentation. The
reclassifications have no effect on total asseta] tiabilities, stockholde’ equity or net income

Since its inception as a public company in 1996,@ompany has primarily grown through the acquisitf other Mexica
food restaurant companies.

In 1997, the Company purchased all of the outstandtock of Monterey’s Acquisition Corp. (“MAC")At the time of th
acquisition, MAC owned and operated 26 restauramt§exas and Oklahoma under the names “Monterey¥g-Nlex Café,”
“Monterey’s Little Mexico” and “Tortuga Coastal Cama.”




In 1999, the Company purchased 100% of the outstgrmstock of La Sefiorita Restaurants, a Mexicamatgant chai
operated in the State of Michigan. At the timetloé acquisition, La Sefiorita operated five compawped restaurants, and th
franchise restaurants.

In January 2004, the Company completed its purcltdsg3 restaurants and related assets from its mBeatbase:
franchisee and affiliates for a total consideratidrapproximately $13.75 million. The restauraatgjuired include eight Casa |
restaurants located in Southeast Texas, two CasadStaurants located in Southwest Louisiana, hrektCrazy Joss’restauran
located in Southeast Texas.

In October 2004, the Company completed its purcludsene franchise restaurant in Brenham, Texasafiproximatel
$215,000. The restaurant was closed, remodeledeaogened on November 22, 2004.

In August 2006, the Company purchased two Mis@8arritos restaurants and related assets locatétbirston, Texas fi
approximately $725,000.

Results of Operations

Revenues. The Companys revenues for the third quarter of fiscal year20@reased $646,096 or 3.2% to $20.9 mi
compared with $20.2 million for the same quartefiscal year 2006. Restaurant sales for third gua2007 increased $667,962
3.3% to $20.7 million compared with $20.0 millicor tthe third quarter of fiscal year 2006. Approaiely half of the increase refle
positive samestore sales. The other half of the increase iremae reflects one new restaurant addition and wmsifirom th
Company’s Mission Burritos stores acquired in Aug2@06. For the third quarter ended SeptembePB07, Company-owned same-
restaurant sales increased approximately 1.8% eamtHised-owned sanrestaurant sales, as reported by franchisees, ase
approximately 5.4%.

On a year-to-date basis, the Compamgienue increased $370,683 or 0.6% to $62.2omitbmpared with $61.9 millic
for the same 39-week period in fiscal 2006. Restausales for the 3@eek period ended September 30, 2007 increased 8558
0.9% to $61.7 million compared with $61.2 millicor fthe same 39+ek period of fiscal 2006. The increase in revemikects ne
restaurant additions and revenues from the Compaviission Burritos stores, partially offset by grpeoximate $1.5 million declit
in same-store sales and the loss of sales of asedlrestaurant for remodeling. For thewa3k period ended September 30, 2
Company-owned same-restaurant sales decreasedxmpptely 2.6% and franchised-owned sarastaurant sales, as reportec
franchisees, increased approximately 1.

For the quarter ended September 30, 2007, fisedkes, royalties and other decreased $21,8668.. &% to $173,6:
compared with $195,503 for the same quarter aggar The decrease primarily reflects the closfi@e franchise locatiol

On a year-tdate basis, franchise fees, royalties and otheredsed $183,139 or 26.6% to $505,598 comparec
$688,737 for the same quarter a year ago. Thesdserprimarily reflects business interruptiproceeds of $59,621 received du
the second quarter ended July 2, 2006 and $80@8@nition in royalties due to the correction oflarstated royalty income whi
was also recorded in the second quarter ended Ju)06.

