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PART I. FINANCIAL INFORMATION  

Item 1. Financial Statements  

PANERA BREAD COMPANY  

CONSOLIDATED BALANCE SHEETS  
(in thousands, except share and per share information) 

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

     
 July 12, 2005  December 25, 2004
 (unaudited)   

ASSETS         
Current assets:     

Cash and cash equivalents $ 36,410  $ 29,639
Investments in government securities 17,951   2,022
Trade accounts receivable 11,114   11,714
Other accounts receivable 5,086   5,542
Inventories 5,660   5,398
Prepaid expenses   3,446   1,658 
Deferred income taxes 4,023   2,247

         
Total current assets 83,690   58,220

Property and equipment, net 223,251   201,725
Other assets:     

Investments in government securities   30,131   26,393 
Goodwill 35,421   35,327
Deposits and other 4,769   3,007

         
Total other assets 70,321   64,727

          
Total assets $377,262  $324,672

         
LIABILITIES AND STOCKHOLDERS’ EQUITY     

Current liabilities:     
Accounts payable  $ 8,749  $ 5,840 
Accrued expenses 54,438   48,905
Current portion of deferred revenue 650   960

         
Total current liabilities 63,837   55,705

Deferred income taxes 6,274   5,647
Deferred rent   23,083   20,181 
Other long-term liabilities 2,783   1,776
         

Total liabilities 95,977   83,309
Commitments and contingencies (Note F)     
Stockholders’ equity:     

Common stock, $.0001 par value:         
Class A, 75,000,000 shares authorized; 29,660,564 issued and 29,551,564 outstanding 

in 2005; and 29,130,097 issued and 29,021,097 outstanding in 2004 3   3
Class B, 10,000,000 shares authorized; 1,415,342 issued and outstanding in 2005 and 

1,451,647 in 2004 —   —
Treasury stock, carried at cost  (900)  (900)
Additional paid-in capital 146,540   130,970
Retained earnings   135,642   111,290 

         
Total stockholders’ equity 281,285   241,363

         
Total liabilities and stockholders’ equity $377,262  $324,672
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PANERA BREAD COMPANY  

CONSOLIDATED STATEMENTS OF OPERATIONS  
(unaudited) 

(in thousands, except per share information) 

The accompanying notes are an integral part of the consolidated financial statements.  
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  For the twelve weeks ended For the twenty-eight weeks ended
    (as restated)   (as restated)
  July 12, 2005  July 10, 2004  July 12, 2005  July 10, 2004
Revenues:      

Bakery-cafe sales  $109,112 $ 79,311 $245,906  $176,413
Franchise royalties and fees   12,109 9,946 27,526  22,237
Fresh dough sales to franchisees   18,951 16,064 44,888  36,571

               
Total revenue   140,172   105,321   318,320   235,221 

Costs and expenses:      
Bakery-cafe expenses:      

Cost of food and paper products   32,157 22,755 69,571  49,981
Labor   33,273 24,532 75,521  55,067
Occupancy   8,272 5,910 18,964  13,026
Other operating expenses   15,523 12,292 34,929  26,426

               
Total bakery-cafe expenses   89,225 65,489 198,985  144,500

Fresh dough cost of sales to franchisees   16,179 14,686 39,391  33,396
Depreciation and amortization   7,401 5,600 16,534  12,629
General and administrative expenses   10,557 8,245 23,796  17,450
Pre-opening expenses   535 779 1,397  1,406

                  
Total costs and expenses   123,897 94,799 280,103  209,381

               
Operating profit   16,275 10,522 38,217  25,840
Interest expense   16 1 28  15
Other (income) expense, net   (165) 324 (161)  675
               
Income before income taxes   16,424 10,197 38,350  25,150
Income taxes   5,995 3,722 13,998  9,181
               

Net income  $ 10,429 $ 6,475 $ 24,352  $ 15,969
               
       
Net income per share:      

Basic  $ 0.34 $ 0.21 $ 0.79  $ 0.53
               

Diluted  $ 0.33 $ 0.21 $ 0.77  $ 0.52
                  
       
Weighted average shares used in computation:      

Basic   30,871 30,174 30,726  30,135
                  

Diluted   31,689 30,771 31,531  30,727
               



                    

PANERA BREAD COMPANY  

CONSOLIDATED STATEMENTS OF CASH FLOWS  
(unaudited) 

(in thousands) 

The accompanying notes are an integral part of the consolidated financial statements.  
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 For the twenty-eight weeks ended
   (as restated)
  July 12, 2005  July 10, 2004
Cash flows from operations:   

Net income $ 24,352  $ 15,969
Adjustments to reconcile net income to net cash provided by operating activities:   

Depreciation and amortization 16,534  12,629
Tax benefit from exercise of stock options 7,110  1,699
Deferred income taxes (1,149)  3,041
Other   378   265 

Changes in operating assets and liabilities:   
Trade and other accounts receivable 1,056  (1,194)
Inventories (262)  (416)
Prepaid expenses (1,788)  (1,288)
Accounts payable 2,909  (4,983)
Accrued expenses 4,884  (2,025)
Deferred revenue   (310)   (485)
Deferred rent 2,902  2,383
Other 598  —

         
Net cash provided by operating activities 57,214  25,595

          
Cash flows from investing activities:   

Additions to property and equipment (37,314)  (35,061)
Purchase of investments (20,025)  (28,792)
Investment maturities proceeds 300  4,300
Other (1,864)  1,577

         
Net cash used in investing activities   (58,903)   (57,976)

         
    
Cash flows from financing activities:   

Exercise of employee stock options 7,934  1,154
Proceeds from issuance of common stock 526  535
Increase in deferred financing fees   —   (40)
Investments by minority interest owners —  643

         
Net cash provided by financing activities 8,460  2,292

         
Net increase (decrease) in cash and cash equivalents   6,771   (30,089)
Cash and cash equivalents at beginning of period 29,639  42,402
         
Cash and cash equivalents at end of period $ 36,410  $ 12,313
         



                    

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)  

NOTE A-BASIS OF PRESENTATION  

     The accompanying unaudited consolidated financial statements of Panera Bread Company and its subsidiaries (the “Company”) have been 
prepared in accordance with instructions to Form 10-Q, and therefore do not include all information and footnotes normally included in 
financial statements prepared in conformity with accounting principles generally accepted in the United States. They should be read in 
conjunction with the consolidated financial statements included in the Company’s Form 10-K for the fiscal year ended December 25, 2004.  

     The consolidated financial statements consist of the accounts of Panera Bread Company, its wholly owned subsidiaries Panera, LLC and 
Pumpernickel, Inc., and its indirect consolidated subsidiaries Pumpernickel Associates, LLC, Panera Enterprises, Inc., Asiago Bread, LLC, 
Atlanta JV, LLC, and Artisan Bread, LLC. On October 30, 2004, Cap City Bread, LLC became a wholly owned subsidiary of Artisan Bread, 
LLC. Prior to October 30, 2004, Artisan Bread, LLC held a majority interest in Cap City Bread, LLC, which then operated 36 bakery-cafes. All 
intercompany balances and transactions have been eliminated in consolidation.  

     The accompanying unaudited consolidated financial statements include all adjustments (consisting of normal recurring adjustments and 
accruals) that management considers necessary for a fair presentation of its financial position and results of operations for the interim periods. 
Interim results are not necessarily indicative of the results that may be expected for the entire year.  

     As previously reported, the Company changed its fiscal week in the first quarter of 2005 to end on Tuesday rather than Saturday. As a 
result, the Company had an additional three days in the first quarter of 2005, which ended on April 19, 2005. These additional three days did 
not have a material impact on the Company’s financial statements. The Company’s second, third, and fourth quarters of 2005, which each 
consist of 12 weeks, end on July 12, 2005, October 4, 2005, and December 27, 2005, respectively.  

     Certain reclassifications have been made to conform previously reported data to the current presentation.  

     As previously reported, following disclosure by several restaurant companies late in calendar 2004 and in connection with performing its 
2004 year-end reporting control processes, the Company performed a comprehensive review of its lease accounting practices. Historically, the 
Company recorded rent expense on a straight-line basis over the initial non-cancelable term commencing upon location opening. The Company 
concluded that its calculation of straight-line rent should be based on the reasonably assured lease term as defined in SFAS 98, “Accounting for 
Leases,” which in most cases exceeds the initial non-cancelable lease term. The Company further concluded that any construction period and 
other rent holidays should also be included in its determination of straight-line rent expense. Additionally, the Company reassessed the 
depreciable lives of leasehold improvements at all locations to be the shorter of their estimated useful life or the reasonably assured lease term 
at the inception of the lease. The Company also concluded that landlord allowances for normal tenant improvements, which had previously 
been recorded as a reduction to related leasehold improvements, should be reflected as deferred rent and amortized over the reasonably assured 
lease term as a reduction to rent expense rather than depreciation. The Company reflected these changes in a restatement in its Annual Report 
on Form 10-K for the year ended December 25, 2004.  

