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Revenue for the second quarter of fiscal 2008 decreased 3.3 percent to $221.1 million from $228.8 million in the second
quarter of fiscal 2007. 

O’Charley’s Inc. (Nasdaq: CHUX), a leading casual-dining restaurant company, today reported revenues and earnings per
share for the 12-week period ended July 13, 2008. The Company also revised its outlook for the current fiscal year. 

Financial and Operating Highlights 

Revenue for the second quarter of fiscal 2008 decreased 3.3 percent to $221.1 million from $228.8 million in the second
quarter of fiscal 2007. Same-store sales for the second quarter of 2008 declined 1.4 percent at O’Charley’s company-operated
restaurants, 3.1 percent at Ninety Nine Restaurants, and 6.4 percent at Stoney River Legendary Steaks. 

Restaurant-level margins, which the Company defines as restaurant sales less cost of food and beverage, payroll and benefits
costs, and restaurant operating costs declined to 15.0 percent of restaurant sales from 17.5 percent in the prior year quarter. A
number of factors contributed to this decline, including the impact of reduced guest counts on hourly labor productivity,
higher employee benefits, workers compensation and management labor expenses, increases in utility costs, and the
deleveraging impact of reduced sales on rent and other fixed costs. 

Results for the quarter include impairment charges for two O’Charley’s restaurants and one Ninety Nine restaurant, all of
which will remain open. These asset impairments, which were not included in the Company’s previously-issued guidance,
reduced second quarter income from operations by $1.9 million, or 0.9 percent of revenue, and reduced net earnings by $0.06
per diluted share (calculated at estimated marginal tax rate). 

Expenses relating to the Company’s re-branding initiatives reduced income from operations in the second quarter by $2.5
million, or 1.1 percent of revenue, and reduced net earnings by $0.07 per diluted share (calculated at estimated marginal tax
rate). Such expenses include depreciation of the new investments, accelerated depreciation of assets removed from service,
preopening and advertising costs. In the second quarter of 2007, expenses for these initiatives reduced income from
operations by $1.3 million, and reduced net earnings by $0.03 per diluted share. 

Including the impairment charges and the expenses relating to the re-branding initiatives, income from operations in the
quarter was $0.4 million, or 0.2 percent of revenues, and the loss before income taxes was $2.3 million. In comparison,
income from operations in the prior year quarter was $0.4 million, and the loss before income taxes was $2.3 million. Results
for the second quarter of 2007 included charges of $7.6 million relating to the sale of the commissary and other supply chain
changes. 

Year-to-date earnings before income taxes were $2.5 million. The value of tax credits on a year-to-date basis offsets the tax
liability at the statutory rate, resulting in a year-to-date income tax benefit of $0.1 million. In order to adjust the year-to-date
tax provision, the Company reversed substantially all of the tax benefit that was recognized in the first quarter of 2008,
resulting in a tax expense in the second quarter of $5.6 million. This treatment is in accordance with FASB Interpretation
Number 18, ’Accounting for Income Taxes in Interim Periods.’ The Company reported an after-tax loss of $7.8 million, or
$0.38 per diluted share, compared with a net loss in the prior year quarter of $1.1 million, or $0.05 per diluted share. 

During the second quarter of 2008, the Company repurchased 0.7 million shares of its common stock under its previously
announced share repurchase authorization, bringing the Company’s year-to-date stock repurchases to 2.2 million shares. 

Given current conditions in the general economy and casual dining industry, the Company announced that it would defer the
restaurant re-brandings scheduled for the remainder of 2008. 

’These continue to be challenging times for most casual dining companies, including O’Charley’s Inc.,’ said Gregory L.
Burns, chairman and chief executive officer of O’Charley’s Inc. ’Higher energy and food prices, lower home values, and
generally negative economic news have made consumers more cautious about their spending, which we believe contributed
significantly to our same-store sales performance. While these factors are beyond our control, I am disappointed by our
performance in the quarter, particularly our restaurant-level margins. Our number one focus remains driving profitable sales
in this tough environment. At the same time we are taking additional actions to improve our product and labor costs, and we
will be making further reductions in our general and administrative expenses.’ 

’We believe that the challenges affecting the restaurant business will continue at least through the remainder of 2008. In this
uncertain environment, we have decided to defer our re-branding initiatives for the balance of the year. While we continue to
be pleased with the performance of the restaurants that we re-branded during the past two years, and continue to believe that
these initiatives are vital to the long term success of both concepts, our focus for the balance of the year must be on driving
sales at all restaurants, and improving the Company’s profitability.’ 

O’Charley’s Restaurants 

http://www.hotelnewsresource.com/article33967.html
http://www.hotelnewsresource.com/article33967.html


Restaurant sales for company-operated O’Charley’s restaurants decreased 2.3 percent to $138.9 million for the second
quarter, reflecting the decline in same-store sales, the addition of two new company-operated restaurants and the closing of
two company-operated restaurants since the second quarter of 2007. The same-store sales decrease of 1.4 percent was
comprised of a 3.2 percent increase in average check offset by a 4.5 percent decrease in guest counts. Average check for
company-operated restaurants in the second quarter was $12.91. One company-operated O’Charley’s restaurant opened
during the second quarter, bringing the total number of company-operated restaurants to 229 at the end of the quarter. 