Costs and Expenses. Costs of sales, consisting of food, beveragepligsupplies and paper costs, increased as arp@erfce
restaurant sales 110 basis points to 28.6% compath®7.5% in the third quarter of fiscal year B00The increase primarily reflects
higher commaodity prices, especially produce, cheeskedry goods. In April and May of 2007, the Camyp raised menu prices at most
of our concepts in an effort to offset some ofrilse in commodity cost:

On a year-talate basis, costs of sales increased as a peffcergtaurant sales 100 basis points to 28.5% cosdpaith 27.59
for the same Z-week period a year ago. The increase was duetsaime reasons discussed ab

Labor and other related expenses decreased asenfzye of restaurant sales 40 basis points &/82as compared with 32.¢
in the third quarter of fiscal year 2006. The @ese primarily reflects improved hourly labor atiliion. On a year-tdate basis, lab
and other related expense increased as a percesftagstaurant sales 40 basis points to 32.7% coedpaith 32.3% for the 39%eel
period a year ago. The increase primarily refléiotslingering impact of the first quarter of fis@907, which had labor cost of 33.¢
reflecting hourly labor that was not scheduled ioportion to declining same-restaurant sales duttirag period. Since the first quarte
labor cost improved to 32.0% in the second quaner 32.5% in the third. Labor utilization improvents were approximately the se
for both the second and third quarters. the secprdter benefited from a onieae adjustment to worker's compensation insurame
unemployment tax adjustments related to a policgitaand a refund due to excess funding from theteStf Texas Workforc
Commission
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Restaurant operating expenses, which primariljude rent, property taxes, utilities, repair andintenance, liquor taxe
property insurance, general liability insurance aduertising, increased as a percentage of restiasaées 30 basis points to 24.69
compared with 24.3% in the third quarter of fisgahr 2006. The increase primarily reflects highegrair and maintenance exper
and advertising expense. On a yead#&be basis, restaurant operating expenses incrd&@0asis points to 24.7% compared '
23.1% for the 3%week period in fiscal year 2006. The increasesofl higher property insurance premiums (resuliiog perceive
greater hurricane threats in the Gulf Coast Regiogpair and maintenance, a divee rent related common area mainten
adjustment and security cos

General and administrative expenses consist ofresgseassociated with corporate and administratiuetions that suppc
restaurant operations. As a percentage of totange, general and administrative expenses inaea@dasis points to 8.9% for-
third quarter of fiscal year 2007 as compared v@i#% for the third quarter of fiscal year 2006. dbsolute dollars, general ¢
administrative costs were $151,321 higher in thedtlquarter of fiscal year 2007 compared with thed quarter of fiscal ye
2006. The increase primarily reflects an increiasstock option expense, employee finder fees,llegpenses and consulting f
related to Sarbanes-Oxley required internal cordiatumentation and testing. On a yead#&be basis, general and administre
expenses increased 40 basis points to 9.1% compatied.7% for the 39eek period a year ago. In absolute dollars, geraan
administrative costs were $287,282 higher in thev@@k period of fiscal 2007 compared with thev@®ek period a year ago. 1
increase was due to the same reasons discussed, amavalso due to a $31,250 executive searchefeeded in the first quarter
fiscal 2007.

Depreciation and amortization expenses include dbpreciation of fixed assets and the amortizatdnintangible
assets. Depreciation and amortization expenseased as a percentage of total sales 20 basis fpoidt1% for the third quarter
fiscal year 2007 as compared with 3.9% the sameeyua fiscal year 2006. Such expense for thedthirarter of fiscal year 2007 v
$69,702 higher than for the third quarter in fisgahr 2006. The increase reflects additional degatien expense for remode
restaurants, new restaurants, and the replacerhequgpment and leasehold improvements in variotstiag restaurants. On a year-
to-date basis, depreciation and amortization exgreimcreased as a percentage of total sales 49 paisits to 4.1% for the 3@eel
period of fiscal year 2007 as compared with 3.7% same 3%veek period in fiscal year 2006. The increase @wes to the reaso
discussed above and the w-off of Bank of America loan cost

The Company did not open any new restaurants giuhie third quarter of 2007. The Company, howeveopened
completely remodeled restaurant (closed for eigitkg during the second quarter of 2007) and induBi®,994 of prexpening cos
in the second quarter and $2,777 in the third guddr a total of $22,771 for the 38eek period of 2007. Last year, the Comg
opened one new restaurant at the end of the firstter of 2006 and incurred $49,738 in ppening costs in the first quarter of 2
and $14,510 in the second quarter of 2006, fotad & $64,248 for the -week period of 200¢