     As a result of the restatement, bakery-cafe occupancy expenses for the twelve and twenty-eight weeks ended July 10, 2004 increased by 
$0.4 million and $0.7 million, respectively, bakery-cafe cost of food and paper products for the same periods increased by $0.1 million and 
$0.2 million respectively, while depreciation and amortization for the same periods decreased by $0.5 million and $1.0 million, respectively; 
operating profit for the twelve and twenty-eight weeks ended July 10, 2004 increased by $0.05 million and $0.1 million, respectively, and net 
income for the same periods increased by $0.03 million and $0.1 million, respectively. The restatement did not change previously reported 
diluted earnings per share for the twelve or twenty-eight weeks ended July 10, 2004. In addition, the restatement did not impact the Company’s 
previously reported net cash flows, revenues, or comparable bakery-cafe sales, or compliance with revolving line of credit covenants.  
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     The following table shows the impact of these changes on the consolidated statement of operations for the twelve and twenty-eight weeks 
ended July 10, 2004 (in thousands, except per share data):  

NOTE B-STOCK-BASED COMPENSATION  

     In accordance with Statement of Financial Accounting Standards No. 123 (SFAS 123), “Accounting for Stock-Based Compensation,” as 
amended by SFAS 148, “Accounting for Stock-Based Compensation — Transition and Disclosure — an Amendment of SFAS 123,” the 
Company elected to follow the provisions of Accounting Principles Board Opinion No. 25 (APB 25), “Accounting for Stock Issued to 
Employees,” and provide the required pro forma disclosure in the footnotes to the financial statements as if the measurement provisions of 
SFAS 123 had been adopted. Accordingly, no compensation costs have been recognized in the Consolidated Statements of Operations for the 
stock option plans as the exercise price of stock options equals the market price of the underlying stock on the grant date. Had compensation 
costs for the Company’s stock option plans been determined under the fair value based method and recognition provisions of SFAS 123 at the 
grant date, the Company’s net income and earnings per share for the twelve and twenty-eight weeks ended July 12, 2005 and July 10, 2004 
would have been as follows (in thousands, except per share amounts):  
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 As Previously   
Twelve Weeks Ended July 10, 2004 Reported  Adjustments As Restated
Consolidated Statement of Operations     

Cost of food and paper products $ 22,661  $ 94 $ 22,755
Occupancy 5,531   379 5,910
Total bakery-cafe expenses   65,016   473   65,489 
Depreciation and amortization 6,119   (519) 5,600
Total costs and expenses 94,845   (46) 94,799
Operating profit 10,476   46 10,522
Income before income taxes 10,151   46 10,197
Income taxes 3,705   17 3,722
Net income $ 6,446  $ 29 $ 6,475

            
Earnings per common share:     

Basic $ 0.21  $ — $ 0.21
Diluted $ 0.21  $ — $ 0.21

      
Twenty-Eight Weeks Ended July 10, 2004             
Consolidated Statement of Operations      

Cost of food and paper products $ 49,800  $ 181 $ 49,981
Occupancy 12,294   732 13,026
Total bakery-cafe expenses 143,587   913 144,500
Depreciation and amortization 13,632   (1,003) 12,629
Total costs and expenses 209,471   (90) 209,381
Operating profit   25,750   90   25,840 
Income before income taxes 25,060   90 25,150
Income taxes 9,147   34 9,181
Net income $ 15,913  $ 56 $ 15,969

              
Earnings per common share:     

Basic $ 0.53  $ — $ 0.53
Diluted $ 0.52  $ — $ 0.52



                    

     The effects of applying SFAS 123 in this pro-forma disclosure may not be representative of the effects on reported net income for the full 
fiscal year or for future periods.  

NOTE C-INVESTMENT IN GOVERNMENT SECURITIES  

     Investments of $48.1 million and $28.4 million at July 12, 2005 and December 25, 2004, respectively, consist of United States treasury 
notes and government agency securities. During the first two quarters of fiscal 2005, $20.0 million of investments were purchased by the 
Company and $0.3 million matured. The Company’s investments are classified as short-term or long-term in the accompanying consolidated 
balance sheets based upon their stated maturity dates which range from August 2005 to April 2007.  

     Management designates the appropriate classification of its investments at the time of purchase based upon its intended holding period. At 
July 12, 2005, all investments are classified as held-to-maturity as the Company has the intent and ability to hold the securities to maturity. 
Held-to-maturity securities are stated at amortized cost, adjusted for amortization of premiums to maturity using the effective interest method, 
which approximates fair value at July 12, 2005.  

NOTE D-INVENTORIES  

     Inventories consist of the following (in thousands):  
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  For the twelve weeks ended  For the twenty-eight weeks ended
   (as restated)    (as restated)
  July 12, 2005 July 10, 2004 July 12, 2005  July 10, 2004
Net income, as reported  $10,429 $ 6,475 $24,352  $15,969
Deduct:      

Compensation expense determined using Black-
Scholes, net of tax   (1,255)   (1,024)   (2,942)   (2,432)

               
Pro forma net income  $ 9,174 $ 5,451 $21,410  $13,537
               
Net income per share:                 

Basic, as reported  $ 0.34 $ 0.21 $ 0.79  $ 0.53
Basic, pro forma  $ 0.30 $ 0.18 $ 0.70  $ 0.45
Diluted, as reported  $ 0.33 $ 0.21 $ 0.77  $ 0.52
Diluted, pro forma  $ 0.30 $ 0.18 $ 0.70  $ 0.45

     
  July 12, December 25,
  2005  2004
Food:     

Fresh dough facilities:     
Raw materials  $1,489 $1,733
Finished goods   335 362

Bakery-cafes:     
Finished goods   2,959 2,520

Paper goods   678   595 
Retail merchandise   199 188
         
   $5,660 $5,398
         



                    

NOTE E-ACCRUED EXPENSES  

     Accrued expenses consist of the following (in thousands):  

NOTE F-COMMITMENTS AND CONTINGENCIES  

     The Company is a prime tenant or guarantor for certain operating leases of nine franchisee locations and 33 locations of the former Au Bon 
Pain Division, or its franchisees. The leases have terms expiring on various dates from October 2005 to December 2018, and the guarantees 
have a potential amount of future rental payments of approximately $28.0 million. The obligation from leases or guarantees will continue to 
decrease over time as these operating leases expire or are not renewed. As the guarantees were initiated prior to December 31, 2002, the 
Company has not recorded a liability for these leases or guarantees pursuant to the provisions of FASB Interpretation Number (FIN) 45, 
“Guarantor’s Accounting and Disclosure Requirements For Guarantees, Including Indirect Guarantees of Indebtedness of Others, an 
Interpretation of FASB Statements No. 5, 57, and 107 and Rescission of FASB Interpretation No. 34.” Also, the Company has not had to make 
any payments related to the leases or guarantees. Au Bon Pain and the respective franchisees continue to have primary liability for these 
operating leases.  

NOTE G-EARNINGS PER SHARE  

     The following table sets forth the computation of basic and diluted earnings per share (in thousands, except for per share data):  

     For the twelve weeks ended July 12, 2005 and July 10, 2004, options for 0.1 million shares and 0.4 million shares, respectively, were 
excluded in calculating diluted earnings per share, as the exercise price exceeded fair market value and inclusion would have  
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 July 12, 2005  December 25, 2004
Compensation and employment related taxes $15,879  $12,540
Capital expenditures 9,715   9,066
Rent 1,728   3,443
Advertising 2,207   —
Unredeemed gift cards and certificates   5,286   8,044 
Insurance 7,485   3,642
Taxes, other than income tax 2,058   1,680
Income taxes 2,167   3,606
Other 7,913   6,884
         
   $54,438  $48,905 
         

      
  For the twelve weeks ended For the twenty-eight weeks ended
   (as restated)    (as restated)
  July 12, 2005  July 10, 2004  July 12, 2005  July 10, 2004
Amounts used for basic and diluted per share 

calculations:      
Net income  $10,429 $ 6,475 $24,352  $15,969
                  
       
Weighted average number of shares outstanding — 

basic   30,871 30,174 30,726  30,135
Effect of dilutive securities:      

Employee stock options   818 597 805  592
                  
       
Weighted average number of shares outstanding — 

diluted   31,689 30,771 31,531  30,727
               
                  
Basic earnings per common share:      
Net income  $ 0.34 $ 0.21 $ 0.79  $ 0.53
               
                  
Diluted earnings per common share:      
Net income  $ 0.33 $ 0.21 $ 0.77  $ 0.52
               



                    

been antidilutive. For the twenty-eight weeks ended July 12, 2005 and July 10, 2004, options for 0.1 million shares and 0.4 million shares, 
respectively, were excluded in calculating diluted earnings per share, as the exercise price exceeded fair market value and inclusion would have 
been antidilutive.  