’While we will never be satisfied with negative same-store sales, we take some satisfaction that the same-store sales
performance of the O’Charley’s concept in the second quarter was better than in any quarter since the third quarter of 2006,’
Burns said. ’A number of factors contributed to this same-store sales performance. As of the end of the second quarter, we
have completed 62 ’Project RevO’lution’ re-brandings, including the Nashville, Indianapolis and Atlanta markets. In the
aggregate, sales at these re-branded restaurants continue to outperform the rest of the concept, while the 44 restaurants
re-branded during the past four quarters had positive same-store sales in the second quarter. Our new ’Twisted Chips’
appetizer was one of our most successful new product introductions ever. Thanks to exciting new beverage products,
alcoholic beverage sales at O’Charley’s increased both in absolute dollars and as a percentage of total sales. Year-over-year
sales comparisons also benefited from the fact that the phase out of Kids Eat Free at most O’Charley’s restaurants occurred
more than one year ago. We began the gradual phase out of Kids Eat Free during the second quarter of 2006, and by the end
of the second quarter of 2007 we had reduced its availability by approximately 80 percent. O’Charley’s same-store sales
continue to be negatively impacted by a smoking ban in Tennessee, where we have our largest concentration of restaurants.
We estimate that this smoking ban, which was implemented on October 1, 2007 and does not apply uniformly to all eating
and drinking establishments, reduced O’Charley’s same-store sales by 0.7 percent in the second quarter.’ 

’We understand the need to drive sales, and plan to sharpen our value message as we continue our focus on the great food and
beverage offerings at O’Charley’s, which we believe are the best in our segment. During the second quarter, we offered two
limited time promotions, including our ’Better Together’ platters and our ’Summer Time’ celebration. Both featured flavorful
new menu items and were supported with television and print advertising focusing on the quality of the food and the great
values offered. We continue to offer our early week dinner special featuring two meals and two beverages for $20, and our
’Make Every Meal Count’ loyalty program. Within the next two weeks, we plan to introduce a new menu with a new design,
and to launch our ’O’Charley’s All Stars’ limited time offer. This promotion will include some of our famous and soon to be
famous entrees, and will include our first ever instant win scratch-off game.’ 

Ninety Nine Restaurants 

Restaurant sales for Ninety Nine decreased 1.7 percent to $71.8 million in the second quarter, reflecting the decline in same
store sales, the addition of four new restaurants and the closing of one restaurant since the second quarter of 2007. The
same-store sales decrease of 3.1 percent was comprised of a 2.9 percent increase in average check offset by a 5.8 percent
decrease in guest counts. Average check in the second quarter was $14.95. Two Ninety Nine restaurants opened in the second
quarter, bringing the total number to 116 at the end of the quarter. 

’The consumer and competitive environment in New England continued to be challenging during the second quarter of 2008,’
Burns said. ’As of the end of the second quarter, we have completed 62 Project Dressed to the Nines re-brandings, including
our core markets in Eastern Massachusetts and Southern New Hampshire. In the aggregate, sales at these re-branded
restaurants continue to outperform the rest of the concept, while the 37 restaurants re-branded during the past four quarters
had positive same store-sales in the second quarter.’ 

’Our ’Amazingly Adventurous Flavors’ promotion ended on August 3. This promotion featured new menu items such as
cedar plank scallops, ’Fiesta Grilled Chicken,’ ’Seared Ahi Tuna Chopstick Salad,’ and the return of our popular lobster roll
and ’Imperial Casserole.’ During the third quarter, we will offer our ’Creatively Comforting Flavors’ promotion, which will
feature comfort food with a creative twist. Menu items will include ’Chianti Braised Beef,’ ’Fire Grilled Ribeye,’ chicken
marsala, and an ’Ultimate Steakburger’ with a wild mushroom sauce. This promotion will be supported by radio and on-line
advertising. We also plan to offer a number of sports-themed promotions for the baseball and football fans in the Boston and
Philadelphia markets.’ 

Stoney River Legendary Steaks Restaurants 

Restaurant sales for Stoney River Legendary Steaks decreased 6.6 percent to $8.3 million in the second quarter. The
same-store sales decrease of 6.4 percent was comprised of an 8.4 percent increase in average check offset by a 13.7 percent
decrease in guest counts. Average check for Stoney River in the second quarter was $46.25. At the end of the second quarter,
all of the 10 Stoney River restaurants were included in the same store sales base. 

’Upscale and polished casual restaurants have not been immune to the effects of the slowing economy, as reflected in the
second quarter sales of Stoney River,’ Burns said. ’In order to continue strengthening the Stoney River brand we have
launched a newly enhanced web site that allows our guests to experience the Stoney River lifestyle on-line. We expect the
web site to attract additional members to our loyalty program, ’The Red Canoe Society.’ We continue to offer our ’Summer
Sunday Fare’ menu, which offers the Stoney River experience at a reduced price point. This fall we will offer new seasonal
menu items, including shrimp and corn chowder, a classic New York Strip Diane and a spicy beef stroganoff. Recently, we
were pleased that Nashville’s ’Toast of Music City’ poll named Stoney River the best place for steak.’ 

Outlook for 2008 Fiscal Year 

Given its year-to-date financial results, current economic conditions, and the decision to defer the re-branding initiatives, the
Company revised its previously-issued guidance and stated that it now expects to report net earnings per diluted share of
between $0.08 and $0.16 for the fiscal year ending December 28, 2008. Projected results for the full year include a full-year



tax benefit between $2.5 million and $3.5 million, or between $0.12 and $0.17 per diluted share, and expenses of
approximately $0.26 per diluted share (calculated at estimated marginal rate) related to the re-brandings completed by the end
of the second quarter. The Company expects same store sales declines in all three concepts for the balance of the year. In
2008, the Company expects to open four new O’Charley’s company-operated restaurants, two new Ninety Nine restaurants,
and one new Stoney River restaurant, and to spend between $50 million and $55 million for capital investments. The
Company’s guidance for the 2008 fiscal year does not reflect any impact for additional share repurchases, or organizational
changes that the Company may make in the second half of the year. 
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