Impairment Costs. In accordance with Statement of Financial Account®Btandards No. 144, Accounting for the
Impairments or Disposal of Long-Lived Assets ", long-lived assets, such as property, plant, and equipraed purchased intangib
subject to amortization, are reviewed for impairinghenever events or changes in circumstancesatelibat the carrying amount
an asset may not be recoverable. Recoverabiliaggséts to be held and used is measured by a dsopaf the carrying amount of
asset to estimated undiscounted future cash flogsated to be generated by the asset. If theiogrgmount of an asset exceed
estimated future cash flows, an impairment chasged¢ognized by the amount by which the carryingam of the asset exceeds
fair value of the asset. For the 13-week andv@@k periods ended September 30, 2007, the Conmeaoyded impairment costs
$90,858 related to two under-performing restaurdimd$ are operating in the Houston area. For wvédek and 3%veek period
ended October 1, 2006, the Company recorded impairmosts of $17,458 and $95,589, related to posWyoclosed restaurants
Idaho.

Gain/Loss on Sale of Assets . During the third quarter of fiscal year 2007¢ t@ompany recorded losses of $107,
primarily related to the loss on disposal of ass#tdwo remodeled restaurants. Yeardme, the Company recorded losse
$199,501, reflecting the loss from the two remodetestaurants mentioned above and from the salenef undeperforming
restaurant to Mr. Forehand, Vice Chairman of thenany, who purchased the assets of the Compagsa Olé restaurant locate
Stafford, Texas for an agreed price of 26,806 shafé¢he Compang common stock. The stock was valued at $8.14pere, whic
was the terday weighted average stock price as of June 127,200 a total value of $218,205. The Staffordtaasant will operal
under the Company’s uniform franchise agreementi@sdbject to a monthly royalty fee.
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Other Income (Expense). Net expense increased $42,177 to $125,814 ithtiiequarter of fiscal year 2007 compared
a net expense of $83,637 in the third quartersufdii year 2006. Interest expense increased $288%8639,056 in the third quarter
fiscal year 2007 compared with interest expens&1df9,230 in the third quarter of fiscal year 20@n a year-tadate basis, n
expense for the 39-week period of fiscal year 20@reased $86,144 to $320,071 as compared to $2B8309 the 39week period fc
fiscal year 2006. Interest expense increased $34td $362,639 for the 3®eek period of fiscal year 2007 compared to int
expense of $308,222 in the 39-week period of figealr 2006. As of September 30, 2007, the Comgamytstanding debt was $
million. The Company did not incur any additiomialbt during the third quarter of fiscal year 20@uring the 39week period ende
September 30, 2007, the Compangutstanding debt increased $3.0 million resulfiogn drawing $3.5 million on its line of cre
and partially offset by the $0.5 million prepaymerftthe Beaumonbased franchise restaurant seller notes. Theasere intere
expense reflects the higher average debt outstgr

Income Tax Expense. The Companys effective tax rate from continuing operations tfeg third quarter of fiscal year 2C
was a benefit of 13.3% as compared to an expeng&®.66 for the third quarter of fiscal year 20@Bn a year-tadate basis, tt
Company'’s effective tax rate from continuing opienad for the 39week period of fiscal year 2007 was 19.6% as coetpsr 33.39
for the 39week period for fiscal year 2006. For the thircder of fiscal year 2007, the Company had taxitsedat were larger th
the tax expense resulting in a net tax benefitis Threated a deferred tax asset which will be abéél to offset future income taxes.
determining the quarterly provision for income texthe Company uses an estimated annual effeciveate based on forecas
annual income and permanent items, statutory téesrand tax planning opportunities in the variowssflictions in which th
Company operates. The impact of significant digcitetms is separately recognized in the quartaiich they occur

Restaurant Closure Costs and Discontinued Operations. For the 1-week and 3-week periods ended September 30, 2
the Company recorded closure costs of $15,767 488,316, respectively, all of which is includeddiscontinued operations. Thi
closure costs related primarily to one ungerforming restaurant closed in February, 2007r aftelease expired, and to three o
restaurants, closed prior to 2007, two of which@uenpany subleased and the third in which the Comfiaalized the common ar
maintenance and property tax billing recently reedifrom the landlorc