NOTE H-BUSINESS SEGMENT INFORMATION  

     The Company operates three business segments. The Company Bakery-Cafe Operations segment is comprised of the operating activities of 
the bakery-cafes owned by the Company. The Company-owned bakery-cafes conduct business under the Panera Bread ® or Saint Louis Bread 
Co.® names. These bakery-cafes sell fresh baked goods, made-to-order sandwiches on freshly baked breads, soups, salads, custom roasted 
coffees, and other complementary products through on-premise sales, as well as Via Panera catering.  

     The Franchise Operations segment is comprised of the operating activities of the franchise business unit which licenses qualified operators 
to conduct business under the Panera Bread® name and also of the costs to monitor the operations of these bakery-cafes. Under the terms of 
the agreements, the licensed operators pay royalties and fees to the Company in return for the use of the Panera Bread® name.  

     The Fresh Dough Operations segment supplies fresh dough items and indirectly supplies proprietary sweet good items through a contract 
manufacturing arrangement to both Company-owned and franchise-owned bakery-cafes. The fresh dough is sold to both Company-owned and 
franchised bakery-cafes at a delivered cost not to exceed 27% of the retail value of the product. The sales and related costs to the franchise 
bakery-cafes are separately stated line items in the Consolidated Statements of Operations. The operating profit related to the sales to 
Company-owned bakery-cafes is classified as a reduction of the costs in the food and paper products line item on the Consolidated Statements 
of Operations.  
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     Segment information related to the Company’s three business segments follows (in thousands):  
      
  For the twelve weeks ended For the twenty-eight weeks ended
    (as restated)   (as restated)
  July 12, 2005 July 10, 2004 July 12, 2005  July 10, 2004
  (in thousands) (in thousands)
Revenues:      

Company bakery-cafe operations  $109,112  $ 79,311  $245,906  $176,413 
Franchise operations   12,109 9,946 27,526  22,237
Fresh dough operations   28,088 22,758 65,754  51,567
Intercompany sales eliminations   (9,137) (6,694) (20,866)  (14,996)

               
Total Revenues  $140,172 $105,321 $318,320  $235,221

               
Segment profit:      

Company bakery-cafe operations  $ 19,887 $ 13,822 $ 46,921  $ 31,913
Franchise operations   10,688 8,564 24,338  19,215
Fresh dough operations   2,772 1,378 5,497  3,175

               
Total segment profit  $ 33,347 $ 23,764 $ 76,756  $ 54,303

               
Total segment profit  $ 33,347  $ 23,764  $ 76,756  $ 54,303 
Depreciation and amortization   7,401 5,600 16,534  12,629
Unallocated general and administrative 

expenses   9,136 6,863 20,608  14,428
Pre-opening expenses   535 779 1,397  1,406
Interest Expense   16 1 28  15
Other (income) expense, net   (165) 324 (161)  675

               
Income before income taxes  $ 16,424 $ 10,197 $ 38,350  $ 25,150

               
Depreciation and amortization:      

Company bakery-cafe operations  $ 5,298  $ 3,931  $ 11,468  $ 8,763 
Fresh dough operations   1,322 956 3,190  2,243
Corporate administration   781 713 1,876  1,623

               
Total depreciation and amortization  $ 7,401 $ 5,600 $ 16,534  $ 12,629

               
Capital expenditures:      

Company bakery-cafe operations  $ 12,639 $ 11,294 $ 31,210  $ 30,387
Fresh dough operations   1,336 1,619 3,174  2,455
Corporate administration   1,199 859 2,930  2,219

               
Total capital expenditures  $ 15,174 $ 13,772 $ 37,314  $ 35,061

               
     
 July 12, 2005  December 25, 2004
 (in thousands)  
Segments assets:     

Company bakery-cafe operations $221,510  $199,564
Franchise operations 1,538   1,778
Fresh dough operations 38,973   39,968
         

Total segment assets $262,021  $241,310
         
Total segment assets  $262,021  $241,310 
Unallocated trade and other accounts receivable 6,666   6,499
Unallocated property and equipment 12,227   12,291
Unallocated deposits and other 4,387   2,613
Other unallocated assets 91,961   61,959
         

Total assets  $377,262  $324,672 
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NOTE I-RECENT ACCOUNTING PRONOUNCEMENTS  

     In December 2004, the FASB issued SFAS No. 123R, “Share-Based Payment” (“SFAS 123R”), a revision of SFAS No. 123, “Accounting 
for Stock-Based Compensation.” SFAS 123R will require the Company to, among other things, measure employee stock-based compensation 
awards where applicable using a fair value method and record related expense in the Company’s consolidated financial statements. The 
provisions of SFAS 123R are effective for public companies for annual periods beginning after June 15, 2005; therefore, the Company will 
adopt the new requirements when required in fiscal 2006. Adoption of the expensing requirements will reduce the Company’s reported 
earnings. Management is currently evaluating the specific impacts of adoption, which include, among other things, whether the Company 
should adopt the requirements on a prospective or retrospective basis and which valuation model is most appropriate.  

     In December 2004, the FASB issued Staff Position No. FAS 109-1, “Application of SFAS No. 109, Accounting for Income Taxes, to the 
Tax Deduction on Qualified Production Activities provided by the American Jobs Creation Act of 2004” (“FSP 109-1”). FSP 109-1 states that 
qualified domestic production activities should be accounted for as a special deduction under SFAS No. 109, “Accounting for Income Taxes.” 
The provisions of FSP 109-1 are effective immediately. Adoption of this pronouncement does not have a significant impact on the Company’s 
financial statements.  

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations  

General  

     Panera Bread Company (including its wholly owned subsidiaries, Panera, LLC and Pumpernickel, Inc., and its indirect subsidiaries) may be 
referred to as the “Company,” “Panera Bread,” or in the first person notation of “we,” “us,” and “ours” in the following discussion. The term 
“Company-owned bakery-cafes” refers to Company-operated and majority-owned bakery-cafes in the following discussion.  

     As previously reported, the Company changed its fiscal week in the first quarter of 2005 to end on Tuesday rather than Saturday. As a 
result, the Company had an additional three days in the first quarter of 2005, which ended on April 19, 2005. These additional three days did 
not have a material impact on the Company’s financial statements. The Company’s second, third, and fourth quarters of 2005, which each 
consist of 12 weeks, end on July 12, 2005, October 4, 2005, and December 27, 2005, respectively. This change will allow the Company to 
better serve customers by shifting the weekly closing activities to a less busy day of the week. In fiscal year 2006, the Company intends to 
convert to a 4-5-4 fiscal calendar whereby each quarter will include 13 weeks.  

     The Company includes in this report information on Company, franchisee, and/or system-wide comparable bakery-cafe sales increases and 
average weekly sales. System-wide sales are a non-GAAP financial measure that includes sales at all Company and franchise bakery-cafes, as 
reported by franchisees. Management uses system-wide sales information internally in connection with store development decisions, planning, 
and budgeting analyses, and believes it is useful in assessing consumer acceptance of the Company’s brand and facilitating an understanding of 
financial performance as the Company’s franchisees pay royalties and contribute to advertising pools based on a percentage of their sales.  

     The Company’s revenues are derived from Company-owned bakery-cafe sales, fresh dough sales to franchisees, and franchise royalties and 
fees. Fresh dough sales to franchisees are primarily the sales of dough products to our franchisees and the sales of tuna and cream cheese to 
certain franchisees. Franchise royalties and fees include royalty income and franchise fees. The cost of food and paper products, labor, 
occupancy, and other operating expenses relate primarily to Company-owned bakery-cafe sales. The cost of fresh dough sales relates primarily 
to the sale of fresh dough products and tuna and cream cheese to franchisees. General and administrative, depreciation, and pre-opening 
expenses relate to all areas of revenue generation.  

     As previously reported, following disclosure by several restaurant companies late in calendar 2004 and in connection with performing its 
2004 year-end reporting control processes, the Company performed a comprehensive review of its lease accounting practices. Historically, the 
Company recorded rent expense on a straight-line basis over the initial non-cancelable term commencing upon location opening. The Company 
concluded that its calculation of straight-line rent should be based on the reasonably assured lease term as defined in SFAS 98, “Accounting for 
Leases,” which in most cases exceeds the initial non-cancelable lease term. The Company further concluded that any construction period and 
other rent holidays should also be included in its determination of straight-line rent expense. Additionally, the Company reassessed the 
depreciable lives of leasehold improvements at all locations to be the shorter of their estimated useful life or the reasonably assured lease term 
at the inception of the lease. The Company also  
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concluded that landlord allowances for normal tenant improvements, which had previously been recorded as a reduction to related leasehold 
improvements, should be reflected as deferred rent and amortized over the reasonably assured lease term as a reduction to rent expense rather 
than depreciation. The Company reflected these changes in a restatement in its Annual Report on Form 10-K for the year ended December 25, 
2004. See Note A to the Consolidated Financial Statements for further information on the Company’s accounting for its leases.  

     In the second quarter of 2005, the Company earned $0.33 per diluted share with the following system-wide performance on key metrics: 
comparable bakery-cafe sales growth of 9.3% and 24 new bakery-cafes opened in the second quarter, including 13 Company-owned bakery-
cafes and 11 franchise bakery-cafes.  

     The Company expects earnings per diluted share for the third quarter of 2005 of $0.34 to $0.35. The third quarter target assumes system-
wide comparable sales growth of 6.5% to 8.0%. Additionally, the Company expects system-wide average weekly sales per bakery-cafe for the 
third quarter to be in the range of $37,100 to $38,100 and expects operating weeks to be in the range of 9,700 to 9,750. Bakery-cafe openings 
in the third quarter are targeted at 28 (9 company and 19 franchise) compared to 34 (15 company and 19 franchise) in the third quarter of 2004. 

     The Company targets fourth quarter 2005 earnings per diluted share of $0.46 to $0.47. This target assumes system-wide comparable bakery-
cafe sales increase of 2.5% to 4.0% in the fourth quarter. The Company expects the increase in comparable bakery-cafe sales will moderate in 
the second half of 2005 as the Company laps fourth quarter of 2004 price increase and the rollout of its Via Panera catering business. Bakery-
cafe openings in the fourth quarter are expected to be significantly higher, and to occur later in the fourth quarter in 2005, compared to 2004, 
resulting in increased costs in the fourth quarter. The shift in store openings will pressure operating margins due to the impact of opening 
inefficiencies (costs), as Company bakery-cafe openings are now expected to be 31 in the fourth quarter of 2005 compared to 15 in the fourth 
quarter of 2004. In addition, fourth quarter earnings growth is expected to be impacted by one-time marketing development expenditures.  

     The Company expects full year 2005 earnings per diluted share of $1.57 to $1.59, an increase of 26% to 27% from 2004 results. This target 
assumes full year system-wide comparable sales growth of 6.2% to 7.8%, system-wide average weekly sales in the range of $37,300 to 
$38,300, and system-wide operating weeks in the range of 41,300 to 41,400. Bakery-cafe openings in 2005 are expected to be 150 to 160 (70 
company and 80-90 franchise).  

Forward-Looking Statements  

     The matters discussed in this Form 10-Q and in our public disclosures, whether written or oral, may contain forward-looking statements 
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, and are based on 
management’s current expectations, beliefs and intentions that involve substantial risks and uncertainties which could cause actual results to 
differ materially from the results expressed in, or implied by, these forward-looking statements. These forward-looking statements may 
include, but are not limited to, any discussion or impact, expressed or implied, on the Company’s anticipated growth in earnings, comparable 
bakery-cafe sales, average weekly sales, operating weeks, capital expenditures, and bakery-cafe openings on operating results and future 
earnings per share, plans and objectives, or statements of the underlying assumptions of forward-looking statements. These statements are often 
identified by the words “believe”, “positioned”, “estimate”, “project”, “target”, “assume”, “continue”, “intend”, “expect”, “future”, 
“anticipates”, “preliminary” and similar expressions. All forward-looking statements, whether written or oral, are expressly qualified by the 
cautionary statements described in this provision. All forward-looking statements included in this report are made only as of the date of this 
report, and the Company undertakes no obligation to publicly update or correct any forward-looking statements to reflect events or 
circumstances that occur or of which it hereinafter becomes aware after that date.  

     The Company believes that it is important to communicate future expectations to investors. However, there are events in the future that the 
Company is not able to accurately predict or control. Although the Company believes that expectations are based on reasonable assumptions, 
actual results may differ materially from the expectations described in the Company’s forward-looking statements due to known and unknown 
risks, uncertainties, and developments and could be negatively impacted by a number of factors.  

     These factors include but are not limited to the following:  
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 •  changes in the costs of development and the availability of sufficient capital to the Company and the developers party to 
franchise development agreements with the Company;



                    

     For all of these reasons, our forward-looking statements should not be relied upon as a prediction of actual future events, objectives, 
strategies, trends, or results. These and other risks are discussed from time to time in the Company’s SEC reports, including its Form 10-K for 
the year ended December 25, 2004.  
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 •  greater than anticipated delays in bakery-cafe openings and other variations in the number and timing of bakery-cafe openings;
 

 •  the ability by the Company and franchisees to operate additional bakery-cafes profitably;
 

 •  public acceptance of new bakery-cafes and new markets;
 

 •  competition;
 

 •  risks to the Company’s ability to protect its intellectual property, trade secrets and other confidential and proprietary information 
and know-how;

 

 •  national and regional weather conditions;
 

 •  changes in restaurant operating costs, particularly market changes, food and labor costs, equipment, software system and 
installation costs, insurance costs and inflation;

 

 •  shortages and delays in the delivery of fresh produce, and other food supplies meeting the Company’s specifications by third 
party vendors and products from the Company’s fresh dough facilities;

 

 •  changes in consumer nutritional habits;
 

 •  consumer reaction to pricing or menu ingredient changes;
 

 •  changes in costs of new bakery-cafe openings;
 

 •  the actual cost of market research and other factors that may affect retailers in general; and,
 

 •  the costs of compliance with federal, state and local government regulation.



                    

Results of Operations  

     The following table sets forth the percentage relationship to total revenues, except where otherwise indicated, of certain items included in 
the Company’s Consolidated Statements of Operations for the periods indicated. Percentages may not add due to rounding:  
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 For the twelve weeks ended For the twenty-eight weeks ended
 (as restated)    (as restated)
 July 12, 2005 July 10, 2004 July 12, 2005  July 10, 2004
Revenues:                 

Bakery-cafe sales 77.9 % 75.3 %  77.3 %  75.0 %
Franchise royalties and fees 8.6 9.4 8.6  9.5
Fresh dough sales to franchisees 13.5 15.3 14.1  15.5

               
Total revenue 100.0 % 100.0 %  100.0 %  100.0 %

Costs and expenses:                 
Bakery-cafe expenses (1):    

Cost of food and paper products 29.5 % 28.7 %  28.3 %  28.3 %
Labor 30.5 30.9 30.7  31.2
Occupancy 7.6 7.5 7.7  7.4
Other operating expenses 14.2 15.5 14.2  15.0

                  
Total bakery-cafe expenses 81.8 82.6 80.9  81.9

Fresh dough cost of sales to franchisees (2) 85.4 91.4 87.8  91.3
Depreciation and amortization 5.3 5.3 5.2  5.4
General and administrative expenses 7.5 7.8 7.5  7.4
Pre-opening expenses 0.4 0.7 0.4  0.6

                  
Total costs and expenses 88.4 90.0 88.0  89.0

               
Operating profit 11.6 10.0 12.0  11.0
Interest expense — — —  —
Other (income) expense, net (0.1) 0.3  (0.1)  0.3
                  
Income before income taxes 11.7 9.7 12.0  10.7
Income taxes 4.3 3.5 4.4  3.9
               
Net income 7.4 % 6.1 %  7.7 %  6.8 %
               

 

(1)  As a percentage of bakery-cafe sales.
 
(2)  As a percentage of fresh dough sales to franchisees.



                    

     The following table sets forth certain information and other data relating to Company-owned and franchise operated bakery-cafes:  

     Increases in comparable bakery-cafe sales for the twelve and twenty-eight weeks ended July 12, 2005 and July 10, 2004 were as follows:  

     Comparable bakery-cafe sales exclude closed locations and are based on sales for bakery-cafes that have been in operation for at least 
18 months.  