Liquidity and Capital Resources

The Company met capital requirements for th-week period of fiscal year 2007 primarily by dragion its cash reser
and line of credit. In the 3@«eek period for fiscal year 2007, the Company hashcflow from operating activities of $1.9 milli
compared with cash flow from operating activitiéshd.5 million in the 39week period of fiscal year 2006. The decreasaghdlow
from operating activities primarily reflects thecdease in operating income. Financing activities/jgled $1.4 million in the 39+eek:
of fiscal year 2007, in which $3.5 million was drafrom the Company line of credit with $1.6 million used for the phase ¢
200,000 shares of the Company’s common stock aririllion for the prepayment of the Beaumdnaised franchise restaurant st
note, compared to a use of cash of $1.8 milliomprily related to long term debt payments in fisgedr 2006. As of September
2007, the Company had a working capital deficiapproximately $828,000 compared with a working Edgleficit of approximate
$1.9 million at December 31, 2006 and approximagdyt million at October 1, 2006. A working capitkeficit is common in th
restaurant industry, since restaurant companiesiatotypically require a significant investment iither accounts receivable
inventory.

The Company's principal capital requirements aeeftinding of routine capital expenditures, newaesint development
acquisitions and remodeling of older units. Duritig 39week period ended September 30, 2007, total casd & capite
requirements was approximately $3.5 million, whicbluded approximately $453,000 spent for new Posch point-ofsale registe
systems for 15 restaurants (all Companmyaed restaurants now have PosiTouch) and $1.3omifor restaurant remodels. 1
Company did not open any new restaurants during3theeek period of 2007, but did sign two new leasasMission Burrito:
restaurants it plans to open during the first qerasf 2008. One lease previously signed for arbutasa Olé restaurant was termin
due to the landlord’s failure to perform. Durirget39week period ended September 30, 2007, the Compampleted the remodel
one Casa Olé restaurant at a total cost of appairi;n$822,000. Sales for the remodeled Casae3t@urant were up over 50% si
its reopening. The Comparsyinanagement anticipates that it will spend appnately $1.0 million for capital expenditures duriing
remainder of fiscal year 2007.
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The Company has incurred debt to carry out acdoist to repurchase its common stock, to develop mstaurants and
remodel existing restaurants, as well as to accodatecother working capital needs. During theng®k period ended September
2007, the Company drew $3.5 million on its linecoédit, prepaid the remaining seller note of $500,&fom the Beaumortiase:
franchise restaurant acquisition in 2004, and repased 200,000 shares of the Compsrogmmon stock for $1.6 million. As
September 30, 2007, the Company had $6.8 milliamwdron its line of credit.

On March 29, 2007, the Company amended its craditity with Bank of America, changing its creditdility from a $10.
million credit facility consisting of a $5.0 millioterm note (remaining balance $1.5 million) arba million revolving line of crec
to a $7.5 million revolving line of credit, rollindpe term note balance into the newly increasedlvéw line of credit. The revolvir
line of credit was to mature on December 31, 20The amendment allowed for additional capital exji#eires, revised certe
covenant ratios and increased the amount of alleastbck or vested option repurchases. The irnteaés was either the prime rate
LIBOR plus a stipulated percentage. Accordinghg Company is impacted by changes in the primeaadel IBOR. The Compal
was subject to a noase fee of 0.75% on the unused portion of the k@rolrom the date of the credit agreement. The Gy
pledged the stock of its subsidiaries, its leaskhialerests, its patents and trademarks and itstéwe, fixtures and equipment
collateral for its credit facility with Bank of Amiea. The amendment was signed March 29, 2007vwaasleffective December !
2006.

On June 29, 2007 the Company entered into a CAggiéement (the “Wells Fargo Agreementlith Wells Fargo Bank, N./
(“Wells Fargo”)in order to increase the revolving loan amountlabée to the Company from $7.5 million to $10 nafii The Well
Fargo Agreement also allows up to $2.0 million imaal stock repurchases. In connection with thecetion of the Wells Fary
Agreement, the Company prepaid and terminatedxittirg credit facility between the Company and Bafi America. The Wel
Fargo Agreement provides for a revolving loan oftag$10 million, with an option to increase theaking loan by an additional !
million, for a total of $15 million. The Wells Fgo Agreement terminates on June 29, 2010. At th@g2iny5s option, the revolvir
loan bears an interest rate equal to either thelsWrdrgos Base Rate plus a stipulated percentage or LIB@R @ stipulate
percentage. Accordingly, the Company is impactedhanges in the Base Rate and LIBOR. The Comfzasybject to a nonse fe:
of 0.50% on the unused portion of the revolver friti@ date of the Wells Fargo Agreement. The Compas pledged the stock of
subsidiaries, its leasehold interests, its patentstrademarks and its furniture, fixtures and paopeint as collateral for its credit facil
with Wells Fargo Bank, N.A. The Wells Fargo Agresthrequires the Company to maintain certain mimmiEBITDA levels
leverage ratios and fixed charge coverage ratiasof September 30, 2007, the Company was in campd with all debt covenal
and expects to be in full compliance with all detwenants during the balance of fiscal year 2007.

On May 9, 2005, the Company announced its plamfdement a limited stock repurchase program in armaapermitte
under its bank financing agreement. The Compangred into a repurchase plan designed to complly Ritles 10b5-1 and 108
under the Securities and Exchange Act of 1934 umdéch an agent appointed by the Company determihedime, amount, ai
price at which purchases of common stock were msulgiect to certain parameters established in advag the Company. Unc
this program, the Company purchased shares thrtheghhird quarter of fiscal year 2006. The Compangsently has no furtr
authority to repurchase outstanding shares ofdtancon stock under this program. Shares previoastwired are being held
general corporate purposes, including the offs¢hefilutive effect on shareholders from the eiserof stock options.

The Company’s management believes that with itsaijpey cash flow and the Compasyevolving line of credit under t
Wells Fargo Agreement, funds will be sufficientrteet operating requirements and to finance routaptal expenditures and n
restaurant growth through the next 12 months. &inthe Company violates a debt covenant, the Coyhpanedit facility with Well
Fargo is not subject to triggerireyents that would cause the credit facility to meadue sooner than the maturity dates descrit
the previous paragraphs.

13




Iltem 3.

Item 4.

Quantitative and Qualitative Disclosuresabout Market Risk

We are exposed to market risk from changes in ésterates on debt and changes in commodity pridas.exposure |
interest rate fluctuations is limited to our outstang bank debt. At September 30, 2007, there v62828,000 outstanding under
revolving credit facility which currently bears @rest at 225 basis points (depending on our leeeratips) over the London Interbs
Offered Rate. Should interest rates based on thesmwings increase by one percentage point, stimated quarterly intere
expense would increase by $17,070.

Many of the products and the ingredients used éptoducts sold in ourestaurants are commodities that are subje
unpredictable price volatility. There are no ebgdied fixed price markets for certain commodisesh as produce and cheese, an
are subject to prevailing market conditions whercpasing those types of commodities. For othermodities, we employ vario
purchasing and pricing contract techniques in &ortefo minimize volatility, including fixed priceontracts for terms of one yeai
less and negotiating prices with vendors with exfee to fluctuating market prices. We currentlyndd use financial instruments
hedge commodity prices, but we will continue toleage their effectiveness. Extreme and/or long téroneases in commaodity pric
could adversely affect our future results, espiciélwe are unable, primarily due to competitiveasons, to increase menu pri
Additionally, if there is a time lag between ther@asing commodity prices and our ability to inseaenu prices, or if we believe
commodity price increase to be short in duratiod we choose not to pass on the cost increaseshoutrterm financial results cou
be negatively affected.

We are subject to business risk as our beef argkehisupplies are highly dependent upon four venddirthese vendao
were unable to fulfill their obligations under theiontracts, we may encounter supply shortagesimat higher costs to seci
adequate supplies, any of which would harm ourrass.

Controls and Procedures

The Company maintains disclosure controls and phoes (as defined in Rule 13&{e) under the Securities Exchange
of 1934, as amended (the “Exchange Actf)at are designed to ensure that information requio be disclosed in Exchange
reports is recorded, processed, summarized andteelpwithin the time periods specified in the Sé&@s and Exchange Commissien’
rules and forms, and that such information is aadated and communicated to the Compangianagement, including its Ct
Executive Officer (“CEO”) and Chief Financial Ofeic (“CFO”), as appropriate, to allow timely decisions regardieguirec
disclosure.