     Comparable sales for the twelve and twenty-eight weeks ended July 12, 2005 increased at a higher rate than comparable sales for the twelve 
and twenty-eight weeks ended July 10, 2004 as a result of increased sales of products from our new antibiotic-free chicken, sales from the 
Company’s “Via Panera” catering business which began in 2004, sales from strengthened new product development, including our egg souffle 
product which began in the second quarter of 2005, and price increases.  

Revenues  

     Total revenues for the twelve weeks ended July 12, 2005 increased 33.1% to $140.2 million compared to $105.3 million for the twelve 
weeks ended July 10, 2004. For the twenty-eight weeks ended July 12, 2005, total revenues increased 35.3% to $318.3 million compared to 
$235.2 million for the twenty-eight weeks ended July 10, 2004. The growth in total revenue for the twelve and twenty-eight weeks ended 
July 12, 2005, compared to the same periods in the prior year, is primarily due to the opening of 131 new bakery-cafes since the end of the 
second quarter of 2004 and the increase in system-wide comparable bakery-cafe sales for the twenty-eight weeks ended July 12, 2005 of 7.7%. 
The system-wide average weekly sales per bakery-cafe and the related number of operating weeks for the twelve and twenty-eight weeks 
ended July 12, 2005 and July 10, 2004 are as follows:  
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 For the twelve weeks ended  For the twenty-eight weeks ended
 July 12, 2005 July 10, 2004  July 12, 2005  July 10, 2004
Number of bakery-cafes:      

Company-owned:      
Beginning of period 243 184   226  173
Bakery-cafes opened   13   13   30   24 
Bakery-cafes closed (1) —   (1)  —
               

End of period 255 197   255  197
               

Franchise operated:                 
Beginning of period 530 453   515  429
Bakery-cafes opened 11 19   26  44
Bakery-cafes closed (1) —   (1)  (1)
               

End of period 540 472   540  472
                  

System-wide:      
Beginning of period 773 637   741  602
Bakery-cafes opened 24 32   56  68
Bakery-cafes closed (2) —   (2)  (1)
               

End of period   795   669   795   669 
               

      
 For the twelve weeks ended  For the twenty-eight weeks ended
 July 12, 2005 July 10, 2004  July 12, 2005  July 10, 2004
Company-owned 7.9% 2.3%   7.5%  2.4%
Franchised 9.9% 1.8%   7.9%  1.6%
System-wide 9.3% 1.9%   7.7%  1.8%



                    

     Average weekly sales is calculated by dividing total net sales by operating weeks. Accordingly, year over year growth reflects all sales, 
whereas comparable bakery-cafe sales reflects only sales for those bakery-cafes that have been open for more than 18 months. In addition, as 
described above, the Company had an additional three days in the first quarter of 2005 as compared to the first quarter of 2004 as a result of 
changing its fiscal week in 2005 to end on Tuesday rather than Saturday. Average weekly sales and comparable bakery-cafe sales exclude 
these three additional days in the first quarter of 2005 for comparative purposes.  

     Bakery-cafe sales for the twelve weeks ended July 12, 2005 for the Company increased 37.6% to $109.1 million from $79.3 million for the 
twelve weeks ended July 10, 2004. Company bakery-cafe sales as a percentage of total revenue increased by 2.6 and 2.3 percentage points for 
the twelve and twenty-eight weeks ended July 12, 2005, respectively, as compared to the same period in the prior year, while fresh dough sales 
to franchisees as a percentage of total revenue decreased by 1.8 and 1.4 percentage points for the twelve and twenty-eight weeks ended July 12, 
2005, respectively, as compared to the same period in the prior year, primarily as a result of the increase in the number of Company bakery-
cafe openings. For the twenty-eight weeks ended July 12, 2005, bakery-cafe sales increased 39.4% to $245.9 million from $176.4 million. The 
increase in bakery-cafe sales is primarily due to the opening of 60 new Company-owned bakery-cafes since the end of the second quarter of 
2004 and the 7.5% increase in comparable Company-owned bakery-cafe sales for the twenty-eight weeks ended July 12, 2005. The average 
weekly sales per Company-owned bakery-cafe and the number of operating weeks for the twelve and twenty-eight weeks ended July 12, 2005 
and July 10, 2004 are as follows:  

     Franchise royalties and fees rose 22.2% for the twelve weeks ended July 12, 2005 to $12.1 million from $9.9 million for the twelve weeks 
ended July 10, 2004. For the twenty-eight weeks ended July 12, 2005, franchise royalties and fees increased 23.9% to $27.5 million compared 
to $22.2 million for the twenty-eight weeks ended July 10, 2004. The components of franchise royalties and fees are as follows (in thousands): 

     The increase in royalty revenue can be attributed primarily to the addition of 71 franchised bakery-cafes opened since the end of the second 
quarter of 2004 and the 7.9% increase in comparable franchise-operated bakery-cafe sales for the twenty-eight weeks ended July 12, 2005. The 
average weekly sales per franchise-operated bakery-cafe and the number of operating weeks for the twelve and twenty-eight weeks ended 
July 12, 2005 and July 10, 2004 are as follows:  

     As of July 12, 2005, the total backlog of additional franchise commitments was 424 bakery-cafes. We expect these bakery-cafes to open 
according to the timetables established in the various area development agreements (ADA) with franchisees, with the majority  
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  For the twelve weeks ended  For the twenty-eight weeks ended
  July 12, 2005 July 10, 2004 July 12, 2005  July 10, 2004
System-wide average weekly sales  $37,754 $35,117 $37,226  $35,127
System-wide number of operating weeks   9,382 7,792 21,447  17,627

      
  For the twelve weeks ended For the twenty-eight weeks ended
  July 12, 2005 July 10, 2004 July 12, 2005  July 10, 2004
Company-owned average weekly sales  $36,724 $35,151 $36,274  $34,762
Company-owned number of operating weeks   2,971 2,256 6,684  5,075

      
  For the twelve weeks ended For the twenty-eight weeks ended
  July 12, 2005 July 10, 2004 July 12, 2005  July 10, 2004
Franchise royalties  $11,584 $9,206 $26,456  $20,737
Franchise fees   525   740   1,070   1,500 
               

Total  $12,109 $9,946 $27,526  $22,237
                  

      
  For the twelve weeks ended  For the twenty-eight weeks ended
  July 12, 2005 July 10, 2004 July 12, 2005  July 10, 2004
Franchisee average weekly sales  $38,231 $35,103 $37,656  $35,275
Franchisee number of operating weeks   6,411 5,536 14,763  12,552



                    

opening in the next four to five years. In 2005, the Company expects to open 80 to 90 new franchise bakery-cafes. The ADA requires a 
franchisee to develop a specified number of bakery-cafes on or before specific dates. If developers fail to open bakery-cafes on schedule, the 
Company, in addition to other remedies, has the right to terminate the ADA and develop Company-owned locations or develop locations 
through new area developers in that market.  

     Fresh dough sales to franchisees increased 18.0% to $19.0 million for the twelve weeks ended July 12, 2005 from $16.1 million for the 
twelve weeks ended July 10, 2004. For the twenty-eight weeks ended July 12, 2005, fresh dough sales to franchisees increased 22.7% to 
$44.9 million compared to $36.6 million for the twenty-eight weeks ended July 10, 2004. The increase was primarily driven by the increased 
number of franchise bakery-cafes opened described previously partially offset by a decrease in average fresh dough sales per bakery-cafe to 
franchisees due to a change in the mix of product sold by franchisees.  

Costs and Expenses  

     The cost of food and paper products includes the costs associated with the fresh dough operations that sell fresh dough products to 
Company-owned bakery-cafes as well as the cost of food and paper products supplied by third party vendors and distributors. The costs 
associated with the fresh dough operations that sell fresh dough products to the franchised bakery-cafes are excluded and are shown separately 
as fresh dough cost of sales to franchisees in the Consolidated Statements of Operations. The cost of food and paper products increased to 
29.5% of bakery-cafe sales for the twelve weeks ended July 12, 2005 compared to 28.7% (as restated) of bakery-cafe sales for the twelve 
weeks ended July 10, 2004. The increase in the cost of food and paper products as a percentage of bakery-cafe sales is primarily due to the 
increased cost of antibiotic-free, all natural chicken and increased fuel cost. These factors are expected to continue in the third and fourth 
quarter. Fuel costs, which averaged $2.69 per gallon, a 34.5% increase compared to the second quarter of 2004, increased distribution costs 
within the fresh dough facility operations. For the twelve weeks ended July 12, 2005, there was an average of 47.2 bakery-cafes per fresh 
dough facility compared to an average of 38.3 for the twelve weeks ended July 10, 2004.  