The Company evaluated the effectiveness of thegdemnd operation of its disclosure controls ancc@dares pursuant
Rules 13a-15(e) and 13db(e) under the Exchange Act as of the end of #véog@ covered by this report. Based on the evaiui
performed under the supervision and with the pgstton of our management, including the CEO arel @O, the Company’
management, including the CEO and CFO, concludattiie Company disclosure controls and procedures were effeetsvef th
period covered by this report.

Changes in Internal Control
During the period covered by this report, thereeman changes in the Compasyhternal control over financial reporting

defined in Rule 13a-15(f) under the Exchange Adt materially affected or are reasonably likelyrtaterially affect the Comparg’
internal control over financial reporting.

PART Il - OTHER INFORMATION

Iltem 1A. Risk Factors

There have been no material changes in the CompaisK factors from the disclosure included in thenual Report o
Form 10-K for the fiscal year ended December 30620
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ltem 2.  Unregistered Sales of Equity Securitiesnd Use of Proceeds
Items 2(a) and (b) are not applicable.

(c) The following table provides information altahe Company’s purchases of shares of its Common

Stock:
Maximum
Number of
Shares (or
Total Numbe  Approximate
of Shares Dollar Value)
Purchased as That May Ye
Total Numbe Part of Be Purchase
of Publicly Under the
Shares Average Pric  Announced Plans or
Purchased Paid Per Plans or Programs
Period (Note 2) Share Programs (Note 1)
1/1/07—4/01/07 0 $ 0.0C 0 g 0
4/2/07—7/01/07 200,000 $ 8.14 0 3 0
4/2/07—7/01/07 26,80¢ $ 8.14 0 g 0
7/2/0%—9/30/07 0 $ 0.0C 0 3 0

(1) Under a share repurchase program approved by thedRBi Directors of the Company on May 2, 2005, amended September 7, 2(
the Company was authorized to repurchase up to08ZD00 in maximum aggregate amount of the Compa@gmmon Stock (not
exceed repurchases up to $500,000 in any one guafiee repurchase program was designed to comipyRules 10b-18 and Rule 10b5-
1 under the Securities Exchange Act of 1934 undeclwan agent appointed by the Company was to méterthe time, amount, and pr
at which purchases of common stock were to be msulgject to certain parameters established in advdny the Company. As
September 30, 2007, the Company has no remainpugaiease authority remaining under this progr

(2) On June 13, 2007, Mr. Forehand entered into a SRarkhase Agreement to sell 200,000 shares ofdrsopall-owned common sto
back to the Company. The stock was valued at $perdshare, which was the tday weighted average stock price as of Jun
2007. Payment of $1,628,000 was made on July @ ..

On June 15, 2007, Mr. Forehand entered into antA&gchase Agreement to purchase the assets @dhmpanys Casa Olé restauri
located in Stafford, Texas for an agreed price®8@6 shares of the Compagsyommon stock. The stock was valued at $8.14lpere
for a total value of $218,205.

Iltem 6. Exhibits

Exhibit

Number Document Description

31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200:
31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z
32.1 Certification of Chief Executive Officer Pursuant$ection 906 of the Sarba-Oxley Act of 200z
32.2 Certification of Chief Financial Officer Pursuant$ection 906 of the Sarba-Oxley Act of 200z

ltems 1, 3, 4 and 5 of this Part Il are not appieaand have been omitted.
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SIGNATURES

Pursuant to the requirements of the SecuritiesEamthange Act of 1934, the registrant has duly cautisis report to be signed on its behal
the undersigned thereunto duly authorized.

Mexican Restaurants, Inc.

Dated: November 13, 20( By: /s/ Curt Glowack
Curt Glowacki

Chief Executive Office

(Principal Executive Officer

Dated: November 13, 20( By: /s/ Andrew J. Dennat
Andrew J. Dennar

Executive Vice President, Chief Financial OfficefT&asure

(Principal Financial Officer and Principal AccourgiOfficer)
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Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Curt Glowacki, certify that:

1. | have reviewed this quarterly report on Forn-Q of Mexican Restaurants, In

2. Based on my knowledge, this report does not corajnuntrue statement of a material fact or omgtate a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, ntgadisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statementd,aher financial information included in the repdairly present in all materi
respects the financial condition, results of operetand cash flows of the registrant as of, amgtf@ periods presented in the rep

4. The registrans other certifying officers and | are responsitde dstablishing and maintaining disclosure contesld procedures (
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) designed such disclosure controls and proceduresaused such disclosure controls and proceduré® tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidatubsidiaries, is made knowr
us by other within those entities, particularlyidgrthe period in which the report is being prepa

b) evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntéds report our conclusions ab
the effectiveness of the disclosure controls aratguures, as of the end of the period covered Isyréport based on st
evaluation; ant

c¢) disclosed in this report any change in the regig®anternal control over financial reporting thatcurred during the registraat’
most recent fiscal quarter that has materially&éf@, or is reasonable likely to materially affetbie registrans internal contre
over financial reporting; an

5. The registrar's other certifying officers and | have disclosedsdd on our most recent evaluation of internalrobmver financie
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theveden
functions):

a) all significant deficiencies and material weaknessethe design or operation of internal contro¢iofinancial reporting which a
reasonable likely to adversely affect the regig’s ability to record, process, summarize and refgzanhcial information; an

b) any fraud, whether or not material, that involvesnagement or other employees who have a significd® in the registrarg’
internal control over financial reportin

November 13, 2007

/sl Curt Glowacki

By: Curt Glowacki,
Chief Executive Officer



Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Andrew J. Dennard, certify that:
1. I have reviewed this quarterly report omrrd 0-Q of Mexican Restaurants, Inc.;

2. Based on my knowledge, this report does not corajnuntrue statement of a material fact or omitéde a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, ntgadisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statementd,aher financial information included in the repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in the rep

4. The registrar's other certifying officers and | are responsitde dstablishing and maintaining disclosure contewid procedures (
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) designed such disclosure controls and proceduresaused such disclosure controls and procedurd tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhguibsidiaries, is made knowr
us by other within those entities, particularlyidgrthe period in which the report is being prepa

b) evaluated the effectiveness of the registsadisclosure controls and procedures and presémtéis report our conclusions ab
the effectiveness of the disclosure controls aratguures, as of the end of the period covered Isyréport based on st
evaluation; ant

c) disclosed in this report any change in the regi¢’'s internal control over financial reporting thatowed during the registré s
most recent fiscal quarter that has materiallycéf@, or is reasonable likely to materially affebie registrans internal contre
over financial reporting; an

5. The registrans other certifying officers and | have disclosedsdd on our most recent evaluation of internalrobmtver financie
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theweden
functions):

a) all significant deficiencies and material weaknesssethe design or operation of internal contratiofinancial reporting which a
reasonable likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

b) any fraud, whether or not material, that involveanagement or other employees who have a significdatin the registra’s
internal control over financial reportin

November 13, 2007

/s/ Andrew J. Dennard

By: Andrew J. Dennard,
Chief Financial Officer



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Mexidaastaurants, Inc. (the “Company”) on FormQaer the period ending September
2007 as filed with the Securities and Exchange Cimsion on the date hereof (the “Report))Curt Glowacki, Chief Executive Officer
the Company, certify, pursuant to 18 U.S.C. § 1358\;

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report fairly mets, in all material respects, the financial ctiadiand results of operations
the Company

s/ Curt Glowacki

Curt Glowacki
Chief Executive Officer
November 13, 2007



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Mexidaastaurants, Inc. (the “Company”) on FormQaer the period ending September
2007 as filed with the Securities and Exchange Csion on the date hereof (the “Report})), Andrew J. Dennard, Chief Financ
Officer of the Company, certify, pursuant to 18 IC.S§ 1350, that:

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report fairly mets, in all material respects, the financial ctiadiand results of operations
the Company

/s/ Andrew J. Dennard

Andrew J. Dennard
Chief Financial Officer
November 13, 2007