     Labor expense was $33.3 million, or 30.5% of bakery-cafe sales, for the twelve weeks ended July 12, 2005 compared to $24.5 million, or 
30.9% of bakery-cafe sales, of labor expense for the twelve weeks ended July 10, 2004. For the twenty-eight weeks ended July 12, 2005, labor 
expense was $75.5 million, or 30.7% of bakery-cafe sales, compared to $55.1 million, or 31.2% of bakery-cafe sales, for the twenty-eight 
weeks ended July 10, 2004. This decrease in labor expense as a percentage of total revenue is primarily due to the leveraging of labor costs as 
sales grew at a greater rate than our labor costs partially offset by higher store level bonuses.  

     Occupancy cost was $8.3 million, or 7.6% of bakery-cafe sales, for the twelve weeks ended July 12, 2005 compared to $5.9 million (as 
restated), or 7.5% (as restated) of bakery-cafe sales, of occupancy cost for the twelve weeks ended July 10, 2004. Occupancy cost was 
$19.0 million, or 7.7% of bakery-cafe sales, for the twenty-eight weeks ended July 12, 2005 compared to $13.0 million (as restated) of 
occupancy cost, or 7.4% (as restated) of bakery-cafe sales, for the twenty-eight weeks ended July 10, 2004. The increase in occupancy cost as a 
percentage of bakery-cafe sales is primarily due to increased store opening levels in 2005 compared to 2004 resulting in higher expenses 
associated with construction period rent.  

     Other bakery-cafe operating expenses were $15.5 million, or 14.2% of bakery-cafe sales, for the twelve weeks ended July 12, 2005 
compared to $12.3 million, or 15.5% of bakery-cafe sales, for the twelve weeks ended July 10, 2004. Other bakery-cafe operating expenses 
were $34.9 million, or 14.2% of bakery-cafe sales, for the twenty-eight weeks ended July 12, 2005 compared to $26.4 million, or 15.0% of 
bakery-cafe sales, for the twenty-eight weeks ended July 10, 2004. The decrease in other bakery-cafe operating expenses is primarily due to the 
leveraging of these costs over higher sales volumes as well as certain shifts in marketing cost components.  

     For the twelve weeks ended July 12, 2005, fresh dough cost of sales to franchisees was $16.2 million, or 85.4% of fresh dough sales to 
franchisees, compared to $14.7 million, or 91.4% of fresh dough sales to franchisees, for the twelve weeks ended July 10, 2004. Fresh dough 
cost of sales to franchisees was $39.4 million, or 87.8% of fresh dough sales to franchisees, for the twenty-eight weeks ended July 12, 2005, 
compared to $33.4 million, or 91.3% of fresh dough sales to franchisees, for the twenty-eight weeks ended July 10, 2004. The decrease in the 
fresh dough cost of sales rate in fiscal 2005 is primarily due to lower ingredient costs. Butter costs in the second quarter of 2005 averaged 
$1.64 per pound compared to $2.07 per pound in the second quarter of 2004.  

     Depreciation and amortization was $7.4 million, or 5.3% of total revenue, for the twelve weeks ended July 12, 2005 compared to 
$5.6 million (as restated), or 5.3% (as restated) of total revenue, for the twelve weeks ended July 10, 2004. For the twenty-eight weeks ended 
July 12, 2005 depreciation and amortization was $16.5 million, or 5.2% of total revenue, compared to $12.6 million, or 5.4% of total revenue, 
for the twenty-eight weeks ended July 10, 2004. The increase of $1.8 million and $3.9 million for the twelve weeks and twenty-eight weeks, 
respectively, over the same time periods in 2004 was primarily due to the increase in number of Company-owned  
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bakery cafes. The decrease in depreciation and amortization as a percentage of total revenue for the twenty-eight weeks ended July 12, 2005 is 
primarily due to the leveraging of these costs over higher sales volumes.  

     General and administrative expenses were $10.6 million, or 7.5% of total revenue, and $8.2 million, or 7.8% of total revenue, for the twelve 
weeks ended July 12, 2005 and July 10, 2004, respectively. The decrease in general and administrative expenses as a percentage of total 
revenue for the quarter ended July 12, 2005 is primarily the result of improved leveraging of these costs over higher revenue volumes partially 
offset by increased incentive compensation and professional service fees, primarily audit fees.  

     Pre-opening expenses, which consist primarily of labor costs and food costs, were $0.5 million, or 0.4% of total revenue, and $0.8 million, 
or 0.7% of total revenue, for the twelve weeks ended July 12, 2005 and July 10, 2004, respectively. For the twenty-eight weeks ended July 12, 
2005 pre-opening costs were $1.4 million, or 0.4% of total revenue, compared to $1.4 million, or 0.6% of total revenue, for the twenty-eight 
weeks ended July 10, 2004. The decrease in pre-opening expenses as a percentage of total revenue for the twelve and twenty-eight weeks 
ended July 12, 2005 is primarily due to the leveraging of these costs over higher sales volumes.  

Operating Profit  

     Operating profit for the twelve weeks ended July 12, 2005 increased to $16.3 million, or 11.6% of total revenue, from $10.5 million (as 
restated), or 10.0% (as restated) of total revenue, for the twelve weeks ended July 10, 2004. Operating profit for the twenty-eight weeks ended 
July 12, 2005 increased to $38.2 million, or 12.0% of total revenue, from $25.8 million (as restated), or 11.0% (as restated) of total revenue, for 
the twenty-eight weeks ended July 10, 2004. Operating profit as a percentage of total revenues for the twelve and twenty-eight weeks ended 
July 12, 2005 increased as a result of the factors described above.  

Other Income and Expense  

     Other income and expense was $0.2 million of income, or 0.1% of total revenue, and $0.3 million of expense, or 0.3% of total revenue, for 
the twelve weeks ended July 12, 2005 and July 10, 2004, respectively. For the twenty-eight weeks ended July 12, 2005 other income and 
expense was $0.2 million of income, or 0.1% of total revenue, compared to $0.7 million of expense, or 0.3% of total revenue, for the twenty-
eight weeks ended July 10, 2004. The change in other income and expense as a percentage of total revenue for the twelve and twenty-eight 
weeks ended July 12, 2005 is primarily due to increased interest income in 2005 resulting from both higher investment balances and higher 
interest rates.  

Income Taxes  

     The provision for income taxes increased to $6.0 million for the twelve weeks ended July 12, 2005 compared to $3.7 million (as restated) 
for the twelve weeks ended April 17, 2004. For the twenty-eight weeks ended July 12, 2005 the provision for income taxes increased to 
$14.0 million compared to $9.2 million (as restated) for the twenty-eight weeks ended July 10, 2004. The tax provision for the twelve and 
twenty-eight weeks ended July 12, 2005 and July 10, 2004 reflects a consistent combined federal, state, and local effective tax rate of 36.5%.  

Net Income  

     Net income for the twelve weeks ended July 12, 2005 increased to $10.4 million, or $0.33 per diluted share, compared to net income of 
$6.5 million (as restated), or $0.21 per diluted share (as restated), for the twelve weeks ended July 10, 2004. Net income for the twenty-eight 
weeks ended July 12, 2005 increased to $24.4 million, or $0.77 per diluted share, compared to net income of $16.0 million (as restated), or 
$0.52 per diluted share (as restated), for the twenty-eight weeks ended July 10, 2004. The increase in net income for the twelve and twenty-
eight weeks ended July 12, 2005 and July 10, 2004 is consistent with the factors described above.  

Liquidity and Capital Resources  

     Cash and cash equivalents were $36.4 million at July 12, 2005 compared to $29.6 million at December 25, 2004. The Company’s principal 
requirements for cash are capital expenditures for the development of new bakery-cafes, for maintaining or remodeling existing bakery-cafes, 
for purchasing existing franchise bakery-cafes, for developing, remodeling and maintaining fresh dough facilities, and for enhancements of 
information systems. For the twenty-eight weeks ended July 12, 2005, the Company met its requirements for capital with cash from operating 
activities.  

     As of July 12, 2005 and December 25, 2004, the Company had investments of $48.1 million and $28.4 million, respectively, in United 
States treasury notes and government agency securities. Investments are classified as short or long-term in the accompanying consolidated 
balance sheet based upon their stated maturity dates. As of July 12, 2005, all investments were classified as held-to  
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maturity as the Company has the intent and ability to hold the securities to maturity. Held-to-maturity securities are stated at amortized cost, 
adjusted for amortization of premiums to maturity, which approximates fair value at July 12, 2005.  

     Funds provided by operating activities for the twenty-eight weeks ended July 12, 2005 were $57.2 million compared to $25.6 million (as 
restated) for the twenty-eight weeks ended July 10, 2004. Funds provided by operating activities in 2005 primarily resulted from net income, 
depreciation and amortization, and tax benefit from exercise of stock options.  

     Total capital expenditures of $37.3 million for the twenty-eight weeks ended July 12, 2005 were primarily related to the opening of 30 
Company-owned bakery-cafes, costs incurred on Company-owned bakery-cafes to be opened in the third and fourth quarters of 2005, and the 
maintaining or remodeling of existing Company-owned bakery-cafes and fresh dough facilities. Total capital expenditures for the twenty-eight 
weeks ended July 10, 2004 were $35.1 million (as restated), related primarily to the opening of 24 Company-owned bakery-cafes, costs 
incurred on Company-owned bakery-cafes to be opened in the third and fourth quarters of 2004, and the maintaining or remodeling of existing 
bakery-cafes and fresh dough facilities. Capital expenditures were funded primarily by cash generated from operating activities.  

     On December 19, 2003, the Company entered into a $10.0 million unsecured revolving line of credit (revolver). The revolver matures 
December 19, 2006 and has an interest rate of LIBOR plus 0.75% to 1.5% depending on the Company’s leverage ratio and type of loan 
(approximately 4.0% to 4.8% at July 12, 2005). The revolver contains restrictions relating to future indebtedness, liens, investments, 
distributions, mergers, acquisitions, or sales of assets and certain leasing transactions. The revolver also requires the maintenance of certain 
financial ratios and covenants. As of July 12, 2005, the Company was in compliance with all financial ratios and covenants. At July 12, 2005, 
the Company had $9.8 million available under the revolver with $0.2 million utilized by an outstanding letter of credit. The Company has not 
borrowed under its revolver for over three years.  

     Financing activities provided $8.5 million for the twenty-eight weeks ended July 12, 2005, which included $7.9 million from the exercise of 
stock options and $0.5 million from the issuance of common stock under employee benefit plans. The financing activities for the twenty-eight 
weeks ended July 10, 2004 provided $2.3 million, which included $1.2 million from the exercise of stock options, $0.5 million from the 
issuance of common stock under employee benefit plans, and $0.6 million from investments by minority interest owners.  

     The Company had working capital of $19.9 million at July 12, 2005 and $2.5 million at December 25, 2004. The increase in working capital 
from December 25, 2004 to July 12, 2005 resulted primarily from a $6.8 million increase in cash and a $15.9 million increase in short term 
investments partially offset by a $2.9 million increase in accounts payable and a $5.5 million increase in accrued expenses. The Company also 
increased its long-term investments by $3.7 million from December 25, 2004 to July 12, 2005. The Company has experienced no liquidity 
difficulties and has historically been able to finance its operations through internally generated cash flow.  

     The Company anticipates total capital expenditures for fiscal year 2005 of approximately $95 to $100 million principally for the opening of 
70 new Company-owned bakery-cafes, the costs incurred on early 2006 openings, the maintaining and remodeling of existing bakery-cafes, 
and the remodeling and expansion of existing fresh dough facilities, and corporate infrastructure. The Company expects new bakery-cafes in 
2005 will require, on average, an investment per bakery-cafe (excluding pre-opening expenses which are expensed as incurred) of 
approximately $950,000. The Company expects to fund these expenditures principally through internally generated cash flow and cash from 
the exercise of employee stock options, supplemented, where necessary, by borrowings on its revolver.  

     Our capital requirements, including development costs related to the opening or acquisition of additional bakery-cafes and remodeling 
expenditures, have and will continue to be significant. Our future capital requirements and the adequacy of available funds will depend on 
many factors, including the pace of expansion, real estate markets, site locations, and the nature of the arrangements negotiated with landlords. 
We believe that our cash flow from operations supplemented, where necessary, by borrowings on our revolver, and cash from the exercise of 
employee stock options, will be sufficient to fund our capital requirements for the foreseeable future.  

Critical Accounting Policies & Estimates  

     There were no material changes in the Company’s critical accounting policies since the end of the most recent fiscal year. For further 
information, see the “Critical Accounting Policies & Estimates” section of Item 7 of the Company’s Annual Report on Form 10-K for the year 
ended December 25, 2004.  
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Other Commitments  

     The Company is obligated under non-cancelable operating leases for its bakery-cafes, fresh dough facilities and trucks, and administrative 
offices. Lease terms for its trucks are generally for five to seven years. Lease terms for its bakery-cafes, fresh dough facilities, and 
administrative offices are generally for ten years with renewal options at most locations and generally require the Company to pay a 
proportionate share of real estate taxes, insurance, common area, and other operating costs. Many bakery-cafe leases provide for contingent 
rental (i.e., percentage rent) payments based on sales in excess of specified amounts. Certain of the Company’s lease agreements provide for 
scheduled rent increases during the lease terms or for rental payments commencing at a date other than the date of initial occupancy.  

     Off-Balance Sheet Arrangement - The Company is a prime tenant or guarantor for certain operating leases of nine franchisee locations and 
33 locations of the former Au Bon Pain Division, or its franchisees. The leases have terms expiring on various dates from October 2005 to 
December 2018, and the guarantees have a potential amount of future rental payments of approximately $28.0 million. The obligation from 
leases or guarantees will continue to decrease over time as these operating leases expire or are not renewed. As the guarantees were initiated 
prior to December 31, 2002, the Company has not recorded a liability for these leases or guarantees pursuant to the provisions of FASB 
Interpretation Number (FIN) 45, “Guarantor’s Accounting and Disclosure Requirements For Guarantees, Including Indirect Guarantees of 
Indebtedness of Others, an Interpretation of FASB Statements No. 5, 57, and 107 and Rescission of FASB Interpretation No. 34.” Also, the 
Company has not had to make any payments related to the leases or guarantees. Au Bon Pain and the respective franchisees continue to have 
primary liability for these operating leases.  

Recent Accounting Pronouncements  

     In December 2004, the FASB issued SFAS No. 123R, “Share-Based Payment” (“SFAS 123R”), a revision of SFAS No. 123, “Accounting 
for Stock-Based Compensation.” SFAS 123R will require the Company to, among other things, measure employee stock-based compensation 
awards where applicable using a fair value method and record related expense in the Company’s consolidated financial statements. The 
provisions of SFAS 123R are effective for public companies for annual periods beginning after June 15, 2005; therefore, the Company will 
adopt the new requirements when required in fiscal 2006. Adoption of the expensing requirements will reduce the Company’s reported 
earnings. Management is currently evaluating the specific impacts of adoption, which include, among other things, whether the Company 
should adopt the requirements on a prospective or retrospective basis and which valuation model is most appropriate.  

     In December 2004, the FASB issued Staff Position No. FAS 109-1, “Application of SFAS No. 109, Accounting for Income Taxes, to the 
Tax Deduction on Qualified Production Activities provided by the American Jobs Creation Act of 2004” (“FSP 109-1”). FSP 109-1 states that 
qualified domestic production activities should be accounted for as a special deduction under SFAS No. 109, “Accounting for Income Taxes.” 
The provisions of FSP 109-1 are effective immediately. Adoption of this pronouncement does not have a significant impact on the Company’s 
financial statements.  

Item 3. Quantitative and Qualitative Disclosures about Market Risk  

     No material changes have taken place in the quantitative and qualitative information about market risk since the end of the most recent 
fiscal year. For further information, see Item 7A of the Company’s Annual Report on Form 10-K for the year ended December 25, 2004.  

Item 4. Controls and Procedures  

     The Company maintains a system of disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities 
Act of 1934, as amended) designed to provide reasonable assurance that information the Company is required to disclose in the reports that it 
files or submits under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and reported, within the time 
periods specified in Securities and Exchange Commission rules and forms. The Company’s management, with the participation of its chief 
executive officer and its chief financial officer, evaluated the effectiveness of its disclosure controls and procedures (as defined in Rules 13a-15
(e) and 15d-15(e) under the Securities Act of 1934, as amended) as of July 12, 2005. Based on that evaluation, the Company’s chief executive 
officer and chief financial officer have concluded that, as of such date, the Company’s disclosure controls and procedures were effective at the 
reasonable assurance level.  

     It should be noted that while management, including the Company’s Chief Executive Officer and Chief Financial Officer, concluded that 
the Company’s disclosure controls and procedures are effective to provide a reasonable level of assurance, the Company does not expect that  
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the Company’s disclosure controls and procedures or the Company’s internal controls will prevent all error and all fraud. A control system, no 
matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are met. 
Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of controls must be considered 
relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that 
all control issues and instances of fraud, if any, within the Company have been detected.  

     There have been no changes in the Company’s internal control over financial reporting that occurred during the quarter ended July 12, 2005 
that have materially affected, or are reasonably likely to materially affect, its internal control over financial reporting.  

PART II. OTHER INFORMATION  

Item 4. Submission of Matters to a Vote of Security Holders  

     The Company held its Annual Meeting of Stockholders on June 2, 2005 to consider and vote upon the following matters:  

     With respect to the director proposal:  

     The following votes were cast in favor of, and were withheld from, the nominations of Ronald M. Shaich and Fred K. Foulkes, the director 
nominees:  

     Directors Domenic Colasacco and Thomas E. Lynch continue in office for terms ending in 2006. Director Larry J. Franklin continues in 
office for a term ending in 2007.  

     With respect to the 2001 Employee, Director and Consultant Stock Option Plan amendment:  

     With respect to the auditor proposal:  
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 1.  To elect two (2) directors to the Board of Directors to serve for terms ending in 2008, or until their successors have been duly 
elected and qualified;

 

 2.  To approve an amendment to the 2001 Employee, Director and Consultant Stock Option Plan to increase the number of shares 
with respect to which options may be granted under the plan; and

 

 3.  To consider and act upon a proposal to ratify the appointment of PricewaterhouseCoopers LLP as our independent registered 
public accounting firm for the fiscal year ending December 27, 2005.

             
Director Nominees For Withheld
Ronald M. Shaich  Class A   26,148,602   712,193 
  Class B  4,092,006 —
      

 

  Total  30,240,608 712,193
Fred K. Foulkes Class A  26,254,890 605,905
   Class B   4,092,006   — 
      

 

  Total  30,346,896 605,905

     
              Broker
 For Against  Abstain Non-Votes
Class A   9,769,251   9,546,845   40,208   7,504,491 
Class B 4,074,822 —   17,184 —
  

 

Total 13,844,073 9,546,845   57,392 7,504,491

             
 For  Against Abstain
Class A   26,781,396   61,465   17,934 
Class B 4,075,806   — 16,200
  

 

Total 30,857,202   61,465 34,134



                    

Item 5. Other Information  

     On July 26, 2005, the Company issued a press release announcing its sales for the second quarter and twenty-eight weeks ended July 12, 
2005. The press release was furnished as an exhibit to the Company’s Current Report on Form 8-K filed on July 26, 2005.  

Item 6. Exhibits  
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Exhibit No.  Description

 3.1 
 

Certificate of Incorporation of Registrant, as amended through June 7, 2002. Incorporated by reference to Exhibit 3.1 to the 
Company’s Quarterly Report on Form 10-Q for the period ended July 13, 2002.

      
 3.2 

 
Bylaws of Registrant, as amended through March 5, 2004. Incorporated by reference to Exhibit 3.2 to the Company’s Annual 
Report on Form 10-K for the year ended December 27, 2003.

      
 4.1 

 

Form of Rights Agreement, dated as of October 21, 1996 between the Company and State Street Bank and Trust Company 
(now EquiServe Trust Company, N.A.), as Rights Agent. Incorporated by reference to the Company’s Registration Statement 
on Form 8-A (File No. 000-19253) , filed on November 1, 1996.

      
 4.2 

 

Amendment of Rights Agreement between the Company and State Street Bank and Trust Company (now EquiServe Trust 
Company, N.A.), as Rights Agent, dated as of January 15, 1999. Incorporated by reference to the Company’s Registration 
Statement on Form 8-A/A (File No. 000-19253) , filed on November 2, 1999.

      
 10.1 

 

Registrant’s 2001 Employee, Director and Consultant Stock Option Plan (the “2001 Plan”). Incorporated by reference from 
Appendix A of the Registrant’s Proxy Statement on Schedule 14A for the 2005 Annual Meeting of Stockholders filed on 
April 21, 2005. 

      
 31.1  Certification by Chief Executive Officer 
      
 31.2  Certification by Chief Financial Officer 
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Certification Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, by 
Chief Executive Officer and Chief Financial Officer 



                    

Signatures  

     Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by 
the undersigned, thereunto duly authorized.  
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Panera Bread Company 
(REGISTRANT)

 

        
Dated: August 17, 2005   By:  /s/ Ronald M. Shaich
      

 
  

   

 

 

 

Ronald M. Shaich 
Chairman and Chief Executive Officer 
(on behalf of registrant and as principal executive officer)

 

        
Dated: August 17, 2005   By:  /s/ Neal J. Yanofsky
      

 
  

   
 

 
 

Neal J. Yanofsky 
Executive Vice President, Chief Administrative Officer

 

        
Dated: August 17, 2005   By:  /s/ Mark E. Hood
      

 
  

   
 

 
 

Mark E. Hood 
Senior Vice President, Chief Financial Officer

 

        
Dated: August 17, 2005   By:  /s/ Richard R. Isaak
      

 
  

   
 

 
 

Richard R. Isaak 
Vice President, Controller, Chief Accounting Officer

 



                    

EXHIBIT INDEX  

25 

     
Exhibit No.  Description

 3.1 
 

Certificate of Incorporation of Registrant, as amended through June 7, 2002. Incorporated by reference to Exhibit 3.1 to the 
Company’s Quarterly Report on Form 10-Q for the period ended July 13, 2002.

      
 3.2 

 
Bylaws of Registrant, as amended through March 5, 2004. Incorporated by reference to Exhibit 3.2 to the Company’s Annual 
Report on Form 10-K for the year ended December 27, 2003.

      
 4.1 

 

Form of Rights Agreement, dated as of October 21, 1996 between the Company and State Street Bank and Trust Company 
(now EquiServe Trust Company, N.A.), as Rights Agent. Incorporated by reference to the Company’s Registration Statement 
on Form 8-A (File No. 000-19253) , filed on November 1, 1996.

      
 4.2 

 

Amendment of Rights Agreement between the Company and State Street Bank and Trust Company (now EquiServe Trust 
Company, N.A.), as Rights Agent, dated as of January 15, 1999. Incorporated by reference to the Company’s Registration 
Statement on Form 8-A/A (File No. 000-19253) , filed on November 2, 1999. 

      
 10.1 

 

Registrant’s 2001 Employee, Director and Consultant Stock Option Plan (the “2001 Plan”). Incorporated by reference from 
Appendix A of the Registrant’s Proxy Statement on Schedule 14A for the 2005 Annual Meeting of Stockholders filed on 
April 21, 2005. 

      
 31.1  Certification by Chief Executive Officer 
      
 31.2  Certification by Chief Financial Officer 
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Certification Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, by 
Chief Executive Officer and Chief Financial Officer



                    

EXHIBIT 31.1

CERTIFICATION  

I, Ronald M. Shaich, certify that:  
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1. I have reviewed this Quarterly Report on Form 10-Q for the quarter ended July 12, 2005 of Panera Bread Company;
 

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

 

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

 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-15(f) and 15d-15(f)) for the registrant and have:

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

 

 (b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles;

 

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

 

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

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

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

 

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

   
     
    Dated: August 17, 2005 /s/ RONALD M. SHAICH
   

 
 

   
 

   
 

 Ronald M. Shaich 
Chairman and Chief Executive Officer

 



                    

EXHIBIT 31.2

CERTIFICATION  

I, Mark E. Hood, certify that:  
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1. I have reviewed this Quarterly Report on Form 10-Q for the quarter ended July 12, 2005 of Panera Bread Company;
 

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

 

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

 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-15(f) and 15d-15(f)) for the registrant and have:

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

 

 (b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles;

 

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

 

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

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

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

 

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

   
     
    Dated: August 17, 2005 /s/ Mark E. Hood
   

 
 

   
 

   
 

 Mark E. Hood 
Senior Vice President, Chief Financial Officer

 



                    

EXHIBIT 32

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 Panera Bread Company on Form 10-Q for the quarterly period ended July 12, 2005 (the 
“Report”), as filed with the Securities and Exchange Commission, we, Ronald M. Shaich, Chairman and Chief Executive Officer, and Mark E. 
Hood, Chief Financial Officer, certify, to the best of our knowledge and belief, pursuant to Rule 13a-14(b) and 18 U.S.C. Section 1350, as 
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:  

28 

 1  The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

 2  The information contained in this Report fairly presents, in all material respects, the financial condition and results of operations 
of Panera Bread Company.

   
     
    Dated: August 17, 2005 /s/ RONALD M. SHAICH
   

 
 

   
 

   
 

 Ronald M. Shaich 
Chairman and Chief Executive Officer

 

    
    Dated: August 17, 2005 /s/ Mark E. Hood
   

 
 

   
 

   
 

 Mark E. Hood 
Senior Vice President, Chief Financial Officer

 


